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OVERVIEW

The rapidly changing imaging industry has seen a number of the Group’s former
competitors unable to adapt and respond to the new marketplace. While the
Group has risen to this challenge by adopting innovative and responsive business
strategies, the highly competitive market combined with a much-shortened
product life cycle poses new challenges and places extra pressure on the profit
margins of the imaging business. This has seen the contraction of the market with

a number of businesses unable to adapt forced to close.

By contrast, the Group has embraced these challenges making several strategic
adjustments in line with new distribution opportunities. Responding to the rising
demand for diversified digital imaging products, the Fotomax network
successfully developed two new brands that significantly boosted business during
the year in review. The Fun2Print and FotoPress schemes do not simply value-add
but also meet the new digital demands of the Group’s retail customers and

demonstrate our commitment to innovation.

REVENUE AND PROFIT

The Group’s total revenue for the year ended 31 March 2007 was HK$827
million, a drop of 33.9% compared with 2006. A net profit attributable to
shareholders of HK$219 million was recorded, a 81.6% increase over the

previous year. Earnings per share were HK18.8 cents.
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WHOLESALE

With the transformation of imaging from analogue to digital, total sales of film
continued to fall, recording a decrease of 34.4% compared to the previous fiscal
year. However, instant products recorded a strong growth of 28.2%. Aggregate
sales of digital cameras were up by 9.1% due to the quality and superior
functions of the Group’s products, such as ultra-high sensitivity and quick-

shooting response features.

The two most popular digital camera models during the year were FinePix F30
and FinePix Z5fd. FinePix F30 became the world’s first pioneer digital compact
camera with ISO 3200 sensitivity whilst the FinePix Z5fd was recognized as the
“Best Compact Digital Camera 2006” and the “Best Ultra Compact Digital Camera
2007” by Europe’s TIPA (Technical Image Press Association). With the
outstanding performance of the world’s fastest new feature “face detection”
which optimizes focus and exposure, FinePix F31fd became the year’s market

winner.

In the professional market, the digital SLR camera FinePix S5Pro recorded strong
popularity among professional users. Two additional models that have recorded
increased sales performance during the fiscal year were the SLR-like FinePix

S9600 and the FinePix S6500.
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Digital photographic exhibition
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The Group promotes the

photographic arts through
seminar.
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In the coming year, the Group envisages a continued upsurge in the economy
which will result in increased consumer confidence and a rise in the propensity
to buy, boding well for consumption of the digital market. The Group expects

more people will be drawn to state-of-the-art, high quality digital products.

During the fiscal year, increased consumer demand for printing with photographic
paper and digital minilabs contributed to a 5.4% growth in total sales of
photofinishing products. Building on our commitment to quality and leveraging
off the brand equity of the Group’s photofinishing and equipment offerings, we

foresee continued growth in this area.

The Group has adopted a strategic approach to growing the market for
innovative imaging products and services. Measures include strengthening the
FDI networks, upgrading imaging software, and extending our promotional
network. Special attention has also been paid to upgrading the technological and
photofinishing knowledge of frontline staff, critical in meeting the needs of well-
informed consumers. Training of frontline staff will be boosted in terms of both

resources and knowledge.
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Fotomax provides user-friendly photofinishing
services which are close to the hearts of our customers
and strives to uphold its winning position in the market.
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RETAIL

In the past fiscal year, the Group added one outlet to the Fotomax shops
network, bringing the total number of shops in Hong Kong to 91. Total sales of
the retail segment decreased by 4.8%, reflecting the reduced demand for

traditional film products.

As the market moves towards high-quality digital prints, the core business of
Fotomax has undergone a transition from film to digital printing. Sales and
quantity of digital output have overtaken that of film products. In the year under
review, we saw a 10% total growth in the volume of digital printing. We expect
to see continued growth of sales in digital printing over the next year, reflecting

the overall market transition from film to digital printing.

The new Digital Kiosk, a compact and smart computer-assisted terminal, allows
customers to order digital prints themselves with just a few touches on a touch-
screen monitor. The kiosk installation plan was successfully implemented in the
fiscal year of 2006 in response to the continued upsurge in demand for digital
photo services. The Digital Kiosk is convenient for customers, offering greater
capacity to customize, edit and order their prints and meets the demands of a
technologically-savvy younger generation. During the past year, the Group
installed 66 new Digital Kiosks, bringing the total number of kiosks to 180. Print
orders received from Digital Kiosks increased by 50% and they have become the

preferred method of photographic printing.

E 2
EBENPBRFE SEERTREXZMEASHET -—BIE  FREZESBENDE
BEEOIR - TEXEBNEHEETHR4I8% RRESFEMRERNERTHE -

HRATEFEREQBERBZLEMED - HUIRE X 0RO ER T EREIEM D ENE @ BT
BOPED - MBI BB HEHERR PN BBIEM T - TREFR BB TEDH
BAMBIERIO% SEBEFARABLE TN -—FNHERFELER  RREBHS
HESEMOTEN E B BIR B IPED ©

FAMBWH A - B EEREEREDLRE  BEEATTEEBAERE L RBUEREED
AETIBEBEHEL BRUEREASHT ST AUBRFEIENET  UESBEEA
RBFEIEOFR - LB EEZHOBERBERE  YRBHEBTARSEL
FERTBAR  DAEHFNBRNFE-RKNFE -RBE—F  KREERcEHN
[EFuh | EARHZE1808 ~ B [HIBIE NI ERMN50%  EHABEELEFEL
BENGONEASRK -



Following the introduction of the Octopus Card system in Fotomax shops in
2005, Fotomax launched the “Octopus Rewards Programme” in November 2006
to high acclaim from customers. This commitment to meeting and responding to
the rapidly changing needs of customers who continue to want quality products
combined with convenience and ease of use has ensured that the Group has kept

abreast of the fast-changing marketplace.

New media is touching daily life on an increasing basis and most customers are
now familiar with internet services and online payment schemes. The Group has
therefore upgraded the functionality and usability of Fotomax.com. A re-launch
scheme in 2005 offered a one-stop platform for digital photos and gift items.
Since then, the number of members’ registrations has continued to grow. In the
year under review, online sales grew by 33%. We expect to see this trend
continue in coming years as more and more customers adopt the online

platform.

The Group actively looks for market expansion and has identified a number of
new growth areas targeting specific customer segments such as schools,
commercial corporations and associations. We actively promoted one-stop
photography services to these new customer clusters, which resulted in a sales
increase of 24% in the past fiscal year. Total sales of Fun2Print also increased by

153% compared with the previous year.
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All Fotomax shops accept
Octopus payment
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Hong Kong singer Ms Ella

Koon helps to promote the
on-line printing services.
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Fotomax Photo Tips Booklet
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Looking ahead, Fotomax will celebrate its 25th anniversary in 2007 and is about
to launch a series of programmes as a tribute to the loyalty of our customers.
These include a photographic competition, television advertising campaign and
brand building promotions with the aim of promoting photographic printing in

the digital era.

Sixty new Digital Kiosks will be added or replaced to facilitate print ordering. The
online interface will also be revamped in Summer with a new shopping cart
feature for image gift items. The development of new mini-websites is also
underway to encourage personal or corporate clients to try one-stop image
solutions for printing, archiving and sharing digital images. Moreover, new
stand-alone Fotomax kiosks with Octopus payment will be installed at shopping
malls, public transit areas and supermarkets as part of our business expansion

strategy.

In response to the rising demand from the corporate business market, Fotomax
will further enhance its quality services by upgrading imaging-related hardware

and software to facilitate the needs of the growing event market.
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Brand Management

Strong brand management drives continuous growth by building and reinforcing
long-term customer loyalty. During the year under review, strategic campaigns
through public relations, advertising and promotional activities were
implemented which delivered high impact images and messages to our targeted

audiences.

Lucky draw promotion

EERMBREREY

For the wholesale business, the Group successfully leveraged Fujifilm’s
sponsorship of the 2006 FIFA World Cup Germany™, which provided unparalleled
exposure of our brand globally through the world’s most-watched sports event of
the year. In Hong Kong, wholesale promotions featuring premiums with the FIFA
World Cup logo proved to be highly popular. To stimulate the sales of
photographic paper, locally-created cartoon characters “Panchi and Nana” were

featured in the summer promotion.

In addition, a HK$1 redemption promotion was also conducted to boost the sales
of photofinishing products during the Christmas season. To create synergies for
the Group’s digital cameras and services, developing and photofinishing service
lucky draw promotions were launched during Chinese New Year offering
consumers the chance to win the popular FinePix digital camera. To increase
market share and draw attention to our digital cameras, eye-catching
advertisements were placed in various formats including print advertisements,
outdoor billboards and MTR panels. Outdoor media panels, each over 23,000
square feet, were displayed in prime areas across Hong Kong to raise brand
awareness of our digital cameras. Effective trade promotions in collaboration
with several leading dealers in the Hong Kong retail market were also

undertaken.

Billboard advertisement

EREER

BIRER
REBEEETURIRMBRMBEENIERE #HMEDEXELER - ROBEFR - B
BETLE  BEENEEETHEAE  FERNYAEREFEETRAAVCHERAMA

B o

SN

EHBEEKFIE SERESTEP2006FZHEREMINKE  FAEERETE
BEZFEXREBEEANEERSESETHENERAMBEXAE - FEBIE  RENAH
AEEFEDNABEETDZBRRZTBRL - HEFEHEE  AEEULBAEFRBEAY
[Panchi and NanalfF R EEZHEFHHNEA -

beoh s AEBRERGHBHEHBE I TEDBERESS  FURSHNEREE - HER
SEYREARERE - BNBRNE  AEBERENFHBELTREEEMET
B EREAMESEIFnePx ARBHAE ARASEETEBABN T SEEER
WEIARER AEBUSEREARREBES  SFEORES  KEFIESERE
HABGEE KEEETEZEESHAERTINFMEERAEERB23,000FFR - M
REBEBHERNRERNEE FAEETHEZXEBETETSIEIHORET AN
SHEEEE -

15



Photographic competition

was held to promote the
digital printing.
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As a leader of photofinishing retail chain stores, Fotomax plays a major role in
helping customers capture and preserve their most memorable moments,
positioning itself as a caring and sensitive photo services provider. Several
popular cartoon characters including Pingu, Keroro, Hello Kitty and Hanadeka
were adopted during the year under review to stimulate the sales of digital
photographic printing. A thematic promotional campaign featuring a
photographic competition was launched to further strengthen its leading position
in the digital business. More than 20,000 pieces of the Fotomax Photo Tips

booklets were distributed to customers during the campaign.
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Social Responsibility

Consistent with the Group’s long-standing business philosophy to put back into

the community, a number of activities focusing on environmental protection and
youth education were undertaken. During the year, the Group sponsored the
Community Chest’s “Greening for the Chest” programme, meeting its

environmental protection principles.

Another significant community function sponsored by the group was the “Fujifilm

Mini-Squash Promotional Campaign” organized by Hong Kong Squash which aims

to promote a healthy lifestyle and a positive attitude among the younger

s et M 0

generation. The scale of this campaign has grown so significantly during the
The Group has sponsored

years that the Hong Kong Government’s Leisure and Cultural Department has the Community Chest

incorporated the programme into its “Easy Sports Programme”. To date, this consecutively for 20 years.

remains the only official sports programme that has granted sponsorship status RECEMRHLRSE
=t

to a commercial brand. The number of beneficiaries of this programme including
children, adults and educators has increased each year and the programme has
received very positive feedback. With the Government’s continued support, we
expect this programme will grow to new heights with an increasing number of

participants into the future.
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Staff Development

Consistent with sound business practice in the service sector, our staff and our

e T s

human resources function remain critical to the success of the company. The
Group is keenly aware of the importance of having effective corporate resources
management schemes. Aided by the Enterprise Resource Planning (ERP) system,

the Group has performed well in streamlining priorities, increasing work

efficiency and has kept operating costs at a low level. The ERP system also offers
Staff training
& Ty management detailed information regarding performance, enabling the Group to

react to the market in a timely and effective manner.

The ERP system enables the Group to manage the inventory and distribution
network, ensuring success in the rapidly changing global marketplace. 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.

As technology continues to grow and the Group continues to focus on
innovation, it is crucial for staff to be aligned with the company’s philosophy and
to be prepared to meet new challenges. Our focus on professional development
and training is therefore being increased across the board. In the past fiscal year,
a series of training courses were offered to all staff, offering a wide range of
skills development opportunities. Among the most popular subjects were
computer software applications, product knowledge, marketing strategies and
leadership skills. In addition to on-the-job training and internal programmes,
staff are also encouraged to identify and participate in appropriate external

programmes.

Staff training
BT
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Outlook

Positive signals of economic growth in China and the continual influx of tourists
from Mainland China have been very encouraging signs for the photo imaging
business. In view of the 2008 Olympic Games in China which will bring
worldwide attention to the region and draw significant numbers of additional
visitors, we remain optimistic about continued business prospects. The Group
will continue to leverage the opportunities created by the boom in tourism to

Hong Kong.

The Group will take advantage of advancing technology and will continue to

explore new territories that will maximize the company’s profits.

In addition, the Group is exploring possible acquisitions of young and energetic
retailers in the digital and technology business and will continue to foster

expansion of its established digital imaging services.
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