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Executive Summary

L'Occitane International S.A is a manufacturer and retailer of skincare, body and home

products. Its products are natural and organic ingredient-based.

In Chapter 1, it will be depicted the Company background and structure, and the business

operational review.

In Chapter 2, author analyze various financial ratios of the Group, the ratios includes its
financial structure index, short-term and long-term liquidity ratios, asset management ratios,
inventory control index, credit/debit control analysis, the Company’s profitability analysis
and the stock market prospective. The Company’s performance also is used to predict the
probability of bankruptcy happen in short term by the Altman’s Z-Score. The calculation
shows that the chance of bankruptcy is low. DuPont Diagram is also listed out to analysis

how to raise up the Return-On-Equity for the Company.

In Chapter 3, author comments on the L’Occitane’s current practices against with the
Listing of Securities set by The Stock Exchange and also recommend how to manage the

Company’s financial risks.

In Chapter 4, four capital investment appraisal: NPV, IRR, payback period and ARR were
used to evaluate if the Company’s proposal project should be proceed or not. If the project
launches, how will the Company raise fund? In Chapter 5, author suggested several ways to

do it and proposed the best method for L’Occitane according to its financial performance.

Author ended this paper with an annual operational audit and a conclusion.

Key Words: Skincare industry, Z-Score, CIA, Du Pont Diagram, NPV, IRR, Payback, ARR
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1. Introduction
1.1. Company Background

L'Occitane International S.A. (the group) is a listed company in Hong Kong (Stock Code:
00973.HK). It also known as L'Occitane en Provence (L’Occitane) originated in France in 1976.
The group is a manufacturer and retailer of skincare, body and home products. It is a global,
natural and organic ingredient-based company. The Group’s founder, Mr. Olivier Baussan
created its first line of products in 1976 and opened the first L’Occitane store in 1978 in
Provence. Now, it employs 8,672 employees as at 31 March 2018. With 5 natural brands
including L'Occitane en Provence, L'Occitane Eau bresil, Erborian, Melvita and LimeLife by
Alcone, L’Occitane products are in presence over 88 countries through more 3,285 store
locations in which 1,555 stores operated directly by the group, which sell its products
exclusively with standardized L’Occitane decoration and design. It also sells its products

through online. (L'occitane International S.A., 2018a)

The Company was incorporated in 8 May, 2000 and the head office is located in Luxembourg
City. L'Occitane International S.A. is a subsidiary of L'Occitane Groupe S.A, with initial
authorized shares 1,500,000,000 and the number of issued shares was 1,476,964,891 as of 20
March, 2018, Market Capitalization of €3,111 million and stock price was ranged from €1.347
(HKD 13.00) to €1.915 (HKD18.48) in the period from 1 April, 2016 to 30 March, 2018
(Appendix).

As of 30 March, 2018, the total issued ordinary shares was 1,460,682,471, the shareholding

percentage illustrated in figure 2;

Figure 1: L'Occitane Shareholding Structure

L’Occitane International S.A.
(0973 HK)

-

100%

74.13%

2587%

- Cime Management Sarl
-Cime S.CA.
- Société d’Investissements CIME S A
- L Occitane Groupe S.A_(LOG)

Other Shareholders

(Source: Created by the Author)



1.2. Operating Business Overview

1.2.1. Geographical Perspective

L'Occitane has operations internationally, covers Hong Kong, Japan, France, the United
States, China, the United Kingdom, Luxembourg, Brazil, Russia, Taiwan and other areas.
The Company’s net sales was €1,319.4 million in FY2018, year-on-year growth 4.6%.
Geographically, Japan (17%), the United States (13%), China (12%), and Hong Kong
(9%) (figure 3) are the key markets to contribute the group’s overall financial growth.
( (L'Occitane, 2018)

Figure 2: L'Occitane's Stores Worldwide
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(Source: L'Occitane, 2018)

Figure 3: Sales Per Region in FY2018 (€ in Millions)
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(Source: Created by the Author)



1.2.2. Business Segment

The L’Occitane’s business separated into two segments, (1) Sell-Out, and (2) Sell-in and

Business to Business (B2B):

e Sell-out is the sales of products to the final customers directly via the chain

stores on the Company’s online platform.

e Sell-in segment is the sales of good to the intermediates are mainly
wholesalers, distributors, TV program channels and travel agencies. Or sales
to corporate customers who will then give the products out as souvenirs, for

instance to their employees or guests;

e B2B is the segment of sales of the Group’s goods to intermediates, who are
hotels and airlines companies, they provide L’Occitane’s products as free

amenities in their companies.

In FY2018, the sales of Sell-out segment was 75%, €988 million of the overall
sales whereas sell-in & B2B segment contributed 25%, €331 million (figure 4).

Figure 4: Sales Turnover by Business Segment in FY2018 (€ in Million)

Total Sales Turnover in
FY2018: €1,319million ||

(Source: Created by the Author)



1.3. Company Structure

The Board has general powers over the Company’s management and the certain information of

the Board is shown as below table:

Table 1: The Board's Information

Name Age Since Title
Reinold Geiger 71 1996  Chairman & Chief Executive Officer
Lorenzo Giacomoni 50 2012 Vice President-Group Operations
Thomas Levilion, MBA 59 2008 Executive Director & Group Deputy GM-Finance
Bénédicte Le Brisg 53 2012  Head-Research & Development
André Joseph Hoffimann 63 1995  Vice Chairman & Managing Director-Asia Pacific
Karl Guénard 52 2003  Secretary & Executive Director
Martial Thierry Lopez 59 2000 Non-Executive Director
Pierre Maurice Milet. MBA 76 2010  Independent Non-Executive Director
Charles Mark Broadley 55 2008 Independent Non-Executive Director

Chik Sum Ng MBA, CPA 58

2010

Independent Non-Executive Director

(Source: L'Occitane, 2018)

Reinold Geiger was appointed as the Company’s Chairman and Chief Executive Officer with

effect from December 2000 and this position’s primarily responsibility is managing the Group’s

overall strategic planning and the management of the Group’s business. André Hoffmann was

appointed as an executive Director with effect from May 2001 and has been further serving as

Vice-Chairman since April 2016. He is primarily responsible for the Group’s strategic planning

as well. Thomas Levilion, the Group Deputy General Manager, Finance and Administration, is

primarily responsible for the Group’s finance functions worldwide, serving this position since

September 2008. Below figure depicted the Company’s organizational structure.



Figure 5: The Organizational Structure
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2. Financial Analysis

To analysis L’Occitane’s financial performance, the financial data from the Company’s annual
reports of FY2016 to FY2018 will be used in this paper. Other two companies from the same
industry were selected for comparison purpose: The L’Oréal Group (L’Oreal) and The Estée
Lauder Companies Inc. (Estée Lauder). L’Occitane is listed on The Stock Exchange of Hong
Kong Limited (The Stock Exchange) while L’Oreal and Estée Lauder are listed companies in
France’s and New York, the United States’ stock market respectively. Although they are listed
in different regions of stock markets, these three companies are classified as the same sector -

“Consumer Defensive” and the industry - “Household & Personal Products”.

Figure 4 depicted the companies basic information, from the perspective of L’Occitane with
comparison against the other two companies in the same period with different aspects, includes
Bankruptcy Prediction, Financial Structure, Short-term Liquidity, Long-term liquidity, Asset
Management, Inventory Management, Credit/Debit Control, Profitability & Stock Ratio
Analysis.

Table 2: Research Companies’ Information Summary

L'Occitane International . . The Estée Lauder
S.A. Mhe 1 Oreal Crowp Companies Inc.

Name in Short Form L'Occitane L’Oréal Estée Lauder
|Headquarter Located at Luxembourg City, Luxembourg Chchy, France New York, US
Stock Number 0973 HK OR.PA EL
B Mamifacturers and marketers

T — of skin care, makeup, fragrance and hair care products
|Fiscal Year Ended 30 March 2018 31 December 2018 30 June 2018
Authorized Shares 1,500,000,000 N/A 1,604,000,000
Issued Shares e i - S
F= o) It Bn T Bunl Yot} 1,476,964 891 550,625 527 578,465 655
Market Value (€) 1.50 201.20 121.93
|Earning Per Share (€) 0.066 6.96 301
IP;'E 22.74 194.24 73.84
Number of Stores 1,555 - 2150
Number of Brands 3 36 30
Number of Emplovees 8.672 86,030 46,000

(Source: Created by the Author)




In term of number of employees and number of brand names, L’Oreal is the largest scale
company among the three organizations. L’Oreal has more than 83,000 employees and operates
36 brand names while L’Occitane employs more than 8,600 employees and operates 5 brands. It

is the least company scale among them.

2.1. Financial Ratio Analysis

2.1.1. General Financial Overview

L’Occitane’s net sales in FY2018 reached €1,319.4 million, an increase of 4.6% by using
the constant exchange rate. However, because of the unfavorable foreign exchange (FX)

rates, net sales reduced by 0.3% at reported exchange rates over last year.

From figure 6, the Company’s maintain similar sales volume and same COGS level.

However, the net profit margin declined sharply in FY2018 due to the unfavorable FX, -

484%.
Figure 6: L'Occitane's net sales VS COGS in last three years
1.400 12.00%
1.200 r 10.00%
1.000
r 8.00%
g 800 |
E - 6.00%
r 4.00%
400
200 r 2.00%
| FY2016 : FY2017 [ FY2018 [ 0%
W Net Sales 1.283 1,323 1,319
== COGS | 215 | 221 | 221
»—h—Ne! Profit Margin 8.85% 10% | 7.31%

(Source: Created by the author)

During FY2017, one of the brands — Le Couvent des Minimes is disposed (gained €2.2
million) and the Group obsoleted L’Occitane au Brésil products in one-off deal manner in
FY2016. In addition, LimeLife by Alcone (“LimeLife”) became a subsidiary of
L’Occitane since the beginning of 2018, with the Company’s like-for-like profit growth



was healthy at 3.7%, excluding Le Couvent des Minimes, the one-off deal and LimeLife.

(L'Occitane, 2018)
2.1.2. Bankruptcy Prediction

Altman (2000) depicted a best known bankruptcy predictor which is a statistical model
that comprising five financial ratios to produce a value named a Z-Score. This scoring
model is used to predict the likelihood that a company will go bankrupt in the coming two

years. The predictor is calculated as:
Z=1.2A+1.4B+3.3C+0.6D+0.999E

The above letters designate the below measures:

A = Working capital / Total assets » Measures the relative amount of liquid assets
B = Retained earnings / Total assets P Determines cumulative profitability
C = EBIT / Total assets P Assess the earnings away from the effects of
taxes and leverage
D = Market value / Total Liabilities P Incorporates the effects of a decline in market
value of equity
E = Sales / Total assets » Determines the asset turnover

The company that its Z-score is greater than 2.99 means that it is safe from bankruptcy.
While the Z-Score value is less than 1.81 means that a business is at considerable risk of
going into bankruptcy. And if the Z-Score is in between 1.81 and 2.99 it should be

considered as grey area the possibilities of bankruptcy are comparatively low in short term.

The Altman’s Z-Score model has been used to assess the companies’ past 3 year’s
financial performance to reveal their potential risk on bankruptcy, the Z-Score values

illustrated in the below table:



Table 3: Altman's Z-Score of the Three Companies

L'Occitane L’Oréal Estée Lauder

€ in million, except Market Value FY2018 | FY2017 | FY2016 | FY2018 | FY2017 | FY2016 | FY2018 | FY2017 | FY20l6
Sales 1,319 1,323 1,283 | 26,937 | 26,024 | 24916| 11692 9.645 | 10.146
Total Assets 1,302 1,243 1,188 | 38458 | 35339 | 35630| 10,739 | 10251 8309
Net Current Assets 486 543 509 2354 1.846 839 1.082 1.746 1.391
Total Ligbilities 364 323 333 | 11,524 | 10,520 | 11,126 6,714 5,845 5,077
Retained Earnings 649 599 509 | 15953 | 14,762 | 13,962 9.040 9.040 6,931
EBIT 133 166 153 5:171 4,724 4,285 1,583 1,583 1,337
Market Value per FY End 1.50 191 158 20120 18495 17340| 12193 78.29 82.00
HED/EUR Exchange Rate 0.1036 | 0.1208 | 0.1133| 1.0000 | 1.0000 | 1.0000 | 0.8545| O0.8157 | 0.9009
Number of Share Issued (Million) 1.461 1.463 1.469 560 564 565 578 567 568
A) 1.2 x (Net Current Assets/Total Assets) 0.37 0.44 0.43 0.06 0.05 0.02 0.10 0.17 0.17
B) 1.4 x (Retained Earnings/Total Assets) 0.50 0.48 0.43 041 042 0.39 0.84 0.88 0.83
C) 3.3 x ( EBIT/Total Assets) 0.11 0.14 0.14 0.13 0.13 0.12 0.15 0.15 0.16
D) 0.6 x [(Market Value x StockNo.)/Rate]/TL 0.04 0.07 0.06 9.78 9.92 881 12.28 931 10.18
E) 0.999 x (Sales/Total Assets) 1.01 1.06 1.08 0.70 0.74 0.70 1.09 0.94 122
253 266| 260 758| 769| 688 1008| 830| 906

Z-Score <18 indicates high probability of bankoruptcy

Z-Score Between 1.81 and 2.99 is a grey area the possibilities of banloruptey are low in short term

Z-Score »2.99 indicates a low probability of bankruptcy

(Source: Created by the Author)

L’Occitane’s Z-Score are ranged from 2.53 to 2.66 in last three years. That values are the
much lower than its competitors, L’Oreal’s value was 7.58 while Estee Lauder’s Z-Score
was 10.08 in FY2018. It is predicted that the possibilities of bankruptcy L’Occitane will

happen in short term, i.e. in the coming two years, is relatively low.

Although L’Occitane has the lowest Z-Score among the others, from the Table 3, we
learnt that L’Occitane had managed very well in the liquid assets, that it can be revealed

from the highest value of (A) from the above table.



Figure 7: Altman's Z-Score of the Three Companies
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(Source: Created by the Author)

By computing all the Z-Scores on graph (figure 6), the scoring of the L’Occitane is
comparatively stable from FY2016 to FY2018 that may due to the stable sale turnover and
total assets. Estee Lauder’s Z-Score dropped dramatically because of the decrease of sale

turnover in FY2017.

2.1.3. Financial Structure Ratio Analysis

Table 4: Capital Structure Ratios of the Three Companies

L'Occitane L'Occitane 1’Oréal Estée Lauder
Capital Structure Ratio
FY2018 FY2017 FY2016 FY2016-FY2018 Average
Fixed Asset to Long Term Liability Ratio 017 ] 017 ; 021 019 013 018
Current Liabilities to Net Asset Ratio 023 8.82% 0.23 0.24 024 037 040
Current Liabilities to Stock Ratie 150 M 1.53 3.00% 149 151 3.56 m

(Source: Created by the Author)

Table 5: Industry Average of Capital Structure Ratios

Industrial Average

Capital Structure Ratio ==

Fixed Asset to Long Term Liability Ratio 0.17 10.43% 5
Current Liabilities to Net Asset Ratio 041 9 22% 037
Current Liabilities to Stock Ratio 238 0.98% 2135

(Source: Created by the Author)
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Figure 8: Fixed Asset to Long Term Figure 9: Current Liabilities to Figure 10: Current Liabilities to
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(Source: Created by the Author)

The fixed-assets-to-long-term-liabilities (LTL) ratio is a measurement of a Company’s
solvency ability. LTL is often secured with fixed asset and that is the reason why the

creditor is always interest in the ratio. (Blanchard, 2019)

The fixed-assets-to-LTL ratio of L’Occitane was slight higher than the industry average
from FY2016 to FY2018, which ranged from 0.17 to 0.21. It shows L’Occitane controls
the pleasant liabilities scale and the structure. However, the ratios were consecutively

dropping for two years due to the increase of LTL amount.

2.1.4. Short-Term Solvency / Liquidity Ratio Analysis

Table 6: Short-term Solvency / Liquidity Ratio of the Three Companies

Short-term Salvency/Liguitity L'Occitane L'Occitane L'Oreal Estee Lauder
Bt FY2018 FY2017 FY2016 FY2016-FY2018 Average
Current Ratio 3.07 1.96% 3.50 338 118
Quick Ratio 240 3.12% 283 271 0.89
Cash Ratio 164 22 265% 2.09 196 031
(Source: Created by the Author)
Table 7: Industry Average Values of Short-term Solvency / Liquidity Ratio
Short-Term Solvency / Industry Average 3 Years'
Tiquidity Rano Analysts FY2018 FY2017 FY2016 Averaze
Current Ratio 158 214 173% 210 204
Quick Ratio 141 1.65 128% 163 1.56
Cash Eatio 0.88 01 ﬂ 0.94 091

(Source: Created by the Author)
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Figure 11: Current Ratio Figure 12: Quick Ratio Figure 13: Cash Ratio

4.00 3.16 250

350 200
_————_\ 2.66
150

3.00
2.16

Ratio

100

Ratio
Ratio

250

1.66 —— )
200 — 050

1.16 0.00
1.5 _ ~ - ~ - ” »
! FY2016 FY2017 FY2018 FY2016 FY2017 FY2018 FY2016 FY2017 FY2018

(Source: Created by the Author) —L'Occitane —— Industry Avg

From FY2016 to FY2018, L’Occitane maintained its cash ratio higher than 1, ranged from
1.64 to 2.14, that is generally higher than the industry average value. The ratio indicates
the Company’s liquidity, the percentage of total cash and cash equivalents to its current
liabilities. If the ratio above 1, it means L’Occitane’s current liabilities can be covered by

cash and cash equivalents, and have funds left over.

As at FY2018, L’Occitane had cash and cash equivalents of €385.7 million, remained in
high net cash position, amount is decreased compared with FY2017. This was due to net

Notel

cash outflow to investing activities =, such as flagship stores investment, share

acquisition for LimeLife, etc., and the higher drawing of revolving banking facilities.

2.1.5. Long-Term Liquidity Ratio Analysis

Table 8: Long-Term Liquidity Ratio of the Three Companies

Long-Term Liquidity Ratio L'Occitane L'Occitane L*Oréal Estée Lauder
Analysis FY2018 FY2017 FY2016 FY2016-FY2018 Average

Stock Credit Index -2.10 m -2.93 797% 2:71 -2.58 037 -0.15
Total Debt Ratio 0.28 7.48% 0.26 % 028 027 030 0.65
Debt / Equity Ratio 0.09 11.96% 0.08 2528.37% 0.0029 0.06 0.0008 0.67
Leverage Ratio 139 2.70% 135 m 1.39 138 144 2.70
Long Term Debt Ratio 0.08 11.01% 0.07 2348 30% 0.0029 0.05 0.0008 0.40
Total Debt / Fixed Asset Ratio 039 10.38% 035 % 039 038 0.44 1.62
Time Interest Cover Ratio 60.24 M 74.52 4598% 51.05 61.93 23041 59.96

(Source: Created by the Author)
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Table 9: Industry Average Values of Long-Term Liquidity Ratio

Long-Term Liquidity Ratio Industry Average 3 Years'
Analysis FY2018 FY2017 FY2016 Average
Stock Credit Index ~0.54 |39.55%) -0.90 la233%, 092 0787
Total Debt Ratio 0.43 0.40 0.06% 0.40 0408
Debt / Equity Ratio 0.27 0.28 57.95% 0.18 0.242
Leverage Ratio 1.83 1.88 3.98% 1.80 1.84
Long Term Debt Ratio 0.17 0.17 1451% 0.12 0.150
Total Debt / Fixed Asset Ratio 0.83 0.81 1.88% 0.80 0811
Time Interest Cover Ratio 91.67 Wab.20%, 97.80 L239.94%, 162.84 117.437
(Source: Created by the Author)
Figure 14: Total Debt Ratio Figure 15: Long Term Debt Ratio
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L’Occitane’s total debt ratio was ranged from 0.26 to 0.28 which were lower than the
industry average ratio that around 0.408 in last three years. For the long term debt ratio,

the Company’s maintain the ratio between 0.0029 and 0.08 while the industry average is

0.15.

Benge (2018) mentioned the lower debt-to-asset ratio indicates a stronger financial
structure while a higher ratio suggests higher operation risk. To general, the ratio equal to
or lower than 0.4 would be considered a good debt ratio. L’Occitane’s debt-to-asset ratio

is in the good range.

2.1.6. Asset Management Measurement

Table 10: Various Asset Turnovers of the Three Companies

L'Occitane L'Occitane L’Oréal Estée Lauder
Assest Management Measu
FY2018 FY2017 FY2016 FY2016-FY2018 Average
Net Asset Turnover 141 144 1.50 145 1.02 291
Fixed Asset Turnover 7.50 7.68 873% 7.06 741 805 7.23
Current Asset Turnover 183 441% 1.75 1.80 1.80 233 268
Total Asset Turnover 1.01 m 1.06 1.08 105 0.71 1.16
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(Source: Created by the Author)

Table 11: Industry Average Values of the Various Asset Turnovers

Asses Management
Meazurement FY2018 FY2017 FY2016 Average

Net Asset Tumover .77 267% 1.72 -8 1.89 1.79

Fined Asset Tumover 748 & 328 19.40% 6.94 1.37
Current Aszet Tumover 233 T46% 217 4 232 227

Total Asset Tumover 0.93 4.87% 094 % 1.00 0.08

(Source: Created by the Author)

Figure 16: Fixed Asset Turnover Figure 17: Current Asset Turnover Figure 18: Total Asset Turnover
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L’Occitane’s current assets turnover ratio ranged from 1.75 to 1.83 in last three years,
which were much lower than the industry average value around 2.27. However, the total

asset turnovers were between 1.01 and 1.08 that were a bit higher than the industry

average values.

The asset turnover ratio indicates the Company’s sales value compared the assets values.
It is a measurement of efficiency that the sale is generated from the company’s assets.
This gives investors and creditors an idea of how a company is managed and uses its

assets to produce products and sales. ( Kenton & Hayes, 2019)

2.1.7. Inventory Management Measurement

Table 12: Inventory Management Measurement of the Three Companies

L'Occitane L'Occitane L’Oréal Estée Lander
Inventory M it M
FY2018 FY2017 FY2016 FY2016-FY2018 Average
Inventory Turnover 141 m 1.60 2.02% 1.57 1.53 2.72 1.71
Average Collection Period (Day) 30 1.61% 30 7.36% 28 29.27 56 41
Days” Sales In Inventory (Day) 258 13.20% 228 -1 233 239.92 135 214
Payment Period (Day) 207 22.36% 169 §.24% 156 177.69 215 132

(Source: Created by the Author)
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Table 13: Industry Average Value of the Inventory Management Measurement

Inventory Management Industry Average 3 Years!
Measurement FYiols FYiol7? FY2016 Average
Inventory Turmover 192 3 207 481% 1.97 1.99
Average Collection Period (Day) 4130 4263 128% 42.09 42.00
Days’ Sales In Inventory (Day) 20221 5.76% 19120 ; 194,61 196.01
Pavment Period (Day) 195.15 17.14% 166.60 2.01% 163.32 175.02
(Source: Created by the Author)
Figure 19: Inventory Turnover
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L’Occitane’s inventory turnover ratios were 1.57 in FY2016, 1.6 in FY2017 and 1.41in
FY2018. The year-on-year percentage was decrease 11.66% in FY2018 that is partly
alleviated by FX effect thus the impact on the value of goods of sold. And the industry
average value was 1.99 for the FY2016 to FY2018. The value is higher than

L’Occitane’s ratio.

Inventory turnover ratio measures the number of times the entire inventory has been sold
during the fiscal year. This indicates how the Company manages well on its inventory
levels. Generally, a higher inventory turnover ratio is better because inventory is the

least liquid form of asset. (Wilkinson, 2013)

2.1.8. Credit/Debit Control Measurement

Table 14: Receivable and Payable Turnover of the Three Companies

(Source: Created by the Author)

L'Occitane L'Occitane L’Oréal Estée Lander
Credit / Debit Control Measurement
FY2018 FY2017 FY2016 FY2016-FY2018 Average
Receivable Turnover 12.06 12.25 13.16 12.49 6.57 8.88
Payable Turnover 1.76 216 2.33 2.08 1.70 2.79
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Table 15: Industry Average Value of Receivable and Payable Turnover

(Source: Created by the Author)

Figure 20: Receivable Turnover
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Recervable Turnover D34 242%% 212 045 231
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A high receivables turnover ratio indicates that the company’s customers pay their debts

——L'Occitane ——Industry Avg

quickly and the collection of the accounts receivable is efficient. L’Occitane’s receivable

ratio was average 12.49 in last three years, which is much higher than the average industry

value, 9.31. That shows L’Occitane manage the customers’ debts very well.

Meanwhile, payable turnover is a ratio measuring the speed with which the Company

pays to its suppliers. L’Occitane’s payable turnover ratio had been continuously dropped

since FY2016 to FY2018, Y-O-Y% decreased -7.61% in FY2017 and -18.27% in FY2018

due to an increase in trade payables at the factories in China, the US and France.

2.1.9. Profitability Analysis

Table 16: Profitability Analysis of the Three Companies

L'Occitane L'Occitane L’Oréal Estée Lauder

Profitability

FY2018 FY2017 FY2016 FY2016-FY2018 Average
INet Profit (€ millions) 97 W 132 16.55% 114 114 3:531 996
Net Profit Growth -5.26% 12.05% -2.69%
Gross Profit Margin 83.25% 8332% 0.06% 83.26% 83.28% 48.14% 79.75%
Net Profit Margin 731% 10.00% 12.99% 8.85% 8.72% 13.58% 9.58%
EBITDA Margin 15.41% 4. 18.01% 2.49% 17.58% 17.00% 2248% 17.00%
Leverage Ratio 1.39 2.70% 1.35 w 139 138 1.44 251
Self-sustamable Growth Ratio 69% 628% 65% 928% 60% 70% 59% 210%
Retained Yield 6.73 48.68% 4.52 0.86% 4.49 541 525 7.69
ROA (After Tax) 7.58% X % 10.82% 10.36% 9.81% 9.40% 9.73% 10.63%
ROE (After Tax) 10.28% 14.38% 8.35% 13.27% 12.64% 13.87% 27.83%

(Source: Created by the Author)
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Table 17: Industry Average Value of Profitability Analysis

Profitability = £ ke
FY2018 FY017 FY10l6 Average
Net Profit (€ millions) 1,630 130% 1581 12.06% 1411 1,547
Net Profit Growth 8.30% [RRARLLTY| 11.11% NA NA 1.36%
Gross Profit Margin 78.42% 035% 78.14% lcdazza 78.51% 78.36%
Net Profit Margin 9.95% 11.47% 2.97% 10.43% 10.63%
EBITDA Margin 18.73% 19.14% 2.78% 18.62% 18.83%
Leverage Ratio 1.83 il 1.88 3.98% 1.30 1.84
Self-sustainable Growth Ratio 118% 11.51% 106% 110% 113%
Retained Yield 764 45209, 326 m 538 611
ROA (After Tax) 9.03% 10.42% 1.06% 10.31% 9.929%
ROE (After Tax) 16.16% 19.12% 0.26% 19.07% 18.12%
(Source: Created by the Author)

Figure 22: Net Profit Margin Figure 23: ROA Figure 24: ROE
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(Source: Created by the Author)

Net profit margin is the percentage of profit left after all the expenses have been deducted
from entire sales volume. L’Occitane’s net profit margin dropped from 10.00% in
FY2017 to 7.31% in FY2018, Y-O-Y% is -26.87%. This is due to the distribution expense,

NOTE 2
d , and

marketing expenses and research and development (R&D) expenses increase
unfavorable FX in FY2018. Compare to the industry average, L’Occitane’s net profit

margin is 1.91% lower than the market.

Return on Assets (ROA) and return on equity (ROE) are the ratios reveal the percentage
of profit a company gains in relation to the overall resources, assets or equity. The higher
the ratios, the better are the management’s abilities. In general, ROA over 5% and ROE of
15%-20% are considered as good. In FY2018, L’Occitane’s ROA and ROE dropped to
7.58% and 10.28% respectively, whereas the industry average dropped as well. The
industry average of ROA and ROE were 9.03% and 16.16% respectively. L’Occitane had
a similar ROA and ROE trends as the market’s.

17
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2.1.10. Stock Market Prospects

Table 18: Stock Market Prospects of the Three Companies

L'Occitane L'Occitane L Oréal Eztée Lauder
Stock Maket Prospects
FY1018 FY1m7y FY1016 FYI016-FY2018 Averaze
Market Capitalization (£) 2,195 2,796 2033% 2323 2438 104 985 57,157
Eaming Per Share 007 0.09 17.03% 008 0.08 627 175
Price-Eaming Ratio 174 112 3.24% 20.46 2144 18024 57.69
Enterprise Value (£) 1919 ! 2435 2115% 2010 2121 106,967 58,606
EV Multiple 044 1021 14.59% 891 952 1829 3269
Dividend Yield 8% 48.61% 3% |sadesel 2% 54% 57% 2%
(Source: Created by the Author)
Table 19: Industry Average Value of the Stock Market Prospects
Industry Average 3 Years'
Stock Maket Prospects
FY1018 FYI017 FYI016 Average
Market Capitalization (£) 61.750 1474% 53.843 9.98% 48,957 54.860
Eaming Per Share 289 5.16% 275 12199 245 270
Price-Eaming Ratio 96.04 15.02% 8428 7.83% 78.15 86.46
Enterprise Value (£) 64843 20.62% 53.761 9.52% 49,090 55,898
EV Multiple 2128 2.00% 2085 13.50% 1837 2017
Dividend Yield 56% 3032% 43% Ll8ase 3% 51%
(Source: Created by the Author)
Figure 25: Earning Per Share
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L’Occitane’s earning per share was 0.066 in FY2018 (Y-O-Y % is -26.99%) while the

industry average in FY2018 was 2.89. The higher the earning per share ratio, the better is

its probability.
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2.2. Du Pont Diagram

Figure 26: Du Pont Diagram (€ Millions)
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(Source: Created by the Author)

In order to improve the Company’s ROE, the top priority is raise up the profit margin, 7.31%
(Industry average is 10.63%). As the total asset turnover was 1.01% which was higher than the
industry average. Once L’Occitane improved its profit margin, ROA will be higher and then the
ROE will be significantly improved.
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3. Internal Control and Risk Management

3.1. Corporate Governance

As set out the Listing of Securities (List Rules) on The Stock Exchange on the Listing of

Securities, “The Corporate Governance Code and Corporate Governance Report” (the “CG

Code”), there are 2 parts of corporate governance practices, namely:

1) Listing the practices that recommending a listed company to comply with but

need not disclose in the case of noncompliance, and

2) Listing the code provisions that all listed companies must comply with them or

justifications should be given if non-compliance.

Table 20: List of Code Provisions and L’Occitane’s Practices

. . Comply . .
Code Provisions Wit';“ L’Occitane’s Practices

A. DIRECTORS

A DIRECTORS

Al

The Board

Yes

Ten Board meetings were held in FY2018, only five of the
directors attended all ten Board meetings.

The Joint Company Secretary keeps those minutes of the Board
meetings.

Recommendation
The attendance rate of Board meeting is quite low, even CEO

only attended 7 out of 10 meetings. Appropriate rules should be
set out, such as the number of attendees lower than certain
number, the Board meeting should be re-scheduled so that to
ensure all the Director’s opinions are gained during the meeting.

(To be continues)
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Code Provisions

A2

Chairman and Chief
Executive Officer

NO

(Cond’t)

L’Occitane’s Practice

The role of CEO and Chairman should be separate and not to be
performed by the same individual. (CGC A.2.1)

Mr. Reinold Geiger is performing both positions of CEO and
Chairman in L’Occitane.

Justification Given by the Company (L'occitane International
S.A., 2018a)
The Board believes it is more efficient to have one single

individual to perform both positions.
The balance of authority and power is adequately to assure the
sufficient protection of the Company interest.

Mr. Reinold is not a member of any of Company committees,
Nomination Committee, Audit Committee, or Remuneration
Committee

Recommendation
Employ an individual to perform either CEO or Chairman,

instead of Mr. Reinold takes these two positions simultaneously.
And it is recommended that the CEO and Chairman’s
responsibilities should be established clearly and be written on
document.

A3

Board Composition

Yes

The Board should have diversity of perspectives appropriate
with a balance of experience, and knowledge and skills to meet
requirements of the business operations.

L’Occitane adopts this concept by consideration of these
aspects: background, gender, race, regional and industry
experience, and other skills and qualities.

A4

Appointment, Re-
election and
Removal

Yes

The Annual Reports depict the procedure for Shareholders to
propose an individual for election as a Director.

AS

Responsibilities of
Directors

Yes

Directors must certainly know their responsibilities as a director
of the Company and the organization’s business activities and
development, and conduct. Their roles and responsibilities are
clearly listed on the Annual Reports.

All directors had participated in continuous training activities to
refresh and enhance their skill and exposures So that to ensure
their contribution to the board remains relevant and informed.

(To be continues)
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(Cond’t)

(801)1111) )\

Code Provisions - L’Occitane’s Practice

B. REMUNERATION OF DIRECTORS AND SENIOR MANAGEMENT

A written terms of references is in place, clearly specify the
authority and the duties for the members of the Remuneration
Committee.

The committee comprises with three members, one was
Executive Director (ED), and two were Independent Non-
Executive Directors (INEDs).

The Level of Make-
B.1 | up of Remuneration Yes | There’s no director involved in the determination of his’her own
and Disclosure remuneration. During FY2018, one meeting was held and all

committees attend all the meeting,.

Recommendation
Although there is no guide on the number of members needed to

form a Committee. It is recommended to appoint one or two
ED/INED to be the Committee member(s) in order to gain more
advices from individuals.

C. ACCOUNTABILITY AND AUDIT ‘

A balance sheet and detailed financial reports are released on
C.1 | Financial Reporting Yes | the Company’s website bi-yearly. The public can retrieve the
reports anytime anywhere.

An annual internal control review plan is established by the
Board to monitor its major control systems, in which cover the
range from operation control, compliance control, financial
C2 | Internal Controls Yes con‘trol to The Comp.any e§tab'lishes an annual internal cont'rol
review plan to cover its major internal control systems covering
areas including operational control, financial control and
compliance control guarantee the effectiveness of the internal

control systems and monitor the risk management procedures.

(To be continues)
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(Cond’t)

(801)1111) )\

9 o b o
With L’Occitane’s Practice

Code Provisions

“Audit Committee Terms of Reference” is in place, that is
clearly specified the Committees’ responsibilities, authority and
duties. The Committee comprises with three INEDs and, one of
them possesses related qualifications in financial management
C.3 | Audit Committee Yes expertise, to ensure the objectivity and credibility of financial
reporting and make recommendations to the Board for
appointment, re-appointment or removal of the Group’s external
auditor. During FY2018, four Audit Committee meetings were
held and all committees attended the meetings.

D. DELEGATION BY THE BOARD

Management The responsibilities of the Senior management are clearly listed
D.1 ) Yes Lo
Functions on the Corporate Governance section in the Annual Reports.
The responsibilities of the Board Committees are clearly listed
in the Corporate Governance section in the Annual Reports,
their reserve the rights to review and approve the strategic
D2 | Board Committees Yes direction , objectives, strategies and business developing plan;

review the effectiveness of Company’s internal control system.

They are also monitoring the performance of the CEO and the
group of senior management.

E. COMMUNICATION WITH SHAREHOLDERS

The Board is required to keep regular dialogue with its
shareholders in term of general meetings or other form of
meetings.

Effecti . . .
E.1 ective Yes | L’Occitane’s “Shareholders Communication Policy”, Annual

Communication Financial Results or Announcements are in place and its
shareholders can access that information via the Investors sector
of the Company’s website to understand the Company business
performance and direction.

(Source: Created by the Author)



3.2. Financial Risk Management

The Board of L’Occitane put the top priority on assessing the efficiency and effectiveness of all
internal controls over the Group’s financial reporting (L'Occitane, 2018) to avoid the financial

crisis break out.

To enhance financial risks resistant abilities, L’Occitane must control the reasonable debt scale

and the structure and suggested to set up a Financial Risk Early Warning Mechanism:

Table 21: L'Occitane Financial Risk Management

Potential Risks Recommended Actions

The labilities should be coordinated with repayment ability.

The Company should control the scale of the liabilities so that
Decreasing of Corporate’s ) ) !
to insure the money using for repaying.
Solvency
The borrowing amount, generally, should not exceed the

amount of the net assets.

L’Occitane should establish a dynamic and comprehensive,
financial risk early warning system. which monitors the real-
time business operation and potential financial risks.

Once there 1s financial risk, it sent timely warning message will
Financial Crisis k b :
be sent out if there is risk that covered the Group’s financial
Management g . S
position, from the size of profitability. assets, solvency, asset
utilization efficiency to other related indicators. so that the
management can take effective actions to avoid and reduce

losses.

(Source: Created by the Author)
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4. Capital Investment Appraisals (CIA)

L’Occitane has opened an Asian Central Distribution Centre in Singapore in earlier year. The
operations there have allowed better product allocation to regional markets, more agile
distribution to distributors and subsidiaries. To more enhance the efficiency, it is proposed to

introduce a brand new robotic packing system in the Central Distribution Centre. The Group

assumed to use this system for five year. This is a pilot project for the Asian hub.

Before we assess the project, we made below assumption that bases on the following rationale

behind / calculation:

Table 22: Assumption Table (€ millions)

Assumption

Investment amowmt, 3% of
FY201%°z zales tumowver

EEITDA

10943 1z used as discount rate

Depreciation rate

Predict the first vearcash flow
with average ROA

Average sale growth rate Zndto
Sthyears

Tax Fate

Working Capital Movement

Rationale / Calculation

FY2018 zales tumover=1.319
3% of zale tumowver= 66

FY2016-FY2018°s average EBITDA = 17.00%

The Company’sloan fixed nterest rateis 10%

The Company’s current practices for equipment and machinery deprecation

iz between 5 yvearsto 10 years, i.e the rateis from 10% to 20%, in straight
line method

Aszsume the useful life for the robotic packing systemis 7 vears, the
depreciationrate is 14.20%

FY2016-FY201%’s average ROA =0.40%
FY2016-FY201%’s average assets
=(1502+1243+1 188)/3=1244
FY2016-FY201%’s averagenet profit=114

Since the growth rate for FY2012 is negative, it is assume L'Occitane at
least canmeet the industry average growth rateinstead=136%

Luxembourg Standard Tax Rate of 26.01% asat 31 March 2018 (Source:
L'Oceitane 2018)

Operation period Day

= (Collection Period + Days' Sales In Inventory)-Payment Period
FY2018 — 82 Days; FY2017 — 89 Days; FY2016 — 104 Days
Average Operation Period = 91 Days

The Working Capital Movement
=EBITDA x Operation period / 363
=EBITDA x 91 /363=EBITDA x 24 93%
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In order to appraise the feasibility of the proposed project to Board, the project will be assessed
by Net Present Value (NPV), Internal Rate of Return (IRR), Payback Period and the Accounting
Rate of Return (ARR)

4.1. NPV

Based on above assumptions, NPV for the proposed Robotic Packing System is calculated:

Table 23: NPV Calculation (€ millions)

Initial Investment 66
First Year Projected Sales 9 40%
Sale Growth Rate 1.36%
EBITDA 17.00%
System Useful life 7 Years Profit =EBIT - Tax Expenses
System Depremaﬁon Rate 14.29% Dep'n =Initial Investmet x Dgp'ﬂ Rate
Tax Expense 26.01% Net Cash Flow = Profit - Workig Capital Movement
Working Captial 24.93% Present Value = Cashflow / (1+Discount Rate) Year
Discounted Rates 10%
Sales Tax Working
Year Growth Sales EBITDA Dep'n EBIT Capital
Expenses
Rate Movement
0 -66.00
1 9.40% 123.99 21.08 9.43 11.65 3.03 5.25 3.36
2 9.53% 125.67 21.36 9.43 11.93 3.10 533 3.50
3 9.66% 127.38 21.65 9.43 12.22 3.18 5.40 3.65
4 9.79% 129.11 21.95 9.43 12.52 3.26 5.47 3.79
5 9.92% 130.87 22.25 9.43 12.82 3133 555 3.94
6 10.06% 132.65 22.55 9.43 13:12 341 9.71 5.62 4.08 2:31
7 10.19% 134.45 22.86 9.43 13.43 3.49 9.93 5.70 4.24 2.17
8 10.33% 136.28 23.17 0.00 23.17 6.03 17.14 5.78 11.37 5.30
9 10.47% 138.14 23.48 0.00 23.48 6.11 17.38 5.85 11.52 4.89
10 10.62% 140.01 23.80 0.00 23.80 6.19 17.61 5.93 11.68 4.50
IRR -31.22%

(Source: Created by the Author)

It can be simply presented like below formula:

INPV=(Today’s value of the expected future cashflows) — (Today’s value of invested cash) |

If NPV is positive, the project is profitable, otherwise, it is loss-making and the Board
should not take the proposal.

According to the assumption on the cashflow and book value of the fixed assets, the NPV
for L’Occitane’s Robotics Packing System is - €52.28 million. The investment should not

be acceptable as the value is less than 0.
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4.2. IRR

Figure 27: Internal Rate of Return

=g=NPV £ million
60.00
\ 1-\;::\_‘ . __"-—. o _--"._‘ E ?_?
\ —  IRR=-3122% — 40.00
\ / 20.00
IER . ] . } ; >
0% \ 20% 10% 0%

\ o
(60.00)

(Source: Created by the Author)

IRR depends on the cash flow from the investment and closely related with NPV (Table 22),

according the illustration in figure 25, the IRR is -31.22%. Based on the IRR rule, the

investment is not accepted because it does not exceed the

Company’s average ROA 9.40%.

4.3. Payback Period

Table 24: Payback Period

Cash flow of the project with the first 14 year of the project = Year

4 years with a remaining balance to be paid = oy
T

The 15th year cash flow / the remaining balance to be paid : 1 i
6 4.08 43.68
7 424 3944

=€5.41/ (€5.41+€0.1) = 0.98 years ST e
10 11.68 -4.88

Therefore, the period for payback of the investment is i3 16 T
14 12.33 43.44

(14+0.98) =14.98 years, based on the payback rule, an T Y 5
17 12.84 81.43
18 13.01 94.44

investment is not accepted because the calculated payback
period is longer than the project’s duration, i.e. 5 years. Thus,

the project should be rejected.

PBP=

10.41

Years

(Source: Created by the Author)
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4.4. ARR

The above capital investment appraisal methods, NPV, IRR, Payback method, all are the
methods that focus on cash flows. But, ARR method uses expected net profit to be
generated in the investment proposal rather than focusing on cash flows to evaluate the

proposed project.

ARR is the method that expresses the expected average annual profits as a percentage of the

initial investment. From table 22, the profit of 5-year project is €45.24, thus:

ARR = (Average annual profit / Initial investment) x 100%
=(45.24/5/66) x 100%

=13.71%

If the ARR is greater than or equal to the management’s desired rate of return, the proposed
project is acceptable. Otherwise, it is rejected. For this case, it is assumed that the desired
rate is equal to ROA, i.e. 9.04%, and thus, this investment proposal should be accepted as

the ARR is higher than ROA.
Limitations of ARR:
» The discounted rate, that means the time value of moneys, is ignore.

» The net profit may vary from year to year, ARR is using the average of income for

calculation, this may not able to reflect the actual situation.

» The desired rate of return, or namely predetermined threshold percentage by the

management is very subjective.
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4.5. Conclusion on the Capital Investment Appraisal (CIA)

From the above assessment, it can be summarized as below:

Table 25: CIA Summary

Assessment Method Assessment Result Accepted or Rejected?
NPV NPV is negative at the end of the project The proposal should be rejected.
IRR IRR is -31.22%, lower than ROA The proposal should be rejected.

The payback period is 10.41 years that is

Payback longer the project duration

The proposal should be rejected.

ARR is 13.71% which is higher than ROA,
ARR if the management set the threshold is The proposal should be accepted.
equal to ROA, than it is accepted

(Source: Created by the Author)

Cash flow is important for the business operations, such as to support the payment of rent,
employees, raw materials, etc. Thus, it should be put into consideration during we are
assessing the investment proposal. And the above 3 methods, NPV, IRR & Payback, which
are involving the net cash flow in the calculation, show the proposed project should not be

accepted. Thus, the Board should reject such investment.
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5. Working Capital Management

To raise fund to finance a project, assumed 1-time a significant extra cash equivalent to 3% of

total assets is needed. Below are the options L.’Occitane’s management can consider:

Total Assets in FY2018: €1,302 millions

Fund Raising (3% of Total Assets): €39.02 millions

Table 26: Fund Raising Options
Cost of

Fund Raising Options Capital Recommendation
Rate €M

Issue New Shares - - If issuing additional share, it will dilute the current

Currently 1,500,000,000 shares sharcholders” interest.

are authorized for trade. The
Company can issue extra shares

to raise funding.

Sell Old Shares - - Advantage:

1,500,000,000 shares are Selling old shares would not make the Company take on a

authorized for trade, the issued new debt. Loan or debt is required finance charges until the

share is 1,476,964,891shares, so
23,035,109 shares is available Disadvantage:

Loss ownership and control: that you also give up some

loan is repaid.

for sales.
level of ownership. Decreasing the number of share may
lead to losing of ownership or/and relinquish some control
over the business.

Equity Injections 10.3% = 4.0 = Advantage:

Requesting shareholders to It is less burdens as it is no loan to repay.

further invest, the interest rate Disadvantage:

should be based on FY2018 e Profit shared with shareholders.

ROE. e The Company may loss of control. Sharing

ownership may also lead conflicts with the

shareholders.

(To be Continuous)
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Fund Raising Options

Cost of
Capital

Rate

€M

(Cond’t)

Recommendation

Corporate Bonds 6% 2.3 | Advantage:

Issuance of convertible bonds, e The value of existing shareholders would not be

public investors buy bonds are diluted.

effectively investing money to e More cash is retained in the business as bondholders

the business per the terms set up may redeem the bonds several years later.

in the bond offering or Disadvantage:

prospectus. e Regular interest payments is needed to bondholders
even if the business make a loss

e Share value may be reduced if the profits decline

because the payment of bond interest takes precedence
over dividends.

Private Placement / Funding 30% | 11.7 | Advantage:

The Company sells corporate e The Company would choose its own investors who may

bonds or shares to private have similar objectives with the Company

investors, but not to open market. e The return on the investment is over a longer time of
period

The cost of the private placement Disadvantage:

is around 25%-30% e Only limited number of potential investors the
Company can find.

e At substantial discount is need to compensate investors

for their greater risk and longer-term returns

Bank Loan 5% 2.0 | Advantage:

Bank loan’s interest rate is 5%
per annum

The total debt ratio of
L’Occitane in FY2018 is 28%
and the industry average is 43%

The Company pays the loan interest but does not need to

give the lender a percentage of the Company’s profits or a

share.

Disadvantage:

e The Company could be paying for the interest even the
fund is not using by the Company. It is not that flexible.

e The Company has to make the monthly repayment,
cashflow issue may be incurring if the customers’

payment defers.

(To be Continuous)
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(Cond’t)
Cost of

Fund Raising Options Capital Recommendation
Rate €M

Sell Assets 7.6% 3.0 | Advantage:
Selling Company’s existing e intangible assets such as patents and copyrights can be

. used for security to raise cash
assets to raise fund y

The cost of capital is equal to the e The share of the shareholder would not be diluted by

ROA in FY2018 the Company.

Disadvantage:
Fewer assets will restrict the ability of the Company to
raise money from bank in the future, and decrease in the

asset will incur higher total debt ratio

(Source: Created by the Author)

According to the above table and the cost of the capital, borrow the bank loan is the lowest cost
method to raising fund for the Group. As the earning per share is very low, it is not suggest

issuing any new shares to affect the share value in the future. Also, comparing with the industry
average, L’Occitane’s debt-to-asset ratio is low and the solvency ratio is good. It is suggested to

borrow money from the bank.
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6. Audit Plan and Recommendation

Clements (2019) stated auditing is a means to evaluate the effectiveness of internal controls in
an organization. It is important to maintain the internal control system, it enable a company to
obtain and achieve various business objectives and pursue reliable financial reporting on the

operations.

Different aspects listed below are recommended for L’Occitane’s management to audit its

operations and policy in regular period:

Table 27: Proposed Audit Action Plan for L'Occitane to Improve its Profitability

s oo

Cash Flow Management

-To calculate the breakeven point of every project
and every product.

-To maintain cash reserves

-To collect account receivable: with net-30 days in
the contracts

Quarterly * * * *

Profit Margin Control

-To keep reducing the cost of goods by negotiating a
lower price from the supplies

-To review the cost with alternative suppliers to
ensure the lowest cost of goods

-To reduce the inventory waste

Quarterly * * S

Operating Cost Control

-To review the expense on the business operations

-To maintain the staff turnover rate at low level, Quarterly * * * | %
review meeting is needed for the increasing turnover

rate

(To be Continuous)
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(Cond’t)

s Lo 0o

Account Payable Control

-To review the payment terms with the current Bi-yearly . «
suppliers to ensure the working capital utilize in

smooth way

Account Receivable Control

-Payment term is kept under net-30 days, longer

payment day if upon Management approval

-The Company credit policy should clearly state on Bi-yearly * *
the contract

-To review the customer’s credit rating and payment

schedule to avoid unforeseeable risk

Inventory Control Management

-Review meeting is needed to evaluate the
effectiveness of forecasting performed at the
beginning of the year

-Regular auditing: physical inventory, spot checking
and cycle counting should be performed per schedule

Bi-yearly * *

* Action taken place

(Source: Created by the Author)
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7. Conclusion

L’Occitane is a skin care products manufacturer and marketer. Its business separated into sell-
out and sell-in business. And the chain store spreads over the world. Due to unfavorable FX, net
sales reduced slightly in FY2018. Also, the Group invested for new skin care brand name and
also expand its emerging brands, simultaneously, put a lot of resources on developing the on-
line for their customers, providing distribution and logistics service, the distribution expenses,
marketing expenses and the R&D expenses were sharply increase that directly impact the net
profit margin in FY2018. The Company’s net profit has been decreased sharply while the

market trend is going upwards in the last three years.

Under the fierce competition in the skin care product industry, the group will have better
performance, if tighten the control on the COGS which will directly affect to net profit for the
Company.

The Company’s management should able to identify financial risks per certain kinds of
financial index and then adjust business strategy accordingly. It would gain more benefit if the
Company establishes a Financial Risk Early Warning System. The Group should also need to
balance between investment returns and risks so that its stakeholder will earn a favorable return

and enhance the Group’s sustainability.
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Appendix

Note 1:

Negative free cash flow generated for the FY2018 was €32.4 million, due mainly to
net cash outflow from investing activities, which increased from €52.0 million last
year to €202.7 million this year. The sharp increase was explained by the shares
acquisition in LimeLife. the investments in flagship stores, factory production lines
and various IT projects.

In FY2018. net cash outflow from financing activities amounted to €35.1 million,
€75.4 million lower than in FY2017. The decrease was explained partly by the
increase in borrowing in FY2018. by the payments to purchase shares back from non-
confrolling shareholders of Taiwan subsidiary as well as net repayment of borrowings
in FY2017.

(Source: L'Occitane, 2018)
Note 2:

The decrease in the operating profit margin is explained by:
¢ unfavorable FX effects
¢ lower leverage from softer retail sales
e strengthening investments in celebrities, influencers and advertising in key

countries for new product launches and during festive seasons

¢ one-off pre-opening costs for new flagship stores; and

¢ Investments in infrastructure including IT and Asia central warehouse

(Source: L'Occitane, 2018)
Figure 28: L'Occitane's Stock Chart From 1 Apr, 2016 To 30 Mar, 2018
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Figure 29: Stock Value of L’Occitane International S.A. (973.HK) as of 29th March, 2018
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Figure 30: Stock Value of L’Occitane International S.A. (973.HK) as of 31st March, 2017

C U @ NUps//NNANCe.yanoo.com/quote

YAHOO!

FINANCE

L'Occitane International S.A. (0973.HK)

HKSE - HKSE Delayed Price. Currency in HKD

16.520 +0.360 (+2.23%)

At close: 3:50PM HKT

Time Period: Mar 31,2017 - Apr 02,2017 ~

Currency in HKD

razETEmens 8% runi om
ol | s |

Show: Historical Prices v

¥ Add to watchlist

Frequency: Daily v

Date Open Hg ow Agj Close
Mar 31, 2017 15.800 15.980 15.800 15.462
Mar 30, 2017

*Close price adjusted for spits.  *"Adjusted close price adjusted for both dividends and splits

Summary Chart Conversations Statistics HistoricalData Profile  Financials  Analysis Options Holders  Sustainability

Apply

&, Download Data

Volume

392,845

Source: Yahoo Finance (2019)

il



Figure 31: Stock Value of L’Occitane International S.A. (973.HK) as of 31st March, 2016

C @ # hitpsy/Nnanceyanoo.com/quote,

s

Personal Finance Tech

Finance Home Watchlists My Portfolio Screeners Markets Industries Videos News

ettt et —e s yeemeeesy gy AGOTO WATCIST )
HKSE - HKSE Delayed Price. Currency in HKD

16.520 +0.360 (+2.23%)

At close: 3:59PM HKT

Summary Chart Conversations  Statistics HistoricalData Profle  Financials  Analysis Options  Holders  Sustainability

Mir SA+P COMMERCIAL REAL ESTATE INVESTMENT AND ANALYSIS
FIND OUT MORE

Time Period: Mar 31, 2016 - Apr 02,2016 Show: Historical Prices v Frequency: Daily v

Currency in HKD &, Download Data

Date Open High Agj Close™ Volume
Apr 01,2016 13.820 14.160 13.800 13.595 1,623,250
Mar 31, 2016 14.020 14.020 13.820 13.840 13.478 443,668
Mar 30, 2016

*Close pnice adjusted for splits *"Adjusted close pnice adjusted for both dvdends and splits

Source: Yahoo Finance (2019)

Figure 32: Stock Value of L’Oreal S.A. (OR.PA) as of 31st Dec., 2018

C 0 ® nups//Nnance.yanoo.com/quot

oo

L'Oréal S.A. (OR.PA) proprre——

Paris - Paris Delayed Price. Currency in EUR

248.80 +1.70 (+0.69%)

As of 10:07AM CEST. Market open

Summary Chart Conversations Statistics Historical Data Profile Financials Analysis Options Holders Sustainability
V-3
SPR o $498 {h uﬂﬂﬂﬁﬁ
PRK rb 2 WM Frame e
2 REFMEEAMIR
~
Time Period: Dec 31,2018 - Jan 02,2019 + Show: Historical Prices v Frequency: Daily v
Currency in EUR O o, Download Data
Date Open High ow Close* Agj Close™ Volume
Dec 31,2018 198.05 201.30 197.50 201.20 198.02 157,403

Source: Yahoo Finance (2019)



Figure 33: Stock Value of L’Oreal S.A. (OR.PA) as of 29th Dec., 2017
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Figure 34: Stock Value of L’Oreal S.A. (OR.PA) as of 30th Dec., 2016
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Figure 35: Stock Value of Estee Lauder Companies Inc. (EL) as of 30th Jun., 2018
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Figure 36: Stock Value of Estee Lauder Companies Inc. (EL) as of 30th Jun., 2017
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Jun 30, 2017 95.96 96.43 9575 9384 1,290,300
Jun 29, 2017 96.43 96.53 9469 9562 9348 2,109,200

*Close orice adiusted for solits. ~ **Adiusted close orice adiusted for both dividends and solits

Source: Yahoo Finance (2019)



Figure 37: Stock Value of Estee Lauder Companies Inc. (EL) as of 30th Jun., 2016
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The Estée Lauder Companies Inc. (EL)
NYSE - NYSE Delayed Price. Currency in USD

190.87 +1.33 (+0.70%
At close: July 26 4:01PM EDT ( 0) “

Summary Chart Conversations Statistics Historical Data Profile Financials Analysis Options Holders Sustainability

( ¢y Add to watchiist

0 =
EREER
IR EE R
Time Period: Jun 30, 2016 - Jul 01,2016 v Show: Historical Prices v Frequency: Daily v Apply
Currency in USD &, Download Data
Date Open High Low Close™ - e Volume
Jun 30, 2016 8974 91.09 8965 91.02 2,718,700
Jun 29, 2016 8876 8997 8853 8971 86.37 2,504,600

*Close price adjusted for splits.  **Adjusted close price adjusted for both dividends and splits

Source: Yahoo Finance (2019)

Figure 38: HKD to Euro Exchange Rate as of 29th March 2018
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Exchange Rates UK Your Live Currency Exchange Rates Website

Exchange Rates 7

Trusted by over 50,000
satisfied customers

Home |Currencies | Currency Exchangev Forexv Commodities> Expat News Datav Q&A Articles Webmasters~

-Top15: GBP/EUR = 1.120554  GBP/AUD = 1.79055 A  GBP/CAD = 1.638344  GBP/USD = 1.2476 A  GBP/NZD = 1.86546 A  GBP/TRY = 7.1270

Hong Kong Dollar (HKD) to Euro (EUR) Historical Exchange Rates on 29th March 2018 (29/03/2018)
On March 29, 2018 the Official HKD to EUR Exchange Rate:

Close: 1 HKD = 0.1036 EUR >

Best: 1 HKD = 0.10372 EUR

Worst: 1 HKD = 0.10330 EUR

Today's Live Hong Kong Dollar to Euro Spot Rate:
Live: 1 HKD = 0.1149 EUR

25/07/2019 vs 29/03/2018 CLOSE = +10.96%

25/07/2019 vs 29/03/2018 HIGH = +10.78%

25/07/2019 vs 20/03/2018 LOW = +11.23%

Sending Money? Find the best HKD to EUR currency rates here

Source: ExchangeRate.org.uk, 2019
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Figure 39: HKD to Euro Exchange Rate as of 31st March 2017
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Exchange Rates UK Your Live Currency Exchange Rates Website

EXChangC RatCS’q Get a free quote now
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R= 1120564 GBP/AUD = 1.79063 A GBP/CAD = 1.63785A4 GBP/USD = 1.24714A  GBP/NZD = 1.86548 A  GBP/TRY = 7.12466 A  GBP/DKK =

Hong Kong Dollar (HKD) to Euro (EUR) Historical Exchange Rates on 31st March 2017 (31/03/2017)

On 7 the Official HKD to EUR Exchange Rate:
< Close: 1 HKD = 0.1208 EUR
—

Best: 1 HKD = 0.12081 EUR

Worst: 1 HKD = 0.12023 EUR

‘ Today's Live Hong Kong Dollar to Euro Spot Rate:
Live: 1 HKD = 0.115 EUR

25/07/2019 vs 31/03/2017 CLOSE = 4.79%

25/07/2019 vs 310372017 HIGH = -4.81%

25/07/2019 vs 31/03/2017 LOW = -4.35%

Sending Money? Find the best HKD to EUR currency, rates here

Source: ExchangeRate.org.uk, 2019

Figure 40: HKD to Euro Exchange Rate as of 31st March 2016
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Exchange Rates UK Your Live Currency Exchange Rates Website
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dExchange Rates - Top 15: GBP/EUR = 1.12056 o  GBP/AUD = 1.79063 A  GBP/CAD = 1.63785 A4  GBP/USD = 1.247144  GBP/NZD = 1.86548 .

Hong Kong Dollar (HKD) to Euro (EUR) Historical Exchange Rates on 31st March 2016 (31/03/2016)

On March 31, 2016 the Official HKD to EUR Exchange Rate:

Close: 1 HKD = 0.1133 EUR

Best: 1 HKD = 0.00000000 EUR
Worst: 1 HKD = 0.00000000 EUR

‘ Today's Live Hong Kong Dollar to Euro Spot Rate:
Live: 1 HKD = 0.115 EUR

25/07/2019 vs 31/03/2016 CLOSE = +1.49%

25/07/2019 vs 31/03/2016 HIGH = +INF%

25/07/2019 vs 31/03/2016 LOW = +INF%

Sending Money? Find the best HKD to EUR currency rates here

Source: ExchangeRate.org.uk, 2019
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Figure 41: USD to Euro Exchange Rate as of 30th June 2018
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US Dollar (USD) to Euro (EUR) Historical Exchange Rates on 30th June 2018 (30/06/2018)
On June 30, 2018 the Official USD to EUR Exchange Rate:

Close: 1 USD = 0.8545 EUR >

Best: 1 USD = 0.85459 EUR

Worst: 1 USD = 0.85445 EUR

Today's Live US Dollar to Euro Spot Rate:
Live: 1 USD = 0.898 EUR

27/07/2019 vs 30/06/2018 CLOSE = +5.09%

27/07/2019 vs 30/06/2018 HIGH = +5.08%

27/072019 vs 30/06/2018 LOW = +5.1%

ding Money? Find the best USD to EUR currency rates here

Source: ExchangeRate.org.uk, 2019

Figure 42: USD to Euro Exchange Rate as of 30th June 2017
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tes-Top 15: GBP/EUR= 1.112V GBP/AUD = 1.79127 Vv GBP/CAD = 1.63178 Vv GBP/USD = 1.23831 V GBP/NZD = 1.8€

US Dollar (USD) to Euro (EUR) Historical Exchange Rates on 30th June 2017 (30/06/2017)
On June 30, 2017 the Official USD to EUR Exchange Rate:

<::|ose: 1USD = 0.8751 EP
est. =

Norst: 1 USD = 0.87371 EUR
Today's Live US Dollar to Euro Spot Rate:
_ive: 1 USD = 0.898 EUR

Source: ExchangeRate.org.uk, 2019
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Figure 43: USD to Euro Exchange Rate as of 30th June 2016
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JS Dollar (USD) to Euro (EUR) Historical Exchange Rates on 30th June 2016 (30/06/2016)

Jn June 30, 2016 the Official USD to EUR Exchange Rate:

< lose: 1 USD = 0.9009 EUR >

3est: 1 USD = 0.00000000 EUR

Norst: 1 USD = 0.00000000 EUR
Today's Live US Dollar to Euro Spot Rate:

-ive: 1USD = 0.898 EUR

Source: ExchangeRate.org.uk, 2019

Figure 44: L'Occitane Corporate Governance Structure

(Source: L'Occitane International S.A., 2018a)
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Figure 45: Net Cashflow and Present Value in 20 years

Sales Tas Working
Year Growth Sales EBITDA Dep'n EBIT Capital
Expenses
Rate Movement
0 -66.00 -66.00
1 2.40% 123.99 21.08 943 11.65 3.03 262 5125 3.36 3.06
2 9.53% 125.67 21.36 943 11.93 3.10 283 533 3.50 289
3 9.66% 12738 21.65 943 1222 3.18 9.04 5.40 3.65 274
4 9.79% 12911 2195 943 12.52 3.26 9.26 547 3.79 259
5 9.92% 130 87 2215 943 12 82 333 948 5:55 394 244
6 10.06% 132.65 2255 943 13.12 341 971 562 4.08 231
7 10.19% 134 45 22 86 943 13 43 349 993 570 424 217
8 10.33% 136.28 23.17 943 13.74 3.57 10.16 5.78 4.39 205
9 10.47% 138.14 2348 943 14.05 3.65 10.40 5.85 4.54 1.93
10 10.62% 140.01 23.80 943 14.37 3.74 10.63 5.93 4.70 1.81
11 10.76% 141.92 24.13 943 14.69 3.82 10.87 6.02 4.86 1.70
12 10.91% 143.85 2445 943 15.02 3.91 11.12 6.10 5.02 1.60
13 11.05% 145.80 24.79 943 15.36 3.99 11.36 6.18 5.18 1.50
14 11.20% 147.79 2512 943 15.69 4.08 11.61 6.26 5.35 141
15 11.36% 14980 2547 943 16.03 4.17 11.86 635 551 1.32
16 11.51% 151.83 2581 943 16.38 4.26 12.12 6.44 5.68 1.24
17 11.67% 153.90 26.16 943 16.73 435 12.38 652 586 1.16
18 11.83% 155.99 26.52 943 17.09 444 12.64 6.61 6.03 1.08

(Source: Created by the author)



Figure 46: Ratio Formula

Net Current Assets CA-CL
Total Liabilities CL+Non CL
Z-Score Calculation

A) 1.2 x (Net Current Assets/Total Assets)

A) 1.2 x (Net Current Assets/Total Assets)

B) 1.4 x (Retained Earmings/Total Assets)

B) 1.4 x (Retamned Eamings/Total Assets)

) 3.3 x ( EBIT/Total Assets)

C) 3.3 x ( EBIT/Total Assets)

D) 0.6 x [(Stock Price x StockNo.)/Rate] TL

D) 0.6 x [(Stock Price x StockNo.)Rate]/TL

E) 0.999 x (Sales/Total Assets)

E) 0.999 x (Sales/Total Assets)

Altman's Z-Score:

Sum (A:E) values

Capital Structure Ratio

Fixed Asset to Long Term Liability Ratio

FA =+ (LTL + Equity)

Curent Liabilities to Net Asset Ratio CL + Net Asset
Current Liabilities to Stock Ratio CL ~+ Inventory
Short-Term Liquidity Ratio Analysis

Current Ratio CA=CL

Quick Ratio (CA - Inventory) + CL
Cash Ratio Cash+CL

Long-Term Liquidity Ratio Analysis

Stock Credit Index. (CL- (CA - Inventory)) ~ Inventory
Total Debt Ratio Total Liab ~ Total Asset
Debt / Equity Ratio LTL + Equity

Leverage Ratio TA / Equity

Long Term Debt Ratio LTL = (LTL+E)

Total Debt / Fixed Asset Ratio Total Liab ~ FA

Time Interest Cover Ratio EBIT ~ Interest

Assest Management Measurement

Net Asset Turnover Sales =+ NA

Fixed Asset Tumover Sales =FA

Current Asset Tumover Sales = CA

Total Asset Tumover Sales = TA

Inventory Management Measurement

Inventory Tumover COGS/Inventory

| Average Collection Period (Day)

Average Collection Period (OR Year End Collection Period) + credit sales x 365days

Days” Sales In Inventory (Day)

Average Inventory (OR Year End Inventory) + COGS = 365days

Payment Period (Day)

Average Account Payable (OR Year End Account Payable) ~ COGS*™ x 365days

Credit / Debit Control Measurement

Recervable Turnover Net Credit Sales = Account Receivable
Payable Turnover COGS + Account Payable

Gross Profit Margin

(Sales -COGS) = Sales

Net Profit Margin Net Profit = Sales

EBITDA Margin EBITDA + Sales

Leverage Ratio Total Asset + Equity

Self-sustamable Growth Ratio Retained Eaming + Equity

Retained Yield RE = EAT

ROA (After Tax) (EAIT) Earning after Interest Tax ~ TA
ROE (After Tax) Earmng after Interest Tax(EAIT) = Equaty

Stock Maket Prospects

Market Capitalization (€)

Market Value x No. of stock

Eaming Per Share Net profit = Total no. issued common shares
Price-Earning Ratio Mkt price ~ EPS

Enterprise Value (€) Market Capitalization + Total Debt - Cash
EV Multiple Enterprise Value / EBITDA

Dividend Yield Divident = Profit Affer Tax

(Source: Created by the Author)
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Student Self Evaluation Form

Student name: | Harriet Li Student 1812208
number:

Programme: MBA Year of Year 2018
programme

Assignment Assignment 1

Title:

This section repeats in brief the common assessment criteria detailed on previous pages. The
exfent to which these are demonstrated by you determines your mark. Using these criteria, tick

the box that best indicates the level of achievement you feel you have achieved with regard to

each of them.

Common Level of Achievement
Assessment
Criteria Applied REFER PASS DISTINCTION
FalL FAL T JATEEFACTORY ?m EXCELLENT EXCEPTIOMAL
1. Engagement 0-20% 30-28% 40-48% 50-59% 60-69% T0-84% | B5-100%
with literature
O O O O B O O
2. Knowledge 0-20% 30-20% 40-40% 50-59% 60-63% TO-B4% | B5-100%
and
Understanding | O O | | | | |
3. Cognitive and 0-20% 30-28% 40-38% 50-59% 60-69% T0-B4% | B5-100%
intellectual skills
O O O i O O O
4. Practical 0-20% 30-35% 40-30% 50-59% 60-63% TO-B4% | B5-100%
Skills
O O O O B O O
5. Transferable 0-20% 30-35% 40-40% 50-559% B0-69% TO-B4% B5-100%
Skills for Life
and
Professional
Practice 0 O O O B O O
PLEASE COMMENT ON AREAS IN|PLEASE COMMENT ON AREAS YOU FEEL

WHICH YOU FEEL THAT YOU HAVE

THAT YOU NEED TO DEVELOP




PERFORMED WELL

Student’'s Harriet Li
Name

Date

19 August, 2019

Student’s
Signature ﬂ‘

it




