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In view of the rapid shrinking of demand for traditional imaging
products and the tough digital business environment, the Group
is making every effort to control its profit margin and achieve
its profit target. However, the Group foresees that some
potential risks which may affect the business performance
cannot be entirely avoided. The following risks are considered
as having potential adverse impacts on future business
performance.

a. Increased cost of sales
The pressure of a continuous rise in cost of sales has
affected the Group’s net profit. Despite major relocations
of business operations during in the past few years as the
Group has adapted to the digital world, the problem of
slow-moving inventories may recur and provision need to
be made in accordance with accounting policies. To
arrest the decline of profitability, the Group has
introduced several measures to bolster its revenue by
balancing its high-margin and low-margin products, such
as by bundling products at competitive prices, offering
more value-added services and diversification of
business.

b. Price Competition
In recent years, competition within the imaging industry
has become increasingly fierce. The spread of mobile
phones equipped with powerful cameras and movie
recording functions is a potential threat to the camera
industry. Falling average selling prices, defective
products, including CCD problems in digital cameras
which led products recall or unlimited free repairs, and
shortening product life cycles have also affected
profitability, with continuous losses gradually forcing
competitors to cease business. To raise its
competitiveness, the Group has implemented a simple
and straight-forward management structure that will help
it keep abreast of the still-evolving digital imaging
market.

c. Bad weather and serious air pollution
Bad weather and serious air pollution have posed a direct
threat to the sales performance in the photofinishing
industry during the fiscal year, particularly at the retail
level. According to the Hong Kong Observatory, 2005
was hazy and the third wettest year on record. Coupled
with severe air pollution due to rapid urban development
in the Pearl River Delta region, visibility continued to
diminish and the appearance of thicker smog has
discouraged people from taking and developing photos.
Although both the Hong Kong and Guangdong
governments have stated their commitment to improve
air quality and reduce pollution, hazy weather associated
with heavy rain is anticipated to continue to have an
adverse impact on Group revenue in the immediate
future.
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d. BRRBEORE d. Threat of infectious disease outbreaks
BESBEINTHREBFNCRIERE - H Notwithstanding measures taken by the Hong Kong
LBRESETRALKLESE ([SARS)) & SAR Government to prevent the resurgence of Severe
HihERFEHELER  BEBEMERN B Acute Respiratory Syndrome (SARS) and other
FRBRNBE—BHESEB - It 2 infectious diseases, the threat of an avian influenza
BR—fgf - 2EREE - AOBR - ADE outbreak has been present in Hong Kong during the
BEIRRBEMARB G MR B EEE RRERE past two years. Besides, globalisation, global
EhR - EEMN T ERFOEELENE warming, population growth and increased
B —HERZEBENERF SEEET international movement of people and extensive and
BENKEEBR  BTUEMRE- interrelated food chains have increased the risk of

infectious diseases spreading. If a serious epidemic
were to occur, the economic loss to the Group could
be severe and could not be mitigated by the Group.



