REEERAKXEEERLF “ETNEFR
FORTUNE TELECOM HOLDINGS LIMITED ANNUAL REPORT 2004

2N g ; ' |I
Lau Siu Ying 2

TERBMRR S
Management Discussion
& Analysis

15



REEGAKXEEERLF
FORTUNE TELECOM HOLDINGS LIMITED

—EEMEER
ANNUAL REPORT 2004

EEE &2 Management Discussion & Analysis

[ A % B 3t

MO

HA - AEBRSHEEENREZNREF
#7610 - 3220 * 2600K%N-Gage QD2 2 E
7§54 ° 7610 2N-Gage QDB ERESE « =
BEEZEEFE - M3220 « 2600757 EMR
SREZ B 2 BVSR - iE[E]3100 % 2300855 &
REBERABRIBEC EEHE - _TTMF
ER%E—ZHEHT741,0008F# - RiFE—
TTMFEFE=F 22 - PNERBHELED
#1,964,0002pF# - WAEAFNE A R LF
60% r TBRAFEAVBFEHRE D
1,678,0003F F# EF-17% » RAE B IS
2 FHR2FEE AAEE 2R - AR L
MAREB D FHGN —ETPE N FHES - T8
HmiS s BEREEREE_STHEF -

—ETMENA-—RE_TTNE+ A=+
—HBIENE R 2 4R & & 5 578/52,086,000,0007%
U0 REFRENE L EF51% - EEREEH D
b EARFMIFES TR AR  TEZHNE
HEEREE 2 #5E 52300 K% 2600857 14§56
HEDIREBPIN - ZMSESREASEHE
EN=H2Z— -

BEHEI2300%26008 8% F ik » £EK
B BMEBEFEE - BEAEETE SRR
AFRREZENE  —TTNFERE—F
ZEFERNMERZEZHHR5% - At - LEA
ARG 2 BEEEEFIR EFHE4.4% @ B _ZFZPF
EaENEALEA10%  NREFRBAMEAZ
420038 150 o A& B AR AR B FE P RE Y -
RSB AF &R - B (BTRR) ERZ
AHHERESZEMNE - BERIAL © &R
BT ZEIESBIEE - #ao o X TASEEE
TREIAHE R ATEER 2B 5 o

REVIEW AND OUTLOOK

Financial Review

During the period, the Group obtained nationwide distribution right for four
key Nokia's new handset models: 7610, 3220, 2600 and N-Gage QD.
While the high value models 7610 and N-Gage QD contribute higher profit
margin, more popular models 3220, 2600 together with 3100 and 2300
enable the Group to achieve high and stable turnover. The total number of
handsets sold in the last quarter of 2004 of 741,000 sets maintained the
momentum in the third quarter of 2004 and the total number of handsets
sold during the nine months period made up to 1,964,000 sets, an increase
of 60% as compared with the corresponding nine months period last year
and 17% higher than the total number of handsets sold of 1,678,000 sets
in the last whole financial year. The annualized number of handsets sold for
the nine months period is the record high of the Group. As most of the
above models were launched in the second half of 2004, the strong demand
from the market is expected to continue in 2005.

The consolidated turnover for the nine months from 1 April 2004 to 31
December 2004 of HK$2,086 million represents an increase of
approximately 51% as compared with the corresponding nine months period
last year. The percentage increase in turnover is lower than the growth in
number of handsets sold, which is mainly caused by the change in sales
mix after the introduction of low selling prices of Nokia's models 2300 and
2600, which accounts for approximately one third of the sales volume.

Even though the selling prices of Nokia's models 2300 and 2600 are low
and the competition in the market is keen, the gross margin still improved
in the last quarter of 2004 to more than 5% resulted from the continuous
effort of the Group in bargaining with suppliers on higher gross margin. As
a result, the overall gross margin for the nine months period went up to
4.4%, 10% higher than the first six months of 2004 and an increase of 5%
as compared with that of 4.29% for the corresponding nine months period
last year. The Group will continue to negotiate for more favorable terms
with suppliers, including but not limited to longer contract term and higher
gross margin, and, so far, feedbacks from suppliers are positive. Nokia has
already offered a continuous national distribution right to the Group's
company for a longer contract term.
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Distribution costs, which mainly consisted of salesmen'’s salaries and
commissions, still maintained at approximately the same percentage of
turnover as in the last financial year. However, as administrative and other
operating expenses did not increase proportionally with the surging turnover,
the profit from operations for the nine months period of HK$65 million
increased by HK$27 million or 719% as compared with that of the
corresponding nine months period last year. The net profit attributable to
shareholders for the nine months period went up to HK$42.9 million,
increased by 107% as compared with that of HK$20.7 million for the same
period last year. The net asset value of the Group as at 31 December 2004
amounts to HK$349 million or HK$1.16 per share versus HK$321 million
or HK$1.06 per share as at 31 March 2004. The earnings per share for the
nine months period ended 31 December 2004 is HK14.2 cents, while the
earnings per share for the year ended 31 March 2004 is HK10.5 cents.

Synergy Pacific (Holding) Limited (“Synergy”) recorded a turnover of HK$100
million for the nine months period, as compared with that of HK$88 million
for the same period last year. The growth was mainly attributable to the
introduction of Smartphones including O, xda II, mini xda Il and Treo 600 in
Hong Kong during the period. Even though the demand for handheld devices
slows down, the demand for Smartphones is strong. The latest models of
Smartphones O, mini xda Il and Treo 650, being smaller in size and longer
battery life, launched in late last year and early this year respectively are
well received by the market. Synergy, being the main supplier of Personal
Digital Assistants and Smartphones in the Hong Kong market, will continue
to focus on the Smartphones market and take advantage of the increasing
demand of Smartphones in Hong Kong to increase its turnover in the coming
year.

As at 31 December 2004, the Group's aggregate bank borrowings amounted
to approximately HK$466 million, of which HK$353 million was revolving
working capital loans denominated in Renminbi to provide flexibility to the
Group in response to the changing monthly trading volume. The increase
in bank borrowing from HK$390 million as at 31 March 2004 to HK$466
million is mainly attributable to the increase in turnover and, hence, higher
working capital requirement. The interest rates for all the loans are fixed on
monthly, quarterly or semi-annual basis. The syndicated loan was fully repaid
before the maturity date through bilateral financing arrangement with the
Group's bankers during the period. The gearing ratio of the Group, calculated
as non-current liabilities to shareholders fund was approximately 18%. The
total bank deposits and cash balances amounted to approximately HK$302
million, of which HK$177 million has been pledged to banks. The finance
costs for the nine months period of HK$13 million is in line with of that of
last whole financial year of HK$17 million. The interest cover is approximately
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5.1 times. To cope with the increasing trend in interest rates and tightening
the control on bank borrowings arising from the macro-economic measures
in the PRC, the Group will continue to review and to monitor the existing
financing arrangement to reduce Renminbi revolving working capital loans
and to lower the finance costs.

During the period, there was no material change in the Group's funding
and treasury policy. As over 90% of the Group's sales and purchases are
denominated in Renminbi and the exchange rate of Renminbi and Hong
Kong dollar is relatively stable, the risk of currency exposure is considered
minimal.

The amount of inventory as at 31 December 2004 was HK$280 million,
which represents approximately 38 days stock turnover as compare to 48
days stock turnover based on the inventory level of HK$243 million as at
31 March 2004. The reduction in stock turnover period is mainly attributable
to the more efficient and effective control over the movements of inventory
after making use of the real time web-based distribution resources planning
system which is developed by the Group. The Group is taking a cautious
approach in inventory ordering and price negotiation with suppliers. Any
drop in price of the product has no material impact on the financial position
of the Group, as it will be covered by pre-arranged price rebates from
suppliers. Nevertheless, substantially all the inventory is still current models
of mobile phones and, hence, no provision for obsolescence is necessary.

The amount of trade receivable as at 31 December 2004 was HK$193
million, which represented approximately 25 days debtor's turnover period
as compare to 22 days as at 31 March 2004. The increase in debtor's
turnover period is mainly due to seasonal factors whereby turnover as well
as accounts receivable is normally higher at the end of the year than in
March. The Group adopts a very tight credit control policy and most of the
sales are on either cash basis or limited credit period of less than 30 days.
As at 31 December 2004, more than 95% of trade receivables were aging
less than 30 days and only a provision of HK$0.8 million was made during
the period on doubtful debts, which represents only approximately 0.04%
of the Group's turnover.

As at 31 December 2004, the Group did not hold any share investment.
There was no acquisition or disposal of material investment, subsidiary,
associates or affiliated company during the period. There was no significant
contingent liability or capital commitment as of 31 December 2004.
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As at 31 December 2004, the Group had a total number of 1,249
employees, which included 1,155 marketing representatives and non-
contracted promoters in various cities in the PRC. The increase in the number
of marketing representatives and promoters during the period was due to
the launch of new products and increased sales efforts targeting at third
and fourth tier cities. Employees are remunerated according to the nature
of their job and market trend, with quarterly performance evaluation to
determine rewards in motivating individuals. The Group provides staff welfare
and fund contribution to its employees in accordance with prevailing
regulations in the PRC and Hong Kong. There is no material change in
remuneration policy, bonus and share option scheme since 31 March 2004.
No option has been granted since the adoption of the current option scheme.

OPERATIONAL REVIEW

Market Overview

According to the statistics released by the Ministry of Information Industry,
China recorded more than 334 million subscribers to mobile phone services
as at the end of December 2004, equivalent to a penetration rate of 25.8
users per 100 persons. The number of mobile phone users in China
increased by approximately 65 million or 24% during the 12 months period
up to December 2004. The existing penetration rate is still low in comparison
with other developed countries, which are normally over 50%. With an
economic growth of more than 8% per annum in the PRC, it is expected
that the PRC mobile phone market will continue to grow at a double digit
figure per year.

The Chinese government has not yet decided on when to issue 3G licenses
and how many would be issued. While 3G technologies such as wideband
code division multiple assess (“W-CDMA") and CDMA demonstrated a
significant improvement in stability and reliability in field trials and were
ready for commercial operations, full scale field trials indicates that time
division synchronous code division multiple access (“TD-SCDMA") still
performing below standard in transmitting calls among different networks
and equipment vendors. Some industry reports expect that TD-SCDMA will
be aggressively pushed by the industry in China and will be officially rolled
out in October 2005. However, China Mabile, the largest operator of mobile
communication services in China, will be very likely to adopt the W-CDMA
standard. It is believed that all three standards or more will be introduced in
China by different operators when the chipsets and handsets for TD-SCDMA
phones are ready for commercial launching.
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The mobile phone market remains very competitive with over 1,000 models
at various price ranges. However, with better R&D capabilities, the top five
brands gradually increase their market shares and take up more than 60%
of the market share. In facing of the increasing competitions from South
Korea and Taiwan brands and lowering restrictions on foreign competitors
after entering the WTO, the shortage of components in the market and the
over optimistic sales expectation of the domestic brands, some domestic
manufacturers piled up with stock and forced to fade out from the market.
Import brands then dominate the market. Because of the keen competition
in the market, life cycles of handset models are getting short. This makes
handset become fashion rather than necessity and shortens the replacement
cycle too.

Business Review

Mobile phone distribution continues to be the Group's major core business
for the period, accounting for over 90% of the Group's turnover and
operation profit. The Nokia's model 3100 accounted for almost 40% of
the Group's sales volume during the period but was gradually taken up by
Nokia's models 2300 and 2600, which were launched in early and late
2004 respectively. These are basic entry models and target at low price
segment. In mid to high market segment, the performance of Nokia's models
3220 and 7610 are still promising. Although Nokia's model 3220 was
launched in September 2004, it already accounted for almost 10% of the
Group's turnover. The high end model Nokia's model 7610 accounted for
almost 20% of the Group's turnover during the period.

The Group has doubled its sales force during the period and enlarged its
customer base to cover more than 7,000 direct invoiced active customers
by the end of 2004. The Group will continue to enhance its distribution
network and deepen its penetration in the market to position itself as one
of the largest and leading mobile phone distributor in the PRC.

In Hong Kong, to capture the growing demand of Smartphone, the Group
will continue to look for and to introduce new models of different brands
for the market. To enhance customer relationship and to improve profit
margin, the Group will provide add-on services for customers and one-stop
solutions for commercial users to facilitate email communication over
Smartphones.
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Prospect and Outlook

With the national distribution rights for the latest Nokia's handset models
7610, 3220, 2600 and N-Gage QD, the management are confident that
these models together with other existing handset models will help the
Group to keep its turnover at a high and stable level at least in the coming
half year up to 30 June 2005.

Nevertheless, the Group will continue to seek for opportunities for further
development, which includes deepening existing market penetration by
recruiting more sales personnel to improve the geographical coverage in
third and fourth tiers cities, expanding existing brands portfolio to cover
basically most major import brands of mobile phones in the PRC, products
diversification by making use of existing logistic and distribution network to
sell MP3 audio players and phone accessories such as batteries and
bluetooth earphones which are under the Group’s own brand name,
providing added value services to customers to build up customer loyalty
and setting up website to conduct Internet sales of mobile phones in the
PRC. The Group will also consider various M&A possibilities to diversify our
business scopes.

Subsequent to the period end, the Group has obtained national distributor
right for certain models from NEC, which is not only one of the largest
players in Japan, but also a market leader in producing 3G mobile phones.
The Group will continue to line up with other 3G mobile phone
manufacturers and prepare itself to be a leading 3G mobile phone distributor
in the PRC market.
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