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Directors’ Report

The Board have pleasure in submitting their report together with the
audited accounts of the Company and the Group for the year ended
31st December 2006.

Principal Activities

The principal activity of the Company is investment holding. The
subsidiaries are principally engaged in the retail and wholesale of
beauty and health-care products and the operation of beauty and health
salons in Hong Kong and Macau.

Results

Details of the results and cash flow of the Group for the year ended
31st December 2006, and the state of affairs of the Company and of
the Group as at that date, are set out in the financial statements on
pages 47 to 52.

Dividends

The Board do not recommend the payment of any final dividend for the
year ended 31st December 2006 (2005: Nil).

Closure of Register of Members

The registers of the Company will be closed from Monday, 28th May
2007 to Friday, 1st June 2007, both days inclusive, during which period
no transfer of shares will be registered. In order to qualify for the
attending the forthcoming annual general meeting, all transfer of shares,
accompanied by the relevant share certificates and transfer forms,
must be lodged with the Company’s branch share registrars in Hong
Kong, Computershare Hong Kong Investor Services Limited, Shops
1712-1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East,
Wanchai, Hong Kong, for registration no later than 4:30 p.m. on Friday,
25th May 2007.

Five-Year Financial Summary

A summary of the results and of the assets and liabilities of the Group
for the last five financial years is set out on page 5.

Property, Plant and Equipment
Details of the movements in property, plant and equipment of the Group

are set out in Note 17 to the financial statements on pages 92 to 93.
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Directors’ Report (continued)
Share Capital

Details of the movements in share capital of the Company are set out
in Note 26 to the financial statements on pages 104 to 107.

Reserves

Movements in the reserves of the Group and of the Company during
the year are set out in Note 27 to the financial statements on pages
108 to 109 and in the consolidated statement of change in equity on
page 51.

Distributable Reserves

Pursuant to the Companies Law, Cap. 22 (Law 3 of 1961, as
consolidated and revised) of the Cayman Islands, share premium and
contributed surplus of the Company are distributable to the
shareholders. At 31st December 2006, the Company'’s reserves available
for distribution to shareholders amounted in total to approximately
HK$92,414,000 (2005: HK$91,599,000).

Segment Information

An analysis of the Group’s performance for the year by business
segment is set out in Note 7 to the financial statements on pages 82 to
84. No geographical segments analysis is presented as substantially
all the Group’s turnover and contribution to operating profits results are
derived from the operation in Hong Kong.

Share Option Information
Share options are granted to directors, executives and employees under
the Share Option Scheme approved by a resolution in writing passed
by the sole shareholder of the Company on 17th June 2003.
Details of the scheme are as follows:
(A) Purpose
The purpose of the Share Option Scheme is to provide the
Company with a flexible and effective means of incentivising,

rewarding, remunerating, compensating and/or providing benefits
to selected Participants (as defined in note (B)).
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Directors’ Report (continued)

Share Option Information (continued)

(B)

(C)

(D)

Who May Join

The Board may, at their absolute discretion, invite any person
belonging to any of the following classes of participants
("Participant"), to take up options to subscribe for Shares:

(i) any employee holding salaried office or employment under a
contract with the Company, any of its holding companies,
any of their respective subsidiaries and any entity in which
the Company or any of its subsidiaries holds any equity
interest (“Eligible Entity”); and

(i) any executive directors and non-executive directors of any
Eligible Entity.

The Board may offer to grant an option (“Option”) to any Participant
to subscribe for such number of Shares at the option price as the
Board may determine, subject always to any limits and restrictions
specified in the Rules.

Payment On Acceptance of Option Offer

A Participant shall pay the Company HK$1.00 for the grant of an
Option on acceptance of an option offer within 28 days after the
offer date.

Option Price

The option price will be determined by the Board and notified to
an Option-holder. The minimum option price shall not be less than
the higher of:

(i) the closing price of the Shares as stated in the Stock
Exchange's daily quotations sheet on the offer date;

(i) the average closing price of the Shares as stated in the
Stock Exchange's daily quotations sheets for the five business
days (on which the Stock Exchange is open for business of
dealing in securities) immediately preceding the Offer Date;
and

the nominal value of the Shares.

(iif)
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Directors’ Report (continued)

Share Option Information (continued)

(E)

(i)

(iif)

Maximum Number of Shares Subject to the Share Option Scheme

The total number of Shares which may be issued upon
exercise of all Options to be granted under the Share Option
Scheme and any options to be granted under any other
schemes must not in aggregate exceed 10% of the Shares
in issue as at upon completion of the Share Offer and the
Capitalisation Issue. Options lapsed or cancelled in
accordance with the terms of the Share Option Scheme, or
any other schemes will not be counted for the purpose of
calculating the 10% limit in note (E)(i).

With the approval of the shareholders of the Company (the
“Shareholders”), the Board may “refresh” the 10% limit
provided that the total number of Shares which may be issued
upon the exercise of all Options to be granted under the
Share Option Scheme and any other schemes under the
limit as "refreshed" shall not exceed 10% of the Shares in
Issue at the date on which the Shareholders approve the
"refreshed" limit.

Options previously granted under the Share Option Scheme
and any other schemes (including those outstanding,
cancelled, lapsed in accordance with the terms of the
relevant scheme, or exercised options) will not be counted
for the purpose of calculating the limit as “refreshed”.

Subject to the relevant limits as stated in the Share Option
Scheme, the Board may, with the approval of the
Shareholders, grant Options in excess of the 10% limit to
Participants specifically identified before Shareholders’
approval is sought. In such situation, the Company will send
a circular to the Shareholders’ containing a generic
description of the specified Participants who may be granted
such Options, the number and terms of such Options to be
granted and the purpose of granting such Options to the
specified Participants with an explanation of how the terms
of the Options will serve the purpose.
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Directors’ Report (continued)

Share Option Information (continued)

(E)

(F)

(G)

Maximum Number of Shares Subject to the Share Option Scheme
(continued)

(iv) The total number of Shares which may be issued upon
exercise of all outstanding options granted and yet to be
exercised under the Share Option Scheme and any other
schemes shall not exceed 30% of the Shares in issue from
time to time. No Options may be granted under the Share
Option Scheme and any other schemes if this will result in
the limit being exceeded.

Time of Exercise of Options

Subject to the provisions as stated in the Share Option Scheme,
an Option under the Share Option Scheme which is vested and
has not lapsed may be exercised at any time during such period
notified by the Board as not exceeding 10 years from the Offer
Date. The exercise of Options may also be subject to any
conditions imposed by the Board at the time of offer.

Period of the Share Option Scheme

Subject to the Board exercising its right under the Rules to
terminate the Share Option Scheme, this Share Option Scheme
shall be valid and effective for a period of 10 years commencing
on the Adoption Date, after which period no further Options will
be granted. The provisions of the Share Option Scheme shall
remain in full force and effect to the extent necessary to give
effect to the exercise of any Options granted prior to expiry of the
10-year period and which are at that time or become thereafter
capable of exercise under the Rules, or otherwise to the extent as
may be required in accordance with the provisions of the Share
Option Scheme.
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Directors’ Report (continued)

Share Option Information (continued)

(H)

Administration

BONJOUR

The Board has responsibility for administering the Share Option
Scheme. There are no trustees appointed for the purposes of the

Share Option Scheme.

Details of the share options outstanding as at 31st December
2006 which have been granted under the scheme are as follows:

B2 EREHENT
i i
ZRERE “EERE
-A-8 BRERE BREAY  TZA=T-H itk
55 Granted Lapsed 55 BT BUT
Held at during during Held at Exercise REAH RETR gz
1st January the the 31st December price  Grant Exercise Exercisable
2006 Year Year 2006 HKS  date from until
L ER
Director:
Efs - 400,000 - 400,000 0876 —EE/E ZEENF ZE-1F
Ip Chun Heng, NAtH JiV:Ed:! NAA
Wilson 7th Aug 2006 Tth Aug 2006 6th Aug 2016
e - 400,000 - 400,000 0876 —ZT/E TR IE-0E
Chung Pui Wan NAtH NAtH NARE
7th Aug 2006 Tth Aug 2006 6th Aug 2016
E@A - 300,000 - 300,000 0876 —FT/E ZFTNE IE-0E
Yip Kwok Li ;R J\RtH NERA
7th Aug 2006 Tth Aug 2006 6th Aug 2016
R - 300,000 - 300,000 0876 3R ETRE IR-E
Chan Chi Chau NAtH NAtH NERA
7th Aug 2006 Tth Aug 2006 6th Aug 2016
HftRs: 720,000 —~ - 720,000 1650 —%3=f S i ZR-mE
Other t-B-the -F-H t-E=1-8
Employees: 29th Nov 2003 1st Jan 2005 31st Dec 2014
776,000 - (48,000) 728,000 3806 -ETnE ZEER Z5-1%
-A-t+1f -R-H tZA=t-H
25th Jan 2005 1st Jan 2006 31st Dec 2015
- 9,530,000 - 9,530,000 0876 —EE/E ZEENF ZE-5F
;R N\RtA NARH
7th Aug 2006 Tth Aug 2006 6th Aug 2016
gy
Total: 1,496,000 10,930,000 (48,000 12,378,000
—EEXREER
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Directors’ Report (continued)
Directors

The Directors who held office during the year and up to the date of this
report are:

Executive Directors

Mr. Ip Chun Heng, Wilson
Ms. Chung Pui Wan

Mr. Yip Kwok Li

Mr. Chan Chi Chau

Independent Non-Executive Directors
Mr. Wong Chi Wai
Dr. Chow Ho Ming
Mr. Lo Hang Fong

In accordance with article 108 of the Company'’s articles of association,
Mr. Ip Chun Heng, Wilson, Ms. Chung Pui Wan and Dr. Chow Ho Ming
will retire by rotation at the forthcoming AGM. All the retiring Directors,
being eligible, will offer themselves for re-elections at the forthcoming
AGM.

Directors’ and Senior Management’s Biographies

Biographical details of the directors of the Company and senior
management of the Group as at the date of this report are set out on
pages 20 to 22.

Directors’ Service Contracts

Each of Executive Directors has entered into a service contract with
the Company for an initial term of two years commencing from 1st July
2003, and will continue thereafter until terminated by not less than
three months’ notice in writing served by either party to the other.

Each of Independent Non-Executive Directors has entered into a service
contract with the Company for a term of one year expiring on 30th
June 2007 for Mr. Wong Chi Wai and Dr. Chow Ho Ming and expiring
on 23rd September 2007 for Mr. Lo Hang Fong respectively, and will
continue thereafter until terminated by not less than one month’s notice
in writing served by either party to the other.

None of the Directors proposed for re-election at the forthcoming AGM
has a service contract with the Company which is not determinable by
the Company within one year without payment of compensation.

Annual Report 2006
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Directors’ Report (continued)
Directors’ Interests in Contracts

None of the Directors had a material interest, whether directly or
indirectly, in any contract of significance subsisting during or at the
end of the year to which the Company or any of its subsidiaries was a

party.

Directors’ and Chief Executives’ Interests and Short Positions in the
Shares, Underlying Shares and Debentures of the Company or any
Associated Corporation

As at 31st December 2006, the interests of the Directors and the chief
executive of the Company in the shares of the Company or any of its
associated corporations (within the meaning of Part XV of the Securities
and Futures Ordinance (the “SFQ”)) disclosed in accordance with the
Rules Governing the Listing of Securities on The Stock Exchange of
Hong Kong Limited (the “Listing Rules”) were as follows:

RAEARAFRG 2R Interest in the shares of the Company
REERE
TEREEZ
HBERHOHE EERTRE
Number of ZERNEI
underlying Approximate
BRHEE (H: 4) Shares held percentage
EEnA SHRHE Number of pursuant to st of issued
Name of Directors Capacity and nature Shares (Note 4)  share options Total share capital
ERTEE ExBEA 1,000,000 400,000 155,960,000 69.13
Mr. Ip Chun Heng, Wilson  Beneficial owner
ffEes (1) 1,000,000 400,000
Interest of spouse (Note 1)
HEEE (MHF2) 7,288,000
Joint interests (Note 2)
2RETESEIMA (HE3) 145,872,000
Founder of discretionary
trust (Note 3)
EMEx+ EGBEEA 1,000,000 400,000 155,960,000 69.13
Ms. Chung Pui Wan Beneficial owner
B @Es (1) 1,000,000 400,000
Interest of spouse (Note 1)
BAEE (K52 7,288,000
Personal interests (Note 2)
ZREETESEMA (W53 145,872,000
Founder of discretionary
trust (Note 3)
EEMEE ERBEAA 200,000 300,000 500,000 0.22
Mr. Yip Kwok Li Beneficial owner
BREMEE ExBEA 500,000 300,000 800,000 0.35

Mr. Chan Chi Chau

A
A
bl
H
H
H

Beneficial owner
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Directors’ Report (continued)

Directors’ and Chief Executives’ Interests and Short Positions in the
Shares, Underlying Shares and Debentures of the Company or any
Associated Corporation (continued)

Interest in the shares of the Company (continued)

Notes:

1. Each of 1,000,000 shares are separately held by Mr. Ip Chun Heng, Wilson
and Ms. Chung Pui Wan, the spouse of Mr. Ip Chun Heng, Wilson. Each
of them are taken to be interested in each of 1,000,000 shares by virtue
of the SFO.

2. RERMBELBFTALENEME 2.  The shares are held jointly by Mr. Ip Chun Heng, Wilson and Ms. Chung
L HRFRFE - Pui Wan.

3. % ZE W #@Promised Return 3.  The shares are held by Promised Return Limited, a special vehicle used
LimitedPT £ & ° Promised solely for the purpose of holding the shares for the benefit of a discretionary
Return Limited Y 2 A2 (Z7TE trust in which Mr. Ip Chun Heng, Wilson and Ms. Chung Pui Wan are the
CRTAAMBFERG 2 EF# founders.

B EETEEREMEZLT
HelPrA o
4. ExFriz R IIIEE A 4. Interests in shares stated above represent long positions.
RAEARAFMBLAR ZER Interest in the subsidiary of the Company
ERERBELERG (W2
Non-voting deferred
MEBATEME SHRMEE shares (Note 2)

EERE Name of Capacity and 2R Bk

Name of Directors the subsidiary nature Number Percentage

E s SR ACHE ML B RO 18 A 5 153,000 51%

Mr. Ip Chun Heng, Wilson BRAAF (K1) Personal interests

Bonjour Cosmetic
Wholesale Center
Limited (Note 1)
EMEZ+ S R AL PN X 147,000 49%

Ms. Chung Pui Wan

e

1. EREHEREERLERAA

ARRz2EMBLRE -

2. REEREREBEEROCHER 2

o BREEA1.008TT -

40

Jyo1.

BRATE (Kat1)
Bonjour Cosmetic

Wholesale Center

Limited (Note 1)

Notes:

Personal interests

Bonjour Cosmetic Wholesale Center Limited is a wholly-owned subsidiary
of the Company.

The non-voting deferred shares are fully-paid and have par value of
HK$1.00 each.
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Directors’ Report (continued)

Directors’ and Chief Executives’ Interests and Short Positions in the
Shares, Underlying Shares and Debentures of the Company or any
Associated Corporation (continued)

Save as disclosed above, as at 31st December 2006, none of the
directors or the chief executive of the Company had, under Divisions 7
and 8 of Part XV of the SFO, nor were they taken to or deemed to have
under such provisions of the SFO, any interests or short positions in
the shares, underlying shares or debentures of the Company or any
associated corporations (within the meaning of Part XV of the SFO) or
any interests which are required to be entered into the register kept by
the Company pursuant to section 352 of the SFO or any interests which
are required to be notified to the Company and the Stock Exchange
pursuant to the Model Code for Securities Transactions by Directors of
Listed Companies, was interested in or had any short position.

Directors’ Rights to Acquire Shares or Debt Securities

Save as disclosed herein, at no time during the year was the Company
or any of its subsidiaries a party to any arrangements to enable the
Directors to acquire benefits by means of the acquisition of shares in,
or debt securities including debentures of, the company or any other
body corporate and none of the Directors, chief executive or their
spouse or children under the age of 18, had any right to subscribe for
securities of the Company or had exercised any such rights during the
year.

Directors’ Interest in Competing Business
During the year, none of the Directors or management shareholders of
the Company (as defined in the Listing Rules) has an interest in a

business which compete or may corporate with the business of the
Group.
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Directors’ Report (continued)

Substantial Shareholders’ Interests and Short Positions in the Shares
and Underlying Shares of the Company

As at 31st December 2006, the interests and short positions of the
following persons, other than Directors and chief executive of the
Company, in the issued share capital of the Company which have been
disclosed to the Company pursuant to Division 2 and 3 of Part XV of
the SFO have been recorded in the register kept by the Company
pursuant to section 336 of the SFO:

hRE R

BMABD

BROESER (Wit1) Approximate

£ Total interests percentage

Name in shares (Note 1) of interests

Promised Return Limited (Note 2) (f1i#2) 145,872,000 64.66%

Deco City Limited (Note 2) (fffiF2) 145,872,000 64.66%

DBS Trustee H.K. (Jersey) Limited (Note 2) (i it 2) 145,872,000 64.66%

Mt - Notes:

1. EXFizRMDERTIETE © 1. Interests in shares stated above represent long positions.

2. Promised Return Limited 2. Promised Return Limited (“Promised Return”) is wholly-owned by Deco

([Promised Return]) J4 f1Deco
City Limited2 & # A& + M Deco
City LimitedA| & — A & {5+t
A © DBS Trustee H.K. (Jersey)
LimitedE B2 EHA 2 2 A] © %
PHEAESZIZABREES
FThRAE(EERE]) REMEL L
(TEX]) ZK&KE ° Promised
Return3E AU Ll 255 E
CARIZmAMBERG 2K
B REFMAZB B
Promised ReturnZ B4 5 Bl f &
FERERFBES1%R49% « B
—ZET=FXA++tH EiL4L
N E K #5Promised Returnz & #f
BT’ A EE T Deco City
Limited -

B EXFREEN  R-TEX

+-A=+—8 « EEEEALR
AATBRARAREEREEH
B EPIEXVEF 2R £35 BA
MR A2 R AHA -
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City Limited which in turn is a company indirectly wholly-owned by a
discretionary trust, DBS Trustee H.K. (Jersey) Limited, which beneficiaries
comprise family members of Mr. Ip Chun Heng, Wilson (“Mr. Ip”) and Ms.
Chung Pui Wan (“Mrs. Ip”). Promised Return is a special vehicle used
solely for the purpose of holding the Shares for the benefit of the
discretionary trust referred to above. As at the date of its incorporation,
Promised Return was held as to 51% and 49% by Mr. Ip and Mrs. Ip
respectively. On 17th June 2003, Mr. Ip and Mrs. Ip transferred the entire
issued share capital of Promised Return to Deco City Limited.

Save as disclosed above, no person was interested in or had any short
position in the issued share capital of the Company which would fall to
be disclosed to the Company under Divisions 2 and 3 of Part XV of the
SFO as at 31st December 2006.
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Directors’ Report (continued)
Purchase, Sale or Redemption of Securities
The Company has not redeemed any of its shares during the year.

Neither the Company nor any of its subsidiaries has purchased or sold
any of the Company'’s shares during the year.

Major Customers and Suppliers

During the year, the Group’s largest and five largest suppliers accounted
for 3% and 15% of the Group’s purchases respectively, and the Group’s
largest and five largest customers accounted for 1% and 2% of the
Group’s turnover respectively.

Investment in Subsidiaries

The activities of the Company’s subsidiaries are set out in Note 19 to
the financial statements on pages 94 to 97.

Management Contracts

No contracts concerning the management and administration of the
whole or any substantial part of the business of the Company were
entered into or existed during the year.

Connected Transactions

The Group did not enter into any transactions during the year ended
31st December 2006, that would constitute connected transactions
under the Listing Rules.

Pre-emptive Rights

There is no provision for pre-emptive rights under the Company'’s articles
of association and there was no restriction against such rights under
the laws of the Cayman Islands.

Public Float

As far as the information publicly available to the Company is concerned
and to the best knowledge of the directors of the Company, at least

25% of the Company’s issued share capital were held by members of
the public as at the date of this report.
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Directors’ Report (continued)
Charitable Donations

During the year ended 31st December 2006, the Group made charitable
donations totaling HK$20,000.

Auditors

The accounts were audited jointly by PricewaterhouseCoopers and Lau
& Au Yeung C.P.A. Limited. A resolution to re-appoint the retiring joint
auditors, PricewaterhouseCoopers and Lau & Au Yeung C.P.A. Limited,
will be put at the forthcoming AGM. The Company has not changed its
auditors in the preceding three years.

On behalf of the Board
Ip Chun Heng, Wilson
Chairman

Hong Kong, 20th April 2007
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