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The emergence of digital technology during the past few years has completely
re-shaped the global imaging industry. Indeed, if we take a broader view, few
other industries have faced such a significant transformation. In the course of less
than a decade, the industry has experienced a revolution from analogue and
traditional film imaging to entirely new modes of digital imaging technology.

Entering into 2007, China-Hongkong Photo Products Holdings Limited (referred
to as “the Group” hereafter) witnessed new and emerging trends as a result of
these shifts and we look forward to capitalising on the opportunities presented
as we celebrate our 40th year of successful operation.

In recent years, fierce competition in the new global digital market has witnessed
its contraction with several of Fujifilm’s competitors ceasing operations. To
ensure that our business adapts successfully to this new environment and
continues to generate profitable revenue growth from the digital imaging market,
the Group has made important strategic adjustments to its business model. This
will ensure that the Group stays ahead of the global shift in demand for new
imaging technologies.
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The consolidated revenue for the year under review amounted to HK$827
million, while the net profit attributable to shareholders was HK$219 million. This
is an increase of 81.6% compared with the previous year. The Group’s dynamic
response to distribution channels, and the corporate restructuring undertaken
during the year contributed significantly to these positive results.

During the fiscal year, the sales performance of the imaging business was
exceptional. With the prospect of increased demand for imaging services arising
from the forthcoming Olympic Games in Beijing 2008, coupled with encouraging
tourism growth, we expect to see a continued increase in our retail business.

Performance of Fotomax, the Group’s wholly owned subsidiary, is very
encouraging with the volume of digital prints experiencing a 10% rise in the year
under review. Since its inception in 2002, digital printing demand has
consistently recorded an outstanding performance and the total cumulative
volume stands at more than 200 million prints. To take further advantage of this
market, two elite online partnerships projects have been launched. Fotomax now
supports the delivery of quality printing services to Sina Hong Kong, a highly
popular website, and ‘Snaap!” which was launched by Netvigator, PCCW, one of
Hong Kong’s best Internet Service Providers. Online digital photo prints have
created a new business channel and reinforced consumers’ loyalty, which has
seen an increase of 33% in sales compared to the last fiscal year.

The Group will continue to explore more own brands following the successful
launch of two digital imaging business brands in November 2005. We are
confident that our continued commitment to innovation and creativity will result
in new and unique products which will achieve better customer service. We
believe this will enable the Group to derive maximum business returns in coming
years.

It is widely acknowledged that the demand for traditional imaging products has
been shrinking. Consequently, the Group has been working hard to maintain the
profit margin for both its wholesale and retail businesses. To date, we have been
very successful in growing revenue from digital products and services. In line
with the continuous growth of the Hong Kong economy, coupled with a buoyant
tourism industry supported by visitors from Mainland China, we expect to see
continued robust sales of digital cameras.
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To sustain profitability, the Group remains focused on keeping abreast of changes
and marketing developments in the imaging industry. To offset the impact of
increasing competition from other imaging companies, we are imposing tight
cost controls and will remain strategically focused on the most promising
business areas. We will secure our profit levels through effective management of
expenses, distribution networks and inventory control.

Looking forward to the next year, the Group plans to further broaden its retail
programs, placing strong emphasis on digital imaging services. We are also
planning to strengthen the technological capabilities of our front-line staff to
accommodate new digital products and servicing. Through these initiatives, we
expect to see sustainable business growth into the future.

This focus on new product lines and brands will see a reallocation of resources
from subsidiaries, Fuji Photo Products (China) Co. Ltd., Fuji Graphic Arts Products
Ltd. and Fuji Medical Products Ltd., the Group’s wholly owned subsidiaries. This
follows the termination of the distributor arrangement for Fujifilm Japan and will
see a drive to new growth areas.

Like all successful corporate endeavours, we cannot survive without a strong
belief and commitment in our business strategies. I firmly believe in the motto
“perseverance is vital to success”, and believe that with this shared commitment
from staff at all levels, success will result. The Group will continue to grow and
prosper with this philosophy embedded in our strategic business goals.

Finally, on behalf of the management and the board of directors, | would like to
thank the Group’s business partners, stakeholders and all our staff for their
continuous support over the past years.
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Advanced image intelligence technolegy equals more beautiful faces. ..
mare sweet memaories... and more sophisticated captures!
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