CHAIRPERSON’S STATEMENT
ETEHES

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.

PERFORMANCE

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%.

BUSINESS REVIEW

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.
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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.
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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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