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DIRECTORS
The Directors during the year were:

Mr LEUNG Lun

Mr LEUNG Chung Ming

Mr ZHONG Bing Quan

Ms CHENG Yun Tai

Mr WONG Tze On, Andy

The Hon, Mr LAU Wong Fat, G.B.S., J.P* (resigned on 8 January 2003)
Mr WONG Lam, O.B.E., J.P.*

Mr YE Tian Liu*

Mr KO Peter, Ping Wah* (appointed on 10 January 2003)

* Independent Non-executive Directors

Mr LEUNG Chung Ming, being the Managing Director of the Company, is not subject to rotation
pursuant to Article 116 of the Company’s Articles of Association. Mr ZHONG Bing Quan, Mr YE Tian
Liu and Mr KO Peter, Ping Wah retire in accordance with Articles 90 and 116 of the Company’s
Articles of Association but, being eligible, offer themselves for re-election at the forthcoming Annual
General Meeting.

Biographical details of Directors and senior management are set out as follows:
Executive Directors

Mr LEUNG Lun, aged 53, is the Chairman of the Company and the founder of the Group. Mr Leung
is responsible for the overall corporate policy and development strategy as well as overseeing the
Group's overall management. He has over 30 years of experience in the toys manufacturing industry.
Mr Leung is a member of the committee of the Chinese People’s Political Consultative Conference of
Jiang Xi Province. He is also a standing member of the committee of the Chinese People’s Political
Consultative Conference of Dongguan City. He was named an honourable citizen of Dongguan City by
the local authority in 1996 for his contribution to the City. He is also a member of the Hong Kong
Trade Development Council Toys Advisory committee.

Mr LEUNG Chung Ming, aged 43, is the Managing Director of the Company. He is the brother of Mr
Leung Lun. He joined the Group in November 1979 and is responsible for strategic planning, sales and
marketing of the Group. He is also in charge of the Group’s ODM products development of the Group.
He is currently a vice president of The Toys Manufacturer’s Association of Hong Kong, Guangdong Toy
Association and executive director of China Toy Association. Mr CM Leung is also a Hong Kong district
special member of the People’s Republic of China United Youth Association as well as a director of China
Children and Teenagers’ Fund. He is also a member of the committee of the Chinese People’s Political
Consultative Conference of Guizhou Province and 2002 Young Industrialist of Hong Kong.
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DIRECTORS (continued)

Executive Directors (continued)

Mr ZHONG Bing Quan, aged 51, is one of the founders of Lung Cheong Toys Limited (“LC Toys"”) in

September 1989. He is responsible for formulation of the sales and marketing strategic planning for the
Mainland China market. Mr Zhong is also responsible for liaison with local authorities in Mainland China. He
has been general manager of Dongguan City Supply, Marketing and Trading Company since 1979.

Ms CHENG Yun Tai, aged 48, is responsible for overseeing the financial control of the Group’s operations
in Mainland China. She is also responsible for liaising with local authorities in Mainland China. Ms Cheng
is also deputy general manager of Dongguan City Supply, Marketing and Trading Company. She has

been a director of a subsidiary of the Company since March 1995.

Mr WONG Tze On, Andy, aged 36, is responsible for the formulation of the corporate strategy and
financial planning of the Group. He is also responsible for new capital ventures and project
development of the Group. Mr Wong holds a business degree in accounting from the Curtin
University of Technology, Western Australia. He joined the Group in June 1993. He is a member of the
Australian Society of Certified Practising Accountants. Mr Wong was appointed as a Director in
August 1997.

Independent Non-executive Directors

The Hon, Mr LAU Wong Fat, G.B.S., J.P, aged 66, is chairman of Wing Tung Yick Holdings
Limited, a company engaged in real estate development. Mr Lau is a member of the Hong Kong
Special Administrative Region Legislative Council and the National Committee of the Chinese
People’s Political Consultative Conference, chairman of the Tuen Mun District Council and the New
Territories Heung Yee Kuk. He was appointed as an Independent Non-executive Director of the
Company in August 1997. Mr Lau resigned from directorship in January 2003.

Mr YE Tian Liu, aged 57, was appointed as an Independent Non-executive Director and Chairman of
the Audit Committee of the Company in November 1999. Mr Ye holds a master’s degree in business
administration. He was formally an executive director of a locally listed company for over 10 years. He
has extensive experiences in China trade and investment.

Mr WONG Lam, O.B.E., J.P, aged 84, is a former member of Hong Kong Legislative Council. He is
currently a standing committee member of the Chinese People’s Political Consultative Conference of
Dongguan City. Mr Wong was appointed as an Independent Non-executive Director and a member of
the Audit Committee of the Company in November 1999.

Mr KO Peter, Ping Wah, aged 54, was appointed as an Independent Non-executive Director of the
Company in Jan 2003. Mr Ko holds a master's degree of science in business administration from the
University of Bath, England and bachelor’s degree in law (Chinese Law) from the University of Beijing, China.
He was formally an Auditor of ISO900 and QS900 for over 6 years and a management consultant of a local
company for over 14 years. He is also appointed a part-time tutor of the Chinese University of Hong Kong and
other universities/colleges for over 24 years.



DIRECTORS (continued)
Company Secretary
MR MAK Yee Chuen, Vincent, aged 45, was appointed as company secretary in July 2000. Mr Mak holds a

master’s degree of laws from The University of Hong Kong in 2001 and master’s degree in business
administration from The Hong Kong Polytechnic University in 1994. He is member of the Hong Kong Society

of Accountants and The Association of Chartered Certified Accountants. He was co-founder and partner of
Vincent Mak & Company, Certified Public Accountants in 1987 and principal of Vincent Mak & Co.,
Solicitors in 2002.

Senior management

Mr SETO Sai Cheong Paul, aged 41, is the chief accountant. He is a member of the Hong Kong
Society of Accountants, The Association of Chartered Certified Accountants and The Taxation Institute
of Hong Kong and has over 18 years of experience in accounting and taxation. He is responsible for

overall finance, accounting and taxation functions of the Group. He joined the Group in December

2000.

Mr NG Ki Yin, Simon, aged 50, is the director of logistics of the Group. He holds a bachelor of
science degree in business management. Mr Ng has over 20 years of experience in manufacturing
resources planning and system management. He joined the Group in June 1994. He is responsible for
human resources, sourcing, material planning and IT functions of the Group.

Mr YIM To, aged 50, is the director of production of the Group. He has over 24 years of production
and management experience in the toys industry. He joined the Group in July 1995. He is responsible
for the overall manufacturing functions of the Group. Mr Yim is directly in charge of the production
management of the Dongguan factories.

DIRECTORS’ SERVICE CONTRACTS

Each of the Executive Directors has entered into a service agreement with the Company for an initial
fixed term of three years commencing from 1 September 1997 and shall continue thereafter unless and
until terminated by either the Company or the relevant Directors giving to the other party not less than
six months’ notice in writing to determine the same. Under the agreements, the Executive Directors will
receive a fixed monthly salary. Certain of the Executive Directors will also receive a year end bonus and a
discretionary bonus under the agreements.

Apart from the above, none of the Directors who are proposed for re-election at the forthcoming Annual
General Meeting has a service contract with the Company which is not determinable within one year
without payment of compensation, other than statutory compensation.

110doy [enuuy

(4

€00C-200



parwry sSuipjoy [euoneuwrau] Suody) SunT

[&:0:

é
DIRECTORS’ INTERESTS IN CONTRACTS

During the year, Fericle Holdings Limited (“Fericle”), a subsidiary of the Group, purchased separate insurance
contracts for each of Mr. Leung Lun, Mr. Leung Chung Ming and Mr. Wong Tze On, Andy, all are the Group’s
Executive Directors, with insured amounts of US$10,000,000 (HK$78,000,000), US$10,000,000 (HK$78,000,000)
and US$5,000,000 (HK$39,000,000) respectively. Each of the insurance contracts will mature on the date
when the insured reaches the age of 100 or death of the insured, whichever is earlier. Lump sum payments
of US$2,142,000 (HK$16,708,000), US$1,296,000 (HK$10,112,000) and US$315,000 (HK$2,457,000),
respectively, totalling US$3,753,000 (HK$29,277,000), which were financed by a bank loan, were paid
during the year to the insurance company. For each of the insurance contracts, Fericle and the beneficiary
of the insured is entitled to 50% of the insured amount but Fericle is wholly entitled to any cash
surrender value attached to the relevant insurance contracts during the period of the life insurance.

Save as mentioned above, no contracts of significance in relation to the Company’s business to which
the Company, its holding companies or its subsidiaries was a party, and in which a Director had a
material interest, whether directly or indirectly, subsisted at the end of the year or at any time during
the year.

DIRECTORS’ INTERESTS IN EQUITY SECURITIES

At 31 March 2003, the Directors, Chief Executives and their Associates had the following interests in
the share capital and share options of the Company or any of its associated corporations (within the
meaning of the Securities (Disclosure of Interests) Ordinance (the “SDI Ordinance’), as recorded in
the register maintained by the Company pursuant to Section 29 of the SDI Ordinance or as notified
to the Company:

Number of

Name Type of interest ordinary shares

Mr Leung Lun Corporate 279,300,000
Mr Leung Chung Ming Corporate 279,300,000

Note: 279,300,000 ordinary shares in the Company were owned by Lung Cheong Investment Limited (“LC Investment”) which
is wholly owned by Rare Diamond Limited. Rare Diamond Limited is beneficially owned as to 70% by Mr Leung Lun and 30%
by Mr Leung Chung Ming respectively. Accordingly, Mr Leung Lun and Mr Leung Chung Ming are taken to be interested in
those ordinary shares.

Arrangement on share options granted to Directors are set out in the previous part of this report.

Apart from the share option schemes, at no time during the year was the Company, its holding

companies or its subsidiaries a party to any arrangements to enable the Directors, Chief Executives and
their Associates to acquire benefits by means of the acquisition of shares in, or debentures of, the Company
or any other body corporate.



DIRECTORS’ INTERESTS IN EQUITY SECURITIES (continued)

Save as disclosed above, at no time during the year, were the Directors, Chief Executives (including their spouse
and children under 18 years of age) had any beneficial or non-beneficial interests in, or had been granted, or
exercised, any rights to subscribe for shares of the Company and its associated corporations.

On 26 June 2001 the Company entered into a transferable term loan agreement (“First Syndication Loan”)
which imposes an obligation for the controlling shareholders of the Company, Mr Leung Lun and Mr Leung
Chung Ming and their respective family members/associates (as defined under the Listing Rules) to
maintain in aggregate at least 51% of the total issued voting share capital of the Company as at the date
of the Loan Agreement and from time to time so long as the loan remains outstanding.

Pursuant to another loan facility agreement (“Second Syndication Loan"”) entered into by the Company
and a group of financial institutions on 3 December 2002, Mr Leung Lun and Mr Leung Chung Ming
are required to jointly hold at least 45% of the issued share capital of the Company.

SUBSTANTIAL SHAREHOLDERS

At 31 March 2003 the register of substantial shareholders maintained under Section 16(1) of the SDI
Ordinance shows that the Company had not been notified of any substantial share holders’ interests,
being 10% or more of the Company’s issued share capital, other than those of the Directors, Chief
Executives and their Associates as disclosed above.

PRE-EMPTIVE RIGHTS

In the event that the Company issues, otherwise than pursuant to the Old Scheme and 2002
Scheme, for cash consideration of any new shares or securities (including options and warrants) in
the Company convertible into ordinary shares (the “New Issue Securities”), the holder of the
Company's preference shares (the “Preference Shares”) are entitled to subscribe, or procure
subscribers to subscribe, for all or part of the New Issue Securities. Any New Issue Securities not
subscribed for by the holders of Preference Shares may be subscribed for by the holders of ordinary
shares in the Company upon terms and conditions no more favourable than those offered to the
holder of Preference Shares.

The Company and the holder of all the Company’s existing issued preference shares agreed on 18 July
2002 and the independent shareholders ratified at the extraordinary general meeting of the Company
on 3 September 2002 that the afore-mentioned pre-emptive rights be granted only up to 20 July 2005.
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MANAGEMENT CONTRACTS

Other than the contracts of service with the Directors or any persons engaged in the full-time employment of
the Group, no contracts concerning the management and administration of the whole or any substantial part
of the business of the Group were entered into or existed during the year.

CONNECTED TRANSACTIONS

At 31 March 2003, a wholly-owned subsidiary of the Company, Lung Cheong Toys Limited (“LC Toys”),
had long-term loans and deferred trading balances amounted in aggregate to HK$60,648,000, plus
accrued interest, due by PT. Lung Cheong Brothers Industrial (“PTLC"), a 60% owned subsidiary of LC
Toys. The balance of the 40% interest in PTLC is owned by independent third parties who are not

connected with the Directors, Chief Executives or substantial shareholders of the Company and its
subsidiaries, other than PTLC, or any of their respective associates. The long-term loans were advanced
to finance the set up of the production facilities of PTLC. The amounts are unsecured, bearing interest
at the rate of 10% per annum and have no fixed repayment terms. LC Toys does not intend to
demand repayment of the advances in the foreseeable future.

Kid Galaxy Corporation (“Kid Galaxy”) is now a wholly-owned subsidiary of the Company. It and its
subsidiaries are principally engaged in the trading of children’s bendable figures under the brand
“Bendos” and accessories. Before it became a wholly-owned subsidiary of the Company on 3
December 2002, Kid Galaxy was owned as to 60% by the Company and as to 40% by the vendor.
The vendor was a passive investor with no representative on the board of Kid Galaxy. Kid Galaxy had,
during the time as a non-wholly owned subsidiary of the Company, been run by the management of
the Company and during which period, the working capital of Kid Galaxy was principally financed by
advances from Lung Cheong Toys Limited (“LC Toys"”), a wholly-owned subsidiary of the Company.
LC Toys commenced extending advances to Kid Galaxy in February 2002. The vendor had not
matched its contribution of the advances proportional to its equity interest in Kid Galaxy. The
advances were extended by LC Toys on normal commercial terms, with interest charged at 10% per
annum. For the periods from 19 June 2001 (date of incorporation of Kid Galaxy) to 31 March 2002
and from 1 April 2002 to 3 December 2002, LC Toys had extended the following advances to Kid
Galaxy for working capital purposes:

3 December 31 March

2002 2002

HK$ HK$

Outstanding balance - 31,094,592
Maximum advances during the period 13,142,700 31,094,592
Interest charged at 10% per annum during the period 898,517 266,657

Given that the advances bore interest at 10% per annum, which was determined after arm’s length
negotiation between the parties, the Directors are of the view that the advances were made on normal
commercial terms and were fair and reasonable.

The Directors, including the Non-executive Directors, are of the opinion that the above transaction was entered
into on normal commercial terms which are fair and reasonable.



MAJOR CUSTOMERS AND SUPPLIERS

The percentage of sales and purchases attributable to the Group’s largest customers and suppliers are as follows:

2003 2002
% %
Sales

— the largest customer 21 22
— five largest customers combined 76 72

Purchases
— the largest supplier 12 15
— five largest suppliers combined 25 32

No Directors or their Associates and no shareholders (which to the knowledge of the Directors own more
than 5% of the Company’s share capital) had an interest in the major suppliers or customers noted above.

AUDIT COMMITTEE

Pursuant to the Listing Rules, an audit committee was established on 14 March 2000. The Committee
comprises three Independent Non-executive Directors, namely Mr YE Tian Liu, Mr KO Peter, Ping Wah

and Mr WONG Lam, O.B.E., J.P.

By reference to “A Guide for the Formation of An Audit Committee” published by the Hong Kong
Society of Accountants, written terms of reference which describe the authority and duties of the
audit committee were prepared and adopted by the Board of the Company on the same date. The
principal activities of the Audit Committee include the review and supervision of the Group’ financial

reporting process and internal controls.

COMPLIANCE WITH THE CODE OF BEST PRACTICE OF THE LISTING RULES

The Code of Best Practice has been complied with by the Company during the year ended 31 March
2003 except that Non-executive Directors are not appointed for a specific term as recommended under
paragraph 7 of Appendix 14 of the Listing Rules. They are subject to retirement by rotation and re-
election at the Annual General Meeting in accordance with the Articles of Association of the Company.
In the opinion of the Directors this meets the same objective as set out in the Code of Best Practice.

AUDITORS

The accounts have been audited by PricewaterhouseCoopers who retire and, being eligible, offer

themselves for re-appointment.

On behalf of the Board

Leung Lun
Chairman

Hong Kong, 22 July 2003
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