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This study is to review on the financial analysis of Chow Sang Sang Jewellery Company Limited (Chow Sang Sang), an innovator and pioneer of jewels together with two competitors Luk Fook Jewellery (Luk Fook) and Tse Sui Luen Jewellery (TSL) who are the leading companies in the luxury jewellery industry and are publicly listed companies in Hong Kong Stock Exchange.  First, to evaluate on the company background, industry situation, and corporate governance of Chow Sang Sang, Then, to investigate on its Financial Analysis of Income Statement, Bankruptcy Z-Score Index, Paying Debt Ability, Operating Capacity, Profitability and Stock Market Assessment.  After that, to demonstrate the China Investment Project of opening 50 stores in China with Financing Management, and Annual Operational Plan.  Finally, to put forward the conclusion and recommendations to maximize their sales revenue and brand positioning.  Conclusion is that Chow Sang Sang is financially healthy with strong Total Asset, Retained Earnings, and Sales Revenue and with low Bankruptcy Z-score Index and high Paying Debt Ability and Profitability.  However, Chow Sang Sang needs to continue improving on Inventories Control and Risk Management on Properties and Securities. It is highly recommended to increase its Point of Sales physically and virtually especially in China as an Investment Project Plan to formulate a diversified Financial Strategy to achieve the company’s goals of increasing sales revenue and enhancing brand awareness.  
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1. Introduction
This report aims at evaluating the financial strategies of Chow Sang Sang Jewellery Company Limited (CSS), a jewellery pioneer and a leading brand in the jewellery industry.  They are the first jewellery company who was publicly listed in the Hong Kong Stock Market.  We are to investigate on the industry situation, corporate governance, and financial analysis of Chow Sang Sang, Then, we are to evaluate on their investment project, financing management and annual operational plan.  Finally, we will pull forward our conclusion and recommendations to maximize their sales revenue.  

1.1	Company Background and Industry Overview
[bookmark: _Hlk63355700]The objective of this study is to review on the current financial situation of Chow Sang Sang, an innovator and pioneer company of jewellery, review their financial data, investment project and financing management, how they compete with their other competitors with their financial analysis and risk assessment.  Then, we will focus on their future operational plan to increase sales revenue.   
Chow Sang Sang Jewellery Company Limited was established in 1934 by Mr. Chow Fang Pu in Guangzhou and was the first jewellery company publicly listed in Hong Kong Stock Market in 1973 under Stock Code 0116.  Also, they are the first company possess a brand website and e-shop for omni-channel business.  Chow Sang Sang is a reputable brand who is famous for creativity, craftmanship, innovation, and technology.  Besides, ‘Sustained Vitality, Ever Rejuvenated’ is the spirit of its brand.  Enchanted by the ancient Chinese wisdom, it’s a philosophy that sets their passion and vision for growth and continuous improvement (Chow Sang Sang, 2021)  
Chow Regarding the industry situation, for centuries, Geneva, Switzerland has been one of the most popular places for jewellery and gems.  In recent years, Hone Kong has become the world leader to lead the jewellery trends and designs.  There is a remarkable uprise in the demand of jewellery and gems in the Far East Asia region due to the competitive price and easy accessibility to the bigger population. Switzerland has been the first-class manufacturing and retail region for jewellery in the past 100 years.  There is a substantial increase of interest in developing markets such as China, Hong Kong, Singapore, Middle East, Africa, and India.  Recently, Hong Kong and Singapore have gained the international recognition in the industry.  Consumers increasingly like the extraordinary quality of goods from jewellery makers in Hong Kong, and Singapore.  Therefore, it reinforces the regional markets to adopt advanced technology in innovation and design of gems to engage the loyal consumers globally (Pereira et al., 2019).       
In view of the keen competition in Hong Kong Jewellery market, here comes a challenge in adopting e-commerce, especially for product visualization during and after the COVID-19 situation. A virtual jewellery fitting system is launched for jewellery retailing.  It combines mixed technology of face recognition and hand recognition to improve jewellery visualization by virtual fitting system on smartphones.  This is aimed to increase the competitiveness of the Hong Kong jewellery retailers in the international trading industry (Cheng, Choi and Cheung, 2019). 
1.2	Research Comparison Companies 
Jewellery is classified as luxury consumer products in the Hong Kong Retail market.  There are various brands and companies offering gems and jewellery such as Luk Fook, Tse Sui Luen,  Chow Tai Fook and other small brands in Hong Kong.  The market competition is keen.  Especially during the COVID 19 pandemic situation, the luxury jewellery industry is being shrink in view of the lock down, social distancing and quarantine. Less gifting occasions like wedding, ceremony and celebration are being arranged.  Less people are buying jewellery as gifts in the past 2 years due to the COVID-19 situation.  
For this study, Luk Fook and Tse Sui Luen are selected for financial comparison with Chow Sang Sang as they are all reputable market leaders who are publicly listed in Hong Kong Stock Exchange.  We can conduct a fair and equally comparable analysis. 
Luk Fook Holdings (International) Limited (Luk Fook) was established in 1991 and was listed on the mainboard of The Stock Exchange of Hong Kong in 1997 with Stock Code 0590.  Luk Fook was founded by a group of jewellers with over 50 years’ experience.  Luk Fook participates in sourcing, designing, wholesaling, trademark licensing and retailing of jewellery industry.  They have got total 2,500 points of sale around the world. ‘Brand of Hong Kong, Sparkling the World’ is the brand’s vision.  Luk Fook has built its own manufacturing plant in Nansha, Guangzhou in 2003.  It enables the company to maintain stable product supply and quality control arrangement to its consumers.  It also helps its brand to increase its distribution network and provide stable product supply to its jewellery shops. They are famous for its quality assurance system and product quality standard (Luk Fook, 2021).         
Tse Sui Luen Jewellery (International) Limited (TSL) is one of the reputable jewellers in Asia who engaged in jewellery design, manufacturing, retailing, trading, and wholesaling.  TSL was founded in 1960 by Mr Tse Sui Luen, an entrepreneur in the Hong Kong jewellery industry.  TSL was listed on the Hong Kong Stock Exchange in 1987 with Stock Code 0417.  With the headquarters in Hong Kong, TSL currently operates over 480 jewellery shops across 130 cities in Asia including Hong Kong, Beijing, Shanghai, Chengdu, Guangzhou, Shenzhen, Macau, and Kuala Lumpur (Tse Sui Luen, 2021).  
	Chow Sang Sang, Luk Fook, TSL are market leaders and are selected for fair and direct comparison. 









Table 1: Company Comparison of Chow Sang Sang, Luk Fook and Tse Sui Luen 

	Company
	Chow Sang Sang (0116)
	Luk Fook (0590)
	Tse Sui Luen (0417)

	Business Nature
	Luxury Consumer Goods - Jewellery and Gems Industry

	Market Value*1
	HK$ 7.858 billion 
 
	HK$ 13.239 billion 
	HK$ 0.27 billion 

	Price-earning*2
	2.55
	10.09
	(4.92)

	Place
	Hong Kong, China, Macau, and Taiwan
	Hong Kong, China, Macau and Worldwide
	Hong Kong, China, Macau, and Kuala Lumpur 

	Number of Stores
	748
 
	2500
	480



Note 1: Stock market value on 20 August 2021 (Source: Yahoo Finance Hong Kong)
Note 2: Price-Earning from Companies Annual Report 2020 (Source: Chow Sang Sang, Luk Fook and Tse Sui Luen, 2020)

Source: Illustrated by Writer (2021)

2	Corporate Governance, Internal Control and Risk Management
In this section, we are to review on the Corporate Governance, Internal Control and Risk Management of Chow Sang Sang.  
	The group committed to adhere to the highest standards of openness, accountability, and corporate governance, balancing and protecting the interest of shareholders, employees, consumers, and stakeholders.  The group is obligated to comply throughout the year 2020 with the code of corporate governance according to the rules governing the listing of securities on the Hong Kong Stock Exchange market.   
	The Board comprises nine Directors including three Executive Directors (Mr. Vincent Chow Wing Shing, Dr. Gerald Chow King Sing, Mr. Winston Chow Wun Sing), two Non-executive Directors (Mr. Stephen Ting Leung Huel and Mr. Chung Pui Lam) and four Independent Non-executive Directors (Mr. Lee Ka Lun, Dr. Chan Bing Fun, Dr. Lo King Man and Mr. Stephen Lau Man Lung). The roles and responsibility are available at the Company’s website and Hong Kong Exchanges and Clearing Limited.  The Board has undertaken the corporate governance functions as required under the Code and the Listing Rules (Chow Sang Sang, 2021). 
	Regarding the Risk Management and Internal Control, it is being put on the Board’s capable hands.  The Board is responsible for making sure the sufficient risk management and internal control are put in place to ensure the shareholders rights are protected. Policies, System and Procedures are designed and being reviewed for achieving the company’s goals.
	There are key Risk Management Measures in place to cope with the uncertain market situation:
	Firstly, COVID-19 impact to the retail market. Due to the social distancing, quarantine and international lockdowns, the global economic situation and the consumer demands are weakened. Therefore, the omni-channel retailing (both on-line and physical stores) and product differentiation are adopted.
	Secondly, the Policies and Procedures are being designed and reviewed to cover the risk factors related to manufacturers, retailing, distribution and wholesaling of Jewellery to minimize the risks.
	Thirdly, Laws and Regulations are up to date to cope with the risk of changes affecting the business.
	Lastly, details of Financial Risk Management Objectives and Policies are set in the Consolidated Financial Statements.   
	Overall, the purpose of Internal Control is to give assurance for the compliance of its operation and management with regulations and laws (Chow Sang Sang, 2021).  
  



[bookmark: _Hlk80620010]3	Financial Analysis 
This section is to illustrate the financial analysis of Chow Sang Sang with review on the listed company’s overall income statement, bankruptcy index Z-Score, paying debt ability, operating capacity, profitability, and stock market analysis.  
[bookmark: _Hlk80620104]3.1	Income Statement Analysis and Bankruptcy Z-score Analysis 
Overall, Chow Sang Sang has remained a high total asset, retained earnings and sales among the comparison companies of Luk Fook and TSL which shows their income statement is relatively strong.  Chow Sang Sang achieved the total asset of HK$16,826 million while Luk Fook got HK$12,214 million and TSL HK$2,531 million in 2020 respectively.  Also, Chow Sang Sang achieved the retained earnings of HK$11,849 million while Luk Fook achieved HK$7,482 million and TSL achieved HK$879 million in 2020.  Besides, Chow Sang Sang achieved the highest sales revenue of HK$15,032 million while Luk Fook gained HK$14,578 million and TSL gained HK$2,648 million respectively in 2020.  Chow Sang Sang is in a strong financial position in 2020.   
Over the past fifty years, the original version of the Z-score is being used for bankruptcy prediction academically and practically.  The credit scoring models provide a quick and objective way to predict bankruptcy (Altman, 1968).  The Z-score statistical model has remained the most used technique for offering early warning signal of company’s financial crisis globally.  It has been used as an indication of credit risk measurement in academical studies.  The application of Z-score model has been used mainly in two categories namely an external analytical viewpoint and an internal to the distressed firm viewpoint (Altman, 2018).
By using the Z-score formula, it shows the bankruptcy tendency.  For private and non-manufacturers like jewellery retailers, the indication is as below:
Z-score is smaller than 1.23 means high probability of bankruptcy.  Z-score between 1.23 and 2.90 is a marginal area. Z-score is larger than 2.90 demonstrates a low probability of bankruptcy.
In reviewing Table 2, it shows that Chow Sang Sang obtains a Z-score of 2.91 which means a low probability of bankruptcy while Luk Fook gets a Z-score of 4.40 also represents low probability of bankruptcy.  However, TSL gets a Z-score of 2.21 means they are in marginal grey area of bankruptcy which requires close monitoring. 


Table 2: Income Statement and Bankruptcy Index Z-score Analysis 
	[bookmark: _Hlk80374451]Company Name
	Chow Sang Sang (0116)
	Chow Sang Sang
	Luk Fook
	Tse Sui Luen

	
	HK$'000
	HK$'000
	HK$'000
	HK$'000

	Year
	2020
	2019
	2018
	2020
	2020
	2020

	Net Current Assets
	9,276,077
	8,197,939
	8,651,062
	9,276,077
	8,852,462
	1,116,326

	Total Assets
	16,826,467
	16,236,438
	13,838,036
	16,826,467
	12,214,878
	2,531,020

	Retained Earnings
	11,849,755
	10,463,026
	10,249,578
	11,849,755
	7,482,019
	879,911

	EBIT
	1,008,784
	972,453
	1,359,642
	1,008,784
	1,607,047
	49,411

	Stock value (HKD)
	8
	10
	13
	8
	18
	0.87

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

	Total Liabilities
	4,807,353
	5,604,053
	3,419,099
	4,807,353
	2,135,141
	1,589,064

	Sales
	15,032,420
	17,736,226
	18,806,342
	15,032,420
	14,578,409
	2,648,600




	Company Name
	Chow Sang Sang (0116)
	Chow Sang Sang
	Luk Fook
	Tse Sui Luen

	
	HK$'000
	HK$'000
	HK$'000
	HK$'000

	Year
	2020
	2019
	2018
	2020
	2020
	2020

	A. Working Capital / Total Asset
	0.55
	0.50
	0.63
	0.55
	0.61
	0.44

	B. Retained Earnings / Total Asset
	0.70
	0.64
	0.74
	0.70
	0.60
	0.35

	C. EBIT / Total Asset
	0.06
	0.06
	0.10
	0.06
	0.08
	0.02

	D. Stock Value (No. of Stock) /    Total Liability
	0.29
	0.30
	0.67
	0.29
	3.23
	0.14

	E. Sales / Total Asset
	0.89
	1.09
	1.36
	0.89
	0.61
	1.05

	Z-Score
	2.91
	2.98
	3.87
	2.91
	4.40
	2.21


[bookmark: _Hlk80461774]Source: Illustrated by Writer (2021)








3.2	Paying Debt Ability 
	Regarding liquidity Ratios, here are the data of Chow Sang Sang compared to Luk Fook and TSL.  
For the Current Ratio, it measures the short-term debt-paying ability of the company. The higher, the better.  Chow Sang Sang has got a higher rate of 3.54 in 2020 compared to 2.97 in 2019 and 3.97 in 2018.  Taking the average of the 3 years, it demonstrates 3.49 times of liquidity ability compared to 3.64 of Luk Fook and 1.86 of TSL.  Current Ratio of both Chow Sang Sang and Luk Fook are closer to each other and are high liquidity ratio in the industry.  
For the Quick Ratio, it is like the Current Ratio but excludes current assets of inventories which are not quickly convert into cash.  The higher, the better. Chow Sang Sang has got a higher rate at 1.14 in 2020 compared to 0.82 in 2019 and 1.41 in 2018.  Taking the average of 3 years, Chow Sang Sang possess 1.12 which is like Luk Fook at 1.16.  TSL’s Quick Ratio is lower at 0.71.
For Cash Ratio, it is the cash holdings by the management for use of corporate assets to offset a negative position in case of emergency.  This ratio is relatively small compared to Current Ratio and Quick Ratio.  Chow Sang Sang holds 0.45 Cash Ratio in both 2020 and 2018 while 0.11 in 2019.  Taking the 3 years’ average, Chow Sang Sang gets a 0.34 rate compared to 0.88 of Luk Fook and 0.28 of TSL.  
	Regarding the Leverage Ratios, the Total Debt Ratio is the ratio of liabilities to assets that demonstrates the overall debit service capacity of the company.  The Smaller, the better.
	The Total Debt Ratio of Chow Sang Sang is 0.29 in 2020 V.S. 0.35 in 2019 and 0.25 in 2018 which has slightly improved in 2020.  Taking the 3 years’ average for comparison, Chow Sang Sang gets 0.29 while Luk Fook’s is 0.25 and TSL’s 0.62.  Chow Sang Sang’s debt service capacity is like Luk Fook in the Jewellery industry.
	For the Times Interest Earned, it is to measure the ability of the company’s income to pay the interest expenses.  Chow Sang Sang has got 11.48 in 2020 slightly improved from 2019’s 10.91.  Taking the three year’s average, Chow Sang Sang obtains the highest 19.71 compared to Luk Fook 9.17 and TSL 1.34 which means Chow Sang Sang is able to pay the interest expenses.   
Table 3: Paying Debt Ability (Liquidity Ratios and Leverage Ratios)

	Company Name
	Chow Sang Sang
	Chow Sang Sang
	Luk Fuk
	Tse Sui Luen

	Year
	2020
	2019
	2018
	2018-2020 Average

	Liquidity Ratio
	
	

	Current Ratio
	3.54
	2.97
	3.97
	3.49
	3.64
	1.86

	Quick Ratio
	1.14
	0.82
	1.41
	1.12
	1.16
	0.71

	Cash Ratio
	0.45
	0.11
	0.45
	0.34
	0.88
	0.28

	Total Debt Ratio
	0.29
	0.35
	0.25
	0.29
	0.25
	0.62

	Debt/Equity Ratio
	0.40
	0.53
	0.33
	0.42
	0.24
	1.65

	Long Term Debt Ratio
	0.00
	0.00
	0.00
	0.00
	0.00
	0.36

	Equity Multiplier (EM)
	1.40
	1.53
	1.33
	1.42
	0.95
	2.65

	Time Interest Earned
	11.48
	10.91
	36.76
	19.71
	9.17
	1.34


Source: Illustrated by Writer (2021)

3.3	Operating Capacity

Regarding the Inventory Ratios, it measures the inventory turnover and days sales in inventory.  The Inventory Turnover measures the number of times merchandise is sold and replaced during the year.  The Inventory Turnover of Chow Sang Sang is the lowest in 2020 at 1.24 while it was 1.45 in 2019 and 1.90 in 2018.  Taking the three years’ average, Chow Sang Sang gets 1.53 while Luk Fook is 1.06 and TSL is 1.43.  For the Days sales in Inventory, taking the three year’s average, Chow Sang Sang has got the less days to sell the inventory as 246 days while Luk Fook is 355 days and TSL is 260 days. 
With regards to Receivables Ratios, it measures the Receivable Turnover and Average Collection Period.  This ratio measures how many days to collect an account receivable.  On average, Chow Sang Sang takes 16 days to receive payment while Luk Fook takes 9.1 days and TSL 13 days.
Also, for the Creditors’ Ratio, it measures the period of credit paying to its creditors.  Comparing an average of three years, Chow Sang Sang has got the lowest Creditors’ Ratios 18.94 compared to Luk Fook’s 40.89 and TSL’s 39.29.
Besides, for the Operating period and Cash Period, Operating Period refers to Inventory Period plus Collection Period.  It takes an average of 262 days for Chow Sang Sang while 364 days for Luk Fook and 273 days for TSL.  For Cash Period how far the company can get payment, it takes 243 days for Chow Sang Sang while 323 days for Luk Fook and 234 days for TSL which the cash period is fast for Chow Sang Sang in the industry. 
    
Table 4: Operating Capacity (Inventory Ratios and Receivables Ratios)
	[bookmark: _Hlk80652622]Company Name
	Chow Sang Sang
	Chow Sang Sang
	Luk Fook
	Tse Sui Luen

	Year
	2020
	2019
	2018
	2018-2020 Average

	Inventory Ratio
	　
	　

	Inventory Turnover
	1.24
	1.45
	1.90
	1.53
	1.06
	1.43

	Days’ Sales in Inventory (days)
	294.43
	251.60
	191.87
	245.96
	354.77
	259.83

	Receivables Turnover
	22.82
	30.31
	18.47
	23.87
	41.42
	29.24

	Average Collection Period (days)
	15.99
	12.04
	19.76
	15.93
	9.10
	13.01

	Creditors’ ratio/Period of credit received from trade creditors
	21.83
	18.56
	16.43
	18.94
	40.89
	39.29

	Operating Period (days)
	310.43
	263.64
	211.63
	261.90
	363.86
	272.85

	Cash Period (days)
	288.59
	245.08
	195.20
	242.96
	322.97
	233.55


[bookmark: _Hlk80463680]Source: Illustrated by Writer (2021)



3.4	Total Asset Turnover Assessment 
Then, let’s review on the Total Asset Turnover.  Usually, it is smaller than 1 especially for company who has a large amount of fixed assets.  For Chow Sang Sang, they have got 111% & while Luk Fook is 83.9% and TSL is 125.88%. 

Table 5: Total Asset Turnover Assessment
	[bookmark: _Hlk80652519][bookmark: _Hlk80652670]Company Name
	Chow Sang Sang
	Chow Sang Sang
	Luk Fook
	Tse Sui Luen

	Year
	2020
	2019
	2018
	2018-2020 Average

	Total Asset Turnover
	89.34%
	109.24%
	135.90%
	111.49%
	83.90%
	125.88%


[bookmark: _Hlk80652580]Source: Illustrated by Writer (2021)


3.5	Profitability Assessment 
[bookmark: _Hlk80464997]	Regarding the Profitable Measures, it is to evaluate on the Company’s Gross Profit Margin of the Sales against the Cost of Goods and Net Profit Margin after Tax.  As an average of the three years, Chow Sang Sang has achieved 26.40% Gross Profit Margin while Luk Fook is 28.24% and TSL is 38.49%.  For the Net Profit Margin, Chow Sang Sang is 4.21% while Luk Fook is 9.57% and TSL is -1.14%. Chow Sang Sang’s Net Profit is less than Luk Fook but higher than TSL.
	For Return on Assets, it measures the net profit generated by the asset per unit.  Chow Sang Sang achieves 4.84% on average of three years while Luk Fook is 7.89% and TSL -0.95%.  For Return on Equity, it measures the shareholders’ equity investment in the Company’s Index.  Chow Sang Sang gets 6.77% while Luk Fook 7.86% and TSL 3.22%.  TSL has got their own action plans to rectify the situation and to regain the profit.  On the contrary, Chow Sang Sang’s profitability measures are like Luk Fook, both companies are getting profits and are taking the leading role in the Jewellery Industry.
   

Table 6: Profitability Assessment (ROA and ROE) 
	Company Name
	Chow Sang Sang
	Chow Sang Sang
	Luk Fook
	Tse Sui Luen

	Year
	2020
	2019
	2018
	2018-2020 Average

	Profitability Measures
	　
	　

	Gross Profit Margin 
	27.64%
	26.94%
	24.63%
	26.40%
	28.24%
	38.49%

	Net Profit Margin
	3.62%
	3.63%
	5.38%
	4.21%
	9.57%
	-1.14%

	Return on Assets (ROA after tax)
	3.24%
	3.96%
	7.32%
	4.84%
	7.89%
	-0.95%

	Return on Equity (ROE after tax)
	4.53%
	6.05%
	9.72%
	6.77%
	7.86%
	3.22%


Source: Illustrated by Writer (2021)


3.6	Stock Market Analysis 

Finally, Stock Market Value Measures, it captures the Market Capitalization, Price-earning PE Ratio and Market to Book Ratio.   Regarding Market Capitalization, Chow Sang Sang has got HK$1,778 million while Luk Fook HK$12,130 million and TSL HK$342million on average of the three years.  Chow Sang Sang has got higher market capitalization compared to TSL but smaller compared to Luk Fook. Price-earning Ratio of 2.46 for Chow Sang Sang, 11.08 for Luk Fook and -0.01 for TSL. Market to Book Ratio, 0.16 for Chow Sang Sang, 0.86 for Luk Fook and 0.35 for TSL.  Again, both Chow Sang Sang and Luk Fook are gaining positive stock market value while TSL is gaining negative price-earning ratio.  

Table 7: Stock Market Analysis
	Company Name
	Chow Sang Sang
	Chow Sang Sang
	Luk Fook
	Tse Sui Luen

	Year
	2020
	2019
	2018
	2018-2020 Average

	Market Value Measures
	HK$’000
	HK$’000

	Market Capitalization
	1,390,437
	1,664,799
	2,279,572
	1,778,270
	12,130,218
	342,042

	Price-earning Ratio
	2.55
	2.59
	2.25
	2.46
	11.08
	-0.01

	Market to Book Ratio
	0.12
	0.16
	0.22
	0.16
	0.86
	0.35


[bookmark: _Hlk80480955]Source: Illustrated by Writer (2021)

 
4.	Investment Project Evaluation
This section is to review on the investment project evaluation.  Based on Chow Sang Sang’s annual financial report, it is to propose on the project plan of opening 50 stores in China annually.
 
4.1	Investment Appraisal 
According to its company mission, Chow Sang Sang has currently adopted the Stores Investment Plan in China. 
In view of the pandemic, social distancing, quarantine, international lockdowns, the travelling, and tourism remains weakened in 2020.  The sales revenue 2020 of Chow Sang Sang was down 10.5% in the average of the 3 years from 2018 to 2010 (growth rate of -15.24% of 2020 from HK$17,736 million in 2019 to HK$15,032 million in 2020 and growth rate of -5.7% of 2019 from HK$18,806 million in 2018 to HK$17,736 million in 2019) year on year.  Jewellery sales was directly impacted by the lack of travelers and wedding cancellations. According to the provisional figures from Hong Kong Census and Statistics Department (2021), number of marriages in 2020 in Hong Kong was dropped by 36.4% year on year which seriously impacted on the demand of luxury consumer products. 
Therefore, Chow Sang Sang has incorporated the system to engage the on-line and off-line seamless shopping experience to customers.  This is to allow customers to shop as they like and to take delivery as they wish whenever it is convenient for them. 
On the contrary, the recovery in Mainland China has been promising compared to Hong Kong and Macau. China started recovering in the second half of 2020 after the lockdowns have been released and people are vaccinated.  
As a result, Chow Sang Sang has put in place a project to open 50 Stores in China to generate more sales revenue and gross profit margin.
	Now, Chow Sang Sang’s business is split geographically as: 66% of China, 33% of Hong Kong & Macau and 1% of Taiwan in 2020. In view of the rapid recovery in China, the proposal is to grow the China’s sales revenue to offset the business drop in Hong Kong, Macau and Taiwan.
	Here are the assumptions for the project:
	Based on the annual sales of Chow Sang Sang 2020 of HK$15,032 million and the average growth rate of -10.5% in the last 3 years (growth rate of -15.24% of 2020 from HK$17,736 million in 2019 to HK$15,032 million in 2020 and growth rate of -5.7% of 2019 from HK$18,806 million in 2018 to HK$17,736 million in 2019).  There are currently total 748 stores of the Group.  Therefore, 50 out of 748 stores equals to and represents 7% of the sales. 
	According to the Annual Report (2020), Chow Sang Sang holds various investment properties with a total of HK$333 million for rental expenses. Also, they spent HK$200 million on new store openings and renovation for stores.  There are total of 89 New Stores in 2020.  Thus, 50 out of 89 New Stores represents a portion of 56% of the total rental cost and renovation cost.  Therefore, based on the pro-rata of the total rental cost HK$333 million and renovation cost HK$200 million, the involved initial costs are HK$299 million including HK$187 million rental cost and HK$112 million decoration cost (Chow Sang Sang, 2020).  
	 Regarding the split of the Retail and Other Business, it is 87% Retail versus 13% Other Business.
	With a Final Growth Rate of 3% in view of inflation.
	The Earnings before Interest, Tax and Depreciation is 13% based on a straight-line depreciation method for the next 5 years, the calculation of the cashflow is HK$42,741 million and profit is HK$58,330 million in the first year.  
	The below Table 8 shows the China Investment Project which is profitable for the long-term investment from Chow Sang Sang’s perspective.
Table 8: Chow Sang Sang – China Investment Project (Open 50 Stores in China) 
[image: ]
[bookmark: _Hlk80481936]Source: Illustrated by Writer (2021)

4.2	Calculation of NPV, IRR and ARR
To further illustrate the feasibility of the investment project of opening 50 stores in China, the Net Present Value (NPV), Internal Rate of Return (IRR), Accounting Rate of Return (ARR) and Pay Back Period (PBP) are calculated in detail to review in multi perspectives.
 NPV is calculated based on the estimation of future cash flows with discounted rate and the initial cost involved.  The NPV should show a positive figure for going ahead consideration which should benefits the shareholders. 
IRR is the discount rate that sets NPV to zero.  The minimum acceptance criteria are that it should be larger than the required Return Rate on Assets ROA.
ARR demonstrates a percentage of the expected average annual profits comparing to the initial investment costs.
PBP is also calculated to evaluate on the time expected to cover the initial investment cost.  
From the below Table 9, it shows positive NPV of HK$3,480 million.  Also, IRR is 3.44% which is larger than ROA of 3.24%.  ARR is 9.45% and the PBP is 11 years and 7 months so the project will be paid back in 12 years.  Therefore, the China Investment Project of opening 50 Stores in China is considered worthwhile to proceed with the above parameters.   








Table 9: Chow Sang Sang – China Investment Calculation of NPV, IRR and ARR
[image: ]
Source: Illustrated by Writer (2021)

5	Funding Management and Financing Recommendations 
After evaluating on the China Investment Project above, this section is to review on the funding management and financing recommendations.  
Here are three approaches to be considered:
First, in review of the company’s Retained Earnings internally.  The Retained Earnings of Chow Sang Sang 2020 was HK$11,849 million versus Initial Cost of the China Investment Project HK$299 million which represents 2.5% of the Retained Earnings.
Second, the Group generates cashflow from its retailing business and enjoyed cash of HK$1,654 million in 2020.  Cash is mostly held in RMB and HK$ and deposited in leading banks with maturity dates within one year.
Third, IPO fundraising and securities transaction for Chow Sang Sang was active in 2020.  Commission income from securities and future broking business increased by HK$35 million.
Fourth, Shares of the Shareholders. The Group’s investment in 3,326,800 shares which carries at value of HK$1,414 million representing 8.4% of the Group’s total asset of 2020 (Chow Sang Sang, 2020).
Fifth, Bank Borrowings and Bullion Loans.  Currently, the Group has got the total amount of HK$1,080 million Bank Borrowings and HK$1,002 million Bullion Loans.  In view of the Hong Kong Prime Lending Rate 2021 of 5% which is higher than the ROA 3.24% and IRR 3.44% (Hong Kong Monetary Authority, 2021).
Comparing the above funding methods, it is recommended to use the Retained Earnings to cover the Initial Cost of HK$299 million.  The reason is that it represents 2.5% of HK$11,849 million of Retained Earnings which is a safe and secured measure to the company and shareholders.  Besides, there is also a cashflow of HK$1,654 million for backup which should be in full capacity to cover the initial expenses for the China Investment Project.
On the contrary, the IPO fundraising commission income of HK$35 million is not recommended to cover the cost. The Shares of the Shareholders of HK$1,414 million should reserve for future use as the Retained Earnings is already sufficient to support the investment.
Lastly, the bank borrowing is not recommended as the Hong Kong Prime Lending Rate 5% is even higher than the ROA of 3.24% and IRR of 3.44%.
As a result, Retained Earnings of HK$11,849 million is recommended for usage of covering the HK$299 million of Initial Expenses of the Rental Cost and Decoration Cost.    
        
6	Annual Operational Plan
	In view of the above Financial Analysis and Investment Appraisal, it is to review on the Annual Operational Plan for implementation.
	For the 1st quarter, planning: it is to release the amount of HK$299 million from the portion of Retained Earnings for China Investment Project as detailed in Section 4 and 5.  Finance and Project Team to control the budget and the actual spend of the rental and renovation cost with the expected profit and cashflow.
	For the 2nd quarter, implementation: it is to identify and confirm the location in China to open the 50 stores and proceed with leasing and renovation. Monitor the inventories of gold, platinum, watches, and diamond involved to remain a just in time inventory instead of overstocking.
	For the 3rd quarter, control: it is to continue the internal control and risk management of credit cost.  Internally, to closely review on the China Investment Project and offline & on-line shops operation. Externally, to engage the relationship with lending banks and funding sources locally and globally.  Putting the Paying Debt Ability reliable.
	For the 4th quarter, final appraisal, and adjustment: it is estimate on the realized value of the investment properties and future broking & securities by the end of the financial year to capture the fair value of the investment and budget for the following year with precise audit control. Appraisal to assess on the expected outcome and sales turnover.
     
7	Conclusion and Recommendations
	Finally, this section is to summarize on the conclusion and recommendations.
7.1 	Conclusion
To conclude, this report has evaluated on Chow Sang Sang’s Financial Analysis on their overall Income Statement, Bankruptcy Z-score Analysis, Paying Debit Ability, Profitability, Operational Capacity and Stock Market Assessment.
To summarize, it is recognized that Chow Sang Sang has got a strong professional image of product brand which they have invented of new designs and new techniques, and they have got a strong financial background to sustain the business.   
First, Chow Sang Sang has got a sufficient Retained Earnings of HK$11,849 million, Total Assets of HK$16,826 million and Sales Revenue of HK$15,032 million which are at the leading position compared to its competitors Luk Fook and TSL. 
Second, the Bankruptcy Z-score index 2.91 is higher than 2.90 which has got a low probability in bankruptcy and is positive news to shareholders.  
Third, the Paying Debt Ability is high by reviewing its Liquidity Ratio. 
Forth, the Operating Capacity which needs to pay closer attention to as the Inventory Turnover Ratio is high compared to its competitors. 
Fifth, the Profitability is healthy at Net Profit 4.21% and ROA 4.84% as a three-year average are positive.  However, when the COVID-19 situation is being improved, the Net Profit and ROA should expect significant increase for the long-run.  
Lastly, the Stock Market Assessment, the Market Capitalization and Price Earnings Ratio should be improved in comparison to Luk Fook.  
Regarding, the investment in digital and virtual technology to facilitate retailing and customer satisfaction in view of the Pandemic situation. The acceleration of applying the virtual fitting transformation technology, both on the demand and the supply aspects, implies that consumers can enjoy the benefits of the contact-free economy, and put additional emphasis on service levels (Fonseca and Azevedo, 2020).
	To summarize, the research objective is to analyze on Chow Sang Sang’s Financial Assessment and its Investment Project with Financing Management to increase sales revenue. It is recognized that Chow Sang Sang has got a strong professional image of product brand which they have invented of new designs and new techniques, especially on the virtual fitting technology stated in the Company Background above.  They have also got a strong financial status to sustain and grow the business in the future. 


7.2	Recommendations
As a result, here are the recommendations for Chow Sang Sang to overcome the current challenges of lowering the inventories, managing the investment including properties, broking, and securities and increasing the Point of Sales physically and virtually.  
The number of inventories was high in 2020 at HK$8,774 million (Chow Sang Sang, 2020).  Inventories consist of gold, platinum, diamond, and watches.  It is recommended to review on the appropriate level of inventories especially for the slow-moving products.  For every single Point of Sales to review on the kept inventories categories and volume based on the monthly sales forecast and actual sales return.  Corrective action plan should be in place either to write off the over-stock or to mark down price for promotional sales to turn them into realizable value.  
Besides, the investment needs to be closely monitored to understand the portfolio of investment properties in Hong Kong and Worldwide. It valued a total of HK$333 million in 2020 (Chow Sang Sang, 2020).  It is recommended to engage with independent third party to estimate the value of investment properties at the end of each financial year to capture the fair value of properties either to maintain, to sell or to rent to achieve the best income. 
For the assessment on receivables arising from securities and future broking, the securities and future broking loss allowance amounted to HK$1,148 million and HK$489 million respectively (Chow Sang Sang, 2020).  It is highly recommended to involve management decision to estimate on the amount of expected credit loss to maintain the profitability. 
In regards of easy access, it is highly recommended to increase the Point of Sales in physical stores and on-line shopping channels. Physical stores in China are being proposed as an investment project for Chow Sang Sang in the Investment Appraisal section and on-line shops of own company’s e-shop are key channels to assist Chow Sang Sang in enhancing their omni-channel presence to the public and thus increase the sales revenue and brand awareness.
[bookmark: _Toc79944390][bookmark: _Hlk80620416]
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Rental cost HK$'000 187,078.65 0.5650/89 (Total New Stores per Year)

Deco & Overhead cost 112,359.55

Initial cost 299,438.20

Total Sales 15,032,420.00 0.0750/748 (Total Stores per Year) 

Retail 87%

Other Business 13%

Final growth rate 3%

Sales

Retail 13,097,720.00

Other Business 1,934,700.00

Total 15,032,420.00

Sales Growth -11%

Year 1.00 2.00 3.00 4.00 5.00

Sales 1,004,840.91 899,332.61 804,902.69 720,387.91 644,747.18

EBITDA 13% 129,745.06 116,121.83 103,929.04 93,016.49 83,249.76

Depr straight line depr mthd 0.20

Rental cost 5 37,415.73 37,415.73 37,415.73 37,415.73 37,415.73

Deco & Overhead cost 5 22,471.91 22,471.91 22,471.91 22,471.91 22,471.91

Total Depr 59,887.64 59,887.64 59,887.64 59,887.64 59,887.64

EBIT 69,857.42 56,234.19 44,041.39 33,128.85 23,362.11

Tax 17% 11,526.47 9,278.64 7,266.83 5,466.26 3,854.75

Profit 58,330.94 46,955.55 36,774.56 27,662.59 19,507.37

EBITDA 129,745.06 116,121.83 103,929.04 93,016.49 83,249.76

Expenditure 1 cash period 53,005.48 47,439.90 42,458.71 38,000.55 34,010.49

Expenditure 2 Deco & Overhead cost 22,471.91 22,471.91 22,471.91 22,471.91 22,471.91

Tax 11,526.47 9,278.64 7,266.83 5,466.26 3,854.75

Cashflow 42,741.19 36,931.37 31,731.58 27,077.77 22,912.60
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Year Cashflow in/(out) PV of cashflowCUM Cashflow Profit ROA 3.24%

0 (299,438.2)                    (299,438)             (299,438)            Growth rate 3%

1 42,741.19 41,400                (256,697)            58,330.9        

2 36,931.4                       34,650                (219,766)            46,955.5        

3 31,731.6                       28,837                (188,034)            36,774.6        

4 27,077.8                       23,835                (160,956)            27,662.6        

5 22,912.6                       19,536                (138,044)            19,507.4        

6 23,600.0                       19,491                (114,444)            20,092.6        

7 24,308.0                       19,445                (90,136)              20,695.4        

8 25,037.2                       19,400                (65,098)              21,316.2        

9 25,788.3                       19,355                (39,310)              21,955.7        

10 26,562.0                       19,310                (12,748)              22,614.4        

11 27,358.8                       19,265                14,611               23,292.8        

12 28,179.6                       19,220                42,790               23,991.6        

13 29,025.0                       19,176                71,815               24,711.3        

Method 1 NPV 3,480.93                       3,480.93             

Method 2 PBP 11 YEARS (7)                      MONTH

Method 3 IRR 3.44%

Method 4 PI 1.01                            

Method 5 ARR 9.45%
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Appendix 1 - Chow Sang Sang Stock Value 2018-2020

28/7/2021

Date Open High Low Close Adj Close Volume

1/1/2018 18.88 18.92 18.22 18.8816.449125 4951869

1/2/2018 18.9 18.98 17.2 17.76 15.47333 2620991

1/3/2018 17.8 18 15.98 16.514.375561 9221891

1/4/2018 16.5 17.46 16.14 17.2415.020283 5506237

1/5/2018 17.24 17.52 16 16.1814.096763 7065708

1/6/2018 16.32 16.78 14.98 15.1213.173241 5298881

1/7/2018 15.12 15.58 13.68 13.7412.279755 2866257

1/8/2018 13.9 15.86 12.88 15.7214.049325 3988108

1/9/2018 15.7 16.6 14.88 15.3813.745461 5981074

1/10/2018 15.38 16.06 12.6 12.711.460195 4543433

1/11/2018 12.7 13.76 12.04 12.1410.954865 17617707

1/12/2018 12.5 12.5 11.2 11.6210.485626 4998157 2018 13.46

1/1/2019 11.62 11.62 10.64 11.5210.395391 11744897

1/2/2019 11.52 12.6 11.44 12.2211.027054 8797723

1/3/2019 12.18 12.64 11.52 12.211.009007 10192519

1/4/2019 12.4 13.88 12.16 13.0211.748957 17967196

1/5/2019 13.02 13.08 10.76 11.5410.413437 13687003

1/6/2019 11.4 11.58 10.72 11.510.377342 8446102

1/7/2019 11.5 11.98 10.56 10.7210.062549 11334630

1/8/2019 10.86 11 8.92 8.97 8.419876 17976446

1/9/2019 8.93 9.43 8.33 8.41 7.89422 49735979

1/10/2019 8.41 9.44 8.28 9.16 8.737545 55414273

1/11/2019 9.16 9.77 8.64 9.02 8.604003 23078483

1/12/2019 9 10.1 8.88 9.69 9.243102 12555348 2019 9.83

1/1/2020 9.69 11.22 9.11 9.15 8.728007 16678275

1/2/2020 8.96 9.49 8.88 9.15 8.728007 18402596

1/3/2020 9.06 9.39 7.06 7.69 7.335341 36465948

1/4/2020 7.61 8.11 7.07 7.88 7.516579 19501313

1/5/2020 7.88 8.05 7.17 7.45 7.10641 12690786

1/6/2020 7.53 8.89 7.41 8.21 7.831359 19967358

1/7/2020 8.21 8.96 7.94 8.26 8.118977 22839399

1/8/2020 8.59 8.97 8.2 8.73 8.580951 13350318

1/9/2020 8.69 8.75 7.81 8.3 8.158294 13679236

1/10/2020 8.3 8.74 8.02 8.47 8.375363 10704343

1/11/2020 8.39 10 8.33 9.41 9.30486 14675425

1/12/2020 9.41 9.54 8.34 8.82 8.721452 10403447 2020 8.21
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