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The Group will stick with its strategy for moving beyond photography and into
the broader imaging field, largely on the back of Fujifilm's culting-edge new
technologies.

RERETR BREE MEXE  OER ST ITREWHEENHIE
A R N -

It has been another difficult year for China-Hongkong Photo Products as the full

impact of the SARS (Severe Acute Respiratory Syndrome) outbreak on tourism
and leisure businesses in Hong Kong and China made itself felt. A contraction in
demand for traditional imaging products, a special grant for subsidies to
customers in the wake of the SARS outbreak and obsolete inventories incurred by
the Group in the first half of the year resulted in a net loss of HK$62 million for

the year.

On a more positive note, | remain very confident in the long-term potential of
the China market for both traditional and digital photographic products, and we
have seen encouraging progress in the graphic arts and medical imaging systems
businesses during the year under review. The Group will stick with its strategy
for moving beyond photography and into the broader imaging field, largely on

the back of Fujifilm’s cutting-edge new technologies.
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Total turnover for the year was HK$1,395 million, compared to HK$1,735 million
in the previous year. To minimize the adverse impact of the SARS outbreak,
several extraordinary cost-control measures were adopted to protect profit
margins and market share as much as possible. However, sluggish consumer
spending and persistent deflationary trends have hindered the pace of the
economic recovery in Hong Kong. The strengthening global digitization trend has
also inevitably reduced the sales of traditional imaging products such as film,
compact cameras and chemicals for film developing. The Group intends to
monitor inventories cautiously in the light of market changes and to maintain

profitability by carefully managing its distribution costs.

The Fuji Graphic Arts and Fuji medical businesses are new engines for growth
within the Group. During the year under review, these two business units have
launched effective marketing and promotional campaigns to accelerate the
expansion of the distribution network in China. This is reflected in the growing

demand for medical equipment and graphic art products.
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Fujifilm has developed leading image processing technologies in the field of
consumer imaging, as well as in medical imaging and graphic arts. It is
dependably providing optimal high-quality imaging products that are well placed
to capture market share in medical and commercial printing as that huge field

converts from offset to digital.

Having weathered the marked contraction in the wholesale and retail market
during the past fiscal year, the Group expects to benefit from the rebound in
China’s tourism and the influx of visitors from the mainland to Hong Kong in the
year ahead. Our strategy is to ensure smooth and efficient distribution for our
diverse product range, and to maintain an efficient network in China. One step
we have taken towards strengthening the distribution model has been to make
the most of the implementation of CEPA (Closer Economic Partnership
Arrangement) as this will bring the Group an opportunity to enjoy duty-free

privileges and increase our price competitiveness on product sales.

Recently, the Chinese authorities have announced that they intend to take action
cool down the rapid growth in certain “over-heated” sectors of the economy. We
will keep a close eye on any policy changes and on developments in the

domestic market in China. However, the tightening measures are not expected to

have direct negative impact on our business at this time.
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I remain very confident about the long-term outlook for the China market, and
believe that the high quality and state-of-the-art technology behind Fujifilm
products, as well as the commencement of CEPA (Closer Economic Partnership

Arrangement) place the Group in a good position to exploit this potential.

Our Group has been supported over the long-term by our 36-year partnership
with Fujifilm Japan, our dedicated and growing network of members, and our
hard-working team of employees. | would like to extend my thanks to all of our
partners for their commitment and hard work throughout another challenging

year.

Dr Dennis Sun Tai Lun

Chairman and Managing Director
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With the support of Fujifilm’s

state-of-the-art technology, the
Group will continue to accelerate
its business development in
China.
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With the growing popularity of digital and mobile phone cameras, digital printing L1815
is becoming a mainstream service.
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