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Lafang China (s03630.cH)

Sales expenses increased significantly, and we expect the volume to increase
gradually in the future

China| Basic chemicals, chemicals, daily chemicals | Initiation Report

Leading Company of national brand shampoo

Lafang China Co., Ltd is a personal care product enterprise integrating R&D, production,
sales and independent brands, and is one of the leading domestic brands of shampoo. The
company owns shampoo and hair care, cleansing and bathing, skin care, and oral care
brands such as Lafang, Mese, Raclen, Taoran, Mansina, Jiaocaotang, Binchun, Saint Peak,
and Baixiaoqi.

Sales expenses increased significantly in 2025Q1, and we expect the volume to increase
gradually in the future

In 2025Q1, the company's operating revenue was 210 million yuan (RMB, the same below)
with a year-on-year decrease of 6.27%; sales expenses were 67 million yuan with a year-on-
year increase of 22.55%; net profit attributable to shareholders was 13 million yuan with a
year-on-year decrease of 53.30%, mainly due to the increase of the company's e-commerce
traffic costs, advertising and promotion expenses during the reporting period; net cash flow
from operating activities was 36 million yuan with a year-on-year decrease of 64.87%,
mainly due to the decrease in cash received from the sale of goods and provision of services
in this period and the increase in payments of other expenses relating to operating activities;
EPS was 0.06 yuan with a year-on-year decrease of 50%.

In 2024, the company's operating revenue was 889 million yuan with a year-on-year
increase of 3.36%. By brand, "Lafang" and " Raclen " are still the company's pillar brands,
accounting for 88.57% of the revenue, of which "Lafang" sales revenue was 641.62 million
yuan with a year-on-year increase of 9.11%; " Raclen " sales revenue was 145.47 million
yuan with a year-on-year increase of 27.98%. By channel, the distribution channel is still the
company's main sales channel, accounting for 70.11% of the revenue, with revenue of
623.12 million yuan with a year-on-year increase of 4.42%; e-commerce and other channels
achieved operating revenue of 264.88 million yuan with a year-on-year increase of 2.73%,
proving that the company's e-commerce and other channel revenue still has a lot of room
for improvement. As the company increases its investment in e-commerce platforms such as
Douyin, Tmall, and JD.com and it has launched hot products about hair core repair, dandruff
removal, anti-hair loss and improving hair growth, which will help the company open up a
new growth situation for the online channel and promote the growth of the company's e-
commerce channel revenue. Sales expenses were 283 million yuan with a year-on-year
increase of 32.27%, resulting in a net profit of 41 million yuan attributable to the parent
company with a year-on-year decrease of 36.84%; net cash flow from operating activities
was 161 million yuan with a year-on-year increase of 9.94%, and EPS was 0.19 yuan with a
year-on-year decrease of 34.48%.

Cultivating the hair care field deeply while enriching the product matrix

Lafang China was founded in 1997 and launched a series of soap products the following year.

In 2001, Lafang China launched a double-layer care and smooth shampoo. The slogan "Love
life, love Lafang" was very popular at the time, which effectively expanded the company's
brand influence. Over the years, the company has continued to deepen its roots in the hair
care field. Its current independent care brands mainly include "Lafang", " Raclen" and "
Mese". The company implements a precise positioning strategy for care brands. "Lafang"
focuses on smooth care, " Raclen" focuses on professional dandruff removal, and aims at
high-speed rejuvenation. It signed Wang Yuan as a spokesperson to promote penetration
into young customer groups, while " Mese" is an essential oil care brand for the high-end
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market. At the same time, the company actively explores the field of skin care. In the
second half of 2024, the first product "Lafang Anti-Wrinkle Firming Rejuvenating
Cream" was successfully launched which meant the layout in the skin care field had
begun to show results. In addition, the company introduced the German professional
clinic skin care brand " REPACELL". In 2025, " REPACELL" will continue to consolidate
its position in the high-end skin care field.

Layout of medical beauty track to find new growth points

In April 2025, Lafang China invested 3.5 million yuan in Peptide Source (Guangzhou)
Biotechnology Co., Ltd., holding 18.78% of the shares, making itself become the
company's second largest shareholder. Peptide Source Biotechnology was
established in 2017, and it is a company specializing in R&D, production and sales of
biologically active functional raw materials, cosmetic raw materials, and medical
device excipients. The company takes recombinant protein active peptides, microbial
fermentation, liposome encapsulation and microemulsification application
technology as the three main research and development lines. At the same time, it is
also committed to the development of high-end preparation application technologies
such as raw material activity maintenance, transdermal absorption, and sustained
release. It has microfluidics, microfluidics production lines, raw material freeze-dried
preparation production lines, and 100,000-level GMP workshops. At present, the
company has research and development and production equipment worth nearly 30
million yuan. Recombinant protein active peptides have a wide range of application
scenarios in the fields of skin beauty and anti-aging and have broad development
prospects. The company developed a variety of masks (such as Peptide Source
Mechanical Il Crystal Mask, Peptide Source Class Il Medical Device Grade "Wound
First Aid Cream", etc.) which can be used in the field of medical beauty repair. The
investment means that the company is actively developing its presence in the
medical beauty sector and working hard to find new business growth points.

Deeply integrating industry, academia and research to actively enhance R&D
capabilities

In 2025, Lafang launched the sixth generation of smart peptide hair core repair
technology, focusing on 360° repair of scalp-hair-hair core, and won the world record
certification of "hair resisting 1 million stretching after washing and care",
strengthening the technology label. In March this year, the "Key Technology Research
and Development of Natural Characteristic Functional Hair Care Raw Materials"
project of Lafang International Daily Chemical Research Center made a breakthrough.
Lafang enriched the high content of active polysaccharides from orchid plants, and
tests showed that it had strong antioxidant properties. It can be applied to cosmetics
and can provide skin conditioning and anti-aging protection. The company continued
to increase its R&D investment. In 2024, the R&D investment was 42 million yuan
with a year-on-year increase of 19.59%, and the R&D expense rate was 4.68%. The
company had established extensive cooperative relations with domestic and foreign
scientific research institutions to build an innovative ecosystem of "basic research-
technology development-industrial application". Although Lafang China attaches
great importance to R&D, taking a closer look at the academic structure of its R&D
personnel (taking 2024 as an example), we will find that the proportion of doctoral
and master's degree scientific researchers only accounted for 1%, and the technical
reserves were slightly weak.

Collaborating with Huawei and China Mobile and using DeepSeek to enable digital
intelligence upgrades

In February 2025, the launch ceremony of the comprehensive cooperation jointly
held by Lafang China, Huawei and China Mobile was grandly opened, and the Lafang
Al digital intelligence platform was officially launched with DeepSeek. This marked a
key step for Lafang China in the construction of smart factories and digital
transformation. This cooperation and the involvement of DeepSeek will help Lafang
China optimize the entire chain of R&D, production, sales and supply.
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Investment Thesis

As a long-established domestic hair care company, Lafang China faces fierce
competition and transformation pressure. Starting from 2024, Lafang China was
ready to go, focusing on brand reshaping in the field of hair care and striving to
achieve sales breakthroughs. In March 2025, it signed a contract with the Chinese
National Diving Team (Quan Hongchan, Chen Yuxi, etc.) and launched a new
positioning of "China Lafang, the Choice of Champions". Through the endorsement of
the diving team and live broadcast activities, Douyin sales soared in the short term.
The company plans to continue to tap into traffic benefits through 24-hour regular
live broadcasts and matrix account operations and hopes it become a new revenue
engine. However, the company's sales expenses increased significantly, and net profit
was under pressure in the short term. We expect that the volume will increase
gradually in the future, and it can result in a substantial increase in online revenue to
reverse the downward trend. In addition, if the company's subsequent layout of the
medical beauty area makes progress, it is expected to become a new growth point for
the company's revenue. However, if the company's online sales only increase in the
short term and slow down later, it may fall into a situation of "more revenue but less
profit".

We forecast that the company's operating revenue will be RMB 0.98 billion, RMB 1.1
billion and RMB 1.2 billion in 2025-2027, with EPS of RMB 0.29/0.33/0.35,
corresponding to a price-earnings ratio (P/E) of 82.4x/73.4x/67.6x respectively. We
assign a target price of RMB 24.65, based on 85x FY2025E P/E, and give it a "Neutral"
rating for the first time. (Current price as of Jun 18)

Risk factors
Downward macroeconomic situation, intensified industry competition, management
changes, and new product promotion failing to meet expectations.
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Consolidated Statement of Profit or Loss

Dec ¥/E, RMB million FY23 Fy24 FY25E FY26E FY27E
Total Revenue 859.8 8887 9842 10938 12398
Operating Costs 4435 463.3 513.0 570.1 646.2
Taxes and surcharges 6.4 6.2 6.9 TG 88
Selling expenses 2140 2831 3135 3484 3949
General and administrative expenses ha.4 56.5 62.6 67.8 731
RE&D expenses 348 416 46.1 51.2 62.0
Financial expenses =177 -136 -15.1 -15.3 -16.1
Otherincome 6.3 6.7 6.7 6.7 6.7
Investment income -11.0 -54 -5.4 54 -5.4
Met gain from change in fair value -5.2 -7.8 102 102 102
Assetimpairment losses -24.2 -10.4 -10.4 -10.4 -10.4
Creditimpairment losses -11.4 11.8 11.8 11.9 11.9
Gains from disposal of assets -0.1 -0.7 0.0 0.0 0.0
Operating Profits 69.7 459 701 789 86.0
Mon-operating revenue 1.7 14 15 14 15
Mon-operating expenses 0.6 06 0.6 0.6 06
Income tax expenses 16.5 57 6.3 7.0 7.9
Net profit 544 41.0 64.8 727 79.0
Profit for the year attributable to

—Owners of the Company 65.5 414 65.4 735 70.8
EPS(RMB) 0.29 0.18 0.29 0.33 0.35
Weighted shares outstanding 2252 22572 2252 2252 2252

Key Financial Data

Dec Y/E FY23 FY24 FY25E FY26E FY27E
Valutation Ratio

PIE ratio 823 1303 824 734 67.6
PiB ratio 27 28 28 28 27
Per share data(RMB)

EPS 0.29 0.18 0.29 0.33 0.35
BVPS 8.74 g.52 8.67 5.69 8.79
Growth & Margin

Growth

Revenue Growth -3.1% 3.4% 10.7% 11.1% 13.3%
Operating Profit Growth 14.4%  -342% 52 8% 12 5% 9.0%
Met Profit Growth 10.6% -36.8% 58.2% 12.3% B8.6%
Margin

Gross Profit Margin 8.1% 5.2% 7.1% 7.2% 6.9%
Met Profit Margin 7.6% 47% 6.6% 6.7% 6.4%
Key Ratios

ROE 6.5% -124% 4.9% 5.8% 7 6%
ROA 4.3% -8.4% 3.1% 4 6% 4 9%
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Consolidated Statement of Financial Position

Dec Y/E, RMB million FY23 FY24 FY25E FY26E FY27E
Current assets

Inventories 166.1 109.9 1499 1100 169.8
Accounts receivable 759 66.6 75.4 69.8 86.6
Cash and Cash equivalent 12438 11548 107167 10048 936.7
Others G9.6 60.7 82.8 104.8 126.9
Total current assets 15853 13920 13247 12894 13200
Non-current assets

PPE 985 2613 3624 4319 4581
Others 526.5 4931 494.2 4874 461.9
Total current assets 625.1 7h4.4 856.6 919.3 919.9
Total Assets 21804 21464 21813 22087 22399
Current liabilities

Accounts and bills payables 843 1031 104.5 126.3 1353
Others " 078" 1072 1072 1072 1072
Total current liabilities 1922 2103 2116 2334 2424
Non-current liabilities

Total non-current liabilities " 30" 17 1.7 1.7 17
Total liabilities 1852 2120 213.3 2351 2441
Total equity 19852 19345 1968.0 19736 19958
Total liabilities and equity 21804 21464 21813 22087 22399

Consolidated Statement of Cash Flow

Dec Y/E, RMB million FY23 FY24 FY25E FY26E FY27E

CFO 146.9 161.4 36.7 164.5 36.0
Met profit 54.4 41.0 64.8 727 79.0
Change in working capital 26.6 a0.a -47 4 67.3 -67.6
Others g §5.9 297 19.3 244 247
CFl -242 1569 1381 -103.8 -41.9
Purchase of PPE& Intangible property 40.9 186.5 158.8 1226 65.9
Others 16.7 296 20.6 18.8 240
CFF -331 -88.6 -36.7 -T28 -£2.2
Cash paid as dividends, profits orinterest payments 29.3 60.5 31.5 50.8 57.0
Others -3.8 -28.1 5.1 -21.8 5.1
Net increase in cash and cash equivalents 89.7 -83.9 -138.1 -11.9 -68.1
Cash and cash equivalents at 31 December 12386 11847 10167 10048 936.7

Current Price as of: 18 Jun
Source : PSHK Est.
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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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