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Executive Summary 

The report asses on King Fook’s financial status and compare with the market. It also asses on the corporate governance and address on the key areas. In order to sustain the growth of King Fook, there is a 5-year new project to drive the success.

By analyzing the financial report of King Fook, calculated and interpreted the accounting ratio such as “Bankruptcy Index”, “profitability”, “liquidity and efficiency”, “solvency”, and “stock market prospects” to see King Fook performance. After the comparison of King Fook with Luk Fook and Chow Sang Sang, King Fook needs to improve on the financial performance especially on the cost control and utilize the current assets to make more profits.

By analyzing the corporate governance of King Fook, it should hire the External Auditor on Audit Committee, set up Remuneration Committee and Nomination Committee to improve the internal control.

King Fook’s business is now all in Hong Kong. The future plan of the group is entering Mainland China market and open 6 stores in China with an average of 700 square meters per store. This is a 5-years project. 
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1. [bookmark: _Toc113139391]Introduction
[bookmark: _Toc113139392]1.1 Company’s background 
King Fook Holdings Limited is a Hong Kong jewelry retailing and wholesaling company which established in 1949. Its businesses cover gold ornaments, jewelry, watch, fashion and gift retailing, bullion trading, securities brokerage and diamond wholesaling (King Fook Holdings Limited, 2022).

In March 1988, King Fook Holdings Limited was listed in The Stock Exchange of Hong Kong Limited (Stock code: 280). The IPO (initial public offering) is unavailable. The earliest data can find is in 2000. The total number of 435,071,650 ordinary shares in issue during 2000 and the final dividend $2,175,538 (2000: HKD$0.5 cent per share) (King Fook Holdings Limited, 2000).

In 2021, the company issued 913,452,092 (2020: 913,650,465) and The Board committed to payout dividend of HK1.0 cents per ordinary share which equal to total HKD$9,100,000 in each of the Year (King Fook Holdings Limited, 2021). 

As at 20 Aug 2022, King Fook’s stock price at HKD$ 0.380 with issued 911,408,465 shares and the market capital at HKD$ 346,330,000. The stock value at year 2017 was 0.495. There is a negative growth 23% of stock value when compared to 5 years ago (Yahoo Hong Kong financial network, 2022).

[bookmark: _Toc113139393]1.2 Operating Business Overview

King Fook’s business model is a Business to Customer (B2C). B2C company produce services or products, they will sell their products to consumers through their own channels (Wirtz and Lihotzky, 2003). 

At First, King Fook only focused on gold refining and bullion trading. Later, the business expanded to retail business, selling jewelry, watches and gold jewelry. Now, King Fook is operating 9 stores and can be divided to two lines. The first one is a Traditional Hong Kong Jewelry shop – 景福珠寶to target more conventional customers and the 2 shops are located in Central. The other line is a New Trendy Western Style Jewelry shop – MASTERPIECE BY KING FOOK to target trendy customers and the 7 shops are mainly located in shopping mall such as TST Harbour City, Admiralty Pacific Place, Shatin New Town Plaza (King Fook Holdings Limited, 2021).

Apart of the physical store, King Fook adapted the pandemic and developed an E-commerce platform in April 2020 to offer a convenient shopping experience to customers (King Fook Holdings Limited, 2021).

In Figure 1.2.1, the sales performance of King Fook is increasing rapidly. The growth rate of 2017 to 2021 is 60% (King Fook Holdings Limited, 2021).

Figure 1.2.1: Sales performance of King Fook from 2017 to 2021.
[image: ]
Source: Constructed by author

The main business of the group is bullion trading, gold ornament, jewelry, watch and gift retailing and diamond wholesaling. The main driver is gold ornament, jewelry, watch and gift retailing with the growth 0.8%. 

Figure 1.2.2: 2020 & 2021 Revenue Distribution of King Fook
[image: ]
Source: Constructed by author

1.2 Today’s Business Environment

Due to pandemic of COVID19, Hong Kong Government still tight in the immigration control which lead to the number of visitors from 1 January 2022 to 30 April 2022 dropped by 27.3% as compared to the corresponding period in 2021 (Hong Kong Tourism Board, 2022).

Also, Social Distancing policy led to postponed wedding or even cancellation. It affected the gold and jewelry business.

In the business of Hong Kong Jewelry, the leading company is Chow Tai Fook and the market capitalization is HKD$163.60 billion. The second one is Luk Fook Holdings Limited and the market capitalization is HKD$11.86 billion. The third one is Chow Sang Sang and the market capitalization is HKD$6 billion (Yahoo Hong Kong financial network, 2022).

[bookmark: _Toc113139394]1.3 Shareholdings and Organization structure

The shareholdings of King Fook are mainly distributed to Yeung Chi Shing Estates Limited (60.84%) (AASTOCKS, 2022). 

King Fook only disclosed its Board of Directors and Senior Management. There are 3 Executive directors, 1 non-executive directors and 4 Independent non-executive directors. For Senior management, there are 1 Chief Executive Officer, 1 General Manager, 1 Chief Financial Officer. Other than that, the group did not disclose its organization structure nor business unit (King Fook Holdings Limited, 2021).

1.4 Research comparison company information

The comparison companies are Luk Fook Holdings Limited (00590) and Chow Sang Sang (00116). Including King Fook Holdings Limited (00280), all three companies are in the same business nature – Jewelry retail. Among these three companies, Luk Fook has the largest scale of business and the highest market value at HKD$ 11.86 billion. Therefore, the following financial analysis will base on these three companies. 

Table 1.4.1: Comparison company 
[image: ]
Source: Constructed by author 

2 [bookmark: _Toc113139395]King Fook’s financial analysis
By looking at the statement of the Consolidated Statement of Profit or Loss and Other Comprehensive Income and The Consolidated Statement of Financial Position in King Fook and compared with Luk Fook and Chow Sang Sang, we will have a assessment of the feasibility, stability and profitability of the business (Kaufmann, Gadmer and Klett, 2001).

[bookmark: _Toc113139396]2.1 Bankruptcy index Z-Score analysis 
Z-Score analysis is a credit risk models to predict the possibility of enterprise bankruptcy by analyzing and simulating the main financial indicators of the enterprise, thereby predicting the credit risk of the enterprise (Altman, 2013).

Table 2.1.1: Financial background analysis on King Fook, Luk Fook and Chow Sang Sang [image: ]
Note 1：Mar 31 closing value by dividend and stock split adjustment
Source: Constructed by the author.

This table shows that in terms of the stock value and sales scale, King Fook is the smallest size company among Luk Fook and Chow Sang Sang. Although the size of King Fook is smaller than the other two companies, the growth rate of Retained earnings is 13% and EBIT is 230%. The Stock value growth 21% and the sales growth 4%. More importantly, the total liabilities drop 12%.

Table 2.1.2: Z-Score analysis on King Fook, Luk Fook and Chow Sang Sang
[image: ]
Source: Constructed by the author

Three companies’ bankruptcy index analysis: 3 years Z-Score (average 3.96) of King Fook is in a safe-area and indicate a low probability of bankruptcy. When Z-Score is close to 0, the company is likely facing bankruptcy. When Z-Score is close to 3, the company is having a solid financial status (Altman, 2013). Compared to Luk Fok and Chow Sang Sang, King Fok is in the medium level.

[bookmark: _Toc113139397]2.2 Financial structure
By looking at the financial structure, it can help us to understand the proportional relationship between debt and equity in the company’s capital after King Fook has financed through stocks (Stiglitz, 1988).

Table 2.2.1: Financial structure analysis on King Fook, Luk Fook and Chow Sang Sang
[image: ]
Source: Constructed by the author

Fixed Asset to Long term Liability Ratio refers to how well the company’s ability to paying debt with company’s tangible assets (Holz, 2002). In table 2.2.1, King Fook has the lowest Fixed Asset to Long term Liability Ratio on average 0.09 when compared to other two companies. Therefore, King Fook is lagging behind the market in terms of the ability to cover the long-term liabilities.

Current Liabilities to Net Asset Ratio refers to how much company’s net assets are contributed by the current liabilities (Welch, 2011). In table 2.2.1, King Fook has the lowest Current Liabilities to Net Asset Ratio on average 0.14 when compared to other two companies. It means that King Fook can consider having a bank loan to increase on investment.

Current Liabilities to Stock Ratio refers to how much company’s inventories are contributed by the current liabilities (Husna, Satria, 2019). When compared to other two companies, King Fook has the lowest Current Liabilities to Stock Ratio means King Fook has less proportion on current liabilities by inventories. 

After analyzing the financial structure of the above three companies, King Fook is below the market average and need to catch up the market. 

[bookmark: _Toc113139398]2.3 Paying debt ability
Analyzing the paying debt ability can help the company understand its ability to repay its long-term and short-term debts with its assets. The ability of paying cash or repay debts is a key to prolong the survival and healthy development of the company (Lin, Liu and Liang, 2010).

Table 2.3.1: Paying debt ability analysis on King Fook, Luk Fook and Chow Sang Sang
[image: ]
Source: Constructed by the author
Current Ratio can show the liquidity on the company and a high ratio indicate having a stronger liquidity of corporate assets and the stronger short-term solvency; otherwise if the ratio is the weaker. It is generally believed that the current ratio should be above 2:1, and the quick ratio should be above 1:1. If the current ratio is too high which means the company have not leverage the cash effectively to create profits (Nuryani and Sunarsi, 2020). 

In table 2.3.1, King Fook’s Current Ratio and Quick Ratio are on average 847% and 287% as it is both 2-fold of the other two companies. In King Fook case, they need to improve the use of existing assets and leverage it to gain business.

King Fook Stock Credit Index is on average -0.35 which indicated King Fook has high inventory level and relatively low total current liabilities. 
Cash ratio refers to King Fook's cash assets to current liabilities (Marietta and Sampurno, 2013). This indicator reflects the immediate liquidity of King Fook. Cash Ratio 221% can show the ability of King Fook to repay the debts immediately when compared to Luk Fook (88%) and Chow Sang Sang (29%).

Total Debt Ratio indicate the long-term solvency of a company (Al-Shubiri, 2012). In table 2.3.1, King Fook’s Total Debt Ratio is on average 17% and it is below the market average (Luk Fook 25%, Chow Sang Sang 29%). It means that King Fook relatively has more assets than the liabilities. 

Total Debt/ Fixed Asset Ratio of King Fook is on average 6.13 way higher than the market (Luk Fook 1.64, Chow Sang Sang 2.04) which means that King Fook has less fixed asst than its debt. And it is not a good sign for the company.

Time Interest cover ratio refers to the multiple of EBIT to interest expense. The interest coverage ratio is considered to be an indicator for analyzing the long-term solvency of a company (Farah and Amin, 2021). In table 2.3.1, Luk Fook and Chow Sang Sang have 38.85 and 13.01 Time Interest cover ratio. It means that Luk Fook and Chow Sang Sang have a strong ability to pay interest expenses through operating profits. King Fook’s Time Interest cover ratio is on average 2.98 and need to improve the EBIT. 

[bookmark: _Toc113139399]2.4 Operational ability
Operational capability refers to the ability of a company to use various assets to earn profits. The faster the turnover of enterprise assets, the higher the liquidity, the stronger the solvency of the enterprise, and the faster the assets obtain profits (Bawa and Basu, 2020).

In figure 2.4.1, King Fook generated sales 640 million dollars with the growth 4%. Luk Fook’s business is dropping 21% and generated sales 8,861 million dollars. Chow Sang Sang is the performing the best and generated sales 21,987 million dollars with 47%. 

Figure 2.4.1: Sales performance of King Fook, Luk Fook and Chow Sang Sang from 2019 to 2021.
[image: ]
Source: Constructed by the author.

[bookmark: _Toc113139400]2.5 Operating expenses
Operating expenses refer to the ongoing and expendable expenses of running a business. Operating expenses may include employee salaries, equipment rentals and venue rentals (Enache and Srivastava, 2018).

Table 2.5.1: Operating expenses on King Fook, Luk Fook and Chow Sang Sang
[image: ]
Source: Constructed by the author

In table 2.5.1, King Fook 3 out of 4 expenses are higher than the market average. These three expenses are Employee costs (King Fook 9.41% vs Luk Fook 6.43% and Chow Sang Sang 8.36%), Depreciation and amortization (King Fook 6.14% vs Luk Fook 2.28% and Chow Sang Sang 5.61%), Administrative expenses (King Fook 6.57% vs Luk Fook 1.47% and Chow Sang Sang 4.44%). Only Rental expenses is performing better than the other two companies (King Fook 0.65% vs Luk Fook 2.70% and Chow Sang Sang 3.30%).

Table 2.5.2: Operating expenses on King Fook, Luk Fook and Chow Sang Sang
[image: ]
Source: Constructed by the author
Total asset turnover is an indicator to measure the speed of capital turnover (Sunjoko and Arilyn, 2016). In table 2.5.2, King Fook has the lowest Total asset turnover 77.8% when compared to Luk Fook 83.9% and Chow Sang Sang 106.7%. King Fook needs to improve the use as little capital as possible to obtain as much sales revenue as possible, indicating that the capital turnover is fast and the capital utilization effect is good.

King Fook has the lowest Average Collection Period 3 days as better than Luk Fook (9 days) and Chow Sang Sang (17 days) which means the business has higher liquidity.

Days' Sales in Inventory refers to the average number of days it takes for a company to sell its goods (Gołaś, 2020). King Fook need 386 days to sell its goods and it is not performing good as Luk Fook 355 days and Chow Sang Sang 266 days.

Payment period is a measurement of how long to pay off supplier by the company. Longer accounts payable turnover days can benefit company to occupy more supplier's loan. It will reduce the chance to create interest by borrowing from the bank to support the company (Jamal, Sarker and Wang, 2000). In table 2.5.2, King Fook only has 10 days payment period and Chow Sang Sang has 41 days which means a company with a higher ratio is usually a company with a strong market position.

2.6 Profitability

Profitability refers to the ability of a company to make profits (Hofstrand, 2009).

Table 2.5.1: Net profit analysis on King Fook, Luk Fook and Chow Sang Sang
[image: ]
Source: Constructed by the author

Although the business scale of King Fook is smaller than Luk Fook and Chow Sang Sang, the net profit growth rate 423% is better than Luk Fook -12% and Chow Sang Sang 1%. For Net Profit Margin of King Fook is gradually growing up from 2019 to 2021 on average 1.84%. it is still having a room for improvement when compared to Luk Fook 9.57% and Chow Sang Sang 3.39%.

Table 2.6.1: Net profit analysis on King Fook, Luk Fook and Chow Sang Sang
[image: ]
Source: Constructed by the author

Leverage ratio refers to the ratio of total assets to equity capital on the balance sheet (Chen and Zhao, 2006). In table 2.6.1, three company has similar Leverage ratio but Chow Sang Sang is still the best at 1.45, Luk Fook 1.33, King Fook the last at 1.21.

By using The Du Pont Identity to understand ROE. ROE depends on operating efficiency (measured by profit margin), asset management efficiency (measured by asset turnover) and financial leverage (measured by equity multiplier) (

[bookmark: _Toc113139401]2.7 Growth ability

Growth ability is to improve the internal quality of the enterprise, optimize the external value network, and win the market competitive advantage with an effective business model, and then realizing the growth of company performance (Bei and Wijewardana, 2012).

Table 2.7.1: Growth ability analysis on King Fook, Luk Fook and Chow Sang Sang
[image: ]
Source: Constructed by the author

Retained earning ratio of King Fook is dropping from 2019 ($306,000) to 2021($8,000). It is similar to Luk Fook $8,000 but lower than Chow Sang Sang 19,000.

In table 2.7.1, Self-sustainable Growth Ratio of King Fook is also below market average 39% when compared with Luk Fook 76% and Chow Sang Sang 99%.

[bookmark: _Toc113139402]2.8 Stock Market Prospects Analysis 
By analyzing the Earning per share, Price-earning Ratio and Dividend yield to have a prediction on stock market.

Table 2.8.1: Stock Market Prospects Analysis on King Fook, Luk Fook and Chow Sang Sang
[image: ]
Source: Constructed by the author

Earnings per share refers to the ratio of the company's net profit to the outstanding ordinary shares, reflecting the profitability of ordinary shares (Khan, 2014). Although King Fook is improving from 2019 at 0.001 to 2021 0.031, on average is still lower than Luk Fook 1.926 and Chow Sang Sang 0.018.

Price-earnings ratio is to assess whether the stock price level is reasonable. Calculated the ratio by dividing the stock price by the annual earnings per share (Khan, 2009). King Fook has the highest Price-earnings ratio on average 175 times versus Luk Fook 11.1 times and Chow Sang Sang 11.09.

Dividend yield is the ratio between the dividend and the stock price (Kothari and Shanken, 1997). In table 2.8.1, King Fook is performing the worst on average 21% when compared to Luk Fook 70% and Chow Sang Sang 48%.

3 [bookmark: _Toc113139403]King Fook’s Corporate Governance
Corporate governance is the system by which companies are directed and controlled by the board of directors and senior management. The board of directors have a duty to act in the interests of shareholders (Monks and Minow, 2011).

[bookmark: _Toc113139404]3.1 Corporate Governance System

King Fook has four layers on corporate governance system. The group invites an external consultant to review the risk management framework, risk of governance structure, risk management policy, facilities, coordinate and support the risk management process.

The first layer is The Board is accountable for the group’s business objectives and the risks. Then is the Audit Committee which responsible for oversighting the company risk management and internal control systems. The third layer is Risk Management Committee response for financial and operational executives. 

The First line of defense is company’s business unit and departments for identifying, assessing, managing and monitoring risks associated with each business operation. 

The Second line of defense is The Risk Management Committee and the external consultant. Assessing relevant risks and carrying out necessary control activities by The Risk Management Committee. Facilitating, coordinate and support the risk management process by the external consultant.

The Third line of defense is the Internal Audit Department for internal audit work to make sure the first and second lines of defense are valid (King Fook Holdings Limited, 2021).

Figure 3.1.1: Director’s list of King Fook
[image: ]
Source: King Fook 2021

[bookmark: _Toc113139405]3.2 Deviate of the Listing Rules 
	
The group are following all the code provisions in the Corporate Governance under Listing Rules of The Stock Exchange of Hong Kong Limited except 4 code provisions (A.4.1, A.5.1 to A.5.4, D.1.4, E.1.5).

A.4.1, no specific term for the non-executive directors but each of them is subject to retirement by rotation at annual general meeting of the Company at least once every 3 years in accordance. The retiring directors are eligible for re-election.

A.5.1 to A.5.4, the Company has not established a nomination committee.
D.1.4, no formal letters of appointment for directors of its key terms and conditions

E.1.5, no dividend policy or any pre-determined dividend distribution ratio.

[bookmark: _Toc113139406]3.3 Transparency and board diversity within a traditional family business

King Fook is a family business. The Major shareholder of King Fook is Yeung Chi Shing Estates Limited (60.84%) (AASTOCKS, 2022). 

For the board member, all directors are no family relationship to Yeung family. The group has a transparent and varied board member followed board diversity policy (King Fook Holdings Limited, 2021).

Table 3.3.1: Director’s list of King Fook
[image: ]
Source: King Fook 2021

There are 3 of the 8 directors have the shares of the company and followed section 352 of the SFO or as otherwise notified to the Company
and the Stock Exchange pursuant to the Model Code for Securities Transactions by Directors of Listed Issuers (the “Model Code”) as set out in Appendix 10 to the Listing Rules were as follows: 

Table 3.3.2: Directors’ interests of King Fook
[image: ]
Source: King Fook 2021

Received a letter of confirmation by all independent non-executive directors in accordance with rule 3.13 of the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the “Listing Rules”) and considers that all the independent non-executive directors are independent. 

As Non Yeung’s family member, Board of dicrectors led the company to a up raising trend. Base on Return on Assets (ROA), King Fook is in the middle of three companies (3.48%). ROA means how much profits that company leveraged on its assets (Burton, Lauridsen, and Obel, 2002).

Base on Return on Equity (ROE), King Fook is catching up to the other two companies (4.33%). ROE means how much net income generated from shareholders’ equity (Heikal, Khaddafi, and Ummah, 2014).

Table 3.3.3:  ROA and ROE on King Fook, Luk Fook and Chow Sang Sang
[image: ]
Source: Constructed by the author

[bookmark: _Toc113139407]3.4 Compliance with Corporate Governance Code
From 1988, there is no news about non-compliance issue on King Fook’s corporate governance (HKEX, 2022). 

[bookmark: _Toc113139408]3.5 Suggestions for improvement
The group can benchmark the peers especially Luk Fook, hire the External Auditor on Audit Committee, set up Remuneration Committee and Nomination Committee (Luk Fook Holdings Limited, 2021). It can improve the internal control.

Create a formal letter of appointment for directors of its key terms and conditions. It can improve the transparency of company.

4 [bookmark: _Toc113139409]Investment project 
King Fook’s business is now all in Hong Kong. The future plan of the group is entering Mainland China market and open 6 stores in China with an average of 700 square meters per store. This is a 5 years project. 

[bookmark: _Toc113139410]4.1 Project information
Table 4.1.1: Project Information
[image: ][image: ]
Source: Constructed by the author

[bookmark: _Toc113139411]4.2 The first-year calculation of sales
Table 4.2.1: Project Sales
[image: ]
Source: Constructed by the author

[bookmark: _Toc113139412]4.3 Computing Tax Cost and Profits
Table 4.3.1: Tax cost and profits
[image: ]
Source: Constructed by the author

[bookmark: _Toc113139413]4.4 Computing Cashflow
Table 4.4.1: Cashflow
[image: ]
Source: Constructed by the author

[bookmark: _Toc113139414]4.5 Computing ARR and NPV
Table 4.5.1: ARR
[image: ]
Source: Constructed by the author

Table 4.5.2: NPV
[image: ]
Source: Constructed by the author

[bookmark: _Toc113139415]4.6 PAYBACK PERIOD and IRR
Table 4.6.1: PAYBACK PERIOD
[image: ]
Source: Constructed by the author
Table 4.6.2: IRR
[image: ]
Source: Constructed by the author

[bookmark: _Toc113139416]4.7 Investment appraisal
By looking at the data analysis, the payback period of opening 6 new stores in China is 4 years and 4 months. Payback period is to calculate how long it take for company to recover the initial cost. The advantage of using payback period is easy to understand, but the disadvantage is ignored time value (Weingartner, 1969).

For the Cash Period 100 days which is referencing from Chow Sang Sang. King Fook needs to improve on Cash Period by Reducing Inventory Days, Improving Account Receivables and Improving Payment Period. Reducing Inventory Days by forecasting the true demand instead of the sales. Improving Account Receivables by offering an Early Payment Discount. Improving Payment Period by keeping the suppliers on good terms. As the business size of King Fook is getting bigger, the cash period will be much longer.

Therefore, the new project can have a positive return for King Fook and explore in China market.

[bookmark: _Toc113139417]4.8 New project appraisal methods for analysis
Accounting rate of return (ARR) refers to the average annual net rate of return on the original investment of the project (Penman, 1991). The project ARR is 22% which is good. But the limitation of using ARR is the profits can be manipulated by creative accounting.

The Net Present Value (NPV) of the new project is $9,530,000 which is a positive value and it means the project is worth to implement. Net present value is the difference between the discounted value of future cash flows from an investment and the cost of the project's investment (Gallo, 2014). The advantage of using NPV is it discount the cash flow properly. 

Internal Rate of Return (IRR) refers to the discount rate that make the net present value to zero (Hartman and Schafrick, 2004). The IRR of the new project is 5.8% is good because it is higher than the Return on Assets (ROA) 3.48%.

[bookmark: _Toc113139418]4.9 Suggestion for cashflow of new project
By looking at the King Fook’s consolidated statement of cash flows, King Fook always maintains a healthy cash flow. The cash and cash equivalents at the end of 2021 is $209,270,000 with the growth 8% (King Fook Holdings Limited, 2021). The zero-year cashflow of new project required $139,000,000 which is 66% of the 2021 years’ cash flow. Therefore, King Fook can still keep a good liquidity. 
5 [bookmark: _Toc113139419]Financing and capital management
The initial investment of King Fook’s new project required $138,562,934 which is equal to 17% of total assets $821,409,000 (King Fook Holdings Limited, 2021). Then we will analyze King Fook’s capital and suggest the best financing program.

[bookmark: _Toc113139420]5.1 Financing methods for analyzing
Table 5.1.1: Financing methods
[image: ]
Source: Constructed by the author

I. Use of Retained Profit or Cash
The retained profit of King Fook is 231,485,000 at 2021. The initial cost of the new project is $138,562,934 which is 60% of the retained profit.
Cash ratio of King Fook is 188% at 2021 and the market average are Luk Fook 88% and Chow Sang Sang 29%. It means that King Fook needs to leverage the cash to create profits for the company. 

II. Bank loan
There is no existing bank loan of King Fook in 2021 (King Fook Holdings Limited, 2021). So, we take reference of Chow Sang Snag’s interest rate 1.3%-2.5% in 2021. If King Fook borrow bank loan and the interest rate is 2.5%, the additional interest cost will be $3,464,073. In table 5.1.1, the Net Interest expenses/turnover will become 0.71% ($7,856,000/ ($640,630,000+$460,237,949) which is acceptable.

III. Issue shares
King Fook issued 912,208,465 number of stock and the stock value is 0.32 in 2021. If the initial cost is $138,562,934, then King Fook needs to issue 44,340,139 number of stocks to recruit the funding.

IV. Crowdfunding
Crowdfunding is a public financing which is a "pre-consumption" model to raise project funds from the public. But the disadvantage is we can’t ensure the source of money which is legit or not (Mollick, 2014).

[bookmark: _Toc113139421]5.2 Financing methods proposed
After analyzing the financing methods, King Fook should use Bank Loan (Bank of China) for the initial cost $138,562,934 with the interest rate 2.5%, 5-year amortization. The projected financial data are as follow.

Table 5.2.1: Projected financial data
[image: ]
Source: Constructed by the author

King Fook has a positive cash flow and retained earnings to support the bank loan for the 5-year project. In table 5.2.1, Fixed Asset to Long Term Liabilities Ratio has a sightly change from 0.11 to 0.08 and compared to industrial 3-year average 0.20 the assessment is positive. 

Forecasting Debt / Equity Ratio is 0.45 in 2022 which is also healthy when compared with industrial 3-year average 0.31.

The assessment of Interest expense to Sales in 2022 is still healthy which is because it drops from 0.0101 to 0.0090.

6 [bookmark: _Toc113139422]Recommendations and Audit Plan 
After the launch of new 5-year project of opening 6 stores in China, King Fook should have a regular review and audit plan to assess the project.

Table 6.1: First 12 months Gantt Chart for the 5-year project
[image: ]
Source: Constructed by the author

There are 4 parts for the 5-year project

1. Investment project
For the investment project, King Fook needs to find the suitable location for 6 stores and then put on the decoration during October to January. At the meantime, finance team should communicate with the Bank of China to facilitate a bank loan to make sure the project has enough budget. The official launch should be in February. After the official launch, implanting the marketing program for 6 new stores in China.

2. Audit performance
It is important to have a audit on the performance to make sure the new project carry out successfully. There is a analyze for the staff performance during February to April 2023. Improving supply chain and inventories control during April to June. Having a post-launch marketing during June to August.

3. Lower dividend payouts
Making sure the shareholders to have a dividend payout during August.

4. Continuity plan and crisis management plan
King Fook needs to have a continuity plan and crisis management plan
throughout the whole project. To make sure everything is on the right track and always have a back up plan.

7 [bookmark: _Toc113139423]Conclusion 
King Fook has a below market average financial report and need to improve the cost control and utilize the current assets to make more profits. 

For corporate governance, King Fook should hire the External Auditor on Audit Committee, set up Remuneration Committee and Nomination Committee to improve the internal control.

In order to have a further growth, King Fook’s 5-year new project of opening 6 stores in China can generate average profit $30,460,000 per year. It can help King Fook to catch up the competitors.
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Rental price HKDS per shop 379316 RMB 15.2 x exchange rate1.15 x shop area 700 x 31 days
Chow Sang Sang was spent HKS292 million on new openings and
Decoration cost HKD$ 2,009,174 refitting of stores on 872 stores in 2021.HKDS 334,862 per shop
(292million/872) x 6 stores (Chow Sang Sane. 2021)
Total rental cost HKDS 136,553,760 Retal price per shop x 6 shops x 12 months x 5 years
Total cost HKDS 138,562,934 Decoration cost + Total rental cost
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Remaining information

Remarks
Sales growth rate 7.41% King Fok 2019-2021 average
Ultimate growth rate 3.3% (News.gov.hk, 2022)
EDITDA Margin 12.8% (King Fok, 2021)
Operating period (days) 334] (King Fok, 2021)
Cash period (days) 100) Chow Sa “hina cash period
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Project Costs.

Take mainland sales $14,315 million
(Chow S Sang, 2021) to total sales $19,921 million, at around 72%.
The estimated sales of Luk Fook mainland sales is $640 million x
72% = $460 million (Luk Fook, 2021).

Total sales HKDS 460,327,949
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Item (Unit 1 million HKDS) 1Yr 2Yr 3Yr 4 Yr S5Yr

|Sales=Last Year Sales x (1+Growth rate) 460.3] 4944 5311 5704 612.7]
[EBIDA (12.8%) 589 63.3) 68.0) 73.0] 784
Depreciation = (Retal costs/5+Decoration/5) straight line 21.7| 21.7| 21.7| 21.7| 21.7|
[EBIT 31.2| 35.6| 40.3] 45.3) 50.7]
|Tax cost ( China standard tax rate 25%) 78] 89) 10.1 11.3] 12.7]
|Profit 23.4] 267 30.2] 340 380)





image24.png
Item (Unit 1 million HKDS) Initial cost 1vr 2Yr 3Yr 4Yr 5Yr
EBITDA 589 633 630 730 784
Expenditure 1 #1 214 230 247 266 83
Expenditure 2% 04 04 04 04 04
Tax cxpense ER 89 -10.1 -113 -127
Cashflow -1386 23 310 34 34.7] 364
Notel) Total sales™Selling and distribution costs*cash peria/363=460*17%*(100/363)=(21.4m)

Note2)

Decoration cost/Syr

-0.4m
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ARR HKDS million

|Total income for 5 years 152.30)
Average Profit (A) 3046
Initial cost (B) 138.56)
ARR (A/B) 22.0%
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Year Cashflow Present Value Profit
Initial cost -138.6) -138.6)
293 283 234
31.0] 29| 26.7|
328 29.6| 302
34.7] 303 34.0)
15 years 36.8] 31.0] 38.0]
NPV = all cashflow PV for 30 years - Initial cost: 9.53]
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Payback period HKDS million

1-4 year Profits (A) 1211]
Initial cost (B) 1386
Payback period = 139 months

[4 vears & 4 months
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IRR = 5.8%
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[HkD$ 000 King Fook Luk Fook [Chow Sang
2019 2020 2021 [19-21 Average 1021 Average

Cash and equivalents 161.958] 194,292 209.270| 188,507 2,782,000] 1,118,000
| Total debt 54,335 183,305 160.770 132.803| 3,367,000 224,000.000|
|Cash ratio 298% 176% 188% 21% 88% 29%
Retained profit 203.075 205,376 231,485 213.312] 8,185,130] 11,632,181
INet debt ratio (1) -17% -2% -1% 9% 6% -8%
INet Interest Expense (2) =371 1547 4392] 1,856 -4,000] 2,700]
[Net Interest expenses/turnover -0.07% 0.25% 0.69% 0.29% -0.07% 0.15%

Note (1) Net debt ratio = (Total debt - cash & cash equivalents) / Equity

Note (2) Net interest expense

terest pavment

arest income





image30.png
|Financial items 2021 2022 Industiral 3 Year Average | Assessment
|Fixed Asset to Long Term Liabilities Ratio 0.11 0.08) 0.20]  Positive
|Debt / Equity Ratio 0.24 0.45) 031 Healthy
[Interest expense to Sales 0.0101 0.0090] 0.0039]  Healthy
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Mar Apr May  Jun Jul

_ Oct Nov Dec Jan Feb Aug Sept
1. Investment project
1.1 Find the locations and
China
1.2 Get Bank Loan Launch
1.3 Official launch . Launch
1.4 Marketing for 6 new
2. Audit performance
2.1 Analyze the staff
performance Launch
2.2 Improve supply chain and
2.3 Post-launch marketing
Launch
3. Lower dividend payouts
Launch

4. Maintain business
management plan
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Consolidated Statement of Financial Position

¢ 3130 Marh 2019

A at asar
31 March 3019 31 March 2018
Note ks 000 k000
ASSETS AND LIABILITIES
Non-current assets
Propeny. plan and cquipment 1 3167 3094
Invesment properies 15 529 So2
Availabe-forsale imvestments 1 = 05
Invesiments a G vale through other comprehensiv income. i7 28% =
Gther et 18 356
S T
Current assers
Tnventores 1 T 508,408
Dobiors, deposis and pre £ 1o L1
Invesments o (i vale rough profi or loss 3
Cash and cash equivalems 2
Tota assets

Curtent lsbilites

Creditors, deposi received and orher payables El 31788 w62
Gold loan 2 2404 19805
Bank loans B = 68000

6437

Net current assets o081

Total assets less current lisbliies

Non-current liability
Provision for long service payments % 5 3

631207

CAPITAL AND RESERVES

Share captal 27 393354 393354
Other reseves 2 37218 35501
Retained profis 2 203073 202336

ity atributable to owners of the Company o360 31,194

Nén-controlling interests 103

Tousl equity

31297

The consoldated financial sttements on pages 31 1o 97 were spproved and authoried for isue by the Board of
Dircctors on 25 June 2019 and were signed by
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Consolidated Statement of Profit or Loss and Other Comprehensive Income

For the year ended 31 March 2019

2000 2018

Note HKS 000 HKS000
Revenne 5 351,885 517602
Cost of saes @o1944) Go5.120)
Gross profit 19001 223516
ther operatin income 5848 4510
Distrbution and sellng costs anzess) 10233
Adminisrative expenses 40074 35342)
Other operatin expenses. G96) e
Operating profivioss) 2653 9165
Finance costs i aos0) G579
Profivloss) before taxation 7 o6t @71

Taxston i

Profivloss) for the year @7

Other comprehensive income.
Htem that may be reclassfied subsequently to profit or loss:
Exchange diferences on translation of foeign operations @ o87

Item that will not be reclassified to profit or loss:

Other comprehensive income for the year

Total comprehensive income for the year 26 a1754)
Profivloss) for the year auributable to:
= Owners of the Company
— Non-contrllng intrests

@)
@

oot @2741)

Total comprehensive income for the year atributable.
" Owners of the Company
— Non-contrllng intrests

aL7s0
@

a1754)

HK cents HK cems
Earmings(loss) per share 0

" Basic and dilued o)
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Consolidated Statement of Financial Position

¢ 3130 Marh 2020

Asa Asa
31 March 2020 31 March 2019
Notes TKs000 HKS 000

ASSETS AND LIABILITIES
Non-current assets

Propeny, plant and equipment 1 3167
Right-ol-ue sssets 5 =
Investment properties I 529
Investments a fai value theough other comprehensive income 17 285
Other asset 18 350
Deposts £ =
o
Curtent assets
Inventories 1 a6 477738
Dobiors, deposis and prepayments 20 2403 o7
Investments a fair value theough profit or loss 2 263 316
Time deposit 2 1514 —
Cash and cash eqivalents 5 194292 16195

Toual assets

Curtent lsbilites

Trade payables, deposis reeived and ocher payables 2 w17 31788

Gold loan 25 31286 204

Lese lsblises i} 0307 =
10610

Net current assets 386323

Total assets less current lisbliies 708,189 o336

Non-current lisbiliies
Provision for long service payments % & 5
Lease lsblses i a8 -
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Consolidated Statement of Profit or Loss and Other Comprehensive Income
o ey ended 31 Mach 2020

200 2019

Notes HKS000 HKS000
Revenne 5 615,748 551,885
Cost of saes sviss) (0194
Gross profit 164,560 10941
Other operating income 5208 588
Distrbution and sellng costs a13os0) (12,669
Adminisrative expenses 67.08) 40074)
Other operating expenses azun 99)
Operating profit 064 2653
Finance cos i 4325) Gos)
Profit before taxation. 7 5799 o6

Taxstion 8 = =

Profit for the year

Other comprehensive income.
Item that may be reclassfied subsequently to profit or loss:
Exchange diferences on translaton of foeign operations ) ©m

Item hat will not be reclassfied to profi or loss:

(Change in fsir value of investments a fi value through other
‘comprehensive income. m 29

Other comprehensive income for the year G

Total comprehensive income for the year 5202 26

Profivloss) for the year auributable to:

= Owners of the Company 560 767
— Non-contrllng intrests 107 a0y
5799 664

Total comprehensive income for the year atributsble to:

" Owners of the Company a3 329
— Non-contrllng intrests 107 03
5202 26
HK cents HK cemts

Earnings per share 0

" Basic and dilued





image39.png
—— Consolidated Statement of Financial Position ——

¢ 3030 Marh 2020

Asa asa
30 March 2021 31 March 2020
Notes ks 000 HKS000
ASSETS AND LIABILITIES
Nom-current assets
Propeny, plan and equipment 1 2363 1,999
Right-ol-ue sssets 15 wan e
Investment properties 16 959 o3t
Investments a fai value theough other comprehersive income 17 120 3007
Other ssser. 18 356 356
Deposits 1 13267 4309

121806

Curtent assets

Inventories 20 a7 71401
Debiors, deposis and prepayments 1 16288 2403
Investments a fair value theough profit or loss 2 139 263
Time deposits e 88127 1514
Cash and cash eqivalents e 209210 194292

Total assets

Curtent lsbilites

Trade payables, deposis received and ocher payables B 33310 w817
Gold loan 2 R4 31286
Lease lsblses 5 3298 50507

3 10610

Total assets less current lisbliies

Non-current lisbilities
Provision for long service payments % 38 o
Lease lsblses 5 410 nes

Net assets 660639 635,494
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——  Consolidated Statement of Profit or Loss and Other Comprehensive Income  ——

Forth year ended 31 Mach 2021

Revenne
Cost of saes

Gross profit
ther aperating income
Distrbution and sellng costs
Adminisrative expenses
Other operating expenss

Opemaing ot

Profit before taxation.
Taxstion

Profit for the year

Other comprehensive income.
Item that may be reclassfied subsequenly to profit or loss:
Exchange diferences on translation of foreign apertions

Item that will not be reclassfied to profi or loss:
(Change in far vale of investments at fur value
through other comprehensive income

Other comprehensive income for the year
Total comprehensive income for the year

Profivloss) for the year auributable to:
= Owners of the Company
— Non-contrllng intrests

Total comprehensive income for the year atributsble to:
" Owners of the Company
— Non-contrllng intrests

Earnings per share
" Basic and dilued

Notes

0

201

o2
(a05239)
1233
arse

33088
(6478)

28,610

28810

19

27,636
)

2631

HK cents

2020
HKS000

615,748
@anson

174251
5298
a0
G708
azu)
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m
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