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Proya Cosmetics (603605.CH)

Proya Cosmetics ’s leading position of domestic beauty brands remains solid,
with a positive outlook on full-year performance

China| Cosmetics|

Overview

As a leading domestic cosmetics company, Proya Cosmetics primarily engages in R&D,
production, and sales of cosmetic products. Its offerings span skincare, makeup, cleansing
&personal care, and more. The company owns brands such as Proya, Hapsode, Timage,
Off&Relax, CORRECTORS, INSBAHA, UZERO and Anya.

Performance review

In the first three quarters of 2024, the company achieved revenue of RMB 6.97 billion with a
year-on-year increase of 32.7%, driven by growth in online channel sales and steady
expansion of smaller brands. Net profit attributable to shareholders reached RMB 1.00
billion with a year-on-year increase of 34.0%. Gross profit margin stood at 70.1% with a
year-on-year decrease of 1.1 percentage points, primarily due to rising operating costs from
increased promotional activities and full-scale deployment on Douyin. Benefiting from a
year-on-year decline of 57.53% in asset impairment losses, the net profit margin remained
stable at 14.7%. Net cash flow from operating activities was RMB 400 million with a sharp
year-on-year decrease of 49.4%, due to earlier payments for major promotions and
increased inventory payments. EPS rose to RMB 2.53 with a year-on-year increase of 35.3%.

Industry Analysis

According to the National Bureau of Statistics, China’s total retail sales of consumer goods in
2024 reached RMB 48.79 trillion with a year-on year increase of 3.5%. However, cosmetics
retail sales reached RMB 435.7 billion with a year-on-year decrease of 1.1%, which was
underperforming in the whole market. As shown in Chart 1, the cosmetics industry’s
compound annual growth rate (CAGR) was robust from 2020 to 2021, fueled by rapid e-
commerce expansion during the pandemic. However, CAGR slowed significantly from 2022
to 2024, reflecting intensifying competition, rising of raw material price and data traffic costs,
and heightened investment in online channels by major players. Cost reduction and
efficiency improvements have thus become critical for cosmetics companies. Proya
Cosmetics’s gross-to-sales spread improved by 2.4 percentage points quarter-on-quarter
(QoQ) to 25.3% in Q3 2024, driven by its cost optimization strategies.

Chart 1: Total retail sales of consumer goods growth rate& Retail sales of cosmetics
growth rate
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Combining Hero Products with Omni-Channel Brand Marketing Strategies to Drive
Sustained Sales Growth

The company has adopted a "hero products + omni-channel branding" strategy,
deepening its presence in niche beauty markets to diversify risks and cater to diverse
customer segments.

Skincare Segment

The company owns two popular exquisite skincare brands: Proya and Hapsode.

Proya focuses on tech-driven skincare targeting young white-collar women, with
products priced between RMB 200-500. In the first half of 2024, it upgraded its core
hero products, including the“Advanced Firming Nourishing Series” and “Advanced
Original Repair Series”. The world's exclusive innovative ingredient “Recombinant
Collagen Type XVII” was firstly applied in “Advanced Original Repair Cream 2.0”,
further solidifying the brand's expertise in basal membrane repair and anti early-
aging. In “Advanced Firming Nourishing Essence 3.0”, Proya applied “cyclic peptide”,
the first patented raw material of the Chinese beauty industry, together with the
special “Retinol + HPR” formula, and also adopted exclusive collagen activation
technology, thus achieving advanced anti-wrinkle effects. Proya also launched a
brand-new product line, the “Sebum Control Purifying Series” and rolled out the
“Illuminating Skin-Purifying Series” and a new-edition of Sun Around Protective Shield
Sunscreen Serum at the same time. Recently, Proya debuted the “Super Film Silver
Tube Sunscreen” product, targeting daily commuters, reflecting its strategy to build a
full-scenario sun protection portfolio. Hapsode is positioned as an expert for oily skin,
with products priced between RMB 50-200. CORRECTORS is a high-efficacy skincare
brand priced between RMB 260-600.

Makeup Segment

The company introduced Timage, a professional makeup artist brand tailored for
Chinese faces, with products priced between RMB 150-300. It continues to
strengthen its hero product matrix in face makeup, including Three-color contour
palettes, Dual-color highlighter discs, Master Primer, Three-color concealer palettes,
Blush palettes. In the first half of 2024, Timage launched new products such as the
Translucent Loose Powder Compact, Balanced Soft Glow Cushion (for combination
skin), Dry Skin Foundation Cream and Zhenggqing Lip Gloss and so on.

Haircare Segment

Off&Relax is positioned as an "Asian scalp health expert", with products priced
between RMB 150-200. The company employs a mainly-online, offline-supported
sales mode. Online channels include Tmall, Douyin, JD.com, Kuaishou, PDD. Offline
channels include Cosmetics specialty stores and department stores. The brand
continues to boost penetration of its hero product, the OR Refreshing & Volumizing
Shampoo, and launched a new product, Hair Care Qil in the first half of 2024.

With Strong R&D capabilities as foundation, accelerating the launch of new
products

Proya Cosmetics focuses on science-based skincare. As early as 2008, the company
established a "Scientific Skincare Laboratory" dedicated to formula development. In
2021, it set up the International Science Research Institute to conduct continuous
fundamental research and explore cutting-edge technologies and applications in
cosmetics. By 2023, both the Hangzhou Longwu R&D Center and Shanghai R&D
Center had been put into use. Adopting a production mode that primarily relies on in-
house production with OEM as a supplement, Proya Cosmetics owns self-built
skincare and cosmetics factories. The company maintains R&D collaborations with
multiple universities, chemical companies, and premium raw material suppliers. In
the first half of 2024, Proya Cosmetics' s R&D expenditure reached RMB 95 million,
representing a year-on-year increase of RMB 3.09 million. As of 2023, the company's
R&D team had grown to 322 members, with master's and doctoral degree holders
accounting for 41.6% of the workforce. Underpinned by its robust R&D capabilities,
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Proya Cosmetics has significantly accelerated its new product launch pace. The
company's sustained investment in R&D is expected to drive continuous innovation,
facilitate product upgrades, and ultimately fuel sustained high growth in Proya's
brand revenue.

On Double 11, Proya achieved the top 1 on both platforms of Tmall and Douyin, and
its leading position of domestic beauty brands remains solid

As of 24:00 on November 11, the estimated GMV of online beauty channels for
Double Eleven 2024 is RMB 123.78 billion with a year-on-year increase of 27%.
PROYA became the biggest winner, ranking No. 1 on both Tmall and Douyin platforms.
According to information from PROYA WeChat official account, in terms of brand,
PROYA ranked No.1 in transaction amount on Tmall Beauty/TikTok Beauty/JD.com's
domestic beauty, with GMV increasing by 10%+/60%+/30%+ year-on-year. Timage
achieved a full-scale outbreak, ranking 2nd/2nd/4th in Tmall cosmetics/JD domestic
cosmetics/TikTok domestic cosmetics, with GMV increasing by 30%+/190%+/-30%
year-on-year. Among them, the three-color contouring palette, three-color concealer
palette, and three-color blush palette won the top in their categories. Off&Relax's
transaction amount in Tmall stores/ Douyin stores/ JD.com stores increased by
150%+/450%+/200%+ year-on-year. As star products, OR fluffy shampoo, hair care oil
and anti-hair loss essence have achieved outstanding results. Hapsode achieved rapid
sales growth, with GMV on Tmall/Douyin/JD.com/PDD increasing by 20%+/remaining
the same/80%+/100%+ year-on-year. Its star products, such as Multi-Acid Mud Mask,
Facial Cleansing and Redness Correcting Essence, were extremely popular. The
company has made comprehensive arrangements on the Douyin platform, sorting
out the segmentation of the crowds in each broadcast room and the cargo orders it
has accepted, and opening up the entire chain of the crowds for hero product series,
expanding in-depth cooperation with Dabo, refining crowds to match people
(influencers) and goods and refining operation of commercial cards to further
increase the sales share. On Tmall Live, the top tier, second tier, and store self-
broadcasting are organically combined to create multiple product tiers such as new
products, exclusive products, and brand benefits to promote the explosion of live
streaming.

Investment Thesis

The Chinese cosmetics market has continued to grow in recent years. The main
driving forces are the increase in cosmetics consumption, the increasing recognition
of domestic products among young people, and the expansion of online channels
(such as live streaming e-commerce). The Chinese cosmetics market has huge growth
potential. With its popular strategies such as "Morning C and Evening A", PROYA has
successfully established an image of technological skin care. The main brand "PROYA"
contributes nearly 80% of the revenue, and at the same time, it incubates the
cosmetics brand "Timage" (with impressive growth rate) and cleansing brand
“Off&Relax”. Net operating cash flow matches net profit, and there is no significant
debt repayment pressure (the debt-to-asset ratio is maintained below 40%). PROYA
has strong product innovation and pipeline operation capabilities in the domestic
beauty market, with a high degree of certainty in short-term performance growth. It
firmly holds the leading position in the domestic beauty market. We are optimistic
about PROYA's overseas opportunities in the future. The company is expected to
expand into new markets in Southeast Asia and achieve breakthroughs in revenue.
We forecast that the company's operating income will be RMB 10.95 billion, RMB
12.98 billion and RMB 14.83 billion in 2024-2026, with EPS of RMB 3.85/4.57/5.29,
corresponding to a price-earnings ratio (P/E) of 21.7x/18.3x/15.8x. We give the
company a P/E of 25 times in 2025, a target price of RMB 114.25, and give it a "buy"
rating for the first time. (Current price as of March 10)
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Risk factors
Downward macroeconomic situation, intensified industry competition, management
changes, and new product promotion failing to meet expectations.
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Financial

Consolidated Statement of Profit or Loss

Dec Y/E, RMB million FY22 FY23 FY24E  FY25E FY26E
Total Revenue 63855 89046 109524 12976.0 148301
Operating Costs 19349 26775 32966 38695 43549
Taxes and surcharges 56.4 90.7 958.6 116.8 1335
Selling expenses 2785.8 39722 49286 59171 6821.8
General and administrative expenses 3273 455 4 558.6 661.8 756.3
R&D expenses 128.0 173.6 208.1 2595 34
Financial expenses -41.0 591 -T27 -84.3 -96.4
Other income 391 450 109.5 1557 192.8
Investment income 5.7 -17.4 4.2 4.2 4.2
Asset impairment losses -164.9 -108.1 -136.5 1223 1294
Credit impairment losses 5.1 -10.4 -7 91 5.4
Gains from disposal of assets 0.1 0.7 0.0 0.0 0.0
Operating Profits 1057.6 1502.8 18957 22659 25993
MNon-operating revenue 1.2 4.2 27 34 3.0
Mon-operating expenses 4.6 11.6 8.1 9.9 9.0
Income tax expenses 2229 264.5 339.5 389.3 440.5
Net profit 8313 1230.8 1550.8 1860.1 21628
Profit for the year attributable to

—Owners of the Company 8174 1193.9 1519.8 1804.3 2088.2
EPS(RMB) 2.88 3.01 3.85 457 5.29
Weighted shares outstanding 2835 396.8 3948 394.8 394.8

Key Financial Data

Dec Y/E FY22 FY23 FY24E  FY25E FY26E
Valutation Ratio

P/E ratio 29.0 27.8 217 18.3 15.8
P/B ratio 6.7 7.6 6.6 58 5.2
Per share data(RMB)

EPS 2.88 3.01 385 457 5.29
BVPS 12.43 10.96 12.76 14.42 16.12
Growth & Margin

Growth

Revenue Growth 27.4% 28.3% 18.7% 15.6% 12.5%
Operating Profit Growth 57.5% 42.1% 26.1% 19.0% 15.2%
Met Profit Growth 49.2% 48.1% 26.0% 19.9% 16.7%
Margin

Gross Profit Margin 16.6% 16.9% 17.3% 17.4% 17.5%
Met Profit Margin 13.0% 13.8% 14.2% 14.3% 14.5%
Key Ratios

ROE 23.2% 27T 4% 30.2% 3.7% 32.8%
ROA 14.1% 16.3% 19.2% 19.8% 21.5%
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Consolidated Statement of Financial Position

Dec Y/E, RMB million FY22 FY23 FY24E FY25E FY26E
Current assets

Inventories 6691 7972 9359 1017.0 1093.0
Accounts receivable 102.2 3446 2031 4313 269.0
Cash and Deposit 3161.0 40111 4544 6 51590 56395
Others 2148 3920 3920 3920 3920
Total current assets 4147.0 5544 9 60755 6999 3 73935
Non-current assets

PPE (R 879.4 754 2 8142 8077
Others 853.3 B98.8 1093.7 1282 2 1494 7
Total current assets 1631.1 1778.2 1847 8 2096.4 23025
Total Assets 57781 73231 79233 90958 9696.0
Current liabilities

Accounts and bills payables 5451 1055.5 9591 1448.6 13337
Bank borrowings 200.2 200.2 200.2 200.2 200.2
Others " 6827" 8646 8646  BG46 86456
Total current liabilities 14279 21202 20239 25133 23985
Non-current liabilities

Total non-current liabilities 8129 8025 8025 8025 8025
Total liabilities 22408 29228 28264 33159 32010
Equity attributable to equity holders of the Company 35245 43496 50358 56932 63651
Total equity 35372 44003 50969 hY79.9 64950
Total liabilities and equity 57781 73231 79233 90958 9696.0

Consolidated Statement of Cash Flow

Dec Y/E, RMB million FY2z FY23 FY24E FY25E FY26E

CFO 11111 1468.8 15785 19792 21007
MNet profit 831.3 1230.8 1550.8 1860.1 21528
Change in working capital -28.0 -10.2 935 1801 -28.4
Others 307.9 2482 121.3 -60.9 -23.7
CFl -298.2 -475.8 -557.8 -314.6 -309.3
Purchase of PP&E -171.0 -179.7 -179.8 -176.6 -171.5
Others -127.3 -296.2 -378.1 -138.0 -137.9
CFF -65.2 -460.3 -839.0  -1050.2 -1310.8
Dividend paid -182.7 4071 -654.8 -f73.8 -896.2
Others 17.4 -53.2 -184.3 -276.4 -414.7
Net increase in cash and cash equivalents T47.7 8327 181.6 614.4 430.6
Cash and cash equivalents at 31 December 31253 36593 45446 51590 56395

Current Price as of: 10 Mar
Source : PSHK Est.
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%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

GENERAL DISCLAIMER

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). 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 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 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 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 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 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.

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

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate serves as an officer of the listed corporation covered in this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% or
more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation.

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

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any
loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of

different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2025 Phillip Securities (Hong Kong) Limited
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