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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

1. GENERAL

The Company is a public company incorporated in
Bermuda as an exempted company with limited liability
and its shares are listed on The Stock Exchange of
Hong Kong Limited (the “Stock Exchange”). The
addresses of the registered office and the principal
place of business of the Company are disclosed in the
sect ion headed “Corporate information” of the
Company’s Annual Report.

The financial statements are presented in Hong Kong
dollars, which is the same as the functional currency
of the Company.

The principal activities of the Group are the design,
manufacture and sale of toys.

The financial statements on pages 28 to 83 have been
prepared in accordance with Hong Kong Financial
Reporting Standards (“HKFRSs”) which collective term
includes all applicable individual Hong Kong Financial
Reporting Standards, Hong Kong Accounting Standards
and Interpretations issued by the Hong Kong Institute
of Certif ied Public Accountants (“HKICPA”). The
financial statements also include the applicable
disclosure requirements of the Rules Governing the
Listing of Securities on the Stock Exchange (“Listing
Rules”).

The f inancial statements for the year ended 31
December 2006 were approved for issue by the Board
of directors on 20 April 2007.

1.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

2. ADOPTION OF NEW OR AMENDED HKFRSS

From 1 January 2006, the Group has adopted all the
new and amended HKFRSs which are first effective on
1 January 2006 and relevant to the Group. The
adoption of these HKFRSs has resulted in changes in
the Group’s accounting policies on

• financial guarantee contracts; &

• financial assets designated as at fair value
through profit or loss

The amendment to HKAS 39 Financial Instruments:
Recognition and Measurement — The Fair Value Option
permits designating a financial asset at fair value
through profit or loss only when certain conditions are
met.  The investments prev ious ly  c lass i f ied as
investments at fair value through profit or loss have
retrospectively been reclassified as available-for-sale
investments and are carried at fair value. This change
in accounting policy has had no material effects on the
results and financial positions of the current year and
prior years. Accordingly, no prior year adjustments have
been made.

Apart from the above, the adoption of the other new
and amended HKFRSs did not result in significant
changes in the Group’s accounting policies but gave
rise to additional disclosures. The specific transitional
provis ions contained in some of these new or
amended HKFRSs have been considered. The adoption
of these standards did not result in any changes to the
amounts or disclosures in these financial statements.

The Group has not early adopted the following HKFRSs
that have been issued but are not yet effective. The
directors of the Company anticipate that the adoption
of such HKFRSs will not result in material financial
impact on the Group’s financial statements.

2.

•

•

39
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

2. ADOPTION OF NEW OR AMENDED HKFRSS
(Continued)

Amendment to “Presentation of Financial
HKAS 1 Statements” —

Capital Disclosures 1

HKFRS 7 “Financial Instruments:
Disclosures” 1

HKFRS 8 “Operating Segments” 7

HK(IFRIC) “Apply the Restatement Approach
Interpretation 7 under HKAS 29 Financial

Reporting in Hyperinflationary
Economies” 2

HK(IFRIC) “Scope of HKFRS 2” 3

Interpretation 8
HK(IFRIC) “Reassessment of Embedded

Interpretation 9 Derivatives” 4

HK(IFRIC) “Interim Financial Reporting and
Interpretation 10 Impairment” 5

HK(IFRIC) “Group and Treasury Share
Interpretation 11 Transactions” 6

HK(IFRIC) “Service Concession
Interpretation 12 Arrangements” 8

1 Effective for annual periods beginning on or after
1 January 2007

2 Effective for annual periods beginning on or after
1 March 2006

3 Effective for annual periods beginning on or after
1 May 2006

4 Effective for annual periods beginning on or after
1 June 2006

5 Effective for annual periods beginning on or after
1 November 2006

6 Effective for annual periods beginning on or after
1 March 2007

7 Effective for annual periods beginning on or after
1 January 2009

8 Effective for annual periods beginning on or after
1 January 2008

2.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

3.1 Basis of preparation

The significant accounting policies that have been
used in the preparat ion of  these f inancia l
statements are summarised below. These policies
have been consistently applied to all the years
presented unless otherwise stated.

The financial statements have been prepared on
the historical cost basis except for certain
properties and financial instruments, which are
stated at fair values. The measurement bases are
fully described in the accounting policies below.

It should be noted that accounting estimates and
assumptions are used in preparation of the
financial statements. Although these estimates
are based on management’s best knowledge and
judgement of current events and actions, actual
resu l t s  may  u l t imate ly  d i ffe r  f rom those
estimates. The areas involving a higher degree of
judgement  or  complex i t y,  or  a reas where
assumptions and estimates are significant to the
financial statements, are disclosed in Note 4.

3.2 Basis of consolidation

The consolidated financial statements incorporate
the financial statements of the Company and its
subsidiaries made up to 31 December each year.

3.3 Subsidiaries

Subsidiaries are entities over which the Group
has the power to control  the f inancial  and
operating policies so as to obtain benefits from
their activit ies. The existence and effect of
potent ia l  vo t ing  r ights  tha t  a re  current ly
exercisable or convertible are considered when
assessing whether the Group controls another
entity. Subsidiaries are fully consolidated from the
date on which control is transferred to the Group.
They are excluded from consolidation from the
date that control ceases.

3.

3.1

4

3.2

3.3
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

3.3 Subsidiaries (Continued)

Intra-group transactions, balances and unrealised
gains on transactions between Group companies
are eliminated in preparing the consolidated
financial statements. Unrealised losses are also
el iminated unless the transact ion provides
ev idence of  an  impa i rment  of  the assets
transferred.

In the Company’s balance sheet, subsidiaries are
carried at cost less any impairment loss. The
results of the subsidiaries are accounted for by
the Company on the basis of dividends received
and receivable at the balance sheet date.

3.4 Property, plant and equipment

All property, plant and equipment are stated at
acquisition cost less depreciation and impairment
losses. The gain or loss arising on the disposal is
determined as the difference between the sales
proceeds and carrying amount of the asset and is
recognised in the income statement.

Buildings held under capital leasing agreement
are depreciated over their expected useful lives
or over the term of lease, if shorter.

Factory under construction is stated at cost less
any impairment loss, and is not depreciated. Cost
comprises the direct costs of construction.
Factory under construction is reclassified to the
appropriate category of building when completed
and ready for use.

Property, plant and equipment are depreciated
over their estimated useful lives and after taking
into account their estimated residual value, using
the straight-line method over their cost, at the
following depreciation rates per annum:

3.

3.3

3.4
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

3.4 Property, plant and equipment (Continued)

Category of assets Estimated useful lives

Buildings 20 to 25 years or
over the lease term

of the land on which
the building is situated,

if shorter
Plant and machinery 5 to 8 years
Moulds and tools 3 to 5 years
Other tangible fixed assets 4 to 5 years, and

if applicable, over
the lease term,

if shorter

Subsequent costs are included in the asset’s
carrying amount or recognised as a separate
asset, as appropriate, only when it is probable
that future economic benefits associated with the
item will flow to the Group and the cost of the
item can be measured reliably. All other costs,
such as repairs and maintenance are charged to
the income statement during the financial period
in which they are incurred.

3.5 Investment properties

Investment properties are land and/or buildings
which are owned or held under a leasehold
interest to earn rental income and/or for capital
appreciat ion. These include land held for a
currently undetermined future use.

On initial recognition, investment properties are
measured  a t  cos t ,  i nc lud ing  any  d i rec t l y
attributable expenditure. Subsequent to initial
recognition, investment properties are measured
using the fair value model. Gains or losses arising
from changes in the fair value of investment
properties are included in profit or loss for the
period in which they arise.

3.

3.4

3.5
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

3.6 Prepaid lease payments

Prepaid lease payments are up-front payments to
acquire the land use rights. They are stated at
cos t  l ess  accumu la ted  amor t i s a t i on  and
accumulated impairment losses. Amortisation is
calculated on a straight line basis over the lease
term.

3.7 Inventories

Inventories are carried at the lower of cost and
net realisable value. Cost is determined using the
first-in-first-out method, and in the case of work
in progress and finished goods, comprise direct
materials, direct labour and an appropriate
proportion of overheads. Net realisable value is
the estimated selling price in the ordinary course
o f  b u s i n e s s  l e s s  t h e  e s t i m a t e d  c o s t  o f
completion and applicable selling expenses.

3.8 Research and development expenditure

Expenditure on research activities is recognised
as an expense in the period in which it  is
incurred.

An internally-generated intangible asset arising
from development expenditure is recognised only
if it is anticipated that the development costs
incurred on a clearly-defined project will be
recovered through future commercial activity. The
resultant asset is amortised on a straight-line
basis over its estimated useful life and carried at
cost less subsequent accumulated amortisation
and impairment losses, if any.

Where no internally-generated intangible asset
can be recognised, development expenditure is
recognised as an expense in the period in which
it is incurred.

3.

3.6

3.7

3.8
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

3.9 Impairment of assets

Property, plant and equipment, prepaid lease
payments for land and interests in subsidiaries
are subject to impairment testing.

An impairment loss is recognised as an expense
immediately for the amount by which the asset’s
carrying amount exceeds its recoverable amount.
The recoverable amount is the higher of fair
value, reflecting market conditions less costs to
sell, and value in use. In assessing value in use,
the estimated future cash flows are discounted
to their present value using a pre-tax discount
rate that reflects current market assessment of
time value of money and the risk specific to the
asset.

For the purposes of assessing impairment, where
an asset does not generate cash inflows largely
independent from those from other assets, the
recoverable amount is  determined for  the
smallest group of assets that generate cash
inflows independently (i.e. a cash-generating unit).
As a result, some assets are tested individually
for impairment and some are tested at cash-
generating unit level.

3.

3.9
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

3.10 Financial assets and liabilities

Financial assets

All financial assets are recognised when, and only
when,  the Group becomes a party  to  the
contractual provisions of the instrument. Regular
way purchases of financial assets are recognised
on t rade date .  When f inanc ia l  assets  a re
recognised initially, they are measured at fair
value, plus, in the case of investments not at fair
value through profit or loss, directly attributable
transaction costs.

Derecognition of financial assets occurs when the
rights to receive cash flows from the investments
expire or are transferred and substantially all of
the risks and rewards of ownership have been
transferred. At each balance sheet date, financial
assets are reviewed to assess whether there is
objective evidence of impairment. If any such
evidence exists, impairment loss is determined
and recognised based on the classification of the
financial asset.

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss
include financial assets held for trading which are
acquired for the purpose of selling in the near
term. At each balance sheet date subsequent to
initial recognition, financial assets at fair value
through profit or loss are measured at fair value,
with changes in fair value recognised directly in
profit or loss in the period in which they arise.

3.

3.10
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

3.10 Financial assets and liabilities (Continued)

Held-to-maturity investments

Held-to-maturity investments are non-derivative
financial  assets with f ixed or determinable
p ay m e n t s  a n d  f i xe d  m a tu r i t i e s  t h a t  t h e
management has the positive intention and ability
to hold to maturity. At each balance sheet date
subsequent to initial recognition, held-to-maturity
investments are measured at amortised cost
using the effective interest method, less any
identified impairment losses. An impairment loss
is recognised in profit or loss when there is
objective evidence that the asset is impaired, and
is measured as the difference between the
asset’s carrying amount and the present value of
estimated future cash flows discounted at the
effect ive interest rate computed on in i t ia l
recognition. Impairment losses are reversed in
subsequent periods when an increase in the
investment’s recoverable amount can be related
object ively to an event occurr ing after the
impairment was recognised, subject to the
restriction that the carrying amount of the asset
at the date the impairment is reversed does not
exceed what the amortised cost would have
been had the impairment not been recognised.

3.

3.10
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

3.10 Financial assets and liabilities (Continued)

Loans and receivables

Loans and receivables (including trade and other
receivables, bills receivables and bank balances)
are non-derivative financial assets with fixed or
determinable payments that are not quoted in an
act ive market.  At each balance sheet date
subsequent to init ial recognition, loans and
receivables are carried at amortised cost using
the effective interest method, less any identified
impairment losses.  An impai rment loss is
recognised in prof i t  or loss when there is
objective evidence that the asset is impaired, and
is measured as the difference between the
asset’s carrying amount and the present value of
the estimated future cash flows discounted at
the original effective interest rate. Impairment
losses are reversed in subsequent periods when
an increase in the asset’s recoverable amount
can be related objectively to an event occurring
after the impairment was recognised, subject to a
restriction that the carrying amount of the asset
at the date the impairment is reversed does not
exceed what the amortised cost would have
been had the impairment not been recognised.

Available-for-sale financial assets

Available-for-sale financial assets include non-
der ivat ive f inanc ia l  assets  that  are e i ther
designated to this category or do not qualify for
inclusion in any of the other categories of
financial assets.  All financial assets within this
category are subsequently measured at fair value.
Gain or loss arising from a change in the fair
value is recognised directly in equity, except for
impairment losses and foreign exchange gains
a n d  l o s s e s ,  u n t i l  t h e  f i n a n c i a l  a s s e t  i s
derecognised, at which time the cumulative gain
or loss previously recognised in equity would be
recognised in profit or loss.  Interest calculated
using the effective interest method is recognised
in profit or loss.  Upon disposal, the cumulative
gain or loss previously recognised in equity is
transferred to the income statement.

3.

3.10
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

3.10 Financial assets and liabilities (Continued)

For avai lable-for-sale investments in equity
securities that do not have a quoted market price
in an active market and whose fair value cannot
be reliably measured and derivatives that are
linked to and must be settled by delivery of such
unquoted equity instruments, they are measured
at cost less any identified impairment losses at
each balance sheet date subsequent to initial
recognition.

Financial liabilities and equity instrument

Financial liabilities and equity instruments issued
by a group entity are classified according to the
substance of the contractual arrangements
entered into and the definitions of a financial
liability and an equity instrument.

An equi ty  instrument is  any contract  that
evidences a residual interest in the assets of the
Group after deducting all of its liabilities. Equity
instruments issued by the Company are recorded
at the proceeds received, net of direct issue
costs.

The Group’s financial liabilities (including trade
and other payables) are subsequently measured
at amortised cost, using the effective interest
method after initial recognition.

3.11 Leases

Leases are classified as finance leases whenever
the terms of the lease transfer substantially all
the risks and rewards of ownership to the lessee.
All other leases are classified as operating leases.

The Group as lessor

Ren t a l  i n come  f rom ope ra t i ng  l eases  i s
recognised in  the income statement on a
straight-line basis over the term of the relevant
lease. Initial direct costs incurred in negotiating
and arranging an operating lease are added to the
carrying amount of the leased asset and are
recognised as an expense on a straight-line basis
over the lease term.

3.

3.10

3.11
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

3.11 Leases (Continued)

The Group as lessee

Rentals payable under operating leases are
charged to profit or loss on a straight-line basis
over the term of the relevant lease. Benefits
received and receivable as an incentive to enter
into an operating lease are recognised as a
reduction of rental expense over the lease term
on a straight-line basis.

3.12 Accounting for income taxes

Income tax comprises current tax and deferred
tax.

Current income tax assets and/or l iabi l it ies
comprise those obligations to, or claims from,
fiscal authorities relating to the current or prior
reporting period, that are unpaid at the balance
sheet date. They are calculated according to the
tax rates and tax laws applicable to the fiscal
periods to which they relate, based on the
taxable profit for the year. All changes to current
tax assets or l iabil it ies are recognised as a
component  of  t ax  expense in  the income
statement.

Deferred tax is calculated using the liabil ity
method on temporary differences at the balance
sheet date between the carrying amounts of
assets and liabilities in the financial statements
and their respective tax bases. Deferred tax
liabilities are generally recognised for all taxable
temporary differences. Deferred tax assets are
recogn i sed  fo r  a l l  deduc t i b l e  t empo ra r y
differences, tax losses available to be carried
forward as well as other unused tax credits, to
the extent that it is probable that taxable profit
will be available against which the deductible
temporary differences, unused tax losses and
unused tax credits can be utilised.

3.

3.11

3.12
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

3.12 Accounting for income taxes (Continued)

Deferred tax assets and l iabi l i t ies are not
recognised if the temporary difference arises
from goodwill or from initial recognition (other
than in a business combination) of assets and
liabilities in a transaction that affects neither
taxable nor accounting profit or loss.

Deferred tax liabilities are recognised for taxable
temporary differences arising on investments in
subsidiaries, except where the Group is able to
control the reversal of the temporary differences
and it is probable that the temporary differences
will not reverse in the foreseeable future.

Deferred tax is calculated, without discounting, at
tax rates that are expected to apply in the period
the liabil ity is settled or the asset realised,
provided they are enacted or substantively
enacted at the balance sheet date.

Changes in deferred tax assets or liabilities are
recognised in the income statement, or in equity
if  they relate to i tems that are charged or
credited directly to equity.

3.13 Foreign currency translation

The financial statements are presented in Hong
Kong Dollars (HK$), which is also the functional
currency of the Company.

In the individual financial statements of the
c o n s o l i d a t e d  e n t i t i e s ,  f o r e i g n  c u r r e n c y
transactions are translated into the functional
currency of the individual  ent ity using the
exchange rates prevailing at the dates of the
transactions. At balance sheet date, monetary
assets and liabilities denominated in foreign
currencies are translated at the foreign exchange
rates ruling at the balance sheet date. Foreign
exchange gains and losses resulting from the
settlement of such transactions and from the
balance sheet date retranslation of monetary
assets and liabilities are recognised in the income
statement.

3.

3.12

3.13
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

3.13 Foreign currency translation(Continued)

Non-monetary items carried at fair value that are
d e n o m i n a t e d  i n  f o r e i g n  c u r r e n c i e s  a r e
retranslated at the rates prevailing on the date
when the fair value was determined and are
reported as part of the fair value gain or loss.
Non-monetary items that are measured in terms
of historical cost in a foreign currency are not
retranslated.

In the consolidated financial statements, all
ind iv idua l  f inanc ia l  s t a tements  of  fore ign
operations, originally presented in a currency
different from the Group’s presentation currency,
have been converted into Hong Kong dollars.
Assets and liabilities have been translated into
Hong Kong dollars at the closing rate at the
balance sheet date. Income and expenses have
been converted into Hong Kong dollars at the
exchange rates ruling at the transaction dates, or
at the average rates over the reporting period.
Any differences arising from this procedure have
been dealt with separately in the exchange
reserve in equity.

3.14 Borrowing costs

All  borrowing costs are recognised as and
included in finance costs in the consolidated
income statement in the period in which they are
incurred.

3.15 Revenue recognition

Revenue comprises the fair value for the sale of
goods, net of rebates and discounts. Provided it
is probable that the economic benefit will flow to
the  Group and the  revenue and costs ,  i f
applicable, can be measured reliably, revenue is
recognised as follows:

Sales of goods are recognised when goods are
delivered and title has passed.

Sales of investments are recognised when the
sale agreement becomes unconditional and it is
probable that the economic benefits associated
with the sale will flow to the Group.

3.

3.13

3.14

3.15
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

3.15 Revenue recognition(Continued)

Interest income from a financial asset is accrued
on a time basis, by reference to the principal
outstanding and at the effective interest rate
appl icab le ,  which is  the rate  that  exact ly
discounts the estimated future cash receipts
through the expected life of the financial asset to
that asset’s net carrying amount.

Dividend is recognised when the shareholder’s
right to receive payment is established.

3.16 Cash and cash equivalents

Cash and cash equivalents include cash at bank
and in hand as well as short term bank deposits.

3.17 Share capital

Ordinary shares are classified as equity. Share
capital is determined using the nominal value of
shares that have been issued.

Any transaction costs associated with the issuing
of shares are deducted from the proceeds (net of
any related income tax benefits), to the extent
they are incremental costs directly attributable to
the equity transaction.

3.18 Employee benefits

The Group contributes to a defined contribution
retirement benefit scheme (“MPF scheme”)
under the Mandatory Provident Fund Scheme
Ordinance which is available to its employees in
Hong Kong. Contributions to the MPF Scheme by
the Group and employees are calculated as
percentages of employees’ basic salaries. The
retirement benefit scheme cost charged to
income statement represents contributions
payable by the Group to the MPF scheme.

The assets  o f  the  MPF Scheme are  he ld
s e p a r a t e l y  f r o m  t h o s e  o f  t h e  G r o u p  i n
independently administered funds.

3.

3.15

3.16

3.17

3.18
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

3.18 Employee benefits(Continued)

The employees of the Group’s subsidiaries which
operate in the PRC are required to participate in
a central pension scheme operated by the local
municipal government.

These subsidiaries are required to contribute
certain percentage of its payroll costs to the
central pension scheme. The contributions are
charged to the income statement as they
become payable in accordance with the rules of
the central pension scheme.

3.19 Provision and contingent liabilities

Provisions are recognised when the Group has a
present obligation (legal or constructive) as a
result of a past event, and it is probable that an
outflow of economic benefits will be required to
settle the obligation and a reliable estimate can
be made. Where the time value of money is
material, provisions are stated at the present
value of the expenditure expected to settle the
obligation.

All provisions are reviewed at each balance sheet
date and adjusted to reflect the current best
estimate.

Where it is not probable that an outflow of
economic benefits wil l  be required, or the
amount  cannot  be est imated re l iab ly,  the
obligation is disclosed as a contingent liability,
unless the probability of outflow of economic
benefits is remote. Possible obligations, whose
ex is tence  w i l l  on l y  be  con f i rmed  by  the
occurrence or non-occurrence of one or more
uncertain future events not wholly within the
control of the Group are also disclosed as
contingent liabilities unless the probability of
outflow of economic benefits is remote.

3.

3.18

3.19
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

3.19 Provision and contingent liabilities (Continued)

Contingent liabilities are recognised in the course
of the allocation of purchase price to the assets
and liabilities acquired in a business combination.
They are initially measured at fair value at the
date of acquisition and subsequently measured at
the  h igher  o f  the  amount  tha t  wou ld  be
recogn ised  in  a  comparab le  p rov is ion  as
descr ibed above and the  amount  in i t i a l l y
recognised less any accumulated amortisaton, if
appropriate.

3.20 Financial guarantee issued

A financial guarantee contract is a contract that
requires the issuer (or guarantor)  to make
specified payments to reimburse the holder for a
loss it incurs because a specified debtor fails to
make payment when due in accordance with the
terms of a debt instrument.

Where the Group issues a financial guarantee,
the fa i r  va lue of  the guarantee is  in i t ia l ly
recognised as deferred income within trade and
other payables. Where consideration is received
or receivable for the issuance of the guarantee,
the consideration is recognised in accordance
with the Group’s policies applicable to that
category of asset. Where no such consideration
is received or receivable, an immediate expense
is  recogn ised  i n  p ro f i t  o r  l oss  on  i n i t i a l
recognition of any deferred income.

The amount of the guarantee initially recognised
as deferred income is amortised in profit or loss
over the term of the guarantee as income from
financial guarantees issued. In addition, provisions
are recognised if and when it becomes probable
that the holder of the guarantee will call upon
the Group under the guarantee and the amount
of that claim on the Group is expected to exceed
the current carrying amount i.e. the amount
initially recognised less accumulated amortisation,
where appropriate.

3.

3.19

3.20
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

3.21 Related parties

Parties are considered to be related to if:

(i) directly, or indirectly through one or more
intermediaries, the Group:

— controls, is controlled by, or is under
common control with, the entity;

— has an interest in the entity that gives it
significant influence over the entity;

— has joint control over the entity;

(ii) the party is an associate;

(iii) the party is a jointly-controlled entity;

(iv) t h e  p a r t y  i s  a  m e m b e r  o f  t h e  ke y
management personnel of the Group or its
parent;

(v) the party is a close member of the family
or any individual referred to in (i) or (iv);

(vi) the party is an entity that is controlled,
jointly-controlled or significantly influenced
by or for which significant voting power in
such  ent i t y  res ides  wi th ,  d i rec t l y  o r
indirectly, any individual referred to in (iv) or
(v); or

(vii) the party is a post-employment benefit plan
for the benefit of employees of the Group,
or of any entity that is a related party of the
Group.

3.

3.21

(i)

(ii)

(iii)

(iv)

(v) (i) (iv)

(vi) (iv) (v)

(vii)
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

4. CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS

Estimates and judgements are continually evaluated
and are based on historical experience and other
factors, including expectations of future events that are
believed to be reasonable under the circumstances.

The Group makes est imates and assumpt ions
concerning the future. The result ing accounting
estimates will, by definition, seldom equal the related
actual results. The estimates and assumptions that
have a significant risk of causing a material adjustment
to the carrying amounts of assets and liabilities within
the next financial year are discussed below.

Estimated useful lives of property, plant and equipment

The Group determines the estimated useful lives of
property, plant and equipment and their related
depreciation charges. When useful lives of property,
plant and equipment are different from that previously
estimated, the depreciation charges for future periods
will be adjusted accordingly.

Impairment loss on property, plant and equipment

The property, plant and equipment of the Group are
reviewed by the management for possible impairment
when events or changes in operating environment
indicate that the carrying amounts of such assets may
not be fully recoverable. In determining the recoverable
amounts of these assets, expected cash flows to be
generated by the assets are discounted to their
present value, which involves significant level of
judgment relating to sales volume, selling prices and
manufacturing and other operating cost. When a
decline in an asset’s recoverable amount has occurred,
the carrying amount is reduced to its estimated
recoverable amount.

Impairment loss on trade and other receivables

The Group regularly conducts assessments on possible
losses resulting from the inability of customers to
settle the amounts due to the Group. The assessment
is based, inter alia, on the age of the debt and the
credit-worthiness of the customer. If the financial
condition of the customers deteriorates, the amount of
allowance for doubtful recovery of receivables would
be higher than that provided for in the financial
statements.

4.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

4. CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS (Continued)

Impairment loss on inventories

Included in the consolidated balance sheet at 31
December 2006 are inventories of HK$165,554,000
which are carr ied at the lower of cost and net
realisable value. Management conducts assessments
on the net realisable value of inventories by reference
to their age, obsolescence, estimated net selling price
and other economic conditions of the markets in which
the Group’s customers operate. If the actual selling
prices of inventories are substantial ly less than
expected due to an adverse market condition or other
factors, impairment loss on inventories may result.

Deferred tax assets

As at 31 December 2006, deferred tax assets of
HK$4,596,000 in relation to unused tax losses and
other deductible temporary differences have been
recognised in the consolidated balance sheet. The
realisability of the deferred tax asset mainly depends
on whether suff ic ient future prof i ts or  taxable
temporary differences will be available in the future. In
cases where the actual future profits generated are
less than expected, a reversal of the deferred tax
assets may arise, which would be recognised in the
consolidated income statement for the period in which
such a reversal takes place.

4.

165,554,000

4,596,000
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

5.

OEM/ODM

5. BUSINESS AND GEOGRAPHICAL SEGMENTS

Business segments

The Group is principally engaged in the design,
manufacture and sales of toys. Turnover represents
the net amounts received and receivable for goods
sold by the Group to outside customers during the
year. The businesses based upon which the Group
reports its primary segment information are as
follows:

Own Brand — Manufacture of toys designed/
developed by the Group and
sold under the Group’s brand
n a m e  o r  t h e  l a b e l s  o f
licensors

OEM/ODM — Manufacture of  toys wi th
d e s i g n  o r i g i n a t e d  f r o m
customers and where the
t o o l i n g s  a r e  o w n e d  b y
customers

Moulds — Manufacture of moulds for
sale to customers

Segment information about these businesses is
presented below.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

5. BUSINESS AND GEOGRAPHICAL SEGMENTS
(Continued)

RESULTS AND REVENUE

For the year ended 31 December 2006

Own Brand OEM/ODM Moulds Consolidated
OEM/ODM

HK$’000 HK$’000 HK$’000 HK$’000

Turnover
External sales 463,285 86,117 752 550,154

Result
Segment result 56,980 4,100 66 61,146

Other income 5,106
Valuation deficit on

investment properties (600)
Gain on financial assets

at fair value through
profit or loss  —

Unallocated corporate
expenses (32,615)

Finance costs (783)

Profit before income tax 32,254
Income tax expense (1,947)

Profit for the year attributable
to shareholders 30,307

5.

For the year ended 31 December 2005

Own Brand OEM/ODM Moulds Consolidated
OEM/ODM

HK$’000 HK$’000 HK$’000 HK$’000

Turnover
External sales 459,231 79,282 1,175 539,688

Result
Segment result 67,275 8,732 85 76,092

Other income 8,619
Valuation surplus on

investment properties 3,400
Loss on financial assets

at fair value through profit
or loss (2,383)

Unallocated corporate
expenses (39,239)

Finance costs (445)

Profit before income tax 46,044
Income tax expense (5,169)

Profit for the year attributable
to shareholders 40,875
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

5. BUSINESS AND GEOGRAPHICAL SEGMENTS
(Continued)

CONSOLDATED ASSETS AND LIABILITIES

As at 31 December 2006

Own Brand OEM/ODM Moulds Consolidated
OEM/ODM

HK$’000 HK$’000 HK$’000 HK$’000

Assets
Segment assets 191,682 40,581 1,440 233,703
Investment properties 10,300
Held-to-maturity investments 52,170
Held for trading investments 236
Other unallocated assets 286,876

Consolidated total assets 583,285

Liabilities
Segment liabilities 10,408 8,475 509 19,392
Unallocated liabilities 59,934

Consolidated total liabilities 79,326

5.

As at 31 December 2005

Own Brand OEM/ODM Moulds Consolidated
OEM/ODM

HK$’000 HK$’000 HK$’000 HK$’000

Assets
Segment assets 164,204 29,910 1,345 195,459
Investment properties 10,900
Held-to-maturity investments 63,139
Held for trading investments 161
Other unallocated assets 298,071

Consolidated total assets 567,730

Liabilities
Segment liabilities 11,042 7,762 728 19,532
Unallocated liabilities 56,500

Consolidated total liabilities 76,032
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

5. BUSINESS AND GEOGRAPHICAL SEGMENTS
(Continued)

OTHER INFORMATION

For the year ended 31 December 2006

5.

Own Brand OEM/ODM Moulds Unallocated Total
OEM/ODM

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Capital additions
— Property, plant and  

 equipment  12,242 — 9 17,398 29,649
Depreciation and amortisation 22,374 2,929 85 1,644 27,032
Loss on disposal of property,

plant and equipment 270 — 3 98 371
Allowance for doubtful debts 1,535 — — — 1.535
Provision for slow moving

inventories 1,420 296 — 13 1,729

For the year ended 31 December 2005

Own Brand OEM/ODM Moulds Unallocated Total
OEM/ODM

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Capital additions
— Property, plant and  

 equipment  15,129 — 160 46,078 61,367
Depreciation and amortisation 29,069 2,421 383 761 32,634
Gain on disposal of property,

plant and equipment 3 — — 5 8
Allowance for doubtful debts 1,085 — — — 1,085
Provision for slow moving

inventories 1,118 28 — 23 1,169

Geographical segments

The marketing activities of the Group’s products are
substantially carried out in Hong Kong while the
Group’s manufacturing activities are carried out in other
regions in the People’s Republic of China (the “PRC”).
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

5. BUSINESS AND GEOGRAPHICAL SEGMENTS
(Continued)

Geographical segments (Continued)

The following table provides an analysis of the Group’s
sales by geographical market, irrespective of the origin
of the goods:

2006 2005

HK$’000 HK$’000

North America
United States of America 201,144 201,452
Canada 62,070 51,232

Europe 202,926 212,512
Asia 28,825 27,011
Other locations 55,189 47,481

550,154 539,688

5.

The following is an analysis of the carrying amounts of
segment assets and additions to property, plant and
equipment, analysed by the geographical area in which
the assets are located:

Segment assets Capital expenditure

2006 2005 2006 2005

HK$’000 HK$’000 HK$’000 HK$’000

Hong Kong 142,397 168,474 79 1,201
Mainland China 340,623 309,569 29,570 60,141
Other locations 100,265 89,687 — 25

583,285 567,730 29,649 61,367
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

6. OTHER INCOME

2006 2005

HK$’000 HK$’000

Interest income 332 226
Interest yield on held-to-maturity

investments 2,481 3,934
Rental income from investment

properties 429 391
PRC tax incentive (note) — 2,767
Other income 1,864 1,301

5,106 8,619

6.

2006 2005

HK$’000 HK$’000

Interest on bank loans repayable
within one year 487 361

Interest on bank overdrafts 296 84

783 445

Note:

The PRC tax incentive in Year 2005 represents part of the
income tax paid by certain PRC subsidiaries refunded by the
PRC government as an incentive for re-investment of the
profits of these subsidiaries.

7. FINANCE COSTS 7.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

2006 2005

HK$’000 HK$’000

Profit before income tax has
been arrived at after
charging/(crediting):

Auditors’ remuneration 640 1,100
Amortisation of prepaid lease

payments for land 992 832
Cost of inventories sold

(including provision for
slow-moving inventories) 240,088 227,744

Depreciation of property, plant
and equipment 26,040 31,802

Operating lease charges:
— land and buildings  2,469 2,296

Loss/(gain) on disposal of
property, plant and equipment 371 (8)

Research and development
expenditure 6,896 8,815

Staff costs including directors’
remuneration (note) 124,139 111,277

Allowance for doubtful debts 1,535 1,085
Provision for slow moving

inventories 1,729 1,169
Fair value (gain)/loss on held for

trading investments (196) 79
Net exchange loss 1,108 2,258

Note:

The staff  costs d isc losed above include the Group’s
contributions to retirement benefit schemes amounted to
HK$3,452,000 (2005: HK$3,743,000).

8. PROFIT BEFORE INCOME TAX 8.

3,452,000 3,743,000
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

9. DIRECTORS’ AND EMPLOYEES EMOLUMENTS

(a) Directors’ emoluments

The emoluments paid or payable to each of the 9
(2005: 10) directors were as follows:

9.

(a)

Salaries, Performance Contributions
allowance related to retirement
and other incentive benefits

Fees benefits payments schemes Total

(note)

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

2006
Mr. Yip Yun Kuen — 2,016 1,800 101 3,917
Mr. Yip Yun Tim — 930 380 46 1,356
Mr. Chan Shun Po — 1,008 390 50 1,448
Mr. Chan, Michael Siu Tai * * — 469 66 23 558
Ms. Chan Pik Ha # # — 118 — — 118
Mr. Yeung Wai Kin 100 — — — 100
Mr. Man Mo Leung 150 — — — 150
Mr. Yap Alfred Donald, JP 100 — — — 100
Ms. Lau Ki Cho, Iris ^ ^ 60 — — — 60
Total emoluments for year

2006 410 4,541 2,636 220 7,807

2005
Mr. Yip Yun Kuen — 2,016 2,000 101 4,117
Mr. Yip Yun Tim — 909 400 45 1,354
Mr. Chan Shun Po — 984 430 49 1,463
Mr. Shiu Chun Yuen ** *** — — — — —
Ms. Chan Pik Ha # # — 202 80 — 282
Mr. Xin Shu Lin, Steve ** ** 75 — — — 75
Mr. Yeung Wai Kin 100 — — — 100
Mr. Man Mo Leung 150 — — — 150
Mr. Yap Alfred Donald, JP 100 — — — 100
Ms. Lau Ki Cho, Iris ^ ^ 60 — — — 60
Total emoluments for year

2005 485 4,111 2,910 195 7,701

*
**
***
#
^

* Newly appointed on 1 January 2006
** Resigned on 16 September 2005
*** Resigned on 1 January 2005
# Resigned on 1 August 2006
^ Resigned on 1 October 2006
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

9. DIRECTORS’ AND EMPLOYEES EMOLUMENTS
(Continued)

(a) Directors’ emoluments (Continued)

Note:

The performance related incentive payments were
d e t e r m i n e d  m a i n l y  w i t h  t h e  G r o u p ‘ s  ove r a l l
performance.

The amounts disclosed above include directors’ fees of
HK$310,000 (2005: HK$310,000) and HK$100,000
(2005: HK$175,000) paid or payable to three (2005:
three) independent non-executive directors and one
(2005: two) non-executive director respectively.

There was no arrangement under which a director
waived or agreed to waive any remuneration during the
years ended 31 December 2006 and 2005.

During the years ended 31 December 2006 and 2005,
no share options were granted to the directors in
respect of their services to the Group and further
detai ls of which were set out in note 26 to the
financial statements.

(b) Employees’ emoluments

The emoluments  of  the f ive  h ighest  pa id
employees included three (2005: three) directors
of the Company, details of which are set out
above. The emoluments of the remaining two
(2005: two) individuals were as follows:

9.

(a)

310,000
310,000 100,000

175,000

26

(b)

2006 2005

HK$’000 HK$’000

Salaries, allowances
and benefits-in kind 1,459 1,459

Performance related
incentive payments 917 820

Contributions to retirement
benefit schemes 36 36

2,412 2,315
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

9. DIRECTORS’ AND EMPLOYEES EMOLUMENTS
(Continued)

(b) Employees’ emoluments (Continued)

The emoluments fell within the following bands:

2006 2005

Emolument bands
Nil - HK$1,000,000 1,000,000 1 —
HK$1,000,000 - 1,000,000

HK$1,500,000 1,500,000 1 2

10.

Hong Kong profits tax is calculated at 17.5% (2005:
17.5%) of the estimated assessable profit for the year.

Taxation arising in other jurisdictions is calculated at
the rates prevailing in the relevant jurisdictions.

17.5% 17.5%

10. INCOME TAX EXPENSE

2006 2005

HK$’000 HK$’000

Current tax:
Hong Kong 1,837 1,173
The PRC 2,165 3,370
Other jurisdictions 11 —

4,013 4,543

(Over)/Underprovision
Hong Kong (299) (283)
The PRC — 12

(299) (271)

Deferred taxation (note 27) 27
Current year (1,767) 897

1,947 5,169

9.

(b)



R
B

I  H
O

LD
I N

G
S

 LI M
I TE

D
A

N
N

U
A

L
 R

E
P

O
R

T
 2

0
0

6

65

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

10. INCOME TAX EXPENSE (Continued)

The tax charge for the year can be reconciled to the profit
before income tax per the income statement as follows:

2006 2005

HK$’000 HK$’000

Profit before income tax 32,254 46,044

Tax at the domestic income 17.5%
tax rate of 17.5% 17.5%
(2005: 17.5%) 5,644 8,058

Tax effect of expenses not
deductible 1.101 1,077

Tax effect of income not
taxable (328) (1,221)

Tax effect of profit not
chargeable to tax (note) (517) (1,127)

Effect of different tax rates of
subsidiaries operating in
other jurisdictions (1,009) (3,038)

Tax effect of temporary
differences not recognised (889) 2,272

Utilisation of deferred tax
assets previously not
recognised (1,224) (51)

Overprovision in respect of
prior year (299) (271)

Others (532) (530)

Income tax expense for the year 1,947 5,169

10.

Note:

The profits of certain subsidiaries are subject to Hong Kong
profits tax on a 50: 50 apportionment basis.

11. PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF
THE COMPANY

Of the consolidated profit attributable to equity holders
of the Company of approximately HK$30,307,000
(2005: HK$40,875,000), a profit of approximately
HK$25,955,000 (2005: HK$31,108,000) has been dealt
with in the financial statements of the Company.

11.

30,307,000
40,875,000

2 5 , 9 5 5 , 0 0 0
31,108,000
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

12. DIVIDENDS

2006 2005

HK$’000 HK$’000

Interim dividend paid
HK2 cents (2005: HK2 cents) 2 2

per ordinary share 6,619 6,686

Final dividend proposed
HK3 cents (2005: HK6 cents) 3 6

per ordinary share 9,929 19,975

16,548 26,661

2006 2005

HK$’000 HK$’000

Earnings for the purpose of basic
and diluted earnings per share 30,307 40,875

Number of shares

‘000 ‘000

Weighted average number of
ordinary shares for the purpose
of basic earnings per share 331,762 360,548

Effect of dilutive potential shares
in respect of share options — 173

Weighted average number of
ordinary shares for the
purpose of diluted earnings
per share 331,762 360,721

12.

3
9,929,000

13.

The final dividend of HK3 cents per ordinary share,
totalling HK$9,929,000 has been proposed by the
d i rec to rs  and  a re  sub jec t  to  approva l  by  the
shareholders in general meeting.

The amounts of final dividend proposed are calculated
based on the number of shares in issue as at the date
of approval of these financial statements.

13. EARNINGS PER SHARE

The calculation of the basic and diluted earnings per
share is based on the following data:

Diluted earnings per share for the year ended 31 December
2006 was not presented because the impact of the exercise
of share options was anti-dilutive.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

14. PROPERTY, PLANT AND EQUIPMENT — GROUP

Leasehold
improvements,

furniture,
Factory under Plant and Moulds fixtures Motor

Buildings construction machinery and tools ande quipment vehicles Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

At 1 January 2005
Cost 129,619 3,719 129,464 139,116 56,922 6,641 465,481
Accumulated depreciation (37,355) — (108,292) (125,056) (42,425) (5,696) (318,824)

Net book amount 92,264 3,719 21,172 14,060 14,497 945 146,657

Year ended 31 December 2005

Opening net book amount 92,264 3,719 21,172 14,060 14,497 945 146,657
Additions — 41,502 2,437 15,104 1,745 579 61,367
Disposals — — — — (3) — (3)
Depreciation (5,028) — (7,700) (12,783) (5,734) (557) (31,802)

Closing net book amount 87,236 45,221 15,909 16,381 10,505 967 176,219

At 31 December 2005
Cost 129,619 45,221 131,901 154,220 58,510 7,220 526,691
Accumulated depreciation (42,383) — (115,992) (137,839) (48,005) (6,253) (350,472)

Net book amount 87,236 45,221 15,909 16,381 10,505 967 176,219

At 31 December 2006
Opening net book amount 87,236 45,221 15,909 16,381 10,505 967 176,219
Exchange differences 6,018 118 2,051 979 1,395 — 10,561
Additions 9,026 2,097 1,169 12,242 4,895 220 29,649
Transfers 27,705 (43,992) 8,996 14 7,277 — —
Disposal — — (113) (2) (286) (61) (462)
Depreciation (7,302) — (4,469) (7,658) (6,215) (396) (26,040)

Closing net book amount 122,683 3,444 23,543 21,956 17,571 730 189,927

Year ended 31 December 2006

Cost 173,919 3,444 146,217 168,137 72,456 6,616 570,789
Accumulated depreciation (51,236) — (122,674) (146,181) (54,885) (5,886) (380,862)

Net book amount 122,683 3,444 23,543 21,956 17,571 730 189,927

14.   
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

14. PROPERTY, PLANT AND EQUIPMENT —
GROUP (Continued)

An analysis of the carrying value of the Group’s
properties is set out below:

2006 2005

HK$’000 HK$’000

Buildings situated on leasehold
interest in land in Hong Kong
— Under medium-term lease  10,032 10,682

Buildings situated on leasehold
interest in land in PRC
— Under medium-term lease  112,651 76,554

122,683 87,236

Factory under construction on
leasehold interest in land
— Under medium-term lease  

in the PRC 3,444 45,221

126,127 132,457

14.   

15. PREPAID LEASE PAYMENTS FOR LAND —
GROUP

The Group’s prepaid lease payments for land comprise
land use rights in the PRC and leasehold land situated
in Hong Kong which are held under medium-term
leases as follows:

15.   

2006 2005

HK$’000 HK$’000

Leasehold land
In the PRC 29,102 28,331
In Hong Kong 15,036 15,372

44,138 43,703

Analysed for reporting
purposes as:

Non-current 43,145 42,723
Current 993 980

44,138 43,703
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

16. INVESTMENT PROPERTIES — GROUP

2006 2005

HK$’000 HK$’000

Fair value
At beginning of the year 10,900 7,500
(Decrease)/increase in fair value

recognised in the
consolidated income
statement (600) 3,400

At end of the year 10,300 10,900

16.   

The fair value of the Group’s investment properties at
31 December 2006, have been arrived at on the basis
of a valuat ion carr ied out on that date by RHL
Appraisal Ltd., independent qualified professional
valuers not connected with the Group with appropriate
qualifications and recent experiences in valuation of
similar properties in the relevant locations. The
valuation report was issued by RHL Appraisal Ltd.,
represented by its director who is a member of the
Institute of Valuers. The valuation conformed to HK
Inst i tu te  of  Sur veyors  Va luat ion  Standards  on
Properties, was arrived at by reference to market
evidence of transaction prices for similar properties,
and gave rise to a decrease of HK$600,000 (2005:
increase of HK$3,400,000) which has been accounted
for in the income statement.

All of the Group’s leasehold interest in land held under
operat ing leases to earn renta ls  or  for  capi ta l
appreciation purposes are measured using the fair
value model and are classified and accounted for as
investment properties.

All of the Group’s investment properties are rented out
under operating leases.

6 0 0 , 0 0 0
3,400,000
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

17. HELD-TO-MATURITY INVESTMENTS — GROUP 17.  

2006 2005

HK$’000 HK$’000

Unlisted bonds 52,170 63,139
Less: Included in current assets (8,648) (10,089)

43,522 53,050

The unlisted bonds carry fixed interest rates maturing
within 7 years. The effective interest rates on the
bonds range from 2.76% to 6.17%. The fair value of
the unlisted bonds at 31 December 2006 amounted to
HK$51,497,000 (2005: HK$62,000,000) determined by
reference to prices quoted by financial institutions.

18. INVESTMENTS IN SUBSIDIARIES

Company

2006 2005

HK$’000 HK$’000

Unlisted shares, at cost 107,146 107,146

The amounts due from subsidiaries are unsecured,
interest free and repayable on demand.

7
2 . 7 6 %

6.17%

51,497,000
62,000,000

18.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

18. INVESTMENTS IN SUBSIDIARIES (Continued)

(a) Deta i ls  of  the pr inc ipa l  subsid iar ies at  31
December 2006 are as follows:

18.

(a)

Place of
incorporation/ Particulars of Percentage of
establishment/ issued share/ equity attributable

Name operations registered capital to the Company Principal activities

Held directly

RBI International Investment Limited (i) British Virgin Islands Ordinary US$30,000 100% Investment holding
and trading of securities

RBI International Investment Limited (i) 30,000

Held indirectly

Dongguan Tai Fat Toy Factory Ltd. The PRC Registered HK$36,800,000 100% Manufacture and
(a foreign wholly-owned enterprise) sale of toys

36,800,000

Dongguan Tungfat Toy Factory Co. Ltd. The PRC Registered HK$55,670,000 100% Manufacture and
(a foreign wholly-owned enterprise) sale of toys

55,670,000

Motormax Industries (Heyuan) Ltd The PRC Registered HK$30,000,000 100% Manufacture and
(a foreign wholly-owned enterprise) sale of toys

30,000,000

Motormax Toy Factory Limited Hong Kong Ordinary HK$100,000 100% Trading of toys
100,000

RBI Industries (Shenzhen) Co. Ltd The PRC Registered HK$46,000,000 100% Manufacture and
(a foreign wholly-owned enterprise) sale of toys

46,000,000

RBI Toys Inc. United States Common Stock US$10,000 100% Trading of toys
of America

RBI Toys Inc. 10,000

Red Box Toy Factory Limited Hong Kong Ordinary HK$1,000 100% Design, trading and
Non-voting deferred (iii) marketing of toys
HK$12,000,000 and investment holding

1,000
 (iii)

12,000,000

Tai Fat Toy Factory (China) Hong Kong Ordinary HK$2,900,000 100% Manufacture and
Limited (ii) Non-voting deferred (iii) sale of toys

HK$5,100,000
 (ii) 2,900,000

 (iii)
5,100,000
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

18. INVESTMENTS IN SUBSIDIARIES (Continued)

(i) Operating principally in Hong Kong.

(ii) Operating principally in the PRC.

(iii) The non-voting deferred shares, which are held by RBI
International Investment Limited, practically carry no
rights to dividends or to receive notice of or to attend
or vote at any general meetings of the respective
companies or to participate in any distribution on
winding up.

The above table lists the subsidiaries of the Company
which, in the opinion of the directors, principally
affected the resu l ts  for  the  year  or  fo rmed a
substantial portion of the net assets of the Group. To
give details of other subsidiaries would, in the opinion
of the directors, result in particulars of excessive
length.

19. HELD FOR TRADING INVESTMENTS — GROUP

2006 2005

HK$’000 HK$’000

Equity securities listed in
Hong Kong, at market value 236 161

18.

(i)

(ii)

(iii) R B I
International Investment Limited

19.   

The fa i r  va lue of  the Group’s  he ld  for  t rad ing
investments at the balance sheet date was determined
at their open market value.

20. INVESTMENT IN CERTIFICATES OF DEPOSITS —
GROUP

The deposits represent US dollar deposits placed with
banks  wi th  an  aggregate  p r inc ipa l  amount  o f
USD4,000,000 (2005: USD4,000,000) which carry
interests chargeable at certain pre-determined rates
less London Interbank Offered Rate. The bank deposits
will mature from 2009 to 2013 or earlier, when the
interest income accrued on the deposits reaches
certa in  speci f ied amount .  Such deposi ts  were
designated as financial assets at fair value through
profit or loss previously and had been reclassified as
available-for-sale investments this year.

The directors consider the carrying amount of these
bank deposits approximates their fair value, based on
the amounts quoted by financial institutions.

20.   

4 ,000 ,000
4,000,000
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

21. BANK BALANCES AND CASH

Cash and cash equivalents include the following
components:

21.

2006 2005

HK$’000 HK$’000

Cash at banks and in hand 8,889 20,406
Short-term bank deposits 8,883 14,400

17,772 34,806

Included in cash and cash equivalents of the Group is
HK$2,877,000 (2005: HK$8,249,000) of cash and bank
balances denominated in Renminbi (“RMB”) placed
with banks in the PRC and cash in hand. RMB is not
a freely convertible currency.

At 31 December 2006, the effective interest rate of
short-term bank deposits is 4.75%. They have maturity
dates from 7 days to 10 days and are eligible for
immediate cancellation without receiving any interest
for the last deposit period.

22. INVENTORIES — GROUP

2,877,000
8,249,000

4.75%

22.   

2006 2005

HK$’000 HK$’000

Raw materials 45,814 37,272
Work in progress 62,308 57,801
Finished goods 57,432 44,908

165,554 139,981
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

23. TRADE AND OTHER RECEIVABLES — GROUP

The Group allows a credit period of 30 to 90 days to
its trade customers.

The aging analysis of the Group’s trade receivables is
as follows:

2006 2005

HK$’000 HK$’000

0 — 30 days 0 30 14,944 12,526
31 — 60 days 31 60 11,708 10,130
61 — 90 days 61 90 19,306 14,004
Over 90 days 90 9,322 8,357

Trade receivables 55,280 45,017
Other receivables 904 4,136

56,184 49,153

23.   

The directors consider the carrying amount of trade
and other receivables approximates their fair value.

24. BILLS RECEIVABLES — GROUP

An aging analysis of bills receivables outstanding at
the balance sheet date is as follows:

24.   

2006 2005

HK$’000 HK$’000

0 — 30 days 0 30 3,096 5,592
31 — 60 days 31 60 1,334 1,642
61 — 90 days 61 90 2,321 2,464
Over 90 days 91 5,016 1,583

11,767 11,281

The directors consider the carrying amount of the bills
receivables approximates their fair value.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

25. TRADE AND OTHER PAYABLES — GROUP

The aging analysis of the Group’s trade payables is set
out as follows:

2006 2005

HK$’000 HK$’000

0 — 30 days 0 30 18,710 12,380
31 — 60 days 31 60 7,699 7,192
61 — 90 days 61 90 2,263 1,664
Over 90 days 91 283 368

Trade payables 28,955 21,604
Other payables 11,418 12,651

40,373 34,255

25.   

The directors consider the carrying amount of trade
and other payables approximates their fair value.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

3,439,000
58,836,000

3 ,010 ,000
37,746,000

301,000
3,774,000

2 , 8 0 3 , 0 0 0
35,145,000
636,000 23,691,000

301,000 3,774,000

26. SHARE CAPITAL 26.

Number of shares Nominal value

2006 2005 2006 2005

‘000 ‘000 HK$’000 HK$’000

Authorised:
Ordinary shares of 0.1

HK$0.1 each 800,000 800,000 80,000 80,000

Issued and fully paid:
At beginning of the year 333,966 371,712 33,397 37,171

Repurchased and cancelled (3,010) (37,746) (301) (3,774)

At end of the year 330,956 333,966 33,096 33,397

Repurchase of own shares

During the year, the Company repurchased 3,010,000
(2005: 37,746,000) ordinary shares over the Stock
Exchange  a t  a  cos t  o f  HK$3 ,439 ,0 0 0  ( 20 05 :
HK$58,836,000), which was dealt with by charging
HK$301,000 (2005: HK$3,774,000) to share capital,
HK$2,803,000 (2005:  HK$35,145,000)  to share
premium, HK$636,000 (2005: HK$23,691,000) to
retained earnings and crediting HK$301,000 (2005:
HK$3,774,000) to capital redemption reserve.

Particulars of the shares repurchased are as follows:

Number of
ordinary Total

shares of consideration
HK$0.10 each Highest Lowest paid

0.10

‘000 HK$ HK$ HK$’000

Month of 2006
Feb 1,042 1.21 1.20 1,254
May 1,968 1.14 1.05 2,185

3,010 3,439

The repurchases on the Stock Exchange were effected
by the directors pursuant to the mandate from
shareholders, with a view to benefiting shareholders as
a whole by the enhancement of the earnings per
share of the Company.

Other than above, none of the Company’s subsidiaries
purchased, sold or redeemed any of the Company’s
listed securities during the year.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

26. SHARE CAPITAL (Continued)

Share option scheme

The Company’s share option scheme (the Scheme)
was adopted on 21 December 1995 for the primary
purpose of providing incentives to directors and eligible
employees, and had been expired on 20 December
2005. Under the Scheme, options had been granted to
eligible employees, including directors of the Company
and its subsidiaries, to subscribe for shares in the
Company.

The following table discloses details of the Company’s
share options and movements in such holdings:

Number of shares under options granted

Movements
Subscription Outstanding at during the year Outstanding at

Granted to Date of grant Exercisable period price per share 1 January 2006 exercised 31 December 2006

HK$

Directors 2 January 2002 1 January 2004 to31 December 2013 1.1 600,000 — 600,000

Number of shares under options granted

Movements
Subscription Outstanding at during the year Outstanding at

Granted to Date of grant Exercisable period price per share 1 January 2005 exercised 31 December 2005

HK$

Directors 2 January 2002 1 January 2004 to31 December 2013 1.1 600,000 — 600,000

26.

No options were granted, cancelled, lapsed or forfeited
during the year ended 31 December 2006 and 2005.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

27. DEFERRED TAX ASSETS/(LIABILITIES)

The followings are the major deferred tax assets and
liabilities recognised by the Group and movements
thereon during the current and prior years:

Unrealised
profit on

Accelerated intra-group Other
tax transfer of temporary

depreciation assets differences Total

HK$’000 HK$’000 HK$’000 HK$’000

At 1 January 2005 (2,899) 3,452 660 1,213
Credit/(charge) to income

statement 8 (1,302) 397 (897)

At 31 December 2005 (2,891) 2,150 1,057 316
Credit/(charge) to income

statement 151 870 746 1,767
Exchange difference (347) 48 26 (273)

At 31 December 2006 (3,087) 3,068 1,829 1,810

2006 2005

HK$’000 HK$’000

Deferred tax assets 4,596 4,501
Deferred tax liabilities (2,786) (4,185)

1,810 316

27.

At 31 December 2006, the Group had unused tax
losses of HK$31,984,000 (2005: HK$38,060,000)
available for offset against future profits. Deferred tax
a s s e t s  h ave  b e e n  r e c o g n i s e d  i n  r e s p e c t  o f
HK$6,370,000 (2005: HK$3,293,000) of such losses.
No deferred tax asset has been recognised in respect
of the remaining HK$25,614,000 (2005: HK$34,767,000)
due to the unpredictability of future profit streams.
Included in unrecognised tax losses are losses of
HK$24,160,000 (2005: HK$23,118,000) that will expire
from 2007 to 2026. Other unused tax losses may be
carried forward indefinitely.

3 1 , 9 8 4 , 0 0 0
38,060,000

6,370,000
3,293,000

2 5 , 6 1 4 , 0 0 0
34,767,000

2 4 , 1 6 0 , 0 0 0
23,118,000
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

28. RETIREMENT BENEFIT PLANS

The Group participates in both a defined contribution
scheme which is registered under the Occupational
Retirement Scheme Ordinance (the “ORSO Scheme”)
and a Mandatory Provident Fund Scheme (the “MPF
Scheme”) established under the Mandatory Provident
Fund Ordinance. The assets of the schemes are held
separately from those of the Group, in funds under the
control of trustees.

The ORSO Scheme is funded by monthly contributions
from both the employees and the Group, calculated at
5% of the employee’s basic salary.

For  members  of  the MPF Scheme,  the Group
contributes 5% of relevant payroll costs to the MPF
Scheme, which contr ibut ion is matched by the
employees.

According to the relevant laws and regulations in the
PRC, the subsidiaries in the PRC are required to
contribute a certain percentage of the salaries and
wages of their employees to the retirement benefit
schemes to fund the retirement benefits of their
employees.

Where there are employees who left the ORSO
Scheme prior to vesting fully in the contributions, the
contributions payable by the Group are reduced by the
amount of forfeited contr ibut ions. No forfeited
contributions were utilised in this manner during the
year. At 31 December 2006, there were no forfeited
employer ’s contributions available to reduce the
contributions payable in future years (2005: Nil).

28.

5%

5%
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

29. RESERVES

Company

29.

Share Capital
premium redemption Contributed Retained

account reserves surplus profits Total

(Note)

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

At 1 January 2005 133,902 2,128 100,635 66,166 302,831

Profit for the year
— — — 31,108 31,108

2004 final dividend paid — — — (26,020) (26,020)
Repurchase of own shares (35,145) 3,774 — (23,691) (55,062)
2005 interim dividend paid — — — (6,686) (6,686)

At 31 December 2005 98,757 5,902 100,635 40,877 246,171

Profit for the year
— — — 25,955 25,955

2005 final dividend paid — — — (19,975) (19,975)
Repurchase of own shares (2,803) 301 — (636) (3,138)
2006 interim dividend paid — — — (6,619) (6,619)

At 31 December 2006 95,954 6,203 100,635 39,602 242,394

Note: The contr ibuted surplus of the Company
represents the excess of the carrying value of
the subsidiaries acquired over the nominal
value of the Company’s shares issue.

30. OPERATING LEASES

GROUP

The Group as lessee

30.

2006 2005

HK$’000 HK$’000

Lease payments paid under
operating leases in respect of
land and buildings during
the year 2,469 2,296

At the balance sheet date, the Group had commitments
for future minimum lease payments under non-
cancellable operating leases in respect of land and
buildings which fall due as follows:

2006 2005

HK$’000 HK$’000

Within one year 2,589 2,604
In the second to fifth year

inclusive 2,778 5,395

5,367 7,999
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

30. OPERATING LEASES (Continued)

GROUP (Continued)

The Group as lessee (Continued)

Operating lease payments represent rentals payable by
the Group for overseas offices and warehouses.
Leases are negotiated for an average term of two to
three years and rentals are fixed during such period.

The Group as lessor

Property rental income earned during the year was
HK$429,000 (2005: HK$391,000). The properties held
have committed tenants for 1 year.

At the balance sheet date, the Group had contracted
with tenants for the following future minimum lease
payments:

COMPANY

30.

429,000
391,000

2006 2005

HK$’000 HK$’000

Within one year 517 213

31.

The Company did not have any significant lease
commitments at 31 December 2006 (2005: Nil).

31. CAPITAL COMMITMENTS

GROUP

2006 2005

HK$’000 HK$’000

Capital expenditure in respect
of the acquisition of
property, plant and equipment
contracted but not provided for 5,730 12,808

The Company did not have any significant capital
commitments at 31 December 2006 (2005: Nil).
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

32. CONTINGENT LIABILITIES

For the year ended 31 December 2006, the Group and
the Company had no significant contingent liabilities.

33. FINANCIAL GUARANTEE CONTRACTS

The Company has executed guarantees amounting to
approximating HK$38 million (2005: HK$38 million)
with respect to general banking facilities granted to
certain subsidiar ies of the Company. Under the
guarantees, the Company would be liable to pay the
bank if the bank is unable to recover the loan. At the
balance sheet date, no provision for the Company’s
obligation under the guarantee contract has been
made as the directors considered that it was not
probable that the repayment of the loan would be in
default.

34. MATERIAL RELATED PARTY TRANSACTIONS

The emoluments of key management are presented in
note 9.

35. R ISK MANAGEMENT OBJECTIVES AND
POLICIES

The Group’s major financial instruments include held to
maturity investments, investment in certificates of
deposits, trade and other receivables, bills receivables,
bank balances and cash and trade and other payables.
The risks associated with these financial instruments
and the policies on how to mitigate these risks are set
out below. Management manages and monitors these
exposures to ensure appropr iate measures are
implemented on a timely and effective manner.

Credit risk

The Group’s credit risk is primarily attributable to its
trade receivables. The amounts presented in the
balance sheet are net of allowances for doubtful
recovery of receivables estimated by management
based on the age of the debts, their knowledge of
customers’ credit-worthiness, management’s prior
experience and their assessment of the current
economic environment. Management reviews the
recoverable amounts of significant trade receivables
regularly to ensure adequate allowances for doubtful
recovery are recognised if considered appropriate.

Th e  G r o u p ’s  c o n c e n t r a t i o n  o f  c r e d i t  r i s k  by
geographical locations is mainly in North America and
Europe, with exposure spread over a number of
counterparties and customers.

The credit risk on the Group’s liquid funds, unlisted
bonds and investment in certificates of deposits is
limited because the majority of the counterparties are
banks or corporations with high credit ratings.

32.

33.

3 8 , 0 0 0 , 0 0 0
38,000,000

34.

9

35.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

35. RISK MANAGEMENT OBJECTIVES AND
POLICIES (Continued)

Market risk

(i) Foreign exchange risk

The Group holds certain financial assets and
financial liabilities which are denominated in
Renminbi. The Group is therefore exposed to
foreign currency risk. The management monitors
foreign exchange exposures and will consider
hedging significant foreign currency exposures
when the need arises.

(ii) Interest rate risk

The Group is exposed to interest rate r isk
through the impact of rate changes on interest
bearing financial assets. Interest-bearing financial
assets are mainly held-to-maturity investments
and investment in certificates of deposits which
are long term in nature. As the held-to-maturity
investments and investment in certificates of
deposits are respectively arranged at fixed rates
and on a predetermined basis which are variable
rates over the period, thus exposing the Group to
both fair value interest rate risk and cash flow
interest rate risk. The management monitors
interest rate risk exposure and will consider
hedging significant interest rate exposure should
the need arises.

(ii) Price risk

The Group’s held for trading investments are
measured at fair value at each balance sheet
date. Therefore, the Group is exposed to equity
pr ice r isk.  The management manages th is
ex p o s u r e  by  m a i n t a i n i n g  a  p o r t fo l i o  o f
investments with different risk profiles.

36. NON-ADJUSTING POST BALANCE SHEET EVENT

Pursuant to the PRC enterprise income tax law passed
by the Tenth National People’s Congress on 16 March
2007, the new enterpr ise income tax rates for
domestic and foreign enterprises are unified at 25%
and will be effective from 1 January 2008. The impact
of this change in enterprise income tax rates on the
Group’s consolidated financial statements will depend
on detailed implementation pronouncements that will
be issued. The Group is currently assessing the impact
on the Group’s results of operations and financial
position of this change in enterprise income tax rates.

35.
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