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OVERVIEW

The outbreak of SARS (Severe Acute Respiratory Syndrome) in Hong Kong in
2003 affected the Group badly. Most notably the sudden and dramatic drop in
consumer demand led to excess stock and cut-throat price competition. The

Group’s revenue and profitability were seriously impacted as it dealt with

subsidies to customers and obsolete inventories. FinePix F610 digital camera
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The Group recorded a decrease of approximately 20% in turnover and a net loss

attributable to shareholders of HK$62 million for the year ended 31 March 2004.

The loss per share was HK5.3 cents.

The camera and D&P services businesses were directly affected by fierce
competition resulting from price cuts by parallel imports and other brands,
particularly during the SARS period. Steady sales growth in the third quarter was

not enough to recover the loss that resulted from the impact of SARS.

Despite these difficult circumstances however, the Group remains confident
about its long-term prospects given the enormous growth potential of the China

market.
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WHOLESALE BUSINESS

Imaging Systems

The imaging systems segment includes businesses related to photographic films,
motion picture films, digital cameras, electronic imaging equipment and

magnetic audiovisual media products. It accounted for 38% of the Group’s total

turnover during the year under review.
FinePix S7000 digital camera

el SO R Total segment turnover decreased by 32%, largely as a result of the impact of

SARS on consumer demand. Sales of photographic films decreased due to the
growing popularity of digital imaging, although digital camera sales were also
down due to the delayed launch of new digital camera models by Fujifilm Japan

and severe price competition subsequent to the outbreak of SARS.

Profits generated by traditional and digital camera sales have been under
pressure since the second half of the fiscal year, with the average market price of
digital cameras falling 10% to 30% per year. Keen competition from different
brands and price competition has had a negative impact on sales volumes. At the
same time, a decline in selling prices has substantially reduced the profit margin,

especially for the older models.

On the positive side, growth in sales of professional movie films in China grew
by 24% during the period as a result of the commencement of CEPA (Closer
Economic Partnership Arrangement) this year and a continuing boom in the film
and advertising industry in China. The Group believes this steady growth in

demand for movie films will continue.
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Photofinishing Systems

This segment includes products such as photographic paper, chemicals and
photo-finishing equipment, and accounted for 22% of the Group’s total turnover.
Total sales of this segment decreased by 25% compared to the corresponding

period last year.

The sales from this segment were adversely affected by the outbreak of SARS and
its impact on tourism and the overall drop in retail activity in Hong Kong and

China during the SARS period.
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In the longer term, however, sales of photographic paper and chemicals have

been less affected by the growth of digital imaging than expected. Demand for FDi print ad in 2003
digital output services has grown steadily as they become cheaper, more 2003 FE T BIER X PN FEES

convenient and more efficient.

To facilitate the more dynamic expansion of the Fujifilm Digital Imaging (FDi)
network throughout China, Hong Kong and Macau, the Group plans to launch
two new Frontier 355/375 models in the coming fiscal year to meet the growing
demand for digital output. The new models have enhanced image processing
functions for red-eye correction and scratch removal as well as better operating
capabilities. It is anticipated that the installation of Frontier will grow and replace
the old models of traditional minilabs as digital cameras become ever more
widely adopted and as China and Hong Kong continue to experience steady
economic growth. Initial response to the new Frontier 355/375 models has been
positive and several units will be installed in Hong Kong by the end of June

2004.
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Fujifilm FCR reader XG5000
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Luxel Vx-9600 CTP platesetter
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Information Systems
Activities in this segment include medical imaging systems, graphic art products
and data storage media. This segment accounted for 26% of the Group’s total

turnover.

During the year under review, turnover for the information systems segment
increased by 19% compared to the previous year. This was driven largely by
demand for medical imaging products as a result of the SARS outbreak in Hong
Kong and China, as surging demand for X-ray films generated stronger sales. In
addition, the digitization of medical systems saw sales increase by more than

56% compared to the previous year.

Fuji Medical Products Limited was established in April 2003 as a subsidiary of the
Group. Its role is to develop strategic business expansion opportunities through
providing value-added services such as health care facilities’ use of digital
diagnostic imaging technologies and information networks and solutions support

with leading market players in China, Hong Kong and Macau.
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The introduction of Fujifilm’s dry imaging technology as a replacement for the
conventional X-ray function was a major breakthrough in terms of technology
advancement during the year. This environmentally friendly and cost effective
technology delivers superb image quality and stability with no chemical or solid
waste. Having created an array of products that meets the diverse needs of
customers ranging from large-volume users to small-volume users, we expect
sales of digital x-ray diagnostic system products such as FCR series and dry laser

imager such as the DRYPIX series to be robust.

Fuji graphic art products recorded a 17% growth in sales during the year. Given
the continued demand for quality graphic art products, the Group has plans to

expand further in the China market.

During the year, the Group established a wholly-owned subsidiary called # & &
B(LE)EMRE S BMR2A A in Shanghai to provide marketing, distribution and
after-sales services of the graphic art products in China, Hong Kong and Macau,
Showrooms and an after-sales service centre have also been set up in Shanghai,
with more branches to be opened later in key cities such as Beijing and

Guangzhou.
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Fuji Medical Dry Laser Imager

DryPix 7000
BT Emr BT e
DryPix 7000
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Fotomax plans to capitalize on the popularity of digital printing by offering innovative
promotions and services to boost digital output volumes.

[REISEETEICIERISER AL REVES - RESBRIHERTERRTS - FEUREHA
HEMEABLE -



RETAIL OPERATIONS
The retail business includes the Group’s wholly owned D&P chain, Fotomax and

accounted for 14% of the Group’s total turnover during the fiscal year.

Fotomax recorded 16% sales growth compared to the first half of the year,
reflecting a quick recovery from the impact of SARS. Substantial growth was
achieved in the second and third quarters as the Hong Kong economy gradually

recovered.

The Fotomax chain benefits from a clear position as Hong Kong’s premium, high-
quality photo and digital imaging retail chain. It’s quality services are well
received and recognized by the Hong Kong market, and it has been awarded
“The Superbrand (Hong Kong)” by Superbrands Council in 2004. During the year
under review, Fotomax expanded strategically from 63 shops to 80 in Hong
Kong. It launched a new digital photo kiosk service which allows customers to
process their digital images in store and can handle digital imaging input from
mobile phones as well as digital cameras. Meanwhile, online digital printing
services were also introduced in July 2003 to enhance the convenience of digital

output service for customer.
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Fotomax has seen increased demand for FDi services with the growing popularity
Prw

of digital cameras and plans to capitalize on this by offering innovative e x

promotions, such as tailor-made special picture frames, limited edition photo E IE Ej 'r] A

albums, one-stop wedding photographic services and other initiatives to boost

the digital output volumes.
Fotomax’s digital camera

promotion print ad.
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L - MARKETING

The Group has continued to invest in brand building to support its business
development during the year under review. To sustain brand awareness, it has
continued to sponsor and participate in different kinds of public activities,
including photo contests, tournaments, exhibitions, trade shows, TV programs

and joint promotions to reach target customers in China, Hong Kong and Macau.

A film promotion was launched in July and a TV commercial featuring Fujifilm’s

FinePix digital camera was introduced in the Hong Kong region to boost sales

over the Christmas and Chinese New Year holidays. Over the China National Day
D&.P service Easter Promotion

holiday in October 2003, the Group introduced a digital camera promotional
BEERENEEES

campaign which helped to increase turnover from both local Hong Kong

customers and mainland tourists.
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Fujifilm FinePix series digital
camera print ad 2004
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SPONSORSHIP AND CORPORATE GIVING

The Group has continued to lend its support to community initiatives, particularly
focused on the environment and youth. It sponsored the Community Chest’s
“Greening for the Chest”, which promotes the importance of environmental
protection with young people. It also sponsored films and D&P services for the
Community Chest for the 17th consecutive year. In recognition of the enduring

efforts and contributions to the community, the Hong Kong Council of Social

Service awarded the Caring Company logo for 2003/04 to the Group’s two

subsidiaries, Fuji Photo Products Co. Ltd and Fotomax. Greening for the Chest 2003/2004
BIR B A 2003/2004

The Group has continued its sponsorship of Hong Kong Squash’s “Fujifilm Mini-
Squash Promotional Campaign” to promote the sport to Hong Kong’s children
and youth. In addition, in December 2003 the Group also sponsored the 19th
World Women’s Squash Open, which was not only the most important event in
the women professionals’ calendar, but also part of the Hong Kong SAR

Government’s “Relaunch Hong Kong” campaign.

The Group continued to sponsor the Miss Hong Kong Pageant for the 17th
consecutive year. Throughout the years, beauty queens have promoted Fujifilm’s
top quality photo imaging effectively in D&P shop displays and the sponsorship
has become a recognized endorsement of the Fuji brand in Hong Kong since
1987.
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STAFF DEVELOPMENT

Enhanced efficiency and cost control are critical to the Group’s success. In order
to utilize human resources effectively, the KPI (Key Performance Index) has been
implemented to improve efficiency and effectiveness across the board. The

Group has also adjusted its structure to reflect the diversification of the business.

Two new subsidiaries have been established with no increase in headcount and

Key Performance Index (KPI) will substantial savings on administration costs.
help to increase the efficiency and

effectiveness of the Group

[FEREXERIEE] ZEKFREFA

K@ TERERMEE ETRE
RAVEREFRAREB NI ELE - AREEERMEAALER  ESEHT
[BEAEENEERIZ]|ZL (KPI . Key Performance Index) @ BUIBFA TIERER UEE - &
EXEAEEBUBRSEXBSIALBRE  FIHNEERATREENETHENERT
BYMBHMELR  KREBETHMAX -

18



PROSPECTS

With an average annual growth of 7%, China is the new engine for the world’s
economy. The Group remains confident and optimistic about the long-term
growth potential of the China market and is focused on developing and refining

its product and service offerings.

Strong tourism growth in China and the “Individual Visit Scheme” which allows
individual mainland visitors to flock to Hong Kong are positive factors for the
Group. Its businesses are expected to continue to ride this growth momentum,
particularly the information systems, digital products and services and retail

operations.

The recently signed CEPA between Hong Kong and China also provides
tremendous opportunities. While focusing on its existing business strategy, the
Group will continue to identify investment opportunities and strategic

partnerships to accelerate its development in China.
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Highlights the year 2003/04
2003/04 5% 5 =2
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A Asian lkebana Exhibition in Hong Kong
DNEATEER

A Fuji Photo Products' 35th Anniversary Cocktail Reception
ETREEMBRAR =+ HAFCSBIES

A P &D 2003
2003FEIHPADEEE

A Caring Company Recognition Ceremony
M RRRE ) =Tie

Shanghai Internatioal Photographic Equipment
Exhibition 2003
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Fujifilm Digital Imaging (FDi) shop display in Hong Kong }
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W Fujifilm Mini-Squash Promotional Campaign f :
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A Summer film promotional materials
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A \\Velcome Dinner for Mr. & Mrs Shigetaka Komori,
President & CEO of Fuji Photo Film Co., Ltd.

ErRBAMAEHEREELREIGE

Winner of TST East Festive llluminations 4
2003 Photo Contest
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4. \Vorld Women's Open 2003
HAR L FREERERIEE 2003

4. Sponsorship of Miss Hong Kong Beauty
Pageant for the 17th consecutive year
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Spring Dinner for Macau's dealers
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w Fujifilm FinePix Digital Camera TV Commercial

B FinePix RYIEHEAEHEEIR B

A EFTHETT2003
Macau Walkathon 2003




