Assignment 1

Business review of Aston Martin utilizing their published Financial Statements
[image: Aston Martin]








By
Aista Phillips
Student Number: 2126964
Module Code: ACPA7002
[image: ]


FINANCIAL Management and Planning                                                                                              
MSC-IIM International Innovation Management

Contents

1. Introduction………………………………..…………..3
2. Aston Martin 3 years Ratio Results………..……….3
3. Analysis………………………………………………..4
3.1 Limitations of Ratio……..……………………….5
3.2 [bookmark: _Hlk125039778]Profitability……………………………………….5
3.3 Efficiency…………………………………………8
3.4 Liquidity………………………………………….10
3.5 Investment………………………………………12
3.6 Leverage ratios…………………………………13
4. Conclusion……………………………………………14
5. Recommendations…………………………………..15
6. References………………………………………...…16
7. Appendices……………………………………..……18














1. Introduction
Aston Martin - An iconic brand with an unparalleled heritage has entered its second century. With new investments, a new CEO and the most powerful model range in the company's history, we now look ahead to an exciting future. Headquarters is built on the passion, skill and creativity of people who dedicate their lives to the world's most famous brands. Every intricate stitch, every beautifully drawn line, and the evocative engine sound are a manifestation of the desire and collective spirit to create the most beautiful cars.
Aston Martin Lagonda Global Holdings PLC is an independent manufacturer of luxury vehicles. The company designs, engineers and manufactures sports cars in Warwickshire, England and sells these models through a network of dealers. It also maintains sports cars, all under the Aston Martin brand name. Geographically, we are present in the United Kingdom, the Americas, the rest of Europe, the Middle East and Africa, and Asia Pacific, with the Americas generating the largest turnover.
In this report, we will look into Aston Martin profit and losses, balance sheets and other reports from 2020, 2021 and 2022 to analyze Profitability, Liquidity, Efficiency, Investment and Gearing ratios.
2. Aston Martin Ratio results
Financial statements are important reports that summarize a company's financial results, financial position, and cash flows. They provide important accounting information that helps companies track their financial activities and attract potential investors. There are different types, each with its own method of calculation and interpretation.
In comprehensive balance sheet analysis, analysts typically use multiple years of data to perform horizontal analysis. Each deal is also analyzed in vertical analysis to understand how different categories of deals affect the outcome. Finally, ratio analysis can be used to isolate some performance metrics for each statement and join data points across statements.







	
	
	
	
	
	

	Year 
	2020
	2021
	2022 H1
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Revenue
	612
	1,095
	542
	
	
	
	
	

	COGS/ cost of sales
	501
	752
	354
	
	
	
	
	

	 
	 
	 
	 
	
	
	
	
	

	Gross Profit
	111
	344
	188
	
	
	
	
	

	 
	 
	 
	 
	
	
	
	
	

	SG&A
	-434
	-420
	-260
	
	
	
	
	

	 
	 
	 
	 
	
	
	
	
	

	Operating Profit
	-323
	-77
	-90
	
	
	
	
	

	 
	 
	 
	 
	
	
	
	
	

	Interest /finance expenses
	-183
	-174
	-221
	
	
	
	
	

	Tax
	-56
	-25
	-4
	
	
	
	
	

	 
	 
	 
	 
	
	
	
	
	

	Net Income/loss of the year
	-411
	-189
	-290
	
	
	
	
	

	 
	 
	 
	 
	
	
	2020
	2021
	2022

	Balance Sheet 
	
	
	 
	
	Gross Margin %
	18.2%
	31.4%
	34.7%

	Year 
	2020
	2021
	2022
	
	Operating Profit %
	-52.8%
	-7.0%
	-16.6%

	Fixed Assets / non-current
	1,905
	1,975
	1,981
	
	Net Profit %
	-67.1%
	-17.3%
	-53.5%

	 
	 
	 
	 
	
	Return on Assets
	-14.7%
	-6.7%
	-10.6%

	Stock / inventory
	207
	197
	308
	
	Return on Shareholder Equity
	-51.1%
	-28.7%
	-76.7%

	Cash and Cash Equivalents
	489
	419
	156
	
	Current Ratio
	1.10
	0.96
	0.80

	Trade and other receivables
	178
	243
	288
	
	Quick Ratio
	0.84
	0.74
	0.48

	Other Current Assets
	15
	7
	9
	
	Cash Ratio
	0.61
	0.46
	0.16

	Current Assets
	889
	866
	761
	
	Days Sales Outstanding 
	106.14
	81.11
	97.06

	 
	 
	 
	 
	
	Inventory Turns
	2.41
	3.72
	1.40

	Total Assets
	2,795
	2,841
	2,743
	
	Days Payable Outstanding
	422.88
	352.81
	434.99

	 
	 
	 
	 
	
	Gearing Ratio
	59.52%
	65.91%
	78.94%

	Cash and Cash Equivalents
	489
	419
	156
	
	Debt / Equity Ratio
	2.48
	3.30
	6.26

	Creditors/trade and other payables
	580
	727
	843
	
	LT Debt / Equity Ratio
	1.47
	1.93
	3.75

	Accruals
	 
	 
	 
	
	Interest Coverage 
	1.76
	0.44
	0.41

	Current Liabilities
	808
	905
	950
	
	Ordinary Shares
	-543
	-166
	-290

	non-current liabilities
	1,182
	1,277
	1,416
	
	
	
	
	

	Total Liabilities
	1,991
	2,182
	2,366
	
	
	
	
	

	 
	 
	 
	 
	
	
	
	
	

	Net Assets 
	804
	659
	378
	
	
	
	
	

	 
	 
	 
	 
	
	
	
	
	

	Shareholders Equity
	804
	660
	378
	
	
	
	
	


Figure1 – summary of Aston Martyn Annual Report

3. Analysis
3.1 Ratio Limitations
Analyzing financial statements using "accounting ratios" is called ratio analysis. Relationship analysis is the process for determining and interpreting relationships between financial statement items. Its purpose is to provide a meaningful understanding of the company's performance and financial position. As such, it is a technique for calculating ratios and analyzing financial statements. 
Users are more interested in the future than financial documents with past data, which are the foundation for ratio analysis. The future can be predicted using historical trends, but there will always be some degree of uncertainty. For instance, just because the net profit margin has increased over the last three years does not mean that it will continue to do so.
Ratio analysis does not account for inflation. Trend analysis would be less useful if the rate of inflation was changing quickly because the numbers from different times would not be comparable.
Significant management estimates used in financial accounting in areas like the useful life of fixed assets and the provision for doubtful debts, among others. This indicates that the management has the ability to alter these hypotheses in order to affect the ratios, jeopardizing the general comparability of ratios between periods.
3.2 Profitability ratios
Accountants use these metrics to measure a company's revenues and expenses. These are some common profitability indicators.
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a) Gross Profit
This ratio measures the gross profit earned on sales and reports how much of each sale is available to cover operating expenses and contribute to profits.
The percent gross profit is 34.7% in 2022, which compared to 2020 is a good indication of financial health growing for the company.








Figure2 –Aston Martin Gross Margin for period 2020-2022H1
In Aston Martin Lagonda Global Holdings plc report 2022, we can see that gross profit increased by 16.5% year-on-year compare 2020 and 2022. This improved by higher logistics and manufacturing costs. However, percentage is still low as for big company. Ideally, your direct spend should not exceed 40% and your gross margin should be above 60%. The remaining overhead should not exceed 35%, resulting in a true net profit margin of 25%. This should be your goal.(By Brett)
b) Operating Profit and Net Profit
There are three types of profit: net profit, operating profit, and gross profit. This division made based on the source from which the company made profit, operating profit if the profit is derived from operating activities, and profit if it is profit, it is profit. Overall business generation that is net profit. There are various profit levels, the base level is gross profit, the middle level is operating profit, and the lowest level and final profit level is net profit, which is the actual profit of the company. Operating income and net income are part of a company's income statement.
Operating profit calculated by deducting all COGS, depreciation and all related operating expenses from total revenue. Operating expenses include company expenses other than direct production costs, such as Salaries and benefits, rent and related expenses, research and development expenses, etc. The operating profit margin calculation is the percentage of operating profit earned from total revenue.





Figure3 – Aston Martin Operating and Net Profit of period 2020-2022H1
We can see operating loss doubled up compare 2021 and 2022. The results indicate that the firm reports net losses meaning it spends more than it earns from sales.  As well as from the annual report we can see that it’s “driven by accelerated amortization of capitalized development coast ahead of the next generation GT/sport vehicles that it will start in 2023” (Aston Martin Lagonda Results 2022) As well working capital outflow was driven by temporary supply chain and logistics disruptions.
Net losses increased compare 2021 but signifyingly smaller compare to 2020. It is mainly impacts of non-cash FX revaluation of US dollar- GBP being weakened against the US dollars during this period. 
c) Return on Assets
The return on assets shows the earnings per dollar of assets. Therefore, a higher return on investment indicates a more profitable and efficient business.






Figure4 – Aston Martin Return on Assets of period 2020-2022H 
This ratio evaluates how efficiently a corporation uses its resources to produce profits. It is one of the most crucial ratios to consider when assessing a company's success. A higher value indicates a well-run business with a respectable return on assets. Highly depreciated assets, a large number of intangible assets, or any unusual income or expenses can easily distort this computation.
For Aston Martin group, the percent rate of return on assets for 2022 is -10.6%, which when compared to the years 2020 and 2021 shows there is room for development in this area to guarantee the business can remain profitable and competitive. However, we can see that situation gone worst compare to 2021 but better then 2020. In their annual report, we can see big investment in R&D.
d) Return on Equity
 
Figure5 – Aston Martin Return on Shareholder Equity of period 2020-2022H1
When you divide net income by shareholders' equity, the result is a financial metric called return on equity (ROE). Since it analyses how a company's profits impact stockholders' equity, the Return on Equity is a reliable indicator of its profitability. The Aston Martin Group's percent rate of return on equity is -76.7%, which when compared to the years 2020 and 2021 suggests management may not be efficiently managing the profits generated from the owners' investment in the business.
3.3 Efficiency
a) Non -Current Assets Productivity, Assets Turnover 
In the annual reports from the balance sheets, we can see:
	Year 
	2020
	2021
	2022

	Fixed Assets / non- current
	1,905
	1,975
	1,981


Fixed assets are growing and its related to the rise in the equipment that used thought brand development and portfolio expansion. However, it is worrying as turnover is not great. They are holding stock.

b) Inventory Turnover

Figure6 – Aston Martin Inventory Turns of period 2020-2022H1
Despite the demand total wholesales declined. In 2022 Aston Martin group continue challenging operating environment, including disruptions to both supply chain and logistics, as well as full quarter of COVID-19 lockdowns in part of China.
c) Capital employed turnover
In the year-end of 2020, the Group launched a consultation process to reduce employee numbers reflecting lower than originally planned production volumes resulting in an exceptional changes to the Income in 2020. The final restricting cost incurred in the first half of 2022 and the remaining provision now fully utilized. Pension Scheme – the net liability for the benefit obligations of £78.7m in 2021 has decreased to the net liability of 68.8m in 2022. The movement of £9.9m comprises an actuarial gain of £6.1m. In 2022, the Group announced to the employee the closure of the benefit scheme as it cost £2.8m.
d) Days Sales Outstanding

Figure7 – Aston Martin Days Sales Outstanding of period 2020-2022H1
Days Sales Outstanding = (Accounts Receivable/Net Credit Sales) x Number of days
DSO is a key business metric that determines financial health and growth. It also shows how well a company can recover past fees. A higher DSO means more days for the company to collect the fees. Can be two reasons for this. No customers pay on time or the collection process is inefficient. Aston Martin Group have high DSOs, even in 2022H1 is lower when in 2020 it’s still very high to compare that 45 days are the healthy position to be. Very high DSO often fail to convert orders to cash and sometimes write off payments as bad debts. As a result, this can lead to an unstable financial situation.
3.4 Liquidity ratios
The liquidity ratio measures a company's ability to meet its short-term obligations on time. In other words, Businesses can quickly convert assets to cash without losing value when needed to meet their obligations. Short-term commitment? Favorable liquidity metrics are crucial for companies and their creditors. A business or industry that does not provide stable and predictable cash flow are the key. These metrics typically used to calculate a company's ability to service its debt by measuring current liabilities and cash and cash equivalents. This determines how likely it is that the company will be able to pay off its short-term debt. These are some common liquidity indicators: 
[image: ]
a) Current Ratio.
This ratio reflects how often current assets cover current liabilities and is fair accurately indicate the company's ability to meet its current obligations higher numbers take precedence because it demonstrates a strong ability to deliver on short-term commitments. Composition of current assets this is an important factor in evaluating this ratio. Currently, depending on the industry and industry, Assets may include slow-moving inventories, which can affect a company's liquidity analysis. For this reason, quick ratios eliminate inventory and may be preferable to current ratios.
The current ratio for Aston Martin is 0.8 in 2022 and 0.96 in 2021, which compared to the baseline of 1.10 in 2020 indicates the company`s ability to service short-term obligations are not satisfactory. The value of the quick ratio provides a clearer indication that company is falling in this area. A higher liquidity ratio is clearly advantageous for business. A good cash ratio is between 1.2 and 2, which means the company has twice as much liquid assets as its liabilities to cover its liabilities. A current ratio of less than 1 means that the company does not have enough cash to cover its current liabilities.






Figure8 – Aston Martin Current Ratio of period 2020-2022H1
b) Quick Ratio.
The quick ratio for Aston Martin is 0.48 in 2022 and 0.74 in 2021 which compared to the baseline of 0.84 in 2020 indicates the company's ability to service short-term obligations is falling. If the ratio is 0.5, the company has twice as many current liabilities as it has current assets and is likely to struggle to pay its current liabilities.







Figure9 – Aston Martin Quick Ratio of period 2020-2022H1
c) Cash Ratio
A company's ability to meet its short-term obligations entirely with cash and cash equivalents demonstrated by the cash ratio, which is a liquidity indicator. A cash ratio lower than one does indicate that a company is at risk of having financial difficulty. Looking in the previous year’s ratio it is very low. In addition, we can see that Aston Martin having problems there are more current obligations than cash and cash equivalents as company's cash ratio is less than 0.16.




Figure10 – Aston Martin Cash Ratio of period 2020-2022H1

3.5 Investment

a) Revenue/ cash per share
A company's net income is calculated and then divided by the number of outstanding shares of common stock to arrive at earnings per share (EPS). After costs and expenses taken into account, a company's net income is the amount made available to all shareholders. EPS is a metric that can be used to predict a company's present and long-term financial performance. It is the sum of the net income allocated to each outstanding common share of a company.
Cash EPS = Operating Cash Flow / Diluted Shares Outstanding
The ability of the company to produce cash flow, which can be used for a variety of purposes, such as paying dividends to shareholders and servicing debt, is demonstrated by the cash earnings per share. All other things being equal, a company with a higher cash EPS is thought to be worth more per share than a company with a lower cash EPS. High earnings per share growth generally causes the price of the company's stock to increase among investors.

Figure11 – Aston Martin Ordinary Shares of period 2020-2022H1
From the reports, we can see that earnings per ordinary shares are negative, the same as there profit. 


3.6 Leverage Ratios

Figure12 – Aston Martin Leverage ratios of period 2020-2022H1

a) Gearing Ratio
When a company has a gearing ratio of 70%, its debt obligations are 70% of its equity. A small company or company with a monopoly and local government support may find a gearing ratio of 70% to be very manageable, but a technology company as Aston Martin with fierce competition in a rapidly evolving market may find it excessive. Because debt financing raises a company's risk during economic downturns or spikes in interest rates, the company are more vulnerable during these periods of financial instability.
Something between 25% - 50% would be considered normal for a well-established business that is happy to finance its activities using debt ()
Gearing= Non-current Liabilities/(Equity+Non-current Liabelities)x100
b) Debt-to-equity ratio
Debt-to -equity= Total Liabilities/Shareholder’s Equity
The ratio tells you how much debt you have for each $1.00 of stock. A ratio of 0.5 means that you have $0.50 of debt for every $1.00 of equity. A ratio above 1.0 indicates more debt than equity. So a ratio of 6.3 means -$6.30 of debt for every $1.00 of equity. Investors look at ability to repay your debt and how much your business depends on it. Aston Martin Groups D/E it’s more than 5, if a company has a high ratio, it is often considered "highly leveraged" (that is, most of its assets are financed by debt rather than equity).
“So you want to strike a balance that’s appropriate for your industry. Knight gives a few rules of thumb. Technology-based businesses and those that do a lot of R&D tend to have a ratio of 2 or below. Large manufacturing and stable publicly traded companies have ratios between 2 and 5. “Any higher than 5 or 6 and investors start to get nervous,” he explains” ()
From the Aston Martin Annual report, we can see that ratio is going up year-to-year at that indicates that increased perceived risk. 
c) Interest Coverage
For purposes related to lending to future borrowers or arranging other forms of capital, the interest coverage ratio is sufficient for the company's cash flows to pay off the interest payments required on its liabilities. 
Interest Coverage= Operating Profit/Interest

Figure13 – Aston Martin Interest Coverage of period 2020-2022H1
The lower the interest coverage ratio, the higher the company's debt and the more likely it is to go bankrupt. Intuitively, a lower ratio means less operating income is available to pay interest, making the company more vulnerable to volatile interest rates. Therefore, a higher interest coverage ratio indicates better financial health. This means that the company can better meet its interest payment obligations. Interest Coverage ratios from Aston Martin reports are 0.41 in 2022 which drops from 2020. Leverage ratios it shows concerns about Aston Martin Groups finance situation.
4. Conclusions
Aston Martin has long used more debt than equity. Net leverage is calculated by dividing total debt by total equity and expressing the result in percentage format. It indicates the amount of available capital required to pay off outstanding debt. Aston Martin's financial risk is a risk to shareholders and arises from having more leverage than capital. Aston Martin's high debt-to-equity ratio means high costs of production and day-to-day business operations. On the other hand, low leverage means that the cost of borrowing money to support a business is low, which is perceived as a good signal to investors and lenders. Aston Martin's capital structure component results show that lenders own the majority of the organization's assets as collateral for liabilities extended to the organization. Knowing an organization's leverage level provides great insight into a company's risk to determine if it's worth investing in. Aston Martin's financial risk is the risk to its shareholders arising from financing with excess debt over equity. Greater leverage means higher funding costs needed to pay off debt, which translates into lower earnings per share (EPS) for him. Because the capital structure is important to an organization, management should consider determining how much leverage to raise to achieve business sustainability. The organization's capital structure is consistent with its purpose. We look to maintain a capital structure that will inspire investor confidence and sustain our program into the future. The company believes the high level of debt poses greater financial risk and will make certain adjustments to improve its performance. It plans to reduce debt, review the capital structure, and increase the issuance of shares through the issuance of rights to improve liquidity. They are focused on maintaining business stability to ensure we have sufficient cash. They are considering taking precautions related to debt financing.  Invest the borrowed money in product lines where market demand exceeds supply to ensure sufficient cash to meet repayment terms. The company has shown negative return on equity in all reporting years. This indicates that the ratio is unfavorable and the company's share price is not attractive to investors. The results also show that the company has insufficient liquidity, which is why it relies on external funding to support its operations.

5. Recommendations
The capital structure is important because it indicates the sources of funds used to fund the business of the company. The paper recommends that organizations balance the risks and returns associated with each element of their capital structure and determine the optimal leverage ratio that exposes the organization to undue risk with minimal return. Organizations should also evaluate and compare different sources of information and choose the one with reasonable rates in the market. Organizations should be aware of consistently high levels of debt as reported for the fiscal years under review. The decision is made because high levels of debt make companies more susceptible to bankruptcy, defaulting on loans to creditors and lenders, and weakening creditworthiness.
Operating profit margin shows that a company has more operating expenses than sales. Therefore, organizations should avoid markdowns, consider increasing selling prices, and monitor operating expenses to ensure profitability returns. Higher profits can also be achieved by investing more in marketing and other promotional activities to increase awareness of products and services in the market. This activity attracts potential customers and updates their purchasing needs. Organizations should consider issuing additional common stock to raise cash for debt service. They also need cheaper debt financing to contain financing costs that reduce profitability.
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7. Appendices
 1 – Aston Martin Income Statement 2021
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2. Aston Martin Balance Sheet 2021
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3. Aston Martin Cashflow 2021
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4. Aston Martin Income Statement 2022
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5. Aston Martin Balance Sheet 2022
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6. Aston Martin Cashflow 2022
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Gross Margin %	
2020	2021	2022	0.18159529257927429	0.31379530722176574	0.34724016983570238	

Operating Profit %	
2020	2021	2022	-0.52778685845047402	-6.9843878389482333E-2	-0.16595901790659037	Net Profit %	
2020	2021	2022	-0.6709709055246813	-0.17282936181867983	-0.53498246261768501	



Return on Assets	
2020	2021	2022	-0.14689043154655407	-6.6631467793030627E-2	-0.10567000911577029	


Return on Shareholder Equity	
2020	2021	2022	-0.51050864320358158	-0.28664445790430043	-0.76707252514557966	


Inventory Turns	
2020	2021	2022	2.414175506268081	3.7189510143493316	1.402061855670103	


Days Sales Outstanding 	
2020	2021	2022	106.13517489375614	81.111111111111114	97.061565442126636	


Current Ratio	
2020	2021	2022	1.1002103179512557	0.95713654441007501	0.80132659507264703	


Quick Ratio	
2020	2021	2022	0.84362241741927502	0.73972602739726012	0.47746894082964847	


Cash Ratio	
2020	2021	2022	0.60546826673264875	0.46277065841802911	0.16445567487892188	


Ordinary Shares	
2020	2021	2022	-543	-166	-290	

Laverage ratios

Gearing Ratio	
2020	2021	2022	0.5952177196073497	0.65911319878180974	0.78939740230782096	Debt / Equity Ratio	
2020	2021	2022	2.4756871035940802	3.3042095699576022	6.2623080995235565	LT Debt / Equity Ratio	
2020	2021	2022	1.4704638726526553	1.9335251362810419	3.748279512969825	



Interest Coverage 	
2020	2021	2022	1.7635172037138176	0.44041450777202074	0.4066033469018544	
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Summary income statement and analysis
£m H12022  H12021| Q22022 Q22021
Revenue 5417 4988 309.0 2744
Cost of sales (353.6) (355.5) (204.9) (194.4)
Gross profit 1881 1833 1041 80.0
Gross margin % 34.7% 28.7% 33.7% 29.2%
Operating expenses' (260.8) (179.3) (14255) (100.7)
of which depreciation & amortisation 131.3 848 726 48.8
Adjusted operating loss? (72.7) (36.0) (38.4) (207)
Adjusting operating items (17.2) (20) (3.8) (20)
Operating loss (89.9) (38.0) (422) (227)
Net financing expense (195.5) (52.7) (13156) (258)
of which adjusting financing income 244 140 126 86
Loss before tax (285.4) (90.7) (1738) (485)
Taxation “4) 196 (4.0) 192
Loss for the period (289.8) 714) (177.8) (293)
Adjusted EBITDA'2 586 4838 342 284
Adjusted EBITDA margin 10.8% 9.6% 11.1% 10.2%
Adjusted loss before tax' (292.6) (102.7) (183.6) (5.1)
EPS (pence) (249.0) (63.3)
Adjusted EPS (pence)? (253.7) (85.3)

In the first half of 2022, gross profit of £188m increased by £45m, or 31%

7 Excludes adusting items, 2 Aermative Performance Measures are Gefined in Appendix|

ear-on-year. This translated to a

s
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