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Chapter 1
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Chinese Makeup Industry Background




m History of Chinese Makeup Sector

01

Modernization of
Cosmetics Production

Domestic brands started to
imitate the products and
operations of EU and USA
companies. Then-
established (but old-
fashioned) Chinese local
makeup brands started their
long growth stagnation

02 03 04

Emergence of Next Gen

Brands Searching Self-ldentity Domestic Brand Boom

With market-size expansion,  Domestic brand booming
K-Beauty influence, and led by Indie brands, such as
emerging mobile sales Perfect Diary and Florasis.

channels, brands like Carslan They are competing

Marie Dalgar meaningfully with major,
and CHIOTURE switched international brands, wij
focus from brick-mortar unique brand identitie

stores to mobile innovative marketi
opportunities sales mobile cha

Inspired by the success of
Maybelline and other major
International brands
(entered China around late
90’s), the new generation of
domestic makeup brands
such as Carslan and
Flamingo were founded.




\ o e
\\\\

H Characterlstlcs of Domestlc Cosmetlcs Brands
Digital-driven domestic brands upgrade and mnovate in the drmensrons of brand product channel and marketrng, and bUI|d
brand value centered on consumers Consumers prefer\t\o buy domestlc products EY they thlnk domestrc products are more cost- :
effectrve with high appearance vaIue drgltal upgradlng dr\wes domestlc brands to break barriers with consumers, offer hrgh qualrty

b\
products and services, and convey brand value proposrtrons to consumers W|th the heIp of abundant new. medla pIatforms
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W Scale a nd Cha racterlstlcs of Ch | na sr Cos;metlcs Ma rket
Figure 1: China's makeup mdustry isin a stage of rap|d growth from 28 4 billion yuan to 59 6 brlllon yuan from Y2016 to Y2020 wrth a frve year compound
growth rate of 18.7%; Desplte the ep|dem|c situation in 2020, |t\strll marntalned a. growth rate of 0.6%. It is expected that the cosmetics market will exceed 100

billion yuan by 2025, and the compound annuaI growth rate is ex§ected to be 12.8% in the next five years .

Figure 2: according to different’ parts of use, make -up can be divided into face, lips, eyes, nails, beauty tools'and set products In terms of the proportion of

various categories in the past three years the féce and lip are still the main battleflelds of maJor brands, accountlng for more than 80% of the market share of - %
~cosmetics for three consecutlve years; . 1./ , o "\‘ % : ' e :
D|str|but|on of Cosmetic Categorles from 201 8

Sales and Growth Rate of Ch|na Cosmetrcs Market &Frg 1)
to 2020 (F|g 2)
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Chapter 2

BPortrait of Chinese
Consumers




B Portrait of Chlnese Color Cosmetlc Consumers

Female, mostly 19-30 years o|d

Gen-Z and Millennials are accustomed to finding products on EC platforms, studying comments on products

before purchase, and being engage"c’i‘_ by brands via multi-channel digital marketing and targeted content push

Gender

80.8%

Male
19.2%

Core Consumer Groups

Female

Data Source: QUESTMOBILE' ((2021%&%%.:.:%/\2%&?5*))

: L 18%7yrs-

1 9}-24yrs

25-§0yrs

31-35yrs
36-40yrs ‘

41-45yrs

46yrs+

25.4%
151%

7.4%

3.3%

14.5%

34.3%

171 M 232 M
Gen-Z WY HIERRELS
1996-2005 1986-1995

% 58.5% >70%

<30% color online color
population || cosmetics cosmetics

sales (2019) | sales (2019)

Data Source: ITIRERS: M5TXRIE. HBRFENEESHmhEIER-20210128-E ITDE# i




B Characteristics:of Consun e‘r"Groups

" Prefer Short videos and vertical

\\g "Xia‘(':“lil_-en" //

Gen-Z

Skin Care and makeup
enthusiasts.

Favoring Lip gloss and
foundation

Interested in mobile games and

delicacies;

viqleos

ObSESsed with social networks

Small Town
Groups

\
"+ Young, Ii\\lring in tier 3 cities

+ Low purcha;‘!é.‘ﬁpower,
+Favoring combo set and gift
ik |

| + Prefer.online enter{aihment
and video apps

} .
i
f
b

WA

Male

. DiVerse age and geo-
Ié'c_ation profiles

Foé’u§ed on Skin Care neéds

. Buyir;g.j cosmetics for Spouse
Businegé—oriented

. Engaged‘in continue
proféssional education and

exercise

+ Online gaming and sports
\\\contents : //
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Premium Brand
Buyers

« Age likely > 30; living in Tier
1 and 2 cities .
« Shopping actively with
strong purchase power
s Favoring foundation, lip
: .colors, and eye shadow
. I‘3uvsiness-oriented, travel

frequently, dining out,

B Chara cteristics]'of Consumer Groups

S

\\\open to new sales channels/

* Shopping less actively with

Main Stream
Brand Buyers

Age likely <.30; living in

Tier 3-5 cities.‘:'l\,yh

H low purchase power
Favoring combo set, gift
 set, lipsticks, perfumes,....

| ‘O,vveralll highly active

Préfer Mobile Game and -

Young
Professionals

- Age 25-35

. Co‘vrporate employees in Tier 1.

. Mahy in government and '
finan(fu’ra-l sectors

+ High in.c"b‘mé high expense

- Invisible poor; fast life pace.
willing to péy for convenience

+ Quality life pré"ctitioner

« Urban little fairy/-trendy boy

\\\ HigH+tech gadgets //

< %




m Needs of Chinese Color Cosmetic Consumers

More and more women pay attention to né‘)t ohly'to be "pleasant- Iooking“ but also to "self-happiness”.
More than half of women are used to wear makeup for daily activities, and stock up extensive make-up
products Makeup not only enhances their compIeX|on but aIso brings them confldence and happiness.

Makeup wear frequen'cy A

Daily, must-have
. before outdoor
~activities

Occasionally,
depend on mood
and feeling

Most no, only
for special
circumstance

Never

29%

15%

2%

Y

Number of cosmetic brands owned

55%

O5/MUM @6-104 B11-154 m16-200 204

Self confidence &
~self happiness

- Conceal appearance

Reason to Wear Makeup

defects, enhance 49%
complexion

etiquette % 44%
Gain attraction 32%

and praises :

iEsSEIE:  2020-CBNDataZz SRR EEmT,

71% ..

N=1000" OQAFRERtMVIGIE? 1V ITEtnRE/ErE047?



Chapter 3

Current status of Make Up
Industry In China
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B Geo-Distribution

+ Most make up brands and OEMs are located in‘the PearI River Delta and Yangtze River Delta
 Pearl River Delta.. \
- ' Large numbers of enterprises and brands, while most are small in scale
« Up to December 31, 2020, out of 2215 I|censed color cosmetics companies in China, 1,570 are in Guangdong
Province
« Concentrated in Guangzhou Chaoshan and other Guangdong cities
« most of brands in Guangzhou are. concentrated in 2 City Districts: Baiyun and Huadu.
. Yangtze River Delta: -
- Relatively larger in scale. - ' '
 many well-known foreign brands or OEM companles WhoIIy owned or Sino-foreign cooperatlve enterprises in
- China, like L'Oreal, Cosmax, Intercos.
- Domestic brands like Shanghai Zhenchen:has developed rapldly In recent years.
. Concentrated in Jiangsu and Zhejiang Provmces
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m Make Up: Major Brands

Consumers awa reness:

Trend:

Most well-known ones are maJor international brands, such as
Estee Lauder, YSL, L'Oreal Paris, Lancome etc.

Domestic brands with high awareness:

Traditional brands such as Carslan and Mao Geping
Emerging brands Such as Perfect Diary, Florasis (Huaxizi),
Colorkey, etc.

- . Total market share of top 10 makeup co-mpaniés are steadily
increasing, exceeding 70% for the first time in 2020

7 enterprises have consistently made into top 10, including
L'Oreal, LVMH, and Estee Lauder. Carslan is the only domestic

; player

Consumer awareness and market share of Domestic brands are
rising rapidly ‘

Relying on mobile sales & marketmg mnovatlon 3 domestic
brands rapldly made to top 10. b

10

" Top 10 Make up Enterprises

and Representative Brand
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m Make UP: Busmess Strategles

International brands and domestic traditional brands | ‘
« focus on brand communlcatlon channel constructlon and have their own R&D platforms and supply chains
Emerging domestic brands | - ,
+  Many known as “internet celebrlty brands” , epteri-ngthe market with single unique product and/or novel selling points
(known as “explosive products" ), A
- Example: INTO YOU emerged with rapid market-share taking via a single lip clay: product I|ne Huazhixiao became a:
sensation via its highly recognlzable girly natlonal style packaging design
* Rely heavily on OEM and ODM !
- Demonstrated strong abilities to graps novel mobile sales channels and S|gn|f|cant growth potent|al

W § \ “
% . . - ] ) K ) h x ‘l') \ ¥ 4
Qeral e s marketlng &.sales chanrjels : o Fig2:Y2020-Y2021 Taobao channel GMV Performance
» Chinese color cosmetic markets are withessing more and more new : . Local brand & Foreign brand
! R ' R 4000 o - | 25.00%
‘domestic brands T W | , A/22.12%
‘ it X 3500 3204 :
Small international brands can also make quick market entry. | S | 20.00%
Tradltlonal domestic skin care brands are also explorlng mass-market 2500 s
_ ! \
color cosmetlc opportunltles others 3414’ il 2000
) | 1500 10.00%
1000 S0 o B :
Fig. 1: Y2021 Taobao Platform : A 5.00%
~ Cosmetics brand Sales Proportion of 7H0
Different Countries PN v ' e
' i ~ Localbrand . Foreign brand :

\ ¢ mY2020 mY2021 AGR% 4
_ FEERRRIERE (SERR | 2UHRR)




B Make Up: Capital Market Development

Private equity investment and fmancmg events in the Beauty and Personal Care sector S|gn|f|cantly increased
-+ 2021 investment size doubled from 2020 ) 4
- color cosmetic subsector \
« accounted for 16% total investment events,
« while tra|I|ng skin care invéstment event number, 'capital flnancmg events in makeup are generally very
significantin terms of brand awareness, maturity and financing size.
«  Perfect Diary, “first Chinese! Beauty stock Listing in US” , won US$240 million from its two pre IPO rounds,
largest in Chinese beauty mdustry in 2020.
+ COLORKEY' s parent company, Melshang, won 400 m|II|on RMB its annual 2021 financing event

R

Fig1: Investment and financing events in B&P ffele2019 to Y2021 V. \ - Fig2: Brand pes distribution in B&P fiel from Mat2021 ‘
‘ : of )

-

.Cosmetic contact ' Perfume, 3%

160 lenses, 7%

; i 146.6 \
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Chapter 4

Growth driven by Marketing & Sales
Innovations

= RIRIVIERHES




B Marketing & sales : Channel evolution

« The traffic entrance evolution: National TV station - Local satelllte TV stations - Taobao (Allbaba) mobile social platforms.

+ The rise of social platforms:
+ marketing efforts tran5|t|on from.centralized content productlon to ' crowdsourcmg creat|V|ty

“cross-circle” , and “cross-sector”  efforts to explore growth opportunities

« brands are engaging

Traffic
Entrance

Sales
Channels

M&S
Focus

Products

Traffic evolution

A

“across-platform,”’

Stage 2: Local Satellite TV

Stage 1: National TV Stage 3: Taobao Stage 4: Social network
(2000-2008) (2009-2015) (2015-2018) (2018-Now )
Global brands «  Gen 2 domestic "Emergmg + Gen3 dpmes:tlc-
Homiiation brands made Domestic brands identity
Gen'l domiastic break-though Brands” surfaced ‘ estabilished
brands declined *  Global brands G i e
missed compression ~» Fast-paced M&S
opportunities ~Innovation
Wechat M&S
: KOL M&S
“Brand crossover M&S
Mobile Streaming M&S
Supermarket ] . Tiktok\:‘Wechat\ streaming.
Supermarket NEs. KA { taobao, JD. Vipshop ][ Kinohibnashi ]

repetitive ads, Brainwashing,

Naming rights, targeted audience

[ Competitive pricing, rebate ][

'"‘crowdsourcing;c_:reativity”, "plant ]

. seeds” (Ionq*‘term influencing)

Cleansing, care, whole family
oriented

Functionality, segmentation &

I

Functionality, fine differentiation ][ Social-oriented personallzed ]

categorization

segmentation I|ve streammq oriented

- Time




B Marketing & Sales Strategy Evqutron

Behind the rise of new consumptlon we can flnd the purchase model shlftlng from ° what do manufactures have

to "what

consumers need". As the proportron of new consutmers born in 1990s continuously i increases, new consumption patterns of

social consumption and interactive consumption contmues to emerge. Consumptlon means more than onIy purchase or

sharing comment. Consumption deC|5|on is both drlven by “Purchase”

1990° s - 2015: Products + Stores

+  Brick & mortar, centralized

co“sumer Consumer  channels
Shopping  shopping + Shopping as planned,
behavior - Limited product offerings,
determined by stores
i
 Product | Brand
-
- Product
. hannel Distri!ution
- Consumers
«  Product: cost-effective good functionality
Winning | )
Models « Channels: region and store penetration,

sales conversion

& "Experience”

& Brands
_.'.reachmg-
fout LG shopplng experlence + product stratlflcatlon

7

2015 Now: Brands + Direct Engagement

~+ abundance of product choices, many Iook the
- same, need unique brand identity - ;
Multi-Channel Network, drgltallzatlon

- Consumer

Brand building and direct to consumers
“Unique brand value :
. Differentiated product styles and strongly links to

~occasions

- EC and offline direct sales to strengthen brand
resonance and experience

Drgltallze Membershlp operation to create unlque
brand experlence :

Data Source: {BCG-x-Tmall-G rowing{Path—for—New—Sta r-Brands)




B Marketing & Sales: Mobile Platforms

Identity

~ Content
Format

Platform z

Features

l
|
\

Tiktok

Kuaishou

music+creativity+s

hort video based;

social networking
oriented

Recording and
sharing daily life
video; social
- networking

oriented

D AR

RED

Il

A

ZhiHu

Short video

% Interactive and

\ .young female
oriented contents,

loyal user base,
\"s‘

Quora-alike
question-and-
answer social

community, high
quality original
contents

comprehensive
contents for
entertainment and
user interactivity.
supporting a variety
of special

4 effects/stickers/inter
' active tools,

Short vidét;

\
\

life-scenario
contents for users'
emotional
resonance &
connectivity. “BFF
Culture" for strong
community bonding

blog. shgjrt video

Multimedia mix:
picture, text, video

Amateur creators
sharing real life

experience. Blogs
and videos thrive
for exquisiteness

. and delicateness.

Aggregate topics
through the Q&A

:mode to.stimulate

user engagement.
Professional contents
may gain user trust.
Extensive topics well
cover real-life
scenarios

X%

Bilibili

Gen Z dominated;
themed around
ACG (animation,

comics, and games)

Medium to long
video

An ACG community
evolved into a highly
sticky user group with
its unique tonality.
Contents focus on
creative, fun, and
‘stimulating interactive
discussions

(201 FHERSFEERNERRE)
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B Marketing & Sales: Trend

New media marketing: As M&S channel “decentralizes” , the trafflc from new social media shows explosive growth

Brand owners are increasingly conducting promotlons via platforms such as Weibo, WeChat official account, TikTok,
Xiaohongshu, Zhihu, etc. Multi-level coverage, like KOL recommendation, celebrity posting, streaming, short videos,
etc, can help direct marketlng content to targeted consumer groups, for improved saIes converS|on rates

Content platform

Kuaishou

[

IR L'téfoied

1 Q \ ‘Wechat -

B (LA BRESUREE Lk

s Marketing‘

| sharlng | 3\

J TIKTOK -

User recommendatlon

Open Box experience

Celebrity

\
h

try out experlence

Makeup tutorlal "

Endorsement
Promotion Events

in-depth prdduct‘

knOWIedge'sH‘a;_'r.ing |

Users' dairy

Product tutorial



B Marketing & Sales: Trend\.

Domestic color cosmetic brands embrace new M&S channels:

- TikTok and Xiaohongshu are the major channels,
.~ 50% brands choose TikTok

»  Color products (e.g. Eye andlip products) can be naturally incorporated into short‘ videos
- Increased utilization of new M&S channels are clear:

« For example, in 2020, makeup.'-_'c»"ontents on TikTok significantly increased from 2019

Fig1:Local beauty Brand Top5 Fig2:Tiktok Beauty Makeup content in 2020

on the platform in 2021H1 - Ihe | Y -
P i \ Y2020 Y2019
‘ \ ¢ ‘ /”—--~~\\\
i\ ) /

TikTok 49% il Dai‘ly broadcast volume e (’ +66.7% \}
of beauty makeup content \ Y

, : \\\ ’,/

Litltle red book 29% ' At 8 ~:.-.-

( . ‘ e : ,/’— ~”\\

‘ : A Y
, \ Daily release of N ," o0 \
Weibo 119% \ " Beauty makeup content fOWE : T

\\\~ —’,/

Bilbili, | 5% ‘ ‘ ‘ ,'/—-“\\
Daily interaction volume R e oo :
! .~ of beauty makeup content + i ST

Wechat : ' i ; SR S

wlv ¥ ~ g

5% , ‘
! o TR g

(Ofﬁcial Accounts)




| I\/Iarketlng & Sales: E- commerce

via mobile I|vestream|ng

E-commerce via mobile I|vestream|ng provides brands'more

choices in marketing and publicity

Per China Internet Network Information Center,

First half of 2020 alone, there were 10 MM mebile Iivestreaming: ‘

commerce events, over 400k active broadcasting hosts, and over \

50 B views,

increasing over the time ,

Celebrity imitation makeUp, makeup tutorials, IipSti‘ck color
test, etc. can all achieve vivid display effects via mobile’ streamlng
The “livestreaming sales events" on social media hosted by |
beauty bloggers, internet celebrities and movie &TV stars have
| greatly shaped the shopping behaviors of Millennials and Gen Z
broadened the’ marketlng channels of beauty products, and

improved domestic beauty brands’ penetration rate.

as of June 2020,

309 MM users were engaging in mobile livestreaming commerce;

Beauty products are popular in those events, with %

25000,

20000

15000

10000

5000

30.0%
25.0%

20.0% -
15.0%

10.0%
5.0%
0.0%

90%

2017

Category distribution of live broadcast products

2018

Live EC MS% (Billion)

2019

2020E

e (GR%
Data Source:

2021E

‘Market size and forecast of China's Live e-corﬁmerce

300%

. 250%

200%
1 56%
100%
50%

0%
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Chapter 5 CARSULAN

Case Study VST —

Carslan group, integrating R & D, production, marketing and
service, is a professional cosmetics group. Carslan, is a well-
known Chinese makeup brand leading the fashion trend.

Mission Direction

Let Chinese consumers use the Makeup Expert with
world's best makeup products Leading technology
Vision EEER

Build a world-class Specialized in making-
makeup group up for 20 years

Value Core SLOGAN

Create value for consumers, Carslan, a leading brand
customers, employees and of professional

society cosmetics in China



Collaboration
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Domestic top talents + Establlshed a professional RD lab in Italy

international a.dva"nced PG i lesm\ af]d Sensient, the world- Recruited t.op RD e'xperts and expending
technology, with "Technology "High Tech Enterprlse famous chemical raw materials International team
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