REPORT OF THE DIRECTORS

EFEHT

The directors have pleasure in submitting their annual report
together with the audited financial statements for the year
ended 31st December 2004.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding.
The Group's turnover and operating profit were derived

principally from the design, manufacture and sales of toys.

SEGMENT INFORMATION

An analysis of the Group’s turnover by products and
geographical location is set out in note 4 to the financial
statements.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 31st December
2004 and the state of the Company’s and the Group's affairs
as at that date are set out in the financial statements on

pages 26 to 79.

During the year, the Company paid an interim dividend of
Hong Kong 3 cents per share, totalled approximately
HK$11,151,000, to shareholders. The directors recommend
the payment of a final dividend of Hong Kong 7 cents per

share in respect of the year ended 31st December 2004.

SHARE CAPITAL

Details of movements in the Company's share capital during

the year are set out in note 22 to the financial statements.

PURCHASE, SALE OR REDEMPTION OF
LISTED SECURITIES

During the year, the Company repurchased a total of 100,000
of its own shares on The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”). Details of the repurchases
are set out in note 22 to the financial statements.
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PURCHASE, SALE OR REDEMPTION OF
LISTED SECURITIES (continued)

Except as aforementioned, neither the Company nor any of
its subsidiaries had purchased, sold or redeemed any of

the Company’s securities during the year.

SHARE OPTION SCHEME

The Company’'s Share Option Scheme (the “Scheme”) was
adopted pursuant to a resolution passed on 21st December
1995 for the primary purpose of providing incentives to
directors and eligible employees, and will expire on 20th
December 2005. Under the Scheme, the board of directors
of the Company may offer to any directors (excluding non-
executive directors) or full time employees of the Company,
or any of its subsidiaries, options to subscribe for shares in
the Company at a price equal to the higher of the nominal
value of the shares or 80% of the average of the closing
prices of the shares on the Stock Exchange on the five
trading days immediately preceding the date of the grant
of the options, subject to a maximum of 10% of the issued
share capital of the Company from time to time. The number
of shares in respect of which options may be granted to
any individual in any one year is not permitted to exceed
1% of the shares of the Company in issue at any point in
time unless separate approval by the shareholders in general
meeting is obtained. No consideration is payable on the

grant of any option.

Options granted must be taken up within 21 days from the
date of the offer at no consideration on acceptance. An
option may be exercised as specified by the directors, which
shall not be more than a certain period from the date of

grant.

On 2nd January 2002, option for 5,100,000 shares (the
“2002" share options) of which 100,000 had lapsed were
granted at no consideration to certain eligible employees,
including directors of the Company, under the Scheme which
are exercisable during the period from 1st January 2004 to
31st December 2013 at the price of HK$1.10 per share.
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SHARE OPTION SCHEME (Continued)

The closing price of the Company’s shares immediately
before 2nd January 2002, the date of grant of the 2002
share options, was HK$1.30. During the year, the Company
issued a total of 4,400,000 ordinary shares of HKO.1 each
at an issue price of HK$1.1 per share pursuant to the
exercise of the share options previously granted to directors
and eligible employee. The market price of the Company'’s
shares at the close of business on the date of issue was in
the range of HK$2.25 to HK$2.525.

Pursuant to Chapter 17 of the Listing Rules, the Stock
Exchange allowed the 2002 share options to be granted
under the existing share option scheme, but no further
options would be granted on the terms stipulated under
the Scheme.

The following table discloses details of the number of
options outstanding under the Company’'s Scheme and
movements during the year:

Outstanding

BRES

BHR_EE-_F-—A_HRTFT-ZEZE_F
fRiEE REBMI 2 WmE AT K304
T e RARER  KRARINETEESRIIET
% 974,400,000k B IR EEO0. 1B T 2 @R
BBTENIERETEERAEREEB ZER
o ARNFRMURETHZETERER
2.25Z 2 525 T °

,tg

RIEEMRANEI1TEZIES] - BXAHER
REZ -_TT_BERERIERERSE 2 BRE
APEIR TR BRE - BB TRERIE SR
EZGHE T E B -

ATREFAIHBBEARARR ZZTE - R
AERARTEZBREREZSD :

at Granted Exercised Outstanding
beginning during during at end
of the year the year the year of the year
Note £ FR FA FR
bt &t RITHEE ®F T RITE
Directors
-
Mr. Yip Yun Kuen 300,000 — (300,000) —
EHgRE
Mr. Chan Shun Po 300,000 — — 300,000
bR JIE 2 5 4
Mr. Yip Yun Tim 300,000 — — 300,000
BERALE
Mr. Chan Hon Biu, Alvin 1 200,000 — (200,000) —
BROZ % 5t &
Mr. Shiu Chun Yuen 1 200,000 — (200,000) —
EREER 5 A4
Total Directors 1,300,000 — (700,000) 600,000
Exo#
Employees 3,700,000 —  (3,700,000) —
3
Total 5,000,000 —  (4,400,000) 600,000
A
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SHARE OPTION SCHEME (Continued)

Note:

1. Mr. Chan Hon Biu, Alvin and Mr. Shiu Chun Yuen have
resigned as the directors of the Company with effect from
30th June 2004 and 1st January 2005 respectively.

RESERVES

Movements in the reserves of the Group and the Company
during the year are set out in note 23 to the financial

statements.

PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the
Company’s bye-laws although there is no statutory

restriction against such rights under the laws in Bermuda.

PROPERTY, PLANT AND EQUIPMENT AND
INVESTMENT PROPERTIES

Details of movements in the property, plant and equipment
and investment properties of the Group during the year are
set out in notes 13 and 14 to the financial statements

respectively.

BORROWINGS AND INTEREST
CAPITALISED

The Group had no borrowings outstanding at the balance
sheet date. No interest was capitalised by the Group during

the year.

CHARITABLE DONATIONS

During the year, the Group made charitable donations which
amounted to HK$50,000.

PRINCIPAL SUBSIDIARIES

Details of the Company's principal subsidiaries at 31st
December 2004 are set out in note 15 to the financial

statements.
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FINANCIAL SUMMARY

A five year financial summary is shown on page 80.

DIRECTORS

The directors of the Company during the financial year 2004
and up to the date of this report were:

Mr. Yip Yun Kuen

Mr. Yip Yun Tim

Mr. Chan Shun Po

Mr. Chan Hon Biu, Alvin (resigned on 30th June 2004)
Mr. Shiu Chun Yuen (resigned on 1st January 2005)
Ms. Chan Pik Ha*

Mr. Xin Shu Lin*

Mr. Yeung Wai Kin, Steve*

Mr. Man Mo Leung*

Mr. Yap Alfred Donald, J.P#

Ms. Lau Ki Cho, Iris* (appointed on 30th September 2004)

* Non-executive directors
# Independent non-executive directors

In accordance with the Company’s bye-laws, Mr. Man Mo
Leung, Ms. Lau Ki Cho, Iris and Mr. Xin Shu Lin, Steve
shall retire at the forthcoming Annual General Meeting and,

being eligible, offer themselves for re-election.

The Company has received annual confirmation from each
of the independent non-executive directors as regards their
independence to the Company and considers that each of
the independent non-executive directors is independent to
the Company.
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DIRECTORS’ INTEREST IN SHARES EEoROER

The beneficial interests of the directors of the Company R _-_ZZENF+_-_/F=+—8 REZFHEN
and their associates in the shares of the Company and its HIS &M ([EH R BEEH]) F365215 8 F
associated corporations at 31st December 2004 within the FEZERaMARLHZES  MESF 2B

g meaning of the Securities and Futures Ordinance (the ZATHARAFRERB AT ZBHEELR -
T-ft “SFO") as recorded in the register maintained under Section RAAFZERERE B ZEFZWOT -
352 of the SFO, and their interests in the share options of
Eﬁ the Company at that date, are as follows:
[a]
E Long Position in Shares and Underlying Shares of the BEXQATANFARAORIEBRS
§ Company
w
% Number of
g underlying
; shares under
= derivatives
equity (share Percentage
b Interest of option) of issued
i controlled RENTE share
Name of Personal Family corporation I EAMBH Total capital
[ directors Note interest interest FrEs B R 15 interests I EITRA
| = fit & 5PN £ RERER EE RS (R EHRESR Bt
g (%)
&
Q Mr. Yip Yun Kuen 1 30,864,600 6,435,000 133,925,220 — 171,224,820 46.06
= EWEAE
5’: Ms. Chan Pik Ha 1 6,435,000 30,864,600 133,925,220 — 171,224,820 46.06
é BREEZT
Mr. Chan Shu Po 4,720,320 — — 300,000 5,020,320 1.35
PRIEE & 4E
Mr. Yip Yun Tim 400,000 — — 300,000 700,000 0.19
Mr. Shiu Chun Yuen 2 3,500,000 110,000 — — 3,610,000 0.97
AR SEIR % &
Mr. Man Mo Leung 182,000 — — — 182,000 0.05
NERKE
Notes: Bt -

1. Ms. Chan Pik Ha is the spouse of Mr. Yip Yun Kuen and 1. HEHEX4ARHEEBRZEEL L &S

jointly controlled the corporate interest of 133,925,220 Extrad Assets Limited ™ X R # E A 7
ordinary shares of the Company through Extrad Assets 133,925,2200% & @A% °
Limited.

2. Mr. Shiu Chun Yuen has resigned as director of the Company 2. AERELEN _ZTHRE—F—HHEITAK
with effect from 1st January 2005. NAESE -

3. The interests of the directors in the share options of the 3. HAEEZEABIENES  FAFHEHNU L
Company are detailed in the Share Options Scheme section [RERRHEET 21 3B -
stated above.
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DIRECTORS’ INTEREST IN SHARES (Continued)

Save as disclosed above, the Company has not be notified
by any person who had interests or short positions in the

shares or underlying shares of the Company.

Save as disclosed above and for shares in certain
subsidiaries held by directors in trust for their immediate
holding companies, at 31st December 2004, none of the
directors and chief executive of the Company, or any of
their associates, had any interests in the equity or debt
securities of the Company or any of its associated
corporations as defined in the SFO Ordinance, and none of
the directors and chief executives of the Company, or their
spouses or children under the age of 18, had any right to
subscribe for the securities of the Company, or had

exercised any such right during the year.

DIRECTORS’ INTERESTS IN CONTRACTS OF
SIGNIFICANCE

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

during the year.

ARRANGEMENTSTO ACQUIRE SHARES OR
DEBENTURES

Save as disclosed in the Share Options Scheme section
stated above, at no time during the year was the Company
or any of its subsidiaries, a party to any arrangements to
enable the directors of the Company to acquire benefits by
means of the acquisition of shares in, or debentures of, the

Company or any other body corporate.
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MANAGEMENT AND SERVICE CONTRACTS

No contracts of significance concerning the management
or administration of the whole or any substantial part of
any business of the Company were entered into or existed

during the year.

No director proposed for re-election at the forthcoming
annual general meeting has a service contract with the
Company or any of its subsidiaries which is not determinable
by the employing company within one year without the
payment of compensation (other than statutory

compensation).

RETIREMENT SCHEMES

Details of the Group's retirement scheme are shown in

note 25 to the financial statements.

The Group's retirement scheme contributions charged to
the income statement for the year amounted to
approximately HK$2,486,000.

EERBRBEH
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SUBSTANTIAL SHAREHOLDERS FERR

At 31st December 2004, the following shareholders were R_-ZZNE+-A=+—H ' BEEHFL
interest in 5 per cent or more of the issued share capital of B EEMFIB6IER T2 ELRM L BHE
the Company according to the register of interest required ZARQA R 2 EEITRAE% LA FREZH 2 RERL

to be kept by the Company under section 336 of the SFO: BRANR @
5
Long Positions in the Shares of the Company BEXQRTANEFRERS =
©
Percentage of (é
issued share %
capital o
Number of He B
Name of shareholder Note  Capacity shares BITRA uﬁ
REERE K REEME g =] Btk
(%) -4
B
aj
Mr. Yip Yun Kuen 1 Beneficial owner (30,864,600) 171,224,820 46.06
EREELE Family interest (6,435,000) .
Interest of controlled corporation =
(133,925,220) S
# % %% A A (30,864,000) o
X B 7| 2 (6,435,000) 3
PfT 2 110 1 9 #E 25 (133,925, 220) 3
Ms. Chan Pik Ha 1 Beneficial owner (6,435,000) 171,224,820 46.06 Y
REE =+ Family interest (30,864,600) i
Interest of controlled corporation
(133,925,220) ﬁ
F & B A(6,435,000) e
X & ¥ %5 (30,864,000)
PT £ ) 0% B 1O # 25 (133,925,220)
Extrad Assets Limited 1 Beneficial owner 133,925,220 36.03
BEmEEA
Walbeck International Limited 2 Beneficial owner 74,062,352 19.92
Em#EAA
Arisaig Greater China Fund 3 Beneficial owner 20,564,000 5.53

EDBEEA
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SUBSTANTIAL SHAREHOLDERS (Continued)

Long Positions in the Shares of the Company (Continued)

Notes:

1. Extrad Assets Limited is a company owned by Mr. Yip Yun
Kuen and his spouse Ms. Chan Pik Ha.

2. Walbeck International Limited is a subsidiary of First Shanghai
Investments Limited, a company listed on the Stock
Exchange.

3. Arisaig Greater China Fund through its investment manager
Arisaig Partner (Mauritius) Limited owns 20,564,000 shares
of the Company

Other than as disclosed above, the Company has not been
notified of any other interests representing 5% or more of
the Company's issued share capital or short positions in
the share or underlying shares of the Company as at 31st
December 2004.

CORPORATE GOVERNANCE

In the opinion of the Directors, the Company has complied
with the Code of Best Practice set out in Appendix 14 of
the Listing Rules in force prior to 1st January 2005
throughout the accounting year.

CODE OF CONDUCT FOR SECURITIES
TRANSACTIONS BY DIRECTORS OF THE
COMPANY

The Company had adopted its code of conduct regarding
directors’ securities transactions on terms no less exacting
than the required standard set out in the Model Code as
then in force, and after having made specific enquiry to all
directors of the Company, the directors of the Company
are satisfied that the required standard set out in the Model
Code and its code of conduct regarding directors’ securities

transactions has been fully complied with.
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AUDIT COMMITTEE

The Company has an audit committee which was established
in compliance with Rule 3.21 of the Listing Rules for the
purpose of reviewing and providing supervision over the
Group's financial reporting process and internal controls.
The audit committee comprises the three independent non-
executive directors and one non-executive director of the

Company.

PUBLIC FLOAT

Based on the information that is publicly available to the
Company and with the knowledge of the Directors, as at
the date of this report, there is sufficient public float of not
less than 25% of the Company's issued shares as required

under the Listing Rules.

AUDITORS

The financial statements of the Company for the preceding
three years were audited by Deloitte Touche Tohmatsu. A
resolution will be submitted to the forthcoming annual
general meeting to re-appoint Deloitte Touche Tohmatsu as

auditors of the Company.

On behalf of the board

Yip Yun Kuen

Chairman

Hong Kong, 13th April 2005
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