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PART I

Item 1. Business

Mattel, Inc. (“Mattel”) designs, manufactures, andrkets a broad variety of toy products worldwikdetgh sales to its customers and
directly to consumers. Mattel’s vision is to prawitthe world’s premier toy brands—today and tomarfdManagement has set six key
company strategies: (i) improve execution of thisténg toy business; (ii) globalize the brands) @xtend the brands into new areas; (iv) catch
new trends, create new brands, and enter new ca&ep(v) develop people; and (vi) improve produtyi, simplify processes, and maintain
customer service levels.

Mattel believes its products are among the moselyicecognized toy products in the world. Mattgltetfolio of brands and products are
grouped in the following categories:

Mattel Girls & Boys Brands—including Barbie® fashion dolls and accessories (“Barbig, Polly Pocket®, Little Mommy®, Disney
Classics, and High School Music&(collectively “Other Girls Brands”), Hot Wheets Matchbox®, Speed Racét, and Tyco R/C
vehicles and play sets (collectively “Wheels”), @ARS™ , Radica®, Speed Racét, Batmar®, and Kung Fu Pandgproducts, and
games and puzzles (collectively “Entertainment”).

Fisher-Price Brands—including Fisher-Pric@, Little People®, BabyGear”, and View-Mastef (collectively “Core Fisher-Price”),
Sesame Streét, Dora the Explore?, Winnie the Poofi', Go-Diego-Go!™, and See ‘N Sa§ (collectively “Fisher-Pric& Friends”), and
Power Wheel§ .

American Girl Brands—including Just Like Yo®, the historical collection, and Bitty Balty American Girl Brands products are sold
directly to consumers via its catalogue, websitel, proprietary retail stores. Its children’s pultions are also sold to certain retailers.

Mattel was incorporated in California in 1948 amethcorporated in Delaware in 1968. Its executiice$ are located at 333 Continental
Blvd., El Segundo, California 90245-5012, telephanenber (310) 252-2000.

Business Segments

“Mattel” refers to Mattel, Inc. and its subsidiagias a whole, unless the context requires otherwtss narrative discussion applies to all
segments except where otherwise stated. Mattglartable segments are separately managed businéssuud are divided on a geographic
basis between domestic and international. The Dbengsgment is further divided into Mattel GirlsBoys Brands US, Fisher-Price Brands
US, and American Girl Brands.

For additional information on Mattel’s operatingygeent reporting, including revenues, segment inc@and assets, see Item 7
“Management’s Discussion and Analysis of Finan€ahdition and Results of Operations—Results of @jj@ns—Operating Segment
Results” and Item 8 “Financial Statements and Sampphtary Data—Note 13 to the Consolidated FinarBtatiements—Segment Information.”
For additional information regarding geographicaatesee Item 8 “Financial Statements and Supplemebiata—Note 13 to the Consolidated
Financial Statements—Segment Information.” Forsguksion of the risks inherent in the foreign opena of Mattel, which affect each
segment, see Item 1A “Risk Factors—Factors That Mfgct Future Results.”

Domestic Segme

The Domestic segment develops toys that it markedssells through the Mattel Girls & Boys Brands, B8he-Price Brands US, ar
American Girl Brands segments.

In the Mattel Girls & Boys Brands US segment, Baflincludes brands such as BarBiashion dolls and accessories, and Polly Pocket
@, Little Mommy®, Disney Classics, and High School Musi€are included
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within Other Girls Brands. Wheels is comprised ot M/heels®, Matchbox®, Speed Racét, and Tyco R/C vehicles and play sets.
Entertainment includes CAR'S, Radica®, Speed Racé¥, Batmar®, and Kung Fu Pandaproducts, as well as games and puzzles.

In 2009, Mattel expects to introduce new produassyell as continue to leverage content withircéiee brands. For Mattel Girls Brands,
Barbie®will be celebrating her 50anniversary by reestablishing her connection thiéas cultural relevance, and aspiration. Also, rgavbie
@ product introductions will support the full-lengainimated launches &arbie® Presents Thumbelirfain spring 2009 an@arbie®and the
Three Musketeeris fall 2009, and the re-release Bfarbie®in a Christmas Caroin fall 2009. Polly Pocket will be expanding its products in
2009 with Polly™ Designables products. The Mattel Girls Brands algb continue to expand its signature large dod,|Little Mommy®.

Hot Wheels® intends to launch products related to Battle F&re a new animated series scheduled to air in f@l02éh the Cartoon
Network. Complementing this highly imaginative velb-based fantasy series will be a complete line yé focusing on traditional core play
patterns. New to Wheels in 2009 is the highly apgited launch of X Gaméswith a toy line that leverages the biggest actioorts
competitions in the world. Matchb&xs introducing Rocky The Robot Tru€k, a real working dump truck brought to life. Mattéll also
introduce new products for Entertainment propeitiekiding the Disney re-release of its Toy Stamnthise and will continue to deliver new
innovative products for Disney/Pixar CARS Following its success with Batm&n The Dark Knight", Mattel will launch a new line of toys
based on the popular new Warner Bros. televisides®&atmar? : The Brave and the Bolt. Mattel will also expand on its successful 2008
launch of D-Rex" by introducing Screatur, its next highly interactive dinosaur, and Xtragtd" , a full line of dinosaur characters that
interact in the real and virtual worlds. New garaed puzzles products will include Blokbiand Whac-a-Mol@, as well as new innovative
toys from the Radic&brand.

The Fisher-Price Brands US segment includes FiBhiee®, Little People®, BabyGear", View-Master®, Sesame Stre&t, Dora the
Explorer®, Go-Diego-GoP, Mickey Mouse® Clubhouse, Winnie the Podh, My Friends Tigger & Poolf, Handy Manny", See ‘N Say,
Ni Hao, Ka-lan! ™, and Power Wheels. New product introductions for 2009 are expectethtlude the Trid" Building Set line, Laugh &
Learn™ Farm, My Toon TV, Splatstéf, Imaginext® Dragon line, Precious Plan&tine, EImo Live™ Encore, Super Special Friend Kai-lan,
Manny’s Repair Shop, DofaSaves the Crystal Kingdom, and Mickey’s Magic Claiwo.

The American Girl Brands segment is a direct mankethildren’s publisher, and retailer best knownifs flagship line of historical
dolls, books, and accessories, as well as theLikesty ou ® and Bitty Baby® brands. American Girl Brands also publishes Isefitng Advice &
Activity books and the award-winnirgmerican Girl® magazine. In January 2009, American Giritroduced Chrissd , the newest Girl of th
Year®doll. Chrissd" launched with two 18-inch friend dolls and thetfcentemporary feature filmAn American Girl : Chrissa Stands Strong
which is available on DVD from HBO Home Entertainmhdn addition, American Giff will debut a new 18-inch historical doll, along it
accompanying books and accessories, in June 2086ri¢an Girl Brands products are sold only in tf&ahd Canada.

International Segmer

Products marketed by the International segmengamnerally the same as those developed and margtbd Domestic segment, with
the exception of American Girl Brands, although sare developed or adapted for particular inteonatimarkets. Mattel’s products are sold
directly to retailers and wholesalers in most Eeaop Latin American, and Asian countries, and istfalia, Canada, and New Zealand, and
through agents and distributors in those countiesre Mattel has no direct presence.
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Mattel's International segment revenue represef®8d of worldwide consolidated gross sales in 20UBhin the International segment,
Mattel operates in four regional groups that geteer#he following gross sales during 2008:

Percentage c
International
Amount Gross Sales

(In millions, except
percentage information)

Europe $1,689." 53%
Latin America 978.¢ 31
Asia Pacific 286.1 9
Other 212.2 7
$3,166.¢ 10(%

No individual country within the International segm exceeded 6% of worldwide consolidated grosssdiliring 2008.

The strength of the US dollar relative to otherrencies can significantly affect the revenues awditability of Mattel’s international
operations. Mattel enters into foreign currencyviard exchange contracts, primarily to hedge itelpase and sale of inventory, and other
intercompany transactions denominated in foreigneticies, to limit the effect of exchange rate fliations on its results of operations and
cash flows. See Item 7A “Quantitative and Qualiisclosures About Market Risk” and Item 8 “Fineh Statements and Supplementary
Data—Note 11 to the Consolidated Financial Statesaefrinancial Instruments.” For financial informatiby geographic area, see Item 8
“Financial Statements and Supplementary Data—NB8t® the Consolidated Financial Statements—Seginémmation.”

Manufacturing and Materials

Mattel manufactures toy products for all segmemtsdth company-owned facilities and through thiedtp manufacturers. Products are
also purchased from unrelated entities that desigwelop, and manufacture those products. To peogidater flexibility in the manufacture
and delivery of its products, and as part of aiooiiig effort to reduce manufacturing costs, Malti@s concentrated production of most of its
core products in company-owned facilities and galheuses third-party manufacturers for the producof non-core products.

Mattel's principal manufacturing facilities are locateddhina, Indonesia, Thailand, Malaysia, and Mexitm help avoid disruption of i
product supply due to political instability, civihrest, economic instability, changes in governnpatities, and other risks, Mattel produces its
products in multiple facilities in multiple courgs. Mattel believes that the existing productiopacity at its own and its third-party
manufacturers’ facilities is sufficient to handbgpected volume in the foreseeable future. See 1tArfRisk Factors—Factors That May Affect
Future Results.”

Mattel bases its production schedules for toy petslon customer orders and forecasts, taking ictount historical trends, results of
market research, and current market informatiotudlcshipments of products ordered and order chaiei rates are affected by consumer
acceptance of product lines, strength of compaiioglucts, marketing strategies of retailers, chamgéduying patterns of both retailers and
consumers, and overall economic conditions. Uneggechanges in these factors could result in addgikoduct availability or excess
inventory in a particular product line.

The foreign countries in which most of Matteproducts are manufactured (principally Chinaphebia, Thailand, Malaysia, and Mexi
all enjoy permanent “normal trade relations” (“NT)Rtatus under US tariff laws, which provides aoi@ble category of US import duties.
China’s NTR status became permanent in 2002,
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following enactment of a bill authorizing such s&tipon the country’s accession to the World T@dganization (“WTQO”),which occurred i
2001. Membership in the WTO substantially redubespossibility of China losing its NTR status, whigould result in increased costs for
Mattel and others in the toy industry.

All US duties on toys were completely eliminatesbnpmplementation of the Uruguay Round WTO agredrireh995. The European
Union, Japan, and Canada eliminated their tariffsn@st toy categories through staged reductiortsathee completed by January 1, 2004. The
primary toy tariffs still maintained by these cotie$ are a European Union tariff of 4.7% on dgilay sets, most plastic toys, and die cast
metal toy vehicles, a Japanese tariff on dolls.8%8 and a Canadian tariff of 8.0% on ride on talgd| carriages, and wagons.

The majority of Mattel's raw materials are avaiallom numerous suppliers, but may be subjectttdlations in price.

Competition and Industry Background

Competition in the manufacture, marketing, and séleys is based primarily on quality, play valaed price. Mattel offers a diver
range of products for children of all ages and feasithat include, among others, toys for infamtd preschoolers, girls’ toys, boys’ toys, youth
electronics, hand-held and other games, puzzlesatidnal toys, media-driven products, and fashélated toys. The Mattel Girls & Boys
Brands US and Fisher-Price Brands US segments demyiih several large toy companies, including BanHasbro, Jakks Pacific, Leap
Frog, Lego, MGA Entertainment, and VTech, many $enaby companies, and several manufacturers afosghmes and consumer electror
American Girl Brands competes with companies thatufacture girls’ toys and with children’s book pishers and retailers. Mattel’s
International segment competes with global toy canigs including Bandai, Hasbro, Lego, Tomy, and M&8#ertainment, and other national
and regional toy companies and manufacturers @ovghmes and consumer electronics. Foreign regiaysnclude competitors that are
strong in a particular toy line or geographicaleataut do not compete with Mattel or other inteiovzl toy companies worldwide.

Competition among the above companies is intemgifdiue to recent trends towards shorter life cyidegdividual toy products, the
phenomenon of children outgrowing toys at younggrsaand an increasing use of high technologyyis. tim addition, a small number of
retailers account for a large portion of all toyesacontrol the shelf space from which toys aesvwd, and have direct contact with parents and
children through in-store purchases, coupons, aimtl gdvertisements. Such retailers can and do ptetmeir own private-label toys, facilitate
the sale of competitors’ toys, and allocate shadice to one type of toys over another.

Seasonality

Mattel's business is highly seasonal, with conssnmeaking a large percentage of all toy purchasesglthe traditional holiday season.
A significant portion of Mattel’'s customers’ purciiag occurs in the third and fourth quarters of telat fiscal year in anticipation of such
holiday buying. These seasonal purchasing pat@rdgequisite production lead times cause risk &bt®ff's business associated with the
underproduction of popular toys and the overpradaadf toys that do not match consumer demand.iRetaare also attempting to manage
their inventories more tightly in recent years,uieing Mattel to ship products closer to the tirhe tetailers expect to sell the products to
consumers. These factors increase the risk thaeMaty not be able to meet demand for certainymtsdat peak demand times, or that
Mattel's own inventory levels may be adversely irtpd by the need to pre-build products before ardes placed. Additionally, as retailers
manage their inventories, Mattel experiences cgtbedering patterns for products and product lithes may cause its sales to vary
significantly from period to period.

In anticipation of retail sales in the traditiotmaliday season, Mattel significantly increasegitsduction in advance of the peak selling
period, resulting in a corresponding build-up ofaéntory levels in the first three
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guarters of its fiscal year. Seasonal shippinggpastresult in significant peaks in the third aodrth quarters in the respective levels of
inventories and accounts receivable, which resweiasonal working capital financing requiremefiee “Seasonal Financing.”

Product Design and Development

Through its product design and development grougittéliregularly refreshes, redesigns, and extexidsirgy toy product lines an
develops innovative new toy product lines for aljments. Mattel believes its success is dependeits ability to continue this activity
effectively. See Item 1A “Risk Factors—Factors Thiaty Affect Future Results.” Product design andedepment activities are principally
conducted by a group of professional designerseaigtheers employed by Mattel. During 2008, 2004, 2006, Mattel incurred expenses of
$190.2 million, $189.4 million, and $173.5 milliorespectively, in connection with the design andetigpment of products, exclusive of
royalty payments. See Item 8 “Financial Statemants Supplementary Data—Note 14 to the Consolidateaincial Statements—
Supplemental Financial Information.”

Additionally, independent toy designers and devetsfbring concepts and products to Mattel and anemlly paid a royalty on the net
selling price of products licensed to Mattel. Theskependent toy designers may also create diffgnexaucts for other toy companies.

Advertising and Marketing

Mattel supports its product lines with extensiveextising and consumer promotions. Advertising sakace at varying levels throught
the year and peaks during the traditional holidzgssen. Advertising includes television and radimeeercials, and magazine, newspaper, and
internet advertisements. Promotions include inestbisplays, sweepstakes, merchandising materiadsiajor events focusing on products and
tie-ins with various consumer products companies.

During 2008, 2007, and 2006, Mattel incurred expsraf $719.2 million (12.2% of net sales), $708iion (11.9% of net sales), and
$651.0 million (11.5% of net sales), respectivédy,advertising and promotion.

Sales

Mattel's products are sold throughout the world. Prodwdtsin the Domestic segment are sold directly taiters, including discount a
free-standing toy stores, chain stores, departstengs, other retail outlets, and, to a limitedeaktwholesalers by Mattel Girls & Boys Brands
US and Fisher-Price Brands US. Mattel also opersgesral small retail outlets, generally near dtsatorporate headquarters and distribution
centers as a service to its employees and as bt fautits products. American Girl Brands produate sold directly to consumers and its
children’s publications are also sold to certai@iters. Mattel has seven retail stores, AmericahBace®in Chicago, Illinois, New York,

New York, and Los Angeles, California, and Americainl Boutique and Bistr® in Atlanta, Georgia, Dallas, Texas, Natick, Massesgtts, an
Bloomington, Minnesota, each of which featuresdreih’s products from the American Girl Brands segin&he American Girl Boutique and
Bistro®in Natick, Massachusetts and Bloomington, Minnespi@ned in the fourth quarter of 2008. Americari Biands also has a retail
outlet in Oshkosh, Wisconsin that serves as arbidt its products. Products within the Internaibsegment are sold directly to retailers and
wholesalers in most European, Latin American, as@/A countries, and in Australia, Canada, and Nealahd, and through agents and
distributors in those countries where Mattel haslinect presence. Mattel also has retail outletsaitin America and Europe that serve as
outlets for its products. Additionally, Mattel seltertain of its products online through its wehsit

During 2008, Mattel’s three largest customers (\Makt at $1.1 billion, Toys “R” Us at $0.7 billiomnd Target at $0.5 billion) accounted
for approximately 38% of worldwide consolidated sales in the aggregate. Within countries in therirational segment, there is also a
concentration of sales to certain large custonteat t
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do not operate in the US. The customers and theedag concentration vary depending upon the regramation. See Item 1A “Risk Factors—
Factors That May Affect Future Results” and IteffFBancial Statements and Supplementary Data—NB8t® the Consolidated Financial
Statements—Segment Information.”

Licenses and Distribution Agreements

Mattel has license agreements with third partias prermit Mattel to utilize the trademark, charegter inventions of the licensor in
products that Mattel sells. A number of these lggnrelate to product lines that are significarNl&itel’s business and operations.

Mattel has entered into agreements to licensetairierent properties from, among others, Disney pniges, Inc. (including Disney
characters such as Disney Princesses, CARSI Toy Story from Pixar, High School Musi¢a] Winnie the Pooli', and all Disney films and
television properties for use in Mattel's gamespdém International, Inc. relating to its Nickelaeproperties (including Dora the Explofer
Go-Diego-Go!®, and SpongeBob SquarePahjsWarner Bros. Consumer Products (including BatfhaBupermar?, Justice Leagu®, and
Speed Racet), and Sesame Workshop (relating to its SesametStpeoperties including EImo).

Royalty expense during 2008, 2007, and 2006 wag.824#illion, $243.3 million, and $261.2 million,geectively. See “Product Design
and Development” and Item 8 “Financial Statements &upplementary Data—Note 12 to the Consolidatedrfeial Statements—
Commitments and Contingencies.”

Mattel also licenses a number of its trademarkaradters, and other property rights to others $erin connection with the sale of non-
toy products that do not compete with Mattel's protd. Mattel distributes some third-party finistprdducts that are independently designed
and manufactured.

Trademarks, Copyrights and Patents

Most of Matte’s products are sold under trademarks, trade nands;opyrights, and a number of those productgueate patente
devices or designs. Trade names and trademarlsigaiéicant assets of Mattel in that they provideduct recognition and acceptance
worldwide.

Mattel customarily seeks patent, trademark, or dghy protection covering its products, and it ovanhas applications pending for US
and foreign patents covering many of its produtesumber of these trademarks and copyrights rétaggoduct lines that are significant to
Mattel’s business and operations. Mattel belietesghts to these properties are adequately peslebut there can be no assurance that its
rights can be successfully asserted in the futumilonot be invalidated, circumvented, or chalieql.

Commitments

In the normal course of business, Mattel enteis dontractual arrangements for future purchasg®oéls and services to ensi
availability and timely delivery, and to obtain apbtect Mattel’s right to create and market cerfioducts. Certain of these commitments
routinely contain provisions for guarantees or mimm expenditures during the term of the contra@tsrent and future commitments for
guaranteed payments reflect Mattel's focus on edipgnits product lines through alliances with besises in other industries.

As of December 31, 2008, Mattel had approximat@9&million of outstanding commitments for purcheeéinventory, other assets,
and services in fiscal year 2009. Licensing andlamagreements with terms extending through 20i8k@eyond contain provisions for future
guaranteed minimum payments aggregating approxiynd2d4 million. See Item 7 “Management’s Discussimd Analysis of Financial
Condition and Results of Operations—Commitmentsf kem 8 “Financial Statements and Supplementata-B&Note 12 to the Consolidated
Financial Statements—Commitments and Contingericies.
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Backlog

Mattel ships products in accordance with deliveryesiules specified by its customers, which usuallyiest delivery within thre
months. In the toy industry, orders are subjecatacellation or change at any time prior to shipmknrecent years, a trend toward justime
inventory practices in the toy industry has reslitefewer advance orders and therefore less bgaKlorders. Mattel believes that the amount
of backlog orders at any given time may not acealydhdicate future sales.

Financial Instruments

Currency exchange rate fluctuations may impact &'s results of operations and cash flows. Mattel séeknitigate its exposure
market risk by monitoring its foreign currency tsaetion exposure for the year and partially hedgingh exposure using foreign currency
forward exchange contracts primarily to hedge itiscpase and sale of inventory, and other intercoiypansactions denominated in foreign
currencies. These contracts generally have matdaitys of up to 18 months. In addition, Mattel nggaseits exposure to currency exchange
fluctuations through the selection of currenciesdufr international borrowings. Mattel does nade in financial instruments for speculative
purposes.

For additional information regarding foreign curtgrcontracts, see “International Segment” abowmI7A “Quantitative and Qualitatiy
Disclosures About Market Risk” and Item 8 “Finan@&@satements and Supplementary Data—Note 11 t€tdmsolidated Financial
Statements—Financial Instruments.”

Seasonal Financing

See Item 8 “Financial Statements and Supplemeitatg—Note 8 to the Consolidated Financial Statemefeasonal Financing and
Debt.”

Government Regulations and Environmental Quality

Mattel's toy products sold in the US are subjedhi® provisions of the Consumer Product Safety thet,Federal Hazardous Substances
Act, and the Consumer Product Safety ImprovementoA2008, and may also be subject to the requintsnaf the Flammable Fabrics Act or
the Food, Drug, and Cosmetics Act, and the regaiatpromulgated pursuant to such statutes. Thasdest ban from the market consumer
products that fail to comply with applicable protisafety regulations. The Consumer Product Safetpi@ission (“CPSC”) may require the
recall, repurchase, replacement, or repair of aich ®anned products or products that otherwisdegaubstantial risk of injury and may seek
penalties for regulatory noncompliance under certaicumstances. Similar laws exist in some statekin many international markets.

Mattel maintains a quality control program to hefsure compliance with various US federal, statd,applicable foreign product safety
requirements. Nonetheless, Mattel has experieraetimay in the future experience, issues in pradinett result in recalls, withdrawals, or
replacements of products. A product recall couldetammaterial adverse effect on Mattel's resultspdrations and financial condition,
depending on the product affected by the recallthadextent of the recall efforts required. A prodecall could also negatively affect Mattel’
reputation and the sales of other Mattel produ#t® Item 1A “Risk Factors—Factors That May Affeatufe Results” and Item 8 “Financial
Statements and Supplementary Data—Note 5 to thedlidated Financial Statements—Product Recallsveitddrawals.”

Mattel's advertising is subject to the Federal Br&bmmission Act, The Children’s Television Actl®90, the rules and regulations
promulgated by the Federal Trade Commission, aadrdderal Communications Commission, as well as #veertain countries that regulate
advertising and advertising to children. In additiMattel’s websites that are directed towardsdehit are subject to The Children’s Online
Privacy Protection Act of 1998. Mattel is subjext/airious other federal, state, and local lawsragdlations applicable to its business. Mattel
believes that it is in substantial compliance wftese laws and regulations.
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Mattel's operations are from time to time the sabjf investigations, conferences, discussions,regbtiations with various federal,
state and local environmental agencies within andide the United States with respect to the digghar cleanup of hazardous waste and
compliance by those operations with environmertakl and regulations.

Employees

The total number of persons employed by Mattelitsdubsidiaries at any one time varies becausieeceasonal nature of its
manufacturing operations. At December 31, 2008 t&llattotal number of employees was approximat&Qo.
Executive Officers of the Registrant

The current executive officers of Mattel, all of evh are appointed annually by and serve at the pleas the Board of Directors, are as
follows:

Executive

Officer
Name Age Position Since
Robert A. Ecker 54 Chairman of the Board and Chief Executive Offi 200c
Ellen L. Brothers 53 Executive Vice President of Mattel and President, 200:

American Girl

Thomas A. Debrowsk 58 Executive Vice President, Worldwide Operati 200(
Kevin M. Farr 51 Chief Financial Office 199¢
Neil B. Friedmar 61 President, Mattel Branc 199¢
Alan Kaye 55 Senior Vice President, Human Resour 200(
Geoff Massingber: 51  Senior Vice President, Corporate Responsib 2007
Robert Normile 49 Senior Vice President, General Counsel and Segr 199¢
Bryan Stocktor 55 President, Internation. 200(
Dianne Dougla: 52  Senior Vice President, Investor Relations and Tuesa: 200¢
H. Scott Tophan 48 Senior Vice President and Corporate Contr¢ 200¢

Mr. Eckert has been Chairman of the Board and Chief Exec@ffieer since May 2000. He was formerly Presiderd &hief Executiv
Officer of Kraft Foods, Inc., the largest packadgeod company in North America, from October 1997iluay 2000. From 1995 to 1997,
Mr. Eckert was Group Vice President of Kraft Fodas, From 1993 to 1995, Mr. Eckert was Presiddéithe Oscar Mayer foods division of
Kraft Foods, Inc. Mr. Eckert worked for Kraft Fogdsc. for 23 years prior to joining Mattel.

Ms. Brothers has been Executive Vice President of Mattel angdiBeat, American Girl since July 2000. From Novem®@98 to July
2000, she was Senior Vice President of Operatielesisant Company (which merged with and into MatteDecember 31, 2003, followed
immediately on January 1, 2004, by an asset tratsfdattel’'s subsidiary American Girl). From Janpa997 to November 1998, she was
Vice President of the Catalogue Division, Pleagzohpany. She joined Pleasant Company in 1995, fwiits acquisition by Mattel in July
1998, as Vice President of Catalogue Marketing.

Mr. Debrowski has been Executive Vice President, Worldwide Opmratsince November 2000. From February 1992 tiailember
2000, he was Senior Vice President-Operations aticeator of The Pillsbury
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Company. From September 1991 until February 1982yds Vice President of Operations for the BakeddSdivision of The Pillsbury
Company. Prior to that, he served as Vice PresidedtDirector of Grocery Operations for Kraft U.S.A

Mr. Farr has been Chief Financial Officer since Februaryl2@G0om September 1996 to February 2000, he waigiSéice President
and Corporate Controller. From June 1993 to Septerh®96, he served as Vice President, Tax. Pritrah he served as Senior Director, Tax
from August 1992 to June 1993.

Mr. Friedman has been President, Mattel Brands (which includagéiGirls & Boys Brands US and Fisher-Price Bsahkb) since
October 2005. From March 1999 to October 2005, &g Rresident, Fisher-Price Brands. From August 1®8%arch 1999, he was President,
Tyco Preschool. For more than five years priohtat time, he was President of MCA/Universal Merdtisimg, Senior Vice President-Sales,
Marketing and Design of Just Toys, Vice Presidewt @eneral Manager of Baby Care for Gerber Prod&stscutive Vice President and Chief
Operating Officer of Lionel Leisure, Inc., and Rdesnt of Aviva/Hasbro.

Mr. Kaye has been Senior Vice President, Human Resources 3ity 1997. From June 1996 to June 1997 he vessdent, Texas
Division of Kaufman and Broad Homes, a home bugdiompany. From June 1991 to June 1996, he ses/8drdor Vice President, Human
Resources for Kaufman and Broad Homes. Prior t lieaworked for two years with the Hay Group, enpensation consulting firm and for
years with IBM in various human resources positit

Mr. Massingberd has been Senior Vice President, Corporate Resplitysiiince September 2007. From February 1998 ugust 2007,
he served as Senior Vice President and General géarmd Mattel's International divisions in Canadaistralia, New Zealand, Asia, and Latin
America and from August 1997 to February 1998, ke Wice President, Sales for Mattel Canada. Poigmihing Mattel, Mr. Massingberd
spent 18 years with Nestle S.A. and served in uarioles, including Vice President, Sales and loéatestle Canada’s Confectionery division.

Mr. Normile has been Senior Vice President, General Counsebaacttary since March 1999. He served as Vicad@mts Associate
General Counsel and Secretary from August 1994dacM1999. From June 1992 to August 1994, he sexsekssistant General Counsel.
Prior to that, he was associated with the law fiohsatham & Watkins LLP and Sullivan & Cromwell EL

Mr. Stockton has been President, International since Novemh@r.28e served as Executive Vice President, Intemnak from February
2003 to November 2007. He served as Executive Riesident, Business Planning and Development fromeMber 2000 until February
2003. From April 1998 until November 2000, he wassitlent and Chief Executive Officer of Basic Vetpd¢ Products, the largest
manufacturer of vegetable ingredients in the wdFlgh. more than 20 years prior to that, he was eyggldy Kraft Foods, Inc., the largest
packaged food company in North America, and wasiéeat of Kraft North American Food Service fromglst 1996 to March 1998.

Ms. Douglashas been Senior Vice President, Investor RelatosTreasurer since September 2008. She serveshaw Sice President
and Chief Information Officer from July 2005 to $&mber 2008. From November 2003 until July 2008, s#rved as Senior Vice President of
External Affairs, which included oversight of IntesRelations, Corporate Communications, Consungatidons, Government Affairs, and
Philanthropy. Prior to that, she served from Ma2601 to October 2003 as Vice President, Investtat®as. Prior to joining Mattel,

Ms. Douglas spent 17 years with Associates Firgit@aCorporation, most recently as Senior Vicesitent, Investor Relations.

Mr. Topham has been Senior Vice President and Corporate Qlamtsince September 2005. He served as SeniorRfiesident and
Treasurer from March 2005 to August 2005 and ag WYiesident and Treasurer from March 2004 to Maegb. Prior to that, he served as
Vice President and Assistant Controller from Map2@o
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March 2004. From August 2000 to May 2001, he senge¥ice President and Treasurer of Premier PeaMignagement, Inc. From June 1999
to August 2000, he served as Division Vice PregidéDataworks, Inc., a specialized publishing camp Prior to that, he spent eight years
with Total Petroleum (North America) Ltd., mosteatly as Vice President of Human Resources.

Available Information

Mattel files its Annual Report on Form 10-K, QualyeReports on Form 10-Q, Current Reports on Forky 8roxy Statements and
amendments to those reports filed or furnishedyamsto Section 13(a) or 15(d) of the Securitiestaxge Act of 1934 (the “Exchange Act”)
with the SEC. The public may read and copy any ris$ethat Mattel files with the SEC at the SECishkc Reference Room at 100 F Street,
NE, Washington, DC 20549. The public may obtaiinfation on the operation of the Public ReferenoeR by calling the SEC a-800-
SEC-0330. The SEC maintains an Internet websitecthvatains reports, proxy and other informationarelgng issuers that file electronically
with the SEC at http://www.sec.gov

Mattel's Internet website address is http://www tslatom. Mattel makes available on its Internet websitee fof charge, its Annual
Report on Form 10-K, Quarterly Reports on Form 1@Qrrent Reports on Form 8-K, Proxy Statementseanendments to those reports filed
or furnished pursuant to Section 13(a) or 15(dhefExchange Act as soon as reasonably practieftielesuch materials are electronically fi
with, or furnished to, the SEC.

Iltem 1A. Risk Factors.

Factors That May Affect Future Results
(Cautionary Statement Under the Private Securitied itigation Reform Act of 1995)

Mattel is including this Cautionary Statement tokeapplicable and take advantage of the safe harooisions of the Private Securities
Litigation Reform Act of 1995 (the “Act”) for forwa-looking statements. This Annual Report on Fofi¥Klincludes forward-looking
statements within the meaning of the Act. Forwamking statements can be identified by the fadt ey do not relate strictly to historical or
current facts. They often include words such a$iébes,” “expects,” “anticipates,” “estimates,” tends,” “plans,” “seeks” or words of similar
meaning, or future or conditional verbs, such a#l,"wWshould,” “could,” “may,” “aims,” “intends,” or “projects.” A forward-looking statement
is neither a prediction nor a guarantee of futwenés or circumstances, and those future everds@mestances may not occur. Investors
should not place undue reliance on the forwardilogpktatements, which speak only as of the datkisfForm 10-K. These forward-looking
statements are all based on currently availableatipg, financial, economic and competitive infotioa and are subject to various risks and
uncertainties. The Company’s actual future resari trends may differ materially depending on aetarof factors, including, but not limited
to, the risks and uncertainties discussed below.

If the current global economic conditions and finagial crisis continue to deteriorate, Mattel's busiress and financial results may
continue to be adversely affected.

The recent global economic conditions and finanoigis adversely impacted Mar's business and financial results in 2008. M:
designs, manufactures, and markets a wide varfatyygroducts worldwide through sales to custonzerd directly to consumers. Our
performance is impacted by the level of discretigrensumer spending, which has deteriorated sharghe United States and in many
countries around the world in which Mattel doesihess. Consumers’ discretionary purchases of togymts may be impacted by job losses,
foreclosures, bankruptcies, reduced access totcsigtificantly falling home prices, lower consuneenfidence and other macroeconomic
factors that affect consumer spending behaviarutfcustomers encounter liquidity problems due ¢akwetail sales or their inability to raise
sufficient capital due to credit constraints, weymat be able to collect the accounts receivaldmfthe affected customers. Finally, many of
the effects and
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consequences of the current global economic @arsisiot yet known; any one or all of them couldeptilly have a material adverse effect on
Mattel’s liquidity and capital resources, includimgreasing our cost of capital or our ability &gse additional capital if needed, or otherwise
negatively impact Mattel's business and finanogsiults.

If Mattel does not successfully identify or satisficonsumer preferences, its results of operations mde adversely affected.

Mattel’s business and operating results depenahargpon the appeal of its toy products. Consumefepences, particularly among end
users of Mattel's products—children—are continupgblanging. Significant, sudden shifts in demarm@aaused by “hit” toys and trends, which
are often unpredictable. Mattel offers a diversgyeaof products for children of all ages and fassilihat includes, among others, toys for
infants and preschoolers, girls’ toys, boys’ toya th electronics, hand-held and other games, pazeducational toys, media-driven products,
and fashion-related toys. Mattel competes domdhtiaad internationally with a wide range of larged small manufacturers, marketers and
sellers of toys, video games, consumer electramadsother play products, as well as retailers, whieans that Mattel’s market position is
always at risk. Mattel's ability to maintain itsreent product sales, and increase its product selestablish product sales with new, innovative
toys, will depend on Mattel’s ability to satisfyayl preferences, enhance existing products, dewldpntroduce new products, and achieve
market acceptance of these products. Competitioadoess to entertainment properties could lessenhility to secure, maintain, and renew
popular licenses to entertainment products or requs to pay licensors higher royalties and high@imum guaranteed payments in order to
obtain or retain these licenses. Competition igrieifying due to recent trends towards shorterchfees for individual toy products, the
phenomenon of children outgrowing toys at younggrsaand an increasing use of more sophisticatéahddogy in toys. If Mattel does not
successfully meet the challenges outlined abowetimely and cost-effective manner, demand fopiitglucts could decrease, and Mattel's
revenues, profitability and results of operatioreyrbe adversely affected.

Inaccurately anticipating changes and trends in poplar culture, media and movies, fashion, or technolgy can negatively affect Mattels
sales.

Successful movies and characters in chil's literature affect play preferences, and many t®pend on mec-based intellectu:
property licenses. Medibased licenses can cause a line of toys to gairetiiate success among children, parents, or familienids in medi:
movies, and children’s characters change swiftly @antribute to the transience and uncertaintylay preferences. In addition, certain
developments in the entertainment industry, inclgdabor strikes, could cause delay or interruptiothe release of new movies and television
programs and could adversely affect the sales dfélisitoys based on such movies and television progrstael responds to such trends
developments by modifying, refreshing, extending] axpanding its product offerings on an annuaisb#sMattel does not accurately
anticipate trends in popular culture, movies, mgf@ishion, or technology, its products may not beeated by children, parents, or families
Mattel's revenues, profitability, and results ofogtions may be adversely affected.

Mattel’ s business is highly seasonal and its operating et depend, in large part, on sales during the ralkively brief traditional holiday
season.

Mattel's business is subject to risks associatet thie underproduction of popular toys and the pragtuction of toys that do not match
consumer demand. Sales of toy products at remihighly seasonal, with a majority of retail sadesurring during the period from September
through December. As a result, Mattel’s operatieguits depend, in large part, on sales duringdlagively brief traditional holiday season.
Retailers attempt to manage their inventories lyghithich requires Mattel to ship products closettte time the retailers expect to sell the
products to consumers. This in turn results in teldead times for production. Management beligtias the increase in “last minute” shopping
during the holiday season and the popularity dfa@ifds (which often shift purchases to after thiéday season) may negatively impact
customer re-orders during the holiday season. $tupgisruptions limiting the availability of shifgs containers in Asia during
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peak demand times may affect Mattel’s ability téiwse its products in time to meet retailer demahiese factors may decrease sales or
increase the risks that Mattel may not be ableg¢etrdemand for certain products at peak demand timthat Mattel’'s own inventory levels
may be adversely impacted by the need to pre-ipndducts before orders are placed.

Mattel has significant customer concentration, sohat economic difficulties or changes in the purchasg policies or patterns of its major
customers could have a significant impact on Matt&d business and operating results.

A small number of customers account for a largeesb&Mattel’s net sales. In 2008, Mattel's thraggkst customers, Wal-Mart, Toys
“R” Us and Target, in the aggregate, accountedpmroximately 38% of net sales, and its ten largestomers, in the aggregate, accounted for
approximately 47% of net sales. The concentratialattel’'s business with a relatively small numioéicustomers may expose Mattel to a
material adverse effect if one or more of Mattédigie customers were to significantly reduce pusebdor any reason, favor competitors or
new entrants, or increase their direct competititth Mattel by expanding their private-label busiseCustomers make no binding long-term
commitments to Mattel regarding purchase volumekrake all purchases by delivering one-time puretwaders. Any customer could reduce
its overall purchases of Mattel's products, redilneenumber and variety of Mattel’'s products thagitries and the shelf space allotted for
Mattel’s products, or otherwise seek to materialgnge the terms of the business relationshipyatika®. Any such change could significantly
harm Mattel's business and operating results.

Significant increases in the price of commoditiegransportation or labor, if not offset by declinesin other input costs, or a reduction or
interruption in the delivery of raw materials, components and finished products from Mattel's vendorsould negatively impact Mattel's
financial results.

Cost increases, whether resulting from rising cobtaaterials, compliance with existing or futuegulatory requirements, transportati
services and labor could impact the profit margewized by Mattel on the sale of its products. &ese of market conditions, timing of pricing
decisions, and other factors, there can be noasserthat Mattel will be able to offset any of #h@screased costs by adjusting the prices of its
products. Increases in prices of Mattel's prodgotsid result in lower sales. Mattel's ability to eie€ustomer demand depends, in part, on its
ability to obtain timely and adequate delivery ddterials, parts and components from its suppliedsiaternal manufacturing capacity. Mattel
has experienced shortages in the past, includiogagies of raw materials and components. Althougltéllworks closely with suppliers to
avoid these types of shortages, there can be nozaes that Mattel will not encounter these proldémthe future. A reduction or interruption
in supplies or in the delivery of finished prodyatdether resulting from more stringent regulat@guirements, suppliers, disruptions in
transportation, port delays, labor strikes, lockpot otherwise, or a significant increase in thegof one or more supplies, such as fuel or
resin (which is an oil-based product), could negdyi impact Mattel's financial results.

Significant changes in currency exchange rates ohé ability to transfer capital across borders coulchave a material adverse effect on
Mattel's business and results of operations.

Mattel's net investment in its foreign subsidiaries amdésults of operations and cash flows are subjezitanges in currency exchar
rates and regulations. Mattel seeks to mitigateetposure of its results of operations to fluctadiin currency exchange rates by partially
hedging this exposure using foreign currency fodaetchange contracts. These contracts are primesédg to hedge Mattel's purchase and
sale of inventory, and other intercompany transastdenominated in foreign currencies. Governmetimramay restrict Mattel’s ability to
transfer capital across borders and may also impadiuctuation of currencies in the countries vehklattel conducts business or has invested
capital. Significant changes in currency excharages; reductions in Mattel’s ability to transfex éapital across borders, and changes in
government-fixed currency exchange rates, inclutliegChinese yuan and Venezuelan bolivar fuertelddeave a material adverse effect on
Mattel's business and results of operations.
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Failure to successfully implement new initiatives @auld have a material adverse effect on Mattel's busess, financial condition and
results of operations.

Mattel has announced, and in the future may anrguntitiatives to reduce its costs, increase fifigiehcy, improve the execution of its
core business, globalize and extend Mattel's bracatsh new trends, create new brands, and offeimeovative products, enhance product
safety, develop people, improve productivity, siifiygbrocesses, maintain customer service levelsyelsas new initiatives designed to drive
sales growth, capitalize on Mattel's scale advamtagd improve its supply chain. These initiativemIve investment of capital and complex
decision-making as well as extensive and intenskeeution, and the success of these initiativestisssured. Failure to successfully
implement any of these initiatives, or the failofeany of these initiatives to produce the resattscipated by management, could have a
material adverse effect on Mattel's business, fangrcondition, and results of operations.

Increases in interest rates, reduction of Mattel'sredit ratings, contraction of credit availability or the inability of Mattel to meet the
debt covenant requirements in its credit facilitiescould negatively impact Mattel’s ability to condud its operations.

Increases in interest rates, both domesticallyiatgdnationally, could negatively affect Mattel'sst of financing both its operations and
investments. Any reduction in Mattel’s credit rgincould increase the cost of obtaining financMattel may be hindered from obtaining, or
incur additional costs to obtain, additional creditight of the current tight credit market envirnent. Mattel's domestic credit facility expires
on March 23, 2010, and market conditions couldcaffiee size as well as certain terms of the rejptece facility. Additionally, Mattel’s ability
to issue long-term debt and obtain seasonal fimgnobuld be adversely affected by factors suchagen conditions and an inability to meet
its debt covenant requirements, which include nadimig certain financial ratios. Mattel’s ability tonduct its operations could be negatively
impacted should these or other adverse conditifiestats primary sources of liquidity.

Liquidity problems or bankruptcy of Mattel's key cu stomers could have a material adverse effect on Mat’s business, financial
condition and results of operations.

Many of Matte’s key customers are m-market retailers. In the past, the m-market retail channel in the US has experier
significant shifts in market share among competitoausing some large retailers to experiencedityuproblems. Certain of Mattel's
customers filed for bankruptcy in 2008 and the méggobal economic crisis has adversely affectedfitiancial condition of most retailers.
Mattel’s sales to customers are typically maderewdlic without collateral. There is a risk that @mers will not pay, or that payment may be
delayed, because of bankruptcy, contraction ofitesgilability to such customers or other factbeyond the control of Mattel, which could
increase Mattel's exposure to losses from bad débteddition, if these or other customers weredase doing business as a result of
bankruptcy or significantly reduce the number ofs$ operated, it could have a material adversetedih Mattel's business, financial
condition, and results of operations.

If Mattel is not able to adequately protect its prrietary intellectual property and information, its results of operations could be
adversely affected.

The value of Mattel’s business depends on itstghii protect its intellectual property and infortioa, including its trademarks, trade
names, copyrights, patents and trade secretsgit$hand around the world, as well as its custoeraployee, and consumer data. If Mattel
fails to protect its proprietary intellectual propgeand information, including any successful chafje to Mattel's ownership of its intellectual
property or material infringements of its intelleat property, could have a material adverse effad¥lattel’s business, financial condition, and
results of operations.
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Unfavorable resolution of pending and future litigation matters, and disputes, including those arisingrom recalls, withdrawals, or
replacements of Mattel products, could have a matéil adverse effect on Mattel’s financial condition.

Mattel is involved in a number of litigation andytdatory matters, including those arising from tlscavithdrawals, or replacements of
Mattel products. An unfavorable resolution of thpsading matters could have a material adverseteffe Mattel’s financial condition and its
operations. Regardless of its outcome, litigatiGymesult in substantial costs and expenses, gnifisantly divert the attention of
management. There can be no assurance that Mdttbevable to prevail in, or achieve a favorabdtlement of, pending matters. In addition
to the pending matters, future litigation, govermingroceedings, labor disputes, or environmentdterscould lead to increased costs or
interruption of Mattel’s normal business operations

Product recalls, product liability claims, absencer cost of insurance, and associated costs couldvdit resources, reduce sales and
increase costs and could have a material adversdeaaft on Mattel’s financial condition.

Mattel is subject to regulation by the US Consumerduct Safety Commission and regulatory autharitie¢he states of the United Ste
and in other countries. Its products could be siliferecalls and other actions by these autheridattel has experienced, and may in the
future experience, issues in products that resukcalls, withdrawals, or replacements of prodUgtthanced testing implemented by Matte|
well as increased scrutiny by retailers, consuraad,other parties, may reveal issues in Mattedyets that may lead to regulatory actions by
these authorities. Individuals have asserted claamd may in the future assert claims, that thexelsustained injuries from Mattel’s products,
and Mattel is and may be subject to lawsuits netptd these claims. There is a risk that thesenglair liabilities may exceed, or fall outside of
the scope of, Mattel's insurance coverage. Moredvattel may be unable to obtain adequate liabifisurance in the future. Any of the issues
mentioned above could result in damage to Mattelsitation, diversion of development and managemesaturces, and reduced sales and
increased costs, any of which could harm Mattelisihess.

Product recalls could materially and adversely affet Mattel by increasing costs in excess of curremstimates.

Mattel has recorded, and in the future may reatindrges and incremental costs relating to recaitedrawals, or replacements of Mat
products, based on its most recent estimates aifeeinventory returns, consumer product replaggrnoests, associated legal and professional
fees, and costs associated with advertising andnéstnation of product recalls. Because these cliraed expected future charges are based or
estimates, they may increase as a result of nuradaators, many of which are beyond Mattel's cdnireluding the amount of products that
may be returned by consumers and retailers; theoruand type of legal, regulatory, or legislativeqeedings relating to product recalls,
withdrawals, or replacements, or product safethéUnited States and elsewhere that may involviédijand regulatory or judicial orders or
decrees in the United States and elsewhere thategayre Mattel to take certain actions in conractivith product recalls and/or impose
monetary penalties; and the resolution of clains®eisited with recalls, withdrawals or replaceméri¥lattel products.

Product recalls may harm Mattel’s reputation and aceptance of Mattel's products by consumers, licenspand Mattel's retailer
customers, which may materially and adversely affédts business operations, decrease sales and ingse costs. Recalls may also
increase competitive pressures from other toy manatturers.

Product recalls, withdrawals, or replacements hiasalted in coverage critical of Mattel in the resd media. While Mattel believes
that it has acted responsibly and in the interessaifety, product recalls, withdrawals, or replaeats may harm Mattel’s reputation and the
acceptance of its products by consumers, licenaarsretailers. Mattel’s ability to enter into liceng agreements for products on competitive
terms may be adversely affected if licensors belignat products sold by Mattel will be less favdyaieceived in the
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market. Mattel’s retailer customers may be lesfingilto purchase Mattel products or to provide netirig support for those products, such as
shelf space, promotions, and advertising, or hengosed or may impose additional requirements alysbchanges that would adversely af
Mattel’s business operations, decrease salesnanebise costs. Product recalls, withdrawals, dacements may also increase the amount of
competition that Mattel confronts from other marmtfers. Some competitors may attempt to diffeetatihemselves from Mattel by claiming
that their products are produced in a manner ogigghic area that is insulated from the issuesptetteded recalls, withdrawals, or
replacements of Mattel products. To the extent¢batpetitive manufacturers choose not to impleneahianced safety and testing protocols
comparable to those that Mattel has adopted, tbosgetitors could enjoy a cost advantage thatemiélble them to offer products at lower
prices than those charged by Mattel.

Adverse governmental actions, including new legision and regulations, may materially and adverselaffect Mattel.

As a result of product recalls, withdrawals, orlaepments, Mattel has been the subject of govertahactions, inquiries, ar
proceedings in several countries. Mattel has imtliexpenses to respond and has experienced a@¥sts on its business, including
temporary suspension of its ability to import protuinto various countries and to export certamdpcts from China. Product recalls,
withdrawals, or replacements have resulted in emed governmental scrutiny of Mattel products. €ream be no assurance that Mattel will
not be subjected to future governmental actionssanatiny that may lead to fines, penalties, seilets, increased costs or interruptions or
disruptions of its normal business operations. Regry agencies and legislatures in various Un@&tes and foreign jurisdictions have
undertaken reviews of product safety, and havetedaw are considering various proposals for agld#i, more stringent laws and regulations
governing certain children’s products. In particutae United States Congress has enacted the @endroduct Safety Improvement Act of
2008, which imposes significant new requirementshentoy industry and the products Mattel produessyell as enhancing penalties of
noncompliance. Some of the new legal mandates nadgrially decrease Mattel's sales, increase itssamsotherwise have a material adverse
effect on Mattel’s business.

Mattel is subject to various laws and government rgulations, violation of which could subject it to anctions. In addition, changes in
such laws or regulations may lead to increased castchanges in Mattel's effective tax rate, or thenterruption of normal business
operations that would negatively impact Mattel’s fhancial condition and results of operations.

Mattel operates in a highly regulated environmarthe US and international markets. US federalestad local governmental entitis
and foreign governments regulate many aspects tteMabusiness, including its products and theadngtion and exportation of its products.
These regulations may include accounting standgagation requirements (including changes in applie income tax rates, new tax laws and
revised tax law interpretations), trade restricsioregulations regarding financial matters, envinental regulations, advertising directed tow
children, safety, product content, and other adsiiafive and regulatory restrictions. While Matttes all the steps it believes are necessary t
comply with these laws and regulations, there @andassurance that Mattel will be in compliancthanfuture. Failure to comply could result
in monetary liabilities and other sanctions whiclild have a negative impact on Matsdbusiness, financial condition and results of apens

In addition, changes in laws or regulations mayl leaincreased costs, changes in Mattel’s effedtixerate, or the interruption of normal
business operations that would negatively impadiritancial condition and results of operations.
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Mattel's current and future safety procedures may increase costs, materially and adversely affect itelationship with vendors and
make it more difficult for Mattel to produce, purchase and deliver products on a timely basis to meetarket demands. Future
conditions may require Mattel to adopt further changes that may increase its costs and further affeds relationship with vendors.

Mattel's current operating procedures and requiremerdisidimg enhanced testing requirements and standaase imposed addition
costs on both Mattel and the vendors from whigiuithases products. Changes in business conditiabgging those resulting from new
legislative and regulatory requirements, will cafiggher revisions in Mattel’s operating procedua@sl requirements. Changes in Mattel’s
operating procedures and requirements may del&yedglof products and increase costs. Mattel'stifeship with its existing vendors may be
adversely affected as a result of these changdsngilattel more dependent on a smaller numberofiors. Some vendors may choose n
continue to do business with Mattel or not to acocwdate Mattel's needs to the extent that they liawe in the past. In addition, rising
production costs, contraction of credit availapiind labor shortages have caused a substantimhction in the number of toy manufacturers
in China, decreasing the number of potential vemtimmanufacture Mattel's products. Because os#asonal nature of Mattel's business and
the demands of its customers for deliveries wittrskead times, Mattel depends upon the cooperatidts vendors to meet market demand for
its products in a timely manner. There can be sarasnce that existing and future events will nquiee Mattel to adopt additional
requirements and incur additional costs, and implosse requirements and costs on its vendors, whaghadversely affect its relationship v
those vendors and Mattel’s ability to meet marlexhdnd in a timely manner.

Political developments, including trade relationsand the threat or occurrence of war or terrorist adivities could materially impact
Mattel, its personnel and facilities, its customersnd suppliers, retail and financial markets, and gneral economic conditions.

Mattel's business is worldwide in scope, including operetiin 43 countries and territories. The deterioradf the political situation in
country in which Mattel has significant sales oemgions, or the breakdown of trade relations betwee US and a foreign country in which
Mattel has significant manufacturing facilitiesather operations, could adversely affect Mattelisibess, financial condition, and results of
operations. For example, a change in trade statuSHina could result in a substantial increasidéimport duty of toys manufactured in Ct
and imported into the US. In addition, the occuceenf war or hostilities between countries or thadderrorist activities, and the responses to
and results of these activities, could materiaitpact Mattel, its personnel and facilities, itstonsers and suppliers, retail and financial
markets, and general economic conditions.

Disruptions in Mattel's manufacturing operations due to political instability, civil unrest, or disea® could negatively impact Mattel's
business, financial position and results of operains.

Mattel owns, operates and manages manufacturiniifiescand utilizes thir-party manufacturers throughout Asia, primarily ihi@,
Indonesia, Malaysia and Thailand. The risk of jpaditinstability and civil unrest exists in certaifthese countries, which could temporarily or
permanently damage Mattel's manufacturing operatlonated there. In the past, outbreaks of SAR® baen significantly concentrated in
Asia, particularly in Hong Kong, and in the Guangd®rovince of China, where many of Mattel's mawtifising facilities and third-party
manufacturers are located. The design, developarehtanufacture of Mattel’s products could suffer significant number of Mattel's
employees or the employees of its third-party mactufrers or their suppliers contract SARS, aviaroflother communicable diseases, or
otherwise are unable to fulfill their responsiliég. Mattel has developed contingency plans dedigméelp mitigate the impact of disruptions
in its manufacturing operations. Mattel’s businésgncial position, and results of operations ddog negatively impacted by a significant
disruption to its manufacturing operations or sigpl
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Earthquakes or other catastrophic events out of oucontrol may damage Mattel’s facilities or those oits contractors and harm Mattel's
results of operations.

Mattel has significant operations near major eardkg faults, including its corporate headquarteiSduthern California. A catastrophic
event where Mattel has important operations, sgdmneearthquake, tsunami, flood, typhoon, fireggtber natural or manmade disaster, could
disrupt Mattel’s operations or those of its contag and impair production or distribution of itgducts, damage inventory, interrupt critical
functions, or otherwise affect its business negdivharming Mattel's results of operations.

The production and sale of private-label toys by M#el's retail customers may result in lower purchags of Mattel-branded products by
those retail customers.

In recent years, consumer goods companies gengrallyding those in the toy business, have expegd the phenomenon of retalil
customers developing their own private-label prasiticat directly compete with the products of ttiadial manufacturers. Some retail chains
that are customers of Mattel sell private-labektdgsigned, manufactured and branded by the mst#ilemselves. These toys may be sold at
prices lower than comparable toys sold by Mattel mray result in lower purchases of Matte&nded products by these retailers. In some ¢
retailers who sell these private-label toys argdathan Mattel and may have substantially moreues than Mattel.

Mattel’s failure to successfully market or adverti its products could have a material adverse effeon Mattel’s business, financial
condition and results of operations.

Mattel's products are marketed worldwide through a divepsetrum of advertising and promotional progravettel’ s ability to sell
products is dependent in part upon the succeswsétprograms. If Mattel does not successfully etdtk products or if media or other
advertising or promotional costs increase, thesmfa could have a material adverse effect on Matheisiness, financial condition, and results
of operations.

Mattel depends on key personnel and may not be abte hire, retain and integrate sufficient qualified personnel to maintain and expant
its business.

Mattel's future success depends partly on the continuetliibotion of key executives, designers, technisales, marketing
manufacturing, and administrative personnel. Tlss laf services of any of Mattel's key personnell@diarm Mattels business. Recruiting a
retaining skilled personnel is costly and highlyngetitive. If Mattel fails to retain, hire, traiand integrate qualified employees and
contractors, Mattel may not be able to maintain exyghnd its business.

Mattel may engage in acquisitions, mergers or disgsitions, which may affect the profit, revenues, prfit margins, debt-to-capital ratio,
capital expenditures or other aspects of Mattel's bsiness. In addition, Mattel has certain anti-takewer provisions in its by-laws that
may make it more difficult for a third party to acq uire Mattel without its consent, which may adversel affect Mattel's stock price.

Mattel may engage in acquisitions, mergers or digjpms, which may affect the profit, revenues,fipnmargins, debt-to-capital ratio,
capital expenditures, or other aspects of Mattalisiness. There can be no assurance that Mattddendble to identify suitable acquisition
targets or merger partners or that, if identifieayill be able to acquire these targets on acd#ptierms or agree to terms with merger partners.
There can also be no assurance that Mattel wildgeessful in integrating any acquired company iistoverall operations, or that any such
acquired company will operate profitably or willtratherwise adversely impact Mattel's results ofigtions. Further, Mattel cannot be certain
that key talented individuals at these acquiredpamies will continue to work for Mattel after theqaisition or that they will continue to
develop popular and profitable products or serviteaddition, Mattel has certain anti-takeoveryisons in its bylaws that may make it more
difficult for a third party to acquire Mattel witlhits consent, which may adversely affect Mattsttsck price.
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The level of returns on pension plan assets and tlaetuarial assumptions used for valuation purposesould affect our earnings in future
periods. Changes in standards and government reguians could also affect our pension plan expense @funding requirements.

Assumptions used in determining projected benéligations and the fair value of plan assets fargansion plan are evaluated by us in
consultation with outside actuaries. In the evkat tve determine that changes are warranted iagh@mptions used, such as the discount rate
expected long term rate of return, or health casts; our future pension benefit expenses couleg@se or decrease. Due to changing market
conditions or changes in the participant populatibe actuarial assumptions that we use may diffen actual results, which could have a
significant impact on our pension and postretirentiability and related costs. Funding obligatiare determined based on the value of assets
and liabilities on a specific date as required umdkvant government regulations for each plamufeupension funding requirements, and the
timing of funding payments, could be affected hyidéation enacted by the relevant governmentalaitibs.

EE R R I A I O A A

If any of the risks and uncertainties describethencautionary factors listed above actually occMattel’s business, financial condition
and results of operations could be materially atheesely affected. The factors listed above areerbaustive. Other sections of this Annual
Report on Form 10-K include additional factors tbatild materially and adversely impact Mattel'sibass, financial condition and results of
operations. Moreover, Mattel operates in a very petitive and rapidly changing environment. New dastemerge from time to time, and it is
not possible for management to predict the imphatl@f these factors on Mattel’s business, firiahcondition or results of operations, or the
extent to which any factor, or combination of fastanay cause actual results to differ materialyrf those contained in any forward-looking
statements. Given these risks and uncertaintiessiors should not rely on forward-looking stateteexs a prediction of actual results. Any or
all of the forward-looking statements containedhiis Annual Report on Form 10-K and any other pubtatement made by Mattel or its
representatives may turn out to be wrong. Mattptessly disclaims any obligation to update or reany forward-looking statements, whether
as a result of new developments or otherwise.

Iltem 1B. Unresolved Staff Comments
None.
ltem 2. Properties.

Mattel owns its corporate headquarters in El Segu@dlifornia, consisting of approximately 335,0¢fuare feet, and an adjacent office
building consisting of approximately 55,000 squiget. Mattel also leases buildings in El Segundusigiing of approximately 327,000 square
feet. All segments use these facilities. MattelshEr-Price® subsidiary owns its headquarters facilities in Pasbra, New York, consisting of
approximately 535,000 square feet, which is usethbyFisher-Price Brands US segment and for cotpa@pport functions. American Girl
Brands owns its headquarters facilities in Middhetd/isconsin, consisting of approximately 180,0§0ase feet, a warehouse in Middleton,
consisting of approximately 215,000 square fedd, distribution facilities in Middleton, DeForestdVilmot, Wisconsin, consisting of a total
of approximately 948,000 square feet, all of whach used by the American Girl Brands segment.

Mattel maintains leased sales offices in Califarilanois, Minnesota, New York, and Arkansas, dedsed warehouse and distribution
facilities in California, New Jersey, and Texas$ofiwhich are used by the Domestic segment. Matisl leased retail and related office space
in Chicago, lllinois, New York, New York, and Lomgeles, California for its American Girl Plagstores, Dallas, Texas, Atlanta, Georgia,
Natick, Massachusetts, and Bloomington, Minnesotat§ American Girl Boutique and Bist® and leased retail space in Oshkosh, Wisconsin,
which are used by the American Girl Brands segnam,Pomona, California, which is used by Matteigls. Mattel also has leased office
space in Florida, which is used by the Internaticegment,
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and Massachusetts and Texas, which are used bgd&@dimes Limited (“Radica”). Mattel leases a coraptdcility in Phoenix, Arizona used
by all segments. Internationally, Mattel has offi@ad/or warehouse space in Argentina, Australistia, Belgium, Bermuda, Brazil, Canada,
Chile, China, Colombia, Costa Rica, Czech Republenmark, Finland, France, Germany, Greece, Honggkblungary, India, Italy, Japan,
Macau, Malaysia, Mexico, the Netherlands, New Zedl&Norway, Peru, Poland, Portugal, Puerto Ricatlfs&orea, Spain, Switzerland,
Taiwan, Thailand, Turkey, the United Kingdom, anen€zuela, which are leased (with the exceptiorffafeospace in Chile, certain warehoi
space in France, and office and warehouse spaderig Kong that is owned by Mattel) and used byliiternational segment. Mattel also has
leased retail and related office space in Chinatélla principal manufacturing facilities are loedtin China, Indonesia, Thailand, Malaysia,
and Mexico. See Item 1 “Business—Manufacturing lsladerials.”

For leases that are scheduled to expire duringéketwelve months, Mattel may negotiate new leggeements, renew existing lease
agreements, or utilize alternate facilities. Seenl8 “Financial Statements and Supplementary Datate-li2 to the Consolidated Financial
Statements—Commitments and Contingencies.” Matkébes that its owned and leased facilities, inegel, are suitable and adequate for its
present and currently foreseeable needs.
ltem 3. Legal Proceedings

See Item 7 “Management’s Discussion and Analysiiméncial Condition and Results of Operations—gation” and Item 8 “Financial
Statements and Supplementary Data—Note 12 to thedlidated Financial Statements—Commitments andiGgemcies.”
ltem 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of securitgérs during the fourth quarter of the fiscal yearared by this report.
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PART Il

ltem 5. Market for the Registrant’s Common Equity, Related Stockholder Matters and Isuer Purchases of Equity Securities
Market Informatior

For information regarding the markets in which MI's common stock, par value $1.00 per share, isdramige the cover page hereof.
information regarding the high and low closing pe®f Mattel's common stock for the last two cakemgkars, see Item 8 “Financial
Statements and Supplementary Data—Note 15 to thedlidated Financial Statements—Quarterly Finaroi@rmation.”
Holders of Recort

As of February 23, 2009, Mattel had approximatély080 holders of record of its common stc

Dividends

In 2008 and 2007, Mattel paid a dividend per slofi®0.75 to holders of its common stock. In 200&¢ttdl paid a dividend per share of
$0.65 to holders of its common stock. The BoarB®ioéctors declared the dividends in November, aradt®d paid the dividends in December
of each year. The payment of dividends on commaockss at the discretion of the Board of Directarsl is subject to customary limitations.

Recent Sales of Unregistered Securi
During the fourth quarter of 2008, Mattel did netlany unregistered securitie

Issuer Purchases of Equity Securit

During 2008, 2007, and 2006, the Board of Directarthorized Mattel to increase its share repurchasgram by $500.0 million, $750.0
million, and $250.0 million, respectively. Durin@@8, Mattel repurchased 4.9 million shares at 4 @0$90.6 million. During 2007, Mattel
repurchased 35.9 million shares at a cost of $80@I®n. During 2006, Mattel repurchased 11.8 mill shares at a cost of $192.7 million. At
December 31, 2008, share repurchase authorizasfdp$10.3 million had not been executed. Repurchasktake place from time to time,
depending on market conditions. Mattel’s share re&lpase program has no expiration date.
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This table provides certain information with regpecMattel’s purchases of its common stock dutimg fourth quarter of 2008:

Maximum Number (or

Total Number of Shares Approximate Dollar Value)
Total Number of
(or Units) Purchased a: of Shares (or Units) that
Shares (or Units Average Price Pait Part of Publicly May Yet Be Purchased
Announced Plans or Under the Plans or
Period Purchased per Share (or Unit) Programs Programs
October 1- 31
Repurchase program ( 589,89! $ 16.9¢ 589,89! $ 410,324,91
Employee transactions ( 12,32¢ $ 14.4¢ N/A N/A
November 1 30
Repurchase program ( — = — $ 410,324,91
Employee transactions ( 9,147 $ 13.8- N/A N/A
December - 31
Repurchase program ( — — — $ 410,324,91
Employee transactions ( 6,76¢ $ 13.6¢ N/A N/A
Total
Repurchase program ( 589,89: $ 16.9¢ 589,89: $ 410,324,91
Employee transactions ( 28,24+ $ 14.0¢ N/A N/A

(1) InJanuary 2008, Matt’'s Board of Directors authorized a $500.0 milliorcri@ase to Matt¢ s share repurchase program. Repurche
will take place from time to time, depending on keaiconditions. Matt’'s share repurchase program has no expiration t.

(2) Includes the sale of restricted shares for empldg®evithholding obligations that occur upon vegti
N/A Not applicable.
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Performance Grap!

The following graph compares the performance ofttaommon stock with that of the S&P 500 Index #mel S&P 500 Consum:
Staples Index. The Cumulative Total Return listetbty assumes an initial investment of $100 on Dém=r81, 2003 and reinvestment of
dividends.

Comparison of Five Year Cumulative Total Return
Mattel, Inc., S&P 500, and S&P 500 Consumer Stapldadex

2K}
150)
§ S&P 300 Consumer
| Staples Index $123.92
j 106 - Mattel, Inc. $98.09
= S&P 500 $89.82
2
50
i | | T |
2003 2004 2005 2006 2007 2008
—a— Mattel, Inc; —h— S&P S Consumer Staples Index
—LF— S& P 500
Cumulative Total Return 2004 2005 2006 2007 2008
Mattel, Inc. $103.4¢ $ 86.6F $127.67 $111.5( $ 98.0¢
S&P 500 $110.7¢ $116.0¢ $134.2: $141.57 $ 89.8-
S&P 500 Consumer Stapl $108.0¢ $111.9¢ $128.0¢ $146.1¢ $123.9:
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ltem 6. Selected Financial Data

Operating Results:
Net sales
Gross profil

% of net sale

For the Year Ended December 31,

2008 2007 2006 2005 2004
(In thousands, except per share and percentage infaation)
$5,918,00: $5,970,09 $5,650,15! $5,179,01i $5,102,78!
2,684,400 2,777,30! 2,611,79. 2,372,86! 2,410,72!
45.4% 46.5% 46.2% 45.8% 47.2%
541,79: 730,07¢ 728,81¢ 664,52¢ 730,81°

Operating incom
% of net sale 9.2% 12.2% 12.9% 12.8% 14.2%

Income before income tax 487,96 703,39¢ 683, 75¢ 652,04¢ 696,25¢
Provision for income taxes ( 108,32¢ 103,40! 90,82¢ 235,03( 123,53:
Net income $ 379,63t $ 599,99 $ 592,92 $ 417,01¢ $ 572,72
Net income per common shar—basic $ 1.0t $ 1.5¢€ $ 1.5t $ 1.02 $ 1.37
Net income per common shar—diluted $ 1.0t $ 1.54 $ iLEE $ 1.01 $ 1.3F
Dividends declared per common shar: $ 0.7 $ 0.7 $ 0.6t $ 0.5 $ 0.4t

December 31,

2008 2007 2006 2005 2004

(In thousands)
Financial Position:
Total asset $4,675,03° $4,805,45! $4,955,88.  $4,372,31. $4,756,49.
Noncurrent liabilities 1,297,93! 928,28 940,39( 807,39! 643,50¢
Stockholder’ equity 2,117,13! 2,306,74. 2,432,97. 2,101,73. 2,385,81:

(@) The provision for income taxes in 2007 wastpady impacted by net tax benefits related to pyears of $42.0 million related to
reassessments of tax exposures based on the sfatusent audits in various jurisdictions arourttetworld, including settlements,
partially offset by enacted tax law changes. Thavizion for income taxes in 2006 was positivelydotpd by the Tax Increase Preven
and Reconciliation Act (the “Tax Act”) passed in W2006, and tax benefits of $63.0 million relatedax settlements and refunds of
ongoing audits with foreign and state tax authesti The provision for income taxes in 2005 was tiagjg impacted by incremental tax
expense of $107.0 million, resulting from Mattelezision to repatriate $2.4 billion in previouslpremitted foreign earnings under the
American Jobs Creation Act (tI'Jobs Act”), partially offset by $38.6 million ok benefits primarily relating to tax settlemergsched
with various tax authorities and reassessmentaxgkposures based on the status of current aimitarious jurisdictions around the
world. The provision for income taxes in 2004 wasitively impacted by $65.1 million of tax benefilated to an audit settlement with
the US Internal Revenue Servit' IRS").
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ltem 7. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

The following discussion should be read in conjiorctvith the consolidated financial statements toedrelated notes. See Iten
“Financial Statements and Supplementary Data.”

Overview

Mattel's objective is to continue to create I-term shareholder value by generating strong casthdind deploying it in a disciplined a
opportunistic manner as outlined in Mattel's cdmtad investment framework. To achieve this objegtmanagement has established three
overarching goals.

The first goal is to enhance innovation in orderdimvigorate the Barbi@brand, while maintaining growth in other core braubgt
continuing to develop popular toys. Additionallyalkl plans to pursue additional licensing arrang@isand strategic partnerships to extend
its portfolio of brands into areas outside of ttiadial toys.

The second goal is to improve execution in areasi@iing manufacturing, distribution, and sellingatiél continues to focus on
improving the efficiency of its supply chain usibgan supply chain initiatives. The objective of ttean program is to improve the flow of
processes, do more with less, and focus on the\ddain from beginning to end.

The third goal is to further capitalize on Mattedsale advantage. For example, as the world’s $atgg company, Mattel believes it can
realize cost savings when making purchasing degdi@sed on a One Mattel philosophy.

2008 Overview

The toy industry was not immune to the downturthigglobal economy. Consumer confidence reachedl-time low in December ¢
2008, driving retail sales weakness in the fourthrter as consumers, fearful of the economy’s tioeccut back their discretionary spending.
Toy retailers and manufacturers were impacted byettonomic downturn, with estimates of more thamtbousand Chinese toy manufacturers
closing their operations and significant toy sallerthe US, UK, Mexico, and other major marketstig their operations or entering
bankruptcy. Against the backdrop of the broadeneodc and industry trends, Mattel underperformedtie quarter, and ultimately the year,
due to a combination of lackluster sales, lowesgnmargins, and higher expenses:

» Mattel's net sales declined 1 percent for the year, didyean 11 percent decrease in sales during théhfquiarter of 2008. Matt:
experienced sales shortfalls across most of itsdsrand throughout many of the countries in whidperates, with sales declines in
the International segment for the first time sittee year 2000. The decrease in sales was prinatiijputable to the macro economic
trends discussed aboy

» Mattel's gross margin rate declined in 2008 prityadsecause price increases implemented in June @i@08ot anticipate the record
high product input costs Mattel experienced duiiageak production period last sumrmr

» Other selling and administrative expenses increas2608 primarily due to incremental legal cosettlements, and severar
charges

Mattel did make progress in 2008 in a number ofartgnt areas. During 2008, American Gidchieved record revenues despite the
difficult economic environment; in Mattel's litigah with MGA Entertainment, Inc., a unanimous juwerdict was rendered against MGA and
its Chief Executive Officer; and Mattel was awardedv toy licenses for the WW8Wrestling, Disney/Pixar’s Toy Story, and HIT
Entertainment’s Thomas and Frieritiswhich will help Mattel grow in 2010 and beyond.
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2009 and Beyond

Management expects the unfavorable economic condigéxperienced in 2008 to continue into 2009. Mangent also expects Ma’s
revenues to be under pressure in 2009 as a rdseliad softness driven by a continued pull-batlconsumers’ willingness to spend and
retailers’ desire to reduce inventories, weakemimgign exchange in international markets, and feamtertainment-related products in 2009.
As a result, Mattel is managing its business basetalistic revenue assumptions and taking actitesded to improve profitability and
strengthen its balance sheet:

* A modest price increase for Ma’s spring 2009 product line was initiated in 20
* Mattel continues to renegotiate product costs wéthdors;
* Mattel is evaluating reductions to the number otktkeeping units* SKU<") it offers;

» Mattel is reassessing its advertising spendingstiradegy with the expectation that 2009 advertigirgense will be at the low end of
its historical range of 11 to 13 percent; ¢

* Mattel initiated its Global Cost Leadership Progran2008, which includes a global reduction ingtefessional workforce ¢
approximately 1,000 people implemented in Noven#9€8, a coordinated efficiency strategic plan theludes structural changes
designed to lower costs and improve efficienciesd, additional procurement initiatives designedultyfleverage Mattel's global
scale. This program is expected to generate appaigly $90 million to $100 million of net cost sags in 2009, and approximately
$180 million to $200 million of cumulative net castvings by the end of 201

Management expects to focus on profitability andgims and conserve cash in 2009. As a result, Miatfanning to tightly manage its
capital expenditures in 2009 to a level that isenmonsistent with its levels of capital expendisuire2003 through 2007. In addition, given the
current volatile global economic environment, Mii§eprioritizing protecting Mattel’s dividend tdareholders and minimizing strategic
acquisitions and share repurchases in 2009.

Results of Operations
2008 Compared to 200°
Consolidated Resul

Net sales for 2008 were $5.92 billion, a 1% dearemscompared to $5.97 billion in 2007, with no atipfrom changes in curren
exchange rates. Net income for 2008 was $379.6omjlor $1.05 per diluted share, as compared tineceime of $600.0 million, or $1.54 per
diluted share, for 2007. Net income for 2007 wasitpaly impacted by net tax benefits of $42.0 moill as a result of reassessments of tax
exposures based on the status of current auditarious jurisdictions around the world, includirggttiements, partially offset by enacted tax
changes.

Gross profit, as a percentage of net sales, destdast5.4% in 2008 from 46.5% in 2007. The de@@agross profit was primarily due
to higher product costs driven by higher commosljtiabor, and product testing costs, along withreégipting Asian currencies (collectively,
“input costs”), higher costs of distribution, andkirpartially offset by the benefit of price incsess, favorable changes in currency exchange
rates, and lower product recall costs as compar@0@7.

Income before income taxes as a percentage offest declined to 8.2% in 2008 from 11.8% in 200dnt@buting to this decline were
lower gross margins, higher advertising and proaméxpenses, and higher other selling and adnatiigtrexpenses, which were all impacted
by lower sales. The increase in other selling alrdinistrative expense in 2008 was primarily duentwsemental legal and settlement related
costs of approximately $52 million, the impact ofdign exchange rates, and higher bad debt exp&ddéionally, interest expense increased
in 2008 due to higher average borrowings, partiaffget by lower average interest rates and inténesme decreased in 2008 due to lower
average interest rates, partially offset by highearage invested cash balances.
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The following table provides a summary of Matteltmsolidated results for 2008 and 2007 (in millicerscept percentage and basis point
information):

For the Year

2008 2007 Year/Year Change
% of Net % of Net Basis Point:
Amount Sales Amount Sales % of Net Sale:
Net sales $5,918.( 100.%  $5,970.: 100.(% -1%
Gross profil $2,684.« 458  $2,777. 46.5% -3% (110
Advertising and promotion expens 719.2 12.2 708.¢ 11.¢ 1% 30
Other selling and administrative expen 1,423. 24.1 1,338.¢ 22.4 6% 17C
Operating incomi 541.¢ 9.2 730.1 12.2 —26% (300)
Interest expens 81.¢ 14 71.C 1.2 15% 20
Interest (income (25.0 -0.4 (33.9) -0.€ -25% 20
Other nor-operating (income), ne (3.3 (11.0
Income before income tax $ 488.( 8.2% $ 703. 11.8% -31% (360)

Sales

Net sales for 2008 were $5.92 billion, a 1% de@esscompared to $5.97 billion in 2007, with no atipgfrom changes in currency
exchange rates. Gross sales within the US decr@dédtbm 2007, and accounted for 51% of consoldigi®ss sales in both 2008 and 2007.
Gross sales in international markets decreasedsl@brapared to 2007, including a 1 percentage panéefit from changes in currency
exchange rates.

Worldwide gross sales of Mattel Girls & Boys Bramtécreased 2% to $3.64 billion in 2008 as compar@®07, with no impact from
changes in currency exchange rates. Domestic gedas of Mattel Girls & Boys Brands decreased 1%iaternational gross sales of Mattel
Girls & Boys Brands decreased 2%, including a Z@etage point benefit from changes in currency amngh rates. Worldwide gross sales of
Barbie® decreased 9%, with no impact from changes in cayrerchange rates. Domestic gross sales of Badeereased 7%, primarily
driven by sales declines in Barbie GitI181P3 Player and BarbigCollector products, partially offset by increasatkes in Barbi€® Fantasy
products. International gross sales of Bafldecreased 9%, including a 2 percentage point kefn@fn changes in currency exchange rates,
primarily driven by sales declines of Bari€antasy, Barbie Girl§ MP3 Player, and My Scerfgroducts. Lower sales in Barlfié-antasy
products in international markets were driven by whderperformance of toys associated with the Ba0Bie® entertainment propertfgarbie
and the Diamond Castl&, as compared to the 2007 entertainment propBeshie as the Island Princess. Worldwide gross sales of Other
Girls Brands increased 11% from 2007, includingmefcentage point benefit from changes in curremxxchange rates, primarily driven by
higher sales of High School Musicél Little Mommy®, and Hannah Montarainternationally, partially offset by sales declirfes Pixel Chix
®and Polly Pocket. Worldwide gross sales of Wheels products increéd8é as compared to 2007, including a 1 percerpgage benefit from
changes in currency exchange rates, primarily digpeed Racétsales. Worldwide gross sales of Entertainment prisdwvhich includes
games and puzzles and Radicalecreased by 4% as compared to 2007, includingexcentage point benefit from changes in currency
exchange rates, primarily driven by sales declind3ARS™ , interactive games, and Raditproducts, partially offset by increased sales of
products tied to the Batm&n The Dark Knight" movie property.

Worldwide gross sales of Fisher-Price Brands dee@8% to $2.36 billion in 2008, as compared tor2@cluding a 1 percentage point
benefit from changes in currency exchange ratesldiae gross sales of Fisher-PrigE€riends decreased 16% as compared to 2007, ing
a 1 percentage point unfavorable change in currercliange rates, primarily driven by sales declind3ora the Exploref and Sesame Street
®products as compared to strong levels in the pear, partially offset by growth in sales of Disn@pducts. Worldwide gross sales of Core
Fisher-Price® increased 1% as compared to 2007, including adep&age point benefit from changes in currency angk rates.
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Gross sales of American Girl Brands increased 7%468.1 million in 2008 as compared to 2007, prilpariven by strong sales of
products tied to the Kit Kittredgemovie and increased sales in the retail channel.

Cost of Sales

Cost of sales increased by $40.8 million, or 1%mfi$3.19 billion in 2007 to $3.23 billion in 2008 eompared to a 1% decrease in net
sales. On an overall basis, cost of sales incrgadedrily due to higher input costs and highertsas distribution, partially offset by foreign
currency exchanges benefits and lower productlrecats as compared to 2007. Within cost of saesjuct costs increased by $27.8 million,
or 1%, from $2.57 billion in 2007 to $2.60 billiam 2008. Royalty expense decreased by $2.1 milborl,%, from $243.3 million in 2007 to
$241.2 million in 2008. Freight and logistics expes increased by $15.1 million, or 4%, from $378illion in 2007 to $394.1 million in 200

Gross Profit

Gross profit, as a percentage of net sales, dextdast5.4% in 2008 from 46.5% in 2007. The de@@agross profit was primarily
driven by higher input costs, higher costs of disttion, and mix, partially offset by the benefftgrice increases, favorable changes in curr
exchange rates, and lower product recall costempared to 2007.

Advertising and Promotion Expens

Advertising and promotion expenses increased 2% 2f net sales in 2008, from 11.9% in 2007 dumarily to lower than expecte
sales volume.

Other Selling and Administrative Expenses

Other selling and administrative expenses wereZsiion in 2008, or 24.1% of net sales, as corefao $1.34 billion in 2007, or 22.2
of net sales. The increase in other selling andimidtrative expense in 2008 was primarily due wémental legal and settlement related costs
of approximately $52 million, the impact of foreigrchange rates, and higher bad debt expense. @satjpn expense related to stock opti
and restricted stock units (“RSUs") totaled $35illiom in 2008, as compared to $22.2 million in 200

Nor-Operating Items

Interest expense was $81.9 million in 2008, as @mweghto $71.0 million in 2007, due to higher averhgrrowings, partially offset by
lower average interest rates. Interest income dsexefrom $33.3 million in 2007 to $25.0 million2608 due to lower average interest rates,
partially offset by higher average invested cadarmzes. Other non-operating income was $3.1 miilioR008 and primarily related to foreign
currency exchange gains caused by local curren@luation of US dollar cash balances held by anLAtnerican subsidiary, partially offset
a $4.0 million investment impairment charge recdrdering the third quarter of 2008. Other non-opirgaincome was $11.0 million in 2007
and primarily related to foreign currency exchaggas caused by local currency revaluations oftedollar cash balances held by a Latin
American subsidiary.

Provision for Income Taxe

Mattel's effective tax rate on income before incao@mees in 2008 was 22.2% as compared to 14.7%0i.2lhe 2007 income tax
provision includes net benefits related to pricangeof $42.0 million related to reassessmentsxoéxposures based on the status of current
audits in various jurisdictions around the worlt;luding settlements, partially offset by enactedlaw changes.
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Operating Segment Results

Mattel's operating segments are separately managed bsisimés and are divided on a geographic basis legtwlemestic an
international. The Domestic segment is furtherdid into Mattel Girls & Boys Brands US, Fisher-Bri8rands US and American Girl Brands.
Operating segment results should be read in cotipmwith Item 8 “Financial Statements and Suppletagy Data—Note 13 to the
Consolidated Financial Statements—Segment Infoondti

Domestic Segme

Mattel Girls & Boys Brands US gross sales decred8édn 2008 as compared to 2007. Within this sednggnss sales of Barbfe
decreased 7%, primarily driven by sales declindBasbie Girls™ MP3 Player and BarbigCollector products, partially offset by increased
sales of Barbi@ Fantasy products. Gross sales of Other Girls Bramateased 13%, primarily driven by higher salesligh School Musical”,
partially offset by sales declines for Polly Pockand Pixel ChixX®. Gross sales of Wheels products increased 11%agty due to Speed
Racer® sales. Gross sales in Entertainment products, whidhde games and puzzles and Rad8icdecreased 10%, primarily driven by sale
declines in CARS", Radica®, and interactive games products, partially offgseincreased sales of products tied to the Battarhe Dark
Knight ™ movie property. Mattel Girls & Boys Brands US seginieacome decreased 25% to $158.2 million in 2@@Bnarily due to lower
gross profit driven by higher input costs, highests of distribution, and mix, partially offset the benefit of price increases and lower product
recall costs as compared to 2007.

Fisher-Price Brands US gross sales decreased @ggtirgg sales declines of Fisher-Pri¢Eriends, primarily driven by lower sales of
Dora the Explore? and Sesame Stre®as compared to strong levels in the prior yeatigdhr offset by growth in sales of Disney prodyasc
Core Fisher-Pric&products. Fisher-Price Brands US segment incomedsed 29% to $161.0 million in 2008, primarily dadower gross
profit driven by higher input costs, higher costslistribution, and mix, partially offset by the it of price increases and lower product re
costs as compared to 2007, and higher advertisidgpeomotion expenses due primarily to lower thgpeeted sales volumes.

American Girl Brands gross sales increased 7% tranprior year, primarily driven by strong salepodducts tied to the Kit Kittredge
movie and increased sales in the retail channekroan Girl Brands segment operating income deerkd2% to $86.6 million in 2008,
primarily due to higher other selling and admirsiitre expenses related to retail pre-opening cpsatsially offset by higher sales volume.

International Segmer
The following table provides a summary of perceatelganges in gross sales within the Internatioegirent in 2008 versus 2007:

Impact of Change ir
% Change in
Currency Rates

Non-US Regions: Gross Sales (in % pts)

Total Internationa -1 1
Europe -6 2
Latin America 7 2
Asia Pacific 4 0
Other -4 -3

International gross sales decreased 1% in 2008rapared to 2007, including a 1 percentage poingfitsinom changes in currency
exchange rates. Gross sales of Baflwecreased 9%, including a 2 percentage point keinafin changes in currency exchange rates, prignaril
driven by sales declines in Barl§si€antasy, Barbie Girl8 MP3 Player, and My Sceffgroducts. Lower sales in Barbfié-antasy products wi
driven by the
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underperformance of toys associated with the 208®iB® entertainment propertfgarbie and the Diamond Castlé, as compared to the 2007
entertainment propertBarbie as the Island Princess. Gross sales of Other Girls Brands increased 188uding a 1 percentage point ben
from changes in currency exchange rates, primdtilyto sales of High School Musicaéhnd Hanna Montanédproducts and higher sales of
Little Mommy @, partially offset by sales declines for Pixel Chiand Polly Pocket. Gross sales of Wheels products decreased 2%gding|

a 2 percentage point benefit from changes in coyrerchange rates. Gross sales of Entertainmedtupt®e increased by 1%, including a 1
percentage point benefit from changes in currexcha&nge rates, primarily driven by sales of prodietd to the Batmah: The Dark Knight

™, Speed Racét, andKung Fu Pand&® movie properties. Fisher-Price Brands gross salgeased 1%, with no impact from changes in
currency exchange rates, primarily driven by strealgs of Core Fisher-Pri€groducts, partially offset by sales declines ohEisPrice®
Friends products. International segment incomeedsad 15% to $357.6 million in 2008, primarily dodower gross profit driven by higher
input costs, higher costs of distribution, and npiastially offset by the benefit of price increasiesorable changes in currency exchange rates,
and lower product recall costs as compared to 2804 higher other selling and administrative expens

2007 Compared to 2006
Consolidated Results

Net sales for 2007 were $5.97 billion, a 6% inceeas compared to $5.65 billion in 2006, includir®) @ercentage point benefit frc
changes in currency exchange rates. Net incom20f@r was $600.0 million, or $1.54 per diluted shasecompared to net income of $592.9
million, or $1.53 per diluted share, for 2006.

Gross profit, as a percentage of net sales, inedetas46.5% in 2007 from 46.2% in 2006. The incedagyross profit was driven by price
increases and favorable changes in currency exehangs, which were partially offset by externatquressures and the impact of the 2007
Product Recalls, which reduced gross profit by apipnately $71 million.

Income before income taxes as a percentage ofiext declined to 11.8% in 2007 from 12.1% in 2@@6ntributing to this decline were
higher selling and administrative expenses as eepégige of net sales and higher advertising expaassa percentage of net sales, partially
offset by higher gross margins, lower interest egge and higher other non-operating income. Thee#ase in other selling and administrative
expenses in 2007 is primarily attributable to th@act of the 2007 Product Recalls, which increadhkdr selling and administrative expenses
by approximately $35 million. Higher investmentdtire business, including design and developmerns @l expansion in international
markets, the impact of foreign exchange rateseames in employee-related costs, and the inclagiBadica® costs also contributed to the
increase. These costs increases were partiallgtdfislower 2007 incentive and equity compensatigmenses. Other selling and administre
expenses in 2006 included $19.3 million for prieripd unintentional stock option accounting err@ther noneperating income, net increa:
from $4.3 million in 2006 to $11.0 million in 200@rimarily due to foreign currency exchange gains.

Net income in 2007 was positively impacted by agtlienefits related to prior years of $42.0 millthre to reassessments of tax
exposures based on the status of current auditarious jurisdictions around the world, includirggteements, partially offset by enacted tax
changes. Net income in 2006 was positively impabiethe Tax Act passed in May 2006 and tax benefi®63.0 million related to settleme
and refunds of multiple ongoing audits by foreigm &tate tax authorities.
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The following table provides a summary of Matteltmsolidated results for 2007 and 2006 (in millicerscept percentage and basis point

information):
For the Year
2007 2006 Year/Year Change
% of Net % of Net Basis Point:

Amount Sales Amount Sales % of Net Sale:
Net sales $5,970.: 100.%  $5,650.: 100.(% 6%
Gross profil $2,777. 46.5%  $2,611.¢ 46.2% 6% 30
Advertising and promotion expens 708.¢ 11.¢ 651.( 11.F 9% 40
Other selling and administrative expen 1,338.¢ 22.4 1,232.( 21.¢ 9% 60
Operating incomi 730.1 12.2 728.¢ 12.€ 0% (70)
Interest expens 71.C 1.2 79.¢ 1.4 -11% (20
Interest (income (33.9) -0.6 (30.5) -0.E 9% (10
Other nor-operating (income), ne (11.0 (4.9
Income before income tax $ 703.¢ 11.8% $ 683.¢ 12.1% 3% (30)

Sales

Net sales for 2007 were $5.97 billion, a 6% inceeas compared to $5.65 billion in 2006, includir® gercentage point benefit from
changes in currency exchange rates. The 2007 RrBdwalls reduced net sales by approximately $48lfn for sales returns and reserves
recorded in 2007. Gross sales in international etarincreased 17% as compared to 2006, includihgexcentage point benefit from changes
in currency exchange rates. Gross sales withitvBelecreased 1% from 2006, and accounted for 51¥66% of consolidated gross sales in
2007 and 2006, respectively.

Worldwide gross sales of Mattel Girls & Boys Braridsreased 8% to $3.70 billion in 2007 as comp&me2D06, including a 5 percent
point benefit from changes in currency exchangestaddomestic gross sales of Mattel Girls & Boysr8isadecreased 4% and international
gross sales of Mattel Girls & Boys Brands increak&wh, including an 8 percentage point benefit fidranges in currency exchange rates.
Worldwide gross sales of Barldtencreased by 1%, including a 4 percentage poinétiteinom changes in currency exchange rates. Dtmes
gross sales of Barbfedecreased by 15%, primarily driven by sales deslindBarbie® Fantasy and My Scerfgroducts, partially offset by
sales increases in Barlfi€ollector products. International gross sales abRef increased by 12%, including an 8 percentage p@néefit
from changes in currency exchange rates, primetily/to higher sales of BarlfidReality and Barbi® Collector products. Softness in BarBie
Fantasy products worldwide was driven by the uneidopmance of toys associated with the 2007 Batleiatertainment propertieBarbie®

Magic of the RainboW andBarbie as the Island Princedsas compared to the 2006 entertainment propeBedie® in Fairytopia™ II:
Mermaidia® andBarbie in the 12 Dancing PrincessesWorldwide gross sales of Other Girls Brands iasesl 2% from 2006, including a
5 percentage point benefit from changes in currexchange rates, primarily driven by strong safddtte Mommy ® and High School
Musical™ , partially offset by sales declines of Winx Cliand Pixel ChiX® worldwide, and Polly Pockétin the US.

Worldwide gross sales of Wheels products increddéd as compared to 2006, including a 4 percentag penefit from changes in
currency exchange rates, primarily as a resultrohg worldwide sales growth in Hot Wheé&land Matchbo® products. Worldwide gross
sales of Entertainment products, which includesesaeand puzzles and Radftaincreased by 16% as compared to 2006, includibg a
percentage point benefit from changes in currexcha&nge rates, primarily driven by continued stramgldwide sales in CARS products
and inclusion of Radic&sales, partially offset by sales declines in Sugerfproducts.

Worldwide gross sales of Fisher-Price Brands irsgdeé8% to $2.44 billion in 2007 as compared to 20@8uding a 2 percentage point
benefit from changes in currency exchange ratesldiWale gross sales of Core
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Fisher-Price® increased 19% as compared to 2006, including a@&ptage point benefit from changes in currencyharge rates, primarily
driven by the continued strength of infant, presghiearning, and BabyGedrsales. Worldwide gross sales of Fisher-PPiEeiends decreased
15% as compared to 2006, including a 2 percentaie penefit from changes in currency exchangesrgigmarily due to some properties
declining from strong 2006 levels, partially offégt higher Sesame Stré&sales during 2007.

Gross sales of American Girl Brands decreased 2$43d.3 million in 2007 as compared to 2006, primalriven by the continued
softness in the direct channel and lower salestafbdished historical characters, partially oftsgstrong sales of the Girl of the YearNicki
@, the launch of the newest historical charactdie 3y and sales from the American Girl Boutique andmi8 retail stores, which opened in
Atlanta, Georgia in August 2007 and Dallas, Texa@vember 2007.

Cost of Sales

Cost of sales increased by $154.4 million, or 5%mf$3.04 billion in 2006 to $3.19 billion in 200& compared to a 6% increase in
sales. On an overall basis, cost of sales increasedrily due to increased sales volume and thgarhof the 2007 Product Recalls, which
increased cost of sales by approximately $22 mill/ithin cost of sales, product costs increase@150.6 million, or 6%, from $2.42 billion
in 2006 to $2.57 billion in 2007, primarily drivéay increased sales volume, higher external cosspres, and the impact of the 2007 Product
Recalls, partially offset by cost savings realif®an supply chain efficiency initiatives. Royaltygense decreased by $17.9 million, or 7%,
from $261.2 million in 2006 to $243.3 million in @D, and is reflective of lower sales of licenseddurcts in 2007. Freight and logistics
expenses increased by $21.7 million, or 6%, froBi7$3 million in 2006 to $379.0 million in 2007, prarily driven by increased sales volume.

Gross Profit

Gross profit, as a percentage of net sales, wa8eth 2007, as compared to 46.2% in 2006. The ingreent in gross profit was
primarily driven by the alignment of prices withcheased input costs and favorable foreign excheatgs, partially offset by external cost
pressures and an 80 basis point negative impauttihe 2007 Product Recalls.

Advertising and Promotion Expens

Advertising and promotion expenses increased 9% Xf net sales in 2007, from 11.5% in 2006 dumarily to additional media ar
promotion to drive consumer demand at retail. Atee,2007 Product Recalls increased advertisingpamahotion expenses by approximately
$5 million.

Other Selling and Administrative Expenses

Other selling and administrative expenses wereshilBon in 2007, or 22.4% of net sales, as corepgap $1.23 billion in 2006, or 21.¢
of net sales. The increase in other selling andigidtrative expenses in 2007 is primarily attritiléato the impact of the 2007 Product Recalls,
which increased other selling and administrativeezses by approximately $35 million. Higher investits in the business, including design
and development costs and expansion in interndtioaekets, the impact of foreign exchange rategeiases in employeelated costs, and tl
inclusion of Radic& costs also contributed to the increase. The higbsts were partially offset by lower 2007 incentarel equity
compensation expenses. Other selling and admitiNstraxpenses in 2006 included $19.3 million fabpperiod unintentional stock option
accounting errors.

Nor-Operating Items

Interest expense was $71.0 million in 2007 as coathto $79.9 million in 2006 due to lower averagerbwings. Interest incom
increased from $30.5 million in 2006 to $33.3 moilliin 2007 due to higher average invested casmbedaand higher interest rates. Other non-
operating income, net increased from $4.3 millioi2006 to $11.0 million in 2007, primarily due tréign currency exchange gains.
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Provision for Income Taxe

Net income in 2007 was positively impacted by agtlienefits related to prior years of $42.0 millama result of reassessments of
exposures based on the status of current auditarious jurisdictions around the world, includirgtiements, partially offset by enacted tax
changes.

Net income in 2006 was positively impacted by tlas Act passed in May 2006, and tax benefits of @63llion related to settlements
and refunds of ongoing audits with foreign andestak authorities.

Operating Segment Results

Mattel's operating segments are separately manlaggidess units and are divided on a geographis basiveen domestic and
international. The Domestic segment is furtherdid into Mattel Girls & Boys Brands US, Fisher-Bri8rands US and American Girl Brands.
Operating segment results should be read in cotipmwith Item 8 “Financial Statements and Suppletagy Data—Note 13 to the
Consolidated Financial Statements—Segment Infoondti

Domestic Segme

Mattel Girls & Boys Brands US gross sales decred8édn 2007 as compared to 2006. Within this sednggnss sales of Barbfe
products decreased 15%, primarily driven by satetimes of Barbi® Fantasy and My Sceffgroducts, partially offset by higher sales of
Barbie® Collector products. Gross sales of Other Girls Beadecreased 3%, primarily driven by sales decim&olly Pocke® and Pixel Chix
@, partially offset by strong sales of High Schoaldital™ and Little Mommy® products. Gross sales of Wheels products increzfed
primarily due to sales increases in MatchBoyartially offset by lower sales of Tyco Rf@roducts. Gross sales in Entertainment products,
which includes games and puzzles and Ra¥jdacreased 1%, primarily driven by the continuedrsgy sales of CARS products and the
inclusion of Radic& sales, partially offset by sales declines in Superfrproducts. Mattel Girls & Boys Brands US segmenbime decreased
21% to $212.2 million in 2007, primarily due to lemsales volume, higher other selling and admetist expenses, and the impact of the :
Product Recalls, which lowered Mattel Girls & Bdysands US segment income by approximately $12 anilli

Fisher-Price Brands US gross sales increased 3Bctirg an increase in sales of Core Fisher-Prigeducts, partially offset by sales
declines of Fisher-PriceFriends products. Sales increases in Core Fishee-Pproducts reflected strong sales of learning, infBabyGear
™, and preschool products. Sales declines of FiBhiee® Friends products were primarily due to some pragedeclining from strong 2006
levels, partially offset by higher Sesame Stfesdles during 2007. Fisher-Price Brands US segmentrie increased 4% to $225.5 million in
2007, primarily due to higher sales volume and mepd gross profit resulting from price increased favorable product mix, partially offset
by higher advertising and promotion expenses aadntipact of the 2007 Product Recalls, which dee@&ssher-Price Brands US segment
operating income by approximately $30 million.

American Girl Brands gross sales decreased 2% tinenprior year, primarily due to the continued sefis in the direct channel and lo
sales of established historical characters, pbrisdiset by strong sales of the Girl of the Y&amicki ®, the launch of the newest historical
character, Juli€, and sales from the American Girl Boutique andmi8retail stores which opened in Atlanta, Georgia urgast 2007 and
Dallas, Texas in November 2007. American Girl Bmedgment operating income increased 2% to $98lidmin 2007.
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International Segmer
The following table provides a summary of perceatelganges in gross sales within the Internatiomgdrent in 2007 versus 20(

Impact of Change ir
% Change in
Currency Rates

Non-US Regions: Gross Sales (in % pts)

Total Internationa 17 7
Europe 16 9
Latin America 23 5
Asia Pacific 15 7
Other 3 6

International gross sales increased 17% in 20@ompared to 2006, including a 7 percentage poingfitefrom changes in currency
exchange rates. Gross sales of Bafhiereased 12%, including an 8 percentage pointfiidrem changes in currency exchange rates,
primarily due to higher sales of Barl§iReality and Barbi€ Collector products. Gross sales of Other Girls Beimcreased 4%, including a
7 percentage point benefit from changes in curr@xchange rates, primarily driven by increasedssafé.ittle Mommy® and Polly Pocket,
partially offset by declines in Winx Cluband Pixel Chix?. Gross sales of Wheels products grew by 24%, diietua 7 percentage point
benefit from changes in currency exchange ratégcting growth in Hot Wheel8and MatchboX . Gross sales of Entertainment products
increased by 31%, including a 9 percentage poingfiefrom changes in currency exchange rates, arilyndriven by strong sales of CARS
products and the inclusion of Raditasales, partially offset by sales declines of Superfrproducts. Fisher-Price Brands gross sales increasec
17%, including a 7 percentage point benefit frorarges in currency exchange rates, due to highes s&lCore Fisher-Priceproducts,
primarily infant, preschool, BabyGedr, newborn, and learning products, partially oftsgsales declines of Fisher-Prigd-riends products.
International segment income was relatively flattwgrior year at $420.9 million, primarily due tcreased sales volume, offset by higher ¢
selling and administrative expenses and the impfitte 2007 Product Recalls, which decreased lategmmal segment operating income by
approximately $47 million.

Global Cost Leadership Program

During the middle of 2008, Mattel initiated its ®kl Cost Leadership program, which is designediarove operating efficiencies and
leverage Mattel’s global scale to improve profitdpiand operating cash flows. Mattel’s Global Chstidership program is intended to
generate approximately $90 million to $100 milliminet cost savings in 2009, and approximately $H80on to $200 million of cumulative
net cost savings by the end of 2010. The majoathies included in Mattel’'s Global Cost Leadershipgram include:

» A global reduction in Mattel’s professional workéerof approximately 1,000 people that was impleeetim November 2008.

» A coordinated efficiency strategic plan that inaadstructural changes designed to lower costsmaprbie efficiencies; for exampl
offshoring and outsourcing certain back office fiimes, and more clustering of management for irsttonal markets

« Additional procurement initiatives designed to yuktverage Matt’s global scale in areas such as creative agentyepships, lege
services, and distribution, including ocean casriand ove-the-road freight vendors

The workforce reduction is expected to generateag@mately $60 million in annualized compensatioglated savings. In connection
with the workforce reduction, Mattel recorded sewere and other termination-related charges in 20@®proximately $34 million.
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Income Taxes

Mattel's effective tax rate on income before income tax&908 was 22.2% as compared to 14.7% in 2007 Z00& income ta
provision includes net benefits of $42.0 milliofated to reassessments of tax exposures baseeé statis of current audits in various
jurisdictions around the world, including settlertgerpartially offset by enacted tax law chang

The 2006 income tax provision includes a beneft@8.0 million related to settlements with foreiymd state tax authorities. Of the total
benefit recorded in 2006, $57.5 million represeatands of previously paid taxes, recorded as @e®se in previous years. These refunds
were recorded as a reduction to income tax expiartbe period the refunds were received by Maftkke balance of the tax benefit recorded in
2006 was a net reduction to total income tax resgeregsulting from tax settlements with foreign atate tax authorities.

Liquidity and Capital Resources

Mattel's primary sources of liquidity are its cash andieajants balances, access to s-term borrowing facilities, and issuances of |-
term debt securities. Cash flows from operatingvdies could be negatively impacted by decreasedahd for Mattel’s products, which could
result from factors such as adverse economic dondiand changes in public and consumer preferencéy increased costs associated with
manufacturing and distribution of products or shgés in raw materials or component parts. Additlgn®attel’s ability to issue long-term
debt and obtain seasonal financing could be adiyeaffected by factors such as the current globahemic crisis and tight credit environme
an inability to meet its debt covenant requirementsich include maintaining consolidated debt-tpital and interest coverage ratios, or a
deterioration of Mattel’s credit ratings. Matte#ibility to conduct its operations could be negdyivempacted should these or other adverse
conditions affect its primary sources of liquidity.

Current Market Conditions

Mattel is exposed to financial market risk restfrom changes in interest and foreign currencgs,aand recent developments in
financial markets have increased Mattel's exposutle possible liquidity and credit risks of isunterparties. Mattel believes that it has
ample liquidity to fund its business needs, inahgdbeginning of the year cash and equivalents, tasls from operations, and access to its
$1.3 billion domestic unsecured committed revolvingdit facility, which it uses for seasonal workicapital requirements. As of
December 31, 2008, Mattel had available incremdydaiowing resources totaling approximately $110dwi under this unsecured committed
revolving credit facility, and Mattel has not exiggrced any limitations on its ability to accessthource of liquidity. Mattel's domestic credit
facility expires on March 23, 2010, and market dbads could affect the size and certain termshefiteplacement facility along with terms of
other debt instruments that Mattel enters into ftome to time.

Mattel monitors the third-party depository instituts that hold the company’s cash and equivalétéstel’s emphasis is primarily on
safety and liquidity of principal and secondarily maximizing the yield on those funds. Mattel daiies its cash and equivalents among
counterparties and securities to minimize exposiiseof December 31, 2008, Mattel had a money marketstment with an original cost basis
of $85.3 million, which was reclassified from castd equivalents to other current assets as a kshié money market investment fund
halting redemption requests in September 2008. thxidilly, during the third quarter of 2008, Mattetorded a $4.0 million nooperating los:
to recognize the estimated impairment of underhgagurities associated with this investment. Inudan 2009, Mattel received proceeds of
approximately $55 million related to this investrhyeand expects to receive the remaining proceertsfrthe impairment charge, by the end of
2009, when the underlying securities will have medu As of December 31, 2008 and 2007, Mattel ésbadditional longerm investments
$35.0 million.

Mattel is subject to credit risks relating to thmliy of counterparties of hedging transactionsreet their contractual payment
obligations. The risks related to creditworthinasd nonperformance have been considered
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in the fair value measurements of Mattel's foredgmrency forward exchange contracts and interéstsw@aps. Mattel continues to closely
monitor its counterparties and will take actionaapropriate, to further manage its counterpartgicrisk.

Mattel expects that some of its customers and vanaay experience difficulty in obtaining the lidity required to buy inventory or ra
materials. Mattel monitors its customers’ finan@ahdition and their liquidity in order to mitigakéattel's accounts receivable collectibility
risks. During 2008, bad debt expense increasegproaimately $13 million as compared to 2007 assalt of certain customers facing
financial difficulties.

Mattel sponsors defined benefit pension plans astrgtirement benefit plans for employees of thegany. In 2008, actual returns for
Mattel's defined benefit pension plans were belbe éxpected rate of return due to adverse conditiothe equity and debt markets.
Continued actual returns below the expected ratetafn, along with changes in interest rates dfffact the measurement of the liability, wo
impact the amount and timing of Mattel’'s future tdyutions to these plans.

Capital and Investment Framework

To guide future capital deployment decisions, vaitipoal of maximizing shareholder value, Mé¢ s Board of Directors in 20C
established the following capital and investmeatrfework:

* To maintain approximately $800 million to $1 billian year-end cash available to fund a substaptigtion of seasonal working
capital;

» To maintain a yei-end det-to-capital ratio of about 25%
* Toinvest approximately $180 million to $200 mihiin capital expenditures annually to maintain gralv the business;

» To make strategic acquisitions consistent with BI's vision of providin¢“the worlc's premier toy bran—today and tomorro”;
and

* Toreturn excess funds to shareholders througlleinds and share repurchases.

Mattel's focus for 2009 is on strengthening itsdmale sheet and managing costs in line with realistienues with the goal of improving
the profitability and cash flows generated by itisiness. Management expects to conserve cashwaaddebt to strengthen its balance she
the near-term. Given the current volatile globalremmic environment, Mattel is prioritizing protewiits dividend to shareholders and
minimizing strategic acquisitions and share repasels in 2009.

Over the longerm, after the full impact of the current economuia financial crisis is understood and assumirsp d@aws from operatin
activities remain strong, Mattel plans to useiieefcash flows to invest in strategic acquisitiand to return funds to shareholders through cast
dividends and share repurchases. Mattel's shateakpse program has no expiration date and repseshaill take place from time to time,
depending on market conditions. The ability to iempént successfully the capital deployment planrectly dependent on Mattel’s ability to
generate strong cash flows from operating actwitighere is no assurance that Mattel will contittugenerate strong cash flows from opere
activities or achieve its targeted goals from itivesactivities.

Operating Activities

Cash flows generated from operating activities vi@6.3 million during 2008, as compared to $560ilion in 2007, and $875.
million in 2006. The decrease in cash flows fronem@ping activities in 2008 from 2007 was primattie result of lower profitability, partially
offset by lower working capital requirements, mgidlue to lower usage of cash to reduce levels af@atts payable and accrued expenses. The
decrease in cash flows from operating activitie’007 from 2006 was primarily the result of higherking capital requirements, mainly due
to lower sales of receivables, the timing of venglayments, and lower accruals for incentive analtgyobligations.
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Investing Activitie:

Cash flows used for investing activities were $3Irillion during 2008, primarily due to the purckas property, plant and equipment
and tools, dies, and molds, an increase in oth@siments (included within current assets), andiat@ns totaling $58.4 million for the
intellectual property rights related to Whac-a-M®dknd the acquisition of Sekkoia SAS, which ownsBhlakus® trademark and trade name
rights. Cash flows used for investing activitiesevbigher in 2008 as compared to 2007 mainly dushier investments and higher purchases
of property, plant, and equipment and tools, ciesl molds, partially offset by lower payments fasimesses acquired. Cash flows used for
investing activities were lower in 2007 as competmﬂOOG mainly due to lower payments for busingssejuired, partially offset by the
purchase of a long-term investment security, highechases of other property, plant, and equipnasrd,lower proceeds from the sale of
property, plant, and equipment.

Financing Activities

Cash flows used for financing activities decrease®395.7 million in 2008 from $587.8 million in @D primarily as a result of lower
share repurchases, partially offset by lower netdwaings and lower proceeds from the exerciseaflsbptions. Cash flows used for financing
activities increased to $587.8 million in 2007 fr&3i74.1 million in 2006 as a result of higher shagurchases and dividend payments,
partially offset by higher proceeds from the exazadf stock options and higher net borrowings.

During 2008, 2007, and 2006, the Board of Directarhorized Mattel to increase its share repurcheasgram by $500.0 million, $750.0
million, and $250.0 million, respectively. Durin@@8, Mattel repurchased 4.9 million shares at 4 @0$90.6 million. During 2007, Mattel
repurchased 35.9 million shares at a cost of $8@@I®n. During 2006, Mattel repurchased 11.8 inill shares at a cost of $192.7 million. At
December 31, 2008, share repurchase authorizasfd#10.3 million had not been executed. Repurchasktake place from time to time,
depending on market conditions. Mattel’s share reglpase program has no expiration date.

In 2008 and 2007, Mattel paid a dividend per sladi®0.75 to holders of its common stock. In 200&ttdl paid a dividend per share of
$0.65 to holders of its common stock. The BoarBioéctors declared the dividends in November, aradtéd paid the dividends in December
of each year. The dividend payments were $268.8om,l$272.3 million, and $249.5 million in 2008)@7, and 2006, respectively.

Seasonal Financing

See Item ¢Financial Statements and Supplementary —Note 8 to the Consolidated Financial Statem—Seasonal Financing al
Debt.”
Financial Position

Mattel’'s cash and equivalents were $617.7 millibD@cember 31, 2008, a decrease of $283.5 milliom 2007. The decrease was
primarily driven by net repayments of $342.9 mitliof short-term borrowings, dividend payments c8&2 million, $198.8 million of
purchases of tools, dies, and molds, and othergptpmplant, and equipment, share repurchases@6%8illion, increase in other investments
of $85.3 million, and acquisitions totaling $58.4lion for the intellectual property rights relagjrto Whac-a-mol@ and the acquisition of
Sekkoia SAS, partially offset by cash flows genedetom operating activities of $436.3 million a$850.0 million of proceeds from the
issuance of the 2008 Senior Notes in March 2008.

Accounts receivable decreased $117.7 million, céifig lower fourth quarter sales, partially offgtlower factored receivables.
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Inventories increased $57.2 million, reflectingheg input costs during the year, earlier productomeet supply chain requirements,
including longer lead times for certain internaibmarkets, and lower fourth quarter sales.

Accounts payable and accrued liabilities decre&8&d2 million from December 31, 2007 to $1.1 biiliat December 31, 2008, primarily
due to the timing and amount of payments of vareeeued liability balances, including incentiverqmensation, royalties, and advertising
obligations.

Short-term borrowings include borrowings underfdreign and domestic unsecured committed crediliies. At December 31, 2008
and 2007, Mattel's total short-term borrowings k@@ and $349.0 million, respectively. The currpattion of long-term debt increased $100.0
million to $150.0 million at December 31, 2008 casnpared to December 31, 2007 due to the recleasdn of $100.0 million of the 2006
Senior Notes and $50.0 million of Medium-term ndtesurrent, partially offset by Medium-term notepayments of $50.0 million.

A summary of Mattel's capitalization is as follows:

December 31
2008 2007
(In millions, except percentage
information)
Mediurr-term notes $ 200.( 6% $ 250.( 8%
2006 Senior Note 200.( 6 300.( 9
2008 Senior Note 350.C 1€ i
Total noncurrent lor-term debi 750.( 22 550.( 17
Other noncurrent liabilitie 547.¢ 16 378.2 12
Stockholder’ equity 2,117.; 62 2,306.. 71

$3,415.( ﬁ% $3,235.(  10C%

Total noncurrent long-term debt increased $200I/0amiat December 31, 2008 as compared to Dece®he2007, due to the $350.0
million issuance of 2008 Senior Notes, all of whiehs classified as noncurrent at December 31, 2888ally offset by the reclassification of
$100.0 million of the 2006 Senior Notes and $50illion of Medium-term notes to current. Mattel exjeeto satisfy its future longerm capita
needs through the generation of corporate ear@ingdssuance of long-term debt instruments, asatkddther noncurrent liabilities increased
$169.6 million at December 31, 2008, as comparddemember 31, 2007, due primarily to increasestiigiterm defined benefit pension plan
obligations. Stockholders’ equity of $2.1 billiohecember 31, 2008 decreased by $189.6 milliom fillecember 31, 2007, primarily as a
result of payment of the annual dividend on commsimck in the fourth quarter of 2008, unfavorablerency translation adjustments, an
increase in Mattel's net defined benefit pensi@npbligations, and share repurchases, partigibebby net income.

Mattel's debt-to-capital ratio, including shortiteborrowings and the current portion of long-terabtl increased to 29.8% at
December 31, 2008 from 29.1% at December 31, 2007 to the aforementioned decrease in stockholégtsty, partially offset by the
decrease in debt. Mattel’s objective is to maintayear-end debt-to-capital ratio of approximai9o.

Off-Balance Sheet Arrangements

Mattel has no otbalance sheet arrangements that have or are rdédgdikaly to have a current or future effect os financial condition

revenues or expenses, results of operations, ltguichpital expenditures or capital resources ihataterial to stockholders.
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Commitments

In the normal course of business, Mattel enteis diefot agreements, contractual arrangements tinarid protect Matt's right to creat
and market certain products, and for future purebas$ goods and services to ensure availabilitytenely delivery. These arrangements
include commitments for future inventory purchased royalty payments pursuant to licensing agre¢ésn@ertain of these commitments
routinely contain provisions for guarantees or mimm expenditures during the term of the contracts.

Total 2009 2010 2011 2012 2013 Thereafter
(In millions)

Long-term debi $ 900.C $150.C $ 50.C $250.C $ 50.C $400.C $ —
Interest on lon-term debt 168.¢ 51.C 44.F 35.C 25.¢ 13.1 —
Capital leases 3.3 0.3 0.3 0.3 0.3 0.3 1.8
Operating lease 510.( 88.C 82.C 69.C 54.C 37.C 180.(
Purchases of inventory, other assets, and ser 295.¢  295.¢ — — — — —
Licensing minimum guarante: 244.( 58.C 52.C 48.C 22.C 23.C 41.C
Defined benefit and postretirement benefit pl 277.] 25.8 24.4 25.8 26.¢ 26.¢& 149.(
Total $2,399.. $668.F $253.2 $427.¢ $177.¢ $500.. $ 371.¢

* Represents total obligation, including imputed et of $1.1 million

In connection with the 2007 adoption of FASB Intetation No. (“FIN”) 48, Accounting for Uncertainty in Income Taxes, an
interpretation of SFAS No. 1Q9%iabilities for uncertain tax positions for whiehcash tax payment is not expected to be madeindxt twelve
months were reclassified from income taxes pay@tithin current liabilities) to other noncurrenahiilities. Due to the uncertainty about the
periods in which examinations will be completed éndted information related to current audits, Mdis not able to make reasonably reliable
estimates of the periods in which cash settlemeilt®ccur with taxing authorities for the noncuntdiabilities.

Litigation

The content of Note 12*Commitments and Contingenc—Litigation”) to the Consolidated Financial Statements of Mattéhis Annua
Report on Form 10-K is hereby incorporated by .giee in its entirety in this Item 7.

Derivative Litigation

A consolidated stockholder derivative action is¢iag in Los Angeles County Superior Court in Califi@, captioned In re Mattel, In
Derivative Litigation, consolidating three deriwagiactions filed in September 2007 (the “Superioul€ Action”), asserting claims ostensibly
on behalf and for the benefit of Mattel. A secondsolidated derivative action in US District Co@entral District of California, captioned In
re Mattel, Inc. Derivative Litigation, consolidaginhree federal derivative actions filed in OctoB807, asserting claims ostensibly on behalf
and for the benefit of Mattel, was dismissed witgjpdice by the federal court in August 2008. Arottierivative action, filed in the Court of
Chancery of Delaware in October 2007, has beemvatily dismissed.

The Superior Court Action alleges that past andgremembers of Mattel’s Board of Directors breddeir fiduciary duties in
connection with product safety and reporting pagiallegedly related to Mattelproduct recalls during August and September 2BRimntiffs
also sue certain executive officers of Mattel, alielge that certain officers and current and fordiegctors who sold stock during the first half
of 2007 breached
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their fiduciary duties by selling while allegedly possession of non-public information relatingleged product defects and seek
disgorgement of unspecified amounts of profits freuch sales. Defendants filed a demurrer to thieeestamplaint on August 27, 2008, which
was sustained with leave to amend on December@®B. Plaintiffs filed a First Amended Consolida@dmplaint on January 20, 2009, and
date for responses to that amended complaint Hagenharrived.

Effects of Inflation

Inflation rates in the US and in major foreign ctiies where Mattel does business have not hadn#fisent impact on its results of
operations or financial position during 2008, 20672006. Mattel receives some protection fromitheact of inflation from high turnover of
inventories and its ability under certain circumstas at certain times to pass on higher prices twustomers.

Employee Savings Plan

Mattel sponsors a 401(k) savings plan, the Malitel, Personal Investment Plan (“Plar”), for its domestic employees. Contributions
the Plan include voluntary contributions by eligil@mployees and employer automatic and matchingilbotions by Mattel. The Plan allows
employees to allocate both their voluntary contiins and their employer automatic and matchingrdmutions to a variety of investment
funds, including a fund that is fully invested iralel common stock (the “Mattel Stock Fund”). Emy@es are not required to allocate any of
their Plan account balance to the Mattel Stock Fwridch allows employees to limit or eliminate thekposure to market changes in Mattel’s
stock price. Furthermore, the Plan limits the petage of the employee’s total account balancerttaat be allocated to the Mattel Stock Fund
to 25%. Employees may generally reallocate thaipant balances on a daily basis. However, pursiwadiattel’s insider trading policy,
employees classified as insiders and restrictesiop@el under Mattel's insider trading policy armaited to certain periods in which they may
make allocations into or out of the Mattel Stocké&u

Application of Critical Accounting Policies and Estmates

Mattel makes certain estimates and assumptionsffest the reported amounts of assets and liegsiland the reported amounts of
revenues and expenses. The accounting policiesstimates described below are those Mattel corsidest critical in preparing its
consolidated financial statements. Management isasissed the development and selection of theSeati@ccounting policies and estimates
with the Audit Committee of its Board of Directoes)d the Audit Committee has reviewed the disclesimcluded below. The following is a
review of the accounting policies and estimatesitidude significant judgments made by managerasimg information available at the time
the estimates are made. As described below, howthese estimates could change materially if dgffiéinformation or assumptions were used
instead.

Note 1 to the consolidated financial statementiides a summary of Mattel’s significant accountiaijcies, estimates, and methods
used in the preparation of Mattelconsolidated financial statements. In most ircganMattel must use an accounting policy or methexthus:
it is the only policy or method permitted under@aating principles generally accepted in the Uniseates of America. See Item 8 “Financial
Statements and Supplementary Data—Note 1 to thedlidated Financial Statements—Summary of Sigmitiésccounting Policies.”

Accounts Receivat—Allowance for Doubtful Accounts

The allowance for doubtful accounts representssaifjents to customer trade accounts receivablenfouats deemed partially or entire
uncollectible. Management believes the accountstignate related to the allowance for doubtful acdsus a “critical accounting estimate”
because significant changes in the assumptionstasl/elop the estimate could materially affegt fieancial measures, including other
selling and administrative expenses, net income a@eounts receivable. In addition, the allowarzpiires a high degree of judgment since it
involves estimation of the impact of both currend duture economic factors in relation to its cuséos’ ability to pay amounts owed to Mattel.
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Mattel's products are sold throughout the world. Prodwdtsin the Domestic segment are sold directly taiters, including discount a
free-standing toy stores, chain stores, departstengs, other retail outlets and, to a limited itevholesalers, and directly to consumers.
Products within the International segment are dafelctly to retailers and wholesalers in most Eesop Latin American, and Asian countries,
and in Australia, Canada, and New Zealand, andigiragents and distributors in those countries &/Mattel has no direct presence.

In recent years, the mass-market retail channeékpsrienced significant shifts in market share mgncompetitors, causing some large
retailers to experience liquidity problems. In dideti, many of Mattel's customers have been neghtivepacted by worsening economic
conditions. Certain of Mattel's customers filed famkruptcy in 2008, including KB Toys in the USlaWoolworth’s in the UK, and the recent
global economic crisis has adversely affected itential position of other retailers. Mattel's sate customers are typically made on credit
without collateral and are highly concentratedhia third and fourth quarters due to the cyclicalireof toy sales, which results in a substal
portion of trade receivables being collected duthmgylatter half of the year and the first quadkthe following year. There is a risk that
customers will not pay, or that payment may beydslabecause of bankruptcy or other factors beybadontrol of Mattel. This could
increase Mattel's exposure to losses from bad debts

A small number of customers account for a largeesb&Mattel’s net sales and accounts receivahl@0D8, Mattel's three largest
customers, Wal-Mart, Toys “R” Us, and Target, ia Hggregate, accounted for approximately 38% o$alets, and its ten largest customers, in
the aggregate, accounted for approximately 47%ebfales. As of December 31, 2008, Mattel's thaegdst customers accounted for
approximately 32% of net accounts receivable, éten largest customers accounted for approximd®Je of net accounts receivable. The
concentration of Mattel’'s business with a relatv&hall number of customers may expose Mattelrtaaterial adverse effect if one or more of
Mattel's large customers were to experience finardifficulty.

Mattel has procedures to mitigate its risk of expedo losses from bad debts. Revenue is recognized shipment or upon receipt of
products by the customer, depending on the termsjged that: there are no uncertainties regardirglomer acceptance; persuasive evidence
of an agreement exists documenting the specifingeaf the transaction; the sales price is fixedeterminable; and collectibility is reasonably
assured. Credit limits and payment terms are astadal based on the underlying criteria that calidity must be reasonably assured at the
levels set for each customer. Extensive evaluativaperformed on an ongoing basis throughoutitialfyear of each customer’s financial
performance, cash generation, financing availghdlitd liquidity status. Customers are reviewegast annually, with more frequent reviews
being performed, if necessary, based on the custsfirgancial condition and the level of credit bgiextended. For customers who are
experiencing financial difficulties, managementfpens additional financial analyses prior to shigpto those customers on credit. Customer
terms and credit limits are adjusted, if necesdaryeflect the results of the review. Mattel uaegriety of financial arrangements to ensure
collectibility of accounts receivable of customdeemed to be a credit risk, including requiringelet of credit, factoring or purchasing various
forms of credit insurance with unrelated third et or requiring cash in advance of shipment.

The following table summarizes Mattel's allowanoe doubtful accounts at December 31:

2008 2007 2006
(In millions, except percentage information)

Allowance for doubtful accoun $ 25.! $ 21.! $ 19..

As a percentage of total accounts receiv: 2.5% 2.1% 2.C%

Mattel's allowance for doubtful accounts is basachmnagement’s assessment of the business envinbnenstomers’ financial
condition, historical collection experience, accsureceivable aging, and customer disputes. Changhs allowance for doubtful accounts
between December 31, 2008 and 2007 reflect managenassessment of the factors noted above, inalupiast due accounts, disputed
balances with customers, and the financial conditbcustomers. The allowance for doubtful accoimtdso affected by the time at which
uncollectible accounts receivable balances areafigtwritten off.
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Mattel believes that its allowance for doubtful @gits at December 31, 2008 is adequate and prdparever, as described above,
Mattel's business is greatly dependent on a smailyer of customers. Should one or more of Mattakgor customers experience liquidity
problems, then the allowance for doubtful accoofts25.9 million, or 2.9% of accounts receivableDacember 31, 2008 may not be suffic
to cover such losses. Any incremental bad debtgelsawould negatively affect the results of opereatiof one or more of Mattel’s business
segments.

Inventorie—Allowance for Obsolescence

Inventories, net of an allowance for excess quastind obsolescence, are stated at the lowersbbecanarket. Inventory obsolescet
reserves are recorded for damaged, obsolete, eandssowmoving inventory. Management believes that the aoting estimate related to 1
allowance for obsolescence is a “critical accounstimate” because changes in the assumptiondaisiedelop the estimate could materially
affect key financial measures, including gross iprat income, and inventories. As more fully désed below, valuation of Matted'inventon
could be impacted by changes in public and conspmegerences, demand for product, or changes ibulang patterns of both retailers and
consumers and inventory management of customers.

In the toy industry, orders are subject to cantielteor change at any time prior to shipment siactial shipments of products ordered
and order cancellation rates are affected by coes@eceptance of product lines, strength of comgegiroducts, marketing strategies of
retailers, changes in buying patterns of both lextmiand consumers and overall economic conditidnexpected changes in these factors ¢
result in excess inventory in a particular prodingt, which would require management to recordlaatéon allowance on such inventory.

Mattel bases its production schedules for toy pet&lon customer orders and forecasts, taking ietount historical trends, results of
market research and current market informationtéfighips products in accordance with delivery deltes specified by its customers, who
usually request delivery within three months. Iticpation of retail sales in the traditional haidseason, Mattel significantly increases its
production in advance of the peak selling perieduiting in a corresponding build-up of inventoeydls in the first three quarters of its fiscal
year. These seasonal purchasing patterns and itequrisduction lead times cause risk to M¢s business associated with the underproduction
of popular toys and the overproduction of toys thmnhot match consumer demand. Retailers are &ilsmpting to manage their inventories
more tightly, requiring Mattel to ship products s#o to the time the retailers expect to sell tlrelpcts to consumers. These factors increase
inventory valuation risk since Mattel's inventogykls may be adversely impacted by the need topitd-products before orders are placed.

Additionally, current conditions in the domestidagiobal economies are uncertain. As a resul, difficult to estimate the level of
growth or contraction for the economy as a whdles éven more difficult to estimate growth or aagtion in various parts of the economy,
including the economies in which Mattel particigatBecause all components of Mattel's budgetingfaretasting are dependent upon
estimates of growth or contraction in the markeseives and demand for its products, the pregaéditonomic uncertainties make estimates of
future demand for product more difficult. Such emmic changes may affect the sales of Mattel’s petsland its corresponding inventory
levels, which could potentially impact the valuatiof its inventory.

At the end of each quarter, management within éasimess segment, Mattel Girls & Boys Brands UShé&ii-Price Brands US,
American Girl Brands, and International, perfornesailed review of its inventory on an item-bynitdasis and identifies products that are
believed to be impaired. Management assesses ¢ikfoe and the amount of, an obsolescence resased on the following factors:

» Customer and/or consumer demand for the item;
* Overall inventory positions of Matf's customers

» Strength of competing products in the market;
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* Quantity on hand of the iter
« Standard retail price of the item;
» Mattel's cost for the item; ar

» Length of time the item has been in inventory.

The time frame between when an estimate is madéhantiime of disposal depends on the above faatwdanay vary significantly.
Generally, slow-moving inventory is liquidated chgithe next annual selling cycle.

The following table summarizes Mattel's obsolesecreserve at December 31:

2008 2007 2006
(In millions, except percentage information)
Allowance for obsolescen $ 59. $ 51. $ 43.
As a percentage of total inventc 10.8% 10.8% 10.1%

The increases in the allowance for obsolescence 2@07 to 2008 and from 2006 to 2007 were mainky uhigher levels of excess
inventory in 2008 and 2007, respectively. Managdrbelieves that its allowance for obsolescenceemteiinber 31, 2008 is adequate and
proper. However, the impact resulting from the efoentioned factors could cause actual resultsryo Yany incremental obsolescence charges
would negatively affect the results of operatiohsme or more of Mattel's business segments.

Recoverability of Goodwill and Nonamortizable Ingédre Asset:

Statement of Financial Accounting Standar* SFAS") No. 142,Goodwill and Other Intangible Asserequires companies to te
goodwill and nonamortizable intangible assets figpairment annually, or more often if an event ocwinstance indicates that an impairment
may have occurred. Management believes that theuatiog estimate related to the recoverabilitytefgoodwill and nonamortizable intangi
assets is a “critical accounting estimabetause significant changes in the assumptionstasgslelop the estimates could materially affext
financial measures, including net income, goodwitid other intangible assets.

The recoverability of goodwill involves a high degrof judgment since the first step of the impairtriest required by SFAS No. 142
consists of a comparison of the fair value of arépg unit with its book value. Based on the asgtioms underlying the valuation, impairment
is determined by estimating the fair value of soréipg unit and comparing that value to the repgrtinit’s book value. If the fair value is mc
than the book value of the reporting unit, an impaint loss is not recognized. If an impairment &xithe fair value of the reporting unit is
allocated to all of its assets and liabilities exithg goodwill, with the excess amount representigfair value of goodwill. An impairment
loss is measured as the amount by which the bolole & the reporting unit’s goodwill exceeds théraated fair value of that goodwill.

For purposes of evaluating whether goodwill is iimgd, SFAS No. 142 requires that goodwill be altedato various reporting units,
which are either at the operating segment leveherreporting level below the operating segmenttéfla reporting units are: Mattel Girls
Brands US, Mattel Boys Brands US, Fisher-Price BsddS, American Girl Brands, and International. Geill is allocated to Mattel's
reporting units based on an allocation of brandsi§igegoodwill to the reporting units selling thobeands. Mattel utilizes the fair value based
upon the discounted cash flows that the businas®eaxpected to generate in the future (the “Iredgpproach”) when evaluating goodwill
for impairment. The Income Approach valuation methequires Mattel to make projections of revenyeerating costs and working capital
investment for the reporting unit over a multi-ypariod. Additionally, management must make anes of a weighted average cost of
capital to be used as a discount rate. Changé®setprojections or estimates could result in artem unit either passing or failing the first
step in the SFAS No. 142 impairment model, whichld@ignificantly change the amount of any impaintngltimately recorded. As of
September 30, 2008, Mattel performed the annuahiment test for
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goodwill as required by SFAS No. 142 and determited its goodwill was not impaired since, for ea€lthe reporting units, the fair value of
the reporting unit exceeded its carrying amountttédalso considered events and circumstances gubseto the annual impairment tests in
concluding there was no impairment at DecembeRG@8.

Testing nonamortizable intangible assets for impait also involves a high degree of judgment dubé@assumptions that underlie the
valuation. Mattel evaluates nonamortizable intalgg#ssets, including trademarks and trade namesnfirment by comparing the estimated
fair values with the carrying values. The fair v&ala measured using a multi-period royalty savimgshod, which reflects the savings realized
by owning the trademarks and trade names, andniitusaving to pay a royalty fee to a third partg. & September 30, 2008, Mattel perfort
the annual impairment test for nonamortizable igitle assets as required by SFAS No. 142 and datedthat its nonamortizable intangible
assets were not impaired. Mattel also consideredtsvand circumstances subsequent to the annuairimgnt tests in concluding there was no
impairment at December 31, 2008.

Sales Adjustments

Mattel routinely enters into arrangements withcitstomers to provide sales incentives, supporboust promotions, and provi
allowances for returns and defective merchandiseh rograms are based primarily on customer pseghaustomer performance of speci
promotional activities, and other specified facteush as sales to consumers. Accruals for thegggns are recorded as sales adjustments tha
reduce gross revenue in the period the relatechtevis recognized. Sales adjustments for such pnegtotaled $568.0 million, $622.8 millic
and $507.9 million during 2008, 2007, and 2006peetively.

The above-described programs primarily involve dixenounts or percentages of sales to customersu&lsdor such programs are
calculated based on an assessment of customecsigaas and performance under the programs andlaeyspecified factors. While the
majority of sales adjustment amounts are readitgrd@nable at period end and do not require eséimatertain of the sales adjustments rec
management to make estimates. In making theseastimmanagement considers all available informainzluding the overall business
environment, historical trends and information froustomers. Management believes that the accreetsded for customer programs at
December 31, 2008 are adequate and proper.

Product Recalls and Withdrawe

During 2007, Mattel recalled products with h-powered magnets that may become dislodged and ptbéucts, some of which we
produced using non-approved paint containing leaekcess of applicable regulatory and Mattel stedslduring the second half of 2007,
additional products were recalled, withdrawn fraeteil stores, or replaced at the request of conssiagea result of safety or quality issues
(collectively, the “2007 Product Recalls”). In teecond quarter of 2008, Mattel determined thatgegroducts had been shipped into foreign
markets in which the products did not meet all eyajplle regulatory standards for those markets. Nibrikese deficiencies related to lead or
magnets. Mattel withdrew these products from re@ites in these markets and, although not reqtireld so, also withdrew the products fr
the US and other markets because they did not ktete¢!'s internal standards (the “2008 Product Witwal”).

Mattel establishes a reserve for product recalisveithdrawals on a product-specific basis whenusitstances giving rise to the recall or
withdrawal become known. Facts and circumstandageckto the recall or withdrawal, including whéine product affected by the recall or
withdrawal is located (e.g., with consumers, intooeers’ inventory, or in Mattel's inventory), casdtimates for shipping and handling for
returns, whether the product is repairable, cashases for communicating the recall or withdrawsatonsumers and customers, and cost
estimates for parts and labor if the recalled aghdriawn product is deemed to be repairable, arsidered when establishing a product reca
withdrawal reserve. These factors are updated eexhiuated each period and the related reservesiprgted when these factors indicate that
the recall or withdrawal reserve is either notisight to cover or exceeds the estimated prodweatlirer withdrawal expenses.
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Significant changes in the assumptions used toldpestimates for product recall or withdrawal ress could affect key financial
measures, including accounts receivable, inventat/sales, cost of sales, other selling and adinattive expenses, and net income. In
addition, estimating product recall or withdrawaderves requires a high degree of judgment in awgdsas estimating the portion of recalled
or withdrawn products sold to end consumers angbd¢ingon held by retailers, return rates, shippamgl handling for returns, the way in which
affected products held by consumers may be renegti{atg., through redeemable vouchers, or a r&jdieing provided), and the costs of
meeting regulatory requirements in various coustfeéeg., public notification).

The following table summarizes Mattel's reserveitgt for the 2007 Product Recalls and the 2008dRad Withdrawal (in thousands):

Product Returns/
Impairment of

Inventory on Hand Redemptions Other Total
2007 Product Recall charg $ 3,84 $ 60,88 $ 3,71 $ 68,44
Reserves use (3,849 (48,275 (1,3572) (53,476
Balance at December 31, 20 — 12,61: 2,36( 14,97:
2008 Product Withdrawal charg 3,571 5,23( 32¢ 9,13(
Reserves use (3,57)) (15,969 (2,019 (21,549
Changes in estimati — 1,962 72¢ 2,69(
Impact of currency exchange rate char — (23€) (66) (309
Balance at December 31, 2C $ — $ 3,60¢ $ 1,33¢ $ 4,94

Mattel believes that its reserves for the 2007 Bco&ecalls and 2008 Product Withdrawal at DecerBlheP008 are adequate and pro
However, as described above, if the portions oéirtery held at retailers and end consumers arerdift than estimated, or return rates and
shipping and handling for returns are higher thgreeted, then the reserves of $4.9 million at Ddzam31, 2008 may not be sufficient to cc
such losses.

Benefit Plan Assumptior

As discussed in Note 7 to the consolidated findrst&tements, Mattel and certain of its subsidghave retirement and ott
postretirement benefit plans covering substant@llgmployees of these companies. Mattel accdoniss defined benefit pension plans in
accordance with SFAS No. 198mployers’ Accounting for Defined Benefit Pensiod ©ther Postretirement Planand SFAS No. 87,
Employer’ Accounting for Pensionsand its other postretirement benefit plans iroedance with SFAS No. 106mployers’ Accounting for
Postretirement Benefits Other Than Pensi. See Item 8 “Financial Statements and Supplemgitata—Note 7 to the Consolidated Financ
Statements—Employee Benefit Plans.”

Actuarial valuations are used in determining amsuatognized in the financial statements for retegat and other postretirement benefit
plans. These valuations incorporate the followilggi§icant assumptions:

*  Weighted average discount rate to be used to me&siure plan obligations and interest cost compboéplan income or expense;
* Rate of future compensation increases (for defbekfit pension plans
» Expected long-term rate of return on plan assetsfihnded plans); and

» Health care cost trend rates (for other postretr@rbenefit plans’

Management believes that these assumptions ateEatdaccounting estimates” because significanthglea in these assumptions could
impact Mattel’s results of operations and finanpiasition. Management believes that the assumptitilized to record its obligations under its
plans are reasonable based on the plans’ experéntadvice received from its outside actuariedtéleeviews its benefit plan assumptions
annually and modifies its assumptions based orentirates and trends as appropriate. The effecsabf changes in assumptions are amor
as part of plan income or expense in future pero@scordance with SFAS Nos. 87, 106, and 158.
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At the end of each fiscal year, Mattel determiresweighted average discount rate used to calctiatprojected benefit obligation. The
discount rate is an estimate of the current intee at which the benefit plan liabilities colie effectively settled at the end of the year. The
discount rate also impacts the interest cost compioof plan income or expense. At December 31, 2Bftel determined the discount rate
its domestic benefit plans used in determiningpitogected and accumulated benefit obligations t6.8&6 as compared to 6.2% and 5.7% for
2007 and 2006, respectively. In estimating thie,ritattel reviews rates of return on high-qualitgtporate bond indices, which approximate
the timing and amount of benefit payments. Assunaihgther benefit plan assumptions remain consthetdecrease in the discount rate from
6.2% to 5.4% will result in an increase in benpfan expense during 2009 of approximately $4.0iomill

The rate of future compensation increases useddtyeMor the benefit obligation of its domestidided benefit pension plans averaged
3.75% for 2008 and 2007, and 4.0% for 2006, basegalan demographics. The rate of future compensaticreases used by Mattel for the net
periodic pension cost of its domestic defined biepeision plans averaged 3.75% for 2008, 4.092067, and 4.4% for 2006, based on plan
demographics. These assumptions are reviewed dyhaaked on historical salary increases for paudiats in the defined benefit pension pl
This assumption impacts the service and interegta@mmponents of plan income or expense.

The long-term rate of return on plan assets isdbasemanagement’s expectation of earnings on thet@that secure Mattel's funded
defined benefit pension plans, taking into accabietmix of invested assets, the arithmetic aveddgmst returns, economic and stock market
conditions and future expectations and the longrteature of the projected benefit obligation to ethihese investments relate. The long-term
rate of return is used to calculate the expectedmen plan assets that is used in calculatingiparincome or expense. The difference
between this expected return and the actual retplan assets is deferred, net of tax, and isicted in accumulated other comprehensive
The net deferral of past asset gains or lossestaffiee calculated value of plan assets and, uiilyeuture pension income or expense.
Mattel’s long-term rate of return for its domestiefined benefit pension plans was 8.0% in 20087280d 2006. Assuming all other benefit
plan assumptions remain constant, a one perceptagedecrease in the expected return on plansassmtld result in an increase in benefit
plan expense during 2009 of approximately $2.5iomill

The health care cost trend rates used by Mattet§ather postretirement benefit plans reflect aggment’s best estimate of expected
claim costs over the next ten years. These treted impact the service and interest cost comporeéntan expense. Rates ranging from 8.0%
in 2008 to 5% in 2011, with rates assumed to stabih 2012 and thereafter, were used in determgiplan expense for 2008. These rates are
reviewed annually and are estimated based on lugt@osts for participants in the other postratiemt benefit plans as well as estimates basec
on current economic conditions. As of December2BD8, Mattel adjusted the health care cost treterf@r its other postretirement benefit
plans to range from 7.0% in 2008 reducing to 5.68%011, with rates assumed to stabilize in 2012thadkafter. Assuming all other
postretirement benefit plan assumptions remainteohsa one percentage point increase in the askhewdth care cost trend rates would
increase benefit plan expense during 2009 by ajpaiely $0.3 million.

A one percentage point increase/(decrease) inshenged health care cost trend rate for each fyeaewould impact the postretirement
benefit obligation as of December 31, 2008 by axipnately $4.8 million and $(4.4) million, respeatly, while a one percentage point
increase/(decrease) would impact the service ardest cost recognized for 2008 by approximatelg $aillion and $(0.3) million,
respectively.

Share-Based Payments

Mattel recognizes the cost of employee s-based payment awards on a stre-line attribution basis over the requisite emplogesvice
period, net of estimated forfeitures. In accounfimgthe income tax benefits associated with emgdogxercises of share-based payments,
Mattel has elected to adopt the alternative singalifnethod as permitted by FASB Staff Position PPSNo. FAS 123(R)-3Accounting for
the Tax
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Effects of Shar-Based Payment Award$SP No. FAS 123(R)-3 permits the adoption ofezithe transition guidance described in SFAS
No. 123(R),Accounting for Stock-Based Compensatiothe alternative simplified method specified ®F-No. FAS 123(R)-3 to account for
the income tax effects of share-based payment awhrdietermining when additional tax benefits akged with share-based payment
exercises are recognized, Mattel follows the ordedf deductions under the tax law, which allowdwdzions for share-based payment
exercises to be utilized before previously existietj operating loss carryforwards. In computingitilie shares under the treasury stock
method, Mattel does not reduce the tax benefit araithin the calculation for the amount of defertax assets that would have been
recognized had Mattel previously expensed all shaszad payment awards.

Determining the fair value of share-based awardseateasurement date requires judgment, inclugltignating the expected term that
stock options will be outstanding prior to exercige associated volatility, and the expected @indtk. The fair value of options granted has
been estimated using the Black-Scholes valuatiotdemdhe expected life of the options used in tlailsulation is the period of time the
options are expected to be outstanding and hasdetermined based on historical exercise experidixggected stock price volatility is based
on the historical volatility of Mattel’s stock fer period approximating the expected life, the etgubdividend yield is based on Mattel’s most
recent actual annual dividend payout, and thefris&-interest rate is based on the implied yielgilable on US Treasury zero-coupon issues
approximating the expected life. Judgment is aéspired in estimating the amount of share-baseddsathat will be forfeited prior to vesting.
Management believes that these assumptions ateEataccounting estimates” because significanthgea in the assumptions used to develop
the estimates could materially affect key finanamgasures, including net income.

The following weighted average assumptions were irseletermining the fair value of options granted:

2008 2007 2006
Expected life (in years 4.8 4.7 5.1
Risk-free interest rat 3.2% 4.€% 4.S%
Volatility factor 25.6% 22.8% 28.(%
Dividend yield 3. 7% 2.8% 2.8%
Weighted average fair value per granted op $3.67 $4.7¢€ $4.51

The following table summarizes the sensitivity afuation assumptions within the calculation of ktoption fair values, if all other

assumptions are held constant:

Increase

(Decrease
Increase in in Fair
Assumption Value
Factor (in % pts)
Expected life (in years 1yea 5.5
Risk-free interest rat 1% 8.8
Volatility factor 1% 4.1
Dividend yield 1% (12.9)
Increase
(Decrease
(Decrease) il
in Fair
Assumption Value
Factor (in % pts)
Expected life (in years (1) yea (7.2)
Risk-free interest rat (D% (8.5
Volatility factor (D)% (4.2
Dividend yield ()% 14.2
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Mattel recognized compensation expense of $9.5amjl57.4 million, and $23.9 million for stock optis during 2008, 2007, and 2006,
respectively, as a component of other selling atmiaistrative expenses. Stock option expense i 20€uded $19.3 million related to prior
period unintentional stock option accounting err@smpensation expense recognized related to gongstricted stock and restricted stock
units (“RSUs”) to certain employees and non-empéoBeard members was $26.2 million, $14.8 milliomd 3.6 million in 2008, 2007, and
2006, respectively, and is a component of othdingehnd administrative expenses. As of DecembefB@8, total unrecognized compensation
cost related to unvested share-based paymentsddk&b.2 million and is expected to be recogniaezt a weighted-average period of 2.0
years.

Income Taxe

Mattel's income tax provision and related incomedasets and liabilities are based on actual apdated future income, US and foreign
statutory income tax rates, and tax regulationspdadning opportunities in the various jurisdictan which Mattel operates. Management
believes that the accounting estimate relateddonre taxes is a “critical accounting estimate” seasignificant judgment is required in
interpreting tax regulations in the US and in fgrejurisdictions, evaluating Mattel’s worldwide wrtain tax positions, and assessing the
likelihood of realizing certain tax benefits. Actwasults could differ materially from those judgmi& and changes in judgments could
materially affect Mattel's consolidated financightements.

Certain income and expense items are accountatifferently for financial reporting and income tpurposes. As a result, the tax
expense reflected in Mattel’s consolidated statemehoperations is different than that reporteiimtel’s tax returns filed with the taxing
authorities. Some of these differences are perntasech as expenses that are not deductible ineMatax return, and some differences
reverse over time, such as depreciation expensseTtiming differences create deferred income ¢arta and liabilities. Deferred income tax
assets generally represent items that can be ssztba deduction or credit in Mattel’s tax retuim$uture years for which Mattel has already
recorded a tax benefit in its consolidated stateroBaperations. Mattel records a valuation alloeato reduce its deferred income tax asse
based on the weight of available evidence, managebsdieves expected future taxable income isiketyl to support the use of a deductior
credit in that jurisdiction. Management evaluateslevel of Mattel's valuation allowances at lemstually, and more frequently if actual
operating results differ significantly from foreted results.

In 2007, Mattel adopted FIN 48, which clarifies tecounting for income taxes by prescribing theimim recognition threshold an
uncertain tax position is required to meet befaselienefits associated with such uncertain taxtiposi are recognized in the financial
statements. FIN 48 also provides guidance on dgretion, measurement, classification, interest padalties, accounting in interim periods,
disclosure, and transition. FIN 48 excludes incdéaxes from the scope of SFAS No Agcounting for Contingencied-IN 48 also requires tr
amounts recognized in the balance sheet relateddertain tax positions be classified as a cumemoncurrent liability, based upon the
expected timing of the payment to a taxing autkorit

Mattel records unrecognized tax benefits for USfal state, local, and foreign tax positions edgtrimarily to transfer pricing, tax
credits claimed, tax nexus and apportionment. Boheeporting period, management applies a consistethodology to measure
unrecognized tax benefits and all unrecognizeémefits are reviewed periodically and adjustedi@simstances warrant. Mattel's
measurement of its unrecognized tax benefits isdbas management’s assessment of all relevannittion, including prior audit experience,
the status of current audits, conclusions of taditaulapsing of applicable statutes of limitatipitentification of new issues, and any
administrative guidance or developments. Mattebgeizes unrecognized tax benefits in the firstriitial reporting period in which informati
becomes available indicating that such benefitsmdlre-likely-than-not be realized.

The 2007 income tax provision includes net benefit842.0 million related to reassessments of tgosures based on the status of
current audits in various jurisdictions around Wegld, including settlements, partially offset byaeted tax law changes.
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In 2006, Mattel recognized total tax benefits o8 ®6million related to settlements and refundsrgfang audits with foreign and state
authorities. Of the $63.0 million of total tax béibeecorded, $57.5 million represents refunds @vpously paid taxes, which was recorded as
an expense in previous years. Accordingly, thekends were recorded as a reduction to income tprmse in the period the refunds were
received by Mattel. The remainder of the tax beémefiorded in 2006 is a net reduction to total medax reserves resulting from tax
settlements with foreign and state tax authorities.

In the normal course of business, Mattel is redylandited by federal, state, local, and foreigndathorities. The ultimate settlement of
any particular issue with the applicable taxinghauty could have a material impact on Mattel’s solidated financial statements.

New Accounting Pronouncements

See Item 8 “Financial Statements and Supplemeitatg—Note 1 to the Consolidated Financial Statemef@ummary of Significant
Accounting Policies.”

Non-GAAP Financial Measure

In this Annual Report on Form 10-K, Mattel includeson-GAAP financial measure, gross sales, whiokes to analyze its operations
and to monitor, assess and identify meaningfuldsdn its operating and financial performance. dédes, as reported in the consolidated
statements of operations, include the impact a&fssatljustments such as trade discounts and otbemakes. Gross sales represent sales to
customers, excluding the impact of sales adjustspéim¢ 2007 Product Recalls, and the 2008 Prodittiovdwal. Consistent with its segment
reporting, Mattel presents changes in gross sal@smaetric for comparing its aggregate, businegshnand and geographic results to highlight
significant trends in Mattel’'s business. Changegross sales are discussed because, while Mattaldethe detail of such sales adjustments in
its financial accounting systems at the time oésalich sales adjustments are generally not assdeiéth individual products, making net si
less meaningful.

A reconciliation of gross sales to the most directimparable GAAP financial measure, net saless ifollows:

For the Year
2008 2007 2006
(In thousands)

Revenues
Domestic:
Mattel Girls & Boys Brands U. $1,437,93: $1,445,02 $1,507,49:
Fishe-Price Brands U!¢ 1,418,21: 1,511,05! 1,471,60:
American Girl Brand: 463,05¢ 431,51( 439,97(
Total Domestic 3,319,20: 3,387,59: 3,419,06
International 3,166,832 3,205,34. 2,738,96
Gross sale 6,486,02; 6,592,93. 6,158,03
Sales adjustmen (568,02() (622,849 (507,879)
Net sales $5,918,00: $5,970,09! $5,650,15!
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ltem 7A. Quantitative and Qualitative Disclosures About Market Risk.
Foreign Currency Exchange Rate R

Currency exchange rate fluctuations may impact &liattesults of operations and cash flows. Invenmrrchase transactions
denominated in the Euro, British pound sterlingn&iian dollar, Mexican peso, Hong Kong dollar, Ineisian rupiah, and Venezuela bolivar
fuerte were the primary transactions that causeetieay transaction exposure for Mattel during 2008)7, and 2006. Mattel seeks to mitigate
its exposure to market risk by monitoring its caag transaction exposure for the year and parttedlgging such exposure using foreign
currency forward exchange contracts primarily tddeeits purchase and sale of inventory, and otiterdompany transactions denominated in
foreign currencies. These contracts generally maatirity dates of up to 18 months. For those irtengany receivables and payables that are
not hedged along with US dollar cash balances Ielcertain international subsidiaries, the trarisaajains or losses are recorded in the
consolidated statement of operations in the pariaghich the exchange rate changes as part of tipgliacome or other non-operating
income, net based on the nature of the underlyangsaiction. Transaction gains or losses on hedgeccompany inventory transactions are
recorded in the consolidated statement of operafiothe period in which the inventory is sold tstomers. In addition, Mattel manages its
exposure to currency exchange rate fluctuatiorautiit the selection of currencies used for inteomati borrowings. Mattel does not trade in
financial instruments for speculative purposes.

Mattel's financial position is also impacted by mmcy exchange rate fluctuations on translatioitsafiet investment in subsidiaries with
non-US dollar functional currencies. Assets ankbilitees of subsidiaries with non-US dollar funata currencies are translated into US dollars
at fiscal year-end exchange rates. Income, expansecash flow items are translated at weightedagyeeexchange rates prevailing during the
fiscal year. The resulting currency translatioruatinents are recorded as a component of accumwttedcomprehensive loss within
stockholders’ equity. Mattel's primary currencyrtséation exposures during 2008 were related todtdnvestment in entities having functional
currencies denominated in the Euro, Mexican pestgresian rupiah, British pound sterling, and Biazireal.

There are numerous factors impacting the amoumitbgh Mattel's financial results are affected byeign currency translation and
transaction gains and losses resulting from chaimgesrrency exchange rates, including but nottkahito the level of foreign currency forward
exchange contracts in place at a given time angidhane of foreign currency denominated transastiona given period. However, assuming
that such factors were held constant, Mattel esémthat a 1 percent change in the U.S. dollaré&keighted Index would impact Mattglhe
sales by approximately 0.5% and its full year eagsiper share by approximately $0.01 to $0.02.
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Mattel's foreign currency forward exchange contsabit were used to hedge firm foreign currencyrodments as of December 31,
2008 are shown in the following table. All contsaare against the US dollar and are maintaine@jpgrting units with a US dollar functional

currency, with the exception of the Indonesian ahpiontracts, which are maintained by entities witbpiah functional currency.

Buy Sell
Weighted Weighted
Average Average
Contract Contract Fair Contract Contract Fair
Amount Rate Value Amount Rate Value
(In thousands of US dollars)
Euro* $ 281,35¢ 14C $ 94 $ 337,47 1.4z $ 9,617
Canadian dollar — — — 11,96( 0.8¢ 892
British pound sterling: — — — 19,31¢ 1.4¢ 31z
Japanese ye 8,51( 90.0( (50) 16,71¢ 90.0( 132
Australian dollar* 19,80: 0.6¢ 58¢ 13,55¢ 0.92 3,281
Swiss franc 18,04 1.0¢ 413 — — —
Mexican pes( 95,10" 13.5¢ (759 — — —
Indonesian rupia 25,97( 9,901 (3,635 — — —
New Zealand dollar 6,29¢ 0.57 91 — — —
Czech korun: 2,76: 18.8:2 47 — — —
Taiwan dollar — — — 9,801 33.0: (67)
Singapore dolla — — — 1,727 1.47 (47)
Hungarian forint 787 192.8¢ 21 — — —
Polish zloty 7,371 2.9¢€ 53 — — —
New Turkish lira — — — 4,58¢ 1.5¢4 40
$ 466,00 $(3,23) $ 415,14 $ 14,16°

* The weighted average contract rate for these catsres quoted in US dollar per local curren:

For the purchase of foreign currencies, fair vaiefeects the amount, based on dealer quotes, thteMvould pay at maturity for
contracts involving the same currencies and matdetes, if they had been entered into as of Deee®b, 2008. For the sale of foreign
currencies, fair value reflects the amount, basedealer quotes, that Mattel would receive at nigtéor contracts involving the same
currencies and maturity dates, if they had beearedtinto as of December 31, 2008. The differebedseen the market forward amounts and

the contract amounts are expected to be fully bffgecurrency transaction gains and losses onridenlying hedged transactions.

In addition to the contracts involving the US dolietailed in the above table, Mattel also had reans to sell British pound sterling for
the purchase of Euro. As of December 31, 2008gtheatracts had a contract amount of $7.0 millioth a fair value of $1.5 million.

Had Mattel not entered into hedges to limit theetfffof currency exchange rate fluctuations onassliits of operations and cash flows, its
income before income taxes would have decreasegpsoximately $16 million in 2008, increased by rapgmately $7 million in 2007, and

decreased by approximately $1 million in 2006.

Interest Rate Ris

To finance seasonal working capital requirementseofain foreign subsidiaries, Mattel avails its#lindividual short-term credit lines
with a number of banks. As of December 31, 200&ifm credit lines totaled approximately $162 roillj a portion of which are used to
support letters of credit. Mattel expects to ext#relmajority of these credit lines throughout 2009
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In June 2006, Mattel issued $100.0 million of unsed Floating Rate Senior Notes due June 15, 200%200.0 million of unsecured
6.125% Senior Notes due June 15, 2011. Intere8teRloating Rate Senior Notes is based on thennth LIBOR plus 40 basis points w
interest payable quarterly beginning Septembe@66. Interest on the 6.125% Senior Notes is paysdaniannually beginning December !
2006. The 6.125% Senior Notes may be redeemed;/diraa at the option of Mattel at a redemption erémual to the greater of (i) the
principal amount of the notes being redeemed ptosuad interest to the redemption date, or (iijr@Ke whole’amount based on the yield ¢
comparable US Treasury security plus 20 basis point

In June 2006, Mattel entered into two interest sstap agreements on the $100.0 million Floatinge Fnior Notes, each in a notional
amount of $50.0 million, for the purpose of hedgihg variability of cash flows in the interest pagmis due to fluctuations of the LIBOR
benchmark interest rate. These cash flow hedgescaminted for under SFAS No. 138hereby the hedges are reported in Mattel's
consolidated balance sheets at fair value, witmgés in the fair value of the hedges reflecteccoumulated other comprehensive loss. Under
the terms of the agreements, Mattel receives gliaitgerest payments from the swap counterpaligesed on the three-month LIBOR plus 40
basis points and makes semi-annual interest pagnetite swap counterparties based on a fixefd@e87125%. The three-month LIBOR
used to determine interest payments under theestteate swap agreements resets every three mamtshing the variable interest on the
Floating Rate Senior Notes. The agreements expidane 2009, which corresponds with the maturitthefFloating Rate Senior Notes.

Interest Rate Sensitivi

An assumed 50 basis point movement in interess @teMattel’s variable rate borrowings would haeg lan immaterial impact on its
results of operations for 2008.
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ltem 8. Financial Statements and Supplementary Date
MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANC |AL REPORTING

Management is responsible for establishing and taigiing adequate internal control over financigla®ing (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)). Mattel's managemieriiuding Robert A. Eckert, its principal exemagtiofficer, and Kevin M. Farr, its
principal financial officer, evaluated the effe@ness of Mattel’s internal control over financigborting using the framework Internal
Control—Integrated Framewotiksued by the Committee of Sponsoring Organizatafrike Treadway Commission. Based on this evailnati
management concluded that Mattel’s internal cordver financial reporting was effective as of Debem31, 2008. The effectiveness of the
Company'’s internal control over financial reportiag of December 31, 2008 has been audited by FateelwouseCoopers LLP, an independent
registered public accounting firm, as stated inirtteport which appears herein.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of Matite.

In our opinion, the consolidated financial statetadisted in the index appearing under Item 15(g)(&sent fairly, in all material
respects, the financial position of Mattel, Incdats subsidiaries at December 31, 2008 and Dece81he2007, and the results of their
operations and their cash flows for each of thedhyears in the period ended December 31, 200&nfonity with accounting principles
generally accepted in the United States of Ametitaddition, in our opinion, the financial statemschedule listed in the index appearing
under Item 15(a)(2) presents fairly, in all materéspects, the information set forth therein whead in conjunction with the related
consolidated financial statements. Also in our @pinthe Company maintained, in all material respeeffective internal control over financial
reporting as of December 31, 2008, based on @itstablished iternal Control—Integrated Framewoigsued by the Committee of
Sponsoring Organizations of the Treadway Commisg@SO). The Company’s management is responsiblthése financial statements and
financial statement schedule, for maintaining dffecinternal control over financial reporting aftd its assessment of the effectiveness of
internal control over financial reporting, includedManagement’s Report on Internal Control overdricial Reporting appearing under Item 8.
Our responsibility is to express opinions on th@sancial statements, on the financial statemehédale, and on the Company'’s internal
control over financial reporting based on our im&gd audits. We conducted our audits in accordaitbethe standards of the Public Comp.
Accounting Oversight Board (United States). Thdsedards require that we plan and perform the stdibbtain reasonable assurance about
whether the financial statements are free of materisstatement and whether effective internal mbmiver financial reporting was maintained
in all material respects. Our audits of the finahstatements included examining, on a test bagidence supporting the amounts and
disclosures in the financial statements, assesagccounting principles used and significannestés made by management, and evaluating
the overall financial statement presentation. Quditeof internal control over financial reportingcluded obtaining an understanding of internal
control over financial reporting, assessing thk tiigt a material weakness exists, and testingeaatliating the design and operating
effectiveness of internal control based 