Heelys, Inc. Reports 2008 Third Quarter Financial Results
DALLAS, Nov 06, 2008 (BUSINESS WIRE) -- Heelys, Inc. (NASDAQ: HLYS) today reported the following financial results for the third quarter ended September 30, 2008.

Net sales for the third quarter of 2008 were $23.8 million compared to net sales of $49.9 million in the corresponding period a year ago. Gross profit was $7.9 million, or 33.3% of net
sales, compared to $15.9 million, or 31.9% of net sales for the third quarter of 2007. Total selling, general and administrative expenses were $6.8 million, or 28.6% of net sales,
compared to $6.3 million, or 12.7% of net sales in the third quarter of last year. Net income for the quarter was $0.8 million, or $0.03 per fully diluted share versus $6.6 million, or
$0.24 per fully diluted share in the third quarter of 2007.

On a sequential quarter comparison, net sales for the third quarter of 2008 were $23.8 million compared to net sales of $18.2 million in the second quarter of 2008. Gross profit was
$7.9 million, or 33.3% of net sales, compared to $4.2 million, or 23.0% of net sales for the second quarter of 2008. Total selling, general and administrative expenses were $6.8
million, or 28.6% of net sales, compared to $5.4 million, or 29.5% of net sales in the second quarter of 2008. Net income for the quarter was $0.8 million, or $0.03 per fully diluted
share versus a net loss of $0.4 million, or ($0.01) per fully diluted share in the second quarter of 2008.

Commenting on the results, Don Carroll, chief executive officer of the Company, said, "While many of our business trends have improved since the start of the year, the recent
events in the global economy and their impact on consumer confidence levels have created a challenging selling environment and made the outlook for holiday more uncertain.
Therefore, with retailers in general becoming even more cautious with their level of future orders, we will closely monitor inventories and price points as well as our expenses and look
to capitalize on at-once opportunities that maintain our brand equity and enhance our market position."

Lisa Peterson, chief financial officer of the Company, commented, "In the third quarter of 2008 we have seen a return to more full-price selling at our retail partners, which helped our
gross margins improve over the prior year period and a sequential quarterly basis. Importantly, our balance sheet at 9/30/08 remains very strong with over $90 million in cash and no
debt."

Conference Call Information

A conference call to discuss third quarter fiscal 2008 financial results is scheduled for today (November 6, 2008) at 5:00 PM Eastern Time. A webcast of the call will take place
simultaneously and can be accessed by clicking http:/investors.heelys.com/index.cfm or www.opencompany.info. To listen to the broadcast, your computer must have Windows
Media Player installed. If you do not have Windows Media Player, go to the latter site prior to the call, where you can download the software for free.

About Heelys, Inc.

Heelys, Inc. designs, markets and distributes innovative, action sports-inspired products under the HEELYS(R) brand targeted to the youth market. The Company's primary product,
HEELYS-wheeled footwear, is patented dual purpose footwear that incorporates a stealth, removable wheel in the heel. HEELYS-wheeled footwear allows the user to seamlessly
transition from walking or running to skating by shifting weight to the heel. Users can transform HEELYS-wheeled footwear into street footwear by removing the wheel. HEELYS-
wheeled footwear provides users with a unique combination of fun and style that differentiates it from other footwear and wheeled sports products.

Forward Looking Statements

Certain statements in this press release and oral statements made from time to time by representatives of the Company are "forward-looking statements" for purposes of the safe
harbor provisions of The Private Securities Litigation Reform Act of 1995, including in particular, statements regarding our guidance, outlook for future events, financial performance,
customer demand, growth and profitability. In some cases, you can identify forward-looking statements by terminology such as "subject to," "believes," "anticipates," "plans,"
"expects,” "intends," "estimates," "may," "will," "should," "can," the negatives thereof, variations thereon, similar expressions, or discussions of strategy. All forward-looking statements
are based upon management's current expectations and various assumptions, but they are inherently uncertain, and the Company may not realize its expectations and the
underlying assumptions may not prove correct. The Company's actual results and the timing of events could differ materially from those described in or implied by the forward-looking
statements as a result of risks and uncertainties, including, without limitation, the fact that substantially all of the Company's net sales are generated by one product, the Company
may not be able to successfully introduce new product categories, the Company's intellectual property may not restrict competing products that infringe on its patents from being
sold, the Company's dependence on independent manufacturers, continued changes in fashion trends and consumer preferences and general economic conditions, the outcome of
lawsuits filed against the Company, which could have a material adverse effect on us, and additional factors which are detailed in the Company's filings with the Securities and
Exchange Commission, including the Risk Factors contained in the Company's Annual Report on Form 10-K. Investors, potential investors and other readers are urged to consider
these factors carefully in evaluating the forward-looking statements and are cautioned not to place undue reliance on such forward-looking statements. The forward-looking
statements made herein are only made as of the date of this press release and the Company undertakes no obligation to publicly update such forward-looking statements to reflect
subsequent events or circumstances.

HEELYS, I NC. AND SUBSI DI ARl ES

Condensed Consol idated Statenents of Operations
(Unaudi t ed)

(amounts in thousands, except for per share data)

Three-nonth period ended Ni ne-nonth period ended

Sept enber 30, Sept enber 30, Sept enber 30, Sept enber 30,

2007 2008 2007 2008
Net sal es $ 49, 908 23,825 $ 173, 646 55, 143
Cost of sales 33,991 15, 880 113,926 40, 179
Gross profit 15, 917 7,945 59,720 14, 964
Sel ling, general and administrative expenses 6, 326 6, 823 18, 814 18, 280
I ncone (loss) from operations 9,591 1,122 40, 906 (3,316 )
Ot her expense (incone), net (954 ) (57 ) (2,454 ) (2,455 )
I ncone (loss) before income taxes 10, 545 1,179 43, 360 (861 )
Incone tax expense (benefit), net 3,899 424 15, 505 (175 )
Net incone (| oss) $ 6, 646 $ 755 $ 27, 855 $ (686 )
Net income (loss) per share:
Basi ¢ $ 0.25 $ 0.03 $ 1.03 $ (0.03 )
Diluted $ 0.24 $ 0.03 $ 0.99 $ (0.03 )
Wi ght ed- aver age shares:
Basi c 27, 065 27, 439 27, 055 27,237
Diluted 28, 059 27,549 28,278 27,237
HEELYS, | NC. AND SUBSI DI ARl ES
Condensed Consol i dated Bal ance Sheets
(Unaudi t ed)
(anmounts in thousands)

Decenber 31, Sept enber 30,

Asset s 2007 2008

Current Assets:


http://investors.heelys.com/index.cfm
http://www.opencompany.inf/

Cash and cash equival ents

Accounts receivable, net of allowances

Inventories

Prepai d and other current assets

I ncone taxes receivable

Deferred incone tax benefits

Total current assets

Property and Equi prent, net of accunul ated depreciation
Pat ents and Trademarks, net of accunul ated anortization
Intangi bl es, net of accunulated anortization

Goodwi | |

Deferred I ncone Tax Benefits, net of valuation allowance
Total Assets

Liabilities and Stockhol ders' Equity

Current Liabilities:

Accounts payabl e

Accrued expenses

I ncone taxes payable

Total current liabilities

Cher long termliabilities

St ockhol ders' Equity:

Common st ock

Addi tional paid-in capital

Ret ai ned ear ni ngs

Accunul at ed ot her conprehensive inconme

Total stockhol ders' equity

Total Liabilities and Stockhol ders' Equity

SOURCE: Heelys, Inc.
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