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Company Overview 
Sitoy Group Holdings Limited (Sitoy) is engaged in 
developing and manufacturing of handbags, small leather 
goods, and travel goods on behalf of high-end luxury 
brands, such as Coach, Fossil, Michael Kors, Lacoste and 
Prada, and high-end travel brands, such as Tumi. 

FY12 Results Highlights 
 
-Revenue soared 33.9% yoy to approximately HK$3,338.2 
million. 
 
-Gross profit margin remained stable at 22.2%.  
 
-Direct labor costs surged 40.8% yoy to approximately 
HK$538.7 million, accounting of 16.1% of revenue. (FY11: 
15.3%) 
 
-As at 30th June 2012, total production capacity reached 
20.0 million units, with a utilization rate of approximately 
80%. 
 
-Net income came in approximately HK$375.3 million, up 
18.7% yoy.  
 
Summary 
We upgrade our forecast FY13 EPS to HK$0.42 and leading 
P/E to 12x. The current share price of HK$4.73 and an 
implied FY2013 leading P/E of 11.26x, representing a 6.6% 
upside potential. We upgrade our 12-month target price of 
Sitoy to HK$5.04 with a “Hold” rating. 
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Robust top line growth 
Revenue soared 33.9% yoy to approximately HK$3,338.2 
million. This increase was primarily due to an increase in the 
sales volumes of products to 15.48 million units from 12.28 
million units as a result of growing demand from the high-
end and luxury brand customers, as well as the start of the 
retail business in February 2011. 
 
The growth was stemmed from robust sales to North 
America and Europe market. Revenue from North America 
soared 34% yoy to HK$2,270.28 million; while revenue from 
Europe surged 43.36% yoy to HK$ 608.57. The robust 
demand for high-end and luxury goods, mainly driven by the 
China market, fueled the demand of the Company’s product.  
 
Coach Inc (COH US), who is believed to be the Company’s 
largest customer, recorded a 14.5% yoy growth in revenue 
and opened 30 new stores in China in FY12. Parda S.p.a. 
(1913.HK), another customer of the Company, recorded a 
36.4% growth in revenue yoy in 1H12, of which the revenue 
from Asia Pacific market soared 34.7% yoy. As international 
luxury brands continue to battle for the China and Asia 
Pacific market, the robust demand of luxury goods will 
become the cornerstone of Sitoy’s prospect.  
 
New production capacity is in the pipeline 
Sitoy increased the production line from 191 to 215. Total 
production capacity of handbags, small leather goods and 
travel goods increased to 20 million units in FY12 from 16.1 
million units in FY11. Utilization rate stretched from 76% in 
FY11 to 80% in FY12. 
 
The construction of two buildings as part of the phase 2 
expansion in Yangde facility was completed in Nov 2011. 
The Company plans to complete the expansion of the 
remaining portion of the Yangde phase 2 expansion by 2014. 
The Company will invest HK$80 million CAPEX on the 
phase 2 expansion which will bring the total annual 
production capacity to 22 million units by the end of 2013. 
Furthermore, the Company expects the total production 
capacity to increase by 40% to 28 million units upon the 
completion of Yangde phase 2 construction in 2014. In 
addition, about HK$25 million will be used for the purchase 
of manufacturing facilities and upgrade of equipment in 2013. 
 
GPM was stable while NPM squeezed 
In our previous report, we forecasted that the hike in labor 
and raw materials costs would erode the gross profit margin 
of the Company. In FY12, costs of raw materials totaled 
HK$1991.99 million, up 31.58% yoy and accounting of 
59.7% of total revenue, while direct labor costs came in 
HK$538.68 million, soaring 40.86% yoy and accounting of 
16.1% of total revenue. We were surprised that Sitoy was 
able to maintain its gross profit margin at 22.2%.  
 
Sitoy explained that the Company deployed a cost-plus 
business model that can pass the rising cost to its 
customers. We believe the success of cost-plus business 
model is highly relied on the limited supply of O.E.M. for 

luxury goods. Hence, we believe that the Company will be 
able to maintain its profit margin in near-mid term. However, 
with the mature of other low-cost production center in Asia 
such as Vietnam and Cambodia, we believe the squeeze in 
gross profit margin is inevitable in long-term.  
 
Despite the GPM remained stable at 22.2%, the rising 
selling expenses dragged down operating margin by 0.8% to 
13.9%. Selling expenses accounted for 2.9% of revenue in 
FY12, comparing with 2.2% a year ago. About HK$21.2 
million was spent in the marketing of the retail business. 
Meanwhile the rising taxation expenses further narrowed net 
profit margin by 0.7% to 11.4% in FY12. Effective tax rate 
increased from 16.7% in FY11 to 17.6% in FY12.                                                                                                                                                                               
 
Rosy growth in retail business, yet profitable.  
In FY12, revenue generated from the retail business was 
HK$14.4 million; revenue from the 2H12 was 174.1% more 
than the 1H12. As at 30th June 2012, the Company owned 
and operated 22 retail stores, among which 6 were stand-
alone retail stores and 16 were department store concession 
counters. Those retail stores spanned across Beijing, 
Shanghai, Guangzhou, Shenzhen, Hong Kong, Chongqing, 
Chengdu, Wuhan and Yangzhou, China. The Company 
aims to open a total of 100 stores by the end of FY15. We 
expected the Company to focus on opening department 
store concession as it requires less capital input and 
mitigates the operating risk of retail business. 
 
Although revenue generated from the retail business was 
HK$14.4 million, the retail business remained a loss, as the 
revenue was even not enough to cover the HK $21.2 million 
selling expenses. We remained conservative whether the 
retail business will become a profit contributor in FY13.   
 
Debt free position and healthy cash flow 
Since the IPO of the Company, Sitoy cleared all its debt and 
maintain a zero debt balance by the end of FY12. In addition, 
the Company recorded healthy cash flow from operation 
since FY09 which we expect to continue. In FY12, although 
the cash flow from operation reduced due to increase in 
income tax and working capital, we believe the operational 
cash flow was strong enough to support future expansion of 
the Company. Meanwhile, we estimate the Company's 
CAPEX will be about HK$100 million per year from FY13-14 
and the Company plans to pay dividends of no less than 
30% of net profit attributable to the share holders, we 
believe the  operational cash flow will be able to cover 
CAPEX and dividend from FY13-14. 
 
Major risk- Eroding consumer sentiment 
The Hong Kong retail sector is a good proxy for the 
consumer sentiment of China. After years of robust growth 
in the Hong Kong retail sector, the YTD Sep 2012 data 
shows that the growth of Hong Kong retail sector began to 
slack off in 2012. The data from Census and Statistics 
Department, HKSAR shows that the yoy growth rate of retail 
sales tumbled in FY12. At this moment we remain optimistic 
to the Company's prospect as revenue growth of Coach and 
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Prada, major customers of the Company, show no signs of  
slacking off. However, the full-blown of another round of 
financial crisis or further erode in consumer sentiment 
remain the major risk of the Company. 
 
Valuation 
We upgrade our forecast FY13 EPS to HK$0.42 and leading 
P/E to 12x. The current share price of HK$4.73 and an 
implied FY2013 leading P/E of 11.26x, representing a 6.6% 
upside potential. We upgrade our 12-month target price of 
Sitoy to HK$5.04 with a “Hold” rating. 
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Sources: Phillip Capital, Thomson Reuters 
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS 

 
We do not base our recommendations entirely on the above quantitative return bands.  We consider qualitative factors like (but not limited 
to) a stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and 
speculative undertones surrounding the stock, before making our final recommendation 
 
GENERAL DISCLAIMER 
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree 
to be bound by the terms and limitations set out below.  
 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be 
liable for any direct or consequential loss arising from any use of material contained in this publication.  
 
The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are 
unreliable and any analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are 
based on such information and are expressions of belief only. Phillip Securities has not verified this information and no representation or 
warranty, express or implied, is made that such information or Research is accurate, complete or verified or should be relied upon as such. 
Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not have any responsibility 
to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no 
event will Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of 
the information or Research made available, even if it has been advised of the possibility of such damages.  
 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are 
subject to change at any time without prior notice.  
 
This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or 
particular needs of any particular person. The products mentioned in this material may not be suitable for all investors and a person 
receiving or reading this material should seek advice from a financial adviser regarding the suitability of such products, taking into account 
the specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of 
such products. 
This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and 
exercise of judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular 
transaction nor a representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be 
aware that many of the products which may be described in this publication involve significant risks and may not be suitable for all 
investors, and that any decision to enter into transactions involving such products should not be made unless all such risks are understood 
and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained 
herein with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks.  
 
Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase 
securities mentioned in this research should take into account existing public information, including any registered prospectus in respect of 
such security. 
 
Disclosure of Interest 
Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the 
listed corporation covered in this report. 
Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor 
any financial interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities 
serves as an officer of the listed corporation. 
 
Availability 
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any 
jurisdiction or country where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which 
would subject Phillip Securities  to any registration or licensing or other requirement, or penalty for contravention of such requirements 
within such jurisdiction. 
 

© 2012 Phillip Securities (Hong Kong) Limited 

Total Return Recommendation Rating Remarks 
>+20% Buy 1 >20% upside from the current price 

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 
-5% to +5% Neutral 3 Trade within  ± 5% from the current price 
-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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