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Executive Summary 

 

Nowadays, there are various numbers of challenges resulting from different elements 

influencing the business environment. This includes economics and hazards resulted 

from the external surrounding as well as the restricts and deficiencies of the internal 

organization. The company can be further developed through its strengthen and 

opportunities.  

 

Way of lives of people was changed in a very short time due to the outbreak of 

COVID-19, the global economic was seriously injured and causing widespread of 

panic. L’Occitane’s business was impacted due to the pandemic.  

 

In this report, we perform financial review of L’Occitane International S.A. and 

compared with the market peers, Sa Sa International Holdings Limited and Bonjour 

Holding Limited through analysis of various financial ratios and bankruptcy ratios to 

understand the company’s liquidity, operation and profitability. We also studied and 

reviewed the corporate governance of L’Occitance to understand the company’s 

internal control and risk management. Finally, a proposed investment appraisal on 

investment in Capsum was suggested and exanimated with net present value (NPV), 

internal rate of return (IRR), payback period (PB), profitability index (PI) and 

accounting rate of return (ARR). Recommendation and audit plan was provided to 

ensure its business continuity.  

 

 

 

 



4 
 

Table of Content 

1. Introduction ............................................................................................................ 5 

2. L’Occitane’s business analysis .......................................................................... 5 

2.1 Company background of L’Occitane ............................................................... 5 

2.2 Overview and Challenges ................................................................................. 6 

3. Company review on L’Occitane ........................................................................... 10 

3.1 Financial analysis ........................................................................................... 11 

3.2 Operational Review ........................................................................................ 14 

3.3 Profitability and market shares review ........................................................... 16 

4. Corporate Governance and its importance ........................................................... 17 

4.1 Corporate governance structure of L’Occitane .............................................. 17 

4.2 Improvement and recommendation on corporate governance ....................... 19 

5. Investment project appraisal for L’Occitane ........................................................ 21 

5.1 Investment project information ...................................................................... 21 

5.2 Investment project assessment ........................................................................ 26 

5.3 Financing and capital management ................................................................ 30 

5.3.1 Financing proposal ...................................................................................... 30 

5.3.2 Financing recommendation ......................................................................... 32 

6. Recommendation and Audit plan ......................................................................... 33 

7. Conclusion ............................................................................................................ 35 

8. Reference .............................................................................................................. 36 

9. Appendix .............................................................................................................. 45 



5 
 

 

1. Introduction  

 

L’Occitane International S.A. is a well-known international company in Hong Kong 

offers premium sector cosmetic and personal care products. During the past decade, 

the company position themselves to bring effectiveness and pleasure to their 

customers. The appearance of COVID-19 pandemic has damaged the worldwide 

economies and impacted the business of L’Occitane. 

 

This report will perform financial review of L’Occitane through various financial 

ratios and bankruptcy ratios. Corporate governance of L’Occitance was studied and 

reviewed to understand its internal control and risk management. An investment 

appraisal and recommendation on business continuity will be provided. 

 

2. L’Occitane’s business analysis  

 

In this section, we conduct a business analysis on L’Occitane’s cosmetic and personal 

care business with the start of a brief background of its company profile and further 

discuss the current market challenges.  

  

2.1   Company background of L’Occitane  
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L’Occitane International S.A. is a renowned international company engages 

manufacturing and offering retail beauty and high-quality cosmetics products that are 

made with natural and organic ingredients (L’Occitane International S.A., 2021b). The 

company is a leader of the premium sector in the cosmetic and personal care industry 

in Hong Kong by offering new and extraordinary beauty experience through their 

licensed brand of L'Occitane en Provence, ELEMIS, LimeLife, Melvita, Erborian, 

L'Occitane au Brésil (L’Occitane International S.A., 2010).  

 

L’Occitance was founded in 1976 by Olivier Baussan, the business was started by his 

own by selling distilled rosemary essential oil in French local market (L’Occitane En 

Provence, 2021). Their production expanded from oils to soaps and creams by the 

inspiration of the nature. In 1994, Reinold Geiger invested into the company and 

became the Chairman and executive Director, as well as controlling shareholder 

(L’Occitane International S.A., 2010). L’Occitance started its internationalization 

strategy under the leading of Reinold Geiger, the company expanded its footprint 

from France to worldwide, including US, Asia and Europe. Nowadays, L’Occitane’s 

offers natural cosmetics and high-quality products around the world which are rich in 

natural and organic ingredients.  

 

2.2 Overview and Challenges  

 

L’Occitane is an international brand with their client segment of beauty and status 

conscious female. The company aims to target middle, upper class young and adult 

female by offering premium price products. The company position themselves to 

bring effectiveness and pleasure to their target clients.  
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L’Occitane’s headquarter offices locate in Europe with more than 3000 retail 

locations, including over 1500 owned stores (L’Occitane International S.A., 2021a). 

Their products were sold in over 90 countries with various wholesales and retails 

distribution channels, total net sales of the company for the financial year 2021 is 

EUR 1,551 million (L’Occitane International S.A., 2021a).  

 

In 2010, L’Occitane sold 364 million shares at HKD 15.08 and raised USD 708 

million in a public offering in Hong Kong, since then, it is listed and traded on Hong 

Kong Stock Exchange as SEHK: 973 (Chim, 2010). This skincare company was the 

second non-Asian company with its primary shares listed in Hong Kong at that period 

of time (Chim, 2010). In In referencing to the end of its financial year in 2021, the 

company was trading at HKD 21.65 on 31st March, 2021 with market capitalization of 

HKD 31,976.29 million, brief company information of L’Occitane will be illustrated 

in the Table 1.  

 

Table 1: Brief company information of L’Occitane 

 
Sources: ET Net Limited, 2021 and L'Occitane FY2021 Annual report, 2021 
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Hong Kong is the principal place of business of the company, it is being one of its 

operation and sales region, it has about 33 retail stores in Hong Kong with net sales of 

EUR 94.59 million for the financial year of 2021 (L’Occitane International S.A., 

2021a). In the end of the financial year 2021, L’Occitance had around 8,733 

employees worldwide (L’Occitane International S.A., 2021a).  

 

The outbreak of COVID-19 pandemic caused a sudden change in the daily lives of 

people while hardly damaged global economy. The pandemic outbreak results in city 

lockdown leading to huge contraction in the retail industry. Graph 1 and graph 2 

shows the forecast for retail sales growth rate worldwide from 2018 to 2022 and the 

total retail sales value of beauty products in Hong Kong from 2014 to 2024. It notes 

there was a remarkable decrease in sales in 2020 due to the effect of COVID-19 and 

this industry shows a upside trend in coming future.  

 

Graph 1. Forecast worldwide retail sales growth rate from 2018 to 2022 
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Graph. 2 Forecast total retail sales value of beauty products in Hong Kong from 2014 

to 2024 

 

Sources: Statista Research Department, 2021 

 

Graph 3 shows steady increment of net sales since company listed in 2011. In 2020, 

there is a significant increase in net sales due to the acquisition of ELEMIS which 

became one of the profitable drivers.  

 

Graph 3. Net sales of L’Occitane from financial year of 2010-2021 

 

Sources: L’Occitane International S.A. Annual Report  
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However, the company’s net sales slowed down for the financial year in 2021. The 

business of L’Occitance was impacted and this reflects a decrease in the demand for 

the company’s products and services. 

 

3. Company review on L’Occitane  

 

In this section, L’Occitane International S.A. will be compared with Sa Sa 

International Holdings Limited and Bonjour Holding Limited. The mentioned three 

companies are listed in Hong Kong stock exchange within the cosmetic and personal 

care industry. Table 2 shows the basic information of the three companies.  

 

Table 2. Company information of L’Occitane, Sa Sa and Bonjour 

 

Sources: L'Occitane FY2021 Annual report, 2021; Sa Sa Annual Report 2020/2021, 2021; Bonjour 

2020 Annual Report, 2021 
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3.1 Financial analysis 

 

L’Occitane’s financial analysis will be studied to analysis its financial structure and 

compare with Sa Sa and Bonjour. Financial statement analysis can help understand 

the company’s health and performance through calculation of variety of financial 

ratios and compared with the industry norms (Danzil and Boom, 1998). Table 3 

indicated the basic financial figures of the mentioned companies (see Appendix 3-9 

for financial information of L’Occitane). 

  

Table 3. Basic financial figures of L’Occitane, Sasa and Bonjour. 

 

 

 

Sources: L'Occitane FY2021 Annual report, 2021; Sa Sa Annual Report 2020/2021, 2021; Bonjour 

2020 Annual Report, 2021  

 

Altman E.I developed the Z-score model in 1968 (CFI, 2021). Altman, Iwanicz-

Drozdowska, Laitinen and Suvas (2017) evidenced the Z-score model in predicting 

the bankruptcy and company distress. The Z-score formula of public listed companies 
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is written as: Altman’s Z-score = 1.2A + 1.4B + 3.3C + 0.6D + 1.0E. Figure 1 shows 

the indicator of the Z-score model. 

 

Figure 1. Altman’s Z-score model 

 

Sources: CFI Education Inc, 2021 

 

The Z-source of the companies are formulated in Table 4.  

 

Table 4. Z-score of L’Occcitane, Sa Sa and Bonjour for the period of 2018 to 2020. 

 

Sources: From this research 

 

Through analyzing the insolvency index of Z-score, L’Occitane and Sa Sa have a 

score of 3 and above for the recent years, this mean the company is in a safe zone to 

demonstrate its financially sound. However, Bonjour falls into distress zone and there 
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is a risk of insolvency.  

 

Table 5. Liquidity ratios of L’Occcitane, Sa Sa and Bonjour for the period of 2018 to 

2020 

 
Sources: From this research 

 

Further looking into the liquidity ratio of the companies, shows in Table 5, there is a 

decreasing trend of the liquidity ratio, this shows liquidity of the companies decreased 

recent years due to the difficult business environment as a result of the pandemic. 

L’Occitane’s current ratio of FY2021 is slightly below 1, this could indicate that a 

company might struggle to meet its short-term obligations. The cash ratio is less than 

1 this means the company has not enough cash on hand to pay off short-term debts. 

L’Occitane is fully aware of this situation and it has prepared a cash projection for the 

next year and showed no liquidity risks (L’Occitane International S.A., 2021a). 

Overall, L’Occitane is in market norm in the industrial level when compare with Sa Sa 

and Bonjour.  

 

The leverage ratios evaluate the utilization of borrowed money and define the 

solvency and capital structure of the company, see Table 6 for the comparison for the 

three companies. 
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Table 6. Leverage ratios of L’Occcitane, Sa Sa and Bonjour for the period of 2018 to 

2020 

 

 
Sources: From this research 

 

Leverage might increase risks but it also creates business investment opportunities. 

L’Occitane has stringent control on its leverage ratio, as stated in their annual report, 

the company has a financial covenant in 2019 for three years related to the ELEMIS 

acquisition in which stated that the leverage ratio must be lower than 2 (L’Occitane 

International S.A., 2021a). L’Occitane is able to manage its leverage ratio and comply 

with the covenant in 2019 and 2020. The equity ratio measures the portion of the 

company asset financed by the shareholder’s stake. Both L’Occitane and Sa Sa with 

equity multiplier is near to 2 which indicates half of their company’s assets are 

financed with debts and the other is from shareholder’s equity.   

 

3.2 Operational Review  

 

Table 7 shows the comparison on the operating efficiency of three companies. When 

computing the average collection period, we assume all the revenue generated from 

credit sales.  
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Table 7. Operating efficiency of L’Occcitane, Sa Sa and Bonjour for the period of 

2018 to 2020 

 

Sources: From this research 

 

The total asset turnover of L’Occitane is around 0.67 which is lower than the 

companies in the same industry. It seems L’Occitane has a large amount of fixed 

assets resulting the total asset turnover is less than 1.  

 

From Table 7, we noted that L’Occitane has longer days' sales in Inventory, collection 

period and days’ of payable outstanding. This reveals the stock of inventory will last 

for more than 277 days in average and it takes 205 days to pay its bills and invoices. 

L’Occitane clarified this is due to the development of COVID-19 and rapid growth of 

the companies after acquisition of ELEMIS (L’Occitane International S.A., 2021a).  

 

As L’Occitane has a long inventory period, this increases the company’s operating 

period and takes longer time to change their goods into cash through sales. It is 

recommended L’Occitance to strengthen it’s management on inventory and enhance 

marketing tactics to drive sales. Also, optimize accounts payables through strengthen 

corporate cost management and reduce the complexity in account processing can help 

to lower the payable outstanding ratios. However, L’Occitane maintains a good 

control on collection of account receivable with average collection period of 33 days.  
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3.3 Profitability and market shares review 

 

In this section, we will further analysis the profitability and stock market prospects of 

L’Occitane, see Table 8 and Table 9 for the respectively ratios. It notes that L’Occitane 

maintain its gross profit margin at 80% these few years and its profitability ratios is 

higher than the market peers. Net profit margin of L’Occitane increases from 8% to 

10% from 2018 to 2020, this shows the company is more efficient at cost structure 

and pricing margin which able to convert sales into actual profit effectively. 

L’Occitane has the highest and increasing ROE among the companies, this evidence 

L’Occitane is profitable and the management’s ability to generate income is 

considerably good.  

 

Table 8. Profitability of L’Occcitane, Sa Sa and Bonjour for the period of 2018 to 

2020 

 
Sources: From this research 

 
Table 9. Stock market prospects and growth ability of L’Occcitane, Sa Sa and Bonjour 

for the period of 2018 to 2020 

 

Sources: From this research 

 

L’Occitane has a higher PE ratio when compare to the industry average, this implies 
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the investors are expecting the company to grow revenues faster in the future. 

However, the self-sustainable growth rate is around 68% and lower than the market 

peers, it may be due to the dividend payout along the years. Considering L’Occitane 

has provide stable returns to their investors, its stock is at reasonable level.  

 

4. Corporate Governance and its importance  

 

Gompers, Ishii, and Metrick (2003) show there is a strong correlation between the 

corporate governance and stock return. Hong Kong Stock Exchange has introduced a 

series of guidance on corporate governance since 2004 (Cheung, Stouraitis and Tan, 

2010).  

 

The Board of L’Occitane also implement and reviews on the company’s corporate 

governance practices which aims to demonstrate their commitment to comply the 

regulatory requirement and meet the expectation of its shareholders. The company 

targeted to demonstrate a high level of corporate governance practices and business 

ethics in the company which opines as a critical element to maintaining shareholders’ 

return. L’Occitane embedded their corporate governance and ESG consideration in 

their business strategy for long term and sustainable business success.  

 

4.1  Corporate governance structure of L’Occitane  

 

L’Occitane purses ‘The Corporate Governance Code and Corporate Governance 
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Report’ issued by Hong Kong Stock Exchange as provisions of their corporate 

governance practice. The company announced their Corporate Governance Report 

annually and published in their annual report. The composition of the Board, 

responsibilities, Committees established, risk management and internal control, 

investor relations and communication with shareholders are clearly documented and 

covered in the Corporate Governance Report. Figure 2 illustrated the corporate 

governance structure of L’Occitane. Their structure is flat and efficient.  

 

Figure 2. Corporate governance structure of L’Occitane 

 
Sources: L’Occitane International S.A. FY2021 Annual Report, 2021 

 

The report is transparent it also disclosed the deviations from the code provisions of 

‘The Corporate Governance Code and Corporate Governance Report’ as set out in the 

Listing Rules (L’Occitane International S.A., 2021a).  

 

The Company is leading by Reinold Geiger as Chairman and Chief Executive Officer, 

he was appointed as an executive Director since 2000 (L’Occitane International S.A., 

2021a). This arrangement aims to provide a strong and consistent leadership to the 

company. Reinold Geiger is not involved in any of the committees and each of the 

committee is composed of independent non-executive Directors (L’Occitane 
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International S.A., 2021a). L’Occitane restated the balance of power and authority is 

adequately ensured by the operations of the Board which comprises with the four 

independent non-executive Directors (L’Occitane International S.A., 2021a). 

 

Reinold Geiger is also the controlling shareholder of L’Occitane (L’Occitane 

International S.A., 2021a). The company operates independently of the controlling 

shareholder, however, Cheung, Stouraitis and Tan (2010) found out that company with 

concentrated ownership structure affected the effectiveness of the company’s 

corporate governance.  

 

Another deviation from code provisions is company secretary of L’Occitane is 

reported to the Executive Director and the Group’s Deputy General Manager who is 

primary responsible to oversee the company’s finance globally (L’Occitane 

International S.A., 2021a). The company believes they work closely together to 

adhere their duty related to the corporate governance and the Board (L’Occitane 

International S.A., 2021a). 

 

4.2 Improvement and recommendation on corporate governance  

 

L’Occitane is a leading company which demonstrated its commitment in corporate 

governance. However, in referencing Appendix 14 to the Listing Rules and Guidance, 

‘Corporate governance code and corporate governance report’ issued by Hong Kong 

Exchange and Clearing Limited, the code provides the principle of good practice. It is 

noted that the corporate governance of L’Occiatnce is still with opportunities for 

further enhancements.  
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First of all, the role of Chairman and Chief Executive Officer should be separated to 

ensure the balance of power and authority. Their responsibilities should be clearly 

established and documented.  

 

Secondly, the company secretary of L’Occitane should be reported to the Chairman 

for ensuring that board procedures are adhered and followed. The Chairman can react 

immediately if there is any discrepancy noted on the corporate governance practices 

and procedures.   

 

Furthermore, internal control should be tightened. Risk committee can help to oversee 

the internal control on financial report and assessing its overall effectiveness. 

L’Occitane only relies on the company’s Internal Audit Department and Audit 

Committee as an independent reviewer. It is unable to monitor whether the 

departments are running effectively as their internal controls and responsibilities are 

unclear. The control panel function has to be strengthened and more transparent on 

their risk assessment.  

 

Finally, Honey, Tashfeen, Farid and Sadiq (2019) evidenced effective corporate 

governance plays an important role in credit risk management. L’Occitane should 

enhance their credit risk management to hire a credit agency to evaluate their credit 

rating to increase the transparency and independency of the company’s credit 

assessment. It will help their investors and shareholders to understand the company’s 

financial operations and hence to strengthen the financial costs control of the 

company.  
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5. Investment project appraisal for L’Occitane  

 

L’Occitane actives in investment and takes part in global joint venture, the company 

planes to leverage this international exposure to expands its global business. In early 

Jan 2021, the company planned to invest in beauty products manufacturing company 

in Europe, Capsum. Capsum is an inventor of beauty products leveraging of science 

and technology to achieve and special experiences for beauty (Allured Business 

Media, 2018).  

 

L’Occitane has invested EUR 27.95mio for 27.73% ownership of Capsum in early Jan 

2021 (L’Occitane International S.A., 2021a). A company can take the control of the 

acquired company for purchasing more than 50% of its company shares, this allows 

the acquirer to make decisions on the newly acquired assets without the approval of 

the company’s shareholders (Kenton, 2020). Assuming L’Occitane increases its 

shareholding on Capsum to 51%, the investment amount in Capsum will be increased 

to EUR 18.54mio, this acquisition can allow L’Occitane to ride on Capsum’s 

specialized technology to co-develops and expand their product variety by 

manufactures products with tailor-made formulas.  

 

5.1 Investment project information  

 

In this section, Capsum’s financial information will be used and analyzed to 

determine the financial ratio and future cashflow for this investment project. 
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Table 10 shows the projected cost for increasing the acquisition of Capsum. In order 

to increase the ownership of Capsum to 51%, L’Occitance has to pay additional 

amount of EUR 23.45 million and the total acquisition cost will be EUR 51.40 

million. 

  

Table 10. Projected cost for acquisition of Capsum 

 

Sources: Illustrated by writer 

 

Annual income of Capsum in the end of its financial year in 2020 and its financial 

ratios used for the assessment. Table 3 illustrates the annual income of Capsum as of 

31st December 2020. Table 4 shows the financial ratios of Capsum and the reference 

economic data. The financial ratios of Capsum are calculated based on the average 

annual income of the company for the period of 2016 to 2020.  

 

Makker and Wicherts (2014) found out removal of outliers to acquire a significant 

result appears to be commonly used and transparent reporting is important for 

statistical analyses. In order to avoid the increase in variability of data, extreme 

outliers were removed from the calculation of average financial ratios and economic 

data, details information can be found in the note stated under Table 12. 
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Table 11. Annual income of Capsum 

 
Sources: Factiva Inc. cited in D&B, 2021 

 
Table 12. Financial ratios of Capsum and economic data 

 
Sources: Illustrated by writer 

 
Table 13. France GDP growth rate forecast from 2022 to 2026

 
Sources: International Monetary Fund, 2021       

 

L’Occitane stated in its annual report that estimated useful lives for equipment and 

machinery is between 5 and 10 years (L’Occitane International S.A., 2021a). 

Considering Capsum is an inventor of beauty products leveraging of science 

and technology, the depreciation on equipment and machinery should be fall between 

5 and 10 years. Hence, this project is calculated based on a 10-year investment term. 
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Table 6 shows the future cashflow for the investment project of Capsum. Given 

L’Occitane will acquire 51% shareholding of Capsum, the annual income of Capsum 

will be discounted by 49%.  

 

Capsum has an average annual growth of 40.64%. This reputable technological gem 

company in French cosmetics industry achieved this ambitious growth rates of high-

tech companies (Gallon, 2020). Although Capsum is able to achieve this satisfactory 

average annual growth rate, a conservative approach is applied on this investment 

project assessment. Jahangir (2017) implies there is a strong correlation between 

variation in company growth and the country GDP growth. Assume Capsum cannot 

maintain its high sale growth rate after 5 years due to the depreciation of equipment 

and machinery and the change of market situation. France GDP growth rate is applied 

after the year 6 of this investment project. The estimated sales of Capsum for the year 

1-5 are calculated with its average sales growth rate, i.e. 40.64 %. For the year 6-10, 

the estimated sales are calculated based on average France GDP growth rate, i.e. 

1.45%.  

 

France imposes the heaviest tax in the Europe countries (Greenacre, 2021). Capsum 

resides in France and hence the company is subjected to corporate income tax in 

France. For the company turnover less than EUR 250 million, the corporate income 

tax rate in 2021 is 26.5% (PWC, 2021). Graph 4 shows the recent years corporate tax 

rate in France.  
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Graph 4. Corporate tax rate in France from 2011 to 2021. 

 
Sources: tradingeconomics.com, 2021 

 

Based on the above assumption, profit of Capsum and future cashflow of this 

investment project is projected as shows in Table 14. 

 

Table 14. Future cashflow for the investment project of Capsum 

 

Sources: From this research 

 

The future value (FV), present value (PV), cumulative (CUM) of cashflow are 

projected for the coming 10 years. These projected figures are analyzed along with the 

profit of Capsum and illustrates in Table 15. Average return on asset of 1.67% is used 

for calculating the present value of cashflow.   
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Table 15. Projected cashflow (FV, PV and CUM) and profit of Capsum for 10 years

 

Sources: From this research 

 

5.2 Investment project assessment  

 

Capital budgeting is a fundamental process for planning the company’s long-term and 

short-term investment. Capital investment appraisal of net present value (NPV), 

internal rate of return (IRR), payback period (PB), profitability index (PI) and 

accounting rate of return (ARR) will be examined in this assessment for evaluating 

the investment project on Capsum.   
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Graph 5. The focus of keys capital investment appraisal of NPV, IRR, PB, PI and 

ARR. 

 

Sources: eFinanceManagement.com, 2021 

 
Based on the projected cash flow and profit of Capsum for the coming 10 years 

formulated in Table 15. Given there is different limitation and assumption during 

inception of these indicators, an all-round assessment on net present value (NPV), 

internal rate of return (IRR), payback period (PB), profitability index (PI) and 

accounting rate of return (ARR) of this investment project will be applied. The major 

techniques of capital investment appraisals of this investment project are formulated 

and shows in Table 8. Details analysis of each indicator will be further discussed.  

 

Table 16. Key techniques of capital investment appraisal of investment project  

 
Sources: From this research 

 

Net present value is calculated based on the future cashflow rather than a time period. 

This approach with assumption to discount the future cash flows (Žižlavský, 2014). 

Žižlavský (2014) stated the strategic management can rely on the net present value 
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approach to analyze the present status of projects and their performance measurement. 

This can be used as a guide for the project management by providing indications of its 

potential financial value (Žižlavský, 2014). Žižlavský (2014) also evidenced the 

positive effects of net present value for the investment performance measurement 

results a benefit from its implementation. This investment project with a positive 

value of net present value, i.e. EUR 62.68 mio, which imply this project can be 

accepted based on its high net present value. However, this approach also has strong 

limitations as it often underestimated as time period and risk discounted rate are not 

considered (Žižlavský, 2014).  

 

Internal rate of return is also calculated based on the cashflow. This is the most widely 

applied evaluation technique on project evaluation and most of the companies use it 

as one of their capital budgeting tools (Velnampy, 2005). This technique has a 

condition net present value equal to zero, this assumption impose constrains of its 

capital stream (Magni, 2011). This calculation build in reinvestment assumptions on 

all future cashflow are assumed to be reinvested at the internal rate of return, this will 

make the project with a better rate of return (Kelleher and MacCormack, 2005). In 

this investment project, the internal rate of return is 16.03%. Comparing with the 

profit margin of L’Occitane for the financial year of 2021, i.e. 10.2%, this investment 

project offers a better return.  

 

Payback period is use to estimate the time need to generate cashflows to cover the 

initial cost of an investment (Al-Ani, 2015). Al-Ani (2015) mentioned the deficiencies 

of this technique, it does not consider the cash flow after the payback time and time 

value of money when computing cashflows. Risk and profitability variables have an 

impact on the use of this technique from the angle of investors. However, Al-Ani 
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(2015) claimed it is a simple and east indicator for making capital budgeting 

investment decision. The payback period is determined based on cashflow, it can be 

estimated by computing the cumulative cashflow, for the investment in Capsum, it is 

estimated 5 years and 7 months will be used to recover the initial investment amount.  

 

Gurau (2012) stated the profitability index is a significant indicator in assessing the 

performance of a project, it expresses the net present value for an initial expense equal 

to a monetary unit. This technique completes analysis of efficiency in relative terms, 

in the form of net benefit per unit of measurement relative to the cost of the 

investment (Gurau, 2012). The investment project is turn to be profitable if the index 

is above 1 (Gurau, 2012). However, this technique might not provide the correct 

decision to mutually exclusive investment projects (Gurau, 2012). Profitability index 

of this investment project is 2.22 which is higher than 1. The investment in Capsum 

seems to be acceptable.  

 

The current practice is using historical accounting data to forecast future earnings for 

estimating the cashflow which suggest accounting rate of return has a new role (Brief 

and Lawson, 1992). According to Whittington (1988), accounting rate of return is a 

central feature of financial statement analysis and it also appears commonly in the 

evaluation of financial performance of a company. This technique can be used in 

valuation process instead of determination of profitability (Brief and Lawson, 1992). 

Looking into the investment in Capsum with accounting rate of return of 13.71%, it is 

higher than L’Occitane’s current return on assets, i.e. 6.29% as of the financial year 

2021. This technique is formulated based on profit, there is a constant growth and 

depreciate assumption. In this investment project, a constant growth rate of 40.64% is 

applied for the first five years and 1.45% is applied afterwards with the average 
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depreciation rate of 25.81%. The time value of money is ignored. However, Brief and 

Lawson (1992) evidenced that the accounting rate of return would be expected to be 

reasonably stable for a short time horizon. Considering this project with an investment 

term of 10 years, this technique can be a good proxy for referencing.  

 

5.3 Financing and capital management  

 

L’Occitane has acquired 27.73% of Capsum on 12 January 2021 for EUR 27.95 

million (L’Occitane International S.A., 2021a). As mentioned in previous section, 

additional amount of EUR 23.45 million has to be paid in order to acquire 51% 

ownership of the company. Considering EUR 27.95 million has paid and already 

reflected in its annual report for financial year of 2021, the below section will analysis 

the financing of this investment through the capital management of L’Occitane.  

 

5.3.1 Financing proposal  

 

There are several ways to finance this investment project which including cash 

payments, credit financing and fund raising with issuance of share capital.  

 

The FY2021 annual report of L’Occitance noticed with EUR 920 million of retained 

earnings as of 31 March 2021 (L’Occitane International S.A., 2021a). Table 17 shows 

the retained earnings and average cash ratio of L’Occitane and the companies in the 

same industry.  
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L’Occitane has the highest retained earnings among the industry, it has borrowings 

with interest bearing under current liabilities, so the average cash ratio of L’Occitane 

(i.e. 46.38%) is lower than Sa Sa International Holdings Limited (i.e. 58.61%). 

Considering the amount reserved in retained earnings increased in recent years, the 

additional cost of investment in Capsum is about 2.55% of its retained earnings of 

financial year of 2020/21. It is believed the impact on cash payment for this 

investment is comparatively insignificant.  

 

Table 17. Average cash ratio of L’Occitane and the other companies in the same 

industry 

 

Sources: From this research 

 

In referencing L’Occitane’s FY2021 Annual report, the interest rate of long-term loan 

is 0.97% for the financial year 2019 (Appendix 7), operating profit is EUR 220.24 

million with finance cost of interest is EUR 19.24 million in 2021(Appendix 8). The 

interest cover of L’Occitane for the financial year of 2021 is 11.45 times. Considering 

the low interest rate and the additional cost of EUR 23.45 million for the investment 

in Capsum is not high, further borrowing will not worsen the current position of 

L’Occitane. 

 

For fund raising of the additional cost of EUR 23.45 million for the investment in 

Capsum, additional of 9.88 million shares have to be issued under this circumstance.  



32 
 

Considering the outstanding shares of L’Occitane is 1,466.67 million (L’Occitane 

International S.A., 2021a), the additional shares to be issued is less than 1% of its 

issued shares. However, issue additional shares reduce the ownership proportion and 

the voting power of current shareholders.  

 

5.3.2 Financing recommendation  

  

Gearing ratio is one of the famous ways for evaluating the company’s financial fitness 

(Boyte-White, 2021). This ratio examinate the relationship between the sources of 

fundings to run the business. According to the L’Occitane’s FY2021 annual report, 

gearing ratio of the company is 32.7% (L’Occitane International S.A., 2021a), which 

mean 32.7% of the fund is from borrowing and 67.3% of the fund comes from the 

company capital or owner equity. Hence, L’Occitane is considered comparatively 

optimal as a leading company and it is deemed as financially healthy.  

 

Viegi and Demertzis (2021) claimed interest rate in Europe have been turn turning 

down for more than fifteen years, under this low interest rate environment, the bank 

reduced their margin on credit application. Graph 6 shows the historical business 

credit interest rate in France with minimum of 0.94% in May 2020 and a maximum of 

5.63% in September 2008. Considering the low interest rate environment of France 

and the financial ability of the company, L’Occitane should adopt to apply a long-term 

loan from the bank to finance this investment project. This can also help to maintain 

the liquidity of the company for further development or future investments. 
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Graph 6. Historical business credit interest rate in France from January 2003 to June 

2021. 

 
Sources: The GlobalEconomy.com cited in Bank of France, 2021. 

 

6. Recommendation and Audit plan  

 

L’Occitane is a financial healthy and profitability manufacturing and retail beauty 

company. However, the company is associated with long inventory period and their 

corporate governance is still with opportunities for further enhancements. 

 

After analyzing the company, we proposed the below audit plan to L’Occitane. Prior 

implementing the audit plan, the company has to identify the enterprise risk of which 

the company is currently facing, the risks involve strategic, operational, risk 

management and capital management. The recommended audit plan is scheduled 

through a Ganett chart as illustrated below (see Chart 1). 
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Chart 1. Work plan of the recommended audit plan of L’Occitane. 

 

Sources: From this research 

 

Details on responsibilities of control and risk management will be further elaborate 

with Table 18. 

 

Table 18. recommendation on responsibilities of control and risk management 

 

Sources: From this research 
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7. Conclusion  

 

In conclusion, this report was performed through an independent study of L’Occitane 

International S.A. Over the past decades, L’Occitane has expanded into a global 

business, its financial, operation and profitability were analysis and exanimated 

through primary and various secondary data sources, academic and literature report 

and is concluded that L’Occitane is a financially healthy and profitability company.  

 

An investment appraisal on acquisition 51% of Capsum was proposed and analysis 

with various techniques on capital budgeting. Hall and Millard (2010) stated capital 

budgeting is a decision to make investments in order to receive cash inflows in the 

future. Their study concluded that the more than one technique is used to evaluate the 

capital budgeting decisions.  

 

Finally, recommendation with an audit plan was provided to the company on its 

operational control to decreased the inventory period and improvement on its risk 

control which aims to promote its position as an international reputable player in 

cosmetic and personal care industry.  
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9. Appendix 

Appendix 1. Listing price of L’Occitane  

 

Source: etnet, 2021 
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Appendix 2. EUR/HKD exchange rate as of the year end date of 2019, 2020 and 

2021. 

 
 

 

 
Sources: Pound Sterling Live, 2021 
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Appendix 3. Consolidated balance sheet and Income statement of L’Occitane of FY 

2019 and 2020 

 

Source: L'Occitane International S.A. FY2020 Annual Report, 2020 
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Source: L'Occitane International S.A. FY2020 Annual Report, 2020 
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Appendix 4. Consolidated balance sheet and Income statement of L’Occitane of FY 

2021 

 
Source: L'Occitane International S.A. FY2021 Annual Report, 2021 
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Source: L'Occitane International S.A. FY2021 Annual Report, 2021 

 

 

 

 

 

 

 

 



51 
 

Appendix 5. Breakdown of depreciation, amortization and impairment of L’Ocittane 

of FY 2019 to 2021 

  
Source: L'Occitane International S.A. FY2020 Annual Report, 2020 

 

Source: L'Occitane International S.A. FY2021 Annual Report, 2021 

 

Appendix 6. Capital and reverses of L’Ocittane of FY 2019 to 2021 

 
Source: L'Occitane International S.A. FY2020 Annual Report, 2020 

 
Source: L'Occitane International S.A. FY2021 Annual Report, 2021 
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Appendix 7. Interest rate of the long-term loan of L’Occitane for FY2019 

 

Sources: L'Occitane FY2021 Annual report, 2021 

 

Appendix 8. Interest payable of L’Occitane for the financial year of 2021 

 
Sources: L'Occitane FY2021 Annual report, 2021 
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Appendix 9. Current stock price of L’Occitane as of 16 August 2021 

 

Sources: Yahoo! Finance, 2021 

 

Appendix 10. Company report of Capsum 
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Sources: Factiva Inc. cited in D&B, 2021 

 


