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SPECIAL CAUTIONARY NOTICE REGARDING FORWARD-LOOKING STATEMENTS

Certain matters discussed in this report may constitute forward-looking statements for purposes of the Securities Act

of 1933, as amended (the “Securities Act”), and the Securities Exchange Act of 1934, as amended (the “Exchange Act”),
and involve known and unknown risks, uncertainties and other factors that may cause our actual results, performance

or achievements to be materially different from the future results, performance or achievements expressed or implied

by such forward-looking statements. The words “expect,” “anticipate,” “intend,” “plan,” “believe,” “seek,” “estimate,” and sim
expressions are intended to identify such forward-looking statements. Our actual results may differ materially from

the results anticipated in these forward-looking statements due to a variety of factors, including, without limitation,
those discussed under “Item 3 - Key Information-Risk Factors,” “Item 4 - Information on the Company,” “Item 5 -
Operating and Financial Review and Prospects,” and elsewhere in this report, as well as factors which may be

identified from time to time in our other filings with the Securities and Exchange Commission (the “SEC”) or in the
documents where such forward-looking statements appear. All written or oral forward-looking statements attributable

to us are expressly qualified in their entirety by these cautionary statements.

99 ¢

The forward-looking statements contained in this report reflect our views and assumptions only as of the date this
report is signed. Except as required by law, we assume no responsibility for updating any forward-looking statements.

PART I

LN 9 ¢ ¢

Unless the context requires otherwise, references in this report to “eFuture,” “the Company,” “we,” “us,” and “our” refer to
eFuture Information Technology, Inc. and our wholly-owned subsidiary, eFuture (Beijing) Royalstone Information
Technology Inc. (formerly known as “eFuture (Beijing) Tornado Information Technology Inc.”)

Item 1. Identity of Directors, Senior Management and Advisers
Not applicable.

Item 2. Offer Statistics and Expected Timetable

Not applicable.

1




Edgar Filing: eFuture Information Technology Inc. - Form 20-F

Item 3. Key Information

A. Selected Financial Data

RMB USD
For the Year
Ended
For the Year Ended December 31, December 31,
2003 2004 2005 2006 2007 2007
(Unaudited)
Total Revenues ¥ 28,453,099 ¥ 34,703,297 ¥ 39,244,001 ¥ 47,843,530 ¥ 84,070,361 $ 11,525,013
Profit (Loss) From
Operations (1,165,482) 5,197,762 5,843,028 7,976,967 6,942,516 951,734
Earnings (Loss) Per
Ordinary Share (1.26) 5.64 4.73 4.72 2.58 0.35
Net Income (Loss) (1,529,859) 4,525,190 5,470,263 8,104,726 (27,480,747)  (3,767,273)
Basic Earnings
(Loss) Per Share (1.66) 491 4.43 4.80 (10.23) (1.40)
Diluted Earnings
(Loss) Per Share (1.66) 2.90 3.50 4.43 (10.23) (1.40)
RMB USD
As of December
As of December 31, 31,
2003 2004 2005 2006 2007 2007
(Unaudited)

Total Assets ¥ 34,746,298 ¥ 25,893,808 ¥ 31,657,674 ¥ 83,025,047 ¥ 208,313,747 28,557,254
Total Current

Liabilities (35,705,675) (21,981,899) (19,565,356) (18,476,058) (60,484,349) (8,291,661)
Long-term

Liabilities (30,583,993) (30,583,993) — —  (22,154,431) (3,037,100)
Net Assets (31,543,370) (26,672,084) 12,092,318 64,548,989 64,548,989 8,271,163
Ordinary Shares 576,817 576,817 938,550 1,647,781 1,811,589 248,347
Dividends

Declared Per

Share - - - - - -

Exchange Rate Information

Our business is primarily conducted in China and all of our revenues are denominated in RMB. However, periodic
reports made to shareholders will include current period amounts translated into U.S. dollars using the then current
exchange rates, for the convenience of the readers. The conversion of RMB into U.S. dollars in this annual financial
report is based on the noon buying rate in The City of New York for cable transfers of RMB as certified for customs
purposes by the Federal Reserve Bank of New York.
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Unless otherwise noted, all translations from RMB to U.S. dollars and from U.S. dollars to RMB in this annual
financial report were made at a rate of RMB7.2946 to US$1.00, the noon buying rate in effect as of December 31,

2007. We make no representation that any RMB or U.S. dollar amounts could have been, or could be, converted into
U.S. dollars or RMB, as the case may be, at any particular rate, or at all. The government of the People’s Republic of
China (the “PRC”) imposes control over its foreign currency reserves in part through direct regulation of the conversion
of RMB into foreign exchange and through restrictions on foreign trade. The Company does not currently engage in
currency hedging transactions. The following table sets forth information concerning exchange rates between the

RMB and the U.S. dollar for the periods indicated.

Noon Buying Rate
Period Period-End Average (1) Low High
(RMB per US Dollar)

20032003 8.2767 8.2772 8.2800 8.2765
20042004 8.2765 8.2768 8.2771 8.2765
20052005 8.0702 8.1940 8.0702 8.2765
2006 7.8041 7.9723 7.8041 8.0702
2007 7.2946 7.6072 7.2946 7.8127
December 7.2946 7.3682 7.2946 7.4120
2008

January 7.1818 7.2405 7.1818 7.2946
February 7.1115 7.1644 7.1100 7.1973
March 7.0120 7.0722 7.0105 7.1110
April 6.9870 6.9997 6.9840 7.0185
May 6.9400 6.9725 6.9377 7.0000
June (through June 27) 6.8618 6.9013 6.8618 6.9633

(1)Averages are calculated using the average of month-end rates of the relevant period.
Monthly averages and partial monthly averages are calculated using the average of the
daily rates during the relevant period.

B. Capitalization and Indebtedness
Not applicable.
C. Reasons for the Offer and Use of Proceeds
Not applicable.
D. Risk Factors

You should carefully consider all of the information in this Annual Report and, in particular, the risks outlined below.
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Our customers are Chinese companies engaged in retail, distribution and logistics industries, and, consequently,
our financial performance is dependent upon the economic conditions of these industries.

We have derived most of our revenues to date from the license of software products and related services to the
Chinese retail, distribution and logistics industries, and our future growth is critically dependent on increased sales to
these particular industries. The success of our customers is intrinsically linked to economic conditions in these
industries, which in turn are subject to intense competitive pressures and are affected by overall economic conditions.
We believe the license of our software solutions and the purchase of our related services is discretionary and generally
involves a significant commitment of capital. As a result, although we believe our products can assist China’s retailers,
distributors, wholesalers, and logistics companies in a competitive environment, demand for our products and services
could be disproportionately affected by instability or downturns in the retailing, distribution, wholesaling and logistics
industries, which may cause customers to exit the industry or delay, cancel or reduce any planned expenditures for
information management systems and software products. We have previously experienced this effect in connection
with the impact that severe acute respiratory syndrome, or SARS, placed upon China’s retailing industry in recent
years. There can be no assurance that we will be able to continue our historical revenue growth or sustain our
profitability on a quarterly or annual basis or that our results of operations will not be adversely affected by continuing
or future downturns in these industries. Any adverse change in the Chinese retail, distribution and logistics industries
could adversely affect the level of software expenditure by the participants in these industries, which, in turn, could
result in a material reduction in our sales.

Although we achieved profitability for the first time in 2004, since our formation we have generated a significant
shareholders’ deficit, and we cannot provide any assurance that our recent profitability will continue.

Though we achieved profitability from 2004 to 2006, we had an accumulative deficit of RMB44,898,716 as of
December 31, 2007. As of December 31, 2007, our shareholders’ equity was RMB125,674,968. While we have
achieved profitability in previous years, there can be no assurance that we will be able to continue our growth or
profitability. Indeed, we had a net loss of RMB27,480,747 in the fiscal year ended December 31, 2007.

Our recent service fee revenue growth will require our officers to manage our business efficiently while recruiting
a significant number of new employees to assist in further development and implementation of our software.

In 2007, our service fee income increased by 301% in comparison to 2006, which was mainly due to our efforts of
focusing on services and expanding our direct sales force in key geographic markets. The growth in the size and
complexity of our business has placed and is expected to continue to place a significant strain on our management and
operations. Continued growth will require us to recruit and hire a substantial number of new employees, including
consulting and product development personnel. In particular, our ability to undertake new projects and increase
license revenues is substantially dependent on the availability of our consulting personnel to assist in the licensing and
implementation of our software solutions. We will not be able to continue to increase our business at historical rates
without adding significant numbers of personnel skilled in software implementation and integration. Although we
have not incurred significant difficulty in the hiring and training of skilled employees to date, there can be no
assurance that we will effectively locate, retain or train additional personnel in the future. If we do not sufficiently
increase our integration and implementation workforce over time, we may be required to forego licensing
opportunities. Our ability to compete effectively and to manage future growth, if any, also will depend on our ability
to continue to implement and improve operational, financial and management information systems on a timely basis.
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We are heavily dependent upon the services of technical and managerial personnel who develop and implement
our supply chain management software, and we may have to actively compete for their services.

We are heavily dependent upon our ability to attract, retain and motivate skilled technical, managerial and consulting
personnel, especially highly skilled engineers involved in ongoing product development and consulting personnel. Our
ability to install, maintain and enhance our supply chain management software is substantially dependent upon our
ability to locate, hire and train qualified personnel. As supply chain management concepts have only recently been
adopted in China, the number of qualified technical, managerial and consulting personnel is limited. Many of our
technical, managerial and consulting personnel possess skills that would be valuable to all companies engaged in
software development, and the Chinese software industry is characterized by a high level of employee mobility and
aggressive recruiting of skilled personnel. Consequently, we expect that we will have to actively compete with other
Chinese software developers for these employees. Our ability to profitably operate is substantially dependent upon our
ability to locate, hire, train and retain our technical, managerial and consulting personnel. Although we have not
experienced difficulty locating, hiring, training or retaining our employees to date, there can be no assurance that we
will be able to retain our current personnel, or that we will be able to attract and assimilate other personnel in the
future. If we are unable to effectively obtain and maintain skilled personnel, the quality of our software products and
the effectiveness of installation and training could be materially impaired.

Competition within the Chinese market for our software products is significant.

We believe that while the Chinese market for supply chain management software is subject to intense competition, the
number of significant competitors is relatively limited. According to the International Data Corporation, in 2006, total
IT expenditures in China’s retail market were $552 million, the annual growth is projected to be 13.3% from 2006 to
2011. In 2007, total IT expenditures in China’s retail market were $625 million, and we generated approximately
$11,500,000. As such, while we believe that we effectively compete in our market, our competitors occupy a
substantial competitive position. There can be no assurance that we will be able to effectively compete in our industry
on an ongoing basis.

Our financial performance is dependent upon the sale and implementation of supply chain management software
and related services, a single, concentrated group of products.

We derive all of our revenues from the license and implementation of eight software applications for the Chinese
supply chain industry, an industry that did not effectively exist in China in recent years, and from providing consulting
services. The life cycle of our software is difficult to estimate due in large measure to the potential effect of new
software, applications and enhancements (including those we introduce) on the maturation in the Chinese retail
distribution, wholesaling and logistics industries. To the extent we are unable to continually improve our supply chain
management software to address the changing needs of the Chinese supply chain front market, we may experience a
significant decline in the demand for our programs. In such a scenario, our revenues may significantly decline.

5
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The market for supply chain management software is intensely competitive.
We believe the principal competitive factors in our markets are:

product quality;
reliability;
performance;
price;
vendor and product reputation;
financial stability;
features and functions;
ease of use; and
quality of support.

A number of companies offer competitive products addressing certain of our target markets. In the enterprise systems
market, we compete with in-house systems developed by our targeted customers and with third-party developers. In
addition, we believe that new market entrants may attempt to develop fully integrated enterprise-level systems
targeting the Chinese supply chain. Many of our existing competitors, as well as a number of potential new
competitors, have significantly greater financial, technical and marketing resources than we do. We cannot guarantee
that we will be able to compete successfully against current or future competitors. As a result of this product
concentration and uncertain product life cycles, we may not be as protected from new competition or industry
downturns as a more diversified competitor.

Our financial performance is directly related to our ability to adapt to technological change and evolving standards
when developing and improving our supply chain management software products.

The software development industry is subject to rapid technological change, changing customer requirements,
frequent new product introductions and evolving industry standards that may render existing software obsolete. In
addition, as the Chinese economy has only recently begun to incorporate various Western economic factors, the
concept of supply chain management has only recently been adopted by Chinese businesses. As a result, our position
in the Chinese supply chain management software industry could be eroded rapidly by the speed with which Chinese
businesses continue to adopt Western business practices and technological advancements that we do not embrace. The
life cycles of our software are difficult to estimate. Our software products must keep pace with technological
developments, conform to evolving industry standards and address the increasingly sophisticated needs of Chinese
retailers, wholesalers, distributors and logistics companies. In particular, we believe that we must continue to respond
quickly to users’ needs for broad functionality. While we attempt to upgrade our software every one to two years, we
cannot guarantee that our software will continue to enjoy market acceptance. To the extent we are unable to develop
and introduce products in a timely manner, we believe that participants in the Chinese supply chain will obtain
products from our competitors promptly and our sales will correspondingly suffer. In addition, we strive to achieve
compatibility between our products and retailing systems platforms that we believe are or will become popular and
widely adopted. We invest substantial resources in development efforts aimed at achieving this compatibility. If we
fail to anticipate or respond adequately to technology or market developments, we could incur a loss of
competitiveness or revenue.

6
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We are substantially dependent upon our key personnel, particularly Adam Yan, our Chairman and Chief
Executive Officer.

Our performance is substantially dependent on the performance of our executive officers and key employees. In
particular, the services of:

Adam Yan, our Chairman and Chief Executive Officer;
Deliang Tong, our Chief Operating Officer;
Qicheng Yang, our Technology Officer;
Hongjun Zou, our Chief Innovation Officer;
Ping Yu, our Chief Financial Officer; and
Tony Zhao, our Chief Strategy Officer.

would be difficult to replace. We do not have in place “key person” life insurance policies on any of our employees. The
loss of the services of any of our executive officers or other key employees could substantially impair our ability to
successfully implement our existing supply chain management software and develop new programs and

enhancements.

As a software-oriented business, our ability to operate profitably is directly related to our ability to develop and
protect our proprietary technology.

We rely on a combination of trademark, trade secret, nondisclosure and copyright law to protect our supply chain
management software, which may afford only limited protection. Although the Chinese government has issued us 16
copyrights on our software, we cannot guarantee that competitors will be unable to develop technologies that are
similar or superior to our technology. Despite our efforts to protect our proprietary rights, unauthorized parties,
including customers, may attempt to reverse engineer or copy aspects of our software products or to obtain and use
information that we regard proprietary. Although we are currently unaware of any unauthorized use of our technology,
in the future, we cannot guarantee that others will not use our technology without proper authorization.

We develop our software products on third-party middleware software programs that are licensed by our customers
from third parties, generally on a non-exclusive basis. We currently utilize six major suppliers of these middleware
programs. Considering the fact that we believe that there are a number of widely available middleware programs
available, we do not currently anticipate that our customers will experience difficulties obtaining these programs. The
termination of any such licenses, or the failure of the third-party licensors to adequately maintain or update their
products, could result in delay in our ability to ship certain of our products while we seek to implement technology
offered by alternative sources. Nonetheless, while it may be necessary or desirable in the future to obtain other
licenses, there can be no assurance that they will be able to do so on commercially reasonable terms or at all.

In the future, we may receive notices claiming that we are infringing the proprietary rights of third parties. While we
believe that we do not infringe and have not infringed upon the rights of others, we cannot guarantee that we will not
become the subject of infringement claims or legal proceedings by third parties with respect to our current programs
or future software developments. In addition, we may initiate claims or litigation against third parties for infringement
of our proprietary rights or to establish the validity of our proprietary rights. Any such claims could be time
consuming, result in costly litigation, cause product shipment delays or force us to enter into royalty or license
agreements rather than dispute the merits of such claims, thereby impairing our financial performance by requiring us
to pay additional royalties and/or license fees to third parties. We have not been the subject of an intellectual property
claim since our formation.

7
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Our supply chain management software may contain integration challenges, design defects or software errors that
could be difficult to detect and correct.

Implementation of our software may involve a significant amount of systems developed by third parties. Although we
have not experienced a material number of defects associated with our software to date, despite extensive testing, we
may, from time to time, discover defects or errors in our software only after use by a customer. We may also
experience delays in shipment of our software during the period required to correct such errors. In addition, we may,
from time to time, experience difficulties relating to the integration of our software products with other hardware or
software in the customer’s environment that are unrelated to defects in our software products. Such defects, errors or
difficulties may cause future delays in product introductions and shipments, result in increased costs and diversion of
development resources, require design modifications or impair customer satisfaction with our software. Since our
software solutions are used by our customers to perform mission-critical functions, design defects, software errors,
misuse of our products, incorrect data from external sources or other potential problems within or out of our control
that may arise from the use of our products could result in financial or other damages to our customers. To date,
however, we have not had significant difficulties integrating our software into our customers’ existing systems. We do
not maintain product liability insurance. Although our license agreements with customers contain provisions designed
to limit our exposure to potential claims as well as any liabilities arising from such claims, such provisions may not
effectively protect us against such claims and the liability and costs associated therewith. To the extent we are found
liable in a product liability case, we could be required to pay a substantial amount of damages to an injured customer,
thereby impairing our financial condition.

We may not pay dividends.

We have not previously paid any cash dividends nor do we anticipate paying any dividends on our ordinary shares.
Although we achieved profitability for the first time in 2004, we cannot assure you that our operations will continue to
result in sufficient revenues to enable us to operate at profitable levels or to generate positive cash flows. Indeed, we
had a net loss of RMB27,480,747 in the fiscal year ended December 31, 2007. Furthermore, there is no assurance our
Board of Directors will declare dividends even if we are profitable. Dividend policy is subject to the discretion of our
Board of Directors and will depend on, among other things, our earnings, financial condition, capital requirements and
other factors. Under Cayman law, we may only pay dividends from profits or credit from the share premium account
(the amount paid over par value, which is $0.0756), and we must be solvent before and after the dividend payment. If
we determine to pay dividends on any of our ordinary shares in the future, as a holding company, we will be
dependent on receipt of funds from our operating subsidiary.

A slowdown in the Chinese economy may slow down our growth and profitability.
The Chinese economy has grown at an approximately 9 percent rate for more than 25 years, making it the fastest
growing major economy in recorded history. Much of this growth has occurred in our customers’ industries. For

example:

. China’s economy grew by 11.4% in 2007, the fastest pace in 11 years
in the last decade, the number of supermarkets in China increased from zero to more than 60,000;

12
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retail sales in China increased 10.2% in 2004
. industrial growth in China increased 16.7% in 2004;
-enterprise software revenues for all industry participants generated from Chinese wholesale and retail customers
increased 32.5% from $22.52 million in 2002 to $27.16 million in 2003; and
-enterprise software revenues for all industry participants generated from Chinese manufacturing customers increased
15.9% from $140.3 million in 2002 to $162.5 million in 2003.

We cannot assure you that growth of the Chinese economy will be steady or that any slowdown will not have a
negative effect on our business. Several years ago, the Chinese economy experienced deflation, which may recur in
the foreseeable future. More recently, the Chinese government announced its intention to use macroeconomic tools
and regulations to slow the rate of growth of the Chinese economy, the results of which are difficult to predict.
Adverse changes in the Chinese economy will likely impact the financial performance of the retailing, distribution,
logistics and manufacturing industries in China. Consequently, under such circumstances, our customers may opt to
delay discretionary expenditures like those for our software, which, in turn, could result in a material reduction in our
sales.

We do not have business interruption, litigation or natural disaster insurance.

The insurance industry in China is still at an early state of development. In particular PRC insurance companies offer
limited business products. As a result, we do not have any business liability or disruption insurance coverage for our
operations in China. Any business interruption, litigation or natural disaster may result in our business incurring
substantial costs and the diversion of resources.

We may become a passive foreign investment company, which could result in adverse U.S. tax consequences to
U.S. investors.

Based upon the nature of our business activities, we may be classified as a passive foreign investment company

(“PFIC”) by the U.S. Internal Revenue Service (“IRS”) for U.S. federal income tax purposes. Such characterization could
result in adverse U.S. tax consequences to you if you are a U.S. investor. For example, if we are a PFIC, a U.S.

investor will become subject to burdensome reporting requirements. The determination of whether or not we are a

PFIC is made on an annual basis and will depend on the composition of our income and assets from time to time.
Specifically, we will be classified as a PFIC for U.S. tax purposes if either:

75% or more of our gross income in a taxable year is passive income; or
-the average percentage of our assets by value in a taxable year which produce or are held for the production of
passive income (which includes cash) is at least 50%.

The calculation of the value of our assets is based, in part, on the then market value of our ordinary shares, which is
subject to change. In addition, the composition of our income and assets will be affected by how, and how quickly, we
spend the cash we raise in our contemplated initial public offering, if any. We cannot assure you that we will not be a
PFIC for any taxable year.

9
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Any recurrence of severe acute respiratory syndrome, or SARS, pandemic avian influenza or another widespread
public health problem, could adversely affect the Chinese economy as a whole and our ability to profitably develop
and install our software products.

A renewed outbreak of SARS, pandemic avian influenza or another widespread public health problem in China, where
all of our revenues are derived, and in Beijing, where our operations are headquartered, could have a negative effect
on our operations. Our operations may be affected by a number of health-related factors, including the foregoing:

quarantines or closures of some or our offices which would severely disrupt our operations;
the sickness or death of our key officers and employees; and
a general slowdown in the Chinese economy.

The possible quarantine of our offices or the sickness or death of our key officers and employees would restrict our
ability to develop and implement our software products, thereby negatively impacting our sales. Any of the foregoing
events or other unforeseen consequences of public health problems could adversely affect our markets or our ability to
operate profitably. A slowdown of the Chinese economy as a whole could reduce the level of discretionary
expenditures by Chinese business in the retailing, distribution, logistics and manufacturing industries, thereby
resulting in a material reduction in the demand for our products.

Recent PRC regulations relating to acquisitions of PRC companies by foreign entities may create regulatory
uncertainties that could limit our PRC subsidiary’s ability to distribute dividends and/or pursue any acquisition
strategy that we may implement in the future.

The PRC State Administration of Foreign Exchange (“SAFE”) issued a public notice in January 2005 concerning
foreign exchange regulations on mergers and acquisitions in China. The public notice states that if an offshore
company intends to acquire a PRC company, such acquisition will be subject to strict examination by the relevant
foreign exchange authorities. The public notice also states that the approval of the relevant foreign exchange
authorities is required for any sale or transfer by the PRC residents of a PRC company’s assets or equity interest to
foreign entities, such as us, for equity interests or assets of the foreign entities.

In April 2005, SAFE issued another public notice clarifying the January notice. In accordance with the April notice, if
an acquisition of a PRC company by an offshore company controlled by PRC residents had been confirmed by a
Foreign Investment Enterprise Certificate prior to the issuance of the January notice, each of the PRC residents is
required to submit a registration form to the local SAFE branch to register his or her respective ownership interests in
the offshore company. The PRC resident must also amend such registration form if there is a material event affecting
the offshore company, such as, among other things, a change to share capital, a transfer of shares, or if such company
is involved in a merger and an acquisition or a spin-off transaction or uses its assets in China to guarantee offshore
obligations. SAFE indicated that these registration provisions applied retroactively to offshore restructurings, like
ours, that were completed prior to the initial public notice of the new requirements in January 2005. However, SAFE
did not impose any time limit within which PRC residents must complete the mandated registration. The April notice
also provided that failure to comply with the registration procedures set forth therein may result in the imposition of
restrictions on the PRC company’s foreign exchange activities and its ability to distribute profits to its offshore parent
company.
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On October 21, 2005, SAFE issued a new public notice concerning PRC residents’ investments through offshore
investment vehicles. This notice took effect on November 1, 2005 and replaces prior SAFE notices on this topic.
According to the November 2005 notice:

-any PRC resident that created an off-shore holding company structure prior to the effective date of the November
notice must submit a registration form to a local SAFE branch to register his or her ownership interest in the offshore
company on or before May 31, 2006;

-any PRC resident that purchases shares in a public offering of a foreign company would also be required to register
such shares and notify SAFE of any change of their ownership interest; and

-following the completion of an off-shore financing, any PRC shareholder may transfer proceeds from the financing
into China for use within China.

To the extent a PRC investor desires to purchase our ordinary shares in the secondary market, such resident must
obtain SAFE and other relevant government approval prior to such investment. Upon the sale of our ordinary shares in
the secondary market, a PRC resident must promptly notify SAFE of a material change in ownership. As (a) we do not
anticipate a significant number of PRC residents participating in our secondary market and (b) SAFE regulations
generally focus upon the initial foreign exchange transaction by which a PRC resident will purchase our ordinary
shares, we do not anticipate that SAFE regulations will impact the resale of our ordinary shares in any significant
manner.

Most recently, on August 8, 2006, six PRC regulatory agencies, including the Ministry of Commerce, the State
Administration for Industry and Commerce, CSRC and SAFE, jointly issued the Regulations on Mergers and
Acquisitions of Domestic Enterprises by Foreign Investors. This regulation became effective on September 8, 2006
and includes provisions that purport to require offshore special purpose vehicles:

controlled directly or indirectly by PRC companies or citizens; and
formed for the purpose of effecting an overseas listing of a PRC company

to obtain the approval of CSRC prior to the completion of the overseas listing. On September 8, 2006, CSRC
published procedures regarding the approval process associated with overseas listings of special purpose vehicles.
There is little precedent as to how CSRC will interpret the new regulation and apply the related procedures.

We completed the formation of our offshore holding company structure prior to the implementation of the new
regulation. Further, given that these new regulations are not retroactive in nature, we are not currently required to seek
and obtain governmental approval to complete the offering contemplated hereby. The PRC government, however,
could alter its interpretations of the regulation at any time. To the extent the PRC government alters its current
practice of remaining silent regarding overseas listings of PRC businesses like ours, we may be required to seek
additional government approval to complete this offering, and we cannot guarantee that we would obtain such
approval.
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eFuture Beijing is subject to restrictions on paying dividends and making other payments to us.

We are a holding company incorporated in the Cayman Islands and do not have any assets or conduct any business
operations other than our investment in eFuture Beijing, our subsidiary. As a result of our holding company structure,
we rely entirely on the dividends payments from eFuture Beijing. However, PRC regulations currently permit
payment of dividends only out of accumulated profits, as determined in accordance with PRC accounting standards
and regulations. eFuture Beijing may also be required to set aside a portion of their after-tax profits according to PRC
accounting standards and regulations to fund certain reserve funds. The PRC government also imposes controls on the
conversion of RMB into foreign currencies and the remittance of currencies out of China. We may experience
difficulties in completing the administrative procedures necessary to obtain and remit foreign currency. Furthermore,
if eFuture Beijing incurs debt on its own in the future, the instruments governing the debt may restrict its ability to pay
dividends or make other payments. If we or our subsidiary are unable to receive all of the revenues from our
operations through these arrangements, we may be unable to pay dividends on our ordinary shares.

Governmental control of currency conversion may affect the value of our ordinary shares.

The PRC government imposes controls on the convertibility of the Renminbi into foreign currencies and, in certain
cases, the remittance of currency out of China. We receive substantially all of our revenues in Renminbi. Under our
current corporate structure, our income is derived from dividend payments from our PRC subsidiary. Shortages in the
availability of foreign currency may restrict the ability of our PRC subsidiary to remit sufficient foreign currency to
pay dividends or other payments to us, or otherwise satisfy their foreign currency denominated obligations. Under
existing PRC foreign exchange regulations, payments of current account items, including profit distributions, interest
payments and expenditures from trade-related transactions, can be made in foreign currencies without prior approval
from the PRC State Administration of Foreign Exchange by complying with certain procedural requirements.
However, approval from appropriate government authorities is required where Renminbi is to be converted into
foreign currency and remitted out of China to pay capital expenses such as the repayment of bank loans denominated
in foreign currencies. The PRC government may also at its discretion restrict access in the future to foreign currencies
for current account transactions. If the foreign exchange control system prevents us from obtaining sufficient foreign
currency to satisfy our currency demands, we may not be able to pay dividends in foreign currencies to our
shareholders.

Fluctuation in the value of the Renminbi may have a material adverse effect on the value of our ordinary shares.

The value of the Renminbi against the U.S. dollar and other currencies may fluctuate and is affected by, among other
things, changes in political and economic conditions. On July 21, 2005, the PRC government changed its decade-old
policy of pegging the value of the Renminbi to the U.S. dollar. Under the new policy, the Renminbi is permitted to
fluctuate within a narrow and managed band against a basket of certain foreign currencies. This change in policy has
resulted in an appreciation of the Renminbi against the U.S. dollar. While the international reaction to the Renminbi
revaluation has generally been positive, there remains significant international pressure on the PRC government to
adopt an even more flexible currency policy, which could result in a further and more significant appreciation of the
Renminbi against the U.S. dollar. We rely entirely on dividends and other fees paid to us by our subsidiary in China.
Any significant revaluation of Renminbi may materially and adversely affect our cash flows, revenues, earnings and
financial position, and the value of, and any dividends payable on, our ordinary shares in U.S. dollars. For example, an
appreciation of Renminbi against the U.S. dollar would make any new Renminbi denominated investments or
expenditures more costly to us, to the extent that we need to convert U.S. dollars into Renminbi for such purposes. An
appreciation of Renminbi against the U.S. dollar would also result in foreign currency translation losses for financial
reporting purposes when we translate our U.S. dollar denominated financial assets into Renminbi, as the Renminbi is
our reporting currency.
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Changes in China’s political and economic policies could harm our business.

The economy of China has historically been a planned economy subject to governmental plans and quotas and has, in
certain aspects, been transitioning to a more market-oriented economy. Although we believe that the economic reform
and the macroeconomic measures adopted by the Chinese government have had a positive effect on the economic
development of China, we cannot predict the future direction of these economic reforms or the effects these measures
may have on our business, financial position or results of operations. In addition, the Chinese economy differs from

the economies of most countries belonging to the Organization for Economic Cooperation and Development (“OECD”).
These differences include:

economic structure;
level of government involvement in the economy;
level of development;
level of capital reinvestment;
control of foreign exchange;
methods of allocating resources; and
balance of payments position.

As a result of these differences, our business may not develop in the same way or at the same rate as might be
expected if the Chinese economy were similar to those of the OECD member countries.

If PRC law were to phase out the preferential tax benefits currently being extended to foreign invested enterprises
and “new or high-technology enterprises” located in a high technology zone, we would have to pay more taxes,
which could have a material and adverse effect on our financial condition and results of operations.

Under PRC laws and regulations, a foreign invested enterprise may enjoy preferential tax benefits if it is registered in

a high-technology zone and also qualifies as a “new or high-technology enterprise”. As a foreign invested enterprise as
well as a certified “new or high-technology enterprise” located in a high-technology zone in Beijing, we are entitled to a
three-year exemption from enterprise income tax beginning from our first year of operation, a 7.5% enterprise income
tax rate for another three years followed by a 15% tax rate so long as we continue to qualify as a “new or
high-technology enterprise.” Furthermore, we may apply for a refund of the 5% business tax levied on our total
revenues derived from our technology consulting services. If the PRC law were to phase out preferential tax benefits
currently granted to “new or high-technology enterprises” and technology consulting services, we would be subject to
the standard statutory tax rate, which currently is 25%, and we would be unable to obtain business tax refunds for our
provision of technology consulting services.
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China’s legal system embodies uncertainties that could adversely affect our ability to engage in the development
and integration of the supply chain management software.

Since 1979, the Chinese government has promulgated many new laws and regulations covering general economic
matters. Despite this activity to develop a legal system, China’s system of laws is not yet complete. Even where
adequate law exists in China, enforcement of existing laws or contracts based on existing law may be uncertain or
sporadic, and it may be difficult to obtain swift and equitable enforcement or to obtain enforcement of a judgment by a
court of another jurisdiction. The relative inexperience of China’s judiciary, in many cases, creates additional
uncertainty as to the outcome of any litigation. In addition, interpretation of statutes and regulations may be subject to
government policies reflecting domestic political changes. Noting that our business is substantially dependent upon
laws protecting intellectual property rights, any ambiguity in the interpretation or implementation of such laws may
negatively impact our business, its financial condition and results of operation. Our activities in China will also be
subject to administration review and approval by various national and local agencies of China’s government. Because
of the changes occurring in China’s legal and regulatory structure, we may not be able to secure the requisite
governmental approval for our activities. Although we have obtained all required governmental approval to operate
our business as currently conducted, to the extent we are unable to obtain or maintain required governmental
approvals, the Chinese government may, in its sole discretion, prohibit us from conducting our business.

Shareholder rights under Cayman Islands law may differ materially from shareholder rights in the United States,
which could adversely affect the ability of us and our shareholders to protect our and their interests.

Our corporate affairs are governed by our amended and restated memorandum and articles of association, by the
Companies Law (2004 Revision) and the common law of the Cayman Islands. The rights of shareholders to take
action against the directors, actions by minority shareholders, and the fiduciary responsibilities of our directors to us
under Cayman Islands law are to a large extent governed by the common law of the Cayman Islands. The common
law in the Cayman Islands is derived in part from comparatively limited judicial precedent in the Cayman Islands as
well as from English common law, the decisions of whose courts are of persuasive authority but are not binding on a
court in the Cayman Islands. The rights of our shareholders and the fiduciary responsibilities of our directors under
Cayman Islands law in this area may not be as clearly established as they would be under statutes or judicial precedent
in existence in some jurisdictions in the United States. In particular, the Cayman Islands has a less developed body of
securities laws as compared to the United States, and some states, such as Delaware, have more fully developed and
judicially interpreted bodies of corporate laws. Moreover, our company could be involved in a corporate combination
in which dissenting shareholders would have no rights comparable to appraisal rights which would otherwise
ordinarily be available to dissenting shareholders of United States corporations. Also, our Cayman Islands counsel is
not aware of a significant number of reported class actions or derivative actions having been brought in Cayman
Islands courts. Such actions are ordinarily available in respect of United States corporations in U.S. courts. Finally,
Cayman Islands companies may not have standing to initiate shareholder derivative action before the federal courts of
the United States. As a result, our public shareholders may face different considerations in protecting their interests in
actions against the management, directors or our controlling shareholders than would shareholders of a corporation
incorporated in a jurisdiction in the United States, and our ability to protect our interests may be limited if we are
harmed in a manner that would otherwise enable us to sue in a United States federal court.
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As we are a Cayman Islands company and most of our assets are outside the United States, it will be extremely
difficult to acquire jurisdiction and enforce liabilities against us and our officers, directors and assets based in
China.

We are a Cayman Islands exempt company, and our corporate affairs are governed by our Memorandum and Articles
of Association and by the Cayman Islands Companies Law (2004 Revision) and other applicable Cayman Islands
laws. Certain of our directors and officers reside outside of the United States. In addition, the Company’s assets are
located outside the United States. As a result, it may be difficult or impossible to effect service of process within the
United States upon our directors or officers and our subsidiaries, or enforce against any of them court judgments
obtained in United States courts, including judgments relating to United States federal securities laws. In addition,
there is uncertainty as to whether the courts of the Cayman Islands and of other offshore jurisdictions would recognize
or enforce judgments of United States courts obtained against us predicated upon the civil liability provisions of the
securities laws of the United States or any state thereof, or be competent to hear original actions brought in the
Cayman Islands or other offshore jurisdictions predicated upon the securities laws of the United States or any state
thereof. Furthermore, because the majority of our assets are located in China, it would also be extremely difficult to
access those assets to satisfy an award entered against us in United States court.

There can be no guarantee that China will comply with the membership requirements of the World Trade
Organization.

Due in part to the relaxation of trade barriers following World Trade Organization accession in January 2002, we
believe China will become one of the world’s largest markets by the middle of the twenty-first century. As a result, we
believe the Chinese market presents a significant opportunity for both domestic and foreign companies. With the
Chinese accession to the World Trade Organization, Chinese industries are gearing up to face the new regimes that are
required by World Trade Organization regulation. The Chinese government has begun to reduce its average tariff on
imported goods. We believe that a tariff reduction on imported goods combined with increasing consumer demand in
China may lead to increased demand for our logistics programs. China has also agreed that foreign companies will be
allowed to import most products into any part of China. Current trading rights and distribution restrictions are to be
phased out over a three-year period. In the sensitive area of intellectual property rights, China has agreed to implement
the trade-related intellectual property agreement of the Uruguay Round. As our business is dependent upon the
protection of our intellectual property in China and throughout the world, China’s decision to implement intellectual
property protection standards that coordinate with other major economies is of critical importance to our business and
its ability to generate profits. However, there can be no assurances that China will implement any or all of the
requirements of its membership in the World Trade Organization in a timely manner, if at all.

Item 4. Information on the Company
A. History and Development of the Company
eFuture (Beijing) Royalstone Information Technology Inc.

eFuture (Beijing) Tornado Information Technology Inc. (“eFuture Tornado”) was established as a domestic Chinese
company in April 2000 with total share capital of RMB500,000, of which Hainan Future Computer Company Limited
(‘“Hainan Future”) contributed RMB400,000 (80%) and Dafu Zou contributed 100,000 (20%). In July 2000, Mr. Zou
transferred his shares to Johnson Li, our Vice President for RMB100,000. In July 2000, eFuture Tornado was
reorganized and its capital was increased to RMB5,000,000. In connection with the recapitalization, Hainan Future
increased its investment in eFuture Tornado to RMB4,000,000, and Mr. Li increased his investment to
RMB1,000,000. Since its inception in January 2000, eFuture Tornado has developed and integrated software for
China’s supply chain front market.
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On Feb 27, 2007, eFuture Tornado’s capital was increased to RMB 17,805,680 or $2,300,000; and on August 28, 2007
eFuture Tornado was renamed “eFuture (Beijing) Royalstone Information Technology Inc.” (together with eFuture
Tornado, “eFuture Beijing”).

eFuture Information Technology Inc.

We were established as an offshore company incorporated in the Cayman Islands on November 2, 2000. At the time
of our formation, Adam Yan, our Chairman and Chief Executive Officer, purchased 20,000 ordinary shares for $0.01
per share, which represented the par value of the shares at the time. On April 25, 2001, we issued 4,016,610 Series A
preferred shares in a private placement of preferred securities to two venture capital firms for a price of $0.6224 per
share. Such price resulted from an arm’s length negotiation with such investors. In addition, on that date, we also
issued an aggregate of 6,945,000 ordinary shares to our executive officers at a price equal to $0.01 per share, which
represented the par value of the shares at the time. The price and amount of the ordinary shares that we issued to our
executive officers resulted from an arm’s length negotiation with our venture investors. The securities and share prices
referenced in this paragraph do not reflect our 1-for-7.560678 reverse stock split effected as of June 16, 2005.

Our Holding Company Structure

In March 2001, Hainan Future and Mr. Li transferred all shares in eFuture Beijing to us for an aggregate of
RMB5,000,000. Pursuant to an approval from the Beijing Municipal Government, eFuture Beijing became a wholly
foreign owned enterprise with an operating period of 20 years. We were created by eFuture Beijing and its
shareholders as a holding company in an effort to maintain intellectual property within China while creating a
corporate structure that could more easily access foreign capital. eFuture Beijing has previously and will continue to
conduct all of our software development operations.

Hainan Future Computer Company Limited

Hainan Future was established as a domestic Chinese company in April 1997 with registered capital of
RMB1,500,000. At the time of its formation, Hainan Future was owned by Mr. Yan (75%) and Qicheng Yang, our
Chief Technology Officer (25%). Hainan Future developed a software program with particular use in the Chinese
supply chain management industry. In an effort to create a company that would qualify for preferential tax treatments
associated with businesses in the high-technology industry, Hainan Future agreed to sell its software program and all
related rights to eFuture Beijing in 2000 for RMB5,160,000. In connection with this transaction, Hainan Future agreed
to provide eFuture technical support and development services related to the program for one year. On May 24, 2001,
the PRC National Copyright Bureau issued eFuture Beijing a certificate approving the transfer of the software and
granting eFuture Beijing the sole right to exploit the copyright. eFuture Beijing named the acquired software “eFuture
ONE POS-ERP.”

Following the sale of its software to eFuture Beijing in 2000, Hainan Future’s operations were limited to the
completion of existing contracts and the collection of existing accounts receivable. Consequently, its operations
reduced dramatically. In May 2005, Mr. Yan transferred all of his shares in Hainan Future to Xuejun Zhang for
¥225,000 and Mr. Yang transferred all of his shares in Hainan Future to Ling Zhang for ¥75,000. Xuejun Zhang
serves as the manager of our administration department. Ling Zhang serves as an employee in our accounting and
finance department. While not executive officers, these individuals are senior employees who actively participate in
our day-to-day operations. Noting the limited number of employees in our company, they may possess the potential to
influence our executive officers, and, thereby, our business and its operations.
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While these transactions were not among independent parties and, arguably, not at arm’s length as a result of the
employer-employee relationship between the parties, the parties to the transaction actively negotiated the purchase
price of the shares sold. At the time of the transaction, Hainan Future was essentially dormant. The aggregate
consideration paid by Messrs. Zhang of ¥300,000 was equal to the book value of Hainan Future’s assets at the time of
the transaction as determined by the then shareholders of Hainan Future in good faith. The parties to the transactions
did not consider alternative payment structures.

As of December 31, 2001, we had advanced ¥3,195,956 to Hainan Future. The balance arose as the result of payments
to suppliers on behalf of Hainan Future, cash advances to Hainan Future, Hainan Future’s collection of cash receipts
from our customers, and the sale of an investment in a company to Hainan Future, less the collection of cash receipts
from Hainan Future’s customers, less Hainan Future’s payments to suppliers on our behalf, less the cost of software
purchased from Hainan Future and less the purchase of two real estate parcels from Hainan Future. The value of the
real estate parcels and the services we provided to Hainan Future was determined in good faith by our executive
officers and our Board of Directors. Hainan Future has had no operations or employees since December 31, 2001. As

a result, we made payments to, provided services to and collected cash receipts from Hainan Future’s customers during
the years ended December 31, 2003, 2004 and 2005. Those transactions along with the resulting balances receivable
from Hainan Future were as follows:

U.S. Dollars
For the Year Ended
For the Years Ended December 31, December 31,
2005
2003 2004 2005 (Unaudited)
Balance at Beginning of Period ¥ 4,297,387 ¥ 4,018,687 ¥ 2,673,294 $ 331,255
Payments of (refunds from) Hainan
suppliers 23,500 155,307 (146,699) (18,178)
Services provided to Hainan 1,000,000 — — —
Offset receivable from Hainan against
payable to Hainan — — (2,526,595) (313,077)
Collection of cash receipts from Hainan’s
customers (744,800) (1,500,700) — —
Balance at End of Period ¥ 4,018,687 ¥ 2,673,294 ¥ -3 —

We owed Mr. Li and Hainan Future ¥1,000,000 and ¥4,000,000, respectively, for the acquisition of the Company’s
equity interest in eFuture Beijing. The balances due were unsecured, had no fixed terms of repayment and were
considered due on demand. On August 12, 2005, we paid Hainan Future ¥575,722 towards the amount due to Hainan
Future. On September 25, 2005, Hainan Future acquired Mr. Li’s receivable from our company on terms negotiated by
Mr. Li and shareholders of Hainan Future. The value of the receivable was based upon the book value of the
receivable as reflected on the financial records of Hainan Future, which were maintained in good faith by the
shareholders of Hainan Future. On November 18, 2005, we entered into an agreement with Hainan Future whereby
¥1,897,683 of the payable to Hainan Future was forgiven by Hainan Future and the remaining balance payable to
Hainan Future of ¥2,526,595 was offset against the receivable from Hainan Future of the same amount. This
transaction was approved by our Board of Directors and the Board of Directors of Hainan Future. We recognized this
forgiveness of debt from this related party as a contribution to capital.
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B. Business Overview
General

We are a leading provider of front-end supply chain management (“SCM”) software and services in China. We provide
integrated software and service solutions to manufacturers, distributors, wholesalers, logistics companies and retailers
in China’s front-end supply chain market, especially in the retail and consumer goods industries.

Our mission is to give our clients a sustained competitive advantage by strengthening and enhancing the foundation of
the supply chain.

We currently serve more than 1,000 Chinese and international clients, including Fortune 500 companies, over 650
retailers and over 250 distributors operating in China. We are also one of IBM’s premier business partners in Asia
Pacific and are a strategic partner with Oracle, Microsoft, JDA, Motorola and Samsung Network China. The company
has 20 branch offices across China.

Our solutions are specifically designed to optimize demand processes from finished goods to customer checkout, and
to address supply chain management, business processes, decision support, inventory optimization, collaborative
planning and forecasting requirements. Our software solutions business is enhanced and supported by our consulting
services and ongoing maintenance on existing software installations.

Our software solutions integrate industry know-how with predictive information technologies, consulting services and
best practices to help our clients create, manage and fulfill customer demand. Our solutions can be deployed
individually to meet specific needs, or as part of a scalable and fully-integrated, end-to-end solution. Our software
solutions consist of three independently deployable groups of products: Foundation Solutions, Collaborative Solutions
and Intelligent Solutions, which range from internal process management to sophisticated business analysis tools.

Our business-to-business (“B2B”) solutions leverage our company’s relationships with China’s retailers and suppliers to
offer innovative Web-based platforms. Our 99114.com and Jindian.com.cn websites connect suppliers and retailers,
enabling China’s local and overseas suppliers to enter into retail stores across the country. Our company’s
www.bfuture.com.cn website serves as a SaaS platform that streamlines supply chain management operations by
allowing retailers and suppliers to exchange business information, arrange payment online and access purchase orders,
returns, payment status, inventory levels and sales data analysis.
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Market Background

In the past, China’s supply chain infrastructure served to restrain economic development and limit the performance of
local and foreign companies. Compared with western countries, China has traditionally been hampered by poor
infrastructure, a disorganized distribution system, local protectionism, difficulties with cash flow and accounts
receivable, and an antiquated legal system at national, regional and local levels. As the Chinese economy matures,
with the assistance of enterprise software systems, we believe that these disparities will decrease. At the present time,
however, we believe that the following statistics accurately reflect the infancy of the Chinese supply chain industry:

-In 2000, logistics and transportation costs represented approximately 20% of the Chinese gross domestic product
(“GDP”) compared with 10% in the United States and 14% in Japan. Interestingly, by September 2001, China’s total
logistics and transportation costs reduced to 16.7% of China’s GDP.

-The working capital turnover ratio in China ranges from 1.2 for manufacturing state-owned enterprises to 2.3 for
commercial state-owned enterprises. In the United States, the average is between 15 and 20.

An average of 90% of a Chinese manufacturer’s time is spent on logistics, with just 10% on manufacturing.
Many commodities in China cost 40% to 50% more to transport than they would in the United States.
Transportation and warehousing costs in China equal 30% to 40% of the total cost of goods sold.

-Logistics inefficiency and lag time in receiving market information resulted in more than U.S. $480 billion worth of

goods being stockpiled by year-end 2000, which was equivalent to 45% of China’s GDP.

In recent years, the Chinese government has committed significant effort to modernizing China’s logistics and
transportation infrastructure. In particular, China’s accession to the World Trade Organization in 2001 emphasized the
liberalization and modernization of China’s economic system. Under China’s WTO agreement, the country will
progressively remove the restrictions that prevent foreign companies from participating in the logistics and
transportation sectors. We also expect China’s WTO status to stimulate China’s growth by opening its economy to
competition and encouraging collaboration between local and foreign companies.

Participants in China’s supply chain are currently facing intensifying competition, fluctuating demand, evolving retail
channels and increasing globalization. Sales are pressured, margins are compressed through intensified competition
and most companies are trying to achieve improved results with fewer people. As a result, small and large Chinese
companies are increasingly seeking technology solutions to better manage their increasingly complex businesses,
improve their operating efficiencies and financial performance, and strengthen their relationships with customers and
suppliers. Despite the fact that Chinese businesses traditionally have low technology adoption rates, we believe that
China’s rapid economic development will require Chinese companies to look to source ready-made solutions for
supply chain management.

19

25



Edgar Filing: eFuture Information Technology Inc. - Form 20-F

China’s Economic Development

China’s population of approximately 1.3 billion people is expected to grow by roughly 15 million people per year. The
country’s gross national product has grown at a rate of approximately 9 percent for more than 25 years, making it the
fastest growing major economy in recorded history. In the same 25 year period, China has moved more than

300 million people out of poverty and quadrupled the average Chinese person’s income. The tremendous potential for
this market is noted by the fact that 400 of the world’s largest 500 companies are investing in China.

These development factors have produced a burgeoning consumer goods market, as the spending power and
aspirations of consumers rise. In response, industries are consolidating and modern retailers are penetrating
second-tier and even some third-tier Chinese cities. We believe that the need to modernize China’s supply chain
infrastructure is increasing at a dramatic rate. The appearance of modern retailers in China is also generating demand
for more efficient and reliable systems and services.

In 2007, total retail sales of consumer goods reached RMBS.9 trillion, a growth of 16.8% which was 3.1 percentage
points higher than the 2006 growth rate (RMB901.5 billion for December, up 20.2%). Of this total, the retail sales of
consumer goods in cities stood at RMB6 trillion, up 17.2% and 2.9 percentage points over 2006 while the retail sales
at and below county level reached RMB2.9 trillion, up 15.8%, or 3.2 percentage points higher. In terms of different
sectors, the growth of wholesale and retail sectors was 16.7%, and the growth of the lodging and catering industry was
19.4%. The sales by wholesale and retail businesses above the designated size in the following sectors enjoyed over
20% growth: petroleum and petroleum products; automobiles; construction and decorating materials; communication
equipment; furniture; household electric appliances and audio-video equipment; clothing, shoes, hats and textiles,
cosmetics, and sports and recreation articles.
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Growth trend of Chinese GDP in most recent 5 years
GDP is growing rapidly

Total Retail Sales of Consumer Goods in China
(amounts in RMB Billions)

Retail spending
in China is increasing from
a low base

Growth Drivers

We believe the following factors, among others, have contributed to our growth and the growth of our customers in
the retail industry:

Double-digit annual GDP growth;
Increasing disposable income;
Highly fragmented market; and
Double-digit annual growth of retail sales of consumer goods.

We seek to build on our leading market share of approximately 8% by focusing on the retail industry consumer goods
market as China increases expenditures on retail services and software. According to the International Data

Corporation:

In 2006, total IT expenditures in China’s retail market were $552 million; and
By 2011, total IT expenditures are expected to increase to $1.03 billion.
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