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TO OUR SHAREHOLDERS

| am pleased to present the annual results of Fujikon Industrial
Holdings Limited (“the Company”) and its subsidiaries
(“Fujikon” or “the Group”) for the year ended 31 March 2003.

Fujikon celebrated its 20th corporate anniversary in 2002. For
the past twenty years, Fujikon has ridden the waves in the
industry to grow progressively. Along the way, Fujikon has made
many significant achievements and breakthroughs in the
industry. Looking back, the Group is proud of the leading
position it has established and sustained in the electro-acoustics

industry.

This past year has been an important year for Fujikon. Despite
the challenging economic environment, the Group made a
number of crucial investments to pave the way for its future
success. Through aggressive sales and marketing efforts, the
Group secured a number of new industry-leading customers
during the year. These customers not only contribute to the
Group's sales, but also demonstrate the Group’s commitment
to market diversification, a move which has minimized its
business risks from any particular market downturn. These
exciting new projects will become significant growth drivers
for the Group’s business for the years ahead as their
contributions are reflected in the accounts, a move which will
start from the next fiscal year. In addition, leveraging its strong
R&D capabilities and close relations with existing customers,
the Group has been able to maintain its turnover for fiscal
2002/03. The Group’s well-established and vertically integrated
production system has also enabled the Group to record an

above-industry-average gross profit margin of 28.7%.

Chairman’s Statement
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TO OUR SHAREHOLDERS (Continued)

At first glance, the Group’s bottom line dropped 41.2% to
approximately HK$33.2 million this year. This can partially be
explained by the fact that significant provision was made
against a US customer and a number of one-off expenses, which
were incurred during the year. Excluding these factors, the
Group's profit decreased by 22.7%, which was mainly due to

the depressed consumer market.

It has always been Fujikon’s ambition to actively pursue a
leadership role in the electro-acoustics industry through product
innovation and market diversification. Maintaining its reputation
for technological advancement, the Group remains committed
to product development and quality, a philosophy which has
earned the Group a number of industry awards during the year.
Another highlight of the year was the Group’s developments in
the PRC market. Fujikon achieved several important business
initiatives, including the establishment of a new facility for
domestic sales and the signing of new customers in the region.
Despite the tough global business conditions, the Group's sales
from the PRC market grew an impressive 1.3 times during the
year, recording an HK$36.2 million increase compared to the
last fiscal year. This positive development demonstrates Fujikon's
judicious strategies and commitment to expanding in the fast-

growing PRC market.

Fujikon expects the market to remain volatile in 2003. However,
the Group has every confidence that the opportunities brought
along by the new customers secured during the year, coupled
with its one-stop solution offerings, will provide substantial

growth momentum for the years ahead.

FINANCIAL PERFORMANCE

For the year ended 31 March 2003, the Group recorded a
turnover of HK$485.7 million, a 4.1% drop from HK$506.5
million in 2002. Gross profits decreased 12.1% from HK$158.8
million to approximately HK$139.5 million. However, the gross
profit margin was maintained at 28.7% compared to 31.4% in

the previous year.

BENURR (&)

HABR—F  SENRBAIREAF TERN2%E
33,200,000 7T - B KIEEZZEHREBRFANE
R—UEBREFPETERBHERE N %E—

BOTHFSIS - EMBRALRNERRZ &8
MAEMERRTH®R2.7%  AMEEMSHER
BREZTHKNEERRA -

BEIRAXEREEFAEAFTNERRER
ﬁkﬁ%'uﬁﬁﬁﬁéﬁ%¢éﬁfhmﬁ
il - REBELS —HERSEERIMS
R SESEEZIEMNRERRERTY
THE- BREESEESERNED  SERFA
REZEBIEROTERIE - BIEUASN  &
BEMEHEMS I ETRSRENRE - »©
FAKBERRERIFTAEBE - XKIHRE
NEZZEFEPL - At - AAREBEDA
K35 EEXETEMSHHEERAMMIAES
& - b ¥ A FRH -7136,200,0008 7T « 2L H
ﬂ%%@ﬁ%mmi%%@%%%&EE$ﬁ
EEERAERTIHAIRD o

ELSHEE_ET=FNTRIDRARBE - B&
BAEGFLFARGNHEL KA REETKE
REH  ME-UMANELERN - BULLKHE
MIARRERINNBANERE S -

XERE
HE_TZ=F=-A=-+—HIEFE  £§E&
15 & 3 #8485,700,0008 7 - BR-ZTZT - F 4
506,500,000/% 7T T~ #94.1% ° = 7 81l 7 158,800,000
70 T B 12.1% % 139,500,0007%8 7T © 12 E FI = AD
BEMERF R 28.7% M) K T - B2 X [B) B A9 31.4%48
# o

Annual Report 2002-2003



° Fujikon Industrial Holdings Limited

FINANCIAL PERFORMANCE (Continued)

The Group recorded a drop of 41.2% in profits attributable to
shareholders from HK$56.4 million in 2002 to approximately
HK$33.2 million. The significant drop was mainly due to: 1) a
provision of approximately HK$7.0 million made against one
of the Group's major US customers after it filed a petition
under Chapter 11 of the United States Bankruptcy Code; 2)
factory overheads increased to approximately HK$130.8 million
due to expansion in plant facilities and equipment in preparation
for growing production volumes catering to the needs of the
newly acquired world class customers; 3) one-off expenses of
approximately HK$3.5 million as a result of the establishment
of new office headquarters and the promotional activities, which
took place to build customer relationships during the Group's
20th anniversary. If these factors are disregarded, the Group's
profits only decreased slightly by 22.7%. Basic earnings per
share were approximately HK9 cents (2002: HK16 cents).

DIVIDENDS

The Directors are pleased to announce the recommendation of
a final dividend of HK4.5 cents per share (2002: HK4.5 cents
per share) for the year ended 31 March 2003. Together with
the interim dividend payment of HK2.5 cents per share (2002:
HK2.5 cents per share), the annual dividend payment will be

HK7 cents per share (2002: HK7 cents per share).

MARKET PERFORMANCE

Geographically, the US market still accounted for the largest
share of turnover for the year ended 31 March 2003 in spite of
the weak economy. The Asia Pacific region (other than Japan)
demonstrated the highest growth, rising from 19.9% to 28.7%
of total turnover during the year. Contributions to the year’s
total turnover from North America, Europe and Japan were

49.3%, 15.8% and 3.8% respectively.

Chairman’s Statement
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MARKET PERFORMANCE (Continued)
Asia Pacific Region (other than Japan)

Sales growth in the Asia Pacific region was mainly driven by
the Group's strategic expansion in the PRC. To prepare for the
rapidly growing PRC market, the Group established a production
plant, Full-Sound (Dongguan) Electrical Products Ltd. (“Full-
Sound”), in Dongguan in May 2002. During the year, the Group
also obtained one of the largest computer manufacturers in
the region as a customer. Shipments of audio headphones
started at the end of last year. The Group is also pleased to
announce that another agreement has been made with an
international mobile phone accessories manufacturer in the PRC.
This new contract is expected to bring a significant increase to

the Group’s total turnover in the next financial year.

To strengthen its competitive edge, the Group enhanced
machinery and equipment at its two facilities in Ningbo and
Suzhou to meet customer needs. In particular, the influx of
foreign investment and plant being established in the PRC has
benefited the growth of the Group's subsidiary, Ningbo Fusion
Electrical Materials Co., Ltd (“Ningbo Fusion”). For the year
ended 31 March 2003, Ningbo Fusion’s turnover surged 1.5
times over last year. With the progressive developments in the
PRC market, the Group is pleased to have achieved a strong
performance in the PRC market with turnover rising 1.3 times
to HK$63.1 million this year.

Europe

Amid the gloom assailing the world’s economy, the European
market was relatively stable, recording an increase in sales of
HK$1.3 million to HK$76.9 million in 2003. Although there was
intense competition from other industry rivals, the Group
successfully gained two new major European customers. Serving
these customers, Fujikon will be providing communication
headsets to a world-leading mobile phone manufacturer as
well as audio headphones to a world famous audio products
provider in Europe. They will not only contribute to the Group’s
sales performance, but also enhance its reputation, enabling

Fujikon to maximize its business opportunities in the region.
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MARKET PERFORMANCE (Continued)
North America

Due to the slack consumer market, sales in the North American
market dropped 16.6% to HK$239.4 million during the year.
This was due to the disappointing sales performance of the
Group's US customers under the very sluggish economic
environment. However, the Group believes that there are still
ample opportunities in the region. During the year, the Group’s
representative office in Silicon Valley, through its aggressive
marketing efforts, successfully entered the education industry
and obtained a major contract to provide audio products to

one of the largest education products distributors in the US.

Japan

Sales from Japan fell 44.4% to HK$18.4 million during the
year. The depressed consumer market has adversely hit many
of Japan’s electronic companies. Additionally, the IT market in
Japan has been undergoing major technological changes which
inevitably affected the Group’s multimedia business in the
region. In view of this, the Group remains committed to
developing new and innovative products to keep abreast of the

latest trends.

PRODUCT MIX ANALYSIS

For the year ended 31 March 2003, sales of audio products,
communication products, multimedia products and electronic
products and accessories represented approximately 47.0%,
12.1%, 8.4% and 32.5% of the Group's total turnover

respectively.

Chairman’s Statement
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PRODUCT MIX ANALYSIS (Continued)
Audio Products

Audio products continued to contribute the largest share of
sales in the Group's product portfolio with a stable gross profit
margin of 31.7%. Sales, at HK$228.3 million for the year, were
maintained at similar levels compared to HK$235.1 million in
2002. During the year, the Group successfully broadened its
business segment by developing audio products for educational
and security purposes. The Group has already commenced
services to the PRC's National Municipal Education Commission
with the supply of audio headsets. Additionally, under the new
agreement with a leading European audio company, the Group
will be providing infrared-based cordless headphone systems
to the automobile industry. This contract is expected to

significantly boost the Group’s audio business.

With regard to its wireless products, the Group continues to
strengthen its development in infrared (IR) audio headphones
and radio frequency (RF) audio headphones. The Group is also
committed to introducing products with value-added features
such as the I'MASPEAKER CD case with TDK, auto-winding

headsets and NEC's SoundVu speaker, etc.

Communication Products

Due to consolidation in the mobile phone market, sales from
communication products decreased 35.1% to HK$58.8 million.
During the previous seasons of very rapid growth in
communication products, many US customers placed extensive
orders which led to a slowdown in new order placements during
the year. However, the Group believes that there will be vast
growth momentum for communication products, in view of the
rapid technological advancements in mobile phones and
personal digital assistant (PDA) devices. Leveraging its sound
reputation and aggressive marketing approach, the Group
successfully secured a substantial communication headsets
contract with a world-leading European mobile phone
manufacturer during the year in which its contribution will be

reflected in the next fiscal year.
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PRODUCT MIX ANALYSIS (Continued)
Multimedia Products

The consolidation of the PC market in Japan was reflected in
the decrease in sales and profits experienced by many Japanese
businesses. Sales from multimedia products dropped about
44.1% from last year's figures to HK$40.8 million. In addition,
the change in trends from PCs to notebooks has lessened
demand for external multimedia speakers. However, the Group
has signed a manufacturing agreement with NEC to develop
the first-of-its-kind NXT’'s SoundVu technology (“SoundVu
technology”), an advanced flat panel with an LCD monitor
loudspeaker system. This technology enables customers to enjoy
harmony of image and sound with full synchronicity which can
be applied to a wide array of commercial products that have a
flat display panel. They include, but are not limited to TVs,
PDAs, mobile phones, and portable game players, etc. Fujikon
believes that this proprietary technology will offer significant
advantages over external speakers and bring satisfactory

returns.

AWARDS AND ACHIEVEMENTS

In addition to its business developments, the Group also
received widespread recognition for its management and
product development excellence during the year, winning a

number of awards. These include the:

- "Enterprise Award” in the DHL/SCMP Hong Kong Business
Awards 2002 in December 2002

- “Time Domain” speaker, which obtained the Silver Award
in the "HKEIA Award for Outstanding Innovation and
Technology products : Consumer Electronics Product” in
October 2002

- Bluetooth communication headset, which was selected
as one of the “"Top Ten Innovative Products” in the “HKEIA
Award for Outstanding Innovation and Technology

products” in October 2002

Chairman’s Statement

EmBEEDT &)

ZHEBER
BARBABKTISTERAESR  SHRNEZHA
AEEHREEBERBMNERBRN - ALFER
SENZHEEERESHENEL T ®KMI%E
40,800,000/ 7T ° th4M - FHRE MK B0 F K IR E #
BREASK BARETSHINELEBIED

FRIBERRK - @8 Wk - & BF R IRENEC
ER IR E WS 0 7R NECR 2 & 5 8 NXT's

SoundVufifil < Ty — B EA N B A BB RF =
HROTEHSHARMALS - RESHRERD
BEREEAPEXRBOME - RS FEREZ
iﬂﬁ%%%@@ﬂﬁ?@ﬁ%ﬁﬁﬁ%ﬁ@%ﬁ# '
ETEEER  EAHBERES THEFER
?TELJ%M%% cBLISMBEBEHEE -E_NR
AMRERBAENIIESHENBEESZNHE
BoYAAEESRERNHDME -

R N R

BREIXBERRIN  SEFAREERE®RH
BIEMEEKLTERERRR  EmMEE
RIS Z AR - B

- ROZTEE-F+ - B4LHEDHL BEFIR
ARz T _FEEAEMESEINIGE
E |

- EBEHEEMTIimeDomanE N _TT_F
TREEREETFEBEREATRIRE
miE]  DHEEFEM]RE

- EFBAEMR_TT_STAEBEE
TERE—(AFMREREIERITX
BIBEmlZ—



AWARDS AND ACHIEVEMENTS (Continued)

- “Quality Award” from the Trade and Industry Department
and the “Certificate of Merit in Export Marketing” from
the Hong Kong Trade and Development Council in the

“Hong Kong Awards for Industry 2002"

- ISO 14001:1996 certification in June 2002

PROSPECTS

In fiscal 2003/04, the Group's approach to managing market
changes is being focused on substantially expanding the
customer base and market share. Investments made in the past
are successfully providing the Group with promising growth
opportunities over the next few years. Building on these
important achievements, the Group is well positioned for

continued success.

Fujikon has identified the development of communication
products as one of its main growth drivers for the future.
According to research conducted by Strategy Analytics, annual
global mobile phone delivery will increase 7% against last year
to reach 448 million units in 2003. Currently, the states of New
York and Florida have already imposed legal requirements for
drivers to use handsfree mobile phones. California is very likely
to follow. Other states are also considering the adoption of
similar regulations or are in the process of legislation. In view
of this, the Group's new customer, the world-leading European
mobile phone manufacturer, will bundle a substantial volume
of mobile phones sold in the US with handsfree headsets which
will stimulate inbox demand over the next few years. The Group
will deliver its first mass shipment of handsfree headsets to
this customer in the third quarter of 2003. Leveraging this
customer’s ongoing product leadership and user brand
preference, the Group is confident it will enjoy substantial
growth from the collaboration. The Group anticipates that sales
in the communication business will reach 30% of total turnover
by the end of fiscal 2004/05.
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PROSPECTS (Continued)

Since NEC first launched its SoundVu technology in October
2002, it has gained wide recognition and overwhelming
responses in the market. The Group will commence mass
production of these higher margin speakers in the forth quarter
of 2003. At the same time, the Group will also be committed to
developing this technology in other flat panel applications and
multimedia speakers. Additionally, according to a study
conducted by IDC Analysis, world demand for PCs and notebooks
will experience another upsurge between 2003 and 2005. Riding
this wave, the Group is optimistic its multimedia business will
rebound and expects sales to reach about 20% of total turnover
by the end of fiscal 2004/05.

In July 2003, the Group will start shipments for its new audio
customer in Europe. The highlighted product is an infrared-
based cordless headphone system for the automobile industry.
The Group is projecting substantial demand from this new
market as in-car AV entertainment systems become the new
wave in the next few years. Wireless headphones are a must-
have integral part of the system. In addition, the Group will
continue to develop new and innovative ODM products to cater
for different customer needs. In fiscal 2003/04, the Group plans
to increase R&D investment to 3% of total turnover to enhance
its product competitiveness. All in all, the audio business will

continue to provide the Group with steady growth potential.

To grow market share and minimize business risk, the Group
will continue to pursue market diversification with a focus on
the European and PRC markets in the future. With the new
customers secured during the year, the Group believes that
sales from Europe will contribute 30% to 35% of total turnover
within the next 2 to 3 years. At the same time, the Group’s
representative offices in the US, Japan and Taiwan will continue
to take an important role in strengthening customer relations

and exploring new opportunities in their respective regions.

To further business objectives, the Group will continue its
discussions with potential partners for acquisition opportunities.
The Group aims to create synergies with partners through shared
customers and supplier bases, higher vertically integrated

production systems and increased operational efficiencies.

Chairman’s Statement
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PROSPECTS (Continued)

The gain and trust established over the years with customers
have minimized the Group's exposure risks to the SARS
epidemic. In recent months, the Group has taken cautious
measures and business initiatives to maintain ongoing customer
relations and reassure customer confidence. Hence, the Group

only faced a limited impact from SARS.

Over the years, the Group has taken its many social and
corporate responsibilities seriously. As the Group works to
achieve profitability, the management also upholds the highest
principles in corporate governance. This commitment is reflected
in the Group's corporate objectives and values. The management
of Fujikon aims to further strengthen its corporate governance
in accordance with corporate transparency, hand-in-hand with

timely and fair disclosure.

As the Group embarks on its series of exciting new projects
this year, it continues to look for growth opportunities ahead.
Fujikon is proud of its progress and will continue to dedicate
every effort to its long-term business development to bring the

best returns for its shareholders in the future.

APPRECIATION

In conclusion, | would like to once again express my
appreciation to our Board of Directors and staff around the
world for their hard work and to our customers for their loyalty
especially during these challenging times. More importantly, |
would also like to thank our shareholders who have confidence
in us and invest in our company. We will continue to serve
with commitment, energy and enthusiasm, for the benefit of
our shareholders, our customers and our employees in the

coming year.
On behalf of the Board of Directors,

Yeung Chi Hung, Johnny

Chairman

Hong Kong, 10 July 2003
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