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[bookmark: _Toc32690473][bookmark: _Toc33550159][bookmark: _Toc17203][bookmark: _GoBack]Introduction 
This document is to perform consultancy on the financial management of GAP Inc, which is an international leading group specialized in apparel retailing. The consultancy starts from the internal analysis of the group, which supports the further analysis of financial management by setting a tone of the internal value, culture and control of the group, then to the budgetary control, financial policies, financial planning to diagnose any potential deficit exists in the group. Lastly, after considering and consolidating all available information, the consulting report will be drafted to give opinion on the current status of financial performance in GAP Inc, as well as potential changes to be made to enhance the financial performance of the firm.
The consulting object in this document is GAP Inc, the headquarter of which is located at San Francisco, USA. The group mainly expand through opening local stores, franchising its brand to foreign countries, and selling on the online website. Geographically, GAP Inc has penetrated in markets in United States, Asia, Europe, Canada, Africa. The franchising strategy prompts the group to develop rapidly globally, which is a strategic advantage in the apparel industry (GAP,2020). However, in the global retailing industry, the cost of entrance is relatively low, especially in the modern technology-advanced background it is convenient and cost-saving to start an e-commerce. Given the high competition in the industry, it is important to enhance the internal management process to achieve strategic advance in the industry (Annual report of GAP, 2018).

[bookmark: _Toc33550160]Project Justification
[bookmark: _Toc33550161]Aims and Objectivities
The aim of this project is to provide solution to address on the current problem on financial management of GAP Inc. To address the problem, the first step is to analyze the internal condition of GAP Inc as well as the condition of the retailing industry to set a tone of the group’s internal culture and value and its position in the market. The second step is to analyze GAP’s financial statements in the annual reports which is the core area of the analysis. Thirdly, is to identify the potential financial problem hidden in the financial statements, such as financial ratio analysis, the efficiency of the working capital management, dividend policy and accounting issue interpretation. The potential suggestion could be made after communicating with those charge with management to address those problems identified.

[bookmark: _Toc33550162]Rational
The project is dedicated to discovering those area in financial management of GAP Inc which have potential to be improved. For an organization operating in the market, it confronts with many realistic bottleneck related to the management process, financial distress, and resource allocation during the development, which needs those professionals in the consulting industry to unveil those problems and provide solution to them to help the organization further develop. GAP Inc operates in an international context, which makes its financial management critical to the going concern in the long run, for example, the foreign exchange risk management, the working capital management, the leverage risk management and capital investment management(Kulishov,2013).

[bookmark: _Toc33550163]Business Case and Project Approach
[bookmark: _Toc33550164]Benefits to the Organisation
This project would provide GAP Inc with advises on the changes to be made on financial management aspect, which means that GAP Inc’s financial performance will be improved after applying those changes. The possible areas of changes to be made are capital structure, operation, dividend policy, and working capital management. The result of the project would give GAP Inc benefit of performing effectively and efficiently in the future. 

[bookmark: _Toc33550165]Background Literature
Palepu (2013) states that strategic analysis is of great importance for financial analysis, which provides a global view of the economic environment that an organization operates in. Firstly, assessing the soundness of the industry that the entity is in would help analyze the entity’s potential ability to generate profit. Porter Five Forces Model assesses risks and threats from five different aspects in an industry, they are threats from customers and suppliers, who are essential in the supply chain, and threats from substitutes, who are those threaten the going concern of the entity, and threats from competitors and new entrants, who are those taking up main market shares in the industry. The model abstracts a view of the macroeconomy of the industry, which is further used to decide what change is to make to the entity after analyzing the internal environment. Pickton and Wright (1998) proposes that SWOT (Strengths, Weakness, Opportunities, Threats) is a brilliant model which could be applied to an entity in analyzing its internal environment and potential risks and chances. 
After performing the strategic analysis, the fundamental of a firm could be analyzed. Horrigan (1968) exhibits the development of the financial ratio analysis, initially, people focused on the earnings to judge whether an entity is financially performing well, however, after financial crisis in 2008, financial risk is of the most importance in the long term perspective. Calandro (2007) introduces Altman Z score to assess the possibility of the firm to go bankruptcy in performance management, which combines risk consideration into the performance analysis. Soliman (2008) applied DuPont analysis when analyzing an entity’s financial performance, which considers both risk and return into consideration when analyzing an entity. However, Dupont analysis is too complicated and difficult to analyze the overall financial performance, ACCA provides guideline in performing ratio analysis, it categorizes ratio into four categories: profitability, leverage, liquidity, activities, which forms a comprehensive and systematic measurement of the entity’s financial performance. In financing perspective, Robert and Lloyd (1995) study the factors that affects the capital structure of retailing industry and found that the larger scale of business, the more debt could be used for financing purpose. As for the dividend policy, it varies depends on the nature of business, the size, and the business model. The dividend payout ratio is a significant index for stakeholders and market participants to judge whether the entity is going through a financial distress or thriving (Oktemgil, 2018).

[bookmark: _Toc33550166]Potential Risks
This project is based on previous years’ financial statements, which means that it is not forecasting in the nature(Annual report of Gap,2018). Firstly, given the current global coronavirus spreading in many countries, it is hard to predict the impact to the financial performance of GAP Inc this year (weforum,2020). Secondly, the fluctuation of exchange rate and tariff would affect the project, given the international business context. Lastly, any political implication would be critical to the project.

[bookmark: _Toc33550167][bookmark: _Hlk33542926]Research Methodology
This article will mainly use qualitative and quantitative data and data collection through second-hand surveys, which can be used for rapid and large-scale information collection (Panek et al., 2013). The main qualitative information includes the company's basic information, strategic information, current main operating conditions, and even professional and evaluation and customer feedback. The quantitative-based information mainly includes the company's stock price, financial status, and so on. This research method and the information collected can help this report to conduct in-depth investigation and analysis of the company, for example, it can help with EESTEL analysis, five-force model analysis, and financial analysis.
[bookmark: _Toc33550168]Strategic analysis
[bookmark: _Toc33550169]PESTEL Analysis
Firstly, GAP Inc is operating mainly in United States, Europe, and Asia, the local government policies would affect the operation of the business, for example, the level of tariff has impact on the import and export of the products (Gap, 2020). Secondly, the local economy has critical impact on the purchasing power of the local consumers, thereby affecting the performance of GAP Inc. Thirdly, the social implication are those culture and customs that demand the design of the product to fit the need of those culture and customs（Feldman &Tompson, 1992）. Fourthly, the technological implications are advanced in apparel industry, especially for e-commerce, which uses technologies like big data and machine learning. Fifthly, there are many countries which has tight control on environmental protection, like Switzerland, which levies heavily on the environmental tax. Lastly, the potential legal implication is the possible lawsuit if the design of the product is suspected not to be original(The Annual report of Gap).

Five Forces Model Analysis & SWOT
GAP Inc is an international group operating in the apparel retail industry, it has many strategic business units spreading all around the world which forms synergy in operating effectively. This advantage helps establish and maintain a firm relationship with suppliers as GAP Inc becomes a significant customer to them, which means that the threat from supplier is relatively low. With strategic alliance with e-commerce like Amazon, Taobao, GAP Inc has superior channels of selling compared to those brands have limited channels, which means that the risk from competitors are not high enough to threaten the survival. However, the entry barrier of the apparel industry is relatively low due to the low cost to start up, the risk from new rivalry is relatively high. There are many brands in trend in the market for consumers to choose, and customers have various needs and appetites which give them a large bargaining power in the market. The threats from substitute is relatively low, as GAP Inc has core competence in designing trendy clothes, which couldn’t be substituted to satisfy modern consumers’ need. The potential opportunity is that GAP could further expand its oversea markets to take advantage of its benefit brought from economic of scale. Moreover, GAP Inc should keep capital investment in research and development to maintain its core competence of refreshing design to distinguish itself among all competitors(The Annual report of Gap)..
Financial analysis
Profitability
Profitability is an important part of the analysis, as it represents the ability of generating profit. The indicators to profitability are return on capital, return on capital employed, and earning per share. The trend analysis will be performed to compare the current ratio to those ratios in previous periods. The result would show a status of profitability of GAP Inc.

Leverage
The degree of leverage shows the level of risk that GAP Inc is involved in, in this part, the trend analysis will also be applied. There are mainly two indicators to the level of leverage, they are total debt to equity ratio and Altman Z score. The lower the total debt to equity ratio the lower the level of leverage. Moreover, there is a benchmark for Altman Z score in the retailing industry, that is 1.8. If the score of GAP Inc is higher than 1.8, the possibility of bankruptcy of GAP Inc is relatively low.

 Liquidity
The liquidity condition shows the solvency status of a firm. Current ratio and quick ratio reflect the proportion of liquid assets and liquid liabilities of the firm, which indicates whether the liquid assets in hand matches the liquid liabilities. If the ratio is too low, there is a problem that the company fails to compensate the current liabilities, thereby leading to the liquidity problem. Moreover, the activities ratios consist of average days of sales, average days of inventory, and average days of payables, the overall indicator to measure the efficiency of activities is the cash generate cycle. The less the average days of sales and the average days of inventory, the more efficient the firm’s sales and inventory management are. However, the more the average days of payables, the more efficient the payables management is. Overall, the less the cash generate cycle is, the more efficient the firm’s operation.

Capital Structure
In retailing industry, there is a trend of preferring internal finance by issuing more equity stocks to finance the operation, which is relatively more expensive than the debt finance, due to the high risk for debt holders caused by the priority of payment to debt holders in liquidation, according to the pecking order theory. While the increase in equity finance gives rise to the periodic cash outflow from the firm to shareholders as the dividend. If the current debt to capital ratio is low enough, GAP Inc could readjust its capital structure by weighting up the debt finance, while keep the debt to capital ratio lower than 50%, which could reduce the cost of finance and raise more funds for further operation.

Dividend Policy
The dividend policy of GAP Inc is set by the board of director, which considers the long-term operation of GAP Inc and the compensation to shareholders to keep everyone satisfied. The shareholders lend money to the firm with expectation of maximizing the return on the investment, however, the firm needs to reserve the profit for future development use on the long run. The annual reports of GAP Inc will be acquired to analyze the current dividend policy, and it is important to analyze whether the current policy fits the strategy of the group, and whether changes are needed(Edwards & Mellett, 1989).

[bookmark: _Toc33550170]Project Plan
The project would be conducted within one month, starting from the 1st March to the start of the April, the plan includes the five forces model analysis, SWOT analysis, Financial performance ratio analysis, Capital structure analysis, Dividend policy analysis. After conducting all the analysis, the conclusion of findings will be made based on the available information collected, and the consulting report will be drafted to GAP Inc. The detail of the project plan is as Table 1.

	Tasks
	Detail of the task
	Duration
	Calendar

	Task 1
	Five Forces Model analysis
	2 days 
	

	Task 2
	SWOT analysis
	3 days
	

	Task 3
	Financial performance ratio analysis
	7 days 
	

	Task 4
	Capital structure analysis
	3 days 
	

	Task 5
	Dividend policy analysis
	3 days
	

	Task 5
	Concluding the findings
	3 days 
	

	Task 6
	Completing the consulting report
	5 days
	


Table 1. The project plan and gantt chart
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