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that competitive pressure will not cause us to increase the number of free game theme conversions we offer to our
customers, which would decrease the revenue we expect to receive for game theme conversions.
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RISKS RELATED TO OUR CRM AND TELECOM VAS PRODUCTS AND SERVICES

A substantial portion of our business depends on mobile telecommunications operators in China and any loss
or deterioration of such relationships may result in severe disruptions to our business operations.
We rely entirely on the networks and gateways of China Mobile and China Unicom to provide our wireless
value-added services. Thus, we face certain risks in conducting our wireless value-added services business. Currently,
China Mobile and China Unicom are the only mobile telecommunications operators in China that have platforms for
wireless value-added services. Our agreements with them are generally for a period of less than one year and generally
do not have automatic renewal provisions. If neither of them is willing to continue to cooperate with us, we will not be
able to conduct our existing wireless value-added services business. Furthermore, our agreements with China Mobile
and China Unicom are subject to negotiation upon expiration. If any of the mobile telecommunications operators
decides to change its content or transmission fees or its share of revenue, or does not comply with the terms of the
agreement, our revenue and profitability could be materially adversely affected.

The mobile telecommunications operations may launch and may have already launched competing services or
could discontinue the use of external content aggregators such as ourselves entirely at any time.
Due to our reliance on the mobile telecommunications operators for our wireless value-added services, any loss or
deterioration of our relationship with any of the mobile telecommunications operators may result in severe disruptions
to our VAS business operations and the loss of a significant portion of our revenue.

Our financial condition and results of operations may be materially affected by the changes in policies or
guidelines of the mobile telecommunications operators.
The mobile telecommunications operators in China may, from time to time, issue certain operating policies or
guidelines, requesting or stating its preference for certain actions to be taken by all wireless value-added service
providers using their platforms. Due to our reliance on the mobile telecommunications operators, a significant change
in their policies or guidelines may have a material adverse effect on us. For example, some mobile
telecommunications operators recently revised their billing policies to request all wireless value-added service
providers to confirm the subscription status of those users who have not been active for three months. Such change in
policies or guidelines may result in lower revenue or additional operating costs for us, and we cannot assure investors
that our financial condition and results of operations will not be materially adversely affected by any policy or
guideline change by the mobile telecommunications operators in the future.

We may be subject to adverse actions for any breach or perceived breach by us of the policies or guidelines
imposed by the mobile telecommunications operator with respect to content provided on or linked through our
websites.
The mobile telecommunications operators in China may impose policies or guidelines to govern or restrict the content
provided by all wireless value-added service providers, including content developed by us or content supplied by
others to us. The mobile telecommunications operators from time to time have requested wireless value-added
services providers, including us, to remove objectionable content or links to or from websites with certain categories
of content, including content that they may deem to be sexually explicit. We aggregate and develop content that we
consider attractive to our targeted user base, and we cannot assure investors that the mobile telecommunications
operators will not from time to time find certain portions of our content to be objectionable. In the case of a breach or
perceived breach of such policies or guidelines, the mobile telecommunications operators may require us to reduce or
curtail the content on our Internet portal, which may reduce our portal traffic, and the mobile telecommunications
operators may have the right to impose monetary fines upon us, or terminate our cooperation with them. In addition,
we would be liable to the mobile telecommunications operators for their economic losses pursuant to our agreements
with these operators if we were found to be in breach of the policies or guidelines promulgated by them. As a result of
the occurrence of any of the above, our financial condition and results of operations may be materially adversely
affected.
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Our dependence on the substance and timing of the billing systems of the mobile telecommunications operators
may require us to estimate portions of our reported revenue for wireless value-added services from time to
time. 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 telecommunications operators to record the volume of our wireless value-added services provided, charge our
users through mobile telephone bills and collect payments from our users and pay us. In addition, we do not generally
have the ability to independently verify or challenge the accuracy of the billing systems of the mobile
telecommunications operators. Generally, within 20 to 60 days after the end of each month, a statement from each of
the mobile telecommunications operators confirming the value of wireless value-added services they bill to users in
that month will be delivered to us, and generally within 60 days after such delivery, we will be paid by the mobile
telecommunications operators for the wireless value-added services, net of their revenue share, transmission fees and
applicable business taxes, for that month based on such statements.

Our communication products are provided cash-on-delivery, which leaves us vulnerable to theft and employee
embezzlement.
The purchase of calling cards, SIM cards and other mobile phone products are made with cash. Although there is a
low risk that clients will not pay for these services when delivered, our retail stores maintain large sums of money
which might make them robbery targets. We also face the risk that employees who collect the cash and others who
may be aware that cash is available at these sites might embezzle the money. Theft or embezzlement could have a
material adverse effect on the revenue generated and the financial condition of our business operations.

Our customers are concentrated in a limited number of industries.
Our clients are concentrated primarily in the telecommunications, telemarketing and technology industries, and to a
lesser extent, the insurance and financial services industries, where the current trend is to outsource certain CRM and
VAS. Our ability to generate revenue depends on the demand for our services in these industries. An economic
downturn, or a slowdown or reversal of the tendency in any of these industries to rely on outsourcing could have a
material adverse effect on our business, results of operations or financial condition.

The market in which we compete is highly competitive and fragmented and we may not be able to maintain
market share.
We expect competition to persist and intensify in the future. Our competitors are mainly leaders in the CRM services
market, such as PCCW Teleservices (Hong Kong) Limited, China Motion Telecom International Limited, and
Teletech (Hong Kong) Limited. Our competitors also include small firms offering specific applications, divisions of
large entities and other large independent firms. We face the risk that new competitors with greater resources than
ours will enter our market. Furthermore, increasing competition among telecom companies in greater China has led to
a reduction in telecommunication services fees that can be charged by such companies. If a reduction in
telecommunication services fees negatively impacts revenue generated by our clients, they may require us to reduce
the price of our services, or seek competitors of ours that charge less. If we must significantly reduce the price of our
services, the decrease in revenue could adversely affect our profitability.

RISKS ASSOCIATED WITH DOING BUSINESS IN GREATER CHINA
There are substantial risks associated with doing business in greater China, as set forth in the following risk factors.

Our operations and assets in Greater China are subject to significant political and economic uncertainties.
Changes in laws and regulations, or their interpretation, or the imposition of confiscatory taxation, restrictions on
currency conversion, imports and sources of supply, devaluations of currency or the nationalization or other
expropriation of private enterprises could have a material adverse effect on our business, results of operations and
financial condition. Under its current leadership, the Chinese government has been pursuing economic reform policies
that encourage private economic activity and greater economic decentralization. There is no assurance, however, that

Edgar Filing: - Form

4



the Chinese government will continue to pursue these policies, or that it will not significantly alter these policies from
time to time without notice.
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Currency fluctuations and restrictions on currency exchange may adversely affect our business, including
limiting our ability to convert Chinese renminbi into foreign currencies and, if Chinese renminbi were to
decline in value, reducing our revenue in U.S. dollar terms.
Our reporting currency is the U.S. dollar and our operations in China and Hong Kong use their respective local
currencies as their functional currencies. The majority of our revenue derived and expenses incurred are in Chinese
renminbi with a relatively small amount in Hong Kong dollars and U.S. dollars. We are subject to the effects of
exchange rate fluctuations with respect to any of these currencies. For example, the value of the renminbi depends to a
large extent on Chinese government policies and China's domestic and international economic and political
developments, as well as supply and demand in the local market. Since 1994, the official exchange rate for the
conversion of renminbi to U.S. dollars had generally been stable and the renminbi had appreciated slightly against the
U.S. dollar. However, on July 21, 2005, the Chinese government changed its policy of pegging the value of Chinese
renminbi to the U.S. dollar. Under the new policy, Chinese renminbi may fluctuate within a narrow and managed band
against a basket of certain foreign currencies. As a result of this policy change, Chinese renminbi appreciated
approximately 2.5% against the US. dollar in 2005. It is possible that the Chinese government could adopt a more
flexible currency policy, which could result in more significant fluctuation of Chinese renminbi against the U.S.
dollar. We can offer no assurance that Chinese renminbi will be stable against the U.S. dollar or any other foreign
currency.

The income statements of our international operations are translated into U.S. dollars at the average exchange rates in
each applicable period. To the extent the U.S. dollar strengthens against foreign currencies, the translation of these
foreign currencies denominated transactions results in reduced revenue, operating expenses and net income for our
international operations. Similarly, to the extent the U.S. dollar weakens against foreign currencies, the translation of
these foreign currency denominated transactions results in increased revenue, operating expenses and net income for
our international operations. We are also exposed to foreign exchange rate fluctuations as we convert the financial
statements of our foreign subsidiaries into U.S dollars in consolidation. If there is a change in foreign currency
exchange rates, the conversion of the foreign subsidiaries' financial statements into U.S dollars will lead to a
translation gain or loss which is recorded as a component of other comprehensive income. In addition, we have certain
assets and liabilities that are denominated in currencies other than the relevant entity's functional currency. Changes in
the functional currency value of these assets and liabilities create fluctuations that will lead to a transaction gain or
loss. We have not entered into agreements or purchased instruments to hedge our exchange rate risks, although we
may do so in the future. The availability and effectiveness of any hedging transaction may be limited and we may not
be able to successfully hedge our exchange rate risks.

Although Chinese governmental policies were introduced in 1996 to allow the convertibility of Chinese renminbi into
foreign currency for current account items, conversion of Chinese renminbi into foreign exchange for capital items,
such as foreign direct investment, loans or securities, requires the approval of the State Administration of Foreign
Exchange, or SAFE, which is under the authority of the People's Bank of China. These approvals, however, do not
guarantee the availability of foreign currency. We cannot be sure that we will be able to obtain all required conversion
approvals for our operations or that Chinese regulatory authorities will not impose greater restrictions on the
convertibility of Chinese renminbi in the future. Because a significant amount of our future revenue may be in the
form of Chinese renminbi, our inability to obtain the requisite approvals or any future restrictions on currency
exchanges could limit our ability to utilize revenue generated in Chinese renminbi to fund our business activities
outside China, or to repay foreign currency obligations, including our debt obligations, which would have a material
adverse effect on our financial condition and results of operation.

We are required to obtain licenses to expand our business into mainland China.
Our activities must be reviewed and approved by various national and local agencies of the Chinese government
before they will issue business licenses to us. There can be no assurance that the current Chinese government, or
successors, will continue to approve and renew our licenses. If we are unable to obtain licenses or renewals we will
not be able to continue our business operations in mainland China, which would have a material adverse effect on our
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We may have limited legal recourse under PRC law if disputes arise under our contracts with third parties.
The Chinese government has enacted some laws and regulations dealing with matters such as corporate organization
and governance, foreign investment, commerce, taxation and trade. However, their experience in implementing,
interpreting and enforcing these laws and regulations is limited, and our ability to enforce commercial claims or to
resolve commercial disputes is unpredictable. If our new business ventures are unsuccessful, or other adverse
circumstances arise from these transactions, we face the risk that the parties to these ventures may seek ways to
terminate the transactions, or, may hinder or prevent us from accessing important information regarding the financial
and business operations of these acquired companies. The resolution of these matters may be subject to the exercise of
considerable discretion by agencies of the Chinese government, and forces unrelated to the legal merits of a particular
matter or dispute may influence their determination. Any rights we may have to specific performance, or to seek an
injunction under PRC law, in either of these cases, are severely limited, and without a means of recourse by virtue of
the Chinese legal system, we may be unable to prevent these situations from occurring. The occurrence of any such
events could have a material adverse effect on our business, financial condition and results of operations.

We must comply with the Foreign Corrupt Practices Act.
We are required to comply with the United States Foreign Corrupt Practices Act, which prohibits United States
companies from engaging in bribery or other prohibited payments to foreign officials for the purpose of obtaining or
retaining business. Foreign companies, including some of our competitors, are not subject to these prohibitions.
Corruption, extortion, bribery, pay-offs, theft and other fraudulent practices occur from time-to-time in mainland
China. If our competitors engage in these practices they may receive preferential treatment from personnel of some
companies, giving our competitors an advantage in securing business or from government officials who might give
them priority in obtaining new licenses, which would put us at a disadvantage. Although we inform our personnel that
such practices are illegal, we cannot assure that our employees or other agents will not engage in such conduct for
which we might be held responsible. If our employees or other agents are found to have engaged in such practices, we
could suffer severe penalties.

PRC laws and regulations restrict foreign investment in China’s telecommunications services industry and
substantial uncertainties exist with respect to our contractual agreements with Dianxun-DE, Sunroom-DE,
Wanrong-DE and iMobile-DE to uncertainties regarding the interpretation and application of current or
futures PRC laws and regulations.
Since we are deemed to be foreign persons or foreign funded enterprises under PRC laws and cannot directly invest in
telecommunications companies, we operate our IVR, call center and telecom value-added services business in China
through operating companies or variable interest entities (VIEs) owned by PRC citizens. We control these companies
and operate these businesses through contractual arrangements with the respective operating companies and their
individual shareholders, but we have no equity control over these companies. Although we believe we are in
compliance with current PRC regulations, we cannot be sure that the PRC government would view these operating
arrangements to be in compliance with PRC licensing, registration or other regulatory requirements, with existing
policies or with requirements or policies that may be adopted in the future. In the opinion of our in-house PRC legal
counsel, our current ownership structure, the contractual arrangements among our wholly owned subsidiaries and the
operating company and their shareholders comply with all existing applicable PRC laws, rules and regulations.
Because this structure has not been challenged or examined by PRC authorities, they have not commented on it and
uncertainties exist as to whether the PRC government may interpret or apply the laws governing these arrangements in
a way that is contrary to the opinion of our in-house PRC counsel. If we, or the operating companies, were found to be
in violation of any existing PRC laws or regulations, the relevant regulatory authorities would have broad discretion to
deal with such violation, including, but not limited to the following:

· Levying fines

· Confiscating income

Edgar Filing: - Form

8



· Revoking licenses

· Shutting down servers or blocking websites

· Requiring a restructure of ownership or operations

· Requiring the discontinuance of wireless VAS and online advertising businesses
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We may also encounter difficulties in obtaining performance under or enforcement of related contracts. Any of these
or similar actions could cause significant disruption to our business operations or render us unable to conduct a
substantial portion of our business operations and may materially adversely affect our business, financial condition
and results of operations.

Our contractual agreements with Dianxun-DE or Sunroom-DE, Wanrong-DE and iMobile-DE may not be as
effective in providing operational control as direct ownership of these businesses.
We depend on operating companies in which we have little or no equity ownership interest and must rely on
contractual agreements to control and operate these businesses. Our contractual agreements with each of the operating
companies may not be as effective in providing and maintaining control over the operating companies and their
business operations as direct ownership of these businesses. For example, we may not be able to take control of the
operating company upon the occurrence of certain events, such as the imposition of statutory liens, judgments, court
orders, death or capacity. Furthermore, if the operating companies fail to perform as required under those contractual
agreements, we will have to rely on the PRC legal system to enforce those agreements and due to the uncertainties that
exist under PRC Law about the structure of our acquisition, and there is no guarantee that we will be successful in an
enforcement action. In addition, the PRC government may propose new laws or amend current laws that may be
detrimental to our current contractual agreements with our operating companies, which may in turn have a material
adverse effect on our business operations.

The PRC government may prevent us from advertising or distributing content that it believes is inappropriate.
China has enacted regulations governing Internet access and the distribution of news and other information. In the
past, the Chinese government has stopped the distribution of information over the Internet or through VAS that it
believes to violate PRC law, including content that it believes is obscene, incites violence, endangers national security,
is contrary to the national interest or is defamatory. In addition, we may need the permission of the Chinese
government prior to publishing certain news items, such as news relating to national security. Furthermore, the
Ministry of Public Security has the authority to cause any local Internet service provider to block any website
maintained outside China at its sole discretion. If the PRC government were to take any action to limit or prohibit the
distribution of information through our network or via our VAS, or to limit or regulate any current or future content or
services available to users on our network, our business could be significantly harmed. We are also subject to potential
liability for content on our website that is deemed inappropriate and for any unlawful actions of our subscribers and
other users of our systems. Furthermore, we are required to delete content that clearly violates the laws of China and
report content that we suspect may violate PRC law. It is difficult to determine the type of content that may result in
liability for us, and if we are wrong, we may be prevented from operating our website.

RISKS RELATED TO OUR TECHNOLOGY AND EQUIPMENT

Our insurance may not be sufficient to restore our call center if operations are interrupted by natural disaster
or other destruction of our facilities or equipment.
Our operations depend on our ability to protect our call centers, data centers, CRM information, customer database,
data warehouse, computer and telecommunications equipment and software systems against damage from fire, power
loss, telecommunications interruption or failure, hacker attacks, natural disaster, epidemic, terrorism, act of war and
other similar events. In the event we experience a temporary or permanent interruption at one or more of our call
centers, through casualty, operating malfunction or otherwise, our business could be materially adversely affected and
we may be required to pay contractual damages to some clients or allow some clients to terminate or renegotiate their
contracts with us. While we maintain certain property and business interruption insurance, such insurance may not
adequately compensate us for all losses that we may incur and may not be adequate to cover the costs of rebuilding
these centers. If we are unable to restore our operations, our business activities would cease.
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We must respond quickly and effectively to new technological developments.
Our gaming, telecom and VAS businesses are highly dependent on our computer and telecommunications equipment
and software systems. Our failure to maintain the superiority of our technological capabilities or to respond effectively
to technological changes could adversely affect our business, results of operations or financial condition. Our future
success also depends on our ability to enhance existing software and systems and to respond to changing technological
developments. If we are unable to successfully develop and bring to market new software and systems in a timely
manner, our competitors’ technologies or services may render our products or services noncompetitive or obsolete.

RISKS RELATED TO OUR COMMON STOCK

Efforts to comply with recently enacted changes in securities laws and regulations will increase our costs and
require additional management resources. Our failure to comply could adversely affect our stock price.
We have rapidly grown by acquisition during 2004 and 2005. We do not integrate the business operations of our target
companies and therefore have separate administration and accounting personnel at each subsidiary location. Due to the
number of new subsidiaries we have acquired, we have faced significant challenges with the timely reporting of
information necessary to complete the financial statements to be filed with the Securities and Exchange Commission.
Furthermore, concerns about our stock option granting practices and recording of such grants, have led to the
withdrawal of the previously issued audit reports for December 31, 2005 and 2004 by our previous independent
auditors, Clancy and Co., P.L.L.C. These actions have required us to re-evaluate our disclosure controls and
procedures and conclude that they are ineffective. We have sought to improve our existing disclosure controls and
procedures and to that end, have substantially increased our accounting and administrative resources. Our failure to
timely file our annual and quarterly reports may have an adverse affect on our stock price and may put our common
stock in jeopardy of being delisted.

As directed by Section 404 of the Sarbanes-Oxley Act of 2002, public companies are required to include a report of
management on the company's internal controls over financial reporting in their annual reports on Form 10-K and the
public accounting firm auditing a company's financial statements must attest to and report on management's
assessment of the effectiveness of the company's internal controls over financial reporting. This requirement will first
apply to our annual report on Form 10-K for our fiscal year ending December 31, 2007. We have only recently begun
to evaluate our internal controls over financial reporting. Given the status of our efforts, coupled with the fact that
guidance from regulatory authorities in the area of internal controls continues to evolve, substantial uncertainty exists
regarding our ability to comply by applicable deadlines. If we are unable to conclude that we have effective internal
controls over financial reporting, or if our independent auditors are unable to provide us with an unqualified report as
to the effectiveness of our internal controls over financial reporting as of December 31, 2007 and future year ends, as
required by Section 404 of the Sarbanes-Oxley Act, we could experience delays or inaccuracies in our reporting of
financial information, or non-compliance with SEC reporting and other regulatory requirements. This could subject us
to regulatory scrutiny and result in a loss of public confidence in our management, which could, among other things,
adversely affect our stock price.

If the audit reports for the fiscal years ended December 31, 2005 and 2004 are not reinstated by our previous
auditors, or re-issued by our new auditors, in a timely manner, our common stock may be delisted.

In March 2007, our prior independent registered accountants, Clancy and Co., PL.L.C., withdrew its audit reports for
the fiscal years ended December 31, 2005 and 2004. As a result, our Annual Report on Form 10-KSB for the fiscal
year ended December 31, 2005, is deficient for lack of audited reports, and on March 30, 2007, we received a notice
of delisting and deficiency from The NASDAQ Stock Market addressing notifying us of such deficiency. If we are
unable to provide restated financial statements for the relevant periods that are satisfactory to enable Clancy to
reinstate its audit reports, or we are unable to have the financial statements for the relevant periods re-audited by our
new auditors, Kabani & Company, Inc., to be included in our Annual Reports for the fiscal year ended December 31,
2006 and 2005, within the time frame required by NASDAQ, our common stock could be delisted.
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We issued $8,000,000 in convertible debentures due in 2009, or possibly earlier, which we may not be able to
repay in cash and could result in dilution of our basic earnings per share.

In March 2006, we issued $8 million in convertible debentures due March 2009. The debentures are convertible at any
time into shares of our common stock at an initial fixed conversion price of $10.00 per share, subject to adjustments
for certain events. If any event of default occurs under the debentures or other related documents, the holders may
elect to accelerate the payment of the outstanding principal amount of the debenture, plus accrued, but unpaid interest,
liquidated damages or other amounts, which shall become immediately due and payable. In 2007, we began to redeem
up to $363,638 every month, plus accrued, but unpaid interest, liquidated damages and penalties. We may choose to
pay such redemption amount in cash, or, subject to meeting certain conditions, we may pay all or a part of the
redemption amount in shares of common stock. We may not have enough cash on hand or have the ability to access
cash to pay the redemption amount, or upon acceleration of the debenture in the case of an event of default, or at
maturity. In addition, the redemption of the debentures with our shares or the conversion of the debentures into shares
of common stock could result in dilution of our basic earnings per share.

We may have to pay liquidated damages and our debenture may be declared in default if we are unable to
re-instate use of the prospectus contained in our Registration Statement on Form S-1.

On March 27, 2007, we suspended use of the prospectus contained in our Registration Statement on Form S-1 (File
No. 333-134127) that was declared effective on December 8, 2006, due to the lack of fiscal year end 2005 and 2004
audited financial statements. As a result 3,152,228 shares of common stock registered there under, are not freely
tradable upon resale. Under the terms of our registration rights agreement with the holders of the debentures, we are
subject to paying liquidated damages equal to 2% of the debenture amount on a monthly basis, up to a maximum of
20% per holder, in the event we suspend use of the prospectus for longer than 15 consecutive calendar days or more
than an aggregate of 30 calendar days during any 12-month period. Moreover, at the election of the debenture holder,
our debenture could be declared in default, resulting in acceleration of the amounts due, if such suspension continues
more than 20 consecutive trading days or 60 non-consecutive trading days during any 12-month period. We cannot
assure you that none of the debenture holders will declare our debentures in default and demand acceleration of the
debenture. We may not have cash on hand, or have the ability to access cash to pay the debenture in full if such a
demand is made. If the debenture holders refuse to negotiate with us, our failure to pay upon, demand could result in
the debenture holders bringing claims against us for payment, which may include severe penalty payments. If they are
successful in such claims, we may suffer significant losses, which may severely curtail our ability to continue business
operations.

The price of our stock has fluctuated in the past and may continue to do so.

Our stock price has fluctuated dramatically. There is a significant risk that the market price of our common stock will
decrease in the future in response to any of the following factors, some of which are beyond our control:

· Variations in our quarterly operating results

· Announcements that our revenue or income are below analysts' expectations

· General economic slowdowns

· Changes in market valuations of similar companies

· Sales of large blocks of our common stock

·
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Announcements by us or our competitors of significant contracts, acquisitions, strategic partnerships, joint ventures
or capital commitments

·Fluctuations in stock market prices and volumes, which are particularly common among highly volatile securities of
companies with primarily international-based operations
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Future sales of shares could have an adverse effect on the market price of our common stock.

As of March 31, 2007, we had 11,808,993 shares of common stock outstanding, which shares will be available to be
sold in the public market in the near future, subject to, with respect to shares of common stock held by affiliates and
shares issued between 12 and 24 months ago, the volume restrictions and/or manner of sale requirements of Rule 144
under the Securities Act. On March 27, 2007, we suspended the use of the prospectus contained in our Registration
Statement on Form S-1 that was declared effective with respect to 3,152,228 shares of our common stock was
suspended. These shares are no longer freely tradable without restriction or further registration, unless such sales can
be made pursuant to an available exemption under the Securities Act. Sales by our current shareholders of a
substantial number of shares could significantly reduce the market price of our common stock.

As of March 31, 2007, we had stock options outstanding to purchase an aggregate of 370,500 shares of common
stock, those options were all exercisable. We also have warrants outstanding to purchase 1,007,138 shares of our
common stock To the extent that the options and warrants are exercised, they may be exercised at prices below the
price of our shares of common stock on the public market, resulting in a significant number of shares entering the
public market and the dilution of our common stock. Further, in March 2006, we completed a private placement of
$8,000,000 in convertible debentures. The debentures are convertible into shares of common stock at an initial fixed
conversion price of $10.00, subject to adjustments. In the event that any future financing should also be in the form of
securities convertible into, or exchangeable for, equity securities, investors may experience additional dilution upon
the conversion or exchange of such securities.

ITEM 2.   UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.

None.

ITEM 3.   DEFAULTS UPON SENIOR SECURITIES.

On March 19, 2007 our predecessor auditor withdrew their opinion on our previously filed financial statements for the
years ended December 31, 2005, December 31, 2004 and December 31, 2003. As a result, on March 27, 2007, we
notified the holders of the outstanding convertible debenture that we suspended use of the prospectus contained in our
Registration Statement on Form S-1 (File No. 333-134127) that was declared effective on December 8, 2006, due to
the lack of fiscal year end 2005 and 2004 audited financial statements and that they must cease selling under the
prospectus. Under the terms of the registration rights agreement, the Company was obligated to pay liquidated
damages to the convertible debenture investors at the rate of 2% of the principal amount of the debenture each month
beginning on March 27, 2007 until the registration statement returns to effect.

ITEM 4.   SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

None.

ITEM 5.   OTHER INFORMATION.

None.
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ITEM 6.   EXHIBITS

The following exhibits are filed as part of this report:

EXHIBIT
NUMBER DESCRIPTION

31.1 Rule 13a-14(a) Certification of Chief Executive Officer (Principal Executive Officer)

31.2 Rule 13a-14(a) Certification of Chief Financial Officer (Principal Financial Officer)

32.1 18 U.S.C. Section 1350 Certifications

SIGNATURES

In accordance with the requirements of the Securities Exchange Act of 1934, as amended, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

PACIFICNET INC.

Date: May 31 , 2007 By:  /s/ TONY
TONG                                                       
Tony Tong
Chief Executive Officer
(Principal Executive Officer)

Date: May 31 , 2007 By:  /s/ Daniel
Lui                                                             
Daniel Lui
Chief Financial Officer
(Principal Financial Officer)
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