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FINANCIAL HIGHLIGHTS : B #&igE
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Natural Beauty is pleased to present our annual results for the year ended 31 December
2005 and to report a historical high income growth since the company has been listed on
the Hong Kong Stock Exchange.

During 2005, turnover has remained stable at HK$357.9 million relative to the previous
reporting period largely due to recessions in Taiwan and changes to our product and service
strategies. Other operating income increased by 86.8% to HK$43.1 million as compared to
HK$23.1 million in 2004. Nevertheless, our net income demonstrated a record breaking
growth of 29.2% at HK$81.0 million as compared to HK$62.7 million in 2004.

The Board of Directors has resolved to declare a final dividend of 2.0 HK cents per share
(2004: 1.75 HK cents). In addition to the interim and special dividend paid during the year,
total dividend for the year amounted to 3.3 HK cents, representing a dividend payout ratio of
81.5%.

Structural change in product versus service revenues

We have continued with the strategy to entrust our self-owned model spas to reputable
operators, where these stores will operate in a franchisee arrangement while distributing our
products. This strategy is evidently a key driver of the record-breaking net income growth
from our PRC operation. As a result, product sales had increased by HK$10.1 million and
accounted for 94.0% of our total turnover from the PRC as compared to 89.2% in 2004. The
overall gross margin from the PRC has increased from 73.7% to 80.1% and has resulted in
an additional gross margin contribution of HK$13.6 million in 2005. As a result of the
entrustment strategy, our service revenue from the PRC has decreased from HK$18.1 million
in 2004 to HK$7.7 million in 2005, whereas related losses have narrowed down to HK$4.8
million in 2005.

Expanding Distribution Network

Natural Beauty operated a network of 2,121 stores as of 31 December 2005. In order to
expand NB’s distribution network, we have launched a marketing campaign to recruit
franchisees in the PRC using advertising media including TV commercials, magazines, and
outdoor billboards since mid November 2005.

We have also launched our website under the new brand identity in mid November and has
already attracted over 950,000 visitors to the website as at 31 December 2005. During the
first two months of the launch, there were 1,136 queries on franchisee opportunities.

We have set up a call centre operation in mid December to solicit potential franchise partners
and gather contact data of beauty salons from Shanghai, Guangzhou and Shenzhen with an
established clientele. We have successfully reached out and gathered data from 4,402 salons
amongst 80,000 entries in our database.

As of 31 December 2005, 93 of the 933 salons contacted have expressed interest in
converting into NB franchisees. Official statistics reveals that there are approximately 1.54
million beauty centers in the PRC, thus, we will continue with our efforts to reach out to
these potential NB franchisees in other cities.
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Improving Sales per Store

During the year under review, we have revamped our brand image in order to improve brand
recognition and facilitate better sales. We have launched a shop image revamp program in
the PRC in April 2005. As at 31 December 2005, 611 of the 1,446 NB spas in the PRC have
revamped their shop fronts to be consistent to our new identity. We target to have the
makeover completed by mid 2006.

The upgrade and revamp of our franchise operations in Taiwan is scheduled to commence in
March 2006. We intend to speed up the expansion of our distribution network once our
mechanism for franchisee recruitment is in place and the makeover of our shops is completed.

Our revamp process is extended to product packaging. We have successfully reduced the
number of our bottle designs from over 200 down to 24 for our range of approximately 700
products. We have already repackaged 60 products and the process of repackaging is
expected to be completed within 2006. Repackaged products are expected to be well
received by personal users where we will expect better sales for home-use products. We
have also managed to negotiate for lower product costs in the last quarter of 2005. We
believe the new packaging and lower product costs will translate into higher margins and in
turn, even better profits in 2006.

Our revamped brand identity has been well received and granted us such internationally
renowned accreditations as the 2005 “Outstanding enterprise in Hong Kong” award, “Longshi
Global Chinese - Language Print Advertisement” for Best Slogan & Most Creative Graphics,
status as one of the six shortlisted candidates in the “Hong Kong Design Award”, 8 merits
and shortlisted in the “Asia Pacific Times Award” as well as the “Asia Pacific Interior Design
Award” for our spa in Central, Hong Kong.

Finally, we have further improved our product mix and introduced new products to increase
revenues from stores. Following the successful launch of NB1 Anti-aging series in 2004, we
have rolled out new products within the NB1 family including NB1 Whitening, Anti-irritation,
and Pore-refining series in 2005. In addition, we have launched 5 kinds of health supplements,
all of which are targeted to improve revenues from stores. As a result, average sales per
store in PRC further improved by 4.5% to HK$139,000 for the year ended, on top of 16.7 %
growth in 2004.

Dual-Track Franchisee Management Mechanism

To improve the quality of our customer service and to ensure a consistent image across all
boards for NB franchisee stores, we have adopted a dual-track management mechanism by
setting up a panel of experts to monitor the presentation and delivery of services at subsidiaries
as well as local franchisee stores. The dedicated team is responsible for implementing and
monitoring training programs and marketing campaigns every other month. The team also
conducts store audits in their assigned areas up to 4 times a year.

Improving Distribution System

Our logistic centers in Shanghai, Guangzhou and Beijing became fully operational in December
2005.

Natural Beauty Bio-Technology Limited Annual Report 2005



OUTLOOK
We will continue with our efforts to increase turnover and profits and identify additional
sources of income in 2006:

Expansion in both Local and International Markets

As an incentive to encourage franchisee to revamp their stores, we have put in place a
program to grant the franchisee a mass product distribution right should they take part in the
revamp. This would allow the franchisee to expand their product base by selling two extra
lines designed for younger people to local hypermarkets, cosmetic drugstores and department
store counters in the second quarter of 2006. We believe in addition to providing an attraction
for franchisees, this arrangement will have a synergistic effect and bring in new customers
from commercial districts to their spas via distributing discounted service vouchers with
products sold. The younger lines will be reinforced via our sponsorship of the “CCTV-MTV
Music Award”.

Currently, we are under negotiation with renowned fashion designers in Europe and the US
to design a unisex skincare line for Natural Beauty. The product line is intended to be
marketed exclusively by international cosmetic channels in those regions. The designer line
will also be launched in the PRC.

New Revenue Sources

Franchisee fees for new franchise partnerships has been introduced in 2005 (RMB50,000
and RMB30,000 for 1st and 2nd tier cities respectively) and will continue to generate income
for the Group in the future. A management fee of approximately RMB5,000 per quarter will
be chargeable to all existing franchisee stores in the first quarter of 2006 that is inclusive of
local advertising support, international training and customer data bank. We believe such
supporting initiatives would further enhance the earning capacity of the Company.

Expand Beauty Training Business

Natural Beauty has 15 beauty training centers throughout the PRC that are in collaboration
with the Ministry of Labor and local Department of Labor to issue 10 types of beauty
licenses, including Beautician, Aroma Therapists, Make up Artists, Stylists, etc. The Ministry
of Labor also started to subsidize our training centers from RMB670 to RMB1,720 for each
student who passes the license exam at our centres since the beginning of 2006. We believe
tuition incomes from training programmes will bring in additional revenue for the company as
well as generate product sales from students during the 2-month training period. In addition
to students from the Government licensing exams and from new franchisee stores, we are
planning to organize CCTV-MTV NB Beauty Summer Camps with celebrity endorsement to
attract college students and younger office workers, providing them with basic beauty training
and to increase our brand awareness amongst this demographic segment.

As the economy in the PRC continues to prosper with increasing demand for beauty services,
we are confident in the positive outlook for our business. With the concerted efforts of the
management and our staff, we endeavor to achieve promising returns for our shareholders.
We believe we are now ready for further expansion.

“ETAEFER AARZEYRRERAR
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NOTE OF THANKS

I would like to, once again with great pleasure, thank the members of our Board, our
shareholders, and business partners for their invaluable support and guidance. | am grateful
and appreciative of the Group’s management team and staff members for their commitment
and hard work.

Dr. Yen Yu Tsai
Chairman

Hong Kong, 12 April 2006
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MANAGEMENT DISCUSSION & ANALYSIS
BEBNW& DT

FINANCIAL Turnover by

eographical ion 2005 2004 Changes
REVIEW geographical &9 , , vhal
. HK$’000 % | HK$’000 % HK$’000 %
R
PRC 213,915 59.8%| 214,061 59.8% (146) -0.1%
Taiwan 137,358 38.4%| 142,150 39.7% (4,792) -3.4%
Others 6,643 1.8% 1,931 0.5% 4,712  244.0%
Total 357,916 100.0%]| 358,142 100.0% (226) -0.1%
HK$’000
FHET
250,000
2004 2005
200,000 ———
150,000 2004 2005
100,000 ————
50,000 ——
2004 2005
0
PRC HE Taiwan &% Others Hthith &
2005 2004 2005 2004
Average Average
Average| Average [sales per sales per
Average sales per ster store* stor e* store store Changes Changes
HK$ HK$ HK$ %
PRC 1,533.5| 1,607.5| 139,000| 133,000 6,000 4.5%
Taiwan”™ 530.0 600.0| 259,000| 237,000 22,000 9.3%
Group total** 2,083.5| 2,209.0| 169,000| 161,000 8,000 5.0%
* Average store number is calculated by (opening period total + closing period total)/2
** Group total does not include Hong Kong and Malaysia turnover and store count.
n 2004: Hong Kong was under entrustment, average store number in Taiwan adjusted to include

Hong Kong Market.
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Tur nover has slightly decr  eased by 0.1% to HK$357.9 million in 2005 compar  ed to HK$ 358.1
million in 2004. The decr ease in tur nover is attributable to ther  ecession of T aiwan economy
and the structural changes of pr ~ oduct vs. service income in PRC. The Gr  oup average sales
per stor e incr eased by 5.0% fr om HK$161,000 in 2004 to HK$169,000 in 2005.

In the PRC, the tur nover decr eased by 0.1% or HK$0.1 million to HK$213.9 million. The
relatively small decr ease in PRC tur nover is the net ef fect of incr eased pr oduct sales of
HK$10.1 million, incr ease in entrustment income of HK$0.2 million and the r eduction of
service r evenue of HK$10.4 milion. W e continued to entrust our self-owned spas in established
areas to r eputable operators to mitigate our losses, thus r esulting in the r eduction of our
service r evenue contributed. However , PRC has r ecor ded a gr owth in pr oducts sales of
5.3% for year 2005 due to the entrustment strategy . We have gr oss losses on service
income as our spas ar e used as model spas for potential franchisees and ar e not sales
oriented. The pr oducts sales, as ar esult of our brand r evamp and stor e image r evamp
program started in April 2005, has boosted the average stor e sales by 4.5% fr om HK $133,000
in 2004 to HK$139,000 in 2005.

In Taiwan, tur nover for the year decr eased by HK$4.8 million, or 3.4% to HK$137.3 million in
2005 compar ed to HK$142.1 million in 2004. The decr ease in T aiwan market is mainly
attributable tor ecession of T aiwan economy , and our stor e revamp pr ogram in T aiwan was
scheduled to launch in the first quarter of 2006.

Other markets includes Hong Kong and Malaysia, ther e are 2 stor es in Hong Kong and 38
stor es in Malaysia as at 31 December 2005. The operations of these r egions r emain immaterial
and account for less than 2% of total tur nover to the Gr oup.

BY ACTIVITIES 2005 2004 Variance Variance
HK$’000 HK$’000 HK$’000 %
Products
PRC 200,979 190,880 10,099 5.3%
Taiwan 117,375 131,919 (14,544) -11.0%
Others 4,493 1,931 2,562 132.7%
Total 322,847 324,730 (1,883) -0.6%
Services
PRC 7,681 18,107 (10,426) -57.6%
Taiwan 19,983 10,231 9,752 95.3%
Others 2,150 - 2,150 n/a
Total 29,814 28,338 1,476 5.2%
Entrustment
PRC 5,255 5,074 181 3.6%
Taiwan - - - n/a
Others - - - n/a
Total 5,255 5,074 181 3.6%

Natural Beauty Bio-Technology Limited Annual Report 2005



Turnover by activities 2005 2004 Changes

HK$’000 % | HK$’000 % HK$'000 %
Products 322,847 90.2% | 324,730 90.7% (1,883) -0.6%
Services 29,814 8.3% 28,338 7.9% 1,476 5.2%
Entrustment 5,255 1.5% 5,074 1.4% 181 3.6%
Total 357,916 100.0% | 358,142 100.0% (226) -0.1%
HK$’000
FHBT
350,000

2004 2005
300,000 —
250,000 ——
200,000 ——
150,000 ———
100,000 ——
50,000 2004 2005
2004 2005
0 |
Products Services Entrustment

Products

The Gr oup manufactur es and sells thr ee main types of pr oducts, namely skin car e products,
beauty pr oducts and ar omatherapeutic pr oducts under the NB and Bio-up brand names.
Sales of pr oducts ar e primarily made thr ough spas and dedicated counters and ar e the
Group’s key r evenue contributor , accounting for HK$322.8 million, or 90.2% in 2005, compar ed
to HK$324.7 million, or 90.7% in 2004. Gr  oss margin of pr oducts r emain stable at 85.3%.

The dr op in pr oducts sales is the net ef  fect of incr ease in PRC pr oducts sales of HK$10.1
million, r eductionin T aiwan of HK$14.5 million and impr  ovement in other r egions of HK$2.5
million. The incr ease in PRC pr oduct is attributable to the brand r  evamp pr ogram, which
including the overall brand image, franchise stor e image and new pr oduct packaging. The
reduction in T aiwan market is mainly attributable to the r ecession of T aiwan economy , and
our stor e revamp pr ogram in T aiwan was only scheduled to launch in the first quarter of
2006.

Other markets include Hong Kong and Malaysia and only accounted for 1.4% of total
product sales for the year

Services

Service incomeincludingincome fr  om self-owned spa with servicespr  ovided, training income
and managementfeer eceived fr om frachisees, and other servicer  elated income.

“ETAEFER AARZEYRRERAR
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The Gr oup pr ovides skin tr eatments, beauty and spa services thr  ough its self-owned spas.
Service income ar e generated fr om our self-owned spas as the Gr  oup does not shar e any
service income generated in the franchised spas with franchisees under the curr ent franchise
programme. Income fr om these services incr  eased by 5.2% to HK$29.8 million. Ther ewasa
decr ease of service r evenue in PRC of HK$10.4 million as we continue to entrust self-owned

spas to r eputable operators. On the other hand, T aiwan r eported an incr ease in service
revenue of HK$9.8 million, arising fr  om the management and training feer  eceived fr om 201
franchisees amounted to HK$8.0 million. The spas in Hong Kong pr eviously entrusted wer e
operated by the gr oup since 1 January 2005.

While ther e are needs to establish self-owned stor  es in new markets as model spas, the
Group considers it would be mor e profitable as a whole to allocate r  esour ces to stimulate

product sales instead of operating our own spas, due to higher overhead costs compar edto
franchisees. The Gr oup continues to entrust certain of our spas in explor ed markets to
reputable operators.

Entrustment

In or der to allocate our financial and human r esour ces mor e efficiently , the Gr oup has
entrustment arrangements in PRC ranging fr om one to five years, wher e our self-owned spas
wer e entrusted to r eputable operators in the local ar  eas. The operators willbe r  esponsible
for all the pr ofits and losses of the operations and the Gr oup receives a fixed annual
entrustmentincome. The Gr  oup sells pr oducts to the operators as one of our franchises.

The Gr oup believes the entrustment arrangement will be a win-win situation for both the
operators and the Gr oup. Local operators can better serve the specific needs of the local
customers, and hence generate mor e product and service r evenue. The Gr oup, on the other
hand, can secur e a steady annual entrustment income while maintaining the distribution
location, and tor e-allocate our executives to explor e new markets.

The entrustment income incr  eased 3.6% to HK$5.3 million in 2005 compar  ed to HK$5.1
million in 2004.

Other operating income

Other operating income mainly r ~ epresented by r ental income of HK$5.8 million, inter  est
income of HK$3.3 miillion, financialr  efunds of HK$19.6 million and incr  ease in fair value of
investment pr operties of HK$4.5 million and others for the r emaining balance. The other
operating income incr  eased by 86.8%, or HK$20.0 million fr om HK$23.1 million in 2004 to
HK$43.1 million in 2005. The incr  ease is mainly attributable to the incr ~ ease infinancialr  efund
in PRC of HK$9.6 million due to higher operating pr ofits of PRC subsidiaries; HK$4.5 million
incr ease in fair value of investmentpr ~ operties in accor dance with the Hong Kong Accounting
Standar d No. 40, which r equir es gains or losses arising fr  om the changes in the fair value of
investment pr operties to be r ecognized dir ectly in the pr ofit and loss for the year in which
they arise (pr eviously the changes in the fair value was r ecognized in the statement of
equity); a gain on acquisition of additional inter est in subsidiary of HK$2.7 million and incr ease
in inter est income of HK$1.3 million due to incr  ease in inter est rate and average bank
balances.
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Distribution and administrative cost

The Gr oup’s distribution costsasaper  centage of tur noverr emained stable at 35.7% compar  ed
to 35.4% in 2004. The administration expense r  educed HK$1.9 million to HK$62.0 million in
2005 compar ed to HK$63.9 million in 2004.

Despite of ourincr eased advertising exposur e in various media, our gr  oup advertising costs
has r educed by 4.5% to HK$77.1 million, as we continue to allocate our advertising budget

to 4A advertising agencies which have str onger media-buying power , to achieve the operating
efficiency . The savings was compensated by the incr  ease in the travel and transportation
expenses. The incr ease in travel expenses of HK$1.9 million was due to our fortifying of our
franchisee dual track management system, wher e our expert teams travel to each city in
PRC to pr ovide assistance, to monitor and to ensur e the local franchisees achieve the
requir ed competence and consistency of service quality , in addition to the local support to
franchisees fr om our subsidiaries. Theincr  ease in transportation expense of HK$1.9 million
was mainly due to the collaboration of China Post for the war ehouse and inventory
management, as well as logistics of deliveries in PRC. Capitalized on our experience in
collaboration with China Post, we believe it would be mor e cost ef fective in enhancing the
inter nal supply chain management and building our own distribution systems. W e are curr ently
managing the thr ee war ehouses in Shanghai, Beijing and Guangzhou to cover the whole
PRC. The delivery of pr oducts, is curr ently out-sour ced to other logistics companies in
China.

Other operating expenses

Other operating expenses for the year of HK$18.2 million mainly r epresents pr ovision of
obsolete inventory of HK$8.4 million, loss on disposal of fixed assets of HK$3.8 million,
donation of HK$1.2 million, bank charges of HK$1.3 million and loss on closur e of branches
and subsidiaries of HK$2.2 million. The main r eason for the fluctuation as compar  ed to last
year was due to higher inventory pr  ovision was charged in curr  ent years, partly due to the
product r epackaging initiative.

Profit before taxation

Theincr easeingr oss pr ofit, other operating income, in couple with the savings in administrative
expense, net of the incr  ease in other operating expenses, the pr  ofit befor e tax surged by
21.0%, fr om HK$99.1 million in 2004 to HK$119.8 million in 2005.

Taxation

Taxation expenses incr  eased 6.9% fr om HK$36.3 million in 2004 to HK$38.8 million in 2005.
The ef fective tax rate of the Gr  oup for financial year ended 31 December 2004 and 2005
wer e 36.7% and 32.4% r espectively . The dr op in ef fective tax rate is benefited fr  om our
Taiwan operation, wher e the Taiwanese Gover nment of fered tax r eduction for T aiwan
manufactur erswhor e-investin T aiwan. Ther elatively high ef fective tax rate is attributable to
the fact that ther e ar e withholding taxes on dividends paid by our T aiwan subsidiaries when
the dividends wer e paid outside T aiwan. The total withholding tax expense charged by
Taiwan tax authority amounted to HK$2.1 million in 2005 (2004: HK$2.1 million).
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Net profit for the year
As ar esult, the net income for the yearincr ~ eased by 29.2% fr om HK$62.7 million in 2004 to
HK$81.1 millionin curr entyear .

Liquidity and financial resources

Cash generated fr om operations for 2005 was appr oximately HK$150.9 million (2004:
HK$161.8 million). The decr ease was primarily due toincr  ease of trade and otherr  eceivables
balance. As at 31 December 2005, the Gr  oup had bank balances and cash of appr  oximately
HK$338.7 million (2004: HK$235.9 million) and trading securities (which ar e mainly capital
guaranteed bond funds) of appr  oximately HK$26.5 million (2004: HK$94.4 million) with no
exter nal bank borr owing.

In terms of gearing, as at 31 December 2004 and 2005, the Gr oup’s gearing ratio was zer 0
(defined as net debt divided by shar  eholders’ equity) as the Gr  oup has a net cash balance as

at both year end dates. Curr ent ratio of the Gr oup (defined as curr ent assets divided by
curr ent liabilities) as at 31 December 2004 and 2005wer e 5.3 times and 6.0 timesr  espectively .
As at 31 December 2005, the Gr oup had no material contingent liabilities, other than those
disclosed in its financial statements and notes ther eto. With the cash and short term securities

in hand, the Gr oup’s liquidity positionr emains str ong and the Gr oup has suf ficient financial
resour ces to finance its commitments and working capital r equir ements.

Charges on assets

Certain fr eehold investment pr  operties of the Gr oup with a carrying amount of HK$155.3
million (2004: HK$156.1 million) ar e pledged to a bank. The banking facilities granted by the
bank wer e terminated in 2002 but the charge has not been r eleased to facilitate application
of banking facilities in the futur ~ e.

Treasury policies and exposure to fluctuations in exchange rates

The Gr oup derives most ofitsr  evenue denominated in Renminbiand New T aiwan Dollar fr om
the PRC and T aiwan as its operations ar e mainly concentrated in these two geographical
areas. As at 31 December 2005, appr oximately 68.1% (2004: 85.6%) of the Gr  oup’s bank

balances and cash was denominated in Renminbi, while appr oximately 21.4% (2004: 4.3%)
was denominated in New T aiwan Dollar and the r emaining 10.5% (2004: 10.1%) was
denominated in United States Dollars, Hong Kong Dollars and Malaysia Ringgits. The Gr oup

continued to adopt a conservative appr ~ oach in r espect of for eign exchange exposur e
management. Review of the Gr  oup’s exposur e to for eign exchange risk will be conducted
periodically and derivative financial instruments may be used to hedge against such risks

when necessary.

BUSINESS REVIEW

PRC Market

Our brand r evamp exer cise had been implemented for one year and the benefits started to
reflect on the gr owth of pr oduct sales. Our pr oduct sales in PRC hasincr eased by 5.3% to
HK$201.0 million. W e have also started the pr oduct r epackage pr ocess in late 2005. The
gross margin of pr oduct sales alsor ecor ded an impr ovement fr om 83.6% in 2004 to 85.1%
in curr entyear .
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Our entrustment strategy continued to pay of f. We entrusted our spastor eputable operators
in established ar eas to mitigate our losses, as our spas ar e mainly used as model spas for
potential franchisees, and ar e not sales oriented. Despite the service tur nover has r educed
by HK$10.4 million, our overall gr  oss pr ofitin PRC has incr eased by HK$13.6 million and the
overall gr oss margin significantly impr  oved fr om 73.7% in 2004 to 80.1% in 2005.

With the incr ease in other operating income, mainly the tax r efund, the operating pr  ofit and
net pr ofit, both have surged by 23.6% in curr  ent year , to HK$88.2 million and HK$57.2
milionr espectively .

Taiwan Market

Taiwan has beeninr ecession and our brand r evamp exer cise for T aiwan market was only
scheduled to start in the first quarter of 2006. Asar esult, the pr oduct sales in T aiwan has
dropped 11.0% to HK$117.4 million in 2005. The pr  oduct sales gr oss margin, has dr opped
slightly fr om 88.7% in 2004 to 88.0% in 2005.

Due to the management and training fee r eceived fr om 201 franchisees of appr oximately
HK$8.0 million, which was intr  oduced in 2005, the service r evenue has surged by HK$9.8
million to HK$20.0 million in 2005. The overall gr 0ss margin, also r ecor ded a slight
impr ovement fr om 82.9% in 2004 to 83.1% in curr entyear . The overallgr oss pr ofit contribution
reduced by HK$3.7 million in 2005 as compar  ed to that of 2004.

Despite the dr op in the gr oss pr ofit contribution, the centralized advertising initiative has
saved advertising cost of HK$14.4 million in T aiwan, and has r esulted in the gr owth of
operating pr ofit by 29.4%, or HK$11.9 million in 2005.

In or der to stimulate the T aiwan economy , the Taiwanese gover nment had of fer ed taxation
reduction for companiesr e-investing in T aiwan. The application of such tax benefits by our
subsidiaries in T aiwan had been appr oved and the full benefits started tor  eflectin curr ent
year. The ef fective tax rate in T aiwan, has been dr opped fr om 22.2% in 2004 to 10.0% in
2005. As a r esult, the net pr  ofit surged by 49.7%, or HK$15.7 million, to HK$47.2 million in
currentyear .

Distribution channels

The Group principally derives income through our unique distribution channels, namely spas
and counters in department stores. There are total 2,121 store outlets as at 31 December
2005, of which 2,022 are spas and 99 are counters. All spas can provide hydrotherapy,
facial, body care and skin care analysis to our customers and counters in department stores
usually provide skin care analysis.

There are total 1,980 franchisee spas as of 31 December 2005, and 14 spas and 77
counters are directly operated by the Group. There are also 28 spas and 22 counters being
entrusted to reputable operators.

Franchise spas are owned by franchisees and they are responsible for the capital investment

of their spas, and they are obliged to use “Natural Beauty” or “NB” brand of products in their
spas.
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Self-owned spas are primarily set up to act as a model spa for potential franchisees. While
there are needs to establish self-owned spas in new markets as model spas, the Group
considers it would be more profitable as a whole to allocate resources to stimulate product
sales instead of operating our own spas, due to higher overhead costs compared to
franchisees. The Group therefore has entrusted and will continue to entrust certain of our
spas in explored markets to reputable operators.

Entrusted spas are owned by the Group and operated by reputable operators. The spas
were previously operated by the Group. In order to allocate financial and human resources
more efficiently, the Group has entrustment arrangements in PRC ranging from one to five
years, where our self-owned spas were entrusted to reputable operators in the local areas.
The operators will be responsible for all the profits and losses of the operations and the
Group receives a fixed annual entrustment income from the operators. The Group also sells
products to the operators as one of the franchises.

The Gr oup believes the entrustment arrangement will be a win-win situation for both the
operators and the Gr oup. Local operators can better serve the specific needs of the local
customers, and hence generate mor e product and service r evenues. The Gr oup, on the
other hand, can secur e a steady annual entrustment income while maintaining the distribution
location, and tor e-allocate ourr esour ces to explor e new markets. This entrustment strategy

in PRC is pr oved successful as the overallgr ~ oss margin hasimpr oved fr om 73.7% in 2004 to

80.1% in 2005, with an additional contribution of HK$13.6 million for curr entyear .
St or e Nunber by Oaner shi p St or e Nunber by Oanership (%
"~ YV, 18 SRCEARR Ae § " e N=vfB SRCEARR As i (%)
. Entrusted 50 . Entrusted 2%
® sefowned 91 @® seifowned 4%
. Franchisee 1,980 . Franchisee 94%
owned owned B
mBEES mBEESR

Store Number

by Ownership Franchisee Self- Self-

As at 31 owned Entrusted owned Total Entrusted owned Total  Grand
December 2005 Spa Spa Spa Spa Counter Counter Counter Total
PRC 1,415 28 3 1,446 22 77 99 1,545
Taiwan 527 - 9 536 - - - 536
Others 38 - 2 40 - - - 40
Total 1,980 28 14 2,022 22 77 99 2,121
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Store Number by Ownership
As at 31 December 2005

PRC
Taiwan
Others

Total

Revamp Brand Image

We recognized the needs to transform our brand image thr

Franchisee
owned Entrusted Self-owned Total
1,415 50 80 1,545
527 - 9 536
38 - 2 40
1,980 50 91 2,121

stay competitive. The brandr  evamp can be summarized in five main ar eas:

. New Logo

. New Franchise Stor e Image
. Existing Franchise Spa Stor

. Product Repackaging

. Website Relaunch

New Logo

We are pleased to r eceive countless applauses on our new logo design, and the new logo
have been incorporated in all range of pr

carrying bags.

e-Fr ont Revamp

oducts, ranging fr

ough a mor e active strategy , to

om name car d, stationery to
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New Franchise Store Image

Similar to our logo, all new franchise spas need to have ar efr eshing and eye-catching image
to attract and r etain customers. W e have set up model spas/image shop for potential
franchisees. W e will continue to pr  omote and encourage existing franchisees to upgrade to
the new franchise stor e image upon theirr enewal orr enovation of their spas.

Existing Franchise Spa Store-Front Revamp

Since we have a vast network of franchise spas and it is impractical to r equest all the
franchisees to r enovate their spas accor ding to our new franchise stor e image, we have an
interim arrangement, for the existing franchise to r evamp their spa, with minimum ef  forts and
financial r esour ces. As of 31 December 2005, ther e wer e 611 franchise spas have completed
their stor e revamp.
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Product Repackaging

Our brand r evamp is also extended to pr ~ oduct package. W e have r e-designed all our pr  oduct
packages. In or der to of fer a consistent image, we have simplified our package type of over

700 products in mor e than 200 various forms, and tur  ned into 24 standar d forms only . As at
31 December 2005, ther e wer e 60 products have their pr oduct packages changed. W e
expect to complete the pr  oduct r epackage exer cise by end of 2006.

All our new packages ar e costing less than the original packages, with cost saving ranging

from RMBO0.06 to RMB12.14. W e believe our r epackaged pr oducts not only would impr  ove
the pr ofit margin, the appealing look would also drive the sales of home-use pr oducts in the
spas, one of our initiatives to further boost the stor e sales of each franchisee.

Website Relaunch

To facilitate the end customers and franchisees, we have r e-launched our websites in PRC in
2005 to realign the r evamped image and to enrich the contents. The website pr ovides all
sorts of beauty tips, company activities, pr oduct information and online shopping to the end
customers. Ther e is also a section dedicated to potential franchisees. As at 31 December
2005, ther e wer e 1,136 visitors have pr ovided personal details and inter  ested in becoming
one of our franchisees. The website, also has a Business-to-Business (“B2B”) portal for
franchisees to or  der their goods online.

Logistics

We had collaborated with China Post in 2005 to centralize our war ehouses in mor e than 10
locations in China. W e had set up thr ee logistics centr es with China Post. China Post was
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responsible for the war ehouse management, inventory management and logistics of the
delivery of pr oducts. Capitalized on our experience in collaboration with China Post, we
believe it would be mor e cost ef fective in enhancing the inter  nal supply chain management
and building our own distribution systems. W e are curr ently managing the thr  ee war ehouses
in Shanghai, Beijing and Guangzhou to cover the whole PRC. The delivery of pr oducts, is
curr ently out-sour ced to other logistics companies in China.

Research & Development

In or der to maintain its competitive edge, the Gr oup takesr esear ch and development seriously
with a view to impr ove the quality of its existing pr ~ oducts and develop new pr oducts. The
Group has been collaborating with overseas cosmetic companies on technological
development and imported Eur  opean, American, Japanese and Australian biotechnology
materials and applied them in over 700 NB’ s products. The Gr oup’s resear ch and development
team comprises 13 members and a number of overseas consultants with experience and
expertise in cosmetics, medical, pharmacy and bio-chemistry . NB’s products ar e constantly
enhanced and modified with new ingr ~ edients developed by its r  esear ch and development
team. The Gr oup believes that the collaboration of dif fer ent expertise and experience within
the team together with Dr . Tsai’s over 30 years of industry experience and knowledge can

help developing high quality beauty and skin car e products. NB principally uses natural
ingr edients in pr oducing its pr oducts and have special formulation to especially suit the
needs of the delicate skin of oriental women. NB’ s products ar e attentive to the skin’ s natural

metabolism and its benefitsar e long-lasting.

In developing new pr oducts, the r esear ch and development team will take into account the
feedback and advice fr om senior management of the Gr  oup. Pr ototype of new pr oducts will
be distributed to over 1,000 of selected senior beauty pr ofessionals. In accor dance with the
outcome of the tests, r  efinements or modifications to the pr oducts may be made, prior to its
full commer cial launch thus ensuring the quality ~ , effectiveness and safety standar d of NB’s
products. Wher e a product r equir es registration with r  elevant authorities, it will be done prior

to the launch in the market. AlNB pr  oducts ar e assur ed to meetallr elevantr egulations.

In addition to NB’ s dedicated r esear ch and development team, NB has collaborated with a
leading r esear cher, Dr. Chen Ji Dai, in the field of human genome and stem cell technology ,
in the development of anti-aging NB-1 pr ~ oduct family and other pr  oducts for spotr emoving,
whitening, anti-allergy and slimming. Combining Dr . Tsai’s over 30 years of experience in the
beauty and skin car e industry and together with the str  ong backgr ound of itsr esear ch and
development staf f, NB has the competitive advantages in the r esear ch and development of
beauty and skin car e products.

The total r esear ch & development cost for the year ended 31 December 2005 amounted to
HK$1.3 million (2004: HK$2.0 million).

Products

After the successful launch of our flagship pr oduct, anti-aging NB-1 series in late 2003 and
NB-1 Whitening series in 2004, this year the Gr  oup also launched NB-1 anti-allergy  , pore
refining series and six kinds of health supplement to our pr oduct line. In 2005, ther e were
over 45,000 sets/bottles of NB-1 Series wer e sold with a tur nover of HK$45.8 million.

Natural Beauty Bio-Technology Limited Annual Report 2005



We continue to enrich our pr  oduct range in 2005, apart fr om the NB-1 whitening series,
ther e wer e also health supplement and body sculpturing lingerie added. T otal sales for
the health supplement and body sculpturing lingerie for the year ended 31 December

2005 wer e HK$7.8 million and HK$5.8 millionr  espectively .

Information Technology

The Gr oup starts to implement ERP system by Oracle to link up the key decision making
process thr oughout the Gr oup’s value chain. The ERP system is expected to enhance
the Gr oup’s information flow , and to enable the generation of mor e accurate and timely
production planning and sales for  ecast.

The implementation of the ERPIn T aiwan was completed and the implementation in PRC
is expected to be completed in 2006.

Human Resources

As at 31 December 2005, the Gr oup had a total of 878 employees, of which 682 wer e
based in PRC, 177 in T aiwan and 19 in other ar eas. Total r emuneration (excluding
dir ectors’ emoluments) for the year ended 31 December 2005 was appr opriately H K$62.7
million (2004: HK$52.7 million), includingr  etir ement benefits cost of HK$6.0 million (2004:
HK$5.9 million). Competitiver  emuneration packages ar e maintained to attract,r  etain and
motivate capable staf fand ar e reviewed on a periodical basis.

The Gr oup maintains good employee r  elations and is committed to employee training
and development. Pr ofessional training courses ar e of fer ed to beauticians employed by
the Gr oup and its franchiseesonar  egular basis to pr omote and maintain the quality and
consistency of the services pr  ovided.

In addition, the Gr oup adopted a shar e option scheme on 11 Mar ch 2002, for the
purpose of pr oviding incentives and r  ewar ds to eligible participants who contributed to

the success of the Gr  oup’s operations. The Dir ectors may , at their discr etion, invite any
employee or dir ector of the Gr oup and any qualified person as set out in the scheme, to
subscribe for shar es. Up to the date of this document, no shar e option had been granted
under the shar e option scheme.

Capital Expenditures

The Gr oup’s major capital expenditur  es wer e related to self-owned spas and machinery
in our factories. Ther e wer e HK$24.9 million additions to fixed assets in 2005 (2004:
HK$14.2 million), of which included apr  operty pur chased in Guangzhou for HK$12.9 to
expand the r egional T raining Centr e for the souther n Chinar egion.

Franchisees ar e responsible for the capital expenditur es of their spas.
Since our factoriesin PRCand T aiwan still have spar e capacities, curr ent utilization rate

estimated at ar ound 70%. The management does not anticipate the need for any new
factory in the near futur  e.
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OUTLOOK
Natural Beauty’ s has been the leading pr  ofessional beauty pr  oducts & spa services pr  ovider
in Gr eater China.

Looking ahead, we will continue to maintain our leading position in T aiwan spa market and
we will continue to focus in the PRC, to captur e this fast expanding market. W e have defined

plans for expansion and also plans to maximize our r evenues and pr ofitability .

Measur es toimpr ove same stor e sales:

. Revamp corporate and stor e image to attract new customers

. New package design to stimulate home-use pr oducts sales

. Intr oduction of various skin-car e products and health supplements to enrich the
product line.

Plan for expansion of franchise network:
. To incr ease 200 quality stor es in 2006

New r evenue sour ces:

. Training fee fr om courses pr ovided to other inter ested parties including:
a Training for Corporations like Sephora;
b) Training for individuals including 10 dif fer ent licensed courses; and
o] CCTV-MTV summer training camp to target university & college students
. Management fee to be collected fr  om new franchisees.

With the r elentless pursuit of excellence, we ar e confident that we will continuetor  ealize our
strategies and to r emain as the leading pr ofessional beauty pr oducts and spa services
providerin Gr eater China.
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REPORT ON CORPORATE GOVERNANCE

ERERRE

The Board and management of the Company are committed to maintaining high standards of corporate governance.
The Board had adopted Corporate Governance (“CG”) Guideline (available on website: www.nblife.com) which gives
guidance on how corporate governance principles are applied to the Company.

The Company applied the principles and compiled with all the code provisions set out in Appendix 14 Code of
Corporate Governance Practices (the “Code”) of the rules governing the listing of securities on The Stock Exchange
of Hong Kong Limited (the “Listing Rules”) throughout with certain deviations in respect of the appointment of
Directors. The following summarises the Company’s corporate governance practices and explains deviations, if any,
from the Code.

In addition to complying with applicable statutory requirements, we aim to continually review and enhance our
corporate governance practices in light of local and international best practices.

STATEMENT OF COMPLIANCE

A. Directors

Al. The Board

Code Principle

The board should assume responsibility for leadership and control of the issuer; and be responsible for directing and
supervising the issuer’s affairs.

Key Corporate Governance Principles and Natural Beauty’s Practices
Code provisions Alignment? Governance procedures for Natural Beauty

At least four board meetings a year. v * There were eight board meetings in 2005.
« Details of Directors’ attendance records in 2005:

Remuneration Audit
Committee Committee Board

Meeting Meeting Meeting

Executive Directors

Dr. TSAI Yen Yu n/a n/a 8/8
Mr. LEE Ming Ta nfa nfa 8/8
Mr. SU Chien Cheng 11 212 8/8
Dr. SU Sh Hsyu nfa nla 8/8

Independent Non-Executive

Directors
Mr. YEH Liang Fei 11 212 3/8
Mrs. CHEN Shieh Shu Chen 11 212 3/8
Mr. CHEN Ching 11 212 3/8
All directors be given an opportunity v Directors are consulted to include any matter in the agenda
to include matters in the agenda for for regular Board meetings.

regular board meetings.
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Code provisions

Notice of at least 14 days be given
of a regular board meeting.

Access to advice and services of the
company secretary.

Minutes of meetings kept by
company secretary and open for
inspection.

Draft and final minutes sent to all
Directors for comments within a
reasonable time.

Agreed procedure for Directors to
seek independent professional advice
at the company’s expense.

If a substantial shareholder/ director
has a conflict of interest in a material
matter, board meeting should be
held. Such director must abstain from
voting and not be counted in
quorum.

Alignment?

v

Natural Beauty Bio-Technology Limited Annual Report 2005

Governance procedures for Natural Beauty

The Company generally gives notice and draft agenda of
regular Board meetings at least 14 days in advance. The
Company aims at giving reasonable notice generally for all
other Board meetings.

All Directors have access to the Company Secretary who is
responsible for ensuring that Board procedures are complied
with and advises the Board on corporate governance and
compliance matters.

The Company Secretary is responsible for taking minutes of
Board and Board Committee meetings, which would be sent
to Directors within a reasonable time (generally within 14
days) after each meeting and would be made available for
inspection by Directors/committee members.

Natural Beauty’s corporate governance guidelines provide
for Directors taking independent professional advice at the
Company’s expense.

Full Board meetings will be held instead of by way of
circulation, for any material transactions with connected
persons. Independent Non-Executive Directors who, and
whose associates, have no material interest in the transaction
should be present at such meeting.

The Company’s articles provide for voting and quorum
requirements conforming with Code requirements.



A2. Chairman and Chief Executive Officer

Code Principle

Clear division of responsibilities — separate offices of chairman and chief executive officer to ensure a balance of
power and authority.

Code provisions Alignment? Governance procedures for Natural Beauty

Roles of chairman and chief v Dr. TSAI Yen Yu serves as the Chairman and Mr. Lee Ming
executive officer should be separate; Ta serves as the CEO. The Chairman focuses on Group
clearly established and set out in strategic and Board issues. The Managing Director has overall
writing. chief executive responsibility for Group operations and

development generally.

The Chairman should ensure all v The Chairman has a clear responsibility to provide the whole
directors be briefed on issues arising Board with all the information that is relevant to the discharge
at the board meeting. of the Board’s responsibilities.

The Chairman should ensure v The Company aims to continually improve on the quality and
directors to receive adequate timeliness of the dissemination of information to Directors.
information. (See Section A6 — “Supply of and access to information” for

further details)

A3. Board composition

Code Principle

The board should have a balance of skills and experience appropriate to the requirements of the business of the
issuer, which also consists of a balanced composition of executive and Non-Executive Directors (including independent
Non-Executive directors) so that independent judgment can effectively be exercised.

Code provisions Alignment? Governance procedures for Natural Beauty

Identify the independent Non- v Composition of the Board, by category of Directors, including
Executive directors in all corporate names executive Directors and Independent Non-Executive
communications. Directors are disclosed in all corporate communications.
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A4. Appointments, re-election and removal
Code Principle

Formal, considered and transparent procedures should be established for the appointment of new directors. Significant
emphasis should also be placed on issue of succession planning.

Code provisions Alignment?

Non-Executive directors should be v
appointed for a specific term, subject
to re-election.

All directors appointed to fill a casual v
vacancy should be subject to election

at the first and subsequent general

meeting.

Every director should be subject to v

rotation at least once every three
years.

Natural Beauty Bio-Technology Limited Annual Report 2005

Governance procedures for Natural Beauty

All directors, including Executive and Non-Executive Directors
serve three-year terms, and are subject to re-election.

According to the Articles of the Company, new directors
appointed shall hold office only until the next following Annual
General Meeting (“AGM”). Subject to shareholders’ approval
at the forthcoming AGM, new Directors are required to submit
themselves to election at the first general meeting (either
AGM or Extraordinary General Meeting) following their
appointment.

At each annual general meeting, one-third of the Directors
(including Executive and Non-Executive Directors), or, if their
number is not three or a multiple of three, then the number
nearest to, but not exceeding, one-third, shall retire from
office by rotation. The Directors to retire in every year shall
be those who have been longest in office.



A5. Responsibilities of directors
Code Principle

All directors (including Non-Executive directors) are required to keep abreast of their responsibilities as a director of
an issuer and of the conduct, business activities and development of that issuer.

Code provisions

Every newly appointed director
should receive a comprehensive,
formal induction to ensure that he
has a proper understanding of the
business; his responsibilities under
the Listing Rules, applicable
regulatory requirements, business
and governance policies of the
issuer.

Functions of Non-Executive directors
include:

— bring an independent judgment
at the board meeting

— take the lead where potential
conflicts of interests arise

— serve on committees if invited

— scrutinise the issuer’s performance.

Directors should ensure that they can
give sufficient time and attention to
the affairs of the issuer.

Directors must comply with their
obligations under the Model Code set
out in Appendix 10.

Alignment?

v

Governance procedures for Natural Beauty

On appointment, new Directors will be given a comprehensive
orientation training by the Company’s legal counsel, to explain
the responsibilities and duties, and other regulatory
requirements.

The Company Secretary is responsible for keeping all
Directors updated on Listing Rules and other statutory
requirements.

All independent Non-Executive Directors are members of the
two standing committees of the Board, namely the Audit
Committee and Remuneration Committee.

There is satisfactory attendance for Board and Board
Committee meetings in 2005.

Throughout the year, Directors complied with the required
standards of the Model Code set out in Appendix 10 to the
Listing Rules regarding Directors’ securities.
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AB. Supply of and access to information

Code Principle

Directors should be provided in a timely manner with appropriate information so as to enable them to make an
informed decision and to discharge their duties and responsibilities.

Code provisions Alighment?  Governance procedures for Natural Beauty

Board papers should be sent to all v Board papers are sent to all Directors at least three days
directors at least three days before before the date of board/committee meeting.

the date of board/committee

meeting.

Each director should have separate v Senior management are from time to time brought into formal
and independent access to senior and informal contact with the Board at board meetings and
management. other events.

Directors are entitled to have access v Board papers and minutes are made available for inspection
to board papers; steps must be by Directors and Committee Members.

taken to respond properly and fully
to director queries.

B. Remuneration of Directors and Senior Management

B1l. The level and make-up of remuneration and disclosure

Code Principle

A formal and transparent procedure should be established for setting policy on Executive Director remuneration and
for fixing the remuneration packages for all directors. No director should be involved in deciding his own remuneration.

Code provisions Alighment?  Governance procedures for Natural Beauty

Issuers should establish a v Natural Beauty set up a Remuneration Committee in 2005.
remuneration committee with specific Full terms of reference are available on the Company’s
written terms of reference (containing website: www.nblife.com.

the minimum prescribed duties)
which information is available on
request or on the website.

The committee should consult the v Three of the Directors’ service contract were expired during
chairman and/or chief executive the year. With reference to the remuneration committee
officer regarding proposed charter, each committee member had carefully reviewed and
remuneration of other executive considered the terms of the expired service contracts,
directors and have access to contribution of each of the Directors to the Group, the
professional advice where necessary. Directors’ experience in the beauty and spa business and

the market rate paid by comparable companies.

The terms of the renewed service contracts of each of the
Directors were remain unchanged and renew for another three

years.
The remuneration committee should v Independent professional advice will be sought to supplement
be provided with sufficient resources internal resources where appropriate.

to discharge its duties.
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C. Accountability and Audit
C1. Financial reporting
Code Principle

The board should present a balanced, clear and comprehensible assessment of the company’s performance, position

and prospects.

Code provisions Alignment?

Management to provide explanation v
and information to enable board to

make informed assessment of

relevant matters.

Acknowledgement of director v
responsibility for preparing the
accounts; a statement by the
auditors regarding reporting
responsibilities in auditors’ report.

Board responsibility to present a v
balanced, clear and understandable
assessment in annual/interim reports,

price sensitive announcements; other

financial disclosures/reports under

the Listing Rules and statutory
requirements.

Governance procedures for Natural Beauty

Directors are provided with reports on the management’s
strategic plans, updates on lines of business, financial
objectives, plans and actions.

The Directors are responsible for keeping proper accounting
records and preparing accounts of each financial period,
which give a true and fair view of the state of affairs of the
Group and of the results and cash flow for that period. In
preparing the accounts for the year ended 31st December,
2005, the Directors have:

 approved the adoption of all applicable Hong Kong
Financial Reporting Standards which are issued by the
Hong Kong Institute of Certified Public Accountants;

« selected and applied consistently appropriate accounting
policies;

e made judgements and estimates that are prudent and
reasonable;

e prepared the accounts on the going concern basis.

A statement by the auditors about their reporting
responsibilities is included in the Report of the Auditors on
page 82.

The Board will present a balanced, clear and understandable
assessment to annual and interim reports, other price-
sensitive announcements and other financial disclosures
required under the Listing Rules, and reports to regulators
as well as to information required to be disclosed pursuant
to statutory requirements.
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C2. Internal controls
Code Principle

The board should maintain a sound and effective internal controls system to safeguard the shareholders’ investment

and the issuer’s assets.
Code provisions
The directors should at least annually

conduct a review of the effectiveness
of the system of internal controls.

C3.  Audit Committee
Code Principle

Alignment?

v

Governance procedures for Natural Beauty

The Board has overall responsibility for the system of internal
controls and for reviewing its effectiveness. Management
regularly reviews the effectiveness of the risk management
and system of internal controls and compliance with best
practices. The Executive Directors and Financial Controller
also report to the Audit Committee twice a year on key
findings regarding internal controls. The Audit Committee, in
turn, communicates any material issues to the full Board.

The audit committee should have clear terms of reference, including arrangements for considering how it applies the
financial reporting and internal controls principles. The committee should maintain an appropriate relationship with

the company’s auditors.

Code provisions

Minutes be kept by a duly appointed
secretary; and should be sent to all
committee members within a
reasonable time.

A former partner of the existing
auditors should not sit on the Audit
Committee.

The terms of reference of audit
committee (containing the minimum
prescribed duties) be made available
on request and on the website.

Disclosure — statement from the audit
committee explaining its
recommendation on the
appointment, resignation or dismissal
of external auditors; express
disclosure where the board disagrees
with the committee’s view.

The audit committee should be
provided with sufficient resources to
discharge its duties.

Natural Beauty Bio-Technology Limited Annual Report 2005

Alighment?

v

Governance procedures for Natural Beauty

Draft minutes prepared by the Company Secretary are sent
to members within 14 days of each meeting.

None of the three Audit Committee members are former
partners of the external auditors.

Full terms of reference (Audit Committee Charter) are available
on website: www.nblife.com.

Audit Committee recommended to the Board (which in turn
endorsed the view) that, subject to shareholders’ approval at
the forthcoming AGM, Deloitte Touche Tohmatsu be
reappointed as the external auditors for 2006.

There is an agreed procedure for Audit Committee members
to take independent professional advice at Company’s
expense.



D. Delegation by the Board
D1. Management functions
Code Principle

An issuer should have a formal schedule of matters reserved to the board for its decision. The board should give clear
directions to management as to the matters that must be approved by the board before decisions are made on behalf of

the issuer.

Code provisions

Board must give clear directions as
to the powers of management,
including circumstances where
management should obtain prior
approval from the board.

Formalise the functions reserved to
the board and those delegated to
management.

D2. Board Committees
Code Principle

Alignment?

v

Governance procedures for Natural Beauty

There is a defined schedule of matters reserved for full Board
decision, including:

- Long-term objectives and strategies;

— Extension of group activities into new business areas;

— Annual budgets;

— Preliminary announcements of interim and final results;

— Dividend;

— Material banking facilities;

— Material acquisitions and disposals;

— Material connected transactions;

— Annual internal controls assessment; and

— Appointments to the Board following recommendations
by the Nomination Committee.

Board committees should be formed with specific written terms of reference that deal clearly with the committees’

authority and duties.

Code provisions

Clear terms of reference to enable
proper discharge of committee
functions.

The terms of reference should require
committees to report their decisions
to the board.

Alignment?

v

Governance procedures for Natural Beauty

The Board has established two Board Committees (Audit
Committee and Remuneration Committee) with specific terms
of reference available at the Company’s website
www.nblife.com.

Board Committees present their respective reports to the

Board after each meeting, which reports address their work
and findings.
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E. Communication with Shareholders

El. Effective communication

Code Principle

The board should endeavour to maintain an on-going dialogue with shareholders and in particular, use annual
general meetings or other general meetings to communicate with shareholders and encourage their participation.

Code provisions Alignment? Governance procedures for Natural Beauty

A separate resolution be proposed v Separate resolutions are proposed at the meeting on each
by the chairman for each substantially separate issue, including the election of individual
substantially separate issue. Directors.

The chairman of the board should v All Executive Directors, Independent Non-Executive Directors,
attend the general meeting and and Chairman of Audit and Remuneration Committees are
arrange for the chairmen of the audit, requested to attend the forthcoming annual general meeting.

remuneration and nomination
committees to be present.

E2.  Voting by poll

Code Principle

The issuer should regularly inform shareholders of the procedure for voting by poll and ensure compliance with the
requirements about voting by poll contained in the Listing Rules and the constitutional documents of the issuer.

Code provisions Alignment? Governance procedures for Natural Beauty
Disclosure in general meeting v Procedures for demanding a poll were set out in the notice
circulars of procedures and rights of of AGM. These procedures were also explained during the
shareholders to demand a poll. AGM proceedings.

Ensure that votes cast are properly v A representative of the Company’s Share Registrar, Hong
counted and recorded. Kong Registrars Limited was appointed as scrutineer.
Chairman of meeting should v Poll results were published in major Hong Kong newspapers
adequately explain the poll on the business day following the meeting and posted on
procedures at commencement of the websites of the Stock Exchange.

meeting.

ADDITIONAL CORPORATE GOVERNANCE AREAS

Institutional shareholder communications

We regard it important to enter into a dialogue with institutional shareholders based on mutual understanding of
objectives. An Executive Director and Group Financial Controller participated in three road shows during the year
covering London, Beijing and Hong Kong.

Natural Beauty Bio-Technology Limited Annual Report 2005
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Aged 59, is the founder and the Chairman of the Group. Dr. Tsai founded the Group in 1972
and is responsible for the Group’s overall management, strategic planning and development,
and formulation of company policies and business strategy. Dr. Tsai is a renowned professional

beauty expert in Taiwan as well as in the PRC and has been engaged in the beauty and skin

care industry over 30 years. In these years, Dr. Tsai has been awarded numerous honours,
positions and prizes including:

>
>

v

VVVVVYVYY

Top 20 most influential businesswomen in Taiwan

Honorary Doctor of Commerce, Dewey University, the United States of America (the
“Us”)

Outstanding Entrepreneurs of Taiwan awarded by Taiwan Women’s Business
Association

Chairwoman of Industrial Cooperation Program in Tamkang University, Taiwan
Chairwoman of Taiwan Beautician Association, Sessions VI

Vice Chairwoman of Taiwan Golden Trademark Association, Session Il

Principal supervisor of Taiwan Intellectual Property Protection Association

Principal consultant in National Beauty Parlor Association of the PRC

Honorary Principal of Chungming High School in the PRC

“Bai Yu Lan” Award by the Shanghai City Government

Aged 59, the husband of Dr. Tsai, is an executive director of the Group and is responsible for
the general administration and internal management of the Group. Prior to joining the Group
in 1993, Mr. Lee had worked for various financial institutions at senior management level for
over 10 years in corporate management and staff training. Mr. Lee graduated in Fengchia
University in Taiwan with a bachelor degree in Banking and Insurance.
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Executive Director: Su Chien Cheng

Aged 34, the son of Dr. Tsai, is an executive director of the Group and Vice President of
Natural Beauty Cosmetics Company Limited (“NB Taiwan”). He is responsible for the financial
management and sales and marketing of the Group. Mr. Su graduated from the University of
Westminster with a master degree of business administration and is also a doctorate candidate
of the Shanghai University of Finance and Economics of the PRC. He joined the Group in
1999.

Executive Director: Su Sh Hsyu

Aged 32, the daughter of Dr. Tsai, is the Managing Director & CEO, China. Furthermore, she
has been appointed as an Executive Director of the Group since September 21, 2004. She is
responsible for managing the business and overseeing the operation in the PRC. She advises
the Group in various aspects including i) strategic planning and development, ii) project
management involving in the full process from development to roll-out of products and
services, iii) exploring new distribution channels and advising on the enhancement of the
existing ones and iv) identifying potential strategic partner and involving in the negotiation of
partnership. Dr. Su graduated from the London School of Economics with a master of
science degree in industrial relations, personnel management and human resources
management and obtained her PhD in International & Comparative Education, Columbia
University in New York, US. Dr. Su had been actively engaged in the marketing and business
development of the Group in Taiwan and the PRC during the period from 1998 and 2000.

Independent Non-executive Director: Yeh Liang Fei

Aged 74, worked in the police force of Taiwan for more than 40 years. Mr. Yeh held senior
positions in several police bureaus in Taiwan. After his retirement from the police force, Mr.
Yeh was appointed the honorary President of Ta Feng Securities Co., Ltd. in Taiwan. He is
very experienced in administration and human resources management in large organisations.
Mr. Yeh graduated from Central Police Officer College of Taiwan. He was appointed as the
Company’s independent non-executive director in March 2002.

Independent Non-executive Director: Chen Shieh Shu Chen

Aged 51, is a director of Taipei Australia International Investment Pty. Ltd., a company
engaged in real estate development in Australia. Mrs. Chen is also a director of Ho Yin
Garments Manufacturing Co., Ltd. in Taiwan. She has been a director of Taipei Australia
International Investment Pty. Ltd. for over 10 years and is experienced in property investment,
general management and global trading. Mrs. Chen graduated from SooChow University of
Taiwan with a bachelor degree of Arts in History. She was appointed as the Company’s
independent non-executive director in March 2002.

Natural Beauty Bio-Technology Limited Annual Report 2005



Independent Non-executive Director: Chen Ching

Aged 43, is the Independent Non-Executive Director of the Group. He is also the Managing
Partner of Dinkum & Co, CPAs in Taiwan and has over 14 years of experience in accounting.
He was a part-time lecturer of the Accounting Information Department in Takming College
from 2000 to 2001 and Accounting Department in Chung Kuo Institute of Technology from
2001 to 2002, respectively, both of which are tertiary academic institutions in Taiwan. Mr.
Chen is an Independent Director of Yufo Electronics Corporation, a company listed on the
GreTai Securities Market (Over-The-Counter Market) in Taiwan. Mr. Chen graduated from the
National Cheng-Chi University with a master of science degree in accounting and is a
member of Certified Public Accountants Association of Taiwan.

Senior Management: Chen Hwa Lien

Aged 57, is the Head of Administration for NB Shanghai and is responsible for the
administration, logistics and human resources of the Group’s PRC operation. Prior to joining
the Group in 1993, Ms. Chen had over 10 years of regional administrative experience in
Taiwan. She is one of the key employees for the Group’s expansion in the PRC.

Senior Management: Lin Fu Shui

Aged 56, is the Chief Executive Officer of NB Taiwan and is responsible for the Group’s
operations, business planning and human resources in Taiwan. Mr. Lin holds a bachelor’s
degree in Economics from Tunghai University of Taiwan and has over 30 years of experience
in corporate management in Taiwan. Prior to joining the Group in 2002, Mr. Lin has served
senior management positions in various enterprises, including Family Mart Co. Ltd. and Pao
Long International Co. Ltd..

Senior Management: Yan Yi Ling

Aged 45, is the Head of accounting and finance for NB Shanghai and is responsible for the
financial management and accounting function of the Group’s PRC operation. Ms. Yan holds
a master degree in Statistics from West Virginia University in the US. Prior to joining the
Group in 2000, Ms. Yan worked in various commercial bank holding management position
and has over 10 years of working experience in internal control and business administration.

Senior Management: Lin Min Ju

Aged 44, is the head of Sales for NB Taiwan and is responsible for the planning, development
and operation of the franchise programme in Taiwan, the supervision of the dedicated counters
sales activities, marketing and promotional activities in Taiwan. Ms. Lin holds a Diploma in
Apparel Design from Shih Chien University of Taiwan and has studied Business Management
in Tamkang University of Taiwan and Linguistic Science in Michigan State University. Prior to
joining the Group in 1993, Mr. Lin worked in a German cosmetics group and The Body Shop
Taiwan.
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Senior Management: Wang Pang Chi

Aged 53, is the Head of administrative division for the Group and is responsible for daily
overall administration and operation of the Group. Mr. Wang studied banking management
in a business college at Tamsui in Taiwan and has-accumulated many years of experience
in corporate management. Mr. Wang joined the Group in 1981.

Senior Management: Fong Chiu Hsia

Aged 51, is the head of accounting and finance for NB Taiwan and is responsible for the
financial management and accounting function of the Group’s Taiwan Business. Prior to
joining the Group in 1980, Ms. Feng worked in an international accounting firm and has
served management positions in a number of corporations in the region and has over 30
years of experience in accounting, finance and auditing.

Senior Management: Yang Chiao Ling

Aged 33, is the Chief Operation Officer of NB Taiwan and is responsible for the sales and
marketing of our franchise operation, self-own spas, as well as the branding in Taiwan.
Ms. Yang was graduated from Shih-Chien University in Taiwan and also studied in Fashion
Institute of Technology in New York. Prior to joining the Group in 2003, Ms. Yang had
been working in various organizations, such as Otto, Citibank etc., in the field of
merchandising and marketing. She is also the wife of Su Chien Cheng.

Senior Management: Chung Ning Hsiang

Aged 34, is the Public Relations Assistant Vice President of NB Taiwan, and is responsible
for the coordination of promotional activities and public relations with media in Taiwan.
Prior to joining the Group in 2000, Ms. Chung was working as a Legal and Public
Relations Supervisor for another beauty company in Taiwan.

Senior Management: Chan Yan Kwan, Andy

Aged 37, is the Financial Controller and Company Secretary of the Group. Mr. Chan is
responsible for the financial planning and monitoring. He graduated from the University of
Hull in the UK with a bachelor’s degree in economics (economics and accounting) in
1992. He is an associate member of the Hong Kong Institute of Certified Public
Accountants and a fellow member of the Association of Chartered Certified Accountants.
Prior to joining the Group in July 2004, Mr. Chan worked in an international accounting
firm and had served senior financial positions in a NASDAQ listed company and a renowned
German exhibition company.
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DIRECTORS’ REPORT : EEE&if4=

The directors present their annual report and the audited financial
statements for the year ended 31 December 2005.

PRINCIPAL ACTIVITIES

The Company acts as an investment holding company. The Group
is principally engaged in (a) manufacturing and selling of skin
care, beauty and aromatherapeutic products and (b) provision of
skin treatments, beauty and spa services and skin care consulting
and beauty training. The principal activities of its subsidiaries are
set out in note 40 to the financial statements.

RESULTS AND APPROPRIATIONS
The results of the Group for the year ended 31 December 2005
are set out in the consolidated income statement on page 84.

An interim dividend of HK$0.009 per share and a special dividend
of HK$0.004 per share were paid to shareholders during the year.
The directors now recommend the payment of a final dividend of
HK$0.020 per share to the shareholders on the register of
members on 28 April 2006, amounting to approximately
HK$40,000,000. Details of the dividends are set out in note 14 to
the financial statements.

MAJOR CUSTOMERS AND SUPPLIERS

The aggregate sales and purchases attributable to the Group’s
five largest customers and suppliers were less than 30% of the
Group’s total turnover and purchases for the year, respectively.

INVESTMENT PROPERTIES

The Group’s investment properties at 31 December 2005 were
revalued by an independent firm of professional property valuers
on a fair value basis. The revaluation increase of approximately
HK$4.5 million has been recognised in the income statement.
Details of movements during the year in the investment properties
of the Group are set out in note 16 to the financial statements.

PROPERTY, PLANT AND EQUIPMENT

Details of movements during the year in the property, plant and
equipment of the Group are set out in note 17 to the financial
statements.
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DIRECTORS’ REPORT : EEE&if4=

SHARE CAPITAL
Details of the share capital of the Company are set out in note 31
to the financial statements.

DIRECTORS
The directors of the Company during the year and up to the date
of this report were:

Executive directors:

Dr. Tsai Yen Yu (alias Dr. Tsai Yen Pin)
Mr. Lee Ming Ta (alias Mr. Lee Ming Tah)
Mr. Su Chien Cheng

Dr. Su Sh Hsyu

Independent non-executive directors:
Mr. Yeh Liang Fei

Mrs. Chen Shieh Shu Chen

Mr. Chen Ching

In accordance with Clause 117 of the Company’s articles of
association, Dr. Tsai Yen Yu and Dr. Su Sh Hysu will retire by
rotation and, being eligible, will offer themselves for re-election at
the forthcoming annual general meeting.

The Company has received, from each of the independent non-
executive directors, an annual confirmation of his independence
pursuant to Rule 3.13 of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) (the “Listing Rules”). The Company considers
all of the independent non-executive directors are independent.

All the independent non-executive directors are members of the
Company’s Audit Committee and Remuneration Committee.

DISTRIBUTABLE RESERVES OF THE COMPANY

As at 31 December 2005, in the opinion of the directors of the
Company, the Company’s reserves available for distribution to
shareholders were approximately HK$391,833,000 which
represents the share premium and accumulated profits of the
Company.
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DIRECTORS’ REPORT : EEE&if4=

DIRECTORS’ SERVICE CONTRACTS

The directors’ service contracts entered into between the Company
and all executive directors were for a term of three years,
commencing from 11 March 2002, in the case of Dr. Tsai Yen Yu
(“Dr. Tsai”), Mr. Lee Ming Ta (“Mr. Lee”) and Mr. Su Chien Cheng
(“Mr. Su”) and from 21 September 2004 in the case of Dr. Su Sh
Hsyu (“Dr. Su”). The service contracts of the independent
non-executive directors were also for a term of three-years,
commencing from 11 March 2002 in the case of Mr. Yeh Liang
Fei (“Mr. Yeh”) and Mrs. Chen Shieh Shu Chen (“Mrs. Chen”) and
from 21 September 2004 in the case of Mr. Chen Ching
(“Mr. Chen”). These service contracts may be terminated by either
party giving to the other not less than three calendar months’
notice in writing. The service contracts of Dr. Tsai, Mr. Lee, Mr. Su,
Mr. Yeh and Mrs. Chen expired on 10 March 2005 and were
renewed for another three years on 11 March 2005. The initial
aggregate annual remuneration pursuant to such service contracts
is HK$2,988,000 (as to HK$1,000,000 to Dr. Tsai, HK$700,000
to Mr. Lee, HK$600,000 to Mr. Su, HK$600,000 to Dr. Su,
HK$20,000 to Mr. Yeh, HK$20,000 to Mrs. Chen and HK$48,000
to Mr. Chen) subject to an annual increment at the discretion of
the directors of not more than 10% of the annual remuneration
immediately prior to such increase.

For the year ended 31 December 2005, each of the executive
directors voluntarily agreed to waive the entitlement to certain
remuneration of approximately HK$2.9 million (2004: HK$2.8
million).

Each of Dr. Tsai, Mr. Lee, Mr. Su and Dr. Su is also entitled to a
management bonus. The aggregate amount of the bonuses
payable to these executive directors will not exceed 15% of the
audited consolidated profit attributable to equity holders of the
Company in respect of that financial year of the Group. For the
year ended 31 December 2005, the Board of Directors has decided
not to pay any management bonus under the said service
contracts.

Save as disclosed above, no director has any unexpired service
contract which is not determinable by the Group within one year
without payment of compensation, other than normal statutory
obligations.
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DIRECTORS’ REPORT : EEE&if4=

DIRECTORS’ INTERESTS IN SHARES

As at 31 December 2005, the interests of the directors, the chief
executives and their associates in the shares, underlying shares
and debentures of the Company and its associated corporations,
as recorded in the register maintained by the Company pursuant
to Section 352 of the Securities and Futures Ordinance (“SFO”),
or as otherwise notified to the Company and the Stock Exchange
pursuant to the Model Code for Securities Transactions by
Directors of Listed Companies (the “Model Code”) contained in
the Listing Rules, were as follows:

Long positions in shares and underlying shares of the
Company
Ordinary shares

EENRMOER
R-FTRAF+_A=+—"R EF E2TX
ANBRRE 2B AN LTRARR R H LR
BB HERDREST BALERARF
REZHZEMEGHRD (BFRHAEHEG]) E
352{FFEME LM HIRE ETRATE LT
ARAEFETEFRZNIZESTR ([BREST
A1) MEeRRAB RERMEERNT

RARARGRERBRBHFR
38

Number of ordinary shares

LEREA

% of the issued

share capital of

Family Corporate the Company

Name of directors interests interests mHAARBEHIT

EEna KIEHE & NEEE BABESSL

Dr. Tsai - 1,500,000,000 75.00%
2iE+ (Note 1)
(Htat1)

Mr. Su - 225,000,000 11.25%
BRCAE (Note 2)
(Krat2)

Dr. Su - 225,000,000 11.25%
B+ (Note 2)
(Htat2)

Mr. Lee 1,500,000,000 - 75.00%

FThE (Note 1)

(Ktax1)

76 Natural Beauty Bio-Technology Limited Annual Report 2005



DIRECTORS’ REPORT : EEE&if4=

DIRECTORS’ INTERESTS IN SHARES (continued)

Notes:

(1) The two references to 1,500,000,000 shares relate to the same
block of shares. Such block of shares are held by Efficient Market
Investments Limited (“Efficient Market”) which is beneficially owned
as to 70% by Dr. Tsai through Knightcote Enterprises Limited
(“Knightcote”).

Mr. Lee, the spouse of Dr. Tsai, is deemed to be interested in
1,500,000,000 ordinary shares of the Company.

(2) The two references to 225,000,000 shares are included in the
1,500,000,000 shares held by Efficient Market which Mr. Su and
Dr. Su each has 15% beneficial interest through Knightcote. Mr. Su
and Dr. Su are the son and daughter of Dr. Tsai respectively.

Other than as disclosed above, none of the directors, the chief
executive or their associates had any interests or short position in
any shares, underlying shares on debentures of the Company or
any of its associated corporations as at 31 December 2005.

SHARE OPTION
Particulars of the Company’s share option scheme are set out in
note 32 to the financial statements.

No share options were granted or exercised during the year ended
31 December 2005. At 31 December 2005, no share option of
the Company were outstanding.

ARRANGEMENTS TO PURCHASE SHARES OF
DEBENTURES

At no time during the year was the Company, its holding
companies, or any of its subsidiaries or fellow subsidiaries a party
to any arrangements to enable the directors of the Company to
acquire benefit by means of the acquisition of shares in, or
debentures of, the Company or any other body corporate.
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SUBSTANTIAL SHAREHOLDERS

As at 31 December 2005, the register of substantial shareholders
maintained by the Company pursuant to Section 336 of the SFO
shows that, the following shareholders had notified the Company
of relevant interests in the issued capital of the Company.

Long position in shares and underlying shares of the

Company
Ordinary shares of HK$0.10 each of the Company

Name of shareholder  Notes Capacity

FERRE

REIZZRF+-A=1+—H ARFAREES
MHEIGDIEIB6GRFENTIZRREMAEATR
UTHERREMERRRRERARRDETR
ZN:OR SRR

REAXAR BB RERKRGOTS

KN B % E (B0.10,% T £ & 48 i

Percentage
Number of of the issued
ordinary shares share capital

beneficially held  of the Company
BHEBE WBEXFABEST

BREAR it & g% LTERHE BRAE S
Efficient Market 1 Beneficial owner 1,500,000,000 75.00%
EREAA

Knightcote 1&2 Beneficial owner and held by a controlled corporation 1,500,000,000 75.00%
152 ERERALMRERZERE

Dr. Tsai 2&3 Beneficial owner and held by a controlled corporation 1,500,000,000 75.00%

gEL 2K3 ERERALMRERZERE

Mr. Su 4 Beneficial owner and held by a controlled corporation 225,000,000 11.25%

oLt ERBEAEARBXEGEERA

Dr. Su 5 Beneficial owner and held by a controlled corporation 225,000,000 11.25%

HEL ERERALMRERZERE

Notes: Bt -

1. Efficient Market is beneficially owned by Knightcote. 1. Efficient Marketff Knightcote ® z5 4 /5 °

2. The controlled corporation, Knightcote, is beneficially owned by 2. X #2255 B Knightcoten Bl & B+ #R AL E R

Dr. Tsai as to 70%, Mr. Su as to 15% and Dr. Su as to 15%.

3. These shares are attributable to Dr. Tsai in respect of her 70%
interest in Knightcote.

4. These shares are attributable to Mr. Su in respect of his 15%
interest in Knightcote.

5. These shares are attributable to Dr. Su in respect of her 15%
interest in Knightcote.

Other than the interests disclosed above, the Company has not
been notified of any other relevant interests or short positions in
the issued share capital of the Company as at 31 December
2005.
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DIRECTORS’ REPORT : EEE&if4=

CONNECTED TRANSACTIONS AND DIRECTORS’
INTEREST IN CONTRACTS

On 28 July 2005, a natural health food purchase agreement
(“Natural Health Food Purchase Agreement”) was entered into
between Shanghai Natural Beauty Sanlian Cosmetics Company
Limited (“NB Sanlian”), a 90% indirectly-owned subsidiary, and =
BEAEZELEWEEER QA Shanghai Natural Beauty Bio-Med
Company Limited (“Bio-Med”), a company wholly owned by
Dr. Tsai, for the period from 28 July 2005 to 31 December 2007,
with the annual cap amount of HK$3.0 million, HK$4.0 million and
HK$5.0 million for the financial years ended/ending 31 December
2005, 2006 and 2007 respectively.

In addition, on 28 July 2005, NB Sanlian entered into a lingerie
purchase agreement (“Lingerie Purchase Agreement”) &
B A E R X B R A A with Shanghai Natural Beauty Apparel-
Manufacture Company Limited (“Apparel-Manufacture”), a company
owned as to 51.72% by Dr. Tsai, for the period from 28 July 2005
to 31 December 2007, with the annual cap amount of HK$1.0
million, HK$1.8 million and HK$3.0 million for the financial years
ended/ending 31 December 2005, 2006 and 2007 respectively.

The transactions under the Natural Health Food Purchase
Agreement and Lingerie Purchase Agreement are regarded as
connected transactions pursuant to Chapter 14A of the Listing
Rules of the Stock Exchange. Details of which were set out in the
announcement of the Company dated 2 August 2005.

Pursuant to Rule 14A.38 of the Listing Rules, the board of directors
engaged the auditors of the Company to perform certain agreed
upon procedures in respect of the continuing connected
transactions of the Group. The auditors have reported their factual
findings on these procedures to the board of directors.

Particulars of the above and other transactions, in which a director
of the Company had interest, are disclosed in note 38 to the
financial statements.
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CONNECTED TRANSACTIONS AND DIRECTORS’
INTEREST IN CONTRACTS (continued)

The independent non-executive directors confirm that the
transactions have been entered into by the Group in the ordinary
course of its business, on terms no less favourable than terms
available from independent third parties, and in accordance with
the terms of the agreement governing such transactions that are
fair and reasonable and in the interests of the shareholders of the
Company as a whole.

Save as disclosed above:

(i) no contracts of significance subsisted to which the
Company or any of its subsidiaries was a party and in
which a director of the Company had a material interest,
whether directly or indirectly at the end of the year or at
any time during the year; and

(ii) there were no transactions which need to be disclosed as
connected transactions in accordance with the
requirements of the Listing Rules.

EMOLUMENT POLICY

The emolument policy of the employees of the Group is set up by
the board of directors on the basis of their merit, qualification and
competence.

The emoluments of the executive directors of the Company are
recommended by the Remuneration Committee and decided by
the board of directors, as authorised by shareholders at the annual
general meeting, having regard to the Group’s operating results,
individual performance and comparable market statistics.

The Company has adopted a share option scheme as an incentive
to directors and eligible employees. Details of the scheme is set
out in note 32 to the financial statements.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s
bye-laws, or the laws of the Cayman Islands, which would oblige
the Company to offer new shares on a pro-rata basis to existing
shareholders.
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SUFFICIENCY OF PUBLIC FLOAT RTELARERE
The Company has maintained a sufficiency of public f