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Executive Summary
The purpose of this report is to assess the selected company, Tse Sui Luen Jewellery (International) Ltd, with the financial analysis of the company based on its operational review and financial data taken from the latest three years of annual reports. An in-depth financial analysis will be conducted by evaluating and interpreting the relevant accounting ratios. These accounting ratios will be used to address the performance of the critical areas such as the liquidity and solvency of the company’s operations. The financial analysis will help to identify the changes between each fiscal year, thus, to derive with the best suitable course of action for profit sustainability. This report will also cover the financial performance of Luk Fook Holdings (International) Ltd and Chow Sang Sang Holdings (International) Ltd, for the purpose of identifying the current performance of the company by comparing with these major competitors. Therefore, to recommend the investment project and to improve the capital management in order to strengthen the company’s financial position in the jewellery industry.
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1. [bookmark: _Toc80655224]Introduction
This section will provide the company background of Tse Sui Luen Jewellery (International) Ltd, the business overview and the challenges ahead.
[bookmark: _Toc80655225]1.1 Company Background 
Tse Sui Luen Jewellery (International) Ltd (TSL or the Group) is one of the biggest jewellery companies in Asia Pacific, commenced since 1971 by the founder Mr. Tse Sui Luen. The group was listed on the Hong Kong Stock Exchange (HKEX) with stock code 0417 in 1987 (Tse Sui Luen Jewellery (International) Ltd, 2021) with its corporate headquarter based in Hong Kong. TSL is principally engaged in jewellery design, manufacturing, trading, retailing, and wholesaling businesses in Macau, China, Malaysia, and Japan. Today, the company is operating 485 jewellery stores in these cities. TSL adheres to the brand positioning of “Trendsetting Craftsmanship”, it strives to create customer-centric experience and to offer timelessly fashionable jewellery through innovative product design to cater customers’ needs and cultivate its brand loyalty. 
On 30 June 1987, TSL was listed on the HKEX with 1.5 billion authorized shares and 0.25 par value. Since there was no published information available for the IPO listing of TSL, a five-year stock price analysis is conducted to understand the value trend of the company.
Table 1: Five Year Trend of TSL Stock Price Analysis
[image: ]
Sources: Yahoo Finance
Table 1 above illustrates that the stock price after adjusted both dividends and splits for TSL has been declining, especially in 2019. The utmost reason for the major decline is the impact of social incidents and the outbreak of COVID 19 pandemic. The visitor arrivals and the travel restrictions impact severely to the jewellery industry, which has weakened the consumer sentiment and the demand of fine jewellery (Tse Sui Luen Jewellery (International) Ltd, 2021, p15). 
As of the end of fiscal year 2020, the average adjusted stock price for TSL was at 0.840 with issued share capital of 249 million shares. The market capitalization was 217 million Hong Kong dollar. The price-to-earnings ratio declined more than approximately 20 times in 2020 as compared with 2016 as shown in Table 1 above.
[bookmark: _Toc80655226]1.2 Business Overview
TSL comprises of three major business segments including retail business, wholesale business, and other business such as e-commerce. Among the three segments, retail business contributes over 65% of the total revenue (Tse Sui Luen Jewellery (International) Ltd, 2021, p151) in which the main revenue driver comes from China operations. The retail segment is engaged in the direct retailing of jewellery to end customers (local residents and visitors mainly from Mainland China), through physical outlets. The wholesale segment is engaged in the wholesales of jewellery products to customers and franchisees (Tse Sui Luen Jewellery (International) Ltd, 2021, p150). The revenue derived from the wholesale segment is accounted over 20% of the total revenue. With the rise of e-commerce and the downturn of the economic situation, TSL has developed e-commerce business in Hong Kong and China. The Group believes that e-commerce business can further expand its presence and it can be a significant source of income for the company (Tse Sui Luen Jewellery (International) Ltd, 2021, p17). TSL continues to penetrate its e-commerce business through official website to extend its market coverage and mobile application to attract the youth market.
The outbreak of COVID 19 has no doubt brought a severe impact globally with no exceptions to the jewellery industry. TSL believes that the development of e-commerce business and its physical outlets can co-exist each other to achieve the balance between humanity and technology, and the integration of reality and virtually, and continue to serve the customers a seamless shopping experience and to strengthen customer retention (Tse Sui Luen Jewellery (International) Ltd, 2021, p19).
[bookmark: _Toc80655227]1.3 Business Challenges
Under the pandemic situation, TSL imposed various cost saving measures including closing some of the retail stores in Hong Kong which are underperforming, negotiation with the landlords for rental relief, and lowering down the inventory level to minimize the cost burden of the company (Tse Sui Luen Jewellery (International) Ltd, 2021, p15). Fortunately, the recovery of China’s economy has rebounded rapidly, leveraging its efforts to return the sales performance back to the pre-pandemic level since the mid of 2020 (Tse Sui Luen Jewellery (International) Ltd, 2021, p16). Aside from the pandemic situation, TSL was suffered from the US-China trade war. The additional import tariffs levied by both China and US after signing off the phase one trade deal.  US has accused China of unfair trading practices, including the intellectual property theft, forced technology transfer, lack of market access for American companies in China and the creation of unfair competitive environment through the state-owned subsidiaries of Chinese companies.
2. [bookmark: _Toc80655228]Corporate Governance, Risk Management, and Internal Control
Corporate governance is a structure of rules and processes by which the Board commits to manage and control for long term success and building the sustainability for the company. Risk management and internal control are normally the major area every organization review regularly to ensure its operations is running effectively without any fraud. The following section will highlight the findings of TSL in relation to its corporate governance, risk management, and internal control.
[bookmark: _Toc80655229]2.1 Organization Structure
With reference to the annual report of TSL, the Board of Directors consists of two executive directors, one deputy chief executive officer, and three independent non-executive directors (Tse Sui Luen Jewellery (International) Ltd, 2021, p8). One of the executive directors also holds the role of a chairman although the roles of these two positions should be separated and should not be performed by the same individual as set out under the Code provision A.21 of Corporate Governance Code (the “CG Code”). The company considers such structure will not impair the balance of power and authority between the Board and the management of company. The other executive director mainly responsible for the Group Finance and other administrative functions as well as defining the corporate strategies for the company (Tse Sui Luen Jewellery (International) Ltd, 2021, p28). Pursuant to the Listing Rules relating to the appointment of at least three independent non-executive Directors in which one member must be an appropriate professional qualification or accounting related financial management expertise (Tse Sui Luen Jewellery (International) Ltd, 2021, p61). The Group’s Deputy Chief Executive Officer is responsible for the sales and operations division and provide creative directions for the company as well as managing supply chain department of the company (Tse Sui Luen Jewellery (International) Ltd, 2021, p33). 
As at the end of 31 March 2021, 180,691,775 ordinary shares of the Company or 72.57% of the total issued share capital, are held by Partner Logistics Ltd, a company which is owned and controlled by Blink Technology Ltd. Blink Technology Ltd is wholly and beneficially owned by the spouse of the executive director. According to Securities and Futures Ordinance (SFO), the executive director is deemed to be interested in all the shares of the Company held by Partner Logistics Ltd (Tse Sui Luen Jewellery (International) Ltd, 2021, p46). 
[bookmark: _Toc80655230]2.2 Risk Management and Internal Control
According to the annual report, the executive management team of TSL and the internal audit department have been delegated to identify and evaluate any risks faced by the group and of designing, operating, and monitoring an effective internal control system that covers governance, compliance, risk management, financial as well as operational control (Tse Sui Luen Jewellery (International) Ltd, 2021, p70). The Group has engaged with an external consulting firm to assist its internal audit department to provide professional internal audit services to the Group. During the last three years of assessment, no material irregularities were found, and no significant areas were identified that might affect the shareholders of the company (Tse Sui Luen Jewellery (International) Ltd, 2021, p79).
3. [bookmark: _Toc80655231]Financial Analysis
A financial analysis is often used to evaluate and assess the financial performance of a business. It is an indicator to the potential growth of the business on long term projects or investments and to make necessary recommendations on how the business can improve further. This section will interpret the business performance of TSL by comparing the accounting ratios between two other companies which are in the same industry. 
[bookmark: _Toc80655232]3.1 Stock Market Prospects
To understand the financial position of TSL, two other companies with the similar business nature such as Luk Fook Holdings (International) Ltd (Luk Fook), and Chow Sang Sang Holdings International Ltd (Chow Sang Sang) are selected to compare with TSL. 
Table 2: Company profiles for TSL, Luk Fook, and Chow Sang Sang
[image: ]
Sources: Annual reports of Tse Sui Luen, Luk Fook, and Chow Sang Sang
Table 2 above illustrates that the three jewellery companies are listed in the HKEX and have a long business history of over two to four decades in Hong Kong. The market distributions cover mostly in Asia Pacific regions including Hong Kong, Macau, and China. Luk Fook has the highest market value amounted 10,282 million compared with TSL and Chow Sang Sang, meaning its profitability and future growth prospects is high. It gives a powerful indication to external investors of the size of the company and the future prospect of the company in the market. Moreover, the growth potential of the company seems to be more aggressive and pose lesser risk. On the other hand, the price-to-earnings ratio (PE ratio) of Luk Fook was at 10.09 times as at the end of the fiscal year 2020. This reflects those investors are optimistic about the future prospects of Luk Fook compared with the other two companies because they are more willing to pay 10.09 times more of the current earnings per share to buy one share of stock. Alternatively, TSL has the lowest market value with a negative PE ratio due to the loss profit making in 2020. The company was generating insufficient profit and has a signal of running the risk of bankruptcy. Further analysis of the bankruptcy index will be discussed in the next chapter.
[bookmark: _Toc80655233]3.2 Bankruptcy Index Analysis
A Z-score was developed and introduced in the late 1960s by Professor Edward I. Altman (McKinsey & Company, 2020). It measures the bankruptcy probabilities of a company. The model suggests a score below 1.8 is likely to indicate that the company is about to go bankrupt. Conversely, a score of 2.99 or above represents the probability of bankruptcy is relatively low (KenFaulkenberry, 2015). 
The z-score is calculated based on the data taken from the financial position of the company as shown in the table below. 
Table 3: Z-score Analysis for TSL, Luk Fook, and Chow Sang Sang
[image: ]
[image: ]
Sources: Annual reports of Tse Sui Luen, Luk Fook, and Chow Sang Sang
Table 3 above reveals the probability of going bankrupt of the three companies by calculating five key financial ratios such as working capital/total assets, retained earnings/total assets, earnings before interest and tax/total assets, market value/total liabilities, and sales/total assets.
According to the z-score table above, TSL and Chow Sang Sang scored between 1.8 to 2.99, representing the companies fall under the grey zone. The z score model suggests that companies fall under this zone has the likelihood to go bankrupt withing the coming two years of operations. Therefore, it is important for TSL and Chow Sang Sang to review its business performance and take necessary actions to improve the financial stability. Luk Fook, on the other hand, has scored 4.4 representing the company is in safe zone meaning the company has a strong financial position. Part of the reason could be the company can maximize its current assets to pay off its current liabilities. The liquidity ratios analysis will be discussed later in this report.
[bookmark: _Toc80655234]3.3 Profitability Analysis
Profitability ratios are commonly used to measure and evaluate the ability of the company to generate profit from revenue and utilize its assets to produce value for the shareholders. To understand how efficiently TSL generates profit and value for its shareholders, a profitability analysis is conducted as shown in the table below with comparison to Luk Fook and Chow Sang Sang.
Table 4: Profitability Measures 
[image: ]
Sources: Annual reports of Tse Sui Luen, Luk Fook, and Chow Sang Sang
Table 4 above shown that Luk Fook achieved the highest return on assets (ROA) and lowest return on equity (ROE) compared with TSL and Chow Sang Sang. Higher ROA represents the company utilizes its assets more efficient, whereas lower ROE represents the profit earned in comparison to the total amount of shareholder equity is lower. 
[bookmark: _Toc80655235]3.4 Liquidity and Solvency Analysis
The ability of the company to turn its current assets into cash to settle its current liabilities is measured by using liquidity ratios. 
Table 5: Liquidity Analysis for TSL, Luk Fook, and Chow Sang Sang
[image: ]
Sources: Annual reports of Tse Sui Luen, Luk Fook, and Chow Sang Sang
Table 5 above demonstrates the ability of TSL to utilize its current assts to settle its short-term liabilities is relatively lower versus to Luk Fook and Chow Sang Sang. This indicates that the financial health of TSL is less healthy than the other two companies. According to the financial position of TSL for the year 2020, the total current liabilities is higher than the cash position and has no liquid assets to repay debt obligations. The biggest portion of the total current assets comes from inventory which represents the company needs to convert its inventory into cash sustain the liquidity.
Table 6: Solvency Analysis for TSL, Luk Fook, and Chow Sang Sang
[image: ]
Sources: Annual reports of Tse Sui Luen, Luk Fook, and Chow Sang Sang
Table 6 above illustrate the ability of the three companies to meet its long-term debt obligations. The equity multiplier measures the assets of the company that are financed by equity. TSL has an equity multiplier of over 2.2 in the last three years, this means TSL has a higher financial leverage from borrowings to finance its assets and require additional cashflow to operate the business and repay its obligations. Conversely, both Luk Fook and Chow Sang Sang have stronger strength in financial solvency. The represents these companies has less reliance on debt obligations and lower risk for the investors.
[bookmark: _Toc80655236]4 Investment Project Appraisal
According to the result of the above financial analysis, an investment project is suggested to improve the financial performance of TSL to maximize the profitability. With reference to the outlook of TSL, the executive director plans to further expand the store network in China by about 100 shops in two years (Stockdill, 2018), a five-year project is recommended for TSL, or expansion of 250 shops in China.
[bookmark: _Toc80655237]4.1 Project Costs Analysis
Table 7: Basic Information of the Investment Project
[image: ]
Source: Inside Retail,and Arcadis
An assumption of an average size of 185 square meter is made for the TSL jewellery shop for China expansion. The total decoration costs including the renovation costs, luxury jewellery displays, and miscellaneous costs required is approximately RMB 50 million to start the project. A straight-line depreciation method will be adopted. It is expected to generate the total sales of RMB 3.78 billion from operating self-operated stores and franchisees. 
Table 8: Yearly Growth of the five-year project
[image: ]
Source: Constructed by writer
The average growth rate 10% of the project is taken from the well performed years 2017 and 2018. Each year is expected to grow 10% more than the prior year. With the target guideline reference to the best performance of Luk Fook, TSL is expected to achieve 20% on EBITDA.
Table 9: Tax Computation
[image: ]
Source: Constructed by writer
The net result after tax with tax rate of 25%, the company is still expected to generate profits every year. The above table reflects that the profit will gradually increase while all other costs remain constant, and no additional costs will be invested during the first 5 years.
[bookmark: _Toc80655238]4.2 Cashflow and Rate of Return Analysis 
Table 10: Cashflow Analysis
[image: ]
The above table illustrate the cashflow position for the five-year project. The cashflow position consistently maintained in a positive position and gradually increased year by year.
Table 11: Payback Period
[image: ]
The amount of time it takes to recover the cost of this investment is about 2 years and 1 month. This also represent that the invested money on this project can be quickly recovered.

Table 12: Accounting Rate of Return (ARR) and Internal Rate of Return (IRR)
[image: ]
[image: ]
Source: Constructed by writer
Comparing to the initial cost of investment, TSL is expected to an average rate of 38.10% return of net income generated from this project whereas the internal rate of return is expected to be 44.95%, meaning the annual rate of growth of this investment is expected to generate.
Table 13: Net Present Value
[image: ]
Source: Constructed by writer
Due to the negative ROA generated for the latest two years performance, the rate of 2.2% on ROA for year 2018 was taken for the project assumption. The cashflow positions for the first and last year of this project plan was considered in the calculation of NPV resulting with 1.4 million dollars, representing the future value of this project is exceeding the anticipated costs. Therefore, this project is worth to proceed and will be profitable.
[bookmark: _Toc80655239]5.  Fund-Raising Management
It is hard to invest a new project when the current cashflow position is tight. Hence, many organizations will plan ahead before investment takes place. In many organizations, bank loan is the most common form of financing. TSL can enter a 5-year bank loan financing by paying interest to start the project and pay off the borrowings with agreed interests as per the interest rate for the coming 5 years. Assuming TSL is going to raise 3% of the assets to invest in the project, the total funding is amounted to RMB 25.8 million.
Table14: China Loan Prime Rate
[image: A computer screen capture

Description automatically generated with medium confidence]
Source: Trading Economics
Based on the latest China bank loan rate of 3.8%, the total interest incurred per annum is approximately RMB 199 thousand dollars.
Alternatively, TSL can stretch the creditors’ term from the exiting 33 days to 60 days. The advantage of stretching the debts will enable the company to retain the available funding for a longer period of time and utilize the funds in an effective way. Meanwhile, reducing the number of days in debtors’ terms by issuing timely invoices and convert cash more quickly. Consider the recent downturn of the economy due to COVID 19, the business operations in Hong Kong are severely impacted, and as thus closing more stores temporary to reduce the accommodation costs can be an effective way to maximize the profit.
[bookmark: _Toc80655240]6.  Audit Planning
Audit planning is essential to every new project implemented. The purpose of the audit planning is to monitor and evaluate the process of the project to ensure the project is on track and meet the expected result. An audit planning will be scheduled in each quarter of the first year after launching the new project. In the first quarter, the management team and the internal audit team should perform an internal audit on the operations turnover and the costs incurred from the project. Making sure the costs are manageable and be able to cover from the earned income. Cashflow position is an important element of the project and therefore close monitoring is required. Monthly monitor on the cashflow position is necessary to track the expenditures are spent wisely. In the second quarter, track the payment and collection trend for both debtors and creditors to ensure the payments are made on time and collections are received timely. In the third quarter, review the whole cash cycle and evaluate if improvement on maximizing the profit is required to keep the project ongoing. Lastly, assess the risk and opportunities based on the previous 9 months operations. Evaluate all aspects of the financial performance, keep tracking on the financial position and the profit and loss position is on track as per projection.
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Code Provisions A.2.1 The roles of chairman and chief executive should be separate and should not be performed by the same individual. The division of responsibilities between the chairman and chief executive should be clearly established and set out in writing.
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Company Name  Tse Sui Luen Luk Fook Chow Sang Sang

Stock Number 417 590 116

Listing Date 30-Jun-1987 6-May-1997 6-Apr-1973

Business Nature

Market Value (HKD) 217 million 10,282 million 1,390 million

PE Ratio (4.92) 10.09 2.55

Market Area

Hong Kong, Macau, 

Malaysia, Japan, and 

China

Hong Kong, Macau, 

Malayisa, Singapore, 

Australia, Overseas and 

China

Hong Kong, Macau, 

Taiwan, and China

Number of Stores 485 2,366 748

Jewellery design, retailing, wholesaling businesses
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Company Name Luk Fook Chow Sang Sang

(HKD in million) (Year) 2018 2019 2020

Net Current Assets 826,970 1,078,473 1,116,326 8,785,954 9,276,077

Total Assets 2,457,147 2,708,915 2,531,020 14,512,039 16,826,467

Retained Earnings 1,023,611 837,918 879,911 8,771,915 11,849,755

EBIT 149,802 3,320 49,411 1,226,588 1,008,784

Stock Value 1.889 1.364 0.870 17.513 8.210

Number of Stock  248,552 249,182 249,182 587,107 169,359

Total Liabilities 1,371,437 1,808,828 1,589,064 3,187,815 4,807,353

Sales 4,064,920 2,913,827 2,648,600 8,861,335 15,032,420

Tse Sui Luen

2020
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Company Name Luk Fook Chow Sang Sang

(HKD in million) (Year) 2018 2019 2020

A 0.34 0.40 0.44 0.61 0.55

B 0.42 0.31 0.35 0.60 0.70

C 0.06 0.00 0.02 0.08 0.06

D 0.34 0.19 0.14 3.23 0.29

E 1.65 1.08 1.05 0.61 0.89

Z Score 3.05 2.10 2.21 4.40 2.91

Tse Sui Luen

2020
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Company Name Luk Fook Chow Sang Sang

(HKD in million) (Year) 2018 2019 2020

Gross Profit Margin 40% 39% 36% 30% 28%

Net Profit Margin 1% -3% -2% 12% 4%

EBITDA Margin 5% 9% 10% 20% 13%

Return on Assets (ROA) 2% -3% -2% 7% 3%

Return on Equity (ROE) -5% 10% 5% 1% 5%

Tse Sui Luen

2020
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Company Name Luk Fook Chow Sang Sang

(HKD in million) (Year) 2018 2019 2020

Current Ratio 1.61 1.95 2.01 3.98 3.54

Quick Ratio 0.55 0.67 0.90 1.50 1.14

Cash Ratio 0.19 0.30 0.34 1.20 0.45

Tse Sui Luen

2020
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Company Name Luk Fook Chow Sang Sang

(HKD in million) (Year) 2018 2019 2020

Total Debt Ratio 0.56 0.67 0.63 0.22 0.29

Debt to Equity Ratio 1.26 2.01 1.69 0.03 0.40

Long Term Debt Ratio 0.00 0.63 0.46 0.00 0.00

Equity Multiplier 2.26 3.01 2.69 0.14 1.40

Tse Sui Luen

2020
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Project costs

Number of Shops 250Reference : 100 for 2 years, assumption is made for 5 years plan

Shop area (Square Meter) 185

Rental expenses (RMB) (50,000)                

Decoration (812,500)              

Total Initial Cost

(862,500)              

Total Sales 3,780,376            

Self-operated 38%

Franchise 62%

Final Growth Rate 5.0%

Sales

     Self-operated 1,436,543            

     Franchise 2,343,833            

Total Sales

3,780,376            

 "Approximate building costs index for retail malls in Shenzhen and Guangzhou RMB 10,000 / sqm)

"Estimated costs for display set" 

Remarks
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Growth 10%

Year 1 2 3 4 5

Sales 3,780,376           4,149,822                 4,555,374                 5,000,559                 5,489,250                

EBITDA 20.0% 756,075              829,964                    911,075                    1,000,112                 1,097,850                

Depreciation Straight Line Method 20%
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Year 1 2 3 4 5

Building 50 -                      -                            -                            -                            -                           

Decoration 5 162,500              162,500                    162,500                    162,500                    162,500                   

Total Depreciation 162,500              162,500                    162,500                    162,500                    162,500                   

EBIT 593,575              667,464                    748,575                    837,612                    935,350                   

Tax 25% 189,019              207,491                    227,769                    250,028                    274,463                   

Profit/(Loss) 404,556              459,973                    520,806                    587,584                    660,888                   
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Year 1 2 3 4 5

EBITDA 756,075              829,964                    911,075                    1,000,112                 1,097,850                

Expenditure 1 Cash period (521)                    (16,453)                     (33,942)                     (53,139)                     (74,213)                    

Expenditure 2 Decoration (162,500)             (162,500)                   (162,500)                   (162,500)                   (162,500)                  

Tax  (189,019)             (207,491)                   (227,769)                   (250,028)                   (274,463)                  

Cashflow 404,035              443,520                    486,864                    534,444                    586,674                   


image13.emf
Payback Period (PBP)

Year Cost Cum

0 (862,500)               (862,500)            

1 404,035                (458,465)            

2 443,520                (14,945)              

3 486,864                471,920             

4 534,444                1,006,364          

PBP 2 Years + 1 month
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Accounting Rate of Return (ARR)

Initial cost (862,500)              

Cashflow Depreciation Net Profit

404,035 162,500 241,535

443,520 162,500 281,020

486,864 162,500 324,364

534,444 162,500 371,944

586,674 162,500 424,174

ARR 38.10%
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Internal Rate of Return (IRR)

IRR 44.95%

Initial cost (862,500)              

YR 1 Cashflow 404,035               

YR 2 Cashflow 443,520               

YR 3 Cashflow 486,864               

YR 4 Cashflow 534,444               

YR 5 Cashflow 586,674               
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Net Present Value (NPV)

Rate 2.2%

Year 5

Future Value 586,674               

Present Value 404,035               

NPV 1,429,329            
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Company Name

Year 2016 2017 2018 2019 2020

Profit for the year (million)

23.40 49.51 54.17 -89.75 -44.00

Average adjusted close price adjusted for 

both dividends and splits

2.214 2.007 1.742 0.900 0.840

Price-to-earnings ratio (times)

15.89 10.99 8.67 -3.79 -4.92

Tse Sui Luen


