Executive Summary

Crocodile is an apparel retail store which is owned by Crocodile Garments Limited. This study will be separated into six parts, 1) Introduction of Crocodile, 2) Crocodile’s Financial Analysis, 3) Corporate Governance of Crocodile, 4) New Project assessment, 5) Financial Management of Funding and 6) Conclusion and recommendation.

In Chapter 1, The first chapter discusses Crocodile's history and business conditions, as well as the comparison and analysis of competitors Giordano International Limited (709) and Bauhaus International (Holdings) Limited (483).

In Chapter 2, a variety of financial ratios are examined and analyzed from various perspectives. Although Crocodile's financial structure and capacity make it weaker than other listed competitors, its operational capabilities, profitability, and bankruptcy index have been compared with the competitors

Chapter 3 stated Crocodile's corporate governance issues: the study demonstrates that they must involve its core team, transparency, and Lam family in the Board. To increase operational capacity and competitiveness, Board composition and risk management are implemented for a change.

Chapter 4 evaluates the efficacy and investment worth of the new outlet store. New projects on Crocodile and their economic situations were proven to have better financial advantages after the calculation using cash flow, net present value, etc.

Chapter 5 is to investigate the new outlet store's investment of the extra funds and provide the best advice for the company's financial status. The study recommended Crocodile to borrow the bank loan for new outlet store funding after evaluating three different financing methods.

Chapter 6 is the conclusion and recommendations through the Gantt Chart, which is divided into four quarters to describe how to construct the new outlet shop with the workflow.

Due to the COVID 19 epidemic spreading over the world, Crocodile should take action to improve corporate governance, increase operational effectiveness, increase the profitability of the new project, and work to reduce risk in the future.
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[bookmark: _heading=h.dhjby5orfpie]
[bookmark: _heading=h.vp8r50a1t694]1.1 Company Background
[bookmark: _heading=h.3szc1mydiw0i]Crocodile Garments Limited is headquartered in Hong Kong and recognized the brand owner primarily in apparel retail and franchise. Chan Shun founded Crocodile and launched the retail Hong Kong in 1952 (Hong Kong Tourism Board, 2022). Crocodile listed on the Hong Kong Stock Exchange successfully and the stock code is 0122 In 1971.
[bookmark: _heading=h.8g21ohh1u3kk]
[bookmark: _heading=h.bwtaqt7g8k5n]During the 1987, Lim Por Yen (founder of Lai Sun Garment (International) Limited) assisted his second son Lam Kin Ngok, Peter to spend 792 million Hong Kong Dollar (HKD) through his limited company to purchase a 60% equity of Crocodile from the Chan Shun family. After Lai Sun acquired Crocodile, it reorganized the Crocodile structure in October of the same year and established Lai Sun Garment International Limited (WenWeiPo, 2012).  
[bookmark: _heading=h.sttz9pe90ud5]
[bookmark: _heading=h.gmp8ffclj1k7][bookmark: _heading=h.7vxhv5rae8ab]Crocodile’s principle of the apparel business is directly managed stores in Hong Kong. In the past four decades, they grew their business very rapidly and opened over few hundreds of directly managed stores, franchised stores and specialty stores in Hong Kong, Macau and China (Pinpai shijia, 2022). Up to year 2022 on 17 August, Crocodile’s stock price is 0.32 HKD, market value is 303.214 million HKD and the total number of shares which is 947,543,695 shares in the market (Yahoo Hong Kong Financial network, 2022). 
[bookmark: _heading=h.kcfhndbrxjg7]
[bookmark: _heading=h.yyot7yapabgw]1.2 Current business environment
[bookmark: _heading=h.3136dv10pp99]Crocodile runs the business in three different kinds of segments, 1) Related accessories and Garment business segment, 2) Letting and Property investment business segment and 3) security trading segment (Crocodile Annual Report, 2021).
[bookmark: _heading=h.mjn78gs62yj6] 
[bookmark: _heading=h.adv27jntyhda]1.2.1 Related accessories and Garment business segment
[bookmark: _heading=h.rtoojxsbeu9x]Although massive vaccination programs were launched by different country governments. However, COVID 19 continues to affect society. This brought the great impact of Crocodile in Hong Kong and Macau. Also, the Hong Kong government announced the social distance measurement and entry restriction in Hong Kong. The limitation of the people flow is unpreventable, it can lead the consumer’s spending power to decrease dramatically. So, Crocodile adjusted the retail stores from 17 (2020 yr.) to 11 (2021 yr.) and Lacoste retail stores from 6 (2020 yr.) to 5 (2021 yr.) (Crocodile Annual Report, 2021). 
[bookmark: _heading=h.udp3wg6dndst]
[bookmark: _heading=h.454y7n3psevi]On the other hand, a pandemic is spreading all over the world. Fortunately, it can be controlled by the Chinese government. However, the tit-for-tat relationship with the US has casted a shadow on mainland business sentiment. Crocodile required to manage the sale channels carefully due to the above uncertainty factors. So, they reorganized the structure in China finally.
[bookmark: _heading=h.rac3rx8petxz]
[bookmark: _heading=h.y0efb5lyylbv]1.2.2 Letting and Property investment business segment
[bookmark: _heading=h.gfs8srajle1j][bookmark: _heading=h.egtq7rb2kuht]Crocodile has a property investment in Hong Kong and China’s Chengdu, total has 8 properties. According to the 2021 annual report since July 31 2020, they did not change their investment property portfolio.

[bookmark: _heading=h.z5dz10myuhmo]As at the end of July 2021, Hong Kong rental income is 51.7 million HKD and China rental income is 1.160 million HKD, compared with 2020 is 55.2 million HKD of Hong Kong rental income and 1.168 million in China rental income. So, the difference in incomes is not too much (Crocodile Annual Report, 2021). 
[bookmark: _heading=h.yzkybkwddm5t]
[bookmark: _heading=h.x8n3xtj8rfal]1.2.3 security trading segment
[bookmark: _heading=h.ast8jhu9wspc]The global economic recovery is not easy to resume in the short period. Many countries are still facing the COVID 19 Delta which is highly contagious and did not release all restrictions of the immigration, especially Asia countries. The inflation keeps rising which is the other factor for the market concern. However, Western economies keep pushing the Loose Monetary Policy to support the market sentiment for their risky asset.
[bookmark: _heading=h.jiz8id6kq3ih]
[bookmark: _heading=h.7814xzvunrxe]Therefore, the Group adopts the strict approach to manage their investment portfolio. As at the end 31 July 2021, the Group recorded a great successful profit of 4.6 million HKD, compared with 2021 of a loss of 17.5 million HKD (Crocodile Annual Report, 2021).
[bookmark: _heading=h.j6w1npwxewoe]
[bookmark: _heading=h.qw974pi7imqb]1.3 Company internal profile.
[bookmark: _heading=h.76i56iljbh9u]As at the end of 31 July 2021, Crocodile employed 157 employees, including part time in Hong Kong and China. A decrease of 46 employees compared to 203 employees as of 31 July 2020. The Group of the employees are mainly working for the front line and other departments, it has 92%. The remaining 8% is the senior management level in the company. Also, the proportion of female work in the Group is more than male, female is 69% and male is 31%. Most of the front-line staff are female who work in the store. To keep its remuneration and benefits levels competitive in the market, the Group will regularly analyze its remuneration and benefits policies. (Crocodile Annual Report, 2021).
[bookmark: _heading=h.4xc539gg278v]
[bookmark: _heading=h.m80m4wij1kvm]1.4 Compare company information with competitors
[bookmark: _heading=h.rv8th7vh7u7k]This study is using three limited companies to do the comparison, they are Crocodile Garments Limited (122), Giordano International Limited (709) and Bauhaus International (Holdings) Limited (483) respectively. These three companies are in the same business nature as the apparel industry and they launched the business more than 30 years in HK. 
[bookmark: _heading=h.bi8ua8s34446]Table 1.1 company features of Crocodile / Giordano / Bauhaus 
[bookmark: _heading=h.xly1s0gq0qh6][image: ]
[bookmark: _heading=h.3jzo7rlzfdwj]							Source: Constructed by the Author
[bookmark: _heading=h.wydp7re7rzzj]Note*: Crocodile (Hong Kong Tourism Board, 2022)
[bookmark: _heading=h.r6m5ixtjdpnq]	Giordano (Giordano official website, 2022)
[bookmark: _heading=h.nijeoi7y77tm]Bauhaus (Bauhaus official website, 2022) 
[bookmark: _heading=h.5swygd90e2mv]Note**: closing date on 19 Aug 2022 (Yahoo finance, 2022)
[bookmark: _heading=h.irshlwar1j5o]
[bookmark: _heading=h.gqhfydd2mlg7]2. Crocodile’s Financial Analysis
[bookmark: _heading=h.afo1n6cditcw]As more and more people are seeking to control and make their investment decisions, the need for financial analysis tools is growing. The data and the financial statement can offer useful information to make the assessment for the company's future cash flow (Peterson and Fabozzi, 1999). So, we can go through the Crocodile financial annual report to analyze their company’s current status, risk assessment and forecast their future.
[bookmark: _heading=h.gqbkpxt46b7y]
[bookmark: _heading=h.idipnalqrupi]2.1 Z-score analysis
[bookmark: _heading=h.3ak06pbth5m1]An extreme prediction model should be useful to any user who has a financial statement to analyze the health status of the company. One of the famous modes is the Altman Z-score model. If Z-score is less than 1.81, then the company has a high possibility of bankruptcy. When the Z-score is between 1.81 and 2.99 which is in the gray area. Finally, higher than 2.99 is a low possibility of bankruptcy. Therefore, a low ratio of the 5 value (A-E) is bad news in the model. (Friedlob and Schleifer, 2003).
[bookmark: _heading=h.59i1hhomu28b]
[bookmark: _heading=h.lxoruqyqdw20]
[bookmark: _heading=h.d07kq57ijs52]Table 2.1 Financial data of Crocodile / Giordano / Bauhaus 
[bookmark: _heading=h.c7cky3kjhnvz][image: ]
Source: Constructed by the Author
Table 2.2 Z-score of Crocodile / Giordano / Bauhaus 
[bookmark: _heading=h.nzpx5ieya33q][image: ]
Source: Constructed by the Author
[bookmark: _heading=h.2l70gb6h3p2q][image: ]
[bookmark: _heading=h.dcr6zz2jjgau]According to the calculation result, Crocodile’s Z-score is lower than 1.81 from 2019 to 2021. So, the company's health status is dangerous and has a high possibility of bankruptcy. Compared with Giordano and Bauhaus, they are in the safe area of the Z-score result.
[bookmark: _heading=h.51b0srhr7pex]
[bookmark: _heading=h.rzjtkm5vl41i]2.2 Liquidity value analysis
[bookmark: _heading=h.4xl1o5r2qcy6]Table 2.3 Liquidity value of the listed companies
[bookmark: _heading=h.6xkw9729v4tk][image: ]
Source: Constructed by the Author
[bookmark: _heading=h.vhgqwvvuzv0s]Current Ratio – A company's ability to pay its debt in the next year is decided by its current ratio which measures financial liquidity (Mohammed and Kim-Soon, 2012), the ratio being high can indicate the company which has a good liquidity position. Crocodile does not have a good liquidity position. 
[bookmark: _heading=h.gj3gnqc16lq5]
[bookmark: _heading=h.rwg4nsx545n2]Quick Ratio - The company's liquidity performance is more accurately measured. If the ratio is low which means the company is difficult to convert in cash quickly to settle the current or short- term liabilities (Warrad, 2014).  Crocodile does not have a good liquidity performance compared with Giordano and Bauhaus.
[bookmark: _heading=h.dcd276rv6xcn]
[bookmark: _heading=h.1zoyo1tvhkk0]Cash Ratio - Ability of a company to pay current liabilities with the cash and investments (Ismail, 2016). Crocodile does not have a great change of Cash ratio between 2019 and 2022 and they have no strong ability to pay the current liabilities compared with Giordano and Bauhaus.
[bookmark: _heading=h.xffzakgvjig] 
2.3 Leverage value analysis
Table 2.4 Leverage value of the listed companies
[bookmark: _heading=h.ufj5rxvcbuaz][image: ]
Source: Constructed by the Author
[bookmark: _heading=h.52vanwf9pvfq]Total Debt Ratio - It calculates the percentage of the company's total assets that are funded by its creditors (Nindiani and Arilyn, 2019). If the ratio is higher, the company has a financial risk. Compared with the 3 listed companies, they are not great different with each other in the same apparel industry
[bookmark: _heading=h.tzpmbijc8t6l]
[bookmark: _heading=h.p98cp9axjj3l]Debt / Equity - The ratio of borrowing money increases as the number rises. When a company's source of funding is dependent on liabilities, it should be less owned money, so creditors are at high risk (suspect the company may not be able to pay). Crocodile is the middle between Giordano and Bauhaus in 2021. So, Crocodile should not mainly borrow the capital to do the investment to run their business.
[bookmark: _heading=h.rroayi7uqfru]
[bookmark: _heading=h.m4ik3ztcemve]Long Term Debt Ratio - If the value is low, it indicates the lower degree of capitalization of the company's liabilities and the less pressure on long-term debt repayment. Crocodile had a great change between 2020 and 2019, the ratio increased rapidly which should be affected by the pandemic, but it became more stable after 2020. Compared with Bauhaus, the value does not have a great difference. 
[bookmark: _heading=h.ofkrwhoxogee]
[bookmark: _heading=h.s5ke2btw2dwe]Equity Multiplier - If a corporation has a low equity multiplier, it means it is paying its asset with more equity and less debt (investopedia, 2022). All listed companies are almost the same value with each other.
[bookmark: _heading=h.1gpcyjfityij]
[bookmark: _heading=h.wp693bjmv1s9]2.4 Coverage value analysis
Table 2.5 Leverage value of the listed companies
[bookmark: _heading=h.s3lv2rz4zy1i][image: ]
Source: Constructed by the Author
[bookmark: _heading=h.hh1a72vpsfsh]Time Interest Earned - It is a measurement of a company how many times they ability to pay interest expenses (Farah and Amin, 2021). Crocodile has no ability to pay the interest expense in 2020, but they have a positive value on 2021 although the value is bad. Compared with Giordano and Bauhaus, Crocodile is the worst one.
[bookmark: _heading=h.q6z2fr46engg]
[bookmark: _heading=h.8scvbmsau29e]Cash Coverage - The company can make a profit or use all capital to pay the liability. The value of Crocodile is 2.34 times which can pay the liability, but their value is not better than Giordano and Bauhaus.
[bookmark: _heading=h.2ovv9eglmwy]
2.5 Inventory value analysis
Table 2.6 Inventory value of the listed companies
[bookmark: _heading=h.jdgucc5w00we][image: ]
Source: Constructed by the Author
[bookmark: _heading=h.txq68pfxkoqs]Inventory Turnover - The number of times inventory is sold and replaced in a certain period, high value mean they can sell it quickly to increase the profit (Amanda, 2019). Crocodile is a low value of 1.05 time compared with the same industry in 2021, but Giordano and Bauhaus are not good enough. It might be affected by the pandemic and poor economy in Hong Kong.   
[bookmark: _heading=h.ilx2acp5zqml]
[bookmark: _heading=h.rz7mrdyhkurn]Day’s Sales in Inventory – It shows the average number of days to take a company to convert its inventory into revenues (Bagais and Aljaaidi, 2021). Crocodile spends around 1 year to complete selling their inventory. Compared with the Giordano and Bauhaus, they only spend around half a year to complete to sell the inventory.
[bookmark: _heading=h.lg9carvmlvsc]
[bookmark: _heading=h.1q0xdp7x86gi]2.6 Receivables value, operating and Cash period analysis
[bookmark: _heading=h.9aciaa1iagvk]Table 2.7 Receivables value, operating and Cash period of listed companies
[bookmark: _heading=h.t7zndeljgbno][image: ]
[bookmark: _heading=h.u5l0m8ef4yue] 							Source: Constructed by the Author
[bookmark: _heading=h.tibgvq7pzxvh]Receivable Turnover - Shows an attempt to measure how frequently receivables become cash in a certain time (Purwanti, 2019). The number of times a company can collect its average receivables per year. Crocodile is 6.57 times per year.
[bookmark: _heading=h.xftwqjc1ddw0]
[bookmark: _heading=h.gxpgakdvpfig]Average Collection Period - The day it takes for a company to receive the payment after the product is sold. Normally, time is shorter and the probability of bad debt will be decreased. Crocodile needs 56 days to collect the account receivable, compared with Giordano and Bauhaus of days are shorter than them.
[bookmark: _heading=h.u3skwgatftk]
[bookmark: _heading=h.51qqgzx24suy]Period of Credit - If the credit period is higher compared with the same industry, or increases over time, this shows that the company is postponing paying its creditors. Crocodile is 61 days longer than Giordano and Bauhaus. If the days become shorter, the credit rating should get a better rating.
[bookmark: _heading=h.aqaleskqmpgv]
[bookmark: _heading=h.opfy0jrjipw0]Operating period - Crocodile’s operational period increased from 2019 to 2020 and decreased a little bit in 2021. Compared with Giordano and Bauhaus, Crocodile is twice as long as them.
[bookmark: _heading=h.4yux7iltu2hf]
[bookmark: _heading=h.90k0nsfae5lk]Cash period - It indicates how many days of the company can maintain the operation. Crocodile has 343 days to maintain the company operation which is longer than the Giordano and Bauhaus.
[bookmark: _heading=h.vqry2li2gvx4]
[bookmark: _heading=h.34j1nqm8bbmj]
[bookmark: _heading=h.nmy365b66g7k]
2.7 Total Asset Turnover and Profitability Measurement analysis
Table 2.8 Total Asset Turnover and Profitability Measurement of listed companies
[bookmark: _heading=h.yitsp97kh4yr][image: ]
Source: Constructed by the Author
[bookmark: _heading=h.141011c3uurw]Total asset turnover - A company using its assets to generate revenue is relative efficiency (Sunjoko and Arilyn, 2016). Giordano operates their business more efficiently than Crocodile and Bauhaus, the value is 0.8 which is higher than Crocodile 0.05 and Bauhaus 0.62 in 2021.  This may indicate that Crocodile and Bauhaus are experiencing poor sales or they have a large amount of fixed assets.
[bookmark: _heading=h.swrgxte4rzlm]
[bookmark: _heading=h.3csiehomg77u]Gross Profit Margin - The higher gross profit rate, the total profit of the company should be higher. So, Crocodile can keep the higher gross profit rate from 2019 to 2021 and it is higher than the competitors.
[bookmark: _heading=h.crdo6q765r9m]
[bookmark: _heading=h.sd5h33tfd8y1]Net Profit Margin - The better control of income, costs, expenses and taxes can get the high net profit which can ensure sufficient capital to survive and develop. Crocodile changed the net profit margin from negative (-193.05%, 2020) to positive value (4.27%, 2021), so this reflects their attempt to control their business during the pandemic. 
[bookmark: _heading=h.mnp2p2e9xtpj]
[bookmark: _heading=h.ar7yc4ddyjr2]EBITDA margin – High value means the company's earnings become stable. Crocodile has a suitable value of EBITDA margin in 2021, which is almost the same as competitor Giordano.
[bookmark: _heading=h.tgjs94r6uz6g]
[bookmark: _heading=h.wptc2om3btd]Return of Assets - it indicates how efficient the company’s management is using its assets to generate profits (Strouhal et al, 2018). If profits are more effective and efficient, the ROA should be higher. However, Crocodile has a very low rate of ROA in 2021. Their profit productivity is not good enough and bad among the competitors.

Return of Equity - the value reflects the benefits of the investments made by the company (Purnamasari, 2015). Compared with the three companies, Crocodile has a lower rate in 2021 than Giordano and Bauhaus, their investment cannot generate more profit than competitors. 
[bookmark: _heading=h.l4ffkfywdtps]
[bookmark: _heading=h.3ukj2rdhkpvq]2.8 Market value measure analysis
Table 2.9 Market value measure of listed companies
[bookmark: _heading=h.s2vkezh5f6zy][image: ]
Source: Constructed by the Author
[bookmark: _heading=h.bboqhbh2bzk6]Market Capitalization - Most investors utilize the share price, or more broadly, the wealth produced by a firm which is measured by its market capitalization (Joshi and Hanssens, 2004). Giordano is the higher value among the competitors, because their stock value and number of shares issued in the market is higher than Crocodile and Bauhaus in 2021.
[bookmark: _heading=h.ywdk45rrr8ak]
[bookmark: _heading=h.eg03cqytq4ip]PE ratio - Investment strategies that indicate the market's forecast for future growth and are linked to company risk (Wu, 2014). High PE ratio may reflect that the investors are anticipating high growth rates in the future or the company stock is overvalued. So, Crocodile’s PE ratio is much higher than Giordano and Bauhaus in 2021, it may not be reality. 
[bookmark: _heading=h.tejpp5xc2du9]
[bookmark: _heading=h.y6t61vsfnhry]Market to book ratio - Compared with the same industry the PB ratio does not have a great difference between each other. 
[bookmark: _heading=h.yhxu66ckwvjj]
2.9 Sustainable Growth rate and Dividend analysis
Table 2.10 Sustainable Growth rate and Dividend and Dividend of listed companies
[bookmark: _heading=h.phmougi7giw][image: ]
 Source: Constructed by the Author
Sustainable Growth rate – Assume a company may use retained earnings and fresh debt to fund its growth opportunities (Chen et. al, 2021). Crocodile has a higher rate of SGR, but lower than competitors. If Crocodile keeps the higher rate, they should generate the fund internally, maybe expand into new products or other products.
[bookmark: _heading=h.upgglkexz5bv]
[bookmark: _heading=h.cd39kcv173at]Dividend - It should be paid to shareholders to maximize their wealth once they have invested their money (Azhagaiah and Priya, 2008). During the Crocodile study in 2021, no dividend was paid or announced.

[bookmark: _heading=h.4keek1na8jst]3. Corporate Governance of Crocodile
[bookmark: _heading=h.jfbwh7jstsct]The main purpose of corporate governance is to promote efficiency, entrepreneurship and careful management to achieve the long-term success of the company (Council and Britain, 2010). So, internal control and risk management is required in the limited company, because it has a responsibility to ensure the interest in shareholders. Now we are investigating the Crocodile governance system to see if anything needs to be improved.
[bookmark: _heading=h.vmoktrgs89fk]
[bookmark: _heading=h.1xzdpmq70t4]3.1 Crocodile Governance System 
[bookmark: _heading=h.rwoe98lpgbsu]The Board is responsible for overseeing all their business management and affairs inside of the company. The primary responsibility of the Board is to ensure the survival of the company and manage the best interests for the stakeholders and shareholders. The Board has established specific committees to assist and launch the implementation more efficiently, namely the Executive Committee, the Audit Committee and the Remuneration Committee (Crocodile Annual Report, 2021). 
[bookmark: _heading=h.4bf3m8v46y4n]Figure 3.1 Corporate Governance System
[bookmark: _heading=h.crnlkblvizbz][image: ]
 Source: Constructed by the Author
[bookmark: _heading=h.v158dngofpoq]i) Executive committee:
[bookmark: _heading=h.fjgqbvfv7jed]The Board has assigned the environmental, social and governance (“ESG”) management’s responsibilities to the Executive Committee, which is required for concentrating the impact of overall company strategies as well as examining and monitoring the ESG management process.
[bookmark: _heading=h.b154cyyo6rj1]
[bookmark: _heading=h.s1by3h1ckl7]

[bookmark: _heading=h.19dff8i0wx6q]ii) Audit committee:
The committee is working for overseeing the company's regular preparation of financial statements with relevant standards, examining financial judgments contained in such statements before they are submitted to the Board for approval. Also, they require to monitor and review the external auditor’s performance. Moreover, they oversee corporate governance, managing the risk and internal control inside the company.
[bookmark: _heading=h.npnd9lfl1yle]
[bookmark: _heading=h.f9o7l4lclv11][bookmark: _heading=h.mn9j67bpdbcd]iii) Remuneration Committee
Th committee is working for communicating with the Chairman of the Board and providing the recommendations to the Board on the appropriate remuneration policies and structures for above the management level staff in the Company, in order to ensure that the remuneration levels are competitive, qualified individuals are essential.
[bookmark: _heading=h.c7mvplvhxhfi]
[bookmark: _heading=h.9xhtyysw36k1]3.2 Transparency and Board composition of Lam family business
[bookmark: _heading=h.3hev65o69137]After Lim Por Yen spent 792 million HKD to purchase a 60% equity of Crocodile from the Chan Shun family in 1987, Lam family owned over 50% shareholding in Crocodile. Up to date, 4 out of 9 Board of Directors are from Lam Family and Lam Wai Shan, Vanessa is a Chairman, Executive Director and CEO. The rest of the Board members were hired from an outside party, including the Executive Directors - Mr. Wan Yee Hwa, Edward.
[bookmark: _heading=h.bcduvgv0ezfd]
[bookmark: _heading=h.kvch0sj94ugm]Table 3.1 Lam family in the Board of Directors[image: Table

Description automatically generated]							Source: Constructed by the Author

According to table 3.1, 3 of 4 are the executive directors in the Board (Crocodile Annual Report, 2021) belong to Lam family, Ms. Lam Wai Shan, Vanessa well defined as Chairman and CEO. She has leadership in the Board and her family members - Mr Lam Kin Ngok and Mr Lam Kin Hong also are the Executive Directors. The public may doubt that the entire family can control the operation of the company, we assume some hidden information that the public may not know, and this information is a lack of transparency. Because the Lam family may communicate under the table and reach a consensus internally. Therefore, we can recommend that the Executive Director should be half of Lam family members and the half of Executive Director members are hired from outside. This can monitor and examine each other. 

3.3 Risk and internal control
3.3.1 Crocodile and Lacoste terminate the distribution agreement
Crocodile has entered into a distribution agreement with Montaigne Diffusion S.A. as a distributor since October 2003 (mingpao, 2021). So, they have been granted the patent right to distribute Lacoste apparel products in Hong Kong and Macau from November 2003 to December 2025. However, they and Lacoste Operations S.A. (all rights and obligations of MDSA) disagreed with an item of responsibility under the distribution agreement and failed to reach a consensus. Crocodile disclosed the announcement on 10 June 2021, the agreement of distribution with Lacoste brand was terminated (Crocodile Annual Report, 2021). Due to cannot find more detail in the annual report and did not issue the item which caused the disagreement with Lacoste to the public. So, we suspected it should be the lack of internal control. Although, Crocodile mentioned it is not a great impact on the business operation. However, the revenue actually decreased and the stock dropped 2.74% on the announcement date. For this issue, the Audit Committee will take responsibility to enhance the monitor and examine the agreement regularly.

3.3.2 Influence of COVID-19
COVID-19 pandemic is a serious risk and unpredictable impact in every company operation. It caused Crocodile to close down many stores in Hong Kong and China, so they need to rearrange the human resource in the store. Also, their revenue decreased drastically (Crocodile Annual Report, 2021). It can reflect that the company should lack a risk management strategy and experience to deal with this kind of crisis. Therefore, the company, especially the Audit Committee should draft or develop a comprehensive strategy to protect executives and employees of their work. Also, it makes sure that the stakeholder has more confidence in the organization's capacity which can produce valuable outcomes (Hopkin, 2018).


4. New Project assessment
Crocodile is going to plan an outlet store establishment, because sunk cost items can be used to sell again at a reduced price or discount. Customers have positive views and emotions due to shopping at the outlet for discount goods and can save money (Sierra and Hyman, 2011). 
The area of the new outlet is around 3280 sq. ft. and should be located in the Tsim Sha Tsui, because there is a famous shopping district in Hong Kong and many shopping malls are over there. This project should be run for a long - term use for selling the different price goods. Assume this outlet will run for 50 Years and use 5% reserve for this project, so 5% reserve should be 59.5 million HKD. 
[bookmark: _heading=h.r110recmicom]Table 4.1 Basic information of the outlet
[bookmark: _heading=h.4nvvtmdfsmd4][image: ]
[bookmark: _heading=h.68y0xpfry02x]							 Source: Constructed by the Author
[bookmark: _heading=h.7o9wsowytmrf]i) Sales growth rate: 
[bookmark: _heading=h.8doat4442l1a]Due to the sales growth rate not so ideal for Crocodile in 2021, we use the Giordano growth rate and HK inflation to make an assumption.
[bookmark: _heading=h.2991j6sbo95y]
[bookmark: _heading=h.p3y0uiiy7jqq]ii) The initial cost of the first year:
[bookmark: _heading=h.9hek5o7tlkp4]The initial year rental cost adds decoration cost. So, it is 3.52 million HKD.
[bookmark: _heading=h.k7mxosmrwpoj]
[bookmark: _heading=h.5t663oqfezww]iii) Total sales: 
[bookmark: _heading=h.d99flbjxbgqq]We assume the sales per sq. ft. is 1000 HKD due to Tsim Sha Tsui being a crowded place and tourist spot. So, the total sale is 3.28 million HKD of the 3280 sq. ft. outlet.
[bookmark: _heading=h.x4p8ufihrn5m]
[bookmark: _heading=h.543x2blk3hmn]Table 4.2  calculation of Tax
[bookmark: _heading=h.1qch5yywtwim][image: ]
[bookmark: _heading=h.l418m6u03pak]							 Source: Constructed by the Author
[bookmark: _heading=h.fbxhqe48govy]Profit: Profit (million HKD) increases over time.
[bookmark: _heading=h.v9zqszdfb0x1]
[bookmark: _heading=h.26qvf7ehiy18]
[bookmark: _heading=h.m9mlcd4b726a]Table 4.3 calculation of Cash flow 
[bookmark: _heading=h.dx9wljyllwah][image: ]
 							Source: Constructed by the Author
[bookmark: _heading=h.m81fy8z3a7ug]Expenditure 1: Working expenditure (million HKD)
[bookmark: _heading=h.2ymza88tcdb3]Expenditure 2:  Annual decoration cost (million HKD)
[bookmark: _heading=h.frk0ogoa9x9v]
[bookmark: _heading=h.3xy6d86m60n]Table 4.4 calculation of NPV / PBP / IRR / PI / ARR
[bookmark: _heading=h.kk92z7eawfa0][image: ]
[bookmark: _heading=h.ocb60wl9mxtl]				Source: Constructed by the Author
[bookmark: _heading=h.4sgv5dxlitn4]
[bookmark: _heading=h.qrgt6neoxisi]Net Present Value (NPV): For project evaluation, economic efficiency measurement, and decision-making, several different criteria are used. Since it effectively measures the growth of investor value, Net Present Value (NPV) is considered the most dependable tool (Marchioni & Magni, 2018). In this new project, the NPV is 30.22 million HKD, this positive value is acceptable for the investment. 
[bookmark: _heading=h.boylj973p0if]
[bookmark: _heading=h.ey68dqx9ixs2]Payback period (PBP): The payback period calculates the duration of time for an investor who needs to wait before recovering their initial investment's cost. However, if they decide to apply this measurement, they should choose a cutoff date, because it will ignore the cash flow beyond the date (Dai et al, 2022). This project will take around 13 Years 8 months to recover the initial cost, the time is not too long due to this project requiring running 50 years.
[bookmark: _heading=h.zfvi5uw668v7]
[bookmark: _heading=h.iouq865z0uay]Internal rate of return (IRR): IRR is primarily used to analyze individual projects, while NPV is preferable when the projects are mutually compatible. However, NPV is sometimes preferred by investors because it is simple to calculate and re-invest the cash flows at the investment cost. Additionally, IRR is occasionally used because it provides the answers in percentages and is simple to understand (Arshad, 2012). This project of IRR is 7.3% and the value is not high, so it will prefer to evaluate the NPV value. However, if the IRR is high enough, then it may be worth for the evaluation.
[bookmark: _heading=h.3eu23otw8hm9]
[bookmark: _heading=h.k5ue75tqxavp]The profitability index (PI): It is a significant indicator that illustrates a project's costs and benefits in terms of revenue. On this value, a measurement of 1 is considered to be the minimum, the value is higher which should be better. If the value is less than one, the project is not worth the investment (John, Dabas and Naseem, 2014). For this project of the outlet store establishment, the PI is 9.6 and it is a positive value, so Crocodile should start to run this project.
[bookmark: _heading=h.ikdhl9l2iegp]
[bookmark: _heading=h.qh48lbdipr87]Accounting of return (ARR): The accounting rate of return is to evaluate the annual average net rate of return in an investment project with the capital cost of the project, if the project is beneficial, and then choose one project with a high accounting rate of return among the desirable projects. In this project, the value 84.3%, it is very desirable for investment.
[bookmark: _heading=h.7pjovuc9nqvt]
[bookmark: _heading=h.olxcbo1r61mh]5. Financial Management of Funding
[bookmark: _heading=h.4ckizwlr5687]Crocodile has now committed an extra 3.52 million HKD (or 0.16% of the total assets in 2011) to plan the outlet store for the new projects. The advantages and disadvantages of Crocodile’s financial management methods will be discussed.
[bookmark: _heading=h.rlgm80ga1m1g]
I. [bookmark: _heading=h.prhzh7g8jmct]bank borrowing - Crocodile can find different banks to borrow the funds for this project. This project's initial cost is not very large. So, they can easily borrow the funds from the bank. The bank can offer 1.68% annual interest rate on this loan per year (Appendix - Bank of China Hong Kong, 2022). So, the total interest they need to pay is 31,849 HKD. Although, it will increase the current liability and it will affect the current ratio and cash ratio. However, the fund is not too much and does not have much impact on the liquidity.
[bookmark: _heading=h.euexd2jcoon3]
II. [bookmark: _heading=h.e996xwo1h5fu]Increase the issue in stock - This is also one of the methods to increase the fund for this new project. They can do the Secondary Public Offering to the public. That action is good news for the company. However, from the point of view of the initial investors, they obtained the shares through the IPO, so their percentage of the ownership has dropped as a result of the increase in the shareholder base. The dilution of their share ownership percentage from this effect. Generally, a stock's price and the attitude of the original investors are negatively impacted.
[bookmark: _heading=h.cxxu3bxcuf8w]
III. [bookmark: _heading=h.eq8njf81w0um]Internal funding investment - Internal retained earnings and cash is the source of funding. According to the annual report from 2019 to 2021, their retained earnings and cash is a positive value, but the cash ratio is only 11% in 2021. Generally, the cash ratio should be more than 20%. The firm will face a risks when the cash ratio is low, such as being unable to pay loan interest on time, repay debt, or cannot meet the financial demands of routine production, operations, and emergency circumstances. So, they may bear a risk if they use the internal funding for further investment. Besides, their ROA value of 2021 is disappointing, it's only 0.22%, they cannot generate the profit effectively.
[bookmark: _heading=h.8exxfvl3ylwk]
[bookmark: _heading=h.cbv1rimmx5o2]In Conclusion, the bank loan should be the best way to increase the funds for this new project. Although the ROA is 0.22% and the bank loan’s annual rate is 1.68%, they can sell their properties to increase the asset, such as Crocodile Center - Kwun Tong, Lemmi Center, etc. However, Crocodile has pledged the properties in order to boost the asset for borrowing, payable margin loans (Crocodile Annual report, 2021). Therefore, recommend borrowing the bank loan for this project.
[bookmark: _heading=h.p5g4x9y09gwy]
[bookmark: _heading=h.mzjzh8ylywmz]6. Conclusion and recommendation
[bookmark: _heading=h.ond3jci4d5m0]Crocodile's financial status is not good enough compared with Giordano and Bauhaus, but they still have 1,199 million HKD’s reserves and 112 million revenues to support their business. Although they terminated the cooperative partner - Lacoste and affected the COVID-19 pandemic. However, they must overcome the problem and keep sustaining their business. Also, an investment project is suggested to Crocodile which can show a return of revenue in the future.  
[bookmark: _heading=h.ntnmy6dijwk1]
[bookmark: _heading=h.6vfip1r0hvtz] 6.1 Recommendation of Crocodile
[bookmark: _heading=h.p0roqvnw6a8l]Below is my recommendation for this project schedule. It will separate tasks into finding the store location, borrowing the bank loan, decorating the store, arranging the staff and inventory in the coming 4 quarters between 2022 and 2023. This can improve the workflow and make it more efficient to establish a new outlet store.
[bookmark: _heading=h.b4s8ohds7rbt]
[bookmark: _heading=h.ftrf2ver2nnx]
[bookmark: _heading=h.3bt7o6hk8e3n]
[bookmark: _heading=h.aa2egfvl3spt]
[bookmark: _heading=h.oc6cbbjj5m1s]
[bookmark: _heading=h.f6w1cl8bv50d]
Figure 6.1 Gantt Chart of the new project
[bookmark: _heading=h.e72t5019tsmz][image: ]
   Source: Constructed by the Author
[bookmark: _heading=h.kp1bgy7yd8l]Gantt charts remain popular management tools. It can provide an efficient way of presenting essential data and the workflow (Wilson, 2003). So, the project manager will follow the Gantt charts to manage different tasks and work with different parties.  the Due to get the approval form the Board which creates the outlet store in Tsim Sha Tsui. They plan to find 2 floor’s store to separate the different categories of goods, such as Men, Woman and Kid, and the store capability is large enough for 50 customers shopping at the same time. So, they started to find the property agent to search for the suitable store in the middle of Jul 2022 (Stage 1 - Q3 2022). It is not easy to find the suitable location in a short time, so they should plan around 2 and half months to search in the market. After that, use 1 month (Stage 2 - Q4 2022) to negotiate with the landlord/s and make the final decision of the store location. 
[bookmark: _heading=h.qttlv2fhfzpx]
[bookmark: _heading=h.65xi0he0wti7]In a project, there should be several tasks going on at the same time, so the internal financial department will prepare to apply for a bank loan in Sep 2022 (Stage 1 - Q3 2022) after determining the financial funding method. They need to rearrange the capital for different aspects and contact the current corporation banks for the loan issue. It will take around 2 months for the internal preparation. Finally, they will apply for the bank loan in Nov 2022 (Stage 2- Q4 2022) and the bank should take 1 month to examine and approve.
[bookmark: _heading=h.oqv989neld4q]
[bookmark: _heading=h.rzargi792ezx]When they negotiate with the landlords and work for the bank loan issue, they also prepare the tender for the decoration in the middle of Oct 2022 (Stage 1 - Q4 2022). Due to open tender for the decoration, they need to examine every returned tender from the suppliers and have a meeting with them. This action will take around 1 and half months to complete all tender processes. They will start the decoration after the bank loan and store are ready, the store area is around 3280 sq. ft. and 2 floors, so the estimated completed time is in Mar 2023 (Stage 2 - Q1 2023), totally 4 months.
[bookmark: _heading=h.gcrcd27tg17f]
[bookmark: _heading=h.u7yn7bydo6wy]The COVID 19 pandemic is still affecting the local market, so they will not hire many people from outside and will arrange the current staff in the other operating store. So, the first stage is in Feb 2023 of Q1. After the decoration should be completed in the Q1 2023. Crocodile will provide some training for new staff and will start to work in the new store if the inventory arrives. This will take around 1 month for them in Apr 2023 (stage 2 - Q2 2023). 
[bookmark: _heading=h.n7n7nkx6o4as]
[bookmark: _heading=h.w8x7law0gob5]After the decoration is completed by the supplier in Mar 2023, the inventory will be sent to the new store in Apr 2023 of Q2. The new and old staff will distribute the goods in the specific area and launch the business in the middle of May 2023 (Q2 2023).
[bookmark: _heading=h.jjqndd6yjult]
[bookmark: _heading=h.uvhlimxnp7hw]For this new project, the project manager needs to coordinate the project which can run smoothly in each task and work with the different departments. He must follow the schedule plan to complete the task on time. Besides, if a crisis happens during the project, for example decoration cannot complete within Q1 2023. He should communicate with the supplier and find the solution. Also, he must communicate with the inventory department to rearrange the delivery time. 
[bookmark: _heading=h.h8jddd6k2f20]
[bookmark: _heading=h.j5668wa4igat]
[bookmark: _heading=h.rsw1ckgdhich]
[bookmark: _heading=h.ckzvh9n1hdg]
[bookmark: _heading=h.k48cr2my0ucr]
[bookmark: _heading=h.kc37rdlsc7tu]
[bookmark: _heading=h.57v1u9qchcay]
[bookmark: _heading=h.9wi8rp9l2qdr]
[bookmark: _heading=h.mkclgy4yszht]
[bookmark: _heading=h.r6ari4hs5r4n]
[bookmark: _heading=h.y7macoglf4oe]
[bookmark: _heading=h.d1p8qf34zoul]
[bookmark: _heading=h.tgbr2jctuaec][bookmark: _heading=h.r4ulrl8aqyee][bookmark: _heading=h.93ny08vzdil6]
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Consolidated Statement of Profit or Loss and Other Comprehensive Income

Fortheyearended 31y 2021
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Consolidated Statement of Financial Position
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Consolidated Statement of Financial Position
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Dirctor Director
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Consolidated Statement of Changes in Equity

Forthe year ended 31 Juy 2021
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Consolidated Statement of Cash Flows

For theyear ended 31 Jly 2021
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Consolidated Statement of Cash Flows

Fortheyear ended 31 July 2021
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Company Crocodile Giordano | Bauhaus Remark
(HKD in Million) 2021 2020 2019 2021 2021 | Crocodile

Total Assets $2200.62[  $2.306.41]  $2.566.19]  $4.208.00]  $599.30| Year 2021. AR 2021 P77

Retained camings $1.199.20]  $1.194.42|  51.48644] 52.165.00]  $411.1| Year 2021, AR 2021 P78 (reserve)
EBIT $16.31 -$271.71 $45.70 5263.00]  $107.25| Year 2021. AR 2021 P80

Stock Value $0.42 50.33 50.70 $1.49 $0.55| Reference from yahoo finance

Number of Shares (Million) 047.54 947.54] 04754 1.578.94] 367.38| Year 2021, AR 2021 P.120

Total Liabilities 5669.10) $779.67] $74743|  S1.645.00]  $151.35| Year 2021, AR 2021 P26

Sales $112.00 $151.27] $235.35|  $3.380.00]  $371.89| Year 2021, AR 2021 P76 (revenue)
Total Equity S1.531.52[  $1.526.74|  S1.818.77] $2.563.00]  $447.95| Year 2021. AR 2021 P.79

Profit (loss) after income taxes $4.78]  -$292.00] $28.65 5223.00) $99.73] Year 2021, AR 2021 P.76 (Net imcone a
Tnterest (Finance Expense) $11.53 $20.32 $17.05 $29.00 $9.40| Year 2021, AR 2021 P80 (finance costs
Current Assets (CA) 5266.94] $365.08 $383.75|  $2.082.00]  $362.22| Year 2021, AR 2021 P77

‘non-Current Assets $1.033.68]  $1.94133|  52.12630]  $2.126.00]  $237.08| Year 2021, AR 2021 P77

Current Liabilities 5448.26] $526.14] $696.77]  $1.122.00 $98.63| Year 2021, AR 2021 P77

Taventory $29.13 $49.12 $48.44 5606.00) $69.93| Year 2021, AR 2021 P77

Cash $48.39 110,51 $143.13]  51.043.00]  $266.69| Year 2021, AR 2021 P81 + Bank depos:
Long Term Liabilities $206.03)] $214.99] $15.33 5100.00) $52.71] Year 2021, AR 2021 78

Depreciation and amortization $10.69] $54.95 $12.02 549400[  $117.95| Year 2021. AR 2021 P.80 +P146
EBITDA $27.00 521676 $57.72 §757.00]  $225.20| EBIT + DEP + AMOR

Cost of sales $30.56] $45.96 $72.01|  $1.450.00]  S$131.31| Year 2021. AR 2021 P76

Trade receivables $17.05 $15.11 $14.64 5197.00) $2.90| Year 2021. AR 2021 P.134 Note21
Trade payables $5.15 $14.00 $15.52 5165.00) $1.50| Year 2021. AR 2021 P.138 Note26
Earnings per share $0.005 -50.307) $0.030 50.120 $0.27|[Profit (loss) after income taxes / no. of.
Dividends Paid $0.00 50.00 50.00 5212.00) Year 2021, AR 2021 P119

Dividend Per Share $0.00 50.00 50.00 50.134] Year 2021, AR 2021 P9





image27.png
Company Crocodile Giordano Bauhaus
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Company Crocodile Giordano Bauhaus
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Company Crocodile Giordano Bauhaus
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Company name Crocodile Giordano Bauhaus
Stock number 122 709 483
Business Nature, Appearl
Established year* 1952 1981 1991
Market value (HKD)** 30321 million 2.89 billion 315.95 million
PE** NA 1505 2216

Business area

China, Hong Kong and
Macau

APAC, Gulf, China,
HK. Macau, Taiwan
(over 30 countries)

Hong Kong & Macau
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Company Crocodile Giordano Bauhaus
(HKD in Million) 2021 2020 2019 2021 2021
Net Current Assests -$181.33 -$161.06 -$256.87 $960.00 $263.58
Total Assets $2.200.62 $2.306.41 $2.566.19 $4.208.00 $599.30
Retained earnings $1,199.20 $1.194.42 $1.486.44 $2.165.00 $411.21
EBIT $16.31 -$271.71 $45.70 $263.00 $107.25
Stock Value $0.42 $0.33 $0.70 $1.49 $0.55
Number of Shares (Million) 947.54 947.54 947.54 1,578.94 367.38
Total Liabilities $669.10 $779.67 $747.43 $1.645.00 $151.35
Sales $112.00 $151.27 $235.35 $3.380.00 $371.89





