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BUSINESS REVIEW

Surrounded by unfavourable factors including the increase in raw
material cost, labour shortage and pressures on general expenses
exerted by RMB appreciation, operating conditions were very tough
for the manufacturing sector in the first half of FY2005/06. Against
such a backdrop, the Group managed to persevere and attained
satisfactory results during the period. For the six months ended 30
September 2005, the Group's total turnover increased from HK$479
million in the same period last year to HK$482 million. Gross profit
went up 4.6% from last year’s HK$101 million to HK$106 million this
year, and gross margin from 21.1% to 21.9%. The increase was largely
thanks to the Group's increased efforts in cost control, which bore

fruit in the period.

Profitability was sustained with modest increase in net margin from
6.0% to 6.1%. Net profit increased 2.8% to HK$29.5 million, compared
with last year's HK$28.7 million. Overall business was a bit slower
than expected in the first quarter, but momentum gradually gathered
during the second quarter. Business outlook for the second half, and

hence the full year, remains very positive.

Product Analysis

Mobile communication products continued to be the number one
growth driver for the Group, again recording growth in contribution
to overall turnover. For the six months ended 30 September 2005,
sales of audio products, communication products, multimedia products,
electro-acoustic parts, electronic products and accessories, accounted
for 31.9%, 24.0%, 4.8%, 11.6% and 27.7% respectively of the Group's

total turnover.

During the period under review, the Group's audio products registered
a healthy organic growth of 8% from HK$143 million last year to
HK$154 million this year. The audio product segment remained the
largest revenue contributor with an increasing portion of the business
contributed by products with unique features, like headphones with

noise-cancelling and wireless audio capabilities.
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BUSINESS REVIEW (Continued)
Product Analysis (Continued)

Powered by increased orders for communication headsets from a
leading European handset manufacturer, the communication product
segment demonstrated a substantial growth of 23% to HK$116
million. There was an equally strong increase in demand from other

Asian manufacturers.

During the review period, performance of the multimedia segment
was stable, with slight increase in turnover. With shipment of headsets
to a major video-gaming customer — for bundling with its new gaming
console — commenced at the end of the second quarter, the Group
foresees a rebound in its multimedia segment. This will represent a

major revival of this long-dwindling business segment.

For the electro-acoustic parts segment, business dropped 47% to
HK$56 million, a result of the decrease in sales of both micro-speakers
and FM transmitters. The former was attributed to a brief spell of
capacity constraint during the review period, while the production
resources for micro-speakers were reallocated for the manufacturing
of higher margin headsets; whereas the decrease in the shipment of

FM transmitters is believed to be temporary.

Sales of the Group's electronic products and accessories recorded a
16% growth during the review period. This rise reflected the significant
increase in demand for components. Packaging materials in particular

contributed a significant measure to the segment growth.

Market Analysis

The Group's business coverage remained geographically diverse. For
the six months ended 30 September 2005, North America, Europe,
Asian Countries (other than Mainland China and Japan), Japan and
Mainland China accounted for 30.3%, 19.9%, 21.6%, 6.7% and 19.0%

of the Group’s total turnover respectively.
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BUSINESS REVIEW (Continued)

Market Analysis (Continued)

With one of the Group's major customers changing its mode of
operation during the period under review, a significant portion of the
business with this customer was redirected from Mainland China to
Asian Countries (other than Mainland China and Japan). This
contributed significantly to the increase in the turnover from Asian
Countries (other than Mainland China and Japan) and at the same

time a decrease in that from Mainland China.

In Europe, the Group's sales saw a healthy growth of 21% to HK$96
million this year because of increased sales to a leading European
handset manufacturer. In Japan and North America, however, the
Group's sales dropped because of the respective decrease in the

shipment of micro-speakers and FM transmitters.

Prospects

Fujikon has built up an upward growth momentum during the second
quarter of the financial year. Strong performance was anticipated in
the second half driven by the scheduled mass shipment of a number

of new products in the pipeline.

Outlook for the mobile communications market remains very positive.
It is estimated that global sales of handsets will reach 760 million
units in 2005, translating into a more vigorous demand for hands-
free headsets. With increasing popularity of MP3-enabled mobile
phones, demand for high quality communication headsets is stronger
than ever. The well-established relationship with a leading European
handset manufacturer will allow the Group to capitalize on this trend
with increased production volume and market share. In addition,
starting from the third quarter of the financial year, the Group will
commence volume shipment to additional tier-one market players.
This is expected to give a further boost to the Group’s turnover in
the second half of the year. Moreover, business prospect with other

Asian mobile phone manufacturers is also promising.
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BUSINESS REVIEW (Continued)
Prospects (Continued)

In terms of audio products, the market for noise-cancelling headphones
is maturing with more widespread awareness and acceptance for the
product among frequent air travellers. The Group is optimistic about
the continual success of its product lines in this niche market segment.
For wireless audio products, the Group is confident about the sustained
growth in the in-car infrared (IR) headphone business. Moreover, in
addition to infrared (IR) and radio frequency (RF) headphones,
Bluetooth Stereo and 2.4GHz digital audio products offer promising

potentials within the wireless category.

Regarding multimedia products, the Group was appointed by a major
video-gaming customer as its hardware supplier to develop and
manufacture headsets for inclusion with its new gaming console.
Shipment of the headset has commenced at the end of the second
quarter of this financial year. Leveraging the established position of
this customer, the Group is making significant inroad into the video-
gaming market. With the increasing popularity of the Voice-over-IP
(VoIP) phone applications, the Group is seeing this as another potential

growth area.

As for the Group's electro-acoustic parts, the slowdown in the
shipment of FM transmitters is believed to be a brief digestion period
for the first generation of the product. With demand building up for
line extensions, the sale of FM transmitters is expected to pick up

again in the fourth quarter of the financial year.

It is anticipated that global market conditions will remain highly
competitive. In the foreseeable future, raw material costs are likely
to maintain at a high level; the upward trend in labour costs is
expected to persist; and general operating costs in Southern China
will continue to rise. In view of all these challenges, the Group will
maintain its vigilance to further tighten its cost control measures
and enhance its production efficiency, which are keys to its continual
success. Looking ahead, Fujikon will strive to sustain its profitability,
bearing in mind the commitment of bringing the best returns to its

shareholders.
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FINANCIAL REVIEW

Net current assets as at 30 September 2005 amounted to
approximately HK$136 million (As at 31 March 2005: HK$146 million).
The Group's current and quick ratio (excluding inventories) were 1.53
times (As at 31 March 2005: 1.70 times) and 1.04 times (As at 31
March 2005: 1.20 times) respectively.

The Group had cash and bank deposits of approximately HK$103
million (As at 31 March 2005: HK$94 million). About 20.9%, 10.9%,
53.7% and 0.3% of the total cash and bank deposits were
denominated in Chinese Renminbi, Japanese Yen, US dollars and EURO

respectively and the remainder in Hong Kong dollars.

The financial assets held for long-term purpose as at 30 September
2005 accounted for approximately HK$22 million (As at 31 March
2005: HK$24 million), of which about 34.1% and 61.4% were several
structural notes issued by banks and investment funds managed by

overseas investment companies 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 2005, the Group had aggregate banking
facilities of approximately HK$366 million (As at 31 March 2005:
HK$580 million) from several banks for overdrafts, loans, and trade
financing, with an unused balance of approximately HK$315 million
(As at 31 March 2005: HK$528 million). However, due to the high
level of surplus cash as mentioned above, there are no present needs

for borrowings of any material amount.

Capital Structure

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 2005, the total borrowings of the Group were
approximately HK$50 million (As at 31 March 2005: HK$42 million),
a increase of 18% and of which about 74.4% and 25.6% were due

within one year and between two to five years, respectively.
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FINANCIAL REVIEW (Continued)

Capital Structure (Continued)

These Group's borrowings consisted of unsecured three-year bank
loans of approximately HK$5.6 million (As at 31 March 2005: HK$8.3
million) and an unsecured short-term bank loan of approximately
HK$31.2 million (As at 31 March 2005: HK$31.2 million), denominated
in Hong Kong dollars and US dollars, respectively. These unsecured
bank loans were primarily borrowed to finance the general operation
of the production plants in PRC. In addition, there was a secured
five-year bank loan of approximately HK$12.7 million for the purchase

of machinery.

The Company has provided corporate guarantee of approximately
HK$77 million for these loans. In addition, approximately HK$15
million (As at 31 March 2005: HK$18 million) of property, plant and
equipment and land use rights have been pledged as security for the
Group's banking facilities. During the period, the Group’s borrowings
bore interest at rates ranging from 2.0% to 5.8% (As at 31 March
2005: ranging from 1.1% to 5.8%).

The Group's gearing ratio as at 30 September 2005 was approximately
14.1% (As at 31 March 2005: 12.2%), which was measured on the
basis of total borrowings of approximately HK$50 million (As at 31
March 2005: HK$42 million) as a percentage of capital and reserves
attributable to the Company equity holders of approximately HK$351
million (As at 31 March 2005: HK$343 million).

Foreign Exchange Exposure

Most of the Group's transactions, including borrowings, were
conducted in US dollars, Hong Kong dollars or Chinese Renminbi. To
mitigate the 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.

Employment, Training and Remuneration Policy

The Group has developed its training programs in a structural and
systematic manner to its management and employees. During the
period, the Group has provided regular management and technical

courses to its employees.
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FINANCIAL REVIEW (Continued)

Employment, Training and Remuneration Policy
(Continued)

The Group has also developed its human resources policies. 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 for employees in
Hong Kong, and state-sponsored retirement plans for employees in
the PRC.

As at 30 September 2005, the Group's operations engaged a total of
over 10,700 staff and workers. The employment costs (including the
directors’ emoluments) accounted for approximately HK$85 million
(2004: HK$64 million).

Commitments and Contingent Liabilities

As at 30 September 2005, the Group had total outstanding capital
commitments and operating lease commitments of approximately
HK$4 million (As at 31 March 2005: HK$23 million) and HK$8 million
(As at 31 March 2005: HK$3 million) respectively.

As at 30 September 2005, the Company had provided guarantees of
approximately HK$212 million (As at 31 March 2005: HK$202 million)

to several banks to secure banking facilities of its subsidiaries.
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