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Directors’ Report
EETWMEE

The directors present their annual report and the audited
consolidated financial statements for the year ended
31 December 2006.

PRINCIPAL ACTIVITIES

The Company acts as an investment holding company. The
Group is principally engaged in (a) manufacturing and selling of
skin care, beauty and aromatherapeutic products and (b)
provision of skin treatments, beauty and spa services and skin
care consulting and beauty training. The principal activities of
its subsidiaries are set out in note 39 to the consolidated
financial statements.

RESULTS AND APPROPRIATIONS
The results of the Group for the year ended 31 December 2006
are set out in the consolidated income statement on page 99.

An interim dividend of HK$0.0140 per share and a special
dividend of HK$0.0060 per share were paid to the
shareholders during the year. The directors now recommend
the payment of a final dividend of HK$0.030 per share and a
special dividend of HK$0.0125 per share to the shareholders
on the register of members on 16 May 2007, amounting to
approximately HK$60,000,000 and HK$25,000,000
respectively. Details of the dividends are set out in note 13 to
the consolidated financial statements.

MAJOR CUSTOMERS AND SUPPLIERS

The aggregate sales and purchases attributable to the Group’s
five largest customers and suppliers were less than 30% of
the Group's total turnover and purchases for the year
respectively.

INVESTMENT PROPERTIES

The Group's investment properties at 31 December 2006
were revalued by an independent firm of professional property
valuers on a fair value basis. The revaluation increase of
approximately HK$0.3 million has been recognised in the
consolidated income statement. Details of movements during
the year in the investment properties of the Group are set out
in note 15 to the consolidated financial statements.

PROPERTY, PLANT AND EQUIPMENT

Details of movements during the year in the property, plant
and equipment of the Group are set out in note 16 to the
consolidated financial statements.
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Directors’ Report (continued)
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SHARE CAPITAL

Details of the share capital of the Company are set out in note
30 to the consolidated financial statements.

DIRECTORS
The directors of the Company during the year and up to the
date of this report were:

Executive directors:

Dr. TsaiYen Yu (alias Dr. Tsai Yen Pin)

Mr. Lee Ming Ta (alias Mr. Lee Ming Tah)
Mr. Su Chien Cheng

Dr. Su Sh Hsyu

Independent non-executive directors:
Mr. Yeh Liang Fei

Mrs. Chen Shieh Shu Chen

Mr. Chen Ching

In accordance with Clause 117 of the Company’s articles of
association, Mr. Lee Ming Ta and Mr. Su Chien Cheng will
retire by rotation and, being eligible, will offer themselves for
re-election at the forthcoming annual general meeting.

The Company has received, from each of the independent
non-executive directors, an annual confirmation of his
independence pursuant to Rule 3.13 of the Rules Governing
the Listing of Securities on The Stock Exchange of Hong Kong
Limited (the "“Stock Exchange”) (the “Listing Rules”). The
Company considers all of the independent non-executive
directors are independent.

All the independent non-executive directors are members of
the Company's Audit Committee and Remuneration
Committee.

DISTRIBUTABLE RESERVES OF THE COMPANY

As at 31 December 20086, in the opinion of the directors of the
Company, the Company'’s reserves available for distribution to
shareholders were approximately HK$463,605,000 which
represents the share premium and retained profits of the
Company.
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Directors' Report (continued
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DIRECTORS’ SERVICE CONTRACTS

The directors’ service contracts entered into between the
Company and all executive directors were for a term of three
years, commencing from 11 March 2005, in the case of

Dr. Tsai, Yen Yu (“Dr. Tsai"”), Mr. Lee Ming Ta (“Mr. Lee") and
Mr. Su Chien Cheng (“Mr. Su”) and from 21 September 2004
in the case of Dr. Su Sh Hsyu (“Dr. Su”). The service contracts
of the independent non-executive directors were also for a
term of three years, commencing from 11 March 2005 in the
case of Mr. Yeh Liang Fei (“Mr. Yeh”) and Mrs. Chen Shieh
Shu Chen (“Mrs. Chen") and from 21 September 2004 in the
case of Mr. Chen Ching (“Mr. Chen"). These services
contracts may be terminated by either party giving to the
other not less than three calendar months’ notice in writing.
The initial aggregate annual remuneration pursuant to such
service contracts is HK$2,988,000 (as to HK$1,000,000 to
Dr. Tsai, HK$700,000 to Mr. Lee, HK$600,000 to Mr. Su,
HK$600,000 to Dr. Su, HK$20,000 to Mr. Yeh, HK$20,000 to
Mrs. Chen and HK$48,000 to Mr. Chen) subject to an annual
increment at the discretion of the directors of not more than
10% of the annual remuneration immediately prior to such
increase.

For the year ended 31 December 2006, each of the executive
directors voluntarily agreed to waive the entitlement to certain
remuneration of approximately HK$1.5 million.

Each of Dr. Tsai, Mr. Lee, Mr. Su and Dr. Su is also entitled to
a management bonus. The aggregate amount of the bonuses
payable to these executive directors will not exceed 15% of
the audited consolidated profit attributable to equity holders of
the Company in respect of that financial year of the Group. For
the year ended 31 December 2006, the Board of Directors has
decided not to pay any management bonus under the said
service contracts.

Save as disclosed above, no director has any unexpired
service contract which is not determinable by the Group
within one year without payment of compensation, other than
normal statutory obligations.
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Directors’ Report (continued
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DIRECTORS’ INTERESTS IN SHARES

As at 31 December 2006, the interests of the directors, the
chief executives and their associates in the shares, underlying
shares and debentures of the Company and its associated
corporations, as recorded in the register maintained by the
Company pursuant to Section 352 of the Securities and
Futures Ordinance (“SFQO"), or as otherwise notified to the
Company and the Stock Exchange pursuant to the Model
Code for Securities Transactions by Directors of Listed
Companies (the “Model Code") contained in the Listing Rules,
were as follows:

Long positions in shares and underlying shares of the
Company

Ordinary shares
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Number of ordinary shares

LEREA
% of the issued
share capital of
Family Corporate the Company
Name of directors interests interests EAEARBET
EEna KRG = KA BAESL
Dr. Tsai — 1,400,000,000 70.00%
gl (Note 1)
(Btatt)
Mr. Su — 210,000,000 10.50%
BRI (Note 2)
(Ktet2)
Dr. Su — 210,000,000 10.50%
#iE L (Note 2)
(Ktet2)
Mr. Lee 1,400,000,000 — 70.00%
THHE (Note 1)
(Kat1)
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Directors’ Report (continued)
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DIRECTORS’ INTERESTS IN SHARES (Continued)

Notes:

(1) The two references to 1,400,000,000 shares relate to the
same block of shares. Such block of shares are held by
Efficient Market Investments Limited (“Efficient Market”)
which is beneficially owned as to 70% by Dr. Tsai through
Knightcote Enterprises Limited (“Knightcote”).

Mr. Lee, the spouse of Dr. Tsai, is deemed to be interested in
1,400,000,000 ordinary shares of the Company.

(2) The two references to 210,000,000 shares are included in the
1,400,000,000 shares held by Efficient Market which Mr. Su
and Dr. Su each has 15% beneficial interest through
Knightcote. Mr. Su and Dr. Su are the son and daughter of
Dr. Tsai respectively.

Other than as disclosed above, none of the directors, the chief
executives nor their associates had any interests or short
position in any shares, underlying shares or debentures of the
Company or any of its associated corporations as at

31 December 2006.

SHARE OPTION

Particulars of the Company's share option scheme are set out
in note 31 to the consolidated financial statements.

No share options were granted or exercised during the year
ended 31 December 2006. At 31 December 2006, no share
option of the Company were outstanding.

ARRANGEMENTS TO PURCHASE SHARES OR
DEBENTURES

At no time during the year was the Company, its holding
companies, or any of its subsidiaries or fellow subsidiaries, a
party to any arrangements to enable the directors of the
Company to acquire benefits by means of the acquisition of
shares in, or debentures of, the Company or any other body
corporate.
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Directors’ Report (continued
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SUBSTANTIAL SHAREHOLDERS

As at 31 December 20086, the register of substantial
shareholders maintained by the Company pursuant to Section
336 of the SFO shows that, the following shareholders had
notified the Company of relevant interests in the issued capital
of the Company.

Long position in shares and underlying shares of the Company

Ordinary shares of HK$0.10 each of the Company
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Percentage
Number of of the issued
ordinary shares share capital
Name of beneficially held of the Company
shareholder Notes Capacity BHHE HERARBET
BRME BB W &% LEREA BABESL
Efficient Market 1 Beneficial owner 1,400,000,000 70.00%
EmERA
Knightcote 1 &2 Beneficial owner and held by a controlled corporation 1,400,000,000 70.00%
EnEA ARBXESEERE
Dr. Tsai 2 & 3 Beneficial owner and held by a controlled corporation 1,400,000,000 70.00%
=iE+ EnEA ARBXESEERE
Mr. Su 4 Beneficial owner and held by a controlled corporation 210,000,000 10.50%
B EnEA ARBXESEERE
Dr. Su 5 Beneficial owner and held by a controlled corporation 210,000,000 10.50%
BRiET EnfEA ARBXESEERE
Notes: Hifst:
1. Efficient Market is beneficially owned by Knightcote. 1. Efficient Marketfi Knightcote ® zx i /5 °
2. The controlled corporation, Knightcote, is beneficially owned 2, SR EKnightcoten Bl 2218 £ BR S A Ak TE
by Dr. Tsai as to 70%, Mr. Su as to 15% and Dr. Su as to BRBEAT0% ~ 15% M 15% xS
15%.
3. These shares are attributable to Dr. Tsai in respect of her 70% 3. R A E218 T #E B Knightcote 70% 55 MUEZE MR
interest in Knightcote. DEEMES-
4. These shares are attributable to Mr. Su in respect of his 15% 4, R A BR St A B Knightcote 15% % MUEZ E I
interest in Knightcote. DB TS -
5. These shares are attributable to Dr. Su in respect of her 15% 5. A R 18 Tk B Knightcote 15% 55 MUEZE MR

interest in Knightcote.

Save as the interests disclosed above, the Company has not
been notified of any other relevant interests or short positions
in the issued share capital of the Company as at

31 December 2006.
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CONNECTED TRANSACTIONS AND DIRECTORS’
INTEREST IN CONTRACTS OF SIGNIFICANCE

The Group had the following significant transactions with
connected persons:

(i) During the year, Shanghai Natural Beauty Sanlian
Cosmetics Company Limited (“NB Sanlian”), a wholly
owned subsidiary, purchased natural health food of
approximately HK$2,468,000 from Shanghai Natural
Beauty Bio-Med Company Limited & B AEA YR
R A 7] (“Bio-Med"), a company wholly owned by Dr. Tsai
pursuant to a natural health food purchase agreement
dated 28 July 2005.

(ii) During the year, NB Sanlian purchased lingerie of
approximately HK$159,000 from Shanghai Natural
Beauty Apparel-Manufacture Company Limited /858
REBIKABR AT (“Apparel-Manufacture”), a company
owned as to 51.72% by Dr. Tsai pursuant to a lingerie
purchase agreement dated 28 July 2005.

(iii) On 3 May 2006, Shanghai Natural Beauty Cosmetics
Company Limited (“NB Shanghai”), a wholly owned
subsidiary, entered into a sale and purchase agreement
with Chong Ming County Sanlian Investment
Development Company Limited, a substantial
shareholder of a subsidiary of the Company, to acquire
the remaining 10% equity interests in NB Sanlian not
already held by NB Shanghai, for a consideration of
RMBB800,000 (equivalent to approximately HK$774,800).

The above transactions are regarded as connected
transactions pursuant to Chapter 14A of the Listing Rules.
Particulars of the transactions are disclosed in note 36 to the
consolidated financial statements.

The independent non-executive directors confirm that the
transactions have been entered into by the Group in the
ordinary course of its business, on terms no less favourable
than terms available from independent third parties and in
accordance with the terms of the agreement governing such
transactions that are fair and reasonable and in the interests of
the shareholders of the Company as a whole.
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Directors’ Report (continued)

sEFeHmEE W

CONNECTED TRANSACTIONS AND
DIRECTORS’ INTEREST IN CONTRACTS OF
SIGNIFICANCE (Continued)

Save as disclosed above:

(i) no contracts of significance subsisted to which the
Company or any of its subsidiaries was a party and
in which a director of the Company had a material
interest, whether directly or indirectly, subsisted at
the end of the year or at any time during the year;
and

(ii) there were no transactions which need to be
disclosed as connected transactions in accordance
with the requirements of the Listing Rules.

EMOLUMENT POLICY

The emolument policy of the employees of the Group is set
up by the board of directors on the basis of their merit,
qualifications and competence.

The emoluments of the executive directors of the Company
are recommended by the Remuneration Committee and
decided by the board of directors, as authorised by
shareholders at the annual general meeting, having regard to
the Company'’s operating results, individual performance and
comparable market statistics.

The Company has adopted a share option scheme as an incentive
to directors and eligible employees, details of the scheme is set
out in note 31 to the consolidated financial statements.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the
Company'’s bye-laws, or the laws of the Cayman Islands,
which would oblige the Company to offer new shares on a
pro-rata basis to existing shareholders.

SUFFICIENCY OF PUBLIC FLOAT
The Company has maintained a sufficient public float throughout
the year ended 31 December 2006.
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PURCHASE, SALE OR REDEMPTION OF THE
COMPANY’S LISTED SECURITIES

During the year, neither the Company nor any of its
subsidiaries purchased, sold or redeemed any of the
Company's listed securities.

POST BALANCE SHEET EVENTS

Details of significant events occurring after the balance sheet
date are set out in note 37 to the consolidated financial
statement.

AUDITORS

A resolution will be submitted to the annual general meeting
to re-appoint Messrs. Deloitte Touche Tohmatsu as auditors of
the Company.

On behalf of the Board
Dr.Tsai Yen Yu
Chairman

Hong Kong, 18 April 2007
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