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The aim of this report is to analyse the profitability of Jaguar Land Rover company and also the provide suggestions over the financial improvements and investments
Jaguar Land Rover company is on the major investors in auto industry in the UK. The company includes two car brands internationally recognised and these are Jaguar and Land Rover. Jaguar is for sport cars and Land Rover is a part of  the luxury Sport Utility Vehicles (SUV). The company has most of the operations in the UK sites, they extend their production in China, India, Brazil, Slovakia.
The company has developed the whole strategy on Customer First and each department and each area from the production to sales is focus over the customer satisfaction. The are environment friendly and their new model Jaguar I-Pace has obtained in 2019 the award “World Car of the year” for the reduce CO2 emissions.
Mercedes Benz the competitor of Jaguar Land Rover is located in Germany and is an international brand, recognized for quality, professionalism and reliability. Mercedes Benz is a bigger company than Jaguar Land Rover but they build SUV`s and they are on the same auto market segment as Jaguar Land Rover.

B.1 Jaguar Land Rover financial performance analysis
We are going to calculate the key financial ratios for the period 2014-2018 for Jaguar Land Rover and for 2018 for the competitor Mercedes Benz.
B.1. 1. Profitability Ratios
It is important for a company to know how much income is able to generate relative to sales, operating cost.
In order to calculate the profitability ratios we need to know the revenue / sales values, the Gross profit, the operating income and the net income.  For Jaguar Land Rover the Annual Financial Reports does not give us directly Operating Income or the Gross profit and the calculation formulas could be found in the Appendix.
Tab.1. The profitability ratios calculation elements
	 
	The chosen company
	Competitor

	
	Jaguar Land Rover (£M)
	Mercedes Benz 2018 (€M)

	Year / Ratio
	2014
	2015
	2016
	2017
	2018
	2018

	Sales
	£19,386
	£21,866
	£22,286
	£24,339
	£25,786
	€ 167,362

	Gross Profit
	£7,482
	£8,681
	£9,038
	£9,117
	£9,458
	€ 33,067

	Materials and other Cost of Sales
	£11,904
	£13,185
	£13,562
	£15,222
	£16,328
	€ 134,295

	Operating Income
	£2,648
	£2,701
	£1,609
	£1,645
	£1,564
	€ 11,117

	Profit before Tax
	£2,501
	£2,614
	£1,557
	£1,610
	£1,512
	€ 10,595

	Interest
	£147
	£87
	£52
	£35
	£52
	€ 522

	Finance income
	£38
	£48
	£38
	£33
	£33
	€ 271

	Finance expense (net)
	£185
	£135
	£90
	£68
	£85
	€ 793

	Net Income
	£1,879
	£2,038
	£1,312
	£1,272
	£1,114
	€ 7,582


Source: Author`s calculations and Annual Financial Reports of Jaguar Land Rover 
The profitability ratios are: the Gross Margin, Operating Margin and Net Profit Margin. 
The Gross Margin is shown how profitable is sold the inventory, this is the profit that come up after the sale of the inventory. The operating margin is shown how much from the revenue is made by operating income. The Net profit margin known as Net margin is telling us how much from the sales figures is transformed in profit, the income made from each pound sales. 
On Tab.2. are presented the calculated profitability ratios for Jaguar Land Rover and  the competitor Mercedes Benz.  It should be mentioned despite the fact the companies are located on different countries, and the financial statements are in different currencies, the profitability ratios allow us to understand how profitable they on the auto market are.
Tab.2  Profitability ratios
	 
	 The chosen company 
	The competitor

	 Company 
	Jaguar Land Rover
	Mercedes Benz

	Year/ Ratio
	2014 
	2015 
	2016 
	2017 
	2018 
	2018

	Gross Margin
	38.59%
	39.70%
	40.55%
	37.46%
	36.68%
	19.76%

	Operating Margin
	13.66%
	12.35%
	7.22%
	6.76%
	6.07%
	6.64%

	Net Profit Margin
	9.69%
	9.32%
	5.89%
	5.23%
	4.32%
	4.53%


Source: Author`s calculations 
B.1.2. Efficiency ratios
The efficiency ratios are the one who is showing how well the company is able to use the assets and resources. The efficiency ratios are the Asset Turnover and the Fixed Asset Turnover
On Tab.3 are presented the elements from the Financial statements, that are required in order to do the calculation.
Tab.3  Efficiency ratios calculation elements
	 
	The chosen company
	Competitor

	
	Jaguar Land (£M)
	Mercedes Benz (€M)

	Year 
	2014
	2015
	2016
	2017
	2018
	2018

	Sales
	£19,386
	£21,866
	£22,286
	£24,339
	£25,786
	£167,362

	Total Assets
	£15,589
	£18,563
	£20,567
	£24,350
	£26,775
	£281,619

	Fixed Assets
	£3,184
	£4,474
	£5,175
	£5,885
	£7,417
	£30,948


Source: Author`s calculation and Annual Financial Statements of Jaguar Land Rover and Mercedes Benz
The formulas used to calculate the efficiency ratios can be found on the Appendix.


Tab. 4 Efficiency ratios
	Company
	Jaguar Land Rover
	Mercedes Benz

	Year / Ratio
	2014
	2015
	2016
	2017
	2018
	2018

	Asset Turnover
	1.24
	1.18
	1.08
	1.00
	0.96
	0.59

	Fixed Asset Turnover
	6.09
	4.89
	4.31
	4.14
	3.48
	5.41


Source: Author`s calculations
B.1.3. Liquidity ratios
Liquidity ratios is shown if the company is able to pay the current liabilities either by using cash, or the current assets. On Tab 5 are presented the elements from the financial statements necessary to calculate the liquidity ratios.
Tab. 5 Liquidity ratios calculation elements
	 
	The chosen company
	Competitor

	 
	Jaguar Land Rover
	Mercedes Benz 2018 (€M)

	Year
	2014
	2015
	2016
	2017
	2018
	2018

	Current Assets
	£7,230
	£8,410
	£8,972
	£10,962
	£11,170
	€ 121,613

	Current Liabilities
	£6,134
	£7,457
	£7,875
	£10,104
	£10,920
	€ 97,962

	Cash
	£2,260
	£3,208
	£3,399
	£2,878
	£2,626
	€ 15,853

	Inventory
	£2,174
	£2,416
	£2,685
	£3,464
	£3,767
	€ 29,489

	Current Assets-Inventory
	£5,056
	£5,994
	£6,287
	£7,498
	£7,403
	€ 92,124


Source: Author`s calculations and Annual Financial Reports for Jaguar Land Rover and Mercedes Benz
The liquidity ratios have been calculated by using the formulas presented on the Appendix
Tab.6 Liquidity ratios
	 
	The chosen company
	Competitor

	Company
	Jaguar Land Rover
	Mercedes Benz

	Year / Ratio
	2014
	2015
	2016
	2017
	2018
	2018

	Current Ratio
	1.18
	1.13
	1.14
	1.08
	1.02
	1.24

	Quick Ratio
	0.82
	0.80
	0.80
	0.74
	0.68
	0.94

	Cash 
	0.37
	0.43
	0.43
	0.28
	0.24
	0.16


Source: Author`s calculations


B.1.4. Leverage Ratios
The leverage ratios have shown us how much capital is provided by the debt. These ratios provide information about the level of debt of the company. On Tab. 7 are presented the elements that contribute to the leverage ratios calculation. It should be mentioning the Total Debt formula is presented in the Appendix.  
Tab. 7 Leverage Ratios calculation elements
	 
	The chosen company
	Competitor

	 
	Jaguar Land Rover (£M)
	Mercedes Benz (€M)

	Year
	2014
	2015
	2016
	2017
	2018
	2018

	Total Debt
	£2,010
	£2,537
	£2,489
	£3,574
	£3,712
	€ 144,902

	Short-term borrowings
	£167
	£156
	£116
	£179
	£652
	€ 56,240

	Long-term borrowings
	£1,843
	£2,381
	£2,373
	£3,395
	£3,060
	€ 88,662

	Total Equity
	£5,864
	£6,040
	£7,614
	£6,581
	£9,984
	€ 66,053

	Total Equity+Total Debt
	£7,874
	£8,577
	£10,103
	£10,155
	£13,696
	€ 210,955


Source: Author`s calculations and Annual Financial Reports of Jaguar Land Rover and Mercedes Benz
The leverage ratio are Debt – Equity and Debt-to Capital. Debt to Equity ratio is telling us how much from the actual finance of the company is provide by creditors or investors. Debt to Capital is shown how much from the total debt the company is using to run the operations.
Tab. 8 Leverage Ratios
	 
	The chosen company
	Competitor

	Company
	Jaguar Land Rover
	Mercedes Benz

	Year / Ratios
	2014
	2015
	2016
	2017
	2018
	2018

	Debt-Equity Ratio
	0.34
	0.42
	0.33
	0.54
	0.37
	2.19

	Debt-To- Capital Ratio
	0.26
	0.30
	0.25
	0.35
	0.27
	0.69


Source: Author`s calculations











B.2 Critical evaluation of the ratios calculated

B.2.1. Profitability 
The calculated profitability ratios for Jaguar Land Rover and Mercedes Benz from table 8. are going to help us find out more about  the profitability of Jaguar Land Rover.
Tab.8  Profitability Ratios Jaguar Land Rover vs Mercedes Benz 
	 
	 The chosen company 
	The competitor
	 

	 Company 
	Jaguar Land Rover
	Mercedes Benz
	Auto Industry Value

	Year/ Ratio
	2014 
	2015 
	2016 
	2017 
	2018 
	2018
	 

	Gross Margin
	38.59%
	39.70%
	40.55%
	37.46%
	36.68%
	19.76%
	12.61%

	Operating Margin
	13.66%
	12.35%
	7.22%
	6.76%
	6.07%
	6.64%
	4.02%

	Net Profit Margin
	9.69%
	9.32%
	5.89%
	5.23%
	4.32%
	4.53%
	2.88%


Source: Authors calculations and (auto industry market, 2019) 

a) Gross Margin
Gross Margin measure how profitable the company can sale their inventory. The gross margin is shown the profit that remains after the sales in order to pay the expenses, mainly those occur from operations. 
Figure 1: Gross Margin Jaguar Land Rover for 2014-2018 vs Auto Industry Ratio

Source: Authors calculations and (auto industry market, 2019)
As could be seen from the Jaguar Land Rover Gross Margin is more above the auto industry ratio. The cars produced by Jaguar Land Rover are selling well on the market and generate a good gross margin. During those 5 years, the company kept the same rhythm of business and generated a great gross margin and this is a plus for their management team.
b) Operating Margin
The operating margin is a very important indicator mainly for manufacturing industry. This indicator is shown how much revenue remains after the operating expanses are covered. This indicator provides information about the operations of the company.
Figure 2: Jaguar Land Rover Operating Margin 2014-2018

Source: Author`s calculations and (auto industry market, 2019)
A high operating margin is telling us the company has enough finance to pay all the costs and run the operations. In our case the operating margin generated by Jaguar Land Rover is higher then the market value. Unfortunately, the decreasing trend is not a good sign and we should be taken in consideration the possible impact that the Brexit is bringing over the company stability. 
c) Net Profit Margin
Net profit margin is shown how much from the revenue is used to pay the expenses  ( operating and non-operating) and how much remains either to reinvest in the company, nor to pay the shareholders. This ratio is very important for the investors and creditors. 
Figure 3. Jaguar Land Rover Net Profit Margin 2014-2018

Source: Author`s calculations and (auto industry market, 2019)

As could be seen Jaguar Land Rover is doing a net profit margin in comparison to the market trend but unfortunately the Brexit impact starts to appear.
d) Jaguar Land Rover Profitability ratios vs. the competitor
Figure 4: Profitability ratios Jaguar Land Rover vs Mercedes Benz

Source: Author`s calculations and (auto industry market, 2019)

Despite the fact the volume of sales is different between these 2 companies and they are acting on different countries, both companies register good profitability in comparison to the auto market trend. 

B.2.2. Efficiency Ratios
We have calculated the efficiency ratios for Jaguar Land Rover and also for the competitor. On Tab 9. Is presented the efficiency ratio of both companies vs. auto industry value.
Tab. 9 Efficiency Ratio Jaguar Land Rover vs. Mercedes Benz
	 
	The chosen company
	Competitor
	Auto Industry Value

	Company
	Jaguar Land Rover
	Mercedes Benz
	

	Year / Ratio
	2014
	2015
	2016
	2017
	2018
	2018
	2018

	Asset Turnover
	1.24
	1.18
	1.08
	1.00
	0.96
	0.59
	0.76

	Fixed Asset Turnover
	6.09
	4.89
	4.31
	4.14
	3.48
	5.41
	 


Source: Author`s calculations and (auto industry market, 2019)
Before to made a comparison between those two companies, we are going to analyse each efficiency ratio for Jaguar Land Rover.



a) Asset Turnover
Figure 5.  Asset Turnover Jaguar Land Rover 2014-2018

Source: Author`s calculations and (auto industry market, 2019)

For the last five years the company used with high efficiency the assets in order to generate the sales and this indicate a good management. The trend over the years is descendent, the company sales have been very much affected on the USA market, where the sales are not very good.
The ratio for 2014-2016 is higher then 1 which is means they used the assets efficient. The ratio from 2017 is equal to 1 and even this is good because the sales of the company are equal to the total assets of the company. Unfortunately the 0.96 from 2018 is shown the company is facing problems on the production.
b) Fixed Asset Turnover
Figure 6. Fixed Asset Turnover  Jaguar Land Rover 2014-2018

Source: Author`s calculations
The Fixed Asset Turnover is telling us how efficient is using the company the equipment and the production machines in order to produce sales. Jaguar Land Rover has large robots production lines and  very expensive, high investment in property so is expecting  to have high production and high value of sales.
The fixed asset turnover varies from one producer to another. It seams in 2014 the company had a high ratio value and we may consider they were able to keep the same good performance trend between 2015 and 2017. 2018 performance express very clear the Brexit impact of the company. In this moment the company is looking for solutions in order to reduce the shock produced by Brexit.
c) Efficiency ratio comparison Jaguar Land Rover vs. Mercedes Benz 2018
As could be seen from figure 7., Jaguar Land Rover in 2018 had a higher Asset Turnover than Mercedes Benz and this means with all Brexit impact the management is doing the best to keep the balance. Mercedes Benz is shown a far better utilisation of the plant, equipment, properties and we should not forget, Mercedes Benz is in Germany, remains in EU and is not affected by the Brexit impact as Jaguar Land Rover is.
Figure 7: Efficiency Ratios Jaguar Land Rover vs. Mercedes Benz 2018

Source: Author`s calculations and (auto industry market, 2019)

B.2.3. Liquidity Ratios
The liquidity ratios plays a very important role in understanding if the company is making or loosing money. The liquidity ratios are current ratio, quick ratio and cash. We are going to analyse first the Jaguar Land Rover performance for each of the liquidity ratios.
Tab. 10 Liquidity Ratios Jaguar Land Rover vs. Mercedes Benz
	 
	The chosen company
	Competitor
	Auto Industry Value

	Company
	Jaguar Land Rover
	Mercedes Benz
	

	Year / Ratio
	2014
	2015
	2016
	2017
	2018
	2018
	2018

	Current Ratio
	1.18
	1.13
	1.14
	1.08
	1.02
	1.24
	1.05

	Quick Ratio
	0.82
	0.80
	0.80
	0.74
	0.68
	0.94
	0.34

	Cash 
	0.37
	0.43
	0.43
	0.28
	0.24
	0.16
	1.03


Source: Author`s calculations and (auto industry market, 2019)




a) Current Ratio
Current ratios is telling us if the company is straggling or nor to pay in a short period of time its liabilities with current assets. This means a higher current ratio value is showing the company is performing well.  
Figure 8. Current Ratio Jaguar Land Rover 2014-2018

Source: Author`s calculations and (auto industry market, 2019)
Jaguar Land Rover current ratios for all 5 years is at least 1 which means the company current assets cover the actual liabilities so the level of risk in this case is acceptable by the bank for example.
b) Quick Ratio
Quick ratio is shown if the company has any assets that can be transformed in cash in a short term. The assets able to be converted in money in a short period of time are called quick assets. This ratio in the end is telling us the portion of quick assets from current assets and in this way we shall know if the company is able to pay off the debt or other obligations without been necessary to sale the equipment or other long term capital.
Figure 9. Quick Ratio Jaguar Land Rover 2014-2019

Source: Author`s calculations and (auto industry market, 2019)

Even the Jaguar Land Rover ratios are above the industry value, unfortunately their quick assets are not enough to pay the obligations without selling long term assets.  
c) Cash
This ratio shows that the company is able to pay off the current liabilities only with cash. Cash does not means only cash, there could be added investments, other assets that can be transformed in cash in a short period of time.
Figure 10: Cash Jaguar Land Rover  2014-2018

Source: Author`s calculations and (auto industry market, 2019)
The cash ratio of the company is below 1 and this means the company does not have enough cash to pay its current debts, and this situation is for the whole five years. 
d) Jaguar Land Rover vs. Mercedes Benz liquidity ratios
Even Mercedes Benz have more quick assets then Jaguar Land Rover, their cash is lower than Jaguar Land Rover. Both companies , in 2018, on current ratio and quick ratio are above the auto market trend but on cash both need improvements.
Figure 11: Liquidity Ratios Jaguar Land Rover vs. Mercedes Benz

Source: Author`s calculations and (auto industry market, 2019)

B.2.4. Leverage Ratios
Leverage ratios are telling us how much from the capital is coming from debt. Before to analyse both companies performance in 2018, we are going to focus over Jaguar Land Rover performance over the past five years on each ration.
Tab. 11 Leverage Ratios Jaguar Land Rover vs Mercedes Benz
	 
	The chosen company
	Competitor
	Auto Industry Value

	Company
	Jaguar Land Rover
	Mercedes Benz
	

	Year / Ratios
	2014
	2015
	2016
	2017
	2018
	2018
	2018

	Debt-Equity Ratio
	0.34
	0.42
	0.33
	0.54
	0.37
	2.19
	0.40

	Debt-To- Capital Ratio
	0.26
	0.30
	0.25
	0.35
	0.27
	0.69
	 


Source: Author`s calculations and (auto industry market, 2019)
a) Debt Equity Ratio
Debt Equity Ratio shown how much for the company finance are coming from creditor and investors.
The figure 12 is shown us in 2014,2016,2018 the assets of the company were founded by the investors. In 2018 the company invested in the new sites in Slovakia and China and this is reflected in the figures. Also in 2014 and 2016 had been made investments in the UK production plants. During those five years the company has proven is financially stable taken in account low debt equity values.
Figure 12: Debt Equity Jaguar Land Rover 2014-2018

Source: Author`s calculations and (auto industry market, 2019)
b) Debt to Capital Ratio 
This ratio estimates the level of risk for the investors because is shown how much form daily operations are supported by debt. The values for the whole analysed period are lower then 1 and this means the company has a low risk and the debt are under control.
Figure 13: Debt to Capital Ratio Jaguar Land Rover 2014-2018

Source: Authors calculations
c) Jaguar Land Rover vs. Mercedes Benz comparison
Based on below figure we can say both companies present low risk over the investment and both controls well the debts taken in account the values of debt to capital ratio. 
The situation is different when we are looking at Debt equity where Jaguar Land Rover is financially stable, low ratio, beside of Mercedes Benz that have a very high risk.
Figure 14: Leverage Ratios Jaguar Land Rover vs Mercedes Benz

Source: Author`s calculations and (auto industry market, 2019)

B.3 Recommendations on how to improve the financial management of the company
Even in this moment UK economy is facing a huge level of unpredictable and unknown due to Brexit, Jaguar Land Rover can take some actions in order to use much better the fixed assets as well as the current assets. Another aspect that require Jaguar Land Rover management attention is the cash and quick assets, where should be found solutions to increase their portion. The uncertainty can be compensated if the company have a back up plan, more cash to manoeuvre and more quick assets that are going to help them to run even for short time in unexpected situation.



Part C: Investments projects evaluation 
C.1. 1.    Pay Back Period (PBP) calculation
Pay back period is the time necessary to recover the made investment and shows the risk faced by the investor.
Project A
Tab. 12 Pay Back Period Project A
	Year
	Project  A
	Cumulative CF

	0
	-80 
	-80

	1
	25
	-55

	2
	25
	-30

	3
	20
	-10

	4
	55
	45



 We observe between year 3 and 4 the deficit (-10) changes to a surplus (+45). 
So the Pay Back Period= 3 years + Deficit (10)/(Deficit (10)+Surplus(45)) = 3+ 10/55 = 3+ 0.18 =3.18 years
The Pay Back Period = 3.18 years
Project B
Tab. 13 Pay Back Period Project B
	Year
	Project  B
	Cumulative CF

	0
	-75 
	-75

	1
	50
	-25

	2
	20
	-5

	3
	20
	15

	4
	20
	35



We observe between year 2 and 3 the deficit (-5) is changing in surplus (+15).
So the Pay Back Period is 2(years) + Deficit (5)/ (Deficit (5)+Surplus(15)) = 2+ 5/20=2+0.25 = 2.25 years
The Pay Back Period is 2.25 years





C.1.2.   Accounting Rate of Return (ARR)
Accounting Rate of Return shows the amount of money that are coming back to the investor. It measure how much profit is expected to make on that investment.
Project A
On project A is going to make, an investment of 80 and the cash flow generated by the investment yearly is presented on Table 14
Tab. 14 Project A initial data
	Year
	Project A
	Project A

	0
	Investment
	-80

	1
	Cash flow
	25

	2
	Cash flow
	25

	3
	Cash flow
	20

	4
	Cash flow
	55



Taken in account the depreciation is straight line, each year will be depreciated the same amount as presented on Tab.14. At the end of the project the scrap value is zero.
Tab. 15 Project A Depreciation and Annual Profits
	Year
	Project A
	Depreciation
	Annual profits

	0
	-80 
	 
	 

	1
	25
	-20
	5

	2
	25
	-20
	5

	3
	20
	-20
	0

	4
	55
	-20
	35



We are going to calculate the Account Rate of Return by using two formulas as follow:
Account Rate of Return (ARR) = {(Profit year 1+Profit year 2+Profit year3+Profit year 4)/4}/(Investment/2) 
ARR =28.125% 
Account Rate of Return (ARR) = {(Cash flow year 1+ Cash flow year 2+Cash flow year 3+ Cash flow year 4)-the Investment)/4}/(Investment/2)
ARR=28.125%





Project B
On project B, the company intend to make an initial investment of 75 and that is going to generate the yearly cash flow presented on Table
Tab.16 Project B initial data
	Year
	Project B
	Project B

	0
	Investment
	-75

	1
	Cash flow
	50

	2
	Cash flow
	20

	3
	Cash flow
	20

	4
	Cash flow
	20



Taken in account the straight-line depreciation, each year the value of depreciation will be the same. Another important aspect that should be taken into consideration is the scrap value, at the end of the project, which is zero.
Tab. 17 Project B Depreciation and Annual Profits
	Year
	Project B
	Depreciation
	Annual profits

	0
	-75 
	 
	 

	1
	50
	-18.75
	31.25

	2
	20
	-18.75
	1.25

	3
	20
	-18.75
	1.25

	4
	20
	-18.75
	1.25



We are going to calculate the Account Rate of Return by using two formulas:
Account Rate of Return (ARR) = {(Profit year 1+Profit year 2+Profit year3+Profit year 4)/4}/(Investment/2) 
ARR = 23.33%
Account Rate of Return (ARR) = {(Cash flow year 1+ Cash flow year 2+Cash flow year 3+ Cash flow year 4)-the Investment)/4}/(Investment/2)
ARR = 23.33%
C.1.3.   Net Present Value (NPV)
Net present value shows the value of the investment / asset minus the initial investment value / purchase price. If the NPV>0 this means the investment is good.
Project A
To calculate the NPV we are going to use the same values presented above, additional we are going to take in consideration, the company cost of capital at 9.75% (0.0975) .
In order to calculate the Net Present Value we need the initial investment value, the cash flow generated each year and the cost of capital.
For project A the required data are presented on table
Tab. 18.  Project A – initial investment and cash flow
	 
	Projected Cash Flow

	Year
	Project A

	0
	-80

	1
	25

	2
	25

	3
	20

	4
	55



The Initial Investment for project A is 80.
The general Net Present Value formula is:  
NPV=-I + CF1/(1+r) ^1+CF2/(1+r) ^2+CF3/(1+r) ^3+CF4/(1+r) ^4 +….CFn/ (1+r) ^n
Where: I= Initial Investment; CF = cash flow generated each year; r= the cost of capital
For project A the Net Present Value Formula is 
NPV=-I + CF1/(1+r) ^1+CF2/(1+r) ^2+CF3/(1+r) ^3+CF4/(1+r) ^4
For year 1 for example the Present Value (PV)  is  PV1 =CF1/(1+r) ^1
Tab. 19. Present Value calculation per year
	Number of years
	1
	2
	3
	4

	Cash flow (CF) generated per year
	25
	25
	20
	55

	Present Value (PV) per year
	22.78
	20.76
	15.13
	37.91


 
So NPV = -80+22.78+20.76+15.13+37.91 = 16.57
For Project A the Net Present Value is 16.57.








Project B
For project B the required data to calculate the Net Present Value are in the Table  
Tab. 20. Project B – initial investment and cash flow
	 
	Projected Cash Flow

	Year
	Project B

	0
	-75

	1
	50

	2
	20

	3
	20

	4
	20



The initial investment for project B is 75.
For project B the NPV formula is  NPV=-I + CF1/(1+r) ^1+CF2/(1+r) ^2+CF3/(1+r) ^3+CF4/(1+r) ^4 
The Present Value calculated per year is presented in Table 21
Tab. 21. Present value calculation per year
	Number of years
	1
	2
	3
	4

	Cash flow (CF) generated per year
	50
	20
	20
	20

	Present Value (PV) per year
	45.56
	16.60
	15.13
	13.79



NPV = -75+45.56+16.60+15.13+13.79 = 16.08
The Net Present Value for project B is 16.08

Internal Rate of Return (IRR)
Internal Rate of Return is the discount rate that determine Net Present Value to get value zero. If the project have the IRR higher than the initial discount rate than the project is acceptable.
Internal Rate of Return is given by the value of the cost of capital that determine the Net Present Value to be close to zero. 
For project A the IRR = 17.81%
For project B the IRR = 21.52%

C.2.  Evaluation and recommendations
Based on the cumulated data from tab. 22, project B has a better Pay Back period than project A. The profit for both projects is on the same range as well as the NVP. Project B has a better discount than project A.
Tab. 22. Investment ratios for Projects A and B
	 
	Project A
	Project B

	Pay Back Period (years)
	3.18
	2.25

	Account Rate of Return (%)
	28.12%
	23.33%

	Net Present Value
	16.57
	16.08

	Internal Rate of Return (%)
	17.81%
	21.52%



In order to make a decision over the investment is important to look over the cash flow over the investment period.
Project B is less risky than project A because in the first year generate a cash flow that represents 66.6% from initial investment in comparison to project A that generate in the first year 31.25% cash flow as presented on tab. 23.
Tab. 23. Project Cash flow for Project A and B
	 
	Projected Cash Flow

	Year
	Project A
	Project B

	0
	-80
	-75

	1
	25
	50

	2
	25
	20

	3
	20
	20

	4
	55
	20









In conclusion project B is less risky and more profitable for Jaguar Land Rover to invest,
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Appendix A  - Formulas

Tab. 1. The profitability ratios calculation elements
Operation Income = Profit Before Tax + Interest
Interest = -Finance Income + Finance Expense
Gross Profit = Revenue – Material and other cost of sales
Tab.2.	Profitability Ratios
Gross Margin = Gross Profit / Sales
Operating Margin = Operating Income / Sales
Net Profit Margin = Net Income / Sales

Tab. 3.	Efficiency Ratios
Asset Turnover = Sales / Total Assets
Fixed Asset Turnover = Sales / Fixed Assets

Tab. 6.	Liquidity Ratios
Current Ratio = Current Assets / Current Liabilities
Quick Ratio = (Current Assets – Inventory)/ Current Liabilities

Tab. 7. Leverage Ratios calculation elements
Total Debt= Short Term Borrowing + Long Term Borrowing 	
Tab. 8.   Leverage Ratios
Debt-Equity Ratio = Total Debt / Total Equity
Debt- to- Capital Ratio = Total Debt / (Total Equity+ Total Debt)

Tab.9	Pay Back Period
Pay Back Period = No of years +Deficit Amount/ (Deficit amount+ Surplus Amount)
 Tab. 6 Account Rate of Return
Account Rate of Return (ARR) = {(Cash flow year 1+ Cash flow year 2+Cash flow year 3+ Cash flow year 4)-the Investment)/4}/(Investment/2)
Account Rate of Return (ARR) = {(Profit year 1+Profit year 2+Profit year3+Profit year 4)/4}/(Investment/2) 
Tab. 7	Net Present Value
NPV = -I+C1/(1+r) ^1+C2/(1+r) ^2……Cn/(1+r) ^n
Where:
I= initial investment
C1, C2,….Cn = project cash flows in years 1, 2,…n
r= the cost of capital

Net Profit Margin
Jaguar Land Rover period 2014-2018

Net Profit Margin	
2014	2015	2016	2017	2018	9.6925616424223662E-2	9.3204061099423766E-2	5.8871040114870321E-2	5.2261802046098857E-2	4.320173737687117E-2	Auto Industry Ratio	

2014	2015	2016	2017	2018	2.8799999999999999E-2	2.8799999999999999E-2	2.8799999999999999E-2	2.8799999999999999E-2	2.8799999999999999E-2	



Profitability Ratios
Jaguar Land Rover vs. Mercedes Benz
 2018

Jaguar Land Rover	
Gross Margin	Operating Margin	Net Profit Margin	0.36678817963235866	6.0653067556038158E-2	4.320173737687117E-2	Mercedes Benz	
Gross Margin	Operating Margin	Net Profit Margin	0.19757770581135503	6.6424875419748813E-2	4.5302995901100609E-2	Auto Industry Q4 2018 / Annual 2018	
Gross Margin	Operating Margin	Net Profit Margin	0.12609999999999999	3.27E-2	2.8799999999999999E-2	


Asset Turnover
Jaguar Land Rover 2014-2018

Asset Turnover	
2014	2015	2016	2017	2018	1.2435691833985503	1.1779346010881862	1.0835804930228035	0.9995482546201232	0.96306255835667598	Auto Industry Value	

2014	2015	2016	2017	2018	0.76	0.76	0.76	0.76	0.76	



Fixed Asset Turnover
Jaguar Land Rover 2014-2018

Fixed Asset Turnover	
2014	2015	2016	2017	2018	6.0885678391959797	4.887349128296826	4.3064734299516907	4.1357689039932026	3.476607792908184	



Efficiency Ratios  
Jaguar Land Rover vs. Mercedes Benz 2018

Jaguar Land Rover	
Asset Turnover	Fixed Asset Turnover	0.96306255835667598	3.476607792908184	Mercedes Benz	
Asset Turnover	Fixed Asset Turnover	0.59428518672390718	5.4078454181207185	Auto Industry Value	
Asset Turnover	Fixed Asset Turnover	0.76	


Current Ratio
Jaguar Land Rover 2014-2018


Current Ratio	
2014	2015	2016	2017	2018	1.1786762308444734	1.1277993831299451	1.1393015873015873	1.084916864608076	1.0228937728937728	Auto Industry Value	
2014	2015	2016	2017	2018	1.05	1.05	1.05	1.05	1.05	



Quick  Ratio
Jaguar Land Rover 2014-2018

Quick Ratio	
2014	2015	2016	2017	2018	0.82425823280078248	0.8038085020785839	0.79834920634920636	0.74208234362628667	0.67793040293040296	Auto Industry Value	

2014	2015	2016	2017	2018	0.34	0.34	0.34	0.34	0.34	



Cash 
Jaguar Land Rover 2014-2018

Cash 	
2014	2015	2016	2017	2018	0.36843821323769155	0.43019981225693976	0.43161904761904762	0.2848376880443389	0.24047619047619048	Auto Industry Value	

2014	2015	2016	2017	2018	1.03	1.03	1.03	1.03	1.03	



Liquidity Ratios
Jaguar Land Rover vs. Mercedes Benz
 2018

Jaguar Land Rover	
Current Ratio	Quick Ratio	Cash	1.0228937728937728	0.67793040293040296	0.24047619047619048	Mercedes Benz	
Current Ratio	Quick Ratio	Cash	1.2414303505440885	0.94040546334292885	0.16182805577672976	Auto Industry Value	
Current Ratio	Quick Ratio	Cash	1.05	0.34	1.03	


Debt-Equity Ratio
Jaguar Land Rover 2014-2018

Debt-Equity Ratio	
2014	2015	2016	2017	2018	0.3427694406548431	0.42003311258278148	0.32689781980562121	0.54307855948943928	0.37179487179487181	Auto Industry value	
2014	2015	2016	2017	2018	0.4	0.4	0.4	0.4	0.4	



Debt-To- Capital Ratio
Jaguar Land Rover  2014-2018

Debt-To- Capital Ratio	
2014	2015	2016	2017	2018	0.25527051054102107	0.29579106913839337	0.24636246659408095	0.35194485475135401	0.27102803738317754	



Leverage Ratios
 Jaguar Land Rover vs. Mercedes Benz 
2018

Jaguar Land Rover	
Debt-Equity Ratios	Debt-To- Capital Ratio	0.37179487179487181	0.27102803738317754	Mercedez Benz	
Debt-Equity Ratios	Debt-To- Capital Ratio	2.1937232222609118	0.68688582873124604	Auto Industry Value	
Debt-Equity Ratios	Debt-To- Capital Ratio	0.4	


Gross Margin
Jaguar Land Rover period 2014 - 2018

Gross Margin	
2014	2015	2016	2017	2018	0.38594862271742497	0.39700905515412055	0.40554608274252896	0.37458400098607175	0.36678817963235866	Auto Industry Ratio	

2014	2015	2016	2017	2018	0.12609999999999999	0.12609999999999999	0.12609999999999999	0.12609999999999999	0.12609999999999999	



Operating Margin
Jaguar Land Rover  period 2014-2018

Operating Margin	
2014	2015	2016	2017	2018	0.13659341793046528	0.1235251074727888	7.2197792335995686E-2	6.7587000287604254E-2	6.0653067556038158E-2	Auto Industry Ratio	

2014	2015	2016	2017	2018	4.02E-2	4.02E-2	4.02E-2	4.02E-2	4.02E-2	
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