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Financial Results for the year ended 31 March 2006
The Board of Directors of Herald Holdings Limited (the “Company”) presents the
consolidated results of the Company and its subsidiaries (collectively the “Group”) for the
year ended 31 March 2006, together with the comparative figures for the previous year, as
follows:

Consolidated income statement
For the year ended 31 March 2006

HK$’000

2005
(restated)
HK$’000

1,325,686

1,442,998

Cost of sales

(1,000,531)

(1,080,829)

Gross profit

325,155

362,169

13,468
2,212
(57,766)
(189,789)
2,140

5,849
2,565
(59,968)
(195,521)
1,172

9,294

-

60

(520)

104,774

115,746

(145)
494

(275)
181

105,123
(14,392)

115,652
(16,480)

Profit for the year

90,731

99,172

Attributable to:
Equity shareholders of the Company
Minority interests

86,290
4,441

96,117
3,055

Profit for the year

90,731

99,172

Dividends payable to equity shareholders of the
Company attributable to the year

39,906

39,906

14.06 cents

15.66 cents

2006

Turnover

Other revenue
Other net income
Selling expenses
Administrative expenses
Valuation gains on investment properties
Write back of impairment losses on property, plant
and equipment
Write back of /(provision for) impairment losses on club
membership
Profit from operations
Finance costs
Share of profit of jointly controlled entity
Profit before taxation
Income tax

Earnings per share
- Basic and diluted

Consolidated Balance Sheet
At 31 March 2006

HK$’000

2005
(restated)
HK$’000

16,750
154,848

16,290
151,217

6,468

6,704

178,066
1,660
2,150
2,000
5,249

174,211
1,600
1,804
9,024
6,118

189,125

192,757

59,917
140,459
131,657
2,932
239,395

167,794
174,421
824
223,564

574,360

566,603

121,003
2,728

156,480
9,867

123,731

166,347

Net current assets

450,629

400,256

Total assets less current liabilities

639,754

593,013

Non-current liabilities
Deferred tax liabilities
Provision for long service payments

1,642
2,799

979
3,072

4,441

4,051

NET ASSETS

635,313

588,962

CAPITAL AND RESERVES
Share capital
Reserves

47,886
554,423

47,886
513,052

Total equity attributable to equity
shareholders of the Company

602,309

560,938

Minority interests

33,004

28,024

TOTAL EQUITY

635,313

588,962

2006

Non-current assets
Fixed assets
- Investment properties
- Other property, plant and equipment
- Interests in leasehold land held for
own use under operating leases
Club membership
Interest in jointly controlled entity
Other financial assets
Deferred tax assets

Current assets
Trading securities
Inventories
Trade and other receivables
Current tax recoverable
Cash and cash equivalents

Current liabilities
Trade and other payables
Current tax payable

REVIEW OF OPERATIONS
The Group achieved favourable results in the financial year under review amid a very
challenging operating environment. The turnover of the Group for the year ended 31
March 2006 was HK$1,326 million which was HK$117 million or 8% below the turnover
of HK$1,443 million in the previous year. During the year under review, the Timepiece
Division experienced a very sharp decrease in turnover while the businesses of the other
divisions were relatively stable. The net profit attributable to the equity shareholders of
the Company in the year under review was HK$86.3 million, 10% down from the net
profit of HK$96.1 million in the previous year. This year’s net profit included a
write-back of HK$9.3 million relating to impairment losses on property, plant and
equipment which were charged to the profits in previous financial years. Excluding this
write-back, the net profit of the Group was HK$77 million, representing a decrease of
20% compared to the year-ago net profit.
Toy and Gift Division
During the year under review, the Toy and Gift Division performed well amid very
difficult market conditions. The division was able to maintain a relatively satisfactory
result mainly due to the robust sales of the toys related to the “Star Wars” brands,
particularly in the first half of the year. The turnover of the division increased modestly
by 0.3% to HK$647 million from the turnover of HK$645 million a year earlier, while its
operating profit increased by HK$1.2 million or 4.3% from HK$27.7 million to HK$28.9
million. The increase in operating profit was virtually due to provisions for impairment
losses for bad and doubtful debts of HK$2.1 million and impairment losses of property,
plant and equipment of HK$3.5 million written back to profit or loss in the reporting
fiscal year. Excluding these write-backs, the division’s operating profit decreased by
HK$4.4 million. Like most of the toy factories in Guangdong, the division experienced
very tough operating conditions. Firstly, the price pressure resulting from intense
competition among toy factories has continued to erode the profit margins in the toy
industry. Furthermore, labour shortages have become a much more serious problem for
factories in the Pearl River Delta region. In March 2005, the minimum wage rate in the
Dongguan area increased by as much as 27.6%. As labour is an important cost factor for
the division, the steep wage increase had a negative impact on the results of the division.
Computer Head Division
The Computer Head Division also performed well in the fiscal year 2006. Compared to
last year, the division’s turnover increased moderately by 2% from HK$155 million to
HK$158 million, while the operating profit increased by 56% from HK$16.3 million to
HK$25.5 million. During the year under review, the division achieved better production
efficiency due to higher volumes, resulting in improved product yields and substantially
lower reject rates. In 2005, the division completed the development of computer tape
heads for the Linear Tape-Open Generation 4 tape drives. With an uncompressed capacity
of 800 gigabytes, these heads are now the most advanced products in the market for
computer data tape storage. The division has started delivery of these heads in April 2006.
The division has always been concerned with environmental protection. In January 2006
the division acquired certification of ISO14001 relating to its environmental management
system reflecting the division’s strong commitment to environmentally friendly policies
and procedures.

Houseware Division
The sales of the Houseware Division edged downwards by 1% to HK$240 million from
last year. The operating profit of HK$12.4 million for the year was relatively flat
compared to the operating profit in the earlier fiscal year. In the year ended 31 March
2005, the division had a product claim for which the division made a provision of HK$8.6
million. The claim was settled in the year under review and an excess provision of
HK$1.5 million was written back as profit in fiscal 2006. Excluding the impact of this
provision/write back, the operating profit for this year decreased by HK$10.1 million on a
year-on-year comparison. The increases of prices of aluminum and stainless steel were
the major factors that attributed to the decrease.
Timepiece Division
As mentioned in the interim report, the sales of the Timepiece Division were dampened
by the general weakness of the retail sales in the UK and the closures of business of some
of the division’s customers. Furthermore, the business from a TV and internet retail group,
which rapidly increased the sales of the division in the previous year, receded
significantly. For the year ended 31 March 2006, the sales of the division decreased by
33% or HK$121 million to HK$249 million from HK$370 million in the prior year.
Mainly due to lower turnover, the operating profit for the year under review declined to
HK$21.4 million, representing merely 42% of last year’s profit.

FINANCIAL POSITION
The Group has maintained its sound financial position. At the end of the financial year,
the Group had a strong balance sheet with a healthy liquidity position. As at 31 March
2006, the Group had total assets of HK$763 million (2005: HK$759 million) which were
financed by current liabilities of HK$124 million (2005: HK$166 million), non-current
liabilities of HK$4 million (2005: HK$4 million), minority interests of HK$33 million
(2005: HK$28 million) and equity attributable to equity shareholders of HK$602 million
(2005: HK$561 million).
At 31 March 2006, the Group’s cash balances aggregated to HK$239 million representing
an increase of HK$15 million over the HK$224 million in last year’s balance sheet. The
Group’s current assets position as at 31 March 2006 was HK$574 million compared to
HK$567 million as at 31 March 2005. The inventories decreased to HK$140 million from
HK$168 million and the trade and other receivables decreased to HK$132 million from
HK$174 million. The decreases were mainly due to the decline of the Group’s sales
activities. During the year, the Group acquired certain listed equity securities and unlisted
equity linked notes which are held for trading. Together with other equity securities
acquired in previous years and reclassified as trading securities during the year, the
Group’s trading securities as at 31 March 2006 amounted to HK$60 million (2005:
HK$Nil).
The Group’s current liabilities decreased from HK$166 million to HK$124 million
primarily due to decrease in trade and other payables.
Like last year, the Group had no bank borrowings at 31 March 2006. Furthermore, the
Group has no long-term borrowings. Trading securities of HK$37 million (2005:
HK$Nil) are pledged to a bank to secure the banking facilities granted to a subsidiary of
the Company. As at 31 March 2006, the working capital ratio, an indicator of a
company’s liquidity represented by a ratio between the current assets over the current

liabilities, was 4.64 compared to 3.41 last year. The quick ratio, another ratio that gauges
the short-term liquidity of a company measured by trade debtors and cash at bank and in
hand over the current liabilities, slightly increases to 2.76 from 2.21.

PROSPECTS AND GENERAL OUTLOOK
The new fiscal year will continue to be very challenging for the Group. The problems of
rising material costs and labour costs will continue to put pressure on the already tight
profit margins of the Group’s businesses. Though relatively still higher than 2005, the
management is pleased to see that metal prices have eased since mid June 2006. As at 7
July 2006, the LME aluminum closing price has come down to USD2,521 per metric ton
from its peak of USD3,275 at 11 May 2006. The Shenzhen government has already raised
the minimum wage rate in the Special Economic Zone by 17.4% with effect from 1 July
2006. It is believed that other areas in Guangdong will very soon have similar increases in
the second half of 2006. Furthermore, up to the end of June 2006, the value of Renminbi
has further increased by 1.4% against the U.S. dollar following an appreciation of 2% in
July 2005. It is generally believed that the currency will further strengthen in the coming
year. As the Group’s factories are all located in the PRC, an even stronger Renminbi will
further lift the production costs of the Group’s products.
Despite the above-mentioned adverse market conditions, there are signs that retail sales in
both the UK and the USA, which accounted for 37% and 48% of the Group’s sales
respectively in the last fiscal year have both picked up in the first half of 2006. The
management is confident that the Group will weather the market difficulties and strive to
achieve a solid result in the new fiscal year.

DIVIDENDS
At the forthcoming Annual General Meeting to be held on 15 September 2006, the
Directors will recommend a final dividend of HK4 cents per share (2005: HK4.5 cents).
Together with the interim dividend of HK2.5 cents (2005: HK2 cents), the dividend for
the year of HK6.5 cents (2005: HK6.5 cents) would represent an annual return of 8% on
the Company’s average share price of HK80 cents in the year ended 31 March 2006.
The total final dividend will amount to HK$24,558,000 and is calculated based on the
total number of shares in issue as at 13 July 2006 being the latest practicable date prior to
the announcement of the results. Dividend will be payable on 29 September 2006 to
shareholders registered in the Register of Members on 15 September 2006.

REGISTER OF MEMBERS
The Register of Members will be closed on 14 and 15 September 2006. Shareholders
should ensure that all transfers accompanied by relevant share certificates are lodged with
the Company’s Registrars, Tengis Limited at 26/F Tesbury Centre, 28 Queen’s Road East,
Hong Kong for registration not later than 4:00 p.m. on 13 September 2006 in order that
they may receive their dividend entitlement.
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