Chinese New Year special

promotion

EEHESHEREE

Fhaeitiy Z 7 ETvy

Valentines’ Day promotion

BABSEESY

Operations Review

e e

OVERVIEW

During the year under review, the global imaging industry underwent rapid and
fundamental change that led to the withdrawal from the business by some
competitors. Owing to the shortened product life cycle, fierce competition
among competitors and a strong influx of parallel imports, the price of digital
products continued to drop dramatically. Furthermore, profit margins of both
traditional imaging products and new imaging products were squeezed by an
over-supply of products manufactured in Mainland China. To offset these
pressures by accelerating lucrative sales of high-margin items that consumers will
have to renew, several business adjustments in line with new distribution
opportunities have been made. In response to rising demand for diversified
digital imaging products, two new brands, Fun2print and FotoPress, were
launched as part of our Fotomax retail network during the fiscal year. These offer
an integration of new digital products and value-added services which is well

beyond that of our competitors.

REVENUE AND PROFIT

The Group’s total revenue for the year ended 31 March 2006 was HK$1,251
million, a slight increase of 1% compared with 2005. A net profit attributable to
shareholders of HK$120 million was recorded, a 167% increase over the previous

year. Earnings per share were HK10.35 cents.
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WHOLESALE BUSINESS
Imaging Solutions
The imaging solutions segment includes businesses related to photographic

products and equipment.

Total segment revenue remained the same as last fiscal year even though the
total sales of film slumped 41%. Aggregate sales of digital cameras were up by
17.5% and sales volume also recorded 8% growth due to the superb quality and
outstanding functions of the Group’s products, especially ultra high sensitivity
and quick shooting response. During the fiscal year, the FinePix F10 and FinePix
Z1 digital cameras were well received in the market and became the year’s best
sellers. With outstanding performance in taking photos in low light and of fast
moving objects, FinePix F10 received high acclaim from customers and became
the hot pick in the Hong Kong market during the spring and summer seasons.
Meanwhile, the digital SLR camera FinePix S3Pro continued to rank first among
professional users owing to the high image quality. The SLR-like FinePix S9500
and FinePix S7000 digital cameras also achieved a high degree of recognition for
their multiple functions and maintained a steady sales performance during the

fiscal year.
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Fujifilm FinePix S9500 is
highly regarded by
professional photographers.
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With Fujifilm FinePix F10 on
hand, everyone can take
high quality photos no
matter how dim the light.
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FinePix Z1 was one of the
hot items of last summer
thanks to its slim body and
0.6 second quick start up
response.
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A compact and handy digital

camera is a portable “must
have item” nowadays.
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With the popularity of digital devices, the continuing surge in the volume of
prints from digital cameras drove sales of photographic paper, which grew by an
encouraging 51% during the year under review. This, coupled with stable
economic growth and booming inbound tourism accelerated the demand for our

quality photofinishing service.

Despite the demand for digital minilabs reaching saturation point and a
bottleneck in installations of new Frontier minilabs, sales of photographic paper
showed robust growth. With the state-of-the-art technology and supreme quality
of the digital imaging service supported by Fujifilm Tokyo, and leading edge
distribution channels, the Fuji Digital Imaging (FDi) service is well placed to
capitalise on the rising demand for quality imaging products and services. To
reinforce the market demand for digital prints and innovative imaging products
and services, various initiatives have been taken to strengthen our extensive FDi
networks and expand our market share. These include upgrading imaging
software, keeping track of changes in the market and providing better training
for frontline staff in the photofinishing industry. Continuous trade promotions
have also been progressively augmented so as to sustain growth in the sales of

digital prints.
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Information Solutions
Activities in this segment include medical imaging systems and graphic art

products.

During the year under review, the overall revenue for the information solutions
segment increased by an impressive 26% as a result of effective implementation
of business strategies throughout our distribution channels and the positive
impact of CEPA. In the Hong Kong market, the successful tender for the supply of
radiographic films and processing chemicals to the Hospital Authority of Hong
Kong has since June 2004 stimulated the sales growth in these categories, which

rose by 15% for the fiscal year.

In the graphic art products business, 8% growth in sales was recorded during the
fiscal year. Total sales of graphic arts film achieved a robust growth of 36% and
sales of recording film grew by 46.5%. Sales of the most popular recording film,
‘Benefi’, continued to increase considerably, rising by 146%. Meanwhile, sales of
Printed Circuit Board (PCB) Film rose dramatically by 165% owing to the boom in

advanced electric products in the global market.
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Fujifilm’s medical products
business delivers positive
messages through posters to
draw attention to the
importance of preventing
breast cancer.
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Two ne ands, Fun2Print and FotoPress, .
were launche ing the fiscal year to-—=="-

develop additional digital imaging
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RETAIL OPERATIONS

In Hong Kong, owing to a plunge in film sales coupled with decreasing
developing and processing sales generated from film, total sales for the retail
segment decreased by 8% compared to the last fiscal year. The network of
Fotomax outlets remained stable at 90 shops, although rising rentals and keen

market competition put heavy pressure on profitability.

High-quality digital output services have become the core business of Fotomax.
Over 80% of print orders are now from digital instead of film and both sales and
volumes of digital output surpassed film output for the second consecutive year.
Total sales and volumes of digital print continued to exhibit significant growth,
rising by 19% and 20% respectively over the previous fiscal year. This growth has
been accelerated by the popularity of digital cameras and the success of the
“Digital Kiosk” camera, a compact computer terminal which allows customers to
order digital prints themselves in just one minute, at the touch of a screen. The
Digital Kiosk installation plan was successfully implemented during the fiscal year
to support the continued surge in digital photo services. The total number of
Kiosks increased from 93 to 114 and volume received from Kiosks rose by 114%
as they gradually became the most fashionable and easiest way to process digital

photo orders.
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Seasonal character sales

promotions were well
received in the market.
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Personal imaging products
have become part of daily
life.
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The digital imaging desktop
calendar and playing card
are the popular items with
customers.
BERFENESELEREE
ENBBEERER °

The Hello Kitty CD-Rom was

one of the first new digital

imaging items released
during the year.
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With a view to shortening the transaction time and offering convenience to
customers of our retail network, installation of the Octopus Card system began
during the fiscal year. Fotomax is the first and only photofinishing network to
provide this leading edge payment service in Asia. In the coming year,
installation of Digital Kiosks and Octopus will be a key task as we expand our

retail network of digital imaging business further.

Starting from three years ago, Fotomax has been navigating its way to the top of
the digital imaging world by making ordering digital photos simpler through
Kiosks and an online platform. To provide customers with more convenience and
a sense of control over their personal images, the website “Fotomax.com” was
re-launched in 2005 to offer a one-stop platform for digital photos and ordering
innovative imaging gift items. Encouraging growth of 23% in members’
registrations was recorded and average monthly sales grew dramatically by 210%
compared with the previous fiscal year. The total volume of the online digital
photo business also saw a considerable increase of 120%, reflecting the
popularity of the online ordering service following the website revamp. On-line
sales are expected to offset the losses from film sales and become a pillar of our

retail business in future.

To provide a better photographic service to distinct customer groups, one-stop
photography services for schools, corporations and associations were actively
promoted during the fiscal year. A tremendous sales increase of 647% was
recorded in these photographic related service areas compared with the previous
fiscal year. In response to the rising demand in the corporate business market,
Fotomax will further enhance its quality services by upgrading the imaging
related hardware and software to facilitate event market needs, such as wedding

parties, school photographs, corporate and international events.
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Brand Management

The Group has utilised its integrated resources and expertise in various fields to
create synergies in sales promotions, advertising campaigns and corporate
sponsorship. To sustain brand awareness, the Group has continued to step up its
advertising campaigns and sponsorship events to reach its target customers in

Mainland China, Hong Kong and Macau.

In the wholesale business, two powerful D&P sales promotions featuring a
popular Japanese comic, “Fullmetal Alchemist” and the local character “Kapo”,
were launched during the summer and winter seasons to boost the sales of
photofinishing products. The promotions were well received and accelerated
sales of photographic paper in Hong Kong. To boost sales of digital cameras,
eye-catching outdoor advertisements such as billboards, MTR panels and bus
displays were placed in high traffic areas. Nearly 10,000 square feet of outdoor
billboard advertisements have been placed to raise the brand awareness of the
digital cameras. This is the first year that outdoor billboard advertisements have
been frequently used to promote new digital cameras in Hong Kong and the
result has been encouraging from the perspective of both sales and customer
comments. The Group also launched an effective tactical alliance trade promotion
campaign by means of joint promotion with several leading dealers in the Hong

Kong retail market.
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A photographic paper sales
promotion featuring popular
Japanese characters helped
accelerate sales growth.
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Billboard advertisements in

prime areas have been the
key media to boost both
sales and brand awareness
in the market.
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A special event featuring

new talented singer and
actress Isabella Leong was
held to promote our digital
imaging service.
BEARRFREHENS
EERSR AEEBIBT AR

B EEESR o
=
* &
Nl - 4 T ol
- - i sy A

This mini-website was tailor-
made for the international
event to offer convenience
to those who wanted to
make digital photo orders
on the spot.
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In its retail business, the Group has allocated substantial resources to raising the
brand awareness of Fotomax and encouraging greater demand for digital photo
printing. Fotomax demonstrated its strength in sales promotion through several
popular cartoon character promotion services such as “Tweety”, “Hello Kitty”,
“Astro Boy” and “Miffy”. Significant growth in the volume of digital photo prints
was recorded during the promotion period, especially digital photos with
character borders. To further strengthen its leading position in digital business, a
new shop display campaign was launched involving shop front decorations and
displays such as light boxes, banners, posters, and featuring colorful smiling
faces to demonstrate the happiness of sharing a photo “moment”. Fotomax also
supported two international events, the “88th Lions Club International
Convention 2005” and the “World Firefighters Games 2006”, offering digital
photo services by installing Remote Digital Photo Order Kiosks during the events
to boost the standing of its digital business among visitors from all over the

world.

In November 2005, two new brands, “Fun2Print” and “ FotoPress”, were
established to meet the growing demand for digital imaging products and one-
stop digital printing services respectively. “Fun2Print” is a personalised imaging
products and services channel that offers tailor-made and unique digital imaging
products such as personal bookmarks, notebooks, postcards, memo packs,
calendar cards, mouse pads, mugs and cushions. “FotoPress” focuses on offering
digital printing services for ad hoc company events or in response to special
requests from businesses. We anticipate that the digital imaging products and
one-stop digital printing service will expand and become a gateway to more

lucrative revenue streams within the retail business.
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Social Responsibility

Over the last two decades, the Group has pursued initiatives to support the
community with a particular focus on environmental protection and youth
development. It sponsors the Community Chest’s “Greening for the Chest”, a
programme which encourages individuals, schools, and organisations to work for
a greener and cleaner environment for the next generation and to promote a
healthy lifestyle to Hong Kong’s children and youth. Last year, over 500 schools

and more than 40,000 students participated in this programme.

The Group also sponsors Hong Kong Squash’s “Fujifilm Mini-Squash Promotional
Campaign” to promote a healthy life and instill a positive attitude among Hong
Kong students. Over the past few years, over 130,000 children, parents and
teachers have participated in this programme and feedback has been very
positive. The increasing number of participants has won the government’s
confidence to merge two separate squash campaigns organised from our title
sponsorship and the Leisure & Cultural Services Department’s Easy Sports
Programme into one sponsorship programme — the “Fujifilm Easy Sports
Programme-Squash”. This is the only official sports programme entitled to
sponsorship by a commercial brand. With the merging of the two campaigns,
both programmes benefit from their combined strength and can be promoted
even more broadly to meet the rising demand from participants. A 40% growth
was recorded in the total number of students participating in the school
programme as compared with previous year. In recognition of the Group’s long
term effort and contributions to the community, the Hong Kong Council of Social
Service awarded the Caring Company logo for 2004/05 to its two subsidiaries,

Fuji Photo Products Co., Ltd. and Fotomax (Far East) Ltd.
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The Group supported the
Community Chest for the
19th consecutive year.
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Fotomax helped raise funds

for the Community Chest
through a variety of sales
promotions.
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The Fuijifilm Easy Mini-

Squash School Scheme is
the only official sports
programme in Hong Kong
entitled to sponsorship by a
commercial brand.
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Staff Development

Effective corporate resources management is of paramount importance to
profitability in today’s world. To maximise business intelligence, the Enterprise
Resource Planning (ERP) system has been fully utilised, raising work efficiency
and lowering operating costs in the wholesale business during the fiscal year. The
system enables management to access the most current information rapidly so
that the right decisions can be made on critical issues at the right time. This
integrated system also allows our staff members to streamline order processing,
simplify work flow and carry out financial reporting in accordance with
accounting needs. Most importantly, the ERP system helps manage the inventory
and distribution network to ensure the Group’s success in the rapidly changing
global marketplace. Further application of the system will add momentum to

efforts to raise efficiency throughout the Group.

In light of technology evolution and changes in the market, training has been
made a priority to ensure that all staff members are well-equipped to meet these
challenges. During the year, a total of 10,075 hours of training was recorded
across the Group. Training topics ranged from computer software applications,
technical information, product knowledge and marketing trends to leadership
skills. Besides the on-job internal training, the Group also encourages staff
members to take external job-related courses so as to keep abreast of

developments in the global market.
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Outlook

Supported by the positive impact of CEPA and the influx of visitors from
Mainland China, the Group has achieved continued growth in profitability during
the year under review. We remain optimistic about business prospects and will
continue to leverage the special privileges granted by CEPA and the boom in
tourism in Hong Kong to develop more opportunities in our rapidly growing

digital businesses.

Although the pace of technological change continues to accelerate, the Group
will take advantage of the synergies in its digital business and maximise their
positive impact by expanding related business networks and exploring market
opportunities. To forge ahead despite the tough business environment and
increase revenues and profits at both the wholesale and retail businesses, the
Group will foster the expansion of its established digital imaging services as well
as foster emerging businesses, such as the new digital printing services.
Meanwhile, the newly established brands will become a source of long-term

earnings for the Group.
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Advertising




N

The Group has utilised its integrated resources and expertise
in various fields to create synergies in sales promotions,
advertising campaigns and corporate sponsorship.
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