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BUSINESS REVIEW
Product Mix Analysis

In fiscal 2004/05, Fujikon accomplished strong performances and
results. The Group's growth momentum, which started to build up in
the first half year, continued to gather and drive further gains in the
second half of the year. During the year, all business segments of the

Group, except multimedia, reported growth.

In product terms, mobile communication products and electro-acoustic
parts delivered the most impressive results. For the year ended 31
March 2005, the sales of audio products, communication products,
multimedia products, electro-acoustic parts, electronic products and
accessories, accounted for 30.3%, 19.2%, 4.4%, 23.2% and 22.9%

respectively of the Group's total turnover.

Audio Products

Among the Group’s different audio products, audio headphones
continued to be the main revenue and profit contributor during the
year supported by persistent demand from major MP3 manufacturers
for high quality earphones to go with their players. Other revenue
contributors included wireless headphones and noise-canceling
headphones, both of these technology products registered notable

growth.

The audio product segment grew steadily during the year, with sales
increased from HK$280 million last year to this year's HK$282 million.
The noise-canceling market niche has kept expanding for the last few
years, as more frequent air travelers become aware and accepting of
this type of special feature headphone. Moreover, as portable
entertainment devices such as MP3 players continue to mesmerize
consumers in the global market, the Group is optimistic about achieving

organic growth in this relatively mature market segment.
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BUSINESS REVIEW (Continued)

Communication Products

The sales of communication products surged a substantial 123% over
the previous year. Revenue from this segment increased from HK$80
million last year to HK$179 million this year. This remarkable growth
was mainly powered by the in-box bundling of communication headsets
with mobile phones by a leading European handset manufacturer.
Business performance with other Asian manufacturers was also very

encouraging.

During the year, the Group further strengthened its customer base
with additional tier-one mobile phone manufacturers. Mass shipment
for these new customers is expected to commence in the second
quarter of fiscal 2005/06. Moving forward, as more entertainment and
multimedia features are built into mobile phones, the Group expects
to see more widespread use of communication headset and it

eventually becomes an indispensable accessory.

Multimedia Products

Turnover generated by multimedia products dropped 24.3% to HK$41
million this year. Current business in this segment mainly falls in the
category of PC accessories. With the PC market becoming more mature
and competitive, the percentage contribution of multimedia products
to total turnover has continued to fall in the past few years. This year,
it accounted for only 4.4% of the Group's total sales. This segment,
however, is not to be overlooked as promising opportunities have
sprung up in areas like the rapidly evolving video game industry and
the budding VolP phone arena. The Group is optimistic that this

segment will become vibrant again in the coming years.

Electro-acoustic Parts

Boosted primarily by the increased sales of high-end micro speakers to
a renowned Japanese customer, the turnover of this business segment
surged a colossal 572.4% to reach HK$217 million. The main
application of these acoustic transducers was for mobile phones. Apart
from micro speakers, FM transmitters - wireless audio transmission
devices mainly for automotive applications - were another major

revenue contributor to this segment.
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BUSINESS REVIEW (Continued)
Electronic Products and Accessories

This segment represented the aggregated revenue contributions of
components produced by the Group's subsidiaries. Besides supplying
high quality components to the Group for its mainstream electro-
acoustic business, they have been ramping up their production scale
to meet the impressive growth of other customers. These supporting
arms provided extra muscles for the Group to compete in the market
place. The turnover of this segment grew 36.5% to HK$214 million

this year, in line with the overall performance of the Group.

Wireless Opportunities

With the proliferation of wireless technologies like infrared (IR), radio
frequency (RF), Bluetooth, 2.4GHz digital audio, and electro-magnetic
induction, the Group is opened to a whole new range of opportunities.
During the year, the Group has formed a partnership with a Silicon
Valley based technology company. Through the licensed use of their
unique leading technology, products based on the FM transmission
mechanism were successfully launched and well accepted by the
consumer electronics market. The sales of IR headphones for in-car
audio-visual entertainment also experienced significant growth. For
the year ended 31 March 2005, all wireless products together
accounted for only about 7% of the Group's turnover, but the
technological expertise acquired has well positioned the Group for a

winning run.

Geographical Market Performance

The Group's relentless efforts to grow its markets during the year were
amply rewarded by the sustained growth in all its major markets.
Standing out among all the markets, Japan returned the highest
percentage growth in sales from HK$19 million to HK$116 million, a
leap of 504.6%. Its percentage turnover contribution also increased

from 3.2% last year to 12.4% this year.
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BUSINESS REVIEW (Continued)
Geographical Market Performance (Continued)

The Group credits its exceptional performance in the Japanese market
to its newly set up joint venture Sefco Inc. This new marketing arm,
which formally started operation in October last year, not only helped
to strengthen the Group's presence in the country, but also enhanced
its service quality leading to the landing of more orders. Besides the
outstanding job of achieving the micro speaker business, Sefco is

exploring with existing customers on further development prospects.

Despite a decent growth of 23.2%, the share of the US market in the
Group's total turnover dropped from 38.0% last year to 30.3% this
year. Still the largest of all the Group’s major markets, the US market's
turnover contribution had gradually reduced from 50.8% in fiscal 2001/
02 to 30.3% this year. It is in line with the Group's strategy to diversify
and reduce the risk of relying too much on the performance of any
particular economy. In geographical terms, the percentage contribution
of North America, Europe, Asian Countries (other than Mainland China
and Japan), Mainland China and Japan were 31.4%, 19.3%, 15.6%,
19.8% and 12.4% respectively.

Apart from the extraordinary achievement in Japan, the Group also
saw significant growth in turnover from Mainland China market. As
more and more of the Group’s overseas customers set up base in
Mainland China, the Group registered an increase in domestic sales to
these customers for supporting their manufacturing or direct sales in
the country. The Group expects this trend to continue. Sales in the
European market jumped 52.0% to HK$180 million, mainly as a result
of increased sales to a leading European handset manufacturer. Sales
in the Asian Countries (other than Mainland China and Japan) surged
55.1% from HK$94 million last year to HK$146 million this year,
attributable to the prospering MP3 bundling business and the growth

of component business.
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BUSINESS REVIEW (Continued)
Prospects

Like this year, mobile communications will remain as the number one
growth driver for the fiscal year 2005/06. Based on the forecast
provided by our major customers, orders will increase significantly
starting from the second quarter. Other than the existing models, which
still deliver very substantial sales volume, the Group has quite a

number of new products in the pipeline.

Apart from the existing mobile phone customers, the Group has
successfully added a couple of tier-one manufacturers to its client list.
New product development for these new customers is well underway,
and volume shipments are expected to be in July and August of 2005.
Besides direct headset bundling, the booming mobile communications
market will also boost sales of the Group’s micro speakers for mobile

phones.

Fiscal 2005/06 will be an exciting year for wireless products. On our
development roadmap is a list of products empowered by different
wireless technologies to address a diversity of needs: demand of the
audio market, mobile communications and in-car entertainment. The
percentage contribution to total turnover of wireless products is
expected to grow from the current 7% to a double digit in the coming

year.

The increasing popularity of portable MP3 devices not only bulged the
market size of audio earphones, but also drove the demand for quality
earphones as consumers become more sophisticated. The demand for
both MP3 music and players is expected to continue, and along with

them the demand for quality earphones.

In the multimedia front, application areas like in video game playing
and VolP phones are presenting promising potentials. The Group is
currently actively exploring these opportunities and expects sizable

business to materialize in the coming year.
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BUSINESS REVIEW (Continued)
Prospects (Continued)

The major challenge for the Group in fiscal 2005/06 will be to ramp up
production within a relatively short period of time. The seasonal slack
in the first quarter has given us a very good window to make all
necessary preparation. Existing production facilities have been tuned
up and additional shop floor space is planned for. A newly rented
factory building is scheduled to provide full manufacturing services by

July when anticipated orders start coming in.

The Group's business outlook is very optimistic and the management
is confident of its ability to deliver products that fulfill customers’
demands. We, however, also see considerable challenges ahead, such
as the rising operating cost in Southern China, labour shortage and
upward pressure in both wages and raw material costs. To cope with
and overcome these challenges, the Group will strive to further improve
its operational efficiency through enlarging its production scale,
increasing the degree of automation and tightening control over its
supply chain. In order to raise competitiveness, more advanced
technologies will be adopted in producing new products and more
creative products will be developed. While confident about the future,
the Group will still approach all the promising opportunities ahead
with sufficient prudence, bearing in mind the commitment of bringing

the best returns to its shareholders.
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FINANCIAL REVIEW

The Group reported a 223% jump in profit attributable to shareholders
to approximately HK$70 million, being the record high since its shares
have been listed on The Stock Exchange of Hong Kong Limited in
2000. The massive increase was primarily due to the combined effects
of expansion of its market share in the electro-acoustic industry and
improvement of its operational efficiencies. Basic earnings per share
for the year were approximately HK19 cents, representing a significant

growth of 223% against HK6 cents last year.

For the year under review, the Group achieved a record-breaking
turnover of HK$932 million, representing an increase of 55% against
HK$602 million in the previous year. The significant increase in turnover
was mainly attributable to the robustly growing demands for its high
quality headsets, mainly for in-box bundling with mobile phones and
MP3 players, high-end micro speakers for mobile phones and FM
transmitters, being wireless audio transmission devices mainly for

automotive applications.

Gross profit from operations rose from HK$133 million last year to
HK$203 million this year. During the year under review, the Group
continued to face substantial increases in cost of raw materials, such
as copper and PVC beads, that inevitably put pressure on its gross
margin. Resulting from the successful launch of new products with its
tier-one customers and its dedication to drive for improving operational
efficiency and strengthening supply chain management, the Group

managed to maintain its gross margin of approximately 22% this year.

Distribution and selling expenses rose slightly by approximately 7% to
HK$29 million this year. General and administrative expenses rose by
approximately 16% to HK$90 million this year. The increase was mainly
due to the provision of discretionary bonus to the employees of the

Group so as to reward their excellent performance this year.
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FINANCIAL REVIEW (Continued)

Financial Position and Liquidity

The Group managed to strengthen further its financial position
accompanying its significant business expansion. Net assets as at 31
March 2005 accumulated to approximately HK$412 million (2004:
HK$303 million). Among such growth was a rise in fixed assets of
55% that reached approximately HK$281 million (2004: HK$181
million). This is resulted from the expansion in production capacity
and the surplus of approximately HK$85 million arising in property
revaluation on the Group's land and buildings. Moreover, net current
assets as at 31 March 2005 amounted to approximately HK$146 million
(2004: HK$104 million). The Group’s current and quick ratio (excluding
inventories) were 1.70 times (2004: 1.60 times) and 1.20 times (2004:
1.09 times) respectively. These indicate that the Group is able to meet

future obligations without any difficulty.

The Group had cash and bank deposits of approximately HK$94 million
as at 31 March 2005, representing an increase of 27% against HK$74
million last year. Measures for tightening up credit control and
inventory management are proved to be effective and contribute to
the rise of cash balance. About 16.0%, 7.9% and 58.0% of the total
cash and bank deposits were denominated in Chinese Renminbi,
Japanese Yen and US dollars respectively and the remainder in Hong

Kong dollars.

The securities held for long-term purpose as at 31 March 2005
accounted for approximately HK$24 million (2004: HK$36 million), of
which about 39.9% and 58.5% were several structural notes issued by
overseas banks and investment funds managed by overseas investment
companies respectively. The Group has no intention to realise the

investment in the light of its sufficient cash and banking facilities.

For the purposes of day-to-day liquidity management and future
expansion, the Group has access to significant uncommitted banking
facilities. As at 31 March 2005, the Group had aggregate banking
facilities of approximately HK$579 million (2004: HK$560 million) from
several banks for overdrafts, loans, and trade financing, with an unused
balance of approximately HK$528 million (2004: HK$463 million). This
serves as a strong back up for its business development.
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FINANCIAL REVIEW (Continued)
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 31
March 2005, the total borrowings of the Group were approximately
HK$42 million (2004: HK$52 million), a decrease of 20% and of which
about 91.1% and 8.9% were due within one year and within two to

three years, respectively.

These Group's borrowings consisted of unsecured three-year bank loans
of approximately HK$8 million (2004: HK$6 million), being
denominated in Hong Kong dollars, and short-term bank loans of
approximately HK$34 million (2004: HK$47 million), of which about
93% and 7% were denominated in US dollars and Chinese Renminbi,
respectively. These borrowings are secured by the Group's land and
buildings of approximately HK$26 million (2004: HK$19 million) and
the Company'’s corporate guarantee of approximately HK$68 million.
The short-term bank loans were primarily borrowed to finance the
general operation of the production plants in the Mainland China.
During the year, the Group’s borrowings bore interest at rates ranging
from 1.1% to 5.8% (2004: ranging from 1.1% to 6.6%).

The Group's gearing ratio as at 31 March 2005 was approximately
10.2% (2004: 17.3%), which was measured on the basis of total
borrowings of approximately HK$42 million (2004: HK$52 million) as a
percentage of total shareholders’ equity of approximately HK$412
million (2004: HK$303 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 year. Net exchange loss
was approximately HK$725,000 (2004: HK$1,015,000). In the light of
potential appreciation of Chinese Renminbi, the Group anticipates the
increasing proportion of revenue denominated in Chinese Renminbi
will help to relieve the foreign exchange exposure resulted from

Chinese Renminbi purchases and expenditure.
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FINANCIAL REVIEW (Continued)
Employment, Training and Remuneration Policy

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 year.

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 for employees in Hong Kong, and state-

sponsored retirement plans for employees in the Mainland China.

As at 31 March 2005, the Group's operations engaged a total of over
9,100 staff and workers. The employment costs (including the directors’
emoluments) accounted for approximately HK$133 million (2004:
HK$108 million).

Commitments and Contingent Liabilities

As at 31 March 2005, the Group had total outstanding capital
commitments, operating lease commitments and foreign exchange
contracts of approximately HK$23 million (2004: HK$8 million), HK$3
million (2004: HK$4 million) and HK$22 million (2004: HK$44 million)
respectively. In respect of the foreign exchange contracts, the Group
had committed to sell approximately US$1.2 million at various rates
for a total of approximately HK$9 million and to buy approximately
€1.2 million at various rates for a total of approximately HK$13 million.
In view of the Group’s high level of liquid funds, it is confident to fulfil

all these commitments without any difficulty.

As at 31 March 2005, the Company had provided guarantees of
approximately HK$202 million (2004: HK$168 million) to several banks

to secure banking facilities of its subsidiaries.
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