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Challenging as it was in year 2003, our Group has made
significant achievement in progressing our business towards
a sustainable growth path. In our industry, the two crucial
factors that underline success are distribution and products.
It is in these two areas that the Group has achieved great

success in the past year.

As a skincare and beauty products distributor and services
provider operating predominantly in China and Taiwan, the
onset of SARS which lasted seven months from March to
September in 2003 dealt a severe blow to our business.
Customers were inhibited to visit our spa centers and
beauty salons, that are our primary sales outlets. In the
first half of 2003, sales dropped 26.9% to HK$103.4 million.
However there was a clear trend of picking up in the second
half of the year, which testifies to the resilience and strong
business foundation of our Group. Sales in the second half
of 2003 was around HK$216.7 million. On a yearly basis,
our revenue were down less than around 1.0% to HK$320.1

million compared to 2002.
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During the year, our Group incurred higher costs in
advertising and promotions as we tried to expand our sales
channels further as well as to launch new products. Higher
product discounts were offered to our franchisees in a bid
to encourage more sales from them. These costs and
expenses, while important to the Group’s long-term growth,
affected our bottomline during the year.

For 2003, our Group recorded a net profit of HK$54.1
million, down 20.7% from that of 2002. The slowing down
of revenue and profit was due to the exceptional
circumstances of a mass outbreak of SARS, which we
believe is a one-time event. We are confident that our Group
will be steered back to its growth path from 2004.

MAJOR ACHIEVEMENTS

On the business side, however, our Group has lost no time
in embarking on a number of fundamental tasks that would
help secure its market share and position itself for growth.
We have completed the acquisition of all 25 resellers in
PRC, turning them from third party companies into
subsidiaries of the Group. As group companies, they will
supply to our over 2,300 stores at a single platform using a
unified system of inventory management, logistics and sales
and distribution. The full control of the distribution network
gives us competitive advantages and raises the entry barrier
for international brands when they are allowed to sell to
the PRC domestic market under WTO.

launched the

In November 2003,

biotechnological anti-aging product, NB-1. Considered our

we officially

flagship product, NB-1 was an instant market success. A
total of around 16,000 units were sold within two months,
earning sales of around HK$42 million for the Group. Five
years in the making, the product was the result of close
collaboration with Harvard NB Bio-Science LLC, run by Dr.
Chen Ji Dai, who is one of the first Chinese scientists to
complete the human genome. Patent for NB-1 is currently
under application. The successful launch of this product
has greatly strengthened our brand credibility and
enhanced our goodwill amongst customers.
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COST CONTROL AND SALES CHANNEL EXPANSION

To combat the dampened sales, particular in the first half
of the year, a number of measures were undertaken to
mitigate the adverse effects. Our Group has undertaken a
number of cost containment measures to keep costs in line
with sales, including seeking rental reduction from
landlords; our directors also voluntarily reduced their
remuneration. We have also explored a number of
alternative sales channels to continue to reach out to
customers. For example, in Taiwan, we commissioned
airtime in a TV sales channel to actively promote our

products.

In the aftermath of SARS we have made a strategic change
to our sales and distribution, from relying on sales
generated from spas and beauty saloons to a more product-
centric approach. This calls for more aggressive push of
the NB brand name so that our product will have direct
customer appeal and can be sold in a much broader
distribution channels, such as sales counters at department
stores.

At present, we have over 2,300 Natural Beauty sales outlets,
including around 70 self-owned and self-run spas. In
addition there are around 160 dedicated sales counters at
various locations, the number of which we will continue to
increase in order to capture a bigger market.

FUTURE PLANS

Looking ahead, expanding our network will be a key priority
for 2004. After a slow year of network expansion under the
effects of SARS, our Group will redirect its focus on opening
new outlets in 2004 with an aim of adding an additional
200 to 300 outlets, mostly “shop within shop”, bringing the
total to around 2,600. Already the largest skincare and
beauty product and service provider in PRC, the additional
outlets will reinforce NB’s position as the undisputed leader

in the marketplace.

Following the opening our own NB SPA in Four Seasons
Hotel

collaborating with upmarket venue providers such as five-

in Shanghai, we will follow our strategy of

star hotels, to operate premium spas to capture the affluent

segment with high spending power.
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We have high hopes in the sales of NB-1. Judging from the
strong market response it attracted in the last two months
of 2003, the full year sales of 2004 will be extremely
promising and it will be a major source of revenue in the
coming year. In addition, we will continue to expand our
Biotech product range to further penetrate this lucrative
market. At the same time, we are actively developing body
slimming nutritional products, leveraging on our advanced
knowhow in bio-technology. The second generation of our
body slimming underwear is also planned for launch for
the second half of 2004. The much broadened product

range will further enlarge our revenue base.

All our products are sold under our NB brand, which is an
important asset to us as we compete more and more with
international brands. Through the years, the NB brand has
developed a credible and quality image, representing
meticulous R&D and manufacturing process, and having
qualities that are developed with the Asian skin

characteristics in mind.

To advance our Group to the next phase of growth, our
mid- to long-term goal is to seek alliance with a compatible
international brand of beauty products. Such an alliance
will be beneficial to both as we can learn from their
international experience while helping them penetrate the
domestic market through our distribution network.

Rising consumerism, expansion of the middle class and
the strive for beauty and healthcare has created a booming
market in Greater China for Natural Beauty. With our
superior products, strong brand image and extensive
distribution network, we are confident that Natural Beauty

has got the right formula to win and excel.
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NOTE OF THANKS

Last but not least, | would like to thank for directors,
shareholders, staff and business partners for their
perseverance and support during the challenging time in
the past year. | believe we have come through in good
shape and made some real progress in solidifying our
business platform. We are now in a strong position for
growth in 2004, which | believe will be a very good year for
Natural Beauty.

Dr. Tsai Yen Yu

Chairman
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