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Mr. Kyoo Yoon Choi (Chairman)
EBEEHXE (FF)

Dear Shareholders,

2005 was still a tough year for manufacturers in the toy
industry. Shouldering persistent pricing pressure, material
costs pushed up by high crude oil price and labour
shortage, the profit margins of Dream International Limited
(the “Company”) and its subsidiaries (the “Group”) were
inevitably squeezed. However, riding on its sizeable
operation and reputation as an industry leader, the Group
practiced strategic bulk purchasing and was able to enjoy
bargain prices from various raw material suppliers, which
allowed it to mitigate cost pressure. The Group showed
great resilience amid the adverse global market conditions

and managed to minimize operational loss of its toy business.
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BUSINESS REVIEW AND PROSPECTS

During the year under review, the Group mapped out
various measures to meet the challenges. We selected
several locations to set up production facilities in inland
PRC to take advantage of the relatively lower wage level.
Further investment in the plants in Vietnam has not only
alleviated the impact of labour shortages in China, but
also mitigated foreign currency risks as both the operational
costs and revenues in Vietham are denominated in US
dollar. Moreover, by splitting production capacity
strategically among three geographical locations,
including northern, southern PRC and Vietnam, the Group

can better constraint geographical production risks.

During the second half of 2005, we fook a series of actions
to advance our business. A joint venture, C & H HK Corp.,
Ltd. ("JV") was formed with three investors from the US,
Japan and Taiwan. The JV will benefit from the Group’s
scalable manufacturing capability, and the marketing and
technical expertise and potential business that the other
partners bring. Through the JV, the Group will be able to
broaden its worldwide and local distribution networks and

enrich its product mix. The acquired frademarks “Great”
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and “Far Great” under the JV will provide a platform for

the Group fo achieve its goal of tapping Original Brand
Manufacturing ("OBM") business.

To reinforce our position as the world’s largest plush stuffed
toy manufacturer, we strived to explore new business
opportunities during the year. Leveraging the JV, we won
new orders on steel and plastic foys from a current
renowned Original Equipment Manufacturing ("OEM”)
customer. Empowered by our well-established “CALTOY”
brand, we also secured several new Original Design
Manufacturing ("ODM") customers. To support our
expanding business and heighten revenue, we will establish
new production facilities in inland provinces of the PRC,
such as Auhui and Guangxi, to expand production

capacity and prepare for potential business.

To boost operational efficiency, the Group started to
reinforce, reorganize and restructure its business last year.
The major steps taken included reallocating management
personnel and rationalizing the work forces of the Group.
The benefits of these initiatives are expected fo be

reflected in the Group’s performance in 2006.

Looking ahead, we are confident of the Group’s
performance in the coming years. Currently, the plush
stuffed toy industry is undergoing market consolidation and

smaller manufacturers will be eventually ousted. When the
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consolidation is completed, only a few scalable
manufacturers, including the Company, will subsist to enjoy
greater bargaining power in negotiating with customers for

higher margins.

Besides continuing to focus on ifs core plush stuffed toy
business, the Group will offer its existing customers a wider
mix of products with quality design. The Group will continue
to utilize the resources and opportunities presented by the
JV to build a profitable income stream. To better serve and
satisfy major customers, we shall invest more time and
resources in R&D and marketing, and develop products
that embody creative concepts attuning to new trends and
designs. Guided by our strong fradition and sound
experience in bringing joy to children and adults around
the world for over two decades, we believe we are well
prepared to take on any challenges and bring our business

back on the booming track in the future.

On behalf of the Board, | would like to extend my gratitude
to the management team and staff for their commitment,
perseverance and contribution to the Group. | would also
like to thank all our shareholders, business partners and

customers for their continuous support during the year.

Kyoo Yoon Choi EZE 1t
Chairman % &

Hong Kong, 12 April 2006
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