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GRAND TOYS INTERNATIONAL, INC.

Part I. - Financial Information

Item 1. Financial Statements

Consolidated Balance Sheets

March 31, 2002
December 31, 2001

(Unaudited)
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Assets

Current assets:

Short-term deposit (note 12(c)) 	$ 250,000 $ 250,000

Accounts receivable (net of allowance for

doubt fu l  accounts  of  $20,526;  2001 -
$12,556)

1,502,495 1,386,333

Current portion of loan receivable (note 2) 198,903 194,494

Due from employees and affiliated company 1,850 2,034

Income taxes recoverable - 143,668

Inventory 1,929,629 1,838,770

Prepaid expenses 766,113 781,867

Total current assets 4,648,990 4,597,166

Loan receivable, (note 2) 497,311 548,721

Other assets (note 3) 64,950 236,436

Equipment and leasehold improvements, net (note 4) 350,174 360,275

Total assets 	$ 5,561,425 $ 5,742,598
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GRAND TOYS INTERNATIONAL, INC.

Consolidated Balance Sheets

March 31, 2002 December 31, 2001

(Unaudited)

Liabilities and Stockholders' Equity

Current liabilities:

Bank indebtedness (note 5) $ 955,985 $ 602,577

Trade accounts payable 1,840,833 1,974,030

Other accounts payable and accrued liabilities 313,677 307,974

Shortfall on share conversions (note 6) - 581,310

Income taxes payable 5,667 -

Royalties payable 55,344 20,104

Total current liabilities 3,171,506 3,485,995

Minority interest 100 100

Stockholders' equity:

Capital stock (note 7):

Voting common stock, $0.001 par value:
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12,500,000 shares authorized,

1,527,332 shares issued and outstanding

(2001 - 1,285,119 shares) 1,527 1,285

Series B preferred stock, $0.001 par value:

915,000 shares authorized,

915,000 shares issued and outstanding

(2001 - 915,000) 915 800

2,442 2,085

Additional paid-in capital 22,200,961 21,496,788

Deficit (18,824,372) (18,253,908)

Accumulated other comprehensive income-

cumulative currency translation adjustment (989,212) (988,462)

2,389,819 2,256,503

Commitments and contingencies (notes 11 and 12)

Total liabilities and stockholders' equity $ 5,561,425 $ 5,742,598

See accompanying notes to consolidated financial statements.

grand toys international, inc.

Consolidated Statements of Operations, (Unaudited)

For the three months ended March 31,

2002
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 2001

Net sales $2,561,685 $2,216,816

Cost of goods sold 1,579,830 1,514,601

Gross profit 981,855 702,215

Operating expenses:

Selling, general and administrative 1,473,467 1,210,713

Bad debt expense 16,745 17,791

Depreciation and amortization 23,313 31,833

Foreign exchange loss 14,984 29,345

Interest expense 24,818 -

Interest revenue (17,158) (32,986)

1,536,169 1,256,696

Loss before income taxes (554,314) (554,481)

Income taxes (expense): (16,150) (30,636)

Net loss $(570,464) $(585,117)

Earnings per share (note 9):

Basic (0.42) (0.72)

Diluted (0.42) (0.72)
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See accompanying notes to consolidated financial statements.

GRAND TOYS INTERNATIONAL, INC.

Consolidated Statements of Stockholders' Equity and Comprehensive Income (Unaudited)

Capital

Stock

Additional

Paid in

Capital
Deficit

Accumulated
other

comprehensive
income

Total

January 1, 2002 $ J,085 $

21,496,788

$(18,253,908) $	(988,462)

$ 2,256,503

Net loss for the
period

(570,464) (570,464)

Foreign currency
adjustment

(750) (750)

Total
comprehensive
income

(571,214)

Share issuance in
settlement of

shortfall on share

Conversions (note
6)

242 581,068 581,310
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Private sale of
preferred stock

(note 7 (c))

115 114,885 115,000

Compensation
expense

8,220 8,220

March 31, 2002 $	

2,442

$

22,200,961

$ (18,824,372) $ (989,212) $ 2,389,819

See accompanying notes to consolidated financial statements.

GRAND TOYS INTERNATIONAL, INC.

Consolidated Statements of Cash Flows, (Unaudited)

For the three months ended March 31,

2002 2001

Cash flows from operating activities:

Net loss 	(570,464) 	(585,117)

Adjustments for:

Depreciation and amortization 23,313 31,833

Compensation expense (6,183)

Net change in operating working capital

items (note 10) (120,845) 203,988

Net cash used for operating activities (674,179) (349,296)

Cash flows from financing activities:
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Increase in bank indebtedness 353,871 -

Share issuance proceeds (note 7 (c)) 115,000 331,000

Other 306 (18,018)

Net cash provided by financing activities 469,177 312,982

Cash flows from investing activities:

Loan receivable 47,001 -

Increase in other assets 171,481 -

Addi t ions  to  equipment  and  leasehold
improvements

(13,480) (5,508)

Net cash used for (provided by) investing
activities

205,002 (5,508)

Net decrease in cash - (41,822)

Cash, beginning of period - 211,515

Cash, end of period $ - 	$ 169,693

Supplementa l  d i sc losure  o f  cash  f low
information:

Cash paid during the period for:

Interest $ J4,818 $ -

Income taxes 16,150 18,582

Private placement proceeds included
in

accounts receivable

- 169,000
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Non-cash transactions:

Share conversions - 250,000

Shortfall on share conversions

Reduction in shortfall on share
conversions through

the issuance of common stock (note
7(c))

-

581,310

232,810

-

See accompanying notes to consolidated financial statements

GRAND TOYS INTERNATIONAL, INC.

Notes to Consolidated Financial Statements

Grand Toys International, Inc., a Nasdaq SmallCap listed Company, is organized under the laws of the State of
Nevada. Its principal business activity, through its wholly-owned Canadian and US operating subsidiaries, is the
distribution of toys and related items.

Significant accounting policies:1. 

Basis of presentation:a. 

The accompanying financial statements have been prepared on a going concern basis which
contemplates continuity of operations, realization of assets and liquidation of liabilities in the ordinary
course of business and do not reflect adjustments that might result if the Company cannot continue as
a going concern. The Company incurred a significant operating loss in fiscal 2000 primarily as a
result of the loss of one of its major product lines and the reduced market demand for certain other
products. The Company again incurred an operating loss for the year ended December 31, 2001 and
for the three months ended March 31, 2002.
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In 2001, the Company secured a line of credit to finance its inventory and accounts receivable and
also realized net proceeds from the sale of capital stock and warrants. This financing however is not
sufficient and the Company will require additional financing before the end of the 2002 fiscal year.

The above matters raise substantial doubt about the Company's ability to continue as a going concern.
The Company's ability to continue as a going concern will depend on its obtaining additional
financing and its return to profitable operations.

Principles of consolidation:b. 

These consolidated financial statements, presented in US dollars and in accordance with accounting
principles generally accepted in the United States, include the accounts of the Company and its
subsidiaries. All significant intercompany balances and transactions have been eliminated.

Revenue recognition:c. 

Sales are recognized at the time of shipment of products. The Company estimates liabilities and
records provisions for customer allowances as a reduction of revenue, when such revenue is
recognized.

Inventory:d. 

Inventory is valued at the lower of cost, determined by the first in, first out method, and net realizable
value. The only significant class of inventory is finished goods.

Prepaid expenses:e. 

Prepaid expenses primarily include insurance, advances on inventory purchases and current portion of
royalties and product development costs.

Other assets:f. 

Prepaid royalties are capitalized and written off over the term of the related agreements.

Product development costs for proprietary product lines are capitalized and written off over a period
of twenty four months.

GRAND TOYS INTERNATIONAL, INC.

Notes to Consolidated Financial Statements

Significant accounting policies (continued1. 

):
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Equipment and leasehold improvements:g. 

Equipment and leasehold improvements are stated at cost less accumulated depreciation. Depreciation
methods and annual rates adopted by the Company are as follows:

Asset Method Rate

Computer equipment Declining balance 30%

Machinery and equipment Declining balance 20%

Furniture and fixtures Declining balance 20%

Trucks and automobiles Declining balance 30%

Telephone equipment Declining balance 30%

Leasehold improvements Straight-line Term of

lease plus one

renewal term

Impairment of long-lived assets and long-lived assets to be disposed of:a. 

Management reviews long-lived assets and certain identifiable intangibles for impairment whenever
events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying
amount of an asset to future net cash flows, undiscounted and without interest charges, expected to be
generated by the asset. If such assets are considered to be impaired, the impairment to be recognized
is measured by the amount by which the carrying amount of the assets exceeds the fair value of the
assets. Assets to be disposed of are reported at the lower of the carrying amount or fair value less
costs to sell.

Foreign currency translation:b. 

Grand Toys Ltd. and Grand Concepts Inc., which ceased operations on January 29, 2002,
wholly-owned Canadian subsidiaries, use the Canadian dollar as their functional currency and
translate their assets and liabilities into US dollars at the exchange rates prevailing at the
balance sheet date and sales, expenses and cash flows are translated at the average exchange
rate for the year. The resulting currency translation adjustments are accumulated and reported
in other comprehensive income.

8. 

Other monetary assets and liabilities denominated in foreign currencies are translated
at the exchange rates prevailing at the balance sheet date. Revenues and expenses
denominated in foreign currencies are translated at the rates of exchange prevailing at

ii. 
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the transaction dates. All exchange gains and losses are included in income.

Earnings per share:j. 

On September 4, 2001, the Company completed a one-for-four
reverse stock split. For purposes of earnings per share calculations
and all share amounts, the comparative numbers of shares have been
restated to reflect the reverse split.

i. 

Basic earnings per share are determined by dividing the weighted average number of common shares
outstanding during the period into net earnings (loss).

ii. 

GRAND TOYS INTERNATIONAL, INC.

Notes to Consolidated Financial Statements

Significant accounting policies (continued1. 

):

Earning per share, continued:j. 

Diluted earnings per share give effect to all potentially dilutive common shares that existed at
March 31, 2002.

iii. 

Advertising and promotion:k. 

All costs associated with advertising and promoting products are expensed in the
period incurred. Total expense for the period ended March 31, 2002 and 2001
amounted to approximately $210,990 and $103,422.

Employee stock option plan:l. 

The Company accounts for its employee stock option plan in accordance with the
provisions of Accounting Principles Board ("APB") Opinion No. 25, Accounting for
Stock Issued to Employees. As such, compensation expense is recorded on the date of
grant only if the current market price of the underlying stock exceeds the exercise
price. Financial Accounting Standards Board ("FASB") Statement No. 123,
Accounting for Stock-Based Compensation, allows entities to continue to apply the
provisions of APB Opinion No. 25 and requires pro-forma net earnings and
pro-forma earnings per share disclosures for employee stock option grants as if the
fair-value-based method defined in FASB Statement No. 123 had been applied. This
disclosure is included in the notes to these statements.

Comprehensive income:m. 
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Comprehensive income consists of net income and cumulative currency
translation adjustments and is presented in the consolidated statements of
stockholders' equity and comprehensive income. The statement requires only
additional disclosures in the consolidated financial statements; it does not
affect the Company's financial position or results of operations.

Use of estimates:n. 

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

Loan receivable:2. 

The loan receivable is due from Limited Treasures Inc. ("Limited Treasures"), a company which was an
acquisition target in 1999. The loan is secured by accounts receivable and inventory and personal guarantees
of the shareholders of Limited Treasures. In 2000, the Company recorded a 50% provision or $434,371
against the loan because of difficulty in recovering the amount due.

GRAND TOYS INTERNATIONAL, INC.

Notes to Consolidated Financial Statements

Loan receivable (continued):2. 

In June 2001, the Company was successful in obtaining judgment against Limited Treasures for $775,000 repayable
over 42 months commencing June 30, 2001, and accordingly the provision was reduced to $146,269. Interest is
charged at a rate of 9%.

Details are as follows:
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Amount due repayable in monthly payments of principal and

interest of $21,124 per month $ 696,214

Less current portion 198,903

$ 497,311

Other assets:• 

Prepaid royalties 360,894

Product development costs 165,233

526,127

Less current portion, included in prepaid expenses 461,177

$ 64,950

Equipment and leasehold improvements:• 

March 31, 2002 December 31, 2001

Cost
Accumulated

depreciation
Cost

Accumulated

depreciation

Computer equipment $1,218,671 $1,001,688 $1,213,935 $985,304

Machinery and
equipment

445,455 408,476 445,821 406,881

Furniture and fixtures 484,204 436,590 482,598 434,492

Trucks and
automobiles

76,654 75,965 76,722 75,977
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Telephone equipment 48,149 37,982 42,486 37,499

Leasehold
improvements

321,198 283,456 321,479 282,613

$2,594,331

$J,244,157 $2,583,041 $2,222,766

Net book value 	 $350,174 $360,275

GRAND TOYS INTERNATIONAL, INC.

Notes to Consolidated Financial Statements

Bank indebtedness:5. 

In 2001, the Company secured a line of credit to finance its inventory and accounts receivable providing for
advances of up to $1,500,000 (Cdn$2,425,000). An additional amount of $47,000 (Cdn$75,000) was
advanced to the Company based on the value of certain of its equipment. The receivable loan has a discount
fee of 2% and both the inventory loan and the equipment loan bear interest at Canadian prime plus 7.5%. The
latter is being repaid through monthly capital repayments of $1,100 (Cdn$1,875). The agreement is for a
period of one year and is renewed automatically, unless prior notice is given by either party.

The loan is secured by a first ranking movable hypothec in the principal amount of $2,500,000
(Cdn$4,000,000) on the universality of all present and future assets of the Company and the assignment of
insurance.

The Company has approximately $459,000 of credit available as at March 31, 2002.

Shortfall on share conversions:6. 

In connection with the acquisition of the assets of Ark Foundation LLC, on January 1999, the Company
created and issued a class of 200,000 shares of non-voting Series A Convertible Redeemable Preferred Shares
("Series A shares") with a stated value of $5.00 per share. The Series A shares rank senior to the common
stock. The Series A shares have a cumulative preferred quarterly dividend of 5% per annum of the par value,
payable in cash, contingent upon company declaration. The Series A shares were redeemable and convertible
at determinable prices on determinable dates. The Series A shares were convertible into shares of the
Company's common stock on a one-for-one basis. If upon conversion, the market value of the common stock
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of the Company was less than $5.00 per share, the Company was obligated to make up the difference between
the market price on the conversion date and $5.00 in cash.

All of the shares were converted into common stock between January 2000 and August 2001. Because the
market price of the common stock was below $5.00 per share on certain of the conversion dates, the Company
recorded shortfalls of $118,000 in 2000 and $463,310 in 2001.

On February 26, 2002, the Company entered into a settlement agreement with the seller of the assets of Ark
Foundation LLC and certain other parties, which settled all outstanding matters resulting from the purchase of
the assets. Pursuant to the settlement agreement, the Company issued 242,213 shares of its common stock in
settlement of the outstanding shortfalls noted above. The Company agreed to remove the legend on the shares
which had previously been pledged to secure Ark Creations' $1,500,000 note payable and granted the seller an
option to purchase the remaining assets of Art Creations

Capital stock7. 

The number of common shares has been adjusted for transactions that occurred prior to September 4, 2001, to
give effect to the one-for-four reverse stock split, which reduced the number of outstanding common shares to
1,284,619 at that date and the number of authorized shares from 50,000,000 to 12,500,000.

Authorized capital also includes 5,000,000, $0.001 par value preferred shares, issuable in series with
such designation, rights and preferences as may be determined from time to time by the Board of
Directors. There are no shares issued and outstanding at March 31, 2002.

a. 

GRAND TOYS INTERNATIONAL, INC.

Notes to Consolidated Financial Statements

Capital stock, continued:5. 
Each Series B Preferred share will automatically be converted, upon approval by the stockholders, into one
share of the Company's common stock at an exercise price of $1.00 per share and a warrant to purchase three
shares of the Company's common stock at an exercise price of $0.01 per share. In the event the stockholders
approve the conversion, a total of 3,660,000 common shares would be issued.

6. 

Share transactions:7. 

• 	January 2001:

50,000 Series A preferred shares converted to 12,500 common shares, increasing capital stock
by $50.
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• 	February 2001:

In satisfaction of the full payment of the long-term debt of its US subsidiary, Ark Creations,
which ceased operations in 2002, 93,750 common shares were issued, increasing capital stock
by $375.

• 	March 2001:

As a result of a private sale of common stock by the Company, 357,143 common shares and
357,143 warrants were issued, increasing capital stock by $1,428.

• 	August 2001:

50,000 Series A preferred shares converted to 12,500 common shares, increasing capital stock
by $50.

• 	November 2001:

500 options exercised for total proceeds of $683, increasing the number of common shares
outstanding by 500 and capital stock by $1.

December 2001:♦ 

As a result of a private sale of Series B convertible redeemable preferred stock by the
Company, 915,000 convertible preferred shares were issued for a total consideration of
$915,000, of which $115,000 is unpaid at year-end. This transaction increased capital stock
by $800.

January 2002:♦ 

115,000 shares of Series B convertible redeemable preferred stock were issued pursuant to the
December 2001 private sale of convertible preferred stock for a total consideration of
$115,000, increasing capital stock by $115.

February 2002:♦ 

As a result of the settlement of the outstanding shortfall on share conversions, 242,213
common shares were issued, increasing capital stock by $242.
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GRAND TOYS INTERNATIONAL, INC.

Notes to Consolidated Financial Statements

Capital stock (continued):7. 

Summary of common stock outstanding:• 

A summary of the number of shares of common stock outstanding and share transactions since January 1, 2001 is as
follows:

January 1, 2001 808,726

Share issuance in settlement of long-term debt (note 7(c)) 93,750

Share conversions (note 7(c)) 25,000

Private sale (note 7(c)) 357,143

Stock options (note 7(c)) 500

December 31, 2001 1,285,119

Share issuance on settlement of shortfall on share conversion (note
7(c))

242,213

March 31, 2002 1,527,332

Stock options and warrants:• 

The Company's amended and restated employee stock option plan (the "Option Plan") provides for the issuance of up
to 150,000 options to acquire common stock of the Company. Stock options granted under the Option Plan may be
Incentive Stock Options under the requirements of the Internal Revenue Code, or may be Non-statutory Stock Options
which do not meet such requirements. Options may be granted under the Option Plan to, in the case of Incentive Stock
Options, all employees (including officers) of the Company, or, in the case of Non-statutory Stock Options, all
employees (including officers) or non-employee directors of the Company.

Under the option plan, the exercise price of each option granted has been equal to the market price of the Company's
stock on the grant date, and an option's maximum term is ten years.

Changes in options and warrants are as follows:

Option
Other Weighted-average
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Plan stock

options

Warrants Total exercise
price

per share

January 1, 2002 134,093 236,875 412,143 783,111 $ 3.72

Granted 12,000 - - 12,000

Expired (18,533) - - (18,533)

March 31, 2002 127,560 236,875 412,143 776,578 $3.74

GRAND TOYS INTERNATIONAL, INC.

Notes to Consolidated Financial Statements

Earnings per share:• 

Income

(numerator)

Shares

(denominator)

Per Share

Amount

Quarter ended March 31, 2002

Basic EPS

Earnings available to

common stockholders $ (570,464) 1,373,930 $(0.42)
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Diluted EPS

Earnings available to

common stockholders

and assumed conversions $	 (570,464) 1,373,930 $ (0.42)

Income

(numerator)

Shares

(denominator)

Per Share

Amount

Quarter ended March 31, 2001

Basic EPS

Earnings available to

common stockholders
$
(585,117)

833,131
$ (0.72)

Diluted EPS

Earnings available to

common stockholders

and assumed conversions $ 	(585,117) 833,131 $ (0.72)

Options and warrants to purchase 776,578 shares (2001 - 783,111) of the Company's common stock were not included
in the diluted earnings per share calculation as their effect is anti-dilutive.

GRAND TOYS INTERNATIONAL, INC
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.

Notes to Consolidated Financial Statements

Changes in operating working capital items:• 

For the three months ended March 31,

2002	J001

(Increase) decrease in accounts receivable $ (117,158) $I57,905

Decrease in due from employees and affiliated
company

182 17,137

(Increase) decrease in inventory (91,769) 286,919

Decrease in income taxes recoverable 146,644 15,632

Decrease in prepaid expenses 29,894 89,997

(Decrease) in trade accounts payable (132,253) (414,466)

Increase in other accounts payable and accrued
liabilities

5,882 59,699

Increase (decrease) in royalties payable 35,241 (8,835)

Increase in income taxes payable 2,492 -

$ (120,845) 	$ 203,988

Commitments:• 

The Company has entered into long-term leases with minimum annual rental payments approximately as follows:

2002 $267,000

2003 349,000
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2004 233,000

2005
8,000

2006 8,000

865,000

Rent expense for the period ended March 31, 2002, and 2001 amounted to approximately $40,980, and $52,582
respectively.

Contingencies• 

:

Lawsuits for alleged breach of contract have been filed against the Canadian subsidiary by two former sales
representatives. In the opinion of management, these actions have no merit. At this point in time it is difficult to
ascertain or estimate the value of a settlement, if any.

• 

The Company was named in a lawsuit for breach of contract in a licensing dispute, for recovery totaling in excess
of $600,000. A defense was filed against the plaintiff, and management had reserved, at December 31, 2000,
$550,000 in the event the results were unfavorable. In March 2001, the Company received a favorable court
judgment, and reversed the accrual, in full, by the third quarter of 2001.

• 

The Company's Canadian subsidiary is also contingently liable for an outstanding letter of credit of $250,000 as at
March 31, 2002. the short-term deposit has been pledged as collateral fort this letter of credit.

• 

GRAND TOYS INTERNATIONAL, INC.

Notes to Consolidated Financial Statements

Segment information:7. 

Operating and geographic information:• 

The Company operates primarily in one segment which includes the distribution of toys and related items.
Approximately 87% of total sales are to Canadian customers. The majority of long-lived assets are located in Canada.

Other information:b. 

Sales of toys purchased from the Company's two largest manufacturers and suppliers of toys in aggregate accounted
for 66% of gross sales for the quarter ended March 31, 2002. The Company's two largest suppliers accounted for 57%
of gross sales for the quarter ended March 31, 2001.
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Financial instruments:• 

Foreign currency risk management:• 

The Company enters into forward foreign exchange contracts to minimize its foreign currency
exposure on purchases. The contracts oblige the Company to buy US dollars in the future at
predetermined exchange rates. The contracts are not used for trading purposes. The
Company's policy is to enter into forward foreign exchange contracts on a portion of its
purchases anticipated in the next selling season. Gains and losses on forward exchange
contracts are recorded in income and generally offset transaction gains or losses on the
foreign currency cash flows which they are intended to hedge.

At March 31, 2002, the Company had no contracts to purchase US dollars.

Fair
values:

a. 

Fair value estimates are made as of a specific point in time, using available information about
the financial instruments. These estimates are subjective in nature and often cannot be
determined with precision.

The fair value of the Company's accounts receivable, due from affiliated companies, bank
indebtedness, trade and other payables approximate their carrying value due to the immediate
or short-term maturity of these financial instruments.

GRAND TOYS INTERNATIONAL, INC.

Notes to Consolidated Financial Statements

Financial instruments, continued:14. 
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Credit risk and economic dependence:• 

For the period ended March 31, 2002, approximately 57% (March 2001 - 57%) of the
Company's sales were made to two unrelated companies, as detailed below.

				March 2002			 March 2001	

Net Sales % Net Sales %

Customer A 1,153,000 45 998,000 45

B 307,000 12 266,000 12

The Company regularly monitors its credit risk exposure to these and other customers and
takes steps to mitigate the risk of loss.

Interest rate risk:d. 

The company's principal exposure to interest rate risk is with respect to its short-term
financing which bears interest at a floating rate.

Comparative Figures:15. 

Certain of the 2001 comparative figures have been reclassified to conform with the basis of
presentation adopted in the current year.
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GRAND TOYS INTERNATIONAL, INC.

Notes to Consolidated Financial Statements

Item 2. Management's Discussion and Analysis:

The following should be read in conjunction with the consolidated financial statements included in this 10-Q and the
December 31, 2001 Annual Report.

Overview

Forward-looking statements

. 

This Form 10-Q contains forward-looking statements about events and circumstances that have not yet occurred. For
example, statements including terms such as the Company "expects" or "anticipates" are forward-looking statements.
Investors should be aware that the Company's actual results may differ materially from the Company's expressed
expectations because of risks and uncertainties about the future. The Company will not necessarily update the
information in this Form 10-Q if and when any forward-looking statement later turns out to be inaccurate. Risks and
uncertainties that may affect the Company's future results and performance include, but are not limited to, the
following: intense competition and pricing pressures in the toy industry; the general consolidation in the toy industry;
whether the Company's general strategy with respect to the toy industry and the Company's implementation of that
strategy will correctly anticipate key trends in the toy industry; the Company's ability to retain its product lines; the
Company's relationships with retailers and other issues with respect to the Company's distribution channels.
Additional information about factors that could affect future results and events is included elsewhere in this Form
10-Q, in the Company's fiscal 2001 Form 10-K and in other reports filed with the Securities and Exchange
Commission.

In our audited financial statements for the years ended December 31, 2001 and 2000 we recognized that we had
certain issues which raised substantial doubt about the Company's ability to continue as a going concern. The reasons
cited were our recurring losses and the cancellation of our line of credit in 2000. This was noted in KPMG's audit
report on those financial statements. In 2001, we implemented a plan to stem our losses and return to profitability and
secured lines of credit. However, these lines of credit are not sufficient to meet all of our financial needs and we might
not be able to successfully implement our new operational plan. If doubts about our ability to continue as a going
concern persist, it may have an adverse impact on investors' willingness to invest in our stock which would negatively
impact the price and liquidity of our shares.

We incurred net losses of $1,371,492 for the year ended December 31, 2001, $10,156,713 for the year ended
December 31, 2000. We have not reported an annual profit since December 31, 1997. We have recently begun to
implement a plan to return to profitability. Over the course of 2001 we have focused on products with higher profit

Edgar Filing: GRAND TOYS INTERNATIONAL INC - Form 10-Q

27



margins and have reduced expenses. This has resulted in improved performance but we have not achieved profitability
for the year ending December 31, 2001 and, in spite of these efforts, there can be no assurance that we will become
profitable on an annual basis.

Net sales consist of sales of products to customers after deduction of customer cash discounts, freight and warehouse
allowances, and volume rebate allowances. Sales are recorded when the merchandise is shipped.

The cost of goods sold for products imported as finished goods includes the cost of the product in the appropriate
domestic currency, duty and other taxes, and freight and brokerage charges. Royalties to Grand Canada suppliers not
contingent upon the subsequent sales of the suppliers' products are included in the price paid for such products.

Major components of selling, general and administrative expenses include: payroll and fringe benefits; advertising
expense, which includes the cost of production of television commercials and the cost of air time; advertising
allowances paid to customers for cooperative advertising programs; and royalty expense. Royalties include payments
by Grand Canada to licensors of character properties and to manufacturers of toy products if such payments are
contingent upon subsequent sales of the products. Royalties are usually a percentage of the price at which the product
is sold and are payable once a sale is made.

GRAND TOYS INTERNATIONAL, INC

.

Accounts receivable are receivables net of an allowance for doubtful accounts. The allowance is adjusted periodically
to reflect the current status of receivables. Management believes that current reserves for doubtful accounts are
adequate. Sales of products to retailers and distributors are on an irrevocable basis. Consistent with industry practices,
Grand Canada may make exceptions to this policy on a case-by-case negotiated basis. Inventory is comprised of
finished goods at landed cost.

All amounts are in US Dollars ($) unless otherwise noted.

Results of Operations

The following table sets forth consolidated operations data as a percentage of net sales for the periods indicated:

For the Three Months	

Ended March 31,	

2002 2001

% %
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Net sales 100.00 100.00

Cost of goods sold 61.67 68.32

Gross profit 38.33 31.68

Operating expenses:

Selling, general and administrative
57.52 54.61

Foreign exchange loss
0.58 1.33

Interest revenue (0.67) (1.49)

Interest expense 0.97 -

Bad debt expense 0.65 .80

Depreciation and amortization 0.91 1.44

Total operating expenses 59.96 56.69

Loss before income taxes (21.63) (25.01)

Net loss (22.27) (26.39)

On a quarterly basis management reviews its inventory of products and makes an assessment of its realizable value.
The factors considered include current market prices, the demand for and the seasonality of its products. If
circumstances change (i.e. unexpected shift in market demand, pricing, trends etc.) there could be a material impact on
the net realizable value of inventory.

Comparison of the three months ended March 31, 2002 to the three month ended March 31, 2001

Net Loss:

Net loss for the first quarter 2002 was $570,464 or $0.42 per share as compared to a net loss of $585,117 or $0.72 per
share for the first quarter of 2001.

Despite the increases in net sales and gross profit, net loss improved marginally by 4.12% as a percentage of sales
over the same quarter of last year. An increase in total operating expenses offset the increased gross profit.

Net Sales:

Net sales increased for the first three months of 2002 by $344,869 or by 15.56% to $2,561,685 from $2,216,816 for
the first quarter of 2001. During the quarter, gross profit also increased as a result of the Company's emphasis on
profitable sales and tighter inventory control.
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GRAND TOYS INTERNATIONAL, INC.

Net Sales, continued:

The increase in the current quarter is due to the Spider-Man, Lord of the Rings, Disney/Universal product lines and
Uno product lines.

Spider-Man the evergreen, perennially popular line of action adventure figures from the classis comic book hero has
been dramatically enhanced by the release of Spider-Man the movie and additional lines of product based on the
movie characters.

Similarly, Lord of the Rings action figure toys based on the characters for the wildly successful movie adaptation of
J.R. Tolkien's classic novel line captured the imagination of children.

The line of records and audiotapes is a new distribution opportunity acquired early in January 2002.

Uno specialty game product line, produced by our Sababa subsidiary, is a new introduction generated from the
recently acquired Mattel license for these products.

Gross Profit:

Gross profit for the Company increased during the first three months of 2002 by $279,640 compared to the prior
period. As a percentage of sales, gross profit increased from 31.68% in the first quarter of 2001 to 38.33% in the first
quarter of 2002. Gross profit increased as a result of the sales and product mix in the first quarter 2002. In addition the
increased gross profit in the first quarter of 2002 resulted from the Company's continued emphasis on higher margin
sales and minimized sales of discontinued products by tighter inventory control.

Selling, General and Administrative Expenses:

The increase in selling, general and administrative expenses of $262,754 to $1,473,467, in the first quarter of 2002,
from $1,210,713 in the first quarter, of 2001, was due to an increase in advertising and co-operative advertising,
royalty and insurance expenses.

Other material expenses in the quarter were:

Bank financing $71,103

Legal expenses 52,173

Recruiting 33,000

Consulting 11,051

$167,327

Of the above expenses, $81,051 are of a non-recurring nature.
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Selling, general and administrative expenses as a percentage of sales, were higher in 2002, a 2.91% increase, as
compared to 2001. The Company continues to conduct reviews of all aspects of its operations to reduce costs and
improve profitability.

Interest Expense:

During the quarter the Company incurred interest on the following:

Legal settlement $ 15,317

Financing interest 9,501

$ 24,818

The legal settlement interest is of a non-recurring nature.

GRAND TOYS INTERNATIONAL, INC.

Comparison of the three months ended March 31, 2001 to the three months ended March 31, 2000:

Net Loss:

Net loss was $585,117 for the first quarter of 2001 compared to a net loss of $823,094 for the first quarter of 2000.
The decrease in loss was primarily due to the increase in gross profit and a reduction in selling, general and
administrative, depreciation and interest expenses.

Net Sales:

Net sales decreased by $1,275,051 or by 36% over net sales of the first quarter of 2000. The lower net sales volume in
2001 was attributed to the loss in 2000, of the Tiger Electronics product line, which was purchased by Hasbro in 1999.
In 2000, the product mix consisted primarily of electronics, which were at a higher sales dollar value.

Gross Profit:

Gross profit for the Company increased by $223,668, and as a percentage of sales, gross profit increased from 13.70%
to 31.68%. Despite the decrease in net sales, gross profit increased as a result of the sales mix in the product line.

The increased gross profit in 2001 results from the Company's emphasis on higher margin sales. In addition
commissions on FOB sales increased as compared to the same quarter of 2000. In 2000, the lower gross profit
percentage was associated with the clearance of the Tiger Electronics product line.

Selling, General and Administrative Expenses:

The decrease in selling, general and administrative expenses of $377,886 compared to those of the first quarter of
2000 was mainly due to decreases in advertising and salary expenses and aggregate decreases in other expenses, as a
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result of the cost cutting measures implemented. The Company is currently conducting an intensive review of all
aspects of its operations to reduce costs and improve profitability.

Depreciation and Amortization:

As a result of the complete write off of deferred financing and intangibles in 2000, depreciation and amortization
expense decreased significantly in the first quarter of 2001.

Liquidity and Capital Resources

The Company generally finances its operations through borrowings from Montcap Financial Inc., by cash flow from
operations, and sales of equity securities. The inflow of funds in 1999, due to options and warrants being exercised
resulted in virtually all short-term bank debt being eliminated by December 31, 1999 and a cash position maintained
through June 30, 2001, as a result of a private sale of common stock and the receipt of income taxes recoverable.

In March 2001, the Company received gross proceeds of $500,000 from a private sale of its Common Stock and
warrants.

In June 2001, the Company secured a line of credit up to $627,825 with drawdowns based upon specified percentages
of its accounts receivable. The line of credit was secured by the accounts receivable of the Company.

In October 2001, the Company increased its credit facility up to $1,569,563 with drawdowns based upon specified
percentages of accounts receivable and inventory and the value of its equipment. All the assets of the Company secure
the line of credit.

GRAND TOYS INTERNATIONAL, INC.

In December 2001, the Company issued Series B Convertible Redeemable Preferred Stock for a total of $915,000 of
which $800,000 was received in December 2001, and the balance in January 2002.

During 2001, we secured a new line of credit to finance our inventory and accounts receivable and we also realized
net proceeds from the sale of our common stock and warrants. This source of financing, however, will not be
sufficient to fully implement our business plan. To the extent that we will be required to fund operating losses, our
financial position will deteriorate. There can be no assurance that we will be able to find significant additional
financing at all or on terms favorable to us. If equity securities are issued in connection with a financing, dilution to
our stockholders may result, and if additional funds are raised through the incurrence of debt, we may be subject to
restrictions on our operations and finances. Furthermore, if we do incur additional debt, we may be limiting our ability
to repurchase capital stock, engage in mergers, consolidations, acquisitions and asset sales, or alter our lines of
business or accounting methods, even though these actions would otherwise benefit our business

Accounts receivable at March 31, 2002 were $1,502,495 compared to $1,386,333 at December 31, 2001. The sales
were mainly to mass retailers. Inventory at March 31, 2002 increased to $1,929,679 from $1,838,770 at December 31,
2001.
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Working capital increased from $1,111,171 at December 31, 2001 to $1,477,484 at March 31, 2002. Net cash used for
operating activities was $674,179 in 2002 compared to net cash used by operating activities of $349,296 in 2001. Cash
for additions to equipment and leasehold improvements was $13,480 in 2002 compared to $5,508 for 2001.

The Company's accounts receivable level is subject to significant seasonal variations due to the seasonality of sales.
As a result, the Company's working capital requirements are greatest during its third and fourth quarters. In addition,
to the extent accounts receivable, inventories, guarantees and advance payments increase as a result of growth of the
Company's business, the Company could require additional working capital to fund its operations.

Sources of such funding include cash flow from operations, drawings on the financing facilities, or sales of additional
equity or debt securities by the Company.

If the funds available to the Company for current cash and cash equivalents are not sufficient to meet the Company's
cash needs, the Company may from time to time seek to raise capital from additional sources, including
project-specific financing, additional public or private debt or equity financing.

We believe that in order to achieve our long-term expansion objectives and to enhance our competitive position in the
U.S. market, we will need additional financial resources over the next several years. The precise amount and timing of
our future financing needs cannot be determined at this time and will depend upon a number of factors, including the
demand for our products and the management of our working capital. We may not be able to obtain additional
financing on acceptable terms or at all. If we are unable to obtain sufficient capital, we could be required to curtail our
expansion.

Certain Business Relationships and Related Transactions

In March 2001, David Mars and Stephen Altro, directors of the Company, purchased Common Stock in the private
sale of the

Company's stock. David Mars invested $131,000 and received 93,571 shares at $0.35 each and 93,571 warrants to
purchase Common Stock at an exercise price of $0.53 each. Stephen Altro invested $106,000 and received 75,714
shares at $0.35 each and 75,714 warrants to purchase Common Stock at an exercise price of $0.53 each.

In December 2001, David Mars and Stephen Altro, directors of the Company, purchased shares of Series B
Convertible Redeemable Preferred Stock. David Mars invested $195,000 and received 195,000 shares at $1.00 each
and 585,000 warrants to purchase Common Stock at an exercise price of $0.01 each. In March 2002, Mr. Mars
invested an additional $200,000 and received 200,000 shares at $1.00 each and 600,000 warrants to purchase
Common Stock at an exercise price of $0.01 each. Stephen Altro invested $200,000 and received 200,000 shares at
$1.00 each and 600,000 warrants to purchase Common Stock at an exercise price of $0.01 each. The conversion of
these shares is subject to shareholder approval.

GRAND TOYS INTERNATIONAL, INC.

Effects Of Inflation
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The Company does not believe that inflation has had a significant impact on its financial position or results of
operations in the past three years

. 

New Accounting Pronouncements

The Company has determined that the new pronouncements that will come into effect in the year 2002 will not have
an impact on the financial statements.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

The Company is exposed to certain market risks, which arise from transactions entered into the normal course of
business. The Company's primary exposures are changes in interest rates with respect to its debt and foreign currency
exchange fluctuations.

INTEREST RATE RISK The interest payable on the Company's revolving lines-of-credit are variable based on the
prime rate, and therefore, affected by changes in market interest rates. The Company does not use derivative financial
instruments.

FOREIGN CURRENCY RISK While the Company's product purchases are transacted in United States dollars; most
transactions among the suppliers and subcontractors are effected in HK dollars. Accordingly, fluctuations in Hong
Kong monetary rates may have an impact on the Company's cost of goods. Furthermore, appreciation of Chinese
currency values relative to the Hong Kong dollar could increase the cost to the Company of the products
manufactured in the People's Republic of China, and thereby have a negative impact on the Company. As well since
the majority of the Company's sales are in Canadian dollars, the Company is at risk with regards to the conversion of
Canadian dollars to US dollars to pay its suppliers. Therefore, fluctuations in the conversion rate may have an impact
on the Company. The Company may use derivative financial instruments solely to hedge the effects of such currency
fluctuations.

Part II: Other Information

Item 1. Legal proceedings

During the quarter ended March 31, 2002, there were no other material developments to any legal proceedings which
have been previously reported by the Company.

Other than discussed above or in Note 16 to the Company's December 31, 2001 Consolidated Financial Statements,
the Company is not a party to, nor is it aware of, any other pending litigation of a material nature.

Item 2. Changes in Securities and Use of Proceeds

On February 26, 2002, the Company issued 242,213 shares of Common Stock in the settlement of a liability. Refer to
note 7 of the Financial Statements included herein, for additional information.

Item 3. Defaults Upon Senior Securities

None

GRAND TOYS INTERNATIONAL, INC.
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Item 4. Submission of Matters to a Vote of Security Holders

Submission of Matters to a Vote of Security Holders:

On March 14, 2002, the Company held its 2001 annual meeting of stockholders. At the meeting, the following actions
took place:

The stockholders re-elected Stephen Altro, David Mars, Elliot Bier and James Rybakoff as directors of the
Company. The number of votes for and against each of them was as follows:

1. 

Director Name For Against Withheld Abstain

Elliot Bier 741,194 52 n/a 2,710

James Rybakoff 741,194	 52 n/a 2,710

Stephen Altro 741,194 102 n/a 2,710

David Mars 741,144 852 n/a 2,710

The Stockholders ratified the approval of KPMG LLP to serve as the Company auditors for the fiscal year ending
December 31, 2001. 740,570 shares were voted for the appointment, 2,326 shares were voted against the
appointment, no shares were withheld and 1,060 shares abstained.

• 

Item 5. Other Information

None

Item 6. Exhibits and Reports on Form 8-K

No exhibits or reports on Form 8-K were filed during the quarter ended March 31, 2002.

GRAND TOYS INTERNATIONAL, INC.

Signatures
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Pursuant to the requirements of the Security Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

Dated: May 15, 2002			GRAND TOYS INTERNATIONAL, INC.

					By: /s/ R. Ian Bradley		

R. Ian Bradley

						President and CEO

By: /s/ Tania M. Clarke		

						Tania M. Clarke

						Executive Vice President and CFO

(Principal Financial and Accounting
Officer)

GRAND TOYS INTERNATIONAL, INC.

Signatures

Pursuant to the requirements of the Security Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

Dated: May 15, 2002			GRAND TOYS INTERNATIONAL, INC.

					By: 															R. Ian Bradley	

						President and CEO
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By: 							

Tania M. Clarke

						Executive Vice President and CFO

(Principal Financial and Accounting
Officer)

e six-month extension for pediatric products. After this exclusivity ends, it will be easier for biosimilar manufacturers
to enter the market, which is likely to reduce the pricing for such products and could affect our profitability.

The full effects of the U.S. healthcare reform legislation cannot be known until the new law is fully implemented
through regulations or guidance issued by the Centers for Medicare & Medicaid Services and other federal and state
healthcare agencies. The financial impact of the U.S. healthcare reform legislation over the next few years will depend
on a number of factors, including but not limited to, the policies reflected in implementing regulations and guidance
and changes in sales volumes for products affected by the new system of rebates, discounts and fees. The new
legislation may also have a positive impact on our future net sales, if any, by increasing the aggregate number of
persons with healthcare coverage in the U.S.

� Mandatory rebates for drugs sold into the Medicaid program have been increased, and the rebate requirement
has been extended to drugs used in risk-based Medicaid managed care plans.

� The 340B Drug Pricing Program under the Public Health Services Act has been extended to require
mandatory discounts for drug products sold to certain critical access hospitals, cancer hospitals and other
covered entities.

� Pharmaceutical companies are required to offer discounts on brand-name drugs to patients who fall within
the Medicare Part D coverage gap, commonly referred to as the �Donut Hole.�

� Pharmaceutical companies are required to pay an annual non-tax deductible fee to the federal government
based on each company�s market share of prior year total sales of branded products to certain federal
healthcare programs, such as Medicare, Medicaid, Department of Veterans Affairs and Department of
Defense. Since we expect our branded pharmaceutical sales to constitute a small portion of the total federal
health program pharmaceutical market, we do not expect this annual assessment to have a material impact on
our financial condition.

� For product candidates classified as biologics, approval of an application for a follow-on biologic product
may not become effective until 12 years after the date on which the reference innovator biologic product was
first licensed by the FDA, with a possible six-month extension for pediatric products. After this exclusivity
ends, it will be easier for biosimilar manufacturers to enter the market, which is likely to reduce the pricing
for such products and could affect our profitability.

The full effects of the U.S. healthcare reform legislation cannot be known until the new law is fully implemented
through regulations or guidance issued by the Centers for Medicare & Medicaid Services and other federal and state
healthcare agencies. The financial impact of the U.S. healthcare reform legislation over the next few years will depend
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on a number of factors, including but not limited to, the policies reflected in implementing regulations and guidance
and changes in sales volumes for products affected by the new system of rebates, discounts and fees. The new
legislation may also have a positive impact on our future net sales, if any, by increasing the aggregate number of
persons with healthcare coverage in the U.S.

Moreover, we cannot predict what healthcare reform initiatives may be adopted in the future. Further federal and state
legislative and regulatory developments are likely, and we expect ongoing initiatives in the U.S. to increase pressure
on drug pricing. Such reforms could have an adverse effect on anticipated revenues from product candidates that we
may successfully develop and for which we may obtain regulatory approval and may affect our overall financial
condition and ability to develop product candidates.

Our ability to obtain services, reimbursement or funding from the federal government may be impacted by possible
reductions in  federal spending.

U.S. federal government agencies currently face potentially significant spending reductions. Under the Budget Control
Act of 2011, the failure of Congress to enact deficit reduction measures of at least $1.2 trillion for the years 2013
through 2021 triggered automatic cuts to most federal programs. These cuts would include aggregate reductions to
Medicare payments to providers of up to two percent per fiscal year, starting in 2013. Under the American Taxpayer
Relief Act of 2012, which was enacted on January 1, 2013,
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the imposition of these automatic cuts was delayed until March 1, 2013. Certain of these automatic cuts have been
implemented. The full impact on our business of these automatic cuts is uncertain. If federal spending is reduced,
anticipated budgetary shortfalls may also impact the ability of relevant agencies, such as the FDA or the National
Institutes of Health to continue to function at current levels. Amounts allocated to federal grants and contracts may be
reduced or eliminated. These reductions may also impact the ability of relevant agencies to timely review and approve
drug research and development, manufacturing, and marketing activities, which may delay our ability to develop,
market and sell any products we may develop.

If any of our product candidates receives marketing approval and we or others later identify undesirable side
effects caused by the product candidate, our ability to market and derive revenue from the product candidates could
be compromised.

In the event that any of our product candidates receive regulatory approval and we or others identify undesirable side
effects caused by one of our products, any of the following adverse events could occur, which could result in the loss
of significant revenue to us and materially and adversely affect our results of operations and business:

� regulatory authorities may withdraw their approval of the product or seize the product;

� we may be required to recall the product or change the way the product is administered to patients;

� additional restrictions may be imposed on the marketing of the particular product or the manufacturing
processes for the product or any component thereof;

� we may be subject to fines, injunctions or the imposition of civil or criminal penalties;

� regulatory authorities may require the addition of labeling statements, such as a �black box� warning or a
contraindication;

� we may be required to create a Medication Guide outlining the risks of such side effects for distribution to
patients;

� we could be sued and held liable for harm caused to patients;

� the product may become less competitive; and

� our reputation may suffer.
Risks Related to Our Common Stock
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We are an �emerging growth company� and we cannot be certain if the reduced reporting requirements applicable to
emerging growth companies will make our common stock less attractive to investors.

We are an �emerging growth company� as defined in the Jumpstart Our Business Act (JOBS Act). For as long as we
continue to be an emerging growth company, we may take advantage of exemptions from various reporting
requirements that are applicable to other public companies that are not emerging growth companies, including (1) not
being required to comply with the auditor attestation requirements of Section 404(b) of the Sarbanes-Oxley Act of
2002 (Sarbanes-Oxley Act), (2) reduced disclosure obligations regarding executive compensation in our periodic
reports and proxy statements and (3) exemptions from the requirements of holding a nonbinding advisory vote on
executive compensation and stockholder approval of any golden parachute payments not previously approved. We
could be an emerging growth company for up to five years, although circumstances could cause us to lose that status
earlier, including if the market value of our common stock held by non-affiliates exceeds $700.0 million as of any
June 30 before that time or if we have total annual gross revenue of $1.0 billion or more during any fiscal year before
that time, in which cases we would no longer be an emerging growth company as of the following December 31, or if
we issue more than $1.0 billion in non-convertible debt during any three-year period before that time, in which case
we would no longer be an emerging growth company immediately. Even after we no longer qualify as an emerging
growth company, we may still qualify as a �smaller reporting company� which would allow us to take advantage of
many of the same exemptions from disclosure requirements including not being required to comply with the auditor
attestation requirements of Section 404(b) of the Sarbanes-Oxley Act and reduced disclosure obligations regarding
executive compensation in our periodic reports and proxy statements. We cannot predict if investors will find our
common stock less attractive because we may rely on these exemptions. If some investors find our common stock less
attractive as a result, there may be a less active trading market for our common stock and our share price may be more
volatile.

Under the JOBS Act, emerging growth companies can also delay adopting new or revised accounting standards until
such time as those standards apply to private companies. We have irrevocably elected not to avail ourselves of this
exemption from new or revised accounting standards and, therefore, will be subject to the same new or revised
accounting standards as other public companies that are not emerging growth companies.
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Our stock price may be volatile and purchasers of our common stock could incur substantial losses.

Our stock price is volatile. From January 30, 2014, the first day of trading of our common stock, through November 5,
2014, our stock had high and low closing sale prices in the range of $46.00 and $8.59 per share. The market price for
our common stock may be influenced by many factors, including the other risks described in this section of this
Quarterly Report on Form 10-Q titled �Risk Factors� and the following:

� the success of competitive products or technologies;

� results of preclinical and clinical studies of our product candidates, or those of our competitors, our existing
collaborator or any future collaborators;

� regulatory or legal developments in the U.S. and other countries, especially changes in laws or regulations
applicable to our products;

� introductions and announcements of new products by us, our commercialization partners, or our competitors,
and the timing of these introductions or announcements;

� actions taken by regulatory agencies with respect to our products, clinical studies, manufacturing process or
sales and marketing terms;

� actual or anticipated variations in our financial results or those of companies that are perceived to be similar
to us;

� the success of our efforts to acquire or in-license additional technologies, products or product candidates;

� developments concerning our collaborations, including but not limited to those with our sources of
manufacturing supply and our commercialization partners;

� announcements by us or our competitors of significant acquisitions, strategic partnerships, joint ventures or
capital commitments;

� developments or disputes concerning patents or other proprietary rights, including patents, litigation matters
and our ability to obtain patent protection for our products;

� our ability or inability to raise additional capital and the terms on which we raise it;
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� the recruitment or departure of key personnel;

� changes in the structure of healthcare payment systems;

� market conditions in the pharmaceutical and biotechnology sectors;

� actual or anticipated changes in earnings estimates or changes in stock market analyst recommendations
regarding our common stock, other comparable companies or our industry generally;

� our failure or the failure of our competitors to meet analysts� projections or guidance that we or our
competitors may give to the market;

� fluctuations in the valuation of companies perceived by investors to be comparable to us;

� announcement and expectation of additional financing efforts;

� speculation in the press or investment community;

� trading volume of our common stock;

� sales of our common stock by us or our stockholders;

� the absence of lock-up agreements in connection with the initial public offering of our common stock with
the holders of substantially all of our outstanding shares;

� the concentrated ownership of our common stock;

� changes in accounting principles;

� terrorist acts, acts of war or periods of widespread civil unrest;

� natural disasters and other calamities; and

� general economic, industry and market conditions.
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In addition, the stock markets in general, and the markets for pharmaceutical, biopharmaceutical and biotechnology
stocks in particular, have experienced extreme volatility that has been often unrelated to the operating performance of
the issuer. These broad market and industry factors may seriously harm the market price of our common stock,
regardless of our operating performance.

The future issuance of equity or of debt securities that are convertible into equity will dilute our share capital.

We may choose to raise additional capital in the future, depending on market conditions, strategic considerations and
operational requirements. To the extent that additional capital is raised through the issuance of shares or other
securities convertible into shares, our stockholders will be diluted. Future issuances of our common stock or other
equity securities, or the perception that such sales may occur, could adversely affect the trading price of our common
stock and impair our ability to raise capital through future offerings of shares or equity securities. We cannot predict
the effect, if any, that future sales of common stock or the availability of common stock for future sales will have on
the trading price of our common stock.
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The employment agreements with our executive officers may require us to pay severance benefits to officers who
are terminated in connection with a change of control of us, which could harm our financial condition.

Our executive officers are parties to employment agreements providing, in the event of a termination of employment
in connection with a change of control of us, for cash payments of up to approximately $2.1 million for severance and
other benefits and acceleration of vesting of up to all outstanding stock options. The accelerated vesting of options
could result in dilution to our existing stockholders and reduce the market price of our common stock. The payment of
these severance benefits could harm our financial condition. In addition, these potential severance payments may
discourage or prevent third parties from seeking a business combination with us.

If securities or industry analysts do not publish research or reports about our business, or if they issue an adverse
or misleading opinion regarding our stock, our stock price and trading volume could decline.

The trading market for our common stock will be influenced by the research and reports that industry or securities
analysts publish about us or our business. If any of the analysts who cover us issue an adverse or misleading opinion
regarding us, our business model, our intellectual property or our stock performance, or if our target studies and
operating results fail to meet the expectations of analysts, our stock price would likely decline. If one or more of these
analysts cease coverage of us or fail to publish reports on us regularly, we could lose visibility in the financial
markets, which in turn could cause our stock price or trading volume to decline.

Our principal stockholders and management own a significant percentage of our stock and will be able to exert
significant control over matters subject to stockholder approval.

As of November 5, 2014, our executive officers and directors, together with holders of five percent or more of our
outstanding common stock and their respective affiliates, beneficially own, in the aggregate, approximately 81.8
percent of our outstanding common stock, including shares subject to outstanding options and warrants that are
exercisable within 60 days after such date, based on the Forms 3 and 4 and Schedules 13D and 13G filed by them with
the SEC. As a result, these stockholders, if acting together, will continue to have significant influence over the
outcome of corporate actions requiring stockholder approval, including the election of directors, any merger,
consolidation or sale of all or substantially all of our assets and any other significant corporate transaction. The
interests of these stockholders may not be the same as or may even conflict with the interests of our other
stockholders. For example, these stockholders could delay or prevent a change of control of our company, even if such
a change of control would benefit our other stockholders, which could deprive our stockholders of an opportunity to
receive a premium for their common stock as part of a sale of our company or our assets and might affect the
prevailing market price of our common stock. The significant concentration of stock ownership may adversely affect
the trading price of our common stock due to investors� perception that conflicts of interest may exist or arise.

Anti-takeover provisions in our charter documents and under Delaware law could make an acquisition of us,
which may be beneficial to our stockholders, more difficult and may prevent attempts by our stockholders to
replace or remove our current management.

Provisions in our certificate of incorporation and our bylaws may delay or prevent an acquisition of us or a change in
our management. In addition, these provisions may frustrate or prevent any attempts by our stockholders to replace or
remove our current management by making it more difficult for stockholders to replace members of our board of
directors. Because our board of directors is responsible for appointing the members of our management team, these
provisions could in turn affect any attempt by our stockholders to replace current members of our management team.
These provisions include:
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� a prohibition on actions by our stockholders by written consent;

� a requirement that special meetings of stockholders, which the Company is not obligated to call more than
once per calendar year, be called only by the chairman of our board of directors, our chief executive officer,
our board of directors pursuant to a resolution adopted by a majority of the total number of authorized
directors, or, subject to certain conditions, by our secretary at the request of the stockholders holding of
record, in the aggregate, shares entitled to cast not less than ten percent of the votes at a meeting of the
stockholders (assuming all shares entitled to vote at such meeting were present and voted);

� advance notice requirements for election to our board of directors and for proposing matters that can be acted
upon at stockholder meetings; and

� the authority of the board of directors to issue preferred stock with such terms as the board of directors may
determine.

Moreover, because we are incorporated in Delaware, we are governed by the provisions of Section 203 of the
Delaware General Corporation Law, as amended, which prohibits a person who owns in excess of 15 percent of our
outstanding voting stock from
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merging or combining with us for a period of three years after the date of the transaction in which the person acquired
in excess of 15 percent of our outstanding voting stock, unless the merger or combination is approved in a prescribed
manner. These provisions would apply even if the proposed merger or acquisition could be considered beneficial by
some stockholders.

We will incur increased costs as a result of operating as a public company, and our management will be required to
devote substantial time to new compliance initiatives and corporate governance practices.

As a public company, and particularly after we are no longer an emerging growth company, we will incur significant
legal, accounting and other expenses that we did not incur as a private company. The Sarbanes-Oxley Act, the
Dodd-Frank Wall Street Reform and Consumer Protection Act, the listing requirements of the NASDAQ and other
applicable securities rules and regulations impose various requirements on public companies, including establishment
and maintenance of effective disclosure and financial controls and corporate governance practices. Our management
and other personnel will need to devote a substantial amount of time to these compliance initiatives. Moreover, these
rules and regulations will increase our legal and financial compliance costs and will make some activities more
time-consuming and costly. For example, we expect that these rules and regulations may make it more difficult and
more expensive for us to obtain director and officer liability insurance, which in turn could make it more difficult for
us to attract and retain qualified members of our board of directors. However, these rules and regulations are often
subject to varying interpretations, in many cases due to their lack of specificity, and, as a result, their application in
practice may evolve over time as new guidance is provided by regulatory and governing bodies. This could result in
continuing uncertainty regarding compliance matters and higher costs necessitated by ongoing revisions to disclosure
and governance practices.

We are not currently required to comply with the SEC�s rules that implement Section 404 of the Sarbanes-Oxley Act
(Section 404), and are therefore not required to make a formal assessment of the effectiveness of our internal control
over financial reporting for that purpose. Pursuant to Section 404, we will be required to furnish a report by our
management on our internal control over financial reporting. However, while we remain an emerging growth
company, we will not be required to include an attestation report on internal control over financial reporting issued by
our independent registered public accounting firm. To achieve compliance with Section 404 within the prescribed
period, we will be engaged in a process to document and evaluate our internal control over financial reporting, which
is both costly and challenging. In this regard, we will need to continue to dedicate internal resources, potentially
engage outside consultants and adopt a detailed work plan to assess and document the adequacy of internal control
over financial reporting, continue steps to improve control processes as appropriate, validate through testing that
controls are functioning as documented and implement a continuous reporting and improvement process for internal
control over financial reporting. Despite our efforts, there is a risk that we will not be able to conclude, within the
prescribed timeframe or at all, that our internal control over financial reporting is effective as required by Section 404.
If we identify one or more material weaknesses, it could result in an adverse reaction in the financial markets due to a
loss of confidence in the reliability of our financial statements. In addition, if we are not able to continue to meet these
requirements, we may not be able to remain listed on The NASDAQ Market.

Because we do not anticipate paying any cash dividends on our capital stock in the foreseeable future, capital
appreciation, if any, will be your sole source of gain.

We have never declared or paid cash dividends on our capital stock. We currently intend to retain all of our future
earnings, if any, to finance the growth and development of our business. As a result, capital appreciation, if any, of our
common stock will be sole source of gain of our stockholders for the foreseeable future.

We may incur significant costs from class action litigation due to our expected stock volatility.
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Our stock price may fluctuate for many reasons, including as a result of public announcements regarding the progress
of our development efforts or the development efforts of our collaborators or competitors, the addition or departure of
our key personnel, variations in our quarterly operating results and changes in market valuations of pharmaceutical
and biotechnology companies. This risk is especially relevant to us because pharmaceutical and biotechnology
companies have experienced significant stock price volatility in recent years. When the market price of a stock has
been volatile as our stock price may be, holders of that stock have occasionally brought securities class action
litigation against the company that issued the stock. If any of our stockholders were to bring a lawsuit of this type
against us, even if the lawsuit is without merit, we could incur substantial costs defending the lawsuit. The lawsuit
could also divert the time and attention of our management.

Our amended and restated bylaws designates the Court of Chancery of the State of Delaware as the sole and
exclusive forum for certain types of actions and proceedings that may be initiated by our stockholders, which could
limit our stockholders� ability to obtain a favorable judicial forum for disputes with us or our directors, officers or
employees.

Our amended and restated bylaws provide that, subject to limited exceptions, the Court of Chancery of the State of
Delaware will be the sole and exclusive forum for any derivative action or proceeding brought on our behalf, any
action asserting a claim of breach of a fiduciary duty owed by any of our directors, officers or other employees to us
or our stockholders, any action asserting a claim against us arising pursuant to any provision of the Delaware General
Corporation Law, as amended, our amended and restated

46

Edgar Filing: GRAND TOYS INTERNATIONAL INC - Form 10-Q

Table of Contents 47



Table of Contents

certificate of incorporation or our amended and restated bylaws, any action to interpret, apply, enforce or determine
the validity of our amended and restated certificate of incorporation or our amended and restated bylaws or any other
action asserting a claim against us that is governed by the internal affairs doctrine. Any person or entity purchasing or
otherwise acquiring any interest in shares of our capital stock shall be deemed to have notice of and to have consented
to the provisions of our amended and restated certificate of incorporation described above. This choice of forum
provision may limit a stockholder�s ability to bring a claim in a judicial forum that it finds favorable for disputes with
us or our directors, officers or other employees, which may discourage such lawsuits against us and our directors,
officers and employees. Alternatively, if a court were to find these provisions of our amended and restated certificate
of incorporation inapplicable to, or unenforceable in respect of, one or more of the specified types of actions or
proceedings, we may incur additional costs associated with resolving such matters in other jurisdictions, which could
adversely affect our business and financial condition.

Item 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
(a) Unregistered Sales of Equity Securities

During the nine months ended September 30, 2014, we issued a total of 12,702 shares of common stock to Hercules
Technology II, L.P. (Hercules) upon the cashless net exercise of certain warrants held by Hercules to purchase a total
of 47,400 shares of our common stock at an exercise price of $25.00 per share. We deemed such issuance to be
exempt from registration under the Securities Act of 1933, as amended (Securities Act), in reliance on Section 4(2) of
the Securities Act, including Regulation D and Rule 506 promulgated thereunder, relative to transactions by an issuer
not involving a public offering.

During the nine months ended September 30, 2014, a total of 153,953 shares of our common stock were issued in
unregistered sales of securities upon exercise of stock options granted pursuant to our 2007 Employee, Director and
Consultant Stock Plan, as amended, and 2010 Employee, Director and Consultant Equity Incentive Plan, as amended,
for aggregate cash consideration of $526,519. The issuances of these shares of common stock were exempt from
registration under the Securities Act in reliance on Rule 701 of the Securities Act as offers and sales of securities
under compensatory benefit plans and contracts relating to compensation in compliance with Rule 701. Each of the
recipients of shares of common stock in a transaction exempt from registration either received or had adequate access,
through employment, business or other relationships, to information about us.

(b) Use of Proceeds from Initial Public Offering of Common Stock

On February 4, 2014, we completed the initial public offering of our common stock and sold and issued a total of
6,900,000 shares of our common stock, including 900,000 shares sold pursuant to the exercise in full by the
underwriters of the option to purchase additional shares, at a public offering price of $15.00 per share for aggregate
gross proceeds of $103.5 million before deducting underwriting commissions and discounts and offering expenses
payable by us.

Jefferies LLC, Leerink Partners LLC, and Stifel, Nicolaus & Company, Incorporated acted as joint book-running
managers for our initial public offering. Robert W. Baird & Co. Incorporated acted as co-lead manager for our initial
public offering. We received net proceeds of approximately $92.7 million in our initial public offering after deducting
underwriting commissions and discounts of $7.2 million and offering expenses of $3.5 million. None of the offering
expenses were paid to our directors, officers or persons owning ten percent or more of any class of our equity
securities, or to any of their associates or our affiliates.
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The shares of common stock were registered under the Securities Act on a registration statement on Form S-1 (File
No. 333-193150). The SEC declared the registration statement effective on January 29, 2014. Shares of our common
stock began trading on The NASDAQ Global Select Market on January 30, 2014. On February 4, 2014, following the
sale of 6,900,000 shares of our common stock, our initial public offering ended.

There has been no material change in the planned or actual use of proceeds from our initial public offering as
described in the final prospectus dated as of January 29, 2014 for the initial public offering and filed with the SEC
pursuant to Rule 424(b) under the Securities Act on January 30, 2014.

(c) Issuer Purchases of Equity Securities

We did not repurchase any of our equity securities during the nine month period ended September 30, 2014.

Item 3. DEFAULTS UPON SENIOR SECURITIES
Not applicable.
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Item 4. MINE SAFETY DISCLOSURES
Not applicable.

Item 5. OTHER INFORMATION
None.

Item 6. EXHIBITS

Exhibit

Number Description of Documents

    3.1(1) Amended and Restated Certificate of Incorporation of the Company.

    3.2(1) Amended and Restated Bylaws of the Company.

    4.1(2) Specimen Common Stock Certificate.

  10.1(2) 2014 Performance Incentive Plan.++

  10.2(2) 2014 Employee Stock Purchase Plan.++

  10.3(2) Form of Indemnification Agreement by and between the Company and each of its directors.++

  10.4(2) Letter agreement dated as of January 24, 2014, by and between the Company and James E. Dentzer.++

  10.5(3) Lease agreement dated as of July 11, 2014, by and between the Company and King 87 CPD LLC

  31.1(3) Certification of the Company�s principal executive officer required by Rule 13a-14(a) or Rule
15d-14(a).

  31.2(3) Certification of the Company�s principal financial officer required by Rule 13a-14(a) or Rule
15d-14(a).

  32.1* Section 1350 Certifications.

101 The following materials from the Company�s Quarterly Report on Form 10-Q for the quarter ended
September 30, 2014, formatted in XBRL (eXtensible Business Reporting Language), include: (i) the
Condensed Consolidated Balance Sheets as of September 30, 2014 (unaudited) and December 31,
2013, (ii) the Condensed Consolidated Statements of Operations (unaudited) for the three and nine
months ended September 30, 2014 and 2013, (iii) the Condensed Consolidated Statements of Cash
Flows (unaudited) for the nine months ended September 30, 2014 and 2013, and (iv) the Notes to
Condensed Consolidated Financial Statements (unaudited).

++ Management contract or compensatory plan or arrangement.
(1) Incorporated by reference to the indicated exhibit in the Company�s Current Report on Form 8-K filed on

February 5, 2014.
(2)
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Incorporated by reference to the indicated exhibit in the Company�s Amendment No. 3 to Registration Statement
on Form S-1 (No. 333-193150) filed on January 28, 2014.

(3) Filed herewith.
* Exhibit 32.1 is being furnished and shall not be deemed to be �filed� for purposes of Section 18 of the Securities

Exchange Act of 1934, as amended (Exchange Act), or otherwise subject to the liability of that section, nor shall
such exhibit be deemed to be incorporated by reference in any registration statement or other document filed
under the Securities Act of 1933, as amended (Securities Act), or the Exchange Act, except as otherwise stated in
such filing.
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SIGNATURES

Pursuant to the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf
by the undersigned, thereunto duly authorized.

DICERNA PHARMACEUTICALS, INC.

Date: November 6, 2014 By: /s/ James E. Dentzer
James E. Dentzer
Chief Financial Officer (Principal Financial
Officer and Principal Accounting Officer)
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EXHIBIT INDEX

Exhibit

Number Description of Documents

    3.1(1) Amended and Restated Certificate of Incorporation of the Company.

    3.2(1) Amended and Restated Bylaws of the Company.

    4.1(2) Specimen Common Stock Certificate.

  10.1(2) 2014 Performance Incentive Plan.++

  10.2(2) 2014 Employee Stock Purchase Plan.++

  10.3(2) Form of Indemnification Agreement by and between the Company and each of its directors.++

  10.4(2) Letter agreement dated as of January 24, 2014, by and between the Company and James E. Dentzer.++

  10.5(3) Lease agreement dated as of July 11, 2014, by and between the Company and King 87 CPD LLC

  31.1(3) Certification of the Company�s principal executive officer required by Rule 13a-14(a) or Rule
15d-14(a).

  31.2(3) Certification of the Company�s principal financial officer required by Rule 13a-14(a) or Rule
15d-14(a).

  32.1* Section 1350 Certifications.

101 The following materials from the Company�s Quarterly Report on Form 10-Q for the quarter ended
September 30, 2014, formatted in XBRL (eXtensible Business Reporting Language), include: (i) the
Condensed Consolidated Balance Sheets as of September 30, 2014 (unaudited) and December 31,
2013, (ii) the Condensed Consolidated Statements of Operations (unaudited) for the three and nine
months ended September 30, 2014 and 2013, (iii) the Condensed Consolidated Statements of Cash
Flows (unaudited) for the nine months ended September 30, 2014 and 2013, and (iv) the Notes to
Condensed Consolidated Financial Statements (unaudited).

++ Management contract or compensatory plan or arrangement.
(1) Incorporated by reference to the indicated exhibit in the Company�s Current Report on Form 8-K filed on

February 5, 2014.
(2) Incorporated by reference to the indicated exhibit in the Company�s Amendment No. 3 to Registration Statement

on Form S-1 (No. 333-193150) filed on January 28, 2014.
(3) Filed herewith.
* Exhibit 32.1 is being furnished and shall not be deemed to be �filed� for purposes of Section 18 of the Securities

Exchange Act of 1934, as amended (Exchange Act), or otherwise subject to the liability of that section, nor shall
such exhibit be deemed to be incorporated by reference in any registration statement or other document filed
under the Securities Act of 1933, as amended (Securities Act), or the Exchange Act, except as otherwise stated in
such filing.
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