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Assessment Requirements:

· Introduction of BMW and a general business review

· Completing a critical analysis based on the BMW’s financial performance and comparing it with its competitor, Porsche. The key financial ratios should be calculated and compared with the rival company as well as recommendations should be given in order to improve future performance. 

·  Evaluating the two projects that can be undertaken by the BMW in order to determine which one should be adopted by the company. This should be done by using different investment appraisal techniques including, the Payback Period, Internal Rate of Return, Accounting Rate of Return, and the Net Present Value. The advantages and disadvantages of each technique should also be discussed. 




An introduction to BMW 
BMW AG is a German luxury car manufacturing company. It was founded in 1916 and the headquarters of the company are currently in Munich, Bavaria. This company is multinational and has got seven different production plants in seven different countries including, Germany, China, United Kingdom, United States, Brazil, India and South Africa. The BMW Group in the home of BMW cars, Mini and Rolls Royce, making it easy for the company target different types of customers. BMW is also one of the most reputable companies to work for. According to Forbes BMW Group has got the right quality of product and it meets the customers’ needs hence it has been ranked 12th on the top 100 most reputable companies. (Strauss, 2017)The competitors for this company include Audi, Mercedes Benz, Porsche, Honda Motors, Volkswagen, Toyota Motor Corporation, Volvo and Jaguar. The company’s market share in the UK from January 2014 to September 2018 ranges between 4.42% to 9.54%, meaning that BMW does have a huge market share in the UK. As of 2017 the biggest market share globally is held by China and the second country with the most BMW bought is USA. (Statista, 2017)
The next step in BMW’s history is to create an all-electric and part driverless car. This new innovation is called the Vision iNext and it is intended to start being produced in Germany in 2021.  The iNext would be an automated, fully connected and emission free car. The driver has go a choice of either driving themselves triggering the “boost” mode with a silent and dynamic driving experience on zero emissions or they can be chauffeured by using the “ease” autonomous mode, where the car takes over all driving functions and allows the passenger to relax and enjoy the ride without having to drive themselves. (Banks, 2018)
One of the main issues that the company has had is the recall of some of the cars that were faulty. In October 2018, BMW has to recall more than 1.6 million cars worldwide due to a risk of fire and the models affected allegedly included the 3 Series, 4 Series, 5 Series, 6 Series, X3, X4, X5 and X6. (Smith, 2018)
Furthermore in August 2018 a ban was imposed in South Korea against BMW vehicles following 39 BMW cars catching fire, hence BMW recalled 106,000 diesel cars from South Korea and later on another 324,000 other BMW cars in Europe. In 2017 BMW again experienced a recall of more than one million SUV’s and cars due to a risk of fire, following an ABC news investigation with evidence on BMW cars catching fire while being parked in the street or even in home garages. 
Calculation of BMW’s most important financial ratios. 
The most important financial ratios that need to be calculated and compared for BMW include the profitability ratios, the efficiency ratios, the liquidity ratios and the gearing or leverage ratios. 
Ratios are used to interpret financial statements in order for the reader to understand how the company is performing on its financial side. Ratios can be used to compare one company to another, in this case BMW and Porsche, however they should be only used to compare similar activities because it would give a useful understanding if they are used and interpreted correctly, otherwise these ratios would be very misleading. Almost all the stakeholders are interested in analysing the financial statements of the company, however all of them are interested in different things that the financial statement includes. Financial ratios are the first step into financially assessing a company as it makes it easier to find the parts that are needed in order to interpret and investigate them further. 


	Ratios
	2017
	2016
	2015
	2014
	2013

	
	BMW
	Porsche
	BMW
	BMW
	BMW
	BMW

	Profitability Ratios
	
	
	
	
	
	

	Gross Profit margin ratio
	20%
	28.1%
	19.8%
	19.6%
	21.1%
	20%

	Net profit margin ratio
	8.8%
	13.3%
	7.3%
	6.9%
	7.2%
	7.0%

	Efficiency Ratios 
	
	
	
	
	
	

	Asset Turnover ratio
	0.51
	0.67
	0.50
	0.53 
	0.52
	0.55

	ROE
	15.9%
	20.6%
	14.5%
	14.9%
	15.5%
	14.9%

	Liquidity Ratios
	
	
	
	
	
	

	Current ratio
	1.036
	0.910
	0.983
	0.942
	0.962
	1.020

	Quick ratio
	0.852
	0.626
	0.809
	0.773
	0.774
	0.832

	Gearing / Leverage Ratios
	
	
	
	
	
	

	Debt to Equity ratio 
	1.735
	0.358
	2.063
	2.143
	2.154
	1.974

	Debt to capital ratio
	0.634
	0.263
	0.673
	0.681
	0.682
	0.663

	Ratio analysis BMW and Porsche based on the figures extracted from their annual reports and by using the financial ratio formulas accessed through lectures.  




· Profitability Ratios for BMW
Profitability ratios are used to measure the capacity of a company to make a profit. The profitability ratios used in analysing BMW’s financial performance include gross profit ratios, operating ratio and net profit margin. 
Gross profit margin
For BMW the gross profit margin for 2017 is at 20%, meaning that for every €100 made, €20 of gross profit was made before the other expenses were paid. On the other hand Porsche has a gross profit margin of 28.1%, which is higher compared to BMW, which might come as a result of Porsche having slightly higher prices than BMW or lower cost of sales compared to BMW. BMW seems to have had the highest gross profit margin in 2014, amounting at 21.1% coming up to €21.1 for every €100 of sales revenue. (Wood, 2015)The sales figures for BMW have been increasing each year, and so has been the gross profit margin, from 2015, when it had declined to 19.6%. Some of the reasons for the decline in the gross profit margin for BMW might include the fact that the company has maintained the same sale price for their product, however as stated in their annual report the cost of sale only for 2017 had increased by  3.1% due to the higher cost of materials. Another factor that might have impacted the decline of the gross profit margin and the difference in the gross profit margin figure between BMW and Porsche might be the fact that one range of their products might be selling better one year than another one, impacting the sales revenue and the cost of sales. For example in 2014 BMW might have been selling more of their cars that are at a lower price and compared with the cars that are more expensive. Another reason might be the fact that when a new car model comes out, it automatically decreases the value of the old models, hence the price for the old cars will go down. This would generate more sales however the money coming into the company would be less if more of those cars were sold compared to the new models, which in general are way more expensive. 
Net profit Ratio
Net Profit Margin Ratio is a financial ratio that is used to express the percentage of new profit that the company produces from it total of revenue. As seen on BMW the total net profit has risen year by year from 2013 until 2017, the net profit margin however has been increasing accordingly with a minor fall of 0.3% in 2015. Porsche on the other hand has got a net profit figure of 13.3% for 2017, whereas BMW has got a net profit margin of 8.8%. This implies that BMW has been making €8.80 of net profit for every €100 of sales and Porsche on the other hand has been making €13.30 for every €100 of sales. (Wood, 2015) The high net profit margin for Porsche might indicate that the company might be very good at keeping their costs low, pricing their products strategically and having an efficient management. However this does not mean that BMW is doing badly at keeping their costs down and not pricing their products accordingly as there are other factors that might contribute to a low net profit margin and the factors include: the fact that BMW has to pay more for interest payment due to their loans being bigger than the ones for Porsche and also it is the same case with depreciation expense since BMW is a bigger company and therefore has more property, plant and machinery. What happens is that BMW will have to deduct depreciation, which would lower the amount of net profits for the company hence they would show a lower net profit margin. It is also fair to say that the net profit margin sometimes might not show the reality of how the company is going since it fails to take in consideration borrowings, depreciation and the fact that some companies might reduce their expenses such as research and development, the long term expenses, in order to increase the short term net profit. Hence sometimes it might be advisable to look for some other figures inside the financial statements in order to get the real financial status for the company. 
· Efficiency Ratios for BMW
Efficiency ratios measure the ability that a company has to use its assets and liabilities in order to generate sales. Usually it is preferred for this ratio to be higher as it indicates an efficient use of the assets by the company. The efficiency ratios that are going to be discussed include asset turnover ratio and Return on equity. 
Asset turnover margin (Denzil Watson, Antony Head, 2016)
This ratio measures how efficiently BMW is using assets in order to generate revenue, so the figure you get from the calculations shows the sales that have been generated for each € euro of assets that the company owns. Therefore, the higher the ration the better is for the company and likewise when the ratio is lower it indicates a less efficient use of the assets by the company. For BMW the turnover margin for 2017 is 0.51 compared to Porsche with 0.67, meaning that for every €1 in assets BMW generates €0.51 in sales and Porsche generates €0.67 in sales. As seen in this comparison BMW is performing poorly compared to Porsche. Factors such as poor use of fixed assets or poor inventory management might affect the asset turnover margin, hence it would be advisable for BMW to get better at using their assets at their full potential in order to get more money out of them. Having said that in 2017 BMW has improved from the previous year, however it is still in the lines of €0.50 to €0.55 for the 5 year period of study, which should be taken in consideration in order to improve their asset turnover ratio. 
Return on Equity, ROE (Denzil Watson, Antony Head, 2016)
Return on equity is the financial ratio that measures the profit that is made from each € euro of the shareholders’ equity. The ratio from the calculation represents the company’s ability turn the assets into profits and it shows total return on equity capital. Hence investors would like to look into that figure in order to find out what kind of return they could get on their investment. The problem is however that when investing in a particular company this figure should be looked at with other accounting ratios in order to understand the full potential of the company. For BMW the return on Equity margin is 15.9% and for Porsche on the other hand it is 20.6%. A high ROE means that a company it successful into generating its profit internally. However the fact that the ROE for Porsche is higher than the one for BMW does not mean that BMW it is not performing well, instead it means that Porsche is relaying highly on debt in order to generate its profit. As the figures on table 2 suggest Porsche has got higher liabilities compared to its assets defending the fact that ROE might be boosted when the company has a high borrowing. For BMW on the other hand they have steady and slight increase from year to year, however the change is not very big. Some of the other issues with the ROE ratio include the fact that some companies might not choose to include the intangible assets in their calculation, which makes it difficult to compare with other companies that have included it and also this figure depends on the which components the analyst decide to choose, which would make the ratios different from one another.  
· Liquidity Ratios for BMW
Liquidity ratios are used as an indicator on whether or not a company can will be able to pay off the creditors, loans and any other expenses at the time when it is required. In general failure to ensure that the company has enough assets to pay off the company’s obligations when they are due means that the company will have to close down or maybe try to find another way to raise finance in order to keep the company going. The liquidity ratios for BMW include the current ratio and the quick ratio (acid test ratio). 
Current ratio 
Current ratio is the financial ratio that measures how capable the company is to meet its short term obligations that are due within 12 months. It indicates how solid the company is when it comes to converting its current assets within a short time in order to pay off debts. The current ratio margin it’s a very important ratio especially for people looking to invest in the company, for the creditors and for its suppliers. The current ratio for BMW for 2017 is 1:1 whereas the current ratio for Porsche is 0.9:1, meaning that BMW has got €1 of assets that converted quickly for every €1 that the company owes. For Porsche on the other hand, the company has €0.9 of liquid assets for every €1 owed. It can be stated that in general these type of businesses would have a high current ratio mainly to do with the fact that they do sell slow moving products, hence the current ratio is nearly the same in the industry. The other current ratios for BMW are nearly the same throughout the 5 year period.  (BMW, 2018)
Quick ratio / Acid Test Ratio
The quick ratio is very similar to the current ratio, however in this case the inventory has been taken of the calculation, the reason being that the inventory might not be easily converted into cash, which is the case with BMW and Porsche. This financial ratio shows if the company’s short term assets are enough meet its current obligations. In general the higher the ratio the better it is for the company, for example a quick ratio of 2:1 means that a company has got £2 of assets (that can easily be turned into cash) for every £1 that they need to pay. The quick ratio for BMW for 2017 is 0.8:1 whereas the quick ratio for Porsche is 0.6:1. Both of the companies are into the point where they might not have enough assets to pay their short term liabilities if needed to pay them quickly. BMW however does show an increase from year to year in their quick ratio, which means that the company might become very liquid to the point where it will have enough to pay its short term obligation quickly if needed. 
· Gearing/leverage Ratios
Gearing ratios are the financial measurements that show the amount of debt that a company uses in order to finance its activities in proportion with the equity capital. Gearing ratios are used a comparison tool for businesses in the same industry. These types of ratios are used by lender in order to determine if they are going to extend the credit to the company and by the investors in order for them to decide if investing in that particular company would be profitable for the investors. A company with a high gearing ratio would be considered a risky investment, this is because it shows that the company highly relies in borrowings in order to complete its business functions. 
Debt to Equity ratio
For BMW the debt to equity ratio is at the amount of 173.5% for the year 2017, whereas for Porsche is at the rate of 35.8%. (BMW, 2018)As mentioned above this fact means that the company is highly reliant on debt in order to complete its day to day duties. Throughout the five year period from 2013 until 2017, BMW has had a high gearing ratio, which has been decreasing year by year, however even though it has decreased considerably the company still need to work more into lowering the gearing ratio. Being a high geared company also indicates that the investors might need to take a bigger risk in investing in the company because if the company goes through bad time, there might not be that much left over to pay the shareholders. Another problems with being a high geared company is the fact that BMW might experience cash shortfall and even a hesitation from the lenders if the company would be trying to get a new loan because of an urgency. In order for BMW to reduce gearing the company can issue new ordinary share, it can redeem new loan notes and it needs to retain its profit. 
Debt to capital ratio
This financial ratio on the other hand measures how much of the total amount of capital is outstanding debt. For example for BMW the debt to capital ratio is 63.4%, whereas the debt to capital ratio for Porsche is 26.3%. Again Porsche is doing much better into managing it capital and keeping control of the debt, however this ratio has been declining for BMW from 2013 onwards. 
Conclusion
Having completed the financial analysis for BMW, it became clear that some of the these ratios have got limitation hence they should be look at very carefully as well they should not be analysed on their own but as combination of all. The first limitation for these ratios would be the fact that the ratios depend on the sector where the business belongs. Secondly the ratios need to be compared only with companies that operate in the same sector and have got similar business models. Also different companies have got different way that they calculate the depreciation and also they have got different times of the year end. This means that since depreciation methods are different they will be different from one company to another, impacting the net profit for the company. And also companies with different year ends are going to have different share prices and seasonal sales might boost the cash flow. For example BMW has the year end in 31st of March, whereas Porsche has the year in December 31st. 
Overall it can be said that BMW would be a good company to invest in, taking in consideration the current share price as well as the fact that the company continues to expand its market share. BMW has also invested heavily in creating their new electric cars, the BMW i3 and the BMW i8 and i8 Roadster. 

Table 1 Financial management figures for BMW group for 5 years in € million (BMW, 2018) (BMW, 2016)
	BMW group
	2017
	2016 
	2015
	2014
	2013

	Sales 
	98,678
	94,163
	92,175
	80,401
	76,059

	Gross Profits
	19,934
	18,721
	18,132
	17,005
	15,268

	Operating Income 
	9,880
	9,386
	9,593
	9,118
	7,978

	Net Income
	8,706
	6,910
	6,396
	5,817
	5,329

	Total Assets
	193,483
	188,535
	172,174
	154,803
	138,377

	Total fixed assets
	18,471
	17,960
	17,759
	17,182
	15,168

	Total Equity
	54,548
	47,363
	42,764
	37,437
	35,600

	Current assets 
	71,582
	66,864
	61,831
	56,844
	52,184

	Current liabilities
	69,047
	67,989
	65,591
	59,078
	51,134

	Inventory
	12,707
	11,841
	11,071
	11,089
	9,595

	Cash
	9,039
	7,880
	6,122
	7,688
	4,258

	Total debt 
	94,648
	97,731
	91,683
	80,649
	70,304




Table 2 Porsche figures extracted from the annual reports in € million (Porsche, 2018)
	Porsche AG
	2017
	2016 
	2015
	2014
	2013

	Sales 
	23,491
	22,318
	21,533
	17,205
	14,326

	Gross Profits
	6,619
	6,381
	6,092
	4,320
	4,187

	Operating Income 
	4,144
	3,877
	3,404
	2,719
	2,579

	Net Income
	3,139
	2,640
	2,335
	2,201
	1,939

	Total Assets
	35,019
	32,235
	29,143
	26,060
	24,560

	Total fixed assets
	5,903
	5,116
	11,009
	9,691
	8,539

	Total Equity
	15,200
	11,980
	10,700
	9,599
	9,039

	Current assets 
	9,772
	8,643
	7,595
	6,279
	6,168

	Current liabilities
	10,735	
	10,809
	10,971
	8,511
	8,561

	Inventory
	3,051
	2,536
	2,509
	2,157
	1,589

	Cash
	3,067
	2,889
	2,485
	1,560
	1,570

	Total debt 
	5,448
	5,499
	5,317
	5,353
	6,671
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