


 
Our Company 

 
 
Each department within Chinaberry Inc. worked to make its area of responsibility as 
streamlined and as effective as possible while keeping costs to a minimum. In every case, 
we can proudly say that we not only maintained the service for which Chinaberry Inc. has 
become well-respected but improved it as we worked to reduce expenses. It is successes 
like this that made the often-frustrating year of 2003 seem fruitful. Below are some of the 
highlights of the year for each department. 
 
 
Customer Service  
 
Our call center concentrated, with noticeable results, on up-selling, cross-selling and the 
liquidation of inventory. This resulted in a decrease of aged inventory from $274,000 in 
2002 to $159,000 in 2003.                            
 
Additional efforts (sales, email campaigns, more attention to store layout) to make our 
outlet store more sustainable resulted in 30% higher sales for 2003 from 2002.                        
 
 
Warehouse 
 
Our Shipping and Receiving error prevention incentive program resulted in our 
maintaining a high standard of only one error per thousand orders shipped in 2003.  
 
We strive to have the best delivery service possible for our customers. As UPS rates 
continue to increase, it is much more challenging to maintain quality service without 
raising our own shipping rates too much. We are continually having to weigh the benefits 
of optimum, error-free customer service against the costs such stellar service entails.  
 
 
Marketing 
 
Since the cost of paper is a big percentage of our marketing expenses, we were pleased to 
secure a new paper supplier, allowing us to get better quality paper at a lower price.  
 
Mailing list rental income continued to grow, increasing to $135,000 in 2003 from 
$101,500 in 2002. 
 
Late in 2003 we decided to host our own web servers and moved the websites to Spring 
Valley. Web sales grew by 19%, exceeding $2 million for the first time. In 2002, 24% of 
our sales came through the websites while 28% of our sales came through our websites in 
2003. 
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Merchandising 
 
One of the most exciting developments was the improvement in our Gross Profit, 
resulting in an increase of $18,000 on $319,000 fewer sales. 
 
More in-depth merchandise analysis than ever before provided us with the tools 
necessary to exploit the strengths of previous catalogs. This allowed the merchandisers to 
look for appropriate product with an eye toward what sells well during certain seasons 
and at what price points.  
 
 
Purchasing 
 
We continued to negotiate for the best possible costs from our vendors and lowered our 
Cost of Sales from 39.8% in 2002 to 37.6% in 2003.  

 
 
Accounting 
 
We improved our management of total inventory investment and cash. Our investment in 
inventory decreased $160,000 from $1,135,000 to $975,000.  In 2002, we used our line of 
credit of $600,000.  In 2003 we used a line of credit of $300,000, plus a new loan of 
$62,000 from Ann Ruethling, Founder, director, shareholder and officer.  This loan has a 
maturity date of April 2004, and will be extended for one year.  Both this loan and a 
previous $80,000 note from Ann Ruethling are unsecured and accrue interest at 12% per 
annum.  Currently, the notes are interest only.
 
Our Dunn and Bradstreet rating continued to improve during 2003 to 80 (an average of 
paying bills on time or 0 days late) from 77 (an average of paying bills 5 days past terms) 
 
 

Our Catalogs 
 
The Chinaberry Catalog:  Total revenue for 2003 was down $510,700 or 10.7% to 
$4,258,300 from $4,769,000 in 2002.  This was below our sales forecast. Chinaberry is in 
a very competitive marketplace with discount booksellers and we are expanding our 
catalog’s product mix to improve financial results.  
 
The Isabella Catalog: Total revenue for 2003 was $3,454,300 up $191,600 or 5.9% from 
$3,262,700 in 2002 thanks to a growing and loyal customer base and growing web sales. 
This catalog enjoys a more diverse market with less direct competition.   
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The Chinaberry Book Fair Catalog: Total revenue for 2003 was $452,600 down $58,100 
or 11.4% from $510,700 in 2002. As bookfairs continued to bring less profit per man 
hour spent, we chose to devote our resources to our two other catalogs.  

 
 

Our Products 
 
During 2003 we continued adjusting our product mix to match customer demand. This 
resulted in an improved merchandise balance in our catalogs and on our websites. We 
also began featuring seasonally appropriate merchandise during the year. 
 
Exclusive merchandise is playing a more important role for us. Exclusive items now 
account for close to 7% of Chinaberry items compared with 6% in 2002. Average gross 
margin on these items is nine percentage points higher than that on off-the-shelf items. 
More than 30% of Isabella merchandise is now exclusive to us - up from 14% in 2002.  
 
 

Our Web Sites 
  
Early in 2003, we began automatic updates of online inventory. Every hour, a new 
inventory upload is sent to our websites. This new system in conjunction with minimum 
stock levels gives customers the confidence that every item displayed on our websites 
is available when they place their orders. 
  
Near-real-time processing of web orders that began in late 2002 was further refined in 
early 2003. This system continued to run smoothly throughout the year.  
  
  

 
Publicity and Media 

 
We received the following media exposure in 2003:   
 
“The Book Fairies" - February 2003 
Feature article regarding the creation of Chinaberry in Victoria magazine. 
 
“Nurturing the Joys of Childhood” - March 25, 2003 
Ann Ruethling was interviewed for this feature article in The San Diego Union Tribune. 
“Threat of War with Iraq Tough for Parents to Discuss with Children” - March 16, 2003 
The Pittsburgh Post-Gazette says that “Chinaberry offers some wonderfully reassuring 
advice for parents and children about coping with ‘unsettled times.’” 
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“Once Upon a Time” - March 15, 2003 
In a feature article, The Seattle Times says that the Chinaberry catalog has been sorting 
out the top children's book for 21 years. 
 
Hawaii Woman reviews Chinaberry - September 2003 
Featured article states that “the secret to Chinaberry's success is its ability to remain 
intimate with its recommendations and recognize the shared vision of many parents in 
raising their children to respect themselves, others, and the world around them.” 
 
“When is the Best Time to Begin Reading to Your Child?” - September 2003 
A selection of books available through Chinaberry are promoted in this article written for 
ePregnancy magazine. 
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