The Group continued to maintain a healthy financial position during
this year. As at 30 September 2003, the Group had cash and bank
deposit of approximately HK$101 million (As at 31 March 2003: HK$134
million) of which HK$38 million (As at 31 March 2003: HK$32 million)
were pledged to banks for short-term loans granted to the Group.
About 87.5% of the total cash and bank deposits were denominated
in US dollars and Hong Kong dollars. The Group's net current assets
amounted to approximately HK$99 million (As at 31 March 2003:
HK$108 million). These indicate that the Group is able to meet future

obligations without any difficulties.

Following the review of the need of working capital and funds for
expansion in the near future, the Group has decided to invest surplus
cash to the extent up to US$6 million in securities and investment
funds for the purpose of earning high yield return. As at 30 September
2003, the securities held for long-term purpose amounted to
approximately HK$46 million (As at 31 March 2003: HK$38 million), of
which about 55.7%, 36.1% and 8.2% were investments funds managed
by overseas investment companies, several structural notes issued by

overseas banks and several overseas listed bonds, respectively.

For the purposes of day-to-day liquidity management and future
expansion, the Group has access to significant uncommitted banking
facilities. As at 30 September 2003, the Group had aggregate banking
facilities of approximately HK$543 million (As at 31 March 2003:
HK$536 million) from several banks for overdrafts, loans, and trade
financing, with an unused balance of approximately HK$445 million
(As at 31 March 2003: HK$428 million). However, due to the high level
of surplus cash as mentioned above, there are no present needs for

borrowings of any material amount.

It is the intention of the Group to maintain an appropriate mix of
equity and borrowings to ensure an efficient capital structure. As at 30
September 2003, the total borrowings of the Group were approximately
HK$81 million (As at 31 March 2003: HK$75 million), of which about
94.9%, 4.0% and 1.1% were due within one year, in the second year

and from the third to fifth year, respectively.
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These Group’s borrowings consisted of an unsecured three-year bank
loan of approximately HK$7 million (As at 31 March 2003: HK$9
million), being denominated in Hong Kong dollars, and various secured
short-term bank loans of approximately HK$74 million (As at 31 March
2003: HK$66 million), of which about 42.4% and 57.6% were
denominated in US dollars and Chinese Renminbi, respectively, and
being pledged by the Group's bank deposits of approximately HK$38
million (As at 31 March 2003: HK$32 million) and secured by the
Company's corporate guarantee of approximately HK$31 million (As
at 31 March 2003: HK$31 million). The short-term bank loans were
primarily borrowed to finance the general operations of the production
plant in Ningbo, PRC. During the period, the Group’s borrowings bore
interest at rates ranging from 2.1% to 5.8% (As at 31 March 2003:
ranging from 2.4% to 7.0%).

The Group's gearing ratio as at 30 September 2003 was approximately
27.0% (As at 31 March 2003: 24.6%), which was measured on the
basis of total borrowings as a percentage of total shareholders’ equity.
If the net borrowings of approximately HK$43 million (As at 31 March
2003: HK$43 million), being netted off the pledged bank deposits of
approximately HK$38 million (As at 31 March 2003: HK$32 million),
were applied, the Group’s net gearing ratio would be approximately
14.3% (As at 31 March 2003: 14.2%).

Most of the Group’s transactions, including borrowings, were conducted
in US dollars, Hong Kong dollars or Chinese Renminbi. To mitigate
risks due to fluctuations in foreign currency exchange rates, the Group
had used forward foreign exchange contracts to hedge against major
currency exposures during the period. The net exchange loss were
approximately HK$535,000 (2002: HK$494,000).
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The Group has developed its training programs in a structural and
systematic manner to its management and employees. The Group has
provided regular management and technical courses to its employees

during the period.

The Group has also developed its human resources policies and
procedures based on performance and merit. It ensures that the pay
levels of its employees are competitive and employees are rewarded
on a performance-related basis within the general framework of its
salary and bonus system. Discretionary bonus is linked to the profit
performance of the Group as well as individual performance. Benefits
include staff accommodation, medical schemes, share option scheme,
Mandatory Provident Fund scheme for employees in Hong Kong, and

state-sponsored retirement plans for employees in the PRC.

As at 30 September 2003, the Group's operations engaged a total of
over 5,600 staff and workers. The employment costs (including the
directors’ emoluments) accounted for approximately HK$52 million
(2002: HK$50 million).

As at 30 September 2003, the Group had total outstanding capital
commitments, operating lease commitments and foreign exchange
contracts of approximately HK$2 million (As at 31 March 2003: HK$0.4
million), HK$4 million (As at 31 March 2003: HK$6 million) and HK$16
million (As at 31 March 2003: HK$31 million) respectively. In view of
the Group's high level of liquid funds, it is confident to fulfil all these

commitments without any difficulty.

As at 30 September 2003, the Company had provided guarantees of
approximately HK$142 million (As at 31 March 2003: HK$142 million)

to several banks to secure banking facilities of its subsidiaries.
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Despite the steadily improving market sentiment after the war in Iraq,
further challenges brought about by the SARS outbreak and the macro
environment changes in the review period posed an adverse effect to
the Group’s business development and operations. Several project
rollouts among the Group's customers were delayed due to SARS.
However, building on its investments made last year, the Group has
been able to capture the opportunities in the PRC market during the
period. For the six months ended 30 September 2003, the Group's
turnover increased slightly by 6.2% from HK$249 million to HK$264
million which was mainly attributable to the increase in sales of
electronic parts and accessories in the PRC. As these products have
relatively low margins, coupled with the increase of raw material costs
during the period, the Group’s margins were adversely affected. Besides,
one of its major communication customers changed its buying patterns
and reduced orders to the Group. As a result, gross profit margin
dropped from 30.4% in 2002 to 23.4% for the period. Net profit
attributable to shareholders also decreased from HK$22.9 million to

HK$10.5 million for the review period.

Geographically, sales from the Asia Pacific region jumped 48.4% from
HK$61 million to HK$90 million. The increase was mainly driven by the
influx of foreign investments and the flourishing consumer market in
the PRC. With the establishment of Ningbo Fusion Electrical Materials
Co., Ltd. and Full-Sound (Dongguan) Electrical Products Ltd., the Group
was well-positioned to capture these opportunities and obtained a
number of orders from an international mobile phone accessories
manufacturer and one of the largest computer manufacturers in the
region. As a result, sales in the PRC market surged 98.9% to HK$44
million during the review period. In addition, the Group was also
delighted to see that orders for its innovative Sound Bag, which combines
a CD case with speaker function by means of the patented NXT
technology, has received overwhelming responses worldwide. The Group
believes that this growth momentum will continue in the second half of

the year.

With the commencement of shipment orders for several sizeable
customers, sales in Europe improved from HK$41 million to HK$44
million during the review period. The Group is expecting continuous
growth in this market after the commencement of mass production of
communication headsets for a leading European mobile phone

manufacturer in the second quarter of the review period.
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Both the US and the Japanese markets experienced declines during
the period with sales decreased by 4.7% to HK$107 million and by
29.1% to HK$7 million respectively. However, the Group has secured
one of the top automobile manufacturers in the US as a customer for
its wireless audio headphones, with shipments commencing in the end
of 2003. The Group believes that it will be a major growth driver for
the coming few years when the trend of in-car AV entertainment system
is about to take off. On the other hand, the Group was selected by a
leading Japanese electronics company as its strategic manufacturing
partner for high-end micro speakers in June 2003. The majority of
these speakers are for mobile phone uses. It has indeed opened up a
new business segment for the Group. Mass production of these high-
end micro speakers has commenced in the second quarter of the fiscal
year. The Group believes this business will become an important

contributor to overall sales in the future.

In the Group's product mix, audio headphones remained the largest
business during the period, representing 46.6% of total turnover.
However, the SARS epidemic delayed the rollout of some of its new
projects and, as a result, sales from audio products decreased from
HK$132 million to HK$123 million for the six months ended 30
September 2003 while sales of communication products fell slightly by
3.3% to HK$27 million. On a positive note, sales from multimedia
products improved slightly to HK$22 million while sales from electronic
products and accessories jumped 32.2% to HK$92 million during the

period.

Despite the challenging market conditions during the review period,
the Group sees ample growth potential along with the rollout of a
number of exciting projects in the next few months. The Group expects
its sales and profits in the second half of this fiscal year to benefit

from its satisfactory business performance.
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The Group’s European mobile phone customer will continue to be
the main growth driver. In addition to retail handsfree headsets,
demands from the bundling side will further boost growth of the
Group's communication products. To fulfill the growing demand, the
Group plans to significantly ramp up its production volume starting
from the fourth quarter of the fiscal year. The Group believes that
this European customer will become one of its largest customers in
next fiscal year. Sales from the communication business are expected
to reach about 30% of total turnover by the end of fiscal 2004/05.
Together with orders for audio headphones from the newly acquired
European customers, sales from Europe are expected to make a
substantial contribution to the Group’s total turnover of around 30-
35% by the end of fiscal 2004/05.

The growth of the mobile phone industry has also provided the Group
with tremendous opportunities as it became a strategic supplier of
high-end micro speakers for its new Japanese customer. Not only does
the Group obtain the technology know-how from the customer, these
products will become an important income source, contributing around
15% of the Group's total turnover in about two years' time. The Group
has started shipment in the second quarter of the fiscal year and is in
the process of ramping up production volume.

The Group believes that the innovative Sound Bag will continue to
generate satisfactory sales for the Group in the second half of the
year. Sales volume in the first four months has already surpassed the
Group’s initial sales target for the entire year. Sales are estimated to
be about 10% of total turnover for the fiscal year.

Fiscal 2003/04 is proving to be an important year for the Group as it
successfully explores opportunities in the fast growing AV entertainment
systems in the automobile industry. The Group is proven a first mover
to the industry with the provision of wireless audio headphones to a
top US automaker, in which the first shipment is due to start in
December 2003. Statistics show that 19 million new cars were sold in
the US last year. As manufacturers compete for market share with
value-added features, the Group is sure that demand for wireless audio
headphones will be robust, creating strong growth impetus for its
business in the years ahead.

Looking forward, Fujikon believes the projects and products to be
rolled out in the next few months will allow the Group to achieve
significant revenue and profit growth. Nevertheless, the Group will
remain cautiously optimistic and will closely monitor changes in external
market conditions. Leveraging its continuous improvements in
production efficiency, commitment to R&D and aggressive marketing
strategies, the management believes Fujikon will emerge as a stronger
market contender as it consolidates its leading position in the electro-
acoustic industry.
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