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Dear Shareholders,

On behalf of the board, | am pleased to announce the Group's annual
results for the year ended 31 December 2002.

Financial Review

During the year under review, the Group recorded turnover of
HK$910,370,000, up 20.4% from HK$756,049,000 last year. Profit
attributable to shareholders increased 15.2% from HK$98,854,000
last year to HK$113,891,000. These encouraging results were
attributable to our disciplined cost control policies, the economies of
scale generated by eight of our plants located in the PRC, as well as
our vertical integration which have successfully enhanced our
productivity.

Dividend

The Board of Directors has recommended a final dividend of HK 6.4
cents per share (2001: HK 4.8 cents per share) to be paid on or
before 31 May 2003, subject to shareholders’ approval at the
forthcoming annual general meeting to be held on 22 May 2003.
Together with interim dividend of HK 2.4 cents per share, the total
dividend for the year will be HK 8.8 cents, achieving a dividend yield
of approximately 6.6% on the average closing price in the year 2002
of HK$1.34 per share.
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The market in 2002 remained challenging. Despite the poor market
sentiment, we have been focusing on our core business - plush stuffed
toys which managed to report growth in both absolute amounts and
in proportion to the Group's total turnover.

The plush stuffed toys business, the Group's core business, accounted
for 93% of the Group’s total turnover, compared to 91% of the
combined turnover for the previous year (Note). Our steel and plastic
toys accounted for 7% of the Group's total turnover. Being the largest
plush stuffed toys manufacturer in the world, we have received stable
as well as increasing orders from many well-known brand name
retailers during the year under review. Leveraging this leadership in
the plush stuffed toy industry and the quality of our products, we
remained the preferred partners for some of the world’s leading
brands, including Warner Bros., Bandai Co Ltd, Disney, SEGA
Corporation, Banpresto Co,, Ltd, and mass market retailers, such as
Costco Wholesale Corporation and Walmart. During the year under
review, we further secured new distributors, such as Target, for our
ODM products.We believe our strategic alliances with these sizable
customers and distributors will help the Group to maintain stable
orders and profits as well as secure additional orders.

Most of the Group’s end products were delivered to North America
which accounted for 49% of the Group's total turnover. The Group
has put extra efforts into exploring this market, subsequently gaining
substantial market share.We are actively looking for reliable and sizable
marketing companies who are able to boost sales for the Group.We
believe that we are on the right track to establishing our foothold in
the US and are looking to other sizable marketing companies to
provide additional revenue streams and marketing arms for the Group.

Committed to expanding our ODM business, we have rapidly been
developing this business, which accounted for 12.5% of the Group'’s
total turnover as compared to only 5% in the previous year. The success
of our own brand product, Caltoy, was apparent with the enthusiastic
response received from the market. Persistent orders have been
secured from large-scale distributors and chain stores, such asVWalmart,
Costco and Target in the US to carry these products. Leveraging the
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quality as well as the appealing design of our products, we secured
many new ODM clients, including Sears, TRU.com and Lilian Vernon.
Research and development is a crucial factor for our continued success.

For the year ended 31 December 2002, production capacity at our
eight plants, which are strategically located in Shenzhen, Shanghai and
near Suzhou area, were being run at over 90% level. With the
economies of scale generated, we benefited from strong bargaining
power in the procurement of bulk raw materials and from the PRC's
low production costs. During our peak season last year, we have
subcontracted part of our production which successfully provided
flexibility to the Group and improved the margin. However, meeting
the stringent quality control of the Group and safety requirements of
the industry are the prime concerns of our internal quality control
team.

The new dyeing facility, which was established in the latter half of year
2001 and was fully operated in the year under review, has made a
significant contribution to the efficiency of our vertical integration.
This has not only enhanced the Group's production process but also
guaranteed the quality of the products. This ongoing vertical integration
continues to allow us to flexibly allocate and commit resources among
our various production bases enabling the mass manufacturing of
products, the meeting of tight delivery schedules and shortening of
production lead times, while also maximizing economies of scale.

Looking to the future, the Group is committed to further expanding
the ODM business. In view of the rapid expansion of our Caltoy
business, our target is to expand its contribution in the range from
30% to 35% of our total turnover within 3 to 4 years.We aim to
achieve this end by focusing on our design & product development
and sales & marketing capacities both internally and externally. We
will be allocating additional designers on the development of ODM
products from our existing force and expanding our global footprint
through the further acquisition of marketing companies.

With regard to our OEM business, we are currently negotiating with
a top entertainment character license company to market and sell
plush stuffed toys under their character brands directly to retailers in

PR EMEREY - BN LBERS
BMZEERLZODMEBTRE S ZFTE -
& B $ESears * TRU.comMLilian Vernon ©
MRERERFAZEDRMBE 2B -

HE_ZZ_F+_A=1+—HI1 " &M
JESRES M A RORIN - B8 R ARER
NHIE 2 FERFEESS K o FBREFT
BEEZEBES - BPEAERRRER
EHRE M Z AR ARNEEEN  UERER
BlIAREERAZES - BPIRNEFEE
=EEEE D EEIN - FEARSAEE
EEME R RIBFHERFIE - Am - &
EE RN E ISR IATT & R 2R @
BEHANITALEEEREETEEE -

R-ZFZE—FTHFERT MROEFE
REREIREMNINRARE - AR T
BMEESREEERRF U - ETEN
EARKEZEERF - R IRREHERE @
B - IWEEGRAEECRMEEE LD
EERTERE @ NEFEMAERER
B AENERNMNERE M ERLER
- WM RSB R ©

BRERNK » REEZE—FHRERODM
7% - BRRMCatoy EBERERE -
MEAEE = ENFNIEE R MR e %R
BRMRTIE30%E35% @ & EFE B N
B2 ERETMEMMABUREIN HE
MIIGHEERE N AEZ I BZ - BiEE
HBEBNRTHAEARE ZRAERE
ODMEMKER * AT EFEBE—PI
BMISHEARIIR2EMB 2 EE -

FEOEMER T H » HfPREE—FR1A
BEASFRAREAM SR - RIAE
ACmEZEmBERIHEEMIMATXE



Management Discussion and Analysis &2 B 55w & 247

the US and it is in the final stage of the negotiation.We expected that
this cooperation can further consolidate the Group's revenue sources
while also providing a stepping stone for us to tap into the character
license business.

To cater for increasing orders, we established an additional new
production premises opposite to our existing facility in Fuyong,
Shenzhen, the PRC. Covering total floor area of 20,000 square meters,
this new four-storey plant’s production capacity in Shenzhen is
expected to be increased by 23% with total production growing to

43,400,000 pieces per year.

We are taking prudent approaches in evaluating the investment or
acquisition of the spinning mill. We believe this will further enhance
the vertical integration of our production process, benefiting us with
further cost reductions.

Despite the uncertainty in the globe, we still expect a mild growth of
the toy industry as plush stuffed toys have always been good company
to children and adult. Benefiting from our solid foundations and aim
to expand our marketing and design capabilities, we aim to expand
our market share by enhancing our competitiveness within the industry.
Our plans to acquire marketing companies to boost sales in the US
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and Europe still continue. We expected we can benefit from the
contribution of these plans ahead, penetrating global markets to further
strengthen our leading position in the plush stuffed toy empire around
the world.

Liquidity and Financial Resources

Our liquidity and financial resources position continued to be strong.
The Group’s cash and bank deposits as at 31 December 2002
amounted to HK$320.1 million (2001: HK$126.1 million). Included in
the Group's cash and bank deposits held in foreign currencies other
than the United States dollars are EUR 1,242,000, JPY354,968,000 and
RMB3,271,000. During the year, we obtained additional import and
export banking facilities of HK$48.8 million and a long-term Japanese
yen loan of HK$33.1 million which matures in September 2004.These
facilities are secured by bank deposits of HK$82.0 million. As at 31
December 2002, the Group's unsecured bank loans repayable within
one year and overdrafts amounted to an aggregate amount of HK$8.0
million (2001: Nil) . As at 31 December 2002, the Group's gearing
ratio was 7.9% (200 1: Nil), calculated on the basis of the Group's
borrowings over shareholders’ funds.
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The Group raised approximately HK$ 175 million, net of related
expenses, from the new issue and placing of 162,500,000 new shares
of the Company at HK$ |.2 per share in February 2002.The Company's
shares were successfully listed on The Stock Exchange of Hong Kong
Limited (“SEHK") on 7 February 2002. The directors have applied the
net proceeds as to approximately HK$4.68 million for expansion of
marketing in the US market by acquiring 36% equity interest in an
associate which is engaged in the marketing of the plush stuffed toys
in the US market; and approximately HK$ 1 1.20 million as general
working capital of the Group. The remaining net proceeds from the
new issue and the placing are currently placed on principal guaranteed
high yield deposits with financial institutions and/or licensed banks in
Hong Kong.

The Company is actively seeking investing opportunities in the area
of spinning of yarns; expansion of marketing in US, Japan and Europe
markets; acquisition of character licence business and developing
research and development capabilities.

The Group has made use of certain financial derivative products, such
as dual currency option deposits, and borrowed a long term Japanese
Yen loan to hedge against its foreign currency accounts receivable
and enhance the vield on its surplus cash.

The use of financial derivative products is strictly monitored to limit
the exposure to fluctuations in the relevant foreign currencies. The
Group will continue its prudent financial policy by maintaining a low
gearing ratio and excluding equity related investments from the
portfolio of financial products. Sufficient cash will be maintained at all
times to cover all expected cash requirements. In addition, most of
the high yield deposits have short maturity periods. This provides the
Group with the flexibility to embark on its acquisition and/or capital
expenditure plans once the opportunities arise.The Group is constantly
reviewing its exposure to foreign currencies in respect of the financial
products of the Group as well as its trade receivables and will endeavor
to maintain the risk at an acceptable level.
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Reward for Employees

As at 31 December 2002, we employed approximately | 1,000
employees in Hong Kong, mainland China and USA. We treasures
people as valuable human resources and recognizes the importance
of attracting and retaining quality staff for our continuous success. For
the first time, we recruited graduates from well-known universities in
the PRC during the year These new recruits have since utilized their
capabilities in their respective areas. The success has motivated the
Group to embrace the concept of recruiting additional skilled staff
with comparatively lower costs from within the PRC in the future.
This will further reduce manufacturing costs while increasing our
competitiveness into the future. The strong morale among the staff
led to high efficiencies, which further reinforced the confidence of the
Board’s decision to have adopted this strategic direction. Staff bonus
and share options are awarded basing on individual performance and
job nature.
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Appreciation

Finally, | would like to take this opportunity to express my appreciation
to the management and the staff of the Group for their wholehearted
commitment and dedicated performances which have been so central
to the successful development of the Group. | also wish to extend my
sincere thanks to our business associates, customers, suppliers and
shareholders for their continuous cooperation and support.

Chul Hong Min
Director

Hong Kong, 8 April 2003

Note: Pursuant to the group reorganization completed in December 2001, the
Company acquired J.Y.Toys Co., Limited which is engaged in the trading
and manufacture of steel and plastic toys. For analysis purpose, the Group
turnover for the year ended 31 December 2001 includes that of J.Y. Toys
Co,, Limited although it did not become a subsidiary of the Company until
31 December 2001.
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