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Founded in 1979 by offshore racing legend Reggle Fountain,;Fountain® Powerboats desugns marlufac-

quarters lieson 65 waterfront acres on the Pamhco RIVEI‘ in Washmgton North Carolma S
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tures and sells luxury, high-performance sport boats, Sport fishing boatsand express cruisefs. OurBéad-
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o halled as the industry’s fastest safest and best handllng Our 237, 000 square-foot, 1S0-certified rﬁanu-
- - factunng facility accommodates more .than 40 boats at once in. varlous stages of productlon Before
- ~ - -delivery,-each boat is water-tested in- real condltlons in the Pamllco River to-ensure-its superloraquallty.
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Over the past five years, we have scen a decrease in the number of boats shipped and an

increase in revenue per boat as the Company's product mix shifts from smaller to larger, high-

end boats

SELECTED FINANCIAL DATA

Operations Statement Data 2008
Sales $68,202.620
Net Income (loss) (2,199,828)
Income (loss) per share {48)
Weighted average shares outstanding 4,587,193
Diluted eamings per share {48)
Diuted weighted average shares outstanding 4,587,193
Balance Sheet Data

Current assets $14,302,553
Total Assets 37,324,660
Current liabilities 16,804,027
Long term debot 20428948
Stockholders' equity 86,857
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2007

$68,829,087
(5,046,286)
(1.05)
4,821887
(1.05)
4,821,987

$13,381.819
33,416,945
13,725,455
16,969,407

3,636,359

2006

$79.226,224
2404912
50
4,819,275
49
4,903,949

$17134,786
37,860,360
13,232,828

156,228,700

9083699
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2005

$71182,069
756,212

8
4,815,188
15
4,890124

$13,023,588
33,034,252
11,062,016
15,433,446
6,538,790

2004

$59,296,964
809,087

A3

4,761,460

13

4825179

$12,460.218
30621143
6,782,584
17,868.178
5721726




A LETTER TO OUR SHAREHOLDERS

These are challenging times. The negative economic factors that im-
pacted the boating industry since 2005 have continued, in some cas-
es becoming worse, Already high gas prices steadily increased, credit
tightened, insurance costs rose, and consumer confidence declined.
Throughout the industry, fewer boats were purchased, especially lower-

priced models, resulting in an overall decline.

This type of economic downturn is not a new phenomenon. Manu-
facturers with a long history such as Fountain Powerboats have expe-

rienced similar drops in business before, in particular in the late 1980s

when the government imposed a luxury tax on boats, and again in 2001
and 2002, in the wake of the tragedy of the terrorist attacks on September 11, We also survived a severe inter-

ruption in business when the Fountain factory burned years ago.

Fortunately, tough times never last, but tough people do. To weather the starm, as we have successfully done
before, our company has responded aggressively and dramatically in 2008. | know personally that you don‘t
win races or succeed in business by taking a passive, wait-and-see approach. To finish first and control your
own destiny, you must create a strategic plan and then implement it by throttling forward with single-minded

purpose and vigor.

Fountain Powerboats is meeting today’s economic challenge head on with great confidence, realistic expec-
tations, and a sound strategy for the future. | am firmly convinced that Fountain Powerboats will not only sur-

vive the tough times, but also emerge stronger, larger and with less competition from other manufacturers.

My self-assurance is based on a business plan that has already produced positive tangible results for Fountain
Powerhoats. Despite the down economy, 2008 ranks as the fourth best year in the
history of our company, which was founded in 1979, 30 years ago. Our net sales

volume is nearly equal to last year's, and we have trimmed expenses to operate

We have created a new sales concept in our Fountain Dealers Factory Superstore,

added innovations to our boats and, in the most confident move of all, we acquired
Baja Marine, an established high-performance boat manufacturer that will fold seam-
lessly into our manufacturing facility. While these are challenging times, we are excited about the future and how

these bold, new endeavors will invigorate our company and protect the legacy of Fountain Powerboats.

The Baja acquisition secures our position as the world's largest builder of high-performance sport boats. It
also sends a clear message that our company firmly believes in the industry’s future and our abilities to suc-

cessfully integrate Baja into the Fountain family, which will strengthen our legendary brands.

Acquiring Baja also makes great economic sense. Our overhead won't increase appreciably when we begin to

build Baja boats at our facility, and that cost can be spread over both companies. No new costs will be incurred




for land, buildings or equipment, and with the increased volume, our factory will be operating closer to 100%.
In addition, Brunswick Corporation, the farmer owner of Baja Marine, favorably structured the transaction
with no immediate overhead for Fountain, Our sole supplier of Mercury engines, Brunswick has been a valued

partner for 30 years, and this sale further cements our relationship.

Fountain has also strengthened our partnerships with dealers through our new Superstore, which is located
at our headquarters in North Carolina. While this prototype store functions independently, it also works hand-
in-hand with dealers throughout the world by offering their customers our huge inventory, selling boats for
them, and accepting boats that dealers haven't been able to sell. The concept has just been introduced, and

it has already shown great promise.

Following our strategy to partner with fewer, better dealers, Fountain has pared down our dealer network to
26 of the very best. These select dealers are financiaily secure, control large territories, and have demonstrated
that they are supremely competent at sales and service after the sale. We expect our relationship with our new

Baja dealers to be just as beneficial for both parties.

We have also strengthened our presence overseas. By opening new dealer-
ships and thrashing the competition in offshore races, the Fountain brand is
gaining widespread recognition. 2008 was our best year ever internationally o
with sales of approximately $8.5 million. Add the potential for Baja, which sold
approximately $6.8 million worth of boats overseas, and the returns look even

brighter for the future.

As always, product innovations have driven sales. In 2008, we introduced a new twin-engine 48 express
cruiser and a smaller, affordably priced 33’ sport boat. We also fine-tuned certain features on our fish boats
for better fuel efficiency and smoother rides, and altered the bhow seating on our center console fish boats for
more family appeal. We will continue to break new ground in 2009 with a brand-new 43’ express cruiser and
by reintroducing our classic 31' fish boat, but with a narrow beam for easier, less restrictive towing. Of course,

Fountain's new line of Baja boats will increase our offerings dramatically.

This year included some very significant events, and we expect next year to be even more eventful. We will
continue to heavily market our product lines and brand image, and enhance our highly popular web site with
compelling sales videos and videos of events. We are embracing the future, knowing that cur company will

power through today’s challenges and emerge a winner. That is the Fountain way, and it always will be.

Sincerely,

-y
DEALERS’ FACTORY SUPERS

WW

Reggie Fountain
Chairman and Chief Executive Officer
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STREAMLINED FOR SUCCESS

In the 30 years that Fountain Powerboats has
been in business, we have continually fine-tuned
our operating procedures for greater efficiencies
and to better reflect the ever-changing needs of
our customers. Free of bureaucratic layers, our
company has the rare ability to make decisions
quickly at the top level and act upon them imme-
diately for maximum benefits. We never hesitate
to make positive changes, an invaluable trait in

light of today’s economic climate.

Over the past several years, we have altered the
flow of work within our 237,000-square-foot
manufacturing facility to improve efficiencies.
Consequently, labor costs in relation to the seli-
ing prices of our boats have been reduced signifi-
cantly, enabling us to cut back the workforce in
certain departments and utilize those employees
elsewhere. By calculating the man-hours in each
step of the manufacturing process for every boat
that leaves our facility, we have a clearer picture

of areas for possible improvement.

Upgrades in lighting and electrical circuitry and
better usage practices have resulted in a nearly

20% decrease in kilowatt hours used. Similarly,

eliminating water-cooled equipment and improv-
ing the nozzles used for cleaning have cut water
usage in half. We have also saved $280,000 in
propane usage for gas heat this year, which re-
duces our emissions and keeps us environmen-

tally conscious.

Our employees have embraced this cost-saving
mentality and strictly follow the company's en-
ergy conservation policy. In fact, the performance
of our supervisors is judged in part by how well
they adhere to our conservatign measures. By
being disciplined and turning off systems during
breaks, shift changes and off-hours, the savings

have been enormous.

We have been just as diligent with regard to Hu-
man Resources. To meet the challenge of retain-
ing and procuring employees, we look closely at
employee benefits to see where we could reduce
costs while continuing to offer a strong, compre-
hensive benefits package and maintain the viabil-
ity of all jobs. Fountain Powerbioats also fosters
good merale and teamwork on and off the job
with company-sponsored golf eutings and soft-

ball teams.







ACQUIRING BAJA MARINE—A SIGN OF CONFIDENCE

Toward the end of fiscal 2008, Fountain Power-
boats acquired Baja Marine from Brunswick Corpo-
ration. It was a strategic acquisition that demon-
strated our confidence in the future of the beoating
industry and the potential of a more diverse port-
folio of products. The synergies between Fountain

and Baja are many; it's a perfect fit.

Both companies were founded in the 1970s and
share a long, storied history of manufacturing
high-performance sport boats. With the acquisi-
tion, Fountain is now unequivocally the world’s

largest builder of high-performance sport boats.

When production begins in 2009, our line of
products will range from 19’ to 48 with Baja
dominating the lower end of the size spectrum.
Fountain does not offer smaller, entry-level boats
in the 19’ to 30’ range, which has been Baja’s spe-
cialty, and we expect these new additions to open
a wealth of opportunities. While there will be
minimal overlap in the 30" to 40° range, Fountain
boats will offer more amenities, more options

and superior performance and handling.

Baja complements our existing line of boats
and will integrate well into our existing 237,000-
square-foot manufacturing facility. Initially, we
can absorb the additional business without in-
creasing the size of our facility, purchasing more
equipment, building costly new molds, or ex-

panding our administrative and sales staff. The

extra volume from producing Baja boats will fold
seamless-ty INto our current operation with a mini-

mal effect on overhead.

As orders dictate, expansion will follow. We have
projected creating 250 new jobs at our facility and
spending $12 million on capital improvements
over the next five years. As an inéentive, the State
of North Carolina has approved grants and tax
credits for Fountain Powerboats that will assist

with future expenses as production ramps up.

In 2009, Baja boats will be built to Fountain's
uncompromising standards with our established
manufacturing methods and high-quality materi-
als. Fiberglass will be hand laid, and our specially
formulated, stronger and more {lexible resin will
be used in Baja boats. Lightweight, high-density
coring will replace balsa wood. We will also em-
ploy our six-step bonding process to unite the
deck and hull for superior durability and less flex.
Every Baja boat built with Fountain's proven tech-
niques and materials will carry a longer, six-year
warranty. Brunswick Corporation will be respon-

sible for all warranty issues prior to our purchase.

Fountain will breathe new life into the Baja brand,
and in return Fountain will expand our product
tine to include a full range of smaller, high-per-
formance boats that will attract buyers that once

couldn’t afford a Fountain poweérboat.










OUR NEW SUPERSTORE SUPPORTS DEALERS

AND CUSTOMERS ALIKE

This year, Fountain Powerhoats created the Foun-
tain Dealers Factory Superstore at our headquar-
ters to better serve boaters in the Carolinas and
Virginia. The Superstore has also been a tremen-
dous benefit for Fountain dealers by supporting

their sales efforts.

It another dealer has a potential buyer, but not
the desired boat, the Superstore may well have it
inits inventory, as it's the largest in the country, In
that case, the boat can be shipped to the dealer,
or the buyer can come to the Superstore, and we
will sell the boat for the dealer without taking a

percentage of the sale.

The Superstore also accepts unsold inventory
from dealers, if we can sell it. That way, the dealer
eliminates the expense of marketing that boat,
frees up floor space, and can restock with a boat
more suitable for that sales territory. Since its
inception, the Superstore has supported dealers
domestically and internationally, strengthening
our partnerships and being more responsive to

aur buyers.

For customers in the Carolinas and Virginia, the
Superstore operates exactly like Fountain deal-

ers elsewhere. Buyers can purchase boats factory

direct at the lowest available price. Backed by the
financial strength of Fountain Powerboats, the
Superstore is able to take trade-ins on boats, en-
gines, trucks and cars, a benefit that significantly

facilitates sales.

The dedicated sales team at the Superstore has
the added advantage on being on the premise
with direct access to our manufacturing facility
and the Pamlico River. Detailed factory tours and
test-drives on the river are convincing sales tools,
especially if Reggie Fountain is on hand to demon-

strate our boats’ superior features and benefits.

Launched in the first quarter of 2008, the Su-
perstore was responsible for $3 million in sales
and earned additional profits from its service and
boating accessories departments. As the Super-
store matures, we expect revenues to increase
and this prototypical company store to be ex-

panded into other parts of the country.
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NEW MODELS IN 2008

We continue to push the envelope in every di-
rection by fine-tuning our product line. This year,
we introduced a twin-engine model of our 48
express cruiser and altered the stringer system to
accommodate the engines. Initially, this change
was in response to requests from the internation-
al market. Interest is now rising domestically, as
buyers discover that a Fountain with two Cum-
mins engines will still outperform the competi-
tion, and offer the added bonus of less mainte-
nance and improved fuel-efficiency. Sales of every
cruiser model have increased noticeably since we
switched to Cummins engines, which are manu-
factured in a joint venture with Mercury. They are
known for being more reliable, quieter and smok-

ing less than competitive engines.

We also introduced a 33 sport boat in response
to buyer interest for a Lightning-style boat that
was smaller than our existing 35° model. While
only two feet shorter, this new sport boat allows
for the engines to be side by side, rather than
staggered, so it uses a less costly drive system. We
also lowered the horsepower somewhat, without
significantly sacrificing performance, and reduced
the price accordingly, attracting buyers that once

couldn't afford a Lightning.

In addition, we enhanced the overall perfor-
mance of our fish boats for improved fuel effi-
ciency and better rides. We introduced hard tops
as an option on our canvas tee-top fish boats.
Qur center console fish boats now offer different
bow seating configurations to make them more

family friendly. In the same vein, we introduced

options in our cruiser fish boat ta increase seating

in the cockpit.

More changes on the horizon
Adding new models and enhancing others is
an ongoing process that keeps our designs cut-
ting-edge and highly relevant to the ever-chang-
ing marketplace. In anticipation of buyer needs
in 2009, we will introduce a 43" express cruiser,
the first completely new model in that category in
years. We will also completely redesign the cock-
pit of our 48’ cruiser, raising the floor to eliminate
the engine hump, which opens up the deck sig-
nificantly. The option of modular furniture allows
the buyers to configure the cockpit seating to fit

their needs.

The big news in fish boats is the return of our 31
model. The reintroduction will feature a narrow
heam so it can easily be towed behind a truck or
SUV without having to worry about wide-load re-
strictions. Besides easy transpottability, this clas-
sic fish boat will be double-stepped for astound-
ing performance, boast superior fuel efficiency,

and be our least expensive boat.

The addition of the Baja line, which will be in
production in 2009, offers an impressive variety
of even more economical boats. Moving forward,
buyers in every demographic segment will have
a greater opportunity to own an affordable boat
built to Fountain's exacting standards. The legacy
of Fountain will only grow as our product line ex-

pands to meet future demands.
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FEWER DEALERS PROVE LESS IS MORE

Dealers are the backbone of our sales, but more
dealers don’t necessarily guarantee more sales.
This year, we have continued our strategy to re-
duce the number of Fountain dealers in North
America, winnowing it down to 26. These deal-
ers are highly successful high-achievers that have
demonstrated their ability to sell our high-per-
formance boats, and we have rewarded them
accordingly by increasing the sizes of their sales
territories. Fountain now supports fewer, better
dealers responsible for larger territories. It has

proven to be a winning formula.

Our dealers are an elite group that has risen to
the top through their dedication to the Fountain
brand. Each one has met stringent requirements

to ensure that they are capable of properly rep-

resenting our company and the superior quality

of our products. Dealers must be highly trained
and well informed regarding the many features
and benefits that separate Fountain boats from
the competitor's. We supply every dealer with in-
structive sales videos that cover key points, such
as how to best demanstrate our boats on the wa-

ter, and how to properly deliver boats.

Besides training, each dealer must have a certi-
fied service department, a facility large enough
to display our boats year-round, and the finan-
cial wherewithal to accept trade-ins and maintain
a suitable inventory of Fountain boats. in 2009
some Fountain dealers will sell Baja boats, and
Baja dealers will be offered the opportunity to
sell Fountain boats. Baja presently has more than
80 dealers in a separate distribution network that

will expand our reach in 2009,




FUELING SALES THROUGH INNOVATION

Every year, we strengthen our preduct line by
enhancing existing models and introducing new
ones to mirror what customers want. Of course,
there are constants that never change and these

signatures define Fountain Powerboats.

Our boats will always be handcrafted with space
age materials, strictly quality controlled, loaded
with innovations, and water-tested in real condi-
tions on the Pamlico River. Consequently, Fountain
boats are revered as the fastest, safest, smooth-
est-riding, best-handling and most efficient boats

on the water.

The Fountain brand is legendary, and that name
recognition alone drives sales. But there are oth-

er distinctions that bolster sales, especially in a

down economy. High-end boats like ours still

»

tend to sell briskly when entry-level beat sales
are floundering, as our buyers are more afflu-
ent. Fountain boats boast an unrivaled resale
value. Our proprietary hull design delivers more

speed and performance with less horsepower,

. resulting in less maintenance and lower operat-

ing costs. For example, a competitive boat needs
an engine with 700 to 850 horsepower to match
the performance of our standard 525 horsepow-

er Mercury Mercruiser.

Another key is our unparalleled fuel efficiency
due to the low hydrodynamic drag of our hulls. As
gas prices soar higher with no end in sight, saving
fuel is critical to buyers and owners alike. When
we compared our 38’ sport fish cruiser outboard
with a similarly sized competitor’s boat with the
same horsepower in identical conditions, our
fuel consumption was nearly 50% less. The Foun-
tain boat went almost twice as far on the same

amount of gas.




GETTING THE WORD OUT WORLDWIDE

In a weak economy, marketing takes an even
greater importance. It must bfa highly targeted in
the media most likely to be seen by potential buy-
ers. Rather than pull back our marketing efforts in
2008, Fountain has aggressively pursued outlets
that will produce results in hopes of capturing ev-

ery possible sale.

The Internet has been a powerful marketing
tool, and Fountain's informative web site {www.
fountainpowerboats.com) receives as many as
five million hits a month worldwide, Visitors can
read about our history, products, manufactur-
ing techniques, and latest news. They can order
sportswear, find a nearby dealer, and watch epi-
sodes of “Reggie Fountain’s American Powerboat
Television,” a series dedicated to the world of

high-performance powerhoating.

Still, Fountain has only begun to tap the value of
our web site. In the coming year, we plan to en-
hance the visual portion by adding videos of Reg-
gie Fountain doing a walk-around in each of our
boats, personally demonstrating its features and
benefits, such as how our hull design improves
fuel economy and handling. We believe these vid-

eos will be highly persuasive and stimulate sales.

Another high-impact, visual tool is the launch of

a new television show on Fox Sports Network, fea-

turing Mr. Fountain. The show aired on Sundays
and covered highly popular events that Fountain
dominates, including tournamant fishing, poker

runs and pleasure boating.

Fountain will continue to market heavily in print
media and integrate the Baja line of boats into our
magazine advertising and direct mail pieces, which
will provide economies of scale without diluting
our message. This year, we also promoted the
Fountain name at more major and regional boat

shows, which proved to be excellent forums.

One of our most convincing forms of advertis-
ing is when a Fountain boat sets a world speed
record, wins a race, triumphs in a fishing tourna-
ment, or takes first place in a poker run. For in-
stance, in June, when a stock Fountain 38’ sport
fishing boat established a new world speed re-
cord from North Carclina’s Cape Hatteras Light-
house to New York’s Statue of Liberty, the feat
was covered in “Boating” magazine and on "Reg-
gie Fountain's American Powerboat Television.”
The value of Fountain’s winning tradition is im-
measurable, and it strongly re-enforces our brand

and superiority of our boats.




A WORLD OF POSSIBILITIES

Each year, the Fountain brand garners more
recognition internationally, as we penetrate new
markets, increase sales, and gain exposure from
Fountain boats crushing the competition in off-
shore races overseas. Our boats are sold through
21 international dealers in the primary boating re-
gions of Europe, Scandinavia, the Caribbean, the
Middle East and Asia. In 2009, we will continue to
explore other strategically located international
markets to assess their suitability with regard to

infrastructure, shipping costs and import duties.

Sales from Fountain Worldwide, our internation-
al distributor, topped $8 million in 2008, the best
in the history of the company. Recognizing our
commitment, “Commercial News USA,” the offi-
cial export magazine for the U.S. Department of
Commerce, named Fountain Worldwide its pres-

tigious “Exporter of the Year.”

While the weak U.S. dollar spurred sales, other

factors also contributed mightily. Our internation-

al presence is relatively new but gaining traction,
50 brand awareness is much higher than it was a
few years ago. The dominance of our 42' Light-
ning at the European Offshore Championship also
raised our profile, as did the appearance of Reggie

Fountain at one of the Powerboat P1 races.

The Fountain brand is also promoted at boating
events overseas, where we sell our products and
sportswear. In addition, used Fountain boats are
becoming available in more mature markets, in-
creasing the sheer number of our boats on the wa-
ter, which aids marketing. In 2009, we expect toin-
crease our exposure and sales and gain a stronger
foothold overseas through the synergies between

our international Fountain and Baja dealers.
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FOUNTAIN—A NAME THAT SELLS

Fountain sportswear carries an undeniable ca-
chet that reflects our hallowed history; it is an
unspoken sign that the person wearing it has a
taste for the finer things in life. As we expand the
Fountain brand into new markets worldwide and
continue to dominate races, fishing tournaments
and poker runs, our exposure will increase and
sales of merchandise should follow. In 2008, we
sold approximately $374,000 in sportswear and

accessories bearing the Fountain logo.

Eighty percent of our merchandise was sold
over the Internet, By eliminating the costs associ-
ated with printing catalogs, which scon become
dated, our margins have increased accordingly.
Selling through our web site also allows Fountain
to update the graphics and content effortlessly,
adding new merchandise instantly. The remain-
der of our sales is through boat shows, events

and dealers.

Fountain sportswear includes dozens of heauti-
fully designed items such as fishing attire, jack-

ets, ladies and kids apparel, polo shirts and tee

shirts. We also sell accessories ranging from
elegant etched-crystal glasses to fluffy beach
towels to silver Fountain logo pendants. In re-
cent years, women have become our most loyal
buyers, so we have also created collections with
more feminine tailoring that include shirts, Capri

pants, and camiscles.

In 2009, Fountain will expand our offerings with
apparel for tournament series such as the South-
ern Kingfish Association and American Striper
Association and creating custom sportswear for
events sponsored by our dealers. We will also add
a full line of Baja products, and we expect robust
sales as Baja has one of the industry's largest,

most active owners’ groups.




KEEPING EVERY FOUNTAIN A FOUNTAIN

Using factory parts from Fountain Powerboats
remains the only true way to maintain the extraor-
dinary appearance, value and performance of our
boats. Owners realize that anything less compro-
mises their investments, so we offer a complete
inventory of original parts and accessories. They
can be ordered directly from the Fountain factory

or through our worldwide network of dealers.

A customer might add more horsepower with a
new engine or drive, update the appearance of

the boat, or completely restore it. Our parts and

accessaries department carries virtually hundreds

of items, including upholstery skins, cockpit kits,
cabin kits with cabinetry and upholstery, custom
and standard dash panels, windshields and spe-

cialty parts.

In 2009, we plan to expand this valuable profit
center by offering parts and accessories through
our web site. Customers will easily be able to or-
der from an online catalog featuring photographs
and detailed descriptions of the products. There
also will be on-line help and search buttons to

facilitate ordering.
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Part |
Item 1. Business.
Background.

Fountain Powerboat Industries, Inc. {the “Company™), through its wholly owned subsidiary, Fountain Powerboats,
Inc. (the “Subsidiary”), designs, manufactures and sells internationally recognized recreational offshore sport boats, sport
fishing boats and sport cruisers that target a segment of the recreational powerboat market where speed, performance, quality
and safety are the primary purchase criteria. The Company sells its boats and ancillary products through a werldwide network
of 26 domestic and 21 international dealers.

Fountain Powerboats, based upon an innovative, award-winning design, are well branded within the boating
industry. The Company markets the celebrity of its Chairman, Chief Executive Officer, President and founder, Reginald M.
Fountain Jr., an internationally recognized designer, engineer and builder of high speed powerboats and holder of three world
titles and seven national racing championships.

Fountain Powerboat Industries, Inc. formed a wholly owned subsidiary, “Fountain Dealers’ Factory Superstore,
Inc.”, effective July 1, 2007 for the principal purpose of selling boats produced by Fountain Powerboats, lnc., the
manufacturing subsidiary, to retail customers who reside in a territory that can be serviced from the Company’s Washington,
North Carolina location. The manufacturing subsidiary assigned eastern North Carolina, Virginia and South Carolina to the
retail subsidiary as its sales territory. The retail operation will sell pre-owned boats taken in trade on sales of new Fountain
boats and other services to retail customers. A secondary, but very important, objective of the retail operation is to provide
retail sales support and assistance to all dealers in the Fountain Powerboats, Inc. distribution network. The retail operation
will operate out of facilities owned by the Company.

Fountain Powerboat Industries, Inc. formed a wholly owned subsidiary, “Baja by Fountain, Inc.”, effective May 21,
2008 for the purpose of acquiring certain assets of Baja Marine Corporation from Brunswick Corporation and the rights to
produce some boat models previously built by Baja Marine Corporation. Baja produced high performance sport boats in
lengths from nineteen feet to forty feet with limited overlap with the size of boats manufactured by Fountain Powerboats, [nc.
and with design, technology and amenities being very different. The Baja custorner base has considerably different
demographics than the Fountain customer base thus providing a divergent market. Baja had an 87 dealer distribution
network with approximately 15% of its Fiscal 2007 sales international. Management expects the Baja product line will
complement the Fountain product line and allow the Company to add revenue for the Baja products with minimal additional
overhead.

Products.

Fountain Powerboats

Fountain continuously incorporates new and improved designs in its boats. The Company believes that the best
boats come from combining an intuitive management team with hardcore experience gained by boat racing in offshore
conditions. Each boat is tested in the Pamlico River, located alongside the factory, before it is shipped to its new owner. This
testing is unique to Fountain Powerboats, as most boat manufacturers are not located on or near the water.

Fountain maintains that its boats, with their innovative design and unitized construction, are among the fastest,
smoothest, safest and best-handling boats of their kind. The expansive product line of sport cruisers, sport fishing and sport
boats is based upon a deep V-shaped fiberglass hull for speed and fuel efficiency that uses less horse power, For superb
handling and performance, the boats are designed with a notched transom and pad keel running surface and engineered with
an innovative step-bottom design.

The Company has twenty different models that fall into three categories — express cruisers, sport fishing boats and
sport boats. Initially known for its sport boats, Fountain Powerboats has evolved into a company with a wide variety of boats
for diseriminating boaters.

Fountain Powerboats has a significant share of the high performance sport boat market and offers nine different
sport boat models ranging from the 29" Fever to the 47" Lightning. These V-bottom boats carve turns at all speeds, even
when being propelled at over 100 MPH by twin or triple Mercury 525 engines.

Fountain Powerboats has become well known for its upscale, high performance and elegant Express Cruisers. The
cruiser market had been growing as the populace ages and begins to look not only for speed but also for luxurious amenities
for the entire family. Fountain Powerboats, with its 38" and 48" Express Cruisers, is poised with products to capitalize on the
niche of this market that desires high performance.
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A long established water sport is continuing to grow in popularity — tournament fishing. With the advent of popular
sport fishing television shows and two quality sport fishing competition programs, the American Striper Association
Tournaments and the Southern Kingfish Association Tournaments, the Company has significantly expanded its line of sport
fishing boats, building a competitive edge in this fast growing market.

Fountain’s fish boats are designed for the fishing aficionado who demands speed and superb amenities for his family
and friends. Entering the tournament fishing market in the late 1980°s, and now considered “the boat to beat”, the Company’s
fish boat product line includes nine different models ranging from the 23" Center Console (“CC”) to the 38 Sport Fish
Cruiser outboard. )

Fountain participates in Poker Run events, which is an increasingly popular sporting event that involves large
numbers of recreational boat owners. These events are sponsored by local organizations, generally including one of the
Company’s dealers, and present a great opportunity to showcase the Company’s boats to an affluent audience.

During Fiscal 2008 the Company introduced the following new and upgraded boat models:

e A new 33" sport boat model was introduced as the newest and smallest boat of the Lightning Series complete
with the redesigned Lightning series interior and Mercury 425HP stern drives engines. It will perform at speeds
in excess of 82 MPH;

e  The 33’ sport fish cruiser outboard hull was redesigned to provide that model an even smoother and more stable
ride in all types of water conditions, at alil speeds, and with twin outboard Mercury Verado engines to match the
performance of the 38’ sport fish cruiser outboard;

¢ The 38" express and sport fish cruiser models were adapted to accommodate the newest 38’ hull design that was
developed for the 38" sport fish cruiser outboard to provide those models with the superior performance and
handling that customers are experiencing with this popular ocutboard boat;

® The 48 express cruiser was made available with a twin Cummins diese! engine configuration. This option
reduces the overall cost of the boat and operating costs while maintaining high performance operating speeds.
This option was introduced in answer to demand from the international market but has been popular
domestically as well,

The chart below shows the number of boats completed and shipped during the last three fiscal years by product line.

Fiscal Fiscal Fiscal

2008 2007 20606
SPOTEBORLS covevevevvecseceecseceeec e st is s eesesss bbbt ettt o ss b as et er e . 98 127 167
EXPTESS CIUISEIS ..otiieeiit ettt s ettt et et st st e se e s b e e b b e b b emesse s en e e tenenas 32 3l 42
SPOTt fISHING DOALS ...ectn ettt ee e es et ra st s e s eameaeaneaean 153 168 190
L0411 O N TSSOSO 2 3 |
B | OO U SO U T U USROS 285 329 400

As of June 30, 2008 Fountain Powerboats had a backlog of firm orders for 21 boats, totaling sales of $3.4 million,
all of which are expected to be completed during Fiscal 2009. At June 30, 2007, the sales backlog was 76 boats, totaling
$16.8 million.

Baja

Baja boat models include three product series of high performance sport boats, ranging from 19’ to 40°. All Baja
meodels are butlt on a V-bottom design and are powered with either single or twin Mercruiser stern drive inboard engines.
The suggested retail price of Baja boats have ranged from $25,500 to $300,000.

Baja customers started an owners club as “Team Baja” several years ago. They hold many events throughout the
year at difterent locations in the US. These are very proud and loyal owners; they are one of the reasons that Baja has been
able to build as many as 1200 boats in a single year.

Baja and its customers have been very active in Poker Run events, with Baja maintaining a company sponsored boat
configured and designed specifically for the Poker Run tour. Baja facilitated and supported the Baja Team owners club as
well as other customers on the tour to promote camaraderie. Participation in these events boosted the popularity and sales of
Baja boats.

Baja by Fountain, Inc. acquired the molds and tooling for fifteen Baja models; six models of the “Outlaw™ Series”,
four models of the “Islander Series”, and five models of the “Performance Series”. The Company will produce Baja boats for
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the 2009 model year, with production and delivery of nine of the models in September/October, 2008. Baja boats will be
built using the same production processes as are used for Fountain boats.

Fountain Dealers’ Factory Superstore

The Fountain Dealers’ Factory Superstore, Inc. (Superstore) was formed to establish a factory associated dealership
for the exclusive sales of boats produced by Fountain Powerboats, Inc. It provides Fountain’s retail customers a close
relationship with the support and service of Fountain Powerboats’ factory staffs and facilities. It performs dealership sales
and services in a territory that encompasses the eastern region of North Carolina, Virginia and South Carolina. Thisis a
territory that can be sufficiently served by a dealership located centraily in Washington, North Carolina. The Superstore also
provides sales support and assistance to all dealers in Fountain Powerboats, Inc. distribution network.

The mission of the Superstore is to increase the number of boats produced and sold by Fountain Powerboats, provide
a quality experience for Fountain’s customers when selecting and purchasing a Fountain boat, maintain a professional retail
sales organization that is focused on selling Fountain boats as a model sales program to increase sales of the existing dealer
network, and provide a perpetual, qualified, specialized and proficient retail outlet for the viable Central Atlantic Coast
market for Fountain boats.

The chart below shows the sales of the Superstore for its first year of operation:

Fiscal 2008
Fountain Powerboats boats purchased 43 boats $9,138,276
New Fountain Powerboats sold at retail 33 boats $7,781,455
Trade-in boats sold at retail 8 boats 791,567
New trailers sold at retail 150,322
Other sales (e.g. electronics, service, non-boat trades) 31116
Total sales of Superstore 59,754,460

(Intercompany sales are eliminated in consolidation.)

Research and Development.

Staying ahead of its competition, Fountain’s employees conduct ongoing research and development pertaining to the
design of its boats’ hulls and decks and its small parts production. The Company invested approximately 3800,000 on the
development of new plugs and molds during Fiscal 2008, Over the past three fiscal years, the investments into product
development were as follows:

Fiscal Fiscal Fiscal

2008 2007 2086
Design, Research & Development ........ocovvnnnirincireenns 3 749,136 $ 757,186 S 780,520
Construction of New Plugs and Molds..........occcnvevicennnnn, 799,918 1,034,366 1,092,994

For fiscal 2009, planned expenses for design, research and development are estimated to be $762,000, and plug and
mold construction expenditures are estimated to be $900,000. Primarily, these expenditures will go to upgrading and
expanding the Baja product line, expanding Fountain express cruisers line and enhancing the Fountain sport fish boats line to
continue to expand the Company’s presence in that profitable and more stable market.

Manufacturing.

Manufacturing capacity of the Company's facility can accommodate 40 to 45 boats in various stages of construction
at any one time. Construction time is approximately three to eight weeks, dependent on the product mix.

At June 30, 2008 the Company had 322 employees, of which 294 employees were direct production or production
support. The Company currently has the capacity to manufacture approximately 300 Fountain Powerboats boats and 500
Baja boats per year.

The manufacturing process is labor intensive and requires seasoned craftsmen. The process for manufacturing the
hull and deck of a Fountain Powerboat is done by hand. Vinylester resins and high quality stitched, bi-directional and quad-
directional fiberglass is hand laid over a foam core in molds designed and constructed by the Company’s engineers and
tooling department. This artisan method creates a composite structure with strong outer and inner skins and a thicker, lighter
core in between, resulting in superior strength and a finer appearance, compared to mechanically blown, chopped fiberglass
used by other manufacturers.




The resin used to bind the composite structure is vinylester, which is stronger, better bonding, blister resistent and
more flexible than the polyester resins used by maost fiberglass boat manufacturers. Decks are bonded to the hull using a
combination of bonding agents, rivets, screws and fiberglass to achieve a strong unitized construction. This manufacturing
process was developed and improved upon as a result of the Company’s many years of racing experience. When a Fountain
Powerboat is traveling at 177 MPH through the water, this manufacturing process provides the speed and safety the
Company’s boats are known for.

As one of the most highly integrated manufacturers in the marine industry, Fountain manufactures many metal,
plexiglass, plastic, and small parts (such as fuel tanks, seat frames, instrument panels, bow rails, brackets, T-tops and
windscreens) to assure that its rigid quality standards are met and, if a design change is needed to improve a boat, it can be
made immediately.

The Company also manufactures all of its upholstery to its own custom specifications and benefits from receiving
these parts just in time for assembly. All other component parts and materials used in the manufacture of the Company’s
boats are readily available from a variety of suppliers at comparable prices exclusive of discounts. The Company purchases
certain supplies and materials from a limited number of suppliers in order to obtain the benefit of volume discounts.

Recreational powerboats must be certified by the manufacturer to meet U.S. Coast Guard specifications. Their safety
is subject to federal regulation under the Boat Safety Act of 1971, as amended, pursuant to which boat manufacturers may be
required to recall products for replacement of parts or components that have demonstrated defects affecting safety. Boats
manufactured for sale in the European Community must meet CE Certification Standards.

Product Warranty.

The Company warrants the boat hull and deck structure against defects in material and workmanship for a period of
six years. Warranty costs, if any, on other components of the boats are generally absorbed by the original component
manufacturer. Warranty costs can vary depending on the size and number of components in the boats sold. The Company
focuses on high quality manufacturing programs and processes, including active monitoring of the quality of components
obtained from suppliers and managing the dealer and customer warranty experience and reimbursements. Our estimated
warranty obligation is based upon the warranty terms, the enforcement of those terms over time, defects, repair costs, and the
volume and mix of boats sold. The estimate of warranty costs is regularly analyzed and is adjusted based on several factors
including the actual claims that occur by model and model year. The following is a table of the Company warranty expense
for fiscal years 2008 and 2007:

Fiscal Fiscal
2008 2007
N Sl e uiiiuiiiei ittt et b e bbb a et eat st s et s ab et bt b et s e abs s abs b e e e aneebna b erbeanes $ 68,202,620 § 68,829,987
W AITANEY EXPOIISE .. .o ineieieeeeeeeeeeeee ettt ene e essen e bete b asbetsessebanbebe b sasssenras b 1,037,405 § 1,347,511
Warranty Expense as a % of Sales......coooniiiiinicee, eetebe et eatneatean e eae e eneeneneen 1.5% 2.0%

Sales and Marketing.

The Company sells its Fountain products through a worldwide network of 26 domestic dealers and 21 international
dealers. While most of these dealers are not exclusive, the Company uses discretion in locating new dealers in an effort to
protect the interests of its existing dealer network. Baja had a worldwide network of 87 dealers, and the Company is in the
process of establishing a relationship with dealers from that network who potentially will purchase Baja and potentially
Fountain boats.

The Company employs Sales Representatives who are assigned regional territories. The Sales Representatives
manage the Company’s relationship with dealers in their assigned territories. They support and assist dealers with features
and benefits sales training, retail sales opportunities, inventory selection and stocking, accounts reconciliation and general
communications and support.

The Company engages an agent for sales to international markets. The agent manages the relationship with
international dealers, markets and sells products to dealers, coordinates all international shipments, handles all currency
exchanges, and administers warranty claims with international customers.



The following is a table of sales by geographic area for the last three fiscal years.

Fiscal Fiscal Fiscal
2008 2007 2006
UG SEALES ..eoeririirereecrrsiries s ereens s s s sersesssesssneaspr e eraragestrssasenenses: $ 56,911,647 § 60,011,000 § 70,934,584
Canada, Mexico, Central/South AMETICa ....coveeveveiiii e, 4,176,865 3,689,071 1,849,529
B0 e ettt b e bbb ebs e be st 5,310,545 4,059,120 2,722,920
Middle EaSt.....cooiiiiieiciccc e e st en e et eree, 1,378,907 455,687 2,753,281
F § vz DO STUOS ST — — 965,910
F N T SO OO UUP PR 189,162 300,691 —
AUSHERI ..ottt b st st sae e asetneereeeren, 235,494 314,418 —
TOMAL ..ceve et ee ettt e en e st e e e e nae e e e, $ 68202620 $ 68829987 § 79,226,224

Fountain Powerboats targets a significant portion of revenue for its branding and advertising programs in the United
States of America and internationally. The Company continues to expand its dealer network into Europe, South America and
the Middle East. The Company’s Intemnational sales were $11,290,973 for fiscal 2008 and 38,818,987 for fiscal 2007. The
Company requires payment in full or an irrevocable tetter of credit from a domestic bank before it will ship a boat out of the
United States of America.

In Fiscal 2008, one dealer accounted for 12.5 percent of sales, one dealer accounted for 8.5 percent, one dealer
accounted for 6.9 percent, one dealer accounted for 5.1 percent and one dealer accounted for 5.0 percent. In Fiscal 2007, one
dealer accounted for 13.6 percent of sales, one accounted for 9 percent and four each accounted for 5.0 to 5.5 percent. in
fiscal 2006, one dealer accounted for 10.9 percent of sales, one accounted for 8.5 percent and four each accounted for 5.8 to
6.3 percent.

While the loss of any particultar dealer could have an adverse affect on sales, the Company believes it could find
other dealers within the same geographical area to replace a lost dealer. The Company continues to add new dealers with the
goal of reducing the concentration risk in its distribution channel.

The Company has a strategically located team of sales representatives supporting existing dealer locations and
developing new dealers in targeted locations. The sales team, headed up by the President, is responsible for developing a
dealer organization for sport boats, sport fishing boats and express cruisers. The product line is extremely diverse and
requires specialized sales training and service and support, so the Company’s strategy is to develop individual dealers for
each of its product lines.

Fountain Powerboats does not manufacture to inventory, as its boats are pre-sold to dealers before entering the
preduction line. The Company can ship to dealers on a cash-on-delivery basis or through floor plan financing programs in
which the Company participates on behalf of its dealers. For Fiscal years 2008, 2007 and 2006, the Company has paid the
interest on the floor plan, for a certain period of time, as a sales promotion program.

The dealer’s responsibility is to establish a line of credit with one or more third-party lenders for the purchase of its
showroom inventory. When a dealer purchases a boat utilizing the floor plan arrangement, it draws against its line of credit
and the lender pays the invoice for the boat directly to Fountain Powerboats, typically within five business days. When the
boat is sold to the retail customer, the dealer repays the lender, restoring his credit line. The Company, along with most major
boat manufacturers, will repurchase its boats from a lender who has repossessed them from a dealer, if the lender returns the
boats to Fountain Powerboats in a new or like-new condition. The Company has no material obligation to repurchase boats
from its dealers.

The marketing of boats to retail customers is the responsibility of the dealer, whose efforts are complemented by
Fountain Powerboats’ advertising in boating magazines, participating in boat shows and its Sales staff respoading to and
tracking leads from advertisements, boat shows and internet inquiries. To assist in brand recognition, the Company has
developed racing programs to participate in the major classes of offshore powerboat races in which many of Fountain’s single
and twin engine racing boats continue to hold their respective world speed records. Fountain Powerboats founder and CEO
Reggie Fountain, who has won numerous races in both factory and customer owned boats and has set numerous world speed
records in both, in August 2004 set a V-bottom World Speed Record with a speed of 171.883 MPH in a Fouatain 42°
Lightning.

To enhance brand recognition, Fountain Powerboats sponsors outstanding sport fishermen who own Fountain boats
and fish in tournaments organized by the Southern Kingfish Association (SKA) and the American Striper Association (ASA).
The Company’s SKA and ASA fishing teams are captained by world class anglers who can afford to purchase any boat, but
who choose to own a Fountain Powerboat, The Company supports the ASA tournaments held throughout the Northeast in
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areas ranging from Virginia to Maine, and the SKA tournaments held throughout the South and Southwest, from North
Carolina to Texas. The Fountain team’s winning records have given its sport fishing boats favorable exposure to serious sport
fishermen looking for superior performance.

Competition.

Competition within the powerboat manufacturing industry is intense, The high performance sports, fish and cruiser
boat markets, which comprises only a small segment of all boats manufactured, are signmficant markets in terms of total
dollars spent. The manufacturers who compete with the Company in these market segments include:

Sport Boats
. Formula, a Division of Thunderbird Products Corporation

. Cigarette Racing Team, Inc.

. Donzi, American Marine Holdings

. Outer Limits

. Nordic

. Hustler
Fish Boats

. Contender Boats

. Donzi, American Marine Holdings

. Wellcraft

. Hydrasports

. Grady White

. Triton

. Jupiter

. Yellowfin

. Boston Whaler, a Division of Brunswick Corporation
Cruisers

. Formula, a Division of Thunderbird Products Corporation

) Donzi, American Marine Holdings
. SeaRay, a Division of Brunswick Corporation
. Sunseeker

Baja
. Checkmate
. Chatlenger
. Donzi, American Marine Holdings
. Sonic
. Sunsation
. Velocity

The Company believes that in its market segments buyers select boats based on speed, performance, quality, image
and safety, with style and price being secondary considerations.

Market demographics and industry experts indicate the fish boat market ofters the best growth potential within the
boating industry. Fountain Powerboats continues to expand its family of fish boats to meet the rising demand in this
significant high-growth market. The Company introduced performance improvements to fish boat models in 2008 and plans
to upgrade one of its existing models in 2009.

The Company has experienced strong demand for its higher priced cruisers. This is due in part to a populace that not
only wants speed but requires the additional space to bring along the family. The Company believes that a large number of
current product owners, many of whom have purchased multiple and increasingly larger boats from the Company, provide a
target market for the fast-growing cruiser segment. Sales of this product line strengthened in 2008, as compared to 2007,
particularly for the top of the line model, the 48" Express Cruiser.

Employees.

As of June 30, 2008, the Company had 322 employees, of which eight were executive and management personnel,
Twenty were engaged primarily in administrative positions, such as accounting, human resources, marketing and sales. None
of the Company’s employees are party to a collective bargaining agreement. The Company considers its employee relations
to be excellent. The Company is an equal opportunity employer.




Item 1A. Risk Factors,

Not applicable.

Item 1B. Unresolved Staff Comments.

Not applicable.

Item 2. Propertics.

The Company’s executive offices and manufacturing facilities are located on 65 acres along the Pamlico River in
Beaufort County, North Carolina. All of the land, buildings and improvements are owned by the Company and were held as
collateral on notes and mortgages payable outstanding at June 30, 2008. (See Note 5 to the Company’s consolidated financial
statements contained in Item 8 of this Report). The operating facility contains buildings totaling 237,360 square feet located
on fifteen acres. The buildings consist of the following:

Approximate
Square Footage Principal Use

Building 1 14,020 Executive offices, shipping, receiving, and paint shops.

Building 2 6,400 Final prep.

Building 3 106,070 Lamination, mating, small parts, upholstery, assembly, inventory, cafeteria.
Building 4 14,270 Wood shop, consoles rigging.

Building 5 24,080 Metal fabrication.

Building 6 48,420 Tooling, service and warranty, mold maintenance, sportswear.

Building 7 11,500 Powder coating, storage, maintenance shop.

Building 8 12,600 Cruiser manufacturing.

Total 237,360

Over the last several years there have been significant expenditures for property, plant and equipment, which include
plant additions, a travel lift bay, a boat ramp, and docking facilities along a 600-foot canal leading to the Pamlico River. In
addition, the Company has approximately 200,000 square feet of concrete paving surrounding the buildings and providing
guest or employee parking. The present plant site can accommodate an addition of up to 300,000 square feet of
manufacturing space.

Item 3. Legal Proceedings.

As of June 30, 2008, the Company’s manufacturing operating subsidiary was a defendant in lawsuits arising in the
ordinary course of its business, including eight alleged breach of warranty or product liability suits. In the Company’s
opinion these lawsuits are without merit and, therefore, the Company intends to vigorously defend its interest in such suits.
The Company carries sufficient liability and product lability insurance to cover attorney’s fees and any losses that may occur
from a product liability or breach of contract suit, over and above applicable insurance deductibles. The management of the
Company believes that none of such current proceedings will have a material adverse effect.

The Company’s subsidiary was notified by the United States Environmental Protection Agency (“EPA™) that it had
been identified as a potentially responsible party (“PRP”) in the remediation of contamination at a clean up site. The Group
administrator estimated the Company’s share of future remediation cost to be $28,105. The Company is eligible for a de
Minimus Settiement Agreement, which is expected to be finalized in 2009.

Item 4. Submission of Matters to a Vote of Security Holders.

None.




Part 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities,

The Company’s commion stock, $.01 par value, is listed on the American Stock Exchange (under the symbol
“FPB"™). The following table lists the high and low closing prices for the Company’s common stock as reported on the
American Stock Exchange for each calendar quarter during its fiscal years ended June 30, 2007 and 2008.

Quarter Ending High Low
September 30, 2000....c.ccoiiiii s 4.55 4.00
DecemMbBEr 31, 2006 ....couiiveeeeieeeir e erreeberres e ese et e e eeee e e e st et s it nnr e er e neeas 499 3.63
MAECh 31, 2007 .ot re b e e e ae s an e seeesee et e e ks sibssib s saenansnan s ran e 4.38 3.75
JUNE 30, 2007 (oot ee e en e s a b b i e nre 3.75 2.51
Seplember 30, 2007 ... s 2.88 1.80
DECEMIBEL 31, 2007 oottt it sttt rat s ere s a e s s e e e e e b e e e eoee et R e b s b i s 2.28 b0
MATCH 31, 2008 ....viviesiseeeeeeeeee et e e en ettt s s s es e s ee e e e snaere st et e enter et a g R e 1.93 1.12
JUNE 30, 2008 oot r e 2ot et e et A e bd e e e e b san rana neee 1.89 0.85

The Company has not declared or paid any cash dividends on its common stock since it first began operations. [n the
future, any declaration and payment of cash dividends will be subject to the Board of Directors’ evaluation of the Company’s
operating results, financial condition, future growth plans, general business and economic conditions, and other relevant
considerations. Management of the Company expects that, for the foreseeable future, profits generated by the Company will
be retained as additional capital to support the Company’s operations and that the Company will not pay any cash dividends.

On June 30, 2008 there were approximaiely 208 holders of record for the Company’s common stock.

On June 11, 2008, the Company received notice from the American Stock Exchange ("Amex") that it was not in
compliance with one of Amex's standards for the continued listing of the Company's common stock. Specifically, the notice
stated that the Company was not in compliance with Section 1003(a)(iv) of Amex's Company Guide because it had
»...sustained losses which are so substantial in relation to its overall operations or its existing financial resources, or its
financial condition has become so impaired, that it appears questionable, in the opinion of the Exchange, as to whether such
company will be able to continue operations and/or meet its obligations as they mature." As a result, the notice stated that the
Company had become subject to Amex's suspension and delisting procedures,

Amex permitted the Company to submit a plan addressing how it intended to regain compliance with Amex's listing
standards (2 "Plan"). On July 18, 2008, the Company submitted a Plan to Amex that summarized its plans and strategies for
dealing with the issues raised in Amex's notice.

On August 25, 2008, Amex notified the Company that it had made a reasonable demonstration of its ability to regain
compliance and that Amex has accepted the Company's Plan and granted it an extension until December 11, 2008, to regain
compliance with Amex's continued listing standards. During the extension period, the listing of the Company’s common
stock will be continued and the Amex Staff periodically will review our implementation of the strategies described in the
Plan. Failure to make progress consistent with the Plan or to regain compliance with Amex's continued listing standards by
the end of the extension period could result in the initiation of proceedings to delist the Company's common stock from the
American Stock Exchange.




Item 6. Selected Financial Data.

Fiscal Years 2004 through 2008

Years ended June 30
Operations Statement Data
2008 2007 2006 2005 2004
Net Sales ..o $ 68202620 $ 68829987 § 79,226,224 § 71,182,069 3 359,296,964
Net Income (1088).......cocovencicirennens (2,199,828) (5,046,286) 2,404 912 756,212 609,087
Basic earnings (loss) per share.......... (.48) (1.05) .50 16 13
Weighted average shares
QUESEANAING ......ocoornrireerieenreeneeas 4,587,193 4,821,987 4,819,275 4,815,188 4,761,460
Diluted eamings {loss) per share...... (.48) (1.05) 49 .15 A3
Diluted weighted average shares
OUSTANAING «oeveieeiieee e 4,587,193 4,821,987 4,903,949 4,890,124 4,825,179
Balance Sheet Data
2008 2007 2006 2005 2004
Current assets ......oocvvvreeeeieccenens $ 14,302,553 % 13,381,819 § 17,134,786 $ 13,023,588 § 12,460,218
Total assets......occeeieeeririciisrcisininens 37,324,660 33,416,945 37,860,360 33,034,252 30,621,143
Current liabilities..............cc.ccniai 16,804,027 13,725,455 13,232,828 11,062,016 6,782,584
Long term debt........cccoorvnvinnnvireenn 20,428,948 15,969,407 15,228,700 15,433,446 17,869,178
Stockholder’s equity (£} ....ccoooveene 86,857 3,636,359 9,093,699 6,538,790 3,721,726

(1) The Company has not paid any cash dividends since its inception
Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Certain statements in Management’s Discussion and Analysis are forward-looking as defined in the Private
Securities Litigation Reform Act of 1995. These statements are based on current expectations that are subject to risks and
uncertainties. Actual results may differ materially from expectations as of the date of this filing.

The Company’s criteria for recording a C.0.D. sale, or payments prior to shipment sale or sale financed through
third-party floor plan arrangements, are that the boat has been completed and that title has passed to the dealer or to the
Government, and that there is no direct commitment to repurchase the boat or to pay floor plan interest beyond the sales
program terms. As described more fully below at “Business Environment”, most of the Company’s shipments to dealers were
financed through floor plan arrangements with third-party lenders pursuant to which the Company is subject, for a limited
time, to repurchase boats repossessed by the third-party lenders if the dealer defaults under his credit arrangement. The
Company has no repurchase liability for the balance of shipments. This is the method of sales recognition believed to be in
use by most boat manufacturers.

At June 30, 2008, 2007, and 2006, there were no commitments to dealers to pay the interest on floor plan financed
boats in excess of the time period specified in the Company’s written sales program and there were no direct sepurchase
agreements. There were no deferred sales or cost of sales estimated at June 30, 2008, 2007, and 2006.

The Company has a contingent liability to repurchase boats where it participates in the floor plan financing made
available to its dealers by third-party finance companies, aggregating to $22,869,162 and $24,375,708 at June 30, 2008 and
2007, respectively. Sales to participating dealers are approved by the respective finance companies. If a participating dealer
does not satisfy its obligation to the lender and the boat is subsequently repossessed by the lender, then the Company may be
required to repurchase the boat.

Business Environment.

Recreational boating is a discretionary expenditure and many purchasing decisions are influenced by interest rates,
fuel prices, insurance rates, weather, general economic factors, and other socioeconomic and environmental factors.

Consumer confidence has been negatively affected by a number of factors; rising fuel prices, rising cost of goods

and services, home mortgage failures, decline of housing starts, interest rate increases, bank and lending institution failures,
and unemployment increase.
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The overall marine industry began to soften in 2005 for smal! fiberglass boats (30 feet and less) and the downturn
expanded into the larger fiberglass boat segment in 2006. Demand for sport fishing boats and cruisers weakened in 2007.
Sales of all segments of the fiberglass recreational boating market have continued to decline through the second calendar
quarter of 2008. Market analysts are projecting that the industry will not see a significant improvement through 2009.

Overview

The Company’s revenue declined for Fiscal 2007 to approximately $68.8 million from approximately $79.2 million
for Fiscal 2006. This was the result of the general decline in the marine industry that affected the segments of the market in
which the Company’s boats are sold.

The Company’s revenue for Fiscal 2008, at approximately $68.2 million, was essentially the same as for Fiscal
2007. Given the continued decline of the overall recreational fiberglass market during the period of the Company’s Fiscal
2008, maintaining the same level of revenue was a remarkable achievement.

Overall attendance of the 2008 season boat shows was lower than in 2007, which was lower than in 2006. The
Company increased its participation with its dealers at regional and national boat shows with good success. Even though
advertising expenses for Fiscal 2008 were reduced from the 2007 level, advertising was more focused into targeted
campaigns of promotion. Promotional brochures and event schedules were mailed to thousands of potential customers to
coincide with dealers’ special events. Sales activities and promotions with specific goals and objectives were instrumental in
the Company maintaining a constant level of revenue in a declining market.

The Company implemented cost and expense reduction programs in Fiscal 2008 that had positive effects on the
results for Fiscal 2008, such as..
o Utilities conservation program
General insurance expense
Advertising expense
Fish tournament support expense
Offshore racing promotional program and related expenses

The Company’s revenue was $68,202,620 for Fiscal 2008, approximately the same as revenue of $68,829,987 for
Fiscal 2007. Net sales for the sport boat product line declined by 10 percent, fish boat product line sales declined by 5
percent, and the cruiser product line sales increased by 22 percent.

Revenue for the fourth quarter of Fiscal 2008, ended June 30, 2008, was $20,734,514, as compared to $19,907,661
for the fourth quarter of Fiscal 2007, an increase of 4 percent. Operating profit for the fourth quarter was $399,619, as
compared to $568,004 operating profit for the fourth quarter of Fiscal 2007. The lower profit for 2008 was primarily
attributable to an adjustment made to net sales in the fourth quarter of 2007 to remedy the over accrual of a newly established
year end dealer incentive award. This new dealer incentive award was over accrued because the rate of accrual, established
at the beginning of the year, was based upon projected annual dealer sales, the actual volume of which was not known until
the fourth quarter of Fiscal 2007,

No boats were repurchased in Fiscal 2008, from finance companies under contingent repurchase obligations for
dealers failing to meet obligations to those finance companies. Five boats were repurchased in Fiscal 2007, from finance
companies under contingent repurchase obligations for a dealer that failed to meet its obligations to those finance companies,
for a total repurchase amount of $809,347. All five boats were re-sold to other dealers with a total reduction in profit of
$51,394. No boats were repurchased in Fiscal 2006 in connection with floor plan arrangements. At June 30, 2008, the
Company had recorded a $78,787 reserve for losses which may be reasonably expected to be incurred on boat repurchases in
future years. At June 30, 2007 the reserve was $64,124 and at June 30, 2006 the reserve was $15,459.

QOutlook

The fiberglass recreational boat market decline has continued through the retail buying season of 2008. Generally,
marine dealer inventories remain high and retail sales are low, thus dealers may be cautious about increasing their inventories
during the off season months. Market analysts are forecasting that the industry may not see a significant improvement

through 2009,

The Company’s Sales and Marketing staffs will continue a targeted boat show, advertising and promotion campaign
and increase its internet marketing program for the Fountain and Baja product lines.
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The Company is developing production processes for the Baja boat models to be compatible with the Fountain
production processes, and it expects to have most of the models in full production in the second quarter of Fiscal 2009. Baja
dealer inventories are being depleted and they are ready to receive the Baja by Fountain products.

The Company’s retail subsidiary, Fountain Dealers’ Factory Superstore, Inc., had a very successful first year of
operation in Fiscal 2008 with approximately $9 million in sales, and is expected to be a positive contributor of revenue in
2009.

International sales grew in Fiscal 2008 by 28% and was 17% of total sales for the Company. The international
market has continued to grow while the domestic market has been in a decline. The Company expects international sales to

be a positive source of revenue in 2009.

The Company’s fiscal plan for 2009 is based on revenue of $62 miilion to $65 million. Cost and expense reduction
programs have been implemented to produce positive results at that level of revenue.

Results of Operations.
Net sales for Fiscal 2008 were $68,202,620, approximately the same revenue as compared to net sales of
$68,829,987 for Fiscal 2007. Maintaining the same revenue level during a declining market was primarily the result of

focused sales activities and promotions guided by specific goals and objectives.

Net Sales by product line for the Fiscal years of 2008, 2007 and 2006 are:

Fiscal 2008 % of Fiseal 2007 % of Fiscal 2006 %% of
Net Sales Sales Net Sales Sales Net Sales Sales
Product Line
Sport boats ..o $ 25,086,667 37% § 28,055,276 40% § 31,799,204 40%
Express cruisers .......c.c.oe..... 11,457,756 17% 9,399,064 14% 15,760,240 20%
Sport fishing boats................ 28,169,615 41% 29,629 864 43% 29,194,785 37%
Other ..o, 3.488,582 5% 1,745,783 3% 2,471,995 3%
Net sales total.............. $ 68,202,620 $ 68,829,987 $ 79,226,224

S aaae————————

Gross profit on sales for Fiscal 2008 was $9,402,572, 13.8 % of net sales, as compared to $9,108,088, 13.2 % of net
sales, for Fiscal 2007. Gross profit for Fiscal 2006 was $13,073,800, 16.5 % of net sales. Production efficiency
improvements in Fiscal 2008 were partially offset by increased material costs and low fixed cost absorption. The decrease of
3.3 percentage points from 2006 to 2007 was primarily attributable to production inefficiencies due to lower production
volumes, reduced fixed cost absorption from production cuts and promotional program pricing in the first half of the year.

Operating loss was ($1,101,310) for Fiscal 2008, as compared to a loss of ($2,745,878) in Fiscal 2007 and a profit of
$2,275,355 in Fiscal 2006. The operating loss for Fiscal 2008 was an improvement of (31,644,568), or 60 percent, as
compared to Fiscal 2007, and the improvement was primarily the result of reduced selling expense, Operating loss for Fiscal
2007 was affected by the circumstances outlined above in the gross margin discussion of this report and increased selling
expenses, detailed below.

Net loss in Fiscal 2008 for the Company was ($2,199,828), or (8.48) per share as compared to a net loss of
(35,046,286) or (51.05) per share for Fiscal 2007, of which ($1,283,728) or ($.27) per share was a tax adjustment. This
compares to a net income of $2,404,912 or $.49 per diluted share for Fiscal 2006. The tax adjustment for Fiscal 2007 arose
from the establishment of a valuation allowance to completely offset the Company’s Deferred Tax Assets which was
established in Fiscal 2006 (see Note 7 to the consolidated financial statements).

Depreciation expense was $2,406,502 for Fiscal 2008, $2,313,807 for Fiscal 2007, and $2,020,860 for Fiscal 2006.

Overall selling and general and administrative expense for Fiscal 2008 was $10,503,882, a $1,350,084 reduction
when compared to $11,853,966 for Fiscal 2007. Fiscal 2007 was a $1,055,520 increase from $10,798,445 in Fiscal 2006.

Selling expenses were $6,704,422 for Fiscal 2008, $8,040,083 for Fiscal 2007and $6,765,871 for Fiscal 2006, The
reduction of $1,335,661 in selling expense for Fiscal 2008, as compared to Fiscal 2007, resulted from reductions in all selling
expense categories, except boat shows, with reduction in offshore racing expenses being the most significant. The increase in
selling expense in Fiscal 2007, as compared to Fiscal 2006, was primarily from an increase in advertising expenses, including
an expanded international advertising program, increased salaries and commissions and increased expenses for the
Company’s support of offshore racing and fishing tournament programs.
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Major selling expenses for the past three fiscal years were as follows:

2008 2007 2006

FISRING .o sae e e et s e eas et e e $ 479,233 % 548,693 § 444 328
RACHNE ettt ettt et v e e s e s s st et e et s s ebssasatasais 1,007,269 1,776,198 1,474,270
AGVEIISING «.ovevievevirceiretere ettt crrre e ss e a bt asss st san b besete e s ennsens 1,854,660 2,013,740 1,412,435
Salaries & COMMUSSIONS..........cociiiieeei et eree e e e e enee e e s seeesseesaeeas 1,168,435 1,345,709 1,098,662
BOoat ShoWS. ..o er ettt eae e 888,511 691,633 526,381
Dealer SUPPOTL....ccovieviiiesirreec e ceeeve e e e e esesessnse s s e s b sa e snbane 166,950 456,802 550,138
Other Selling eXPenses ....... .o iiveieeeen e sne e ere e 1,139,364 1,207,308 1,259,657

TOtAL ..t e $ 6704422 § 8,040,083 § 6,765,871

General and administrative expenses include the executive, finance, human resources, information technology, legal
and administrative operating expenses of the Company. These expenses were $3,799,460 for Fiscal 2008, $3,813,883 for
Fiscal 2007, and $4,032,574 for Fiscal 2006. The decrease in administrative expenses for 2007 was primarily attributable to
reduced legal expenses.

Interest expense net of amounts capitalized was $976,853 for Fiscal 2008, $966,784 for Fiscal 2007, and $1,132,584
for Fiscal 2006. Interest expense decreased in Fiscal 2007 due to Fiscal 2006 having an expense of $229,801 of capitalized
loan costs from the previous Bank of America loan when it was refinanced by the new $16,500,000 loan from Regions Bank,

Current tax provision is $0 for the year ending June 30, 2008, 1,283,728 for the year ending June 30, 2007, and
($1,283,746) for the year ending June 30, 2006. The current tax provision of $0 for Fiscal 2008 is the natural consequence of
the net loss incurred by the Company. Deferred tax (benefit)/provision is ($790,589) for the year ended June 30, 2008,
($1,417,122) for the year ended June 30, 2007 and $460,258 for the year ended June 30, 2006. Deferred taxes arise from
temporary differences between financial and income tax reporting regarding the recognition of certain items.

As of June 30, 2008 the Company had net deferred tax assets of $3,491,439 that were fully offset by a valuation
allowance because, as of that date, it was management’s conclusion that there continued to be doubt as to whether those
deferred tax assets were more likely than not to be realized in the future. The deferred tax assets principally relate to the
potential future benefits of tax net operating loss carryforwards, most of which had been generated during the years ended
June 30, 2002, 2007 and 2008 when the Company generated substantial net losses. During the year ended June 30, 2008 the
Company performed an evaluation, in accordance with Statement of Financial Accounting Standard No. 109, Accounting for
Income Taxes, of the likelihood of realization of its deferred tax assets. The evaluation resulted in the continued application
of a valuation allowance.

The Company has available federal and state operating loss carry forwards at June 30, 2008 and June 30, 2007 of
approximately $9,616,438 and $9,085,379, respectively, which expire at various dates through 2028. The ultimate realization
of the benefits from the deferred tax assets is dependent upon the Company’s future earnings, the future tax laws in effect,
and other unknown factors; all of which are uncertain. In recent years the Company elected to provide for a tax asset
valuation allowance of $3,491,439 at June 30, 2008, $2,700,850 at June 30, 2007, and $0 at June 30, 2006.

Liquidity and Financial Resources.

As disclosed in the Condensed Consolidated Statement of Cash Flows, the cash balance decreased by $934,113
during the Fiscal Year ended June 30, 2008. By comparison, during the previous Fiscal Year the cash balance decreased
$2,095,169.

Cash used by operations was $1,158,962 in Fiscal 2008 and resulted primarily from:

® The net loss of $2,199,828 incurred is the most significant use of cash and is discussed elsewhere in this
document,

Non-cash provisions adjustments, including depreciation expense of $2,406,502, added back $1,971,132.

®  Decreases in Prepaid Expenses and Other Assets provided $161,257. Increases in Accounts Payable and
Accrued Expenses provided $2,116,721.

® Increases in the asset accounts of Accounts Receivable and Inventories used $1,910,440. Decreases in the
liability accounts of Dealer Incentives and Customer Deposits used $1,297,804,
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Cash used for investing activities during Fiscal 2008 was $5,295,527 and resulted primarily from:

e  Asistypically the case, the largest investment made was in creation of plugs and molds. Plugs are wooden
forms constructed for the purpose of creating molds. Molds are used to replicate kulls, decks and various
other fiberglass parts for boats. $799,198 was invested in plugs and molds for Fountain boats during Fiscal
2008. The Company also acquired molds and tooling for certain models of Baja boats at a total value of
$4,000,000.

e $501,309 was spent on property, plant and equipment.

Financing activities provided $5,295,527 during Fiscal 2008.

+ Boats in inventory for the retail subsidiary were financed on the “Floor Plan” for $3,075,606. (See Note 5,
in the Notes to Consolidated Financial Statements),

e  The Company borrowed $4,000,000 from Brunswick Corporation under a promissory note to acquire
certain assets of Baja Marine Corporation.

e  The Company repaid $799,333 that had been borrowed under the “Credit Facility” (See Note 5, in the
Notes to Consolidated Financial Statements),

e The Company borrowed $1,400,000 of the Cash Surrender Value of the Key Man Life Insurance Policies it
owns on the life of the Company’s founder, Chairman and CEO.

e The Company repaid $1,240,297 of the principal of the “Loan” as per the terms of that loan (see Note 5, in
the Notes to Consolidated Financial Statements).

s  The Company purchased 453,091 shares of its stock for $870,475 as Treasury Stock.

Management is of the opinion that cash flows will be sufficient to satisfy its current and future liquidity demands
because Management has realigned operating costs and expenses for the reduced level of production and returned the
Company to profitability in the fourth quarter of Fiscal 2008 and is expecting to continue to operate profitably through Fiscal
2009.

Effects of Inflation.

The Company has not been materially affected by the inflation of recent years. Materials that are petroleum-based
(e.g. resin, gel coat, foam) have been subject to price increases, and fuel surcharges have increased freight costs. The
Company has been able to minimize the effect of material price increases by negotiating favorable purchase agreements with
suppliers, using alternative, less costly materials, by finding less costly sources for materials and increasing selling prices of
its products to recover the cost increases.

The Company’s products are targeted at the segment of the powerboat market where retail purchasers are generally
less significantly affected by price or other economic conditions. Consequently, management believes that the impact of
inflation on sales and the results of operations will not be material.

Contractual Obligations.

The following table sets forth a summary of the Company’s contractual cash obligations as of June 30, 2008:

Paymcnts due by period

Less than Over
Total 1 year 2-3 years 4-5 years 5 years

(In thousands)
Contractual Obligations:

Long-term debt, including current maturities.................. $ 13,125 % 810 $ 12,315 — _
Interest payments on long-term debt ... 1,076 879 197 — —
Floor Plan finanging agreement ........cccoceeveeimnnnniicniens 3,076 3,076 — — —
Operating lease obligations ...........cccocvivviiiiiiin, 376 145 207 24 —

Total contractual obligations ..........cccceeecececvee.. $ 17,653 8 4910 § 12,719 § 24 —

The Company has agreements with Mercury Marine, a division of Brunswick Corporation, that the Company will
purchase from Mercury all of the Company’s requirements for marine engines and other power components that Mercury
manufactures for Fountain and Baja boat production. The term of this agreement is through June 30, 2020.

Ofi-Balance Sheet Arrangements,

Guarantees. Based on historical experience and current facts and circumstances, and in accordance with Financial
Accounting Standards Board (FASB) Interpretation No. 45 (FIN 45), “Guarantor’s Accounting and Disclosure Requirements
for Guarantees, Including Indirect Guarantees of Indebtedness of Others — An Interpretation of FASB Statements No. 5, 57,
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and 107 and Rescission of FASB Interpretation No. 34,” the Company has reserves to cover potential losses associated with
guarantees and repurchase obligations. Historical cash requirements and losses associated with these obligations have not
been significant. See Note 8, Commitments and Coentingencies, in the Notes to Consolidated Financial Statements, for a
description of these arrangements.

Environmental Regulation.

The Company does not believe that compliance with federal, state, and local environmental laws will have a
material adverse effect on the Company’s competitive position.

Critical Accounting Policies.

The preparation of the consolidated financial statements in accordance with accounting principles generally accepted
in the United States requires management to make certain estimates and assumptions that affect the amount of reported assets
and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements and
revenues and expenses during the periods reported. Actual results may differ from those estimates. The Company discussed
the development and selection of the critical accounting policies with the Audit Committee of the Board of Directors and
believes the following are the most critical accounting policies that could have an effect on the Company’s reported results.

Revenue Recognition and Sales Incentives. The Company’s revenue is derived primarily from the sale of boats.
Revenue is recognized in accordance with the contracted terms of the sale, upon completion and when legal title and all other
incidents of ownership have passed to dealers or the Government, and the ability to collect is assured. Revenue is also
derived from the sale of boats to retail customers through the Fountain Dealers’ Factory Superstore, Inc. subsidiary; revenue
is recognized when the Company has a signed contract with the customer and has received payment. The Company offers
discounts and sales incentives. The estimated liability for sales incentives is recorded at the later of the time of program
communication to the customer or at the time of sale in accordance with Emerging Issues Task Force (EITF) No. 01-9,
“Accounting for Consideration Given by a Vendor to a Customer (Including a Reseller of a Vendor’s Products)” and EITF
No. 00-22, “Accounting for Points and Certain Other Time-Based or Volume-Based Sales Incentive Qffers, and Offers for
Free Products or Services to be Delivered in the Future.” The liability is estimated based on the costs for the incentive
program, the planned duration of the program and historical experience. If actual costs are different from estimated costs, the
recorded value of the liability would be adjusted.

Allowances for Doubtful Accounts. The Company records an allowance for uncollectible trade receivables based
upon currently known bad debit risks and provides reserves based on past loss history, customer payment practices and
economic conditions. Actual collection experience may differ from the current estimate of reserves. Changes to the allowance
for doubtful accounts may be required if a future event or other circumstance results in a change in the estimate of the
ultimate ability to collect a specific account or invoice.

Reserve for Obsolete Inventories. The Company records a reserve for obsolete inventories in order to ensure
inventories are carried at the lower of cost or fair market value. Fair market value can be affected by assumptions about
market demand and conditions, historical usage rates, model changes and new product introductions. 1f model changes or
new product introductions create more or less than favorable market conditions, the reserve for obsolete inventories may need
to be adjusted. Refer to Note 1, Nature of the Business and Significant Accounting Policies, in the Notes to Consolidated
Financial Statements for further discussion on the basis of accounting for inventories.

Warranty Reserves, The Company records a liability for standard product warranties. The liability is recorded using
historical warranty experience to estimate projected warranty costs. If necessary, the Company adjusts its liability for specific
warranty matters when they become known and are reasonably estimable. The Company’s warranty reserves are affected by
product failure rates and material usage and labor costs incurred in correcting a product failure. If these estimated costs differ
from actual product failure rates, and actual material usage and labor costs, a revision to the warranty reserve would be
required.

income Taxes. Deferred taxes are recognized for the future tax effects of temporary differences between financial
and income tax reporting using tax rates in effect for the years in which the differences are expected to reverse. The Company
estimates its probable tax obligations based on historical experience and current tax laws and litigation. The judgmenis made
at any point in time may change based on the outcome of tax audits and seulements of tax litigation, as well as changes due
to new tax laws and regulations and the Company’s interpretations of those laws and regulations. These factors may caus