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e-KONG Group Limited

Management Discussion and Analysis

FINANCIAL RESULTS

The Group’s turnover for the year increased by 20% to HK$316.7 million compared with HK$263.9

million in 2001. The ZONE telecommunications business continues to be the main revenue

growth driver of the Group.

The gross profit increased by 80% from HK$49.9 million in 2001 to HK$89.8 million. The gross

profit as a percentage of turnover increased from 18.9% for 2001 to 28.3% for 2002 mainly due

to the ZONE business being able to negotiate better pricing with the telecommunications

carriers.

With the increase in turnover, higher gross margins and lower operating costs within the Group,

EBITDA loss improved from HK$218.1 million for 2001 to HK$109.1 million for 2002.

The operating loss for the year was HK$156 million compared with HK$252.8 million for the

previous year. Consolidated net loss attributable to shareholders declined to HK$186.3 million

from HK$681.3 million. Non-recurring losses for the year, including the provision for diminution

in value of investment securities of HK$28 million, were HK$31.1 million compared with HK$427.3

million in 2001.

FINANCIAL RESOURCES, LIQUIDITY AND GEARING RATIO

The Company completed a rights issue of 235,447,100 rights shares of HK$0.01 each at a price

of HK$0.12 per rights share in December 2002 immediately after the Capital Reorganisation as

mentioned below and raised net proceeds of approximately HK$25 million. The net proceeds are

being used as general working capital for the Group’s existing telecommunication business.

The Group relied on its internal resources, including the net proceeds from the rights issue, to

fund its operations during the year.

Bank balances and cash (excluding pledged deposits) were HK$31.1 million as at 31 December

2002 (2001: HK$111.3 million). The Group had pledged deposits amounting to HK$7.7 million as

at 31 December 2002 (2001: HK$7.1 million). The Group had no bank borrowings during the

year.

As at 31 December 2002, the Group’s liabilities under equipment lease financing amounted to

HK$7.4 million (2001: HK$16.3 million).
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e-KONG Group Limited

Management Discussion and Analysis (Cont’d)

As at 31 December 2002, the net assets of the Group amounted to HK$196.4 million (2001:

HK$357.3 million). The Group’s gearing ratio, measured on the basis of total borrowings as a

percentage of net assets, was 3.8% (2001: 4.6%).

FOREIGN EXCHANGE RISKS

Since most of the Group’s assets and liabilities, revenue and payments are denominated in Hong

Kong dollars and United States dollars, the Group considers that there is no significant exposure

to foreign exchange fluctuations so long as the Hong Kong-United States dollar exchange rate

remains pegged.

CONTINGENT LIABILITIES AND COMMITMENTS

As at 31 December 2002, there were no material contingent liabilities and commitments.

CAPITAL REORGANISATION

In November 2002, the Company completed a capital reorganisation exercise implemented by

means of capital reduction, share consolidation, share premium cancellation and share subdivision.

As a result, immediately prior to the rights issue exercise in December 2002, the issued share

capital of the Company was divided into 235,447,100 shares of HK$0.01 each from 4,708,942,008

shares of HK$0.02 each and a total amount of HK$1,288,062,660 arising from the capital reduction

and the share premium cancellation were applied towards the elimination of the Company’s

accumulated losses and the balance thereof credited to the contributed surplus account of the

Company. In addition, each board lot of shares in the Company was changed from 4,000 shares of

HK$0.02 each to 10,000 shares of HK$0.01 each after the capital reorganisation.

EMPLOYEE REMUNERATION POLICY

As at 31 December 2002, the Group had 214 employees (2001: 226 employees) in Hong Kong

and overseas.

The Group’s remuneration policies are in line with local market practices where the Group

operates and are formulated on the basis of the performance and experience of individual

employee. In addition to salary payment, the Group also offers to its employees other fringe

benefits including provident fund and medical benefits.


