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Mission Statement
RS

Natural Beauty is dedicated to cultivate our staff,
customers, students and franchisees to
appreciate our education, products and services, which
are made by the love and kindness of
our founder, Dr. Tsai Yen Pin, who made
modem ladies beautiful, confident and wealthy.
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Flnancg nghllghts

BSHEE
RESULTS ¥E
Year ended 31 December,
BZ+-B=t-ALEE
2000 2001 2002 2003 2004
—ETEFE —FTF-F CZTT-HF C—TILE=HE |-ZET@NF
HK$'000 HK$'000 HK$'000 HK$'000 HK$°000
FETL FETL FAEL FETL FET
TURNOVER L 205,514 254,566 323,251 320,086 358,142
PROFIT BEFORE TAXATION BR %% A& A 95,582 105,356 94,097 83,525 99,058
TAXATION FiE8 (25,505) (35,638) (27,174) (30,084) (36,333)
PROFIT BEFORE MINORITY BROBRRER
INTERESTS ARF 70,077 69,718 66,923 53,441 62,725
MINORITY INTERESTS PERRER 56 1,325 1,335 701 537
NET PROFIT FOR THE YEAR REEMHF 70,133 71,043 68,258 54,142 63,262
ASSETS AND LIABILITIES EEHEE
At 31 December,
R+=A=+-8H
2000 2001 2002 2003 2004
“2TLRF —TT-F —TLT-F _—TL=F |-_ZETNF
HK$'000 HK$000 HK$'000 HK$000 HK$’000
FET FET FET TET FER
TOTAL ASSETS BEE 603,635 647,489 871,170 841,415 900,231
TOTAL LIABILITIES BafkE (134,423)  (164,877)  (107,034) (80,827) (95,600)
MINORITY INTERESTS DERE E (4,316) (28,269) (20,322) (10,199) (9,662)
SHAREHOLDERS’ FUNDS BRE % 464,896 454,343 743814 750,389 794,969
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Financial Highlights
HBHE

Operating profits by geographical region
BB E D 2 K

HK$'000
FHET

80,000 71328

70,000

60,000

[0,
G
N>
g

50,000

40,516
40,000 ‘ 38,393 i Enbs

30,000

20,000

10,000

0

|l ] | T
(3,006) (1,840)
(10,000)

FY2003 FY2004
—EE=UREE —EENMBEE
l |PRC l Taiwan l |Others

i Ak Hiph®

Store Number by Type Store Number by Type (%)
RERS D 2 EHEE RERE D 2 EFHHE (%)

Counter Class A Counter Class A
=iE N3

80

Class C 4%
C#

Class B
B#R

Store Number by Ownership Store Number by Ownership (%)
REAREE S 2 EHEE REAEE S ZEFHEE (%)

Self owned Self owned
Entrusted &g %%u;tzd

Ei
30 Q&mchsee owned

Franchisee owned
mEBEHES

NATURAL BEAUTY BIO-TECHNOLOGY LIMITED ANNUAL REPORT 2004



L j“
Chuirm#’s Stdtement

EEHES

Dear shareholders,

Striving to be the leading beauty products and spa services provider in Greater China, Natural
Beauty is pleased to announce that we are well positioned to capitalize on the strong growth
potential in the region, especially in China. During the year ended 31 December 2004, we have
achieved a total turnover of HK$358.1 million, representing a year-on-year growth rate of 11.9%.
Net income illustrated a satisfactory growth of 16.8% to HK$63.2 million. The improvement reflects
our past efforts in enhancing the business operations, revamping brand image, developing
distribution channels, expanding product and service categories and training of beauticians.

Natural Beauty had 2,076 stores as of 31 December 2004, representing a drop of 12.4% as
compared with last year. Thanks to better allocation of resources and improved operation efiiciency,
average sales per store increased by 16.7% to HK$161,000 for the year ended 31 December
2004. Satisfactory revenue growth together with an efficient cost-base resulted in a sustainable
gross profit margin and net profit margin at 77.0% and 17.7% respectively.

Our brand — Natural Beauty — was nominated as Top 10 most influential cosmetic brands in China
and the Company has won the Golin Awards in Corporate Branding/Reputation Management. In
addition, our franchisee network is nominated as the best franchisee network with the highest
consumer recognition rate of 49.7% according to the Annual Report of 2005 Beauty Economics
in China.

RIGHT STRATEGIES FOR CONTINUOUS IMPROVEMENT

Increasing spending in beauty and skin care products and services, especially in China, presents
an enormous business opportunity for Natural Beauty. According to the Annual Report of 2005
Beauty Economics in China, it is expected that the growth rate of beauty service industry will
remain at approximately 15% from 2003 to 2007 as opposed to the country’s GDP growth of 8%.
On the other hand, the growth rate for cosmetic industry will be 9.4% of the same period. We,
being the oriental beauty professionals, are well prepared to capture the opportunities ahead with
the following strategies:

. Revamp brand image — Established a branding strategy to revamp our image to be more
appealing to our potential client base, typically young office ladies ranging from age 25 to
39. In addition, we will continue to build and maintain close relationships amongst media
and investor communities.

. New sales initiatives — Following the successful launch of NB-1 series in December 2003,
Natural Beauty rolled out new products within NB-1 family by launching NB-1 Deep
Whitening series in 2004. In addition, we will also continue in introducing other synergistic
products such as health supplements and body sculpturing lingerie.

—TETNEFE B AR X £ Y M R AR
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Regarding the services income, Natural Beauty plans to explore new revenue sources. A
new system of franchise fee would be implemented in 2005 while promotion and training
fee to be introduced in 2006. We believe such new sales initiatives would further enhance
the earning capacity of the Company and led to higher sales per store.

o Professional skin care examination — In 2004, we have launched NB-patented computerized
skin and iris health examination system, together with our extensive experience in beauty
know-how, to increase cross-selling opportunity through customized technology. This will
continue to be an effective tool for beauty consultants to provide a thorough diagnosis
and customized solutions with fully integrated products and services to the customers.

o Improving distribution system — Our first logistic center began operations in Shanghai in
December 2004. With the implementation of China Post Logistics, it will take only 2 to 3
days for franchised stores to receive products as opposed to 2 to 3 weeks in the past. We
foresee an improvement in inventory days, in labor costs and in internal communication of
marketing campaigns. Beijing, Guangzhou, Chongging and Xian logistics centers are
expected to be in full operation by mid 2005.

OUR VISION

Every successful business will need consolidation after certain good years, in order to be prepared
for future success. We believe the potential for a company and security of returns for investors are
just as important as the sales growth. With clear goals and careful future plans for the Company,
| am pleased to see that Natural Beauty is now in a strong position for further growth in 2005 and
onwards. We will continue to leverage our competitive strengths to bring fruitful returms to our
shareholders.

Natural Beauty is dedicated to cultivate our staff, customers, students and franchisee owners to
appreciate our education, products and services, who made modern ladies beautiful, confident
and wealthy.

NOTE OF THANKS

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

Dr. Tsai Yen Yu
Chairman

Hong Kong, 20 April 2005
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Financial Revie
B HER

FINANCIAL REVIEW

Tumover has increased 11.9% to HK$358.1 million in 2004 compared to HK$320.1 million in 2003. The increased
is attributable to the growth in both Taiwan and PRC markets, by over 20% and 6% respectively, reflecting the
robust growth in Greater China Region. Despite the overall store number in 2004 was reduced by 293 stores, the
Group average sales per store increased from HK$138,000 in 2003 to HK$161,000 in 2004.

In the PRC, the turnover increased by 6.7% or HK$13.4 million to HK$214.1 million, above the domestic growth
rate for cosmetic industry in PRC at 5.2%. The relatively small increase in PRC is caused by the reduction of 171
of our stores from 1,693 stores in 2003 to 1,522 stores as at 31 December 2004, resulting from merging smaller
stores into more effective ones to increase sales per store. The average sales per store in PRC, increased by
HK$11,000 from HK$122,000 in 2003 to HK$133,000 in 2004, representing a 9% improvement. With our
effective advertising and marketing initiatives, the operating costs increased at a lower pace than the growth in
sales, hence the operating profit in PRC recorded a 29.4% growth to HK$71.3 million in 2004.

Taiwan market also shows improvement in 2004, and turnover increased by HK$24.1 million, or 20.4% to
HK$142.2 million in 2004 compared to HK$118.1 million in 2003, despite the drop of 121 in store numbers. The
increase in Taiwan market is mainly attributable to higher average sales per store, from HK$175,000 in 2003 to
HK$237,000 in 2004, representing a 35% of growth. However, due to lower other revenues generated in Taiwan
and the distribution cost to total tumover increased by 5% to 45% in 2004, as a result, the operating profits
slightly increased by 5.5% to HK$40.5 million in 2004.

Other markets includes Hong Kong and Malaysia, there are 2 stores in Hong Kong as at 31 December 2004. The
operations of these regions remain immaterial and account for less than 1% of total tumover to the Group.

Turnover by 2004 2003 Changes

geographical region HK$°000 %  HK$'000 %  HK$'000 %
PRC 214,061 59.8% 200,618 62.7% 13,443 6.7%
Taiwan 142,150 39.7% 118,084 36.9% 24,066 20.4%
Others 1,931 0.5% 1,384 0.4% 547 39.5%
Total 358,142 100.0% 320,086 100.0% 38,056 11.9%

NATURAL BEAUTY BIO-TECHNOLOGY LIMITED ANNUAL REPORT 2004
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Turnover by geographical region

HK$'000
250,000

200,618 214061
200,000 I
150,000 L2 50
118,084

100,000

50,000

1,384 1,931
-
PRC Taiwan Others
§ FYy2003 [ | FY2004
Operating profits by 2004 2003 Changes
geographical region HK$°000 %  HK$'000 %  HK$'000 %
PRC 71,328 71.8% 55,126 66.0% 16,202 29.4%
Taiwan 40,516 40.8% 38,393 46.0% 2,123 5.5%
Others (1,840) -1.9% (3,006) -3.6% 1,166 -38.8%
Unallocated corporate
expenses (10,609) -10.7% (6,982) -8.4% (8,627) 51.9%

Total 99,395 100.0% 83,531 100.0% 15,864 19.0%

Operating profits by geographical region
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Average sales per stores

2004 2003

2004 2003 Average Average

Average Average  sales per sales per
store store stores stoe  Changes Changes
HK$ HK$ HK$ %
PRC 1,607.5 1,641.5 133,000 122,000 11,000 9%
Taiwan 600.0 676.0 237,000 175,000 62,000 35%
Group total 2,207.5 2,317.5 161,000 138,000 23,000 16.7%

PRODUCTS

The Group manufactures and sells three main types of products, namely skin care products, beauty products
and aromatherapeutic products under the NB and Bio-up brand names. Sales of products are primarily made
through spas and dedicated counters and are the Group’s key revenue contributor, accounting for HK$324.7
million, or 90.7% in 2004, compared to HK$296.6 million, or 92.7% in 2003, representing a 9.5% increase.
Gross margin of products remain stable at 85.2%.

The increase in products sales is mainly attributable to the improvement in the average sales per store, with the
revamp of brand image and effective marketing efforts.

SERVICES

The Group provides skin treatments, beauty and spa services through its self-owned and operated spas. Service
income is generated from 22 self-owned spas as the Group does not share any service income generated in the
franchised spas with franchisees under the current franchise programme. Income from these services increased
by 51.4% to HK$28.3 million, mainly due to Severe Acute Respiratory Syndrome (“SARS”) affected Asia in first
half 2003, which Customers were inhibited to visit our spa centers.

While there are needs to establish self-owned stores 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 continues to entrust certain of our
spas in explored markets to reputable operators.

NATURAL BEAUTY BIO-TECHNOLOGY LIMITED ANNUAL REPORT 2004
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ENTRUSTMENT INCOME
In order to allocate our financial and human resources more efficiently, the Group had 18 entrustment arrangements
as at 31 December 2004, 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. The Group sells products to the operators with similar
terms as to the franchisees.

The Group believes the entrustment arrangement will be a win-win situation for both the operators and the
Group. Local operators can better serve the specific needs of the local customers, and hence generate more
product and service revenue. The Group, on the other hand, can secure a steady annual entrustment income
while maintaining the distribution location, and to re-allocate our resources to explore new markets.

The entrustment income increased 6.1% to HK$5.1 million compared to HK$4.8 million in 2003.

Turmover by 2004 2003 Changes
activities HK$°000 % HK$’000 % HK$'000 %
Products 324,730 90.7% 296,583 92.7% 28,147 9.5%
Service Income 28,338 7.9% 18,719 5.8% 9,619 51.4%
Entrustment 5,074 1.4% 4,784 1.5% 290 6.1%
Total 358,142 100.0% 320,086 100.0% 38,056 11.9%
REKE D ZEERE
FET
400,000
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300,000
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200,000 —
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With the effective advertising and marketing efforts, the Group’s distribution costs as a percentage of turnover
decreased from 38.6% in 2003 to 35.4% in 2004. The administration expense also reduced HK$5.7 million to
HK$63.9 million in 2004 compared to HK$69.6 million in 2003.

As a result, the operating profit increased by 19%, from HK$83.5 million in 2003 to HK$99.4 million in 2004.

Taxation expenses increased 20.8% from HK$30.1 million in 2003 to HK$36.3 million in 2004. The effective tax
rate of the Group for financial year ended 31 December 2003 and 2004 were 36.0% and 36.7 % respectively.
The high effective tax rate is mainly attributable to the fact that there are withholding taxes on dividends paid by
our Taiwan subsidiaries when the dividends were paid outside Taiwan. The total withholding tax expense charged
by Taiwan tax authority amounted to HK$2.1 million in 2004 (2003: HK$1.7 million).

As a result, the net income for the year increased 16.8% from HK$54.1 million in 2003 to HK$63.3 million in
current year.

LIQUIDITY AND FINANCIAL RESOURCES

Cash generated from operations for 2004 was approximately HK$157.1 million (2003: HK$37.3 million). The
increase was primarily due to increased sales, better management of trade receivables and inventory balances.
As at 31 December 2004, the Group had bank balances and cash of approximately HK$235.9 million (2003:
HK$170.3 million) and trading securities (which are mainly capital guaranteed bond funds) of approximately
HK$94.4 million (2003: HK$67.6 million) with no extemal bank borrowing.

In terms of gearing, as at 31 December 2003 and 2004, the Group’s gearing ratio was zero (defined as net debt
divided by shareholders’ equity) as the Group has a net cash balance as at both year end dates. Current ratio of
the Group (defined as current assets divided by current liabilities) as at 31 December 2003 and 2004 were 6.0
times. As at 31 December 2004, the Group had no material contingent liabilities, other than those disclosed in its
financial statements and notes thereto. With the cash and short term securities in hand, the Group’s liquidity
position remains strong and the Group has sufficient financial resources to finance its commitments and working
capital requirements.

CHARGES ON ASSETS

Certain freshold investment properties of the Group with a carrying amount of HK$156.1 million (2003: HK$141.6
million) are pledged to a bank. The banking facilities granted by the bank were terminated in 2002 but the charge
has not been released to facilitate application of banking facilities in the future.

NATURAL BEAUTY BIO-TECHNOLOGY LIMITED ANNUAL REPORT 2004
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CONTINGENT LIABILITIES

On 10 September 2002, 8 October 2002 and 29 October 2002, Shanghai Natural Beauty Sanlian Cosmetics
Company Limited (“NB Sanlian”) and Chong Ming Sanlian Investment Development Company (“Chong Ming
Sanlian”), an independent third party, entered into 25 Sales and Purchase Agreements (“S&P Agreements”) with
the respective minority shareholders (“Vendors”) of the Group’s subsidiaries in the PRC (the “PRC subsidiaries”)
to acquire the equity interests of the PRC subsidiaries owned by the vendors and to assume all management
and operation rights of the PRC subsidiaries. The acquisitions were completed during the year ended 31 December
2003.

Under the terms of the S&P Agreements, in the event that Chong Ming Sanlian fails to settle the amounts owed
to the Vendors for the acquisition of the equity interests in the PRC subsidiaries, NB Sanlian has undertaken to
settle the outstanding amounts on behalf of Chong Ming Sanlian. At 31 December 2004, in respect of the
purchase consideration, Chong Ming Sanlian owes to the minority shareholders a total amount of approximately
HK$843,000 (2003: HK$6,123,000).

TREASURY POLICIES AND EXPOSURE TO FLUCTUATIONS IN EXCHANGE RATES

The Group derives most of its revenue denominated in Renminbi and New Taiwan Dollar from the PRC and
Taiwan as its operations are mainly concentrated in these two geographical areas. As at 31 December 2004,
approximately 85.6% (2003: 71.6%) of the Group’s bank balances and cash was denominated in Renminbi,
while approximately 4.3% (2003: 2.5%) was denominated in New Taiwan Dollar and the remaining 10.1% (2003:
25.9%) was denominated in United States Dollars, Hong Kong Dollars and Malaysia Ringgits. The Group continued
to adopt a conservative approach in respect of foreign exchange exposure management. Review of the Group’s
exposure to foreign exchange risk will be conducted periodically and derivative financial instruments may be
used to hedge against such risks when necessary.
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BUSINESS REVIEW

Distribution channels

The Group principally derives income through our unique distribution channels, namely spas and counters in
department stores. There are total 2,076 store outlets as at 31 December 2004, of which 2,005 are spas and 71
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. The categorization of the spas are mainly by the
size of store. The average store sizes for Class A, B and C are 240, 120 and 60 square meters respectively.

Store Number by Type

As at 31 December 2004 Class A Class B Class C Counter Total
Taiwan 6 101 445 - 552
PRC 72 531 848 71 1,622
Others 2 - - - 2
Total 80 632 1,293 71 2,076
Store Number by Type Store Number by Type (%)
Counter Class A Counter Class A
80 3% 4%
Class C U Class B Class C Class B

30%

There are total 1,953 franchisee spas as of 31 December 2004, and 123 spas and counters owned by the
Group, of which 93 are self-owned and 30 of them were 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.

Self-owned spas are primarily set up to act as a model spa for potential franchisees. Self-owned spas are usually
Class-A spas. 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.
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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, there were 18 entrustment arrangements
as at 31 December 2004, 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
sells products to the operators with similar terms as to the franchisees.

The Group believes the entrustment arrangement will be a win-win situation for
both the operators and the Group. Local operators can better serve the specific
needs of the local customers, and hence generate more product and service
revenues. The Group, on the other hand, can secure a steady annual
entrustment income while maintaining the distribution location, and to re-allocate
our resources to explore new markets.

Store Number

by Ownership

As at 31 Franchisee

December 2004 owned Entrusted Self owned Total

Taiwan 543 - 9 552

PRC 1,410 28 84 1,522

Others - 2 - )

Total 1,953 30 93 2,076

Store Number by Ownership Store Number by Ownership (%)
Entrusted  Self owned Entrusted  Self owned

2%

30

Franchisee owned Franchisee owned
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REVAMP BRAND IMAGE

In 2004, we recognized the needs to transform our brand image to be more appealing to our potential client
base, typically young office ladies ranging from age 25 to 39, to stay competitive. We deployed a leading global
advertising agency to provide full range of advices and services. Toward the end of 2004, we have successfully
launched the “YOUTH” campaign for our patent NB-1 anti-aging products using stem cell technology (SCT).
Subsequently, we expect to launch our next TVC “BALANCE” for our innovative natural hormone product. Also,
in order to keep the dialogue with our investors more effective and open, we hired renowned public relations (PR)
and investor relation (IR) professionals to build and maintain close relationships amongst media and investor
communities.

Our branding case also won the “Corporate Branding/Reputation Management” category of the Golin Awards in
2004, which is the world wide PR industry award. It honors the most outstanding use of public relations in
corporate branding or positioning, resulting in greater awareness, understanding and appreciation of the company
or organization among internal and external audiences.

We are currently in the process of implementing shop makeover for existing spas throughout 2005 by incorporating
new Corporate Image (“ClI”) and Visual Image (“VI”).

Subsequently, we will repackage our product lines. Majority of our customers are using “treatment products”
instead of Do It Yourself (“DIY”) products. With the repackaging of our products, it is expected to boost the
Group’s DIY product sales from our established treatment product users. DIY products will have different price
points from low to high, and will be distributed in hypermarkets, local specialty stores and counters in PRC.

Drawing on better product design, economy of scale on the utilization of the same bottles will also lower our
production cost in the long run.

RESEARCH & DEVELOPMENT

In order to maintain its competitive edge, the Group takes research and development seriously with a view to
improve the quality of its existing products and develop new products. The Group has been collaborating with
researchers and experts on bio technological development and imported European, American, Japanese and
Australian natural ingredients to be applied in over 700 NB’s products. The Group’s research and development
team comprises 13 members and a number of overseas consultants with expertise in the fields of cosmetics,
medical, pharmacy and bio-chemistry. For example, NB has collaborated with Harvard NB Bio-Science LLC in
the US, led by Dr. Chen Ji Dai, a leading researcher in the field of human genome and stem cell technology in
Harvard Medical School, in the development of anti-aging NB-1 product family. The Group believes that the
collaboration of different expertise within the team together with Dr. Tsai’s over 30 years of industry experience
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and knowledge can help developing high quality beauty and skin care products.
NB principally uses natural ingredients in producing its products and has special
formulation to cater the needs for the delicate skin of oriental women.

In developing new products, all NB products are assured to meet all relevant
regulations, the research and development team will also take into account the
feedback and advice from senior management of the Group. Prototype of new
products will be distributed to over thousands of selected senior beauty
professionals. In accordance with the outcome of the tests, refinements or
modifications to the products may be made, prior to its full commercial launch
thus ensuring the quality, effectiveness and safety standard of NB’s products.

Combining Dr. Tsai’s over 30 years of experience in the beauty and skin care
industry and together with the strong background of its research and
development staff, NB has the competitive advantages in the research and
development of beauty and skin care products.

PRODUCTS

Following the successful launch of NB-1, the group rolled out new products
within NB-1 family by launching NB-1 Deep Whitening Series. In 2004, there
were over 32,000 units sold with a turnover of HK$42.9 million.

Apart from the NB-1 whitening series, there were other synergistic products
such as health supplements and body sculpturing lingerie added to the product
line. Total sales for the health supplements and lingerie for the year ended 31
December 2004 were HK$6.5 million and HK$7.4 million respectively.

We will continue to enrich our product range in 2005.
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INFORMATION TECHNOLOGY

The Group starts to implement Oracle ERP system by to link up the key decision making process throughout the
Group’s value chain. The ERP system is expected to enhance the Group’s information flow, and to enable the
generation of more accurate and timely production planning and sales forecast.

In 2004, the implementation of the ERP in Taiwan was completed and the implementation in PRC is expected to
be completed in 2005.

In 2004, the Group also launched NB-patented computerized skin and iris health examination system, incorporating
more than 30 years of beauty know how by Dr. Tsai, to increase cross-selling opportunity through customized
technology. This will enable NB’s beauty consultants to leverage the expertise of Dr. Tsai and provide a through
diagnosis and customized solutions with fully integrated products and services to NB’s customers.

HUMAN RESOURCES

As at 31 December 2004, the Group had a total of 1,469 employees, of which 1,279 were based in PRC, 183 in
Taiwan and 7 in other areas. Total remuneration for the year ended 31 December 2004 was approximately
HK$53.6 million (2003: HK$53.4 million), including retirement benefits cost of HK$5.9 million (2003: HK$5.6
million). Competitive remuneration packages are maintained to attract, retain and motivate capable staff and are
reviewed on a periodical basis.

The Group maintains good employee relations and is committed to employee training and development.
Professional training courses are offered to beauticians employed by the Group and its franchisees on a regular
basis to promote and maintain the quality and consistency of the services provided. Additional training on service
quality, consulting and selling skills, will be provided.

In addition, the Group adopted a share option scheme on 11 March 2002, for the purpose of providing incentives
and rewards to eligible participants who contributed to the success of the Group’s operations. The Directors
may, at their discretion, invite any employee or director of the Group and any qualified person as set out in the
scheme, to subscribe for shares. Up to the date of this document, no share option had been granted under the
share option scheme.

CAPITAL EXPENDITURES
The Group’s major capital expenditures were related to self-owned spas and machinery in our factories. There
were HK$14.2 million additions to fixed assets in 2004 (2003: HK$13.8 million).

Franchisees are responsible for the capital expenditures of their spas.
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Natural Beauty is already the largest beauty & spa product provider in Greater China. Our vision is to be a leading
global beauty & spa products and services provider.

Looking ahead, we will continue to maintain our leading position in Taiwan spa market and we will focus in the
PRC, to capture this fast expanding market. We have defined plans for expansion and also plans to maximize

our revenues and profitability.

Measures to improve same store sales:

. Revamp corporate and shop front visual image to attract new customers
. Re-engineering of packaging to stimulate DIY products sales
o Introduction of body slimming and breast enlargement health supplements, etc.

Plan for expansion of franchise network:

. To increase 350 stores in 2005 by attracting new franchisees as well as encouraging existing stores to set
up second spa by giving discount incentives on products.

New revenue sources:

. One-time new franchise fee is charged at RMB100,000, RMB60,000 and RMB40,000 for tier 1, 2 and 3
cities* respectively in PRC

o Promotion and training fee to be introduced from 2006

New Products:

. New products within the NB-1 Family using stem-cell technology (SCT)
o Body-slimming underwear

. New health supplements

. Bio-tech XXS body — slimming and A2D breast enlargement products

* Tier 1 cities: Beijjing, Shanghai, Guangzhou and Shenzhen

Tier 2 cities: Chengdu, Tianjin, Jiangsu, Guangdong Province and Other Provinces
Tier 3 cities: Others

NATURAL BEAUTY BIO-TECHNOLOGY LIMITED ANNUAL REPORT 2004
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Operating efficiency and cost-down strategies:
o Logistics collaborating with China Post: improving delivery time from
2~3 weeks to 2~3 days
o Product repackaging: reducing bottle types from more than 200 to only
24
o Set up franchisee expert team and headquarter call centers to enhance

communication, thus better sales

With the relentless pursuit of excellence, we are confident that we will be able
to realize our strategies and to meet our objective to become the leading beauty
products and spa services provider in Greater China.
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Management Profile
EEEEE

Dr. Tsai Yen Yu

Executive Director: Dr. TsaiYen Yu (alias Tsai Yen Pin) (“Dr.Tsai”)

Aged 58, 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:

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

VVVVVVVYVYYVYY

“Bai Yu Lan” Award by the Shanghai City Government
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Executive Director: Lee Ming Ta (alias Lee Ming Tah)

Aged 58, 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.

Executive Director: Su Chien Cheng

Aged 33, 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 31, 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.
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Independent Non-executive Director: Yeh Liang Fei

Aged 73, 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 50, 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.

Independent Non-executive Director: Chen Ching

Chen Ching, Independent Non-Executive Director of the Group, is 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.
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Senior Management: Lee Yung Chiu

Aged 64, is the general manager of NB Shanghai and is responsible for the Group’s operations,
business planning, human resources and the business operations of dedicated counters in the
PRC. Mr. Lee graduated from Taiwan Nat, Taiwan University with a bachelor degree of Foreign
Language and Literature. Mr. Lee is highly experienced and has over 40 years of experience in
the beauty and cosmetics sector in the Greater China Region. Prior to joining the Group in 2002,
he was the Chief Executive Officer of Taiwan Shiseido Cosmetics Corp. Ltd. and has held key
positions in various organisations including the director of Taiwan Area Cosmetics and Toiletries
Association, director of Republic of China Consumer Association and manager of Taiwan Cosmetics
and Underwear One Price Friendship Association.

Senior Management: Lin Fu Shui

Aged 55, 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 44, 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 Hin Ju

Aged 43, 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 52, 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 50, 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: Chan Yan Kwan, Andy

Aged 36, 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.

NATURAL BEAUTY BIO-TECHNOLOGY LIMITED ANNUAL REPORT 2004
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Community Services
HE RS

SUMMARY OF COMMUNITY SERVICES

Believing in the principle of serving the society with what you get from the society, Dr. Tsai Yen Pin, the founder
of the Group, has put every resource of the Company in many charity activities in response to the call from the
government, such as its donation of RMB1,000,000 to the Shanghai Charity Foundation for the setting up of
charity funds; donation of RMB200,000 to H 2 FE R B £ &2 for the provision of free surgery treatment to the
poor cataract patients; donation of RMB2,600,000 to China Children and Teenagers’ Fund for putting emphasis
on the issue of safe and healthy growth of the Chinese children; donation of around RMB2,000,000 for the
scholarship for poor outstanding students, rewarding scheme for brilliant teachers, construction of libraries for
pivotal schools, construction of the School of Hope; donation of money and resources for the rescue of Hubei
Flooding, totaling approximately RMB1,000,000; donation of NT$2,000,000 to help the recovery of Yunnan
earthquake; donation of RMB2,000,000 for Spring Festival Party of Political Consultative Members; support to
the govemment’s reemployment programme and the Labour Bureau for broadcasting of the “ BB &I% ~
programme on the China Central Television; facilitating business startup of nationwide venture winners selected
by the Labour Bureau and subsidising them with RMB100,000 venture capital fund each week, totaling
RMB5,200,000 per year as well as the production spending of RMB13,500,000. Dr. Tsai also invested to expand
the chain of Natural Beauty in a rapid pace in order to make more people to start up their own businesses or
create employment opportunities. Moreover, Dr. Tsai also donated more than RMB1,000,000 in terms of resources
to fight against SARS and participated in numerous charity activities. Since 1992, Dr. Tsai has donated more
than RMB30,000,000.
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