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Our strategic initiatives for the future are:

1

.Further Growth in the Hong Kong and Macau Market

Hong Kong and Macau are set to continue their development as a major
tourist destination in the pan-Asian region. The further relaxation of the
Individual Visit Scheme means that an increasing number of regular visitors
from the PRC will continue to drive the base line growth of the cosmetics
market in Hong Kong and Macau. These regular visitors are attracted
to Hong Kong as a shopping paradise that provides good value, high
quality and excellent services. Figures from the Hong Kong Tourism Board
reveal that double-digit growth of PRC tourists was recorded from January
to April 2006.

e There are a number of Government initiatives that are helping to boost

tourism. 2006 is “Discover Hong Kong Year”, during which the Hong
Kong Tourism Board is devoting substantial resources to attracting visitors.
A number of significant tourism projects are lined up, including casino
and hotel projects in Macau, tourist attraction projects such as the ASEAN
Games in Hong Kong (2009), and the Olympic Games in Beijing (2008).
Moreover, the PRC cities of Nanning, Haikou, Kuming, Guiyang, Changsha
and Nanchang were added in May 2006 to the Individual Visit Scheme,
bringing the total number of cities within the scheme to 44. More cities

are expected to join the scheme in coming years.

A recovery in the local economy is improving local consumer sentiment.
GDP in Hong Kong rose by 8.2% in the first quarter of 2006, following
an already robust 7.5% growth in the preceding quarter. Because of the
work that Sa Sa has done to increase its attractiveness to local customers
and to enhance their loyalty, this growth momentum will undoubtedly
benefit Sa Sa. The Group is stepping up its measures to capture both
local and tourist spendings. These include: marketing programmes
targeting tourists from the PRC and other marketing efforts to attract local
customers; strengthening staff training and customer service; and continuing
to increase competitiveness through building brand awareness,
strengthening the product mix and promotion efforts. By March 2007,
Sa Sa aims to add four or five new stores in both tourist areas and non-

tourist areas of Hong Kong and Macau.
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e Applying strategic and disciplined management to an adverse operating
environment. Against a background of rental increases that have exerted
pressure on the operating margin of all cosmetic retailers, Sa Sa increased
retail space by approximately one-third this financial year. The Group will
assess the total retail space, the associated costs and store network in
Hong Kong, to match business opportunities with the costs of expansion.
Precisely because of its extensive retail network, Sa Sa can bring flexibility
and bargaining power to the issue of lease renewal and to the negotiation
of new leases. Considering these factors and its leading position in the
industry, Sa Sa expects to gain further market share from other market

players.

2.Strengthening Overseas Market Growth

Leveraging on our Hong Kong expertise and experience, Sa Sa’s business
model is being rapidly scaled up for application to overseas markets.
These markets are making good progress in the growth of turnover and
market share. With a strong platform being built to facilitate further

expansion, we are confident this growth momentum will continue.

Ongoing efforts will be devoted to strengthening marketing, product
portfolio and staff training. In addition, we will cautiously monitor the
overseas operating and market environments and adjust our expansion

plan accordingly to achieve optimum results.
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