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Investment Summary 

Sales growth in the first quarter of FY 2019 (Q1, 1st March to 31st June ) accelerated to 24.8%, 
with sales revenue and same-store growth in Hong Kong and Macau growing by 27.7% and 
25.3% respectively. The number of transactions from mainland tourists increased 27.5%, 
which led to 14.5% growth in the overall transaction volume. The average sales per 
transaction of local consumers and mainland tourists increased 8.1% and 7.0% respectively. 
 
According to the management team, the slowdown began to be seen in the last week of June. 
In July, affected by the Sino-US trade war and fluctuations in the RMB exchange rate, the 
overall sales revenue growth in HK and Macao slowed down to 12 to 13%. In August, the 
figure was slightly improved to the mid-to-high double digits. Looking into the period from 
July to August, the consumer sentiment of HK local customers were negatively affected by 
fluctuations in the financial market more than mainland customers. The total number of 
transactions recorded low single-digit to negative growth, and the average sales per 
transaction was only increased by about 4%. For mainland customers, although the average 
sales per transaction was only with low single digit growth, the number of transactions 
increased by nearly 20%. 
 
The management is optimistic about the business situation in the coming months. On 23th 
September, the opening of HK Section of the Express Railway Link will bring more mainland 
tourists to the retail market in HK. In addition, this year`s mid-autumn festival is close to the 
National Day. It currently has no plan of increasing the discount rate or promotion efforts 
during the Golden Week to promote sales.In our view, the improvement in August is with low 
base effect caused by the worse weather in August last year. Its July trend goes with the 
overall HK retail sales growth, medicines and cosmetics grew 12.7% y.o.y. which showed 
slow-down trend comparing to 1H, but was already outperformed comparing to other 
category, and was the 1st runner up after jewelley, watches and clocks, and valuable gifts. 
 
Sino-US trade war has caused volatility on RMB exchange rate and the financial market, 
coupled with the higher base in 2H of last financial year, it is expected that the slowdown 
trend in Sasa`s revenue growth will continue in the coming months, but with the opening of 
the Express Railway Link and HK-Zhuhai-Macao Bridge, more tourists are expected to visit 
HK, which helps to offset some of the negative effects. We expect Sasa can record double-
digit growth throughout the financial year. We are also optimistic about benefits that HK can 
gain through the policy and infrastructure development of Greater Bay Area in medium and 
long term, which help to drive the flow of people and economic prosperity within the region, 
while the retail industry will be among the first to benefit.  
 
Despite the growth in top line for Q1, gross profit margin (GMP) has still been under 
downward pressure due to the proportion of low-margin trendy products in the product mix 
has increased. From July to August, the gross profit margin was close to 40%, the situation 
was similar to that of the first quarter. Thanks to the double-digit growth in sales revenue in 
HK and Macao, the trend of operating leverage continued in the second quarter. The 
management team plans to launch more trendy products. Sales growth of these products is 
higher than the traditional high-end products. These products` price ranges from tens to 
HK$200. Its target is to maintain the GPM at around 40%.  
 
We expected that the whole-year GPM will still be under pressure. However, sales growth is 
expected to bring operating leverage with the rental and wage costs remain stable. We give 
Salsa Buy Rating, forecast price-earnings ratio 26 times, the corresponding target price 
HK$4.74. (Closing price at 14 September 2018) 
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KEY FINANCIALS 

RMB mnRMB mnRMB mnRMB mn    FY16FY16FY16FY16    FY17FY17FY17FY17    FY18EFY18EFY18EFY18E    FY19EFY19EFY19EFY19E    

Net SalesNet SalesNet SalesNet Sales    7551 8018 9220 10142 

Net ProfitNet ProfitNet ProfitNet Profit    327 440 555 643 

EPS,HKDEPS,HKDEPS,HKDEPS,HKD    0.11 0.15 0.18 0.21 

PER, xPER, xPER, xPER, x    34.85 26.60 21.32 18.38 

BVPS,HKDBVPS,HKDBVPS,HKDBVPS,HKD    0.76 0.83 0.94 1.09 

P/BV, xP/BV, xP/BV, xP/BV, x    5.13 4.71 4.12 3.56 

ROE, % ROE, % ROE, % ROE, %     14.72% 17.73% 19.32% 19.37% 

Source: Company, Phillip Securities Est. 
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Business Overview 
 
Established in 1978, Sa Sa has grown from a 40 sq. ft. retail space to become 
today`s regional "beauty" enterprise and is now the leading cosmetics retail chain 
in Asia, according to the "Retail Asia-Pacific Top 500" ranking of Retail Asia 
magazine and Euromonitor in 2017. As one of the largest sole agents in cosmetics 
in Hong Kong, Sa Sa represents over 200 international beauty brands in Asia. 
 
Listed on The Stock Exchange of Hong Kong Limited (the Stock Exchange) in 
1997 (Stock Code: 178). It has over 260 retail stores and counters in Asia selling 
over 700 brands of skincare, fragrance, make-up and hair care, body care products, 
health and beauty supplements including own-brands and exclusive products. The 
Group employs close to 4,800 staff in markets across the region, covering Hong 
Kong & Macau, Mainland China, Singapore and Malaysia. 
 
Performance review 
 
Since the second half of last year, Sasa`s top-line growth has accelerated, which 
drove the whole year`s revenue to grow 6.2% to HK$8.017 billion. Turnover 
(retail and wholesale) in HK and Macau recorded a growth rate of 7.9%, while 
same store growth(SSG) was 3.9%.  
 
The growth rate in the fourth quarter was the fastest in the year, with a 14.4% 
increase in turnover, and turnover and SSG in HK and Macau increased by 17.8% 
and 15.1% respectively. The HK and Macau market accounted for 82.1% of total 
revenue last year. 
 
Several factors contributed to the strong performance in HK and Macau, including 
the increasing demand from both local and mainland tourists. In mainland, the 
demand for middle and high-end cosmetic products is soaring on the back of 
strong retail growth driven by the improved purchasing power of Mainland 
residents living in the third and fourth-tier cities. 
 
During the year, the growth rate of the total number of transactions was 3.8%, 
while the number of transactions by local consumers and mainland tourists by 
3.3% and 4.6% respectively. The number of transactions decreased 1.1% in 1H 
y.o.y. but increased 8.5% in 2H, that means the sales increase in 2H was mainly 
resulted from the increased total number of transactions. The growth of average 
sales per transaction was 4.1%, 3.4% and 4.2% respectively for 1H and 2H.  
 
GPM increased slightly by 0.49 ppt y.o.y. to 42.08%. However, GPM was under 
pressure in 2H. Thanked to operation leverage, operation costs were under 
controlled. The operation margin increased 1.4 ppt to 6.85%. In 2H, the margin 
increased by 2.24 ppt y.o.y. to 9.54%, reflecting accelerated sales growth, the 
company`s effort of the closure of low-productivity stores, and rental reductions. 
Rental-to-sales ratio dropped at a quicker pace from -0.1% in 1H to -1.6% in 2H, 
resulting in an overall -1.0% for the full year. 
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Figure: FY17/18 Turnover Mix by Market 

 
Source: Company, Phillip Securities 
 
Figure: Store network by market 
Market 
(Continuing 
operations) 

As of 31 
Mar 
2017 

Opened Closed As at 31 
Mar 
2018 

As at 
30 June 
2018 

Hong Kong & 
Macau 

116 13 11 118 117 

Mainland China 56 10 11 55 54 

Singapore 20 1 1 20 22 

Malaysia 71 6 5 72 75 

Total 263 30 28 265 268 
Source: Company, Phillip Securities 
 
Integration of online and offline platforms 
 
Turnover of e-commerce business dropped 19.3% to HK$383.3milion in last year. 
The management team explained that this was due to the strategical raise of the 
minimum spending for free shipping from 1 April 2017 onwards. But the loss was 
reduced from HK$67.1 million to HK$28.3 million, reflecting the efforts on 
improving warehouse and logistic operations. 
 
Revenue in Q1 increased by 20% y.o.y.. The management team does believe that 
online and offline businesses will compete with each other and tend to promote the 
integration of the two. It is expected that logistics costs will continue to decline. 
 
We expect the e-commerce business performance to further improve this year. 
With the combination of online and offline networks, the operating efficiency is 
expected to continue to improve. 
 
The company has announced collaboration with Taobao Global to create new retail 
model with integration of online and offline platforms. Buyers from Taobao 
Global promote products of Hong Kong retail stores on online platform, while 
mainland customers will be able to purchase products through the buyers on the 
platform. 
 
In late 2017, It launched a brand new mobile app. Through optimising its stability 
and functions, online ordering was enhanced. These improvements also benefitted 
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internal functions such as operations, and sales and marketing, while enhancing 
the overall customer shopping experience. 
 
It also cooperated with third-party e-commerce platforms. In the Q2, it opened an 
online flagship store on Tmall Global to gain more exposure. It also partnered with 
Jingdong Group to launch a large-scale online shopping festival “JingShaJie” in 
Q4. 
 
For the future development of e-commerce, Sasa plans to launch a new e-
commerce system to provide a strong and flexible foundation to support current 
and future development. It also plan to further optimize the operation of 
warehouse in mainland to reduce logistics costs.  
 
 
Focus on existing markets, change market strategies in China 
 
Sasa has completed its exit from Taiwan market last financial year. The one-off 
loss of $16.9 million was recorded during the year. This market accounted for 
about 2.6% of the total revenue last year, so it has limited impact on revenue 
growth this year. According to the management team, after the exit of Taiwan 
market, it will focus on the existing markets and does not have plans to open new 
markets. 
 
Last year, SSG in mainland market was 5.1% y.o.y. Thanks to better cost control 
and increased store contributions, the loss for this market reduced to 
HK$10.2million. Sales growth improved significantly in 2H, from 3.9% in 1H to 
6% in 2H. This is because of the stablisation of the management team, which 
enhanced operational effectiveness, the closure of non-performing stores in 
isolated locations, while opening new stores in key cities. It also improved the 
product portfolio in mainland and enhanced the marketing strategy.  
 
Last financial, the average logistic time was shortened from 10 days to 7 days, and 
the target for this year is to further shorten to 5 days. According to the 
management team, the timing of break-even will depend on the expansion of the 
scale of business. If the total number of stores reaches 100, which is twice the size 
of the existing ones, the business can be break-even.  
 
Compared to HK market, the biggest challenge of mainland China market is still 
the strict inspection of imported cosmetic products, making it difficult to replicate 
HK`s diverse-product business model. However, the management team has 
accumulated experience of store operation. Its next target is to improve the 
product mix through seeking cooperation with local suppliers instead of launch 
products of Sasa`s own brands like before which is expected to give consumers 
more choices of different products.  
 
The Greater Bay Area is one of the company`s key development regions. It plans 
to open 4 new stores in cities within the region. Apart from that, it also plans to 
add new stores to existing regions. It plans to open 8 to 10 stores in total for this 
year. 
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Valuation and Risk 
 
We expect the company`s overall revenue this year to reach double-digit growth, 
and its gross profit margin will be under pressure as Q1. However, sales growth is 
expected to bring operating leverage with the rental and wage costs remain stable. 
We give Salsa Buy Rating, forecast price-earnings ratio 26 times, the 
corresponding target price HK$4.74. Potential risks include huge market or 
currency rate fluctuations that heavily hit consumer sentiments of Chinese tourists 
and visitors, huge drop of the number Chinese tourists and visitors, and local 
consumption not as strong as expected. (Closing price at 14 September 2018) 
 
Figure: Historical P/E ratios 

 
Source: Bloomberg, Phillip Securities 
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Financials 
 
FYEFYEFYEFYE    FY2016FY2016FY2016FY2016    FY2017FY2017FY2017FY2017    FY2018EFY2018EFY2018EFY2018E    FY2019EFY2019EFY2019EFY2019E    FY2020EFY2020EFY2020EFY2020E    

Valuation RatiosValuation RatiosValuation RatiosValuation Ratios         

Price to Earnings (P/E) 34.85 26.60 21.32 18.38 16.12 

Price to Book (P/B) 5.13 4.71 4.12 3.56 3.08 

Per Share Data (Per Share Data (Per Share Data (Per Share Data (HKDHKDHKDHKD))))         

EPS 0.11 0.15 0.18 0.21 0.24 

Book Value Per Share 0.76 0.83 0.94 1.09 1.26 

Dividend Per Share 0.17 0.18 0.13 0.15 0.17 

Growth (%)Growth (%)Growth (%)Growth (%)         

Revenue NA 6.18% 15.00% 10.00% 8.00% 

Operating Income NA 33.46% 19.63% 16.30% 14.20% 

Net Profit NA 34.71% 26.02% 16.02% 13.98% 

Margins (%)Margins (%)Margins (%)Margins (%)         

Gross Profit Margin 41.59% 42.08% 40.08% 40.58% 41.08% 

Operating Profit Margin 5.45% 6.85% 7.12% 7.53% 7.96% 

Net Profit Margin 4.33% 5.49% 6.02% 6.34% 6.70% 

Key RatiosKey RatiosKey RatiosKey Ratios         

ROE (%) 14.72% 17.73% 19.32% 19.37% 19.13% 

ROA (%) 11.15% 12.30% 13.41% 13.45% 13.27% 

         

Income Statement (Income Statement (Income Statement (Income Statement (HKDHKDHKDHKD,Mn),Mn),Mn),Mn)                        

RevenueRevenueRevenueRevenue    7551 8018 9220 10142 10954 

- Cost of Goods Sold    -4411 -4644 -5525 -6027 -6454 

Gross IncomeGross IncomeGross IncomeGross Income 3141 3374 3695 4116 4500 

-Operation Expenses    -2833 -2924 -3132 -3445 -3721 

Operating IncomeOperating IncomeOperating IncomeOperating Income 411 549 657 764 872 

Pretax IncomePretax IncomePretax IncomePretax Income 421 561 668 775 884 

Net ProfitNet ProfitNet ProfitNet Profit    327 440 555 643 733 

Source: Company, Phillip Securities (HK) Research Estimates 
(Financial figures as at 14 September 2018) 
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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. 
 
Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any 
loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of 
different product`s risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   

© 2018 Phillip Securities (Hong Kong) Limited 
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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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