HK$ 7,7462 million

HK$ 6,1 854 million

HK$ 3267 million

Full year First half Second half

2017 2016 2017 2016 2017 2016

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

Restated Restated Restated Restated

Turnover 7,746,152 7,791,244 3,602,117 3,754,671 4,144,035 4,036,573
Cost of sales (4,517,334) (4,418,416)  (2,097,055) (2,119,909)  (2,420,279) (2,298,507)
Gross profit 3,228,818 3,372,828 1,505,062 1,634,762 1,723,756 1,738,066
Other income 107,757 117,379 55,873 58,832 51,884 58,547
Selling and distribution costs (2,622,818) (2,690,878)  (1,275,991) (1,328,414)  (1,346,827) (1,362,464)
Administrative expenses (317,224) (341,694) (161,912) (176,808) (155,312) (164,886)
Other (losses)/gains — net (1,240) 3,440 (28) (823) (1,212) 4,263
Operating profit 395,293 461,075 123,004 187,549 272,289 273,526
Finance income 10,105 9,380 5,268 5,775 4,837 3,605
Profit before income tax 405,398 470,455 128,272 193,324 277,126 277,131
Income tax expense (78,693) (86,985) (32,288) (40,304) (46,405) (46,681)

Profit for the year attributable

to owners of the Company 326,705 383,470 95,984 153,020 230,721 230,450
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During the financial year, the Group'’s turnover slightly decreased by 0.6% from HK$7,791.2 million in the previous year
to HK$7,746.2 million. Retail sales in Hong Kong and Macau amounted to HK$6,185.4 million, remaining broadly flat
as compared with HK$6,184.9 million in the previous year. The Group's retail outlets decreased from 291 to 288, a net
decrease of one “Sasa” store and a net decrease of two stores for single-brand counters.

The Group's profit for the year was HK$326.7 million, a decrease of 14.8% over the HK$383.5 million achieved in the
last financial year. Basic earnings per share were 11.2 HK cents, as compared to 13.4 HK cents in the previous year. Final
dividend proposed is 8.0 HK cents (2016: 14.5 HK cents (final: 9.0 HK cents and special final: 5.5 HK cents)) per share,
making a total annual dividend of 17.0 HK cents (2016: 23.5 HK cents) per share for the year ended 31 March 2017, payable
in cash with a scrip dividend alternative.

The Group has been included in the Hang Seng High Dividend Yield Index since June 2015. The Group is a constituent
member of the Hang Seng Composite MidCap Index and has been a constituent member of the Hang Seng Corporate
Sustainability Benchmark Index for six consecutive years since 2011. The Group is also an eligible stock for Shanghai-Hong
Kong Stock Connect and Shenzhen-Hong Kong Stock Connect.
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MANAGEMENT DISCUSSION & ANALYSIS

Market Overview

GDP/Retail Sales/Cosmetics Retail Sales Growth in 2016

15%
10.4%
10% ? 3% 87%
; %
67% % ?
5% % 46% 42% % 42%
20% / 20%  22% / 19%
15% )
7 / 7 7
0%
% 0.1%
7
8.1%
-10%
Hong Kong Mainland China Singapore Malaysia Taiwan
GDP growth rate 77 Retail sales growth rate Cosmetics retail sales growth rate
Notes:

1) There were no cosmetics retail sales statistics provided by the Malaysian Government.
2)  All of the above data were sourced from the corresponding governments’ statistics bureaus.
3)  There are some inconsistencies in definition and survey methodology for cosmetics retail sales by different governments’ statistics bureaus.
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Year-on-Year Change of Retail Sales Performance
in Hong Kong and PRC Tourist Arrivals in Hong Kong

104%
9.1% |
77% K
50% LGSR . 3
) B 2as 229% o
17% 22% 12% L0 a8% \
02% . : K * S 30%
4.0% -3.8%, -7 * 0.9% 4.0% 29% 0%, 1.0% . ;.
v ettt L -35% . * 58%,"
‘“x x“. . -, 35% 29% 58%
= IR 3Pt 8.9% T Jae 0% 4% u
F -105% 27 -6.8%
83% e’
| |
-11.3%
Value of total retail sales
Value of medicines and cosmetics retail sales
- -[l- - PRC tourist arrivals to Hong Kong
Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar
2016 2017
Source: Hong Kong Census and Statistics Department & Hong Kong Tourism Board
Retail and Wholesale Business
FY16/17 Turnover Mix by Market Store Network by Market
As of As of
Mainland China .
i Multi-brand 31 Mar 31 Mar
' M e “Sasa” Stores 2016 Opened Closed 2017
Hong Kong & Macau aaysia
809% 3% Hong Kong & Macau 1M1 13 9 115*
Mainland China 57 6 7 56
Si .
'nj:’;ore Singapore 23 0 3 20
' Malaysia 65 8 3 70
Tail .
e Taiwan 31 4 10 25
2.5%
Total 287 31 32 286
Note:
Ecommerce As at 31 March 2017, there was one single-brand store/counter each
s in Hong Kong & Macau and Malaysia, totaling 288 retail outlets for the

Sa Sa International Holdings Limited

39

Group.

* including six Sa Sa Boutique stores
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MANAGEMENT DISCUSSION & ANALYSIS

Hong Kong and Macau

Turnover (Retail & Wholesale) Same Store Growth
HK$'M
8,000 5.0%
7,320 2.0%
7,000
0.0%
6,269 6,267
6,000 -1.8%
-5.0%
5,000
-10.0%
4,000
-12.0%
3,000 -15.0%
FY14/15 FY15/16 FY16/17 FY14/15 FY15/16 FY16/17

During the financial year, the Group's turnover in Hong Kong and Macau amounted to HK$6,266.5 million, remaining
broadly flat as compared with the previous year (HK$6,268.9 million), while same store sales fell 1.8%. The number of
transactions started to pick up at 2.9% while the total average sales value per ticket decreased by 2.8%.

To place these figures in context, the number of transactions of Mainland China tourists and local consumers increased by

5.5% and 0.2% respectively; while average sales value per ticket of Mainland China tourists and local consumers decreased
by 4.4% and 2.1% respectively.

FY16/17 Retail Sales by Quarter

HK$'M
1,800 45%
1,731
40%
1,600
1,567
1,527 35%
1,400 30%
1,359 %
B eeemmmmt B e 25%
Vw4 gy T B 25%
1200 2% aeeemmTT
. o
20%
1,000 15%
Q1 Q2 Q3 Q4
Quarterly retail sales - -[l- - %toFY16/17 annual retail sales

Sa Sa International Holdings Limited 40 Annual Report 2016/2017



Others Local Customers Others Local Customers

28.0% 46.7%

2% 3.7%

PRC Customers PRC Customers

69.3% 49.6%

The decrease in retail sales continued to narrow starting from the first quarter, with an increase in retail sales being
recorded in the third and fourth quarters. An increase in same store sales was also recorded in the fourth quarter, mainly
driven by growing numbers of Mainland China customers, with the number of their transactions also growing by 8.0%.

The overall decline in sales was due to a continued decline in Mainland tourist arrivals in Hong Kong, a weaker Renminbi
and changing consumer preferences, as well as the growing preference of local residents for outbound travel. Keener
online and offline competition and the evolving nature of the customer journey also played their part.

The moderation in the decline of sales was due to a number of proactive measures taken by the Group. In response
to changing consumer preferences, the Group added lower-price trendy Asian products to its range of offerings and
expedited product purchasing procedures. The time required for product launch was reduced through flexible and
effective sourcing procedures. The optimisation of product mix and improved product display also helped to realise the
potential of product sales.

These measures have already made a positive impact on sales. The share of new products as well as trendy Asian
products in the total product mix has increased. This has helped drive store traffic and the number of transactions, thereby
improving retail performance and recovering Sa Sa's market share. Similar positive factors drove the gradual increase in
Mainland tourists’ retail sales, which grew by 0.9% over the year.

The seemingly unstoppable decline in the number of Mainland tourists visiting Hong Kong stabilised from the last quarter
of FY 2016/17 onwards. According to Hong Kong Tourism Board, since December 2016, the number of overnight visitors
from the Mainland grew at a faster rate than same-day visitors. From January to March 2017, the number of Mainland
tourists grew by 3.8% as compared with last year, of which same-day visitors increased by 2.2% and overnight visitors
increased by 6.4% respectively. These figures suggest that the effect of the one-trip-per-week Central Government policy
on same-day visitation has probably been fully reflected. However, the strengthened Hong Kong Dollar encouraged
more outbound travel by local residents, adversely affecting their spending in Hong Kong. Retail sales to local customers
decreased by 2.0% in the financial year.
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During the year, the average sales value per transaction continued to decrease, off-setting the positive effect of an
increased number of transactions. This decrease was largely due to rapidly changing consumer preferences with an
increasing emphasis on lifestyle. A growing number of consumers prefer to spend money on experiences rather than
on products, leading to reduced spending power and a search for lower-price trendy products. The depreciation of the
Renminbi also contributed to a slowdown in spending by Mainland tourists. In addition, the lack of human resources for
promoting high price point products, house brand products and adding to basket, impacted both top line sales and the
contribution of high gross profit items towards the total gross profit.

Gross profit margin decreased from 43.2% to 41.5%. The rapid change in consumer preferences led to a decrease in house
brand sales mix from 41.9% to 38.5%. Efforts to drive sales in a slower market by launching a continuous programme of
promotions also contributed to a lower gross profit margin. Actions have been taken to tackle the decreased gross profit
in this financial year, with the percentage decrease slowly narrowing. The Group is making its own-label portfolio more
comprehensive and launching new lower-price owned brands to raise consumers’ purchasing desire, which will assist in
driving sales and profits. The Group is also expediting new product launches and reinforcing the promotion of high gross
profit house brand and new products.

In addition, the Group has implemented stringent cost controls, which have helped to alleviate the pressure on profit.
Expenses ranging from shop expenses to administrative expenses all decreased, partially offsetting some of the negative
impact of a weaker gross profit margin.

Rental costs are also under control. During the year, the Group adjusted its retail network, relocating certain shops. The
result has been that the Group has had to pay duplicated rentals after opening nearby stores in better locations during
the transitional period. If the Group had not taken advantage of a weaker rental market to improve the positioning of its
stores, the result of rental costs’ control would have been more pronounced.

As the rental adjustment cycle continues, market rentals are expected to progressively decrease. However, the positive
effect on the Group's rental costs control will only begin to be reflected in the FY 2017/18 results.

Mainland China

Overall turnover for the Group’s Mainland China operations in local currency decreased by 3.9% to HK$276.5 million, while
same store sales in local currency terms decreased by 3.4%. The loss for the year amounted to HK$15.1 million.

The main reason for weaker turnover was the delay of new private label product launches while the respective China
Food and Drug Administration registrations were processed. As soon as these registrations are completed in the next few
months to complement online to offline promotions in the Group's stores, the competitiveness of the Group's product
mix will improve. In the FY 2016/17, adjustments to the new warehouse increased operational costs. However, overall
warehouse operational costs have started to decrease through various optimisation measures.

Boutique stores of a small size have continued to increase overall profitability, narrowing the overall loss in operations.
However, the THAAD issue has had an ongoing and significant impact on the market and consumers in Mainland China,
with a corresponding negative effect on the Group’s sales of Korean products. The Group has adjusted the product mix
and promotional focus in the China market by promoting non-Korean products such as those from Taiwan and Japan.
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Singapore
During the financial year, turnover for the Singapore market was HK$200.7 million, a decrease of 9.7% in local currency
terms, while same store sales dropped by 7.6% in local currency.

The total retail space in the Singapore property market has continued to increase over the last two years, diluting the
traffic to our existing stores and leading to a decrease in turnover.

The decrease in gross profit was also caused by deleveraging as a result of sales contraction, and a decline in the
sales of house brand products. The Group’s performance in Singapore was further affected by the high turnover rate
in the management team. This has made it difficult to build the requisite knowledge bank, and therefore has reduced
management'’s effectiveness in a difficult market environment.

The Group restructured the management team in Singapore in the first half of the financial year, allocating higher
performing management resources from Malaysia to assist Singapore operations. This has helped to control costs and
improve management effectiveness. The decrease in sales narrowed in the second half as compared to the first half of the
financial year.

The Group also rationalised the store portfolio during the year. These initiatives helped to improve same store sales
performance significantly in the second half of the financial year.

Product offerings were aligned with the latest market demand, and the Group’s digital presence was strengthened due
to changes in the product mix. However, a significantly lower gross profit percentage as a result of these product mix
changes impacted store level contribution.

Malaysia

The Group's turnover in our Malaysia market was HK$332.1 million, an increase of 12.4% in local currency terms, while
same store sales increased 6.2% in local currency.

The fundamentals of the Group's business in Malaysia are strong. Driven by a robust retail network and effective marketing
campaigns, the Group's sales performance in Malaysia out-performed its competitors and the overall retail market.

However, due to a high base factor in the previous financial year, a faltering economy, declining consumer spending
power, and the allocation of some management resources to Singapore, sales performance in the second half of the year
was weaker — although performing better than the overall market.
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Taiwan

Turnover in the Group's Taiwan business during the financial year decreased to HK$195.1 million, representing a drop of
24.4% in local currency terms, while same store sales fell by 16.8% in local currency.

Sales performance was affected by poor consumption sentiment and the continuous decrease in Mainland Chinese visitors
to Taiwan. The earlier restructuring of the management team led to deterioration in sales performance in the first half of
the financial year. The current new management team has improved inventory management, which in turn has resulted in
slower sales decline.

The Group continues to improve Taiwan's performance by strengthening the management team and rationalising the store
network, increasing the profitability of profitable shops, and closing those with lower productivity.

E-commerce

Turnover for the Group's e-commerce business amounted to HK$475.2 million, an increase of 9.5% over the previous
financial year.

A decrease in sales in the first half of the financial year was the result of the Group switching to a new logistics provider in
April 2016. The operational costs of the new provider were high but efficiency was low, resulting in lengthy fulfillment lead
times and lower sales. As a result, the Group re-appointed the original logistics provider.

The increased movements of inventory due to order cancellations and the parallel running of two warehouses led to
significant extra costs and losses. Compensation was made to customers with cancelled orders because of delivery
problems caused by the relocation of the warehouse.

However, aggressive promotions in the second half of FY 2016/17 helped drive higher sales, which were supported by
improvements in customer order fulfillment due to the reversion of logistics back to the original service provider. Gross
profit margin declined during the second half due to these promotions while a new Free Trade Zone warehouse added to
costs because of early stage inefficiencies.

The Group is restructuring operational flow to support multi-platforms and warehouses. Automation of processes is being
implemented to improve efficiency and reduce costs, thereby enhancing the customer shopping experience. Studies are
also underway to install new digital back-end systems and infrastructure to support sustained growth. Towards the end of
the second half, measures were taken to address high losses with low product prices being adjusted upwards, minimum
spending for free delivery raised, and delivery costs and times reduced.

Brand Management

During the year, the Group's sales mix of own-label and exclusively distributed products, collectively referred to as House
Brands, decreased from 41.0% to 38.0%.

To enhance product competitiveness and attract traffic in a slower market, the Group strategically broadened its product
offerings to include more parallel import products that are faster time to market. High-price house brand products

underperformed due to consumers preferring mid- to low-price products.

Limited resources in the product development team adversely affected the timeliness of our response to this fast-changing
market, with new product launches still not rolling out as promptly as the market expects.
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The Hong Kong and Macau markets are the Group's major sources of sales income and profits. Although there are still
uncertainties in these markets, they are gradually stabilising and showing signs of improvement. However, it is important
to note that this improvement is set against the backdrop of last year's very weak base performance, and as such, a more
significant and continuous improvement is required to warrant anything more than cautious optimism.

In the FY 2017/18 quarter-to-date (i.e. the period up to 11 June 2017), retail sales in Hong Kong and Macau increased
by 3.6% year-on-year (FY 2016/17 1%t Quarter: -5.3%) while same store sales decreased by 1.4% year-on-year (FY 2016/17
1%t Quarter: -4.9%). Against a backdrop of ongoing regional economic and political instability, the Group will maintain its
conservative approach to the business going forward.

As the market continues to gradually stabilise, the Group is working on several fronts to improve gross profit. Measures
include expediting new private label product launches and strengthening private labels’ sales promotion. In addition,
operations at store level are being reviewed so that stores with lagging gross margins can be raised at least to the average
level of performance.

Going forward, the Group will strive to improve the overall profits for markets outside of its core markets in Hong Kong
and Macau, with a strategic focus on Mainland China. The Group will continue to optimise Mainland China’s store network
and productivity as well as developing its O20 capabilities and depth in order to achieve a break-even target. In regard to
Taiwan and Singapore, which are operating at a loss, the Group will rationalise their operations and control costs, making
them easier to manage and more flexible, with less reliance on the Group. In the profit-making Malaysia market, the
foundation will be steadied and widened to contribute more to the Group.

The increasing popularity of digital media and e-commerce has fundamentally changed consumer behaviour. The
intensifying online competition has also complicated the business environment. To respond to the challenges and seize
the opportunities that the changing market has generated, the Group has begun to make changes to its business model
in order to strengthen its long-term competitiveness. These initiatives include investment in digital media, exploring
online and offline business integration, engaging interactive communications with customers, and improving their overall
shopping experience. Clearly, it would be little short of a miracle to enact all these changes in a short time. However, the
Group aims to continue to implement changes as our business and the market develop.

Hong Kong and Macau

It is widely accepted that the decline in the Hong Kong retail market is mostly over and that the market is on the path
towards stability, although this improvement requires stronger ongoing evidence to justify bolder optimism. During
the financial year, the decrease in the number of Mainland Chinese visitors eased and a 6.1% increase was recorded in
December 2016. The combined number of Mainland Chinese visitors in January and February 2017 increased slightly by
1.1%, whereas the Mainland China tourist figure in March surged by 10.4% as compared to the same period last year. This
increase in Mainland Chinese visitors is only relatively recent, and the comparison benefits from a low base last year when
Hong Kong was affected by the Mongkok riot. It is true that we have seen positive growth in sales in totality and on a same
store basis for the last quarter of the financial year. However, we will continue to monitor the increase in Mainland China
inbound travel for signs of sustained improvement.
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The depreciation of the Renminbi last year and changing consumer behaviour have led to decreased spending by
Mainland Chinese visitors. However, their spending per transaction has grown since March 2017. As a result of the THAAD
issue, Mainland Chinese visitors’ demand for Korean brands has weakened, even though most trendy Korean products
are mid- to low-price. These Mainland customers are partially shifting to non-Korean alternatives, which have a higher
average price. This change in buyers’ preferences has elevated spending per transaction and could signal that the decline
in Mainland Chinese visitors’ spending per transaction has finally bottomed out and may even gradually increase.

Korean products contributed significantly to the Group’s gradual recovery in sales in the previous financial year. Due to
the THAAD issue, this increase has slowed, which has presented the Group with a significant challenge. The Group will
rearrange its product mix as well as marketing focus to compensate for the declining sales and attractiveness of Korean
products-for example, by shifting emphasis to Taiwanese or Japanese products, which have similar characteristics and
price range.

Local consumer confidence in Hong Kong is still weak but has stabilised, mainly due to low unemployment and the
strengthening of the stock and property markets. However, the Group does not expect that the next financial year will
bring marked improvements, since the Hong Kong market is facing several uncertainties and challenges. One of these
challenges is the strong Hong Kong Dollar exchange rate, which encourages the outbound travel of local residents and
consequently their spending overseas.

In the face of present and future uncertainties, the Group will continue to optimise its store network positioning and scale
in the expectation that this will help market penetration and reduce costs. Seizing the opportunities arising from the rental
adjustment cycle, the Group will relocate shops to more attractive locations in order to increase brand exposure and
stimulate sales at a reasonable rental level.

Other optimisation measures include increasing stores in residential districts and transportation hubs, which will also
grow our market share in Hong Kong. The Group will increase the number of stores in locations near to the border with
Mainland China. In the past, the Group has chosen shops with a larger retail area in order to manage high traffic and
growth. In the current market circumstances, the Group will focus on the penetration of stores as well as their profitability.
In terms of store management, the Group will work on simplifying and centralising work flow, actively reducing the number
of SKUs and slow moving products in order to provide more space for new trendy items. The Group remains hopeful that
as the market stabilises, good cost control will have a positive effect on the Group’s performance.

Competition in the Hong Kong cosmetic industry is still vigorous. With the increasing popularity of digital media and
e-commerce, the traditional retail model is being challenged and customer expectations of the shopping experience have
changed.

The Group aims at providing a more comfortable shopping environment, launching eye-catching products, strengthening
product displays and deepening interactions with customers. These initiatives will make browsing and sampling products
more enjoyable, raising customers’ purchase intentions, and as a result, offering an improved overall shopping experience.

The Group will also promote other sales strategies as appropriate to adapt to the changing market competition, including
optimising store areas, the product mix, product displays and new product launches. These measures will increase store
productivity. In addition, Sa Sa’s trendy store format will broaden the customer base, attracting more young and male
customers. The Group is developing its VIP database and systems to strengthen its customer relationship management,
laying a stronger foundation for online sales and O20 business.
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Mainland China

The THAAD issue continues to make a strong impact in Mainland China, negatively affecting the Group's sales of Korean
products. The Group has adjusted its product mix, replacing some Korean products with comparable items from other
countries.

Online sales continue to rapidly grow, putting pressure on physical stores but also offering opportunities. There are now
abundant choices for physical store openings. As rentals come under pressure, rental costs are reducing. These factors
have positive potential for the Group's store network expansion.

Utilising its experience of O20 operations in its Shenzhen Qianhai Bay store, the Group will further develop O20 business,
increasing its share in the Group's overall operations. The O20 format strengthens the product mix in store, which
improves the overall customer shopping experience. The Group will leverage its Hong Kong resources to create a wider
and more differentiated range of offerings, introducing more up-to-date and trendy products.

The Group continues to strengthen management through engagement of experienced staff from Hong Kong to improve
the attractiveness of its product offerings and strengthen inventory management. The Group aims to improve control
processes as well as compliance levels, raising the standard of reporting and upgrading training.

Cost and operational effectiveness are crucial to operations in Mainland China. The Group will raise the operational
efficiency of its warehouses to become more efficient in delivering products to warehouses and stores in China, reducing
the level of inventory required and overall logistics costs.

Continuous efforts to optimise product importation into China and operational procedures will help to speed up new
product launches in stores and improve stock replenishment. Such efforts also have the benefit of reducing stock level and
overall costs, including stock holding costs.

Singapore

In Singapore, the benefits arising from the takeover of operations by the Malaysian management team will continue to be
realised as costs gradually come under control and the Singapore operations begin to stabilise. In the future, the Group
will maintain its focus on strengthening the Singapore management team and retail network, improving profits of profit-
making stores whilst closing down low productivity stores to streamline operations, thereby enabling a more efficient and
effective operation.
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MANAGEMENT DISCUSSION & ANALYSIS

Malaysia

The Group has a strong foundation in Malaysia, operating the largest beauty specialty chain in the country in terms of
store number and coverage. However, Sa Sa has only recently begun to successfully penetrate the Malay market segment.
In the near future, the Group will continue to adjust its product offerings and services in order to speed up the penetration
of this customer segment. Building on Sa Sa's strong brand name and high acceptance of its brands, the full potential of
the Malaysia market has yet to be realised.

Taiwan

The restructuring of the Group’s management team has led to an improvement in sales performance in the Taiwan market.
However, the Taiwan business still faces a number of challenges. One of these is the declining number of Mainland
Chinese visitors travelling to Taiwan. The Group will continue to reduce Taiwan’s operational scale so that the business can
be better and more efficiently managed to help narrow losses.

E-commerce

The Group is evolving into a multiple platform, multiple warehouse customer oriented business. Therefore, the key to
success is to enable our backend functions to support operational flexibility and faster growth. The Group also aims
to implement more automation processes, which will assist in smoothing coordination both internally and externally.
Automation will streamline logistics, reducing delivery time and fulfillment costs. The primary focus of these strategies is to
substantially increase scale and scalability. The Group aims to strengthen cost-effectiveness so that customers with lower
spending per transaction can be more quickly absorbed, thereby broadening the customer base and improving customer
services.

The Group's Zhengzhou warehouse is undergoing process enhancement, improving coordination between the warehouses
in Hong Kong and the Free Trade Zone in Mainland China. This in turn will enhance operational effectiveness and
reduce costs. The Group has increased the number of staff at managerial level in its warehouses to assist in streamlining
operations for efficiency and cost reduction. From 1 April 2017, spending per transaction to enjoy free delivery has been
raised. As logistics continue to improve and delivery time and costs reduce, the minimum spending required for free
delivery will be again lowered. This will enable rapid reduction of losses in the e-commerce business.

During FY 2016/17, the Group further expanded its sales channels by cooperating with Kaola.com, in addition to its
existing partner JD.com. The Group will leverage on Mainland China’s major online platforms and payment methods to
increase its exposure and broaden its customer base. In addition, the company will focus on launching new products to
attract traffic and boost sales. The Group will continue to explore new sales channels, set content strategy and improve the
user experience. Since the Group’s online sales through desktop computers is being rapidly overtaken by sales on mobile
devices, a new mobile app will be launched in FY 2017/18 to replace the existing one.
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020 Strategies

The Group's aim in implementing O20 is to provide seamless online and offline services, so that customers will have a
more comprehensive and convenient shopping experience. O20 also increases interactions and allows Sa Sa to continue
serving Mainland tourists after they have left Hong Kong to return home. In addition, it enables the Group's online product
mix to complement that of its physical stores.

Building on its existing advantages in physical stores and brand name, the Group will further develop online business
and cooperate with external business partners who are keen to explore O20 opportunities. In addition to utilising its
online resources in digital marketing, the Group will also integrate its online and offline CRM platform. This will lay a firm
foundation to provide a more tailored shopping experience to customers. Even when these customers are not regular
visitors to Hong Kong, interaction can be maintained and they will continue to be served through online interaction and
cross border fulfillment. Through these heightened O20 efforts, the Group aims to strengthen customer acquisition and
customer loyalty, which in turn will help to increase spending per customer and lead to stronger sales growth.

Brand Management

The Group understands the importance of accelerating new product launches to adapt to fast changing market trends. Sa
Sa will forge close partnerships with suppliers while continuing to enhance branding and marketing initiatives for its own
brands.

Low productivity SKUs will be eliminated to dedicate more marketing, shelf space and other resources to new products
and existing products with high productivity. This will also reduce product management and storage costs, free up cash
resources and reduce the risk of product obsolescence. The Group will restructure its house brands to satisfy the market
preference for low- and mid-price Asian products, and will emphasise the development of low- to mid-price own label
products.

Human Resources

As at 31 March 2017, the Group had close to 5,000 employees. The Group's staff costs for the year under review were
HK$1,064.4 million. Details on our human resources programs, training and development are set out in the “Environment,
Social and Governance Report” and the “Enterprise Risk Management Report” sections of this Annual Report.
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MANAGEMENT DISCUSSION & ANALYSIS

Financial Review
Capital Resources and Liquidity

As at 31 March 2017, the Group's total equity funds amounted to HK$2,219.2 million including reserves of HK$1,919.7
million. The Group continued to maintain a strong financial position with cash and bank balances of HK$968.7 million.
The Group's working capital amounted to HK$1,830.0 million. Based on the Group’s steady cash inflow from operations,
coupled with sufficient cash and bank balances and readily available banking facilities, the Group has adequate liquidity
and financial resources to meet the working capital requirements as well as to fund its budgeted expansion plans in the
next financial year.

During the year, the majority of the Group’s cash and bank balances were in Hong Kong dollar, Renminbi, US dollar,
Malaysian Ringgit, Singapore dollar, New Taiwan dollar and Swiss Franc and deposited in reputable financial institutions
with maturity dates falling within a year. This is in line with the Group's treasury policy to maintain liquidity of its funds and
continue to contribute a relatively stable yield to the Group.

Financial Position

Total funds employed (representing total equity) as at 31 March 2017 were HK$2,219.2 million, representing a 3.0%
decrease over the funds employed of HK$2,288.3 million as at 31 March 2016.

The gearing ratio, defined as the ratio of total borrowings to total equity, was zero as at 31 March 2017 and 2016.

Treasury Policies

It is the Group’s treasury management policy not to engage in any highly leveraged or speculative derivative products.
In this respect, the Group continued to adopt a conservative approach to financial risk management with no borrowings
during the year. Most of the assets, receipts and payments of the Group are denominated either in Hong Kong dollar, US
dollar, Euro or Renminbi. Based on purchase orders placed, the Group enters into forward foreign exchange contracts
with reputable financial institutions to hedge against foreign exchange exposure arising from non-Hong Kong dollar or US
dollar denominated purchases. These hedging policies are regularly reviewed by the Group.
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Charge on Group Assets

As at 31 March 2017, no asset of the Group was under charge to any financial institution.

Contingent Liabilities
The Group had no significant contingent liability as at 31 March 2017.

Capital Commitments

As at 31 March 2017, the Group had total capital commitments in respect of acquisition of property, plant and equipment
of HK$207.8 million.

Conclusion

This is not the first year that Sa Sa has experienced a difficult economic environment and the complex challenges of an
evolving market. The flexibility and resilience that have stood the Group in good stead in the past have continued into the
present, and will enable the Group to focus on its core strengths and sharpen its competitiveness going forward. The Group
aims to convert current challenges into opportunities, particularly in its core market of Hong Kong and Macau, and sees
significant potential in the development of e-commerce, its integration with physical stores, and offering products that
are directly responsive to changing consumer tastes and trends. The Group will therefore maintain its strategic focus on
Mainland China and the evolving preferences of Mainland Chinese customers as well as of local and regional customers.
This vision will continue to support the Group’s position as a leading provider of beauty products in the Asia-Pacific region.
The flexibility and resourcefulness of the Group's loyal staff and the long-term vision of its dedicated management team
will ensure that Sa Sa continues to deliver sustained growth for many years to come.
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