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Dear Shareholders,

PERFORMANCE

| am pleased to present Natural Beauty's annual results for the year ended 31 December 2006. Our turnover for
the year has increased by 1.6% at HK$363.7 million (2005: HK$357.9 million), mainly attributable to 12.2%
turnover growth from our China operation that was offset by lackluster performance in Taiwan due to the island’s
persistent recession. Stringent cost control measures and our brand revamp initiatives in Taiwan have
nonetheless began to revive the Group's performance in the second half of the year. Hence despite a 16.4%
drop in sales in Taiwan, our operating profit in Taiwan for the whole year has increased by 4% to HK$54.4 million.
Our net profit for the year has surged by 51.6% to HK$122.8 million compared to HK$81.0 million in 2005, while
our net margin has increased 11.2 percentage points from 22.6% in 2005 to 33.8% in current year.

The Group's key performance indicators have displayed satisfactory performance during the year. Operating
margin and net margin both shown significant improvement. Our return of equity has grown significantly from
10.1% in 2005 to 14.5% in 2006 while return on assets has improved from 8.9% in 2005 to 12.7% in 2006.

For the period under review, product sales from the PRC has increased by 14.3% to reach HK$ 229.7 million to
account for 95.7% of the total turnover in China, while service revenue has decreased by 27.5% to

HK$ 5.6 million. InTaiwan, product sales has accounted for 84.8% of our total revenue at HK$ 97.3 million, as
compared to HK$ 1174 million, or 85.5% of total turnover in 2005. Service revenue accounted for 15.2% of our
revenue from the region, at HK$ 174 million.

The Board of Directors has resolved to declare a dividend of 3.0 HK cents per share and a special dividend of
1.25 HK cents per share, totaling 4.25 HK cents per share. Total dividend for the year amounted to 6.25 HK cents
that is inclusive of the interim dividend as previously declared with an annual dividend payout ratio of 102%.
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BUSINESS REVIEW

Product Margin Expanded over Lower Overall Packaging Costs and Popularity of High Margin Products
During the review period, we have seen improvement in our profit margin in both China and Taiwan. Our NB-1
Family products, a premium line that has been very popular, has contributed to higher product margin with its
premium pricing. Overall, our brand revamp exercise, of which product packaging is an important aspect, has
enabled us to successfully reduce the number of bottle types. We have repackaged 221 products at the end of
2006 (2005: 60). In doing so, we have effectively aligned our products to the Group's updated brand image, and
most importantly, improved our product margin in China from 85.1% in 2005 to 85.4% in 2006.

Product Sales Driven by NB-1 Family Products and Successful Store Image Revamp

In addition to its higher margin and rising popularity, the NB-1 Family line is also instrumental to the Group's top
line growth, and has accounted for HK$120.6 million or a considerable 36% of our product sales for the year. We
believe the sales of such premium priced products are greatly benefited by the uniqueness of our sales channels.
The successful brand image revamp across 1,451 outlets in China and in Taiwan which were completed during
the review period has also helped to drive product sales for the year as customers’ feedbacks were almost
unanimously positive and franchisee owners have reported that they have been able to market to an upper-tier
clientele.

“ERREFE BAXEVREARAT
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Continuing to Roll-out Franchisee Network in China while Average Store Sales Grew

As of 31 December 2006, there were 2,429 stores operating in the Greater China Region and Malaysia. Our total
outlets grew by 308 during the year and our total number of franchisee spas in the PRC stood at 1,591. We have
continued to leverage numerous forms of above-the-line advertising medium, including television commercials,
magazines, and outdoor billboards, as well as online recruitment and promotion, to broaden our brand recognition
and brand equity, ultimately enhancing our ability to recruit new franchisees in the PRC and expand

NB's distribution network. The average sales per store in China grew by 6.5% in 2006. The NB brand is
increasingly identified by the younger professional female and middle class family demographics amongst China's
high-growth cities as a quality professional beauty product and service provider.

For our Taiwan operation, the total number of franchisee stores stood at 501 as at 31 December 2006. We have
commenced a new initiative to increase the number of our retail outlets in Taiwan. As at the end of 2006, we
have successfully established 161 new retail outlets in Taiwan, while our target is to increase the total number of
outlets to 1,300 by end of 2007. We believe this approach will best complement our long term growth strategy in
Taiwan, as franchise spa market is more mature and competitive than that in China.

Building a Professional Managing Team to Gear Up for Group’s Future Growth

To support the growth strategy of the Group, we have recruited key management personnel with the
announcement of the appointment of Ms. Betty Yeung as the Chief Operating Officer, China and Mr. Mark Shaw
as the Chief Operating Officer, Taiwan & other markets in the beginning of this year. With their extensive
knowledge and experiences in the channel distribution and people management in the beauty and consumer
industry, we believe the Group will be able to achieve new heights and will be one step closer in realizing our
goal increase our market share, fortifying our leading position as the professional beauty products and license
training provider in the Greater China region.

OUTLOOK

Average Store Sales Expected to Sustain Growth with Enhanced Products, Services, and Brand

In the year ahead, we will increase our training efforts to provide more licensed beauticians to China and Taiwan,
in order to enhance the productivity of our franchisees. \We believe average store sales will continue to grow in
the coming year, driven by our enhanced brand equity thus pricing power of our products amidst China's robust
economic growth. We believe our elevated brand positioning and skilled licensed beauticians will both ensure the
service quality and cement the competitive positioning of our franchisees.

Expanding Franchisee Network in China will be Key Strategic Focus

To broaden the reach of our products, our target is to open 400 new stores in 2007. We will encourage
successful operators to open new stores by providing different kinds of support and incentives, especially in
terms of marketing, promotion, and training. The Group's 15 training centers will play a pivotal role in assisting
smaller franchisees to the expansion and growth of smaller franchisee, to ensure a sufficient supply of licensed
beauticians. In turn, the Group believes ensuring our franchisee operators are offering high quality products and
service to customers will benefit the Group by driving up product sales as well as a fostering a stronger brand
name for Natural Beauty.
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China to Follow Taiwan in Developing a Retail Market

The Group sees immense potential for personal care products, especially in the DIY treatment market. The retail
operation, under the “Fonperi” brand name, which was newly launched in April 2007, is expected to generate
satisfactory revenue for the Group through 1,300 retail points of sales including hypermarkets and drugstores
throughout Taiwan.

We will also explore the retail business using the “Fonperi” brand in selected cities in the PRC, in areas where
purchasing power is strong and demand for personal care products are on the uptrend. We envisage this retail
strategy will be beneficial to the Group’s overall profit margin.

NOTE OF APPRECIATION
With great pleasure | would like to thank the members of our Board, our shareholders, and business partners for
their continuous support and guidance throughout the year. | would also like to thank the Group’s management

team and employees for their commitment and hard work, which is instrumental to the Group's continuous
growth and expansion.

Dr.Yen YuTsai
Chairman

Hong Kong, 18 April 2007
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