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Mr. Kyoo Yoon CHOI (Chairman) BAERIAE (F5)

Dear Shareholders:

2003 was a challenging year for the global economy including the toy
industry. As a major player in the toy industry, Dream International Limited
(the “Company”) and its subsidiaries (the “Group”) was inevitably
affected. The unexpected outbreak of SARS stopped overseas customers
from visiting our showroom in Hong Kong and the US-led Iraqi war further
hampered developments in the economic environment. These external
factors came together to give the Group a tough first half of 2003.

However, with our sizeable operation and established reputation, we were
able to continue to receive orders from our overseas customers through
our offices located in the US, Korea and Japan, which maintained close
contacts with our customers during the critical period.
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Business Review and Prospects

During the year under review, we achieved numerous strategic objectives.
On 30 September 2003, we successfully acquired the entire issued share
capital of Dream INKO Co., Ltd (“Dream INKO”) through the Company’s
wholly owned subsidiary, J.Y. International Company Limited. The
acquisition eliminated connected transaction and heavy reliance issues,
and increased transparency, hence boosting shareholders’ confidence.
Additionally, the acquisition improved our operational efficiencies with
the full control of activities ranging from design to marketing.

Cementing our role as the world’s largest plush stuffed toy manufacturing
company, we expanded our manufacturing capacity at the newly relocated
plant in Fuyong, Shenzhen, the PRC. This plant has boosted current
production capacity by 13% with total production growing by 9,000,000
pieces per year. This additional capacity further strengthens our leading
position in the plush stuffed toy industry.

In effort to expand our marketing operation, we appointed a former Disney
Executive, Mr. Dewey Gaines, to oversee the mass-market and licensed
market management in the US under Dream International’s new Caltoy
Division. Capitalizing on Mr. Gaines’ 35 years of insight experience in
retail management, sales and marketing and dealing with licensed
characters in Disney, we are confident that Mr. Gaines will lead the Group
to achieve growth in both our OEM and ODM businesses.

Looking ahead, with our additional marketing arm in the US, we will be
expanding our ODM business aggressively. Leveraging on our stable
relationships with the leading chain stores in the US, our Caltoy products
will gain higher recognition and will make a significant contribution to
the Group.
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We are now considering establishing a production plant in Vietham to
tap on the comparatively lower labor costs and high sewing skills of the
local workforce. This move highlights our commitment to implement
prudent cost control policies together with the diversification of our
geographical production risk.

Finally, on behalf of the Board, | would like to extend my gratitude to the
management and staff for their commitment and contribution to the
Group. Our employees are valuable assets, which is the Group’s major
growth driver for the years ahead. Without their dedicated efforts, we
would not have achieved the many successes in the year under review.

Kyoo Yoon Choi
Chairman

Hong Kong, 7 April 2004
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