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2 About Kline

Kline & Company is a leading management consulting and market
research firm
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= = About Kline

We serve clients around the globe

" Global Headquarters
— Little Falls, NJ

" Kline Europe
— Brussels, Belgium
— Oxford, UK
— Milan, Italy
— Prague, Czech Republic

" Kline Asia
— Shanghai, China
— Tokyo, Japan
— New Delhi, India
— Dubai, UAE

® Kline Latin America
— Sao Paulo, Brazil
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About Kline

Kline has world-class expertise in cosmetics and toiletries

" Extensive series of syndicated research SN CATED STUHES
studies

" Beauty Retailing

® Global management team, who are = Cosmetics & Toiletries

known to the industry
" Male Grooming
— Often sought after to present

papers at leading industry ® Natural Personal Care

conferences ®  Professional Skin Care

®  Salon Hair Care

" Global network of industry experts = Personal Care Ingredients

" Commitment to the personal care
industry
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2 About Kline

Kline’s rigorous research methodology results in high quality and
insightful reports

PRIMARY RESEARCH

- Corporate and literature
- Non-confide ine’s databases

RIGOROUS ANALY SIS/
CROSS CHECK

Insightful and
comprehensive
coverage
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= Report scope

Content from today’s presentation comes from Kline’'s newly-released
Beauty Retailing Global Series
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Consumer Products

In-Depth Report Serles

Beauty Retailing 2008 Global Series:

. Channel Analysis and Opportunities

Bth Edition with Expanded Geographis Coverage

Published Dctober 2009

Baaa Year; 2008
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Report scope

The geographic scope for the report includes 11 key markets around
the world

Europe

France
Germany

Italy

Russia

Spain

United Kingdom

North America

= United States

Latin America

= Brazil
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= Report scope

The program examines the channels of distribution in each country

Department stores General stores

— Traditional — Open markets (Russia)
— Specialty — Kiranas (India)
~ Lower-end — General stores

Direct marketing
~ Person-to-person
Home shopping networks

“ Mass merchandisers
— Big box retailers

3

a5 — Infomercials — Dollar stores
— Internet — Hypermarkets
— — Catalogs and direct response — Warehouse clubs
= “ Drug outlets/Pharmacies .

~ Chain drug stores Salons/Spas

— Independent drug stores
— Pharmacies/para-pharmacies

Specialty stores

— Apparel
“ Food Outlets — Beauty supply
— Convenience stores — Cosmetic specialty
— Deep discounters — Perfumeries

— Traditional supermarkets — Vertically integrated
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= Report scope

The study covers sales for 21 products categories in six product classes

Fragrances Makeup Skin Care
= Fragrances for men = Eye makeup a = Baby care products
= Fragrances for women = Face makeup = Facial treatments
= Lipsticks and lip glosses F 4 = Hand and body lotions
= Nail polishes = Skin care products for men

e — L —— -~

Hair Care
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Sun care products

Other Toiletries
Oral Care ‘l = Deodorants and
= Mouthwashes antiperspirants
= Toothbrushes = Personal cleansing products
= Toothpastes = Shaving products '

Conditioners

Hair coloring products
Hair styling products
and sprays
Shampoos
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The global personal care market surpassed US $280 billion at the

retail level in 2008

US$ Billion retail

Ine

Market Review

CAGR: 5.1%0
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2005 2006
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= Market Review

Growth has slowed considerably due to the economic crisis
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= " Market Review

The 11 markets analyzed in this report can be grouped into three tiers
according to their growth. The emerging markets are advancing at the
fastest pace.

Tier 1 .
Brazil
: China
High Growth ndia
Russia
Tier 2
Spain
Moderate Growth United Kingdom
Tier 2 France
Germany
Low Growth Italy
Japan
United States

L}
© 2010 Kline & Company



oKline

The BRIC countries have been moving up the ranks

2003

United States

Market Review

United States

Japan

Japan

France

Germany

United Kingdom

France

Germany

United Kingdom
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South Korea

South Korea
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Market Review

The emerging markets have significant upside potential when it comes
to per capita spending

France 245.31
Japan 232.67
Spain 215.79
United Kingdom 215.44
Germany 189.63
Italy 184.98
Canada 167.61
United States 163.39
South Korea 155.46

Poland 92.58

Mexico 79.84

WORLD 40.51
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= " Market Review

Mass merchandisers is the leading channel of distribution for
personal care on a global basis, followed by drug outlets/pharmacies

Salon/Spas

Mass
merchandisers

General stores

Department
stores

Direct marketing Drug outlets/

Specialty stores Pharmacies

Food outlets
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Brazil Channels

Food outlets is the leading channel in Brazil with direct sales closing in

Specialty stores_ Salon/Spas

Mass
merchandisers

Drug outlets/
Pharmacies

Direct marketing

oKline

®  Growing economic prosperity results in retail trade in
rural areas of Brazil

—  Small cities in far parts of Brazil are among the
main beneficiaries of Government social
program “Bolsa Familia”, which transfers

Food outlets Income to poor families

— Retalil trade in these areas has experienced a
strong growth in the past five years

®  The increasingly chaotic traffic of some cities in
Brazil and the higher necessity for convenient
shopping result in strong growth for neighborhood
supermarkets

— Leading mass merchandisers in Brazil,
Carrefour, CBD and Walmart capitalize on the
situation by expanding aggressively into the
supermarket subclass

© 2010 Kline & Company



S Brazil Channels

Food outlets experience growth from remote towns in the rural areas
of Brazil, where mass merchandisers are not yet present
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Brazil Channels

Direct sales benefits from its extensive sales representative network

and strong brand awareness

naluno
ber puar Lee
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S ' Brazil Channels

Drug store chains work to become a destination for beauty products
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S = Brazil Channels

O Boticario is the leading retailer in the fast-growing specialty store
channel
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Brazil Channels

Department stores noticeably absent in Brazil

" Leaders Mappin and Mesbla went
bankrupt in the 1990s

® Lack of focus resulted in consumer

confusion and their eventual

downfall

" Prestige brands are available in

high-end drug stores and specialty

stores
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Russia Channels
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Direct and specialty lead the way; open markets lose share

Drug outlets Salon/Spas

Mass merch Direct marketing

Food outlets

Open markets Specialty stores

Department
stores

© 2010 Kline & Company

The Russian beauty retail market has
been restructuring since the 1990s

Retailers focus shifted to the suburban
and rural regions as a new market to
conquer, leading to fast expansion and
many door openings




Russia Channels

Direct marketing: the biggest winner

®= The bulk of sales is generated by person-to-
oo o : person sales

1 14 ] | & = The economic crisis has had a positive
effect on the direct sales channel as many
manufacturers experience a significant
increase in the number of consultants

= |nternet sales booming

Momaaa = cTrMysaTop obsema
«4YBCTBEHHbLIK LIBET»

8-800 20 000 02  www.oriflame.ru
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S = Russia Channels
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Specialty stores: fast expansion through the regions

Ine

Rural expansion and an increase in
consumer income drive the channel

Channel reshuffles as giant Arbat
Prestige left the market in 2008

Offer a special shopping experience as
well as in-store beauty treatment corners
and beauty institutes

Professional aestheticians, consultants,
and makeup artists provide clients expert
advice on various products

Big focus on online sales and loyalty
programs

Main channel for sale of prestige brands
Share of mass brands is growing

© 2010 Kline & Company
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Russia Channels

Department stores: interesting format but losing popularity

Specialty department stores repositioned
themselves as luxury destinations

Traditional department stores are facing
many difficulties in Russia mainly the -+
lack of interest among the Russian vini BEER U '_
consumers to such store formats as it Py
reminds them of the “Univermags” of the
Soviet era and the poor quality of

products that these were offering

=
R ]

Lower end department stores,
“Univermags”, are facing increasing
competition from shopping centers and
mass merchandisers

Other toiletries and hair care products
are the dominating product categories in
this channel and they are sold mainly in
low end department stores
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gl Russia Channels

Pharmacies and drogueries gaining in importance

“ Drogueries have appeared and are gaining
popularity

“ Pharmacies are increasing their focus on
parapharmaceuticals, in particular skin care
products, with non medical products reaching as
much as 40% of sales in some chains
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= " India Channels

Kiranas dominate India

Department

Mass stores

merchandisers

Direct marketing

Specialty stores
Food outlets

Drug outlets

Kirinas

oKline
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Indians actively adopt western retail
concepts

Still largely dominated by independent
stores

Government Investment regulations
hamper the entry of international
retail chains

Mergers and acquisitions enable the
retailers to grow inorganically or to
focus on specific regions.




S India Channels

K]

Independent, owner-operated kiranas remain the mainstay of
cosmetics and toiletries market in India

Mom and pop stores carrying
groceries, general merchandise,
tobacco, stationery, toiletries, and gifts

Convenient locations, low prices, and
one-stop shopping

Important in all categories, but less so
in makeup and fragrances

Small store size limits product
assortment

Losing share to other retail formats

Scrambling to emulate modern retail
concepts as they brace themselves for
the entry of retail giants from the United
States and Europe
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S India Channels
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Department stores on a growth path in urban India

Ine

Fast growing middle and upper-
middle income groups boost the
department store business

Growing disposable incomes of
urban youth drives channel
Main channel for prestige brands

Mainly located in urban areas due
to wider reach

Offer pleasant shopping ambiance
with a wide range of foreign
brands

Contribute mainly towards the
growth of fragrances, makeup,
and skin care

Mass products are also available

© 2010 Kline & Company
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= India Channels

Supermarkets and mass merchandisers are likely to drive future
growth

®  Attracting consumers in urban
and suburban areas

®  Gaining over kiranas

®  Carrefour and Walmart are set
to begin operations by the end
of 2010
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= " India Channels

Factors affecting the growth of modern retail in India

High and rising cost of real estate

Government regulations (restrictions on foreign direct investment etc.)
Lack of skilled staff

Shortage of funds

Poor infrastructure

High wastage of goods in transit and warehouses

Differential and high taxes

2
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China Channels

General stores and mass merchandisers are the largest channels in

China

Specialty stores
Drug outlets/
Phramacies

Salon/Spas

Direct marketing General stores

Department
stores

Mass
merchandisers

Food outlets

oKline
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Leading chains across all channels
extend to Tier Il and Tier Il cities
Government regulations and initiatives

have a strong impact on the retall

environment in China

stores
business

Supermarkets and specialty
continue to extend their

aggressively into rural areas

The ever-widening reach of the Internet
prompts retailers to establish an online
presence

Mergers, acquisitions, and consolidations
in the mass merchandiser, department
store, and food store channels help the
leading retailers to grow larger in terms of

outlets and sales




= " China Channels

Carrefour is the leading mass merchandiser

© 2010 Kline & Company

Since entering China in 1995, its focus has
been on rapid expansion and careful
localization

Door count has tripled in three years to reach
134 stores in 2008

Rice is sold in bulk, and a special
infrastructure has been set up to sell live fish
and sea food

Frequent price promotion, especially during
the recession
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China Channels

Walmart gained strength in 2007 after acquiring a 35% stake in Trust-
Mart, a large Chinese retailer
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S China Channels

Lotus — another key hypermarket
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S China Channels

Male grooming is quite developed, perhaps more so than in the U.S.
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S China Channels

Supermarkets are losing share but fight back with expanded personal
care departments
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S = China Channels

Specialty stores are sophisticated and are growing in number and
importance
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S = China Channels

Sephora has huge growth plans in China

“ Entered China in 2005; had 48 doors at the end of 2008

“ Plas to open 52 additional stores in China by 2010, more than
doubling its door count

L}
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S China Channels

Parkson was one of the first foreign department stores to enter China
and is more upscale than local department stores
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S China Channels

Direct sales booming after implementation of the government’s Direct
Sales Law
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Key Lessons and Outlook

The economic crisis is global — BRIC countries are more protected but are not immune
Suburban and rural areas offer immense potential in all four BRIC countries

All four markets embrace Western concepts and products

Direct sales plays a key role — do not underestimate these relationships

Direct sales, specialty stores, and mass merchandisers are projected to be the fastest growing
channels in the BRIC markets

Many consumers, particularly those in China and Brazil, are extremely sophisticated and savvy
when it comes to beauty products

As retailers pave the way into these markets, it will be easier for marketers to follow

Retailers that adapt to local needs and preferences will be most successful, Think Global, Act
Local.

I n e © 2010 Kline & Company




Questions
Answers

2

oKline



Kline is a worldwide consulting and research firm dedicated Americas
to providing the kind of insight and knowledge that helps
companies find a clear path to success. The firm has served
the management consulting and market research needs of
organizations in the chemicals, materials, energy, life
sciences, and consumer products industries for 50 years.
For more information, visit www.KlineGroup.com.

If you require additional information about the contents of this document or
the services that Kline provides, please contact:

Carrie Mellage Kristy Altenburg

Director, Consumer Products Client Relations Executive, North America
Phone: +1-973-435-3412 Phone: +1-973-435-3367

E-mail: Carrie.Mellage@KlineGroup.com E-mail: Kristy.Altenburg@KlineGroup.com
Pilar Pardo Kristina Zablecke

Client Relations Manager, EU Client Relations Executive, EU

Phone: +32-2-776-0737 Phone: +39-0331-976969

E-mail: Pilar.Pardo@KlineGroup.com E-mail: Kristy.Altenburg@KlineGroup.com

Kline & Company, Inc.
Overlook at Great Notch
150 Clove Road

Little Falls, NJ 07424-0410
Phone: +1-973-435-6262
Fax: +1-973-435-6291
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www.KlineGroup.com
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