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Sasa (178.HK)

Overall sales in January stabilized, boosting salesf traditional high-end
brands
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Investment Summary Accumulate

Sasa’s retail and wholesale turnover decreasedby @uring Q3 in HK and Macau markets, CMP HKD2.98
while same store sales dropped by 3.7%, compartektimcrease of 9.6% and 7.1%
respectively in Q2. Negative growth was recordeddth retail sales and same store sales in
the region in November and December. The totalteenof Sasa during the period recorded TARGET HKD3.20 (+5.84%
a 2.2% decrease, while 9 months ended 31st Decefti@rrecorded an increase of 9.2%,
but missing the whole-year growth target of doudiggt.

(Closing price at 31 January 2019)

COMPANY DATA

OIS SHARES (MN) : 3040
Consumer sentiment in HK and Macau markets remal_a'mggish due to th_e weaknesses in g/le _vaf,iTLg,AHF: EEEB;V' N): 5 4?;27%
RMB exchange rate and stock market under the asediishadow of the Sino-US trade war.
In addition, the new E-commerce Law passed by thiagSe government in August 2018
came into force early this year and made Daigaletiamore cautious in running their SHARE HOLDING PATTERN » %
businesses. These all contributed to the sluggiles performance of Q3. Sasa’s sales Kowk Siu Ming 64.23%

performance in Q3 underperformed its peers, maing/to the slowdown in sales of low-
margin trendy products due. At the same time, #hessof traditional high-end brands had
been ignored. According to the statistics reledsethe Census and Statistics Department,
retail sales in last November recorded only 1.4étaase. The growth rate of medicine and
cosmetics category slowed down from 15.2% in Oatdingt still reached 10.1% and
continued to outperform other categories.

PRICE PERFORMANCE » %

IM 6M 1Y
Sasa 0.67 -39.23 -13.26
HSI 7.5 -2.29 -16.82

In HK and Macau markets, Sasa’s average salesgosattion of local consumers and RETURN VS. HSI
mainland tourists decreased by 0.2% and 6.1% ysspectively which resulted in a 2.6%
decline in total. The transaction volume of maidlaourists increased by 5.8% while that of M F“"ﬂ""\
local customers decreased by 5.2%, leading tagyhtsirowth of 0.4% in the overall J 4
transaction volume. The decrease of average satdsgmsaction was reflected on GPM. Nﬁ '”v\l
GPM was continued facing pressure in January aegfdected to be below the 40% target for /J " ‘
the full year. W b H
A ,f \ .J‘“\
Sasa has recently adjusted the commission systérhardisplay of goods, hoping to L N ”\.,\\ —
accelerate the sales of traditional high-end braimdaddition, it will also trengthen “v’/MV
promotional efforts to gain more brick-and-mortastomers to partially offset the short-term ' '
impact from Daigou reduction. It will also optimipeoduct offerings and launch new Source: Aastocks, Phillip Securities
products on a timely basis to cater for rapidlyrgddiag consumer preferences. According to
the information provided by the management teamsties performance in the first week of
January has stabilized. By the end of the monthptrerall sales is flat y.o.y. It hopes the

KEY FINANCIALS
RMB mn FY16  FY17 FYI8E FYI9E

sales growth in the next two years to remain inréimge of 3 to 10%. Net Sales 7551 8018 8739 9438
NetProfit 327 440 488 559
We are still optimistic about Sasa’s medium ang-@mm business development and EPSHKD 0.11 0.5 0.16 0.18
performance, but expected it will face challengethe short-term, mainly due to the PER,x 2670 2037 1890 1649
continued weak market sentiment and the higher ipathe fourth quarter of last year . BVPSHKD076 083 091 Lod

However, the series of cost control measures tligimplementing, including the control of
rental costs, is believed to help offset some efitlpact on operating profit due to the
pressure on GPM.

PBV,x 393 3.6l 3.27 2.87
ROE, % 1472% 17.13% 17.28% 17.39%

Source: Company, Phillip Securities Est.

According to the management team, there is stillard pressure on rental rates of shopping

malls, but not for shops on streets. If the stsbeps that have recently renewed their Research Analyst
contracts do not have a 10-20% reduction, it vall sign. In addition, it will speed up sales ?;;%%Eééﬁﬁﬁg?:%?k
and save storage costs through inventory manageandriroduct display, and enhance

digitalization and development of information teclugy to improve operational efficiency

and shopping experience. We lower the target mfickasa to 3.2, the target price-earnings

ratio is 20 times(Closing price at 31 January 2019)
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Business Overview

Mainland business has found development direction E-commerce platform
promotes integration with offline business

Since the launch of the HK Section of the ExpreafivRy Link, Sasa’s stores
located in the HK West Kowloon station and the hbimuring Tsim Sha Tsui
district have been reporting satisfactory salefop@ance. In contrast, the
management team noted that the increased inflikanfland tourists via the
Hong Kong-Zhuhai-Macau Bridge were mainly sightsgedtippers with limited
purchasing power and barely contributed to Sasz&rat sales in Hong Kong
market. Nevertheless, the team believes the twarnmdastructure projects will
attract more mainland travellers with higher congtiom when they are gradually
consummated.

The team remains optimistic towards the outlooklkfand Macau markets in the
middle to long run under the favourable developnoéihe Greater Bay Area. It
still plans to increase the number of retail ostiatthe Greater Bay Area to 180.
However, considering the current market conditidnis, cautious of expanding.
As of the end of December 2018, it operated a tiftall 9 retail stores in HK and

Macau, 54 in Mainland China, and 272 in total inlohg Singapore and Malaysia.

Sasa’s retail and wholesale turnover in other nsudatside HK and Macau
(including Mainland China, Singapore, Malaysia &dommerce) increased by
1.3% in Q3. For Mainland business, the managensani stated that the current
adjustment of the shops and staff is near comple@ompared with the strategy
of diversified products in HK, there will be moreoducts targeting mass market.
As for the e-commerce business, 90% of the cus®arerform Mainland. The

company will continue to promote the integratioroafine and offline businesses.

Figure: Store network by market

Market (Continuing |Asof 31 |Asat31 |Asat 30
operations) Dec 2018 [Dec 2017 |Sept 2018
Hong Kong & Macau 119 119 120
Mainland China 54 56 54
Singapore 21 19 22
Malaysia 78 75 77

Total 272 269 273

Source: Company, Phillip Securities
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Valuation and Risk

We give Sasa Accumulate rating, the target priceiegs ratio is 20 times, and the
target price is lowered to HKD3.Rotential risks include huge market or currency
rate fluctuations that heavily hit consumer sentiteeof Chinese tourists and
visitors, huge drop of the number Chinese tourmisl visitors, and local
consumption not as strong as expected. (Closimg ati 31 January 2019)

Figure: Historical P/E ratios

Historical P/E ratios
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Source: Bloomberg, Phillip Securities
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Financials

FYE FY2016 FY2017 FY2018E FY2019E FY2020E
Valuation Ratios

Price to Earnings (P/E) 26.70 20.37 18.90, 16.49 14.54
Price to Book (P/B) 3.93 3.61 3.27 2.87 2.52)
Per Share Data (HKD)

EPS 0.11 0.15 0.16 0.18 0.20
Book Value Per Share 0.76 0.83 0.91 1.04 1.18
Dividend Per Share 0.17 0.18 0.11 0.13 0.14
Growth (%)

Revenue NA 6.18% 9.00%] 8.00% 7.00%]
Operating Income NA| 33.46% 5.04% 14.89% 13.64%
Net Profit NA] 34.71% 10.92% 14.59% 13.40%
Margins (%)

Gross Profit Margin 41.59% 42.08% 39.00% 39.50% 40.00%
Operating Profit Margin 5.45% 6.85% 6.60% 7.02% 7.45%
Net Profit Margin 4.33% 5.49% 5.59% 5.93%] 6.28%
Key Ratios

ROE (%) 14.72% 17.73% 17.28% 17.39% 17.33%
ROA (%) 11.15% 12.30%, 12.00%, 12.07%, 12.03%
Income Statement (HKD,Mn)

Revenue 7551 8018 8739 9438 10099
-Cost of Goods Sold 4411 -4644 -5331 -5710 -6059
Gross Income 3141 3374 3408 3728 4040
-Operation Expenses -2833 -2924 -2925 -3159 -3380)
Operating Income 411 549 576 662 753
Pretax Income 421 561 583 674 764
Net Profit 327 440 483 559 634

Source: Company, Phillip Securities (HK) Researstiniates
(Financial figures as at 31 January 2019)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ * 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely omltioe quantitative return bands. We consider izde factors like (but not limited to) a stock’s
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final reowendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable eandanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are ssgjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Resear@dt@irate, complete or
verified or should be relied upon as such. Any siébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdental or consequential damages which may be ieddrom the use of the information or Researchevmdilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzex®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or parécuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’s own independent verification and exercisgidgment. The fact
that this publication has been made available @atess neither a recommendation to enter into #iquéar transaction nor a representation that aogyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efptfoducts which may be described in this publiceiinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuzh sisks are

understood and an independent determination hasrbade that such transactions would be approp#date.discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informatiscluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm's Disclosure: Phillip Securities does not hawg investment banking relationship with the listerporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listegp@ation.

Availability

The information, tools and material presented neaeé not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walibe contrary to the applicable law or regulatiorvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKbBglieved to be accurate. PSHK does not bear resplitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product’s risks, please visit the Riskdosures Statement on http://www.phillip.com.hk.
© 2019 Phillip Securities (Hong Kong) Limited
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