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Dear Shareholders,

The fiscal year ended 30 June 2006 is probably the most challenging
year for the Group for the last 14 years of operation in the People’s
Republic of China, excluding Hong Kong and Macau (the “PRC”).
The result is that the Group posted a loss of approximately HK$39.92
million for the fiscal year. The losses are mainly contributed by a
continual decline in revenue. Moreover, although the Group has
been striving to tightly control over the operating overheads, it is
still necessary to strategically increase distribution and promotion
cost under such a difficult market environment.

The Group’s revenue declined by approximately 31.30% when
compared with the fiscal year 2005. Multi-functional water
generators sales hit the biggest fall, followed by BIOenergy® products.
The impact from the issuance of the “Document No. 10” (the
“Document”) issued by the Ministry of Health in the PRC back in
July 2005 has drastically slowed down the sales of multi-functional
water generators. The management team has put concerted effort to
minimise the downside through a series of marketing and branding
campaigns in upkeeping our brand equity and solidifying the
confidence of our customers and franchisees. All these actions have
helped to a slow recovery of the water generator business but it is
still approximately 43.17% less than the business in 2005. To further
mitigate the regulatory pressure, in addition to continuing with our
marketing and branding efforts, the Group has successfully obtained
the registration certificate for medical device (B & 28 WX 1 5%) for
our Hefei factory manufactured multi-functional water generators
in March 2006 and confirmed that the multi-functional water
generators have adjuvant functions for certain illnesses. The shift of
operation idea from “health-care oriented” to “medical oriented”
greatly enhanced its competitiveness.

The media attention to exaggeration of healthcare product promotion
has made consumer buying more cautious and picky. This led to a
higher overhead for the Group’s sales activities, which resulted in
lowering our operating margin. The overall gross margin of the Group
has declined by approximately 3.30% points in the fiscal year, with
sales and distribution costs increased by approximately 6.00% in
order to help regaining confidence from our customers and
franchisees under the difficult market environment.

Despite all these, our brand continues to gain endorsement from
government authorities. We are pleased to announce that our “Vitop”
brand for BIOenergy® products has been named “China Well-known
Trademark” {H Bl 5t BB 4Z) by the State Administration for Industry
& Commerce (EIX TR {THEIR4/5) on 31 December 2005. This
offers a solid credibility to our intellectual properties, BIOEnergy®,
in competing against our competitors.
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Given the changes in market sentiment and increase in competitive
pressure for both multi-functional water generators and BlOenergy®
sleeping systems, the Group has committed to continuous
improvement and development of our products. Together with
Japan’s OSG (our Japanese partner in multi-functional water
generators), and the effort of our Hefei factory, we are driving to a
more efficient supply chain for the products, spare parts and filters.
We aimed at offering a full range of PRC made multi-functional water
generators in the coming year. In BlOenergy® products, the Group
is working on the next generation BlOenergy® products that
incorporate both nanotechnology and electro-magnetic technology.

Distribution strategy is another area that the Group will continue to
innovate. Together with the existing distribution network, the Group
is putting resources in marketing our products to commercial and
industrial customers. At the same time, we see the need to help our
franchisees improve their points of presence and efficiency in selling
the products. Service support is another area that allows Vitop add
more value to our customers, the Group is strengthening our service
offering that bundle with the multi-functional water generators in
order to ease out concerns of on-going maintenance and support
from consumers.

Without doubt, we have not been performing well. The annual result
is a reflection of challenges from both the market and human
resources for the Group. The board of directors has recognised that
there is an urgent need to broaden our management bottleneck and
the Group is now actively hunting for talent with multinational sales
and marketing experience to lead the Group forward.

On behalf of the Board, | would like to extend my sincere thanks to
our shareholders, customers, suppliers and business partners for their
continual support throughout this period of tough time. We have
all the confidence to overcome these difficulties and we are
committed to re-engineering the Group as a leader in the healthcare
and wellness market.

Hung Kai So
Chairman

Hong Kong, 20 October 2006
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