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Dear shareholders,

Striving to be the leading beauty products and spa services provider in Greater China, Natural
Beauty is pleased to announce that we are well positioned to capitalize on the strong growth
potential in the region, especially in China. During the year ended 31 December 2004, we have
achieved a total turnover of HK$358.1 million, representing a year-on-year growth rate of 11.9%.
Net income illustrated a satisfactory growth of 16.8% to HK$63.2 million. The improvement reflects
our past efforts in enhancing the business operations, revamping brand image, developing
distribution channels, expanding product and service categories and training of beauticians.

Natural Beauty had 2,076 stores as of 31 December 2004, representing a drop of 12.4% as
compared with last year. Thanks to better allocation of resources and improved operation efiiciency,
average sales per store increased by 16.7% to HK$161,000 for the year ended 31 December
2004. Satisfactory revenue growth together with an efficient cost-base resulted in a sustainable
gross profit margin and net profit margin at 77.0% and 17.7% respectively.

Our brand — Natural Beauty — was nominated as Top 10 most influential cosmetic brands in China
and the Company has won the Golin Awards in Corporate Branding/Reputation Management. In
addition, our franchisee network is nominated as the best franchisee network with the highest
consumer recognition rate of 49.7% according to the Annual Report of 2005 Beauty Economics
in China.

RIGHT STRATEGIES FOR CONTINUOUS IMPROVEMENT

Increasing spending in beauty and skin care products and services, especially in China, presents
an enormous business opportunity for Natural Beauty. According to the Annual Report of 2005
Beauty Economics in China, it is expected that the growth rate of beauty service industry will
remain at approximately 15% from 2003 to 2007 as opposed to the country’s GDP growth of 8%.
On the other hand, the growth rate for cosmetic industry will be 9.4% of the same period. We,
being the oriental beauty professionals, are well prepared to capture the opportunities ahead with
the following strategies:

. Revamp brand image — Established a branding strategy to revamp our image to be more
appealing to our potential client base, typically young office ladies ranging from age 25 to
39. In addition, we will continue to build and maintain close relationships amongst media
and investor communities.

. New sales initiatives — Following the successful launch of NB-1 series in December 2003,
Natural Beauty rolled out new products within NB-1 family by launching NB-1 Deep
Whitening series in 2004. In addition, we will also continue in introducing other synergistic
products such as health supplements and body sculpturing lingerie.
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Regarding the services income, Natural Beauty plans to explore new revenue sources. A
new system of franchise fee would be implemented in 2005 while promotion and training
fee to be introduced in 2006. We believe such new sales initiatives would further enhance
the earning capacity of the Company and led to higher sales per store.

o Professional skin care examination — In 2004, we have launched NB-patented computerized
skin and iris health examination system, together with our extensive experience in beauty
know-how, to increase cross-selling opportunity through customized technology. This will
continue to be an effective tool for beauty consultants to provide a thorough diagnosis
and customized solutions with fully integrated products and services to the customers.

o Improving distribution system — Our first logistic center began operations in Shanghai in
December 2004. With the implementation of China Post Logistics, it will take only 2 to 3
days for franchised stores to receive products as opposed to 2 to 3 weeks in the past. We
foresee an improvement in inventory days, in labor costs and in internal communication of
marketing campaigns. Beijing, Guangzhou, Chongging and Xian logistics centers are
expected to be in full operation by mid 2005.

OUR VISION

Every successful business will need consolidation after certain good years, in order to be prepared
for future success. We believe the potential for a company and security of returns for investors are
just as important as the sales growth. With clear goals and careful future plans for the Company,
| am pleased to see that Natural Beauty is now in a strong position for further growth in 2005 and
onwards. We will continue to leverage our competitive strengths to bring fruitful returms to our
shareholders.

Natural Beauty is dedicated to cultivate our staff, customers, students and franchisee owners to
appreciate our education, products and services, who made modern ladies beautiful, confident
and wealthy.

NOTE OF THANKS

| would like to once again, with great pleasure, thank the members of the Board, shareholders,
and business partners for their valuable support and guildance. | am also very appreciative and
grateful to the Group’s management team and staff for their commitment and hard work.

Dr. Tsai Yen Yu
Chairman

Hong Kong, 20 April 2005
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