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THE COMPANY PROFILE

Smith & Sons Cruality Tovs
Ime, b one of the nation's
largest fully family- run
opesatbons. For a century
mw, OUE compan invested
with & long- term focus on
feor on tharough reseanch
and attenthon to risk. Our
company’s great emphasis
is o past achievements,
W loak boward oar futire
with brightneas. As it has
in the past; Smith & Sons
attod tall against an all 2o
general stock market Fort
decline, producing a good
positive todal return for the
& year of 285, which
includes the benefid of an
reanvested dividends.
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FINANCIAL HEGHLIGHTS

Operating Kesults 200}
Fevenue S50H 474
Earnings before inderest,
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Incosme from operations ¥2 33
et Income 9 5ik
Cash fram operation 22,546
Per Share
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FINARCTAL INPFORMATHON

Revenuwes From Servicoe
Sales of Goods
Bales of Servicosy
Chher Income
Eamings of GECS
Eamings Before Income Taxes
Prowision for Income Taxes 54,860
Diluted Earnings er Share 2 §1.07
Basic Earnings Per Share P 51.09
MNet Bamnings i3 S10,7LT
Dividends Declared Per Shame

Dividends Per Shane 7 S0.45
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FIMAMCIAL MOTES

Cirgamnization and Nature of Operations- Semith & Sons Quality Toys, Inc. was organized in October of 190,
Smith & Sons provide Internet acoess, services and products to both organizations and individuals throughout
the Unlted Stales and internationally. The Company offers & broad spectrum of Inlerned aocess services ranging
Fromm dial-up services to continnous access services using dedicated high-speed telephone circults, In addition,
the Company offers game design and foy services; training and consulting services, Infernet access security
services and dient software produds. The Compiny's operathons are subgect (o certaln fsks and uncerlaintios
including, among others, prospective competition by entities with greater financtal and other resources, risks
assoctated with the development of the toy Industry, risks sssoctated with growth.and domestic and global
expanston within the industry and beyond, risks associsted with acquisitions, risks assodiated with experfence
in the market for individual customers and the toy industry, technology and regulatory risks, and dependence
upon sole and limited sowrce suppliers,

Summary of Significant Accounting Policies- The preparation of games and toys in conformity with genesally
aocepted acoouniing principles requires management to make estimates| assumplions that affect the amounts
reported in the financlal statements, Actual results may differ from those estimates.

Principies of Comsolidation- The consolidated fimancial staternents include the accounts of the Company and
its wholly-owned subsidiaries, All significant Intercompany accounts and transacthons have been eliminated,

Revenue Recogmition- Revenue and related direct costs from subsceiber contracts ane recognized ratably over
the terms of the contracts, which are genecally tree to Belve months, Cash received lnadvanee of revemaes
earmed s recorded s deferred revenue. Revenue from the sale of software, Including sales to distributos,
resellers and orlginal equipment manufecturers, |s generally recognized when softwarne products ane shipped.
Revenue from separate post-contract customer support agreensends s recognized over the contract period.




Casi and Cash Equinalents All highly Hquid mvestments with an original mahurity of three months o bess at
the date of acquisition are classified as cash equivalents.

Covcenitrations of Credil Risk- Financial instruments that potentially subjest the Company to concentrations
of credit risk comsist principally of cash investmenis and trade réceivables. The Company's investment policies
limit investmients to short-tenm, investment grade instruments, Concentrations of credit risk with respect to
trade receivables are limited due to the lage nomber of customers comprising the Company's customer base,.

Inpenlories. nverbories are atated at the lower of cost or market: Coats ane based an first-in, first-out method,
Property and equipment ane recorded at cost and depreciated wsing the straight-line method over estimated
nseful lives of five years. Leasehold improvements, including labor and overhead costs of installafions, over
thee shorrier of the term of the related lease or the estimated wseful Bves of the assets,

Equipment Uinder Capital Lease- The Company leases its data communicatioms equipment and other fixed

nspets under capital lease agreements. The assets and labilities under capital leases are necorded at the lesser

of present valne of aggregate fubure minimum lease payments, including estimated bargain purchase options,
o the fair value of the asebs under lease. Assets under these capital [eases are depreciated over the near total

estimated useful Hves of five years, which are generally longer than the terms of the leases.

Intengible Assets- The Company continually reviews goodwill and other assets to asses recoverability, and -
impairments, if any, are recognized in operating resalta in the period in which the permanent diminotion in

valme i determined,




Good
things are
meant to last
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THE BOARD OF DIRECTORS

Charles I, Black, FhiD
Lowrise T, Barthesby
Maloodm B, Currie
Mary Ann Dailey, PhD
Martin B, Lovelace
John G MecDonald
Bailey F, Marris, PhD
Michael C. Shanahan
Richard G. Mewman

ADVISORY BOARD MEMBERS

Thomas M. Crosby
Ellen H, Coldenberg
Farzad Eck Mazem
Robert [. O'Neil, PRD
William J. Speneer
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