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REPORT OF THE DIRECTORS

The directors have pleasure in submitting their annual report
together with the audited financial statements for the year
ended 31st December 2006.

PRINCIPAL ACTIVITIES

The principal act ivity 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
geograph ica l  l oca t ion  i s  se t  ou t  in  no te  5  to  the
consolidated financial statements.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 31st December
2006 and the state of the Group's affairs as at that date are
set out in the consolidated financial statements on pages 28
to 83.

During the year, the Company paid an interim dividend of
Hong Kong 2 cents per share, totalled approximately
HK$6,619,000, to shareholders. The directors recommend
the payment of a final dividend of Hong Kong 3 cents per
share in respect of the year ended 31st December 2006.

SHARE CAPITAL

Details of movements in the Company's share capital during
the year are set out in note 26 to the consolidated financial
statements.

PURCHASE, SALE OR REDEMPTION OF LISTED
SECURITIES

During the year, the Company repurchased a total of
3,010,000 issued shares of the Company on the Stock
Exchange  o f  Hong  Kong  L im i ted  a t  an  agg rega te
consideration of HK$3,439,000 during the year.

5

28 83

2
6,619,000

3

26

3,439,000
3,010,000
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REPORT OF THE DIRECTORS

PURCHASE, SALE OR REDEMPTION OF LISTED
SECURITIES (Continued)

Premium paid on the repurchases was charged against the
reserves of the Company. An amount equivalent to the
nominal value of the shares cancelled was transferred from
retained profits to a capital redemption reserve.

Except as set out above, 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 expired on 20th
December 2005.

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.

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. 4,400,000 share options were
exercised in 2004.

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.

5,100,000
 100,000

1.10

1.30
4,400,000
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REPORT OF THE DIRECTORS

SHARE OPTION SCHEME (Continued)

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

Outstanding at
the beginning and

the end of the year

Directors

Mr. Chan Shun Po 300,000

Mr. Yip Yun Tim 300,000

Total Directors 600,000

Employees

Total 600,000
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REPORT OF THE DIRECTORS

RESERVES

Movements in the reserves of the Group during the year
are set out in the consolidated statement of changes in
equity of the consolidated financial statements set out on
page 33.

In the opinion of directors, the Company's reserves available
for distribution to shareholders at 31st December, 2006
were as below:

33

2006 12 31

2006 2005

HK$’000 HK$’000

Contributed surplus 100,635 100,635
Retained profits 39,602 40,877

140,237 141,512

The contributed surplus of the Company represents the
excess of the carrying value of the subsidiaries acquired
over the nominal value of the Company's shares issued
which, under the Companies Act 1981 of Bermuda (as
amended), is available for distribution to the shareholders of
the Company. However, the Company cannot declare or pay
a dividend, or make a distribution out of contributed surplus
if

(i) it is, or would after the payment be, unable to pay its
liabilities as they become due; or

(ii) the realisable value of its assets would thereby be less
than the aggregate of its liabilities and its issued share
capital and share premium account.

PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the
Company's bye- laws al though there is no statutor y
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 14 and 16 to the consolidated financial
statements respectively.

(i)

(ii)

14
16
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REPORT OF THE DIRECTORS

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$27,000.

PRINCIPAL SUBSIDIARIES

Details of the Company's principal subsidiaries at 31st
December 2006 are set out in note 18 to the consolidated
financial statements.

FINANCIAL SUMMARY

A five year financial summary is shown on page 84.

DIRECTORS

The directors of the Company during the financial year 2006
and up to the date of this report were:

Mr. Yip Yun Kuen
Mr. Yip Yun Tim
Mr. Chan Shun Po
Mr. Chan, Michael Siu Tai (appointed on 1st January 2006)
Ms. Chan Pik Ha* (resigned on 1st August 2006)
Mr. Yeung Wai Kin*
Mr. Man Mo Leung#

Mr. Yap Alfred Donald, J.P.#

Ms. Lau Ki Cho, Iris# (resigned on 1st October 2006)
Mr. Chan Chu Kwan# (appointed on 1st January 2007)

* Non-executive directors
# Independent non-executive directors

In accordance with the Company's bye-laws, Mr. Yip Yun
Tim, Mr. Yeung Wai Kin, Mr. Yap Aifred Donald, J.P and Mr.
Chan Chu Kwan shall retire at the forthcoming Annual
General Meeting and, being eligible, offer themselves for re-
election.

27,000

18

84

*
*
#

#

#

#

*
#
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REPORT OF THE DIRECTORS

DIRECTORS' INTEREST IN SHARES

The beneficial interests of the directors of the Company and
their associates in the shares of the Company and its
associated corporations at 31st December 2006 within the
meaning of the Securities and Futures Ordinance (the "SFO")
as recorded in the register maintained under Section 352 of
the SFO, and their interests in the share options of the
Company at that date, are as follows:

Long Position in Shares and Underlying Shares of the

Company

352

Number of
underlying

shares under
derivatives

equity (share Percentage
Interest of option) of issued
controlled share

Name of Personal Family corporation Total capital
directors Note interest interest interests

%

Mr. Yip Yun Kuen 1 32,872,600 6,435,000 133,925,220 — 173,232,820 52.34

Mr. Chan Shun Po 4,720,320 — — 300,000 5,020,320 1.52

Mr. Yip Yun Tim 400,000 — — 300,000 700,000 0.21

Mr. Chan, Michael Siu Tai 100,000 — — — 100,000 0.03

Mr. Man Mo Leung 182,000 — — — 182,000 0.05

Notes:

1. Mr. Yip Yun Kuen and his spouse jointly controlled the
corporate interest of 133,925,220 ordinary shares of the
Company through Extrad Assets Limited.

2. The interests of the directors in the share options of the
Company are detailed in the Share Options Scheme section
stated above.

1. Extrad Assets
Limited  133,925,220

2.
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REPORT OF THE DIRECTORS

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 d isc losed above and for  shares in  certa in
subsidiaries held by directors in trust for their immediate
holding companies, at 31st December 2006, none of the
directors and chief executive of the Company, or any of
their associates, had any interests in the equity or debt
secur i t ies of the Company or any of i ts 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 securit ies 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.

ARRANGEMENTS TO 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.

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  o r  any  o f  i t s  subs id i a r i es  wh ich  i s  no t
determinable by the employing company within one year
without the payment of compensation (other than statutory
compensation).
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REPORT OF THE DIRECTORS

RETIREMENT SCHEMES

Details of the Group's retirement scheme are shown in note
28 to the consolidated financial statements.

The Group's retirement scheme contributions charged to the
consolidated income statement for the year amounted to
approximately HK$3,452,000.

SUBSTANTIAL SHAREHOLDERS

At 31st December 2006, the following shareholders were
interested in 5 per cent or more of the issued share capital
of the Company according to the register of interest
required to be kept by the Company under section 336 of
the SFO:

Long Positions in the Shares of the Company

28

3,452,000

336
5%

Percentage of
issued share

capital
Number of

Name of shareholder Note Capacity shares

%

Mr. Yip Yun Kuen 1 Beneficial owner (32,872,600) 173,232,820 52.34
Family interest (6,435,000)
Interest of controlled corporation

(133,925,220)
(32,872,600)

(6,435,000)
(133,925,220)

Ms. Chan Pik Ha 1 Beneficial owner (6,435,000) 173,232,820 52.34
Family interest (32,872,600)
Interest of controlled corporation

(133,925,220)
(6,435,000)

(32,872,600)
(133,925,220)

Extrad Assets Limited 1 Beneficial owner 133,925,220 40.47

Walbeck International Limited 2 Beneficial owner 37,062,352 11.20

Arisaig Greater China Fund 3 Beneficial owner 16,608,000 5.02

Branford Limited Beneficial owner 17,023,600 5.14
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REPORT OF THE DIRECTORS

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.

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

3. Arisaig Greater China Fund through its investment manager
Arisaig Partner (Mauritius) Limited owns 16,608,000 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 2006.

CORPORATE GOVERNANCE

Information on the Company's corporate governance
practices is set out in the "Corporate Governance Report"
from pages 18 to 22.

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.

AUDIT COMMITTEE

The Company  has  an  aud i t  committee  wh ich  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
contro ls.  The audit  committee comprises the three
independent non-executive directors and one non-executive
director of the Company.

1. Extrad Assets Limited

2. Walbeck International Limited

3. Arisaig Greater China Fund
Arisaig Partner (Mauritius) Limited

16,608,000

5%

18 22

3.21
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REPORT OF THE DIRECTORS

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

During the year, Messrs. Deloitte Touche Tohmatsu resigned
as auditors of the Company and Grant Thornton was
appointed by the directors to fill the causual vacancy. There
have been no other changes of auditors in the past three
years. A resolution will be submitted to the forthcoming
annual general meeting to re-appoint Grant Thornton as
auditors of the Company.

On behalf of the board

Yip Yun Kuen
Chairman

Hong Kong, 20th April 2007

25%


