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Executive Summary
In this financial report I have been investigating McLarens published financial reporting's over a period of 3 years to gain a comprehensive understanding whether McLaren is a possibility for a collaboration project. This report has also included any company developments, strategy alterations and business restructuring. 
This report has found that a collaboration with McLaren is a viable option for the company and could result in profitability. McLaren has had some financial difficulties over recent years and shown massive losses and demonstrating negative profitability, however McLaren has put in place the structure going forward to potentially succeed in turning the business around via external investments, restructuring of key management, reduction of stock and selling of assets that should deliver a return on investment. 
These alteration with the addition of further research and development combined with a strong business plan should see McLaren reduce company debt and recover their losses from previous financial troubles.



Introduction
This report is to highlight the financial viability of a collaboration project with McLaren Group. I will be sourcing all the data and financials to aid in the final decision to collaborate with McLaren Group based on their annual reports and published figures (McLaren Investors, 2021.), combined with any relevant company information and structuring. 
The data presented in this report will be obtained from McLarens 2019 and 2020 end of year reports combined with their latest 2021 Q3 published figures found via McLarens investors website (Investors link - https://investors.mclaren.com/ ).
Using these figures to work out McLaren's key business ratios in order to get a better understanding of the company and how they are preforming. These ratios will consist of profitability, liquidity, activity, leverage, and investor ratios. This report will also take into account any future developments, company restructuring and future business developments that may affect the financials to strengthen or potentially weaken the collaboration prospective. 








Use and Limitations of Ratios
Ratio analysis is a tool that is used for financial analysis of a company or individual business. It is used to visualise and extract information from their published financial statements (CFI, 2021). It focuses on ratios that reflect profitability, efficiency, financing leverage, and other vital information about a business. However, there are also several limitations to using ratio analysis and to develop a complete understanding of a company through this process it is important to fully understand the pitfalls and how to avoid them. 
These are the formulas used to calculate the financial ratios, and I have used these to calculate whether McLaren is a viable collaboration partner for this project.
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Ratio analysis limitations
The information to calculate ratio analysis of a company is gathered from data that is recorded and published by that company in their financial statements reports. It is important for the potential investors doing these financial analysis ratios are aware that this information could have been manipulated by the company's directors and management team in order to show a better result than its actual performance. Due to this potential factor ratio analysis may not accurately reflect the true performance of the company, as the misrepresentation of information will not be made clear through ratio analysis, so it is vital that all investigations into potential investment and collaborations with companies using ratio analysis is also met with an Indepth research report.
One of the limitations of ratio analysis is due to the fact that it uses published figures, therefore these figures are historical data about the company. Potential investors could miss the most recent changes and latest future developments relying on the historical published data to guid their decisions and understanding of the company whilst not seeing a true picture of the current and future company performance. 

Another pitfall could be alterations in the company's accounting policies and procedures If the company has changed the way it handles its accounting the new systems could affect financial reporting and result in big differences in data. The financial ratio analysis data reported in the new method might not be comparable to the results recorded before the latest changes. However, these changes can usually be found under the notes section in the company's financial statement report.

Operational changes are a key factor for potential investors to research before a decision is made to invest or not a company could massively alter its operational structure, from their current supply chain to the actual products they currently offer. When large operational changes occur between financial statements being published a comparison of different quarter reports before and after the operational change could potentially lead to false data being produced about the true performance of that company and the viability of investment.

Seasonal factors may also play a part and need to be adjusted for if the company does a large amount of its business at certain times of the year. This could potentially result in limitations of ratio analysis and may lead to false interpretations of data.

Another thing for potential investors to be aware of is that a company's financial statements are released periodically throughout the year in four quarters, and there are time differences between each release due to collating and publishing that data. If inflation occurred during these time differences between publications, then actual current prices are not reflected in those published statements. Making different periods not comparable and they will need to be altered to allow for the different rates caused by the inflation.


Ratio Analysis
Once completing my ratio calculations these are my results, these results clearly show a turnaround in profitability and an improvement across all ratios.
These ratios combined with further research into McLarens future plans and developmental changes will give a clear picture whether they are a viable company for a collaboration and joint venture project. 



	Profitability Ratios
	
	2019
	2020
	Q3 (2021)

	
	
	
	
	

	Gross Profit Margin
	
	30.42
	18.64
	31.76

	Operating Profit Margin
	
	1.67
	38.36
	4.8

	Net Profit Margin
	
	-2.3
	-83.09
	13.9

	Return on Assets 
	
	-1.91
	-38.3
	4.63

	Return on equity 
	
	-13.19
	-207.72
	10.26

	
	
	
	
	

	Liquidity Ratios 
	
	
	
	

	Current Ratio
	
	0.81
	0.84
	1.837

	Quick Ratio/ Acid test
	
	0.61
	0.66
	1.32

	
	
	
	
	

	Activity Ratios
	
	
	
	

	DSO
	
	97.47
	159.71
	164.14

	Inventory Turnover 
	
	6.73
	5.56
	2.44

	DPO
	
	263.92
	356.71
	254.49


	Leverage Ratios 

	
	
	
	

	Debt/ Equity Ratio
	
	3.02%
	2.44%
	0.75%

	Interest Coverage
	
	34.61%
	-69.57%
	67.48%

	
	
	
	
	

	
	
	
	
	







The research I have carried out into McLaren over their 2020 reporting year is that they have reduced overhead running costs by £56 million, capital expenditure was also reduced by £81 million 26% overall to £238 million. In reports published by McLaren they had stated that they had planned to reduce production in the 1st half of 2020 to flush excess inventory out of the dealer network. The massive reduction in overhead costs has been achievable due to the Covid 19 global pandemic resulting in all dealerships and sales floors being closed helping McLaren meet and overachieve their forecast goals on running costs and overheads (CarBuzz, 2021). McLarens total group revenue for 2020 came in at £772.8 million, which was down 48% against 2019 mostly as a direct result of the COVID –19 global pandemic. McLaren also had to make a quarter of its staff redundant and seek an additional £150 million in emergency funding in 2020 so it could remove a portion of its outstanding debt. (www.cityindex.co.uk, 2021.).


Profitability Ratios-
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During 2020 McLaren reduced their dealership stocking levels by over half of what they had in stock in 2019. The big benefit of McLaren reducing this stock was the reduction in the funds McLaren had been using to support sales to stock their dealerships this dropped by £92 million in 2020 to £64 million (CarBuzz, 2021). This reduction leaves McLaren in a much better financial position for the future, and more flexibility and affordability with production turning towards the new models that they will have in production over the next several years. During the Covid 19 Global pandemic McLaren was able to achieve the reduction in dealer inventory much faster and more efficiently than previously predicted. 

[image: ]
McLaren also has a large amount of long-term debt of over £6.3 million that will need to be settled. They have recouped some cash through the lease and sale of their Headquarters and assets raising an additional £170 million. However, they will be hit with another large bill in the form of their future product developments costs forecast at £802 million. McLaren has acted towards solving some of their financial issues however by restructuring their management team with some new additions, over a twelve-month period McLaren have acquired Paul Walsh in the form of an Executive Chairman, Kate Ferry as the new Group Chief Financial Officer, & Gareth Dunsmore as Chief Marketing Officer all as part of their new team at the McLaren Automotive Group. This would suggest that these changes have resulted in the recent changes to sales and stocking levels at dealerships along with new incentivisation schemes for retailers and customers.
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I was unable to extract enough data to form McLaren's Investor ratios as they do not publish these figures and the results would be inconclusive.

McLaren also had some potentially troubling issues and reported that cash flow from their operations was in at a minus £220 million which was a big drop from a positive position of £451 million in 2019. Also, McLaren reported a working capital outflow of £223 million additional to 2019, from new models being produced and loss in sales due to covid future working capital could be an area of concern. Operating profit shows a negative £291 million for 2020 and is down from a positive £25 million achieved in 2019. McLaren ended 2020 with total Liquidity of £105 million, Cash on hand of £67 million and long-term Debt of £630 million.
There are some positives to be seen in McLaren's Formula 1 Team despite initial losses they have been a continued valuable profit contributor. However, the fact that The F1 Team has been sold to a US based consortium in return for an investment of £185 million over a three-year period. As a result of this investment, F1 Team is no longer a part of the McLaren Group’s financial results. From an accounting perspective, the F1 Team will now be treated as a joint venture so this needs to be considered when viewing the financial statement for investment and collaboration purposes.
McLarens core business is their two-seater sports and super car offerings and their commitments to stay ahead of their competition in terms of research and developments they are honouring this in their new business Plan and are committed to their industry leading 20 to 25 percent of their turnover that is to be invested in to research and development for their future products and developments of new technologies. Over a six-year term, this will represent a total investment of around £1 billion and McLaren has stated that this will lead to the launch of 15 new cars and system advancements.


Summary of Findings 
McLaren is not currently profitable. The company saw pre-tax losses increase to £312.9 million in 2020 as the coronavirus pandemic caused sales fall by more than 60% to £389.2 million. (www.cityindex.co.uk, 2021.) However, McLaren has a good range of offerings and has made some positive moves recently with their change in management and business model regarding its approach in stocking levels however McLaren still has a large amount of debt that has been created by extensive product development costs and dealer incentives. Now that McLaren has hired a new Chief Financial officer in 2021 this shows that they have identified their problems and recognised the challenges they face to overcome their debt issues. There was also reported issues of complaints about McLaren's build quality during 2018 and 2019 (by, 2021) that will have a negative effect on potential new and existing customers. 
There will also be a long delay for McLaren's next Ultimate Series cars as they are not due for sale until 2025 so McLaren will have to find new and inventive streams of revenue to bolster sales until this new line arrives and starts to show a return on investment.


However, now with McLaren turning towards its new hybrid supercar, the Artura, steady sales through its latest offering should help to stabilise their core business for the next couple of years through a strong marketing campaign and competitive price point (cars.mclaren.com, 2020.).
[bookmark: _Int_MwwdrLr7]To eradicate the current stigma of the poor McLaren build quality, the Artura will have to be scrutinised though every step of the production phase to ensure the highest quality is achieved. McLaren automotive is situated in a highly competitive market where there are many luxury car brands with different offerings for customers to choose. The global luxury car market was valued at $495.65 billion in 2018 and is projected to reach $733.15 billion by 2026 (Mordor Intelligence, 2021). McLaren has some large competitors to contend with that dominate the market such as Audi, Land Rover, BMW, Jaguar, Mercedes Benz, Porsche, Maserati, Pagani, Koenigsegg, Aston Martin, Ferrari, Lamborghini, Bentley, Bugatti, Rolls Royce (Luxatic, 2021).
McLaren will be gaining a large investment of £550 million from Saudi Arabia's Public Investment Fund and investment company (Campbell, 2021), Ares Management where as a large portion of will be given into McLaren in preference shares and equity warrants and the remaining investment will be from existing shareholders and convertible preference shares this will enable McLaren to repay their previous loan amount from the year before with favourable terms. 
McLaren's largest majority shareholder Bahrain's Mumtalaket sovereign investment fund that has been an Investor in McLaren in previous years now Combined with this new large equity investment will greatly help McLaren turn things around financially and help them achieve future goals and developments with research plans. This investment has already shown positives in McLarens financial reports from their first business quarter of 2021, revenue has increased by 145% over the same period in 2020
With the addition of McLarens new management structure they have announced a new business plan named Track 22 and with the launch of this new six-year Business Plan McLaren plan on launching 15 new cars within their existing ranges including alternative model platforms and also a pledge to develop a new engine architecture that will debut towards the end of this business plan. With this new business plan also, McLaren has stated that at least 50 percent of their new offerings will feature hybrid technology. McLaren has also stated that their engineering team have begun working on a prototype that will be used to evaluate the possible benefits of a fully-electric powertrain to be used in one of McLarens Ultimate Series cars. (Sytner.co.uk, 2022).












Conclusion and Recommendation 
McLaren did well in 2020’s extremely challenging environmental and economical market situation.  McLaren made a several vital changes and managed to survive the complete market shut down brought on by the covid –19 global pandemic, brought in new key members to their management team all to prepare McLaren for a more successful future. However, the financial reports indicate that although McLaren is currently in a stable position, the company's future is extremely dependent on the long-term debt and the restructuring of that debt. McLaren has done well using the global shutdown to reduce their dealer inventory back down to a healthy level. The next goal will be McLaren regaining the buyers trust with their build quality and reliability along with a strong marketing campaign.
As it stands McLaren’s revenue is expected to show an annual growth rate of 10.31%, resulting in a projected market volume of £253.3 million by 2025 (www.cityindex.co.Uk, 2021.).
After the enormous success McLaren saw with the sale of its hybrid-powered McLaren P1, McLaren has confirmed that at least 50 percent of its cars will feature hybrid technology by the end of the track 22 six-year business plan.
Based on McLaren's financial data and the research I have carried out it shows that they have begun to turn the company around and are generating profits with their new business plan and management team so I believe they would be a good candidate for a joint venture and collaboration project. If they continue on their current path with what they have forecast with their new developments research projects and financial gains they should deliver a good return on investment over the project's lifecycle.
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Appendix A- Ratio calculations
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Appendix B – Ratio visual sums 
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Appendix c – McLaren Profit and loss account report
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Appendix c continued 
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Appendix c continued 
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Appendix c continued 
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Appendix D- Ratio Calculations table
[image: ]



1
Page 
image1.png




image2.png




image3.png
Ratios

Calculations formulas v

Gros Profit

Gross profit / sales x 100

Operating Profit

operating profit / sales x 100

Net Profit Margin

Net income / sales x 100

Return On Assets

Net income / assests x100

Return on Equity

Net income / Shareholders Equity

Current Ratio

Current assests/ current liabilitys

Quick Ratio/ Acid test

Current assests, less stock / current liabilitys

DSO

Accounts Receivable (ie Debtors) / Average revenue per day

Inventory Turnover

Cost of goods sold / Average inventory

DPO Accounts payable (ie Creditors) / Average COGS per day
Debt/ Equity Ratio Long term debt / stockholders quity x 100
Interest Coverage EBITDA / Interset Charge x 100

Earnings Per Ordinary Share

Net income / number of shares

Dividend Cover

EPS / Dividend per share x 100

Price per Earnings

Market Value per share / EPS

Dividend Yield Ratio

Dividend per share / EPS x 100

Average revenue per day

Annual revenue / 365

Avergage COGS per day

COGS / 365





image4.png
100

50

o

Profitability Ratios

|

al

Profiabilty | Gross Profi]

Ratios

Nellprofit
rgin

Operating
|Profit Margin)

Margin

=2019 w2020 Q3 (2021)

im on
sets

Fellm on
ity




image5.png
18
16
14
12

08
06
04
02

Liquidity Ratios

Current Ratio Quick Ratio/ Acid test
=2019 w2020 & Q32021




image6.png
350

250

150

100
50

SO

Activity Ratios

Inventory Turnover

52019 2020 w2021

DPO




image7.png
8000%
000%
4000%
2000%

000%

-2000%
-4000%
-6000%
-8000%

Leverage Ratios
nte rage

12019 w2020 wQ3 2021

Debt Equity Ratio





image8.png
2019 2020 Q3 (2021)
Profitability Ratios
Gross Profit Margin 30.42 18.64 31.76
Operating Profit Margin 1.67 38.36 4.8
Net Profit Margin -2.3| -83.09 13.9
Return on Assets -191 -38.3 4.63
Return on equity -13.19| -207.72 10.26
Liquidity Ratios
Current Ratio 0.81 0.84 1.837
Quick Ratio/ Acid test 0.61 0.66 1.32
Activity Ratios
DSO 97.47| 159.71 164.14
Inventory Turnover 6.73 5.56 2.44
DPO 263.92| 356.71 254.49
Avergage Rev Per Day 2114.13]
Average COGS Per Day 1720.12|
Leverage Ratios
Debt/ Equity Ratio 3.02%| 2.44% 0.75%
Interest Coverage 34.61%| -69.57% 67.48%
Investor Ratios
Earnings Per Ordinary Share -383.28| 637.9 637.9
Dividend Cover N/A N/A N/A
Price per Earnings
Dividend Yield Ratio N/A N/A N/A

Mclaren do not publish these figs





image9.png
Profitability Ratios Formula

GrossProfit | _ GrossProfit oo | NetProfit | _ Netincome o,
Margin © e X Margin = T Saes
Operating __Operating Profit Retunon _ _ Netincome .00
ProhtMargin™ ——saigy—— X 100| Assets Resets "
_ ___Netincome
Return on Equity = i ders Equity
Activity Ratios
Days Sales Outstanding (DS0) = Accounts Receivable (.e. Debtors
‘Average Revenue per Day
Cost of Goods Sold
e “Average Inventory
Days Payable O (0PO) =_Accounts Payable (.. Creditors )

“Average COGS per day

Where. Average Revenue per Day = Amnual Revenue

where Annual COGS
Average COGS per Day  =————C——

Liquidity Ratios

CurrentRatio = Current Assets
Current Liabilities
Quick Ratios _ cyrrent Assets Less Stock
(or Acid Test Ratio) Current Liabilities

Leverage Ratios

Debt / Equity Ratio = Long Term Debt
Stockholders Equity
Interest C - EBITDA
Interest Charge

Shown as a percentage so multiple by 100

Investor Ratios

Earnings Per Ordinary Share

Dividend cover

Price per Earnings Ratio

Dividend Yield Ratio

. —Netincome (Profitafter Tax)

No of Shares.

€pS
Dividend per Share

Market Value per Share
EPS.

Dividend per Share x  100%
EPS.




image10.png
Consolidated profit and loss account
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Share of loss from Joint Venture
Impairment of assets
Depreciation

Amortisation

Operating (loss)/profit

Interest receivable and similar income
Interest payable and similar expenses
Gain on sale of share in subsidiary

Loss before taxation
Tax on loss

Loss for the financial year

Note

©com o

2020 2019
£000 £000
771,660 1,485,785
(627,847) (1,033,817)
143,813 451,968
(245,710) (276,090)
51,821 28,606
(50,076) 204,484
(886) B
(12,762) -
(29,635) (27,527)
(202,724) (152,098)
(296,083) 24,859
14,812 17,811
(425,600) (71,827)
21,070 -
(685,801) (29,157)
44,639 (4.955)
(641,162) (34,112)





image11.png
McLaren Group Limited
Annual report and consolidated financial statements
31 December 2020

Consolidated statement of comprehensive income

for the year ended 31 December 2020 Note 2020 2019
£000 £000
Loss for the financial year (641,162) (34,112)
Other comprehensive (expense)/income:
Deferred tax (charge)/credit on revaluation reserve 10 (930) 2,011
Cash flow hedges:
- Change in value of hedging instrument (3,612) (1,365)
- Reclassifications to profit and loss 13,583 26,152
Loss on foreign currency translation reserve (6,277) (5,277)
Total comprehensive expense for the year (638,398) (12,591)

The notes on pages 42 to 83 form an integral part of these consolidated financial statements.
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McLaren Group Limited
Annual report and consolidated financial statements
31 December 2020

Company balance sheet

as at 31 December 2020 Not 2020 2019
ote £000 £000
Fixed assets
Investment 14 645,910 205,251
645,910 205,251
Current assets
Debtors 16 15,412 19,514
Cash at bank and in hand 75 38
15,487 19,552
Creditors: Amounts falling due within one year 17 (152,926) (1,405)
Net current (liabilities)/assets (137,439) 18,147
Total assets less current liabilities 508,471 223,398
Creditors: Amounts falling due after more than one year 18 (688,350) (37,098)
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Capital contribution reserve 2,039 2,039
Accumulated losses at the beginning of the year (18,951) (17,912)
Loss for the year (366,404) (1,039)
Total equity (180,104) 186,300

The financial statements on pages 35 to 83 were authorised for issue by the Board of Directors
on 27 April 2021 and signed on its behalf by:
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Consolidated statement of cash flows
for the year ended 31 December 2020
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