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|. Industry Overview




Retail sales growth moderated in 2013, with slower growth
against 2012

A | KA ¥dsmeficanarkethasdeliveredsustainedgrowth overthe pastfew years
Accordingto the National Bureau of Statisticsof China (NBS),retail sales of
cosmeticsof enterprisesabove designatedsize** reached1625 billion yuan up
by 13.3%Yyearon-year(yoy) in 2013

A However,/ K A ycdsfeticsmarket has demonstratedslightly weakenedgrowth
asopposedto 17%yoyin 2012
Exhibitl: Retail value of cosmetics by wholesale and retail enterprises above designated s26£3 2009
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Source: National Bureau of Statistics of CHil&sales value yoy growth (%)

yuan (10

* Xinhuandt )
** Designated size: with annual sales of uaitbomabove and with an employment of or over 60.
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Skin care and hair care products take up over half of the market
share

A Accordingto Euromonitor skincare and hair care productsaccountedfor more
than half of the marketsharein 2012

Exhibit 2: Sales of beauty and personal care by category, 2012

Sun care Deodorants
\ Depilatories

Fragrances
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Eabyfand grooming

child-specific
products
Set/Kits

Source: Euromonitor Internationali Beauty and Personal Care in Chinao, April 2013
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Grocery retailers and department stores are signaling dwindling market
share; while health and beauty stores and Internet retailing are booming

A Accordingto Euromonito¥, hypermarkets,department stores and health and
beauty retailers were the three most popular sales channelsfor beauty and

personalcareproductsin 2012

Exhibit 3: Market Share (Retail Sales) by Distribution Channels for Beauty anc
Personal Care in China, 2011 and 2012

A However, the market share

% retail valuersp 2011 2012
of grocery retailers and Store-Based Retailing 77.1 71.1
departmentstoreshasbeen “Grocery Retailers - 38.1 30.1
) i . --Small Grocery Retailers 3.1 1.8
dwindling, while Internet --Conveniencétores 1.5 1.4
retailing witnessed an --gypermar::e:s §57.8 351-8
. --Supermarkets : :
upsgrge in market share -Non-Grocery Retailers 39 35
against2011 --Health and Beauty Retailers 13.8 15.6
---Beauty Specialist Retailers 6.2 6.6
---Chemists/Pharmacies 15 1.6
---Parapharmacig®rugstores 6.1 7.4
--Department stores 24.2 18.3
--Other NonGrocery Retailers 1.0 1.1
Non-Store Retailing 22.9 29
-Direct Selling 15.3 14.9
-Internet Retailing 6.6 13.1
*Euromonitémternationaii Be aut'y and Perso n_r NonStore Retailing 0 O
April 2013
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Grocery retailers and department stores are signaling dwindling market share;
GKAES KSIFHfGK yR o0Slhdzie ad2NBa | yR

Internet retailing

A Astudyby Nielsen*showsthat the majority of online cosmeticshoppersare generallyyoungand affluent.
In particular, over 80% of the online customersare agedbetween 20 and 39, of which, over 90% are
female,suggestinghe amplepotential in the online cosmeticmarket

A Accordingto iResearch , online cosmeticdransactionvaluein Chinahit 57.7 billion yuanin 2012 up by
54.8% yoy from 2011 of 37.3 billion yuan The online salesfor cosmeticsin Chinais expectedto grow
rapidly in the comingyears,with online cosmeticstransactionvalue estimatedto top 120 billion yuanin
2015

Exhibit 4: Online Transaction Value -20ldg Chinads Cosmeti cs, 2008

140.0 + - 120%
G415 123.7
o 0
120.0 - - 100%
100.0 - = online cosmetics
- 80% transaction value
80.0 - (billion yuan )
- 60%
60.0 -
40.0 0% wth (%)
.0 —\/0Y QIO 0
2(y2°00/ yoy g
B 0
20.0 - 6.0
0.0 1 . - 0%
SourceiResearch 2008 2009 2010 2011 2012 2013e 2014e 2015e
* NielseldlComRatingsut hor Joint Whitepaper on the Chinese Online Cosmetics
*Researchi Two Key Pl ayers Dominate the Vertical Cosmetic B2C Mar ket ¢
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Features and characteristics of selected distribution channels

Exhibits: Selectedlistributionchannelsandtheirrespectivdeaturesandcharacteristics

Retail format Features and characteristics

Department stores ¢  Department stores offer a wide range of merchandises and provide one-
stop shopping experiences to consumers.
¢ Play an important role in brand building.
¢ Competition for counter spaces is fierce, brands with lackluster sales are
forced to phase out.

Supermarkets/ ¢  Supermarkets/ hypermarkets are important channels particularly for low-
hypermarkets to mid-range cosmetics products or products with lower unit prices (e.g.
shampoo, facial cleanser).

Professional stores ¢ Consumers can buy cosmetics and accessories at different quality and

price tiers in the same store.

¢ Examples:
A Hong Kong-based Watsons and Sasa;
A France-based Sephora;
A China-based Gialen ( ) and Cosmart ( ).

¢  Some professional chains have explored opportunities online.
A Watsons launched its website http://www.watsons.com.cn in March

2013.
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http://www.watsons.com.cn/

Features and characteristics of selected distribution channels
602y QRO
Exhibits: Selectedlistributionchannelsandtheirrespectivdeaturesandcharacteristic§ c ont 6 d)

Retail format Features and characteristics

Specialty stores ¢  Cosmetics brand owners can achieve autonomy over store operation
through opening specialty stores. Specialty stores help promote brand
image, ensure standardized prices and services.

¢ Inrecent years, many Korean cosmetics brands such as Etude House,
Missha and Innisfree are especially interested in distributing their

products through specialty stores, in addition to other distribution
channels.

An increasingly popular distribution channel for cosmetics products.

Internet retailing ¢  There are three major online retailing platforms for cosmetic products in
China, which are:

A Self-operating online platforms;

A Online stores on integrated online retail platforms such as Tmall;
JD.com and Amazon

A Third-parties cosmetic online platforms which provide a wide
range of cosmetic brands, for example
- Watsons (http://www.watsons.com.cn)
- Sephora (http://www.sephora.cn)
- SaSa (http://www.sasa.com)
- Jumei (http://www.jumei.com)
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lI. Competitive landscape

(1) Foreign cosmetics companies

(2) Domestics cosmetics companies
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A Accordingo Euromonitor, multinational playerscontinueto dominatethe cosmeticmarket
in China,with nine out of the top 10 playersbeingforeigncompanies Thetop three players,
Procter& Gamble(P&G),[ Q h sl SHiseidotook up more than 30% of the overallvalue
salesn 2012

Exhibit 6: Beauty and personal care NBO company shares by value in 2012

Company Share by value (%) Country of origin
Procter & Gamble 15.1 U.S.
L'Oreal 11.1 France
Shiseido 5.4 Japan
Unilever 4.6 U.K.
Amway 3.5 U.S.
Mary Kay 3.3 U.S.
Estee Lauder 2.1 U.S.
Colgate 2.0 U.S.
Johnson & Johnson 1.8 U.S.
Shanghai Jahwa 1.7 China
Others 49.4 --

Note: ANBOO r e e eisprt cod uicNeart i (ocncanmhp ébrryatnsd own brand or under | i
SourceEuromonitor

*Euromonitdri Beauty and Personal Care in Chinao, Apri | 2013
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Recently some major players pulled out some of their cosmetic
brands from China

A Facingfierce competition, some foreign players have pulled out some of their
cosmeticbrandsfrom Chinain a bid to restructuretheir strugglingbusinessesand

focuson their corebrands

- In January2014 [ Q h M#&houhcedthat it would stop sellingits massbeauty
brand Garnierin Chinaand focus on its two leading brands L'OréalParis and

Maybellinein the country*.

- Revlon also announcedto ceaseits operation and eliminate about 1,100
positionin Chinain January2014 Accordingto Revlon the withdrawalwaspart of
the O2 Y LJI séfir@turing processthat would save about 11 million USD

annually**,

- Episteme,a premium cosmeticbrand under Rohto, stopped its operation in
Chinastartingfrom late March2014** .

*Online WSS

*CNBC.cofin
Epi steme Chinads ofiicial website

i FUNG GROUP Chinads cosmetics mar ket , 2013
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Foreign cosmetics groups and their major brands

¢ Thetable below showssomeof the foreign cosmeticsgroupsandtheir major brandsin China

Exhibit7 Selectedforeign cosmeticggroupsand their major brandsin China
Baby and chik

. . m tice reen Bath an . o .
Group Brand Skin care Colorcosmetic: Gee eceutice <€ eer Fragrance i Hair Care specific  Men's groomin
cosmetics cosmetics shower
products
L 6 Or ®a | Biotherm A "
Giorgio Armani n N N N
Helena Rubinste n A
HR
Kérastase 2 2
K| e h I 6 S N N N N N N N
L 6 OPa@sa | n n R R
L6Or ®al
Professional A
LA ROCHE n n n
POSAY
Lancome 2 2 2 A
Matrix
Maybelline New n A
York
shu uemura N n
Skinceuticals A A
Vlchy N N N N N
Magic &
YueSai & 2 & &

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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Foreign cosmetics groups and their major brands

Exhibit7 Selectedoreign cosmeticsgroupsand their major brandsin Chinad / 2 y it QR 0

Cosmeceutica Green Bath and . Baby an_d_ chike . .
. . Fragrance Hair Care specific  Men's groomin
cosmetics cosmetics

Group Brand Skin care  Colorcosmetic .
products

P&G Camay A

Clairol Herbal
Essences

Clairol Professio
Gillette A
Head & Shoulde n n

Oceana

Olay Bodywash

Olay
Pantene A
Rejoice Proferies N
Rejoice

Safeguard
Sebastian

Skl N A
VidaBasson A A

Wella A

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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Exhibit7 Selectedoreign cosmeticsgroupsand their major brandsin Chinad / 2 y it QR 0
Baby and chik

. . Cosmeceutica Green Bath and . o . .
Group Brand Skin care  Colorcosmetic: . . Fragrance Hair Care specific  Men's groomin
cosmetics cosmetics shower
products
Shiseido ~ Anessa "
Aqua Label A
Aquair A A N
Aupres & A 2
Be n N
Clé de peau beautt A N
Dicila A N
DQ N N N N
Elixir Superieur n n
Elixir White n
Hand Cream A
Handasui n
IPSA A A
Joico &
Kuyura A
Melanreduce n
Perfect i
PFRCOVER n
Pure & Mild R R A
Pure & Mile Soi A N
Shiseido Eudermin n
Shiseido Professiol N A
Shiseido " " " A
Super Mild n n
Tsubaki A
UNO A
Urara s o i
Za N N

Source: Respective company websites, compiled by Fung Business Intelligence Centre

i FUNG GROUP Chinads cosmetics mar ket , 2013
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Foreign cosmetics groups and their major brands

Exhibit7 Selectedoreign cosmeticsgroupsand their major brandsin Chinad / 2 y it QR 0

Cosmeceutica Green Bath and 22597 Bl LS
Group Brand Skin care  Colorcosmetic: . . Fragrance Hair Care specific  Men's groomin
cosmetics cosmetics shower products

Unilever Clear R R
Dove
Hazeline
Lux
LYNX
Pondo6s
Rexona
Vaseline
Johnson & Clean & Clear
Johnson
Dabao
Elsker
Johnsont
Johnsont

Care
Neutrogena

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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Exhibit7 Selectedoreign cosmeticsgroupsand their major brandsin Chinad / 2 y it QR 0
Baby and chik

. lor m ice reen Bath an . o Men'
Group Brand Skin care Colo . cos ece_ut ce & eer Fragrance clined Hair Care specific ens
cosmetics cosmetics cosmetics shower grooming
products
Estéeauder Aramis 4
Bobbi Brown n N
Clinique A A A A
Donna Karan
Cosmetics 2
Estée Lauder n n N N
Good Skin Labs A A
Jo Malone Lond N
La Mer R Q R
M.A.C. A A A
Origins A A A
Osiao 2
Tommy Hilfiger N
Beiersdorf Costyle A
Eucerin A A N A
Hairsong A n
Herbexpert N n
iSPA Home N
La Prairie A
Maestro A A
NIVEA Body A
Nivea for men N N
NIVEA Visage A
NIVEA A A
Sdew n A
Slek

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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Exhibit7 Selectedoreign cosmeticsgroupsand their major brandsin Chinad / 2 y it QR 0

Baby and child

Group Brand Skin care  Colorcosmetics Cosmece_utica Gree'.‘ Fragrance EL5iin &l Hair Care specific  Men's groomin
cosmetics cosmetics shower
products
Kanebo Agqud_unash A A
Aqua Sprina N N
Aqua A A
Blanchir Superiol
A
Dew Superior A
Freeplus R R
Impress A A
Kate A
Lunasol A A
Coty Inc. Sui sai A
TJOY for men N
Kao TJOY A A A A
Asience A
Bioré A
Curél A A A A
Feather A
Kao A
Liese A
Menods Bi n
Sifoné A
Sofina A A

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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Exhibit7 Selectedoreign cosmeticsgroupsand their major brandsin Chinad / 2 y it QR 0

Group Brand

Skin care  Colorcosmetics

Cosmeceutica
cosmetics

Green
cosmetics

Fragrance

Baby and chik
specific
products

Bath and

Hair Care
shower

Men's groomin

Kosé Astalution
Avenir
Bizenist

Cosme Decorte

Esprique

Happy Bath Day
Precious Rose

Infinity
Junkisei
Junkisui
Moisture Skin
Repair
Nature & Co
Prédia
RecipeD
Refine
Seikisho
Sekkisei Suprem

Sekkisei
Shirosumi
White St
Avon

Avon
Products, Inc.

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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Exhibit7 Selectedoreign cosmeticsgroupsand their major brandsin Chinad / 2 y it QR 0

Baby and chikc

. . Cosmeceutica Green Bath and . o .
Group Brand Skin care  Colorcosmetict . . Fragrance Hair Care specific  Men's groomin
cosmetics cosmetics shower
products
—
Amore Pacific Etude House A A
Corp
Innisfree
N N N N
Laneige A A A
Lirikos A A A A
Mamonde A A A
Primera A A A A
LG Cor
P Sulwhasoo A A A A
Carezone A
Hercyna A A A
Lacvert A A
Minerva Silky N
O Hui A A A
Reen A
Sooryehan A A A
Able C&C
Nu Skin The Face Shop N N N R
Enterprise Inc.
Whoo A A A
Missha A A A
Nu Skin
N N N N

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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Exhibit7 Selectedoreign cosmeticsgroupsand their major brandsin Chinad / 2 y it QR 0

Group

Brand

Cosmeceutica

Skin care  Colorcosmetics .
cosmetics

Green
cosmetics

v d

a

Fragrance

1 NP2 dzLJa

Bath and
shower

Hair Care

LVMH Group

The L'OCCITANE
Group

PolaOrbis
Holdings Inc.

Rohto

Benefit

Fresh

Guerlain

Make Up For Eve
L'occitane
Melvita

H20 plus
Jurlique

Orbis

Orlane Paris

Beauty Worksho

Body Ice
Hada Labo
Hand Therapy

Hand Viel
Lip Pure

Mentholatum
Acnes

Mentholatum
Botanics

Mentholatum Bo
Veil
Mentholatum Oc
Po

Oxy
Sunplagkin Aqus

> > > >

N

N

>

> > > >

> > > >

Fy R

Baby and chikc

Men's groomin

N

groducts

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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Exhibit7 Selectedoreign cosmeticsgroupsand their major brandsin Chinad / 2 y it QR 0
Baby and chik

. . Cosmeceutica Green Bath and . o .
Group Brand Skin care  Colorcosmetic: . . Fragrance Hair Care specific  Men's groomin
cosmetics cosmetics shower
products

Nippon Menard
Menard
Cosmetic A A
Co.,Ltd
MTM Group MTM R R

DHC
DHC Corp A A A A A
Fancicorp ~ Fand A A A
Skin Food ~ Skin Food A A A A A A

Banila
F&F n n

Charmzone Deage Fresh
Deage Melahite
Deage Red Win

Ginkgo Natural

Skyman

Source: Respective company websites, compiled by Fung Business Intelligence Centre

i FUNG GROUP Chinads cosmetics mar ket , 2013
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lI. Competitive landscape

(1) Foreign cosmetics companies

(2) Domestics cosmetics companies
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Domestic cosmetics enterprises continue their stellar
performance in lower tier cities

A Domesticcosmeticdrandsperform better in lower tier cities

T As a casein point, Croco Baby ( ) achieved50% growth in 2012 with its
successfuéxpansionnto third- andfourth-tier cities,accordinggo Euromonitofr.

T In2012 Shanghadahwawasthe only domesticcompanyamongthe top 10 playersin
beauty and personal care by share value in China Thanksto the remarkable
performanceof its severalkey brandsnamelyLiushen gf and Herborist the company
managedo graspsharegainsamidfierce competitionin 2012 Neverthelessin general,
domesticplayershave beenrelatively weak when it comesto branding,new product
development,marketingandgenerousfunds®*.

*Euromonitdri Beauty and Personal Care in Chinao, Apri | 2013

EBEFUNGGROUP Chinads cosmetics market, 2013 24



Domestic cosmetics groups and their major brands

¢ Thetable below showssomeof the domesticcosmeticsgroupsandtheir major brandsin China

Exhibit8 Selecteddomesticcosmeticggroupsand their major brandsin China

Cosmeceutica  Green Bath and Baby and chik

Group Brand Skin care  Colorcosmetic: . . Fragrance Hair Care specific  Men's groomin
cosmetics cosmetics shower
products
Shanghai
JahweCo., Dr. Yu 2 A
Ltd.
Gf N
Giving 2
Herborist 2 A A A A
Liushen & & &
Maxam n n n
ShanghaiVive A n A n
Soft Sense & &
Tea Beauty R A

Source: Respective company websites, compiled by Fung Business Intelligence Centre

i FUNG GROUP Chinads cosmetics mar ket , 2013
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Domestic cosmetics groups and their major brands

Exhibit8 Selecteddomesticcosmeticsgroupsandtheir major brandsin Chinad / 2 y G QR 0

Baby and chik

. Color Cosmeceutice Green Bath and . o . .
Group Brand Skin care . e . Fragrance Hair Care specific ~ Men's groomir
cosmetics cosmetics cosmetics shower
products
SichuanJahwa
Cortry
Cosmetics Co. . .
Ltd LiveliCutee o
Jiangsu
Longliqi Evergreen & 2 A
Group Co.,
Ltd.
L0ng|lql N N N N N N N
Longrich n & &
Arche . n
Cosmetics ALY
Co., Lt
BNS &
Cathy & A
Effi & &
Eveae n n &

Source: Respective company websites, compiled by Fung Business Intelligence Centre

i FUNG GROUP Chinads cosmetics mar ket , 2013



Domestic cosmetics groups and their major brands

Exhibit8 Selecteddomesticcosmeticsgroupsandtheir major brandsin Chinad / 2 y G QR 0

Baby and chik

. . m i reen Bath an . o .
Group Brand Skin care  Colorcosmetics Czs eceutica Gee_ Fragrance clinEng Hair Care specific  Men's groomin
cosmetics cosmetics shower
products
ZhuhaiSunrana
Cosmetics Co.,
Ltd. Sunrana N N N n
Bawang
International Bawang N A
Herborn &
Litao n n
Royal Wind n N N
Smerry n n
Shanghai
Huayin
Commodity Co.,
Ltd.
Bee & Flower S S &
Source: Respective company websites, compiled by Fung Business Intelligence Centre
EBFUNGGROUP Chinad6s cosmetics market, 2013 27



Domestic cosmetics groups and their major brands

Exhibit8 Selecteddomesticcosmeticsgroupsandtheir major brandsin Chinad / 2 y G QR 0

Cosmeceutice ~ Green Bath and Baby and chik

Group Brand Skin care Colorcosmetic: : . Fragrance Hair Care specific ~ Men's groomin
cosmetics cosmetics shower
products

LafangGroup

Bétrue & 2 2

Duo Zi A A

Lafang " N

Mese n n

Raclen & &
Guangzhou
Tobaby
Cosmetics  Topaby A A A A A
Co., Ltd.
HuayaGroup  Eranic A A
Co., Ltd.

Meifubao n "

See Young N

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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Domestic cosmetics groups and their major brands

Exhibit8 Selecteddomesticcosmeticsgroupsandtheir major brandsin Chinad / 2 y G QR 0

Baby and chik

. lor m ice reen Bath an . o .
Group Brand Skin care COO. Cee eceutice < eer Fragrance el Hair Care specific ~ Men's groomir
cosmetics cosmetics cosmetics shower
products

Guangzhou .
Houdy Herbrisk &
Cosmetics
Co., Ltd.

Houdy 2

Tongle R
Decolor A A
Cosmetics ~ Crystal
Co., Ltd.

Decolor A A

Enevous "

Flowery n 2

Lotuses n n

LuxelLotus A

Nenuph &

Shancaoji & & &

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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Domestic cosmetics groups and their major brands

Exhibit8 Selecteddomesticcosmeticsgroupsandtheir major brandsin Chinad / 2 y G QR 0

Cosmeceutica  Green Bath and Baby and chik

Group Brand Skin care  Colorcosmetics . . Fragrance Hair Care specific  Men's groomin
cosmetics cosmetics shower
products
Jala(Group)
Co., Ltd. Aglaia A A A
)
Chcedo & & &
Insea n N
Maysu A n
Proya
Cosmetics
Co., Ltd. Proya " "
Shanghai
Inoherb
Cosmetics
Co., Ltd. Inoherb & & o ®
SofttoCo.,
Ltd.
Softto N N N N N

Source: Respective company websites, compiled by Fung Business Intelligence Centre

i FUNG GROUP Chinads cosmetics mar ket , 2013



Domestic cosmetics groups and their major brands

Exhibit8 Selecteddomesticcosmeticsgroupsandtheir major brandsin Chinad / 2 y G QR 0

Baby and chik

) . Cosmeceutica Green Bath and . e .
Group Brand Skin care  Colorcosmetict . . Fragrance Hair Care specific  Men's groomin
cosmetics cosmetics shower
products

FosharShunde
Modern Health  Syqu A
Care Products
Co., Ltd.

Xian Dai & & ®

. Color Easy 2

Shanghai
SavoHealth
& Cosmetics Deep Sea A
Co., Ltd.

Herb Extract n

Savol Ecologic n

Savol Hair Care Exper &

Savol Herb n n

Sikin 2

Tianfeng n

Yimo A

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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Domestic cosmetics groups and their major brands

Exhibit8 Selecteddomesticcosmeticsgroupsandtheir major brandsin Chinad / 2 y G QR 0

Cosmeceutica Green

Bath and

Baby and chikc

Group Brand Skin care  Colorcosmetics : . Fragrance Hair Care specific  Men's groomin
cosmetics cosmetics shower
products

Youngrace
Cosmetic
International
Group Limited Youngrace N
Shanghai
Kans
Cosmetic Kans & 2 A
Co.,Ltd
Pechoin

Pechoin A A
Marubi

Marubi 2 & A

Mask Family "

1908
Source: Respective company websites, compiled by Fung Business Intelligence Centre
EBEFUNGGROUP Chinads cosmetics mar ket 2013
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Domestic cosmetics groups and their major brands

Exhibit8 Selecteddomesticcosmeticsgroupsandtheir major brandsin Chinad / 2 y G QR 0

Baby and chik

. . Cosmeceutica Green Bath and . o . .
Group Brand Skin care  Colorcosmetic: . . Fragrance Hair Care specific  Men's groomin
cosmetics cosmetics shower
products

Danz

Carde &

Carefor Star n n

Tenor N

Wetcode "

N

OsmurGroup

Inshe 2 &

Osmun n N A

Source: Respective company websites, compiled by Fung Business Intelligence Centre

i FUNG GROUP Chinads cosmetics mar ket , 2013
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Productpremiumisationand trading up remain a major trend

A Risingdisposableincomes increasingO 2 Y 4 dz¥galeheSsof better quality
productsunderpinthe growth premiumcosmeticssalesgrowth.

T Accordingto Euromonitor, retail salesof premium cosmeticsproductsincreasedfrom
30.9 billion yuanin 2011to 34.9 billion yuanin 2012 up 13.2%Yyoy; in particular,sales

of premium baby and child-specificproductsduring the sameperiod evensurgedover
20%yoyto 9753 millionyuan

I  Premiumcosmeticsmarketis expectedto posta 17.3% compoundannualgrowth rate

between2012and 2017, higherthan overallbeautyand personalcareY | NJ &iaufl &
averagegrowth of 11%

*Euromonitémternationai Be auty and Personal Care in Chinao, April 2013
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Productpremiumisationand trading up remain a major trend
602V i QRU

A To satisfy the growing demand for higherend cosmeticsproducts, a
number of international and domestic brands have expedited their
penetrationin the high-end segment

1 Swisspremium brand La Prairie rolled out a new product White Caviar
llluminatingClarifyingLotionin Chinaduringearly2013* .

French luxury skin care brand Sisleyhad a new launch of its PhytoBlanc
IntensiveWhiting Serumin February2013* .

*Euromonitémternationali Super Premi um Beauty and Personal Care in Chinabo, F
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M&A and private equity activities are active in the cosmetic
market

A

Thevastpotential of the online cosmeticanarkethasacceleratedhe consolidationand prompted capital
investmentactivitiesamongB2Conlineretailers Someexamplesnclude

- In February2014 Vipshop( ), @ domestic B2C online retailer that sell branded products at discount,
announcedthe acquisitionof a 75% sharein local B2C online cosmeticretailer Lefengcom ( ), an online
retail websitespecializedn sellingcosmeticsand fashionproductsin Chinaat 132.5 million USD**

- Vipshopalsoannouncedhe takeoverof a 23%sharein OvationEntertainment( ) for 55.8 million USD
in February2014* .

- Jumei( ), the largestcosmeticsonline retailer in China,filed for an IPOin the U.S in April 2014 which
isexpectedto raise400 million*** .

- [ Qh Ndhbuhcedthe transactionof its takeover of Magic Holding International Ltd.( ),/ KA yeladihg
skincarecompanyspecializedn producingfacialmasks became effectivein April 2014***

- L CapitalAsia,a LVMHbackedprivate equity firm, acquireda majority of stakein Chinesedomesticcosmetics
brand Marubi in July 2013 The firm hasbecomea | NXJzeetofadiargestowner and has plannedto initiate
strategiccooperationwith Marubiin productdevelopment,design,advertising public relations, marketing,retail
managementfeam building,globalmarketing,and M&A*****

* VI Pb6bs official we bsioioe

** VI P6s -of ticioal wensiie

***Reuters

*x x x| §0r eal Choime st of foneioad walbsite

****Ma r wiidiabwebsite
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O20 initiatives: online players are marching into brick and
mortar retailing

A While many cosmeticsorandshavebeenexpandinginto online retailing in recent
years,somebrandsthat originallysold only through online platforms are starting
to breakinto store-basedretailingto grabmore marketshare

1 Jumeiopenedits first brickand mortar flagshipstore in Beijingin December2013".

1 Lefengis planningto open offline stores, aiming to deliver customersan integrated
shoppingexperiencewith its online and offline channels**

*Guoseiii Research Report olio,Ch2i5n afpsr ido s2ndeltdi cs | ndustry
**Tech. huangiu.com ( )
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Increasing popularity of South Korean brands in China

A South Korean brands are demonstrating increasingsophisticationin terms of
product developmentand marketing In general,SouthKoreabrandsare able to
reactbetter to localO dza (i 2 né&IslMofeover,their productofferingsare often
more targeted*. In addition, South Koreanpop culture is very popularin China,
which also givesSouthKoreanbrandsan extra edge Theyoften appoint famous
artists as brand ambassadorgo representtheir products,thus enablingthem to
better connectwith customers

innisyree

*Euromonitémternationali The Shi fting Balance in Chinads Beauty Competitive L
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Professional stores step up expansion in China

A To expedite market penetration, many professionalstores are looking ways to
expandtheir presencen China Someexamplesnclude

1 Chainedprofessionalstore Watsons,which owns over 1,600 retail storesacross290
cities of China,hasannouncedplansto expandits retail footprints to a total of 3,000
storesby 2016 with particularfocuson lower-tier cities*.

Cosmeticgetailer Sephora which operates155 retail storesacross51 cities of China,
openedits g 2 NJaR)€stilagshipstore in Nanjing,Shanghain 2013+ .

*Wat son Chinads ofifiicial weosiotoe
*»Sephor€hi nads oflicia! websiltle

i FUNG GROUP Chinads cosmetics mar ket , 2013

40


http://www.watsons.com.cn/about_pressArticle_14022703
http://www.sephora.cn/content/sephorahistory/
http://www.zghzp.com/news/hyzx/qykt/55019.html

Social media becomes an indispensable tool

A With the rapid growth of online shoppingand acceleratingpenetration of mobile
devices,social media have become an important marketing tool for cosmetic
brandsto promote their productsandinteractwith their customers

A To stay connectedwith Chinesecustomers,a number of foreign and domestic
cosmetic brands have establishedservicesaccountsin Wechat and/or Weibo.

Exhibit9 showssome of the cosmeticbrandsthat have set up Wechatand/or
Weiboaccountsto engagetheir customersin China

EBEFUNGGROUP Chinads cosmetics market, 2013 41
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Exhibit9 Selectedcosmeticbrandswith serviceaccountsin Wechatand/ or Weibo

Group Brand Wechat Weibo

LdOr ®all Biotherm A A
Giorgio Armani &
Helena Rubinstein HR R
Kérastase R &
Ki ehl 6s &
L 6 OPa®sa | 2 2
L 6 OPPrdesdional A
LA ROCHBOSAY n N
Lancéme R R
Matrix R
Maybelline New York & &
shu uemura &
Skinceuticals A
ViChy N
Magic &
YueSai &

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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Exhibit9 Selectedcosmeticbrandswith serviceaccountsin Wechatand/ or Weibo6 / 2 y it QR 0

Group

Brand

Wechat

Weibo

P&G

Camay

Clairol Herbal Essences

Clairol Professional

Gillette

Head & Shoulders

Oceana

Olay

Pantene

Rejoice Proferies

Rejoice

Safeguard

Sebastian

Skl

Vidal Sasson

Wella

Source: Respective company websites, compiled by Fung Business Intelligence Centre

FUNGGROUP Chi

nads cosmet i

CS

mar ket , 2013
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Exhibit9 Selectedcosmeticbrandswith serviceaccountsin Wechatand/ or Weibo6 / 2 y it QR 0

Group

Brand

Wechat

Weibo

Shiseido

Aqua Label

Aquair

Aupres

IPSA

Perfect

Pure & Mild

Pure & Mile Soi

Shiseido

Tsubaki

UNO

Urara

Za

Source: Respective company websites, compiled by Fung Business Intelligence Centre

FUNGGROUP Chi

nads cosmetics ma

rket, 2013
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Exhibit9 Selectedcosmeticbrandswith serviceaccountsin Wechatand/ or Weibo6 / 2 y it QR 0

Group Brand Wechat Weibo

Unilever Clear
Dove
Hazeline
Lux
LYNX

Pondos

Rexona

Johnson & Johnson
Clean & Clear

Dabao

Elsker

Johnsonds Baby

Johnsonds Body Care

Neutrogena

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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Exhibit9 Selectedcosmeticbrandswith serviceaccountsin Wechatand/ or Weibo6 / 2 y it QR 0

Group

Brand

Wechat

Weibo

Estéd_auder

Beiersdorf

Bobbi Brown

Clinique

Estée Lauder

Good Skin Labs

Jo Malone London

La Mer

M.A.C.

Origins

Herbexpert

La Prairie

Maestro

Nivea for men

NIVEA

Source: Respective company websites, compiled by Fung Business Intelligence Centre

FUNGGROUP Chi

nads cosmet i

CS

mar ket , 2013
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Exhibit9 Selectedcosmeticbrandswith serviceaccountsin Wechatand/ or Weibo6 / 2 y it QR 0

Group

Brand

Wechat

Weibo

Kanebo

Coty Inc.

Kao

Kosé

Aqua Sprina
Freeplus
Impress
Kate
Lunasol
TJOY
Asience
Bioré

Curél

Liese
Sofina
Avenir
Bizenist
Esprique
Junkisei
Nature & Co
Prédia

Sekkisei

AN

N

AN

Source: Respective company websites, compiled by Fung Business Intelligence Centre

FUNGGROUP Chi

nads cosmetics

mar ket ,

2013
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Exhibit9 Selectedcosmeticbrandswith serviceaccountsin Wechatand/ or Weibo6 / 2 y it QR 0

Group Brand Wechat Weibo
Avon Products, Inc. S A A
Amore Pacific Corp Etude House N A
Innisfree A A
Laneige n n
Lirikos N
Mamode N n
Primera A A
Sulwhasoo N
LG Corp O Hui n
Sooryehan N n
The Face Shop A n
Whoo n n
Able C&C Missha A A
Nu Skin Enterprise Inc. Nu Skin A
LVMH Group Benefit N
Fresh n
Guerlain N
Make Up For Ever N N
Source: Respective company websites, compiled by Fung Business Intelligence Centre
BEFUNGGROUP Chinads cosmetics market, 2013
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Exhibit9 Selectedcosmeticbrandswith serviceaccountsin Wechatand/ or Weibo6 / 2 y it QR 0

Group Brand Wechat Weibo
The L'OCCITANE Group ~ L'0ccitane A
Melvita A
PolaOrbisHoldings Inc. H20 plus A
Jurlique A A
Orbis A A
Orlane Paris A A
Rohto Lip Pure A A
MentholaturAcnes A A
MentholaturBotanics A A
Mentholatum Oc Hy Po A A
Sunplay Skin Aqua A A
Nippon Menard Cosmetic Menard
Co.,Ltd n n
MTM Group MTM A A
DHC Corp DHC A A
Skin Food Skin Food A
E&E Banila A
Charmzone Deage Fresh A
Deage Melahite A
Deage Red Wine A
Ginkgo Natural A
Skyman A
Source: Respective company websites, compiled by Fung Business Intelligence Centre
BEFUNGGROUP Chinads cosmetics market, 2013
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Exhibit9 Selectedcosmeticbrandswith serviceaccountsin Wechatand/ or Weibo6 / 2 y it QR 0

Group

Brand

Wechat

Weibo

ShanghalahweaCo., Ltd.

JiangsuLongligiGroup Co., Ltd.

ArcheCosmetics Co., Ltd

ZhuhaBSunrana&osmetics Co., Ltd.

Bawangdnternational

Gf

Giving
Herborist
Liushen
Maxam
ShanghaiVive
Soft Sense
Tea Beauty

Longligi

BNS

Cathy

Effi

Sunrana

Bawang
Herborn
Litao

Royal Wind

Smerry

N

N

AN

Source: Respective company websites, compiled by Fung Business Intelligence Centre

EBEFUNGGROUP Chi nads

cosmetics

mar ket ,

2013
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Exhibit9 Selectedcosmeticbrandswith serviceaccountsin Wechatand/ or Weibo6 / 2 y it QR 0

Group Brand Wechat Weibo
DecoloCosmetics Co., Ltd. Decolor A A
Flowery A
Shancaoji o
LafangGroup Lafang i
Raclen " A
HuayaGroup Co., Ltd. Eranic A A
Meifubao A A
See Young n n
Jala(Group) Co., Ltd. ( ) Aglaia A A
Chcedo n n
Insea N
Maysu n
ProyaCosmetics Co., Ltd. Proya A A
ShanghainoherbCosmetics Co., Ltd. Inoherb A A
SofttoCo., Ltd. Softto " "
Source: Respective company websites, compiled by Fung Business Intelligence Centre
BEFUNGGROUP Chinads cosmetics market, 2013
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Exhibit9 Selectedcosmeticbrandswith serviceaccountsin Wechatand/ or Weibo6 / 2 y it QR 0

Group Brand Wechat Weibo
ShanghabavoHealth & Cosmetics Co., Color Easy A
Ltd.
Deep Sea "
Herb Extract n
SavoEcologic &
Savol Hair Care Exper &
SavoHerb A
Sikin A
Tianfeng "
Yimo A
Youngrac&€osmetic International G"OUFYoungrace A
Limited
Kans A A

Shanghai Kans Cosme@o.,Ltd

Pechoin S a
Pechoin
i N N
Marubi Marubi
Mask Family 1908 A N
Danz Wetcode n N
OsmurGroup Inshe A A
Osmun o 2

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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A Accordingto Euromonitor, Y S y gd@oming market delivereda 17% yoy salesgrowth to
6.4 billion yuanin 2012 in particular,Y' S y qRificarewitnessedthe highestsalesgrowth of
25.4%yoy,while Y S yt@ilétries registeredretail salesgrowth of 20.5%yoy.

A Chinais expectedto overtakeSouthKoreaasthe biggestmarketgloballyfor Y’ S y <Ridicare
salesin 2013

A Topenetratethe lucrativemarket, manycosmeticsdorandshaveintroducedY S y'g2odming
productsin China Forinstance,Y A S folle@aut FacialFuel UV Guard SPF30+ PA+++n
March 2014 Niveaalso had a new launch, Nivea Men Hydrating Essensein December
2013 Fordetails,pleaserefer to Exhibit7 and8.

*Euromonitémternationali Mends Grooming in Chinaodo, April 2013
*Euromonitbrnt er nat i onal Hnenitds.¢om/go:
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Children and baby care products continue to see robust growth

A With growing consumer sophistication,consumersare more willing to purchase specific
personalcare productsfor their childrenand baby. Accordingto Euromonitot, retail salesof
/| K A ¥Hildiedand babycareproductsregisterednotablegrowth in 2012 up by 16.7%yoyto
8.6 billion.

A Therelaxationof the one-child policy starting late 2013is expectedto bring a nearterm baby
boomin China,givingmomentumto the developmentof babyand childrencareindustry. It is
estimatedthat retail salesof / K A ¢Hildbednand baby care productswill hit 16.4 billion yuan
by 2017.

A Recently,some domestic brands have experiencedrobust growth in market share, for
instance,the market shareof leadingdomesticbrand FrogPrincesurgedfrom 7%in 2007 to
16%in 2012 becomingthe brandwith the secondlargestmarketsharein the market

*Euromonitémternationai Be auty and Personal Care in Chinao, April 2013
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Children and baby care products continue to see robust growth
602y 0QRU

A Thanksto the growingdemandfor childrenand baby care products,the number
of retail storessellingmom and baby productshasgrownrapidlyin recentyears
Retailerssuchas Redbaby( ), Lijiababy/( ) and Leyou( )
have set up a number of retail stores offering skincareproducts for expectant
mothersandbabies

A A number of cosmeticsbrands have also rolled out children and baby care
products Fordetails,pleaserefer to Exhibit7 and Exhibit8.

EBEFUNGGROUP Chinads cosmetics market, 2013 55



Green and natural cosmetics products, and functional products
are growing in prevalence

A Nowadaysan increasinghumberof consumersan Chinaare lookingfor greenand eco-friendly
cosmeticgroducts,drivenby the risingpursuit of personalwellbeingamongconsumers

A To satisfyconsumerdemandfor green products,a number of foreign and domesticplayers
have focused more on green formulations and launched ecofriendly product lines Some
examplesinclude Jurlique [ Q h O Q@rigihsynsSherbs Herbornand Herborist For details,
pleaserefer to Exhibit7 and Exhibit8.

A Moreover,somecosmeticsbrandshaverestyledthe packagingor their ecofriendly product
lines Forinstance,in June2013 Frenchpremiumbrand LaMer restyledthe packagingor its
limited edition ecofriendly classiaepair creamin aquaticcolorsjust before the World Ocean
Day*.

* Euromonitémternationdi Super Premi um Beauty and Pers

i FUNG GROUP Chinads cosmetics mar ket , 2013
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http://www.jahwa.com.cn/newsdetail.aspx?id=190
http://www.jahwa.com.cn/newsdetail.aspx?id=190

Green and natural cosmetics products,Aand funcAtionaI Qroducts
FNBE INRPSgAYI AY LINBGlIfSYOS o/ 2

A Air pollution has long been a severe problem in China The concentration of
PM2.5 1t aform of particulate matter that reducesvisibility and causethe air to
appear hazy T in some major cities are hitting high levels Some cosmetics
brands, especiallylocal brands sellingonline, have launchedproducts featuring
"Anti-PM2.5" in their productclaims,slogansor marketingcampaigns?

A However,many experts said that there is no national standardfor this kind of
products Many products which claim to have the function are actually daily

protective base Consumershave to be more careful when choosing the
products**.

*Cosmetics Design Asia-cim
**China News ( )-
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Heightened public awareness to product safety

A Productsafetylsamajorconcernln/ K A ¥dsredicanarket

In the past years, even famous foreign brands were embroiled in scandalof defective cosmetics
products Forinstance Wenzhoulndustrialand CommerciaAdministrationstatedin its AnnualQuality
TestReportthat someLancomeand Sisleyproductsfailed the quality test three times since2006 due
to excessivenercuryfoundin the products*

Accordingto Chinae-BusinesResearcii S y (i WidBePaperon the ChineseOnlineCosmeticShopper,
84% of complaintsfrom online cosmeticshopperswere about quality issuesof cosmeticssignificantly
dentingO 2 Yy & dzo&fibida®in online shopping**.

A Fakeproductsare prevalent,particularlyin online platforms

Dangdang@nd Amazonhavebeenaccusedf sellingfake productsof major cosmeticdbrands** .

The ChinaAuthentic CosmeticAlliancepublishedits first ever CosmeticsSecuritylndex Report,which
was co-announcedby more than 100 domesticand foreign cosmeticscompaniesrevealingthat more
than 20%of cosmeticgproductssoldonline are counterfeit products**** .

A As Chineseconsumersare now more discerning,product safety is expectedto gain more attention in the
future. More regulationsare expectedto be launchedby the governmentto better regulatethe cosmetics

industry.

A Exhibitl0 showssomelatestgovernmentpoliciesrelatedto / K A ¥dsreéicssector.

*Euromonitbnternationali Be auty and Personal Care in Chinao, April 2013

** Gec.cn (

)_

*** Shanghai Daily ( )

*rxinhuandt
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)_
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Exhibi't Maj or government pol20ld4i es r ated t

Publication Name of government policy Launched by Details

Date

11 April 2014 Announcement on Specifying the The China Food and TheNoteaimsto addressssuegelatedo the
Implementation of the Registration and R DrugAdministration implementaticend managememorkon the
Filing of Cosmetics registratiomnd recorekeepingof specialise
. cosmetics

23 January 2014 Draft Seeking Public Opini¢ssoae The China Food and The CFDAaimsto optimizehe administrativ:
Regarding the Restructuring of the Regis DrugAdministration licensing@f newrawmaterialgor cosmeticso
Management of New Raw Materials for as to safeguardc o n s u imealth saad
Cosmetics** encouragenovatioimcosmetimdustry

12 May 2013 Announcement on Issues concerning the The China Food and The Announcement specifies beginning 3!
Restructuring of the Registration and Re Drug Administration 2014, the online record filing will substitutt
Filing Management of Cosmetics*** the licensing system for domestipaoral

use cosmetics, while the licensing system
still applicable to the manufacturing and ir
special use cosmetics such as skin whiter
and skin pigmentation reduction cosmetic:

[3

* The China Food and Drug Administration
**The China Food and Drug Administration
*** The China Food and Drug Administration
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Background

A The China National Commerciallnformation Centre (CNCICronducts monthly
survey to around 200 major department stores* in China to study the
performanceof different cosmeticssub-sectors

A Inthis newsletter,performanceof 5 sub-sectorsis examined
T Shampoosndconditioners
T Otherhaircareproducts
T Skincareroducts
T Colorcosmetics
1 Fragrances

*Note: It is noteworthy that the CNCIlGlata coverssalesin major departmentstoresonly.
Retailersof other formats suchas professionabnd specialtystoresare growingin popularity.
Theactual overallmarketshareof cosmeticdrandsmay deviatefrom the CNCl@ata.
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concentrated than the previous year

A Thetop 10 playersin the 5 major sub-sectorsachievedover 50% of the market
share*in majordepartmentstoresin 2012

A Thetop 10 playersin the shampoosand conditionerssub-sector had the highest
market share among other sub-sectors, reaching 73.7% in 2012 The top 10
playersin the skincareproductssectorhadashareof 52.3%in 2012

Exhibit 11: Market share of the Top 10 Brands of Selected Sect@@12011
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% Shampoos and  Other hair care Sklncare products Color cosmetlcs Fragrances
5 conditioners products
2011 m 2012

Source: China National Commercial Information Centre (CNCIC)

Note: It is noteworthy that the CNCIC data covers sales in major department stores only. The actual ovesattticarkedstimraayf deviate from the CNCIC dat
*The market share is obtained based on the weighted mean of the market share and the market coveragenekiitativageted owsnaditics brands in China with
regard to varying weights in different regions.
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A Exhibits12-16 showthe performanceof the top 5 playersin selectedsub-sectors,
includingShampoosgconditionersand 2-in-1 conditioningshampoosother hair
care products (colorants, hair mask & styling agents),skincareproducts, color
cosmeticsandfragrances

Exhibit 12: Shampoos, Conditioners aimd12Conditioning Shampoo: Share of Total Sales Valu2@@11

Share of total sales value
(%)
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[ 104

Clear (Unilever) s 5.0

Lux (Unilever) —— %%

2011 m2012
Source: CNCIC

Note: It is noteworthy that the CNCIC data covers sales in major department stores only. The actual ovesattticarkedstimraayf deviate from the CNCIC dat
*The market share is obtained based on the weighted mean of the market share and the market coveragenakitativegetod owsnaditics brands in China wit
regard to varying weights in different regions.
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Exhibit 13: Other Hair Care Products (Colorants, Hair Mask & Styling Agents): Share of Total Salea0Z2lue 2011

Share of total sales value
(%)
0 5 10 15
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R dz(

Note: It is noteworthy that the CNCIC data covers sales in major department stores only. The actual ovesattticarkedstimraayf deviate from the CNCIC dat
*The market share is obtained based on the weighted mean of the market share and the market coveragenakitativegetod owsnaditics brands in China wit

regard to varying weights in different regions.
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Exhibit 14: Skin Care Products: Share of Total Sales Va2 911

Share of total sales value

(%)
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Source: CNCIC

Note: It is noteworthy that the CNCIC data covers sales in major department stores only. The actual ovesattticarkedstimraayf deviate from the CNCIC dat
*The market share is obtained based on the weighted mean of the market share and the market coveragenakitativegetod owsnaditics brands in China wit
regard to varying weights in different regions.
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Exhibit 15;: Color Cosmetics: Share of Total Sales Valu202211

Share of total sales value

0 5 () 19 1:‘3 29
Maybelline (L'Oréal) S 14.0 17.9
L'Oréal (L'Oreéal) __8.29'8
Aupres (Shiseido) __ 63.6
Revlon __ 3369
Christian Dior CD | ;.0

(Christian Dior (China) Fragrance & Cosmetics) F 6

2011 m2012

Source: CNCIC

Note: It is noteworthy that the CNCIC data covers sales in major department stores only. The actual ovesattticarkedstimraayf deviate from the CNCIC dat
*The market share is obtained based on the weighted mean of the market share and the market coveragenakitativegetod owsnaditics brands in China wit
regard to varying weights in different regions.
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Exhibit 16: Fragrances: Share of Total Sales Valu2@@211

Share of total sales value

(%)
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Source: CNCIC

Note: It is noteworthy that the CNCIC data covers sales in major department stores only. The actual ovesattticarkedstimraayf deviate from the CNCIC dat
*The market share is obtained based on the weighted mean of the market share and the market coveragenakitativegetod owsnaditics brands in China wit
regard to varying weights in different regions.
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