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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Shareholders of
Natura Cosméticos S.A.
Sdo Paulo - SP

l.

We have audited the accompanying consolidated balance sheets of Natura Cosméticos S.A.
and subsidiaries (the “Company”) as of December 31, 2007 and 2006, and the related
statements of income, changes in shareholders’ equity and changes in financial position for
the years then ended, all expressed in Brazilian reais and prepared under the responsibility
of the Company’s management. Our responsibility is to express an opinion on these
financial statements.

Our audits were conducted in accordance with auditing standards generally accepted in
Brazil. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the consolidated financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to in paragraph 1 present
fairly, in all material respects, the consolidated financial position of Natura Cosméticos S.A.
and subsidiaries as of December 31, 2007 and 2006, and the results of their operations, the
changes in shareholders’ equity, and the changes in their financial position for the years then
ended, in conformity with Brazilian accounting practices.

Brazilian accounting practices vary in certain respects from generally accepted accounting
principles in the United States of America. Application of generally accepted accounting
principles in the United States of America would have affected shareholders’ equity as of
December 31, 2007 and 2006 and results of operations for the years then ended, to the
extent summarized in Note 26 of the consolidated financial statements.



Deloitte Touche Tohmatsu

5. Our audits were conducted for the purpose of forming an opinion on the basic consolidated
financial statements taken as a whole. The consolidated statements of cash flows for the
years ended December 31, 2007 and 2006 (Attachment) are presented for purposes of
additional analysis and are not a required part of the basic consolidated financial statements
prepared in accordance with Brazilian accounting practices. Such information has been
subjected to the same auditing procedures applied in the audit of the basic consolidated
financial statements described in paragraph 2 and, in our opinion, is fairly presented in all
material respects in relation to the basic consolidated financial statements taken as a whole.

6. As described in note 26.p, the Company presented again the reconciliation of net income for
the differences between Brazilian accounting practices and accounting principles generally
accepted in the United States of America, for the year ended December 31, 2006.

Sao Paulo, February 27, 2008

DELOITTE TOUCHE TOHMATSU Altair Tadeu Rossato
Auditores Independentes Engagement Partner



NATURA COSMETICOS S.A.

BALANCE SHEETS AS OF DECEMBER 31, 2007 AND 2006

(In thousands of Brazilian reais - R$)

ASSETS

CURRENT ASSETS

Cash and banks

Cash investments (Note 5)

Trade accounts receivable (Note 6)

Inventories (Note 7)

Recoverable taxes (Note 8)

Advances to employees and suppliers

Deferred income and social contribution taxes (Note 9.a)
Other receivables

Total current assets

NONCURRENT ASSETS
Long-term assets:
Receivables from shareholders (Note 18.b)
Recoverable taxes (Note 8)
Deferred income and social contribution taxes (Note 9.a)
Escrow deposits (Note 15)
Advances to suppliers
Other receivables
Cash investments (Note 5 and 15.g)
Permanent assets:
Investments
Property, plant and equipment (Note 10)
Intangible assets (Note 11)
Total noncurrent assets

TOTAL ASSETS

The accompanying notes and Attachment are an integral part of these financial statements.

2007 2006
49,398 65,293
355,994 209,863
535,528 374,168
251,079 237,091
49,368 38,687
3,569 12,705
52,799 32,236
25,513 20,535
1,323,248 990,578
- 20
22,284 20,981
34,318 35,809
38,603 13,367
3,935 2,715
595 557
4,848 4336
- 630
470,963 445,546
63,817 51,389
639,363 575,350
1,962,611 1,565,928

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES

Loans and financing (Note 13)

Domestic suppliers

Foreign suppliers

Salaries, profit sharing and related charges
Taxes payable (Note 14)

Dividends (Note 18.d)

Accrued freight

Other payables

Reserve for tax, civil and labor contingencies (Note 15)

Allowance for losses on swap and forward transactions (Notes 21.b and 21.d)

Sundry accruals

Total current liabilities

NONCURRENT LIABILITIES

Loans and financing (Note 13)

Reserve for tax, civil and labor contingencies (Note 15)
Other payables

Total noncurrent liabilities

MINORITY INTEREST

SHAREHOLDERS' EQUITY (Note 18)
Capital (Note 18.a)

Capital reserves (Notes 18.b and 18.e)
Profit reserves (Notes 18.g and 18.h)
Treasury shares (Note 18.¢)

Total shareholders' equity

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

2007 2006
284,707 75,388
173,574 208,739
2,076 5,518
87,068 88,718
118,511 95,672
237,898 213,813
18,044 18,944
21,436 18,522
13,420 -
8,514 2,185
388 3,739
966,136 731,738
259,992 127,077
51,021 62,210
7,342 4,348
318,355 193,635
1 4
390,618 233,862
124,471 134,867
165,235 272,056
(2,205) (234)
678,119 640,551
1,962,611 1,565,928




NATURA COSMETICOS S.A.

STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31,2007 AND 2006
(In thousands of Brazilian reais - RS, except for earnings per share)

Gross sales to domestic market
Gross sales to foreign market
Other sales

GROSS OPERATING REVENUES

Taxes on sales, returns and rebates

NET OPERATING REVENUES
Cost of sales

GROSS PROFIT

OPERATING (EXPENSES) INCOME
Selling

General and administrative

Employee profit sharing (Note 16)
Management compensation

Other operating expenses, net

INCOME FROM OPERATIONS BEFORE FINANCIAL EFFECTS
Financial expenses (Note 22)
Financial income (Note 22)

INCOME FROM OPERATIONS
Nonoperating income, net

INCOME BEFORE TAXES ON INCOME
Income and social contribution taxes (Note 9.b)
NET INCOME BEFORE MINORITY INTEREST
Minority interest

NET INCOME

EARNINGS PER SHARE - R$

The accompanying notes and Attachment are an integral part of these financial statements.

2007 2006
4,111,505 3,754,968
188,884 133,604
1,225 1,388
4,301,614 3,889,960
(1,228913)  (1,132,973)
3,072,701 2,756,987
(992,253) (891,317)
2,080,448 1,865,670
(1,033,195) (885,749)
(377,505) (330,845)
(28,664) (37.353)
(9,539) (12,385)
(4,942) (388)
626,603 598,950
(60,380) (33,453)
51,039 43391
617,262 608,888
512 909
617,774 609,797
(155,519) (149,023)
462,255 460,774
- (1)
462,255 460,773
1.0781 1.0796




NATURA COSMETICOS S.A.

STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006
(In thousands of Brazilian reais - RS, except for dividends per share)

BALANCES AS OF DECEMBER 31,2005

Sale of treasury shares by exercise of stock options

Payment of receivables from shareholders (Note 18.b)

Capital increase through subscription of shares

Tax incentives

Net income

Allocation of net income:
Dividends - R$0.7630 per outstanding share (Note 18.d)
Interest on capital - R$0.0787 per outstanding share (Notes 18.c and 18.d)
Profit retention reserve (Note 18.h)

BALANCES AS OF DECEMBER 31,2006

Sale of treasury shares by exercise of stock options (Note 18.e)
Payment of receivables from shareholders (Note 18.b)
Capital increase through subscription of shares (Note 18.a)
Acquisition of treasure shares (Note 18.¢)
The increase in capital by capitalization of profit reserve (Note 18.h)
Tax incentives
Net income
Allocation of net income:
Dividends - R$0.8767 per outstanding share (Note 18.d)
Interest on capital - R$0.0915 per outstanding share (Notes 18.c and 18.d)
Profit retention reserve (Note 18.h)

BALANCES AS OF DECEMBER 31,2007

The accompanying notes and Attachment are an integral part of these financial statements.

Capital reserves

Treasury Share Investment __ Profitreserves Retained
Capital ~ _shares premium __grants Legal  Retention earnings Total
230,762 (1,265) 110,459 10,715 18,533 152,185 - 521,389
- 541 8,039 - - - - 8,580
- - 2,272 - - - - 2,272
3,100 - - - - - - 3,100
- - - 3,872 - - - 3,872
) ) _ - - - 460,773 460,773
R - - - - - (325,866) (325,866)
R _ - - . - (33,569) (33,569)
R - - - - 109,891 (109,891) -
233,862 (724) 120,770 14,587 18,533 262,076 (8.553) 640,551
- 20,724 (13,273) - - - - 7,451
- - 92 - - - - 92
2,817 - - - - - - 2,817
- (22,701) - - - - - (22,701)
153,939 - - - - (153,939) - -
- - - 2,791 - - - 2,791
R - - - - - 462,255 462,255
R - - - - - (375,890) (375,890)
R _ - - . - (39,247) (39,247)
R - - - - 41,777 (41,777) -
390,618 (2,701) 107,589 17,378 18,533 149,914 (3,212) 678,119




NATURA COSMETICOS S.A.

STATEMENTS OF CHANGES IN FINANCIAL POSITION
FOR THE YEARS ENDED DECEMBER 31,2007 AND 2006
(In thousands of Brazilian reais - R$)

SOURCES OF FUNDS
From operations:
Net income
Items not affecting working capital:
Depreciation and amortization (Notes 10 and 11)
Monetary and exchange variations, net, except those referring to tax, civil and
labor contingencies
Reserve for tax, civil and labor contingencies, including monetary variation on those
reserves (Note 15)
Deferred income and social contribution taxes (Note 9.a.)
Proceeds from sale and disposal of property, plant and equipment and intangible assets
Minority interest

From shareholders:
Capital increase through subscription of shares (Note 18.a.)

Acquisition of treasure shares (Note 18.¢)
Sale of treasury shares by exercise of stock options (Note 18.¢.)
Payment of receivables from shareholders (Note 18.b.)

From third parties:
Reclassification of recoverable taxes from property, plant and equipment to current and
noncurrent assets
Increase in noncurrent liabilities

Tax incentives

Total sources

USES OF FUNDS

Acquisition of property, plant and equipment and intangible assets (Notes 10 and 11)
Increase in noncurrent assets (long-term assets)

Decrease in noncurrent liabilities

Transfer from noncurrent to current liabilities

Dividends proposed and paid (Note 18.d.)

Interest on capital proposed and paid (Notes 18.c. and 18.d.)

Total uses

(DECREASE) INCREASE IN WORKING CAPITAL

REPRESENTED BY
Increase in current assets
Increase in current liabilities

(DECREASE) INCREASE IN WORKING CAPITAL

The accompanying notes and Attachments are an integral part of these financial statements.

2007 2006
462,255 460,773
74,916 54,601
(5,435) (73)
(8,043) 12,998
1,491 (6,485)
5,683 3,881
3) 4
530,864 525,691
2,817 3,100
(22,701) -
7,451 8,581
92 2272
- 10,536
280,987 31,570
2,791 3,872
802,301 585,622
120,856 193,596
70,687 14,232
- 29,119
144,379 20,740
375,890 325,866
39,247 33,569
751,059 617,122
51242 (31,500)
332,669 65,714
281,427 97,214
51242 (31,500)




NATURA COSMETICOS S.A.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006
(Amounts in thousands of Brazilian reais - R$, unless otherwise stated)

1. OPERATIONS

Natura Cosméticos S.A. (the “Company”) and its subsidiaries are engaged in the
development, production, distribution and sale, substantially through direct sales by Natura
beauty consultants, of cosmetics, fragrances, hygiene and health products. The Company
also holds equity interests in other companies in Brazil and abroad.

2. PRESENTATION OF FINANCIAL STATEMENTS

The financial statements have been prepared in accordance with Brazilian accounting
practices and standards established by the Brazilian Securities Commission (CVM).

Certain account captions and groups in the statements of income and cash flows have been
changed in relation to the prior year, for better classification and presentation. In the
statement of income, administrative expenses were reclassified to selling expenses, although
without changing total operating expenses. The changes made include the 2006 information
to allow comparability between years. These changes did not affect the group balances or
totals. Additionally, there was a reclassification in the balance sheet as of December 31,
2006 of R$10,319 (Company) and R$13,117 (Consolidated) from reserves to tax, civil and
labor contingencies to the caption “escrow deposits”. The property, plant and equipment and
intangible assets accounts have also been reclassified as of December 31, 2006 without,
however, any impact on the balance of assets.

Until December 31, 1995, the generally accepted accounting principles in Brazil established
a simplified methodology for the recording of inflation effects determined to that date. This
methodology, named monetary restatement of the balance sheet, consisted of the
restatement of permanent assets (investments, property, plant and equipment, and deferred
charges) and shareholders’ equity accounts at the indexes disclosed by the Federal
Government. The net effect of the monetary restatement was accounted for in the statements
of income in a specific account under the heading “Monetary restatement of the balance
sheet”. This monetary restatement was prohibited by Law No. 9,249, of December 26, 1995,
effective January 1, 1996.

3. SIGNIFICANT ACCOUNTING PRACTICES

a) Results of operations
Determined on the accrual basis of accounting.
b) Cash investments

Consists of highly liquid temporary investments, except for the long-term investments,
stated at cost plus income earned through the balance sheet dates, as described in Note 5.
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c)

d)

)

h)

)

Allowance for doubtful accounts

Recognized based on an analysis of risks on realization of receivables, in an amount
considered sufficient to cover possible losses, as described in Note 6.

Inventories

Stated at the average cost of acquisition or production, adjusted to market value and for
possible losses, when applicable. The details show in Note 7.

Property, plant and equipment and intangible assets

Recorded at acquisition cost monetarily restated through December 31, 1995, plus
interest capitalized during the construction period, when applicable and goodwill on
acquisition of investment and business lease. Depreciation and amortization are
calculated under the straight-line method, based on the estimated economic useful lives
of the assets, at the rates shown in Notes 10 and 11.

Deferred charges

Represented by goodwill arising from the merger of shares of Natura Empreendimentos
S.A. into Natura Participagdes S.A., less the provision for maintenance of dividend
payment capacity, as described in Note 12.

Current and noncurrent liabilities

Stated at known or estimated amounts, plus, if applicable, interest and monetary and
exchange variations incurred through the balance sheet dates.

Income and social contribution taxes

The provision for income tax was recorded at the rate of 15%, plus a 10% surtax on
annual taxable income exceeding R$240. Social contribution tax was calculated at the
rate of 9% of taxable income. Deferred income and social contribution taxes recorded in
current and noncurrent assets result from expenses recorded in income, although
temporarily nondeductible for tax purposes.

Pursuant to CVM Resolution No. 273/98 and CVM Instruction No. 371/02, deferred
taxes are recorded at their probable realizable values, as detailed in Note 9.

Loans and financing

Adjusted based on exchange and monetary variations and interest incurred through the
balance sheet dates, as provided for by contract and mentioned in Note 13.

Reserves for tax, civil and labor contingencies

Updated through the balance sheet dates based on the probable amount of loss,
according to their natures and supported by the opinion of the Company’s attorneys. For
purposes of the financial statements, they are presented net of related escrow deposits.
The grounding and nature of the reserve for tax, civil and labor contingencies are
described in Note 15.



Natura Cosméticos S.A.

k)

D

Swap and forward contracts

The nominal values of swap and forward contracts are not recorded in the balance sheet.
Unrealized gains or losses on these transactions are recorded on the accrual basis of
accounting, as mentioned in Notes 21.b and 21.d.

Financial income and expenses

Represented by interest and monetary and exchange variations on cash investments,
escrow deposits and loans and financing and swap and forward contracts as mentioned
in Note 22.

m) Interest on capital

For corporate purposes, interest on capital is accounted for as allocation of income in
shareholders’ equity. For tax purposes, interest on capital is treated as financial expense,
reducing the income and social contribution tax basis.

Earnings per share

Calculated based on the number of shares at the balance sheet dates, excluding treasury
shares.

Use of estimates

The preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosure of
contingent assets and liabilities as of the date of the financial statements, and the
reported amounts of revenues and expenses for the reporting periods. Since
management’s judgment involves estimates of the probability of future events, actual
results may differ from the estimates.

4. CONSOLIDATION CRITERIA

The consolidated financial statements have been prepared in accordance with the
consolidation principles established by Brazilian accounting practices and regulatory
instructions and resolutions established by the CVM, and include the financial statements of
the Company and its direct and indirect subsidiaries, as follows:



Natura Cosméticos S.A.

Ownership
interest - %
2007 2006
Direct:
Industria e Comércio de Cosméticos Natura Ltda. 99.99  99.99
Natura Cosméticos S.A. - Chile 99.99  99.99
Natura Cosméticos S.A. - Peru 99.94 99.94
Natura Cosméticos S.A. - Argentina 99.94 9991
Natura Brasil Cosmética Ltda. - Portugal 98.00 98.00
Nova Flora Participacdes Ltda. 99.99  99.99
Natura Inovagdo e Tecnologia de Produtos Ltda. 99.99  99.99
Natura Europa SAS 100.00 100.00
Natura Cosmeticos y Servicios de Mexico, S.A. de C.V. 99.99  99.99
Natura Cosmeticos de Mexico, S.A. de C.V. 99.99  99.99
Natura Distribuidora de Mexico, S.A. de C.V. 100.00 100.00
Natura Cosméticos C.A. - Venezuela 99.99  99.99
Natura Cosmeéticos Ltda. - Colombia 99.99  99.99
Natura Cosmetics USA Co. 99.99 -
Indirect:
Natura Logistica e Servicos Ltda. 99.99  99.99
Flora Medicinal J. Monteiro da Silva Ltda. 100.00 100.00
Ybios S.A. (proportional consolidation - joint control) 33.33  33.33

The consolidated financial statements have been prepared based on the financial statements
as of the same date and consistent with the accounting practices described in Note 3.
Investments in subsidiaries were proportionally eliminated against shareholders’ equity and
net income of the respective subsidiaries. Intercompany balances and transactions and
unrealized profits were also eliminated. The minority interest in the Company’s subsidiaries
was shown separately. The financial statements of foreign subsidiaries were translated into
Brazilian reais at the exchange rates in effect on the date of the related financial statements.

The operations of the direct and indirect subsidiaries are as follows:

¢ Industria e Comércio de Cosméticos Natura Ltda.: engaged principally in the production
and sale of Natura products to Natura Cosméticos S.A. - Brazil, Natura Cosméticos S.A.
- Chile, Natura Cosméticos S.A. - Peru, Natura Cosméticos S.A. - Argentina, Natura
Cosméticos Ltda. - Colombia, Natura Europa SAS, Natura Cosmeticos de Mexico, S.A.
de C.V., e Natura Cosméticos C.A - Venezuela.

e Natura Cosméticos S.A. - Chile, Natura Cosméticos S.A. - Peru, Natura Cosméticos S.A.
- Argentina, Natura Cosméticos C.A. - Venezuela, Natura Cosméticos Ltda. - Colombia,
Natura Cosmetics USA Co. (as of December 31, 2007 currently in the preoperating
stage) and Natura Distribuidora de Mexico, S.A. de C.V.: their activities are an extension
of the activities conducted by the parent company Natura Cosméticos S.A. - Brazil.

e Nova Flora Participa¢des Ltda.: holds equity interest in the subsidiary Flora Medicinal J.
Monteiro da Silva Ltda.

10



Natura Cosméticos S.A.

e Natura Inovagdao e Tecnologia de Produtos Ltda.: its activities consist of product and
technology development and market research. It is the wholly owner of Natura
Innovation et Technologie de Produits SAS, research and technology satellite center
opened in 2007, in Paris, where researches are developed for in vitro tests, an alternative
to tests in animals, for studies of asset security and effectiveness, skin care, and new
packaging materials.

e Natura Europa SAS: engaged in the purchase, sale, import, export and distribution of
cosmetics, fragrances in general, hygiene and health products.

e Natura Cosmeticos de Mexico, S.A. de C.V.: imports and sells cosmetics, fragrances in
general and personal hygiene and care products to Natura Distribuidora de Mexico, S.A
de C.V..

e Natura Cosmeticos y Servicios de Mexico, S.A. de C.V.: provides administrative and
logistics services to Natura Cosmeticos de Mexico, S.A. de C.V. and Natura
Distribuidora de Mexico, S.A. de C.V..

e Natura Logistica e Servicos Ltda.: engaged in the provision of administrative and
logistics services to Natura Group companies based in Brazil.

e Flora Medicinal J. Monteiro da Silva Ltda.: engaged in the sale of phytotherapic and
phytocosmetic products of its own brand. Since 2005 this company has had no activities.

e Ybios S.A.: engaged in research, management and development of projects, products and
services in the biotechnology area, and may also enter into agreements and/or
partnerships with universities, foundations, companies, cooperatives, associations, and
other public and private entities, provision of services in the biotechnology area, and
holding of equity interest in other companies.

5. CASH INVESTMENTS

2007 2006
Bank certificates of deposit (CDBs) 348,004 203,351
Investment funds 12,838 _10.848

360,842 214,199

Noncurrent (Note 15.g.) 4,848 4,336
Current 355,994 209.863

As of December 31, 2007 and 2006, CDBs yield interest rates ranging from 100.0% to
102.0% of the interbank deposit rate (CDI). The share in the total investment portfolio, as of
December 31, 2007 is 96.4% (94.9% as of December 31, 2006). Weighted-average yield of
investment fund investments is 94.8% of the CDI as of December 31, 2007 (98.3% as of
December 31, 2006).

11



Natura Cosméticos S.A.

6.

TRADE ACCOUNTS RECEIVABLE

2007 2006
Trade accounts receivable 573,278 399,209
Allowance for doubtful accounts (37.750) (25,041)

535,528 374.168

The changes in the allowance for doubtful accounts for the year ended December 31, 2007
are as follows:

Additions Write-offs
2006 ) Reversals (**) 2007
Allowance for doubtful accounts  (25.041) (56,498) 2,116 41,673 (37,750)

(*) Provision recognized according to Note 3.c.

(**) Refers to notes more than 180 days past due, written off due to nonreceipt.

INVENTORIES

2007 2006
Finished products 198,890 156,543
Raw materials and packaging 52,850 77,193
Promotional material 21,257 15,221
Work in process 7,944 7,346
Allowance for losses (29.862) (19.212)

251,079 237,091

The changes in the allowance for inventory losses for the year ended December 31, 2007 are
as follows:

Additions,  Write-offs

2006 net (*) (**) 2007
Total of allowance for inventory losses (19,212) (31,279) 20,629 (29,862)

(*) Refers mainly to the recognition of the reserve for discontinuance, expiration and quality
losses, according to actual need and the policy established by the Company and its subsidiaries.

(**) Refers to write-offs of products discarded by the Company and its subsidiaries.
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8.

RECOVERABLE TAXES
2007 2006
ICMS (State VAT) on purchases of fixed assets 18,811 16,838
COFINS (tax on revenue) on fixed asset acquisitions 16,193 10,858
ICMS (State VAT) on purchases of goods 14,584 13,382
IVA - value-added tax (Foreign Operations) 11,740 8,089
PIS on fixed asset acquisitions 3,516 2,357
Income Taxes (Foreign Operations) 2,678 2,291
PIS/COFINS/CSLL - withheld at source 1,568 1,782
IRPJ (income tax) 1,069 1,868
PIS (tax on revenue) and COFINS on purchases of goods 576 325
CSLL (social contribution tax) 520 725
IPI (Federal VAT) 9 895
Recoverable INSS (social security contribution) - 170
Other 388 88
71,652 59,668
Noncurrent 22,284 20,981
Current 49,368 38,687

ICMS, PIS and COFINS credits on fixed asset acquisitions are offset at the rate of 1/48 per
month, pursuant to rules established in prevailing legislation.

INCOME AND SOCIAL CONTRIBUTION TAXES

a) Deferred

Deferred income (IRPJ) and social contribution (CSLL) taxes recorded in the financial
statements result from temporary differences (Company and subsidiaries). These credits
are recorded in current and noncurrent assets, in view of their expected realization based
on projections of taxable income. The amounts are as follows:

13



Natura Cosméticos S.A.

b)

Current:
Temporary differences:
Allowance for doubtful accounts (Note 6)
Allowance for inventory losses (Note 7)
Non-inclusion of ICMS in the PIS and Cofins basis (Note 14)
Reserves for tax, civil and labor contingencies (Note 15)
Effects of unrealized profits in the inventories of the Company

Allowance for losses on swap and forward contracts (Notes 21.b.

and 21.d.)
Provision for ICMS - ST (Parana and Santa Catarina) (Note 14)
Other provisions
Deferred income and social contribution taxes

Noncurrent:
Temporary differences:
Reserves for tax, civil and labor contingencies (Note 15)
Other provisions
Deferred income and social contribution taxes

2007 2006
11,655 7,766
9,382 6,108
4,780 -
4,563 -
3,087 5,370
2,895 743
1,931
14,506 12,249
52,799 32,236
32,858 34,635
1,460 _1.174
34318 35,809

As required by CVM Resolution No. 273/98 and CVM Instruction No. 371/02,
management, based on projections of results, estimates that the recorded tax credits will
be fully realized within five years. The amounts recorded in noncurrent assets will be

realized as follows:

2008
2009
2010
2011

Current expense

Reconciliation of income and social contribution taxes

2007 2006
21,557 26,774
8,768 6,168
3,690 2,867
303 -
34,318 35,809

14
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2007 2006
Income before taxes on income 617,774 609,797
Income and social contribution taxes at the rate of 34% (210,043) (207,331)
Reversal of provision for maintenance of dividend payment

capacity (Note 12) 49,933 49,933
Technological research and innovation benefit - Law No.

11.196/05 (*) 13,348 15,370
Interest on capital (Notes 18.c and 18.d) 13,344 11,413
Tax incentives (donations) 4,134 2,957
Permanent differences (2,783) (2,843)
Losses generated by subsidiaries (24,095) (23,091)
Other 643 4.569
Income and social contribution taxes - net expenses (155,519) (149,023)
Income and social contribution taxes - current (174,416) (161,987)
Income and social contribution taxes - deferred 18.897 12,964
Income and social contribution taxes - net expenses (155.519) (149,023)
Effective rate - % 25.2 244

(*) Refers to the tax benefit established by Law No. 11,196/05, which allows for the
direct deduction in the calculation of taxable income and the social contribution tax
basis from the amount corresponding to 60% of the total expenses on technological
research and innovation, observing the rules established in said Law.

10. PROPERTY, PLANT AND EQUIPMENT

Annual 2007 2006

depreciation Accumulated Net book Accumulated  Net book

rate - % Cost depreciation value Cost  depreciation value
Machinery and equipment 10 221,679 74,967 146,712 181,046 56,563 124,483
Buildings 4 144,685 36,018 108,667 144,684 30,309 114,375
Installations 10a33 92,721 42,238 50,483 79,547 33,065 46,482
Lands - 33,662 - 33,662 33,662 - 33,662
Molds 33 67,269 40,626 26,643 47,868 30,637 17,231
Vehicles 20 a 33 35,560 13,315 22,245 30,196 11,124 19,072
IT equipment 20 46,700 24,975 21,725 38,763 19,516 19,247
Advances to suppliers - 21,263 - 21,263 26,764 - 26,764
Furniture and fixtures 10 23,187 8,115 15,072 18,876 6,313 12,563
Leasehold improvements 20a33 15,625 4,173 11,452 12,694 1,380 11,314
Construction in progress - 9,824 - 9,824 16,297 - 16,297
Other 10 6.066 2.851 3.215 6.463 2,407 4,056
718,241 247,278 470,963 636,860 191,314 445,546
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11. INTANGIBLE ASSETS

Annual 2007 2006
amortization Accumulated Net book Accumulated Net book
rate - % Cost amortization value Cost amortization value
Software 20 73,183 25,231 47,952 32,735 13,561 19,174
Construction in progress - 9,710 - 9,710 26,355 - 26,355
Business lease - Natura
Europa (a) - 5,420 - 5,420 5,860 - 5,860
Patents 10a25 1,967 1,232 735 941 941 -
Goodwill on acquisition of
investment - Nova Flora (b) 10 - - - 8.015 8.015 -
90,280 26,463 63,817 73,906 22,517 51,389

(a) The business lease generated on the purchase of a commercial location where Natura Europa SAS operates is
supported by an appraisal report issued by independent appraisers, attributable to the fact that it is an intangible,
marketable asset, which does not suffer any decrease in value over time. The balance variation between December
31,2006 and 2007 is basically due to the effects of the exchange variation for the period.

(b) The goodwill on the acquisition made by the subsidiary Nova Flora Participagdes Ltda. was fully amortized in 2005,
due to the low expectation of profitability from 2006 onwards. Liabilities related to this subsidiary are properly
reflected in the consolidated financial statements.

12. DEFERRED CHARGES

On March 5, 2004, Natura Participacdes S.A. was merged into the Company. Natura
Participagdes S.A. had recorded goodwill on the investment in Natura Empreendimentos
S.A., amounting to R$1,028,041, and a corresponding provision for maintenance of future
dividend payment capacity in the same amount. This goodwill arose from the merger of the
shares of Natura Empreendimentos S.A. into Natura Participacdes S.A. on December 27,
2000. This merger was approved by the Extraordinary Shareholders’ Meeting held on that
date, and the amounts are supported by a valuation report issued by independent experts.

The amounts are as follows:

2007 2006
Goodwill on investments 465,066 611,929

Provision for maintenance of future dividend payment capacity (465.066) (611.929)

The provision for maintenance of future dividend payment capacity, as it is in the full
amount, will result in the recognition of the goodwill amortization tax benefits for all of the
Company’s shareholders. The goodwill amount is being amortized over a seven-year period.

16



Natura Cosméticos S.A.

13.

LOANS AND FINANCING

Modalidade

BNDES - EXIM @

Compror (buyer financing)
Resolution 2,770 V

FINEP (Financing Agency for Studies and Projects)
Agribusiness Credit Note

BNDES (Brazilian Bank for Economic and Social
Development) "

NCE (Export Credit Note)

BNDES - FINAME (Government Agency for
Machinery and Equipment Financing)

FAT Fomentar (Employee Shelter Fund)
BNDES - PROGEREN (Support Program for
Enhancing Employment and Income Capacity)

ACE (Advances on Export Contracts)
Total

Current
Noncurrent

2007 2006

110,175 53,070
137,677

88,484 -
51,915 39,370
48,787 -
45,543 20,258
41,190 36,635
14,246 12,938
6,682 2,568
- 37,140
- 986
544,699 202,965
284,707 75,888
259,992 127,077

Maturity

April 2008 and
February 2009

January 2008
January 2010

December 2008
and March 2013

April and June
2009

April 2010 and
July 2014

April 2008

January 2012

February 2014

Settled in June
2007

Settled in January
2007

Charges

Interest of 2.62% p.y. + TILP® for 80% of the financing and
interest of 10.23% p.y. + exchange variation for 20% of the
financing for the maturity in April 2008.

Interest of 2.57% p.y. + TILP® for 80% of the financing and
interest of 9.76% p.y. + exchange variation for 20% of the
financing for the maturity in February 2009.

Interest of 102.8% of CDI ®

Exchange variation (YEN) + 2.11% p.y.

TILP® for 71.5% of the financing for the maturity in March
2013. and interest of 3% p.y.. + TILP®

for 28.5% of the financing. for the maturity in December
2008.

Interest of 100.6% of CDI ¥ + IOF  and

TR © + 8.66% p.y. + IOF @

Interest of 4.5% p.y. + TILP® + UMBNDES® for the maturity
in April 2010.

For the financing for the maturity in July 2014: (i) TJLP® +
interest of 2.8% p.y. for 85% of the financing (ii) exchange
variation (dollar) + interest of 8.54% p.y. for 9% of the
financing. and (iii) TILP® + interest of 2.3% p.y. for 6% of
the financing.

Interest of 104.7% of CDI ®

Interest of 4.5% p.y. + TILP?

Interest of 4.4% p.y. + TILP @

Interest of 3.5% p.y. + TILP®?

Interest of 5.4% p.y. + exchange variation

Guarantees

Guarantee of Natura Cosméticos S.A.

Guarantee of Natura Cosméticos S.A.

Guarantee of Industria Comércio de
Cosméticos Natura Ltda.
Guarantee, promissory notes and
receivables of Natura Cosméticos
S.A.

Guarantee of Natura Cosméticos S.A.

Mortgage 7
Bank guarantee

Guarantee of Natura Cosméticos S.A.

and promissory notes

Chattel mortgage, guarantee of
Natura Cosméticos S.A. and
promissory notes

Chattel mortgage, guarantee of
Natura Cosméticos S.A. and
promissory notes

Bank guarantee

Guarantee for exports
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14.

(1) Loans and financing for which swap transactions for CDI were contracted

(2) TILP - Long-term interest rate

(3) CDI - Interbank certificate of deposit
(4) IOF - Tax on financial transactions
(5) TR - Managed prime rate

(6) UMBNDES - BNDES monetary unit

(7) Financing in local currency from the BNDES is guaranteed mainly by the Cajamar unit

Maturities of noncurrent debt are as follows:

2008
2009
2010
2011
2012
2013
2014

TAXES PAYABLE

ICMS (State VAT) Company and tax substitution
PIS/COFINS (Liminar)

IRPJ (income tax)

IRRF (withholding income tax)
PIS/COFINS/CSLL (Law No. 10,833/03)
CSLL (social contribution tax)

COFINS (tax on revenue)

IVA - value-added tax (Foreign Operations)
Income Taxes (Foreign Operations)

IPI

ISS

PIS

Other

(-) Escrow deposits ¢

Total taxes payable, net of escrow deposits

2007 2006
- 55,534
100,831 53,120
109,583 7,409
18,541 4,824
17,543 4,743
9,754 1,447
3.740 -

259,992 127,07
2007 2006
109,892 64,789
14,060 -
10,478 8,916
7,335 4,266
4,784 3,011
4,534 3,662
4,458 3,740
2,786 1,970
2,527 2,415
2,285 -
983 1,162
947 779
472 962
165,541 95,672
(47,030) -
118,511 95,672
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15.

(*)

**)

The Company and its subsidiary Industria e Comercio de Cosméticos Ltda. are
challenging in court the non-inclusion of the ICMS in the PIS and COFINS tax basis.
In June 2007, the Company and its subsidiary obtained authorization to pay PIS and
COFINS without including ICMS in the tax basis, from April 2007. The provision for
December 2007 refers to unpaid amounts due to the non-inclusion of ICMS in the PIS
and COFINS basis between April and December 2007.

Refers to the ICMS tax substitution in the Santa Catarina and Parana State, for May to
December 2007 and February to December 2007, respectively, which are not being
challenged in court but are being deposited in escrow while there is no established
agreement between the parties involved, as detailed in note 15, items (a) and (b) of the
item “Contingent liabilities”. The same amount is recorded under the caption “ICMS -
Company and tax substitution”, for which reason there was a significant variation in
the balances between December 2006 and December 2007.

RESERVES FOR TAX, CIVIL AND LABOR CONTINGENCIES

The Company and its subsidiaries are parties to certain tax, labor and civil lawsuits and to
tax proceedings at the administrative level. Based on the opinion and judgments of its
internal and external attorneys, management believes that the reserves for tax, civil and
labor contingencies are sufficient to cover probable losses. These reserves, net of the escrow
deposits, are presented as follows:

2007 2006
Tax 40,312 49,086
Civil 17,903 7,316
Labor 6,226 5,808
64.441 62,210
Current 13,420 -
Noncurrent 51,021 62,21

Tax Contingencies

The changes in the reserves for tax contingencies for the year ended December 31, 2007 are
presented as follows:
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Write-  Monetary
2006 Additions  Reversals offs restatement 2007

IPI - zero rate (a) 27,914 - - - 3,120 31,034
Late payment fines on Federal taxes paid in

arrears (b) 6,625 - - - 582 7,207
Deductibility of CSLL (social contribution tax)

(Law No. 9,316/96) (c) 6,338 - - - 332 6,670

Monetary restatement of Federal taxes
(IRPJ/CSLL/ILL) according to the UFIR

(fiscal reference unit) (d) 5,056 - - - 71 5,127
IPI tax assessment - attorneys’ fees (e) 4,616 - 9 - 185 4,792
IPI (Federal VAT) credit on purchases of fixed

assets and consumption material (f) 4,437 - (279) - 275 4,433
IPI (Federal VAT) - tax collection lawsuit (g) 4,143 - - - 280 4,423
Tax assessment - INSS (social security

contribution) (h) 5,421 - (1,903) - 344 3,862
IRPJ and CSLL tax assessment - attorneys’ fees

@) 1,469 1,796 (425) 26 2,866
Assessment notice - 1990 IRPJ (corporate

income tax) (j) 2,683 - - - 179 2,862
Non-inclusion of the ICMS in the PIS and

COFINS tax basis - attorneys’ fees (k) - 2,234 - - 57 2,291
PIS (tax on revenue) - semiannual - Decree-laws

No. 2,445/88 and No. 2,449/88 (1) 15,930 - (14,910) - 816 1,836
Attorneys’ fees and other 9.840 472 (1,395) _ - 1.600 10,517
Total reserve for tax contingencies 94,472 4,502 (18,496) (425) 7,867 87,920
Escrow deposits for tax contingencies (45.386) - 1,905 _ - (4.127)  (47.608)
Total reserve for tax contingencies, net of escrow

deposits 49,086 4,502 16,591)  (425) 3,740 40,312

(a) Refers to IPI tax credits on raw materials and packing materials purchased at a zero tax rate and with tax exemption.
The subsidiary Industria e Comércio de Cosméticos Natura Ltda. filed for and obtained an injunction granting
entitlement to the credit. On September 25, 2006, a sentence was rendered dismissing the injunction, judging the
Company’s request invalid. The Company filed an appeal for review of the merit and reestablishment of the
injunction’s effects. To suspend payments of the tax credit the Company performs escrow deposits from October 2006.
The total amount deposited in escrow, adjusted by December 31, 2007 is R$31,034 (R$27,914 as of December 31,
2006).

(b) Refers to fine for late payment of federal taxes.

(c) Refers to CSLL (social contribution tax) that was addressed by a mandate that questions the constitutionality of Law
No. 9,316/96, which prohibited the deduction of CSLL from its own tax basis and the IRPJ (income tax) basis. A
portion of this reserve, in the amount of R$4,601 (R$4,245 as of December 31, 2006), is deposited in escrow.

(d) Refers to the monetary restatement of federal taxes (IRPJ/CSLL/ILL) related to 1991 based on the UFIR (fiscal
reference unit), discussed in a mandate. The amount involved is deposited in escrow.

(e) Refers to attorneys’ fees for the defense in the tax assessment notice issued in November 2005 by the Federal Revenue
Service, relating to the tax basis of the IPI (Federal VAT) on intercompany transactions. In June 2006, the subsidiary
was notified of the decisions rendered by the 2™ Panel of the Federal Revenue Service Judgment Office in Ribeirdo
Preto, which cancelled, by unanimous vote, the tax requirements related to IPI on these transactions. On August 15,
2007, the appeal filed by the federal tax authority was unanimously denied and the lower court decision cancelling the
tax payable was upheld. The decision has yet to be formalized and published. On December 18, 2007, the subsidiary
Industria e Comércio de Cosméticos Natura Ltda. was notified of the denial of the appeal relating to one of the tax
assessment notices that was then concluded.

(f) The subsidiary Industria e Comércio de Cosméticos Natura Ltda. is discussing through injunctions the right to the IPI
(Federal VAT) credit on purchases of fixed assets and consumption materials.

(g) Refers to a tax collection lawsuit seeking to collect the IPI (Federal VAT) related to July 1989, when wholesale
establishments began to be considered equivalent to industrial establishments under Law No. 7,798/89. The lawsuit is
in the Federal Regional Court of 3™ Region (SP) for judgment of the appeal filed by the debtor. The amounts involved
in this tax collection lawsuit are guaranteed by a subsidiary’s (Natura Inovagdo e Tecnologia de Produtos Ltda.) cash
investment in the updated amount of R$4,848 (R$4,336 as of December 31, 2006).
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(h) Refers to INSS (social security contribution) required by tax assessments issued by the National Institute of Social
Security as a result of an inspection. The Company, as a taxpayer having joint liability for tax payment, is required to
pay INSS on services provided by third parties. The amounts are discussed in court through a tax debt annulment action
and are deposited in escrow. The amounts required in the tax assessment notice cover the period from January 1990 to
October 1999. The reversal made in the quarter refers to the expiration of part of the amount involved in the lawsuit for
the period from January 1990 to October 1994, as recently instructed by the Federal Supreme Court (STF) and Superior
Court of Justice (STJ).

(i) Refers to attorneys’ fees for defense against the tax deficiency notices issued against the Company in August 2003,
December 2006 and December 2007 by the Federal Revenue Service, in which income and social contribution taxes
(IRPJ and CSLL) are demanded related to the deductibility of the yield of the debentures issued by the Company in
1999, 2001 and 2002. The attorneys’ opinion is that the likelihood of unfavorable outcome is remote.

(j) Refers to a tax assessment notice issued by the Federal Revenue Service requiring the payment of income tax on profit
from incentive-based exports made in base year 1989, at the rate of 18% (Law No. 7,988, of December 29, 1989) and
not 3%, as established by article 1 of Decree-law No. 2,413/88, which supported the Company in its tax payments at
that time.

(k) Refers to attorneys’ fees for filing and dealing with the administrative proceeding for requesting a refund of the ICMS
included in the PIS and Cofins basis in the period from April 2002 to March 2007. The attorneys assessed the risk of
loss as remote.

(1) Refers to the offset of PIS paid as per Decree-laws No. 2,445/88 and No. 2,449/88, in the period from 1988 to 1995,
against Federal taxes due in 2003 and 2004. The reversal made in the year is due to the final decision favorable to the
Company, rendered in August 2007. The remaining reserve refers to the subsidiary Industria e Comércio de Cosméticos
Natura Ltda., which is awaiting the appreciation of the lawsuit by the Board of Tax Appeals.

Civil contingencies

The changes in the reserves for civil contingencies for the year ended December 31, 2007
are presented as follows:

Monetary
2006 Additions Reversals Payments restatement 2007

Several civil lawsuits (a) 3,157 3,993 (1,961) (376) 643 5,456
Civil lawsuits and attorney’s fees - Flora

Medicinal (b) 7,004 8,109 - _ - 536 15,649
Total reserve for civil lawsuits 10,161 12,102 (1,961) (376) 1,179 21,105
Escrow deposits for civil contingencies (2.845) (52) 88 _ - (393) (3.202)
Total reserve for civil contingencies, net of

escrow deposits 7316 12,050 (1.873) (376) 786  17.903
Current 13,420
Noncurrent 4,483

(a) As of December 31, 2007, the Company and its subsidiaries are parties to 1,587 lawsuits (1,164 as of December 31,
2006), at the civil court, special civil court and PROCON (consumer protection agency), filed by beauty consultants,
consumers, suppliers and former employees, mostly related to indemnity claims.

(b) The Company is a party to civil lawsuits filed by a former sharcholder of the indirect subsidiary Flora Medicinal,
which seek the determination of any amounts and the satisfaction of alleged liabilities due to the former shareholder’s
withdrawal. In November 2007, the Rio de Janeiro Court of Justice judged the appeals filed against the lower court
decision that determined the amounts. Appeals were filed requesting clarification of the decision rendered by the Rio
de Janeiro Court of Justice and were denied in January 2008, when the Company filed a special appeal. The addition
that occurred in the year was due to the revision of the reserve for the main lawsuit and attorneys’ fees according to
the progress of the lawsuit. Of the total amount, R$13,420 was reclassified to current liabilities based on expected
outcome in 2008.

The Company is a party to other 3 civil lawsuits filed by the former shareholder Flora Medicinal, the nature and
likelihood of success of which are described below:
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e Arbitration of return on capital: the former shareholder alleges that it has the right to receivables resulting from its
withdrawal from the Company. In January 2008, the former shareholder filed with the Superior Court of Justice
an appeal against the decision rendered by the Rio de Janeiro Court of Justice that, upholding the lower court
decision, denied the former shareholder’s request. The amounts involved could not yet been measured reliably.
The attorneys believe that the risk of loss is remote.

e Business plan-related matter: the former shareholder alleges it has the right to receivables resulting from its
withdrawal from the Company. The start of the work of the court-appointed expert is expected since December
2007. The lawsuit is in progress in the Sao Paulo Judicial District. The amounts involved could not yet been
measured reliably. The attorneys believe that the risk of loss is remote.

e Payment into court: refers to ICMS credits deposited by the former shareholder for installment payment
contracted by Flora Medicinal. Since September 2007 the former shareholder is expecting the judgment of the bill
of review filed against the decision that denied the special appeal it filed. The Rio de Janeiro Court of Justice,
reversing the lower court decision, denied the former shareholder’s request. The attorneys believe that the risk of
loss is possible.

Labor contingencies

As of December 31, 2007, the Company and its subsidiaries are parties to 588 labor lawsuits
filed by former employees and third parties (414 as of December 31, 2006), claiming the
payment of severance amounts, salary premiums, overtime and other amounts due, as a
result of joint liability. Reserves are periodically reviewed based on the progress of lawsuits
and history of losses on labor claims to reflect the best current estimate.

The changes in the reserves for labor contingencies for the year ended December 31, 2007
are presented as follows:

Monetary
2006 Additions Reversals Payments restatement 2007
Total reserve for labor contingencies 6,339 563 (1,077) (64) 1,562 7,323
Escrow deposits for labor contingencies (531) (566) - - - (1,097)
Total reserve for labor contingencies, net of
escrow deposits 5,808 _ 3 (@107 (64) 1,562 6,226

Escrow deposits

Escrow deposits, which represent the Company’s restricted assets, refer to amounts
deposited in court until litigation is resolved. The balance of escrow deposits for which there
is no recognized reserve for contingencies, as of December 31, 2007, totals R$38,603 -
consolidated (R$13,367 as of December 31, 2006) and is classified under the heading
“Escrow deposits”, in noncurrent assets. The increase in the escrow deposits balance
between December 31, 2006 and December 31, 2007 arises mainly from the contingency
related to ICMS Tax Substitution of the Parana and Santa Catarina States, as mentioned in
item (a) and (b) of the following topic.

Possible losses

The Company and its subsidiaries are parties to tax, civil and labor lawsuits, for which there
is no reserve for losses recorded, because the risk of loss is considered possible by
management and its attorneys. These lawsuits are presented as follows:
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2007 2006
Tax:
Declaratory Action - ICMS Tax Substitution of Parana State (a) 10,715 -
Declaratory Action - ICMS Tax Substitution of Santa Catarina State (b) 9,965 -
Offset of 1/3 of COFINS - Law No. 9,718/98 (c) 4,466 4,223
INSS debt annulment action (d) 3,976 5,209
Tax assessment - transfer pricing on loan
agreements with foreign related company (e) 1,047 1,342
Tax debt notification - GFIP (FGTS payment and social security
information form) (f) 718 673
ICMS Tax Substitution deficiency notice (g) 593 608
Request for offset of taxes of the same type - IRPJ (income tax) and
IRRF (withholding income tax) (h) 450 406
Other 4,797 _1.500
36,727 13,961
Civil 18,283 15,235
Labor 46,115 20,551

101,125 49,747

(a) Lawsuit filed by the Company challenging the changes in ICMS tax basis introduced by
Parana Decree No. 7018/2006. The total amount of the matter in controversy is being
deposited in escrow.

(b) Lawsuit filed by the Company challenging the changes in ICMS tax basis introduced by
Administrative Act No. 107/2006 of DIAT (Santa Catarina State tax administration
office). The total amount of the matter in controversy is being deposited in escrow.

(c) Law No. 9,718/98 increased the COFINS (tax on revenue) rate from 2% to 3%, and
allowed this 1% difference to be offset in 1999 against the social contribution tax paid in
the same year. However, in 1999 the Company and its subsidiaries filed for a mandate
and obtained authorization to suspend the payment of the tax credit (1% rate difference)
and to pay COFINS based on Supplementary Law No. 70/91, prevailing at that time. In
December 2000, considering former unfavorable court decisions, the Company and its
subsidiaries waived the lawsuit and enrolled in the tax debt refinancing program
(REFIS), for payment in installments of the debt related to the COFINS not paid in the
period. With the payment of the tax, the Company and its subsidiaries gained the right to
offset 1% of COFINS against social contribution tax, which was made in the first half of
2001. However, the Federal Revenue Service understands that the period for offset was
restricted to base year 1999. On September 11, 2006 the Company was notified that the
offsets made were not approved, and timely filed the applicable appeal. This lawsuit is
awaiting ruling at the lower administrative court.
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(d) Lawsuit filed by the Company seeking the annulment of the tax demanded by the INSS
through a tax assessment notice issued for purposes of collecting the social security
contribution on the allowance for vehicle maintenance paid to sales promoters. The
amounts are discussed in the tax debt annulment action and are deposited in escrow. The
amounts required in the assessment notice cover the period from January 1990 to
October 1999. The reversal made in the quarter refers to the expiration of part of the
amount involved in the lawsuit for the period from January 1990 to October 1994, as
recently instructed by the Federal Supreme Court (STF) and Superior Court of Justice
(STJ).

(e) Refers to a tax assessment notice whereby the Federal Revenue Service is demanding the
payment of IRPJ and CSLL on the difference of interest on loan agreements with a
foreign related party. On July 12, 2004, an administrative defense was filed and is still
being judged.

(f) Demand of fine for failure to complete the GFIP (FGTS payment and social security
information form), an accessory social security obligation, for independent contractors’
social security contributions and indemnities. The Company is discussing the collection
at the administrative level.

(g) Tax deficiency notice for ICMS Tax Substitution, demanded by Goids State, due to
supposed underpayment by the Company. The Company has presented its defense at the
administrative level and is awaiting the final judgment.

(h) Refers to the nonapproval of the offset of IRPJ credits related to the 4th quarter of 1999
against IRRF debts for the 2nd quarter of 2000. The Company has presented its defense
at the administrative level, for which a partially favorable judgment has been rendered.
On July 12, 2006, an annulment action was filed, and an escrow deposit was made, to
challenge collection of the balance of offset not approved by the Federal Revenue
Service.

Contingent Assets

Significant contingent assets of the Company and its subsidiaries are as follows:

(a) The Company and its subsidiary Industria e Comércio de Cosméticos Natura Ltda. are
challenging in court the constitutionality and legality of the increase in the tax basis for
the PIS and COFINS contributions established by Law No. 9,718/98. The amounts
involved in the lawsuits, updated as of December 31, 2007, total R$18,111 (R$12,171 as
of December 31, 2006). The lawsuits are awaiting judgment. The attorneys’ opinion is
that the likelihood of favorable outcome is probable.

(b) The Company and its subsidiaries Indastria e Comércio de Cosméticos Natura Ltda.,
Natura Inovacao e Tecnologia de Produtos Ltda. and Natura Logistica e Servigos Ltda.
are requesting at administrative level the refund of the ICMS included in the PIS and
COFINS basis and paid in the period from April 2002 to March 2007. The amounts of
the refund request as of December 31, 2007 are R$103,025. The attorneys believe that
the chance of a favorable outcome is probable.

As a final and unappealable decision has not been rendered, the Company and its subsidiary
have not recorded the contingent assets, as established by CVM Resolution No. 489/05.
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16. MANAGEMENT AND EMPLOYEE PROFIT SHARING

17.

The Company and its subsidiaries pay profit sharing to its employees and managers, tied to
the achievement of operational targets and specific objectives established and approved at
the beginning of each year. As of December 31, 2007, the following amounts were recorded
as profit sharing: R$12,556 (R$13,850 as of December 31, 2006) and R$35,827 (R$39,260
as of December 31, 2006), Company and consolidated, respectively, under the heading
“Salaries, profit sharing and related charges” in current liabilities, with contra entry to
“Employee profit sharing” and “Management compensation” in the statement of income for
those years.

COMPENSATION OF MANAGAMENT AND EXECUTIVES

a)

b)

The total compensation of the Board of Directors and Officers of the Company and its
subsidiaries is as follows:
2007
Compensation Stock Options Program
Stock option ~ Average
Variable balance exercise

Fixed (*) Total (quantity) (**) price (***)

Board of Directors 2,498  (1,049) 1,449 - -
Officers 3,598 1,367 4,965 532,65 21.57
Total 6.096 318 6.414 532,654
2006
Compensation Stock Options Program
Stock option ~ Average
Variable balance exercise

Fixed (*) Total (quantity) (**) price (***)

Board of Directors 2,572 1,049 3,621 - -
Officers 3.070 1,878 4,948 528,32 12.81
Total 5,642 2,927 8,569 528,326
The compensation of the Executives of the Company and its subsidiaries is as follows:
2007
Compensation Stock Options Program
Stock option Average
Variable balance exercise
Fixed (*) Total (quantity) (**) price (***)
Executives 14,873 4,034 18,907 2,702,650 16.78
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2006
Compensation Stock Options Program
Stock option Average
Variable balance exercise
Fixed (*) Total (quantity) (**) price (**%*)
Executives 12,711 4,594 17,305 3,120,859 10.02

=

(*)  Refers to the profit sharing recorded in the statement of income for the years. The
amounts include any additions and/or reversals to the provision recorded in the
prior year in view of the final assessment of the targets established by the Board
Members and Directors appointed pursuant to bylaws or not.

(**) Refers to the balance of unexercised vested and unvested options as of the balance
sheet dates.

(***) Refers to the weighted-average exercise price of the option at the time of the
Stock Option Grant, updated by the inflation calculated based on the IPC-A
(extended consumer price index) through the balance sheet date. Note 20 presents
the pro forma net income as of December 31, 2007 and 2006, should Company’s
management opt for recognizing the effects of the plans in the accounting records,
considering the vesting period and using the intrinsic value method (difference
between the market price obtained on December 31, 2007 and 2006 and the value
of the option updated based on the IPC-A, for the years then ended).

18. SHAREHOLDERS’ EQUITY
a) Capital

On December 31, 2006, the Company’s capital was R$233,862. In March 2007, 22,667
common shares without par value were subscribed for R$3.17. The total amount
subscribed was R$72 and the authorized capital was 13.116.665 common shares.

As of April, 2007, there was capitalization from the profit reserves, in the amount of
R$153,939, according to details described in item (h) of this explanatory note.

As of May and June 2007, 700,839 common shares were subscribed due to the option
periods referring to the Stock Option Plans of 2003 and 2004, with average contribution
prices at R$3.19 and R$7.86, respectively. The total amount subscribed was R$2,706.

As of August and September 2007, 12,085 common shares were subscribed due to the
option periods referring to the Stock Option Plans of 2003, with average contribution
prices at R$3.22. The total amount subscribed was R$39.

Due to the events mentioned previously, the amount of subscribed and paid-up common
shares increased from 428,193,460 on December 31, 2006 to 428,929,051 on December
31, 2007.

As of December 31, 2007, the Company’s capital is R$390,618 and the authorized
capital is 12,381,074 common shares.
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b)

d)

Amortization on receivables from shareholders

Refers to the amortization of receivables from shareholders granted to two Company
directors, on September 29, 2000, April 30, 2002, December 30, 2002 and January 5,
2004, by purchase and sale agreement of shares, at the rate of 3% per year, with
maturities scheduled for April 30, 2009 and September 30, 2010, so that they could
acquire Natura Empreendimentos S.A. and Natura Participagdes S.A.’s common shares.
In the corporate restructuring occurred in March 2004, such shares were exchanged with
Natura Cosméticos S.A.’s common shares. The amortization of loans is performed with
all of its dividends and interest on capital, distributed by the Company to such directors,
based on the charged shares acquired. The financing was fully settled in the year of
2007.

Interest on capital

At the Board of Directors’ Meeting on July 25, 2007, the Company’s management
proposed the payment of interest on capital, according to the terms of the bylaws, CVM
Resolution No. 207/96 and Law No. 9,249/95. As of December 31, 2007, the recorded
gross amount of interest on capital is R$39,247 (R$33,569 as of December 31, 2006)
and was calculated within legal limits, including as to the mandatory minimum dividend
of 30% according to article 202 of Law No. 6,404/76 and the bylaws.

Withholding income tax in the amount of R$5,887 (R$5,035 as of December 31, 2006)
was withheld and paid by the Company.

Dividend payment policy

The shareholders are entitled to receive every year a mandatory minimum dividend of
30% of net income, considering principally the following adjustments:

e Increase in the amounts resulting from the reversal, in the year, of previously
recognized reserves for contingencies.

e Decrease in the amounts intended for the recognition, in the year, of the legal reserve
and reserve for contingencies.

The bylaws allow the Company to prepare semiannual and interim balance sheets and,
based on these balance sheets, authorize the payment of dividends upon approval by the
Board of Directors.

Dividends and interest on capital - gross, relating to income for 2006, in the amounts of
R$325,866 (R$0.7630 per share) and R$33,569 (R$0.0787 per share), respectively, were
approved by Annual Shareholders’ Meeting on April 02, 2007 and corresponded to
78.0% of the 2006 consolidated net income.

On February 27, 2008, the Board of Directors’ Meetings approved a proposal, to be
submitted to the Annual Shareholders’ Meeting to be held on March 31, 2008, for the
payment of dividends and interest on capital - gross, relating to income for 2007, in the
total amounts of R$375,890 (R$0.8767 per share) and R$39,247 (R$0.0915 per share),
respectively, corresponding to 89.8% of the 2007 consolidated net income. Of these
amounts, the Company paid, on August 10, 2007, dividends and interest on capital -
gross in the amounts of R$138,138 (R$0.3222 per share) and R$39,247 (R$0.0915 per
share), respectively, as approved by the Board of Directors’ Meeting on July 25, 2007.
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g)

Dividends were calculated as follows:

Company
2007 2006
Net income 456,914 469,326
Profit reserve - legal (item g. of this Note) - -
Calculation basis for minimum dividends 456,914 469,326
Mandatory minimum dividends 30% 30%
Annual minimum dividend 137,074 140,798
Proposed dividends 375,890 325,866
Interest on capital - net of withholding income tax 33,360 28,534
Withholding income tax 5.887 5,035
Total dividends and interest on capital - gross 415,137 359,435
Amount exceeding the mandatory minimum dividend 278,063 218,637
Dividends per share - R$ 0.877 0.763
Interest on capital per share - net - R$ 0.078 0.067
Total dividends and interest on capital, per share - net - R$ 0.95 0.83

Treasury shares

In the first quarter of 2007, 1,000,000 common shares were bought at the average price
of R$22.70 by exercising the options granted to the Company’s officers and employees
and the indirect and direct subsidiaries’ officers and employees participating in the
“Amendments to the Common Stock Option Plan for 2003, 2004 and 2005” and
“Common Stock Option Plan for 2006, according to the Extraordinary Shareholders’
Meeting held on April 2, 2007.

As of December 31, 2007, treasury shares, which have been used in the exercise of
options under the Stock Option Plans, were 161,303 (679,317 in 2006), with an average
unit cost of R$13.6705 (R$0.3447 in 2006).

Share premium

Refers to the goodwill generated on the issuance of 3,299 common shares resulting from
the capitalization of debentures in the amount of R$100,000, occurred on March 2,
2004.

Profit reserve - legal

Since the balance of the legal reserve plus capital reserves exceeded 30% of the capital,
the Company decided, in accordance with article 193 of corporate law, not to recognize
a legal reserve on net income for 2006 and 2007.
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h) Reserve for profit retention

As of December 31, 2007 and 2006, the profit retention reserve was recognized pursuant
to article 196 of Law No. 6,404/76 for use in future investments, in the amounts of
R$41,777 and R$109,891, respectively. The retention referring to 2007 is based on the
capital budget, which will be submitted for approval in the Annual Shareholders’
Meeting to be held on March 31, 2008.

As mentioned in article 199 of Law No. 6,404/76, the balance of profit reserves, except
for the reserve for contingencies and unrealized profit reserve, may not exceed capital.
Therefore, at the Extraordinary Shareholders' Meeting held on April 2, 2007, the
capitalization in the amount of R$153,939, referring to the profit reserves recognized in
the years ended December 31, 2004 and 2005, which were fully utilized for investments
in property, plant and equipment and working capital, in 2005 and 2006, was approved.

19. STOCK OPTION PROGRAM

The Board of Directors meets once a year for the purpose of, pursuant to the terms of the
Program, establishing the Plan, indicating the directors and managers who will receive the
options and the total amount to be paid.

The Plans have a four-year time span for exercising the options, and the exercise rights are
50% at the end of the third year and 50% at the end of the fourth year. The deadline for
exercising options was two years after the end of the fourth year.

The balance of options as of December 31, 2007 is 5,456,845 (6,701,732 as of December
31, 2006) and is composed by plan as follows:

Amount for the
year updated according
Number of  to the IPC-A (extended
call options or  consumer price index)
subscription through
(in shares) December 31, 2007

2002 238,940 5.85

2003 1,016,810 3.28

2004 1,117,810 8.06

2005 831,670 17.31

2006 981,660 25.79

2007 1,269,955 24.33
5,456,845

As of December 31, 2007, had the Company’s management opted to record the effects of
the plans based on the intrinsic value of the options (difference between market price as of
December 31, 2007 and the value updated based on the IPC-A) recorded over their related
vesting period, the pro forma consolidated net income for the year ended December 31,
2007 would have been R$500,001 (R$382,358 as of December 31, 2006), as shown below:
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20.

21.

2007 2006
Net income 462,255 460,773
Effect of programs considering vesting period 37,746 (78.415)
Net income - considering the exercise of the options 500,001 382,358

As of December 31, 2007, the market price of the Company’s shares was R$17.00 (R$30.15
as of December 31, 20006).

PENSION PLAN

On August 1, 2004, the Company implemented a supplementary defined contribution plan
for all employees of the Company and its subsidiaries in Brazil. According to the terms of
this plan, the cost is shared between the employer and the employees, so that the Company’s
share is equivalent to 60% of the employee’s contribution according to a contribution scale
based on salary ranges from 1% to 5% of the employee’s compensation. The plan is
managed by Brasilprev Seguros e Previdéncia S.A. and the Company’s contributions for the
year ended December 31, 2007 totaled R$3,808 (R$3,397 as of December 31, 2006).

FINANCIAL INSTRUMENTS
a) General conditions

The Company and its subsidiaries enter into transactions involving financial
instruments, all recorded in balance sheet accounts, to meet their own needs, and reduce
exposure to market, currency and interest rate risks. These risks and the respective
financial instruments are managed through the definition of strategies, establishment of
control systems, and determination of exchange exposure limits.

Cash investments are mainly made at negotiated rates of return, since the Company
intends to hold these investments to redemption. These investments reflect market
conditions at the balance sheet dates.

Loans and financing are recorded at the contractual interest rates of each transaction.
b) Exchange risk

The Company has entered into swap and forward transactions to hedge its liabilities
against fluctuations in the exchange rate and TR (a managed prime rate) arising from
financing agreements and operating activities (import of equipment, purchase of inputs
linked to exchange variation, and investments in international operations). These
transactions consist in swapping the liability in foreign currency or certain index for a
liability adjusted by a percentage of the CDI (interbank deposit rate), and are composed
as follows as of December 31, 2007 and December 31, 2006:
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d)

Balance of
Type of transaction Contracted amount current liabilities
2007 2006 2007 2006

Finance (*) 133,452 13,759 8,210 1,938
Operating 46,682 16,651 304 247
180,134 30.410 8,514 2,185

(*) The effects of these transactions are directly related to the monetary and exchange
variations on loans and financing, as stated in note 13.

The Company and its subsidiaries do not use derivative financial instruments for
speculation purposes.

Interest rate risk

The Company and its subsidiaries are exposed to fluctuations in the TILP due to the
financing agreements entered into with the BNDES, FAT Fomentar and FINEP.

Fair values

The fair values of cash and banks, temporary cash investments, and accounts receivable
and payable approximate the carrying amounts due to the short-term maturity of these
financial instruments. The fair values of loans and financing substantially approximate
the carrying amounts since these financial instruments have variable interest rates.

Regarding the swap and forward transactions the carrying and fair values are as follows:

2007 2006

Carrying Fair Carrying Fair
value  value _value  value

Swap and forward transactions 8,514 6,351 2,185 2,860

At the balance sheet dates the Company consults the financial market and updates the
fair value of financial instruments.

Credit risk

The Company’s sales are made to a large number of beauty consultants. The Company
manages the credit risk through a strict credit granting process.
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22.

23.

FINANCIAL INCOME, NET

Financial income:
Interest on cash investments
Gains on monetary and exchange variations
Gains on swap and forward transactions
Interest earned
Other financial income

Financial expenses:
Losses on swap and forward transactions
Interest on financing
Losses on monetary and exchange variations
Other financial expenses

Total financial income, net

INSURANCE

2007 2006
27,330 33,722
22,180 5,835
348 91
120 825
1,061 2918
51,039 43,391
(28,913)  (4,114)
(26,454) (18,677)
(2,695)  (7,541)
(2.318) (3.121)
(60,380) (33,453)
(9.341) 9,938

The Company and its subsidiaries contract insurance based principally on risk concentration
and significance, at amounts considered by management to be sufficient, taking into
consideration the nature of its activities and the opinion of its insurance advisors. As of

December 31, 2007, the insurance coverage was as follows:

Items Coverage

Industrial complex/inventories Any material damages to buildings, installations

and machinery and equipment

Vehicles Fire, theft and collision for 1,444 vehicles

Loss of profits Nonrealization of profits arising from material

damages to installations, buildings and
production machinery and equipment

Insured
amount

739.379

45.718

815.705

32



Natura Cosméticos S.A.

24. AMENDEMENT TO BRAZILIAN CORPORATE LAW

On December 28, 2007, Law No. 11,638 was enacted, that alters, revokes and adds new
provisions to the Brazilian Corporate Law, especially with respect to chapter XV, Fiscal
Year and Financial Statements. The changes and requirements introduced by the Law are
effective for fiscal years beginning on or after January 1, 2008 and may be fully applied
until the end of December 31, 2008. Law No. 11,638/07 was designed primarily to update
accounting practices as contemplated in Brazilian Corporate Law, so as to enable the
convergence of Brazilian accounting practices with accounting standards generally accepted
in the international capital markets, and contemplates broad changes to accounting practices
generally accepted in Brazil, as they relate to statutory accounting practices and procedures.
The Law also allows the Brazilian Securities Commission (CVM) to issue new accounting
standards and procedures, applicable to public companies in Brazil, in conformity with such
international accounting standards.

The financial statement provisions of the Brazilian Corporate Law are applicable to all
companies incorporated as corporations (“Sociedades Anodnimas”), including public
companies (“companhias de capital aberto”) registered with the CVM. The Law, however,
introduces a new requirement for certain other large companies not incorporated as
“Sociedades Andnimas” (large companies) to prepare annual financial statements in
accordance with the financial statement provisions of Brazilian Corporate Law, including
those new provisions introduced by the Law, and requires that these financial statements be
audited by an independent auditor registered with the CVM.

The main changes that may affect the Company and its subsidiaries can be summarized as
follows:

a) Elimination of the requirement to present a statement of changes in financial position
and a new requirement to present a statement of cash flows. This statement of cash
flows has already been presented by the Company since December 31, 2004 as
supplementary information (Attachment).

b) A new requirement for the presentation of a statement of value added that presents the
additional value created by the Company, as well as the composition of the sources of
such value and the amount of undistributed value. This statement of value added has
already been presented by the Company since December 31, 2004 as supplementary
information.

c) The ability to maintain separate or auxiliary accounting ledgers and records for
purposes of reflecting necessary adjustments to financial statements prepared for
income tax or other regulatory requirements in order to prepare the required financial
statements in conformity with Brazilian Corporate Law.

d) Creation of a new account group, intangible assets, for purposes of balance sheet
presentation, which encompass rights in intangible assets maintained or used in the
operation of the Company’s business. This practice has already been adopted by the
Company and its subsidiaries since December 31, 2006. See note 10 for disclosure as
of December 31, 2007.
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e)

)

h)

)

Modification of the definition of those assets to be recorded under the caption property,
plant and equipment in the balance sheet, to be those rights in tangible assets that are
maintained or used in the operations of the Company’s business, including those rights
received as a result of transactions that transfer the benefits, risks and control of such
assets to the Company (e.g., capital leases). This practice is already adopted by the
Company.

Requirement that periodic review and analysis of the recoverability of amounts
recorded in property, plant and equipment, intangible assets and deferred charges be
performed to ensure that: (i) impairment losses are recorded as a result of decisions to
discontinue activities related to such assets or when there is evidence that future
operating results will not be sufficient to ensure their realization; and (ii) the criteria
used to determine the estimated remaining useful life of such assets for purposes of
recording depreciation, amortization and depletion expense are reviewed and adjusted.
This change will be adopted by the Company and its subsidiaries beginning 2008.

Requirement that investments in financial instruments, including derivatives, be
accounted for: (i) at fair value or equivalent value for trading securities or securities
available for sale; or (i1) at the lower of historical cost, adjusted for contractual interest
and other contractual provisions, and realizable value for other investments. Additional
fair value concepts and considerations have also been defined for such financial
instruments. This practice is already adopted by the Company. The Company reports
fair value for financial reporting purposes only, as shown in note 21.

Creation of a new account group, valuation adjustments to shareholders’ equity, for
purposes of balance sheet presentation, to be used to record certain valuation
adjustments not recorded in earnings for certain assets and liabilities. Such adjustments
may include, among others, fair value adjustments for certain qualifying financial
instruments, foreign currency exchange rate variations on foreign investments
accounted for under the equity method of accounting (through December 31, 2007,
such adjustments used to be recorded in profit and loss account), and certain fair value
adjustments related to assets and liabilities as a result of a merger between unrelated
parties that results in the transfer of control. The Company and its subsidiaries will
evaluate the impacts of the changes introduced by the Law and any effects will be
recorded in 2008.

Requirement that certain long-term assets and liabilities be recorded at present value,
and, if material, for certain other short-term assets and liabilities. The Company and its
subsidiaries will evaluate the impacts of the changes introduced by the Law and any
effects will be recorded in 2008.

Elimination of the ability to record donations and government investment grants
(including tax incentives) directly as capital reserves in shareholders’ equity. Such
items are now required to be recorded as part of earnings in the income statement.
Donations and government grants (including tax incentives) may be required to be
allocated, after being recorded in earnings, to the tax incentive reserve in equity. The
Company and its subsidiaries will evaluate the impacts of the changes introduced by
the Law and any effects will be recorded in 2008.
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25.

26.

k) Requirement that for transactions involving the merger or spin-off between unrelated
parties that result in the effective transfer of control, the related assets and liabilities of
the entity being merged or spun-off should be recorded at fair market value.

1) Elimination of the materiality parameter in determining the applicability of the equity
method of accounting for investments in affiliates and subsidiaries and a new
requirement that the equity method of accounting for such investments is required
when management has significant influence over the investee or when the Company’s
direct and indirect interest in the voting capital of the investee is greater than 20% of
the outstanding voting capital of the investee. This is not applicable to the Company
and its subsidiaries since all interests are greater than those set forth by the new
legislation.

Management is currently evaluating the impacts of the changes introduced by the Law.
However, as the changes have only been introduced recently, and many of them still are and
will be subject to further interpretation and regulation by applicable regulatory agencies and
accounting standards bodies, Management has not yet been able to assess and/or quantify
the effects of all of the changes that are reasonably likely to have a significant impact on its
financial statements, financial position and results of operations.

SUBSEQUENT EVENT

On February 27, 2008, the Board of Directors approved a proposal to be submitted to the
Extraordinary Shareholders’ Meeting to be held on March 31, 2008, for merger of the
wholly-owned subsidiary Nova Flora Participagdes Ltda. (“Nova Flora”) into the Company.
The merger is intended to rationalize the existing corporate structure, with consequent cost
reduction and simplification of internal routines for maintenance of companies without any
business activities or prospect of resumption of activities.

According to the proposal, the absorption of the net assets of Nova Flora will occur on
March 31, 2008 based on the balance sheet as of December 31, 2007, prepared in
accordance with Brazilian accounting practices, provisions of Law No. 6404/76 and
standards of the Brazilian Securities Commission (“CVM?”).

In compliance with CVM (Brazilian Securities Commission) Regulatory Instructions No.
319 and 358, of December 3, 1999 and January 3, 2002, the Company disclosed on the
CVM’s site (in the Periodic and Special Financial Statements - IPE), on February 27, 2008,
a significant event notice with further details related to the above event.

SUMMARY OF THE DIFFERENCES BETWEEN ACCOUNTING PRACTICES IN
ACCORDANCE WITH BRAZILIAN GAAP AND U.S. GAAP

The Company’s accounting policies comply with Brazilian GAAP. Accounting policies that

differ from accounting principles generally adopted in the United States of America
(U.S. GAAP) are described below:
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a)

b)

d)

Capitalization of interest cost

Under Brazilian GAAP, interest charges and monetary and foreign exchange variation
from financing linked to construction in progress are capitalized in the balance of the
assets and credited to interest expense and monetary and foreign exchange variation.

Under U.S. GAAP, in accordance with the provisions of Statement of Financial
Accounting Standards - SFAS No. 34, “Capitalization of Interest Costs”, interest
incurred on borrowings is capitalized as part of the cost of certain assets to the extent
that borrowings do not exceed construction in progress. The credit is recorded as a
reduction of interest expense. The amount of interest capitalized excludes foreign
exchange gains and losses on foreign currency borrowings.

The U.S. GAAP net income adjustment relates to the amortization of the accumulated
difference in criteria arising in prior periods.

Monetary restatement of 1996 and 1997

As mentioned in Note 2, under Brazilian GAAP, the Company discontinued accounting
for the effects of inflation as of December 31, 1995. As of January 1, 1996, the carrying
value of all nonmonetary assets and liabilities became their historical cost basis. Under
U.S. GAAP, Brazil was still considered to be a highly-inflationary economy until July 1,
1997, and, consequently, the Company continued to record the effects of inflation using
the IGP-M (general market price index) up to 1997.

The U.S. GAAP adjustment represents the amortization of the restatement of fixed
assets, which resulted from the inflation accounting applied during 1996 and 1997.

Items posted directly to shareholders’ equity accounts

Brazilian GAAP requires that the effect of certain items relating to entities other than the
Company’s shareholders be credited directly to shareholders’ equity. Under U.S.
GAAP, these items are recorded as a credit to the Company’s results for the year. The
adjustments for the years ended December 31, 2007 and 2006 are presented in Note
26.n. - “Net income reconciliation”.

Interest income (expense)

Brazilian GAAP requires interest to be included as part of operating income. Under U.S.
GAAP, interest income (expense) is included as nonoperating income.

Stock option plan

Under Brazilian GAAP, the Company does not account for the impact of the stock
option plan in its financial statements. Under U.S. GAAP, since the options are adjusted
for the Brazilian consumer price index, the Company accounts for its stock option plan
by accruing a liability at fair value relating to the options issued under the plan at each
period end in accordance with SFAS No. 123 (R), “Accounting for Stock-based
Compensation”. SFAS No. 123 (R) requires that the cost of employee services received
in exchange for an award of equity instruments be measured based on the grant-date fair
value of the awards. Since the Company’s awards are adjusted for the Brazilian
consumer price index, the liability for the awards is updated to its fair value at each
balance sheet date.
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Summarized information for the stock option plan is as follows:

2007 2006
Outstanding options 5,456,845 6,701,732
Weighted-average remaining contractual life of the outstanding
options 3.203 3.171
Weighted-average exercise price of the outstanding (per share,
expressed in Brazilian reais) 15.457 9.892

As of December 31, 2007, the market price of the Company’s share was R$17.00
(R$30.15 as of December 31, 2006).

The following table summarizes information about the shares granted and outstanding at
December 31, 2007 and 2006:

At December 31, 2007

Outstanding Options Vested options

Remaining

contractual
Date of Exercise Outstanding Life - Exercise Vested Exercise
grant price - R$ options years price - R§ options price - R$
April 10, 2002 5.85 238,940 0.28 5.85 238,940 5.85
April 10, 2003 328 1,016,810 1.28 3.28 1,016,810 3.28
March 10, 2004 8.06 1,117,810 2.28 8.06 558,905 8.06
March 16, 2005 17.31 831,670 3.21 17.31 - 17.31
March 29, 2006 25.79 981,660 4.21 25.79 - 25.79
April 24, 2007 24.33 1,269,955 5.32 24.33 - 24.33

5,456,845 1,814,655

At December 31, 2006

Outstanding options Vested options

Remaining

contractual
Date of Exercise Outstanding Life - Exercise Vested Exercise
grant price - R§ options years price - R§ options price - R§
April 10, 2002 5.60 658,885 1.28 5.60 658,885 5.60
April 10, 2003 3.14 2,381,422 2.28 3.14 1,190,711 3.14
March 10, 2004 7.72 1,627,960 3.28 7.72 - 7.72
March 16, 2005 16.57 941,485 4.21 16.57 - 16.57
March 29, 2006 24.69 1,091,980 5.21 24.69 - 24.69

6,701,732 1,849,596
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g)

The fair values of the options granted by the Company have been estimated at the date
of the initial public offering, at subsequent grants and at each year end using the
binomial option-pricing model with the following weighted-average assumptions:

2007 2006
Expected volatility (daily) 2.79% 1.45%
Risk-free interest rate (per year) 13.00% 13.25%
Weighted-average grant date fair value R$7.75 R$21.42
Expected term S5-6years 5-6years
Dividend yield 3.6% 3.5%

Goodwill

Under Brazilian GAAP, the goodwill related to Nova Flora, defined as the excess of the
acquisition cost over the book value of the net assets acquired, was amortized, until
2004, using the straight-line method over a period of ten years. As described in Note
11.b, Nova Flora’s activities are being closed down, so the Company decided, during
2005, to amortize the total balance of the goodwill.

Accounting for Uncertainty in Income Taxes

The Company adopted the provisions of FIN 48, “Accounting for Uncertainty in Income
Taxes”, on January 1, 2007. Beginning January 1, 2007, The Company records the
financial statement effects of an income tax and social contribution tax position when it
is more likely than not, based on the technical merits, that it will be sustained upon
examination. A tax position that meets the more-likely-than-not recognition threshold is
measured and recorded as the largest amount of tax benefit that is greater than 50
percent likely of being realized upon ultimate settlement with a taxing authority.
Previously recognized tax positions are derecognized in the first period in which it is no
longer more likely than not that the tax position will be sustained. The benefit associated
with previously unrecognized tax positions are generally recognized in the first period in
which the more-likely-than-not threshold is met at the reporting date, the tax matter is
ultimately settled through negotiation or litigation or when the related statute of
limitations for the relevant taxing authority to examine and challenge the tax position
has expired. The recognition, derecognition and measurement of tax positions are based
on management’s best judgment given the facts, circumstance and information available
at the reporting date.

Differences between a tax position taken or expected to be taken in the Company’s tax
returns and the aumont of benefit recognized and measured in the financial statements
result in unrecognized tax benefits, which are recorded in the balance sheet as a either a
liability for unrecognized tax benefits or reductions to recorded tax assets, as applicable.
Interest and penalties are accrued with respect to unrecognized tax benefits in
accordance with the legislation of the respective taxing jurisdictions, which are
recognized as a component of interest expense.

The adoption of FIN 48 did not have any impact in the Company’s statements of income
and financial position and did not result in a cumulative adjustment to retained earnings
upon adoption.
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As of December 31, 2007, we have no amount recorded for any uncertainty income
taxes.

The Company or its subsidiaries file income tax returns in Brazil and other foreing
federal and state jurisdictions. Brazilian income tax returns are normally open to audit
for give years.

h) Accounting for derivative instruments

Under Brazilian GAAP, foreign currency swap and forward contracts are recorded at the
settlement amount at the balance sheet date. The premium accrued at that date is
recorded as an expense with a corresponding liability.

In June 1998, the Financial Accounting Standards Board - FASB issued SFAS No. 133,
“Accounting for Derivative Instruments and Hedging Activities”, as amended by SFAS
No. 138, “Accounting for Certain Derivative Instruments and Certain Hedging
Activities”, an Amendment of FASB No. 133, and SFAS No. 149, “Amendment of
Statement 133 on Derivative Instruments and Hedging Activities”. SFAS No. 133
established accounting and reporting standards requiring that every derivative
instrument (including certain derivative instruments embedded in other contracts) be
recorded in the balance sheet as either an asset or a liability measured at its fair value.
Changes in a derivative’s fair value are recognized currently in earnings unless specific
hedge accounting criteria are met.

For U.S. GAAP purposes, the Company’s derivatives do not qualify for hedge
accounting using the criteria of SFAS No. 133, and, consequently, the changes in fair
value are recorded in earnings. Accordingly, an adjustment has been included in the
reconciliation of U.S. GAAP for the difference between the carrying value recorded
under Brazilian GAAP and the fair market value of the Company’s derivative contracts.

Contracts outstanding at December 31, 2007 and 2006 are summarized as follows:

Accounting
balance (liability)
Date of Number Aggregate as of December Market
Type contract Expiration date of contracts notional amount 31,2007 value
USD X CDI October, 2006 January 15, 2007 to
and September, February 16 2009
2007 5 21,548 2,779) (2,306
NDF (Long October , January 2, 2008 and
EUR and USD) November and February 1, 2008
December , 2007 6 46,682 (304) (108)
TR X CDI July, 2007 June and July, 2009 6 23,420 (40) (231)
JPY X CDI August 9, 2007 January 26, 2010 1 88,484 (8,391) (3.706)
Accounting
balance (liability)
Date of Number Aggregate as of December Market
Type contract Expiration date of contracts notional amount 31,2006 value
USD x CDI July 1, 2004 January 2, 2007
to April 15, 2008 29 30,410 (2,185) (2.860)
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i)

)

k)

D

Earnings per share

Under U.S. GAAP, the Company calculates earnings per share in accordance with SFAS
No. 128, “Earnings Per Share”. Basic earnings per share are calculated by dividing net
earnings available to the Company’s shares by weighted-average shares outstanding.
Diluted earnings per share are calculated similarly, except that it includes the dilutive
effect of the Company’s stock option plan.

For the year ended
December 31

2007 2006

Basic net income per share computation:

Net income under U.S. GAAP (see Note 26.n.) 472,346 392,233

Weighted-average shares outstanding 416,717,550 415,765,245
Basic net income per share (in R$) 1.1335 0.9434
Diluted net income per share computation:

Net income under U.S. GAAP (see Note 26.n.) 472,346 392,233

Weighted-average shares outstanding 416,717,550 415,765,245

Incremental shares attributable to the assumed exercise of

outstanding options (treasury stock method) 1,351,520 4,946,022

Total 418,069,070 420,711,267
Diluted net income per share (in R$) 1.1298 0.9323
Dividends

Under the Company’s bylaws, the Company is required to distribute an aggregate
amount equal to at least 30% of the Company’s adjusted net income of each fiscal year
as a minimum mandatory dividend. For more information regarding dividends paid to
the Company’s shareholders, see Note 18.d.

Under Brazilian GAAP, the minimum dividend must be recognized in the year in which
the related income is earned.

Translation of financial statements of foreign subsidiaries

Under Brazilian GAAP, the Company records the effects of translating the financial
statements of its foreign subsidiaries into Brazilian reais in results of operations for the
year. For U.S. GAAP purposes, the functional currencies of the Company’s foreign
subsidiaries are considered to be the respective local currencies. Under SFAS No. 52,
“Foreign Currency Translation”, the adjustments resulting from the process of
translating a foreign entity’s financial statements from the functional currency to the
reporting currency are not recorded in results of operations but are accumulated in a
separate component of consolidated equity (foreign currency translation adjustments).

Comprehensive income

Brazilian GAAP does not recognize the concept of comprehensive income.
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Under U.S. GAAP, SFAS No. 130, “Reporting Comprehensive Income”, effective for
years beginning after December 15, 1997, requires the disclosure of comprehensive
income. Comprehensive income is comprised of net income and “Other comprehensive
income”, which include charges or credits directly to equity that are not the result of
transactions with shareholders. The Company’s comprehensive income for the years
presented in Note 26.n. relates to cumulative translation adjustments of our foreign
subsidiaries recorded under SFAS No. 52 “Foreign Currency Translation”.

m) Statements of cash flows

Under Brazilian GAAP, the Company classified cash flows amounting to R$21,790 and
R$4,540 for the years ended December 31, 2007 and 2006, respectively, relating to the
changes in derivative contracts, as financing activities. Under U.S. GAAP, since these
derivative contracts do not qualify for hedge accounting, these cash flows are classified
as investing activities. Additionally, the Company has classified cash flows from
changes in judicial deposits amounting to R$68,144 and R$29,369 for the years ended
December 31, 2007 and 2006, respectively, as operating activities. Under U.S. GAAP,
these cash flows would be classified as investing activities.

Reconciliation of the differences between Brazilian GAAP and U.S. GAAP

Net income reconciliation 2007 2006
Income under Brazilian GAAP 462,255 460,774
Adjustments to reconcile Brazilian GAAP to U.S. GAAP:
Monetary restatement of 1996 and 1997 (26) (26)
Amortization of capitalized interest (361) (361)
Accounting for derivative instruments 2,838 (603)
Stock option plan (2,969) (73,740)
Other adjustments 248 406
Translation of financial statements of foreign subsidiaries 8,403 1,487
Investment grants - items posted directly to shareholders’ equity
accounts 2,791 3,870
Deferred tax effects of the above adjustments (833) 426
Net income under U.S. GAAP 472,346 392,233
Foreign currency translation adjustments (8,403) _(1.487)
Comprehensive income under U.S. GAAP 463,943 392,233
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Shareholders’ equity reconciliation 2007 2006
Total shareholders’ equity under Brazilian GAAP 678,119 640,551
Adjustments to reconcile Brazilian GAAP to U.S. GAAP:
Monetary restatement of 1996 and 1997 1,583 1,609
Capitalized interest 4,874 5,235

Reversal of proposed dividends of 2007 (net of the minimum
mandatory dividend) - restated in 2006 for change in

accounting policy (see Note 18.d) 278,063 218,637
Accounting for derivative instruments 2,163 (675)
Stock option plan (33,929) (20,628)
Cumulative effect of adoption of SFAS No. 123 (R) (see Note

26.e.) - (61,672)
Other adjustments 915 669
Deferred tax effects of the above adjustments (2,931) _ (2.098)

Shareholders’ equity under U.S. GAAP 928,857 781,628
Accumulated comprehensive income under U.S. GAAP (12,679) _(4,276)

The deferred tax effects of the U.S. GAAP adjustments above are classified as
noncurrent under U.S. GAAP, with the exception of the adjustment relating to derivative
instruments.
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0)

p)

Statements of changes in shareholders’ equity under U.S. GAAP
Total

Balance as of December 31, 2005 726,522
Income under U.S. GAAP 392,233
Foreign currency translation adjustments (1,487)
Dividends of 2005 approved in 2006 (excess of the minimum mandatory

dividend) (200,235)
Minimum mandatory dividend on net income of 2006 (107,229)
Cumulative effect of adoption of SFAS No. 123 (R) (see Note 26.¢) (61,672)
Interest on capital (33,569)
Exercise of stock options 61,905
Payment of receivables from shareholders 2,060
Capital increase through subscription of shares 3,100
Balance as of December 31, 2006 781,628
Income under U.S. GAAP 472,346
Foreign currency translation adjustments (8,403)
Dividends of 2006 approved in 2007 (excess of the minimum mandatory

dividend) (218,637)
Minimum mandatory dividend on net income of 2007 (97,828)
Interest on capital (39,248)
Acquisitions of treasury shares (22,701)
Exercise of stock options 58,791
Payment of receivables from shareholders 92
Capital increase through subscription of shares 2,817
Balance as of December 31, 2007 928,857

Re-presentation of the financial statements for the year ended December 31, 2006 -
Stock Options

After the presentation of the financial statements for the year ended December 31, 2006,
the Company's management identified an error in the calculation of compensation
expenses derived from accounting for stock option plan in accordance with USGAAP.
Consequently, the Company presented again the reconciliation of net income for the
differences between Brazilian accounting practices and USGAAP. The effects are as
follows:

2006
Presented Previously
again presented
Stock option plan (73,740) (20,628)
Net income under U.S. GAAP 392,233 445,345
Earnings per share 0.9434 1.0711
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27. ADDITIONAL DISCLOSURES REQUIRED BY U.S. GAAP

a)

b)

Concentrations of risk

Certain financial instruments potentially subject the Company to concentrations of credit
risk. These financial instruments consist primarily of cash investments. The Company
places its cash investments with high credit quality financial institutions and has a policy
of limiting the amount and percentage of credit exposure to any financial institution.

Some of the Company’s employees are affiliated with state and/or municipal labor
unions (Union of Workers in the Chemical, Pharmaceutical, Plastics, Explosives,
Abrasives, Fertilizers and Refinement of Mineral Oils Industries of Osasco, Cotia and
the Surrounding Region (“Sindicato dos Trabalhadores nas Industrias Quimicas,
Farmacéuticas, Plasticas, Explosivas, Abrasivas, Fertilizantes e Refino de Oleos
Minerais de Osasco, Cotia e Regidao”); Union of Employees of Independent Commercial
Agents, of Companies that Perform Advisory, Expert, Information and Research
Services and of Accounting Services Companies in the State of Sdo Paulo (“Sindicato
dos Empregados de Agentes Autonomos do Comércio e em Empresas de
Assessoramento, Pericias, Informacdes e Pesquisas e de Empresas de Servigos
Contabeis no Estado de Sdo Paulo”); and Union of Commercial Employees of Cotia and
the Surrounding Region (“Sindicato dos Empregados no Comércio de Cotia e Regido”)).
Labor agreements are negotiated with these labor unions that influence the wages the
Company generally pays to its employees. In recent years, the Company has not
experienced a work stoppage that has had a material effect on its operations. The
Company’s collective agreements have a one-year term. These collective agreements
and its related terms are revised yearly.

Other than described above, the Company has no other concentrations of risk that could
result in a materially adverse impact on the Company’s operations.

Intangible assets

The following is a summary of the Company’s intangible assets subject to amortization
under U.S. GAAP:

2007

Goodwill on  Business
acquisition of  lease

Software investment Natura

licenses  Patents Nova Flora  Europa
Gross 73,183 1,967 - 5,420
Accumulated amortization (25.231) (1,232) - -
Net 47,952 735 - 5,420
Amortization expense 11,670 291 - -
Amortization period (years) 5 4-10 - -
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2006
Goodwill on  Business
acquisition of  lease
Software investment Natura
licenses  Patents  Nova Flora Europa

Gross 32,735 941 8,015 5,860
Accumulated amortization (13.,561) (941) (8,015) -
Net 19.174 - - 5,860
Amortization expense 4,990 _ 53 - -
Amortization period (years) 5 4-10 10 -

The estimated aggregate amortization expense for the following years is as follows:

Amount

2008 14,928
2009 14,928
2010 14,790
2011 4,041
48.687

Recently issued accounting pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”,
which defines fair value, establishes a framework for measuring fair value, and expands
disclosures about fair value measurements. This Statement applies under other
accounting pronouncements that require or permit fair value measurements, the Board
having previously concluded in those accounting pronouncements that fair value is the
relevant measurement attribute. Accordingly, this Statement does not require any new
fair value measurements. This Statement is effective for financial statements issued for
fiscal years beginning after November 15, 2007 and interim periods within those fiscal
years. The Company will adopt this Statement for the year ended December 31, 2008,
however, it is possible determine that in December 31, 2007, there is no material impact
on the Company’s consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159 “The Fair Value Option for Financial
Assets and Liabilities”, including an amendment of FASB Statement No. 115,
“Accounting for Certain Investments in Debt and Equity Securities”. This Statement
permits entities to choose to measure many financial instruments and certain other items
at fair value. The objective is to improve financial reporting by providing entities with
the opportunity to mitigate volatility in reporting earnings caused by measuring related
assets and liabilities differently without having to apply complex hedge accounting
provisions. SFAS No. 159 is expected to expand the use of fair value measurement for
accounting for financial instruments and is effective as of the beginning of a fiscal year
that begins after November 2007. Accordingly, the Company will adopt this SFAS No.
159 with SFAS No. 157 in fiscal year 2008.
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In December 2007, the FASB issued SFAS No. 141 (revised 2007), “Business
Combinations”. The SFAS 141 - Revised 2007 was issued to converge USGAAP to
IFRS, therefore several changes were made regarding accounting treatment for business
combinations. The major changes provided by this Statement are related to accounting
for business combinations costs, which can no longer be considered as part of the total
consideration paid; accounting for all assets acquired, liabilities assumed and non-
controlling interests of the acquired entity at fair value, at full amounts of their fair
values, and not on the percentage of the shares acquired; measurement and recognition
of contractual contingencies as of the acquisition date, and provides also guidance on the
subsequent accounting treatment for these situations; recognition of contingent
consideration as part of the goodwill computation on the date of acquisition, and not
after the contingent is resolved, and defines also the concept of bargain purchase, in
which the fair value of the acquired assets, assumed liabilities and noncontrolling
interest of the acquired company are higher than the total consideration paid, and defines
this bargain purchases shall be recognized as a gain on income from operations when
they arise, and not to be allocated to the eligible assets. This Statement is effective as of
the beginning of an entity’s fiscal year that begins after December 15, 2008, and the
entity cannot apply it before that date. The Company believes that such pronouncement
will not have a material impact on the Company’s consolidated financial statements.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling interests in
Consolidated Financial Statements - an amendment of ARB No. 517, which was also
issued to converge USGAAP to IFRS. The major changes provided by this Statement
are related to the classification of noncontrolling interest as part of the equity, an not as a
liability or a mezzanine section between liabilities and equity, as well as the
classification of the noncontrolling interest on income of operations, which now should
be shown as income attributable to noncontrolling interest, and should not anymore be
recognized as an expense or gain to arrive at net income from operations; this Statement
also provides guidance on the deconsolidation of subsidiary, in order to measure the
gain or loss on this deconsolidation using the fair value of any noncontrolling equity
investment rather than the carrying amount of the retained investment. This Statement is
effective as of the beginning of an entity’s fiscal year that begins after December 15,
2008, and the entity cannot apply it before that date. The Company is in the process of
evaluating the financial impact of adopting SFAS 160.
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NATURA COSMETICOS S.A.

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31,2007 AND 2006
(In thousands of Brazilian reais - R$)

ATTACHMENT

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortizations (Note 10 and 11)
Monetary and exchange variations, net, except those referring to tax, civil and labor contingencies
Reserve for losses on swap and forward contracts (Notes 21.b and 21.d)
Reserve for tax, civil and labor contingencies, including monetary variation on those reserves (Note 15)
Income tax, social contribution and other deferred taxes ( Note 9.a)
Proceeds from sale and disposal of property, plant and equipment and intangible assets
Other adjustments of income, including provisions in allowance for inventory losses
Minority interest

(INCREASE) DECREASE IN ASSETS
Current assets:
Accounts receivable (Note 6)
Inventories (Note 7)
Other receivables
Noncurrent assets (long-term assets):
Escrow deposits (Note 15)
Recoverable taxes (Note 8)
Other receivables
Subtotal

INCREASE (DECREASE) IN LIABILITIES
Current liabilities:
Suppliers
Salaries, profit sharing and related charges, net
Taxes payable, net (Notes 8 and 14)
Other payables
Noncurrent liabilities (long-term liabilities):
Other payables

Subtotal

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOW FROM INVESTING ACTIVITIES
Acquisition of property, plant and equipment and intangible assets (Notes 10 and 11)
Other Investments

NET CASH USED IN INVESTING ACTIVITIES

CASH FLOW FROM FINANCING ACTIVITIES

Decrease in loans (Note 13)

Fundings - loans (Note 13)

Payments of swap and forward transactions (Notes 21.b and 21.d)
Payment of dividends (Note 18.c)

Payment of interest on capital (Notes 18.c and 18.d)

Payment of capital (Note 18.a)

Acquisition of treasure shares

Tax incentives

Sale of treasury shares by exercise of stock options (Note 18.¢)
Payment of receivables from shareholders (Note 18.b)

NET CASH USED IN FINANCING ACTIVITIES

NET DECREASE (INCREASE) IN CASH AND BANKS

Cash and banks at beginning of year
Cash and banks at end of year

CHANGE IN CASH AND BANKS

SUPPLEMENTARY CASH FLOW DISCLOSURE
Income and social contribution taxes paid

kK kK %

2007

462,255

74,916
4,748
28,119
5,377
(24,046)
8,190
9,630
3)

569,186

(161,359)
(23,618)
(5,527)

(68,144)
(1,303)
878

(259,073)

(32,097)
(1,141)
64,710
(3,343)

2,994

31,123

341,236

(120,856)
630

(120,226)

(581,919)
913,537
(21,790)
(351,805)
(39,247)
2,817

(22,701)
2,791
7451
92

(90,774)

130,236

275,156
405,392

130,236

156,527

2006

460,773

54,601
14,529
4,022
12,998
(12,964)
2,476
1,626
)

538,057

(57,904)
(86,410)
2317)

(29,369)
(8,019)

(2,575)
(186,594)

54,736

15,545

(4,366)
6,233

8,491

80,639

432,102

(193,596)

(193,596)

(116,005)
111,322
(4,540)
(307,123)
(51,268)
3,100
3,872
8,581
2,272

(349,789)

(111,283)

386,439
275,156

(111,283)

143,276



Message from the President

In 2007, Natura experienced yet another year of growth. The company’s gross revenue
grew 10.6% compared to 2006 for a total of R$ 4.3 billion. The EBITDA was R$702
million, 7.3% higher than the previous year, with a margin of 22.8%, and the net
profit totaled R$462.3 million, generating an initial return on net equity of 72.1% - one
of the highest profitability levels on the market. The distribution channel formed by our
consultants grew vigorously (16.4%) in the group of countries in which we operate.

Natura has doubled in size over the past four years. We assumed the leadership of the
cosmetic and direct sales sectors, became one of the most admired brands in Brazil,
entered important Latin American markets, invested in structure and research and
development and went public. We currently have 5,900 employees and 719,000
consultants in the markets in which we operate.

The growth projected our financial performance, scale, leadership and recognition -
and we are grateful to all those who contributed to these results. However, this growth
also created challenges. We have reached a level at which our expansion requires
enhanced operational efficiency. Natura became a larger organization with more
complex operations.

These challenges affected our operations in different ways. In Brazil, the revenue
increased 9.5%, nearly double the GDP growth, although still below the growth of the
market in which we operate (13.4%). International revenue, driven by our advance
into Latin American markets, grew 41.4%. We practically reached a balance point in
the consolidated result in Argentina, Chile and Peru, countries in which we have
operated for longer. We began operations in Colombia and Venezuela and expanded
our operations into Mexico, where we surpassed the projected growth goals. We
currently have 86,000 active consultants in the Latin American markets, in addition to
Brazil.

The acceptance of our brand and direct sales channel indicates that the region as a
whole will be an important generator of net cash for the company until 2010, with
earnings of U$ 500 million in 2012. The figures show that our expansion in Latin
America has been successful and that these markets constitute a concrete platform for
future business.

In France, our operation continues to contribute to the construction of the brand in a
sophisticated market, generating the experience required to implement a business
model for developed markets. The next step in our international expansion is the
United States. That is why we have chosen a group of senior executives to improve our
entry plan in this market, the world’s largest for cosmetics and direct sales.

In the Brazilian market, we saw vast opportunities to accelerate our growth and
achieve gains in efficiency and profitability. Therefore, we developed an operational
plan with the following vectors: 1) innovate the business model to strengthen the
relationship with consultants; 2) reduce the number of products and concentrate on
the most important product launches; 3) invest more and better to make
communication and marketing more effective; 4) implement the management by
process culture to obtain productivity gains; 5) reinvigorate our organizational culture
by investing in the development of leaders aligned with our values.

We are aware of the challenges that lie ahead and we are enthusiastic about the new
cycle that is beginning. Natura will grow while reinforcing its commitments to
sustainable development and to a business model that not only generates but also
shares economic, social and environmental results with all of society. For us, global



citizenship means operating like a leading organization in the search for sustainability
and a better future for all.

It was with this posture that we launched an ambitious and innovative Neutral Carbon
Program in 2007, designed to reduce and compensate our greenhouse gas emissions
(GGE), which causes the greenhouse effect. In addition to controlling the emissions of
our factories and processes, we will reduce them along the entire production chain until
the final disposal of our products, also involving our suppliers in such goals.

At a time in which so many companies are showing concern with the state of the
planet, we would like to pay a heartfelt tribute to Anita Roddick, with hopes that the
seed she planted will continue to bear fruits. Our companies, founded in the 1970s and
each with its own identity although separated in space, remained united in the
persistent search for a better world, long before this appeal was banalized as an
instrument of publicity. Roddick - who left us with fond memories of her visit to our
Cajamar factory in 2002 - never deviated from her activitism and ethics. For us, just
as for her, corporate social responsibility is not a task to fulfill, but rather a
transforming passion.

With the conviction that our advances result from the quality of our relationships,
products and services and that we will continuously improve with enhanced focus and
efficiency, we invite all of those who share Natura's ideas to participate with renewed
enthusiasm and joy in the new cycle that begins.

Management Report
Main Results
Economic and Financial Performance

The Brazilian cosmetic, fragrance and personal hygiene sector continued to grow
vigorously in 2007, presenting a 13.4% growth during the first 10 months of 2007
compared to the same period of 2006. It was within this scenario of expansion that our
net revenue grew 9.5% and we maintained market leadership, even with the 0.9%
drop in our share from 22.8% in 2006 to 21.9% in 2007.

The Cost of Products Sold (COPS) remained stable at 32.3% compared to 2006. Due to
the expansion of the sales force and the start of new operations in Venezuela and

Evolution of Consolidated Net Revenue

(R$ millions)

+19.9% +10.6%

3,243.6 3,8900
05 06 07

CAGR (2305 - 20071=15.2%

Colombia, sales expenses increased 32.1% in 2006 to 33.6% in 2007. As a result, the
gross margin remained the same as the previous year: 67.7%.

In 2007, our EBITDA continued to grow for a total of R$ 702 million, representing a
7.3% increase compared to the R$ 654.5 million recorded in 2006. However, the
EBITDA margin dropped slightly from 23.7% in 2006 to 22.8% in 2007. It is important
to point out that the EBITDA margin result is in line with our estimate for the year,
updated in the report of the third quarter results. The company’s net profit remained



practically stable: it totaled R$ 462.3 million in 2007 compared to R$ 460.8 million in
2006, generating an initial return on net equity of 72.1%, considered a high
profitability rate in any market.

Evolution of EBITDA
(R$ millions)
+16.0% +7.3%
5644 6545
05 06 07

CAGR (2005 - 2007) = | 1 5%

Together with the consolidation strategy in the domestic market, we continue to grow
strongly in the international market, which increased its share in Natura’s total
revenue, growing from 3.4% in 2006 to 4.3% in 2007.

In terms of investments in fixed assets, in 2007 we directed R$120.9 million toward
expanding the production capacity, logistics structure and information technology
solutions.

Stock Performance

At the end of 2007, Natura had 20,798 shareholders, 95% of whom are individuals.
This figure grew 114% compared to 2006.

The increased financial volume of Natura shares traded on the Brazilian stock exchange
over the past two years attests to the increased liquidity of the securities. The average
daily trading volume of our shares grew from R$14.7 million in 2006 to R$28.1 million
in 2007, representing a 93% increase.

Total Traded Volume
(R$ millions)

+164.7% +91.9%

1,357.2 | 3,5924
05 06 07

Natura shares continued to be part of the main BOVESPA indexes as well as the
theoretical portfolio of the BOVESPA Business Sustainability Index (ISE) for the third
consecutive year.

During 2007, Natura shares decreased in value by 41%.
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Social Performance
In terms of creating value for society, we are proud of our contribution, whether

through the generation of jobs or distribution of wealth to our main publics.

Generation of Direct Jobs

+24.3% +154%

4,128 5,130
05 06 07

Distribution of Wealth (R$ millions)

Shareholders 3194 3594 415.1
Consultants 13117 15839 17221
Employees 3064 379.7 3903
Suppliers 17317 21323 23297
Government 7272 817.1 9483

Our number of consultants continued to grow significantly for more than 718,000 at
the end of 2007, representing a 16.4% increase over 2006. This expansion occurred

both in Brazil, where we increased our sales force by 12.7%, as well as abroad, with a
growth of 53.3%.

Generation of Job Opportunities
Number of consultants available (in thousands)

Brazil 4828 5611 6324
Abroad 362 562 6.2

Also significant was the first business result of our option for the open innovation
model: the launch of Chronos Sunflower Flavonoids, produced using resources from
Brazilian biodiversity. This project is the result of a five-year scientific cooperation

between Natura and the Federal University of Santa Catarina, which has now begun to
receive royalties for the product sales.



Environmental Performance

Our business model is based on the generation of economic results in harmony with
their effects on society and the environment. Within this context, we launched an
ambitious Neutral Carbon Program in 2007, designed to reduce and compensate
greenhouse gas emissions. This program features two innovative characteristics: the
first is that it defines a goal for reducing emissions by 33% over the next five years;
and the second is its inclusion of the entire Natura business chain, from the suppliers
to the final disposal of the products. In this way, we hope to involve all of the publics
with which our company relates in the goal to reduce our main environmental impact.

We also implemented a series of important initiatives that allowed us to become
generally more ecoefficient in our processes. The following are our main indicators:

Water Consumption per Invoiced Unit
(litersfunit)®

-8.6% -20.8%

0.58 0.53
05 06 07

* During previous years, this indicator was reperted per sold units,
Thie iz why the historical was altered

The increased industrial consumption of water per invoiced unit caused by production
growth was more than compensated by the drop in non-industrial consumption.

Total Energy Consumption per Invoiced Unit
(kjoules/unit)

68% +87% &

5038 4695
05 06 07

* During previous years, this indicator was reported per sold units,
This is why the historical was altered

To protect ourselves from an eventual supply crisis, we purchased energy from a small
hydroelectric power plant between 2010 and 2017.

Total Waste Weight per Invoiced Unit*
(grams/unit)

+1,6% -6.2%

253 25.7
05 06 07

* During previous years, this indicator was reported per sold units
This is why the historical was altered



Currently, 88% of our industrial waste is recycled, 9% goes to landfills and 3% is
incinerated.

Worthy of note is the extensive level of involvement that consultants have with the
Natura brand, which can be measured by their participation in initiatives such as the
sale of refills, which had a 21.3% participation in terms of the total invoiced items,
surpassing the goal of 20% set for the period. Such mobilization, together with other
initiatives, reduced the average environmental impact of the packaging per product
quantity by 12%, according to the lifecycle analysis that we conducted with all our
products.

Quality of Relationships

The satisfaction surveys we conducted with our publics indicate that we have high
favorability rates in our relationships, but we are attentive to a drop in certain results.
Recognizing that we weakened our relationship with certain publics, we decided to
endow the Natura governance with a formal structure for caring for these relationships
starting during the first half of 2008.

The new Relationship Quality Committee, led by our CEO, will measure the indicators
in a structured and systematic fashion, helping the Board of Directors monitor the
evolution of the relationship with each one of our main publics.

Employees

Natura’s organizational climate improved in 2007, and the favorability rate increased
by two percentage points, reversing the downward trend recorded since 2005 by the
annual climate survey. However, we have yet to achieve the goal of 72% assumed
during the previous year in the Brazilian Operation.

An evolution was recorded among the large groups of employees - Operational and
Sales Force - with whom we developed relationship strengthening actions. The verified
drop in the Administrative public, which suffered the most with the increased
complexity of the operations, remains a point for alert and reflects the increased
internal complexity generated by our growth over recent years.

Still in 2007, we implemented an Ombudsman as planned in the Latin American
operations.

Climate Survey in the
Brazilian Operation (%)

-lpp +2p.p
70% 69%
(113 06 07
Consultants

The quality of the relationship with our consultants remained stable, with a high
favorability rate at around 90%. Nevertheless, we recognize that there are areas for
improvement in this relationship, primarily in terms of the services provided to the
consultants.



Consultant Satisfaction'

Satisfaction 90% 90% 90%
- Favorability

Quality of the 90% 89% 90%

Relationship*

! Percentage of “Satisfied” and “Fully Satisfied” Consultarts,
* Average of the Climate Dimension Attributes.

Suppliers and Supplier Communities

The significant growth in the number of employees generated conflicts in the
management of these relationships. The favorability rate reported in the climate survey
fell from 87% to 83%, indicating room for improvement in terms of the relationship
with this public. The opening of the Ombudsman for suppliers, before restricted to
employees, was one of the measures that we adopted to improve our relationship with
this public.

In terms of the supplier communities, we still do not have a structured survey to
measure the satisfaction rate. Nevertheless, we took an important step toward
evolving these relationships with the launch of the Biodiversity Resource Supplier
Development Program (BioQlicar).

Through this program, we were able to identify, “in loco” and together with community
representatives, areas for improvement in terms of commercial supply, social evolution
and environmental practices while establishing indicators and a methodology for
monitoring.

Outlook

Considering the potential of the Brazilian market and the strength of the Natura brand,
we will implement a major plan to accelerate our growth in Brazil from 2008 to 2010.
We will invest R$400 million in this acceleration process over a three-year period, to be
directed at increasing our main marketing tools and improving our business model.
With this plan, we hope to increase our market share during this period.

This investment will be entirely financed by the enhanced efficiency of our
manufacturing and distribution processes, as well as by improved product portfolio
management with a reduced number of SKUs.

We will obtain additional gains by diluting fixed costs, with goals for two percentage
points positive impact on the net revenue in 2010.

During the same period, Natura will continue with its international expansion. To
prepare our plan of entry into the United States in 2009, we have put together a group
of senior executives who are fully dedicated to the project.

We will also continue with our expansion throughout Latin America. The performance
of these markets demonstrates that our brand, products and sales model have been
widely accepted in the region. We want to grow in an accelerated fashion in the Latin
American countries and generate revenues of US$ 500 million in the region in 2012,
which means an approximate 4.5% growth in our market share.



Together, these initiatives will be the pillars of growth for our company, whose
profitability will be maintained at a minimum level of 23% the EBITDA margin during
the period.

The development of this plan, which includes actions on five fronts, is described below.
Innovation of the Business Model

Starting in 2008, we will promote a revolution in the relationship with our consultants.
The first major change will be the expansion of the Natura Consultant Orientor (NCO)
project throughout Brazil over the next two years. The program’s success was proven
through the pilot program implemented in the country’s Central-Western region. Based
on this new model, the Sales Promoter will be responsible for a group of NCOs, who in
turn will help manage the relationship with their consultants, serving to strengthen the
relationships.

This approximation will be heightened by the installation of new Natura Houses all over
Brazil. The houses are spaces designed to facilitate contact with our products, offer
training and improve the relationship with our consultants. To further differentiate the
support and services that we provide, we will shorten the order delivery deadlines by
decentralizing our distribution.

Finally, we will invest in increased training, which has always been one of our
differentials. We will transform our consultants into even more qualified agents when it
comes to serving clients and disseminating the “Well Being Well” concept, which is our
Reason for Being. We will also promote their engagement and effort as agents of social
transformation conscious of their global citizenship.

Focus on Product Innovation

The development of our products will be oriented by the idea that "more is less.” Over
the next three years, we will reduce the number of available products from 930 to 780,
concentrating the focus on those highly innovative products that add value to our
brand.

The reduced number of product launches does not mean reduced investments in
innovation, but rather more focus, precision and impact. We are the Latin American
company that most invests in Research and Development innovations in our sector of
operations, directing some 3% of our net revenue to the area. With such actions, we
want to recover Natura’s total innovation rate, which fell from 58.3% in 2006 to 56.8%
in 2007.

Investments in Marketing

We will increase investments in marketing and also make the practice more efficient in
order to ensure more engaging and effective communication for the construction and
differentiation of our brand. In this way, we will stimulate increased sales and boost
the productivity of our consultants.

Management by Processes

To support the productivity gains described above, we will promote an evolution in the
company’s organizational model and design, adjusting our structure to the main
processes. This evolution will allow us to reduce hierarchical levels, streamlining the
decision making process and strengthening our relationship with clients.



Organizational Culture

We plan to make increasing investments in the management of the organizational
culture as well as the development of employees and leaders to guarantee the
perpetuation of the values considered fundamental to our company.

We are confident that the actions described in this plan will have a significant impact
on our productivity and our operating results over the upcoming years. We hope to
increase the value of the Natura brand in the lives of all those who are part of a
community committed to constructing a better world.

Joining the Market Arbitration Board

The Company, its shareholders, administrators and the members of the Financial Board
agree to resolve, by means of arbitration, any and every dispute or controversy that
may arise between them, related to or deriving from, especially, the application,
validity, effectiveness, interpretation, violation and its effects, of the provisions
contained in Law No. 6404/76, in the Company bylaws, in the norms published by the
National Monetary Board, by the Central Bank of Brazil and by the Securities
Commission, as well as in any other regulations applicable to the operation of the
capital market in general, as well as those appearing in the Stock Exchange Listing
Regulations, in the Stock Exchange Participation Contract and in the Arbitration
Regulations of the Market Arbitration Board.

Relationship with Independent Auditors

In accordance with the Brazilian Securities and Exchange Commission (CVM)
Regulation No. 381/03, we declare that the independent auditors of the company
Deloitte Touche Tohmatsu did not provide additional services unrelated to the
independent audit during the fiscal year ended on December 31, 2007.

The Company’s policy of hiring the services of independent auditors ensures that there
is no conflict of interest or loss of independence or objectivity.

Guidelines for the Report on Sustainability

To accurately and transparently portray our performance in the economic,
environmental and social areas, we adopted the third generation of indicators from the
Global Reporting Initiative (GRI-G3), whose criteria will be extensively developed in our
2007 Annual Report. We further inform that for the first time, Natura is conducting an
external audit of the inventory of greenhouse gases as well as all of the
socioenvironmental data from the Annual Report with independent auditors from the
company Det Norske Veritas (DNV).



EARNINGS RELEASE - 2007

; Shit , '-d A - . :
Sao Paulo, Brazil, February 27, 2008 - Natura Cosméticos S.A. (Sdo Paulo
Stock Exchange - Bovespa: NATU3) announces today its results for the fourth
quarter (4Q07) and for the year of 2007. The financial and operating information
included in this report, except where otherwise indicated, is presented on a
consolidated basis, according to Brazilian Corporate Law.

> OVERVIEW

In 2007, Natura accomplished another year of growth. Consolidated gross revenues
totaled R$4.3 billion, up 10.6% year-on-year. Consolidated EBITDA was R$702.0
million, a growth of 7.3% over the previous year, and margin of 22.8%.
Consolidated net income was R$462.3 million, resulting in a return on initial
shareholders’ equity of 72.1%. The sales channel, composed of more than 718
thousand consultants, grew 16.4% in 2007.

The Brazilian operation recorded an EBITDA margin of 26.0% in 2007, virtually the
same as in 2006 (26.3%). We maintained a 90% satisfaction ratio in the survey
held with our consultants, while Natura brand reached the highest approval rating
ever recorded in the global consumers’ assessment?!, and is still the preferred brand
in our industry, with 42% preference, against 18% for the second best-ranked
brand.

International operations grew 58.2% in weighted local currency, leveraged by our
advance in Latin America. We began operations in Colombia and Venezuela, and
expand our Mexican operations, reaching a total of 86 thousand consultants.

The innovation index® posted a slight recovery in 4Q07, growing from 54.2% in
9MO07 to 56.8% in 12M07. Some of the launches presented excellent results in this
period such as the “ZIP Lipstick”, whose sales reached 2.6 million units at
launching; Chronos Flavonodides de Passifora, whose development, in partnership
with the Universidade Federal de Santa Catarina (Santa Catarina Federal
University), was the result of meticulous research; and the re-launching of the
Natura Homem (Natura Man) line of products, which was very well accepted by our
male customers.



Even though we consider the results to be positive, we recognize the opportunity to
accelerate our growth and increase our market share in Brazil. The investment in
this acceleration process will be of R$400 million over the three-year period 2008-
2010, aiming at increase our main marketing tools, and at the evolution of our
commercial model. As a result, we will increase our market share in that period.
This investment will be financed by increased efficiency in manufacturing and
distribution processes, and by a better management of the products portfolio, with
reduction in the number of SKUs. Additional gains will be obtained through the
dilution of fixed costs, providing a positive impact of 2 percentage points in 2010
net revenues.

In the same period, Natura will maintain its international expansion. A group of
senior executives is working full-time to prepare the entrance plan into the United
States in 2009. We will continue with our expansion in Latin America, seeing as the
performance in this market shows that our brand, our products and our sales model
have been well accepted in the region. We pursue an accelerated growth in Latin
American countries, reaching US$500 million revenues® by 2012, meaning an
increase in our market share® to around 4.5%.

Altogether, these initiatives will be the pillars for the company growth, whose
profitability will be sustained at a minimum level of 23% of EBITDA margin in the
period.

Thus, we are formalizing an action plan to achieve these goals through 2008-2010.
The plan pursues better efficiency and profitability, focusing on the following:

(1) Innovation of the commercial model, in order to improve relationships
with consultants and to increase productivity;

(2) Reduction in the number of products, focusing efforts in more relevant
launchings;

(3) Greater and better investment to improve efficacy in communication and
marketing;

(4) Implementation of a process management culture, in an effort to achieve
productivity gains;

(5) Give new strength to our corporate culture, investing in the development
of leaders aligned with our values.

(1) Survey held by Ipsos Insight - Brazil

(2) Innovation index: Gross revenues from the year’s innovative products (products that were launched or improved in
the last 24 months) / Total gross revenues for the year.

(3) Latin America excluding Brazil
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> FINANCIAL SUMMARY

> Consolidated Financial Summary (R$ million)

4Q07 4Q06 Change % 2007 2006 Change %
e oy for resale 83.4 76.1 9.5% 284.9 2532 12.5%
Gross Revenues 1,312.5  1,201.0 9.3% 4,301.6 3,890.0 10.6%
Net Revenues 937.8 852.8 10.0% 3,072.7 2,757.0 11.5%
Gross Profit 632.4 548.2 15.4% 2,080.4 1,865.7 11.5%
Gross Margin (%) 67.4% 64.3% 67.7% 67.7%
EBITDA? 199.4 177.5 12.3% 702.0 654.5 7.3%
EBITDA Margin (%) 21.3%  20.8% 22.8% 23.7%
Net Income 135.6 116.8 16.2% 462.3 460.8 0.3%
Net Margin (%) 14.5% 13.7% 15.0% 16.7%
EPS (R$) - - 1.08 1.08 -
Dividends + Interest on Capital3 per share (R$) 0.95 0.83 15.0%
Total consultants* 718.6 617.3 16.4% 718.6 617.3 16.4%

(in thousands)




(1) Total consolidated number of Cosmetics, Fragrances and Toiletries products resold by our consultants.
Therefore, units sold exclude samples, gifts, resale support material and Crer para Ver products, among others.
(2) EBITDA = income from operations before financial effects + non-operating income + depreciation &
amortization.

(3) Including dividends and interest on own capital per share (net of withholding income tax) regarding the
results of the fiscal year 2007, ad referendum of the Annual General Meeting to be held on March 31, 2008.

(4) Position at the end of the 17*" sales cycle.

> COSMETICS, FRAGRANCE AND TOILETRIES (CF&T) SECTOR IN BRAZIL

According to data by Brazilian Association of Toiletries, Fragrance and Cosmetics
Industry (Sipatesp/Abhipec), the core market! for cosmetics, fragrances and
toiletries (CF&T) products posted a growth of 12.3% in the 5™ bimester of 2007,
when compared to the same period of the previous year. Discounted by the
Consumer Price Index (IPCA) in the period, the growth was 7.8%.

In the first ten months of 2007, the core market posted a nominal growth of 13.4%
year-on-year. Discounted by the Consumer Price Index (IPCA) in the period, real
term growth amounted to 9.8%.

The table below shows the breakdown of the core market into two segments:
cosmetics, fragrances and toiletries; and Natura’s market share in these segments.
The Company posted a reduction of 30 basis points in market share in the core
market, from 22.2% in 10M06 to 21.9% in 10MO07.

> CF&T Core Market Net Revenues Breakdown and Natura’s Market Share in Brazil

Core Market (R$ million) Natura’s Market Share (%)

10M07 10M06 Change % 10M07 10M06 Change pp
Cosmetics and Fragrances 4,741.0 4,076.9 16.3% 34.6% 35.9% -1.3
Toiletries 5,559.4 5,003.6 11.1% 11.0% 11.1% -0.1
Total 10,300.4 9,080.5 13.4% 21.9% 22.2% -0.3

Source: Sipatesp / Abhipec
(1) Core Market - Cosmetics and Fragrances (Skincare, Makeup, Fragrances and Sun Protection) and Toiletries (Soap,
Hair Care, Deodorant and Shaving Products)

> CONSOLIDATED GROSS REVENUES

Consolidated gross revenues in 4Q07 were R$1,312.5 million, a growth of 9.3%
year-on-year. In Brazil, gross revenues increased 8.4%, and in the foreign market,
gross revenues increased 30.2% in reais (52.0% in weighted local currency). The
participation of foreign market sales increased from 3.6% of total revenues in 4Q06
to 4.2% in 4Q07.



Consolidated gross revenues totaled R$4,301.6 million in 2007, a 10.6% growth
year-on-year. In the domestic market, gross revenues increased 9.5%, and in the
foreign market, gross revenues increased 41.4% in reais (58.2% in weighted local
currency). The participation of foreign market sales increased from 3.4% of total
revenues in 2006 to 4.3% in 2007.

The total number of consultants reached more than 718 thousand at the end of
December 2007, posting a significant growth of 16.4% over the same period in the
previous year.

> COSTS AND EXPENSES

Cost of Goods Sold (COGS) fell from 35.7% of net revenues in 4Q06 to 32.6% in
4Q07. This reduction is explained mainly by: (i) greater efficiency in the
management of raw material prices; (ii) greater efficiency in the strategy of the
Christmas kits; and (iii) price adjustments for our products in March 2007. Part of
these effects was offset by increased losses with the discontinuity of products. In
2007, COGS remained stable at 32.3% when compared to the previous year.

The chart below shows the breakdown of the main components of COGS:

> Composition of Cost of Good Sold (% Net Revenues)

Item 4Q07 4Q06 2007 2006
RM/PM1! 26.2 29.2 25.4 25.4
Labor 2.5 2.5 2.8 2.8
Depreciation 1.1 0.9 1.2 1.1
Other 2.8 3.1 2.9 3.0
Total 32.6 35.7 323 32.3

(1) Raw materials and package material

Sales expenses, as a percentage of net revenues, increased 150 basis points,
from 32.3% in 4Q06 to 33.8% in 4Q07. This increase resulted mainly from greater
expenses with marketing, as planned and announced in October 2007.

In 2007, sales expenses, as a percentage of net revenues, also posted an
increase of 150 basis points, from 32.1% in 2006 to 33.6% in 2007, resulting
mainly from the expansion and opening of new operations in Venezuela and
Colombia, in addition to the effects mentioned above.



Administrative expenses, as a percentage of net revenues, increased from
12.7% in 4Q06 to 13.7% in 4Q07. This change resulted from extraordinary effects,
particularly the increase in provisions for civil liabilities.

In 2007, administrative expenses posted a slight reduction, from 13.4% in 2006
to 13.2% in 2007, as a percentage of net revenues. Greater IT expenses
throughout the year were more than offset by a smaller provision for profit sharing,
and by the recognition of gain (revenues) from tax litigations, whose judgment in
favor of Natura was pronounced in August 2007 and accounted for in 3Q07.

> EBITDA AND NET INCOME

Consolidated EBITDA totaled R$199.4 million in 4Q07 against R$177.5 million in
4Q06, a growth of 12.3%. EBITDA margin increased from 20.8% in 4Q06 to 21.3%
in 4Q07. The improved gross margin in the period more than offset the growth in
operating expenses, resulting in a growth of 50 basis points in the EBITDA margin.

In 2007, consolidated EBITDA totaled R$702.0 million against R$654.5 million in

2006, posting a growth of 7.3%. The EBITDA margin was 22.8% in 2007, in line
with our estimates disclosed in October 2007.

> EBITDA (R$ million)

4Q07 4Q06 Change % 2007 2006 Change %

Net Revenues 937.8 852.8 10.0% 3,072.7 2,757.0 11.5%
(-) Cost of Sales and Expenses 759.5 689.2 10.2% 2,446.1 2,158.0 13.4%
EBIT 178.3 163.6 9.0% 626.6 599.0 4.6%
(+) Non-operating income 0.0 (0.1) n/a 0.5 0.9 n/a
(+) Depreciation/amortization 21.1 14.0 50.7% 74.9 54.6 37.2%
EBITDA 199.4 177.5 12.3% 702.0 654.5 7.3%

Net income amounted to R$135.6 million in 4Q07 against R$116.7 million in
4Q06, a growth of 16.2%. In the year, net income totaled R$462.3 million against
R$460.8 million in the previous year (+0.3%).

The difference between the growth rates of net income and EBITDA in the year
resulted from: (i) the increase in depreciation from R$54.6 million in 2006 to
R$74.9 million in 2007 (+37.2%); (ii) net financial expenses of R$9.4 million in
2007, against net financial revenues of R$9.9 million in 2006; and (iii) the greater
effective income tax rate in 2007 as compared to 2006.



> CAPEX (FIXED ASSETS)

Capital expenditures (CAPEX) totaled R$120.9 million in 2007, mainly allocated to:
(i) the expansion of production capacity and logistics, and (ii) information
technology.

For 2008, estimated investments will total R$135 million, mainly allocated to: (i)
manufacturing and logistics; (ii) a new research and development center in
Campinas; and (iii) information technology.

> PRO-FORMA RESULTS BY AREA OF OPERATION

Since 2Q07, we have presented pro-forma results of each area (Brazil, operations
under consolidation and operations under implementation), in Reais. The profit
margin earned in Brazil’'s exports to international operations was deducted from the
COGS of respective operations, showing the real impact of these subsidiaries! on
Natura’s consolidated results.

Thus, the Brazil Statement of Income only shows the results of sales in the
domestic market.

> EBITDA pro-forma by Areas of Operation (R$ million)

4Q07 4Q06 2007 2006

Brazil 217.2 194.5 759.7 697.6

Argentina, Chile and Peru (2.4) (6.4) (3.9) (8.5)

Mexico, Venezuela, Colombia and France (12.6) (10.9) (41.5) (33.3)

Effects of exchange variation on (2.8) 0.3 (12.3) (1.3)
translation of foreign investments

Total 199.4 177.5 702.0 654.5

(1) This adjustment is complete, since Natura Cosméticos S.A holds 100% of the capital of these subsidiaries.
(2) The Colombian operation began since 1H07.

For 2008, expenses with international expansion in Latin America, France and the
United States are estimated at R$97 million.



>> Brazil — Pro-forma Statement of Income

> Financial Highlights — Brazil (R$ million)

4Q07 4Q06 Change % 2007 2006 Change %

Total Consultants? 632.4 561.1 12.7 632.4 561.1 12.7
(in thousands)
Units sold - items for resale 77.5 71.8 7.9 265.9 241.0 10.3
(in millions)
Gross Revenues 1,256.3 1,158.6 8.4 4,115.8 3,759.5 9.5
Net Revenues 893.5 820.0 9.0 2,926.8 2,656.0 10.2
Cost of Sales 288.0 290.6 (0.9) 939.0 8514 10.3
Gross Profit 605.5 529.4 14.4 1,987.8 1,804.6 10.2

Gross Margin 67.8% 64.6% - 67.9% 67.9% -
Selling Expenses 284.1 250.0 13.6 922.6 812.1 13.6
Administrative Expenses 117.6 97.3 20.9 371.5 336.4 10.4
Other Income (Expenses), net (4.4) 1.1 - 3.5 1.1 -
Financial Income, net (0.5) (0.2) - (9.6) 9.9 -
Income from Operations 196.7 181.4 8.4 678.1 654.7 3.6
Net Income 155.3 134.1 15.8 527.9 509.0 3.7
EBITDA 217.2 194.5 11.7 759.7 697.6 8.9

EBITDA Margin 24.3% 23.7% - 26.0% 26.3% -

(1) Position at the end of the 17 sales cycle.

In Brazil, gross revenues amounted to R$1,256.3 million in 4Q07, against
R$1,158.6 million in 4Q06, a growth of 8.4%. Average productivity per active
consultant in the quarter remained stable at R$3.5 thousand.

In 2007, gross revenues from the Brazilian operation reached R$4,115.8 million,
against R$3,759.5 million in 2006, a growth of 9.5%. The EBITDA margin remained
strong at 26.0%, stable year-on-year.

In Brazil, the number of consultants amounted to 632.4 thousand at the end of
2007, posting a growth of 12.7% when compared to 2006. Productivity per average
active consultant stood at R$12.2 thousand in the year, down 2.6% year-on-year
(R$12.5 thousand in 2006).



>> Operations under consolidation - Argentina, Chile and Peru — Pro-forma Statement of

Income

> Financial Highlights - Argentina, Chile and Peru (R$ million)

4Q07 4Q06 Change % 2007 2006 Change %

Total Consultantst 69.4 51.2 35.5 69.4 51.2 35.5
(in thousands)
z:'t;li?;‘:s_) items for resale 5.0 4.0 22.4 16.2 11.6 405
Gross Revenues 46.1 38.0 21.3 157.5 119.3 32.0
Net Revenues 35.5 29.1 22.0 121.2 91.3 327
Cost of Sales 14.4 11.5 25.2 44.9 35.3 27.2
Gross Profit 21.1 17.6 19.9 76.3 56.0 36.3

Gross Margin 59.4% 60.5% - 63.0% 61.3% -
Selling Expenses 19.1 19.3 (1.0) 65.6 50.7 29.4
Administrative Expenses 5.2 4.4 18.2 17.0 14.2 19.7
Other Income (Expenses), net 0.3 (0.6) - 1.1 (0.6) -
Financial Income, net 0.2 0.2 - 0.1 (0.1) -
Income from Operations 2.7) (6.5) (58.5) (5.1) (9.6) (46.9)
Net Income (3.3) (6.4) (48.4) (8.6) (11.7) (26.5)
EBITDA (2.4) (6.4) - (3.9) (8.5) (54.1)

EBITDA Margin (6.7%) (22.0%) - (3.2%)  (9.3%) -

(1) Position at the end of the 17 sales cycle.

For operations under consolidation, gross revenues posted a material growth of
42.4% in weighted local currency (21.3% in reais) in 4Q07 when compared to
4Q06. The EBTIDA margin posted a negative 6.7% result, against a negative
22.0% margin in the same period of 2006.

In the year of 2007, gross revenues grew by 46.5% in weighted local currency
(32.0% in reais) when compared to 2006. Operating loss represented by EBITDA
decreased from R$8.5 million in 4Q06 to R$3.9 million in 4Q07, with an EBITDA
margin of -9.3% and -3.2%, respectively, despite continuous investments in new
sectors.



The total number of consultants amounted to 69.4 thousand in the year, posting a
sound growth of 35.5% when compared to 2006. Productivity per average active
consultant was US$2.9 thousand, against US$2.8 thousand in 2006, representing a
growth of 5.2%.

>> Operations under implementation — Mexico, Venezuela, Colombia and France

Pro-forma results

> Financial Highlights — Mexico, Venezuela, Colombia and France (R$ million)

4Q07 4Q06 2007 2006
Tptal Consultantst 16.8 5.1 16.8 5.1
(in thousands)
Units sold - items for resale 0.9 0.3 2.8 0.6
(in millions)
Gross Revenues 10.0 4.4 28.4 11.1
Net Revenues 8.7 3.8 24.6 9.6
Net Loss (13.5) (11.3) (44.6) (35.4)
EBITDA (12.6) (10.9) (41.5) (33.3)

(1) Position at the end of the 17" sales cycle.

Gross revenues for operations under implementation amounted to R$10 million in
4Q07, against R$4.4 million in the same period last year. Operating losses
represented by EBITDA was R$12.6 million in 4Q07, against R$10.9 million in
4Q06.

In the year of 2007, revenues totaled R$28.4 million, against R$11.1 million in
2006, with a negative EBITDA of R$41.5 million, against R$33.3 million in 2006.
The number of consultants per area of operations reached 16.8 thousand at the end
of 2007, posting a substantial year-on-year growth. In 2007, the main highlight of
this area was the opening of operations in Venezuela and Colombia, in February
and June, respectively, and the expansion of the Mexican operation to the city of
Monterrey. It is also worth mentioning the beginning of the prospection and design
process of the American operation, which is forecasted to start in the first half of
20009.



> CASH FLOW

Internal cash flow generation® in 2007 totaled R$537.2 million, up 4.2% year-on-
year. Out of this total, R$209.1 million was consumed by operating working
capital?, and R$46.6 million by other current and noncurrent assets and liabilities®.

> Consolidated cash flow - pro forma - (R$ million)

2007 2006 Change %
Net income 462.3 460.8 0.3
(+) Depreciation and amortization 74.9 54.6 37.2
Internal cash generation? 537.2 515.4 4.2
Operating working capital? (209.1) (73.1) 186.2
Other assets and liabilities? (46.6) (46.7) (0.1)
Operating cash generation 281.4 395.6 (28.9)
Capex (120.9) (193.6) (37.5)
Free cash flow* 160.5 202.0 (20.5)

Out of the R$209.1 million increase in net working capital, approximately R$147
million refer to temporary events, particularly: (i) an extraordinary R$122 million
increase in accounts receivable, due to a more flexible credit policy for 2007
Christmas sales; (ii) an increase of R$25 million in inventories, due to smaller-than-
expected revenues.

It is also worth mentioning the R$39 million reduction in the balance of suppliers,
due to a higher concentration of expenses at the end of 2006 - where
approximately R$35.0 million may be deemed as atypical.

Accordingly, free cash flow generation® in 2007 was R$160.5 million, with a
reduction of 20.5% vyear-on-year (2006 - R$202.0 million). Taking into
consideration the extraordinary investment in accounts receivable, adjusted free
cash flow generation would total R$288 million.

Note 1: (Net Income for the period) + (depreciation and amortization).

Note 2: (Internal cash generation) +/- (changes in working capital and long-term assets and liabilities) - (acquisitions
of property, plant and equipment).

Note 3: Assets - Accounts receivable, inventories and short-term recoverable taxes. Liabilities - suppliers, payrolls,
profit sharing and social charges, tax liabilities, provisions and freight payable.

Note 4: Assets — Advance to employees and suppliers, short-term deferred income and social contribution taxes, other
credits and long-term assets. Liabilities — other short and long-term accounts payable and provision for tax, civil and
labor losses.



> DIVIDENDS AND INTEREST ON OWN CAPITAL

On February 27, 2008, the Board of Directors approved a proposal for submission
to the Annual General Meeting to be held on March 31%, 2008, for the payment of
dividends and interest on own capital related to 2007 earnings, in the amounts of
R$375,890,168.61 e R$39,246,506.88 (R$33,359,530.85 net of withholding income
tax), respectively.

Of the above amount, on August 10t", 2007 dividends and interest on own capital®
related the earnings of the first half of 2007 were paid in the amounts of
R$138,138,452.35 e R$39,246,506.88 (R$33,359,530.85, net of withholding
income tax), respectively. The remaining balance, to be paid on April 08, 2008,
after ratification by the Annual General Meeting, will be of R$237,751,716.27 as
dividends.

These dividends and interest on own capital, related to the year 2007, will jointly
represent a net remuneration of R$0.95 per share (R$0.83 per share in 2006).

(1) Referring also from August to December 2006.

> CORPORATE RESPONSIBILITY

Throughout our history, we have pursued long-lasting and high-quality relationships
with those who interact with our business: shareholders, consumers, consultants,
employees, suppliers, communities and other stakeholders, in Brazil and in our
overseas operations.

In 2007, our capacity to generate and distribute wealth to these publics was once
again expanded, particularly with the R$2.3 billion distributed to suppliers, and the

R$1.7 billion to consultants.

Distribution of wealth (in millions of R$)

2005 2006 2007
Shareholders 319.4 359.4 415.1
Consultants 1,311.7 1,583.9 1,722.1
Employees 306.4 379.7 390.3
Suppliers 1,731.7 2,132.3 2,329.7
Government 727.2 817.1 948.3

In the social scope, we want to maximize our capacity to interact with our publics,
particularly through our consultants, who already total more than 632.4 thousand
(Brazil). We focus on improving education conditions, social inclusion and
relationship quality.



In 2007, we spread Relationship Principles and expanded the services of our
Ombudsman’s office, both launched in 2006 for employees in Brazil, for employees
in other Latin American countries, and for suppliers. The Relationship Principles
guide our relationship with all publics, including aspects such as diversity,
appreciation of the individual and of creative innovation, and the capacity to
dialogue. The Ombudsman’s office, which is directly connected to our CEO, aims
mainly at solving issues related to breaches in the application of the Principles.

Employees - Regarding employee relationships, Natura’s corporate mood improved
in 2007, and the general favorability index increased 2 percentage points, from
69% to 71% in Brazil, reversing the declining trend recorded since 2005 by the
annual mood survey. Out-of-Brazil operations this index reached 72%.

The number of physically impaired individuals also evolved positively, from 185 to
251, above the target of 5% of physically impaired employees.

Consultants - At Movimento Natura, a program through which we try to raise
awareness among our 632.4 thousand consultants and transform them into agents
of social change, it is worth highlighting the incentive to purchase refills — which
cause less impact to the environment and is cheaper -, which reached a sales
record in 2007, at 21.3% of total items in the Brazilian Operation.

Consultants also contribute to the sale of Crer para Ver products, a line of products
whose net results are fully invested in education projects. The total number of
projects developed and supported by Crer pare Ver grew by 39% in 2007, reaching
R$4.3 million.

Consumers - A satisfaction survey is carried out annually, where we investigate
aspects related to products, prices and terms, consumer relationships, delivery, the
post-sale period, customer service, communication channels and materials. The
survey includes locations from five regions of the country, ranging from state
capitals to rural towns. Favorability results are excellent, with ratios close to 100%.

Consumer Satisfaction Jan-05 |Jun-06 |jyn-07

Favorability (%)? 98 97 97

(1) In surveys held up to January 2005, the data refer to the percentage of consumers who are “satisfied” or “fully
satisfied”. As of 2006, the data refer to the percentage of grades 8, 9 and 10.

Suppliers - The expansion of our operations in the last few years increased the
number of suppliers, causing unevenness in the management of these
relationships. Suppliers point out the high level of changes in Natura’s employee
structure, the fact that relationships have become colder and more distant,
problems and issues related to communication, and changes in projects and
scheduling as points needing improvement. We have been working hard to reverse
this situation, establishing a constructive dialogue with our suppliers, who point out
the Company’s intention to allow or promote greater proximity as a positive factor.




Supplying communities —Natura currently works with 19 supplying communities
located in the Amazon and Atlantic Rainforest ecosystems. We pursue means of
adequately remunerating the supplying communities, not only for providing raw
materials, but also for the traditional knowledge they have regarding these species.

Another highlight has been the creation of BioQLICAR. In addition to including
training programs for the supplying communities in matters related to safety,
finances and organization, the program allows for the monitoring thereof,
establishing indicators and enabling the identification of opportunities to improve
the supplying chain, taking sustainability aspects into consideration.

Surrounding communities - In Cajamar, the community that surrounds Natura’s
main productive plant, the development of local suppliers has increased. We fund
training programs in defensive driving for taxis, and provide training for the bakery
of Sitio Agar - an entity which houses HIV-positive children - in best management
and hygiene practices, with a permanent advisory of a consulting company.

Project Neutral Carbon - From the environmental point of view, we wish to reduce
our ecological footprint; in other words, the impacts of our activities in nature. In
order to do so, we launched an ambitious program in 2007 aiming to mitigate and
compensate for our greenhouse gas emissions throughout our entire productive
chain, including suppliers. Over the next five years, we will reduce our emissions
throughout the productive chain by 33%, and, starting in 2008, we will compensate
for Natura’s 2007 emissions.

Environmental impacts of products - Reducing the environmental impact of our
products is a constant concern for us. In 2007, we started replacing common
alcohol used in our products with organic alcohol, which is produced in accordance
with good social and environmental practices. We also continue making progress in
the “vegetalization” of our products, substituting animal and oil-made components
by vegetable products. At the end of 2007, all of our body oils had been
“vegetalized”, and 78% of the raw materials used in our products came from
renewable vegetable sources.

These initiatives can be evidenced in our environmental table, an initiative started
in 2007. Based on the nutrition facts table, which is mandatory for food products,
we have made available on the packages and on the Internet six indicators
detailing the origin and destination of the materials used in our products.

The life cycle assessment (LCA), which measures the average environmental impact
of packages, posted a reduction of 12% in 2007, from 83.2 mPt/kg to 73.4 mPt/kg.



Other Environmental management indicators

Energy consumption 2005 2006 2007
Total energy matrix (joules) 119.2 x 1012} 131.7 x 1012 144.1 x 1012
Energy consumption - Energetic matrix per

503.8 469.5 510.2
bleed unit (kjoules / Unit)*

(1) In previous years, this indicator was reported in kjoules per unit sold, thus the record was changed.

Water consumption 2005 2006 2007
Total water consumption (m3) 136,677 141,883 117,451
Water consumption per billed unit 0.58 0.53 0.42

(L / unit)!

(1) In previous years, this indicator was reported in liters per unit sold, thus the record was changed.

Disposal of Residues 2005 2006 2007

Percentage of residues recycled (%) 81.09 84.13 88.03
Total weight of disposed residues (tonne) 5,975.9 6,831.4 6,799.9
Wight of residues per billed unit 25 3 25 7 241

(grams / unit)?

(1) In previous years, this indicator was reported in tonnes per unit sold, thus the record was changed.

Corporate Governance

Natura adopts a broad corporate governance model aimed at meeting the interests
of all publics. Our governance includes all relationship initiatives, guided by
transparency and ethics.

Natura evolved in 2007 from the governance structure standpoint. Two new
members are now part of the Board: Julio Moura Neto, Chairman of the Board of
Directors and Chief Executive Officer at GrupoNueva, a holding company that is
present in 15 countries, and Chairman of the Board of Directors at MASIS, a
company listed on the New York Stock Exchange (US) and on the Santiago Stock
Exchange (Chile); and Luiz Ernesto Gemignani, Chief Executive Officer at Promon,
Chairman of the Deliberative Council of the Fundacdo Promon de Previdéncia Social,
Vice-Chairman of the Council of Curators of the Fundacdo Nacional de Qualidade,
and member of the Management Council of the Supplementary Pension Plan of the
Social Pension Plan Ministry. These additions result in a contribution of knowledge
to the other five members at a time when Natura prepares for a new growth cycle
and continues the expansion of its international operations.

Another highlight in 2007 was the creation of the International Committee, which is
subordinate to the Board of Directors, and whose purpose is to ensure the
continuity of Natura’s path to internationalization, in addition to assessing
governance and the adoption of our beliefs in the countries where we operate.
Furthermore, the former People and Organization Committee was split in two new
bodies: the People Committee and the Management Systems Committee. As a




result of this move, each of these subjects receives greater attention, with
monitoring by different people in specific meetings.

This report contains forward-looking statements. This information represents not only historical facts, but
also reflects the wishes and expectations of Natura’s management. The words “foresees”, "wishes”,
“hopes”, “forecasts”, “intends”, “plans”, “predicts”, “"projects”, “aims” and similar terms intend to identify
statements that, necessarily, involve known and unknown risks. Known risks include uncertainties, which
are not limited to the impact of price and product competition, product acceptance in the market, the
product transition of the Company and its competitors, regulatory approval, currency, currency
fluctuation, supply and production difficulties and changes in product sales, among other risks. This report
also contains “pro forma” information, prepared by the Company to be used exclusively for information

and reference purposes; therefore, they are non-audited figures. This report is updated up to the present

date and Natura does not undertake to update it in the event of new information and/or future events.



