Chairman’s Statement
FEHRESE

Dear Shareholders,

2004 was a challenging year for Dream International Limited
(the “Company”) and its subsidiaries (the “Group”). The
crude oil price stood high during the year under review and
climbed up to as high as over US$55 per barrel. The
phenomenon posed upward drive on prices of the synthetic
fibre and fabric raw materials, rendering plush stuffed toy
manufacturers to great cost pressure. The results of the
Group were also inevitably affected.

usiness Review and Prospects

Over the period, crude oil price surged by 80%

to 90%. Our significant scale and effective cost

control measures have helped the Group
minimize the impact of raw material price hike on its cost of
operation. Labour shortage problem also prevailed in the
coastal area in the PRC, especially in Shanghai. However,
thanks to our flexible allocation of resources and strategy of
recruiting workers from western China, the average
utilization rate of our plants was maintained at above 80%.

During the year under review, demand of our major markets,
the US and Japan, remained strong. Our
Caltoy Division realigned its operation

and continued to assess the US mass
market. These efforts helped to lay a
solid foundation for the Group to

explore the gift market and launch
innovative “CALTOY” products
in future.
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Contributions brought by the acquisition of Dream INKO
Co., Ltd. (“Dream INKO”) were also reflected in the Group’s
results of the year. The acquisition pushed up the Group’s
turnover and contributed to the Group’s profit. Much of the
costs incurred by connected transactions were eliminated.
With Dream INKO'’s support, the Group was able to focus
more on R&D and marketing, and at the same

time enhance its corporate transparency and
operational efficiency. All of these
strengthened our financial status and paved

the way for our growth in the long run.

During the review year, the Group took
various initiatives to boost its production
capacity. The newly relocated plant in
Fuyong, which increased the Group’s
production capacity by 13%,
commenced full operation in January
2004. A new plant was set up in
Shuyang, a northern city in
Jiangsu province of the PRC,
equipped with 400 sewing
machines to focus mainly on
the sewing process so as to
cope with skilled labour
shortage issue.

The Vietnam plant finished trial run and had commenced
normal operation equipped with 330 sewing machines since
the fourth quarter of 2004. Based on recent success case in
Vietnam, the Group believes that Vietnam possesses
favourable factors for large-scale production. The Group had
secured the land use right of an area of 85,000 square metres
in Vietnam for 49 years. On this site, another new plant with
a capacity to host 2,000 sewing machines is under
construction. The plant is expected to start operation in the
last quarter of 2005 contributing estimated sales of up to US$
20 million. It will multiply the Group’s production capacity
and provide room for growth in turnover.
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At the same time, we are still looking to acquire potential
marketing firms. On top of developing a strong marketing
arm, our goal is to expand our ODM business that will
account for a significant portion of our total turnover. This
will be a new era for our business and we are all looking
forward to that day.

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. | would also like to thank all
our shareholders for their continuous support. The Group is
committed to overcoming any challenges ahead, grasping
every opportunity to grow and bringing satisfactory returns
to shareholders.

Kyoo Yoon Choi
Chairman
Hong Kong, 6 April 2005
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