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COMPANY PROFILE

Prosten is a premier network and infrastructure application solution provider. The Group also plays an important role in

China’s network infrastructure construction, mission-critical system software, e-commerce enabling solutions and related

IT services. Over the years, it has become an integrated shop for end-to-end solutions.

Prosten offers a wide range of products and services to seamlessly fulfill every customer’s unique requirement. In financial

year 2001, the Company successfully launched kiNETic series of products, services, related solutions and various white

paper on IDC services and application solutions related to consultancy. Our major products and services include:

Business Operating Support System (BOSS)

• kiNETic BillCare

Structure of kiNETic BillCare 3.0
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COMPANY PROFILE

IP Based Messaging applications

• kiNETic Messenger

kiNETic Messenger Architecture

• E-mail

• Wireless Messaging and alerts
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COMPANY PROFILE

E-Commerce Infrastructure Platform

• kiNETic Switcher

Features of kiNETic Switcher
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COMPANY PROFILE

Internet Data Centre (IDC)

• Virtual Private Network (VPN)

• Application Service Provider (ASP)

• Global Server Load Balancing (GSLB)

Network Infrastructure Solutions & Services

• Network architecture

• Implementation of IP, ATM/Frame Relay networks

• Network operation management & consulting

Since being founded in Hong Kong in 1990, Prosten has become a dominant player in its chosen markets and enjoyed a

successful track record in providing large scaled network and application solutions to carrier and enterprise customers.

Prosten Technology Holdings Ltd is listed on the Growth Enterprise Market in Hong Kong. It comprises a team of

professionals from the leading telecommunications, technology, consulting and financial services firms, with technical

expertise, capabilities, and strategic relationships across the Greater China.
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CHAIRMAN’S STATEMENT

“Our vision is to achieve Business Excellence and
Market Excellence through our Members Strength.”

The financial year 2001 witnessed many achievements by our Group. The Group’s effort on upgrading its existing

applications and developing new mission-critical software for carrier-class telecommunications operators has become

fruitful with the introduction of kiNETic series of products. Our Company has realigned the strategy to focus more on

technical competence and financial resources to pursue cautiously for revenue and profit with an emphasis on value

generation and quality fulfilment. In view of our technical and financial capability, we are optimistic about our future.

BUSINESS REVIEW

For the financial year ended 31 March 2001, the Group achieved a turnover HK$186 million and an operating profit

HK$11 million, against a backdrop of keen competition in the broadband data networks market in the PRC. Despite the

drop in both sales and operating profit, the Group managed to improve its gross profit from 31.7% to 37.5%. This is

attributable to the successful launch of the Group’s proprietary software products to the data communication market in

the PRC.

During the financial year under review, the Group’s application software business contributed HK$54 million to our total

revenue, increasing by almost 10 times from HK$5 million in the previous year. It has become a major source of our

revenue and profit, accounting for 29% and 273% respectively of the Group’s turnover and operating profit.

Meanwhile, the Group’s E-commerce infrastructure solutions and related IT consultancy business enjoyed satisfactory

growth. It accounted for 38% of the total turnover and 72% of the total operating profit during the year under review.

The Group’s traditional equipment-related network business, however, experienced a difficult year. Its turnover

decreased by 68% to HK$61 million as compared to HK$194 million of the previous year. While it still contributed about

33% of the Group’s total revenue, it incurred an operating loss of HK$28 million.

Despite the challenges in China’s telecommunications network industry, the Group managed to focus its business in terms

of technology and customers. The Group was able to enter into new technology areas such as IP and wireless data

network projects.

Provision of broadband data networks and Internet backbone solutions

The network solution market for telecommunication networks in the PRC underwent substantial change last year. On

one hand, the emergence of new telecommunication carriers helped expand the business volume of network solution

projects. However, on the other hand, the proliferation of a number of provincial and regional network services

companies led to keener competition, resulting in a squeeze in profit margins for most players in the industry. The Group,

which has so far adopted a cautiously stance in project selection, therefore saw a substantial decline in its business

volume.
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CHAIRMAN’S STATEMENT

Provision of Network Application Software

In a bid to achieve sustainable competitive advantage, the Group has put substantial effort and resources to developing its

own proprietary software products to meet the demand of the growing PRC telecommunication market. We believe that

with network related application software; the Group can differentiate itself from other traditional competitors in the

PRC market. During the financial year, the Group finalized the first stage of the product development process and started

to launch its new software products under its own brand name “kiNETic”. They are kiNETic Messenger, kiNETic Switcher

and kiNETic BillCare. The kiNETic Messenger is a carrier-grade unified messaging engine that gives users global access to

their e-mail, voice-mail, fax, pager and video messages. It can be configured to closely integrate with its e-business

platform kiNETic Switcher, which provides the basic infrastructure for service providers integrating telecommunications

network resources in providing high demand value added service.

kiNETic BillCare is full featured BOSS with IP based billing and customer management system designed specifically for

carrier-class service provider. Since their launch, the Group has received encouraging response from customers and

orders obtained have been satisfactory. The provision of applications software became a major contributor to the

Group’s turnover and operating profit in the year under review.

Provision of network solutions and related IT consultancy services

In the new era of information, customers not only need solution providers to design and deliver solutions and

communication systems, but also need advice on their service strategy which forms an important part of their corporate

strategy and business decision making process. Well prepared for this new role, the Group maintains a strong team of

experienced specialists, who can provide our customers with network solutions for practical strategy and establishing

effective network architectures. Our foresighted team always keeps our customers ahead of their competition.

Continuous Expansion of Customer Base

The Group has a customer base of over 150 customers located in China, including 12 provincial and 3 municipal cities.

The Group is positioned as the complete broadband data network designer for service providers, also known as network

operators segment in PRC. The Group has been able to start new business relationships with China Unicom, China

Mobile, China Telecom and New Service Providers in China. As China’s investment is directed more to the western

China, the Company has successfully entered a contract to provide broadband network solution for major regional

backbone with China Telecom Ningxia Autonomous Region in the west.
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CHAIRMAN’S STATEMENT

In year 2001, the Chinese Government is launching the development initiative for China West region. The Company’s

success in securing the data network backbone contract with China Telecom Ningxia region facilitate the development

and constructing of the high speed communication infrastructure for economic development of the Northwestern part of

China.

Dynamic Business Model

In view of the changing customers’ needs, the Group is flexible and well planned to optimize its resources in building up a

Dynamic Business Model. The Group is driving for an improved strategic position in maximizing its profit with profitable

quality products and viable cost model. The Group expects that major contribution to profit will shift from network

hardware activities to more of network oriented application software solutions as represented by our kiNETic series of

products.
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CHAIRMAN’S STATEMENT

PRODUCT DEVELOPMENT

We are continually looking for new opportunities of providing innovative products and enhanced value-added services to

customers. The Group has set up a development center in Shenzhen to engage in development and enhancement of our

own products. The Group is always seeking for quality software partner for the innovative products.

In December 2000, the Peking University Department of Computer Science/Prosten E-Commerce Co-laboratory has

successfully launched its first product, the SinoFinder (an adaptive search engine designed for PRC websites), an agent

based intelligent Chinese search engine.

Projects with Peking University Department of Computer Science/Prosten

E-Commerce Co-laboratory

PROSPECTS

Worldwide slowdown in the network operator segment will slowly impact the expenditure pattern in China. Chinese

network operators are beginning to explore the enhanced value-added services that can fully utilise the infrastructure

networks. Of the emerging next-generation software-based solutions, we have seen more aggressive rollouts of IP

telephony, interactive voice response, single number service and unified messaging service. The Group will continue to

promote the kiNETic series of products, solution and service in line with the technology pace to meet the business needs

and goals. Streamlining in operating flow is our aims to maintain lowest cost of operation and product development.

With the strong cash position of cash and cash equivalents as at 31 March 2001 of about HK$203 million, the Group will

cautiously set its strategy for organic growth and focus to expand its revenues from its kiNETic series. It will also

consolidate its market position as the key network infrastructure solution provider not only in China but moving gradually

to other parts of Asia in the future.

We are confident that the Business Excellence and Market Excellence through our Members Strength are achievable.
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CHAIRMAN’S STATEMENT

DIVIDEND

The directors do not recommend the payment of a final dividend in respect of the year.

APPRECIATION

On behalf of the Board, I would like to thank the Group management and staff for their loyal services and dedication to

the business vision of the Group. I would also like to express our sincere appreciation to the bankers, suppliers,

customers and shareholders for their continued support to the Group during the year.

Yip Seng Mun

Chairman

Hong Kong, 26 June 2001
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MANAGEMENT’S DISCUSSION AND ANALYSIS

A. OPERATING RESULTS

Revenue and Gross Margin

The Group’s total turnover was down by 10% to HK$186 million as compared to HK$207 million of previous year.

Contributions mainly came from three principal activities, comprised of Application Software HK$54 million (2000:

HK$5 million), E-commerce Solutions and related IT consultancy services HK$71 million (2000: HK$8 million), and

Broadband data networks and Internet backbone solutions HK$61 million (2000: HK$194 million). The three

activities represented 29%, 38% and 33% of the Group’s turnover respectively for the year ended 31 March 2001

(2000: 3%, 4%, 93%).

Notwithstanding the decrease in turnover, the Group managed to increase its overall gross profit to HK$70 million

(2000: HK$65m). Its gross profit margins also improved to 37.5% as compared to 31.7% in the previous year. This

overall improvement in gross profit margin was primarily attributable to the launch of proprietary software

products under our own brand “kiNETic”. However, owing to keen competition and margin pressure on the

network equipment business, the Group’s overall performance was negatively affected.

Profit Attributable to Shareholders

The Group’s profit before interest and tax (EBIT) was HK$11 million in this financial year (2000: HK$35 million),

which was 6% of net sales (2000: 17%). Operating profit decreased to HK$18m after adjusting for the depreciation

and amortization (2000: HK$36 million). EBITDA was 10% of net sales (2000: 17%).

Net profit attributable to shareholders was HK$14 million (2000: HK$32 million), being 7.5% of net sales (2000:

15.6%). During the financial year under review, the Group received a tax refund, and has written back tax provision

that was over-provided in previous year.

The decline in profit was principally due to additional expenditure incurred in business development against the

background of harsh market conditions. In the coming year, the Group will continue its policy to look for high

margin projects, and at the same time minimize operating costs internally by streamlining operation flow and

exercising close budgetary control.

Operating Expenses

Total operating expenses in this year was HK$75 million (2000: HK$31 million). The increase was the result of a

rapid expansion of the Group’s operations, hence leading to an overall increase in the expenditure of staff costs,

depreciation and amortization, rent, traveling and entertainment, and the provision for bad debts.

The increase in staff costs by 100% was principally due to the increase in size of our direct sales force, as well as

related marketing, support and technical team for product development. As demand for good IT professionals was

strong in both the PRC and Hong Kong, salary level for our technical team was boosted up considerably during the

year. The Group believes that the addition of personnel in our senior management including sales, technical and

finance will bring in new pool of experiences for service provider business as well as inspiration in moving our

technology focus to IP.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

With the continuous slow down in Internet Sector, we see a more availability of good IT management resources in

the market. We will pay more attention on recruitment and retention process of the HR function. It will set up a

compensation committee to manage employee benefit and option distribution to enhance our competitiveness at

pursuit for excellence, quality and high inspiration.

Depreciation charge increased substantially to HK$6 million (2000: HK$0.6 million). The increase was the result of

the capital expenditure spent on the setting up of our Internet Data Center (IDC) in Hong Kong, and improvement

of new offices in PRC, particularly in Guangzhou, Shenzhen, Shanghai and Beijing.

With the set up of the IDC, not only it can provide reliable Internet connection at highway-speed bandwidth, but

also it can offer high capacity for real-time voice, data and video transmission in the current technology-driven

market.

The Shenzhen office was mainly set up to centralize the research and development team of the infrastructure

software so as to optimize the use of resources. The new offices in Southern China helped to create market

presence in extending our coverage of customer base. They also served as the human resources and technical

support of our new projects in Southern China such as the e-commerce infrastructure platform project with China

Telecom Fujian in Fuzhou.

The expenditure incurred in our software development was capitalized and deferred in this financial year. This

development cost were amortized, using the straight-line method, over the expected useful life of three years,

commencing from the date when the products were put into commercial production. The R&D costs in this year

also included the expenditure incurred in the Peking University Dept. of Computer Science/Prosten E-Commerce

Co-laboratory. The total R&D costs charged to profit and loss account in this year was HK$1.4 million whereas no

such charge was booked in the previous year. We believe the value generation program in our effort of

productization of kiNETic series software application is the catalyst to lead our next phase growth curve.

Selling and marketing expenses

Selling and marketing expenses in this year were HK$24 million (2000: HK$9 million). These expenses, as a

percentage of net sales, increased to 13% in this year as compared with 4.5% in previous year. This increase was

mainly due to increased staff costs in the direct sales force and technical and marketing personnels for our software

product as aforesaid. Other expenditure such as promotion, traveling, and entertainment also increased for the

initial set up, promotion and exhibition of new products line. The increase also reflected our efforts in certain key

areas such as expansion of customer base & market coverage and introduction of kiNETic series of products in

order to be better positioned to catch growth of emerging market opportunities.

General and administration expenses

General and administration expenses were HK$45 million (2000: HK$22 million). These expenses, as a percentage

of net sales, increased to 24% in this year as compared with 11% in previous year. This increase was primarily

related to the staff costs, rent, depreciation and amortization as mentioned above. It is the Group management’s

top priority to keep the G&A expenses to a minimum level by using close budgetary control, and focus on the

management control on productivity for individual branches by computerized accounting reporting system.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Other operating expenses

Other operating expenses included HK$6 million as the provision for bad and doubtful debts. While no such

provision was made in previous year, the Group adopted a more prudent view this year to make provision for long

outstanding debts.

Capital Expenditure

In addition to the IDC set-up, the Group acquired an intangible asset during the year. With the acquisition of this

asset, the Group can enhance its value-added services in its “kiNETic” product series. An independent professional

valuer has conducted an appraisal on the asset and it is estimated to have a fair market value not lower than the

cost acquired and recorded in the financial statement. This intangible asset acquired has not been put into

commercial production and accordingly, no amortization has been provided in this financial year. The costs will be

amortized over the expected useful life of three years commencing from the date when the products are put into

commercial production in the coming future.

Financial Position

The Group had a healthy liquidity position with a current ratio of 8.3 at the end of 31st March 2001 (2000: 6.4).

The Group has consistently adopted an indent sales model for the equipment sales as in the past. The increase in

the inventory balances of HK$17 million was primarily due to the stocking up of hardware platform for sales orders

received before year end. This inventory was subsequently transferred to customers after year end at market value

not lower than the cost. For the year ended 31st March 2001, the Group has a strong cash position of cash and

cash equivalents of HK$203 million.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Launch of kiNETic series of products in the exhibition recently held in Shanghai

B. BUSINESS DEVELOPMENT

In line with the Group’s focus on its

own brand name products, business

development focused on building up its

sales and marketing team as well as

acquiring new partners to help

promote the kiNETic series of products

and services.

Several key areas of business

development were explored during this

fiscal year. Among these were the Call

Center market, wireless messaging

market and the SE Asia market.

Strategic partnerships were discussed

with major players in all of these

sectors.

Work was started to obtain Ministry of

Information Industry (MII) certification

as a Class 1 services. At the same time,

completion of the 24 hour Technical

Assistance Center (TAC) in Shanghai

was one of the items required to apply

for Cisco’s Silver Partner status. Both

of these certifications enhance the

Group’s status in being a full solutions

provider.
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C. SALES AND MARKETING

ACTIVITIES

Marketing activities were focused on

promotion of the kiNETic family of

products. An official product launch

was carried out in Hong Kong,

Shanghai, Beijng and Guangzhou

respectively. Press attendance was

strong in all cases with good reactions

overall.

Establishment of the Product Marketing

group in Shenzhen delivered both

printed and multimedia sales tools/advertisements as well as direction for product development plans. Product Marketing

was also heavily involved in training the Group’s sales staff to ensure that they could be successful in selling the Prosten

solutions.

D. RESEARCH AND DEVELOPMENT

To ensure that the Group continues to provide its customers with leading edge technology solutions, there

continues to be a significant investment in research and development. Areas of research were targeted towards

personalization of services already provided by the current set of kiNETic products.

For better leverage of the Group’s talents, a Research and Development Center was established in Shenzhen.

Unlike the Group’s geographically distributed research efforts in the past, this centralised research and development

team allows for greater communication between the different development teams leading to new ideas that would

have been much harder to develop otherwise. These ideas lead to enhanced features or better integration of the

kiNETic family of products which in turn delivers a more attractive service package for the customer.



20

MANAGEMENT’S DISCUSSION AND ANALYSIS

E. EMPLOYEE AND REMUNERATION POLICY

At Prosten, people make the difference. Our success depends on a combination of talent, technical expertise, large-

scaled network infrastructure experience and a very unique collaborative culture that enables our professional

teams to provide the best solutions and services for the customer. The Group consistently applies the award and

bonus scheme to the well-performed staff. It also encourages employee to have the relevant technical and

management training locally and overseas. Through participation in several salary surveys, the Group believes that

the employee remuneration packages currently offered are competitive with other companies in the same market

space. The Group is fully compliant with MPF regulations in Hong Kong.

BUSINESS OBJECTIVES AND FUTURE PLANS AND PROSPECTS ACTUAL RESULTS

Broadband data networks and Internet backbone solutions

1. Final testing of Phase II of the Zhe Jiang ATM/FR broadband network project Final acceptance testing

in progress

2. Final testing of the Hainan China Telecom’s project of merging the “163” and “169” Completed

Internet infrastructures

3. Bid for the tender for development of e-commerce site under the “179” project Tender awarded

later known as China Telecom Fujian Information Contact Switching Network from

a provincial PTA under MII

4. Awarded Hainan China Telecom’s 163/169 Internet infrastructure expansion project Commenced
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Applications software development

1. Enhancement of IMS to a BOSS system KiNETic Billcare targeted for Broadband Version 3.0 completed

ISPS and VOLP services work completed

2. Final delivery of IMS 2.2 to Hainan China Telecom Completed

3. Unified Messaging System development and deployment 1st phase completed

and launched

4. KiNETic Billcare 3.0 & 4.0 development and deployment 3.0 completed/4.0

in progress

5. KiNETic Switcher development and deployment 1st phase completed

and launched

6. Comparative search engine (SINOFINDER) development and deployment 1st phase completed

and launched

e-commerce solutions and related IT consultancy services

1. Integration of Billcare with 3.0 Switcher for Fujian 179 project 1st phase completed

2. Feasibility study on the integration of SINOFINDER to Switcher In progress

Broadband ISP

1. HKATV website hosting Completed

2. WT Cyber UM service production launch Completed
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Resources employment and administration

1. Set up additional technical staff team in Shenzhen office for Completed

developing software products.

2. Recruit additional professionals to carry out marketing and sales functions. In progress

3. Organise training programme for the Group’s marketing and technical staff Completed

4. Review and strengthen quality control system to ensure timeliness and Completed

quality of the Group’s customer support services.

5. Formulate performance indicators applicable to the Group’s support services Completed

to make it more responsive to operating costs and quality of servics.

USE OF PROCEEDS

The Company obtained net proceeds, after deducting related expenses, of approximately HK$363 million from the new

issue of shares by way of placing. During the period from 28 March 2000 (date of listing) to 31 March 2001, the Group

has applied the net proceeds as follows:

HK$ million

For expanding broadband data networks and Internet backbone

solution operations in the Greater China region 50.4

For the development of applications software for network operations 54.8

For the development of e-commerce platforms and related applications software for ASP 3.9

For the acquisition of hardware and software for setting up a broadband ISP

in Hong Kong and for related marketing and operational costs 19.9

For advertising and promotional expenses for expanding broadband

data networks solution operations in the Greater China region 2.0

For deployment of human resources, setting up representative offices

in target regions and related administration 2.0
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