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Years ended March 31, 2004 and 2003

]
j‘J] :J-'“ J] :J-'“ [ =% FUNAIELECTRIC CO., LTD. and

wwd its Consolidated Subsidiaries

(Millions of yen)  (Thousands of U.S.dollars)

2004 2003 2004

Financial Year :

Net Sales ¥342,133 ¥331,463 $3,237,137

Operating Income 36,534 35,121 345,671

Net Income 26,280 19,296 248,652
Per Share (yen and U.S.dollars) :

Net Income ¥744.13 ¥540.59 $7.04

Cash Dividends 20.00 20.00 0.19
End of Financial Year :

Shareholders' Equity ¥149,748 ¥128,648 $1,416,861

Total Assets 223,191 196,866 2,111,751

Number of Employees 3,899 3,572 —

Note-1 : The exchange rate of ¥105.69=U.S.$1.00 (as of March 31, 2004 in the Tokyo foreign exchange market) is used for the above calculations.
Note-2 : Number of Employees excludes of outsourced company.
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To Our

Shareholders

Looking at the state of the world economy this past fiscal
year in overview, one notes that there was a gentle
economic recovery, especially in the US. We in the
electronics industry saw an even faster shift from analog to
digital products than in past years, signaling a time of great
change in the market environment. On one hand, the price
and technical competition among digital products became
more intense than ever. On the other hand, the market for
analog devices shrunk at a rate that was higher than most
expected.

Faced with such an economic climate, the Funai Group
took steps to convert from analog to digital products a few
years ago. As a result of these efforts, this system has increased the competitiveness of our
digital products on the market today and has become the source for the Groups’ high profitability.
These digital products have taken up to 61% of the consolidated sales for this period and this
percentage continues to rise. Furthermore, the Group was able to attain a high operating margin
of 10.7%.

Our financial results for the fiscal year just ended were as follows. Net sales and operating profit
increased by 3.2% and 4.0% respectively, both a record mark for the Funai Group. This was
primarily a result of the fact that the business shift we went through to react better to market
changes allowed us to cover the drop in analog devices with growth in digital devices.

The digital revolution continues throughout the world, and in the years ahead we will continue to
promote the digital sector and work to secure a strong position for the Funai Group in the global
marketplace. In the near-term, our goal is to achieve net sales of ¥500 billion by the end of
March 2006. At the same time, we, as a single-minded Group, will promote digital device
Ty b_u_si_ness' and aim to increase the Funai Brand and maximize corporate value. We earnestly seek

w m t a anding of our shareholders in this ongoing effort.

July 2004

s

President and CEO



nterview with

the President

How would you characterize the
company's activities up to the end of
March 2004?

At the moment, the Funai Group is in the midst
of implementing the medium-term
management plan, which comprises of
consolidated revenues and operating profit
ratio goals of ¥500 billion and 0.8%
respectively. | would say that the first two
years of plan implementation (up to March
2004) was a time of "strengthening the
foundation for building a full-fledged digital
device business." As | reflect back at these
years, | can say for certainty that we achieved
what we set out to do.

For example, the three devices that form the
"three new sacred treasures" of the digital
device industry (i.e. flat panel TVs, DVD
recorders, and digital still cameras) have all
become part of the Group's product line-up. In
FY2001, we took steps such as the forming of

Flat Panel TV (LCD TV)

alliances and implementing M&A activities to
establish a technical foundation for developing
our digital device business. Since then, we
have made upfront investments to carry out
actual product development. Through the
carefully planned and aggressively
implemented measures that we have taken
over the past couple of years, the Funai Group
has now reached the start line to the beginning
of a new full-fledged digital device business.

Any comments on FY2003 where
activities such as the formation of
alliances and establishment of
subsidiaries stood out?

The Funai Group is always, simultaneously,
pushing to build "steppingstones for the future”
as well as to establish "a profit structure that is
built on these steppingstones.” The series of
activities, including the formation of alliances
and establishment of subsidiaries that we

gherlhree
New:iSacred
Ireasures

Digital Still Camera
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the President

pursued in FY2003 was done from the
standpoint of "building steppingstones” in the
medium-term.

In December 2003, we acquired a portion of
US-based TeraRecon,
Subsequently, we finalized a consignment

Inc.'s shares.

agreement relating to the development of
digital image processors and peripheral
software for commercial imaging devices
primarily for the medical field that use the
firm's unique digital signal/image processing
technology. Through this, | believe that we will
be able to develop a next-generation
commercial digital imaging device that blows
away the products of the past. In March 2004,
we agreed to establish a joint venture with
Mitsubishi Electric Co., Ltd. to develop DVD
recorders. This agreement was made with a
long-term view to develop other devices such
as DVD/VCR combo recorders and DVD/hard
disk drive combo recorders in the future.

4, we established the Funai
/anced Applied Technology
. and initiated research

— ied i ial technologies in a variety

pecifically, research will be
the field of cutting edge
technology, including nanotechnology, and
terials and basic theory can be applied
lop new production technologies.

As you can see, the series of "steppingstones"
| have described above are brought forward by

management decisions that are based on a
wide-ranging timeframe iti

What will be the important themes
for management from FY2004
onwards?

As of the end of FY2003, digital devices
already make up 61% of sales for the Funai
Group. By now having the "three sacred
treasures" in our product line-up, | feel that we
are about to begin a full-fledged "growth
period" in our digital device business.

In terms of future management issues, we
plan to simultaneously implement activities
based on the two strategies; "accelerated
growth" and "ensuring profitability." For the
former, it will be important to expand our
product line-up and strengthen our win-win
relationship with major vendors that have
extremely strong distribution channels. For the
points are the
development of technologies to internalize the

latter, the important
manufacturing of key components and to
promote mass production.

Through these comprehensive activities that
range from product development to sales, |
believe that we will be able to ensure the
Funai Group's strong position in the global
market from a cost competition standpoint.
Furthermore, | am confident that the efforts of
all Funai employees in pursuing these
activities will lead us to achieve our
consolidated revenue goal of ¥500 billion by
the end of March 2006.




How are you planning to maintain
the balance between expanding
business fields and ensuring
profitability?

It is thought that by the end of March 20086,
digital devices will make up approximately
80% of our total revenues. In addition, the
reinforcement of our product lineup is
expected to contribute greatly to our business
field expansion efforts. While doing so, the
internalization of key component
manufacturing will be essential to ensuring an
8% or greater operating margin. As such, the
Funai Group's policy is to internalize the
manufacturing of key components for all
products that are derived from the "three
sacred treasures."

An example of where this has been a success
is the DVD player. We internalized the
manufacturing of the optical pickups for these
devices in 1999 and now, this division has
grown into a large profit area. At the moment,
we are making efforts to internalize the optical
pickups for another area that we would like to
grow into a new profit area, DVD recorders.

In the future, we plan to make strategic moves
to internalize key components in other areas.
Our scope includes lenses for digital still
cameras and projectors as well as compact
LCD displays.

With the expansion of the product
line up, what direction will Funai
take towards the digitalization of
products?

Well, from a product trend standpoint, the
focus of visual devices will shift from DVD
players to DVD recorders. The next step will
be the development of DVD-VCR combo
recorders as an interim product before the
transition to the age of multi-channel digital
broadcasts and large capacity data needs
where DVD recorders with built-in hard disk
drives will become the norm. Further on in the
future will be large-capacity storage devices.

We are also aiming to expand the number of
combo and related products and enhance the
line-up in the areas of flat-panel TVs,
projectors and digital still cameras. In addition,
we are developing growth strategies derived
from new product development in the areas of
ink-jet printers and laser beam printers.




| I nterview with

the President :

In the future, networking and functional
interfacing of our major products will become
more prevalent. The Funai Group is poised to
handle all of these items under the theme of
"home entertainment" and will aim to become
a comprehensive maker in this field.

Finally, please provide your
thoughts on the vision you have for
the company and any important
points to note from a medium-to-
long term management strategy
perspective.

The revenue and income goals set for the end
of March 2006 are only passing points. The
Funai Group will promote the simultaneous
implementation of a variety of management
strategies with the ultimate goal to become
what the Group should be in the future.

One part of this vision is to the "technical
strategy" that we must implement. If

E
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production technology is the foundation for our
current level of profit, then research of
component technology and basic technology
will be the source of profits in the future. With
this in mind, we are not only acquiring
technologies through alliances and M&A
activities but also developing next-generation
technology and process technology by actively
engaging in industry-academia partnerships.

Our "lean corporate characteristics" and our
"high level of profitability based on FPS (Funai
Production System)" are already a part of our
corporate culture and a key strength of the
Group. In fact, this is what forms the
foundation for the high level of global
competitiveness that the Funai brand now
maintains. In the future, we will add "high
technical capabilities" to our strengths, and
through this, we plan to build a rock solid
management foundation for our operations.



FUNAI’s Product
Development Strategy

Push to improve the Funai product line-up with the goal
to become a comprehensive maker of home
entertainment devices

(Interfacing)

store data

( Steppingstone to
home server system/

(InterfaciV .
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and Analysis

Basic Management Policy

Based on the company policy of: "better
products", "greater trust" and "co-existence and
co-prosperity", our basic management policy aims
to achieve mutual prosperity with our stakeholders
by building a firm relationship of trust through a
more efficient development/production/sales
system and stable supply of high-quality products

at affordable prices.

Issues and Medium-term
Management Strategy

While the rapid shift from analog to digital in the
electronics industry has resulted in new needs
from users, we are faced with the need of quick
responses to technical competition, fierce price
competition against emerging Chinese
manufacturers, and changing needs of the users.

In such environment, the Funai Group's current
issues and measures against these are as follows.

(D Reinforce production system for digital
products

In order to promote an aggressive and efficient
production of digital products, Funai has increased
the number of its technicians and gathered its
R&D divisions into the technical building which
was built within the grounds of its head office.
Through this, Funai will acquire elemental
technologies and establish its technical
capabilities on optical and software development-
related areas.
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M anagement Discussion

@ Avoid country risks

In the past, the Funai Group was producing 90%
of its products in China and Malaysia. However,
the Group established FUNAI (THAILAND) CO.,
LTD. in July 2003 and began producing visual
devices such as televisions in September of the
same year in order to avoid country risks.

(® Maintain/enhance competitive edge

It is an important management issue for Funai
Group to maintain and enhancement its
competitive edge while responding to falling
prices. For this reason, we have been working to
further promote cost cuts through the FPS (Funai
Production System), increase in-house production
of parts for digital products, and enhance our
buying power. In addition, we are working on
further improving the relationships we have with
globally competitive logistics companies and our
OEM partners.

(4 Response to Environmental Issues

The Funai Group acknowledges the problem of
global environment as an important management
issues. In October 2003, we established an
Environment Department in the head office and
took further action in response to the issue by
introducing "green procurement guidelines" in
November of the same year. In addition, we are
working towards the acquisition of ISO14001
certification at our head office as well as domestic
and overseas bases. As a result, our Dong Guan
plant (Guang Dong, China) and Tsuyama plant
(Okayama, Japan) were certified in August and
November 2003, respectively.



Corporate Governance

Funai believes that the most important
management theme is to achieve sustained
growth by increasing the soundness and
efficiency of its management, enable rapid
decision making and maintain a highly transparent
management that places priority on its
shareholders.

The company has adopted an auditor system, and
as of June 24, 2004, 2 of the 5 auditors of the
company are outside auditors, while 4 of the 7
directors are outside directors. In addition, the
company has also adopted an executive officer
system with the aim of establishing a system in
which management decisions and immediate
execution can be made in an agile manner. Funai
currently has 9 executive officers.

Business Performance

Business Environment: The electronics industry

in fiscal 2004 saw a significant growth in demand
for digital products including DVD-related products
and digital still cameras. Further, the market for
flat screen televisions such as plasma and liquid
crystal display showed signs of growth. On the
other hand, harsh conditions continued for
manufacturers because of factors such as
increased burden for development of new
products and fierce price competition from
emerging Chinese manufacturers.

Net sales: The Funai Group was able to maintain
its high market share and record a significant
increase in sales from the previous fiscal year.
This is largely due to strengthened relationships
with globally predominant partners and aggressive
development and sales expansion of new
products, particularly combination VCR/DVD
units, which realized high-quality and low price.

03 March 1
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M anagement Discussion

and Analysis

On the other hand, sales for combination
TV/VCRs declined due to the reduction of the
overall market for analog products. As a result,
net sales for fiscal 2004 was up 3.2% to ¥342,133
million.

Operating income: Despite the fall in prices for
visual devices due to competition from the
Chinese manufacturers, operating income
increased by 4.0% to ¥36,534 million as a result
of increased productivity and cost cuts for
procurement of parts. Ratio of operating income to
net sales improved 0.1 point to 10.7%, and this
exceeds the medium-term target of "above 8%".
This shows that digital products such as DVD-
related devices are steadily improving their
profitability.

Net income: With the significant decrease of a
¥7,544 million loss from write-down of securities
from the previous term to ¥39 million of the
current term, net income for the current term
increased sharply by 36.2% to ¥26,280 million.
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Performance by Product Category

@ Audio and Video Equipment

Main product lineup and new products for the
current term: Funai's main analog products
include VCRs, televisions, and combination
TV/VCRs, while for digital devices, the company
develops and sells mainly DVD players and
related products. In addition, Funai also develops
and sells combination TV/DVD players and
combination VCR/DVD units as products that
respond to the needs of the transition period of
analog to digital. Following the development and
sales of new digital products such as projectors
and liquid crystal displays in autumn of 2002, we
began producing terrestrial digital broadcast-
compatible terrestrial/BS/CS HDTV tuners in
November 2003, and DVD recorders in alliance
with Mitsubishi Electric Co., Ltd. in March 2004. In
the audio and digital equipment field, the shift
towards digital is progressing steadily. For the
year ended March 2005, we have already begun




producing plasma display televisions in April 2004.

Performance results for the current term:
Although rapid fall in product prices was seen,
sales of digital products such as DVD players and
related products grew significantly. In addition,
sales of our new digital products such as
projectors and liquid crystal displays also grew. As
a result, sales of Funai's digital products for audio
and visual equipment increased sharply by 38.3%
compared to the previous year. On the other
hand, sales of analog products, of which the
market is reducing in size, declined sharply by
33.8%. Consequently, overall sales for audio and
visual equipment decreased by 4.9% to ¥240,915
million over the previous year.

A 3.1 Megapixel Digital Still
Camera with 3x Optical Zoom

® Information and Communications
Equipment

Main product lineup and new products for the
current term: Funai's strongest products in the
information and communications equipment
category are inkjet printers and laser beam
printers. During the current period, we formed a
strategic alliance agreement with our OEM
partners and shifted our focus from popularly
priced inkjet printers to higher grade models, and
released new products into the market. For the
year ended March 2005, we have already begun
producing digital still cameras on an OEM basis in
April 2004.

Performance results for the current term: Sales
of inkjet printers increased 73.3% over the
previous year due to growth in demand for multi-
function printers that combine the functionalities of
a printer, scanner and photocopier, and
strengthened relationships with OEM partners.
Sales of laser beam printers too increased by

other®
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M anagement Discussion

and Analysis

81.3%, thanks to the recovery of office equipment
market and increase in orders from OEM partners.
As a result, sales of information and
communication equipment increased by 68.1% to
¥69,141 million.

® Other

Sales for other products decreased 13.1% to
¥32,076 million due to intense competition for
receivers and related electronic devices.

Performance by Region

Funai is working towards raising the awareness of
the "Funai Brand" especially in North America, our
main market. In addition to strengthening its ties
with leading retailers, Funai has become a title
sponsor (for a 4-year term) for the “FUNAI Classic
at the Walt Disney World® Resort” Golf
Tournament, to further strengthen our presence in
the US.
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A Terrestrial / BS / 110°CS Digital Hi-Vision Tuner

As for the results, even though sales of analog
devices such as VCRs and combination TV/VCRs
in North America and Europe fell due to market
shrinkage, sales of information and
communications equipment, mainly inkjet printers,
grew significantly in both markets. Sales in North
America and Europe increased by 5.2% and
24.6%, respectively.

On the other hand, although sales of information
and communications equipment grew slightly in
Asia and other markets, sales of audio and video
equipment decreased, while sales of antenna-
related products fell sharply in Japan as well. As a
result, sales for both markets decreased from
previous year by 13.6% for Japan, and by 11.4%
for Asia and other markets.

Financial Condition

Assets: Current assets increased by ¥21,432

e
ue? o Lo
715
rica 10679 1l4 26, 797
me | ! 7,784 236,




S — e
[ e e B A=

A BrrEnas Ao rl*l‘:r-l:-'l_“

A Combination TV/VCR/ DVD player (21-inch)

million over the previous year. This is due to a
decrease of ¥1,148 million in inventory, and
increase in cash and deposits of ¥21,911 million,
as well as increase in trade notes and accounts
receivable of ¥372 million. These were caused by
further improvements in production efficiency
though the FPS (Funai Production System).
Compared to the previous year, fixed assets
increased by ¥4,892 million. This is a result of an
increase of investment in marketable securities
and other assets, in addition to increase in
tangible fixed assets such as buildings, structures,
tools, equipment and other fixtures due to the
establishment of a production plant in Thailand
and improvement of the technical building of the
head office.

Consequently, total assets increased by ¥26,325

million over the previous year to ¥223,191 million.
Liabilities: Total liabilities increased by ¥5,169
million over the previous year to ¥73,245 million.
This is mainly due to increases in notes and
accounts payable caused by an expansion of
business operation. In addition, liabilities with
interest (short-term loans + long-term loans)
increased by ¥2,760 million due to temporary
increase in short-term loans.

Shareholders' equity: Although the exchange
conversion adjustment account decreased
because of strong yen, shareholders' equity
increased by ¥21,099 million to ¥149,748 million
due to increase in retained earnings.

Balance of cash and cash equivalents at year-
end: Due to increase in cash flows from financing
activities over the previous year (which was
¥14,233 million), balance of cash and cash
equivalents at year-end increased by ¥21,608
million to ¥113,606 million.
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Global Network /.
Directory

Dong Guan Plant 1 (China)

Dong Guan Plant 2 (China)

Dong Guan Plant 3 (China)

Huang Jiang Plant (China)

& < Funai (Thai|on£Co., Ltd.
(Thailand)

Funai Electric (Malaysia) Sdn.
Bhd. (Malaysia)

Funai Europe GmbH (Germany)

Plants and Places‘of Business
TSUYAMA PLANT (JAPAN)
TOKYO BRANCH (JAPAN)

Manufacturing Subsidiaries
CHUGOKU FUNAI ELECTRIC CO., LTD. (JAPAN)
FUNAI ELECTRIC (H.K.) LTD. (HONG KONG)

DONG GUAN PLANT1,2,3 (CHINA)

HUANG JIANG PLANT (CHINA)

ZHONG SHAN PLANT [ (CHINA)

ZHONG SHAN PLANT 2 (CHINA)
H.F.T. INDUSTRIAL LTD. (HONG KONG)
FUNAI ELECTRIC (MALAYSIA) SDN. BHD. (MALAYSIA)
FUNAI (THAILAND) CO., LTD. (THAILAND)
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Funai Asia Pte Ltd
(Singapore)

Funai Electric (H.K.) Ltd.
(Hong Kong)

Sales Subsidiaries

FUNAI SALES CO., LTD. (JAPAN)

FUNAI CORPORATION, INC (U.S.A) D
FUNAI EUROPE GmbH (GERMANY)

FUNAI ASIA PTE LTD (SINGAPORE)

Development Subsidiary

FUNAI ELECTRIC ADVANCED APPLIED
TECHNOLOGY RESEARCH INSTITUTE INC. (JAPAN)

Affiliated Subsidiaries
DX ANTENNA CO., LTD. (JAPAN)
FUNAI SERVICE CO., LTD. (JAPAN)



Zhong Shan Plant 1 (China)

Zhong Shan Plant 2 (China)
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Funai Electric Co., Ltd.
Tokyo Branch (Japan)

Funai Corporation, Inc. (U.S.A)

a
Funai Electric Co., Ltd. Head Office (Japan)
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A total of five companies in Japan and eight overseas are
included in the Funai Group's consolidated business
results for fiscal 2004. In addition, the Group has two
overseas affiliates which are both accounted for by the
equity method. Funai Electric Co., Ltd. is responsible
mainly for the intangible aspects of the Group's operations
(development, design, etc.) while the subsidiaries
undertake the tangible aspects (production, sales, etc.).

Funai's manufacturing operations are characterized by
global procurement and a global production system. The
company presently operates manufacturing facilities in
three countries: China, Malaysia, and Thailand. Production
in Thailand is handled by Funai (Thailand) Co., Ltd., which
was established in July 2003. In September 2003, Funai

(Thailand) Co., Ltd. began producing audié and video

creen televisions. In China, we

equipment such as large-
established the Hwang/Jiang plant\in the Province of
ing display-related
products such as projecters and Jiquid crystal displays, and

The plants in China, ia, &d Thailand employ
19,493 persons, and the overall Group employs a total of
21,049 persons (both as of March 31, 2004).

Funai's well-established global sales system consists of
the overseas subsidiaries Funai Corporation Inc. (U.S.A.),
Funai Europe GmbH (Germany), and Funai Asia Pte Ltd
(Singapore).
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as of June 24, 2004

Directors, Auditors

and Officers

PreSident - eeeeeeeserersererersererseneresseneesenensesenens Tetsuro Funai
EXECULIVE DITECtOr«+eseseserserersesererserersesaseens Motoaki Yasumura
DILECLOE - e+esererserereerenesseneaseseneaseneesenenseseneaes Akira Yokouchi
DILECTOT -+ eveserersererserereasenessesesaseseesesesseseneens Mitsuo Yonemoto
DILECTOE -+ e+erserersererserenersenenseneneaseneesesenseseneaes TJunsho Kawasaki
DILECTOT s e+esererserersereneaseresseseseseseesesesseseneans Morihiko Tashiro
DILECTOE -+ e+eserersererserenersenesseneeaseseesenenseseneaes Akira Miyazaki
AUQIEOL +++eveserersererserereesenesseseseseseesesesseseneens Akitaka Inoue
AUQILOL -+ e+eeerersererserenerseneaseseeaseneaseseneeseneaes Kengo Takemori
AUQIEOL +++e+esererserersereresseressesesseseseesesesseseneens Yasushi Ogino
AUQILOL +++e+eeererserereerenersenenseseesseneesesenseseneaes Shigemichi Asakura
AUQIEOL -+ e+esererserersereresseresseseseseneesesenseseneens Shigeru Otsuka

Corporate Executive Officer:--------eeoeeeeenee Mitsunori Akada
Corporate Executive Officer: - --weeoeeeveeeees Tsunehiro Mizushima
Corporate Executive Officer---------eeeeeeeees Yoshio Kinoshita
Corporate Executive Officer:«« - eeeeeeeeeenns Kosaku Yoshida
Corporate Executive Officer--------eeoeeeeees Takashi Kiyomoto
Corporate Executive Officer:«- - eeeeeeeeeeens Masayuki Tani
Corporate Executive Officer--------oeeoeeeeenee Hideo Nakai
Corporate Executive Officer:««-«- -eeeveeeeeess Tomonori Hayashi
Corporate Executive Officer- - ---eeoeeeeenes Toshihiko Morita

N 16 | Funai Electric Co., Ltd. Annual Report
2004






