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Inconsistency in BMW’s financial indicators  

 
 

BMW is a very well-managed company, maybe 

the best-run of all automotive companies. This 

can accordingly be seen in its financial results 

for the past 15 years. Nevertheless, a certain 

inconsistency can be detected in the financial 

statements concerning the financial objectives 

BMW’s management sets out and how it 

assesses their fulfilment. 

 

BMW consists of two businesses. The first one 

is, of course, the automotive division, which 

develops, manufactures and sells cars and 

motorcycles. The second, often overlooked, is 

BMW Bank. The latter finances approximately 

one-half of BMW sales through leasing and 

consumer loans, and it also provides financing 

to dealers. The two businesses complement 

one another nicely, but they are so different 

that they are reported separately in the 

financial statements. Each is evaluated by 

management on the basis of a different 

financial indicator. 

 

For the bank, the basic indicator is return on 

equity (ROE). Over the past 5 years, this 

averaged 18.7%. That is a very high number 

for a bank today, and a level unachievable for 

most large European and American banks. The 

high ROE stands out especially when we 

realise the low risk associated with BMW 

Bank’s assets. Their average maturity is 

around 2 years, and the average proportion of 

bad debt over the past 5 years was 0.36%.  

 

On the other hand, return on capital 

employed (ROCE) is the key indicator used by 

management in the automotive division. Its 

average value over the past 5 years was 67%. 

This is again a very high number, and it best 

shows that BMW has a long-term competitive 

advantage. Such high returns on capital would 

not be possible without such an advantage. 

(ROCE for the motorcycle division over the 

past 5 years was 30%. This is also a very high 

number. BMW’s motorcycle business, 

however, is much smaller than its automobile 

business, and we can omit it in further 

consideration.) 

 

When we compare BMW Bank’s ROE and the 

automotive division’s ROCE with the same 

indicators for comparable companies, BMW 

turns out to be doing very well in these 

relative terms. The absolute values of these 

indicators in comparison to costs of capital are 

very high, as well, and both indicators also 

substantially surpass management’s targets. 

The objective of BMW’s management is to 

reach at least 12% ROE in the bank and 26% 

ROCE in the automotive division. These 

objectives have been greatly exceeded in each 

of the past 5 years. So far, so good, it seems. 
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But let us take our appraisal a bit further. The 

ROE of the company BMW as a whole was 

15.7% on average over the past 5 years. This 

number includes both the bank and the 

automotive division. You may think – how can 

BMW’s overall ROE be 15.7% when one part 

(the bank) has ROE of 18.7% and the other 

part (the automotive division) has ROCE of 

67%? The explanation is simple. The formula 

for calculating ROCE excludes net cash from 

capital. And cash is high for the automotive 

division. On a 5-year average, its cash 

amounted to EUR 18 billion even as debt 

stood at zero. The cash consists in savings 

collected over years of the company’s 

operations and which gradually are increasing 

due to the automotive division’s positive free 

cash flow. This is, therefore, capital that is not 

“employed” in manufacturing and therefore is 

also excluded from the calculation of ROCE. 

Because it is part of BMW’s equity, though, it 

is included in the calculation of ROE. 

 

BMW is therefore in a situation of having very 

high ROCE but only slightly above-average 

ROE, as it is burdened by a large sum of 

unused cash. Could this cash be used more 

effectively and partially paid out to 

shareholders? A number of investors have 

posed this question, and one also asked it to 

the management in a conference call held on 

the occasion of announcing the company’s 

results for 2018. The management’s response 

was that it is not considering to pay out this 

excess cash because it will be needed to 

maintain the high investment rating and, in 

particular, to support BMW Bank. In other 

words, the cash is not excessive.  

 

If that is the case, then it should be included 

either in the calculation of BMW Bank’s ROE 

or in that of the automotive division’s ROCE, 

or partially in both. These indicators would 

then be much lower. If all this cash were 

included in calculating the bank’s ROE, it 

would drop to approximately one-half its 

current level. The management’s 

inconsistency in thinking about BMW’s 

financial indicators is thus fully revealed here. 

It is not possible to exclude cash from the 

calculation of financial indicators while at the 

same time claiming that this money is 

necessary for doing business going forward. 

 

The same inconsistency appears in the 

declared targets concerning ROCE and margins 

in the automotive division. For this year, 

BMW’s management expects to substantially 

exceed its objective of 26% ROCE. At the same 

time, it anticipates that the EBIT margin of the 

automotive division will be substantially under 

the long-term target of 8–10%. This does not 

make much sense. Either the ROCE target set 

is too leniently, or long-term EBIT margins are 

unrealistic, or the entirety of the capital 

employed is not properly taken into 

consideration in calculating ROCE. 

 

BMW’s net cash currently stands at almost 

40% of its market capitalisation. This is a 

record-high proportion. BMW’s management 

has two possibilities today. The first option is 

to admit that its assets allocation is overly 

undemanding and to pay out part of the cash 

to shareholders. The second is to admit that 

the cash is not excessive, then appropriately 
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adjust its calculation of ROCE and ROE and its setting of long-term objectives.  

 

Invest with care ! 

 

Daniel Gladiš, May 2019 

 

For more information 

Visit  www.vltavafund.com 

Write us investor@vltavafund.com 

Follow us www.facebook.com/vltavafund 

__________________________________________________________________________________ 

DISCLAIMER 

This document expresses the opinion of the author as at the time it was written and 

is intended exclusively for promotional purposes. The investor should base his or her 

investment decision on consideration of comprehensive information about the Fund. 

Our projections and estimates are based on a thorough analysis. Yet they may be and 

sometimes will be wrong. Do not rely on them and take your own views into 

consideration when making your investment choices. Estimating the intrinsic value of 

the share necessarily contains elements of subjectivity and may prove to be too 

optimistic or too pessimistic. Long-term convergence of the stock price and its 

intrinsic value is likely, but not guaranteed. 

Only a qualified investor pursuant to § 272 of Act No. 240/2013 Coll. may become a 

shareholder of the Fund. Persons who are not qualified investors pursuant to the 

aforementioned provision of the Act shall not be allowed to invest. 

The value of an investment may increase and decrease. Neither return of the amount 

originally invested nor increase in the value of such investment is guaranteed. The 

Fund’s past performance is not a reliable indicator of future investment returns. 

The information contained in this letter to shareholders may include statements that, 

to the extent they are not recitations of historical fact, constitute forward-looking 

statements within the meaning of applicable securities legislation. Forward-looking 

statements may include financial and other projections, as well as statements 

regarding our future plans, objectives or financial performance, or the estimates 

underlying any of the foregoing. Any such forward-looking statements are based on 

assumptions and analyses made by the Fund based upon its experience and 

perception of historical trends, current conditions and expected future 

developments, as well as other factors we believe are appropriate in the given 

circumstances. However, whether actual results and developments will conform to 

our expectations and predictions is subject to a number of risks, assumptions and 

uncertainties. In evaluating forward-looking statements, readers should specifically 

consider the various factors which could cause actual events or results to differ 

materially from those contained in such statements. Unless otherwise required by 

applicable securities laws, we do not intend, nor do we undertake any obligation, to 

update or revise any forward-looking statements to reflect subsequent information, 

events, results or circumstances or otherwise. 

Before subscribing, prospective investors are urged to seek independent professional 

advice as regards both Maltese and any foreign legislation applicable to the 

acquisition, holding and repurchase of shares in the Fund as well as payments to the 

shareholders. 

The shares of the Fund have not been and will not be registered under the United 

States Securities Act of 1933, as amended (the “1933 Act”) or under any state 

securities law. The Fund is not a registered investment company under the United 

States Investment Company Act of 1940 (the “1940 Act”). 

The Fund is registered with the Czech National Bank as a foreign alternative 

investment fund for offer only to qualified investors (not including European social 

entrepreneurship funds and European venture capital funds) and managed by an 

alternative investment fund manager. 

Investment returns for the individual investments are not audited, are stated in 

approximate amounts, and may include dividends and options. 
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