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Our Group has had to weather more challenges during the year under review,
with sales impacted by decreasing demand for traditional products in the wake of
the digitization trend. The Hong Kong consumer market continues to struggle
under an ongoing economic downturn, while opportunities in China have been
restricted by the slow pace of reform following its admission to the WTO as well

as fierce price competition and parallel imports.

Total turnover for the year was HK$1,735 million, compared to HK$1,531 million
in the previous year and profit attributable to shareholders of HK$19 million. At
the same time, we have limited the impact of these challenges significantly
through careful cost reductions and ongoing investment in and attention to
greater efficiency. I remain confident about the long term potential of the China
market. | believe that the high quality and innovation behind Fujifilm products, as
well as our strong presence and experience on the ground in China, place the
Group in a good position to exploit this potential. The strong growth in sales of

digital products and services during the year supports this.
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The digitization trend is now firmly established in advanced markets like Hong
Kong and the major cities in China. Strong sales growth for digital products this
year has nearly managed to offset the declining demand for traditional products
and the resulting a drop in profitability for products such as film, compact
cameras and chemicals and paper for printing. We believe the leading-edge
technology that Fujifilm has invested in will enable the Group to not only
replace, but to exceed its traditional revenues relatively quickly. Demand for
high quality new digital products and services, such as consumer digital cameras
and printers, commercial printers and medical equipment has grown significantly
and is expected to continue. In the meantime, China’s second tier and smaller
cities remain untapped even in terms of traditional camera ownership and

provide something of a buffer for this transition period.

The Fuji Graphic Arts business represents a significant accomplishment and
opportunity for the Group. During the year under review, we formed Fuji Graphic
Arts Products Ltd to handle the graphic arts products distributorship that the
Group was awarded in March 2002, and which became effective in May 2002.
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In the year ahead our strategy is to ensure smooth and efficient distribution for
our diverse product range, and to expand the network in China. At the same
time we will invest in efficient marketing and promotional campaigns to support

the products and services and combat tough competition.

On the retail aspect, the Fotomax chain remained strong and sustained its
position as the premier developing and printing chain in Hong Kong, even in the
midst of the economic downturn. Its quality services, products, and wide
network support its premium brand name. In China, the Fotomax retail business
has only recently been launched and is still in its investment phase. The Group is
also exploring other opportunities to develop the retail business for the China

market tailored to meet consumer needs.

On June 29 2003, the Hong Kong and Beijing Governments signed a Closer
Economic Partnership Arrangement (CEPA), which is intended to be a WTO-
compliant agreement providing Hong Kong companies accelerated access to
business opportunities on the Chinese Mainland. While the details have yet to be
finalised, China-Hongkong Photo is very optimistic about its business

development in China in light of the agreement.
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I remain very confident in the long-term growth potential of the China market
and the opportunities for the photographic imaging business there. Our track
record and experience in the market has set China Hongkong Photo Products in
good stead to rise above the fierce competition and slow process of market
reform. Our other great strength stems from the quality and innovation of the
Fujifilm products and services, which ensure that they capture maximum

consumer demand. This is especially true with digital products and services.

The outbreak of the SARS (Severe Acute Respiratory Syndrome) and its disastrous
effect on tourism and leisure businesses in Hong Kong and China this year is
likely to impact our business in the year ahead. In the meantime, we will as
always be keeping a close eye on costs and constantly looking for ways to

operate even more efficiently.

We depend for a successful future on three very important partnerships: with
Fujifilm Japan, with our all-important dealer network and with our hard-working
team of employees. Our partnership with Fujifilm dates back over 35 years and
our network of members is growing steadily, especially in China. I would like to
extend my thanks to all of our partners for their dedication and hard work

throughout another challenging year.

Dr Dennis Sun Tai Lun

Chairman and Managing Director
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Demand for high quality new digital products and services has grown significantly and is
expected to continue.
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