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If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, please check the
following box and list the Securities Act registration statement number of the earlier effective registration statement for the same offering. o

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the
Securities Act registration statement number of the earlier effective registration statement for the same offering. o

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following box and list the
Securities Act registration statement number of the earlier effective registration statement for the same offering. o

If delivery of the prospectus is expected to be made pursuant to Rule 434, please check the following box. o

CALCULATION OF REGISTRATION FEE

Proposed Maximum

Title of Each Class of Aggregate Offering Amount of
Securities to be Registered Price® Registration Fee
Ordinary shares par value $0.0000005 per share® $138,000,000 $17,485@

(1) Estimated solely for the purpose of determining the amount of the registration fee in accordance with Rule 457(o0) under the Securities Act
of 1933, as amended.

(2) Includes shares initially offered and sold outside the United States that may be resold from time to time in the United States, including
shares that may be purchased by the underwriters pursuant to over-allotment options. The shares are not being registered for the purpose of
sales outside the United States.

(3) American Depositary Shares issuable upon deposit of the ordinary shares registered hereby will be registered under a separate registration
statement on Form F-6. Each American depositary share represents 40 ordinary shares.

(4) $12,670 of the registration fee was paid with the registration statement publicly filed with the Commission on June 4, 2004, and an
additional $4,815 was paid with amendment No. 1 publicly filed with the Commission on June 17, 2004.

The registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its effective date until
the Registrant shall file a further amendment which specifically states that this Registration Statement shall thereafter become effective
in accordance with Section 8(a) of the Securities Act of 1933 or until the Registration Statement shall become effective on such date as
the Commission, acting pursuant to said Section 8(a), may determine.
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The information in this preliminary prospectus is not complete and may be changed. We may not sell these securities until the registration
statement filed with the Securities and Exchange Commission is effective. This preliminary prospectus is not an offer to sell these securities
and we are not soliciting offers to buy these securities in any jurisdiction where the offer or sale is not permitted.

PRELIMINARY PROSPECTUS Subject to Completion July 6, 2004

10,000,000 American Depositary Shares

KongZhong Corporation

Representing 400,000,000 Ordinary Shares

This is our initial public offering of American Depositary Shares, or ADSs. Each ADS represents 40 of our ordinary shares. We are selling
8,000,000 ADSs, representing 320,000,000 ordinary shares, and our selling shareholders are selling 2,000,000 ADSs, representing
80,000,000 ordinary shares. No public market currently exists for our ADSs or ordinary shares. The initial offering price of our ADSs is
expected to be between $10 and $12 per ADS.

The ADSs have been approved to be included for quotation on the Nasdaq National Market under the symbol KONG.
Before buying any ADSs, you should read the discussion of material risks of investing in our ADSs in Risk factors beginning on page 13.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

Per ADS Total
Initial public offering price $ $
Underwriting discounts and commissions $ $
Proceeds, before expenses, to us $ $
Proceeds, before expenses, to the selling shareholders $ $

The underwriters may also purchase up to 1,500,000 ADSs from us at the public offering price, less underwriting discounts and commissions,
within 30 days from the date of this prospectus. The underwriters may exercise this option only to cover over-allotments, if any. We will not
receive any proceeds from the sale of ADSs by the selling shareholders.

At our request, the underwriters have reserved at the initial public offering price up to 5% of the ADSs for sale to certain of our business
associates, friends and family of employees and directors of our company, and other persons associated with us who have expressed an interest
in purchasing our ADSs in this offering.

The underwriters are offering the ADSs as set forth under Underwriting. Delivery of the ADSs will be made on or about ,
2004.

UBS Investment Bank
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You should only rely on the information contained in this prospectus. We have not authorized anyone to provide you with information different
from that contained in this prospectus. We are offering to sell, and seeking offers to buy, ADSs only in jurisdictions where offers and sales are
permitted. The information contained in this prospectus is accurate only as of the date of this prospectus, regardless of the time of delivery of
this prospectus or of any sale of ADSs.
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Prospectus summary

This summary highlights information contained elsewhere in this prospectus. You should read the entire prospectus carefully. Unless the context
otherwise requires, information contained in this prospectus assumes that the underwriters will not exercise their option to purchase additional

ADSs in this offering. All references to KongZhong, we, us, or our include KongZhong Corporation and its subsidiary and operating companie
as a combined entity. All references to and statements regarding China, the People s Republic of China, or the PRC, in this prospectus do not

apply to Hong Kong, Macau and Taiwan. All references to  RMB or Renminbi are to the legal currency of China and all references to US dollars
and $ are to the legal currency of the United States.

OUR BUSINESS

We are the leading provider of advanced second generation, or 2.5G, wireless interactive entertainment, media and community services, in terms
of revenue, to customers of China Mobile Communications Corporation, or China Mobile, which has the largest mobile subscriber base in the
world. China Mobile ranked KongZhong as the number one wireless value-added service provider on its network in terms of revenue for 2.5G
wireless value-added services in 2003 and the first quarter of 2004. In addition, we have recently begun to provide wireless value-added services
on the networks of China United Telecommunications Corporation, or China Unicom, China Telecommunications Corporation, or China
Telecom, and China Network Communications Group Corporation, or China Netcom. Each of China Mobile, China Unicom, China Telecom
and China Netcom is a state-owned enterprise, the majority of the equity interest of which is owned by the People s Republic of China. We are
headquartered in Beijing and provide our services throughout China.

We primarily deliver our services through the 2.5G wireless standard. The higher transmission capacity of 2.5G allows users to access higher
quality graphics and richer content and interactivity, in comparison with the second generation, or 2G, wireless standard, which has slightly
lower service fees and may be accessed through less expensive mobile handsets. We deliver our 2.5G services through wireless access protocol,
or WAP, multimedia messaging services, or MMS, and Java™ technology platforms. We also offer a range of data and voice services based on
the 2G wireless standard through short messaging services, or SMS, interactive voice response, or IVR, and color ring back tones, or CRBT,
technology platforms.

We deliver a broad range of services, through multiple technology platforms, which users can access directly from their mobile phones by
choosing an icon embedded in select models of handsets, or from a mobile operator s portal or web site. Our services are organized in three major
categories, consisting of:

() Interactive entertainment. Our interactive entertainment services include mobile games, pictures, karaoke, electronic books and mobile
phone personalization features, such as ringtones, wallpaper, clocks and calendars.

() Media. Our media services provide content such as domestic and international news, entertainment, sports, fashion, lifestyle and other
special interest areas.

(¢ Community. Our community services include interactive chat, message boards, photo albums, dating and networking.

Our focus on establishing a leadership position in the rapidly growing advanced wireless value-added services market in China and our ability to
cultivate cooperation arrangements with the mobile operators, mobile handset manufacturers and distributors, content providers and other
business partners to produce, promote and market our services in the Chinese market have resulted in rapid growth of our financial and operating
performance. Through these cooperation arrangements, we provide or promote our services and obtain content, and pay service fees to these
mobile operators,
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mobile handset manufacturers, mobile handset distributors, content providers and other partners, where relevant.
Since commencing operations in May 2002, we have:

() Grown our revenues and net income to $7.8 million and $2.4 million, respectively, in 2003;
() Grown our revenues and net income to $7.1 million and $3.1 million, respectively, in the first quarter of 2004;
(d Grown our gross revenues and net income by 86% and 101%, respectively, in the first quarter of 2004 over the previous quarter;

() Maintained our focus on 2.5G services, with 2.5G services contributing approximately 73% of our gross revenues in the first quarter of
2004; and

(@ Increased our number of registered users to 9.4 million, of which 5.8 million users were classified as active users during the first quarter of
2004.
INDUSTRY OVERVIEW

The wireless value-added services market, which provides services that allow mobile phone users to receive and transmit text, images and other
forms of digital data or voice content via their mobile handsets, represents a new and fast-growing sector within China s rapidly evolving
telecommunications industry. Analysys Consulting Ltd., or Analysys, estimates that total wireless value-added services revenue in China rose
from $211.5 million in 2002 to $452.5 million in 2003 and is expected to grow to $800.4 million in 2004. Chinese consumers have been quick to
adopt and use new wireless value-added services as a means of communication, as well as a source of information and entertainment, partly due
to the proliferation of mobile phones as a more accessible alternative to both fixed-line phone services and personal computer-based Internet
services in China.

The evolution of the market for mobile services in China has thus far closely followed the industry development experienced in Japan and
Korea, where mobile operators have provided platforms for third party service providers to offer services to customers of the mobile operator.

China Mobile launched its Monternet™ platform for wireless value-added services in November 2000 and China Unicom launched its
Uni-Info™ platform in May 2001, using a business model similar to the model used in Japan and Korea. Key characteristics of China s wireless
value-added services market include the rapid expansion of China s mobile telecommunications industry, increasing user receptivity, the
availability of more advanced handsets in the Chinese market and support from mobile operators.

The wireless value-added services market in China is evolving as mobile telecommunications technology becomes more advanced. China
Mobile began operating its 2.5G network in May 2002 and China Unicom began operating its 2.5G network in November 2002. Gartner
Dataquest estimates that 48% and 60% of the mobile handsets sold in China in 2004 and 2005, respectively, will be General Packet Radio
Services, or GPRS, handsets with 2.5G capability. Analysys estimates that the market for WAP services will increase to $97.9 million in 2004
from $25.7 million in 2003, representing an increase of 280%, and MMS services will increase to $82.8 million in 2004 from $27.8 million in
2003, representing an increase of 198%.

OUR STRENGTHS AND CHALLENGES

We are an early entrant in China s 2.5G wireless value-added services market. Since our establishment, we have moved quickly to identify
market trends, develop technologically advanced services and capture market share, with particular focus on the rapidly growing market for
2.5G services. As a
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result, we believe that we are well-positioned to capture the growth opportunities in China s wireless value-added services market. We have
developed the following principal strengths:

Established market position with a well-recognized brand name in wireless interactive entertainment, media and community services;
Strategic relationships with China s largest mobile operator and key content and distribution partners, including handset manufacturers;
Leadership in understanding and addressing customer needs by offering a diversified portfolio of innovative services;

Product development team devoted to enhancing current and developing new services; and

Experienced management team.

Q Q9 Qv Qv Q9

Our ability to realize our business objectives and execute our strategies is subject to risks and uncertainties, including the following:

(@ Our dependence on China Mobile for substantially all of our revenue and our dependence on its billing system;
(@ Our limited operating history and dependence on our key personnel;

(@ The possibility that the PRC government could determine that the agreements that establish our operating structure do not comply with PRC
government restrictions on foreign investment in the value-added telecommunications industry;

The intense competition that we face in the wireless value-added services market due to low barriers to entry;
The rapidly evolving wireless value-added industry, which makes predicting future consumer acceptance and demand difficult;
Investors may not be able to exercise their right to vote the ordinary shares underlying our ADSs;

Cayman Islands law may provide shareholders with fewer rights than they would be afforded under the United States law; and

Q Q9 Qv Qv Q9

The uncertain legal and regulatory environment in China, which could limit the legal protections available to foreign investors.

Users can purchase our value-added services on a per-use basis and, in most cases, on a subscription basis. We provide our services mainly
pursuant to our cooperation arrangements with the mobile operators, the terms of which are generally for one year or less. We do not directly bill
our users, and depend on the billing systems and records of the mobile operators to bill and collect all fees. We generally do not have the ability
to independently verify the accuracy of the billing systems of the mobile operators. As mobile operators do not provide us detailed revenue
breakdown on a service-by-service basis, we depend on our internal database system to monitor revenue derived from each of our services. We
make our business decisions based on our internal data, taking into account other factors including strategic considerations.

We initially ascertain the value of our services provided based on delivery confirmations sent to us by the networks of the mobile operators
within 72 hours of delivery, but record revenues based solely on the monthly statements provided to us by the mobile operators. There has
historically been a discrepancy, of approximately 10% in both 2003 and the first quarter of 2004, between the value we calculate based on
delivery confirmations and the value that we are entitled to receive based on the monthly statements provided by the mobile operators. From
time to time, for purposes of reporting our quarterly results to the market, we may need to estimate a portion of our reported revenue for the

10
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services provided in the event that we have not received monthly statements from the mobile operators by the time we report our earnings for a
particular period.
OUR STRATEGIES

Our strategic objective is to build the leading brand and be the leading provider of wireless interactive entertainment, media and community
services to mobile phone users among all mobile operators in China. We intend to undertake strategic initiatives focused on expanding our
market presence, diversifying our range of service offerings and sustaining and enhancing our profitability and market position. In particular, we
intend to:

(@ Further promote and develop the KongZhong brand;

() Capture market opportunities to strengthen and diversify our business and revenue streams;
(@ Continue to develop and expand the scope of strategic relationships with key industry players;
@

Continue to develop and diversify our portfolio of service offerings to attract new customers and to increase usage among our existing
customers;

(d Enhance our profitability by optimizing our product mix and focusing on the development and marketing of advanced wireless value-added
services; and

(@ Selectively acquire businesses that enhance our service portfolio, proprietary content, distribution channels and technology.
CORPORATE STRUCTURE

We were incorporated in May 2002 under the laws of the Cayman Islands. We conduct our business in China solely through our wholly-owned
subsidiary, KongZhong Beijing. In order to meet domestic ownership requirements under PRC law, which restrict us and KongZhong Beijing, as
foreign or foreign-invested companies, from operating in certain value-added telecommunications and Internet services, we have established
Beijing Airlnbox in China, which is wholly-owned by PRC citizens. In addition, we have recently established Beijing Boya Wuji in China,
which is also wholly-owned by PRC citizens. We do not have any equity interest in Beijing AirInbox or Beijing Boya Wuji, but instead enjoy
the economic benefits of these companies through a series of contractual arrangements which we and KongZhong Beijing have entered into with
these companies and their respective shareholders. These contractual arrangements include agreements on provision of loans, provision of
services, license of intellectual property, and certain corporate governance and shareholder rights matters.

11
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The chart below sets forth our corporate and share ownership structure as of the date of this prospectus, after giving effect to this offering, and
assuming that (i) all of our preferred shares are converted into ordinary shares and (ii) the underwriters do not exercise their over-allotment
options.

PRINCIPAL EXECUTIVE OFFICES

Our principal executive office is currently located at 8/F, Tower A, Yuetan Building, No. 2 Yuetan North Street, Beijing, China 100045, and will
be moved to 33/F, Tengda Building, No. 168, Xiwai Avenue, Haidian District, Beijing, China, 100044 in August 2004. Our telephone number is
(8610) 6808-1818. Our web site address is http://www.kongzhong.com. Information contained on our web site does not constitute a part of this
prospectus. Our agent for service of process is CT Corporation System at 111 Eighth Avenue, New York, New York 10011.

12
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THE OFFERING

Unless otherwise indicated, information in this prospectus assumes that the underwriters will not exercise the over-allotment option to purchase
additional American Depositary Shares, or ADSs. See  Underwriting.

The Offering 10,000,000 ADSs, representing 400,000,000 ordinary shares.

ADSs Each ADS represents 40 ordinary shares that will be held by Citibank, N.A., as depositary.
At the request of our investors or their representatives, the ADSs will be evidenced by
American Depositary Receipts, or ADRs. As an ADR holder, you will not be treated as one
of our shareholders. You will have rights as provided in the deposit agreement. Under the
deposit agreement, you may instruct the depositary to vote the shares underlying the
ADREs. The depositary will pay you the cash dividends or other distributions it receives on
shares after deducting fees and expenses. You must pay a fee for each issuance or
cancellation of an ADS, distribution of securities by the depositary or any other depositary
service. You may turn in your ADRs at the depositary s office and, after payment of some
fees and expenses, the depositary will deliver the deliverable shares underlying your ADSs
to you. To better understand the terms of the ADSs, you should carefully read the section
in this prospectus entitled Description of American depositary shares. We also encourage
you to read the deposit agreement, which is an exhibit to the registration statement that
includes this prospectus.

Ordinary Shares Shares in our registered capital, par value of $0.0000005 per share.

Over-allotment Option To the extent that the underwriters sell more than 10,000,000 ADSs, they have the option
to purchase up to an additional 1,500,000 ADSs from us at the initial public offering price
less underwriting discounts and commissions.

Price per ADS in the Offering We currently estimate that the initial public offering price per ADS will be between $10
and $12. The initial public offering price per ADS is payable in U.S. dollars.

Use of Proceeds Our net proceeds from this offering are expected to be approximately $80 million
(assuming an initial public offering price of $11, the mid-point of the range shown on the
front cover page). We anticipate using these net proceeds for acquisitions or investments in
businesses that we believe are complementary to our existing business, product
development, sales and marketing and general

13
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corporate purposes. See Use of proceeds. We will not receive any proceeds from the sale of ADSs by the selling shareholders.

Directed Share Program At our request, the underwriters have reserved at the initial public offering price up to 5%
of the ADSs for sale to certain of our business associates, friends and family of our
employees and directors and other persons associated with us who have expressed an
interest in purchasing our ADSs in this offering.

Risk Factors See Risk factors and other information included in this prospectus for a discussion of
factors you should carefully consider before deciding to invest in our ADSs.

ADSs Offered by Us 8,000,000 ADSs

ADSs Offered by Our Selling Shareholders 2,000,000 ADSs

Ordinary Shares Outstanding After the Offering 1,370,000,000 ordinary shares.
ADS Equivalents Outstanding After the Offering 34,250,000 ADSs

Listing We have received approval to have our ADSs included for quotation on the Nasdaq
National Market.

Proposed Nasdaq Symbol for Our ADSs KONG
CONVENTIONS

The information in this prospectus gives effect to the automatic conversion of all of our outstanding Series A convertible preferred shares, or
Series A preferred shares, and Series B redeemable convertible preferred shares, or Series B preferred shares, into an aggregate of 581,000,000
ordinary shares, which conversion will occur concurrently with the consummation of this offering. In addition, unless specifically indicated
otherwise or unless the context otherwise requires, the information in this prospectus gives effect to the 20-for-1 share split of our ordinary
shares as effected on March 18, 2004.

The number of ordinary shares outstanding after this offering is based on the number of shares outstanding as of March 31, 2004 and does not

include: (i) 86,120,000 ordinary shares subject to options outstanding, of which 18,045,000 were exercisable, as of March 31, 2004 and

(i1) 18,880,000 additional ordinary shares that are reserved for issuance under our 2002 Equity Incentive Plan, or the 2002 Plan. See
Management Stock options.

Unless otherwise noted, all translations from RMB to U.S. dollars and from U.S. dollars to RMB were made at the noon buying rate in the City
of New York for cable transfers in RMB per U.S. dollar as certified for customs purposes by the Federal Reserve Bank of New York on
March 31, 2004, which was RMB8.2770 = $1.00.

We make no representation that the RMB or U.S. dollar amounts referred to herein could have been or could be converted to U.S. dollars or
RMB, as the case may be, at any particular rate.

14
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Summary consolidated financial and operating data

The following summary consolidated financial data should be read in conjunction with our audited consolidated financial statements, the notes
thereto and Management s discussion and analysis of financial condition and results of operations included elsewhere in this prospectus. We
commenced operations in May 2002. The summary consolidated statements of operations data for the period from May 6, 2002 to December 31,
2002, for the year ended December 31, 2003 and the three months ended March 31, 2004, and the summary consolidated balance sheet data as of
December 31, 2002 and 2003 and March 31, 2004 set forth below are derived from our audited consolidated financial statements included
elsewhere in this prospectus. Our audited consolidated financial statements have been prepared and presented in accordance with generally
accepted accounting principles in the United States, or U.S. GAAP, and audited by Deloitte Touche Tohmatsu. Due to the relatively new and
rapidly evolving nature of the wireless value-added services industry in China, the short history of our company and other factors affecting our
business as described under Risk factors, our results of operations in any period are not necessarily indicative of the results that may be expected
for any future period.

15
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For the
period from
May 6, 2002 to

December 31, 2002

For the
year ended

December 31, 2003

For the
three months
ended

March 31, 2003

For the
three months
ended

March 31, 2004

Gross revenues
Cost of revenues

Gross profit

Operating expenses:
Product development
Sales and marketing
General and administrative
Amortization of deferred stock
compensation

Total operating expenses

Income (loss) from operations
Other expenses
Interest income, net

Net income (loss) before income
taxes
Income tax expense

Net income (loss)

Net income (loss) per share:
Basic

Diluted

Shares used in calculating net
income (loss) per share:
Basic

Diluted

Pro forma net income (loss) per
share (unaudited)
Basic

Diluted

Shares used in calculating pro forma
net income (loss) per share
Basic

Diluted

$ 200.3
(84.3)

116.0

164.2
128.9
317.3

610.4

(494.4)

0.5

(493.9)

$ (493.9)

&+
o
=
=

$ 0.00

$ 0.00(1)

415,547,794

415,547,794(1)

$ 0.00

$ 0.00(1)

622,124,999

622,124,999(1)

$ 7,806.7

(2,284.0)

5,522.7

1,369.5
841.4
882.7

220

3,115.6

2,407.1

1.0

2,408.1

$ 2,408.1

$ 0.00

469,000,000

1,094,824,434

$ 0.00

$ 0.00

1,050,000,000

1,094,824,434

(in thousands of U.S. dollars, except share and per share data)

$ 703.0
(146.5)

556.5

176.2
140.7
142.4

459.3

972

0.1)

$ 0.00

469,000,000

1,090,364,373

$ 0.00

$ 0.00

1,050,000,000

1,090,364,373

$ 7,147.6
(2,239.0)

4,908.6

716.5
294.1
675.7

80.8

1,767.1

3,141.5
0.7)
1.3

3,142.1

$ 3,142.1

»
©
=
=

$ 0.00

469,000,000

1,098,206,555

$ 0.00

$ 0.00

1,050,000,000

1,098,206,555

16



Edgar Filing: KONGZHONG CORP - Form F-1/A

I
Pro forma net income (loss) per ADS
equivalent
Basic $ (0.03) $ 0.09
I L]
Diluted $ (0.03) $ 0.09
I L]

0.12

0.11

(1) Anti-dilutive preferred shares and options were excluded from the weighted average ordinary shares outstanding for the diluted per share

calculation. For 2002, basic loss per share did not differ from diluted loss per share.

17
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As of
December 31, December 31, March 31, March 31,
Consolidated balance sheet data 2002 2003 2004 2004
Pro forma
(in thousands of U.S. dollars) (unaudited) (unaudited)®

Cash and cash equivalents $2,646.2 $3,742.6 $ 5,736.2 $ 5,736.2
Accounts receivable $ 1323 $1,703.9 $ 3,268.8 $ 3,268.8
Property and equipment, net $ 251.0 $ 8485 $ 1,104.2 $ 1,104.2
Total assets $3,101.3 $6,567.5 $10,518.1 $10,518.1
Total current liabilities $ 750 $1,047.3 $ 1,654.4 $ 1,6544

Series B redeemable convertible preferred shares $2,970.0 $2,970.0 $ 2,970.0 $
Total shareholders equity $ 563 $2,550.1 $ 5,772.9 $ 8,742.9
Total liabilities and shareholders equity $3,101.3 $6,567.5 $10,518.1 $10,518.1

(1) The unaudited pro forma balance sheet information as of March 31, 2004 assumes the conversion upon completion of the initial public
offering of all shares of convertible preferred shares outstanding as of March 31, 2004 into ordinary shares.

For the For the
period from For the three months
May 6, 2002 to year ended ended
Operating data December 31, 2002 December 31, 2003 March 31, 2004

(in thousands)

2.5GM
Subscriptions® 351.6 9,021.3 5,508.0
Downloads® 2,722.1 2,334.2
2G®
Subscriptions® 50.0 1,925.4 2,194.2
Downloads® 800.0 6,127.4 1,634.6
Total
Subscriptions® 401.6 10,946.7 7,702.3
Downloads® 800.0 8,849.5 3,968.8

(1) Includes WAP, MMS and Java™. We began to provide WAP, MMS and Java™ services on a paid basis in September 2002, April 2003
and November 2003, respectively.

(2) Total number of paid monthly subscriptions in the relevant period.
(3) Total number of paid downloads in the relevant period, excluding downloads made pursuant to subscriptions.

(4) Includes SMS, IVR and CRBT. We began to provide SMS, IVR and CRBT services on a paid basis in July 2002, December 2003 and
October 2003, respectively.

10
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Summary unaudited consolidated quarterly financial and operating data

The following summary unaudited consolidated quarterly financial data should be read in conjunction with our audited consolidated financial
statements, the notes thereto and Management s discussion and analysis of financial condition and results of operations included elsewhere in this
prospectus. The summary unaudited consolidated quarterly financial data for each of the periods presented below were derived from our
management financial information, which was prepared on substantially the same basis as our audited consolidated financial statements and

includes all adjustments that we consider necessary for a fair presentation of our financial position and operating results for the periods

presented. Due to the relatively new and rapidly evolving nature of the wireless value-added services industry in China, the short history of our
company and other factors affecting our business as described under Risk factors, our results of operations in any period are not necessarily
indicative of the results that may be expected for any future periods.

For the three months ended

June 30, September 30, December 31, March 31, June 30, September 30, December 31, March 31,

Consolidated statements of 2002 2002 2003 2003 2003 2003 2004

operations data

(in thousands of U.S. dollars)

Gross revenues $ $ 432 $ 157.1 $ 703.0 $1,226.4 $2,030.8 $ 3,846.5 $ 7,147.6
Cost of revenues (18.2) (66.1) (146.5) (330.7) (651.1) (1,155.7) (2,239.0)
Gross profit 25.0 91.0 556.5 895.7 1,379.7 2,690.8 4,908.6

Operating expenses:

Product development (27.6) (37.1) (99.5) (176.2) (271.3) (390.2) (531.8) (716.5)

Sales and marketing (7.1) (15.0) (106.8) (140.7) (212.6) (203.7) (284.4) (294.1)

General and administrative (44.6) (70.2) (202.5) (142.4) (175.0) (262.7) (302.6) (675.7)

Amortization of deferred

stock compensation (8.8) (13.2) (80.8)
Total operating expenses (79.3) (122.3) (408.8) (459.3) (658.9) (865.4) (1,132.0) (1,767.1)
Income (loss) from operations (79.3) (97.3) (317.8) 97.2 236.8 514.3 1,558.8 3,141.5
Other expenses 0.7)
Interest income, net 0.2 0.3 (0.1) 0.3) 0.7 0.7 1.3

Net income (loss) before income
taxes (79.1) (97.3) (317.5) 97.1 236.5 515.0 1,559.5 3,142.1
Income tax expense

Net income (loss) $(79.1) $ (97.3) $(317.5) $ 971 $ 2365 $ 515.0 $ 1,559.5 $ 3,142.1

For the three months ended

June 30, September 30, December 31, March31, June 30, September 30, December 31, March 31,

Other consolidated financial data 20020 2002 2002 2003 2003 2003 2003 2004
Gross margin 57.9% 57.9% 79.2% 73.0% 67.9% 70.0% 68.7%
Net margin (225.2)% (202.1)% 13.8% 19.3% 25.4% 40.6% 44.0%
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For the three months ended

March 31, 2003 June 30, 2003
Percentage Percentage

of total of total
Other consolidated financial data Amount revenue Amount revenue
2.5G® $346.0 49% $ 9149 75%
Subscriptions $346.0 49% $ 848.8 69%
Downloads $ 0 0% $ 66.1 5%
2G®) $357.0 51% $ 3115 25%
Subscriptions $171.3 24% $ 253.0 21%
Downloads $185.7 26% $ 585 5%
Total Revenue $703.0 100% $1,226.4 100%
Subscriptions $517.3 74% $1,101.8 90%
Downloads $185.7 26% $ 1246 10%

[Additional columns below]

[Continued from above table, first column(s) repeated]

For the three months ended

September 30, 2003 December 31, 2003 March 31, 2004
Percentage Percentage Percentage

of total of total of total

Other consolidated financial data Amount revenue Amount revenue Amount revenue
2.5G@ $1,604.6 79% $3,090.5 80% $5,244.4 73%
Subscriptions $1,484.8 73% $2,651.2 69% $4,806.6 67%
Downloads $ 119.8 6% $ 4393 11% $ 4378 6%
2G®) $ 4262 21% $ 756.0 20% $1,903.2 27%
Subscriptions $ 349.9 17% $ 675.0 18% $1,824.8 26%
Downloads $ 763 4% $ 81.0 2% $ 784 1%
Total Revenue $2,030.8 100% $3,846.5 100% $7,147.6 100%
Subscriptions $1,834.7 90% $3,326.2 86% $6,631.4 93%
Downloads $ 196.1 10% $ 5203 14% $ 516.2 7%

For the three months ended

June 30, September 30, December 31, March 31, June 30, September 30, December 31, March 31,
Operating data 2002M 2002 2002 2003 2003 2003 2003 2004

(in thousands)

2.5G®
Subscriptions® 40.0 311.6 1,042.2 1,674.5 2,594.5 3,710.2 5,508.0
Downloads® 276.3 674.0 1,771.7 2,334.2
2G5
Subscriptions® 50.0 253.0 303.7 402.5 966.2 2,194.2
Downloads®) 100.0 700.0 2,068.5 826.6 1,805.1 1,427.2 1,634.6
Total
Subscriptions® 40.0 361.6 1,295.2 1,978.2 2,997.0 4,676.4 7,702.3
Downloads® 100.0 700.0 2,068.5 1,103.0 2,479.1 3,198.9 3,968.8

(1)  We commenced operations in May 2002.

(2) Includes WAP, MMS and Java™. We began to provide WAP, MMS and Java™ services on a paid basis in September 2002, April 2003
and November 2003, respectively.
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Total number of paid monthly subscriptions in the relevant period.
Total number of paid downloads in the relevant period, excluding downloads made pursuant to subscriptions.

Includes SMS, IVR and CRBT. We began to provide SMS, IVR and CRBT services on a paid basis in July 2002, December 2003 and
October 2003, respectively.
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Risk factors

You should carefully consider each of the risks described below and all of the other information in this prospectus before deciding to invest in
our ADSs. If any of the following risks actually occur, our business, financial condition or results of operations could be harmed. In such an
event, the trading price of our ADSs could decline and you might lose all or part of your investment.

RISKS RELATING TO OUR BUSINESS

We depend on China Mobile for substantially all of our revenue, and any loss or deterioration of our relationship with China Mobile
may result in severe disruptions to our business operations and the loss of substantially all of our revenues.

We derive substantially all of our revenues from the provision of wireless value-added services. We rely on the networks and gateways of China
Mobile Communications Corporation, or China Mobile, which has the largest mobile subscriber base in the world, to deliver our services. For
each of the two years ended December 31, 2002 and 2003, we derived substantially all of our revenues from our cooperation arrangements with
China Mobile.

Through Beijing Airlnbox Information Technologies Co., Ltd., or Beijing AirInbox, we have entered into a series of cooperation agreements
with China Mobile and a number of its provincial subsidiaries to provide wireless value-added services through China Mobile s networks.
Pursuant to our agreements with China Mobile and its provincial subsidiaries, these mobile operators bill and collect fees from mobile phone
users for the wireless value-added services we provide.

Our agreements with China Mobile or its subsidiaries are generally for terms of one year or less and approximately 40% of them do not have
automatic renewal provisions. We usually renew these agreements or enter into new ones when the prior agreements expire, but on occasion the
renewal or new contract can be delayed by periods of one month or more.

If China Mobile ceases to continue to cooperate with us, it will be difficult to find replacement operators with the requisite licenses and permits
and comparable infrastructure and customer base to offer our existing wireless value-added services business. In addition, our existing customer
base consists almost entirely of subscribers to China Mobile s mobile telephone services. It is unlikely that such customers would continue to use
our services if they are not available through China Mobile.

Due to our reliance on China Mobile for our wireless value-added services, any loss or deterioration of our relationship with China Mobile may
result in severe disruptions to our business operations, the loss of substantially all of our revenue and a material adverse effect on our financial
condition and results of operations.

The termination or alteration of our cooperation agreements with China Mobile and its subsidiaries would materially and adversely
impact our business operations and financial conditions.

Our negotiating leverage with China Mobile is limited given its leading market position. Our revenue and profitability could be materially
adversely affected if China Mobile decides to change its transmission fees or its service fees. In addition, China Mobile or its subsidiaries could
impose monetary penalties upon us or even terminate cooperation with us under the cooperation agreements with us, for a variety of reasons,
such as the following:

() if we fail to achieve the performance standards established by the applicable operator from time to time,
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Risk factors

() if we breach certain provisions under the agreements, which include, in many cases, the obligation not to deliver content that violates the
operator s policies and applicable law, or

() if the operator receives a high level of customer complaints about our services.

Due to our dependence on our relationship with China Mobile and its subsidiaries, any termination or material alteration of our cooperation
agreements with China Mobile and its subsidiaries would materially and adversely impact our business operations and financial conditions.

Significant changes in policies or guidelines of China Mobile with respect to services provided by us may result in lower revenue or
additional costs for us and materially adversely affect our financial condition or results of operations.

China Mobile may from time to time issue policies or guidelines, requesting or stating its preference for certain actions to be taken by all
wireless value-added service providers using its networks. Due to our reliance on China Mobile, a significant change in its policies or guidelines
may have a material effect on us. For example, in an effort to improve customer satisfaction, China Mobile recently revised its billing policies to
request all wireless value-added service providers to confirm the subscription status of those users who have not been active in the past three
months. Such change in policies or guidelines may result in lower revenues or additional operating costs for us, and we cannot assure you that
our financial condition and results of operation will not be materially adversely affected by any policy or guideline change by China Mobile in
the future.

Our dependence on the substance and timing of the billing systems of China Mobile and its subsidiaries may require us to estimate
portions of our reported revenue for wireless value-added services. As a result, subsequent adjustments may have to be made to our
wireless value-added services revenue in our financial statements.

As we do not bill our wireless value-added services users directly, we depend on the billing systems and records of the mobile operators,
including China Mobile and its subsidiaries, to record the volume of our wireless value-added services provided, charge our users, collect
payments and remit to us our portion of the fees. We generally do not have the ability to independently verify or challenge the accuracy of the
billing systems of the mobile operators.

We internally tabulate the value of a wireless value-added service provided based on delivery confirmations sent to us by the networks of the
mobile operators with respect to each delivery of our services to a user within 72 hours of delivery and record revenues based solely on the
monthly statements provided to us by the mobile operators. Generally, within 30 days after the end of each month, statements from the mobile
operators confirming the value of our services they billed to users in the month will be delivered to us, and within 30 days after that the mobile
operators will pay us for the services, net of their service and transmission fees. However, on occasion such statements for particular operators
may be delayed by up to 90 days or more. There has historically been a discrepancy, of approximately 10% in both 2003 and the first quarter of
2004, between the value that we internally tabulate based upon delivery confirmations and the value that we are entitled to receive based on the
monthly statements provided by the mobile operators. This discrepancy arises for various reasons, including late notification of delinquent
customers, our customer database being out of synchronization with those of mobile operators, duplicate billing and delivery failure. In future
periods, we may release our unaudited quarterly financial statements to the market. Due to our past experience with the timing of receipt of the
monthly statements from the operators, we expect that we may need to rely on our own internal estimates for the portion of our reported
revenues for which we will not have received monthly statements. Our internal estimates will be based on our own internal tabulation of
expected revenues from services provided. As the internal tabulation may not be entirely consistent
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Risk factors

with the actual revenues confirmed by the monthly statements that we eventually receive, we would multiply our internal tabulation of expected
revenue from mobile operators from whom we have not received monthly statements by a realization factor applicable to the relevant mobile
operator and service and determined according to the average discrepancy over the previous 12 months between our internal tabulations of
expected revenues and the actual revenues based on the monthly statements. As a result, we may overstate or understate our revenue for the
relevant reporting period. Any difference between our estimated and actual revenue may result in subsequent adjustments to our revenue
reported in our financial statements.

We have a limited operating history, which may make it difficult for you to evaluate our business.

We were incorporated in May 2002. As our operating history is limited, the revenue and income potential of our business and markets are
unproven. In addition, we face numerous risks, uncertainties, expenses and difficulties frequently encountered by companies at an early stage of
development. Some of these risks and uncertainties relate to our ability to:

maintain our current, and develop new, cooperation arrangements upon which our business depends;

increase the number of our users by expanding the type, scope and technical sophistication of the content and services we offer;

respond effectively to competitive pressures;

increase awareness of our brand and continue to build user loyalty; and

Q Q9 Qv Qo 9

attract and retain qualified management and employees.

We cannot predict whether we will meet internal or external expectations of our future performance. If we are not successful in addressing these
risks and uncertainties, our business, financial condition and results of operations may be materially adversely affected.

We have only recently attained profitability, and our historical financial information may not be representative of our future results of
operations.

We have only attained profitability since the first quarter of 2003. We have experienced growth in our business in recent periods in part due to
the growth in China s wireless value-added services industry, which may not be representative of future growth or sustainable. We cannot assure
you that our historical financial information is indicative of our future operating or financial performance, or our profitability will be sustained.

We depend on our key personnel and our business and growth prospects may be severely disrupted if we lose their services.

Our future success depends heavily upon the continued service of our key executives. In particular, we rely on the expertise and experience of
Yunfan Zhou and Nick Yang, our founders and senior officers, in our business operations, and their personal relationships with our other
significant shareholders, employees, the regulatory authorities, our clients, our suppliers, the mobile operators and Beijing AirInbox and Beijing
Boya Wuji Technologies Co., Ltd., or Beijing Boya Wuji, our operating companies. If Yunfan Zhou or Nick Yang, or both of them, become
unable or unwilling to continue in their present positions, or if they join a competitor or form a competing company in contravention of their
employment agreements, we may not be able to replace them easily, our business may be

15

24



Edgar Filing: KONGZHONG CORP - Form F-1/A

Risk factors

significantly disrupted and our financial condition and results of operations may be materially adversely affected. We do not currently maintain
key-man life insurance for any of our key personnel.

Each of Yunfan Zhou and Nick Yang was a party to an employment agreement with Sohu.com Inc. that restricted him during the period of his
employment with Sohu.com Inc. and for a period of one year after the termination of such employment from (i) participating or otherwise being
involved in any entity that operates an Internet portal in China without the prior written authorization of Sohu.com Inc. and (ii) soliciting or
hiring any employee of Sohu.com Inc or soliciting business on behalf or for the benefit of any entity that operates an Internet portal in China
from any customer, supplier or business partner of Sohu.com Inc. After their resignation from Sohu.com Inc. in March 2002 and incorporation
of our company in May 2002, Messrs. Zhou and Yang received claims made by Sohu.com Inc. in respect of breaches by them of these
restrictions. We are not aware of any further claims or legal proceedings initiated or threatened by Sohu.com Inc. against Yunfan Zhou, Nick
Yang or us. However, we cannot assure you that Sohu.com Inc. would not bring any claims or legal proceedings against Yunfan Zhou, Nick
Yang or us in the future.

If the PRC government finds that the agreements that establish the structure for operating our business do not comply with PRC
government restrictions on foreign investment in the value-added telecommunications industry, we could be subject to severe penalties.

In December 2001, in order to comply with China s commitments with respect to its entry into the World Trade Organization, or WTO, the State
Council promulgated the Administrative Rules for Foreign Investments in Telecommunications Enterprises, or the Telecom FIE Rules. The
Telecom FIE Rules set forth detailed requirements with respect to capitalization, investor qualifications and application procedures in connection
with the establishment of a foreign-invested telecommunications enterprise. Pursuant to the Telecom FIE Rules, the ultimate ownership interest
of a foreign investor in a foreign-funded telecommunications enterprise that provides value-added telecommunications services, including
Internet content services, shall not exceed 50%.

We and our subsidiary, KongZhong Information Technologies (Beijing) Co., Ltd., or KongZhong Beijing, are considered as foreign persons or
foreign-invested enterprises under PRC laws. As a result, we operate our wireless value-added services in China through Beijing AirInbox,
which is owned by PRC citizens. In addition, we have recently set up Beijing Boya Wuji, which is also owned by PRC citizens, to operate our
wireless value-added services through mobile operators other than China Mobile. We do not have any equity interest in these operating
companies and instead enjoy the economic benefit of them through contractual arrangements, including agreements on provision of loans,
provision of services, license of intellectual property, and certain corporate governance and shareholder rights matters. These operating
companies conduct substantially all of our operations and generate substantially all of our revenues. They also hold the licenses and approvals
that are essential to our business.

There are substantial uncertainties regarding the interpretation and application of current or future PRC laws and regulations, including but not

limited to the laws and regulations governing the validity and enforcement of our contractual arrangements. Accordingly, we cannot assure you
that PRC regulatory authorities will not determine that our contractual arrangements with Beijing Airlnbox and Beijing Boya Wuji violate PRC
laws or regulations.
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Risk factors

If we or our operating companies were found to violate any existing or future PRC laws or regulations, the relevant regulatory authorities would
have broad discretion in dealing with such violation, including, without limitation, the following:

levying fines;

confiscating our or our operating companies income;

revoking our or our operating companies business license;

shutting down the servers or blocking our or our operating companies web sites;

restricting or prohibiting our use of the proceeds from this offering to finance our business and operations in China;

requiring us to restructure our ownership structure or operations; and/or

Q Q9 v Qv Qv 9 Q9

requiring us or our operating companies to discontinue our wireless value-added services business.

Any of these or similar actions could cause significant disruptions to our business operations or render us unable to conduct our business
operations and may materially adversely affect our business, financial condition and results of operations.

Our contractual arrangements with Beijing AirInbox and Beijing Boya Wuji may not be as effective in providing operational control as
direct ownership of these businesses and may be difficult to enforce.

PRC laws and regulations currently restrict foreign ownership of companies that provide value-added telecommunications services, which
include wireless value-added services and Internet content services. As a result, we conduct substantially all of our operations and generate
substantially all of our revenues through Beijing Airlnbox and Beijing Boya Wuji pursuant to a series of contractual arrangements with them and
their respective shareholders. These agreements may not be as effective in providing control over our operations as direct ownership of these
businesses. In particular, our operating companies could fail to perform or make payments as required under the contractual agreements, and we
will have to rely on the PRC legal system to enforce these agreements, which we cannot be sure would be effective.

Rapid growth and a rapidly changing operating environment may strain our limited resources.

We have limited operational, administrative and financial resources, which may be inadequate to sustain the growth we want to achieve. As our
user base increases, we will need to increase our investment in our technology infrastructure, facilities and other areas of operations. Our product
development, customer service and sales and marketing in particular are important to our future success. If we are unable to manage our growth
and expansion effectively, the quality of our services and our customer support could deteriorate and our business may suffer. For example, any
such performance issue could prompt China Mobile to cease offering our services over their networks. Our future success will depend on,
among other things, our ability to:

() develop and quickly introduce new services, adapt our existing services and maintain and improve the quality of all of our services,
particularly as new mobile technologies such as the third generation, or 3G, are introduced,

() effectively maintain our relationships with China Mobile,

17

26



Edgar Filing: KONGZHONG CORP - Form F-1/A

Risk factors

() expand the percentage of our revenues which are recurring and are derived from monthly subscription- based services,
() enter into and maintain relationships with desirable content providers,

() continue training, motivating and retaining our existing employees and attract and integrate new employees, including into our senior
management,

() develop and improve our operational, financial, accounting and other internal systems and controls, and

() maintain adequate controls and procedures to ensure that our periodic public disclosure under applicable laws, including U.S. securities
laws, is complete and accurate.

We may face increasing competition, which could reduce our market share and materially adversely affect our financial condition and

results of operations.

The PRC wireless value-added services market has seen increasingly intense competition. China Mobile s listed subsidiary, China Mobile (Hong
Kong) Limited, reported in its 2003 annual results announcement that over 880 service providers supply content and services for its Monternet™
network in 2003. We compete with these companies primarily on the basis of brand, type and timing of service offerings, content, users as well
as business partner and channel relationships. We also compete for experienced and talented employees. While we believe that we have certain
advantages over our competitors, some of them may have greater access to capital markets, more human and financial resources than we do, and
a longer operating history than us. For instance, Internet portals providing wireless value-added services may have an advantage over us with
their more established brand names, user base and Internet distribution channels. Furthermore, our competitors may be able to offer a broader
range of products and services than we are presently able to offer.

We are facing increasing competition as additional service providers develop new technology and cooperation relationships with key business
partners. Our primary competitors in the advanced second generation, or 2.5G, wireless value-added services market in China include Internet
portals as well as wireless value-added service providers focused on 2.5G services. Our competitors that hold significant market shares in
wireless access protocol, or WAP, are Beijing Mobile Navi Information Technology Services Company, TOM Online Inc., Shenzhen Xuntian
Telecommunication Technology Ltd. and Tencent Technology Limited s Mobile QQ, and our competitors that hold significant market shares in
multimedia messaging services, or MMS, are TOM Online Inc., Sina Corporation, NetEase.com Inc. and Sohu.com Inc.

Competition is particularly intense in China s second generation, or 2G, based wireless value-added services market as the barriers to entry are
relatively low compared to the 2.5G market, resulting in a much higher number of wireless value-added service providers. Our primary
competitors in this market include Internet portals. Our competitors that hold significant market shares in this market are Tencent Technology
Limited s Mobile QQ, Sina Corporation, Sohu.com Inc., TOM Online Inc. and NetEase.com Inc.

We may need additional capital and may not be able to obtain such capital on acceptable terms.

Capital requirements are difficult to plan in our rapidly changing industry. We currently expect that we will need capital to fund our future
acquisitions, service development, technological infrastructure and sales and marketing activities.
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Our ability to obtain additional capital on acceptable terms is subject to a variety of uncertainties, including:

investors perceptions of, and demand for, securities of telecommunications value-added services companies;
conditions of the U.S. and other capital markets in which we may seek to raise funds;

our future results of operations, financial condition and cash flows;

PRC governmental regulation of foreign investment in value-added telecommunications companies;

economic, political and other conditions in China; and

@
@
@
)
)
@

PRC governmental policies relating to foreign currency borrowings.

Any failure by us to raise additional funds on terms favorable to us, or at all, may have a material adverse effect on our business, financial
condition and results of operations. For example, we may not be able to carry out parts of our growth strategy to acquire assets, technologies and
businesses that are complementary to our existing business or necessary to maintain our growth and competitiveness.

The dividends and other distributions on equity we may receive from our subsidiary are subject to restrictions under PRC law or
agreements that it may enter into with third parties.

We are a holding company. Our wholly-owned subsidiary, KongZhong Beijing, has entered into contractual arrangements with Beijing Airlnbox
and Beijing Boya Wuji, through which we conduct our wireless value-added activities and receive substantially all of our revenues in the form
of service fees. We rely on dividends and other distributions on equity paid by our subsidiary and service fees from Beijing AirInbox and Beijing
Boya Wuji for our cash requirements in excess of any cash raised from investors and retained by us. If our subsidiary incurs debt in the future,
the instruments governing the debt may restrict its ability to pay dividends or make other distributions to us. In addition, PRC law requires that
payment of dividends by our subsidiary can only be made out of its net income, if any, determined in accordance with PRC accounting standards
and regulations. Under PRC law, our subsidiary is also required to set aside no less than 10% of its after-tax net income each year to fund certain
reserve funds unless such reserve funds have reached 50% of the registered capital of our subsidiary, and these reserves are not distributable as
dividends. See note 12 to our historical consolidated financial statements included in this prospectus. Any limitation on the payment of dividends
by our subsidiary could materially adversely affect our ability to grow, fund investments, make acquisitions, pay dividends, and otherwise fund
and conduct our business.

We may not be able to adequately protect our intellectual property, and we may be exposed to infringement claims by third parties.

We believe the copyrights, service marks, trademarks, trade secrets and other intellectual property we use are important to our business, and any
unauthorized use of such intellectual property by third parties may adversely affect our business and reputation. We rely on the intellectual
property laws and contractual arrangements with our employees, clients, business partners and others to protect such intellectual property rights.
Third parties may be able to obtain and use such intellectual property without authorization. Furthermore, the validity, enforceability and scope
of protection of intellectual property in the Internet and wireless value-added related industries in China is uncertain and still evolving, and these
laws may not protect intellectual property rights to the same extent as the laws of some other jurisdictions, such as the United States. Moreover,
litigation may be necessary in the future to enforce our intellectual property rights, which could result in substantial costs and diversion of our
resources, and have a material adverse effect on our business, financial condition and results of operations.
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Due to the manner in which we obtain, collect, produce and aggregate content and applications for our wireless value-added services, and
because our services may be used for the distribution of information, claims may be filed against us for defamation, negligence, copyright or
trademark infringement or other violations. In addition, third parties could assert claims against us for losses in reliance on information
distributed by us. For example, if we are found to have infringed any intellectual property rights of others, we may be enjoined from using such
intellectual property, and we may incur licensing fees or be forced to develop alternative intellectual property. We may also incur significant
costs in investigating and defending the claims, even if they do not result in liability. We have not purchased liability insurance for these types of
claims.

We may not be able to register the Chinese name of our service mark KongZhong Network in China, and we may not be able to
effectively prevent its unauthorized use by third parties.

The Chinese name of our service mark KongZhong Network may be deemed a generic term under existing PRC trademark laws and regulations,
which prohibit registration of generic terms as trademarks or service marks. We are in the process of applying for registration of the Chinese

name of KongZhong Network as our service mark. Our applications, however, may not be accepted and we may not be able to register the
Chinese name of KongZhong Network as a service mark in China. As a result, we may not be able to effectively prevent the unauthorized use of
the Chinese name of our service mark, KongZhong Network , and our brand name and reputation may be adversely affected by such
unauthorized use.

Future acquisitions may have an adverse effect on our ability to manage our business.

Selective acquisitions form part of our strategy to further expand our business. If we are presented with appropriate opportunities, we may
acquire additional businesses, technologies, services or products that are complementary to our core wireless value-added services business.
Future acquisitions and the subsequent integration of new companies into ours would require significant attention from our management, in
particular to ensure that the acquisition does not disrupt our relationships with the mobile operators, or affect our users opinion of our services
and customer support and is effectively integrated with our existing operations and wireless value-added services. The diversion of our
management s attention and any difficulties encountered in any integration process could have an adverse effect on our ability to manage our
business. Future acquisitions would expose us to potential risks, including risks associated with the assimilation of new operations, services and
personnel, unforeseen or hidden liabilities, the diversion of resources from our existing businesses and technologies, the inability to generate
sufficient revenue to offset the costs and expenses of acquisitions and potential loss of, or harm to, relationships with employees and content
providers as a result of integration of new businesses. Given the sophisticated technologies used in the wireless value-added services industry,
the successful, cost-effective integration of other businesses technology platforms and services into our own would also be a critical, and highly
complex, aspect of any acquisition.

We have limited business insurance coverage.

The insurance industry in China is still at an early stage of development. Insurance companies in China offer limited business insurance
products, and do not, to our knowledge, offer business liability insurance. As a result, we do not have any business liability insurance coverage
for our operations. Moreover, while business disruption insurance is available, we have determined that the risks of disruption and cost of the
insurance are such that we do not require it at this time. Any business disruption, litigation or natural disaster might result in substantial costs
and diversion of resources.
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RISKS RELATING TO OUR INDUSTRY

Our ability to generate revenues could suffer if the PRC market for advanced wireless value-added services does not develop as
anticipated.

The wireless value-added services market in China has evolved rapidly over the past four years, with the introduction of new and advanced
services, development of consumer preferences, market entry by new competitors and adaptation of strategies by existing competitors.
Accordingly, it is extremely difficult to accurately predict consumer acceptance and demand for various existing and potential new offerings and
services, and the future size, as well as composition and growth, of this market. Furthermore, given the limited history and rapidly evolving
nature of our market, we cannot predict the price that wireless users will be willing to pay for our services or whether users will have concerns
about security, reliability, cost and quality of service associated with advanced wireless value-added services. If acceptance of our advanced
wireless value-added services is different than anticipated, our ability to maintain or increase our revenue and net income could be materially
and adversely affected.

The laws and regulations governing the wireless value-added telecommunications and Internet industry in China are developing and
subject to future changes. Substantial uncertainties exist as to the interpretation and implementation of those laws and regulations.

Although wireless value-added services are subject to general regulation regarding telecommunications services, we believe that currently, there
are no PRC laws at the national level specifically governing wireless value-added services, such as our services related to WAP, MMS, short
messaging services, or SMS, Java™, interactive voice response, or IVR, and color ring back tones, or CRBT.

Beijing AirInbox operates Internet web sites in China, which constitute one of the channels through which our services are offered. In recent
years, the PRC government has begun to promulgate laws and regulations applicable to Internet-related services and activities, many of which
are relatively new and untested and subject to future changes. In addition, various regulatory authorities of the central PRC government, such as
the State Council, the Ministry of Information Industry, or MII, the State Administration of Industry and Commerce, or SAIC, and the Ministry
of Public Security, are empowered to issue and implement rules to regulate certain aspects of Internet-related services and activities.
Furthermore, some local governments have also promulgated local rules applicable to Internet companies operating within their respective
jurisdictions. As the Internet industry itself is at an early stage of development in China, there will likely be new laws and regulations
promulgated in the future to address issues that may arise from time to time. As a result, uncertainties exist regarding the interpretation and
implementation of current and future PRC Internet laws and regulations.

Beijing AirInbox has obtained various value-added telecommunications services licenses for the provisions of its services. In addition, it is in the
process of applying for a trans-regional value-added telecommunications license with the MII, in order to provide services in multiple provinces,
autonomous regions and municipalities. In addition, Beijing Boya Wuji is in the process of applying for certain licenses required for its services.
We cannot assure you that we will obtain these licenses or that the regulatory authorities will not take any action against us if we fail to obtain
them. If Beijing AirInbox or Beijing Boya Wuji fails to obtain or maintain any of the required licenses or permits, it may be subject to various
penalties, including redressing the violations, confiscation of income, imposition of fines or even suspension of its operations. Any of these
measures could materially disrupt our operations and materially and adversely affect our financial condition and results of operations.
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The PRC government or the telecommunications operators may prevent us from distributing, and we may be subject to liability for
content that any of them believes is inappropriate.

China has promulgated regulations governing telecommunications service providers, Internet access and the distribution of news and other
information. In the past, the PRC government has stopped the distribution of information over the Internet that it believes to violate Chinese law,
including content that is obscene, incites violence, endangers national security, is contrary to the national interest or is defamatory.

The telecommunications operators also have their own policies that restrict the distribution by wireless value-added service providers of content
they deem inappropriate. For instance, they have punished certain providers for distributing content deemed by them to be obscene. Such
punishments have included censoring of content, delays in payments of fees by the mobile operators to the offending service provider, forfeiture
of fees owed by the mobile operators to the offending service provider and suspension of the service on the mobile operators networks.
Accordingly, even if we comply with PRC governmental regulations relating to lice