M vy

ll i -
ifo Fu_jlkOh Asplr o [0]11] enwronmeh

A sova COMPANY l

,:"&




10

Continuing to build on the successes of the past year, the
Group reached a new high point in revenue, rising by 54.1% to
HK$1,678.4 million. Profit attributable to the equity holders of the
Company recorded substantial growth, up from HK$85.8 million
to HK$159.5 million, representing an impressive gain of 85.9%
— a record high. The Group also saw improved profitability, with
net margin up from 7.9% to 9.5%. Such positive figures can be
credited to several factors including outstanding performance
from core business segments, continuing support from top-tier
customers and Fujikon's ability to enhance efficiency — capitalizing
on economies of scale.

Product Mix Analysis

While having recorded satisfactory increase in revenue during
the year, the communication products segment proved to be the
largest revenue driver, accounting for 36.0% of total revenue,
up 10.1% from FY2006. Accordingly, sales of communication
products, audio products, multimedia products, electronic products
and accessories, and electro-acoustic parts accounted for 36.0%,
25.1%, 8.6%, 24.7% and 5.6% of total revenue, respectively.

Communication Products

At the close of calendar 2006, worldwide shipments of mobile
phones surpassed one billion units; clear indication of a booming
global mobile communications market. The Group was able to
take advantage of this up-trend. Benefiting from ongoing demand
for hands-free headsets by a leading European mobile phones
manufacturer, sales of HK$604.7 million was recorded, up from
HK$282.2 million in FY2006, representing a spectacular rise of
114.3%.

With the Group's ability to offer high quality acoustic products
suited to hands-free headset applications, together with rising
demand for mobile phones with music and video capabilities,
sustained growth can be expected. A buoyant mobile phone
market, growing sophistication of hands-free headset products
and increasing headset bundling rates are also factors that will
propel the communication products business.
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Product Mix Analysis (Continued)
Audio Products

Accounting for the second largest source of revenue during
FY2007, the audio products segment reported sales of HK$421.3
million, up by 34.5% (FY2006: HK$313.3 million). Among the
key factors helping push growth included the successful volume
shipment of stylish new products for a premium US audio brand
as well as ongoing support from existing world-class customers.
With the trend towards portable audio entertainment continuing,
demand for such products as earphones and mid-size headphones
would remain solid. Meanwhile, feature headphones such as
noise-canceling headphones and wireless products also achieved
encouraging gains.

Multimedia Products

Having enjoyed significant revenue increase in FY2006, growth
momentum was again maintained during the year. Sales of
multimedia products grew from HK$101.5 million to HK$144.7
million, representing a rise of 42.6%. Continuing to profit from
strong business ties, a full year’s shipment of headsets to Microsoft
for bundling with their Xbox 360™ game consoles was achieved
in FY2007 and that gave impetus to segment performance.
Moreover, during the period healthy growth was also registered
for the sale of multimedia headsets.

Electronic Products, Accessories and Others

While representing a supporting business of the Group, this
segment continues to be an important part of Fujikon. Achieving
sales of HK$413.7 million in FY2007, this represented an increase
of 49.1% (FY2006: HK$277.5 million). The positive results can
be credited to a general increase in the component business
with special contributions made from the sale of cables and
packaging materials.

Electro-acoustic Parts

The electro-acoustic parts segment experienced a dip in performance
for FY2007 with revenue contracting by 18.1% to HK$94.0
million (FY2006: HK$114.7 million). While substantial growth was
achieved from the sale of FM transmitter products, the Group
has been withdrawing from the production of micro-speakers for
mobile phones; and the result of such a strategic move was duly
reflected in the segment revenue.
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Market Analysis

By maintaining a portfolio of world-class customers with global
presence, the Group does not rely on any particular geographical
region for business growth. During the review period, Mainland
China, Europe, North America, and Asian Countries (other than
Mainland China) accounted for 29.0%, 25.1%, 24.4% and 18.8%
of the Group's revenue respectively.

With outlook continuing to be positive for the sale of portable
communication and entertainment products, which should drive
demand for high quality electro-acoustic products with value-
added features, the Group is optimistic about its prospects.

As already seen, the communication products business made
notable gains during FY2007. With relations between the Group
and a leading European mobile phones manufacturer firmly
established, and with higher bundling rates anticipated in the
future, the outlook is very positive. Accordingly, by capitalizing on
close business ties and strong consumer demand, this particular
segment is expected to be a major growth driver.

The audio products business is likewise performing well, as indicated
by consumers ongoing preference for compressed digital audio
music and high-quality home entertainment equipment — both
helping to boost demand for premium earphones and mid-size
headphones. Along with satisfying enthusiasts of all levels,
the Group continues to make progress with its noise-canceling
headphones that are ideal for frequent flyers. As well, wireless
headphones featuring infrared (IR), radio frequency (RF), Bluetooth
and 2.4 GHz digital technologies have shown promising results
throughout the financial year. Consequently, both type of
headphones look set to enjoy greater market acceptance.

Remaining a prominent component of the Group's product
portfolio are headsets for Microsoft Xbox 360™ game consoles.
This on-going bundling business with steady market demand will
continue to be a valued revenue contributor for the Group in the
foreseeable future. Indeed, increasing demand for multimedia
headsets, which extend to such applications as instant messaging,
on-line gaming and multimedia entertainment, among others, will
offer fresh business opportunities for the Group.
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While prospects remain bright, management is well aware that
much effort is necessary for achieving long-term sustained growth.
With acoustic expertise being the Group’s core competency,
sufficient resources will be directed to developing new products
that are brought to market in a well-timed manner, thereby
helping customers stay ahead of their rivals. That said, production
and backend fulfillment processes are also important elements
of Fujikon’s makeup. Hence, attention will be paid to further
improving efficiency and flexibility in terms of supply chain
management and manufacturing capabilities; the ultimate goal
being to work as partner with customers to meet their product
launch and delivery requirements. In addition to focusing on
these concerns, management will consider exploring emerging
market opportunities to broaden the Group's scope of business.
Encouraged by the success of its audio, communication and
multimedia product segments, Fujikon will carry on applying a
prudent and responsible strategy of expansion, efficiently utilizing
resources and raising quality.

The financial year 2007 was another year of record-setting results,
in revenue as well as in net profit. Revenue for the year reached
HK$1,678.4 million, representing an increase of approximately
54.1% against HK$1,089.2 million in the previous year. This was
mainly attributable to the continuously growing demands for
our communication and audio products. The profit attributable
to equity holders of the Company and basic earning per share
also reached record-high of HK$159.5 million (2006: HK$85.8
million) and HK42.4 cents (2006: HK23.0 cents), representing a
surge of approximately 85.9% and 84.3%, respectively. Within
a five-year span, the profit attributable to the equity holders of
the Company has achieved a compound annual growth rate of
approximately 48.1%.

Gross profit from operations reached HK$380.5 million (2006:
HK$251.3 million), representing an increase by approximately
51.4% from last year. Under challenges from increase in labour
cost and raw material cost, the Group continued to maintain its
gross margin at over 22% this year. This was achieved through
improvement of our operational efficiency, reduction of overheads
and capitalisation of economies of scale. During the past five
years, the gross profit has recorded a compound annual growth
rate of approximately 28.5%.
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Distribution and selling expenses decreased by approximately
16.6% to HK$27.4 million this year (2006: HK$32.9 million).
General and administrative expenses rose by approximately
28.5% to HK$143.3 million this year. The increase was mainly
due to the effect of profit-linked bonus to the employees of the
Group to reward their excellent performance this year, increase
in welfare cost in connection with the expansion in production
workforce and provision for receivables most of which were
temporarily overdue at 31 March 2007.

Liquidity and Financial Resources

Net current assets as at 31 March 2007 amounted to approximately
HK$322.0 million (2006: HK$195.1 million). The Group’s current
and quick ratio were approximately 1.9 times (2006: 1.6 times)
and 1.3 times (2006: 0.9 times) respectively.

The Group had cash and bank deposits and pledged bank
deposits of approximately HK$160.4 million as at 31 March 2007,
representing a significant increase of approximately 2.5 times
against approximately HK$65.4 million last year. Approximately
19.6%, 20.0% and 60.2% of the total cash and bank deposits
and pledged bank deposits were denominated in Renminbi, Hong
Kong dollars and US dollars respectively and the remainder in
other currencies. As at 31 March 2007, the Group had aggregate
banking facilities of approximately HK$333.3 million (2006:
HK$187.5 million) from several banks for overdrafts, loans,
and trade financing, with an unused balance of approximately
HK$277.0 million (2006: HK$118.0 million).

Capital Structure

As at 31 March 2007, the total borrowings of the Group were
approximately HK$49.2 million (2006: HK$61.3 million), of which
approximately 88.0% and 12.0% were due within one year and
between two to five years, respectively.

These Group's borrowings consisted of several secured short-term
bank loans of approximately HK$36.6 million (2006: HK$Nil), a hire
purchase loan of approximately HK$8.6 million (2006: HK$11.4
million) and an unsecured short-term bank loan of approximately
HK$4.0 million (2006: HK$49.9 million), of which about 25.7%
was denominated in Hong Kong dollars, approximately 10.3%
was denominated in Renminbi and approximately 64.0% was
denominated in US dollars.
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Capital Structure (Continued)

Approximately HK$53.6 million of certain properties and machinery
and land use right have been pledged for several secured
short-term bank loans and a hire purchase loan (2006: HK$14.4
million). During the year under review, the Group’s borrowings
bore interest at rates ranging from approximately 3.8% to 6.4%
(2006: ranging from 2.8% to 5.8%).

The Group’s gearing ratio as at 31 March 2007 was approximately
9.2% (2006: 15.3%), which was measured on the basis of total
borrowings as a percentage of total equity attributable to the
equity holders of the Company. If the balance of cash and bank
deposits as at 31 March 2007 was taken into account, the Group
was in a net cash position.

Foreign Exchange Exposure

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

Employee Information

As at 31 March 2007, the Group employed a total of over
approximately 12,000 (2006: over 13,000) employees. The
employment costs (including the directors’ emoluments) accounted
for approximately HK$250.3 million (2006: HK$202.4 million).

The Group has developed its human resources policies and
procedures based on performance and merit. 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. The Group has also
developed training programs to its management and employees
to ensure they are properly trained.

Financial guarantee

As at 31 March 2007, the Company had provided corporate
guarantees of approximately HK$260.7 million (2006: HK$202.4
million) to several banks to secure banking facilities of its
subsidiaries. The facilities utilized by the subsidiaries as at 31
March 2007 approximately HK$56.3 million (2006: HK$61.3
million).
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