Phillip Securities Research

Your Partner In Finance
MICA (P) 027/06/2008

Singapore ¢ Consumer Goods Sector ¢ Update

HOLD

Previous call: BUY

Beauty China Holdings Limited

19 November 2008

M'?"day close $50.39 Downgrade to HOLD. . In view of the Group’s recent half year financial results and
Fair valufe S$0.;12 the current economic situation, we remain conservative and have further revised our
Share price return  7.69% fair value estimate to S$0.42. We have changed our valuation method and pegged
1x to the Group’s FY2008 book value per share, translating to 7.69% upside. Despite
the Management’s assurance, we remain concerned about the Group’s strategy in
l\sﬂgar;eeTCap ?S’%?g’ggé“;" extending full credit terms to their distributors, which has in turn increased their
Trailing PER 418x exposure to credit risk, especially in the current credit climate.
Forward PER 3.61x
P/BV 1.20x 3QFY2008 and 9MFY2008 financial results. Beauty China Holdings Limited
52-week Price Range gg?:igg‘ (‘Beauty China”) reported 31.69% (year-on-year) growth in revenue from HKD
52-week PER Range 2 84y 15.85 X 421.30 million in 9MFY2007 to HKD 554.79 million 9MFY2OOI8: Ngt profit, on the
Listing Bourse SGX- other hand, grew by 15.22% (year-on-year) from H!(D 122.26 million in 9MFY2007 to
Mainboard HKD 140.87 million 9MFY2008. On a quarterly basis, revenue grew by 30.66% (year-
Major Shareholder w:i”%g'%’;(y) on-year) from HKD 187.95 million in 3QFY2007 to HKD 245.58 million in 3QFY2008.
o In addition, net profit grew by 18.56% (year-on-year) from HKD 52.23 million in
- 3QFY2007 to HKD 61.92 million in 3QFY2008. The Group attributes the growth to
the increase in their point-of-sales in the PRC.
1:‘2"8 | Profit Margins. The Group’s gross profit margin continued to improve, by 1.28ppts
1.00 | from 62.55% in 9MFY2007 to 63.83% in 9MFY2008; and by 2.31ppts from 62.28% in
0.80 - 3QFY2007 to 64.59% in 3QFY2008. However, as anticipated, net profit margin
0 continued to fall in 9MFY2008 and 3QFY2008, due to the increase in advertising and
0.20 promotions. Net profit margin decreased by 3.63ppts from 29.02% in 9MFY2007 to

25.39% in 9MFY2008; and by 2.57ppts from 27.79% in 3QFY2007 to 25.22% in
3QFY2008.
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Full credit terms extended to distributors. The Group has full credit terms
extended to their distributors, in aid to ensure business continuity between both
parties and revenue growth. However, in the current global credit climate and
concerns of solvency and liquidity issues, we are concern about the Group’s strategy
which has increased their exposure to credit risk. The Management has assured that
they have had long-standing relationships with their distributors and to date and they
have not experienced any defaults in payment as yet.

Company Profile

Beauty China is a brand management
company that owns and manages two
brands of colour cosmetics and skin care
products -  Colour Zone and
CharmingLady — both of which are . . . .
targeted at China’s mass market. Estimates. Based on the Group’s recent financial results and the global economic
situation, we have revised our revenue growth forecast to 26.51% in FY2008,
22.74% in FY2009 and 5.82% in FY2010. These were derived based on the Group’s
possible production utilization rate over the years. We also believe that the Group will
still be able to continue managing their gross profit margins; hence we have
maintained our forecasted gross profit margins of 63.89% in FY2008, 64.55% in
FY2009 and 65.55% in FY2010. In addition, with the Group’s continuous focus in the
advertising and promotion of their Charming Lady brand, we have maintained our
forecasts for net profit margins of 24.45% in FY2008, 23.55% in FY2009 and 22.21%

in FY2010.
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Beauty China Holdings Limited 19 November 2008

Key Financial Data

(Financial Year Ended 31 December)
9M2007 9M2008

Turnover (HK$ mil) 421.30 31.69 800.29 982.27
EBITDA (HK$ mil) 142.58 180.72 26.75 255.30 311.68
EBIT (HK$ mil) 124.07 145.84 17.55 201.02 234.52
Net profit (HK$ mil) 122.26 140.87 15.22 195.23 231.03
Net profit margin (%) 29.02 25.39 (3.63)ppts 24.40 23.52
EPS - Basic (SG cents) 6.77 7.80 15.22 10.81 12.80
EPS - Diluted (SG cents) 6.58 7.58 15.22 10.51 12.44
Book value per share (SG - 45.51 N.M. 42.85 53.48
cents)

ROE (%) - - - 28.66 26.57
P/E (x) 5.76 5.00 (13.21) 3.61 3.05
P/Book - 0.86 N.M. 0.91 0.73

Source: Company, Phillip Securities Research N.M = Not meaningful

(1SGD = 5.5025 HKD)
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Beauty China Holdings Limited
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Financials
Income Statement (HK m 2007 2008E 2009E 2010E Balance Sheet (HK m 2007  2008E  2009E 2010E
Revenue 632.58 800.29 982.27 1,039.46 Non-current assets
Cost of sales (237.38) (288.99) (348.21) (358.09) Property, plant and equipment 17433 221.03 264.85 194.11
Gross profit 395.20 511.31 634.06 681.37 Land use rights 211.74 210.76  209.79 208.81
Other operating income 9.42 3.64 4.47 4.73 Goodwill 20.41 20.41 20.41 20.41
Distribution costs (205.38) (264.10) (333.97) (363.81)
Administrative expenses (22.29) (36.75) (54.02) (62.37) Current assets
Other operating expenses (11.57) (13.08) (16.01) (16.94) Inventories 39.52 55.49 62.81 62.77
Finance costs (3.52) (5.79) (3.48) 0.00 Trade receivables 21241 21997 310.72 250.87
Net profit before taxation 161.86 195.23 231.03 242.97 Other receivables 50.56 67.93 77.50 76.40
Taxation 0.00 0.00 0.00 (12.15) Derivative financial instruments 0.00 0.00 0.00 0.00
Net profit after taxation 161.86 195.23 231.03 230.83 Pledged time deposits 2.66 2.66 2.66 2.66
Cash and cash equivalents 191.23 232.38 252.67 451.95
EPS (basic, post-except) (HK cents) 47.30 54.78 64.83 64.77
EPS (basic, post-except) (SG cents) 9.34 10.81 12.80 12.79 Equity
Share capital 34.24 34.24 34.24 34.24
EPS (diluted, post-except) (HK 46.70 53.23 62.99 62.93 Reserves 554.70 739.24 931.23 1,115.85
cents
EPS ()diluted, post-except) (SG 9.22 10.51 12.44 12.42
cents)
Current liabilities
Trade payables 59.86 50.51 78.17 51.42
Other payables 20.37 19.92 27.05 20.25
Acquisition cost payable 101.96 0.00 0.00 0.00
Bank borrowings 85.52  140.52 84.52 0.00
Provision for taxation 46.22 46.22 46.22 46.22
BVPS (SG cents) 32.62 42.85 53.48 63.71
NTAPS (SG cents) 19.76 30.04 40.73 51.01
Growth & margins (% 2007 2008E 2009E 2010E
Sales growth 35.57 26.51 22.74 5.82
EBITDA growth 28.86 30.98 22.08 7.38
EBIT growth 22.34 21.55 16.66 3.61
Net income growth 20.13 20.62 18.34 (0.09)
EPS growth 20.05 15.82 18.34 (0.09) Key Ratios 2007  2008E  2009E 2010E
Gross margin 62.47 63.89 64.55 65.55 ROE (%) 31.74 28.66 26.57 21.82
EBITDA margin 30.81 31.90 373 32.20 ROA (%) 22.67 20.19 20.70 18.69
EBIT margin 26.14 25.12 23.88 23.38 Inventory days 50.02 60.00 62.00 64.00
Net margin 25.59 24.40 23.52 22.21 Trade receivables days 98.60 98.60 98.60 98.60
Trade payable days 65.39 66.05 66.05 66.05
Cash flow statement (HK m 2007 2008E 2009E 2010E Net debt(cash)/equity (%) (17.95) (11.88) (17.42) (39.30)
Net income pre-preferred dividends 161.86 195.23 231.03 242.97
D&A add-back 29.53 54.28 77.16 91.72
Net (inc)/dec working capital (83.90) (50.71) (72.85) 27.45
Other operating cash flow (1.09) (9.22) (12.90) (26.71)
Cash flow from operations 106.41 189.59 222.45 335.44
Capital expenditures (64.04) (100.00)  (120.00) (20.00)
Acquisitions (220.23)  (101.96) 0.00 0.00
Divestitures 0.00 0.00 0.00 0.00
Others 9.22 9.22 12.90 14.56
Cash flow from investments (275.04)  (192.75)  (107.10) (5.44)
Valuation 2007  2008E  2009E 2010E
Dividends paid (common & pref) (10.27) (10.69) (39.05) (46.21) P/E basic (X) 4.18 3.61 3.05 3.05
Inc/(dec) in debt 80.00 55.00 (56.00) (84.52) P/B (X) 1.20 0.91 0.73 0.61
Common stock issuance 0.00 0.00 0.00 0.00
Other financing cash flows (0.10) 0.00 0.00 0.00
Cash flow from financing 69.63 44.31 (95.05) (130.72)
Total cash flow (99.00) 41.15 20.29 199.27
Source: Company, Phillip Securities Research —
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Beauty China Holdings Limited

19 November 2008

Ratings History

Beauty China Holdings Limited

Legend Rating

HOLD
BUY
BUY
BUY
BUY
BUY
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Phillip Research
Stock Selection
Systems

Closing price Fair value

Date (S$) (S$) Remarks
19 November 2008 0.39 0.42 3QFY2008 Results
1 September 2008 0.56 0.70 Update
28 February 2008 1.00 1.60 FY2007 Results
12 November 2007 1.24 1.60 3QFY2007 Results
15 August 2007 1.20 1.72 1HFY2007 Results
03 August 2007 1.17 1.65 Initiating coverage

BUY >15% upside from the current price

HOLD Trade within £ 15% from the current price

SELL >15% downside from the current price

We do not base our recommendations entirely on the above quantitative return
bands. We consider qualitative factors like (but not limited to) a stock's risk
reward profile, market sentiment, recent rate of share price appreciation,
presence or absence of stock price catalysts, and speculative undertones
surrounding the stock, before making our final recommendation
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I General Disclaimer |

This publication is prepared by Phillip Securities Research Pte Ltd (“Phillip Securities Research”). By receiving or reading this publication, you agree
to be bound by the terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities Research shall not be
liable for any direct or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities Research has no reason to believe are
unreliable and any analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on
such information and are expressions of belief only. Phillip Securities Research has not verified this information and no representation or warranty,
express or implied, is made that such information or Research is accurate, complete or verified or should be relied upon as such. Any such
information or Research contained in this publication is subject to change, and Phillip Securities Research shall not have any responsibility to
maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will Phillip
Securities Research be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or
Research made available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to
change at any time without prior notice.

Non-applicability of Section 27 of the Financial Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on
Investment Products

Section 27 of the Financial Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on Investment Products (FAA-NO1) do
not apply in respect of this publication.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular
needs of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this
material should seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives,
financial situation or particular needs of that person, before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’'s own independent verification and exercise of
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the
products which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter
into transactions involving such products should not be made unless all such risks are understood and an independent determination has been made
that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be
a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities
mentioned in this research should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, may provide an array of financial services to a
large number of corporations in Singapore and worldwide, including but not limited to commercial / investment banking activities (including
sponsorship, financial advisory or underwriting activities), corporate banking or securities trading activities. Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, may have participated in or invested in financing transactions with the issuer(s) of the
securities mentioned in this publication, and may have performed services for or solicited business from such issuers. Additionally, Phillip Securities
Research, or persons associated with or connected to Phillip Securities Research, may have provided significant advice or investment services to
such companies and investments or related investments as may be mentioned in this publication.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, may at any time
engage in any of the above activities as set out above or otherwise hold a material interest in respect of companies and investments or related
investments which may be mentioned in this publication. Accordingly, information may be available to Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, which is not reflected in this material, and Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research may, to the extent permitted by law, have acted upon or used the information prior to or
immediately following its publication. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, may have
issued other material that is inconsistent with, or reach different conclusions from, the contents of this material.

Availability
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or
country where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip

Securities Research to any registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

© 2008 Phillip Securities Research Private Limited
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I Raional Member Comoanies |

SINGAPORE Phillip Securities Pte Ltd
Raffles City Tower
250, North Bridge Road #06-00
Singapore 179101
Tel : (65) 6533 6001
Fax : (65) 6535 6631
Website : www.poems.com.sg

HONG KONG Phillip Securities (HK) Ltd
11/F United Centre
95 Queensway, Hong Kong
Tel : (852) 2277 6600
Fax : (852) 2868 5307
Website : www.poems.com.hk

THAILAND Phillip Securities (Thailand) Public Co Ltd
15/F, Vorawat Building
849 Silom Road
Bangkok Thailand 10500
Tel : (622) 635 7100
Fax : (622) 635 1616

Website : www.poems.in.th

MALAYSIA Phillip Capital Management Sdn Bhd
B-2-6 Megan Avenue |l
12 Jalan Yap Kwan Seng
50450 Kuala Lumpur
Tel : (603) 2166 8099
Fax : (603) 2166 5099
Website : www.poems.com.my

CHINA Phillip Financial Advisory (Shanghai) Co. Ltd
No 550 Yan An East Road,
Ocean Tower Unit 2318,
Postal code 200001
Tel: (86-21) 51699200
Fax: (86-21) 63512940
Website: www.phillip.com.cn

JAPAN PhillipCapital Japan K.K.
Nagata-cho Bldg.,
8F, 2-4-3 Nagata-cho,
Chiyoda-ku, Tokyo
Tel : (81) 03 3666 2101
Fax : (81) 03 3664 0141

Website : www.phillip.co.jp

UNITED KINGDOM King & Shaxson Ltd
6™ Floor, Candlewick House
120 Cannon Street
London EC4N 6AS
Tel : (44) 207 426 5950
Fax : (44) 207 626 1757
Website : www.kingandshaxson.com
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