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1. 


2. [bookmark: _Toc176358756]Introduction
[bookmark: _Toc176358757]1.1 Company Background
[bookmark: _GoBack]
[bookmark: OLE_LINK20]Carlsberg Group (Carlsberg) is a Danish multinational brew, engaged in drink industry. Carlsberg was established at Copenhagen in 1847 by J.C. Jacobsen(Carlsberg Group, 2024).  Carlsberg is currently listed on Nasdaq Copenhagen, CARL-B.CO. Carlsberg is now the 6th largest brewery in the world in terms of the revenues. In 2008, Scottish & Newcastle, the largest brewer in the UK was bought by Carlsberg and Heineken for EUR7.8B. In 2014, the Olympic brewery, Greece’s third largest brewery was taken over by Carlsberg(Reuters, 2024). Jacob Aarup-Andersen is a CEO for Carlsberg Group since fall of 2022. Western Europe, Easten Europe and Asia are main markets for Carlsberg. 

[bookmark: _Toc176358758]1.2 Operating business overview (products and services and the sales market)
Developing for more than 200 years, Carlsberg currently has 140 brands, such as 1664, Somersby, Chongqing, etc. And there are different types of beer with different strength can fulfill different people’s preference (Carlsberg Group ,2024).

Carlsberg divided three geographical regions for sales take place, including West Europe, Asia, Central & Eastern Europe and other countries. 

Carlsberg business operating has various advantages among the drink industry.
I. Being a No.1 or No.2 position in drink industry due to its profession in multinational brewer for over 200 years. Strong market position can be a key driver for Carlsberg operating revenue. 
II. Carlsberg’s brands offered different products for all consumers’ occasions. Carlsberg also enhanced the variety of low and alcohol-free brews. 
III. Carlsberg developed digital solutions and services to help their customers deal with the change of environment and achieve business growth. In order to deal with the global environmental concerns, Carlsberg’s has been developing sustainable packaging solutions for enhancing collections and recycling rates. 
IV. In order to optimize the supply chain and process, Carlsberg also has an ambition for minimizing the carbon emissions for supporting their growth agenda. 

[bookmark: _Toc176358759]1.3 Today’s business environment
There are several issues that Carlsberg needs to address, 
A. Conflict between Ukraine and Russia
Carlsberg business was still being impacted by the war of Ukraine and Russia. In order to deal with the conflict, Carlsberg announced to sell Baltika Breweries conditionally in Russia.
B. Geographical priorities
Facing with the conflicts with different countries, Asia is still a key volume and value growth driver for Carlsberg, especially China. The largest market is China for Carlsberg’s Asia segment. China will be a huge volume and value engine in the coming years. 
C. Environmental concern and zero carbon emission
A lot of companies are facing different global challenges, such as climate changes, water scarcity and inequality. Carlsberg aimed toward zero carbon footprint, farming footprint, packaging waste, water waste, irresponsible drinking and accident culture. Carlsberg implemented different tools for achieving their goal, such as using renewable electricity, extraction of biogas, reducing business travel, etc. 

[bookmark: _Toc176358760]1.4 Company structure
Carlsberg A/S is currently listed on Nasdaq Copenhagen with 2 share classes, Carlsberg A and Carlsberg B. An A share carries 20 votes, meanwhile a B share carries 2 votes and is eligible for preferential dividend. As of 31 Dec 2023, the largest shareholder of Carlsberg was the Carlsberg Foundation, accounting for 29% of the capital and 77% of the votes. Free float in the market is about 24% and 71% of capital. Shareholder mainly located in US, accounting for 48%. Nowadays, Carlsberg has 30,000 employee, mainly in Europe and Asia (Carlsberg Group, 2024).

[image: A screenshot of a computer

Description automatically generated]
Figure 1 Shareholders of Carlsberg Group 

[bookmark: _Toc176358761]1.5 Research comparison company information
Tsingtao Brewery Company Ltd (Tsing Tao) and San Miguel Brewery Hong Kong Limited (San Miguel) would be used for peer comparison in this research. Both companies have the same business nature with Carlsberg. Tsing Tao and San Miguel are currently listed in HKEX, and Carlsberg is listed in Nasdaq Copenhagen. 
The following is the features for those 3 companies:
	Company Name 
(Stock number)
	Carlsberg
[bookmark: OLE_LINK8](CARL-B.CO)
	Tsing Tao
(00168.hk)
	San Miguel
(236)

	Business Nature
	Beverages-Brewers

	Market Value(HKD)
	131B
	88B
	339M

	PE
	10.67
	12.41
	3.96

	Market Area
	About 140 countries
	About 90 countries
	About 60 countries


(HKD: DKK=1.16; HKD:CNY= 1.1)
Figure 2 Yahoo Finance, 2024
3. [bookmark: _Toc176358762]Carlsberg financial analysis
The following part will show the financial analysis for Carlsberg in terms of financial structure. Tsing Tao and San Miguel will be used for peer comparison in order to reflect the financial performance clearly for Carlsberg. 

[bookmark: _Toc176358763]2.1 Listed companies of bankruptcy index Z-score analysis
	Company Name
	Carlsberg
	Tsing Tao
	San Miguel

	
	2021
	2022
	2023
	           2023

	Net Current Assets
	-24,412.71
	-26,841.52
	-20,529.71
	13,962,790,422
	220211

	Total Assets
	136,205.48
	125,592.81
	121,301.44
	54,181,612,484
	807556

	Retained earnings
	84,605.80
	75,611.15
	19,400.78
	22,367,471,826
	318628

	EBIT
	12,909.71
	12,653.30
	12,992.81
	6,339,121,681
	66784

	Stock Value(HKD)
	1,340.83
	1,095.93
	1,005.24
	50.116
	

	HKD ex rate
	1.19
	1.12
	1.16
	1.1
	1

	Number of stock
	141,892.00
	137,341.00
	134,114.00
	1,364,196,788
	

	Total Liabilities
	91,881.54
	95,557.99
	101,671.55
	23,101,390,591
	135084

	Sales
	71,341.15
	83,411.58
	87,352.75
	37,330,175,015
	741619



Z-score is an indicator for determining if a company is going to bankruptcy. The Z-score is below 1.8, the company is likely to be bankrupt (Will Kenton,2024)
Z score: Z=1.2A+1.4B+3.3C+0.6D+0.999E
A=Working Capital/Total Assets; B=Retained Earnings/Total Assets; C=EBIT/Total Assets; D=[(Stock value X Total number of stocks)/ HKD ex rate]/Total Liabilities; E=Sales/ Total Assets



	Compnay Name
	Carlsberg
	Tsing Tao
	San Miguel

	HKD(Yr)
	2021
	2022
	2023
		    2023

	A
	0.18
	0.19
	0.15
	0.2835
	0.272685

	B
	0.62
	0.62
	0.15
	0.4541
	0.394554

	C
	0.09
	0.10
	0.11
	0.1287
	0.082698

	D
	1990.97
	1740.65
	1350.35
	4.0293
	2.129408

	E
	0.52
	0.66
	0.72
	0.7579
	0.918339

	Z Score
	1196.49
	1046.48
	811.67
	4.575326216
	3.347565


Carlsberg’s Z score is the highest among those peers, recorded as more than 800 in 3 consecutive years. Thus, the possibility of default for Carlsberg is very low due to its strong equity, business scale and profitability. 

[bookmark: _Toc176358764]2.2 Financial structure
	Company Name
	Carlsberg
	Carlserg
	Tsing Tao 
	San Miguel
	3 Companies

	Year
	2021
	2022
	2023
	(2021-2023) 3 years average 

	Fixed Assets to long term liability ratio
	1.48
	1.31
	1.19
	1.32
	2.84
	0.7372
	1.634

	Current liabilities to net asset ratio
	0.5
	0.86
	0.64
	0.67
	0.7
	0.1970
	0.52

	Current liabilities to stock ratio
	1.17
	1.95
	2.87
	1.99
	4.91
	1.5129
	2.806



Though the total asset slightly dropped by DKK3.5B, Carlsberg’s total asset remained stable at DKK111.8B in FY2023 which was attributed to non-current asset at 87% of total assets. The drop of total asset is due to the deconsolidation of the Russian business which offset by higher current assets. Intangible asset is the key component of the non-current asset, while goodwill is the key component of the intangible asset. Goodwill is the difference between the purchase price of the business and the market value of its assets, net of liabilities (CFI Team,2024).

Cash is the key component of the Current assets, increased by 63% in FY2023. The increase was due to the issuance of bonds which were co-managed with cash and cash equivalents. 

Total liabilities recorded at DKK86.08B, consisting of 45.1% non-current liabilities and 54.9% current liabilities. 46.9% of trade payable represent the key component of the current liabilities.

Carlsberg’s borrowings were mainly comprised by long term loan, standing at DKK30.76B. It also provided the liquidity to the Group. Due to its business scale, issuing bond is common to get the fund with the purpose for working capital. 

According to Fitch on 9 Jun 2022, Carlsberg’s rating stood at BBB+ with outlook stable. Furthermore, Carlsberg can be believed that its financial performance was very stable and developing steadily (Fitch Ratings,2022).

Fixed Assets to Long term liability ratio
The fixed assets for Carlsberg was mainly consisted by goodwill which was intangible asset. Fixed assets to long term liability reduced in 3 consecutive years, standing as 1.19 in FY2023 due to the increased long term liability. Nevertheless, its ratio was still in satisfactory as the fixed asset can cover the long term liability. 

Current liabilities to Net asset ratio
Current liabilities to Net asset ratio also known as the current liabilities to shareholders’ equity ratio. It can measure the proportion of the company’s net assets that are financed by its current liabilities. Greater ratio suggests that the company is relying more on short term financing for supporting its operation which is riskier. In FY2023, Carlsberg’s current liabilities to net asset ratio accounted for 0.64 which sounds satisfactory. 

Current Liabilities to Stock ratio
Current liabilities to inventory ratio is indicating the company’s payment ability for covering its short term obligations. This ratio also suggests how much of a company’s stock is supported by short term borrowings or payment terms. Hence, lower ratio means the company has stronger ability to pay its short-term debt by using its stock. Due to the business nature, Carlsberg and its peers also had the Current liabilities to inventory ratio as above par, but those ratio were healthy. Carlsberg’s inventory level stayed satisfactory that it was keeping to develop the supply chain capabilities by launching a new generation of supply chain system-OnePlan, which is almost real time integrated system for connected sales and operation planning (Carlsberg Group, 2024). Thus, current liabilities to stock ratio of Carlsberg stayed as fair among the competitors. 

[bookmark: _Toc176358765]2.3 Paying debt ability

	[bookmark: OLE_LINK7]Company Name
	Carlsberg
	Carlsberg
	tsing Tao
	San Miguel
	3 Companies

	Year
	2021
	2022
	2023
	 (2021-2023) 3 year average

	Current ratio %
	0.53
	0.70
	0.63
	0.62
	1.65
	2.41
	1.56

	Quick Ratio %
	0.53
	0.70
	0.52
	0.58
	1.45
	1.70
	1.24

	Stock Credit Index
	4.81
	4.85
	3.93
	4.53
	-2.20
	-0.94
	2.56

	Cash Ratio %
	0.19
	0.18
	0.28
	0.21
	0.94
	1.14
	0.76

	Total Debt ratio %
	0.67
	0.76
	0.83
	0.75
	2.10
	18.51
	7.21

	Debt/Equity Ratio
	0.59
	0.83
	1.52
	0.98
	0.87
	0.22
	0.69

	Long term Debt ratio
	0.32
	0.40
	0.54
	0.42
	0.14
	0.48
	0.34

	Total Debt/ Fixed Asset Ratio
	1.09
	1.21
	1.60
	0.96
	2.10
	0.30
	1.12

	Time Interest cover ratio
	25.87
	24.38
	17.28
	22.51
	364.03
	81.95
	156.16



Current Ratio/ Quick Ratio
Current ratio shows the company’s ability to maximize the liquidity of its current assets to settle the current liabilities (Tim Vipond, 2024 ).

Carlsberg’s current ratio and quick ratio remained weak as the current ratio and quick ratio were below par for the latest 3 years, as well as the lowest current ratio and quick ratio among its peers. Weak current ratio and quick ratio were attributable to granting the on-trade loans for the customers by Carlsberg, instead of providing conventional credit terms. On-trade loan is providing the liquidity for its buyers and helping Carlsberg to generate interest income. Those on-trade loan fell due for more than 1 year, hence, booked in the non-current assets (Carlsberg Group, 2023). Meanwhile, weak current ratio also was attributable to the larger trade payable. Nonetheless, Carlsberg still complied with those payment terms with its suppliers, reflecting its liquidity staying healthy and strong bargaining power in the market. 

Stock Credit Index
Stock Credit Index is reflecting the overall credit situations and availability of stock-based borrowing. Carlsberg’s stock credit index had been improved for 3 consecutive years. The index improved to 3.93, showing its credit conditions was improving. Due to the days of inventory turnover is normally short, this index is not very significant. 

Cash Ratio
Cash ratio can indicate a company’s capacity to repaid the short term debt by its cash ( CFI, 2024). Cash and cash equivalents also involved short-term marketable securities with the term of less than 3 months which were subject to an unimportant impact on fair value and short term cash planning (Carlsberg Group,2023). Carlsberg’s cash ratio enhanced to 0.28, as cash and cash equivalents increased to DKK13.38B. The increase was due to the rise of borrowing and deposit. It reflected its stronger payment ability for the short-term debt can help to support with its trade payable in current portion and short term debt. However, among the competitors, Carlsberg’s cash ratio also in a relatively weak position due to providing the on-trade loan for its buyers.

Equity and Debt Ratio
Carlsberg’s total borrowing stood at DKK39.1B in FY2023 (FY2022: DKK28.65B) due to the increase of bond. Carlsberg’s debt/equity ratio increased to 1.52, as well as higher than its competitors. However, considering with its Fitch rating stood at BBB+ with outlook stable, Carlsberg should have enough payment ability to deal with its debt. 

Total Debt/ Fixed Asset Ratio
Total Borrowings of Carlsberg consisting of 78.7% non-current financial debt and 21.3% of current financial debt. Total issued bonds stood at DKK36.72B (FY2022 : DKK25.18B), amounting to 94% (FY2022: 87.9%) of total borrowings. Total Debt/ Fixed Asset Ratio reflected the ability of a company to cover its total debt by utilizing it fixed asset. For the past 3 years, the ratio was above par, due to its majority of bond issuing. Furthermore, the increase of bond issuing could be believed for investing the brewery in China and Vietnam in order to expand Asia market. Thus, high Total Debt/ Fixed Asset Ratio cannot truly reflected its repayment ability as Carlsberg still had the liquidity provided by the borrowings and cash on hand. 

Time Interest cover ratio
Time Interest cover ratio indicated how much times the EBIT can cover the interest expense (Adam Hayes, 2024). Time interest cover ratio of Carlsberg was decreased to 17.28, reflecting higher interest expense in FY2023. Lower times interest cover ratio was obviously attributable to the rise of interest rate, accounting for average effective interest rate for the issued bonds stood at 2.7% (FY2022: 1.7%) (Carlsberg Group, 2023).Meanwhile, the interest expense of Tsing Tao and San Miguel were staying higher times due to different financial structure with Carlsberg. 

[bookmark: _Toc176358766]2.4 Operational ability
According to the Annual Report FY2023, Carlsberg’s sales revenue are mainly come from sale of Beer (73%), other beverages (including energy drinks, juice and soft drinks) (25%)and other revenue(2%). Carlsberg divided three geographical regions for sales take place, including West Europe, Asia, Central & Eastern Europe and other countries. The proportion of sales for West Europe, Asia, Central & Eastern Europe and other countries were 50.7%, 31.6%, 17.6% and 0.1% respectively. Carlsberg’s revenue increased to DKK73.6B in FY2023 from DKK70.3B in FY2022 due to price increase across all markets for tackling the significant cost increases. Furthermore, Carlsberg acquired Waterloo Brewing in Canada for enhancing the operational ability, lowering logistics costs and the market expansion. 


 

Operating expenses

	Company Name
	Carlsberg
	Carlsberg
	Tsing Tao
	San Miguel
	3 companies

	Year
	2021
	2022
	2023
	(2021-2023) 3 year average

	Depreciation and Amortization
	5010.75
	4952.58
	4723.47
	4895.6
	111132990
	23384
	37053756.5




Carlsberg’s operating expense included sales and distribution expenses and administrative expenses. In which, sales and distribution expenses consisted of 34% marketing expenses, 29% sales expense and 37% distribution expenses. Distribution expenses increased by 6% per hl (100Liters) due to the rise of energy prices. 

	Company Name
	Carlsberg

	Carlsberg
	Tsing Tao
	San Miguel
	3 Companies

	Year
	2021
	2022
	2023
	(2021-2023) 3 year average

	Total assets turnover
	0.53
	0.61
	0.66
	0.6
	67.6
	1.35
	23.18

	Average Collection Period
	9
	9
	8
	8.6
	1.35
	23.33
	11.09

	Days’sales in inventory
	55
	54
	52
	53.7
	66.96
	72.67
	64.44

	Payment period
	12months
(365 days)
	12months
(365 days)
	12months
(365 days)
	12months
(365 days)
	
	38.33
	


Total Assets Turnover
The ratio is measuring the efficiency of a company for using its assets to generate sales. In FY2023, Carlsberg’s total assets turnover rose to 0.66 , indicating its operating efficiency was improving. Nevertheless, Carlsberg’s total assets turnover was weaker than its competitors. 

Accounts Payable Turnover days
Accounts Payable Turnover days refer to the average number of days that the payable stays unpaid (CFI, 2024). The turnover is mainly impacted by the trade payable and COGS. Trade payable stood at DKK22.16B in FY2023 (FY2022: DKK21.92B). The payment terms were mostly less than 180 days, and a number of suppliers engaged in the supplier finance arrangements, with a supply chain finance provider and some fund partners for having the choice to receive the payment earlier (Carlsberg Group, 2023). Therefore, the fund partners which were the financial institutions can help to provide the liquidity to Carlsberg because of the support from number of supply chain finance providers.

Inverntory Turnover days
Inventory turnover days refer to the average number of days a company sells its stock of goods during a given period (CFI, 2024). Inventory Turnover days of Carlsberg reduced to 52 days from 54 days, which also shorter than its competitors as Carlsberg invested significantly in the supply chain system. The investment of the supply chain helped to increase the efficiency of sales process. It also can reduce the deteriorate of the goods. Furthermore, Carlsberg also acted as a market leader for drink industry, as well as the selling area. 

[bookmark: _Toc176358767]2.5 Profitability
	Company Name
	Carlsberg
	Carlsberg
	Tsing Tao
	San Miguel

	Year
	2021
	2022
	2023
	(2021-2023) 3 Year average

	Net Profit
	0.13
	
	-0.54
	
	43190947
	48274

	Net Profit growth
	0.18
	-0.99
	-369.31
	
	35.53
	

	Gross Profit Margin %
	0.48
	0.46
	0.45
	
	37.4
	0.385

	Net Progit Margin %
	0.13
	
	-0.54
	
	11.81
	0.07



Gross profit Margin
Gross profit Margin dropped slightly to 0.45 in FY2023 due to the increase of COGS, mainly from cost of material, such as aluminum (Raw material for Can) and barley. The cost of material stood at DKK 23.62B in FY2023 (FY2022: DKK21.66B). Its Gross profit margin also stood at satisfactory. 

Net Proft Margin
Net profit margin recorded at -0.54 which was in deficit (FY2023 : -DKK39.78B; FY2022: DKK108M) . The net profit was including the continue and discontinue business. However, Carlsberg’s profit from continuing operations slightly decreased to DKK7.97B (FY2022: DKK8.18B) due to higher logistic cost and interest expenses. Due to the deconsolidation of the Russian business, the currency translation and hedging reserves within equity regarding to the Russian business were reinstated from equity to the income statement and involved in the loss from discontinued business. Thus, Carlsberg’s profitability was believed to be recovered in the coming financial year due to excluding the extraordinary event. 

	Company Name
	Carlsberg
	Tsing Tao
	San Miguel
	3 companies

	Year
	2021
	2022
	2023
	           2023
	

	Total Assets Turnover
	0.50
	0.60
	0.60
	68.17%
	
	

	Leverage ratio
	2.90
	3.60
	4.80
	74.33%
	
	

	Return on Equity(after tax)
	0.18
	0
	-1.71
	19.31%
	
	



Total assets turnover
Carlsberg’s total assets turnover remained steady at 0.6, showing its standard in line with market compared to its competitor. 


Leverage ratio/ Return on equity(after tax)
Leverage ratio is one of the indicator to show the debt level incurred by a business against balance sheet, income statement or cash flow statement (CFI, 2024). Carlsberg’s leverage ratio increased to 4.8 and it was continuously increasing. The reason was mainly due to the increase of the debt. Meanwhile, return on equity was deteriorated to -1.71 because of the negative net profit. Furthermore, the equity also reduced to DKK25.45B due to the drop of retained earnings. 

[bookmark: _Toc176358768]2.6 Growth ability
	Company Name
	Carlsberg
	Carlsberg
	Tsing Tao
	San Miguel

	Year
	2021
	2022
	2023
	 2021-2023 ( 3 years average)

	Retained yield(times)
	5.80
	4.80
	1.26
	3.95
	4.85
	255523

	Self-sustainable Growth ratio %
	2.52
	1.91
	0.91
	1.78
	104.27
	0.5



Retained yield
The retained yield of Carlsberg reduced to 1.26 times due to the profit loss recorded in FY2023. Without considering with FY2023, the retained yield was following with the industry standard as about 4-5 times. Even the retained yield was dropped significantly, its retained earnings stood at DKK23.31B which was also sufficient for its future development. 

Self-sustaining growth 
Self-sustainable Growth ratio is showing the maximum rate of growth that a company can maintain without having to finance growth with extra equity or borrowings (Chris B. Murphy,2024). Carlsberg’s growth ratio was decreasing for the past 3 years, indicating that its business growth would be slow due to its market position. As said before, its business covered for more than 140 countries which was almost the market leader of the industry. Nevertheless, it was also developing the business in China and Vietnam by establish new breweries in order to maintain the sustainable growth rate. 

[bookmark: _Toc176358769]2.7 Stock Market Prospects Analysis
	Company Name
	Carlsberg
	Carlsberg
	Tsing Tao
	San Miguel
	3 averages

	Year
	2021
	2022
	2023
	2021-2023 (3 years average)

	Earning per share 
	56.49
	58.52
	-299.72
	
	5.33
	0.123
	

	Price-earning ratio
	4.77
	4.77
	4.77
	4.77
	24.25
	10.61
	13.19

	Divided yield
	2.00
	2.60
	3.20
	2.6
	3.30
	10.71
	5.54



Carlsberg’s earning per share stood at negative amount due to its negative profit recorded in FY2023 due to deconsolidation of Russian business. P/E ratio stood steady at 4.77 which was lower than the competitors, but its stock price was truly reflected to its company’s value without overestimated. In addition, Dividend yield increased to 3.2, the stock was still at reasonable level due to the stable dividend yield. 

4. [bookmark: _Toc176358770]Carlsberg’s Corporate Governance assessment
[bookmark: _Toc176358771]3.1 Corporate Governance of business organization and its impact and importance 
Corporate governance is the system of rules, practices, and process directed and controlled by a company, in order to balance the interest of the company’s stakeholders. There are a lot of benefits of good corporate governance. 

First of all, good corporate governance can reduce the potential for financial loss and hence increase the share price and easier to raise capital. For instance, HSBC was fined for EUR64M in 2021 due to the failure of anti-money laundering (BBC, 2021). Because of the inadequate corporate governance, HSBC failed to prevent the money laundering in Mexican drug cartels in 2012, lacking of monitoring on money laundering and terrorist financing scenarios from 2008 to 2014 and poor risk assessment in 2016. Those series circumstances reflected that HSBC had to focus on its corporate governance in order to protect its stakeholders by appropriate risk management. 

[bookmark: _Toc176358772]3.2 Carlsberg’s existing Corporate Governance
Diversity, Equity and Inclusion
Carlsberg committed to gender equality and have composited gender equality and women’s empowerment into its business directions. Getting the gender balance right will pave the way with more representation in different dimensions. Carlsberg target is to meet a share of 30% women in senior management level by the end of 2024

[image: Sustainability » Our ESG programme » Diversity, Equity and Inclusion ...]
Figure 3 Diversity, Equity & Inclusion of Carlsberg Group 

Business ethics and conduct
Honest, sense of responsibility, compliant and showing people respect are Carlsberg’s ethical values. Carlsberg also encouraged the employees to speak up in compliance with their ethics.

Internal control and risk management 
There is a supervisory board and ExCom for controlling Carlsberg’s control environment. The Audit Committee is accountable for monitoring the effectiveness for the internal control and risk management. Carlsberg has a number of policies and procedure in financial reporting. And it also formalized the financial reporting process for the strategy process, budget process, estimates and monthly reporting on actual performance ( Carlsberg Group, 2023).

	Company Name
	Carlsberg
	Carlsberg
	Tsing Tao
	San Miguel
	3 companies

	Year
	2021
	2022
	2023
	   (2021-2023) 3 years average

	ROA (after tax)%
	0.06
	
	-0.36
	
	35.96
	6.27
	

	ROE (after tax)%
	0.18
	
	-1.71
	
	21.39
	24.4
	


Good corporate governance can help to build up good reputation. Good reputation can help to raise fund by various channel, such as bond, equity and borrowings. Though the above table showing negative ROA and ROE of Carlsberg, good corporate governance can mitigate different kind of risk, such as reputation risk, credit risk, political risk, etc. 

Connected Transaction through the minority shareholders’ interests
Carlsberg Foundation which is the parent company of Carlsberg received the dividend of DKK 27 per share from Carlsberg. 

Monitor Board of Director Failure
Carlsberg supervisory Board has 13 members of whom 8 members were elected by the General Meeting and 5 members were elected by the employees. Furthermore, the supervisory board had assigned an Audit Committee for monitoring the financial reporting process, the internal control and risk management, internal audit , external audit of financial reporting and its independency, ESG process, etc. 
Credit Risk
Cash and cash equivalents (including deposits), and derivatives financial instruments with a positive fair value exposed some credit risks for Carlsberg. Carlsberg had credit policy for monitoring its credit risk on cash and cash equivalents and derivatives. First, Carlsberg only entered into financial institutions with credit rating BBB. Second, Carlsberg only entered into FX and aluminum derivatives with existing related bank. The risk was also mitigated by signing ISDA. ISDA is a standardized contract for over-the-counter (OTC) derivatives transactions ( James Chen, 2024).

Furthermore, the credit risk for on trade receivables, which was granted to the buyer by Carlsberg, was assessed locally and monitored by Group level in order to mitigate the credit risk.

Thus, the credit risk associated by the cash and cash equivalents, derivatives and trade receivables were assessed and monitored by the Group and its subsidiaries. Carlsberg was believed having appropriate policy and procedures to mitigate the credit risk. 

[bookmark: _Toc176358773]3.3 Suggestions for improvement
First of all, Carlsberg’s net profit margin was only break-even for the past 3 years due to its high sales and distribution expenses. In which, the marketing expenses and distribution expense were the majority of sales and distribution expenses for Carlsberg. 

Therefore, there are some suggestions for enhancing the net profit margin. Carlsberg can consider to open sales store in order to sell the product directly to its end user. Firstly, the energy price had been risen significantly in recent years, the distribution cost was expected to increase in the future, so distribution cost could be reduced. Secondly, setting up sales store also can help to reduce the marketing expenses. Carlsberg’s marketing expenses was mainly attributable to advertising through various channels. Setting up sales store also can have the effect on reminding its brands to the end-users. 

Besides, the public has more focus on health and well-being. Carlsberg is well-known as a market leader in brewer, so there is a concern that the sales of beer and alcohol will be reduced because the health concern of public is greater than before. Carlsberg may consider to shift some focus on selling the non-alcohol or sport drinks. More and more people would prefer to spend more money on health products, rather than beers. Thus, the net profit can be risen due to higher gross profit and lower marketing expenses.

1. [bookmark: _Toc176358774]Investment Project Appraisal
By viewing various dimensions of Carlsberg, the pain point for Carlsberg was having low net profit margin. The problem was mainly attributable to the high sales and distribution expenses. We suggest that Carlsberg could set up a sales and marketing store in order to sell various products directly to the end users and promote the alcohol and non-alcohol drinks to the public. Thus, it could help to reduce the distribution expense and marketing expenses. 

Moreover, facing with the new market trend of more focusing on health lifestyle, people prefer to spend more money on the healthy products and may quit alcohol. Carlsberg is better to deploy more resources on non-alcohol and sport drinks. Thus, setting up a sales and marketing store can help Carlsberg to promote its non-alcohol and sport drinks. As people prefer to spend more money on healthy products, Carlsberg’s gross profit is believed to increase because of selling higher gross profit drinks. 

[bookmark: _Toc176358775]4.1 Investment Project description
We would like to suggest Carlsberg to open marketing and selling store in order to improve the pain point of its business. 

The store is not only a sales store, but also acting as a marketing store, like beverage tasting, exhibition about Carlsberg and holding different kind of marketing activities. There are about 140 brands under Carlsberg, including alcohol and non alcohol drinks. A lot of people may not recognize all of the products or brands under Carlsberg. The sales and marketing store can help to drive the attentions and provide the information to the public. The exhibition is free entry for attracting more people to visit. Thus, the sales and marketing store can also help to promote its brand, the market share is expected to grow. Furthermore, the living style of the public has been changed for a long time as less time is spent on the television for the people, especially for generation Z. The advertising style is different nowadays. Beverage tasting can provide the new experience for the young people and let them know various Carlsberg’s products in a single visit. Carlsberg’s image can be believed to enhance with lower marketing cost, it can help to improve the net profit margin. 

Moreover, the sales and marketing store is a direct sales point for the end user. The sales point can help to decrease the distribution expense as the products are directly delivered to the end users. Hence, the gross profit margin is expected to increase due to those sales in sales and marketing selling without intermediate involved. Larger gross profit can help to generate higher net profit margin as well.

As Carlsberg is now developing China and Vietnam market for business expansion, the sales and marketing store is suggested to be opened in Denmark, UK, Vietnam, Hong Kong and China firstly as a testing point, and then Carlsberg can further develop the market in China by opening more sales and marketing stores. Hong Kong is an international and modern city with western and Chinese culture and well-developed legislation system. The store can deliver the marketing effect to the travelers from China in order to expand the China market indirectly. Beijing, Shanghai, Tianjin are also suggested for setting up the sales and marketing stores. We suggested to open around 220 stores all over the world. 




[bookmark: _Toc176358776]4.2 Project items basic information

	Project Costs
	
	Remarks

	No of stores 
	220
	The stores will be set up in China, HK, UK , Vietnam and other countries

	Cost for store, equipment and furniture
	HKD 7,338M
	[bookmark: OLE_LINK2]Total cost of all stores

	Decoration 
	HKD 1,500M
	Total cost of all stores

	Total cost
	HKD 8,538M
	The vale of the fixed assets

	Remaining basic information
	-Allocate 20 staffs for each store
-Maximize the usage of AI and automatic services in order to reduce the labor cost.

	Carlsberg store depreciation years
	5
	

	Decoration period (years)
	1years
	

	Ultimate growth rate
	3%
	Align with the inflation rate

	EBITDA (%)
	20%
	Assume EBITDA ratio will remain steady for the coming 5 years. 

	Operating period (days)
	365
	The stores will be opened every day 


Carlsberg’s cash and cash equivalent stayed affluent as stood at DKK13,382M (HKD 15,523M). We suggest Carlsberg to utilize its retained earnings for initiating this project. Retained earning stood at DKK23,306M (Approximately HKD27,035M). 31.5% of the retained earnings, HKD 8,538M will be used for purchasing the store, land, equipment, furniture and decoration. 
[bookmark: _Toc176358777]4.3 The first-year calculation of sales
	Project items
	Remarks

	Sales (HKD)
	3.5%-4% of Carlsberg Revenue in FY2023, average should be 3.7%

	Increase of sales per year
	8.72%

	Depreciation
	Depreciation = -(Building/20+Decoration/5)

	Operating expenditure 
	Average for HKD1M 



[bookmark: _Toc176358778]4.4 Computing Tax Cost
	Items
	1 year
	2 year
	3 year
	4 year
	5 year

	Sales =Last sales X (1+ growth rate)
	3,193.7
	3,472.2
	3,775.0
	4,104.1
	4,462.0

	EBITDA
	638.7
	694.4
	755.0
	820.8
	892.4

	Depreciation 
	(441.9)
	(441.9)
	(441.9)
	(441.9)
	(441.9)

	EBIT
	195.8
	251.5
	312.1
	377.9
	449.5

	Tax Cost (Standard Tax Rate: 16.5 %)
	(32.3)
	(41.5)
	(51.5)
	(62.4)
	(74.2)



[bookmark: _Toc176358779]4.5 Cashflow calculation
	Items
	Initial Cost
	1 year
	2 year
	3 year
	4 year
	5 year

	EBITDA
	
	638.7
	694.4
	755.0
	820.8
	892.4

	Expenditures
	
	(1.0)
	(1.0)
	(1.0)
	(1.0)
	(1.0)

	Tax Expense
	
	(32.3)
	(41.5)
	(51.5)
	(62.4)
	(74.2)

	Cash Flow
	-8,843
	605.4
	651.9
	702.5
	757.5
	817.2



Assumption : 
After the 5th year , the financial performance will be steady for the following 20 years. Due to its business risk is mitigated by diversifying the operation area.

[bookmark: _Toc176358780]4.6 ARR and NPV calculation
	ARR
	

	Total income for (25) years
	HKD11,153M . Pls refer to the appendix 1

	Average ARR (A)
	HKD446M

	Initial cost (B)
	HKD8,843M

	ARR(A/B)
	5.04%



	[bookmark: OLE_LINK76]Year
	Cashflow
	PV
	Year
	Cashflow
	PV

	Initial cost
	(8,843)
	
	
	
	

	1st
	605.4
	577.6
	
	
	

	2nd
	651.9
	593.5
	Year 6-10
	4,403.1
	3023.3

	3rd
	702.5
	610.2
	Year 11-15
	4,981.7
	2704.5

	4th
	757.5
	627.7
	Year 16-20
	5636.3
	2,419.3

	5th
	817.2
	646.2
	Year 21-25
	6,376.9
	2,928.8

	[bookmark: OLE_LINK14][bookmark: OLE_LINK15][bookmark: OLE_LINK13]NPV =all cashflow for (25) years---initial cost: HKD2.309.6M



[bookmark: _Toc176358781]4.7 Payback period and IRR 
	Payback period
	HKD million

	1-13 profit
	HKD 4,686

	Initial Cost
	HKD8,843

	Payback period
	11 Year

	IRR
	9%



[bookmark: _Toc176358782]4.8 Investment Appraisal
From the above projection methods, the new projects for the payback period is expected as 11 years and NPV stand at positive value. Thus, the project investment appraisal would bring a positive return. It could help to increase the GPM and net profit for the group. The project is suggested to initiate. 

[bookmark: _Toc176358783]4.9 New project appraisal methods for analysis
From the above methods and the appendix 1, the following is the analysis of different methods. 

-Investment returns:
The investment return indicated that this 25-years- project has almost 26% return (the sum of 25years profit/initial cost). This method is the simplest, but it neglects the calculation of the future money value. 

-ARR:
ARR stood at 5.04% which is higher than ROE and ROA of Carlsberg in FY 2023. ARR (Average rate of return) is indicating the investment return of long-term project. And ARR is also a simple calculation method for examining the return of a long-term project. But this method is lacking of the consideration of time value of money. 

-NPV:
The NPV of the project stood at HKD2.309.6M per the above calculation, 
NPV =all cashflow for (25) years-initial cost=HKD2.309.6M. 
This 25-years project’s NPV accounts for positive value, the project is worth to invest. 

-IRR:
IRR is to estimate the profitability of potential investments with the consideration of the time value of money. The proposed project’s IRR accounts for 9%, which is higher than the net income margin of Carlsberg in FY2023. IRR is a comprehensive measure with considering the time value of money, cash flow and risk free factor for long-term and short-term projects. However, an actual project must be impacted by various factors and those factors are obtained via very complicated calculations. And IRR has to assume the intermediate cash flows are reinvested at the same rate which mostly is not in line with reality. 

[bookmark: _Toc176358784]4.10 Suggestion for cashflow of new project
Carlsberg could invest to the new project via its cash injection in the first year due to its cash and cash equivalents is sufficient to support this new project. Cash and cash equivalents of Carlsberg stood at DKK13,382M (HKD15,523M). 

Afterwards, Carlsberg can reinvest by using this new project’s revenue. Those profitable stores could complement the unprofitable stores. Carlsberg can assess the profitability of each store annually, and take appropriate improvements in terms of strategy, location, decoration and etc. The purpose is to optimize the operating efficiency for the new project. 
[bookmark: _Toc176358785]5. Financing and capital management
Carlsberg can utilize various financing methods for initiating the new project. Below is showing the pros and cons of different methods. 

[bookmark: _Toc176358786]5.1 Financing Methods for analyzing
	
	Carlsberg (DKK million)

	Year
	2021
	2022
	2023

	Cash and equivalents
	8,344
	8,163
	13,382

	Borrowings
	28,931
	28,646
	39,101

	Cash ratio
	0.19
	0.18
	0.28

	Retained profit
	71,271
	70,776
	23,306

	Net debt ratio
	0.55
	0.59
	1.00

	Net interest Expense
	956
	1,072
	1,539

	Net interest expenses/turnover
	8.34
	11.80
	8.44



[bookmark: OLE_LINK16]- Cash payments
Carlsberg can invest into the new project by utilizing its cash and cash equivalents or retained profit. Though retained profit reduced to DKK23.3B, retained profit was still sufficient to support the new project. Retained profit is come from a certain percentage of profit and can be used for the company’s development. The advantage for using this method won’t increase the interest expense and the debt level. However, using cash payment would weaken the liquidity of the company, especially Carlsberg having low current ratio. 

-Bank loan financing
As of 31 Dec 2023, Carlsberg has unutilized credit facility of EUR2B (approximately HKD 17.42B). The average floating rate and fixed rate for the bank borrowings are 4.1% and 4.5% respectively. Using this method would increase the interest expense, especially during this high interest rate moment. Also, due to the majority of bank loan in EUR, Carlsberg also exposed to exchange risk. However, as Carlsberg was a multinational company and the business was diversified in different area, the exchange risk could be mitigated by its diversified business. Utilizing the available facility can help to increase the liquidity. 

-Bond issuing
Carlsberg issued bonds with carrying amount of DKK29.27B in FY2023. Issuing bonds is another way to finance its new project by debt financing. Bond issuing also would increase the interest expense and debt level. However, its issued bonds always had longer payment period, like 3-5 years, Carlsberg only needed to repay the principal on maturity. And Carlsberg can choose to refinance when the bond is mature, it could ensure to sustain a good liquidity for the company. It is crucial that Carlsberg need to maintain a good credit rating as the bond investors and banks would base on this factor to determine if they should finance the company or not. 

Time to maturity for non-current borrowings
[image: A screenshot of a graph

Description automatically generated]
Source: Carlsberg annual report FY2023

[bookmark: _Toc176358787]5.2 Financing method proposed
With the above analysis, Carlsberg should use Cash payments for initiate the new project. 
	
	Actual
	Target
	Industry value

	Financial items
	2022
	2023
	2024
	

	[bookmark: _Hlk175816671]Fixed Asset to LTL Ratio 
	1.04
	0.79
	1.05
	1.0-3.0

	Debt/ Equity Ratio 
	0.83
	1.52
	1.0
	0.5-1.5

	Interest expense to sales 
	0.02
	0.02
	0.02
	1.0-5.0

	Debt ratio
	0.25
	0.35
	0.35
	0.3-0.6


Source: IBISWorld, Statista, and Euromonitor

Considering the above actual ratio, Fixed assets to LTL ratio and Debt/Equity ratio stood marginal, bank loan financing and bond issuing were not suggested to apply. Thus, investing by cash or retained profit is suggested to use due to its affluent level. 



6. [bookmark: _Toc176358788]Recommendations and audit program
Based on the above analysis, we propose the audit program to concern following points, 
· Liquidity and Cash level below the market benchmark
Current ratio and Quick ratio stayed below par and cash ratio was lower than its peers for 3 consecutive years. In order to improve this potential problem, Carlsberg should diversify its business for shortening the debtors payment period. 
· Credit Risk for granting On-trade loan for the number of buyers
Granting the on-trade loan to buyers has potential credit risk for Carlsberg. Carlsberg should have a comprehensive monitoring policy and procedure for those buyers in order to ensure the repayment. 
· Exposed to the economic instability and Geopolitical Tension
Carlsberg was impacted by macroeconomic challenge associated by war and geopolitical conflicts. The geopolitical conflicts may also ultimately force Carlsberg to exit or restructure. Carlsberg should continue to diversify its products and closely monitor the global geopolitical situations. 

7. [bookmark: _Toc176358789]Conclusion and Recommendations
Although Carlsberg’s liquidity and debt level stayed in fair level only, and the profitability was weakened by the deconsolidation of the business in Russia, its overall financial performance stayed satisfactory due to various financing channel, reputation and strong credit rating. Adapting with the trend of increasing environmental and health concern, we suggest Carlsberg to set up sales and marketing stores by cash payment for promoting its diversified products, including the non-alcohol and sport drinks. The proposed investment is believed to effectively increase the gross profit margin and decrease the distribution cost. 
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[bookmark: _Toc176358791]Appendix 1

	Yr
	現金流 CASHFLOW in/(out)
	CUM CASHFLOW 現金流
	現值現金流
	淨利潤值 PROFIT

	0
	(8,843)
	(8,843)
	(8,843)
	(8,843)

	1
	605.4
	(8,238)
	577.6
	164

	2
	651.9
	(7,586)
	593.5
	210

	3
	702.5
	(6,883)
	610.2
	261

	4
	757.5
	(6,126)
	627.7
	316

	5
	817.2
	(5,308)
	646.2
	375

	6
	837.7
	(4,471)
	631.9
	384.7

	7
	858.6
	(3,612)
	618.0
	394.3

	8
	880.1
	(2,732)
	604.4
	404.2

	9
	902.1
	(1,830)
	591.0
	414.3

	10
	924.6
	(905)
	578.0
	424.7

	11
	947.7
	42
	565.3
	435.3

	12
	971.4
	1,014
	552.8
	446.2

	13
	995.7
	2,010
	540.6
	457.3

	14
	1,020.6
	3,030
	528.7
	468.7

	15
	1,046.1
	4,076
	517.1
	480.5

	16
	1,072.3
	5,149
	505.7
	492.5

	17
	1,099.1
	6,248
	494.5
	504.8

	18
	1,126.6
	7,374
	483.6
	517.4

	19
	1,154.7
	8,529
	473.0
	530.3

	[bookmark: _Hlk175676662]20
	1,183.6
	9,713
	462.5
	543.6

	21
	1,213.2
	10,926
	452.3
	557.2

	22
	1,243.5
	12,169
	442.4
	571.1

	23
	1,274.6
	13,444
	432.6
	585.4

	24
	1,306.5
	14,750
	423.1
	600.0

	25
	1,339.1
	16,090
	413.8
	615.0

	Total (From Year 0 to Year 20)
	                             16,089.5 
	                               58,029.1 
	              4,523.5 
	                2,309.6 

	Total (From Year 1 to Year 20)
	                             24,932.5 
	                               66,872.1 
	            13,366.5 
	              11,152.6 



Revenue of Carlsberg Group in 2019-2023 
(DKK million)
Sales	
2019	2020	2021	2022	2023	65902	58541	60097	70265	73585	



Aggregation of sales by area in FY2023  

Western Europe	Asia	Central 	&	 Eastern Europe	0.507272578978848	0.316567886466206	0.176159534554945	
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WOMEN AT CARLSBERG*

2020° 2021 2022
Supervisory Board 26.7% 25.0% 35.7%
Executive Committee 0.0% 0.0% 0.0%
Senior leadership roles (director level and above)® 27.0% 27.3% 28.3%
Entry-level roles (graduates and apprentices) 54.0% 54.0% 46.0%

* Data for 2020 and 2021 restated to exclude Russia.
* 2022 dota for senior leadership roles within PwC's assurance scope.
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Time to maturity for non-current borrowings

DKK miltion
2023 1-2years 2-3years 3-dyears 4-5years  >5years Total
Issued bonds 3718 5578 370 5179 1,084 29270
Bank borrowings 67 40 2 5 0 136
Lease liabilties 423 134 102 I 601 1335
Other non-current borrowings 2 0 1 2 ” 22
Total 4210 5752 3,838 5,261 1702 30,763
Total 2022 7904 3823 105 3775 7258 22865
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