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For the year ended 31st March 2005, the Group’s consolidated turnover
amounted to HK$2,313.7 million, representing an increase of 22.9% from
HK$1,883.3 million in the previous fiscal year. The Group’s consolidated profit
attributable to shareholders rose to HK$216.6 million from HK$151.1 million,

an increase of 43.4%. Diluted earnings per share amounted to 16.5 HK cents.

A number of significant factors contributed to the satisfactory performance
of the Group. The growth momentum of the retail business in Hong Kong
market continued, fuelled by the relaxed travel policy for PRC tourists visiting
Hong Kong and Macau and by the number of tourists from other countries
returning to Hong Kong following the end of the SARS epidemic. Local people
showed a renewed appetite for retail spending, and the Group was able to

use its strong operating leverage to build on these opportunities.

Retail & Wholesale Business
During the fiscal year 2004/05, the Group’s retail and wholesale business
saw growth in turnover of 23.7%, reaching HK$2,122.2 million. The overall

gross profit margin increased due to the enhancement of our sales mix.

Our inventory turnover days were 101 days for the year ended 31st March
2005, as opposed to 90 days for the previous fiscal year. But this has to be
placed in the context of an operational shift towards importing more products
by shipping rather than air freight, and by an accompanying extension of the
payment period to our suppliers. Overall, we enhanced both our operational
and management effectiveness through the adoption of a new Point-of-Sales
system, a Business Intelligence system and a new Customer Relationship
Management system as well as strengthening staff training. All these initiatives
helped to bolster the Group’s competitiveness and operational flexibility. We
believe this will further increase the Group’s turnover growth and profitability

in the coming years.

Sa Sa International Holdings Limited
Annual Report 2004 / 2005
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Hong Kong and Macau

The increased spending by tourists, in particular those from Mainland China,
as well as the growing confidence of local consumers contributed to the
healthy performance of our business in Hong Kong and Macau. Turnover
rose by 25.0% to HK$1,916.0 million for the year ended 31st March 2005
and same store growth grew by 10.8%. Year-on-year growth of 34.8% was
recorded in the first half of the year due to the low base caused by the onset
of SARS in the corresponding period last year. A year-on-year increase of
18.4% was recorded in the second half of the year. Growth was registered
in both the average value per transaction and the total number of transactions

with an increase of 12.3% and 12.0%, respectively.

During the fiscal year, Sa Sa opened a new flagship store in Causeway Bay.
The Group also added a new store and relocated a store to Mongkok. Four
existing stores were expanded. As at 31st March 2005 there were 43 Sa

Sa stores, one La Colline specialty store and one Elizabeth Arden counter.

The Group strengthened the brand building of “Sa Sa” and the “beauty
specialist” image of Sa Sa by targeting marketing initiatives at both local
consumers and PRC tourists. We sponsored the Miss Hong Kong Pageant
2004, introduced a new TV advertisement to project our corporate image
in both Hong Kong and the PRC, and launched a TV advertisement for a
new product, Provocative, by Elizabeth Arden. In addition, the Group sponsored
a spectacular variety show to celebrate National Day, which was organized
by the Hong Kong Federation of Women. We also sponsored the Sa Sa Cup
at Ladies’ Purse Day as well as the “Horses Across Hong Kong” campaign

organised by the Hong Kong Jockey Club in 2004.
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Mainland China

The first Sa Sa store in the People’s Republic of China (“PRC”) was opened
on 26th March 2005 on Shanghai’s Huaihai Road. The Group has positioned
the outlet as a “one-stop cosmetics specialty store” that provides an alternative
shopping channel for our PRC consumers. We will focus on offering professional

and niche brand products in the store as well as value-added services.

Singapore and Malaysia

Turnover for the Singapore and Malaysian markets increased by 7.1% to
reach HK$112.8 million and same store growth was 3.6% for the year ended
31st March 2005. The loss recorded for the first half of the fiscal year was
reversed and both markets started to contribute in the second half due to
growth in turnover and gross profit. This in turn contributed to overall

performance.

In order to provide a stronger foundation for future growth in this market, a
series of strategic measures were implemented during the year. These included
moving the regional office back to Hong Kong to provide better support and
directions, new store formats, relocation of stores, store expansions,
strengthening of the adjustment of merchandise mix and improved staff
training. Although our performance was temporarily affected by these measures,

positive results were visible by the second half of the year.

Same store growth for the combined markets reached 6.0% in the second
half of the fiscal year with total sales growth at 6.7%. In Singapore, during
the same period, same store growth was 17.4% with total sales growth at
12.4%, and same store growth for Malaysia was -9.5% with total sales growth
at -2.2%. The performance of the Malaysian market was affected by the
government’s registration requirements for imported products. The effects of

these measures gradually receded with results improving in the fourth quarter.

Sa Sa International Holdings Limited
Annual Report 2004 / 2005
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As at 31st March 2005, the number of stores in Singapore remained at nine
(one opened, one closed). Store numbers increased to 11 for Malaysia with
two new stores being opened and one closed during the year. Despite the
operational changes, Sa Sa was awarded the “Superbrands” title in Singapore

and Malaysia for the year 2004/05 and 2005, respectively.

Taiwan

Turnover in the Group’s Taiwan business increased 9.4% during the year, with
same store growth reaching 5.7%. An increase in contributions to the Group
was recorded. The full-year performance was affected by typhoons during
the summer and by the temporary closure of a major store for renovation.
This meant that staff had to be re-trained to adapt to the new store format.
The Group’s strategic consolidation measures began to take effect in the
second half of the year. Our performance therefore showed a marked
improvement as compared to the same period of the previous fiscal year.
Second half same store growth was 9.9% with total sales growth at 14%.
Since a new store was opened during the year, the total store number for

Taiwan was four as at 31st March 2005.
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"What are Sa Sa's main strengths?"

[BBHHEBEWE?

We have built a great brand that everyone knows, and we have an unmatched
range of products for our huge, loyal and region-wide customer base. Our relationship
with our vendors is excellent, our sales professionals give quality service, and we
have a long-established network of 70 retail outlets in prime Asian locations, along
with an attractive on-line presence.

In addition, we have extensive industry experience and a clear business focus on
beauty, supported by well thought-out corporate strategies, a robust balance sheet
and a strong management team.
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E-commerce - Sasa.com
Turnover for Sasa.com amounted to HK$30.4 million, representing an increase

of 43.8% over the previous fiscal year. A small profit was recorded.

Following improvements made to the web site and in the areas of marketing
and product strategy, the existing customer base is now much broader than
that of previous years, covering over 50 countries. Registered members stand
at over 100,000 and monthly unique visits to the site average more than
200,000. The new Sasa.com platform, launched near the end of 2004, allows
for higher capacity, greater flexibility in operation, and enhances the on-line

shopping experience. Sales have therefore substantially improved.

Brand Management

Sales of private-label and exclusively distributed products increased by 32.5%
and contributed 29.0% to the Group’s total retail and wholesale sales for the
year ended 31st March 2005. New brands secured for Sa Sa’s exclusive
distributorship includes such fragrances as Ferre, Guess and Hummer and
Bergman premium skin care brand. Our management of famous brands that
are available in a wide range of countries further enhanced our brand

management reputation and position in the marketplace.

During the year Sa Sa, acting as sole agent in Hong Kong and Macau,
introduced the new skin care brand, José Eisenberg, from France. This
prestigious brand is available in a number of countries in Europe, the USA,
Canada and the Middle East. Other such exclusive brands managed by Sa
Sa are Elizabeth Arden (available worldwide), Cellex-C (available in 40 countries),
Olos (available in 35 countries), Transvital (available in 17 countries), and Skin
Doctors (available in 20 countries). The latter is a top Australian skin care
brand that Sa Sa recognised as reflective of a growing trend in cosmeceutical
skin care products in the global beauty industry. According to Euromonitor’s
ranking of international brands by annual turnover in 2004 and company
figures, Sa Sa’s existing exclusive brands, Suisse Programme, La Colline and
Elizabeth Arden, should now be ranked among the top 20 premium skin care

brands in Hong Kong.

Sa Sa International Holdings Limited
Annual Report 2004 / 2005
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During the year 2004/05, we continued to invest more resources in creating
a closer working relationship with our brand owners. We also devoted an
increased marketing budget towards promoting their brands and strengthened
the category management skills of managerial staff with the specific aim of
improving our marketing effectiveness. We believe that our investment will
result in a higher awareness of our exclusive brands and thus higher profitability

for the Group.

The year 2004/05 was also notable for Sa Sa’s marketing programme for
Elizabeth Arden’s fragrance "Provocative", which included a special TV
advertisement. Over 10,000 bottles of Provocative were sold within three
months. Similar results were recorded for Elizabeth Arden’s latest luxury
fragrance “Britney Spears — Curious”, with more than 10,000 bottles being

sold in three months.

FA - EEEERAEZER  BREETEEEN
SYERIER - WEINF IR TISHEERE - faEiE
ABEEMBREEDEAE - BRINR TSR
M o BPIRERTRIRE A FHRTHE R A 81 fa b 1) A1
RE - TR EEH RIS o

S E RN RFFRHATEERNEK [Provocative | #1T
MWHISHETEER TR - EhRERESES -
ZERPNAMEE=EAANEL -85l - FDRHF
HSHBHEEME T &= A EK [Britney Spears -
Curious | 8 FRIBER - =AAAE LBE &M -

"How does Sa Sa manage to sell quality products at such
competitive prices?"
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Sa Sa applies its global sourcing and purchasing capabilities to obtaining the best
value products, buying in bulk to increase its bargaining power. A further factor is
our excellent long-term relationships with vendors. While we pride ourselves on
our ability to offer generous discounts, we also take exceptional care to ensure
that everything we sell is genuine and in tip-top condition.
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Beauty Services

Turnover for beauty services was HK$191.5 million, representing an increase
of 14.5% over the previous fiscal year. This was mainly due to the improved
performance of Phillip Wain beauty and health clubs and the opening of the
second Sa Sa Beauty+ beauty and slimming centre. Excluding one-off charges,

these results show a continuous improvement in profitability.

Phillip Wain

Phillip Wain offers premium beauty and health ladies’ clubs that cater for the
discerning customer. During the year ended 31st March 2005, turnover
increased by 9.4% to HK$168.6 million. Excluding one-off charges, profitability
was improved. These healthy results were largely due to an increase in the
number of treatments and product sales, an enhanced cost structure, and
a vigorous upgrading of marketing efforts. We strengthened both staff training

and service levels, while providing more innovative treatments and services.

Our contract sales increased by 12.4%, representing growth both in the
number of contracts and in their average value. The year was also notable
for our extending beauty services to male customers through the opening
of “Inspire” at Phillip Wain in Hong Kong. Among the innovative treatments
introduced were the Dibibody Tri-formula Ultimate Programme, Liftech Body
Firming & Facial Therapy, Electro Magnetic Light Therapy for body slimming,
IPL Epilation Treatment and other beauty services such as nail and eyelash

treatments.

Sa Sa International Holdings Limited
Annual Report 2004 / 2005
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"How can Sa Sa achieve such a high standard of customer
service?"

(Rt ESHERUEBENEFRE 2 ]

By creating a strong training team

Our training team is specialized in different training programs. These include
product knowledge (with different trainers specialized in skin care, fragrance,
make-up products and beauty treatments); skin analysis; make-up training;
Mandarin speaking; selling skills; supervisory skills; customer service skills and
general management skills.

Intensive training

A new beauty consultant receives more than 150 training hours before she
becomes a qualified beauty consultant (BC). We also provide continuous training
to existing BCs to update their skills and knowledge in all the above categories.
Good training is vital for cosmetics retailing because it improves sales and service,
enhances the corporate image, professionalism of staff, and the sense of
belonging of our employees.

Knowledge of the market and customer

The cosmetic retailing industry changes very rapidly, always catching up with
new trends and the evolving needs of customers. Therefore, our staff need to
be updated frequently. In addition, our sales staff act as personal consultants
to customers for their beauty needs. They require an in-depth knowledge of
both products and customer requirements in order to provide tailor-made beauty
advice.

Building loyalty

We aim at providing a service to customers, not only at selling products. Our
mission is to convert more and more buyers of our products and services into
loyal customers.

We therefore monitor our services very closely and strengthen our service-
oriented culture through various internal programmes and through participation
in external monitoring schemes such as mystery shoppers programmes.

Gaining recognition

Sa Sa stores as well as La Colline specialty store have repeatedly received
accolades for their quality services and have been awarded the "Quality Tourism
Services" certificate by the Hong Kong Tourism Board. This scheme honours
tourism service providers judged to have achieved excellent quality in the areas
of environment, products, processes, people and systems.
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Sa Sa Beauty+

The establishment of Sa Sa Beauty+ complements our retail business
development, providing all-round cosmetics and beauty services to Sa Sa
customers. During the year, turnover increased by 74.0% to HK$22.9 million.
The loss significantly narrowed. These improved results were largely due to

the maturing of a new club that Sa Sa opened in December 2003.

We introduced a number of new beauty treatments and equipments including
Suisse Programme Express Lifting Facial Treatment, Lymphatic Shaping

Massage and Di-Trim Xpress.

The number of members rose by 150.0%. They are therefore contributing a

substantial improvement to the overall performance of Sa Sa Beauty+.

Outlook

Sa Sa’s vision for the future is clear: to continue to reinforce the overall
positioning of Sa Sa as a Beauty Specialist and to extend the top-of-mind
awareness of Sa Sa as a leading cosmetics retailer outwards from Hong
Kong to existing and new markets. We will focus on the following strategic

initiatives to drive growth:

Sa Sa Beauty+
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1. Capture the rise of tourism and local spending in Hong Kong and Macau
to gain further market share

We are optimistic about the growth potential of the Hong Kong and Macau
cosmetics market, both in terms of local consumer and tourist consumption.
Last year tourist arrivals from the PRC grew by 44.6% over 2003. Non-PRC
tourist arrivals grew by 35.3%. Overall, almost 22 million tourists visited Hong
Kong. With a number of projects and events coming on stream including
Hong Kong Disneyland, new casinos in Macau, ASEAN Game and Olympics
Games 2008 in Beijing, it is expected that tourism in Hong Kong will continue
to boom. According to Hong Kong Tourism Board, total visitor arrivals will

reach 23.4 million and 27.1 million in 2005 and 2006, respectively.

The market trend also gives us grounds for optimism. Due to rental increases
and the level of competition, consolidation is occurring in the cosmetics
retailing market as the less-productive players, often operating from rented
standalone stores, are trimming their retail network or are being squeezed
from the market. We stand to benefit from this trend because some brands
will find it more beneficial to work more closely with us in this highly competitive

market.

In order to cater to the rising numbers and consumption of both local
consumers and tourists, we will continue our store expansion by adding
seven more stores in both tourist and non-tourist areas in Hong Kong and
Macau for the next fiscal year, including an 8,000 sq. ft. new flagship store
in Mongkok, another super-store with 8,000 sg. ft. in Tsim Sha Tsui, one in
Tsuen Wan, another in Olympian City and two new stores in Macau. We will
also increase our marketing efforts to reinforce Sa Sa’s beauty retail specialist
image through such initiatives as sponsoring the Miss Hong Kong Pageant
2005. We will bolster advertising and promotion activities that target PRC

tourists while strengthening staff training and customer service.
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Our successful marketing efforts are already being recognised. From April
to June 2005, Sa Sa received further prestigious awards. The world-renowned
Internet company Yahoo gave Sa Sa its “Yahoo! Emotive Brand Award
2004/05” in the Health and Fitness category, the second year that Sa Sa has
received such an award. A Sa Sa beauty consultant won the “Quality Service
Star Award” in “The Retail & Service Energetic Star Awards 2005” organized
by Easy Finder Magazine in Hong Kong. Sa Sa also won the “Grand Award-
Highest Votes Collected from the PRC Tourists” in “PRC Tourists’ Best Hong
Kong Brands” survey organized by the Hong Kong Association of Chinese

Travel Organisers together with a group of PRC media organisations.

2. Strengthen overseas market growth

Sa Sa will continue to build a stronger foundation in all overseas markets to
facilitate aggressive growth in the coming years. Preliminary consolidation
measures include moving the regional office back to Hong Kong for better
support and directions, conversion to new store formats, improvement of
the store portfolio, store expansions as well as strengthening the merchandise

mix. These initiatives are beginning to bear fruit.

Meanwhile, the impact of the measures we implemented later, including
increasing marketing efforts, strengthening selling skills training and raising
the level of customer service is expected to be felt in the short to medium
term. In addition to strengthening same store sales growth, the foundation
we have built in previous years will enable us to expand our retail network
in a more comprehensive manner by adding better store locations, thereby
increasing our market share in each of our overseas markets. We are confident
of Sa Sa’s long term expansion and that our performance will be greatly

enhanced in the coming years.

Sa Sa International Holdings Limited
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3. Strengthen exclusive brand portfolio

Sa Sa is fully committed to strengthening marketing efforts for our exclusive
brand portfolio. We will add more quality and “trendy” brands, enhance
product category management to boost product sales, and seek partnership
with foreign brands in developing Asian markets. We will also develop new
private labels and product lines and add exclusive brands in order to target

different market segments.

4. Build foundation for the Mainland China market

According to Euromonitor, the PRC cosmetic sales market was estimated
to be worth some US$6 billion in 2003, rising to more than US$8 billion in
2008. With the market growing at a high single-digit annual rate and imported
cosmetic brands capturing an increasing market share, it is clear that the

market potential for both Shanghai and the rest of the PRC is enormous.

Leveraging on our strong brand name in the PRC, we aim to provide both
professional and value-added services to our Mainland customers. We are
positioning ourselves as a one-stop cosmetics specialty store with a broad
customer base while aiming to become an alternative distribution channel

for cosmetic brands as well as a new shopping channel for customers.

Sa Sa’s new store in Shanghai opened at the end of March 2005. Since the
PRC business and operating environment is different from Hong Kong, we
are taking a gradual approach with the aim of building up a full competitive
offering in the foreseeable future. At the same time, we are strengthening
training for both front line and office staff. We are fully committed to increasing
our presence in the PRC market for the future of the Group and we plan to

open three new stores in the coming 12 months.
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5. Strengthen operational and management effectiveness

In order to increase Sa Sa’s growth potential and facilitate future development
and expansion, we will continue to strengthen our operational and management
efficiency and effectiveness by introducing SAP’s R3 Enterprise Resources
Planning (ERP) system. This advanced comprehensive IT system will involve
a considerable degree of reengineering, including operations, logistics,
purchasing as well as back-office activities. However, we believe that the
advanced ERP system, together with various systems upgraded last year
such as Point-of-Sales, Business Intelligence, and Customer Relationship
Management, will further improve our operational, marketing and management

effectiveness and therefore our overall performance.

6. Enhance Beauty Services performance

We will focus on further improvement of profitability and synergy with our
core retail business by increasing the operational and management effectiveness
of our existing beauty clubs and centres. We are extending the range of
services to be provided by these centres to customers, since the Group
believes that there is both considerable upside potential and opportunity for

improvement in the performance of Phillip Wain and Sa Sa Beauty-+.

Human Resources

As at 31st March 2005, the Group had a total of 2,119 employees. Staff
costs for the year under review were HK$369.4 million. To ensure that the
Group is able to attract and retain staff with good performance, remuneration
packages are reviewed on a regular basis and performance bonus and share
options are offered to qualified employees. A performance-based element
is included in the annual discretionary bonus for all staff and share options
for supervisory and managerial staff. Details of pension scheme are set out
in Notes 2 and 19 to the Accounts. The Group places heavy emphasis on
staff training and development in order to realise the potential of our staff.
Staff development initiatives were implemented during the year through in-
house and external training programmes, as well as the provision of financial

subsidies for staff’s further studies in related fields.

Sa Sa International Holdings Limited
Annual Report 2004 / 2005
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"What is so special about Sa Sa's operation in Mainland
China?"

[ BHETERBEETMER? ]

¢ Sa Sa's one-stop cosmetics specialty store offers a wide selection of
professional and quality brands, both international and domestic, covering a
broad price range targeted at a diversified customer base. Consumers can
choose from more than 100 brands. The store provides an alternative distribution
channel for beauty products to the department stores.

Product selections tailored to Chinese

» Sa Sa has more than 27 years of experience in cosmetics retailing in Asia
and today 95 per cent of its customers are Chinese, and 40 per cent among
them are from the Mainland.

» Sa Sa utilises its understanding of the skincare and beauty needs of Asians,
in particular, Chinese, in the product selection for its store in Shanghai.

Focus on professional and quality international brands

» Asia's well-known Phillip Wain and Sa Sa Beauty+ beauty centres provide a
solid foundation for Sa Sa in the field of professional skincare and beauty
treatments.

» Sa Sa selects professional skincare and beauty products that are suitable to
Asians, in particular Chinese, from around the world.

¢ Value-added services offered at Sa Sa:

» Professionally-trained beauty consultants provide personalised advice to
customers and introduce relevant quality products across different brands.

» A wide variety of promotions

» Quality assurance for products

» Free make-up service and professional beauty treatments with dedicated
treatment rooms in store

» Free skin analysis

» Free samples

* Trendy and comfortable shopping environment and open shelves allow Mainland
consumers to try and choose products of different brands at ease, offering them
a brand new shopping experience.
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