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Retail sales value continued to soar in 2012, albeit slightly slower
growth against 2011

A | KA ¥dsredicanarkethasregisteredsustainedgrowth for the pastfew years China
todayisthe largestemergingcosmeticanarketin the world.

A Accordingto the NationalBureauof Statisticsof China(NBS)yetail salesof cosmetics
of enterprisesabovedesignatedsize*reachedl134billion yuan up by 17%yearon-year
(yoy) in 2012

A However,/ K A ycbs@etic market has demonstrated slightly weakened growth as
opposedto 18.7%yoyin 2011

Exhibitl: Retail value of cosmetics by wholesale and retail enterprises above designated sk£2 2008
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Source: National Bureau of Statistics of China
* Designated size: with annual sales of jumitiiorabove and with an employment of or over 60.
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Lowektier cities posted stronger cosmetics sales growth than
key cities in 2011

A Accordingto ChinaNational Commercialinformation Centre (CNCIC)¢osmetics
salesgrowth in tier 1 citieswas11.3%yoyin 2011, weakerthan thoserealizedin
tier 2 cities(18.3%Yyoy) andtier 3 cities(21.4%Yyoy).

A Areport releasedby KantarWorldpanelChinain May 2012 also indicated that
countylevelcitiesand countiespostedrobustgrowth at above20%yoyin the first

guarter of 2012 while growth in key cities and provincial capitalswas lessthan
15%yoyin the sameperiod.

* Kantaworldpan€lhina i Spot | i ght on Chinad, May 2012
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Masstigeh YR KA 3IK Yl aa asavysSydaa Gl
cosmetics market

A Accordingto Guoseri, / K A yos@eticsproducts can mainly be classifiedinto
three major segmentsmass,masstigeand prestige

Exhibi2:Ex ampl es of the Three Major Segments of Chinads Cosn

R e

SourceGuosen

*Guoseiii Research Report olo,CRi8n dNby e®rbme t2i0cdl®2 | ndustry
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A Themasstigeand high masssegmentshadthe largestmarketshareof almost50%in/ KA y | Q
cosmeticsmarket in 2011, followed by the prestigesegment(25-30%) and the mid-to-low
masssegment(20%).

Exhibit3: Market Segments and Corresponding Price Ranges for Cosmetics in China, 2011

m High Prestige (>*RMB400) and Mid-to-low
Prestige (RMB200-400)

B Masstige (RMB100-200) and High Mass
(RMB40-100)

= Mid Mass (RMB20-40) and Low Mass
(>RMB20)

SourceGuosen

A Tobreakinto the middle-income segmentand satisfyO 2 Yy & dzMsthdNden@andfor better
cosmeticgproducts,major playershaveintroduceda numberof masstigeproductsin recent
years Forexample,internationalbrand Shiseiddasintroduced ZAand Aupres

*Guoseiii Research Report olo,CRi8n dNby e®rbme t2i0cdl®2 | ndustry
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Retailers raised retail prices amid higher operating costs

A Although/ K A ydsedicsretail price slid slightlyin the secondhalf of 2012, the
averageretail pricein 2012wasstill higherthan that of 2011

T Accordingto a report by Euromonitof, Dior, ChanellLancémeand Biothermlifted their

unit pricesat the beginningof 2011, retail price for someproductsmay go up by up to
10%

Unilever, Procter & Gamble have also hiked their prices for some personal care
categoriedike showerandhair careproducts

*Euromonitbnternationdli Beauty and Personal Care in Chinao, May 2012
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Escalating cost pressure on cosmetics retailers

A Thehighercosmeticsretail price in Chinareflectsthe escalatingcost pressureon cosmetics
retailers Theescalatingcost pressurewas largelyattributable to the continuousincreasein
raw materialcosts,labor cost,rents, marketingcostsandother expenses

A Despite the higher overall cost, cosmeticsbrands still spent a huge sum of money on
marketingandadvertisingin Chinain 2012
T Accordingo CTR*the advertisingexpenditureof the cosmetics/toiletries sectorincreasedoy 6.1%
yoyin 2012 andrankedfirst in total advertisingspendingamongall other sectors[ Q h KeBirfed
the largestspenderon overalladvertisingin China postingimpressivegrowth of 24.5%

Exhibit 4: Retail price index of cosmetics in China, Januafip@@drhber 2012 (Same month of preceding year = 100)

103.0 -~
1025 - /_/\
102.0 -
101.5 A
100.5 -

100.0 -
99.5

A X
,'\'\ Qéo @'& ?QK @’b* 5\30 N ?QQ %Q)Q Oo QOA QQJO

v 0 S f RN S © O\ O
& RS N R R i R R

SourcelNational Bureau of Statistics

*CTR

i FUNG GROUP Chinads cosmetics mar ket , 2012


http://www.ctrchina.cn/ctrwebsite/en/News_Article.php?articleid=412
http://www.ctrchina.cn/ctrwebsite/en/News_Article.php?articleid=412

Industry Overview

(1) Market size and market segments
(2) Retail price of cosmetics

(3) Distribution channels

FUNG GROUP

Chinads cosmetllZzs mar ket ,

11



Grocery retailers and department stores are signaling decreasing market
share;while health and beauty stores and Internet retailing are booming

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

personalcareproductsin 2011

Exhibit5: Market Share (Retail Sales) by Distribution Channels for Beauty and
Personal Care in China, 2007 and 2011

A However, the market Share % retail value rsp
of grocery retailers and Store-Based Retailing
departmentstoreshasbeen “Grocery Retallers 40.2 376
i . --Small Grocery Retailers 4.6 3.6
decreasingwhile healthand _-Hypermarkets 26.5 26.5
beautyretailersand Internet --Supermarkets | 9.1 75
T . -NonGrocery Retailers 45.2 42.8
r?tal_“_ng ha§ WltneSS?d --Health and Beauty Retailers 11.9 13.9
S|gn|f|cant Increase IN ---Beauty Specialist Retailers 4.8 6.4
---ParapharmacigBrugstores 5.5 5.9
2011 ---Other Health and Beauty Retailers 0.2 0.2
--Department stores 33.2 28.7
--Other NonGrocery Retailers 0.1 0.2
-Direct Selling 13.0 13.9
-Internet Retailing 0.8 5.0
. . N -Other NonStore Retailing 0.9 0.8
e A 0t 10 100 |

SourceEuromonitdnternational
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Features and characteristio$ selected distribution channels

A Featuresandcharacteristicof selectedretail formatsare examined

Departmentstores

Supermarkets/hypermarkets

Professionastores

Specialtystores

Internet retailing
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Characteristics of selected distribution channels
department stores

Department stores

A Department stores offer a wide range of merchandises and providestoeshopping
experiences to consumers.

A Department stores play an important role in brand building.

A Competition for counter spaces is fierce, many ledsewn brands are forced to phase
out.

A Department stores may gradually lose appeal to Chinese consumers due to poor
differentiation.

i FUNG GROUP Chinads cosmetics mar ket , 2012
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Characteristics of selected distribution channels
supermarkets/nypermarkets

Supermarkets/hypermarkets

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

A Brands need to pay a fairly high slotting fees to supermarkets/ hypermarkets for the

display and sale of their products; some weaker lbcahds are facing tough cost
challenges.

EBEFUNGGROUP Chinads cosmetics market, 2012 15



Characteristics of selected distribution channels
Professional stores

Professional stores

A Cosmetics professionatoresprovide onestop services foconsumersso that they can
buy cosmetics products aratcessories in different quality and priters in the same
store.

A Examples:
A Hong Konghased Watsons anflasa
A FrancebasedSephora
A ChinabasedGialen( ) andCosmarf( ).

A Some professional chaihgve exploredpportunities online.
A Watsondaunched its websité in March 2013.

A In general, the qualitgf products available in professional stores is less assured as there
may be other substandard parallel imports and even counterfeit products being sold in
the professional stores.

EBEFUNGGROUP Chinads cosmetics market, 2012 16
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Characteristics of selected distribution channels
Specialty stores

Specialty stores

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

A Inrecent years, many Korean cosmetics brasutsh asMisshaand Innisfreeare
especially interested in distributing their products through specisityes, in addition
to other retail formats.

A Itis expected that specialty stores will become another key retail channebfmetics
products.

EBEFUNGGROUP Chinads cosmetics market, 2012 17



Characteristics of selected distribution channels
Internet retailing

Internet retailing

A Apartfrom store-basedretailing, non-store retailing, particularlyinternet retailinghasgrown
exponentiallyin recentyears Accordingto Euromonitor, the marketshareof Internet sales
increasedrom only 0.8%in 2007to 5%in 2011

A There are many types of B2C online retailing portals in China Below are some of the
examples

Self-operated online platforms

ROrbis (http://www.orbis.com.cn)
AKiehlodos (http://w
ABenefit
(http://www.benefitcosmetics.com.cn)

Online stores on integrated
B2C platforms such as Tmall

ASK-Il (http://skii.tmall.com)

. 1 ROlay (http://olay.tmall.com)

ALaneige (http://laneige.tmall.com)
ATsubaki (http://tsubaki.tmall.com)

Third-parties B2C online
platforms which provide a

wide range of cosmetics
brands

AStrawberryNET
(http://strawberrynet.com)

AsaSa (http://sasa.com)

A However, it is observed that most branded color cosmetics have not put much effort in
online retailing; online channel still serves largely as brand building and promotion purpose.

*Euromonitémternationai Be auty and Personal Care in Chinao, May 2012
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Internet retailing

A Accordingo iResearch , online cosmeticdransactionvaluein Chinahit 37.26 billion yuanin
2011, up by 66.6% yoy from 2010 of 22.36 billion yuan The online salesfor cosmeticsin
Chinais expectedto grow rapidly in the comingyears with online cosmeticstransaction
valueestimatedto top 120billion yuanin 2015

Exhibit6:Onl i ne Transaction Valolée f or Chinads Cosmeti cs, 2008
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107.4% 1237.2
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SourceiResearch
*iResearchh Chi nadés Online Cosmetics Shopping Researcho, March 2012
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Foreign cosmetics enterprises captured a larger market share in
key cities

A Accordingto a report by Orient Security ( ), foreign cosmeticsbrands

have been expandingrapidly and captured a larger market share (around 70%
80%) in tier 1 and 2 cities

A Despitethe overall slowdownin cosmeticssalesin 2012, international premium
brands continued to post solid retail salesgrowth in the market in the third

guarter of 2012 with Lancomeand Biothermachievedretail salesgrowth of 20%
yoy and 15%yoy, respectively

* Orient Securitf Research on Chinadés Cosmetics I ndustryo, 30 November 201
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Foreign cosmetics enterprises captured a larger market share in

1Sé
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A Toexpeditemarketpenetration foreigncosmeticenterprisesare lookingwaysto
expandtheir shareof the massmarket Someexamplesnclude

Cosmeticsetailer Sephoraopenedits first outlet in Wuhanin 2011

Chainedprofessionalstore Watsons,which owns 1,000 retail storesacross150 cities of
Chinahasalsoannouncedplansto expandits presencen more than 300citiesin China
with atotal of 3,000 storesby 2016.

New Zealandcosmeticsbrand Jagat* entered Tmallin December2012andis planning
to setup offline retail storesin Chinalater.

Upon completion of the acquisition of Dabao ( ) in 2008 Johnsoné& Johnson
acquiredElsker( ) in January2013~**, hopingto further extendits influencein the
mother andbabycaremarketin China

* China Business News ( )

**Zghzp.com (

)

*** Johnson & Johnson (China) Investment Co://lutd

FUNG GROUP
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http://www.jnj.com.cn/news201312617.html

Foreign cosmetics groups and their major brands

A Exhibit7 showssome of the foreign cosmeticsgroupsand their major brandsin

China

Exhibit7: Foreign Cosmetics Groups and their Major Brands in China (as of February 2013)

L6 Or ®al

P&G

Shiseido

Unilever

L6 OrPars |
Garnier

Maybelline New York

L 6 O r Peogessional
Kérastase
Lancome

Head & Shoulders
Rejoice

SK-II

Oceana

Braun

Shiseido

Clé de peau beauté
Aupres

Urara

Elixir White

Elixir Superieur
Melanreduce

IPSA

Vaseline
Lux
Dove

shu uemura
Giorgio Armani

LA ROCHE-POSAY
Mininurse

Yue Sai

Vichy

Vidal Sasson

Clairol Herbal Essences
Wella

Safeguard

Sebastian

UNO

DQ

Pure & Mile Soi
Dicila
Handasui
Tsubaki

Pure & Mild
Hand Cream

Pondods
Clear
LYNX

SourceRespective company websites, compiled by Fung Business Intelligence Centre
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Biotherm

Helena Rubinstein HR

Ki ehl 6s
Skinceuticals
Matrix

Camay

Clairol Professional
Pantene

Olay

Gillette

Za

Aqua Label
Be

Aquair
Perfect
Kuyura
Super Mild
PF-COVER

Hazeline
Rexona
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Exhibit7For ei gn Cosmeti cs Groups and their Major Br
Johnson & Johnson Clean & Clear Dabao *
Neutrogena Johnsonés Body Car e
Johnsondés Baby Elsker *x
Estée Lauder Estée Lauder La Mer
Aramis Bobbi Brown
Clinique Tommy Hilfiger
M.A.C. Donna Karan Cosmetics
Beiersdorf NIVEA La Prairie
Nivea for men Eucerin
Florena
Beiersdorf Hair Care*** Slek Hairsong
(previously known as C-Bons Sdew Maestro
Hair Care) iISPA Home Costyle
Kanebo Impress Aqua
Lunasol Aqua Sprina
Sui sai Aqua Lunash
Blanchir Superior Freeplus
Dew Superior Kate
Coty Inc. TIOY**** TJOY for men

*Johnson & Johnson completed the acquisitionD&Badgn2008.

** Johnson & Johnson completed the acquisition oEBariigdainuary 2013.

**Beijersdodcquired 85% stakeRA@NS Hair Care in 20pbn the acquisition, the namBon&Elair Care has been changBdigrsdoHair Care.
**% Coty has acquired a majority stake in TJOY in December 2010.

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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Exhibit7.For ei gn Cosmeti cs Groups and their Maj or Br
Kao Kao Asience
Bioré Sifoné
Me n Bieré Feather
Sofina Curél
Liese
Kosé Kosé Avenir
Beauté de Kosé Recipe-O
Prédia Junkisei
Sekkisei White St
Refine Nature & Co
Esprique Moisture Skin Repair
Junkisui Astalution
Seikisho Grandaine
Shirosumi Infinity
Cosme Decorte
Avon Products, Inc. Avon
Amore Pacific Corp Laneige Amore
Mamode Sulwhasoo
Innisfree Lirikos
Nu Skin Enterprise Inc. Nu Skin
LVMH Group Guerlain Benefit
Fresh Make Up For Ever
DHC Corp DHC
Fancl Corp Fancl

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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Domestic cosmetics enterprises dominated in lower tier cities

A Domesticcosmeticsbrandshave made great stridesin lower tier citiesin recent
years

T Asa casein point, Inoherb ( ) has expandedrapidly and shown outstanding
performancein lower tier cities for the past three years It is now the secondlarge
domesticbrand in the skin care segment,with its market sharereachingalmost 10%,
immediatelyafter Olay*.

A To vie for larger market share in the market, some domestic players have
cooperated with international players to expand their product portfolios and
enhancetheir competitiveness

T A typical example is ShanghaiJahwa ( ). The company has entered into
strategicalliancewith Kaoin November2011** on marketingandsales

* Orient Securitf Research on Cosmetics I ndustryo, 30 November 2012
** Kao

i FUNG GROUP Chinads cosmetics mar ket , 2012
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Domestic cosmetics groups and their major brands

A Exhibit8 showssomeof the domesticcosmeticggroupsandtheir major brandsin

China
Exhibit 8 Domestic Cosmetics Groups and their Major Brands in China (as of February 2013)
Enterprise .. Bands |
Shanghai Jahwa Co., Ltd.* Maxam Gf
Chinfié Liushen
Herborist Cocool
ShanghaiVive Ruby Orient
Sichuan Jahwa Cortry Cosmetics Co. Ltd** Cortry LiveliCutee
Jiangsu Longligi Group Co., Ltd. Longliqi Evergreen
Arche Cosmetics Co., Ltd BNS Effi
Ariar Eveae
Cathy
Zhuhai Sunrana Cosmetics Co., Ltd. Sunrana
Bawang International Bawang Royal Wind
Herborn Smerry
Litao

* Ping An Group has acquired 100% of share in BtewaghaD11.
**Shanghdahwadas acquired 51% stakeariryn 2008.
Source: Respective company websites, compiled by Fung Business Intelligence Centre

i FUNG GROUP Chinads cosmetics mar ket , 2012
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Exhibit8: Domestic Cosmetics Groups and their Major Brands in Ghina)(ad d

enterprise..................591J1Bads [

Shanghai Huayin Commodity Co., Ltd. Bee & Flower

Guangzhou Houdy Cosmetics Co., Ltd. Houdy Tongle

Decolor Cosmetics Co., Ltd. Decolor Crystal
Luxe-Lotus Lotuses
Enevous Nenuph

Lafang Group Lafang Bétrue
Raclen Sunfeel
Duo Zi Mese

Guangzhou Tobaby Cosmetics Co., Ltd. Tobaby

Huaya Group Co., Ltd. Franic Meifubao
Leila

Jala (Group) Co., Ltd. Chcedo Maysu

( ) Aglaia Insea

Source: Respective company websites, compiled by Fung Business Intelligence Centre
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Exhibit8: Domestic Cosmetics Groups and their major Brands in @hina) 6 d

Enterprise ... [Brands ]| |
Proya Cosmetics Co., Ltd. Proya

Shanghai Inoherb Cosmetics Co., Ltd. Inoherb

Softto Co., Ltd. Softto

Foshan Shunde Modern Health Care Products Co., Ltd. Xian Dai

Shanghai Savol Health & Cosmetics Co., Ltd. Savol
Sikin
Savol Hair Care Exper

Herb Extract

Youngrace Cosmetic International Group Limited Youngrace

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

i FUNG GROUP Chinads cosmetics mar ket , 2012
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Savol Ecologic
Tianfeng

Yimo

Deep Sea
Color Easy

Fy R
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Productpremiumisationand trading up have become a major
development trend

A Increasingdisposableincome led by dynamic economic growth and greater
presenceof premiumbrandsin lower tier citiessubsidizeoremiumcosmeticssales
growth.

1 Accordingto Euromonitor, retail salesof premiumcosmeticgurned higherfrom 25.89
billion yuanin 2010to 30.46 billion yuanin 2011, up 17.6% yoy; in particular, salesof
premium baby and child-specificproducts during the sameperiod even jumped more
than 20%yoyto 459.3 million yuan

I  Premiumcosmeticsare expectedto posta 14% compoundannuajgrowth rate between
2011and 2016 higherthan overallbeauty and personalO I N&arfualaveragegrowth
of 8%

*Euromonitémternationai Be auty and Personal Care in Chinao, May 2012

i FUNG GROUP Chinads cosmetics mar ket , 2012



I?rgducgpremiumisgtionand tradiqg up have become a rpajor
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A To satisfy the growing demand for higherend cosmetics, a number of
International and domesticbrandshave expeditedtheir penetrationin the high
endsegment

[ Qh O ChasintroduSedhair careproductsandan upgradedpremiumlip careproduct
G { KButterLip. | f ity@hinain recentyears

EsteeLaunderhasalsolauncheda new premium skin care line éOsia@ which targets
the Asianmarket, especiallyChina

A Onthe other hand, some domesticbrandshave launchedpremium cosmeticsto
competewith internationalplayers

FUNG GROUP

Jiangsu.ongligi( ), one of the most soughtafter brandsin China,introducednew

mid-to-high-endskincareproductsin 2011

Chinads cosmetics mar ket , 2012
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Brands

A In responseto fierce competition and more sophisticatedO 2 Y & dzieSds, ke

are striving to enhance competitiveness

playersin the cosmeticsmarket have increasedefforts to widen their product
portfolios, developfunctional productsand changethe packagingo enhancetheir
competitivenessn the market

Unileverhas changedthe packagingand launchedvariouspromotionsto reinforce its
hair care brand, Clearfor Men, in order to compete with Head& Shouldersfor Men,
one of the bestknown hair carebrandsby P&Gin China

Shanghailnoherb introduced an upgradedtoner product dRhodiolaFine Whitening
¢ 2 y SnN2D11, targeting Chineseconsumerswith a greater desire for whitening
function.

Henkel(Ching postedthe strongestsalesgrowth in the hair caresegmentin 2011 after
launchingits new hair care brand, Syoss as well as expandingthe range of hair care
productsit offers*.

*Euromonitémternationai Be auty and Personal Care in Chinao, May 2012

FUNG GROUP
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Businesdo-consumer (B2C) online players are tapping into brick
and mortar retailing

A While many cosmeticsbrandshavebeen expandinginto online retailing in recent
years,some brandsthat originally sold only through businessto-consumer(B2C)
modelare startingto breakinto store-basedretailingto grabmore marketshare

MaskFamily( ) setup offline experiencestore in Guangzhotun June2012*.

Uziseg( ) hasrevealedits planto opensevenretail storesin Beijing Shanghaand
ChengduandLefeng( ) hasalsoplannedto tap into the offline market**.

* Guangdongtiisiness Association
**[Researchhttp://www.iresearch.com.cn/Report/View.aspx?Newsid=176039

EBEFUNGGROUP Chinads cosmetics market, 2012 35
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Cosmeceuticanharket is growing in prevalence

A Accordingto HKTDC* more than 170 enterprises have tapped into the cosmeceutical
market It is estimatedthat the cosmeceuticalsectorin Chinawould grow by 10%to 20%
yoy to reach 20 billion yuanin three to five years Chineseherbal cosmeticsbrands are
playinganactiverole in the sector.

A In addition, data releasedby HKTDC**also suggestedthat / K A ydbs@eceuticaimarket
posted annual salesgrowth of up to 10% to 20% yoy between 2004 and 2012 with the
marketshareincreasingrom 20%to 40% Thesalesgrowthof / K A Ydsregeuticamarket
wastwice ashighasthat of the Europeamand U.S markets

A Indeed,manyplayershaveenteredthe cosmeceuticamarketin recentyears
T DihonPharmaceutica( ), well-knownfor its hair careline HealthKing( ), launchedtwo
new cosmeceuticalinesFreefacq ) andBeirun( )in 2012
I Jawha after successfullyaunchingHerborist alsointroducedanother cosmeceutialine Dr. Richia(
)in 2010
I BeijingTongrentangCosmeticg ) announcedhat it will increasethe total numberof its retalil
storesto 2,000worldwide by the end of 2015 with total salesestimatedto hit 20 billion yuan

* HKTDEhttp://chirriaderesearch.hktdc.com/businesss/article/ChiGansumeviarket/Chiracosmetiegarket/ccm/en/100K000/1X002L09.htm

** HKTDEhttp://produstdustriesesearch.hktdc.com/business

news/article/%E5%81%A5%E5%BA%B7%E5%8F%8AY%E 7%BEY%8EY%ES5%AEY%BIY%E7%94%A2%E5%93%81/%E8%97%A5%E5%A6%9D %!
B8%ADY%E5%9C%8B%E6%97%A5%E5%8C%96%E5%B8%82%E5%A0%B4%E6%96%B0%E5%AF%BS5/imn/tc/1/1X3WLQIL/1IX09RYZ7.htrr
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A Althoughthe cosmeceuticamarketin Chinahaslong beendominatedby foreign
brands such as Avene Vichy, La RochePosay Sulwhasooand Freeplus data
releasedby Baidu Data ResearchCenter* showedthat domestic cosmeceutical
brands Inoherb and Herborist ranked first and second,respectivelyin terms of
popularity in the cosmeceuticamarketin the third quarter of 2012, outstripping
foreigncosmeceuticabrand Avenewhich only rankedthe third.

A The data also indicated that the dominant position of foreign cosmeceutical
brandsis beingchallengedoy someoutstandingdomesticbrands

*BaidlData ResearchCeiit®e port on Chinads Cosmetics I ndustry for Q3 2012, N¢

EBEFUNGGROUP Chinads cosmetics market, 2012 37



Male grooming market is growing exponentially

A Accordingto Euromonitor, Y S y @@oming market posted a 20% yoy sales
growth to 5.518 billion yuanin 2011; in particular,Y S y SRiécarewitnessedthe
highest salesgrowth of 34% yoy, while Y' S y Qiketries registeredretail sales
growth of 26%Yyoy.

A To penetrate the lucrative market, many foreign and domestic brands have

introducedproductlinesfor men.
T Examplef foreign brandsinclude Fanc)[ Q h N@Brl-Eixpert,Mentholatum, Y A S,Kf Q
SKIl Men andOrbis
1 Examplesof domestic brands include Pai Lang ( ) by Beijing Tongrentang
CosmeticsGF( ) by Jawha InoherbMen ( ), and ChcedoMen (

).

*Euromonitémternationai Be auty and Personal Care in Chinao, May 2012
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A Furthermore,some major playershave steppedup their efforts to launchmore
new productsto satisfydifferent consumemeeds

1 For instance, following [ Q h N\ Expert introduced an anti-aging line in 2008
MentholatumalsolaunchedCoenzyme)10 Lifting FaceCreamand Powerup Essencén
2009

In 2011, Mentholatum (Zhongshah Pharmaceuticalslso widened its product ranges
from Y S yfecéalcleansersand facial creamsto bath and showerproducts,and posted
remarkableresultsin key cities
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Children and baby care market sees propelling growth

A Accordingto Euromonitof, retail salesof / K A ychildeedn and baby care products
continuedto registerstronggrowth, posting17%yoy growth to 4.852billion yuanin
2011 It is estimatedthat retail salesof / K A yHildRedanand babycare productswill
hit 9.263billion yuanin 2016

A Major playersin the market include W2 Ky aBalyy (Bebg Prince ( ),
Yumeijing( ), Elsker Pigeonand HaiErMian ( ).

A The market has long been dominated by foreign brand, W2 K y aBaby éwvih
market share of about 50%), however, the brand saw share decline from 2008
onwards Meanwhile, some domestic brands have experiencedstrong growth in
marketshare,for instance the marketshareof leadingdomesticbrand, FrogPrince
increasedrom 3.3%in 2008to 6.9%in 2011

*Euromonitémternationai Be auty and Personal Care in Chinao, May 2012
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A With the increasingdemandfor childrenand baby care products,the number of

retail storessellingmom and baby products has grown rapidly in recent years

Retailerssuchas Redbaby( ), Lijiababy/( ) and Leyou( )
have set up a number of retail stores offering skincareproducts for expectant

mothersandbabies

Some cosmetics brands have also introduced skin care products designed

speciallyfor expectantmothers and babies Exampleanclude Mamale ( )
by Kong Fengchun ( ) and Jiabaole ( ) by Beljing Tongrentang
Cosmeticg ).
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Anti-aging products becomes increasingly popular

A Anti-aging products have gainedincreasingattention among Chinesewomen, in
particular,in recentyears

T Accordingo Guosemand Euromonitof, salesof anti-agershasincreased®.4 timesover

the pastfive years in 2011, the total salesof anti-agersincreasedby 17%yoyto reach
almost20 billion yuan

In the past, the main consumersof anti-agers were women over 30 years of age
Nowadays, female consumersare now more consciousabout their beauty and
youthfulnessand manyof them start to useanti-ageingproductsin their early 20s.

*Guoseiii Research Report olo,CRi8n dNby e®rbme t2i0cdl®2 | ndustry
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A Some key cosmetics players have increased their investments in anti-aging
productsand captureda largermarketsharein the sector.

Estee[ | dzRrBSahkElsharewas5.1%in 2011, up by 1.9 ppts when comparedto 2008
while Mary Y | an@rietsharewas5.5%in 2011, alsoaheadby 1.9 pptsagainst2008
Domesticplayer Chcedoalsogaineda largermarket sharein the sector,with its market
sharejumpingup from 3.2%in 2008to 4.6%in 2011

Exhibit9: Market Share of the Top 10 Awggers Brands for Cosmetics in China, 2002011
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* Euromonitémternationai Ski n care in Chinabo, May 2012
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A Apart from launching premium anti-aging products, some major players have

introducedanti-agingproductstargetingthe masssegment

T Forinstance,Olayhavelaunchedits anti-aginglines,Regenerisand Pro-X for the mass
segmentin recentyears

T [ Qh W®bintroducedits massanti-agingproduct,[ Q h R&isYbuthCodeProdigious
Rejuvenatind’reessencan 2011
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Green cosmetics products are gaining popularity

A Greenproductsare productsthat havelessimpacton the environmentor are less
detrimentalto humanhealth.

A Nowadaysmore and more consumersn Chinaare lookingfor greencosmeticsas
cosmetics products are applied directly to the body and excessivechemical
substancegresentin the product maycauseskinallergy.

A Havingidentified the huge growth potential, a number of foreign and domestic
playershaveenteredthe sector.

T Examplesf foreign brandsinclude Jurlique TheBody Shop,Origins,Avene Fanc] and
[ Qh OOA UL ¥y S

1 DomesticbrandsincludeLongligiOrganidPlus,Inoherk andHerborist

i FUNG GROUP Chinads cosmetics mar ket , 2012
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A ChineseO 2 y & dzWh&edBingconcernsover product safety has become the
major growth driver for greenproducts

A Cosmetics products with natural and chemicalfree ingredients benefited
remarkablyfrom this trend.

T [ Qh O Qdnintenfalonal natural cosmeticsbrand from France experienceda 22.7%
yoy salesincreasean Chinafor the periodended30 September2012

Japanes@atural cosmeticg=anc] whichwitnessedrapid salesgrowth in Chinain recent
years,hasincreasedhe number of retail storesfrom 115in 2010to 148in March2012
in order to copewith ChineseD 2 Y & dzfrénydpetite for greencosmeticsproducts
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Some old brands have started to rejuvenate

A Some time-honored Chinese homegrown brands including Pechoin ( ),
Maxam ShanghaVive ( ), Liushen( ) and Zhaogui( ) haveembarked
on brandrejuvenationin recentyears Many of the heritagebrandshavestepped
up their efforts in researchand developmentandintroducednew productlinesin
orderto regainlost groundin the market

A Atypicalexampleis ShanghaVive The homegrownbrand, foundedin 1898 has
caught on again upon its revival in 2010 The brand has changedits product
packageand formula and introduceda number of new cosmeticgproductsaiming
at the mid-to-high end segmentin recentyears Asat the end of 2012 the brand
has successfullyset up 15 retail storesin key cities like ShanghaiBeijing and
Chengdu

i FUNG GROUP Chinads cosmetics mar ket , 2012



Rules and regulations of the cosmetics sector in China

A Productsafetyhaslongbeenamajorconcernin/ K A ¥dsredicanarket

1 In the past years, even famous foreign brands were embroiled in scandal of
defectivecosmeticgroducts

A AsChineseconsumersare now more discerning product safetyis expectedto
gain more attention in the future. More regulations are expectedto be
launchedby the governmentto better regulatethe cosmeticandustry.

A Exhibit10 showssomelatestrulesandregulationsrelatedto / K A ¥dsriedics
sector.

i FUNG GROUP Chinads cosmetics mar ket , 2012
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Exhibitl10:Selected Rules and Requlations of Cosmetics SecteP?11

Rules and Regulations Publication
Date
Guide for Registration and Evaluation of 12 May 2011 The Guide aims to strengthen the
New Ingredients for Cosmetics * administrative licensing of new raw materials

for cosmetics so as to ensure the quality and
safety of cosmetic products.

(4

The CFDA is seeking public opinion on 3T3 10 February The CFDA proposed an alternative method to

Neutral Red Uptake (3T3 NRU) Phototoxicity 2012 animal testing. The move is considered a very
Test (Draft) ** positive step which could hopefully alter the
. requirement for animal test for cosmetics.

3T3 Currently, China is the only country in the

world requiring animal testing of cosmetics.

Guide for the Application and Review of 22 October The Guide aims to ensure the quality and
Children's Cosmetics *** 2012 safety of cosmetics for children and further
standardize the application and technical
review of children's cosmetics. It stipulates the
scope of application, principles of formulation,
safety of cosmetics, application requirements
for children's cosmetics and review principles.

(3

* China Food and Drug Administration
** China Food and Drug Administiétjon
*** China Food and Drug Administiatjon
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http://www.sda.gov.cn/WS01/CL0846/61608.html
http://www.sda.gov.cn/WS01/CL0781/68975.html
http://eng.sfda.gov.cn/WS03/CL0757/75588.html

IV. Snapshots of sub-sector performance
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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 68% of the market
sharein majordepartmentstoresin 2011

A Thetop 10 playersin the shampoosand conditionerssub-sectorhad the highest
market share among other sub-sectors, reaching 93.9% in 2011 The top 10
playersin the skincareproductssectorhada shareof 78.7%in 2011

Exhibitl1:Market Share of the Top 10 Brands of Selected Sectot302010
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Source: China National Commercial Information Centre (CNCIC)

Note: It is noteworthy that the CNCIC data covers sales in major department stores only. The actual ovesaétinatketratsaneayf deviate
from the CNCIC data.
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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

Exhibitl2:Shampoos, Conditioners anth2 Conditioning Shampoo: Share of Total Sales Valu2®a10

Share of total sales value (%)

0 10 20 30 40

Head & Shoulders e R — 272.38
PN PO (Pa) | 100
REOICe (Pa ) e 1416

Clear (Unilever) _49 8.1

i 6.1
Lux (Unilever) F 74

Source: CNCIC 2010 m2011

Note: It is noteworthy that the CNCIC data covers sales in major department stores only. The actual ovesattinatxetraianeayf deviate from
the CNCIC data.
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Exhibit13:Other Hair Care Products (Colorants, Hair Mask & Styling Agents) : Share of Total Sales2@afue 2010

Youngrace

Share of total sales value (%)

(Youngrace Cosmetics Group) |IENNN—— 16 0

Maestro 9.9
(C-Bons Group*) [N 14 3

8.6

L0 O O | (L Orea ) —1 0.1

Decolor

11.0

(Guangzhou Decolor Cosmetics) /I, 10.1

Source: CNCIC

10.6

(Eevel) | — 7

2010 m2011

Note: It is noteworthy that the CNCIC data covers sales in major department stores only. The actual ovesatétinatxetraianeayf deviate from

the CNCIC data.
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Exhibitl4:Skin Care Products: Share of Total Sales Value@D10
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Note: It is noteworthy that the CNCIC data covers sales in major department stores only. The actual ovesatétinatxetraianeayf deviate from

the CNCIC data.
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Exhibitl5: Color Cosmetics: Share of Total Sales Value2Pd10

Share of total sales value (%)
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Note: It is noteworthy that the CNCIC data covers sales in major department stores only. The actual ovesatétinatxetraianeayf deviate from

the CNCIC data.
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Exhibitl6:Fragrances: Share of Total Sales ValueZiitiD

Share of total sales value (%)
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Note: It is noteworthy that the CNCIC data covers sales in major department stores only. The actual ovesatétinatxetraianeayf deviate from

the CNCIC data.
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