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For investors outside the United States: Neither we nor any of the underwriters have done anything
that would permit this offering or possession or distribution of this prospectus in any jurisdiction
where action for that purpose is required, other than in the United States. You are required to inform
yourselves about and to observe any restrictions relating to this offering and the distribution of this

prospectus.

"o

Unless otherwise indicated, (1) references to "Asialnfo", "we", "us" and "our" refer to Asialnfo Holdings,
Inc. and our wholly-owned subsidiaries; (2) references to the China Telecom system, are to the
Directorate General of Telecommunications, a state owned enterprise, provincial post and
telecommunication administrations and city and county telecommunications bureaus. References to
China Mobile are to China Mobile Communications Corporation and various provincial mobile
telephone subsidiaries. China Unicom and China Netcom refer to China United Telecommunications
Corporation and China Netcom Corporation Ltd., respectively; and (3) "China" for the purpose of this
prospectus refers to the People's Republic of China, excluding Taiwan and Hong Kong. Except as
otherwise noted, all information in this prospectus assumes (1) the conversion of all of our outstanding
shares of preferred stock into shares of common stock upon the completion of this offering, (2) the
exercise of all outstanding warrants held by holders of our Series A Preferred Stock and (3) no exercise
of the underwriters' option to purchase additional shares in this offering. References to "U.S. dollars" or

"$" are to United States dollars.

Until March , 2000 (25 days after commencement of this offering), all dealers that buy, sell or trade our
common stock, whether or not participating in this offering, may be required to deliver a prospectus.
This delivery requirement is in addition to the dealers' obligation to deliver a prospectus when acting

as underwriters and with respect to their unsold allotments or subscriptions.



Prospectus Summary

You should read the following summary together with the more detailed information regarding our
company and the shares of the common stock being sold in this offering and our historical financial

statements and notes thereto included elsewhere in this prospectus.
Asialnfo Holdings, Inc.
Our Business

We are a leading provider of Internet-related, information technology ("IT") professional services and
software products in China. We offer total network solutions and proprietary software to meet our
customers' Internet and telecommunications infrastructure and operating needs. Our customers are
leading telecommunications service providers, Internet service providers ("ISPs") and Internet content
providers ("ICPs") in China, including the China Telecom system and China Unicom, the two largest
Chinese telecommunications and Internet service providers, as well as China Mobile, the largest

wireless telephony service provider in China.

We provide network solutions for large Internet and telecommunications projects. We deliver Internet
infrastructure solutions such as backbone and access networks, operations support solutions using our
proprietary and third party software, service applications such as IP telephony and virtual private
networks, and network performance and security solutions. In response to customer preferences in
China, we often offer services in the context of total solutions, which include systems integration and

customization of our proprietary and third party software.

With an early entry into the market, we are now a leading provider of network solutions for large
Internet and telecommunications companies in China. Our Chinese, western-trained senior
management and technical personnel have a proven track record of delivering high performance, cost
effective solutions for the specific needs of these companies. We designed and built ChinaNET, China's
first commercial and largest national Internet backbone. We are in the process of designing and
building UniNET, China's second-largest national Internet backbone, for China Unicom. We have also
built numerous provincial Internet backbones, including GuangdongNET, the first and largest

provincial Internet backbone in China.

We develop and sell carrier class software products tailored for the specific needs of the China market.
These products include real time, highly scalable customer management and billing ("CM&B") software
and carrier-scale messaging software for ISPs, ICPs and wireless telephony service providers. We have
historically sold our software products as part of our network solutions projects, but we are
increasingly marketing these products on a stand-alone basis. Our software can support up to millions

of users and is designed with open architecture to facilitate customization.

We have the largest customer base for CM&B software among large ISPs and ICPs in China, with
approximately 1.8 million user licenses as of December 15, 1999. Asialnfo Mail Center ("AIMC"), the

latest version of our messaging software, was launched in April 1999 and within eight months has been



licensed for over 3 million users. As of December 15, 1999, we had sold over 7 million user licenses for

our wireless telephony CM&B software.

Our Market Opportunity The Internet market in China has been growing rapidly due primarily to
increased access to telecommunications services and declining personal computer prices. International
Data Corp. ("IDC") estimates that China will have 3.8 million users at the end of 1999 and forecasts

that China's Internet population will grow at a compound rate of 54% per year to 33 million users in
2004.

Chinese telecommunications carriers have made significant investments in Internet and
telecommunications infrastructures using advanced technologies. The Internet and
telecommunications markets in China have become increasingly competitive as the Chinese
government has taken measures to deregulate the telecommunications industry and introduce
competition. China's pending entry into the World Trade Organization (the "WTQ") is expected to
stimulate spending on the Internet and telecommunications infrastructures, particularly broadband
networks. Increased demand for Internet services and competition have also prompted service
providers to offer varying, customer-tailored service plans and focus on customer care and support. We
believe that the combined effects of increased deregulation and industry competition, coupled with a
growing demand for Internet services and multimedia applications, have created opportunities for us

in the following areas:
. high value Internet-related IT services in an increasingly complex network environment;

. real-time, scalable CM&B software that meets the specific requirements of Chinese service providers;
and . broadband network and convergent communications solutions including unified messaging

software, which integrates email, voicemail and fax services.
Our Strategy

Our strategy is to be the leading China-based, world-class provider of Internet-related IT professional
services and software products to enable our customers to build, maintain, operate and continuously

improve their Internet and communications infrastructures. Key aspects of this strategy are to:

Maintain our leading position in providing Internet and telecommunications infrastructure solutions
in China. We plan to maintain our position as a leading provider of network solutions to the largest
Internet and telecommunications companies in China. Total investment in China's telecommunications
industry is expected to continue to grow rapidly, particularly in Internet infrastructure and related
areas. We expect most of this investment will be made through our customers, which are the largest
Internet and telecommunications companies in China. We believe that our close relationships with our
customers, our unique understanding of the China market, our technical capabilities and our proven

track record will allow us to capitalize on these growth opportunities.

Focus on high value IT professional services. As the I'T market matures in China, we plan to focus
increasingly on providing our customers high value IT professional services such as network planning,

design and optimization, while gradually outsourcing lower end services such as hardware installation.



Significantly grow our software business to maximize opportunities in the Internet software market in
China. We expect rapidly expanding Internet usage in China to create increasing demand for reliable
and scalable software products that address the specific requirements of Chinese ISPs and ICPs. We
plan to invest significant financial and personnel resources to expand our Internet software business

and strengthen our leadership position in the Internet CM&B and messaging software markets in
China.

Develop broadband and convergent communications solutions. We are committed to developing
solutions and software products to meet the future requirements of our customers. We expect
increasing investment in broadband network solutions and convergent communications, which
combine voice, data, video and Internet services using IP technology. We plan to develop broadband
backbone and access network solutions and upgrade our CM&B and messaging software to support
convergent communications. Our Internet infrastructure technology leadership and software
experience in both the Internet and wireless services markets make us well positioned to develop

broadband and convergent communications software and solutions for the China market.

Leverage our large customer base to generate recurring revenues. We have a high quality group of
network solutions customers and one of the largest installed software customer bases for leading
telecommunications service providers, ISPs and ICPs in China. Our customers include the China
Telecom system, China Unicom, China Mobile and China Netcom. These companies have historically
accounted for and are expected to continue to account for a majority of Internet investments in China.
Our large customer base enables us to foster close relationships with our customers, develop an in-
depth understanding of their needs and raise barriers to entry for our competitors. We intend to
generate recurring revenues from our existing customer base through upgrades of their networks and

implementation of new services and products, including outsourced applications.

Attract and retain highly qualified personnel. We place great importance on attracting and retaining
highly qualified personnel. In view of the specific needs of the China market, we target our recruitment
efforts on Chinese who have both IT and professional competence and extensive exposure to western
education and/or management practices. We attract and retain these qualified personnel by offering
them attractive compensation packages, including stock options, and a challenging and rewarding

working environment.

Our Competitive Strengths Internet infrastructure technology leadership in China. Our technical
personnel have state-of-the-art expertise in Internet infrastructure information technologies in China.
This expertise enables us to develop and implement Internet solutions that employ high quality

designs and to deliver the high performance-to-cost solutions required by Chinese companies.

Combined international and China expertise. Our senior management is a Chinese team. A majority of
our senior management has been educated in the United States or has worked with leading
multinational companies in or outside China. They have an in-depth understanding of the China
market, combined with a knowledge of best management practices gained from some of the world's
leading I'T companies. We believe that the unique strengths of our management team will enable us to

anticipate and effectively capitalize on market opportunities for our business in China.



Established customer relationships. We have close relationships with almost all the leading
telecommunications services providers, ISPs and ICPs in China and have provided services and
products to most of them. Our understanding of their requirements allows us to successfully deliver
customized solutions and maximize revenue opportunities created by increased investments in the

Internet in China.

Real time, scalable and adaptable proprietary software. Our proprietary software allows service
providers to monitor user activity and analyze user data in real time. All our software products are
scalable to accommodate up to millions of users. Our software products are also designed with fully
documented, open application programming interfaces ("APIs") that allow our customers and third
party systems integrators and software developers to integrate our software with existing applications

and services requiring minimal effort and programming overhead.

Total solutions approach. We provide our services in the context of total solutions including systems
integration and customization of proprietary and third party software. This total solutions approach is
favored by Chinese customers and allows us to build and maintain close, long term relationships with

them.

Corporate Information We started our business in Texas through a predecessor company in 1993 and
are now incorporated in Delaware. In 1995, we moved our base of operations from Dallas, Texas to
Beijing, China to capitalize on emerging opportunities in the rapidly developing Internet market in
China. Today, almost all our operations and employees are based in China. Our executive offices are
located at Ligong Science & Technology Tower, 4th Floor, 11 Baishiqiao Road, Haidian District, Beijing
100081, China, and our telephone number is (8610) 6846-7058.

The Offering

Common stock offered.......ocvveecuvrrnrinence. shares Common stock to be outstanding after this offering..
shares Use of proceeds......ccceevururvremeccrccncne. We intend to use the estimated net proceeds of
approximately $ million from this offering for working capital, expansion of sales and marketing
activities, software product development, acquisitions and general corporate purposes. See "Use of

Proceeds."

Proposed Nasdaq National Market Symbol.............. "ASIA" The total number of shares of common stock
to be outstanding after this offering is based on the number of shares outstanding as of November 30,
1999 and includes 9,429,226 shares of common stock issued pursuant to the exercise of all
outstanding warrants issued to holders of our Series A Convertible Preferred Stock and 6,952,153
shares of common stock issuable upon the automatic conversion of all outstanding shares of our
convertible preferred stock upon the completion of this offering, but excludes . options granted under
our stock option plans to purchase 7,521,024 shares of common stock at a weighted average exercise

price of $2.07 per share outstanding as of November 30, 1999, . 1,783,300 shares of common stock



available for issuance upon the exercise of future grants under our stock option plans and . 40,000
shares of common stock issuable upon the exercise of warrants to purchase shares of common stock at

an exercise price of $0.01 per share.

Summary Consolidated Financial Data

The following table sets forth our summary consolidated financial data. You should read this
information together with our consolidated financial statements, the notes to those statements
beginning on page F-1 of this prospectus and the information under "Selected Consolidated Financial
Data" and "Management's Discussion and Analysis of Financial Condition and Results of
Operations."The summary consolidated balance sheet data and summary consolidated statements of
operations data in the table below as of and for the three years ended December 31, 1996, 1997 and
1998 have been derived from our audited consolidated financial statements. The summary
consolidated statement of operations data for the year ended December 31, 1995 and for the nine
months ended September 30, 1998 and 1999, and the summary consolidated balance sheet data as of
the same dates are derived from our unaudited consolidated financial statements, which have been
prepared on the same basis as our audited consolidated financial statements and contain normal
recurring adjustments which are, in the opinion of management, necessary for a fair presentation of
the results for such unaudited periods. Historical results are not necessarily indicative of the results to

be expected in the future, and results of interim periods are not necessarily indicative of those for the

full year.
Nine Months Ended
Years Ended December 31, September 30,
1995 1996 1997 1998 1998 1999

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

Consolidated Statements
of Operations Data:

Revenues:

Network Solutions...... $ 1,799 $ 14,781 $ 36,509 $ 41,964 $ 17,324 $ 43,598
Software License....... -- 762 775 2,258 1,898 4,643
Total revenues......... 1,799 15,543 37,284 44,222 19,222 48,241
Gross profit............ 546 6,445 7,728 12,033 5,512 14,836
Operating income

(1oSS) e vvnninnennnn. (598) 2,186 (713) 681 (1,208) (472)
Net income (loss)....... (578) 1,670 (381) 1,536 (8) (737)
Net income (loss) per

share:

Basic.......coiiii... $ (0.07) $ 0.12 $ (0.03) $ 0.11 $ 0.00 $ (0.05)
Fully diluted(/1/)..... $ (0.07) $ 0.10 $ (0.03) $ 0.05 $ 0.00 $ (0.05)
Shares used in

computation:

Basic.......coiiii... 8,154,463 13,530,000 13,530,000 13,616,412 13,594,135 13,937,072
Fully diluted(/2/)..... 8,154,463 15,999,133 13,530,000 31,765,532 13,594,135 13,937,072

As of December 31, As of September 30, 1999

1995 1996 1997 1998 Actual As Adjusted(/2/)
(Amount in thousands of U.S. dollars)

Consolidated Balance
Sheet Data:
Cash and cash



equivalents............ $1,732 $2,221 $24,066 $ 9,749 $25,354 $
Total current assets.... 3,747 8,325 36,131 42,805 62,038
Total assets............ 3,787 9,227 37,085 45,359 69,611
Total liabilities

(excluding minority

interest).............. 4,089 6,429 20,008 26,048 26,535 26,535
Total stockholders'
equity (deficit)....... (567) 1,333 16,179 19,247 43,077

(1) In 1997 and for the nine months ended September 30, 1998 and 1999, the diluted net loss per
share computation excludes shares of common stock issuable under stock option plans, upon the
exercise of warrants and upon the automatic conversion of our convertible preferred stock which, if
included, would have an antidilutive effect on the net loss reported in these periods. See note 11 of
Notes to Consolidated Financial Statements for a detailed explanation of the determination of the
shares used in computing basic and diluted net income (loss) per share. (2) Fully diluted shares are
adjusted to reflect (a) the sale of shares of common stock offered by Asialnfo hereby at an initial public
offering price of $ per share and after deducting the underwriting discount and estimated offering
expenses, (b) the conversion of all outstanding shares of our convertible preferred stock into 6,952,153
shares of common stock as of the closing of this offering as if the closing occurred on September 30,
1999 and (c) the issuance of 9,429,226 shares of common stock pursuant to the exercise of all
outstanding warrants held by holders of our Series A Convertible Preferred Stock. Excludes (a)
7,794,200 shares of common stock underlying options granted under our stock option plans and
outstanding as of September 30, 1999 at a weighted average exercise price of $1.93 per share, (b)
1,783,300 shares of common stock available for issuance upon the exercise of future grants under our
stock option plans and (c) 40,000 shares of common stock issuable upon the exercise of outstanding

warrants to purchase shares of common stock at an exercise price of $0.01 per share.

Risk Factors

You should carefully consider the risks and uncertainties described below before making an investment
decision. The risks described below are not the only ones facing our company. Additional risks not
presently known to us or that we currently deem immaterial may also impair our business operations.
Our business, financial condition or results of operations could be materially adversely affected by any
of these risks. The trading price of our common stock could decline due to any of these risks, and you

may lose all or part of your investment.

This prospectus also contains forward-looking statements that involve risks and uncertainties. Our
actual results could differ materially from those anticipated in these forward-looking statements as a
result of certain factors, including the risks faced by us described below and elsewhere in this

prospectus.

Risks Relating to Asialnfo The growth of our business is dependent on government budgetary policy

for the telecommunications industry and the Internet in China.



Virtually all our large customers are directly or indirectly owned or controlled by the Chinese
government. Accordingly, their business strategies and capital expenditure budgets and spending plans
are largely decided in accordance with government policies, which, in turn, are determined on a
centralized basis at the highest level by the State Planning Commission. As a result, the growth of our
business is heavily dependent on government policies for telecommunications and Internet

infrastructure.

Despite the high priority currently accorded by the government to the development of
telecommunications industry and Internet infrastructure and a high level of funding allocated by the
government to these sectors in 1999, we believe that our customers' capital spending for Internet
infrastructure was lower in 1999 than 1998 due to a variety of factors, particularly the current
restructuring of the telecommunications industry. While there is a possibility that the unspent funds
will be carried forward to 2000, we cannot make any conclusions or predictions at this time regarding
government funding plans for the telecommunications industry and the Internet. Furthermore, we can
give no assurance as to the government's budget policies in future years. Insufficient government
allocation of funds to sustain the growth of the telecommunications industry and the Internet in China

could have a material adverse effect on our business.

Laws and regulations applicable to the Internet in China remain unsettled and could have a material

adverse effect on Internet's growth and thereby have material adverse effect on our business.

Growth of the Internet in China could be materially adversely affected by governmental regulation of
the industry. Due to the increasing popularity and use of the Internet and other online services, it is
possible that regulations may be adopted with respect to the Internet or other services covering issues
such as user privacy, pricing, content, copyrights, distribution, antitrust and characteristics and quality
of products and services. Furthermore, the growth and development of the market for electronic
commerce may prompt calls for more stringent consumer protection laws that may impose additional
burdens on companies conducting business online. Although we are engaged in Internet infrastructure
development and Internet-related software business, the adoption of additional laws or regulations
may slow the growth of the Internet or other services, which could in turn lead to reduced Internet
traffic, decrease the demand for our network solutions and Internet-related software products and

increase our cost of doing business.

The Ministry of Information Industries (the "MII") is currently reviewing its telecommunications
regulations, particularly as they relate to Internet activities. While we are not aware of any existing or
proposed regulations that have a significant direct adverse effect on our business, a restrictive
regulatory policy regarding the Chinese Internet industry would have a material direct adverse effect

on us by retarding the industry's growth in China.

Our customer base is highly concentrated and the loss of one or more of our customers could cause our

business to suffer significantly.

We have derived and believe that we will continue to derive a significant portion of our revenues from
a limited number of large customers, such as the China Telecom system and China Unicom. Although

various provincial and local entities of the China Telecom system are separate legal entities and



generally make purchasing decisions independent of the Directorate General of Telecommunications
("DGT"), their business decisions may nonetheless be affected by the DGT. Entities of the China
Telecom system accounted for almost all of our revenues in 1997 and 1998. At September 30, 1999,
entities of the China Telecom system accounted for over 80% of our backlog. In the future, we expect to
derive an increasing portion of our revenues from China Unicom, China Mobile and China Netcom.
The loss of the China Telecom system, whose provincial and local entities have historically accounted
for a major portion of our business, or cancellation or deferral of any large contract by any of our large
customers would have a material adverse effect on our business, financial condition and results of

operations. See "Business--Customers."

The long and variable sales cycles for our products and services can cause our revenues and operating

results to vary significantly.

A customer's decision to purchase our services and products involves a significant commitment of its
resources and an extended evaluation. As a result, our sales cycle tends to be lengthy. We spend
considerable time and expense educating and providing information to prospective customers about
features and applications of our services and products. Because our major customers operate large and
complex networks, they usually expand their networks in large increments on a sporadic basis. The
combination of these factors can cause our revenues and results of operations to vary significantly and

unexpectedly.

The unpredictability of our quarterly results may adversely affect the trading price of our common

stock.

Our revenues and operating results will vary significantly from quarter to quarter due to a number of
factors, many of which are outside of our control and any of which may cause our stock price to

fluctuate. The primary factors that may affect us include the following:

. fluctuation in demand for our products and services as a result of budgetary cycles of our large

customers;

. the reduction, delay, interruption or termination of one or more significant projects;
. introduction of new products and services by our competitors;

. changes in our pricing policies or those of our competitors;

. our ability to introduce, develop and deliver our products and services that meet customer

requirements in a timely manner;
. the variation in the mix of our product and service from period to period;
. costs related to acquisitions of technologies or businesses;

. insufficient personnel for management, sales, marketing, research, technical support and other

activities;



. the amount and timing of expenditures related to expansion of our operations; and . general economic
conditions as well as those specific to the telecommunications industry, the Internet and related

industries in China.

A large part of the contract amount of a network solutions project usually relates to hardware
procurement. Since we recognize most of the revenues relating to hardware plus a portion of contract
services revenues at the time of hardware delivery, the timing of hardware delivery can cause our

quarterly revenues to fluctuate significantly.

Due to the foregoing factors, we believe that quarter-to-quarter comparisons of our operating results
are not a good indication of our future performance and should not be relied upon. It is likely that our
operating results in some periods may be below the expectations of public market analysts and
investors. In this event, the price of our common stock will probably decline, perhaps significantly

more in percentage terms than the decline in operating results.

Our working capital requirements may increase significantly as a result of less favorable payment terms

for network hardware from our customers.

We typically purchase hardware for our customers as part of our turnkey total solutions services. We
generally require our customers to pay 90% of the invoice value of the hardware upon delivery. We
place orders for hardware only against a back-to-back order from customers and seek favorable
payment terms from hardware vendors. This policy has historically minimized our working capital
requirements. However, for certain large and strategically important projects, we have agreed to
payment of less than 90% of the invoice value of the hardware upon delivery in order to maintain
competitiveness. Wider adoption of these less favorable payment terms would require us to increase

our working capital needs.
We may incur slower earnings growth, earnings declines or net losses in the future.

Although we made a net profit in 1998, we have sustained losses in prior years and in 1999 to date.
There are no assurances that we can regain or sustain profitability or avoid net losses in the future. We
expect to increase our operating expenses as our business grows. The level of these expenses will be
largely based on anticipated organizational growth and revenue trends and a high percentage will be
fixed. As a result, any delays in expanding sales volume and generating revenue could result in
substantial operating losses. Any such developments could cause the market price of shares of our

common stock to decline.

Management's ability to implement adequate control systems will be critical to successfully manage our

future growth.

We have been expanding our operations rapidly, both in size and scope, in recent years. Our growth
places a significant strain on our management systems and resources. Our ability to successfully offer
our products and implement our business plan in a rapidly evolving market requires an effective
planning and management process. We will need to continue to improve our financial, managerial and
operational controls and reporting systems, and to expand, train and manage our work force. We may

not be able to implement adequate control systems in an efficient and timely manner.



We are highly dependent on the skills and services of key management and skilled personnel, who are

in high demand.

We are highly dependent on the skills of our key employees, including technical, sales, marketing,
financial and executive personnel. We do not currently maintain "key man" insurance. The loss of the
services of senior management or key personnel could have a material adverse effect on our business,
financial condition and results of operations. In addition, if key personnel join a competitor or form a
competing company, the loss of such employees and any resulting loss of existing or potential
customers to the competitor could have a material adverse effect on our business, financial condition

and results of operations.

Competition for highly skilled software design, engineering and sales and marketing personnel is
intense in China. Failure to attract, assimilate or retain qualified personnel to fulfill our current or
future needs could impair our growth. Competition for skilled personnel comes primarily from a wide
range of foreign companies active in China, many of which have substantially greater resources than us.
Limitations on our ability to hire and train sufficient number of personnel at all levels would limit our
ability to undertake projects in the future and could cause us to lose market share. We may need to
increase the levels of our employee compensation more rapidly than in the past in order to remain

competitive. These additional costs could reduce our profitability and cause losses.

Our historical financial information may not be an appropriate basis on which to evaluate us or our

prospects.

We moved our operations from Texas to China in 1995, began generating substantial network
solutions revenue in 1996 and selling software products in 1996. We expect our business to continue to
evolve as the Internet and telecommunications markets in China change and expand. In particular, we
are currently investing substantial personnel and financial resources in expanding our software
business, which we expect to account for a significantly greater portion of our operating expenses and
revenues than in the past. As a result, our historical financial data may not provide a meaningful basis
upon which investors may evaluate us and our prospects. You should consider the risks and difficulties
encountered by companies like ours in a new and rapidly evolving market. Our ability to sell products
and the level of success, if any, we achieve depends, among other things, on the level of demand for

Internet- related, professional IT services and software products in China, which are rapidly evolving.
We extend warranties to our network solutions customers that expose us to potential liabilities.

We customarily provide our customers with one to three year warranties, under which we agree to
maintain the installed systems at no additional cost to our customers. The maintenance services cover
both hardware and our proprietary and third party software products. Although we seek to arrange
back-to-back warranties with hardware and software vendors, we have the primary responsibility to
maintain the installed hardware and software. Our contracts do not have disclaimers or limitations on
liability for special, consequential and incidental damages nor do we cap the amounts recoverable for
damages. In addition, we do not currently maintain any insurance policy with respect to our exposure

to warranty claims. Although to date we have not incurred any liability for special, consequential or



incidental damages, failure of our installed projects to operate properly could give rise to substantial
claims against us that in turn could materially and adversely affect us, particularly because our

customers are primarily large telecommunication service providers.

We sell our large systems integration projects on a fixed-price, fixed-time basis which exposes us to

risks associated with cost overruns and delays.

We sell substantially all our systems integration projects on a fixed- price, fixed-time basis. Failure to
complete a fixed-price, fixed-time project within budget and the required time frame would expose us
to cost overruns and penalties that could have a material adverse effect on our business, operating
results and financial condition. In contracts with our customers, we typically agree to pay late
completion fines up to 5% of the total contract value. In large scale Internet infrastructure projects,
there are many factors beyond our control which could cause delays or cost overruns. In this event, we
would be exposed to cost overruns and liable for late completion fines. A part of our network solutions
business is installing Internet network hardware. If we are unable to obtain access to such equipment in
a timely manner or on acceptable commercial terms, our business and results of operations may be

materially and adversely affected.

We may become less competitive if we are unable to develop or acquire new products or enhancements

to our software products that are marketable on a timely and cost-effective basis.

We continually develop new services and proprietary software products. Unexpected technical,
operational, distribution or other problems could delay or prevent the introduction of one or more of
these products or services or any products or services that we may plan to introduce in the future.
Moreover, we cannot be sure that any of these products and services will achieve widespread market

acceptance or generate incremental revenue.
Acquisitions could disrupt our business and create new risks.

We may use the net proceeds from this offering to finance the cash portion of the purchase price of
acquisitions. Such acquisitions would expose us to various risks, including, among others, difficulties in
assimilating the operations, assets, systems, structure and personnel of the acquired entities.
Furthermore, acquisitions of companies engaged in businesses outside the scope of our experience may

pose unfamiliar management challenges and change the risk profile of our businesses.
Our proprietary rights may be inadequately protected and there is a risk of weak law enforcement.

Our success and ability to compete depend substantially upon our intellectual property rights, which
we protect through a combination of copyright, trade secret law and trademark law. We do not own any
patents and have not filed any patent applications, as we do not believe that the benefits of patent
protection outweigh the costs of filing and updating patents for our software products. We enter into
confidentiality agreements with our employees and consultants, and control access to and distribution
of our documentation and other licensed information. Despite these precautions, it may be possible for
a third party to copy or otherwise obtain and use our licensed services or technology without
authorization, or to develop similar technology independently. Policing unauthorized use of our

licensed technology is difficult and there can be no assurance that the steps taken by us will prevent



misappropriation or infringement of our proprietary technology. In addition, litigation may be
necessary in the future to enforce our intellectual property rights, to protect our trade secrets or to
determine the validity and scope of the proprietary rights of others, which could result in substantial
costs and diversion of our resources and could have a material adverse effect on our business, results of

operations and financial condition.

We are exposed to certain business and litigation risks with respect to technology rights held by third

parties.

We currently and intend to increasingly license technology from third parties. As we introduce services
that require new technology, we will probably need to license additional third party technology. We
cannot provide assurance that these technology licenses will be available to us on commercially
reasonable terms, if at all. Our inability to obtain any of these licenses could delay or compromise our
ability to introduce new services. In addition, we may or may allegedly breach the technology rights of
others and incur legal expenses and damages, which might be substantial and could materially and

adversely affect our business and financial condition.

Year 2000 issues present technological risks which could expose us to liabilities and cause disruption to

our business and hurt sales of our software products.

Currently, many computer systems and hardware and software products are coded to accept only two
digit entries in the date code field and, consequently, cannot distinguish 21st century dates from 20th
century dates. This may result in software failures or the creation of erroneous results. In our network
solution business, we integrate hardware from third party vendors and sell software products from
third party licensors as well as our own proprietary software products. Our proprietary software
products sold on a stand-alone basis interact directly and indirectly with a number of other hardware
and software systems. Despite investigation and testing by us, the systems installed by us and our
proprietary software may contain errors or defects associated with Year 2000 date functions. We may
not identify all Year 2000 failures in hardware and software products supplied by third party vendors
or in our own software products because not all failures are within the scope of these tests. Errors or

defects that affect the operation of our software could result in:
. delay or loss of revenue;

. cancellation of customer contracts;

. diversion of development resources;

. damage to our reputation;

.increased service and warranty costs; and . litigation costs.

Any of the foregoing developments or related difficulties could have a material adverse effect on our

business, results of operations and financial condition.



In addition, we use multiple software systems for our internal business purposes, including accounting,
human resources, e-mail, engineering development and testing tools, customer service and support,
professional services and sales tracking applications. Any Year 2000 failures in our internal system
could cause business disruption and hurt our reputation. We expect our Year 2000 risks to continue

well into 2000 and perhaps beyond.
Investors may not be able to enforce judgments by United States courts against us.

Asialnfo is incorporated in the State of Delaware. However, a majority of Asialnfo's directors, executive
officers and shareholders live outside the United States, principally in Beijing, China and Hong Kong.

Also, all or most of our assets are located outside the United States. As a result, you may not be able to:

. effect service of process upon us or these persons within the United States, or . enforce against us or
these persons in United States courts judgments obtained in United States courts, including judgments

relating to the federal securities laws of the United States.
We do not intend to pay dividends on our common stock.

We have never declared or paid any dividends on our capital stock and we do not intend to declare any
dividends in the foreseeable future. We currently intend to retain future earnings to fund growth.
Furthermore, if we decide to pay dividends, foreign exchange and other regulations in China may
restrict our ability to distribute retained earnings from China or convert these payments from
Renminbi into foreign currencies. In addition, loan agreements and contractual arrangements we enter

into in the future may also restrict our ability of distributing dividends.

Risks Relating to the Industry The markets in which we sell our services and products are highly

competitive and we may not be able to compete effectively.

The IT services market for Internet infrastructure in China is new and rapidly changing. Our
competitors in the market mainly include domestic systems integrators such as Suntek and Aotian.
Although we are a leading player in this market, there are many large multinational companies with
substantial, existing IT operations in other markets in China, such as IBM and Hewlett-Packard, that
have significantly greater financial, technological, marketing and human resources. Should they decide
to enter the IT services market for Internet infrastructure, this could hurt our profitability and erode

our market share.

In the CM&B market, we compete with both international and local software providers. In the online
billing segment, we compete primarily with Portal Software Inc. ("Portal") and Suntek, and in the
wireless billing segment, we compete with more than ten local competitors. The messaging software
sector is highly competitive. Our principal competitors in this sector are Software.com and Netease.
Currently, due in part to a stringent approval system for providers of wireless billing software in China
and competitive pricing offered by domestic companies, some multinational I'T companies have been
deterred from entering this market. In view of the gradual deregulation of the Chinese
telecommunications industry and China's pending entry into the WTO, we anticipate the entrance of

new competitors into the CM&B software market.



Our competitors, some of whom have greater financial, technical and human resources than us, may be
able to respond more quickly to new and emerging technologies and changes in customer requirements
or devote greater resources to the development, promotion and sale of new products or services. It is
possible that competition in the form of new competitors or alliances, joint ventures or consolidation
among existing competitors may decrease our market share. Increased competition could result in
lower personnel utilization rates, billing rate reductions, fewer customer engagements, reduced gross
margins and loss of market share, any one of which could materially and adversely affect our business,

results of operations and financial condition. See "Business--Competition."
Rapid technological change may render our products obsolete.

Our success will depend in part on our ability to develop Internet-related I'T solutions and software
products that keep pace with rapid and continuing changes in the IT industry, evolving industry
standards and changing customer preferences. Future versions of hardware and software platforms
embodying new technologies and the emergence of new industry standards could render our software
products obsolete. Our future success will depend on our ability to develop and introduce a variety of
new products and product enhancements to address the increasingly sophisticated needs of our
customers. There can be no assurance that we will do so in a timely manner or that our new products

and enhancements will ultimately be successful in the marketplace.

Political, Economic and Regulatory Risks Political and economic policies of the Chinese government

could affect our business.

Since the establishment of the People's Republic of China in 1949, the Communist Party has been the
governing political party in China. The highest bodies of leadership are the Politburo, the Central
Committee and the National Party Congress. The State Council, which is the highest institution of
government administration, reports to the National People's Congress and has under its supervision
various commissions, agencies and ministries, including the MII, the telecommunications regulatory

body of the Chinese government.

Since the late 1970s, the Chinese government has been reforming the Chinese economic system.
Although we believe that economic reform and the macroeconomic measures adopted by the Chinese
government have had and will continue to have a positive effect on the economic development in
China, there can be no assurance that the economic reform strategy will not from time to time be
modified or revised. Such modifications or revisions, if any, could have a material adverse effect on the
overall economic growth of China and investment in the Internet and the telecommunications industry
in China. Such developments could reduce, perhaps significantly, the demand for our products and
services. There is no guarantee that the Chinese government will not impose other economic or
regulatory controls that would have a material adverse effect on our business. Furthermore, changes in
political, economic and social conditions in China, adjustments in policies of the Chinese government
or changes in laws and regulations could adversely affect our results of operations and financial

condition.

Uncertainties with respect to the Chinese legal system could adversely affect us.



Our subsidiaries are wholly foreign owned enterprises ("WFOE"), which are enterprises incorporated in
China and wholly-owned by foreign investors. They are subject to laws and regulations applicable to
foreign investment in China in general and laws applicable to WFOEs in particular. The legislation and
regulations over the past 20 years have significantly enhanced the protections afforded to various
forms of foreign investment in China. However, since the Chinese legal system is still evolving, the
interpretations of many laws, regulations and rules are not always uniform and enforcement of these

laws, regulations and rules involve uncertainties, which may limit remedies available to us.
Fluctuations in exchange rates could adversely affect the value of our shares.

Substantially all our revenues and expenses relating to hardware sales are denominated in U.S. dollars,
and substantially all our revenues and expenses relating to the service component of our network
solutions business and software business are denominated in Renminbi. Although in general our
exposure to foreign exchange risks should be limited, the value of your investment in our shares will be
affected by the foreign exchange rate between the U.S. dollar and the Renminbi because the value of
our business is effectively denominated in Renminbi, while the shares will be traded in U.S. dollars.
Furthermore, a decline in the value of the Renminbi could reduce the U.S. dollar value of earnings from

and our investment in our subsidiaries in China.
Risks Relating to the Shares No public market for the shares and possible volatility of share price.

Prior to this initial public offering, there was no public market for any class of our capital stock,
including the shares of the common stock being offered. The initial public offering price for our shares
will be determined by negotiations between Asialnfo and our underwriters. This price may not be

indicative of the price at which our shares will trade following the offering. See "Underwriters."

In addition, we cannot guarantee that an active trading market for our shares of the common stock will

develop or, if it does develop, that it will be sustained following the completion of the offering.
The trading price of our shares may be subject to significant market volatility due to:

. investor perceptions of us and investments relating to China and Asia;

. developments in Internet and telecommunications industry;

. variations in our operating results;

. announcements of new products or services;

. technological innovations;

. changes in pricing made by us, our competitors or providers of alternative services;

. the depth and liquidity of the market for our shares of the common stock; and . general economic and

other factors.

The market price of the common stock could fall below the initial public offering price. In addition, the
high technology sector of the stock market frequently experiences extreme price and volume

fluctuations, which have particularly affected the market prices of many Internet and computer



software companies and which have often been unrelated to the operating performance of these

companies.
Investors in this offering will suffer immediate and substantial dilution.

The initial public offering price per share is substantially higher than the net tangible book value per
share. Investors purchasing shares in this offering will therefore incur immediate and substantial net
tangible book value dilution. To the extent that future options or warrants to purchase the shares are

exercised, there will be further dilution. See "Dilution."
Future sales of shares could affect our share price.

If our stockholders sell substantial amounts of our common stock, including shares issued upon the
exercise of outstanding options and warrants in the public market following this offering, the market
price of our common stock could fall. Such sales also might make it more difficult for us to sell equity or
equity-related securities in the future at a time and price that we deem appropriate. Upon completion
of this offering, we will have outstanding shares of common stock, based upon shares outstanding as of
1999, assuming no exercise of the underwriters' over-allotment option and no exercise of outstanding
options or warrants after 1999. Of these shares, the shares sold in this offering will be freely tradable.
This leaves shares eligible for sale in the public market beginning 180 days after the date of this
prospectus subject in each case to restrictions on these sales. For a discussion of the lock-up provisions

on certain of our securityholders, see "Shares Eligible for Future Sale" and "Underwriters."
A small number of shareholders will control us after this offering.

After the offering, our seven largest shareholders, Warburg-Pincus Ventures, ChinaVest Group, Fidelity
International and Intel Pacific, Inc., and their affiliates, as well as Edward Tian, one of our directors,
James Ding, our Chief Executive Officer, and Louis Lau, our Chairman, in the aggregate, will control
approximately % of our voting stock. As a result, these shareholders will be able to control all matters
requiring shareholder approval, including election of directors and approval of significant corporate
transactions, such as a sale of our assets and the terms of future equity financings. The combined
voting power of our large shareholders could have the effect of delaying or preventing a change in

control of Asialnfo.

We have substantial discretion as to how to use the proceeds from this offering and may apply the

proceeds to uses that do not increase our profits or market value.

Our management has broad discretion as to how to spend the proceeds from this offering and may
spend these proceeds in ways with which our stockholders may not agree. We cannot predict that

investment of the proceeds will yield a favorable or any return. See "Use of Proceeds."
We are subject to anti-takeover provisions that could delay or prevent an acquisition of Asialnfo.

After this offering, the board of directors will have the authority to issue up to an additional 2,000,000
shares of preferred stock. Further, without any further vote or action on the part of the stockholders,
the board of directors will have the authority to determine the price, rights, preferences, privileges and

restrictions of the preferred stock. This preferred stock, if it is ever issued, may have preference over



and harm the rights of the holders of common stock. Although the issuance of this preferred stock will
provide us with flexibility in connection with possible acquisitions and other corporate purposes, this
issuance may make it more difficult for a third party to acquire a majority of our outstanding voting

stock.

Asialnfo currently has authorized the size of its board to be not less than three nor more than nine
directors. The terms of the office of the seven- member board of directors have been divided into three
classes: Class I, whose term will expire at the annual meeting of the stockholders to be held in 2000;
Class II, whose term will expire at the annual meeting of stockholders to be held in 2001; and Class III,
whose term will expire at the annual meeting of stockholders to be held in 2002. This classification of

the board of directors may have the effect of delaying or preventing changes in control or management
of Asialnfo.

We are subject to the provisions of Section 203 of the Delaware General Corporation Law. In general,
the statute prohibits a publicly-held Delaware corporation from engaging in a "business combination"
with an "interested stockholder" for a period of three years after the date when the person became an
interested stockholder unless, subject to exceptions, the business combination or the transaction in
which the person became an interested stockholder is approved in a prescribed manner. Generally, a
"business transaction” includes a merger, asset or stock sale, or other transaction resulting in a financial

benefit to the stockholder. See "Description of Capital Stock."

Special Note Regarding Forward-looking Statements

We have made forward-looking statements in this prospectus, all of which are subject to risks and
uncertainties. Forward-looking statements contain information concerning our possible or assumed
business success or future results of operations. Forward-looking statements include, but are not

limited to, statements as to our expectations regarding:
. our future revenue opportunities;
. the future growth of our customer base;

. our future expense levels, including research and development, sales and marketing and general and

administrative expenses and amortization of goodwill and other intangibles;
. our future capital needs;
. the effect of the Year 2000 issues;

. our use of net proceeds; and . future financial pronouncements.

nn nn

When we use words such as "believe," "expect,” "anticipate" or similar words, we are making forward-

looking statements.

You should also be aware that the telecommunications industry and Internet studies and reports that
we refer to in this prospectus also make forward- looking statements concerning, among other things,

the future growth of the telecommunications industry, Internet usage and Internet applications for



commercial and consumer purposes globally and in China. These industry studies and reports base
their forward-looking statements on a number of different factors and assumptions, all of which are

beyond our control, including the following:

. a decrease in personal computer costs and growth in the installed base of personal computers in
China;

.a decline in Internet access costs;

. the number and types of devices that are able to access the Internet will increase, allowing greater

accessibility to the Internet;

. the Chinese government will continue to gradually deregulate the telecommunications sector and
large state-owned telecommunications companies and Internet service providers will maintain present
levels of or increase their investments; and . increasing investment in broadband network solutions and
convergent communications, which combine voice, data, video and Internet services using IP

technology.

These industry studies and reports are also based on other assumptions, including assumptions that are
specifically identified in the reports. All of these assumptions are subject to a high degree of
uncertainty. One or more of these assumptions may turn out to be incorrect. Accordingly, actual
developments in the China market may differ materially from the projections contained in these
industry studies and reports. The telecommunications industry and Internet-related markets in China

may not grow at the rates projected by these studies and reports.

An investment in our securities involves risks and uncertainties. Our actual results could differ
materially from those anticipated in these forward-looking statements as a result of many factors,

including those set forth in "Risk Factors" and elsewhere in this prospectus.

Use of Proceeds

We will receive net proceeds of $ million from the sale of shares of common stock offered by us, at an
assumed initial public offering price of $ per share, after deducting the estimated underwriting

discounts and commissions and offering expenses payable by us.
We currently intend to use the net proceeds of this offering primarily to:

. fund increased working capital requirements for our Internet infrastructure and systems integration

projects;
. expand our software development efforts, including the addition of personnel;

. fund capital expenditures, including further development of our technology and systems; and .

facilitate possible acquisitions of and investments in related businesses.

To the extent not so applied, we will use the remaining net proceeds for general corporate purposes.



Pending these uses, the net proceeds will be invested in short-term, investment grade securities. We do
not currently have any agreements with respect to any acquisitions, investments or similar

transactions.

Dividend Policy

We have never declared or paid any dividends on our capital stock. We do not intend to pay dividends
on our shares of common or preferred stock for the foreseeable future. We intend to retain all future
earnings, if any, for use in our business. Future cash dividends, if any, will be at the discretion of our
board of directors and will depend upon our future operations and earnings, capital requirements and
surplus, general financial condition, contractual restrictions and other factors as the board of directors

may deem relevant. Any dividends we declare will be paid in U.S. dollars.

As a holding company, our primary source of cash for the payment of dividends are distributions, if
any, from our wholly-owned subsidiaries. Our wholly-owned subsidiaries were established in China and
are able to make distributions of profits to us only if they satisfy certain conditions under Chinese law,
including the satisfaction of tax liabilities, recovery of losses from previous years and mandatory
contributions to statutory reserves. In addition, loan agreements and contractual arrangements we

enter into in the future may also restrict our ability of distributing dividends.

Capitalization

The following table sets forth our cash, short term debt and total capitalization as of September 30,
1999:

.on an actual basis; and . as adjusted to reflect (a) the conversion of all of our outstanding shares of
convertible preferred stock into 6,952,153 shares of common stock upon the closing of this offering;
(b) the issuance of 9,429,226 shares of common stock pursuant to the exercise of all outstanding
warrants issued to holders of our Series A Convertible Preferred Stock and (c) the application of the net
proceeds from the sale of shares of common stock offered in this offering at an assumed initial public
offering price of § per share, after deducting an assumed underwriting discount and estimated

expenses.

This table has been prepared on a basis consistent with our principal accounting policies as set out in
our audited consolidated financial statements as of and for the year ended December 31, 1998 and our
unaudited consolidated financial statements as of and for the nine months ended September 30, 1999
included elsewhere in this prospectus. You should read this table in conjunction with our consolidated
financial statements and notes to consolidated financial statements included elsewhere in this

prospectus.

As of September 30, 1999 As Actual Adjusted(/1/)(/2/) (Amounts in thousands of U.S. dollars) Cash
and cash equivalents ........coeeeeurenenn. $25,354 § Short-term debtu....cceeereeeererereernrnnnnnne $8916 %
Stockholders' equity: Convertible preferred stock: Series A: 3,000,000 shares authorized (aggregate



liquidation value $18,000,000) $0.01 par value 2,160,864 shares issued and

oULSTANdINg....c.eeeerereccrererrurerecane $ 22 § -- Series B: 5,000,000 shares authorized at September 30, 1999;
(aggregate liquidation value $20,000,000) $0.01 par value; 2,630,425 shares issued and
outstanding..........c...... 26 -- Common stock, 50,000,000 shares authorized $0.01 par value; shares
issued and outstanding September 30, 1999: actual, 15,656,002, pro forma,
22,608,155....eeerererenne 157 Additional paid-in capital.......c.cccevuee.c.. 46,014 Deferred stock
COMPENSALION...vveueuenenencnae (4,564) (4,564) Retained earnings.........covevevecrcrevsunnnes 1,444 1,444
Accumulated other comprehensive loss............ (22) (22) Total stockholders' equity......ccceceuueee 43,077
Total capitalization ........cececeeuevrereecece $43,077 $§ (1) The number of shares of common stock outstanding

after this offering has been adjusted based on the number of shares outstanding as of September 30,
1999 and includes 9,429,226 shares of common stock issued pursuant to the exercise of all
outstanding warrants issued to holders of our Series A Convertible Preferred Stock and the automatic
conversion of all outstanding shares of our convertible preferred stock into 6,952,153 shares of
common stock upon the completion of this offering, but excludes (a) 7,794,200 shares of common
stock underlying options granted under our stock option plans and outstanding as of September 30,
1999 at a weighted average exercise price of $1.93 per share, (b) 1,783,300 shares of common stock
available for issuance upon the exercise of future grants under our stock option plans and (c) 40,000
shares of common stock issuable upon the exercise of outstanding warrants to purchase shares of
common stock at an exercise price of $0.01 per share. (2) There has been no material change to our
cash, short-term debt and total capitalization since September 30, 1999 other than as set forth in this
table.

Dilution

Our pro forma net tangible book value as of September 30, 1999 was $38,357,792, or $1.70 per share
of common stock. Pro forma net tangible book value per share is calculated by subtracting our total
liabilities from our total tangible assets, which equals total assets less goodwill, and dividing this
amount by the pro forma number of shares of common stock outstanding as of September 30, 1999,
assuming (a) the conversion of all outstanding shares of convertible preferred stock into shares of
common stock upon the closing of this offering and (b) the exercise of all outstanding warrants held by
holders of our Series A Preferred Stock.

This calculation excludes (a) 7,794,200 shares of common stock underlying options granted under our
stock option plans and outstanding as of September 30, 1999; (b) 1,783,300 shares of common stock
available for issuance upon the exercise of future grants under our stock option plans; and (c) 40,000
shares of common stock issuable upon the exercise of outstanding warrants to purchase shares of
common stock.

Assuming we sell shares of common stock offered in this offering at an
initial public offering price of $ per share and the application of the
estimated net proceeds from this offering, our pro forma net tangible book
value as of , 1999 would have been $ , or $ per share of common stock.

This represents an immediate increase in the pro forma net tangible book value
of $ per share to our existing stockholders and an immediate dilution in the



pro forma net tangible book value of $ per share to new investors purchasing
shares in this offering. The following table illustrates this per share
dilution:

Assumed public offering price per share........ccoecececcrenrnneee $ Pro forma net tangible book value per share

as of September 30, 1999.. 1.70 Pro forma increase in net tangible book value per share assuming

exercise of outstanding Warrants.........eeensisecnenenes Pro forma increase in net tangible book value per
share attributable tO NEW INVESTOTS....ccccvuiurererrrerererreririeenesersaraeecacne Pro forma net tangible book value per
share after this offering and exercise of outstanding Warrants..........ceeeveeeeeeuresesesesenes Pro forma dilution
per share to new investors.......ccceceeueurunene $ The following table summarizes, on a pro forma basis

described above as of September 30, 1999, the total number of shares of common stock purchased
from us, the total consideration paid to us, and the average price per share paid by existing

stockholders and by new investors in this offering.

Shares Purchased Total Consideration -----------=---=-= —=czcmomommmmmomo Average Price Number Percent

Amount Percent Per Share

Existing stockholders...... 22,608,155 % $34,537,074 % $1.53
New investors.............. % $ % $
Total.....ovveven..

As of September 30, 1999, there were outstanding options to purchase 7,794,200 shares of common
stock under our stock option plans at a weighted average exercise price of $1.93 per share. See
"Management--Stock Incentive Plans." To the extent that the outstanding options, or any options
granted in the future, are exercised, there will be further dilution to new investors. See "Shares Eligible

for Future Sale" and "Underwriters."

Selected Consolidated Financial Data

The following table sets forth our selected consolidated financial data. You should read this
information together with our consolidated financial statements, the notes to those statements
beginning on page F-1 of this prospectus and "Management's Discussion and Analysis of Financial
Condition and Results of Operations" included elsewhere in this prospectus. The selected consolidated
balance sheet data and statements of operations data in the table below as of and for each of the three
years ended December 31, 1996, 1997 and 1998 have been derived from our audited consolidated
financial statements. The selected consolidated statement of operations data for the year ended
December 31, 1995 and the nine months ended September 30, 1998 and 1999, and the selected
consolidated balance sheet data as of the same dates are derived from our unaudited consolidated
financial statements, which have been prepared on the same basis as our audited consolidated financial
statements and contain normal recurring adjustments which are, in the opinion of management,
necessary for a fair presentation of the results for such unaudited periods. Historical results are not
necessarily indicative of the results to be expected in the future, and results of interim periods are not
necessarily indicative of those for the full year.

Nine Months Ended
Years Ended December 31, September 30,



Consolidated Statements
of Operations Data:
Revenues:
Network solutions......
Software license.......
Total revenues.........
Cost of revenues
Network solutions......
Software license.......
Total cost of
TEVENUES. . vt vvvvnennn.
Gross profit............
Operating expenses
Sales and marketing....
General and
administrative........
Research and
development...........
Amortization of
deferred stock
compensation..........
Total operating
EXPENSES. . veeeennnnn
Operating Income

Income tax expense
(benefit)..............

Minority interests in
(income) loss of
consolidated
subsidiaries...........
Equity in loss of
affiliate..............

Net income (loss).......

Net income (loss) per
share:

Diluted(/1/)....cvuo...
Shares used in
computation:

Diluted(/3/)..ccvvue...
Pro forma net income
(loss) per share(/2/):

Shares used in pro forma
computation(/2/):

1995 1996

1997

1998

1998

1999

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

$ 1,799 $ 14,781
-- 762

1,799 15,543
1,253 9,098
1,253 9,098

546 6,445

-- 668

1,144 3,008

-- 321

-- 262

1,144 4,259
(598) 2,186

-- 35

10 69

30 (482)

(578) $ 1,670

$ (0.07) $ 0.12
$ (0.07) $ 0.10
8,154,463 13,530,000
8,154,463 15,999,133

Years Ended December 31,
1998

1996 1997

$ 36,509
775
37,284

29,551
5

29,556
7,728

835
6,167

394

1,045
8,441

(713)
32

267

567

$ (381) $

$ (0.03) $
$ (0.03) $

13,530,000
13,530,000

41,964
2,258
44,222

32,188
1

32,189
12,033

2,408

6,463

1,436

1,045
11,352
681
477

(256)

122

1,536

0.11
0.05

13,616,412
31,765,532

17,938,140
31,765,532

Nine Months Ended

1998

September 30,

1999

(Amounts in thousands of U.S. dollars)

$

17,324
1,898
19,222

13,709
1

13,710
5,512

1,424
3,653

859

784
6,720
(1,208)

514

(599)
87
(8)

0.00

13,594,135
13,594,135

$

$

©+

43,598
4,643
48,241

33,157
248

33,405
14,836

4,789

5,466

2,244

2,809

15,308

(472)

271

502

84
(118)
(737)

(0.05)
(0.05)

13,937,072
13,937,072

(0.04)
(0.04)

18,261,402
18,261,402



Additional Data: Total revenues net of hardware costs.............. $6,877 $ 11,684 $ 19,286 $9,832 §
18,734 As of December 31, As of September 30, 1999 1997 1998 Actual As Adjusted(/3/) (Amount in
thousands of U.S. dollars)

Consolidated Balance Sheet Data:

Cash and cash equivalents......... $ 24,066 $ 9,749 $25,354 $
Total current assets.............. 36,131 42,805 62,038

Total assets......cvviieinnnnnnnn 37,085 45,359 69,611
Total liabilities................. 20,008 26,048 26,535 26,535
Total stockholders' equity

(deficit).cvveennnnenennenn... 16,179 19,247 43,077

(1) In 1997 and for the nine months ended September 30, 1998 and 1999, the diluted net loss per
share computation excludes shares of common stock issuable under stock option plans, upon the
exercise of warrants and upon the automatic conversion of our convertible preferred stock which, if
included, would have an antidilutive effect on the net loss reported in these periods. See note 11 of
Notes to Consolidated Financial Statements for a detailed explanation of the determination of the
shares used in computing basic and diluted net income (loss) per share. (2) The pro forma net income
(loss) per share calculations reflect the automatic conversion of all outstanding shares of convertible
preferred stock into shares of common stock upon the closing of this offering as if the closing occurred
on January 1, 1998 or the date convertible preferred stock was issued if the issuance had occurred after
January 1, 1998. (3) Fully diluted shares are adjusted to reflect (a) the sale of shares of common stock
offered by Asialnfo hereby at an initial public offering price of $ per share and after deducting the
underwriting discount and estimated offering expenses, (b) the conversion of all outstanding shares of
our convertible preferred stock into 6,952,153 shares of common stock as of the closing of this
offering as if the closing occurred on September 30, 1999 and (c) the issuance of 9,429,226 shares of
common stock pursuant to the exercise of all outstanding warrants held by holders of our Series A
Convertible Preferred Stock. Excludes (a) 7,794,200 shares of common stock underlying options
granted under our stock option plans and outstanding as of September 30, 1999 at a weighted average
exercise price of $1.93 per share, (b) 1,783,300 shares of common stock available for issuance upon the
exercise of future grants under our stock option plans and (c) 40,000 shares of common stock issuable
upon the exercise of outstanding warrants to purchase shares of common stock at an exercise price of
$0.01 per share.

Management's Discussion and Analysis of Financial Condition
and Results of Operations

The following discussion and analysis should be read in conjunction with the financial statements and
the related notes included elsewhere in this prospectus. The following discussion contains forward-
looking statements within the meaning of federal securities law. Such statements can be identified by
the use of forward-looking terminology such as "may," "will," "expect,” "anticipate," "estimate," "continue"
or other similar words. These statements discuss future expectations, contain projections of results of
operations or of financial condition or state other "forward-looking" information. Although the

management believes that the expectations reflected in such forward-looking statements are based on



reasonable assumptions, certain factors such as rapid changes in the markets in which we compete or
general economic conditions might cause a difference between actual results and such forward-looking
statements. When considering such forward-looking statements, prospective investors should consider

the "Risk Factors" and other cautionary statements in this prospectus.
General

We are a leading provider of Internet-related, IT professional services and software products in China.
We offer total network solutions and proprietary software to meet our customers' Internet and
telecommunications infrastructure and operating needs. Our customers are leading
telecommunications service providers, ISPs and ICPs in China, including the China Telecom system
and China Unicom, the two largest Chinese telecommunications and Internet service providers, as well

as China Mobile, the largest wireless telephony service provider in China.

We provide network solutions for large Internet and telecommunications projects. We deliver Internet
infrastructure solutions such as backbone and access networks, operations support solutions using our
proprietary and third party software, service applications such as IP telephony and virtual private
networks, and network performance and security solutions. We offer these services in the context of
total solutions, which include systems integration and customization of our proprietary and third party
software. This total solutions approach is favored by customers in the China market. We have
historically sold our software products as a part of our network solutions projects, but we are

increasingly selling these products on a stand-alone basis.

We moved our operations from Texas to China in 1995 and began generating significant network
solutions revenues in 1996 and significant software product revenues in 1998. We expect our business
to continue to evolve as the Internet and telecommunications markets in China change and expand. In
particular, we are investing substantial personnel and financial resources to expand our software
business, which we expect to account for a significantly greater portion of our revenues and operating
expenses than in the past. For these reasons, our historical financial data may not be a meaningful basis

for you to evaluate us and our prospects.

On April 5,1999, we acquired Al Zhejiang, a leading Chinese producer of wireless CM&B software.
The acquisition reflects our strategy to expand the scope and size of our software operations. With over
7 million user licenses in China as of December 15, 1999, we believe that we have become one of the
top three wireless CM&B software providers in China. We acquired Al Zhejiang for $2 million cash and
issuance of the 437,500 shares of common stock to Al Zhejiang's senior management for their past
services. A wholly-owned subsidiary of Asialnfo, Al Zhejiang's financial results are consolidated in our
financial statements for the nine months ended September 30, 1999 included in this prospectus. For
historical financial information regarding Al Zhejiang, see its separate financial statements as of and

for the years ended December 31, 1997 and 1998 included in this prospectus.

Sales to various entities of the China Telecom system amounted to approximately 98% of total
revenues in each of 1996, 1997 and 1998 and 90% for the nine months ended September 30, 1999.
During the years ended December 31, 1996, 1997 and 1998, certain provincial entities of the China

Telecom system represented more than 10% of our total revenues. In 1996, four provincial entities



accounted for 42%, 14%, 12% and 11%, respectively, of total revenues. In 1997, two provincial entities
accounted for 20% and 12%, respectively, of total revenues. In 1998, three provincial subsidiaries
accounted for 27%, 20% and 13%, respectively, of total revenues. At September 30, 1999, over 80% of
our backlog was attributable to orders placed by various entities of the China Telecom system.
Purchasing decisions generally are made by provincial and local entities of the China Telecom system
independently.

Revenues

Our total revenues have grown from $15.5 million in 1996 to $44.2 million in 1998 and $48.2 million
in the first nine months of 1999. We generate our revenues from our two principal business lines:
network solutions and proprietary software products. Software products have accounted for an
increasing portion of our total revenues, increasing from 4.9% of total revenues in 1996 to 9.6% of
total revenues in the first nine months of 1999. We expect that software products will account for a

growing portion of our future revenues.

Backlog. Most of our revenues are derived from customers orders under separate binding contracts for
hardware and systems integration services. These contracts constitute our backlog at any given time.
Revenue for hardware, system integration services and software products are recognized during the
course of the project, explained in more detail below. Our backlog at September 30, 1999 was $14.6
million, approximately 77% of which related to network solutions orders and 23% related to software
orders. The total backlog at September 30, 1998 was $33.0 million, approximately 90% of which
related to network solutions orders and 10% related to software orders. This change in proportion

reflects the continuing growth in the contribution by our software business to our overall revenues.

Network solutions revenues. Network solutions revenues consist of hardware sales for equipment
procured by us on behalf of our customers from hardware vendors and services for planning, design,
systems integration, training and customization of our proprietary and third party software. Network
solutions revenues also include fees that we earn under service contracts to maintain and upgrade

installed software.

We procure for and sell hardware to our customers as part of our total solutions strategy. We minimize
our exposure to hardware risks by sourcing equipment from hardware vendors against back-to-back
orders and letters of credit from our customers. We believe that as the Internet-related market in China
develops, our customers will increasingly purchase hardware directly from hardware vendors and pay

us separately for the full value of our professional services.

Although we account for our network solutions revenues on a gross basis that includes hardware sales,
we manage our business internally based on total revenues net of hardware costs, which is consistent
with our strategy to increasingly focus on providing our customers high value IT professional services
while gradually outsourcing lower end services such as hardware installation. The following table
shows our revenue breakdown by business line on this basis:
Nine months
Year Ended December ended

31, September 30,
1995 1996 1997 1998 1998 1999



Business Line
Network solutions net of hardware

[ 7o 1= 100% 89%  93% 88% 81% 75%
Software license...........ovinn.. -- 11% 7% 12% 19% 25%
Total revenues net of hardware
Yo 1= 3 100% 100% 100% 100% 100% 100%

We generally charge a fixed price for our network solutions projects. We tie revenue recognition to
three milestones which are representative of the percentage of completion. The first milestone occurs
when the hardware is delivered, which is usually between three and four months after signing the
contract. At that time, we recognize a portion of the contract's total revenue which includes most of the
revenue relating to hardware on a percentage of completion basis. The second milestone is at primary
testing, which usually occurs around five months after hardware delivery. We recognized substantially
all the contract revenue for services between hardware delivery and primary testing as most of the
professional services are incurred during that period. The third milestone is project acceptance, which
occurs when the customer agrees that we have satisfactorily completed all our work for the project. We
recognize the balance of the contract's revenues during the final period leading up to the last milestone,
which typically occurs around three months after primary testing but sometimes later. A portion of
total network solutions revenues also consists of fees for training services, the revenues from which are

recognized as the training is performed.

Since a large part of the contract amount of a network solutions project usually relates to hardware
procurement, the timing of hardware delivery can cause our quarterly revenues to fluctuate
significantly. Our quarterly results are also subject to fluctuations because a significant part of our

network solutions revenues are derived from a limited number of large contracts.

The foregoing revenue recognition policies result in our recognizing certain revenues even though we
are not due to receive the corresponding cash payment due under the contract. In the case of hardware
sales, the customer typically holds back around 10% and occasionally a higher percentage of the
hardware contract amount at the time of delivery. This amount becomes payable at the time of final
project acceptance when payment of all unpaid contract amounts is due. When we recognize revenues
for which payments are not yet due, we book unbilled accounts receivable until the corresponding

amounts become payable.

Software license revenues. Software license revenues consist of fees received from customers for
licenses that allow them to use our products in perpetuity up to a specified maximum number of users.
The customer must purchase additional user licenses from us when the number of users exceeds the
previously licensed limit. Substantially all our software revenues are derived from our IP billing,
wireless CM&B, and messaging software products. We recognize substantially all software license

revenues over the installation period and the balance upon final acceptance by the customer.
Cost of Revenues

Network solutions costs. Network solutions costs consist primarily of third party hardware costs,
compensation and travel of the professionals involved in designing and implementing projects, and
hardware warranty costs.



We recognize hardware costs in full upon delivery of the hardware to our customers. In order to
minimize our working capital requirements, we generally obtain from our hardware vendors payment
terms that are timed to permit us to receive payment from our customers for the hardware before our
payments to hardware vendors are due. However, in certain recent large projects, we obtained less

favorable payment terms from our customers, thereby increasing our working capital requirements.

We recognize compensation and travel costs for project professionals as incurred. We accrue hardware
warranty costs when hardware revenue is recognized upon final acceptance. We obtain manufacturers'
warranties for hardware we sell which cover a portion of the warranties that we give to our customers.
We currently accrue 1% of hardware sales to cover potential warranty expenses. This estimate of
warranty cost is based on our current experience of contracts whose warranty period has expired. See
"Risk Factors-- We extend warranties to our network solutions customers that expose us to potential

liabilities."

Software license costs. Software license costs consist primarily of packaging and written manual
expenses. Software license costs are negligible, since most of the costs associated with creating and

enhancing software are classified as research and development under operating expenses.

Operating expenses. Operating expenses are comprised of sales and marketing expenses, research and
development expenses, general and administrative expenses and amortization expenses of deferred

stock compensation.

Research and development expenses relate almost entirely to the development of new software and the
enhancement and upgrading of existing software. We expense these costs as they are incurred. With
the acquisition of Al Zhejiang in 1999, our research expenses increased significantly both in absolute
terms and as a percentage of sales. As we expand our software business, we expect these expenses to

continue to increase significantly.

Operating expenses (as well as network solution costs, excluding hardware) consist for the most part of
compensation expenses. These overall costs have risen as we expanded and hired new personnel. In
1998, we undertook a comprehensive review of human resource policies, including salaries paid by
leading multinational IT companies operating in China. This review resulted in a special increase in
salaries for most of our employees to bring their compensation to market levels. We do not foresee the
need to make similar increases at least in the near term, but we may be required to do so from time to

time.

We provide many of our employees, directors and consultants with stock options. Before this offering,
we granted a number of options with exercise prices below the fair market value of the related shares at
the time of grant. The Company does not, however, intend to issue options below fair market value in
the future. The difference between the exercise price and the fair market value of the related shares is
amortized over the vesting period of the options and reflected on our income statement as
amortization of deferred stock compensation. Deferred stock compensation for options issued to

employees arises because the fair market value of the stock is greater than the exercise price at the



measurement date. Such deferred compensation expense is charged to earnings over the vesting period
of the option. Deferred stock compensation also generally arises when options are granted to non-

employees. See note 16 in our consolidated financial statements included in this prospectus.

We provide a 50% bad debt provision for accounts receivable balances older than twelve months.
Because of the generally high creditworthiness of the leading Chinese telecommunications service
providers who are our major customers, we do not believe that we are exposed to significant bad debt

risk. Generally a majority of our accounts receivable are paid within 90 days of billing.
Income Taxes

Except for hardware sales, we conduct substantially all our business through our Chinese subsidiaries.
Our Chinese subsidiaries are generally subject to a 30% state corporate income tax and a 3% local
income tax. Our subsidiaries are classified as "high technology" companies, except Al Zhejiang. The
subsidiaries with the high technology designation are currently entitled to preferential treatment under
Chinese tax law. They operate free of Chinese state corporate income tax for three years after starting
operations and are entitled to a 50% tax reduction for the subsequent three years. The tax holiday for
our designated subsidiaries expires in 1999 and the 50% tax reduction expires in 2002. As high
technology companies located in the Beijing New Technology Industry Development Zone, our
qualified subsidiaries are also exempt from local income tax and are subject to a reduced state corporate
income tax at an effective rate of 15% and are exempt from the 3% local income tax. We cannot
guarantee, however, that we will actually realize these benefits if Chinese tax laws or interpretations
change or that our future operations will qualify for these benefits. Al Zhejiang has yet to be qualified
as a high-technology or new technology enterprise and is currently subject to the 33% corporate
income tax rate. We have historically generated losses which have resulted in aggregate tax loss carry
forwards of $1.7 million as of September 30, 1999 which will expire between 2000 and 2003.

Sales of hardware in China are subject to a 17% value added tax. Most of our hardware sales are made
through our U.S. parent company and thus are not subject to the value added tax. Sales of software and
services are subject to a 6% and 5% value added tax and business tax, respectively. We effectively pass
these taxes through to our customers and do not include them in revenues reported in our financial

statements.
Foreign Exchange

Substantially all our revenues and expenses relating to hardware sales are denominated in U.S. dollars,
and substantially all our revenues and expenses relating to the service component of our network
solutions business and software business are denominated in Renminbi. Although in general, our
exposure to foreign exchange risks should be limited, the value of your investment in our shares will be
affected by the foreign exchange rate between the U.S. dollars and Renminbi because the value of our
business is effectively denominated in Renminbi, while the shares will be traded in U.S. dollars.
Furthermore, a decline in the value of Renminbi could reduce the U.S. dollar equivalent of the value of

the earnings from and our investment in our subsidiaries in China. We incur a limited amount of U.S.
dollar debt outside China.



Consolidated Results of Operations The following table sets forth the consolidated statement of

operations data for the periods indicated as a percentage of total revenues:

Nine Months

Ended
Year Ended September
December 31, 30,

1996 1997 1998 1998 1999

Revenues:

Network solutions..................... 95.1 % 97.9 % 94.9 % 90.1 % 90.4 %
Software license.............ciiia.. 4.9 2.1 5.1 9.9 9.6
Total revenues........ueeeeeeennnnnnnnn 100.0 100.0 100.0 100.0 100.0
Cost of revenues..........ccvvvivnnnnn. 58.5 79.3 72.8 71.3 69.2
Gross profits......ccvviiiiiiiniinnnn.. 41.5 20.7 27.2 28.7 30.8
Operating expenses:

Sales and marketing................... 4.3 2.2 5.5 7.4 9.9
Research and development.............. 2.1 1.1 3.2 4.5 4.7
General and administrative............ 19.4 16.5 14.6 19.0 11.3
Deferred stock compensation expenses.. 1.6 2.8 2.4 4.1 5.8
Total operating expenses............... 27 .4 22.6 25.7 35.0 31.7
Operating profit (loss)................ 14.1 (1.9) 1.5 (6.3) (0.9)
Net other income............... ... ..., 0.2 0.1 1.1 2.7 0.6
Income tax expense (benefit)........... 0.4 0.7 (0.6) (3.1) 1.1
Minority interest............iuiiinnn.. (3.1) 1.5 0.3 0.5 0.2
Equity in loss of affiliate............ -- -- -- -- (0.3)
Net income (10SS)....vuiiuinennennnnn. 10.8 % (1.0)% 3.5 % (0.0)% (1.5)%

Nine Months Ended September 30, 1999 Compared to Nine Months Ended September 30, 1998.

Revenues. Total revenues increased 151.0% to $48.2 million in the first nine months of 1999 from
$19.2 million in the first nine months of 1998. Network solutions accounted for $26.3 million of this
increase, primarily due to a greater number of projects in progress. The 1999 nine month revenues
were substantially higher due to the recognition of revenue in the third quarter of 1999 upon delivery
of the hardware for our Guangdong 163 IV project, one of our largest projects in 1999. Software
revenues accounted for the balance of the increase in total revenue. The growth in software revenues
reflected greater demand for our products and faster development and installation of our products. Al

Zhejiang, which was acquired by us in April 1999, contributed revenues of $1.9 million.

Cost of revenues. Our cost of revenues increased 143.6% to $33.4 million in the first nine months of
1999 from $13.7 million in the first nine months of 1998, primarily due to the overall expansion of our
business, increased salary costs for our systems integration and design engineering personnel and costs
associated with Al Zhejiang's products. Costs of revenues were reduced by $1.2 million as a result of a
revision to warranty cost estimates. Gross profit as a percentage of revenues increased from 28.7% in
the first nine months of 1998 to 30.8% in the first nine months of 1999, primarily due to the foregoing

revision to warranty cost estimates.

Operating expenses. Operating expenses increased 127.8% to $15.3 million in the first nine months of
1999 from $6.7 million in the first nine months of 1998, primarily due to the overall expansion of our
business, Al Zhejiang's operating expenses and high personnel compensation costs resulting from the

comprehensive review of human resource policies discussed above. Operating expenses as a percentage



of revenues declined from 35.0% to 31.7% primarily because of the spreading of general and
administrative expenses over a larger revenue base, which more than offset an increase in sales and

marketing expenses as a percentage of total revenue.

Sales and marketing expenses increased 236.5% to $4.7 million in the first nine months of 1999 from
$1.4 million in the first nine months of 1998 primarily as a result of the implementation of new

marketing activities, the hiring of additional personnel and higher compensation levels.

Research and development expenses increased 161.2% to $2.2 million in the first nine months of 1999
from $859,000 in the first nine months of 1998 primarily due to increased spending associated with

the expansion of our software business.

General and administrative expenses increased 49.6% to $5.5 million in the first nine months of 1999
from $3.7 million in the first nine months of 1998 primarily due to the growth of our businesses,
higher levels of employee compensation, higher levels of provisions for bad debts and an increase in

the amortization of goodwill resulting from the acquisition of Al Zhejiang,

Amortization of deferred stock compensation increased from $784,000 in the first nine months of
1998 to $2.8 million in the first nine months of 1999 for the reasons described under "Cost of

Revenues" above.

Other income and expenses. Other income and expenses, consisting primarily of net interest income
and expense, decreased from income of $514,398 in the first nine months of 1998 to income of
$271,621 in the first nine months of 1999 primarily due to lower interest rates on cash deposits and
high levels of bank debt.

Other. Income taxes increased from a tax benefit of approximately $599,000 in the first nine months
of 1998 to a tax expense of approximately $502,000 in the first nine months of 1999 primarily due to

an increase in income generated by our U.S. holding company.

Year Ended December 31, 1998 Compared to Year Ended December 31, 1997 Revenues. Total
revenues increased 18.6% from $37.3 million in 1997 to $44.2 million in 1998 primarily due to a
greater number of projects in progress. Growth in software sales from 2% of total revenues in 1997 to

5% of total revenues in 1998 also contributed to the increase.

Cost of revenues. Our cost of revenues increased 8.9% from $29.6 million to $32.2 million in 1998 in
1997, primarily due to growth of our business. Gross profit as a percentage of revenues increased from
20.7% in 1997 to 27.2% in 1998, primarily due to the increase in software sales (which have a higher

gross margin than network solutions sales) as a percentage of total revenue.

Operating expenses. Operating expenses increased 34.5% from $8.4 million in 1997 to $11.4 million
in 1998 primarily due to higher levels of business activity, including personnel compensation, purchase
of office equipment, lease expenses and costs related to the establishment of representative offices.
Operating expenses as a percentage of revenues increased from 22.6% to 25.7% primarily because of
higher levels of sales and marketing and research and development activities associated with the

ramping up of our business.



Sales and marketing expenses increased 188.3% from $835,268 in 1997 to $2.4 million in 1998
primarily as a result of higher levels of compensation, travelling costs and selling costs associated with
the growth of our business. Research and development expenses increased 264.8% from $393,468 in
1997 to $1.4 million in 1998 as a result of increased investment to expand our software business.
General and administrative expenses increased 4.8% from $6.2 million in 1997 to $6.5 million in
1998. We were able to realize significant revenue growth in 1998 over 1997 without substantially

increasing the number of administrative personnel and their compensation costs.

Income (loss) before taxes and minority interest. Due to the foregoing factors, income before taxes and
minority interest increased from a loss of approximately $682,000 in 1997 to approximately $1.2
million in 1998.

Other. Income taxes decreased from a tax expense of approximately $267,000 in 1997 to a tax benefit
of approximately $256,000 in 1998 primarily due to tax losses of our subsidiaries in China.

Year Ended December 31, 1997 Compared to Year Ended December 31, 1996.

Revenues. Total revenues increased 139.9% from $15.5 million in 1996 to $37.3 million in 1997

primarily due to a greater number of projects in progress.

Cost of revenues. Cost of revenues increased 224.9% from $9.1 million in 1996 to $29.6 million in

1997, primarily due to growth of our business.

Gross profit. Due to the foregoing factors, gross profit increased 19.9% from $6.4 million in 1996 to
$7.7 million in 1997.

Operating expenses. Operating expenses increased 98.2% from $4.3 million in 1996 to $8.4 million in
1997, primarily due to growth of our business. Operating expenses as a percentage of revenues

decreased from 27.4% to 22.6% primarily because of rapid revenue growth.

Income (loss) before taxes and minority interest. Due to the foregoing factors, loss before taxes and
minority interest was approximately $682,000 in 1997 compared to a gain of $2.2 million in 1996.

Other. Minority interests in our consolidated subsidiaries decreased from earnings of approximately
$482,000 in 1996 to a loss of approximately $567,000 in 1997.

Selected Unaudited Quarterly Combined Results of Operations The following table sets forth
unaudited quarterly statements of operations data for the four quarters ended September 30, 1999. We
believe this unaudited information has been prepared substantially on the same basis as the annual
audited combined financial statements appearing elsewhere in this prospectus. We believe this data
includes all necessary adjustments, consisting only of normal recurring adjustments, necessary for a
fair presentation. You should read the quarterly data together with the consolidated financial
statements and the notes to those statements appearing elsewhere in this prospectus. The consolidated
results of operations for any quarter are not necessarily indicative of the operating results for any

future period. We expect that our quarterly revenues may fluctuate significantly.



Three Months Ended March 31, June 30, September 30, December 31, March 31, June 30, September
30,1998 1998 1998 1998 1999 1999 1999 (Amounts in thousands of U.S. Dollars)

Revenues:
Network solutions..... $5,119 $7,054 $5,150 $24,640 $ 3,872 $17,893 $21,833
Software license...... 453 250 1,194 360 1,348 1,625 1,669
Total revenues.......... 5,572 7,304 6,344 25,000 5,220 19,518 23,502
Cost of revenues........ (3,940) (5,333) (4,437) (18,479) (3,392) (13,816) (16,196)
Gross profit............ 1,632 1,971 1,907 6,521 1,828 5,702 7,306
Operating expenses:
Sales and marketing... (301) (469) (654) (985) (1,076) (1,406) (2,306)
General and
administrative....... (996) (1,326) (1,331) (2,811) (1,464) (1,530) (2,472)
Research and
development.......... (157) (299) (403) (576) (473) (758) (1,012)
Deferred stock
compensation
EXPENSE. . vvvernnnn.n (261) (261) (261) (261) (589) (373) (1,848)
Total operating
EXPENSES . vt v e enennnnns (1,715)  (2,355) (2,649) (4,633) (3,602) (4,067) (7,638)
Operating income
(loSS) e vvninninnnnnnn. (83) (384) (742) 1,888 (1,774) 1,635 (332)
Net interest income
(expenses).....ceeeuun.. 139 92 57 76 47 (22) 22
Other income, net 103 74 49 (113) 175 (17) 64
Income (loss) before
AKX et 159 (218) (636) 1,851 (1,552) 1,596 (246)
Income tax expense
(benefit).............. (141) (295) (163) 343 121 160 220
Income (loss) before
minority interest...... 300 77 (473) 1,508 (1,673) 1,436 (466)
Minority interest....... 32 45 11 35 32 32 20
Equity in loss of
affiliates............. (118)
Net income (loss)....... $ 332 $ 122 $ (462) $ 1,543 $(1,641) $ 1,468 $ (564)

Although actual results from year to year can vary considerably, particularly as our company grows, we
believe that our business is subject to a certain degree of seasonality. In particular, orders tend to be
slow in the first quarter because of two major Chinese holidays during this period, including the
Chinese Lunar New Year. In addition, the Chinese government conducts its internal budgetary review
and allocation process during this period, which has the effect of delaying project commitments by our

customers.

Our revenues and operating results can vary significantly from quarter to quarter due to a number of
factors. In particular, our business is characterized by limited numbers of large projects. As discussed
above, recognition of revenues, particularly hardware, occurs at specific points during the course of the
projects. Thus, in any given quarter, we may recognize exceptionally large or exceptionally small
amounts of revenue, depending on the timing and size of the project. For a further discussion of the
potential variation in quarterly revenues, see "Risk Factors--The unpredictability of our quarterly

results may adversely affect the trading price of our common stock."

Liquidity and Capital Resources Our capital requirements relate primarily to financing working capital
requirements for hardware sales and costs associated with the expansion of the business, such as

research and development and sales and marketing expenses. We have historically financed our



working capital and other financing requirements through careful management of our network
solutions billing cycle, shareholder investments and, to a limited extent, bank loans. However, we

anticipate that our working requirements will increase in the future.

In 1997, we raised working capital through the issuance of $14.0 million of convertible preferred stock
in a private placement. In August 1999, we raised an additional $20.0 million through the issuance of

additional shares of convertible preferred stock. Total contributed shareholder capital at September 30,
1999 was $46.2 million.

By successfully reducing the duration of our accounts receivable we have been able to significantly

increase our revenue in 1999 without significantly increasing our working capital requirements.

We have a $5 million working capital line of credit with the Bank of China's New York branch and lines
of credit of totalling $4.3 million with local Chinese banks in Beijing. As of September 30, 1999, we
had available a total of $5 million under these lines. We have borrowed $4.6 million, secured by
restricted cash of $5.1 million, from local banks under short-term loans. The lines of credit and loans

carry interest ranging from 5.85% to 7.03% per annum and are repayable within one year.

As our business continues to expand, we expect our working capital requirements to grow and we will
need to raise additional working capital. We currently anticipate that the net proceeds of this offering,
together with available funds and cash flows generated from operations and with the proceeds of our
private placements, will be sufficient to meet our anticipated needs for working capital, capital
expenditures and business expansion through 2000. Thereafter, we may need to raise additional funds.
We may need to raise additional funds sooner, however, in order to fund more rapid expansion and
acquisitions, to develop new or enhanced services or products or to respond to competitive pressures.
We plan to raise additional funds, if necessary, through new issuances of shares of our equity securities,
either through one or more offerings to the general public, private placements to accredited investors,

or credit facilities extended by lending institutions.
Impact of Year 2000

Many existing computer systems use only two digits to identify a year. These programs were designed
and developed without addressing the impact of the upcoming change in the century. If not corrected,
many computer software applications could fail or create erroneous results by, at or beyond the year
2000. We may realize exposure and risk if the systems on which we are dependent to conduct our

operations are not Year 2000 compliant.

We have conducted a limited review of the products for which we currently provide maintenance,
including certain previous versions of our software products. This review included a search of the
software code, and we believe that we have identified all instances where date specific information is
required. Based on this limited review, we believe the produces for which we currently provide
maintenance and support, when configured, maintained and used in accordance with the
documentation, correctly recognize Year 2000 date code and function properly. We have no plans to

conduct further review of our currently supported products.



Our software runs on several hardware platforms and operating systems, including those provided by
Hewlett-Packard Company, Microsoft Corporation and Sun Microsystems, Inc. In addition, our
software interfaces with third party systems, such as credit card processing services and customer-
specific modifications that service providers, third party integrators and customers have created to be
used with our software. Our software is, therefore, dependent upon the correct processing of dates by
these systems, interfaces and modifications. Some of our customers elect to integrate our software with
interfaces not ordinarily supported by us. This integration, whether performed by us, the customer or a
third party systems integrator, is not within the scope of our in-house testing efforts. We have advised

our customers that they must independently test these integrations for Year 2000 compliance.

We use multiple software systems for our internal business purposes, including accounting, human
resources, e-mail, engineering development and testing tools, customer service and support,
professional services and sales tracking applications. We have adopted a formal plan for determining
the Year 2000 compliance of our major internal systems. We already obtained verification of Year 2000

compliance for our major internal hardware equipment and software.

We have also taken steps to ensure that our phone systems and most other non-IT systems are Year
2000 compliant. We believe all non-IT systems upon which we are materially dependent is Year 2000
compliant. Additionally, with respect to IT, we believe we have resolved our Year 2000 compliance
issues primarily through normal upgrades of our software or, when it was necessary, by replacing

existing software with Year 2000 compliant applications.

Costs incurred to date, and expected future costs, to address and remedy Year 2000 compliance issues
have not been, and are not expected to be, material. While we believe that we have taken reasonable
precautions to protect against Year 2000 risks we have no way to predict with certainty the negative
effects, if any, of Year 2000-related problems or whether we have developed adequate contingency
plans if unforeseen problems develop. We expect our Year 2000 risks to continue well into 2000 and

perhaps beyond.

Recent Accounting Pronouncements In June 1998, the Financial Accounting Standards Boards issued
SFAS No. 133, "Accounting for Derivative Instruments and Hedging Activities". This statement
requires companies to record all derivatives on the balance sheet as assets or liabilities measured at fair
value. Gains and losses resulting from changes in fair market values of those derivative instruments
would be accounted for depending on the use of the instrument and whether it qualifies for hedge
accounting. SFAS No. 133 will be effective for our fiscal year ending December 31, 2001. We have not

yet determined the impact, if any, on our financial condition, results of operations or cash flows.

Business

We are a leading provider of Internet-related, I'T professional services and software products in China.
We offer total network solutions and proprietary software to meet our customers' Internet and

telecommunications infrastructure and operating needs. Our customers are leading



telecommunications service providers, ISPs and ICPs in China, including the China Telecom system
and China Unicom, the two largest Chinese telecommunications and Internet service providers, as well

as China Mobile, the largest wireless telephony service provider in China.

We provide network solutions for large Internet and telecommunications projects. We deliver Internet
infrastructure solutions such as backbone and access networks, operations support solutions utilizing
our proprietary software and third party software, service applications such as IP telephony and virtual
private networks, and network performance and security solutions. In response to customer
preferences in China, we offer our services as part of a total solutions package which includes systems

integration, and customization of our proprietary and third party software.

With an early entry into the market, we are now a leading provider of network solutions for large
Internet and telecommunications companies in China. Our Chinese, western-trained senior
management and technical personnel have a proven track record of delivering high performance, cost
effective solutions tailored to the specific needs of Chinese companies. We designed and built
ChinaNET, China's first commercial and largest national Internet backbone. We are in the process of
designing and building UniNET, China's second-largest national Internet backbone for China Unicom.
We have also built numerous provincial Internet backbones, including GuangdongNET, the first and

largest provincial Internet backbone in China.

We develop and sell carrier class software products tailored for the specific needs of the China market.
These products include real time, highly scalable CM&B software and carrier scale messaging software
for ISPs, ICPs and wireless telephony service providers. We have historically sold our software products
as part of our network solutions projects, but we are increasingly marketing these products on a stand-
alone basis. Our software can support up to millions of users and is designed with an open architecture

to facilitate customization.

We have the largest customer base of CM&B software among large ISPs and ICPs in China with
approximately 1.8 million user licenses as of December 15, 1999. AIMC, the latest version of our
messaging software, was launched in April 1999 and within eight months has been licensed for over 3
million users. As of December 15, 1999 we had sold over 7 million user licenses for our wireless

telephony CM&B software.
Industry Background

The telecommunications industry and the Internet in China have experienced rapid growth over the
past several years. Fixed line penetration in China tripled from 1994 to 1998 and Internet users more
than doubled from 1997 to 1998. Going forward, we believe these industries will be driven by several
important trends, such as increased deregulation and competition, strong growth in Internet
penetration and usage, increasing demand for high bandwidth network capacity and the emergence of
convergent communications. Over the past several years, the Chinese government has invested heavily
in the telecommunications sector in an effort to build an advanced fixed line and wireless

communications infrastructure. According to the MII's annual report, total government investment in



the sector in 1998 amounted to approximately $21.1 billion, a 39.2% increase from 1997. As a result,
the sector has become the fastest developing industry in terms of China's overall economic

development.

The following table sets forth certain information relating to the telecommunications industry in
China for the five-year period ended December 31, 1998:

Compound
annual
As of December 31, growth rate
1994 1995 1996 1997 1998 1994-1998

Population (in millions)....... 1,195 1,211 1,224 1,236 1,248 1.03%
Fixed line subscribers (in

millions)...veiinieennnnnn. 27.30 40.71 54.95 70.31 87.42 33.77%
Fixed line penetration......... 2.28% 3.38% 4.49% 5.69% 7.00% --
Cellular subscribers (in

millions)...uiee i ennnnnnn. 1.57 3.67 6.95 13.66 24.98 99.72%
Cellular penetration........... 0.13% 0.31% 0.57% 1.10% 2.00% --

Sources: China Statistical Bureau and estimates of the MII and the DGT.

Prior to 1993, the China Telecom system was under the control of the predecessor of the MII and its
constituent entities were the sole providers of all public telecommunications services in China. Since
1993, the Chinese government has taken measures to reform the telecommunications industry and

introduce competition.

In February 1999 the State Council of China approved a plan to separate the telecommunications
operations conducted by entities of the China Telecom system along four business lines: fixed line
communications, wireless communications, paging and satellite communications services. As a result of
the restructuring, the China Telecom system currently operates only fixed line networks and provides
only fixed line telephony and data communications services. China Mobile has been established as a
state owned company to operate the wireless telephony business. Due to uncertainty and
reorganization related to this major restructuring, investment decisions by most telecommunications
companies have been delayed. The delays have resulted in a lower than forecasted level of spending in
the telecommunications industry in 1999. The MII estimates that the actual investment in 1999 was
approximately one third of the budgeted amounts and the balance has been postponed to 2000 and
beyond.

Today, all major sectors of the communications industry, including fixed line services, wireless
telephony services and Internet services, contain multiple service providers. More than 200 ISPs
competed in the Internet access services market in 1998, according to IDC. We expect service
providers to invest in technology and infrastructure and offer varying, customer-tailored services plans
and focus on customer care and support to remain competitive in the increasingly deregulated

environment. The following is a list of the major service providers in different industry sub-sectors:
Industry Sub-Sector Major Service Providers

Fixed-1line telephony the China Telecom system and China Unicom
Wireless telephony China Mobile and China Unicom
IP telephony the China Telecom system, China Unicom, Jitong



Communications Inc. and China Netcom

Data communications the China Telecom system, China Unicom, Jitong
Communications Inc. and China Netcom

Internet access providers the China Telecom system and Jitong Communications
Inc.

Internet content providers Sina.com, Sohu.com and Netease

Sources: IDC and Asialnfo.

The Internet market in China has been growing rapidly due to increased access to telecommunications
services and declining personal computer prices. IDC estimates that Internet users in China will reach
3.8 million by the end of 1999 and 33 million in 2004, representing a compound annual growth rate of
54% from 1999. The strong Internet growth in China is expected to continue due to several factors.
Relatively low personal computer penetration rates in China, currently at 2%, offer significant growth
potential for the Internet market. Declining personal computer prices and the increased availability of
lower cost Internet access alternatives, such as WebT'V, should further broaden Internet access. We

expect online usage charges to fall in China, which will increase Internet penetration and usage.

Internet Users in China

[Bar Chart/

Million Users (est.) 1.38 2.40 3.79 7.25 11.70 17.93 25.19 33.14 Year End 1997 1998 1999 2000
2001 2002 2003 2004 Source: IDC.

The strong growth in the Internet market has led to heavy investments in Internet infrastructure. We
estimate a total of $675 million was invested in Internet infrastructure and related areas in China in
1998. We expect an increasingly large component of total investment in the telecommunications
industry to be Internet related. Furthermore, we believe that the future investments in Internet
infrastructure will focus on broadband networks to accommodate multimedia and other potential high-
bandwidth applications, such as increasing commercial use of the Internet, the deployment of
corporate intranets and the use of cable television networks to provide telecommunications and

Internet services.

The wider application of the Internet for commercial and consumer purposes has led to the global
emergence of convergent communications, which combine voice, data, video and Internet services
using IP technology. Currently the main convergent communications applications include IP telephony
and wireless data and Internet services. The China Telecom system, China Unicom, Jitong and China
Netcom have all completed their trial IP telephony programs and have begun to offer commercial

services. China Mobile plans to offer high speed wireless data and Internet services early next year.

Since 1986, China has been engaged in negotiations with its major trading partners in order to gain
entry into the WTO. On November 15, 1999, China and the United States, one of China's principal
trading partners and a key member of the WTO, reached an agreement which is expected to pave the
way for China's eventual entry into the WTO in 2000. Pursuant to this bilateral agreement, China has

agreed, among other things, to allow up to approximately 50% foreign equity participation in



commercial enterprises in the telecommunications industry within two years of accession to the WTO.
China has also agreed that foreign participation in the Internet services will be allowed to increase at
the same rate as other key telecommunication services. China's eventual entry into the WTO is likely to
introduce competition from foreign Internet and telecommunications services providers. Increased
competition will force service providers to accelerate their investments in infrastructure and customer

care in order to differentiate themselves and remain competitive.
Market Opportunities

We believe the important trends in the Internet and the telecommunications industry in China as

described above present major opportunities for us in the following areas:

High value Internet-related professional services in an increasingly complex network environment.
The deployment of Internet infrastructure in a complex, multi-vendor environment requires
significant expertise that usually is not internally available to Chinese Internet and
telecommunications services providers. As a result, they increasingly rely on experienced IT services
companies to provide total solutions to their Internet infrastructure requirements. We believe that as
the Internet market develops, our customers will increasingly require high value IT services such as

network design, network planning and project management.

Real time, scalable CM&B software that meets specific requirements of Chinese service providers.
Increased competition has required service providers to continually introduce new services and
programs to meet varying needs of their customers and differentiate their services. Moreover, they
need to focus on customer management and support to study customer behavior and enhance
customer satisfaction. Providers of Internet services further require the capability to scale services to
millions of users to facilitate the rapid growth of their subscriber base. Finally, ISPs and
telecommunications carriers must be able to monitor customer activity and bill customer usage on a
real time basis. These mission-critical needs of ISPs and telecommunications carriers cannot be met by
traditional CM&B solutions that are inflexible, capable only of period processing and difficult to scale.
We believe service providers in China will increasingly require a real-time and scalable CM&B solution
that is easily adaptable to a vast number of new products and services. Moreover, the new CM&B

solution must also be able to address specific requirements of the China market.

Broadband network and convergent communications solutions and software. Rapid growth of Internet
and multimedia applications has created increasing demand from service providers for advanced, high
bandwidth voice, data and video network capacity. As a result, service providers are expected to
significantly accelerate investment in broadband solutions for their backbone and access networks. The
emergence of convergent communications has created an increasing demand for convergent software
solutions. Service providers of convergent communications services such as IP telephony and wireless
data services require CM&B software that is capable of accounting and billing customers' voice, data
and Internet usage using common architecture. In addition, they need software products that enable
them to provide convergent communications applications such as unified messaging products

integrating email, voicemail, fax and messaging services.

Our Strategy



Our strategy is to be the leading China-based, world-class provider of Internet-related IT professional
services and software products to enable our customers to build, maintain, operate and continuously

improve their Internet and communications infrastructures. Key aspects of this strategy are to:

Maintain our leading position in providing Internet infrastructure solutions in China. We are a leading
provider of network solutions to the largest Internet and telecommunications companies in China,
including the China Telecom system, China Mobile and China Unicom. Total investment in China's
telecommunications industry is expected to continue to grow rapidly, particularly in Internet
infrastructure and related areas. We expect most of this investment to be made through our customers,
which are the largest Internet and telecommunications service providers in China. We believe that our
close relationships with our customers, our unique understanding of the China market, our technical

capabilities and our proven track record will allow us to capitalize on these growth opportunities.

Focus on high value IT professional services. Currently, we offer our IT professional services in the
context of total solutions which include systems integration and customization of our proprietary and
third party software. We minimize our exposure to hardware risks by placing orders from hardware
vendors only against a back-to-back order from a customer and having the equipment delivered by the
vendor directly to the customer's premises. As the I'T market matures in China, we will focus on
providing our customers high value IT professional services such as network planning, design and
optimization, while gradually outsourcing lower end services such as hardware installation and

encouraging customers to purchase hardware directly from equipment vendors.

Grow our software business to maximize opportunities in the Internet software market in China. We
believe that the Chinese Internet software market offers our software business exceptional
opportunities for significant growth. We expect rapidly expanding Internet usage in China to create
increasing demand for reliable and scalable software products that address the specific requirements of
Chinese ISPs and ICPs. We plan to invest significant financial and personnel resources to expand our
Internet software business and strengthen our leadership position in the Internet CM&B and
messaging software markets in China. We intend to double our software R&D budget and significantly
increase software-related headcount over the next year. We also expect software license fees to

contribute an increasingly large portion of our future sales.

Develop broadband and convergent communications solutions. We are committed to developing
solutions and software products to meet the future requirements of our customers. We expect
increasing investment in broadband network solutions and convergent communications, which
combine voice, data, video and Internet services using IP technology. We plan to develop broadband
backbone and access network solutions and upgrade our CM&B and messaging software to support
convergent communications. Our Internet infrastructure technology leadership and software
experience in both the Internet and wireless services markets make us well positioned to develop
broadband and convergent software and solutions for the China market.

Leverage our large customer base to generate recurring revenues. We have a high quality group of
network solutions customers and one of the largest installed software customer bases for leading

telecommunications service providers, ISPs and ICPs in China. Our customers include the DGT and 19



out of 31 Postal and Telecommunications Administrations ("PTAs") of the China Telecom system,
China Unicom and China Netcom, which together have accounted for (and we expect will continue to
account for) a majority of investments in Internet infrastructure in China. Our large customer base
enables us to foster close relationships with our customers and develop an in-depth understanding of
their specific needs. Furthermore, our customers may face significant costs and technological risks by
switching from our services and products to others. We intend to generate recurring revenues from our
existing customer base through upgrades of their networks and implementation of new services and

products.

Attract and retain highly qualified personnel. We place high priority on attracting and retaining highly
qualified personnel. In view of the specific needs of the China market, we target our recruitment effort
on Chinese who have IT and professional competence and extensive exposure to western education
and management practices. We attract and retain qualified personnel by offering them attractive
compensation packages including stock options and a challenging and rewarding work environment.
Our current senior management consists of Chinese, all of whom were either educated at western
universities or worked for leading international IT companies. We have recently recruited three
additional senior executive officers from the Silicon Valley to spearhead our software product
development. We intend to continue our aggressive recruiting strategy and attract and retain the best

and most qualified personnel in the I'T industry.

Our Competitive Strengths We believe that we are well positioned to meet our customers' Internet
infrastructure and software applications needs in China. The key factors which contribute to our strong

competitive position are:

Internet technology leadership in China. Our engineering personnel have state-of-the-art expertise in
Internet-based information technologies in China. This expertise enables us to design and implement
Internet technology that employ high quality design and validated hardware and software components

to deliver solutions with high performance-to-cost ratios for our customers.

Combined international and China expertise. Our senior management is a Chinese team, a majority of
whom have been educated in the United States or have worked with leading multinational companies
in or outside China. They have an in-depth understanding of the China market combined with a
knowledge of best management practices gained from some of the world's leading I'T companies. We
have well defined performance evaluation and reward systems and a strong emphasis on sound,
accountable corporate governance. We believe that the unique strengths of our management team
make us one of the best managed China-based IT companies and make us well positioned to anticipate

and capitalize on market opportunities for our business in China.

Established customer relationships. We have close relationships with all leading telecommunications
services providers, ISPs and ICPs in China and have provided services and products to most of them.
Our in-depth understanding of their requirements allows us to successfully deliver customized

solutions and maximize the opportunities created by increased investments in the Internet in China.



Real time, scalable and adaptable proprietary software. Our proprietary software allows service
providers to monitor user activity and analyze service usage data in real time. The real time feature
enables service providers to increase billing accuracy, accelerate the time-to-market for new services
and improve the effectiveness of marketing and targeting efforts. All of our software products are
scalable to accommodate up to millions of users. This capability allows service providers to develop
their Internet infrastructures incrementally as their level of business grows without the need for
architecture re-engineering or large-scale system replacements. Our software products are also
designed with fully documented, open APIs that allow our customers and third party systems
integrators and software developers to integrate our software with existing applications and services

requiring minimal effort and programming overhead.

Total solutions approach. We provide our services in the context of total solutions including systems
integration and customization of our proprietary and third party software. This total solutions
approach is favored by Chinese customers and allows us to build and maintain close, long term

relationships with our customers.

Products and Services We offer network infrastructure solutions to the leading Internet and
telecommunications service providers in China to meet their network infrastructure requirements. In
addition, we develop proprietary software products to support the operations of ISPs and ICPs and

other telecommunication service providers.

We offer total network solutions to our customers by leveraging our core strengths in IT services and
maintaining close relationships with multiple hardware and third party software vendors. Substantially
all of our network solutions business is accounted for by the various entities of the China Telecom
system, China Mobile, China Unicom and China Netcom. All our projects are awarded through a
competitive bidding process since a majority of our customers are state owned enterprises and are
required to solicit multiple proposals before awarding a contract. Our longstanding relationships with
these customers and our understanding of their specific requirements make us well positioned to
respond to their request for proposals ("RFPs"). Over the last four years, we have been awarded

contracts for over 80% of the RFPs we were invited to respond to.

Our software products were historically marketed as a part of our network solutions projects. However,
the rapid growth of the Internet in China has led to a sharp increase in demand for sophisticated
Internet applications and scalable software to support our customers' operations. As a result, we are
increasingly selling our software licenses on a stand-alone basis. We currently offer three main software
products to our customers. Asialnfo Online Billing System ("AIOBS") is an Internet CM&B product for
ISPs and ICPs. AIBCCS is a CM&B product for providers of wireless telephony services. AIMC is a

carrier-scale messaging product software.

We believe that our growing software business is a logical extension of our network solutions business.
Our network solutions projects give us an intricate understanding of our customers' Internet
infrastructure requirements and allow us to understand the software requirements that are needed to

support such infrastructures.

Network Solutions



We have approximately 300 network systems engineers and managers engaged in providing total
network solutions to our customers in China to meet their Internet infrastructure requirements. Each
project is staffed with a dedicated team of technical engineers and project management professionals.
The technical engineers design and build each project, while the project management professionals
oversee budgetary matters, coordinate the work force, ensure adequacy of resources and monitor
progress and quality to ensure the timely completion of each project. We expect that our existing
capabilities will enable us to rapidly design and implement broadband network infrastructure and e-

commerce solutions, as demand for these services increases in China.

Through a combination of one or more of the activities listed below, we offer our customers turn-key

network solutions of the following different types:

Internet infrastructure solutions. This core area of our current business includes network access and
backbone infrastructure design and implementation for telecommunications service providers, ISPs
and ICPs. Our Internet infrastructure solutions support a wide array of broadband network
technologies, including ATM, IP over SDH, DWDM, xDSL and cable modem access. We have designed
and built the first commercial and largest national Internet backbone, and the largest provincial
Internet backbone, and have been awarded a contract to build the second largest national commercial

Internet backbone in China.

Operations Support Solutions. These allow our customers to manage their network infrastructure
utilizing our proprietary and third-party software tools and applications. We design and implement
network management centers for our clients and install our and third party software products and
customized software applications that allow our clients to perform activities such as customer
management and billing, services offerings and promotions, provisioning and monitoring network
utilization and customer service levels. For example, the Zhejiang 163 project required us to provide

frame-relay- based, leased line billing capability.

Service applications. We design and provide applications for Internet access, IP telephony and virtual
private networks that allow our clients to provide commercial services to their customers. We also
provide high volume messaging services and web-based as well as other Internet applications. For
example, we designed and implemented a pilot project for China Unicom in 12 cities to provide

Internet telephony.

Network performance and security solutions. These include performing network performance audits
and tuning services to improve overall network performance, recommending more efficient bandwidth
allocation, reducing network latency and response time for applications and developing software tools

for security improvements.

All our network solutions projects are undertaken on a fixed-time, fixed- price basis and involve one or

more of the following activities:

Network planning. We provide our customers with strategic and tactical reviews of their current
network operations and future network requirements. We do much of this work before the customer

awards the contract to assist them in developing an appropriate RFP and to improve our chances in



winning the contract. The planning includes defining client business requirements, developing

appropriate information architectures and selecting preferred technology.

Network design. We detail the network specifications and implementation tactics necessary to achieve
our customers objectives. We also consider how the new technology will integrate with the customer
existing hardware and software and how it will be managed on an ongoing basis. Examples of services
include defining functional requirements for the network and its components, development of multi-

vendor integration plans and design of customer-specific network and services applications.

Network implementation. We install the recommended systems to meet our customers' network
requirements. Key activities include project management, hardware and software procurement,
network staging and pre-testing, configuration and field installation and testing, system cut-over
design and implementation, building network management centers and development of customized
network and services management applications. We believe that our expertise in integrating new
systems without disrupting ongoing business operations of our customers adds significant value and

reduces risks.

Network optimization. We maximize the efficiency of communications networks by improving network
utilization. Examples of our services include network traffic analysis and identification of bottlenecks,
recommendations for efficient allocation of bandwidth, fault detection and isolation, performance

testing and tuning and security auditing and improvement.

Maintenance and support services. We provide maintenance and technical support in connection with
all of our network infrastructure and systems integration projects, content and network access provider
platforms and our proprietary software products. These services currently include assistance with the
implementation of new IT functions and/or features, configuration and programming services for new
business processes, warranty repairs and assistance in the case of technology upgrading. We believe
that our policy of on-going maintenance and technical support will help foster long-term relationships

with our customers and eventually create significant business opportunities.

Training. We provide technical training for our customers and strategic partners to increase their
awareness and knowledge of Internet technologies in the Chinese IT market and to support the
operations of our customers' integrated network systems. Our training courses address issues relating
to daily operations of network systems. Specific topics include daily network management tasks,
advanced network troubleshooting, introductory network framework reviews and advanced planning

and design.
Software Products

Overview. We develop, market and support CM&B software that meets the complex, mission-critical
provisioning, accounting, reporting and marketing needs of Internet and telecommunications service

providers. In addition, we also sell carrier-scale messaging products to ISPs and ICPs in China.

Our major software products include the following:



Internet CM&B software. The latest version of our Internet CM&B software, AIOBS 5.0, is a real time,
scalable solution that enables service providers to address the critical business needs of customer

management, services support and accurate and timely billing. AIOBS 5.0 enables service providers to:

. manage, authenticate and register users, create user accounts and check account status and activate

services;

. monitor and analyze user activity, "map" individual user consumer behavior and perform audit trials

Oon user accounts,

. price and rate a broad array of services, discount services and promotions using multiple bases and
resources, such as time of usage, bytes transferred, size of server storage and number of page views; and

. perform billing operations based on flexible billing cycles and manage user accounts receivable.

AIOBS 5.0 also allows service representatives and customers to access selected user data to create,
search and modify user accounts, change certain personal information and perform other customer

self-care functions using a browser-based interface.
AIOBS 5.0 also provides many features tailored to the China market including:

. caller ID usage-based and restricted line services which allow telephone customers to log on to the
Internet without first registering with the ISPs, with usage-based fees charged to their regular monthly

telephone bills, and to log on only from certain, specified phone numbers;

. aroaming service which allows registered customers from different ISPs to log on to the Internet from
each other's territories, an important feature since most Chinese ISPs operate and recruit users locally;
and . a restricted credit (pre-paid card) service which allows customers to use the Internet with monthly

monetary or usage-based limits, with real time cut-off the instant the credit limit is reached.

AIOBS 5.0 and its earlier versions have the largest installed customer base in China with approximately
1.8 million user licenses. Our Internet CM&B software is used by the DGT and 19 provincial entities of
the China Telecom system in their Internet services operations. Recently we competed with a major
international software provider and won two major contracts to provide CM&B solutions for China
Unicom's national IP networks and the Internet service operations of the Heilongjiang PTA of the

China Telecom system.

We plan to release newer versions of our Internet CM&B software next year. The new versions will
increase scalability to 10 million users from 5 million, streamline user functions, improve the overall

efficiency of the architecture and enhance fraud management, credit control and reporting features.

IP Telephony CM&B software. Our IP telephony CM&B software, introduced in June 1999,
incorporates core functionality of our Internet CM&B software while catering to the specific needs of
IP telephony service providers with features that include IP telephony gateway integration, pre-paid

calling card support and support for zone-based pricing plans.



IP telephony service trial projects conducted by the China Telecom system, China Unicom and Jitong
Communications, Inc. this year have proven very popular. We expect the IP telephony market in China
to develop rapidly and capture an increasingly large portion of long-distance voice traffic. We believe
the fast growing IP telephony market in China offers us great growth opportunities since our software
can provide IP telephony operators with features not present in traditional, batch-oriented CM&B
software currently used by telephony service providers in China. Among the four licensed IP telephony
service providers, local entities of the China Telecom system began a 14 city IP telephony trial network
in early 1999 and the China Telecom system is considering expanding VoIP service nationwide. China
Unicom currently provides IP telephony services in 12 cities and is building its 137 city VoIP backbone
network. Within six months of the introduction of the IP telephony services, the total prepaid cards
sold by the China Telecom system, China Unicom and Jitong Communications, Inc. exceeded 1.8

million and the traffic volume reached 64 million minutes according to MII.

Wireless and long-distance telephony CM&B software. Our wireless and long- distance telephony
CM&B software, AIBCCS, offer real time, scalable solutions to customer management and billing

operations of wireless and long-distance telephony service providers including:

. customer management, together with customer service, hierarchies and rapid report management;
. call center support, including usage processing;

. fraud detection and management;

. billing and revenue management features, including accounts receivable and collection; and . inter-

carrier settlement.

With AIBCCS, we pioneered the fraud management market in China, which has seen increasing
customer demand. We believe AIBCCS is also the only CM&B software used by Chinese operators that
supports wireless services based on Code Division Multiple Access, or CDMA, standard in addition to
GSM, the prevailing wireless standard in China. As China Unicom plans to roll out a nation-wide
wireless network using CDMA technology next year, we are well positioned to provide CM&B solution
for this growing market. AIBCCS and its earlier versions had a total of 3.4 million installed customer
base in China as of September 30, 1999, making us among the top three wireless CM&B software
providers. We plan to release newer versions of AIBCCS with increased scalability, enhanced customer
service features and convergent billing functions combining Internet, IP telephony and wireless

services.

Messaging software. Our flagship online messaging software, AIMC, is carrier scale messaging software
designed to support electronic mail systems from small ISPs to large-scale mail hosting providers with
millions of mailboxes and thousands of domains. Its flexible design allows service providers to offer
web-based free e-mail, basic e-mail service and the premium business secure e-mail to end-users. The
ability to scale both horizontally and vertically allows rapid expansion when more capacity is needed.
The system is built to accommodate clustering technology and is highly fault tolerant. AIMC has been
used by 21cn.com, a Chinese portal site which launched its service in February 1999. 21cn.com

employed free email service as a means of attracting net traffic and within eight months has become



one of the top ten most visited websites in China. We plan to upgrade AIMC to support the Wireless
Application Protocol (WAP) protocol. Ultimately, we will seek to develop our existing messaging
software to support unified messaging products which integrate voicemail, email, fax and other

messaging services.
Pricing

We currently price our software products based on the number of user licenses which our customers
purchase from us. In addition to these license fees, our customers may elect to purchase a maintenance
contract, which includes software upgrades, for which they pay a service fee comprised of a fixed
percentage of the total contract amount. We price our customers for software customization on a time
plus materials basis. We historically sold our wireless CM&B software on a per-project basis, with the
price not based on the number of user licenses. License fees were grouped together and included with
services and customization charges. We are presently changing this pricing model and will gradually
change to the user license number pricing model for this software line. The pricing of messaging
software, AIMC, is based on the total number of mail boxes purchased by our customers. However, unit
price for each mail box differs among free web-email service, basic ISP- provided Internet e-mail and

business secure e-mail offerings.
Technology

Internet and IP telephony CM&B software. Our Internet and IP telephony CM&B software is designed

to allow maximum flexibility, scalability and performance. It has state-of-the-art, four-tier client/server

architecture which employs CORBA open standard technology for dynamic, distributed processing and
our proprietary dictionary-based data model to facilitate flexible management of user information,

products, promotion and rating policies.

The multi-tier architecture, coupled with the other technologies, give our software the following

advantages.

. Flexibility. Because we use data dictionary-based data model to collect data from databases and other
resources, data definitions, such as new entries of demographic information, can be customized

without any code modification.

. Minimum interruption of existing services. The system is built on dynamic component modules
which can be modified separately when a new product is introduced and updated without system

downtime.

. 3P model for service management. Our software is built on the 3P model (product, plan and
promotion), which allows service operators to offer varying plans targeted at different customer
segments, bundle services and offer and manage promotions. AIOBS enables ISPs to manage different
types of services and promotions globally among all subscribers at certain time periods and for specific

user groups.



. Ease of customization. Our software offers fully documented APIs that support standard scripts. As a
result, our customers can build client applications without compilation and can customize and write

new user interface applications with minimum training.

Wireless and long-distance telephony CM&B software. Our wireless and long- distance telephony
CM&B software also utilizes state-of-art multi-tier architecture to achieve flexibility, scalability and
real-time performance. We are designing new architecture to support convergent customer care and
billing solutions for combined Internet, IP telephony and traditional voice services. The technologies
we employed have enabled our wireless and long-distance telephony software to have advantages such
as well-designed applications for high performance under high capacity subscribers and to ensure

transaction integrity.

Messaging software. Our carrier scale messaging software supports service providers with large
number of subscribers and large volumes of messages. We use the following technologies to achieve

scalability and to optimize performance:

. distributed, multi-thread and multiprocessing software technology which allows AIMC to scale both
horizontally by adding more servers and vertically by using higher speed or multiple CPUs to handle
subscriber growth and larger number of subscribers without compromising system performance and

hardware investment;

. layer-4 switching technology which distributes workloads in a manageable and flexible fashion and to
allow customers to easily add, remove or reconfigure running systems without downtime in a live
production environment; and . storage area network (SAN) technology which offers speedy, reliable

and secured access to the data storage subsystem with multi-terabyte databases.

Research and Development We are committed to researching, designing and developing I'T solutions
and software products that meet future needs of our customers. In the I'T solutions areas, we focus our
research and development efforts on operation support solutions and broadband network access and
applications solutions. We are currently developing a number of upgrades of our existing software
products to enhance scalability and performance and provide added features and functions. In
addition, we are also designing a wide array of new software products to address our customers'
growing need for convergent communications, such as unified messaging products and convergent

network management solutions.

We closely monitor world-wide technological developments in our service and product areas. In
addition, we have joined forces with research and development teams of our partner and vendors, such
as CISCO, Sun and Intel. Cooperation with these global technology leaders offers us access to the most
sophisticated technologies, which enables us to provide the latest and best solutions and products to

our customers.

We have approximately 135 employees engaged in research and development, 15 in network solutions
and 120 in software. The chief focus of the network solutions research is on new network technology
development and the evaluation of solutions based on multi-vendor products. Software technology

research is conducted through the Software Infrastructure Department under the leadership of the



Chief Technology Officer. The focus of the software research is on architecture study, software
development platforms, commonly used libraries and other software management tools. We plan to
further expand research and development efforts by adding more personnel and financial resources

and by setting up R&D departments in selected regional offices.
Customers

Our customers currently consist primarily of Chinese telecommunication service providers, ISPs and
ICPs, including the various entities of the China Telecom system, China Unicom, China Netcom and
various other Chinese ISPs and ICPs. We also provide products and services to provincial and local
governmental agencies and financial agencies. We plan to expand our customer base to include portals,

foreign telecommunication companies in China and enterprises seeking Internet-related services.

China Telecom System. The China Telecom system has been our largest customer to date. As a result of
the restructuring of the telecommunications industry which began in February 1999, various entities
of the China Telecom system operate only fixed line networks and provide fixed line telephone and
data communications services. The various entities of the China Telecom system are separate legal
entities and generally make purchasing decisions independent of the DGT, which is headquartered in
Beijing. We have derived and believe that we will continue to derive a significant portion of our
revenues from a limited number of large customers, such as the China Telecom system. Entities of the
China Telecom system accounted for almost all of our revenues in 1997 and 1998. For the nine months
period ended September 30, 1999, the China Telecom system accounted for over 80% of our total
backlog. In the future, we expect to derive an increasing portion of our revenues from China Unicom,
China Mobile and China Netcom. See "Risk Factor--Our customer base is highly concentrated and the
loss of one or more of our customers could cause our business to suffer significantly” and

"Management's Discussion and Analysis of Financial Condition and Results of Operations--General".

China Unicom. China Unicom was established in 1994 and is the second- largest national public
telecommunications network. China Unicom also provides a wide array of services, including long
distance telephone services, local telephone services, mobile communications services, data
communications services, communications value-added services and other communications services.
China Unicom's existence signaled the beginning of competition in the Chinese telecommunications
industry. The China Telecom system and China Unicom have each been forced to reduce prices
numerous times over the past several years in response to increasing competition. Those that have
benefited most from the increased competition are the Chinese consumers, however service providers
and software producers including us also have profited from the resulting expansion of the market. In
December 1999 we won a contract from China Unicom to build the second largest national Internet

backbone. This contract is expected to result in over $18 million of gross revenues to us.

China Mobile. China Mobile was established in July 1999 as a state owned company and operates
mobile telecommunications networks nationwide. China Mobile is the largest wireless telephony
service provider in China. We have recently been awarded a contract by China Mobile, Tianjin, to

design and construct its wireless data network.



China Netcom. China Netcom, the latest state-owned entrant into the Chinese telecommunications
market, was formed in 1999 to build and operate a high- speed telecommunications network initially
linking fifteen large Chinese cities. The new network, one of the world's fastest fiber-optic backbones,
is to be constructed based entirely on IP technology. It will also take advantage of existing cable

television networks, which will be linked to the system via fiber-optic and fixed-wireless technology.
Sales and Marketing
Sales

We market and sell our services and products primarily through our direct sales force. Our direct sales
professionals provide business consulting, promote pre-sale activity and manage our relations with
customers. As of November 30, 1999, we employed 43 direct sales personnel located in five regional
offices in Beijing, Shanghai, Wuhan, Chengdu and Guangzhou. The direct sales force is organized into
individual account teams. We use a team selling approach, whereby sales personnel, with network
systems engineers and technical managers work together in analyzing potential projects and marketing

our expertise to potential clients.

We identify and target market segments and select target sales opportunities on a national level and we
also conduct sales opportunity study to ensure that adequate regional sales resources are available.
Sales quotas are assigned to all sales personnel according to annual sales plans. We classify market
segments and target opportunities on national and regional levels. This classification helps us
determine our primary sales targets and prepare monthly and quarterly sales forecasts. We approve
target projects, develop detailed sales promotion strategies and prepare reports on order forecast,
technical evaluation, sales budgeting expense, schedules and competition analysis. After the report has
been approved, a sales team is appointed consisting of sales personnel, system design engineers and a

senior system architect.
Marketing

Our marketing strategy focuses on building long-term relationships with our customers, educating
them about technological developments and generating their interest in our services and products.
Historically, our marketing and sales efforts were combined. As our businesses expanded and the
marketplace became increasingly sophisticated, we established a dedicated marketing department in
1998. As of November 30, 1999, we employed 44 marketing personnel that conduct market research,
analyze user requirements and organize marketing communications. We engage in a variety of

marketing activities, including:

. managing and maintaining our web site;

. publishing bi-weekly research reports and monthly customer newsletters;
. providing free business consulting services;

. conducting seminars and conferences;

. conducting ongoing public relations programs; and . creating and placing advertisements.



We actively participate in technology-related conferences and demonstrate our products at trade shows
targeted at our existing and potential customers. We are also exploring a range of joint-marketing
strategies and programs with our hardware vendors in order to take advantage of their strategic

relationships and resources.
Competition

The Internet-related IT service market in China is new and rapidly changing. Our competitors in the
market mainly include domestic systems integrators such as Suntek and Aotian. Although we are a
leading player in this market, there are many large multinational companies with substantial, existing
IT operations in other markets in China, such as IBM and Hewlett- Packard, that have significantly
greater financial, technological, marketing and human resources. Should they decide to enter the

Internet-related IT services market in China, the competition will intensify.

In the CM&B market, we compete with both international and local software providers. In the online
billing segment we compete primarily with Portal and Suntek and in the wireless billing segment we
compete with more than ten local competitors. The messaging software segment is a highly competitive
market. Currently, we primarily compete with Software.com and Netease. We believe we have
competitive advantages in all of our product and service segments due to our Internet technology
leadership, combined international and China expertise, established customer relationships and our

high performance, scalable, flexible software.

In view of the gradual deregulation of the Chinese telecommunications industry and China's pending
entry into the WTO, we anticipate continued growth and competition in the telecommunications

industry and online services and the entrance of new competitors into the CM&B software market.

Government Regulation The Chinese government has generally encouraged the development of the I'T
industry and the products and services we offer are not currently subject to extensive government
regulations.

The Internet and the telecommunications industry in which our customers operate, however, have been
subject to government regulation and control. Currently, all large telecommunications and Internet
services providers in China are state owned or state controlled and their business decisions and
strategies are affected by the government's budgeting and spending plans. In addition, they are
required to comply with regulations and rules promulgated by the MII from time to time. Foreign
investors are currently not permitted to operate telecommunications networks or provide

telecommunications services or manage an entity that operates telecommunications business in China.

Laws and regulations applicable to the Internet in China are still evolving and unsettled. There are
certain approval and registration procedures in place for Internet users who wish to have access to
Internet-related services. Foreign companies are currently prohibited from engaging in Internet
services provision, Internet content provision and other value-added Internet related services in China.
Due to the increasing popularity and use of the Internet and other online services, it is possible that
more extensive and restrictive regulations may be adopted with respect to the Internet and other

related services. The MII is currently reviewing its telecommunications regulations, particularly as they



relate to Internet activities. While we are not aware of any existing or proposed regulations that have a
significant direct adverse effect on our business, a restrictive regulatory policy regarding the Chinese
Internet industry would have a material direct adverse effect on us by retarding the industry's growth

in China.

In view of China's pending entry into the WTO, we expect a majority of these restrictions will be
phased out and eventually eliminated. However, until then, a restrictive regulatory environment for our

customers could adversely affect our business.

Intellectual Property Our success and ability to compete depends substantially upon our intellectual
property rights, which we protect through a combination of copyright, trade secret law and trademark
law. We have filed five trademark applications with the United States Trademark Office, two of which
have been granted and three are still pending. In addition, our trademark application covering
Asialnfo's logo and design has been granted by the Trademark Bureau of the State Administration of
Industry and Commerce in China. We have also been granted copyrights by the State Copyright
Bureau in China with respect to Internet-related software products. However, we have not applied for
copyright protection elsewhere (including the United States). We do not own any patents and have not
filed any patent applications, as we do not believe that the benefits of patent protection outweigh the

costs of filing and updating patents for our software products.

We enter into confidentiality agreements with our employees and consultants, and control access to
and distribution of our documentation and other licensed information. Despite these precautions, it
may be possible for a third party to copy or otherwise obtain and use our licensed services or
technology without authorization, or to develop similar technology independently. Since the Chinese
legal system in general and the intellectual property regime in particular is relatively weak, it is often
difficult to enforce intellectual property rights in China. In addition, there are other countries where
effective copyright, trademark and trade secret protection may be unavailable or limited, and the global
nature of the Internet makes it virtually impossible to control the ultimate destination of our products.
Policing unauthorized use of our licensed technology is difficult and there can be no assurance that the
steps taken by us will prevent misappropriation or infringement of our proprietary technology. In
addition, litigation may be necessary in the future to enforce our intellectual property rights, to protect
our trade secrets or to determine the validity and scope of the proprietary rights of others, which could
result in substantial costs and diversion of our resources and could have a material adverse effect on

our business, results of operations and financial condition.
Legal Proceedings

We are not involved in any material legal proceedings.
Employees

As of November 30, 1999 we had a total of 450 employees, with 161 in engineering, including our
professional services organizations, 122 in software research and development, 87 in sales and
marketing and 80 in administrative roles. Our employees are represented by a labor union and, thus far,

our operations have not been significantly disrupted by labor disputes.



We devote significant resources to recruiting professionals with both IT system integration and
relevant industry experience. Most of our senior management and technical employees are western
educated Chinese professionals with substantial expertise in IT systems integration and application
software development. We believe that our success in attracting and retaining highly skilled technical
employees and sales and marketing personnel is largely a product of our commitment to providing a
motivating and interactive work environment that features continuous and extensive professional
development opportunities as well as frequent and open communications at all levels of the
organization. As an incentive, we have created an employee stock option plan which includes vesting

provisions designed to encourage long term employment.
Facilities

Our principal sales, marketing and development facilities and administrative offices are currently
located on two premises comprising approximately 3,560 square meters and 627 square meters,
respectively, in Beijing, China. The leases for our existing premises will be terminated in February
2000.

We have leased new offices comprising approximately 6,400 square meters in a new building located in
the Beijing Zhongguancun Science Park. This new lease has a term of five years expiring in February
2005, subject to termination after three years if an agreement on the adjustment of rent cannot be
reached at that time. In addition, we have regional field support offices in various cities in China,
namely Shanghai, Guangzhou, Chengdu and Wuhan, as well as a regional office in Santa Clara,

California.

Management

Directors and Executive Officers The following tables set forth information regarding our directors and

executive officers as of December 1, 1999.

Board of Directors Age Position Louis Lau............... 63 Chairman of the Board and Board Member
James Ding.............. 34 Chief Executive Officer and Board Member Michael Zhao............ 34 Senior Vice
President, Chief Strategy Officer and Board Member Alan Bickell............ 63 Board Member Patrick L.

Larry Huang............. 36 Vice President and Chief Technology Officer Louis Lau has served as our
Chairman of the board of directors since the inception of Asialnfo. Mr. Lau has been President of
Louis Lau Investments, a commercial real estate firm, since 1987. He has held a variety of positions in
the commercial real estate and management business in Texas since 1970. Mr. Lau served as a special
U.S. Department of Commerce invitee and advisor to the 1998 U.S. Computer Industry Trade Mission
to China and as a special U.S. Department of Commerce advisor at China Computerworld Expo 1998

in Beijing. He is presently a member of both the Trade Finance Committee and the International Trade



Advisory Council of the Greater Dallas Chamber of Commerce. Mr. Lau received a Master of Science
degree in biology from Texas Southern University in 1968 and a Bachelor of Science degree in

chemistry from Mississippi College in 1965.

James Ding has served as our Chief Executive Officer since May 1999 and has been a member of the
board since our inception. He was also our Vice President for Business and Chief Technology Officer
from 1997 to 1999. Prior to that, Mr. Ding was our Senior Vice President and Chief Technology Officer
from 1993 to 1997. Mr. Ding received a masters degree in information science from the University of

California at Los Angeles in 1990.

Alan Bickell has served as member of the board of directors of Asialnfo since March 1999. Mr. Bickell
retired in November 1999 as a corporate senior vice president of Hewlett-Packard Company and
managing director of Geographic Operations, a position he had held since 1992. Mr. Bickell originally
joined Hewlett-Packard in 1964. He is a member of the board of directors of Power Integrators Inc. and
Junior Achievement International. In 1998 he became an advisory Professor at Beijing University. He
holds a degree in marketing and finance from Menlo College and an M.B.A. from Santa Clara

University.

Patrick L. Keen has served as member of the board of directors of Asialnfo since January 1999. Mr.
Keen is a Partner of the ChinaVest Group and has been with the firm since 1981. He received both a

bachelor's and master's degree in Business Administration from the University of Texas at Austin.

Chang Sun has served as member of the board of directors of Asialnfo since December 1997. Mr. Sun
has been a Managing Director of Warburg, Pincus since 1995. Prior to that position, he was an
Executive Director of Goldman Sachs (Asia) LLC. Mr. Sun holds a B.A. from the Beijing Foreign
Language Institute, a Master of Science degree from the Joseph Lauder Institute of International
Management at the University of Pennsylvania and an M.B.A. from the Wharton School of the

University of Pennsylvania.

Edward Tian has served as member of the board of directors of Asialnfo since our inception. Dr. Tian is
the President and CEO of China Netcom, a position he has held since June of 1999. Prior to joining
China Netcom, he and James Ding co-founded Asialnfo in Dallas, Texas in 1993 and Dr. Tian served as
Asialnfo's President through May 1999. Dr. Tian has a Master of Science degree from the Graduate
School of the Chinese Academy of Science in Beijing and a Ph.D. in Environmental Management from

Texas Tech University.

Frank Yong has been our President since May 1999 and our Chief Operations Officer from November
1998. From June 1997 to November 1998, Mr. Yong was Vice President of Bull Information (Beijing)
Co. Prior to that position, Mr. Yong served as the General Manager of Mitel (China) Co., from
November 1995 to November 1997. In addition, he was Deputy General Managing Director of Nortel
(China) Co. from July 1988 to September 1995. Mr. Yong received a degree in wireless communications
from North China Communications University in 1982 and a PM.D. degree from the Harvard
Business School in 1995.



Ying Han has been our Executive Vice President and Chief Financial Officer since June 1998. Ms. Han
was Chief Controller and Business Development Director from 1996 to June 1998 of Hewlett Packard
(China) and their Finance Manager from 1993 to 1996. Ms. Han received an undergraduate degree in

Western Accounting from Xiamen University in 1985.

Michael Zhao has served as a member of the board of directors of Asialnfo since November 1999 and
has been our Senior Vice President and Chief Strategy Officer since January 1997 and our General
Manager from October 1996 to December 1997. He was also our Deputy Chief Engineer from
February 1996 to January 1997. Mr. Zhao holds a Ph.D. in engineering from the State University of
New York at Buffalo, which he received in 1994.

Larry Huang has been Vice President and Chief Technology Officer of Asialnfo since November 1999
and was Vice President of the Software Products Division from February 1998. Prior to joining
Asialnfo, Mr. Huang was Chief Scientist & Architect for FileTek, Inc. from February 1997 to February
1998. From August 1995 to February 1997, Mr. Huang was Manager and Architect, also at FileTek, Inc.
From September 1993 to August 1995, Mr. Huang served as a Senior System Analyst in Star
Technologies, Inc. Mr. Huang was Program Manager at General Computing System Inc. from
September 1991 to August 1993 and Senior Programmer at Unitrac Inc. from July 1988 to August
1991. Mr. Huang holds a Ph.D. in Computer Science from the University of Maryland at College Park,
which he received in 1993.

Board of Directors

Asialnfo currently has authorized its board to consist of not less than three nor more than nine
directors. The terms of the office of the seven- member board of directors have been divided into three
classes: Class I, whose term will expire at the annual meeting of the stockholders to be held in 2000;
Class II, whose term will expire at the annual meeting of stockholders to be held in 2001; and Class III,
whose term will expire at the annual meeting of stockholders to be held in 2002. The Class I directors
are Messrs. Bickell and Ding, the Class II directors are Messrs. Keen and Lau and the Class III directors
are Messrs. Tian, Sun and Zhao. At each annual meeting of stockholders after the initial classification,
each elected director will serve from the time of his election and qualification until the third annual
meeting following his election. This classification of the board of directors may have the effect of
delaying or preventing changes in control or management of Asialnfo. All of our officers serve at the
discretion of the board of directors. There are no family relationships among the directors and officers
of Asialnfo.

Our board of directors has an audit committee, a compensation committee and a finance committee.
The audit committee consists of Messrs. Keen (Chair) and Bickell. The audit committee makes
recommendations to the board of directors regarding the selection of independent accountants,
reviews the results and scope of audit and other services provided by our independent accountants and
reviews and evaluates our audit and control functions. The compensation committee consists of
Messrs. Bickell (Chair), Keen and Sun. The compensation committee administers our stock plans,

including the 1999 Stock Incentive Plan, and makes decisions concerning salaries and incentive



compensation for our employees. The finance committee consists of Messrs. Sun (Chair) and Bickell.
The finance committee makes recommendations to the board of directors with respect to our capital

position and financing requirements.

Currently we do not provide our directors with cash compensation for their services as members of the
board of directors. However, each member of the board of directors receives a sum of $1,000 in lieu of

expenses for each meeting he attends.

None of the members of our compensation committee is currently or has been at any time since the
formation of Asialnfo, an officer or employee of Asialnfo. No member of our compensation committee
serves as a member of the board of directors or compensation committee of any entity that has one or

more executive officers serving as a member of our board of directors or compensation committee.

Executive Compensation The following table sets forth information with respect to compensation for
the fiscal year ended December 31, 1998 received by our Chief Executive Officer and our four other
most highly compensated executive officers, collectively referred to as the Named Executive Officers:

Summary Compensation Table

Annual Compensation
Other Annual Total
Name and Principal Position Salary Bonus Compensation Compensation

James Ding Chief Executive Officer............ $145,000 $12,083 $24,000 $181,083 Frank Yong President
and Chief Operating Offi- cer......ccvvvevvrrininenes 129,217 59,639 11,928 200,784 Ying Han Executive
Vice President and Chief Financial Officer.................. 139,241 34,337 12,853 186,431 Michael Zhao
Senior Vice President and Chief Strategy Officer................... 145,000 12,083 24,000 181,083 Larry
Huang Vice President and Chief Technology Officer.......cocecvceuivinnnee 142,000 -- 24,000 166,000 During
the first eleven months of 1999, Ying Han, our Executive Vice President and Chief Financial Officer
was granted options to purchase 225,000 shares of common stock at a weighted average exercise price
of $5.69 per share. These options expire in 2009. Also during the first eleven months of 1999, Frank
Yong, our President and Chief Operating Officer, was granted options to purchase 220,000 shares of
common stock at a weighted average exercise price of $5.26 per share. These options expire in 2009.

No other options were granted to Named Executive Officers in 1999.

The following table provides summary information regarding share option awards granted to each of
the Named Executive Officers during the fiscal year ended December 31, 1998. We calculated the
amounts listed in the following table under the heading "Potential Realizable Value at Assumed Annual
Rates of Stock Price Appreciation for Option Term" based on the ten-year term of the option at the
time of grant. For purposes of these columns, we assumed stock price appreciation of 5% and 10%
pursuant to rules promulgated by the Securities and Exchange Commission. These rates of
appreciation do not represent our prediction of our stock price performance.
Individual Grants
Percent of

Total Options Potential Realizable

Value

Granted to at Assumed Annual
Rates



Number of Employees of Stock Price

Securities during Fiscal Appreciation for
Option Value At
Underlying Year Ended Exercise Market Term
Grant Date
Options December 31, Price Price Expiration ----------————--om -
Name Granted 1998 ($/share) ($/share) Date 5% 10%
0%
James Ding.............. -- -- -- -- -- --
Frank Yong.............. 100,000 17.39% 3.00 2.80 11/01/08 $ 156,000
$426,000 --
Ying Han................ 100,000 17.39% 3.00 2.80 06/01/08 156,000
426,000 --
Michael Zhao............ -- -- -- -- -- --
Larry Huang............. 100,000 17.39% 2.50 2.80 02/01/08 $ 206,000 $

476,000 $30,000

Aggregated Option Exercises and Fiscal Year 1998 Year-End Option Values The following table sets
forth information concerning option exercises and option holdings for each of the Named Executive
Officers during the fiscal year ended December 31, 1998. No options were exercised by the Named
Executive Officers during the fiscal year ended December 31, 1998. The numbers in the column
entitled "Value of Unexercised In-the-Money Options at December 31, 1998" are based on the fair
market value of our common stock at August 31, 1999 as determined by our board of directors, $7.60,
less the exercise price payable for such shares. The fair market value of our common stock at August 31,
1999 was estimated by the board of directors on the basis of the purchase price paid by investors for
shares of our preferred stock (taking into account the liquidation preferences and other rights,
privileges and preferences associated with the preferred stock) and an evaluation by the board of
directors of our revenues, operating history and prospects.

Fiscal Year End Option Values
Number of Securities

Underlying Unexercised Value of Unexercised

Options at In-the-Money Options at
December 31, 1998 December 31, 1998

Name Exercisable Unexercisable Exercisable Unexercisable
James Ding...........ooa.. 550,000 200,000 $1,260,500 $10,000
Frank Yong.................. -- 100,000 -- --
Ying Han. ... - 100,000 -- --
Michael Zhao................ 425,000 200,000 938,375 60,000
Larry Huang................. -- 100,000 -- 30,000

Employment Agreements We have entered into two-year employment agreements with James Ding,
our Chief Executive Officer, Frank Yong, our President and Chief Operating Officer, Ying Han, our
Executive Vice President and Chief Financial Officer, Michael Zhao, our Senior Vice President and
Chief Strategy Officer, and Larry Huang, our Vice President and Chief Technology Officer, which
provide for annual base salaries of $145,000, $129,217, $139,241, $145,000 and $142,000,

respectively.



On July 21, 1999, our board of directors adopted a resolution on severance policy for departing
employees. In the event that Asialnfo terminates the employment of employees at the levels of vice
presidents and above, the employee will receive six month severance pay based on his base salary at the
time of termination. The employee has 120 days to exercise his or her vested options. Unvested options
are forfeited. Subject to our board of director's discretion, the employee may receive 12 month

severance pay and accelerated vesting of option grants.

Each of the Named Executive Officers has entered into a non-compete agreement with Asialnfo,
pursuant to which they are prevented from engaging in any commercial activities in competition with
Asialnfo for two years after the termination of their employment with Asialnfo. In addition, they are
required to disclose all their patent and copyright applications to Asialnfo during their employment

with Asialnfo and within one year after the termination of their employment.

Stock Incentive Plans 1999 Stock Incentive Plan. Asialnfo's 1999 Stock Incentive Plan was adopted by
the board and became effective on June 1, 1999. 1,340,000 shares of Asialnfo's common stock have
been authorized for issuance under the 1999 Stock Incentive Plan. Shares to be optioned and sold may
be available from either authorized but unissued common stock or common stock held by Asialnfo in
its treasury. Shares which relate to the expiration or cancellation of an option granted under the plan
may be reoffered under the plan. Stock options may not be granted to an employee who owns more
than 5% of the total combined voting power of all classes of stock of Asialnfo or its subsidiaries, unless
the exercise price is at least 110% of the fair market value of the common stock on the date of grant
and the option period is not greater than 5 years from the date of grant. In addition, no participant in
Asialnfo's 1999 Stock Incentive Plan may be granted stock options or direct stock issuances for more

than 1,000,000 shares of common stock in total in any calendar year.

Asialnfo's 1999 Stock Incentive Plan consists of a discretionary option grant program, under which
eligible individuals in Asialnfo's employ may be granted options to purchase shares of common stock at
an exercise price not less than the fair market value of those shares on the grant date.

Asialnfo's 1999 Stock Incentive Plan provides that all options under the plan will be granted by the
board and are intended to be incentive stock options. Although the plan must be submitted to
Asialnfo's stockholders for approval, the board can grant options under the plan prior to the time of
stockholder approval. The individuals eligible to participate in Asialnfo's 1999 Stock Incentive Plan
include Asialnfo and its subsidiaries' employees whose judgment, initiative and efforts contributed or

may be expected to contribute to a successful performance of Asialnfo.

Asialnfo's 1999 Stock Incentive Plan is administered by the compensation committee. The
compensation committee will determine which eligible individuals are to receive option grants under
the plan, the number of shares subject to each option grant and other decisions necessary to administer

the plan.

Asialnfo's 1999 Stock Incentive Plan includes the following features:



. The exercise price for any options granted under the plan may be paid in cash or, at the option of the
board, a combination of cash and shares of common stock valued at fair market value on the exercise

date.

. Employees of another company holding options in the stock of that company may be granted stock
options under Asialnfo's 1999 Stock Incentive Plan in substitution for those options relating to the
stock of the other company where they become employees of Asialnfo as the result of a merger,

consolidation or acquisition.

. The board will specify the dates each option will begin and terminate and may also accelerate the date
on which the options may be exercised. The options may not, however, terminate later than 10 years

from the date of grant.

Incentive Stock Option Plan. Our 1998 Incentive Stock Option Plan was adopted by the board and
became effective in July 1998 and will terminate no later than July 20, 2008. The plan was designed to
attract employees to us and our subsidiaries and to provide eligible employees with a proprietary
interest in Asialnfo through the granting of incentive stock options. The board is authorized to grant
options to purchase up to 800,000 shares of common stock which may be made available from

authorized but unissued common stock or common stock held by Asialnfo in treasury.

1997 Incentive Stock Option Plan. Our 1997 Incentive Stock Option Plan was adopted by the board
and became effective in November 1997 and will terminate on the tenth anniversary of its adoption.
The plan is designed to attract employees to us and our subsidiaries and to provide eligible employees
with a proprietary interest in Asialnfo through the granting of incentive stock options. The board is
authorized to grant options to purchase up to 3,000,000 shares of common stock which may be made

available from authorized but unissued common stock or common stock held by Asialnfo in treasury.

1996 Incentive Stock Option Plan. Our 1996 Incentive Stock Option Plan was adopted by the board
and became effective in October 1996 and will terminate on September 29, 2003. The plan was
designed to attract employees to us and our subsidiaries and to provide eligible employees with a
proprietary interest in Asialnfo through the granting of incentive stock options. The board is
authorized to grant up to 3,600,000 shares of common stock which may be made available from

authorized but unissued common stock or common stock held by Asialnfo in treasury.

1995 Incentive Stock Option Plan. Our 1995 Incentive Stock Option Plan was adopted by the board
and became effective in October 1995 and will terminate on September 29, 2003. The plan became
effective immediately on the date it was approved and adopted by the board. The plan was designed to
attract employees to us and our subsidiaries and to provide eligible employees with a proprietary
interest in Asialnfo through the granting of incentive stock options. The board is authorized to grant
up to 3,200,000 shares of common stock which may be available from authorized but unissued

common stock or common stock held by Asialnfo in treasury.

Common features of the 1998, 1997, 1996 and 1995 Incentive Stock Option Plans. Any or our
employees whose judgment, initiative and efforts have contributed to or can be expected to contribute

to the successful performance of Asialnfo are eligible to participate in the plans. The board or the



compensation committee will determine which eligible employees will be granted options from time to

time.

Should Asialnfo be acquired by merger or consolidation then each share of common stock covered by
unexercised options will be substituted for the number of shares of each class of stock or other
securities or cash, property or assets of the surviving or consolidated company which were

distributable to the stockholders of Asialnfo in respect of their shares of common stock.
The following provisions are also in effect under the plans:

. The board may at any time amend or discontinue the plans. Certain amendments may require

stockholder approval.
. The plans will be administered by the board or by a committee appointed by the board.

. Options may not be granted to employees who own more than 10% of the total combined voting
power of all classes of stock of Asialnfo or its subsidiaries, unless the exercise price is at least 110% of
the fair market value of the common stock on the date the option is granted and the option period is

not more than 5 years from the date of the grant.

Certain Transactions

Stock Option Grants

The following table summarizes as of December 1, 1999 the option grants made to our executive

officers, directors and 5% stockholders since January 1, 1998.

Number of Securities Underlying Options Exercise Price Name Granted (§/Share) Date of Grant

Alan Bickell.................. 50,000 3.00 03/23/99
Ying Han........ooviiiiineann. 100,000 3.00 06/01/98
125,000 4,17 06/01/99
100,000 7.60 11/19/99
Larry Huang........ccoeueennn.. 100,000 2.50 02/01/98
Patrick Keen.................. - - -
Louis LaU. ... -- -- --
Chang Sun........cciviiinnn. -- -- --
Frank Yong.....oueeiiiiennnnn. 100,000 3.00 11/01/98
150,000 4,17 06/01/99
70,000 7.60 11/19/99

Transactions Relating to Al Zhejiang In connection with the acquisition of AI Zhejiang, we will grant to
management and employees of Al Zhejiang performance options provided that in the year 2000, Al
Zhejiang's earnings before interest and taxes exceeds its earnings before interest and taxes for 1999
and Al Zhejiang's combined earnings before interest and taxes for 1999 and 2000 exceed $3,000,000.
The total number of performance options we will grant will be calculated as the amount by which Al
Zhejiang's earnings before interest and taxes for 1999 and 2000 exceeds $3,000,000, expressed as a
percentage and multiplied by 187,500. Each performance option will represent the right to purchase
one share of our common stock at the weighted average exercise price for stock options granted at that

time.



During 1998, we made a loan to Al Zhejiang with an interest rate of 12% per year. On December 31,
1998, the total amount of the loan was $781,686.

Private Placements

In December 1997 we sold 2,160,864 shares of Series A Convertible Preferred Stock in a private
placement at a pre-split price of $8.33 per share to Warburg Pincus Ventures, L.P., Warburg Pincus
Ventures International, L..P., Fidelity Ventures Limited, Fidelity International Limited, Fidelity
Investors Limited Partnership, ChinaVest IV, L.P., ChinaVest IV-A, L.P. and ChinaVest IV-B, L.P.
(collectively, the "Series A Investors"). Each share of preferred stock will be automatically converted
into two shares of common stock upon the closing of this offering. The preferred stockholders are
entitled to vote on an "as converted" basis together with the common stockholders. At the same time as
this private placement, certain of our existing shareholders sold approximately $2.2 million of their
holdings to the Series A Investors. Patrick Keen, a member of our board of directors, is a managing
director of ChinaVest. Chang Sun, a member of our board of directors, is a managing director of

Warburg, Pincus.

In December 1997 we issued 9,429,226 stock purchase warrants to the Series A Investors. Each
warrant represents the right to purchase one share of our common stock. The stock purchase warrants
are exercisable in whole at any time after December 31, 1999 at an exercise price of $0.01 per warrant.
The warrant agreements provide that, upon exercise of the warrant and payment of the exercise price,
the holder will be entitled to acquire the number of shares of common stock calculated by reference to
the appropriate earnings before interest, taxes, depreciation and amortization for the year ending
December 31, 1999. The warrants are protected by anti-dilution provisions which adjust the exercise
price and the number of shares of common stock issuable upon the occurrence of certain events. The
warrants are non-transferable and will be void on the day six months following the delivery of our
audited financial statements for the year ending December 31, 1999. No warrants had been exercised
as of December 6, 1999. In December 1999, the warrant agreements for the Series A Investors were
amended. The revised warrant agreements provide for exercise of the warrants prior to the closing of

this offering.

On May 26, 1998 our common stock was split 2-for-1 by way of a dividend of one share of common
stock for each outstanding share of common stock. In August 1999 we sold 2,630,425 shares of Series
B Convertible Preferred Stock in a private placement at a price of $7.60 per share to Intel Pacific, Inc.
The preferred stockholders are entitled to vote on an "as converted" basis together with the common
stockholders and have the right, at their option, to convert any of the shares of preferred stock at a
conversion rate of one share of common stock for each share of preferred stock. The preferred stock
will automatically convert into common stock upon the closing of this offering provided that certain

valuation and other requirements are met.

On November 16, 1999, certain employees and founding stockholders of Asialnfo sold an aggregate of
815,790 shares of common stock in an unregistered private placement to twelve institutional investors,
some of which are affiliates, at a price per share of $7.60. Morgan Stanley Dean Witter Equity Funding,

Inc. was an investor in the private placement. See "Underwriters."



Other. In April 1999, James Ding and Edward Tian each pledged their interests in shares of common
stock held by them to a bank to obtain a short- term revolving credit facility of $5.0 million. This
pledge was released as of September 30, 1999.

On October 13, 1999, HTC Investments, a Delaware corporation formed solely for the purpose of
holding shares of common stock of Asialnfo owned by certain founders, was merged with and into

Asialnfo by means of a tax free, share for share exchange effected in the form of a share dividend.

Principal Stockholders

The following table sets forth certain information regarding the beneficial ownership of our
outstanding common stock as of November 30, 1999 and as adjusted to reflect the sale of the common
stock offered hereby for:

. each person or entity known by us to beneficially own more than 5% of the common stock; . each of
our directors; . each of the Named Executive Officers; and . all of our directors and executive officers as

a group.

It assumes conversion of all outstanding shares of preferred stock into shares of common stock and no
exercise of the underwriters' over-allotment option. Except as otherwise indicated, we believe that the
beneficial owners of the common stock listed below, based on information furnished by those owners,
have sole voting and investment power with respect to such shares. The number of shares of common
stock listed below includes only those shares of common stock subject to options and warrants
currently exercisable or exercisable within sixty days of November 30, 1999. Unless otherwise
indicated, the address of each stockholder identified below is: c/o Asialnfo Holdings, Inc., 11 Bashiqiao
Road, Haidan District, Beijing 100081, China.

Percentage of Total Voting Power

Options & -————-————— -
Warrants Before Offering After Offering
Number of Included ------------"-"--————
Shares in Excluding Including Excluding Including
Beneficially Beneficial Options/ Options/ Options/ Options/
Owned Ownership Warrants Warrants Warrants Warrants
Name of Beneficial Owners = =——=——--—--—- —mmm o e e e
Chang Sun(/1/)...couvvinn.. - -
Warburg Pincus Ventures,
LPo(/2/) e, 4,025,105 2,619,230
Warburg Pincus Ventures
International, L.P.(/2/).. 4,025,105 2,619,230
11/F St. George's Building
2 Ice House Street
Central, Hong Kong
Subtotal...........coiiuin.. 8,050,210 5,238,460 12% 21% % %
HTCC Trust(/3/)............ 2,250,000 --
Edward Tian(/3/)(/4/)...... 3,417,708 1,250,000
Subtotal..............ooin 5,667,708 1,250,000 19% 15% % %
China Technology Investment
Trust(/5/) e, 2,650,000 --
James Ding(/5/)(/6/)....... 2,417,708 650,000
Subtotal..............ooin 5,067,708 650,000 19% 13% % %

Patrick L. Keen(/7/)....... - -



ChinaVest IV, L.P.(/2/).... 4,127,516 2,703,042
ChinaVest IV-A, L.P.(/2/).. 475,147 311,166
ChinaVest IV-B, L.P.(/2/).. 196,779 128,868
19/F, 11 Duddell Street

Central, Hong Kong

Subtotal............. ... ..., 4,799,442 3,143,076 7% 13% % %
Fidelity Ventures
Limited(/3/)..vovvniinnn. 518,065 349,230
Fidelity International
Limited(/3/) . vevinennann. 518,066 349,230
Fidelity Investors Limited
Partnership(/3/).......... 518,066 349,230

16th Floor, Citibank Tower
3 Garden Road
Central, Hong Kong
Subtotal............ .. ... ... 1,554,197 1,047,690 2% 4% % %

(footnotes on next page)

Percentage of Total Voting Power

Options & =—--------mmmm e
Warrants Before Offering After Offering

Number of Included === o
Shares in Excluding Including Excluding Including

Beneficially Beneficial Options/ Options/ Options/ Options/

Owned Ownership Warrants Warrants Warrants Warrants
Name of Beneficial Owners ------------ -——-—-—-- oo oo e

Intel Pacific,

Inc.(/8/)eevuvienen... 2,630,425 - 11% 7% % %
Louis Lau.............. 2,220,029 - 10% 6% % %
Michael Zhao........... 776,000 200,000 3% 2% % %
Larry Huang............ 30,000 30,000 -- * % %
Alan D. Bickell(/9/)... 100,000 - * * % %
Ying Han............... 20,000 20,000 - * % %
Frank Yong............. 20,000 20,000 -— * % %
All directors and

executive officers as

Q gIOUP. e vveeennnnennnn 26,751,097 10,551,536 71% 70% % %

* Less than 1%. (1) Consists solely of shares and warrants owned by affiliates of Warburg Pincus, of
which firm Mr. Sun, a director of the Company, is a Managing Director. (2) Consists partially of shares
of our Series A Preferred Stock, par value $0.01 per share, all of which shares are automatically
convertible into shares of our common stock on a one-for-one basis upon consummation of this
offering. See "Description of Capital Stock-Preferred Stock" for a description of the rights and
privileges of the Series A Preferred Stock. (3) HTCC Trust is a revocable trust formed for the benefit of
Edward Tian. All of the shares held by HTCC Trust are beneficially owned by Edward Tian. (4) Includes
4,000 shares held by the Stephanie Tian Trust which are beneficially owned by Edward Tian. (5) China
Technology Investment Trust is a revocable trust formed for the benefit of James Ding. All of the shares
held by China Technology Investment Trust are beneficially owned by James Ding. (6) Includes 4,000
shares held by the Rene Ding Trust which are beneficially owned by James Ding. (7) Consists solely of
shares and warrants owned by affiliates of ChinaVest, of which firm Mr. Keen, a director of the
Company, is a Managing Director. (8) Consists solely of shares of our Series B Preferred Stock, par
value $0.01 per share, all of which shares are automatically convertible into shares of our common

stock on a one-for-one basis upon consummation of this offering. See "Description of Capital Stock-



Preferred Stock" for a description of the rights and privileges of the Series B Preferred Stock. (9)
Includes 95,000 shares held by the Alan D. Bickell Family Trust which are beneficially owned by Alan
D. Bickell.

Description of Capital Stock

Our authorized capital stock consists of 60,000,000 shares, comprised of 50,000,000 shares of
common stock, par value $0.01 per share, and 10,000,000 shares of preferred stock, par value $0.01
per share, of which 3,000,000 shares have been designated as Series A shares and 5,000,000 shares
have been designated as Series B shares. The following summary of certain provisions of the common
stock does not purport to be complete and is subject to, and qualified in its entirety by, the provisions

of our Certificate of Incorporation and by-laws and by the provisions of applicable Delaware law.
Common Stock

As of November 30, 1999, there were 16,011,705 shares of common stock outstanding held of record
by 67 stockholders. There will be shares of common stock outstanding, assuming the automatic
conversion of all outstanding shares of our Series A and Series B Convertible Preferred Stock, the
exercise of all outstanding warrants held by holders of Series A Preferred Stock and no exercise of the
underwriters' over-allotment option, after giving effect to the sale of common stock offered to the
public hereby. The holders of common stock are entitled to one vote for each share held of record on all
matters submitted to a vote of stockholders. See "Risk Factors--A small number of shareholders will
control us after this offering." Subject to preferences that may be applicable to any outstanding shares
of our preferred stock, the holders of common stock are entitled to receive ratably such dividends, if
any, as may be declared by the board of directors out of funds legally available for the payment of
dividends. See "Dividend Policy" In the event of liquidation, dissolution or winding up, the holders of
common stock are entitled to share ratably in all assets remaining after payment of liabilities and
liquidation preferences of any outstanding shares of preferred stock. Holders of common stock have no
preemptive rights or rights to convert their common stock into any other securities. There are no

redemption or sinking fund provisions applicable to the common stock.

All outstanding shares of common stock are fully paid and non-assessable, and the shares of common

stock to be outstanding upon completion of this offering will be fully paid and non-assessable.
Preferred Stock

Our board of directors is authorized to issue from time to time, without stockholder authorization, in
one or more designated series, any or all of the authorized but unissued shares of preferred stock of
Asialnfo. Our board is expressly vested with authority to fix by resolution or resolutions the
designations and the powers, preferences and participating, optional or other special rights, and
qualifications and limitations, including the voting power, dividend rate, conversion rights, redemption
prices or liquidation preference of any series of the preferred stock. The rights of the holders of
common stock may be adversely affected by, the rights of the holders of any preferred stock that may
be issued in the future. Issuance of a new series of preferred stock, while providing desirable flexibility



in connection with possible acquisitions and other corporate purposes, could have the effect of
entrenching our board of directors and making it more difficult for a third party to acquire, or
discouraging a third party from acquiring a majority of the outstanding voting common stock of

Asialnfo. We have no present plans to issue any shares of or designate any series of preferred stock.

Anti-takeover Effects of Certain Provisions of Our Certificate of Incorporation and Delaware Law We
are subject to Section 203 of the Delaware General Corporation Law, an anti-takeover law. In general,
Section 203 prohibits a publicly held Delaware corporation from engaging in a "business combination"
with an "interested stockholder" for a period of three years following the date the person became an
interested stockholder, unless (with certain exceptions) the "business combination" or the transaction in
which the person became an interested stockholder is approved in a prescribed manner. Generally, a
"business combination" includes a merger, asset or stock sale, or other transaction resulting in a
financial benefit to the interested stockholder. Generally, an "interested stockholder" is a person who,
together with affiliates and associates, owns (or within three years prior to the determination of
interested stockholder status, did own) 15% or more of a corporation's voting stock. The existence of
this provision would be expected to have an anti-takeover effect with respect to transactions not
approved in advance by the board of directors, including discouraging takeover attempts that might

result in a premium over the market price for the shares of common stock held by stockholders.

Transfer Agent and Registrar The transfer agent and registrar for our common stock is The Bank of
New York.

Shares Eligible for Future Sale

Prior to this offering, there has been no public market for our common stock and there can be no
assurance that a significant public market for the common stock will be developed or be sustained after
this offering. Sales of substantial amounts of common stock in the public market after this offering, or
the possibility of such sales occurring, could adversely affect prevailing market prices for our common

stock or our future ability to raise capital through an offering of equity securities.

After this offering, we will have outstanding shares of common stock. Of these shares, the shares
offered hereby will be freely tradable in the public market without restriction under the Securities Act,

unless such shares are held by our "affiliates", as that term is defined in Rule 144 under the Securities
Act.

The remaining shares of common stock outstanding upon completion of this offering will be "restricted
securities," as that term is defined in Rule 144 ("Restricted Shares"). The Restricted Shares were issued
and sold by us in private transactions in reliance upon exemptions from registration under the
Securities Act. Restricted Shares may be sold in the public market only if they are registered or if they
qualify for an exemption from registration under Rules 144 or 701 under the Securities Act, which are

summarized below.



Pursuant to certain "lock-up" agreements, each of Asialnfo, our executive officers, directors, certain
holders of Restricted Shares, have agreed not to offer, sell, contract to sell, grant any option to purchase
or otherwise dispose of any equity securities of Asialnfo or any securities convertible into or
exchangeable for any such equity securities for a period of 180 days from the date of this prospectus.

See "Underwriters".

On the date of the expiration of the lock-up agreements described below, of the Restricted Shares will
be eligible for immediate sale (of which shares will be subject to certain volume, manner of sale and
other limitations under Rule 144). Approximately remaining shares will be eligible for sale pursuant to

Rule 144 on the expiration of one-year holding periods.

Following the expiration of such lock-up periods, certain shares upon exercise of options granted by us
prior to the date of this prospectus will also be available for sale in the public market pursuant to Rule
701 under the Securities Act. Rule 701 permits resales of such shares in reliance upon Rule 144 but
without compliance with certain restrictions, including the holding period requirement, imposed under
Rule 144.

In general, under Rule 144 as in effect at the closing of this offering, beginning 90 days after the date of
this prospectus, a person (or persons whose shares of we are aggregated) who has beneficially owned
Restricted Shares for at least one year (including the holding period of any prior owner who is not our
affiliate) would be entitled to sell within any three month period a number of shares that does not
exceed the greater of (i) one percent of the then outstanding shares of common stock (approximately
shares immediately after this offering) or (ii) the average weekly trading volume of the common stock

during the four calendar weeks preceding the filing of a Form 144 with respect to such sale.

Sales under Rule 144 are also subject to certain manner of sale and notice requirements and to the
availability of current public information about us. Under Rule 144(k), a person who is not deemed to
have been our affiliate at any time during the 90 days preceding a sale and who has beneficially owned
the shares proposed to be sold for at least two years (including the holding period of any prior owner
who is not our affiliate) is entitled to sell such shares without complying with the manner of sale, public

information, volume limitation or notice provisions of Rule 144.

We intend to file after the effective date of this offering a registration statement on Form S-8 to register
approximately shares of common stock reserved for issuance under our stock option plans. Such
registration statement will become effective automatically upon filing. Shares issued under the
foregoing plan, after the filing of a registration statement on Form S-8, may be sold in the open market,
subject, in the case of certain holders, to the Rule 144 limitations applicable to affiliates, the above-

referenced lock- up agreements and vesting restrictions imposed by us.

In connection with the December 1997 private placement of Series A Preferred Stock, we entered into
a registration rights agreement dated December 29, 1997, with the Series A Investors. The registration
rights agreement grants one demand registration right and piggyback registration rights with respect
to all the shares sold to the Series A Investors, including the shares of common stock issuable upon
conversion of the Series A Convertible Preferred Stock. As of the date of this prospectus such

registration rights cover a total of 4,321,728 shares of common stock.



On August 31, 1999, in connection with the August 1999 private placement of Series B Preferred
Stock, we entered into a registration rights agreement with Intel Pacific, Inc. The registration rights
agreement grants Intel Pacific, Inc. one demand registration right and piggyback registration rights
with respect to all the shares sold to Intel Pacific, Inc. in the private placement, including the shares of
common stock issuable upon conversion of the Series B Convertible Preferred Stock. As of the date of

this prospectus such registration rights cover a total of 2,630,425 shares of common stock.

On November 16, 1999, in connection with the sale by certain employees and founding stockholders
of Asialnfo of shares of common stock, we entered into a registration rights agreement with twelve
institutional purchasers of such shares. The registration rights agreement grants the purchasers one
demand registration right and piggyback registration rights with respect to an aggregate of 815,790
shares of common stock.

The foregoing registration rights relate only to the registration of the shares under the Securities Act.
The piggyback registration rights granted provide that if we propose to register any of our securities
under the Securities Act, either for our own account or the account of other stockholders, the holders
of the shares under the registration rights agreement are entitled to notice of such registration and are
entitled to include their shares in the registration. In addition, the demand registration rights granted
provide that the holders may request that we register the shares under the Securities Act under certain
circumstances. The holders' rights with respect to all these registrations are subject to certain
conditions, including the right of the underwriters of any of these offerings to limit the number of

shares included in any of these registrations.

Taxation

United States Federal Income Taxation General The following summary is based on the advice of
Rogers & Wells LLP and, subject to the limitations stated below, describes certain of the material U.S.
federal income tax consequences resulting from the purchase, ownership and disposition of the shares.
This summary does not purport to consider all the possible U.S. federal tax consequences of the
purchase, ownership and disposition of the Shares and is not intended to reflect the individual tax
position of any beneficial owner thereof. The summary is based upon the Internal Revenue Code of
1986, as amended (the "Code"), its legislative history, existing and proposed U.S. Treasury regulations
promulgated thereunder, published rulings by the U.S. Internal Revenue Service ("IRS") and court
decisions, all in effect as of the date hereof, all of which authorities are subject to change or differing
interpretations, which changes or differing interpretations could apply retroactively. This summary is
limited to investors who hold the Shares as "capital assets" within the meaning of section 1221 of the
Code (i.e., generally, property held for investment) and does not purport to deal with investors in
special tax situations, such as financial institutions, tax exempt organizations, insurance companies,
regulated investment companies, dealers in securities or currencies, persons holding shares as a hedge

against currency risks or as a position in a "straddle," "conversion transaction," or "constructive sale"



transaction for tax purposes, or persons whose functional currency (as defined in section 985 of the
Code) is not the U.S. dollar. The summary does not include any description of the tax laws of any state,

local or foreign governments that may be applicable to the notes or the holders thereof.

Prospective purchasers of the shares should consult their own tax advisors concerning the application
of U.S. federal income tax laws to their particular situations as well as any consequences of the
purchase, ownership and disposition of the shares arising under the laws of any other taxing

jurisdiction.

As used herein, the term "U.S. Holder" means a beneficial owner of Shares who or which is (i) an
individual who is a citizen or resident of the United States, (ii) a corporation created or organized in or
under the laws of the United States or of any state thereof (including the District of Columbia), or (iii)
any other person who is subject to U.S. federal income taxation on a net income basis with respect to
the Shares. As used herein, the term "Non-U.S. Holder" means a beneficial owner of Shares that is not a
U.S. Holder. In the case of a beneficial owner of Shares that is a partnership for U.S. federal income tax
purposes, each partner will take into account its allocable share of income or loss from the Shares, and
will take such income or loss into account under the rules of taxation applicable to such partner, taking

into account the activities of the partnership and the partner.

U.S. Holders of Shares Taxation of Distributions. A U.S. Holder generally will be required to include in
gross income as ordinary dividend income the amount of any distributions paid on the Shares to the
extent that such distributions are paid out of our current or accumulated earnings and profits as
determined for U.S. federal income tax purposes. Such dividends will generally qualify for the
dividends-received deduction available to certain U.S. corporations. Distributions in excess of our
earnings and profits will be applied against and will reduce the U.S. Holder's tax basis in its Shares and,

to the extent in excess of such tax basis, will be treated as gain from a sale or exchange of such Shares.

Sale or Other Disposition of Shares. In general, upon the sale or other disposition of Shares, a U.S.
Holder generally will recognize gain or loss equal to the difference between the amount realized on
such sale or disposition and the U.S. Holder's adjusted tax basis in the Shares. A U.S. Holder's tax basis
in its Shares will generally equal its purchase price of such Shares. Capital gain recognized by an
individual U.S. Holder generally will be long-term capital gain and subject to U.S. federal income tax at
arate of 20% if the U.S. Holder held the Shares for more than one year before sale or disposition. U.S.
Holders that are corporations are taxed on their net capital gains at the regular corporate income tax

rates.

Non-U.S. Holders of Shares Taxation of Distributions. In general, subject to the discussion below of
special rules that may apply to certain Non-U.S. Holders and the discussion below of backup
withholding, payments of dividends to Non-U.S. Holders will be subject to U.S. withholding tax at a
rate of 30% unless such rate is reduced under an applicable income tax treaty. Non-U.S. Holders are
urged to consult their own tax advisors with respect to their eligibility, if any, for a reduced rate of U.S.

withholding tax under a tax treaty.



Sale or Other Disposition of Shares. In general, subject to the discussion below of special rules that may
apply to certain Non-U.S. Holders and the discussion below of backup withholding, (a) payments of
sale proceeds by us or any paying agent to a Non-U.S. Holder will not be subject to U.S. federal income
or withholding tax and (b) gain realized by a Non-U.S. Holder on the sale or other disposition of the

Shares will not be subject to U.S. federal income tax or withholding tax.

Special rules may apply in the case of Non-U.S. Holders (i) that are engaged in a United States trade or
business, (ii) that are former citizens or long-term residents of the United States, "controlled foreign
corporations,’ "foreign personal holding companies,’ corporations which accumulate earnings to avoid
U.S. federal income tax, and certain foreign charitable organizations, each within the meaning of the
Code, or (iii) certain non- resident alien individuals who are present in the U.S. for 183 days or more
during a taxable year and meet certain other conditions. Such Non-U.S. Holders are urged to consult

their own tax advisors before purchasing the Shares.

Backup Withholding and Information Reporting For each calendar year in which the Shares are
outstanding, each Depository Trust Company participant or indirect participant holding Shares on
behalf of a beneficial owner of Shares and each paying agent making payments in respect of Shares will
generally be required to provide the IRS with certain information, including such beneficial owner's
name, address, taxpayer identification number (either such beneficial owner's Social Security number,
its employer identification number or its IRS individual taxpayer identification number, as the case
may be), and the aggregate amount of dividends and sale proceeds paid to such beneficial owner during
the calendar year. These reporting requirements, however, do not apply with respect to certain
beneficial owners, including Non-U.S. Holders who file IRS Form W-8 (or successor Form W-8BEN) as
described below, corporations, securities broker-dealers, other financial institutions, tax-exempt

organizations, qualified pension and profit sharing trusts and individual retirement accounts.

In the event that a beneficial owner of Shares fails to establish its exemption from such information
reporting requirements or is subject to the reporting requirements described above and fails to supply
its correct taxpayer identification number in the manner required by applicable law, or underreports its
tax liability, as the case may be, the DTC participant or indirect participant holding such interest on
behalf of such beneficial owner or paying agent making payments in respect of Shares may be required
to "backup" withhold a tax equal to 31% of each payment of interest and sale proceeds with respect to
Shares. This backup withholding tax is not an additional tax and may be credited against the beneficial
owner's U.S. federal income tax liability if the required information is furnished to the IRS. Compliance
with the identification procedures contained in IRS Form W-8 (or successor Form W-8BEN) will
establish an exemption from information reporting and backup withholding for those Non-U.S.

Holders who are not exempt recipients.

The Treasury Department issued final regulations relating to withholding, information reporting and
backup withholding that unify current certification procedures and forms and clarify reliance

standards (the "Regulations"). The Regulations generally will be effective with respect to payments



made after December 31, 2000. Prospective purchasers of the Shares should consult their own tax
advisors concerning the effect of the Regulations on their purchase, ownership and disposition of the

Shares.

Underwriters

Under the terms and subject to the conditions contained in an underwriting agreement dated the date
of this prospectus, the underwriters named below, for whom Morgan Stanley & Co. Incorporated and
Deutsche Bank Securities Inc. are acting as representatives, have severally agreed to purchase, and

Asialnfo has agreed to sell to them, severally, the number of shares indicated below:

Name Number of Shares Morgan Stanley & Co. Incorporated........ccceeururerueneee. Deutsche Bank Securities

The underwriters are offering the shares of common stock subject to their acceptance of the shares
from Asialnfo and subject to prior sale. The underwriting agreement provides that the obligations of
the several underwriters to pay for and accept delivery of the shares of common stock offered by this
prospectus are subject to specified conditions. The underwriters are obligated to take and pay for all of
the shares of common stock offered by this prospectus if any such shares are taken. However, the
underwriters are not required to take or pay for the shares covered by the underwriters' over-allotment

option described below.

The underwriters initially propose to offer part of the shares of common stock directly to the public at
the public offering price listed on the cover page of this prospectus and part to certain dealers at a price
that represents a concession not in excess of § a share under the public offering price. Any underwriter
may allow, and such dealers may reallow, a concession not in excess of $ a share to other underwriters
or to certain dealers. After the initial offering of the shares of common stock, the offering price and

other selling terms may from time to time be varied by the representatives.

Asialnfo has granted to the underwriters an option, exercisable for 30 days from the date of this
prospectus, to purchase up to an aggregate of additional shares of common stock at the public offering
price listed on the cover page of this prospectus, less underwriting discounts and commissions. The
underwriters may exercise this option solely for the purpose of covering over-allotments, if any, made
in connection with the offering of the shares of common stock offered by this prospectus. To the extent
the option is exercised, each underwriter will become obligated, subject to certain conditions, to
purchase about the same percentage of the additional shares of common stock as the number listed
next to the underwriter's name in the preceding table bears to the total number of shares of common
stock listed next to the names of all underwriters in the preceding table. If the underwriters' option is
exercised in full, the total price to the public would be $, the total underwriters' discounts and

commissions would be $ and total proceeds to Asialnfo would be § .

The underwriters have informed Asialnfo that they do not intend sales to discretionary accounts to

exceed five percent of the total number of shares of common stock offered by them.



We intend to submit an application to have our shares of the common stock approved for quotation,
subject to official notice of issuance, on the NASDAQ National Market under the symbol "ASIA."

Each of Asialnfo and the directors, executive officers and certain stockholders and option holders of
Asialnfo have agreed that, without the prior written consent of Morgan Stanley & Co. Incorporated on
behalf of the underwriters, they will not (and will not publicly announce any intention to), during the

period ending 180 days after the date of this prospectus:

. offer, pledge, sell, offer to sell, contract to sell, sell any option or contract to purchase, purchase any
option or contract to sell, grant any option, right or warrant to purchase, lend or otherwise transfer or
dispose of directly or indirectly, any shares of common stock or any securities convertible into, or
exercisable or exchangeable for, common stock owned by them; or. enter into any swap or other
arrangement that transfers to another, in whole or in part, any of the economic consequences of

ownership of the common stock;

whether any transaction described above is to be settled by delivery of common stock or such other

securities, in cash or otherwise.
The restrictions described in this paragraph do not apply to:
. the sale of shares to the underwriters;

. the issuance by Asialnfo of shares of common stock upon the exercise of an option or a warrant or the
conversion of a security outstanding on the date of this prospectus of which the underwriters have
been advised in writing; or . transactions by any person other than Asialnfo relating to shares of
common stock or other securities acquired in open market transactions after the completion of the

offering of the shares.

In order to facilitate the offering of the shares of the common stock, the underwriters may engage in
transactions that stabilize, maintain or otherwise affect the price of the shares of the common stock.
Specifically, the underwriters may over-allot in connection with the offering, creating a short position
in the common stock for their own account. In addition, to cover over-allotments or to stabilize the
price of the common stock, the underwriters may bid for, and purchase, shares of common stock in the
open market. Finally, the underwriting syndicate may reclaim selling concessions allowed to an
underwriter or a dealer for distributing the common stock in the offering, if the syndicate repurchases
previously distributed common stock in transactions to cover syndicate short positions, in stabilization
transactions or otherwise. The underwriters have reserved the right to reclaim selling concessions in
order to encourage underwriters and dealers to distribute the common stock for investment, rather
than short-term profit taking. Increasing the proportion of the offering held for investment may reduce
the supply of common stock available for short-term trading. Any of these activities may stabilize or
maintain the market price of the common stock above independent market levels. The underwriters

are not required to engage in these activities, and may end any of these activities at any time.

Asialnfo and the underwriters have agreed to indemnify each other against certain losses, claims,

damages or liabilities, including liabilities under the Securities Act.



On November 16, 1999, Morgan Stanley Dean Witter Equity Funding Inc. ("MSDW Equity Funding"),
an affiliate of Morgan Stanley & Co. Incorporated, purchased 131,579 shares of common stock from
certain selling shareholders of Asialnfo at $7.60 per share. In connection with the purchase, MSDW
Equity Funding and Asialnfo, among others, have entered into a registration rights agreement,
pursuant to which MSDW Equity Funding, with other investors, will be offered the opportunity to
register their shares, subject to certain specified conditions, if Asialnfo proposes to file a registration
statement under the Securities Act with respect to an offering by Asialnfo for its own account or for the
account of any security holder of any class of Asialnfo's common or preferred stock or a registration
statement filed in connection with an exchange offer. As at the date of this prospectus, MSDW Equity

Funding holds less than 1% of Asialnfo's common stock.

At our request, the underwriters have reserved for sale up to % of the common stock to be issued by us
and offered for sale in this offering, at the initial public offering price, to directors, officers, employees,
business associates and persons otherwise related to Asialnfo. The number of shares of common stock
available for sale to the general public will be reduced to the extent these persons purchase reserved

shares. Any reserved shares which are not purchased will be offered by the underwriters to the general

public on the same basis as the other shares offered in this offering.

Prior to this offering, there has been no public market for the common stock. The initial public offering
price will be determined by negotiations between us and the representatives of the underwriters.
Among the factors to be considered in determining the initial public offering price will be the future
prospects of Asialnfo and its industry in general, sales, earnings and certain other financial operating
information of Asialnfo in recent periods, and the price-earnings ratios, price-sales ratios, market
prices of securities and certain financial and operating information of companies engaged in activities
similar to those of Asialnfo. The estimated initial public offering price range set forth on the cover page

of this preliminary prospectus is subject to change as a result of market conditions and other factors.

Legal Matters

The validity of the shares and certain other legal matters will be passed upon for us by Rogers & Wells
LLP, Hong Kong. Certain legal matters will be passed upon for the underwriters by Milbank, Tweed,
Hadley & McCloy LLP, Hong Kong. Certain matters relating to Chinese law will be passed upon for us

and the underwriters by Haiwen & Partners and Commerce & Finance Law Offices, respectively.

Experts

The consolidated financial statements of Asialnfo as of December 31, 1997 and 1998 and for each of
the years in the three-year period ended December 31, 1998, have been audited by Deloitte Touche
Tohmatsu, independent auditors, as stated in their report appearing herein and have been so included
in reliance upon the report of that firm given upon their authority as experts in accounting and

auditing.



The financial statements of Al Zhejiang as of December 31, 1997 and 1998, and for each of the years
then ended, have been audited by Deloitte Touche Tohmatsu Shanghai CPA, independent auditors, as
stated in their report appearing herein and have been so included in reliance upon the report of that

firm given upon their authority as experts in accounting and auditing.

Enforceability of Civil Liabilities

Asialnfo is incorporated in the State of Delaware. However, a majority of Asialnfo's directors, executive
officers and shareholders and some of the experts named in this prospectus live outside the United
States, principally in Hong Kong and Beijing, China. Also, all or most of our assets are located outside
the United States. As a result, you may not be able to:

. effect service of process upon us or these persons within the United States, or . enforce against us or
these persons in United States courts, judgments obtained in United States courts, including judgments

relating to the federal securities laws of the United States.

Haiwen & Partners, Asialnfo's Chinese counsel, have advised us that there is doubt as to whether
Chinese courts will enforce judgments of United States courts based only upon the civil liability
provisions of the federal securities laws of the United States or the securities laws of any state of the
United States.

We have appointed James Zhang, the General Manager of our Santa Clara, California office, as our
agent to receive service of process with respect to any action brought against us in a court of proper

jurisdiction in the United States.

Additional Filing and Company Information

We have filed a registration statement on Form S-1 with the Commission. This prospectus, which is a
part of the registration statement, does not contain all of the information included in the registration
statement. Certain information is omitted and you should refer to the registration statement and its
exhibits. You may review a copy of the registration statement, including exhibits, at the Commission's
public reference room at Judiciary Plaza, 450 Fifth Street, N.W., Washington, D.C. 20549 or Seven
World Trade Center, 13th Floor, New York, New York 10048 or Citicorp Center, 500 West Madison
Street, Suite 1400, Chicago, Illinois 60661. Please call the Commission at 1-800-SEC- 0330 for further
information on the operation of the public reference rooms.

We will also file annual, quarterly and current reports, proxy statements and other information with
the Commission. You may read and copy any reports, statements or other information on file at the
public reference rooms. You can also request copies of these documents, for a copying fee, by writing to

the Commission.



Our Commission filings and the registration statement can also be reviewed by accessing the
Commission's Internet site at http://www.sec.gov, which contains reports, proxy and information

statements and other information regarding registrants that file electronically with the Commission.
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Independent Auditors’ Report

To the Stockholders and Board of Directors of Asialnfo Holdings, Inc.:

We have audited the accompanying consolidated balance sheets of Asialnfo Holdings, Inc. and its
subsidiaries as of December 31, 1997 and 1998, and the related consolidated statements of operations,
stockholders' equity and comprehensive income (loss), and cash flows for the three years in the period
ended December 31, 1998. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements based on our

audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,

on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit



also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a

reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of the Company and its subsidiaries at December 31, 1997 and 1998,
and the results of its operations and its cash flows for each of the three years in the period ended
December 31, 1998 in conformity with accounting principles generally accepted in the United States

of America.

/s/ Deloitte Touche Tohmatsu Hong Kong May 16, 1999

Asiainfo Holdings, Inc.

CONSOLIDATED BALANCE SHEETS (In US dollars)

December 31, September
———————————————————————— 30,
1997 1998 1999
(Unaudited)
ASSETS
Current Assets:
Cash and cash equivalents............. $24,065,882 $ 9,749,374 $25,354,202
Restricted cash............ ... ... ..... -- 6,000,000 9,690,136
Accounts receivable, trade, net of
allowance for doubtful accounts of
$70,444, $62,685 and $587,647 at
December 31, 1997 and 1998 and
September 30, 1999, respectively).... 9,623,140 23,292,881 24,819,251
INventories. . vvv e e i e ennneeennnnnnnn 1,102,047 566,383 102,151
Amount due from a related party....... -- 781,686 --
Other receivables..................... 781,188 1,349,034 1,412,804
Deferred income taxes................. 38,000 16,266 28,114
Prepaid expenses and other current
ASSEtS. . i 521,171 1,049,246 631,368
Total current assets...........ou... 36,131,428 42,804,870 62,038,026
Investment in affiliate................. -- -- 252,617
Property, plant, and equipment--net..... 953,903 1,745,354 1,949,177
Goodwill, at cost less accumulated
amortization...........i i, -- 421,417 4,719,069
Deferred income taxes.........oovuuunn.. -- 387,238 652,488
Total Assets....c.vviiinnnnnnnnnnnnnn $37,085,331 $45,358,879 $69,611,377
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Short-term bank loans................. $ 2,416,000 $ 5,677,130 $ 8,915,704
Accounts payable..........cooiiii.. 5,761,997 10,117,535 8,401,906
Deferred revenue...........covuiueunnn. 3,176,205 3,583,569 164,326
Other payables........... ..., 509,335 114,718 360,633
Accrued employee benefit.............. 1,021,436 2,615,028 4,641,943
Accrued EXPeNSES. . v.uvieeneeeeennnnennn 1,428,257 1,604,277 1,269,200
Convertible loan...........ccvvivvn... 250,000 -- -
Payable to stockholders............... 2,191,790 -- -
Other taxes payable................... 2,995,435 2,043,194 2,165,994
Income taxes payable.................. 257,500 292,468 614,810
Total current liabilities........... 20,007,955 26,047,919 26,534,516
Minority interest.......... ... ... 898,363 64,279 -

Commitments and contingencies (Note 12)



Stockholders' Equity:
Convertible preferred stock:
Series A: 3,000,000 shares authorized;
$0.01 par value; 2,160,864 shares
issued and outstanding (aggregate

liquidation value $18,000,000)....... 21,609 21,609 21,609
Series B: 5,000,000 shares authorized

at September 30, 1999; $0.01 par

value; 2,630,425 shares issued and

outstanding (aggregate liquidation

value $20,000,000).....cuvevuennennn. -- 26,304
Common stock, 50,000,000 shares

authorized, $0.01 par value, shares

issued and outstanding: 1997,

13,831,760; 1998, 14,160,002;

September 30, 1999: actual,

15,656,002, ..ttt e e 138,318 141,600 156,560
Additional paid-in capital............ 17,159,881 17,667,474 46,014,093
Deferred stock compensation........... (1,828,667) (783,334) (4,563,903)
Retained earnings.........ccovviunnn.. 645,018 2,180,828 1,443,796
Accumulated other comprehensive income

(10SS) et ittt ittt et e eenaenannn 42,854 18,504 (21,598)

Total stockholders' equity.......... 16,179,013 19,246,681 43,076,861
Total Liabilities and Stockholders'
EQUItY ..ttt $37,085,331 $45,358,879 $69,611,377

See notes to consolidated financial statements.

Asiainfo Holdings, Inc.

CONSOLIDATED STATEMENTS OF OPERATIONS (In US dollars)

Years Ended December 31,

1996 1997 1998

Revenues:

Network solutions...... $14,780,893 $36,508,751 $41,964,244
Software license....... 761,751 774,684 2,258,148
Total revenues......... 15,542,644 37,283,435 44,222,392
Cost of revenues:

Network solutions...... 9,097,778 29,551,059 32,188,695
Software license....... -- 4,819 819
Total cost of

TEVENUES. .o vvveennnnn. 9,097,778 29,555,878 32,189,514
Gross profit............ 6,444,866 7,727,557 12,032,878
Operating expenses:

Sales and marketing.... 667,908 835,268 2,408,031
General and

administrative........ 3,008,042 6,166,993 6,463,454
Research and

development........... 321,438 393,468 1,435,487
Amortization of

deferred stock

compensation.......... 262,000 1,045,333 1,045,333
Total operating

EXPENSES. v vveeenennnn 4,259,388 8,441,062 11,352,305
Income (loss) from

operations............. 2,185,478 (713,505) 680,573

Other income (expense):
Interest income........ 49,846 173,601 758,533

Nine Months Ended
September 30,

1998 1999
(Unaudited)

$17,323,897 $43,598,069
1,897,780 4,642,523
19,221,677 48,240,592
13,709,411 33,156,641
706 247,793
13,710,117 33,404,434
5,511,560 14,836,158
1,423,419 4,789,148
3,652,952 5,466,217
859,146 2,243,750
784,000 2,809,148
6,719,517 15,308,263
(1,207,957) (472,105)
585,764 499,018



Interest expense....... (28,752) (184,998) (394,398) (297,735) (451,780)

Other income, net...... 14,181 43,043 113,532 226,369 224,383
Total other income,
net......coiiiiiiiin, 35,275 31,646 477,667 514,398 271,621

Income (loss) before
income taxes and

minority interests..... 2,220,753 (681,859) 1,158,240 (693,559) (200,484)
Income tax expense

(benefit).............. 68,456 267,000 (255,504) (598,704) 502,296
Income (loss) before

minority interests..... 2,152,297 (948,859) 1,413,744 (94,855) (702,780)

Minority interests in
(income) loss of

consolidated

subsidiaries........... (482,450) 566,840 122,066 87,340 84,131
Equity in loss of

affiliate.............. - - -- -- (118,383)
Net income (loss)....... $ 1,669,847 $ (382,019) $ 1,535,810 $ (7,515) $ (737,032)
Net income (loss) per

share:

BasiC....ovvviernnannn. $ 0.12 $ (0.03) $ 0.11 $ 0.00 $ (0.05)
Diluted................ $ 0.10 $ (0.03) $ 0.05 $ 0.00 $ (0.05)
Shares used in

computation:

BasiC.....vvviiinnnnn.. 13,530,000 13,530,000 13,616,412 13,594,135 13,937,072
Diluted................ 15,999,133 13,530,000 31,765,532 13,594,135 13,937,072

Pro forma net income
(loss) per share (note

3):
BaSiC. . everernrnennnnn $ 0.09 $ (0.04)
Diluted................ $ 0.05 $ (0.04)

Shares used in pro forma

computation (note 3):

Basic.......cciviunnnn. 17,938,140 18,261,402
Diluted................ 31,765,532 18,261,402

See notes to consolidated financial statements.

Astainfo Holdings, Inc.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY AND COMPREHENSIVE
INCOME (LOSS) (In US dollars)

Convertible Retained
Accumulated Total
preferred stock Common stock Additional Deferred earnings
other stockholders'
------------------------------------- paid-in stock (accumulated
comprehensive equity
Shares Amount Shares Amount capital compensation deficit) income

(loss) (deficiency)

Balance at January 1, 1996.. -- § -- 13,680,880 $136,809 § (64,784) § -- $ (642,810) § -- $ (570,785)

Comprehensive income: Net income...... -- -- -- -- -- -- 1,669,847 -- 1,669,847 Other comprehensive
income, net of tax: Foreign currency translation adjustments..... -- -- -- -- -- -- -- (29,702) (29,702)
Unrealized loss on investment... -- -- -- -- -- -- -- (871) (871) Comprehensive loss............ - e mmem e
- -- Deferred stock compensation..... -- -- -- -- 3,136,000 (3,136,000) -- -- -- Amortization of deferred

stock compensation..... -- -- -- -- -- 262,000 -- -- 262,000 Contributions (miscellaneous).. -- -- -- -- 2,500



-- -- -- 2,500 Balance at December 31, 1996............. ----13,680,880 136,809 3,073,716 (2,874,000)
1,027,037 (30,573) 1,332,989 Comprehensive loss: Net loss........ ---- - ------(382,019) -- (382,019)

Other comprehensive income, net of tax: Foreign currency translation adjustments..... -- -- -- - -- -- --

72,556 72,556 Unrealized gain on investment... -- -- -- -- -- -- -- 871 871 Comprehensive loss............ -- -
- == == == == —- -- -- Proceeds received on issuance of convertible preferred stock.. 1,860,744 18,608 -- --
15,481,392 -- -- -- 15,500,000 Issuance cost.... -- -- -- -- (1,502,368) -- -- -- (1,502,368) Issuance of
stock on exercise of employee stock options.......... ----451,0004,510107,141 -- -- -- 111,651 Transfer
to convertible preferred stock.. 300,120 3,001 (300,120) (3,001) -- -- -- -- -- Amortization of deferred
stock compensation..... -- -- -- -- -- 1,045,333 -- -- 1,045,333 Balance at December 31, 1997.............

2,160,864 21,609 13,831,760 138,318 17,159,881 (1,828,667) 645,018 42,854 16,179,013
Comprehensive income (loss) Balance at January 1, 1996.. Comprehensive income: Net income......

$1,669,847 Other comprehensive income, net of tax: Foreign currency translation adjustments.....

(29,702) Unrealized loss on investment... (871) Comprehensive loss............ $1,639,274 Deferred stock
compensation..... Amortization of deferred stock compensation..... Contributions (miscellaneous)..
Balance at December 31, 1996............. Comprehensive loss: Net loss........ $ (382,019) Other

comprehensive income, net of tax: Foreign currency translation adjustments..... 72,556 Unrealized gain
on investment... 871 Comprehensive loss............ $ (308,592) Proceeds received on issuance of
convertible preferred stock.. Issuance cost.... Issuance of stock on exercise of employee stock
options.......... Transfer to convertible preferred stock.. Amortization of deferred stock compensation.....
Balance at December 31, 1997.............

Astainfo Holdings, Inc.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY AND COMPREHENSIVE
INCOME (LOSS) (In US dollars)--Continued

Convertible Retained
Accumulated
preferred stock Common stock Additional Deferred earnings
other Total
------------------------------------- paid-in stock (accumulated

comprehensive stockholders'
Shares Amount Shares Amount capital compensation deficit) income
(loss) equity

Comprehensive income: Net income...... - $ -- - § -- $ -- $ -- $1,535,810 $ -- § 1,535,810 Other
comprehensive loss, net of tax: Foreign currency translation adjustments..... -- -- -- -- -- -- -- (24,350)
(24,350) Comprehensive income.......... == == == == == == —- - -~ [ssuance of stock on conversion of
convertible loan............. ----153,242 1,532 508,468 -- -- -- 510,000 Issuance of stock on exercise of
employee stock options.......... -- -- 175,000 1,750 (875) -- -- -- 875 Amortization of deferred stock
compensation..... -- -- -- -- -- 1,045,333 -- -- 1,045,333 Balance at December 31, 1998............. 2,160,864
$21,609 14,160,002 $141,600 $17,667,474 $ (783,334) $2,180,828 $ 18,504 $19,246,681
Comprehensive loss:* Net loss*....... - --8--%--9%--%$(737,032) % -- (737,032) Other

comprehensive income, net of tax*: Foreign currency translation adjustments*... -- == == == == -- --



437,500 4,375 1,876,875 -- -- -- 1,881,250 Proceeds received on issuance of convertible preferred
stock®.......... 2,630,425 26,304 -- -- 19,973,696 -- -- -- 20,000,000 Issuance cost*.. -- -- -- -- (150,000) -
- -- --(150,000) Issuance of stock on exercise of employee stock options*........ ----1,038,500 10,385

4,791,289 $47,913 15,656,002 $156,560 $46,014,093 $(4,563,903) $1,443,796 $(21,598)
$43,076,861 Comprehensive income (loss) Comprehensive income: Net income...... $1,535,810 Other
comprehensive loss, net of tax: Foreign currency translation adjustments..... (24,350) Comprehensive

income.......... $1,511,460 Issuance of stock on conversion of convertible loan............ Issuance of stock

stock*.......... Issuance cost*... Issuance of stock on exercise of employee stock options*........ Warrants

exercised*...... Deferred stock compensation®.... Amortization of deferred stock compensation*...

See notes to consolidated financial statements.

*Unaudited

Astainfo Holdings, Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS (In US dollars)

Nine Months Ended

Years Ended December 31, September 30,
1996 1997 1998 1998 1999
(Unaudited)

Cash flows from operating activities: Net income (loss)...... $1,669,847 $ (382,019) § 1,535,810 §
(7,515) $ (737,032) Adjustments to reconcile net income (loss) to net cash (used in) provided by
operating activities: Depreciation........... 142,608 219,386 351,175 190,932 365,824 Amortization of
goodwill.............. ----46,824 35,118 520,719 Amortization of deferred stock compensation..........
262,000 1,045,333 1,045,333 784,000 2,809,148 Deferred income taxes.. 4,000 17,000 (365,504)
(365,504) (277,099) Minority interest in income (loss) of subsidiaries.......... 482,450 (566,840)
(122,066) (87,340) (84,131) Equity in loss of affiliate............. -- -- -- -- (118,383) (Gain) loss on disposal
of property, plant, and equipment......... (17,717) 694,859 408,309 (9,888) -- Gain on sale of investment
in subsidiary............ -- -- -- -- 112,045 Gain on sale of marketable securities............ --(1,760) -- -- -- Bad
debt expense (recovery)............ -- 753,839 (7,759) (7,759) 640,103 Changes in operating assets and
liabilities: Restricted cash....... -- -- (6,000,000) (6,000,000) (3,690,136) Accounts receivable...
(2,531,041) (7,044,478) (11,841,151) (3,627,939) (660,883) Inventories........... (464,945) 916,486
885,318 749,018 484,339 Amount due from a related party........ (745,929) -- (781,685) (240,964)
56,829 Other receivables..... (456,010) (320,164) (160,332) (1,937,028) 561,947 Prepaid expenses and



other current assetS......c...... (162,116) (257,213) (92,889) (967,076) (167,693) Accounts payable......
1,224,880 3,993,303 4,056,441 (3,916,014) (3,765,335) Deferred revenue...... (1,069,800) 2,034,687
(160,861) 4,938,019 (3,655,488) Other payables........ 118,756 22,791 (399,174) 1,040,024 (8,738)
Accrued employee benefit.............. 305,258 711,542 1,334,758 385,283 2,026,915 Accrued
expenses...... 53,327 783,808 174,451 (638,447) (546,780) Other taxes payables.. 967,531 2,023,974
(1,575,764) (2,464,050) 123,373 Income taxes payables............. 59,446 119,524 34,969 (312,732)
322,343 Net cash (used in) provided by operating activities............. (157,455) 4,764,058 (11,633,797)
(12,459,862) (5,688,113) Cash flows from investing activities: Purchases of property, plant, and
equipment.. (1,381,032) (965,497) (1,415,289) (484,225) (335,913) Purchases of the remaining equity
interest of a subsidiary (net of cash acquired)........ ----(169,571) (169,571) -- Purchase of marketable
Securities.......... (6,783) -- -- -- -- Increase in investment of a subsidiary....... -- -- ----(239,000) Proceeds
from disposal of a subsidiary, net.. -- -- -- -- 33,477 Proceeds on disposal of marketable securities............
393,717 -- -- -- -- Proceeds on disposal of property, plant, and equipment............. --42,271 43,708
27,647 -- Purchase of a subsidiary............ -- -- -- --(1,297,184) Prepayment for acquisition of a
subsidiary............ -- -- (400,000) -- -- Net cash used in investing activities... (994,098) (923,226)
(1,941,152) (626,149) (1,838,620) See notes to consolidated financial statements.

Astainfo Holdings, Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS--(Continued) (In US dollars)

Nine Months Ended

Years Ended December 31, September 30,
1996 1997 1998 1998 1999
(Unaudited)

Cash flows from financing activities: Net proceeds from issuance of convertible preferred
StOCK..veererrerennen -- 13,997,632 -- -- 20,000,000 Increase in short-term bank loans............ 958,777
2,416,000 9,464,044 5,783,132 11,585,624 Repayment of short-term bank loans............ --(964,064)
(7,280,114) (4,698,020) (8,498,943) Convertible loan....... -- 250,000 -- -- -- Proceeds on exercise of
stock options......... -- 111,651 875 875 66,716 Payable to stockholders.......... --2,191,790(2,191,790)
(2,191,790) -- Warrants exercised..... -- -- -- -- 200 Contributions (miscellaneous)....... 2,500 -- -- -- --
Investment from minority interest..... 982,753 -- -- -- -- Repurchase of minority interest..............
(295,000) -- (712,018) (712,018) -- Net cash provided by (used in) financing activities.............
1,649,030 18,003,009 (719,003) (1,817,821) 23,153,597 Net increase (decrease) in cash and cash
equivalents: 497,477 21,843,841 (14,293,952) (14,903,832) 15,626,864 Cash and cash equivalents at
beginning of period.... 1,731,608 2,220,891 24,065,882 24,065,882 9,749,374 Effect of exchange rate
changes on cash and cash equivalents....... (8,194) 1,150 (22,556) (28,892) (22,036) Cash and cash
equivalents at end of period................. $2,220,891 $24,065,882 $ 9,749,374 $ 9,133,158 $25,354,202
Supplemental cash flow information: Cash paid during the year: Interest............... $27,359 $ 184,998 §
369,343 § 277,243 $ 441,492 Income taxes........... -- 130,476 75,032 75,032 457,010 Noncash



investing and financing activities: Deferred stock compensation.......... $3,136,000 8 --$ - $-- §
6,589,717 Issue of common stock for convertible debt and accrued interest.. -- -- 510,000 -- --

Acquisitions and disposal of interests in subsidiaries:

In connection with the acquisition in 1998 of the remaining 45% equity interest of AI CTC for cash at
$1,204,819, the Company acquired assets with a fair value of $3,584,210 and assumed liabilities of
$2,847,632.

In March 1999 the Company acquired for cash of $2,000,000, of which $400,000 had been paid as a
deposit in 1998, and issuance of 437,500 shares of common stock to Al Zhejiang's senior management
for their past services and acquired assets with a fair value of $2,879,853 and assumed liabilities of
$3,816,974 (unaudited).

In connection with the disposal in 1999 of a 16.5% interest of Al Data for cash of $278,600, the
Company disposed of assets with a fair value of $61,103 and assumed liabilities of $88,234

(unaudited).

See notes to consolidated financial statements.
Astainfo Holdings, Inc.

Notes to Consolidated Financial Statements

Years ended December 31, 1996, 1997 and 1998 and for the nine months ended September 30, 1998
and 1999 (Unaudited) (In US dollars)

1. Organization and Principal Activities

Asialnfo Holdings, Inc. (the "Company") was incorporated in Texas, United States ("US"), on June 17,
1993 and was subsequently changed to Delaware in June 1998. The Company operates through four
subsidiaries, Asialnfo Services Inc. ("Al Services"), Asialnfo Computer Network (Beijing) Co., Ltd.,
which was renamed as Asialnfo Technologies (China), Inc. ("Al Technology"), Asialnfo-CTC Network
Systems, Inc. ("AI CTC") and Zhejiang Asialnfo Telecommunication Technology Co., Ltd. ("Al
Zhejiang"). Except for Al Services, which is incorporated in the US, all of the subsidiaries are
incorporated in the People's Republic of China ("PRC"). As of September 30, 1999, all consolidated
subsidiaries were wholly-owned. In August 1999 the Company reduced its interest from 55% to 38.5%
in Beijing Asialnfo Data Communications Technology Co., Ltd., now renamed General Data System
Co., Ltd,, ("Al Data"), also incorporated in the PRC. On June 24, 1999, the Company agreed, subject to

government approval, to sell its remaining interest.

The Company acts as a holding company and sources computer related equipment in the US for sale to

customers in the PRC.



Al Technology was established as a wholly foreign owned enterprise with an initial term of operation
of 15 years commencing May 2, 1995 (date of establishment). Its principal activities are conducted in
the PRC and comprise the provision of Internet-related information technology professional services

and software products.

AI CTC is a wholly foreign owned enterprise with an initial term of operation of 15 years commencing
from December 14, 1995 (date of establishment) and was previously engaged in network systems
integration, sale of related computer and equipment, and repair and maintenance services. AI CTC's
business is now conducted by Al Technology. On February 13, 1998, the Company bought the 45%
equity interest in AI CTC then held by its former joint venture partner, China Communication
Technical Service Center ("CTC"), for a cash consideration of approximately $1.2 million. The
acquisition of AI CTC minority interest has been accounted for by the purchase method of accounting.
The excess of the purchase price over the fair value of net assets of the minority interest of Al CTC of
$468,241 has been recorded in goodwill which is being amortized over 5 years. In 1997, the Company
had a receivable from CTC of $745,929 which was written off in 1997 as a bad debt. As of September
30, 1999, A1 CTC is being liquidated.

The following unaudited pro forma information presents the results of operations of the Company as

if the acquisition had taken place on January 1, 1997.

1997 1998
RevVeNUEe. .ot e e $37,283,435 $44,222,392
Net income (L10SS) .. vvti it itteeeeeeeeeennnnnnnnnn (1,042,507) 1,413,744
Net income (loss) per share:
2 =T S (0.08) 0.10
Diluted. . ..viiiiiiiii it i i e (0.08) 0.04
Shares used in computation:
== 13 o 3PP 13,530,000 13,616,412
Diluted....vviiiiiiiiiii it i e e 13,530,000 31,765,532

Astainfo Holdings, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued) Years ended December 31,
1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In
US dollars) On April 5, 1999, the Company acquired the entire issued share capital of AI Zhejiang, a
company incorporated in the PRC, for cash of $2 million and issuance of the 437,500 shares of
common stock to Al Zhejiang's senior management at a fair value of $4.30 per share for their past
services. The total consideration was $3,881,250. The acquisition of Al Zhejiang has been accounted
for by the purchase method of the accounting and, accordingly, the results of operations for the period
from April 5, 1999 are included in the accompanying unaudited consolidated financial statements.
Assets acquired and liabilities assumed have been recorded at their estimated fair values. The excess of
the purchase price over the fair value of net assets of Al Zhejiang of approximately $5 million has been

recorded in goodwill, which is being amortized over 5 years.

The following unaudited pro forma information presents the results of operations of the Company and

AI CTC as if the acquisition had taken place on January 1, 1998.



Nine months ended 1998 September 30, 1999

REVENUE . « ottt ettt et ettt et c e $46,867,064 $49,940,245
Net income (10SS)...vviiiinenennnnnnnnnnn. (189,598) (1,551,977)
Net income (loss) per share:
BaASIC . ettt ettt e i e (0.01) (0.11)
Diluted. ... iiiii ittt i i e e (0.01) (0.11)
Shares used in computation:
== =3 o S 14,053,912 14,082,905
Diluted. ...ttt i i 14,053,912 14,082,905

These pro forma results of operations for each of the acquisitions have been presented for comparative
purposes only and do not purport to be indicative of the results of operations which actually would

have resulted had the acquisitions occurred on the dates indicated, or which may result in the future.
Al Services, which had been inactive since 1996, was dissolved on May 24, 1999.

Al Data is an equity joint venture in the PRC with an initial term of operation of 15 years commencing
from September 27, 1996 (date of establishment) and it principally provides internet technical training

services to external customers and network systems integration.

2. Basis of Preparation

These financial statements of the Company and its subsidiaries in China are prepared in accordance
with generally accepted accounting principles in the United States of America ("U.S. GAAP"). This
basis of accounting differs from that used in the statutory financial statements of the PRC subsidiaries
which are prepared in accordance with the accounting principles and the relevant financial regulations

applicable to enterprises with foreign investment as established by the Ministry of Finance of China.

The principal adjustments made to conform the statutory financial statements of these subsidiaries to
U.S. GAAP included the following:

(i) Adjustment to depreciation expense for property, plant and equipment to reflect more accurately the

economic useful life of the assets;

Asiainfo Holdings, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued) Years ended December 31,
1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In
US dollars) (ii) Adjustment to recognize sales and cost of sales in accordance with the Company's

revenue recognition accounting policy;

(iii) Adjustment to record goodwill and amortization on business acquisition; and (iv) Adjustment to

recognize compensation expense on the issue of stock options.



3. Summary of Significant Accounting Policies

Principles of consolidation--The consolidated financial statements include the financial statements of
the Company and its subsidiaries. All significant intercompany transactions and balances are
eliminated on consolidation. Affiliated companies (20% to 50% owned companies) in which the
Company does not have a controlling interest, or for which control is expected to be temporary, are
accounted for using the equity method. The Company's share of earnings (losses) of these companies is
included in the accompanying consolidated statement of operations. The Company's share of losses
amounted to $118,383 for the nine months ended September 30, 1999. There were no amounts in

prior periods.

Cash and cash equivalents--Cash and cash equivalents include cash on hand, demand deposits and

highly liquid investments with a maturity of three months or less at the time of purchase.

Inventories--Inventories of hardware and parts are stated at the lower of cost, determined principally
by the specific identification method, or market. Cost includes the purchase price of computer-related
equipment, transportation, insurance expense, import and other taxes, and other related expenses.
Direct costs incurred for system integration contracts are stated at the lower of cost and net realizable
value. These amounts are included as work in progress in inventories and are charged to cost of sales

when the related revenue is recognized.

Property, plant and equipment--Property, plant and equipment is stated at cost less accumulated
depreciation. Depreciation is provided using the straight-line method over the estimated useful lives,

after deducting the estimated residual value of 5% of cost, as follows:

Furniture, fixtures and electronic

equipment. ... ..t i i 5 years
Motor vehicles.................... 5 years
Leasehold improvements............ Shorter of the lease term or 5 years
Accounting software............... 3 years

Goodwill--Goodwill is capitalized and amortized on a straight-line basis over its expected useful
economic life of 5 years. Accumulated amortization was nil at December 31, 1997, $46,824 at
December 31, 1998 and $567,543 at September 30, 1999.

Impairment--The Company reviews its long-lived assets, including goodwill, for impairment whenever
events or changes in circumstances indicate that the carrying amount of an asset may no longer be
recoverable. An impairment loss, measured based on the fair value of the asset, is recognized if

expected future undiscounted cash flows are less than the carrying amount of the assets.

Revenue recognition--Revenue from network solutions contracts, which includes the procurement of
hardware on behalf of the customer, systems design, planning, consulting, systems integration services
and software license revenue, is recognized over the contract term based on the percentage of
completion. Estimates of hardware warranty costs are included in determining project costs. Revisions

in estimated profits are made in



Astainfo Holdings, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued) Years ended December 31,
1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In
US dollars) the period in which the circumstances requiring the revision become known. Provisions, if
any, are made currently for anticipated losses on uncompleted contracts. Revenue from maintenance is
recognized over the contractual period. Revenue in excess of billings on service contracts is recorded as
unbilled receivables and included in trade accounts receivable, and amounted to $7,971,092 at
December 31, 1997, $10,135,662 at December 31, 1998 and $12,283,742 at September 30, 1999.
Billings in excess of revenues recognized on service contracts are recorded as deferred income until the

above revenue recognition criteria are met.

Software development costs--Costs for the development of new software products and substantial
enhancements to existing software products are expensed as incurred until technological feasibility has
been established, at which time any additional costs would be capitalized in accordance with Statement
of Financial Accounting Standards ("SFAS") No. 86, "Computer Software To Be Sold, Leased or
Otherwise Marketed." To date, the Company has essentially completed its software development
concurrently with the establishment of technological feasibility, and, accordingly, no costs have been

capitalized.

Foreign currency translation--The Company uses the United States dollar as its reporting currency.
Monetary assets and liabilities denominated in currencies other than United States dollars are
translated into United States dollars at the rates of exchange ruling at the balance sheet date.
Transactions in currencies other than United States dollars during the year are converted into United
States dollars at the rates of exchange ruling at the transaction dates. Transaction differences are

recognized in the statement of operations.

The financial records of the Company's PRC subsidiaries are maintained in Renminbi, the functional
currency. Their balance sheets are translated into United States dollars based on the rates of exchange
ruling at the balance sheet date. Their statements of operations are translated using a weighted average
rate for the period. Translation adjustments are reflected as cumulative translation adjustments in
stockholders' equity.

The Renminbi is not fully convertible into United States dollars or other foreign currencies. The rate of
exchange quoted by the People's Bank of China on December 31, 1998 was US$1.00=RMB8.2787. No
representation is made that the Renminbi amounts could have been, or could be, converted into United

States dollars at that rate or at any other rate.

Income taxes--Deferred income taxes are provided using the asset and liability method. Under this
method, deferred income taxes are recognized for all significant temporary differences and classified as
current or non-current based upon the classification of the related asset or liability in the financial
statements. A valuation allowance is provided to reduce the amount of deferred tax assets if it is
considered more likely than not that some portion of, or all of, the deferred tax asset will not be

realized.



Use of estimates--The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the reporting

period. Actual results could differ from those estimates.

Stock-based compensation--The Company accounts for stock-based awards to employees using the
intrinsic value method in accordance with Accounting Principles Board Opinion ("APB") No. 25,

"Accounting for Stock Issued to Employees."

Astainfo Holdings, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued) Years ended December 31,
1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In
US dollars) Net income (loss) per share ("EPS")--Basic EPS excludes dilution and is computed by
dividing net income (loss) attributable to common stockholders by the weighted average of common
shares outstanding for the period. Diluted EPS reflects the potential dilution that could occur if
securities or other contracts to issue common stock (convertible preferred stock, warrants to purchase
common stock and common stock options and warrants using the treasury stock method) were
exercised or converted into common stock. Potential common shares in the diluted EPS computation
are excluded in net loss periods as their effect would be antidilutive. EPS for all periods presented have

been computed in accordance with SFAS No. 128 "Earnings Per Share".

Pro forma net income (loss) per share--Basic pro forma net income (loss) per share is computed by
dividing net income (loss) attributable to common stockholders by the weighted average number of
common shares outstanding for the period and the weighted average number of shares resulting from
the assumed conversion of outstanding shares of convertible preferred stock. Diluted pro forma net
income (loss) per share reflects the potential dilution that could occur if securities or other contracts to
issue common stock were exercised or converted into common stock. Potential common shares in the
diluted pro forma net income (loss) per share computation are excluded in net loss periods as that effect

would be antidilutive.

Stock split--Share and per share amounts have been restated to reflect the 10:1 stock split in 1996 and
2:1 stock split which was effected in the form of a dividend in 1998.

Unaudited pro forma information--Upon the closing of a qualified initial public offering the
Company's preferred stock automatically converts into 6,952,153 shares of common stock. The

following unaudited pro forma information assumes the conversion of the convertible preferred stock
at September 30, 1999:

Actual Pro forma



Stockholders' Equity: Convertible preferred stock: Series A, 2,160,864 shares Issued and
outstanding.......ceeeeeeeeercrrueeuenne $ 21,609 § -- Series B, 2,630,425 shares Issued and
outstanding.........ceveveererrnrienes $ 26,304 -- Common stock, shares Issued and outstanding actual
15,656,002 pro forma 22,608,155 156,560 226,082 Additional paid-in capital........ccccceceeecrcecncne
46,014,093 45,992,484 Deferred stock compensation........c.ceceeeeeveuenene (4,563,903) (4,563,903) Retained
€ATTUNGS.cecuererevrvrirererenerersunscacne 1,443,796 1,443,796 Accumulated other comprehensive loss.......ccc......
(21,598) (21,598) Total stockholders' equity.......ceceeeerercreriunnne $43,076,861 $43,076,861 No other balance

sheet caption is adjusted.

Unaudited interim financial information--The interim financial information as of September 30, 1999
and for the nine months ended September 30, 1998 and 1999 is unaudited and has been prepared on
the same basis as the audited financial statements. In the opinion of management, such unaudited
information includes all adjustments (consisting only of normal recurring adjustments) necessary for a
fair presentation of the interim information. Operating results for the nine months ended September
30, 1999 are not necessarily indicative of the results that may be expected for the year ending
December 31, 1999.

Astainfo Holdings, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued) Years ended December 31,
1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In
US dollars) Comprehensive income--In 1998, the Company adopted SFAS No. 130, "Reporting
Comprehensive Income," which establishes standards for reporting and display of comprehensive
income, its components and accumulated balance. Comprehensive income is defined to include all
changes in equity except those resulting from investments by owners and distributions to owners.
Comprehensive income (loss) for the periods presented has been disclosed within the consolidated

statements of stockholders' equity and comprehensive income (loss).

Financial instruments--The carrying value of financial instruments, which consist of cash and cash
equivalents, accounts receivable, accounts payable and short-term bank loans are carried at cost which

approximates fair value due to the short-term nature of these instruments.

New accounting standard not yet adopted--In June 1998, the Financial Accounting Standards Board
issued SFAS No. 133, "Accounting for Derivative Instruments and Hedging Activities". This statement
requires companies to record all derivatives on the balance sheet as assets or liabilities measured at fair
value. Gains and losses resulting from changes in fair market values of those derivative instruments
would be accounted for depending on the use of the instrument and whether it qualifies for hedge
accounting. SFAS 133 will be effective for the Company's year ending December 31, 2001. The
Company has not yet determined the impact, if any, on its financial position, results of operations or

cash flows.



Reclassifications--Certain prior year amounts in the accompanying financial statements have been
reclassified to conform to current year presentation. These reclassifications had no effect on the results

of operations or financial position for any year presented.

4. Inventories

December 31, --------mmmmmmmmeeee- September 30, 1997 1998 1999 (unaudited)
Hardware and parts..........ccoeevuunn. $ 353,509 $ 289,015 $ 82,634
Work in progressS.......eeeeeeeennnnnnn. 748,538 277,368 19,517

$1,102,047 $ 566,383 $ 102,151

5. Amount Due from a Related Party

The balance represented a loan made to Al Zhejiang during 1998 bearing interest at 12% per annum.

Following the acquisition of Al Zhejiang the loan has been eliminated on consolidation.

6. Property, Plant and Equipment, Net

December 31, --------mmmmmmmmeee- September 30, 1997 1998 1999 (unaudited)

Furniture, fixtures and electronic

equipment. ... ..ottt $ 568,388 $1,324,596 $1,722,423
Motor vehicles...........ccoviuu.n.. 203,924 285,259 308,544
Leasehold improvements............. 389,225 391,734 406,414
Accounting software................ -- 209,018 254,764

Total...oviii ittt 1,161,537 2,210,607 2,692,145
Less: Accumulated depreciation..... 207,634 465,253 742,968
Net book value............covvuu.... $ 953,903 $1,745,354 $1,949,177
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued) Years ended December 31,
1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In
US dollars)

7. Short-term Bank Loans

At December 31, 1997 short-term bank loans represent unsecured bank loans of $2,416,000. At
December 31, 1998 short-term bank loans represent an unsecured bank loan of $603,960 and secured
bank loans of $5,073,170. At September 30, 1999, all loans were secured. The loans carry interest
ranging from approximately 5.85% to 7.029% per annum and are repayable within one year. In 1997
and 1998, the unsecured bank loans were guaranteed at no cost to the Company by independent third
parties. The secured bank loans and short- term credit facilities were secured by bank deposits of $6

million as of December 31, 1998 and $9.69 million as of September 30, 1999, which are presented as



restricted cash in the consolidated balance sheets. In April 1999, certain senior management pledged
their holdings in shares of the Company's common stock to a bank for a short-term revolving credit

facility of $5 million. This pledge has been released as of September 30, 1999.

Unused short-term credit facilities were approximately $362,000 as of December 31, 1998, expiring in
July 1999.1In 1999, the Company entered into new credit facility arrangements expiring in April and
July 2000 for working capital purposes under which the Company may borrow up to $9.3 million. As

of September 30, 1999, unused short-term credit facilities were $5 million.

8. Other Taxes Payable

December 31, --------mmmmmmmmeeee- September 30, 1997 1998 1999 (unaudited) Business tax
payable................. $ 228,425 $ 340,174 $ 248,208 Value added taxes payable, net....... 2,767,010
1,703,020 1,917,786 $2,995,435 $2,043,194 $2,165,994 The Company's PRC subsidiaries are subject
at a rate of 17% to value added tax on revenue from procurement of hardware on behalf of customers,
which is payable by offset against the input value added tax on purchases, and are subject to business
tax and value added tax at the rate of 5% and 6% on other service revenues from network solutions and

software license, respectively.

9. Income Taxes

The components of income (loss) before income taxes and minority interests are as follows:

Years Ended December 31, 1996 1997 1998 US......covvvvverveerrenenenn $(109,597) $(562,378)
$(1,277,546) PRC.....ccevvererrerrerrercranes 2,330,350 (119,481) 2,435,786 $2,220,753 $(681,859) §
1,158,240 The Company and a subsidiary, Al Services, are subject to US federal and state income taxes.

The Company's other subsidiaries are incorporated in the PRC and are subject to PRC income taxes.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued) Years ended December 31,
1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In

US dollars) The provision for income taxes consists of the following:

Years Ended December 31,1996 1997 1998

Current
United States:
Federal. ... ..ottt $55,000 $218,750 $ 96,300
LS = N 6,000 31,250 13,700
Foreign:
PRC . ettt i e e et et e 3,456 -- --
Total current income taxes................. 64,456 250,000 110,000
Deferred
United States:
Federal. ... .ouiiiinnii it ieeneeennnnenns 4,500 14,875 33,250

State....oii i e (500) 2,125 4,750



Foreign:

[ O -- --  (403,504)
Total deferred income taxes................ 4,000 17,000 (365,504)
Total income tax expense (benefit)......... $68,456 $267,000 $(255,504)

The components of deferred income tax assets (liabilities) are as follows:
Years Ended December 31,1997 1998

Deferred tax assets:
Accruals and reserves not currently deductible... $ 38,000 $ -

Net operating loss carry forwards................ -- 336,947
Depreciation. ..ottt e i e e e -- 66,557
Total gross deferred tax assets..........cvvuunnn.. 38,000 403,504
Valuation allowancCe........uueeiinnnnnnnnnnnnnnnnnn -- -
Total deferred tax assets......c.viiiiiiinnnennnnn $ 38,000 $ 403,504

Deferred income taxes result principally from differences in the recognition of certain assets and
liabilities for tax and financial reporting purposes and the tax effect of tax loss carry forwards. At
December 31, 1998, tax loss carry forwards under the PRC jurisdiction amounted to approximately
$2,246,000, which expire December 31, 2003, resulting in a deferred tax credit of $336,947.

The subsidiaries incorporated in the PRC are governed by the Income Tax Law of the PRC concerning
Foreign Investment Enterprises and Foreign Enterprises and various local income tax laws (the
"Income Tax Laws"). Under the Income Tax Laws, foreign investment enterprises ("FIE") generally are
subject to an income tax at an effective rate of 33% (30% state income taxes plus 3% local income taxes)
on income as reported in their statutory financial statements after appropriate tax adjustments unless
the enterprise is located in specially designated regions or cities for which more favorable effective

rates apply. Upon approval by the PRC tax
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued) Years ended December 31,
1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In
US dollars) authorities, FIEs scheduled to operate for a period of 10 years or more and engaged in
manufacturing and production may be exempt from income taxes for two years, commencing with

their first profitable year of operations, and thereafter with a 50% exemption for the next three years.

Pursuant to the Income Tax Laws, FIEs approved as high-tech or new technology enterprises which are
established in the Beijing New Technology Industry Development Zone ("BDZ") are subject to income
tax at the reduced rate of 15%. High technology enterprises are also eligible for a three-year exemption
from income tax followed by a 50% reduction of income tax for the next three years. This relief
commences from the date of commencement of the enterprise's business operations. Al Technology
and AI CTC have been approved as new technology enterprises and as they are established in the BDZ,
they enjoy the preferential tax treatment described above. In 1998 all of the Company's PRC
subsidiaries, except for Al Technology, were exempt from income taxes. Al Technology's income tax
exemption expired and in 1998 was subject to income tax at rate of 7.5%. No provision for taxation has
been made for AI Technology as it does not have any assessable income for 1998. In the absence of



such income tax exemptions, income tax of $nil in 1996, $329,202 in 1997, and $150,402 in 1998
would otherwise have been payable and the effect on net (loss) per share would be to increase basic and
diluted loss per share by $0.02 in 1997 and to decrease basic income per share and diluted income per
share by $0.01 in 1998. The latest full exemption will expire in 1999 and the latest 50% exemption will
expire in 2002.

Undistributed earnings of the Company's PRC subsidiaries amounted to approximately $623,000 at
December 31, 1998. Those earnings are considered to be indefinitely reinvested and, accordingly, no
provision for U.S. federal and state income taxes or foreign withholding taxes has been made. Upon
distribution of those earnings, the Company would be subject to US income taxes (subject to a
reduction for foreign tax credits) and withholding taxes payable to China, if any. If the Company
distributed the undistributed earnings as of December 31, 1998, the US income tax liability would be
approximately $249,000.

A reconciliation between the provision for income taxes computed by applying the US federal tax rate

to loss before income taxes and the actual provision for income taxes is as follows:

Years Ended December 31,1996 1997 1998

US federal rate.......coviiiiininnnnnnnnn. 35% 35% 35%
State tax rate (net of federal benefit)... 5 5 5
Tax exempt foreign income................. (42) (18) (84)
Expenses not deductible for tax purposes
--Deferred stock compensation expenses... 5 (61) 22
3% (39)% (22)%

Tax exempt foreign income represents the effect of adjustments made to conform PRC statutory

accounts in U.S. GAAP. Such adjustments are expected to reverse during the period of the tax holidays.

10. Convertible Loan

On June 30, 1997 the Company issued a $250,000 convertible loan due June 30, 2002, which is
callable by the holder from June 30, 1999, bearing interest at 8% payable annually in arrears. The
holder has the right to convert the loan into common stock at 80% of the Company's preferred stock

price as defined in the agreement.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued) Years ended December 31,
1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In
US dollars) The holder had also been given the right to purchase a second loan of $250,000 on or
before December 1, 1998 on the same terms as the existing loan except that the second loan will have a
maturity of four years and a non-callable period of two years from the date of issuance of the second
loan. In 1998 the holder converted the loan of §250,000 and the second loan of $250,000, into

153,242 shares of common stock.



11. Capital Stock

In December 1997 the Company raised additional capital through the issuance of 1,860,744 shares of
Series A Convertible Preferred Stock in a private placement at a price of $8.33 per share raising net
proceeds of $13,997,632. At the same time, certain existing common stockholders converted 300,120
shares of common stock into Series A Convertible Preferred Stock which were sold by the holders and
the amount, net of expenses, of $2,191,790 was paid to the Company and subsequently repaid to the
selling stockholders.

According to the Certificate of Designations of Series A Convertible Preferred Stock of the Company
dated December 23, 1997 (the "Certificate A"), the holders of convertible preferred stock are entitled to
participate in all dividends paid to the common stockholders, on an as converted base, when such
dividends are declared by the Board. While convertible preferred stock is outstanding, the Company
may not pay any dividend with regard to any share of common stock of the Company unless and until
all dividends on the convertible preferred stock have been paid. The holders of convertible preferred
stock are entitled to the same voting rights as that of common stockholders. This Series A Convertible
Preferred Stock had a liquidation preference value of $18 million as of December 31, 1998 and
September 30, 1999 and is senior to all common stock. The holders of shares of Series A Convertible
Preferred Stock have the right at any time, at the holders' option, to convert all or any of the shares of
common stock equal to the number of shares of Series A Convertible Preferred Stock surrendered for
conversion multiplied by the Conversion Rate. The "Conversion Rate" as defined in the Certificate A is
initially one share of common stock for each share of preferred stock, and was adjusted to two shares of
common stock for each share of convertible preferred stock effective immediately after the stock split
in the form of a stock dividend in 1998.

The Company's certificate of incorporation authorizes the issuance of 10,000,000 shares of preferred
stock of which 3,000,000 have been designated as Series A Convertible Preferred Stock and 5,000,000
of which have been designated as Series B Convertible Preferred Stock. The board could designate
another class of convertible preferred shares from the remaining 2,000,000 convertible preferred

shares .

On May 26, 1998 the issued and outstanding shares of the Company's common stock, $0.01 par value,
were split as effected in the form of a dividend on the basis of two shares for each issued and

outstanding share of common stock.

In August 1999, the Company raised additional capital through the issuance of 2,630,425 shares of
Series B Convertible Preferred Stock in a private placement at a price of $7.60 per share raising net

proceeds of approximately $19.8 million.

According to the Certificate of Designations of Series B Convertible Preferred Stock of the Company
dated August 27, 1999 (the "Certificate B"), the holders of convertible preferred stock are entitled to

participate in all dividends paid to the Series A Convertible Preferred Stockholders and the common



stockholders, on an as converted base, when such dividends are declared by the Board. While
convertible preferred stock is outstanding, the Company may not pay any dividend with regard to any

share of common stock of the Company unless and
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued) Years ended December 31,
1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In
US dollars) until all dividends on the convertible preferred stock have been paid. The holders of
convertible preferred stock are entitled to the same voting rights as that of common stockholders. This
Series B Convertible Preferred Stock has a liquidation preference value of $20 million as of December
31, 1998 and September 30, 1999, rank on a parity with Series A Convertible Preferred Stock and is
senior to all common stock. The holders of shares of Series B Convertible Preferred Stock have the
right at any time, at their option, to convert all or any of the shares of preferred stock. The "Conversion
Rate" as defined in the Certificate B is one share of common stock for each share of convertible
preferred stock. The "Conversion Rate" as defined in the Certificate B is one share of common stock for

each share of convertible preferred stock.

Both the Series A and the Series B Convertible Preferred Stock automatically convert into common
stock upon the closing of an initial public offering provided that certain valuation and other

requirements are met.

Net income (loss) per share The following is a reconciliation of the numerators and denominators of

the basic and diluted net income (loss) per share computations:

Nine Months Ended

Years Ended December 31, September 30,
1996 1997 1998 1998 1999
(unaudited)
Net income (loss)
(numerator):
Net income (loss)
Basic and diluted..... $ 1,669,847 $ (382,019) $ 1,535,810 $ (7,515) $ (737,032)
Shares (denominator):
Weighted average
Common Stock
Outstanding........... 13,530,000 14,272,530 14,016,852 13,969,135 15,201,794
Outstanding subject to
repurchase........... -- 742,530 400,440 375,000 1,264,722
BasiC...vvvviuinnnnn. 13,530,000 13,530,000 13,616,412 13,594,135 13,937,072
Contingent shares..... - - 400,441 -— -
Convertible preferred
StoCK. e iii i - - 4,321,728 - -
Options.....ovvvvuun.. 2,424,313 - 3,971,617 - -
Warrants.............. 44,820 -- 9,455,334 s --
Diluted............... 15,999,133 13,530,000 31,765,532 13,594,135 13,937,072
Net income (loss) per
share:
Basic......oiviiunn.. $ 0.12 $ (0.03) $ 0.11 $ 0.00 $ (0.05)

Diluted............... $ 0.10 $ (0.03) $ 0.05 $ 0.00 $ (0.05)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued) Years ended December 31,
1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In
US dollars) In 1997, and for the nine months ended September 30, 1998 and 1999, the Company had
securities outstanding which could potentially dilute basic EPS in the future, but were excluded in the
computation of diluted EPS in such periods, as their effect would have been antidilutive due to the net

loss reported in these periods. Such outstanding securities consist of the following:

Year Ended Nine Months Ended September 30,
December 31, 1997 1998 1999
(Unaudited)
Convertible preferred
stock. ... 4,321,728 4,321,728 6,952,153
Shares of common stock
subject to repurchase... 301,760 476,760 1,515,260
Outstanding options...... 7,448,000 7,583,000 7,794,200
Warrants................. 9,489,224 9,489,224 9,469,224
21,560,712 21,870,712 25,730,837

12. Commitments

Operating Leases-- As of December 31, 1998, the Company was committed under certain operating

leases, requiring annual minimum rentals as follows:

19090 . it e et et et et e e $ 1,181,425
2001 AP 904,501
200 PP 910,948
2010 2P 917,540
2010 1< PP 937,342
B I =3 == T o= S 7,432,682
$12,284,438

The leased properties are principally located in the PRC and are used for administration and research
and development. The expiration dates of such leases range from November 30, 1999 to May 31, 2016,

and are renewable subject to negotiation.

The leases, which account for 90% of the above payments are cancelable at December 31, 1998 with a
penalty of approximately $118,000. As the Company early terminated the leases in 1999, such penalty
was charged to the consolidated statement of operations for the nine months ended September 30,
1999. Rental expense for the three years in the period ended December 31, 1998 and for the nine
months ended September 30, 1999 was $284,476, $772,794, $1,390,811 and $1,044,708,
respectively.

Performance options--In connection with the acquisition of Al Zhejiang, the Company has granted
management and employees of Al Zhejiang performance options if in the year 2000, Al Zhejiang's
earnings before interest and taxes ("EBIT") exceeds Al Zhejiang's EBIT for 1999 and Al Zhejiang's
combined EBIT for 1999 and 2000 exceeds $3,000,000. The total number of performance options
granted will equal the amount by which AI Zheijiang's EBIT for 1999 and 2000 exceeds $3,000,000,



expressed as a percentage and multiplied by 187,500. Each performance option will represent the right
to purchase one share of the Company's common stock at the weighted average exercise price for stock
options granted at such time. The performance options will be granted within 30 days of the
determination of Al Zhejiang's EBIT for 2000.
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1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In
US dollars)

13. Retirement Benefits and Post Retirement

The Company's employees in the PRC are entitled to retirement benefits calculated with reference to
their basic salaries on retirement and their length of service in accordance with a government managed
benefits plan. The PRC government is responsible for the benefit liability to these retired staff. The
Company is required to make contributions to the state retirement plan at 20% of the monthly basic
salaries of the current employees. The expense of such arrangements to the Company for the three
years in the period ended December 31, 1998 and for the nine months ended September 30, 1999 was
$143,126, $354,819, $537,593 and $577,658, respectively.

In addition, the Company is required by law to contribute 39% of basic salaries of the PRC employees
for staff welfare, housing, medical and education benefits. The Company does not have any post

retirement benefit plans.

The Company has not established any retirement benefit plans for US employees in the US.

14. Distribution of Profits

As stipulated by the relevant laws and regulations for foreign investment enterprises, the Company's
PRC subsidiaries are required to make appropriations to reserve funds which include a general reserve
fund, an enterprise expansion fund and a staff welfare and bonus fund at the discretion of the board of
directors. The subsidiaries may use the general reserve fund to make up losses. The subsidiaries may,
upon a resolution passed by the stockholders, convert the statutory surplus reserve into capital. The
staff welfare and bonus fund is used for the collective welfare of the employees of the subsidiaries. The
enterprise expansion fund is used for expansion of the subsidiaries' operations and can be converted to
capital subject to approval by the relevant authorities. There were no appropriations to the reserve

funds by the Company's PRC subsidiaries during any of the periods presented.



15. Certain Significant Risks and Uncertainties

Financial instruments, which potentially subject the Company to concentration of credit risk, consist

principally of temporary cash investments and trade accounts receivable.

The Company places its temporary cash investments with various financial institutions in the PRC and

the US. At December 31, 1998 the amounts were placed principally with a US financial institution.

The recorded carrying amount of cash and cash equivalents, short-term investments, accounts

receivable, accounts payable and debt obligations approximate fair value.

The Company's business activities and accounts receivable are principally in the PRC with a limited
number of large customers, principally various entities of the China Telecom system. Although these
provincial and local entities of the China Telecom system are separate legal entities and generally make
their own purchase decisions, such decisions are nonetheless affected by the DGT. Sales to various
entities of the China Telecom system amounted to approximately 98% of total revenues in each of
1996, 1997 and 1998. During the years ended December 31, 1996, 1997 and 1998, certain entities of
the China Telecom system represented more than 10% of total revenues. In 1996, provincial entity A,
provincial entity B, provincial entity C and provincial entity D accounted for 42%, 14%, 12% and 11%,

respectively, of total revenues. In 1997, provincial entity E and
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued) Years ended December 31,
1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In
US dollars) provincial entity F accounted for 20% and 12%, respectively, of total revenues. In 1998,
provincial entity G, provincial entity H and provincial entity I accounted for 27%, 20% and 13%,

respectively, of total revenues.

Details of the amounts receivable from the customers with the largest receivable balances at December
31,1997 and 1998 are as follows:

Percentage of accounts receivable December 31, 1997 1998 Five largest receivables
balances.......coceceeeceencne 59% 67% The Company maintains allowances for estimated potential bad debt
losses. The Company believes that no significant credit risk exists as credit losses, when realized, have

been within the range of management's expectations.

The Company's business growth is indirectly dependent on government budgetary policy for the
telecommunications and Internet industries in China. The laws and regulations applicable to the
Internet industry in China remain unsettled and could have a material adverse effect on the Company's
business. The Company's customer base is concentrated and the loss of one or more customers could

cause the business to suffer.



16. Stock Option Plans

General--Under the Company's Stock Option Plans (the "Plans"), as amended and restated, the
Company may grant options to purchase up to 11,194,000 shares of common stock to employees,
directors and consultants at prices not less than the fair market value at the date of grant for incentive
stock options ("ISO") and nonqualified options ("NQO") and the terms of the options are determined

based on individual stock option agreements.

Options granted prior to 1998 generally vest and become exercisable over three one-year cliffs at an

equal rate.

Exercise terms on options granted in 1998 and 1999 are substantially comparable to options granted
prior to 1998 except for the options vesting and exercisable period which is over four one-year cliffs at
a rate of 20%, 20%, 30% and 30%. However, for common shares issued upon exercise of ISO's granted
in 1998 and 1999, the Company retains a right of repurchase at the exercise price. Such right of
repurchase expires 60 days after termination of employment. Accordingly, these ISO awards are
accounted for as variable awards. Subsequent to September 30, 1999 the Company amended the terms
of these ISOs to eliminate the Company's right of repurchase. Vesting terms on NQO's granted in 1998
and 1999 are substantially comparable to options granted prior to 1998.

Total number of options exercisable and the weighted average exercise price were 1,222,084,
2,342,100, 4,573,400 and $0.005, $0.44 and $0.83 as of December 31, 1996, 1997 and 1998,

respectively.
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1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In

US dollars) Option activity for the Plans is summarized as follows:

Outstanding Options

Weighted
average
Number of exercise price

Shares per share
Outstanding, January 1, 1996.........ciiiiiiinnnnnnn. 2,965,000 $0.01
Granted (weighted average fair value of $1.72)....... 2,164,000 1.05
Outstanding, December 31, 1996........ccuiiieiunnnnn. 5,129,000 0.45
Granted (weighted average fair value of $1.02)..... 3,384,000 2.16
(021 =3 0 =Y S (163,000) 1.17
= o A=Y = IS (902,000) 0.13
Outstanding, December 31, 1997...... .0t iiieeunnnnn. 7,448,000 1.24
Granted (weighted average fair value of $2.80)....... 575,000 3.00
(021 =2 = PSS (146,000) 1.64
= o A=Y = IS (175,000) 0.005
Outstanding, December 31, 1998........cciiiiiiunnn.. 7,702,000 1.39
[ o= o o Yo 3P 1,174,200 3.86
(0T =2 T =Y 3 (43,500) 2.81
o o A=Y= £ 2N (1,038,500) 0.06

Outstanding, September 30, 1999%........c.cciviiiunnn.. 7,794,200 $1.93



*Unaudited
Additional information on options outstanding at December 31, 1998 is as follows:

Options Exercisable
Options Outstanding as of December 31, 1998 as of December 31, 1998
Weighted average

Range of remaining Weighted

exercise Number contractual life average Number Weighted average
prices outstanding (yrs.) exercise price exercisable exercise price
$0.005

to

0.01... 1,962,800 6.75 $0.01 1,962,800 $0.01
$0.25 to

0.75... 398,600 7.50 0.66 240,600 0.63
$1.00 to

1.50... 2,392,600 7.10 1.11 1,628,600 1.06
$2.00 to

2.75... 2,373,000 8.86 2.55 741,400 2.57
$3.00... 575,000 9.47 3.00 -- --
Total.. 7,702,000 8.00 $1.39 4,573,400 $0.83

At December 31, 1998 and September 30, 1999, 1,821,000 and 2,030,300 options were available for

future grant under the Plans.

Deferred stock compensation--As discussed in Note 3, the Company accounts for its stock-based
awards to employees using the intrinsic value method in accordance with APB No. 25. Accordingly, the
Company recorded deferred compensation expense equal to the difference between the grant price and

deemed fair value of the
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued) Years ended December 31,
1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In
US dollars) Company's common stock for options granted prior to December 31, 1997 which were all
fixed awards. Such deferred compensation expense aggregated $3,136,000 and is being amortized to

expense over the three year vesting period of the options.

As discussed above, ISO grants to employees in 1998 and 1999 were variable awards. Accordingly, the
Company recorded deferred compensation expense at the grant date equal to the difference between
the grant price and deemed fair value of the Company's common stock at the grant date and adjusts
the deferred compensation expense at the end of each period based on the deemed fair value of the
Company's common stock at the end of the period. The related amortization of deferred compensation
expense, which is recognized over the four year exercise period of the options, is also adjusted
accordingly. At December 31, 1998 and September 30, 1999, such deferred compensation expense
aggregated $ nil and $6,091,111, respectively.

During the nine months ended September 30, 1999, the Company issued NQO's to nonemployees to
purchase 96,000 shares of common stock at a price ranging from $3.00 to $4.17 per share. In
accordance with SFAS No. 123, "Accounting for Stock-Based Compensation,” and its related



interpretations, the Company accounted for this transaction under the fair value method and as a
variable award. Accordingly, the Company recorded deferred compensation expense at the grant date
equal to the fair value of the options (using the Black-Scholes option pricing model) at the grant date
and adjusts the deferred compensation expense at the end of the period. The related amortization of
deferred compensation expense, which is recognized over the four year exercise period of the options,
is also adjusted accordingly. At September 30, 1999, such deferred compensation expense aggregated
$498,606.

In late 1999 we removed the rights to repurchase shares issuable under the existing plans, which for the
1998 and 1999 plans gave us the right to repurchase at the exercise price resulting in additional
deferred compensation expense in 1999 of $6.1 million which is being amortized over the four year

exercise period of the options.

Additional stock plan information--Since the Company continues to account for its stock-based awards
to employees using the intrinsic value method in accordance with APB No. 25, SFAS No. 123 requires
the disclosure of pro forma net income (loss) and earnings (loss) per share had the Company adopted
the fair value method. The Company's calculations were made using the minimum value pricing model
which requires subjective assumptions, including expected time to exercise, which affects the calculated
values. The following weighted average assumptions were used: expected life, seven years; risk free
interest rate, 6.0% in 1996, 5.7% in 1997 and 4.6% in 1998; and no dividends during the expected
term. The Company's calculations are based on a single option valuation approach and forfeitures are
recognized as they occur. If the computed fair values of the 1996, 1997 and 1998 awards had been
amortized to expense over the vesting period of the awards, pro forma net income would have been
approximately $1,632,721 ($0.12 per basic share and $0.10 per diluted share) in 1996, and pro forma
net loss would have been approximately $(558,093) ($(0.04) per share, basic and diluted) and
$(1,710,703) ($(0.13) per share, basic and diluted) in 1997 and 1998, respectively.

17.Warrants

Convertible preferred stock In connection with a private placement in December 1997, the Company
issued 9,429,224 stock purchase warrants ("Warrants") to its Series A Convertible Preferred Stock

holders ("the Holder"), which are exercisable
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1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In
US dollars) in whole at any time after December 31, 1999 at an initial value of $0.01 per Warrant. Each
Warrant represents the right to purchase one share of the Company's common stock. There are anti
dilution provisions that adjust the exercise price and the number of shares of common stock issuable
upon the occurrence of certain events. Upon the exercise of these Warrants and payment of the

exercise price, the Holder shall be entitled to acquire the number of share of common stock calculated



by reference to the appropriate earnings before interest, taxes, depreciation and amortization for the
year ending December 31, 1999 as set forth in the Warrants agreement dated December 29, 1997. The
Warrants are non-transferable and Warrants will be void on the day six months following the delivery
of audited financial statements of the Company for the year ending December 31, 1999. No warrants

have been exercised as of September 30, 1999.
Common stock

At December 31, 1997 and 1998 and September 30, 1999, warrants to purchase 30,000, 60,000 and

40,000 shares of common stock, respectively, were outstanding related to the following arrangement.

In April 1996, the Company entered into an arrangement with a consultant for the issuance of
warrants to purchase 30,000 shares of common stock at $0.01 per share. Warrants to purchase 10,000
shares of common stock would vest and become immediately exercisable on June 30 of 1997, 1998 and
1999 contingent upon continued service to the Company at those dates. The warrants expire two years
from the vesting date and common shares issued on conversion may not be sold for a period of three
years from the date of issuance of the common shares. Warrants to purchase an additional 30,000
shares of common stock were granted, under the same terms, in May 1998 in accordance with certain
anti-dilution provisions in the arrangement. During 1999, warrants to purchase 20,000 shares of

common stock were exercised.

The arrangement was accounted for as a variable award and the fair values of the warrants issued were
insignificant to the results of operations for the years ended December 31, 1996, 1997 and 1998 and
for the nine months ended September 30, 1999.

18.Segment and Geographic Operating Information

In 1998, the Company adopted SFAS No. 131, "Disclosures About Segments of an Enterprise and
Related Information," which establishes annual and interim reporting standards for an enterprise's
business segments and related disclosures about its products, services, geographic areas and major

customers.

Operating segments are defined as components of an enterprise about which separate financial
information is available that is evaluated regularly by the Company's chief operating decision maker.
By this definition, the Company has two operating segments (separate lines of business): network
solutions net of hardware costs and software license. Each business line has separate operating data
and separate management individuals responsible for the sales, marketing and development efforts.
The network solutions business provides customers the necessary hardware (e.g. network routers and
servers from third party original equipment manufacturers) and consulting and systems integration
services to develop a network system. The Company manages its business internally based on total
revenues net of hardware costs. The software business sells software products which include Internet

CM&B, wireless CM&B and messaging software. These software products can be sold on a stand alone



basis or in connection with a systems integration arrangement. Al Zhejiang, which was acquired in
1999, has been presented as a separate operating segment. There are no differences in accounting

treatment

Asiainfo Holdings, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued) Years ended December 31,
1996, 1997 and 1998 and for the nine months ended September 30, 1998 and 1999 (Unaudited) (In
US dollars) between the Company and Al Zhejiang. Costs and expenses allocated between operating

segments are generally on an actual basis and for those common expenses, allocation is made

proportionally to the revenue of network solutions net of hardware costs and software licence.

Years Ended December 31, Nine Months Ended September 31,
1996 1997 1998 1998 1999
(Unaudited)
Company
excluding
AI Zhejiang AI Zhejiang
Total
Revenues net of hardware cost: Network solutions net of hardware cost.......... $6,114,805 $10,909,554

$17,027,372 $ 7,933,864 $14,011,383 $ 80,216 $14,091,599 Software license........ 761,751 774,684
2,258,148 1,897,780 3,283,979 1,358,544 4,642,523 Consolidated revenues net of hardware cost...
6,876,556 11,684,238 19,285,520 9,831,644 17,295,362 1,438,760 18,734,122 Consolidated cost of
sales net of hardware cost................... 431,690 3,956,681 7,252,642 4,320,084 3,652,985 244,979
3,897,964 Consolidated gross profit..........c...... $6,444.866 $ 7,727,557 $12,032,878 $ 5,511,560
$13,642,377 $1,193,781 $14,836,158 Gross profit: Network Solutions....... $5,683,115 $ 6,957,692 $
9,775,549 $ 3,614,486 $10,361,212 $ 80,216 $10,441,428 Software license........ 761,751 769,865
2,257,329 1,897,074 3,281,165 1,113,565 4,394,730 Consolidated gross profit.........c..... $6,444,866 $
7,727,557 $12,032,878 $ 5,511,560 $13,642,377 $1,193,781 $14,836,158 Income (loss) from
operations: Network Solutions....... $1,938,165 $(922,687) $ 365,118 $(1,667,283) $(1,158,139) §
(207,658) $(1,365,797) Software license........ 247,313 209,182 $ 315,455 459,326 926,542 (32,850)
893,692 Consolidated income (loss) from operations............. $2,185,478 $ (713,505) $ 680,573
$(1,207,957) $ (231,597) $ (240,508) $ (472,105) For the years ended December 31,1996, 1997 and
1998 and for the nine months ended September 30, 1998 and 1999, all of the Company's revenues
have been derived from sales to customers in the People's Republic of China. Revenues are attributed to
the country based on the country of installation of hardware and performance of system integration
work. Also, as of December 31, 1997 and 1998 and as of September 30, 1999, 98%, 99% and
(unaudited) 99%, respectively, of the Company's long-lived assets are located in the People's Republic
of China.

Independent Auditors’ Report

To the Board of Directors of Zhejiang Asiainfo Telecommunication Technology Co., Ltd.:



We have audited the accompanying balance sheets of Zhejiang Asialnfo Telecommunication
Technology Co., Ltd. as of December 31, 1997 and 1998 the related statements of operations, owner's
equity and cash flows for the years then ended (expressed in Renminibi). The financial statements are
the responsibility of the Company's management. Our responsibility is to express an opinion on these

financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a

reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position of
Zhejiang Asialnfo Telecommunication Technology Co., Ltd. as of December 31, 1997 and 1998 and the
results of its operations and its cash flows for the years then ended in conformity with accounting

principles generally accepted in the United States of America.

/s/Deloitte Touche Tohmatsu Shanghai CPA Shanghai March 12, 1999
Zhejiang Asiainfo Telecommunication Technology Co., Ltd.

Balance Sheets

December 31,
————————————————————— December 31,

1997 1998 1998
Rmb Rmb us$
ASSETS
Current Assets:
Cash and cash equivalents................ 1,622,415 3,812,171 460,479
Accounts receivable............ .. 5,676,381 18,425,218 2,225,617
Advances to suppliers.............ciiinn. 4,410,109 4,391,052 530,404
Inventories. ..ottt innnnenns 86,804 118,809 14,351
Other receivables and prepaid expenses... 812,432 447,703 54,079
Total current assetsS.......covviieenennn. 12,608,141 27,194,953 3,284,930
Property, plant, and equipment--net........ 1,408,758 1,744,046 210,667
Total @SSetS. vttt it iiineeann 14,016,899 28,938,999 3,495,597
LIABILITIES AND OWNER'S EQUITY (DEFICIENCY)
Current Liabilities:
Short-term borrowings.................... 1,100,000 7,350,000 887,821
Accounts payable.........oiiiiiiiiia.. 2,244,785 20,833,524 2,516,521
Amount due to a related party............ - 471,443 56,947
Other payables and accrued expenses...... 5,884,375 4,917,316 593,972
Total current liabilities................ 9,229,160 33,572,283 4,055,261
Commitments and contingencies (note 11)
Owner's Equity (deficiency):
Paid-in capital.......coviiiininnennnn. 4,158,750 4,158,750 502,343
Retained earnings (accumulated deficit).. 628,989 (8,792,034) (1,062,007)

Total owners' equity (deficiency)........ 4,787,739 (4,633,284) (559,664)



Total liabilities and owner's equity
(deficiency)...ooeiiiniiiniiinnnnann. 14,016,899 28,938,999 3,495,597

See notes to financial statements

Zhejiang Asiainfo Telecommunication Technology Co., Ltd.

Statements of Operations

Years ended December 31,

1997 1998 1998

Rmb Rmb us$
Net salesS. . ittt ettt 26,716,666 21,894,450 2,644,672
Cost Of TevenuUeS. ... vvit ittt e 20,253,125 23,556,410 2,845,424
Gross profit (1oSS)...vveieieeeeeeennnnnnnnn 6,463,541 (1,661,960) (200,752)
Selling and administrative expenses.......... 5,025,548 7,454,100 900,395
Interest expense, net.......oiiiiiiiinennnns 127,127 167,811 20,270
Income (loss) from operations................ 1,310,866 (9,283,871) (1,121,417)
Other income (10SS)...vviiiiieeeeeeennnnnnnnn 154,075 (137,152) (16,567)
Net income (10SS) . uueiieenneeenneeennnnnnn 1,464,941 (9,421,023) (1,137,984)

See notes to financial statements
Zhejiang Asiainfo Telecommunication Technology Co., Ltd.

Statements of Owner's Equity

(Accumulated
Paid-in  deficit) retained
capital earnings Total
Rmb Rmb Rmb
Balance at January 1, 1997............ 4,158,750 (835,952) 3,322,798
Net 2NCOMe. .o v ittt it et e i i e -- 1,464,941 1,464,941
Balance at December 31, 1997.......... 4,158,750 628,989 4,787,739
NEet 10SS . er e emeeneneeneeennennnnns -- (9,421,023)  (9,421,023)
Balance at December 31, 1998.......... 4,158,750 (8,792,034) (4,633,284)
US$ equivalent........covueininnnennnn. US$502,343  US$(1,062,007) US$(559,664)

See notes to financial statements
Zhejiang Asiainfo Telecommunication Technology Co., Ltd.

Statements of Cash Flows

Years ended December 31,
1997 1998 1998
Rmb Rmb us$



Cash flows from operating activities:
Net income (10SS) ... v i nnennenneennn 1,464,941 (9,421,023) (1,137,984)
Adjustments to reconcile net income
(loss) to net cash provided by
operating activities:

Depreciation........ccuoiiiiiiiinnnnnnnn 154,031 95,228 11,503
Loss on disposal of property, plant
and equipment....... . i, 3,003 -- --
Changes in operating assets and
liabilities:
Accounts receivable............coo..... (6,174,235) (12,748,837) (1,539,956)
Advances to suppliers................. 141,620 19,057 2,302
INventories. . vve e, 107,170 (32,005) (3,866)
Other receivables and prepaid
EXPENSES e v vttt et e e (674,781) 364,729 44,056
Accounts payable............. ... ... 2,209,010 18,588,739 2,245,369
Amount due to a related party......... -- 471,443 56,947
Other payables and accrued expenses... 4,188,494 (967,059) (116,813)
Net cash provided by (used in) operating
activities.....coouiiiiiii i 1,419,253  (3,629,728)  (438,442)

Cash flows from investing activities:
Purchases of property, plant and

equUIPMeNnt. ot e (1,027,154) (430,516) (52,003)

Cash flows from financing activities:

Short-term borrowings.............coo... 1,670,000 7,000,000 845,543

Repayment of short-term borrowings...... (820,000) (750,000) (90,594)
Net cash provided by financing

activities.....ovii it e 850,000 6,250,000 754,949
Net increase in cash and cash

equivalents. ...ttt 1,242,099 2,189,756 264,504
Cash and cash equivalent at beginning of

Y22 P 380,316 1,622,415 195,975
Cash and cash equivalent at end of year... 1,622,415 3,812,171 460,479

See notes to financial statements

Zhejiang Asiainfo Telecommunication Technology Co., Ltd.

NOTES TO FINANCIAL STATEMENTS For the years ended December 31, 1997 and 1998

1.0rganization and Principal Activities

Zhejiang Asialnfo Telecommunication Technology Co., Ltd. ("the Company") is a wholly foreign owned
enterprise located in Hangzhou, Zhejiang province, the People's Republic of China ("PRC"). It was
established on April 5, 1995, under the name of Zhejiang Dekang Communication Technology Co.,
Ltd., by Tecsun Hongkong Limited (hereinafter referred to as "Tecsun Hongkong") the sole shareholder
at December 31, 1998, with an operating period of 20 years. The registered capital of US$500,000 has
been fully paid up. On November 26, 1998, Asialnfo Holdings, Inc. entered into a conditional
agreement to acquire all the Company's share capital and the Company was renamed Zhejiang Asialnfo

Telecommunication Technology Co., Ltd.

The Company principally engages in developing and selling communication hardware and software as

well as providing related technology services.



The Company's books of accounts are maintained in Renminbi ("Rmb"), the currency in which the

majority of its transactions is denominated.

2.Basis of Preparation

The financial statements are prepared in accordance with accounting principles generally accepted in
the United States of America ("U.S. GAAP"). This basis of accounting differs from that used in the
statutory accounts of the Company, which are prepared in accordance with the accounting principles
and the relevant financial regulations applicable to wholly foreign owned enterprises, as established by
the Ministry of Finance of China. The principal adjustments made to the statutory accounts of the
Company in order to achieve conformity with U.S. GAAP are to charge the expenses incurred during
the pre- operating period to the statement of operations and to recognize sales and cost of sales in

accordance with the Company's revenue recognition policy.

3.Summary of Significant Accounting Policies

Cash and cash equivalents--Cash and cash equivalents include cash and highly liquid investments with

a maturity of three months or less at the time of purchase.

Inventories--Inventories are stated at the lower of cost, determined by the specific identification

method, or market.

Property, plant and equipment--Property, plant and equipment is stated at cost less accumulated
depreciation. Depreciation is provided using the straight-line method over the estimated useful lives,

after deducting the estimated residual value of 10% of cost, as follows:

Buildings.....coceevnniniviiininniniiicncniniienenes 20 years Motor Vehicles......uiinnniieeninnniniisenen. 5 years
Office eqUIPMENT....coeeeuemeeccecccreerererereeeenenene 5 years Impairment--The Company reviews its long-lived
assets for impairment whenever events or changes in circumstances indicate that the carrying amount
of an asset may no longer be recoverable. An impairment loss, measured based on the fair value of the
asset, is recognized if expected future undiscounted cash flows are less than the carrying amount of the

assets.

Zhejiang Asiainfo Telecommunication Technology Co., Ltd.

NOTES TO FINANCIAL STATEMENTS--(Continued) For the years ended December 31, 1997 and
1998 Revenue recognition--Revenue from systems contracts, which includes the procurement of
hardware on behalf of the customer, systems design, planning, consulting, systems integration services
and software license revenue, is recognized over the contract term based on the percentage of
completion. Estimates of hardware warranty costs are included in determining project costs. Revisions
in estimated profits are made in the period in which the circumstances requiring the revision become

known. Provisions, if any, are made currently for anticipated losses on uncompleted contracts. Revenue



from maintenance is recognized over the contractual period. Revenue in excess of billings on service
contracts is recorded as unbilled receivables and included in trade accounts receivable, and amounted
to Rmb5,223,981 at December 31, 1997 and Rmb17,670,497 (US$2,134,453) at December 31, 1998.
Billings in excess of revenues recognized on service contracts are recorded as deferred income until the

above revenue recognition criteria are met.

Software development costs--Costs for the development of new software products and substantial
enhancements to existing software products are expensed as incurred until technological feasibility has
been established, at which time any additional costs would be capitalized in accordance with Statement
of Financial Accounting Standards No. 86, "Computer Software To Be Sold, Leased or Otherwise
Marketed". To date, the Company has essentially completed its software development concurrently

with the establishment of technological feasibility, and, accordingly, no costs have been capitalized.

Income tax--Deferred income taxes are provided using the asset and liability method. Under this
method, deferred income taxes are recognized for all significant temporary differences and classified as
current or non-current based upon the classification of the related asset or liability in the financial
statements. A valuation allowance is provided to reduce the amount of deferred tax assets if it is
considered more likely than not that some portion of, or all of] the deferred tax asset will not be

realized.

Use of estimates--The preparation of financial statements in conformity with generally accepted

accounting principles requires the use of estimates. Actual results could differ from those estimates.

Foreign currency translation--The Company maintains its books and records in Renminbi ("Rmb"),
which is its functional currency. Monetary assets and liabilities denominated in currencies other than
Rmb are translated into Rmb at the rates of exchange in effect at the balance sheet date. Transactions in
currencies other than Rmb are recorded in Rmb at the rates of exchange prevailing at the transaction

dates. Transaction differences are recognized in the statement of operations.

Convenience translation into United States Dollars--The financial statements are presented in
Renminbi. The translation of Renminbi amounts into United States dollars has been made for the
convenience of the reader and has been made at the rate of exchange quoted by the People's Bank of
China on December 31, 1998 of RMB8.2787 to US$1.00. Such translation amounts should not be
construed as representations that the Renminbi amounts could be converted into United States dollars

at that rate or any other rate.

4.Related Party Transactions

In 1998 the Company purchased property, plant and equipment of Rmb366,443 from Asialnfo
Technologies (China), Inc. ("Al Technology"), a subsidiary of Asialnfo Holdings, Inc. AI Technology also
provided a loan of Rmb 6,000,000 (see note 7) and the Company incurred interest expense on the loan
of Rmb105,000 in 1998.



Zhejiang Asiainfo Telecommunication Technology Co., Ltd.

NOTES TO FINANCIAL STATEMENTS--(Continued) For the years ended December 31, 1997 and
1998

S.Inventories
December 31,
1997 1998
Rmb Rmb
Raw materials. . ...uuiin ettt tiiieeeiineeeeennnn 41,909 116,325
(00T =T 11 F=1 o 2 = 44,895 2,484

86,804 118,809

6.Property, Plant and Equipment, Net

December 31,

1997 1998
Rmb Rmb
At cost:

BUILdiNgS . oot iieii ittt et e et e 606,156 624,560
Motor vehicles.....uuuiiiiiiii ittt it iiiinnennn 200,029 200,029
Office equipment. ... ..ottt iiieeeeennnn 932,972 1,345,084
1,739,157 2,169,673
Less: Accumulated depreciation...................... (330,399) (425,627)
Net book value. . ..ottt ittt tii it ineneenn 1,408,758 1,744,046

7.Short-term Borrowings

December 31,

1997 1998

Rmb Rmb
Bank L10an. ...ttt it e e e e - 100,000
Loan from AI Technology......oeuennnnns -- 6,000,000
Loan from shareholder............ci v innnn.. 1,100,000 1,250,000

1,100,000 7,350,000
The bank loan is unsecured with an average annual interest rate of 8.487%. The loan from Al

Technology carries interest at 12% per annum and has no specific terms of repayment. The loan from

the shareholder is interest free and has no specific terms of repayment.

8.Income Taxes

The Company is subject to PRC income tax at a rate of 33%. There was no assessable income in 1997
and 1998 as the Company incurred losses during these years. Tax loss carry forwards at December 31,
1998 amounted to approximately Rmb2.2 million which expire from 2000 to 2003. A valuation
allowance of Rmb720,000 has been established for the full amount of the tax loss carried forward, an
increase of Rmb690,000 from 1997.



Zhejiang Asiainfo Telecommunication Technology Co., Ltd.

NOTES TO FINANCIAL STATEMENTS--(Continued) For the years ended December 31, 1997 and
1998

9. Distribution of Profits

As stipulated by the relevant laws and regulations for foreign investment enterprises, the Company is
required to make appropriations to reserve funds which include a general reserve fund, an enterprise
expansion fund and a staff welfare and bonus fund at the discretion of the board of directors. The
Company may use the general reserve fund to make up losses. The Company may, upon a resolution
passed by the board of directors, convert the statutory surplus reserve into capital. The staff welfare
and bonus fund is used for the collective welfare of the employees of the Company. The enterprise
expansion fund is used for expansion of the subsidiaries' operations and can be converted to capital
subject to approval by the relevant authorities. There were no appropriations to the reserve funds by

the Company during any of the periods presented.

10.Retirement Benefits and Post Retirement Benefits

In accordance with regulations issued by the Hangzhou local government the Company is required to
make contributions to the state retirement plan at 23% of the basic salaries of its current employees
and employees contribute 4% of their basic salary. The Company has no material obligation for
pension payments or any post-retirement benefits beyond these annual contributions. The retirement
benefits are paid directly from the fund to the retired employees and are calculated by reference to
their monthly basic salaries and periods of service rendered. The expense of the Company was
Rmb58,028 in 1997 and Rmb270,700 in 1998. In addition, the Company is required by law to
contribute 18% of basic salaries of its PRC employees for staff welfare, union fees and educational

benefits. The Company does not have any post retirement benefit plans.

11. Lease Commitments

As of December 31, 1998, the Company was obligated under non-cancellable operating leases

requiring minimum rentals as follows:
Rmb

1999 417,852 2000.....cuiiiciiceirrecrerrennens 212,805 630,657 Rental expense was
Rmb424,846 in 1997 and Rmb410,809 in 1998.



Part I1

Information Not Required in Prospectus

Item 13. Other Expenses of Issuance and Distribution Set forth below is an estimate (except for the
registration fee) of the fees and expenses payable by the registrant in connection with the issuance and

distribution of the shares of common stock:

Securities and Exchange Commission Registration Fee.................... $13,200
NASD Filing Fee. ittt ittt ittt ittt et eiat e enneeennaeennn 5,500
Printing and ENgraving EXPeNSeS. ...ttt eeeeeennnnnnnnnn
Marketing EXPeNSeS . v ittt ittt ittt e tteee i ttneeeeeanaaaeannnn
Blue Sky Qualification Fees and EXPENSES.......uueeeeeeeeeeennennnnnnnn
Legal Fees and EXPeNSeS. ...ttt eeeeeeeeeeeeeeeeeeeeeeneneennnnnnnns
ACCOUNtING FEES. .ttt ittt ittt ettt et e e e e e e e e eeaaaaaeaeeeeeaas
Transfer Agent and Registrar FeeS....uuiiiiiitiieinetiiiieeaeeeanannn
[ = ol T TR Y
Miscellaneous Expenses and Administrative CoStS........uiiiiuinnnennnnn

¥ K K XK X X X ¥ ¥

*To be supplied by amendment.

Item 14. Indemnification of Directors and Officers The Certificate of Incorporation and Bylaws of the
Registrant provide for the limitation of liability and indemnification of directors and officers to the
maximum extent allowed by the Delaware General Corporation Law for losses, damages, costs and
expenses incurred in their capacities as such, except for liability for (i) any breach of a director's duty of
loyalty to the Registrant or its stockholders, (ii) acts or omissions not in good faith or which involve
intentional misconduct or a knowing violation of law, (iii) unlawful payments of dividends or unlawful
stock repurchases or redemptions as provided in Section 174 of the Delaware General Corporation

Law or (iv) any transaction from which the director derives any improper personal benefit.

The Registrant's bylaws further provide for indemnification of directors to the fullest extent permitted
by Delaware law, including in circumstances in which indemnification is otherwise discretionary under
our bylaws provide that the Registrant shall indemnify its directors and officers against expenses,
judgments, fines and amounts paid in settlement actually and reasonably incurred by such directors or
officers in connection with an action, suit or proceeding involving such directors or officers in their
capacity as such. Prior to the consummation of this offering, the Registrant will obtain an insurance
policy covering directors and officers for claims they might otherwise be required to pay or for which

the Registrant is required to indemnify them, subject to certain limited exclusions.

Reference is made to the following documents filed as exhibits to this Registration Statement regarding

relevant indemnification provisions described above and elsewhere herein:
Exhibit Document Number
Form of Underwriting Agreement. . ... ... eeeeennnnnnnnnnns

1.1
Certificate of Incorporation of the Registrant...............ccoiiiiionn. 3.1
By-Laws of the Registrant ..........iiuuiiiiiiiiiiiinninnnneennnnnns 3.2



Item 15. Recent Sales of Unregistered Securities Since Asialnfo's inception in 1993, Asialnfo has issued

and sold the following securities:

1. In April 1996 Asialnfo issued warrants to purchase 30,000 shares of common stock to a consultant

at an exercise price of $0.01 per share.

2.In May 1998 Asialnfo issued warrants to purchase 30,000 shares of common stock to a consultant at

an exercise price of $0.01per share.

3.In December 1997 Asialnfo issued and sold 1,860,744 shares of Series A Preferred Stock to Warburg
Pincus Ventures, L.P., Warburg Pincus Ventures International, L.P., Fidelity Ventures Limited, Fidelity
International Limited, Fidelity Investors Limited Partnership, ChinaVest IV, L.P., ChinaVest IV-A, L.P.
and ChinaVest IV-B, L.P. for aggregate consideration prior to the stock split of $15,499,997 received on
December 29, 1997 in a transaction not subject to the registration requirements of the Securities Act
pursuant to Regulation S thereunder. At the same time as this private placement, certain existing

shareholders of Asialnfo sold approximately $2.2 million of their holdings to the Series A investors.

4. In December 1997 Asialnfo issued 9,429,224 stock purchase warrants to the holders of Asialnfo's
Series A Preferred Stock, in a transaction not subject to the registration requirements of the Securities

Act pursuant to Regulation S thereunder.

5.In August 1999 Asialnfo sold 2,630,425 shares of Series B Convertible Preferred Stock to Intel
Pacific, Inc. for aggregate consideration of $20,000,000 received on August 31, 1999 in a transaction

not subject to the registration requirements of the Securities Act pursuant to Regulation S thereunder.

6. In November 1999, certain employees and founders of Asialnfo sold an aggregate of 815,790 shares
of common stock to twelve institutional investors for aggregate consideration of $6,200,004 received
on November 16, 1999 in a transaction not subject to the registration requirements of the Securities

Act pursuant to Regulation S thereunder.

We have granted to certain of our executive officers, directors, employees and 5% stockholders options
to purchase shares of common stock in consideration of services undertaken on our behalf. As of
November 30, 1999, options to purchase an aggregate of 7,521,024 shares of common stock were held,

directly or indirectly, by all of Asialnfo's directors, officers, employees and 5% stockholders as a group.

The weighted average exercise price of such options is $2.07 per share and the expiration dates for

such options range from 2003 to 2009.

The foregoing issuances were made in reliance on the exemptions from registration under the
Securities Act provided by Section 4(2) thereof and Rule 701 thereunder or in transactions not subject

to the registration requirements of the Securities Act pursuant to Regulation S thereunder.

Item 16. Exhibits and Financial Statement Schedules (a) Exhibits The following exhibits are filed as a
part of this Registration Statement Exhibit Number Description of Exhibits

Form of Underwriting Agreementx

Certificate of Incorporation of the Registrant, dated June 8, 1998
By-Laws of the Registrant, dated June 8, 1998

Certificate of Amendment to Certificate of Incorporation of the

W wwkR
W NP



10.

10.

10.

10.

10.

11.

21.
23.
23.
23.

27

24,

99.

99.

99.

99.

99.

99.

WN PR

Registrant, dated August 27, 1999

Specimen Share Certificate representing the shares of common stockx
Certificate of Designations of Series A Convertible Preferred Stock of
the Registrant, dated June 8, 1998

Certificate of Designations for Series B Convertible Preferred Stock
of the Registrant, dated August 27, 1999

Certificate of Correction to Certificate of Designations for Series B
Convertible Preferred Stock of the Registrant, dated September 2, 1999
Form of Opinion of Rogers & Wells LLP, U.S. counsel to the Registrant
as to the legality of the shares of the common stock offered herebyx
Form of Opinion of Rogers & Wells LLP, U.S. counsel to the Registrant
as to certain tax mattersx

Certificate of Merger of Asialnfo Holdings, Inc., a Texas corporation
with and into the Registrant, a Delaware corporation, dated June 8,
1998

Certificate of Merger of HTC Investments, Inc., a Delaware
corporation, with and into the Registrant, a Delaware corporation,
dated October 13, 1999

Agreement and Plan of Merger dated as of June 8, 1998 by and among the
Registrant, a Delaware corporation and AsialInfo Holdings, Inc., a
Texas corporation

1999 Incentive Stock Option Plan approved and adopted as of June 1,
1999

Lease of the Registrant's headquarters at 11 Bashiqiao Road, Beijing,
as supplemented, dated

August 31, 1999

Statement regarding computation of per share earnings, included in the
consolidated Financial Statements of Deloitte Touche Tohmatsu

List of Subsidiaries of the Registrant

Consent of Deloitte Touche Tohmatsu

Consent of Deloitte Touche Tohmatsu Shanghai CPA

Consent of Rogers & Wells LLP, U.S. counsel to the Registrant,
included in Exhibit 5x

Financial Statement Schedules Attached

Power of Attorney (contained on signature pages to the Registration
Statement)

Articles of Association of Asialnfo Technology (China) Inc., dated
July 26, 1999

Business License of Enterprise Legal Person of The People's Republic
of China for Asialnfo Technology (China) Inc., dated September 21,
1999

Articles of Association of Zhejiang AsialInfo Telecommunication
Technology Co. Ltd., dated May 3, 1998

Business License of Enterprise Legal Person of Zhejiang Asialnfo
Telecommunication Technology Co. Ltd., dated September 23, 1999

Form of Executive Employment Agreement for Asialnfo Computer Networks
(Beijing) Co. Ltd.

Form of Confidentiality and Non-competition Agreement of AsiaInfo
Computer Networks (Beijing) Co. Ltd.

*To be supplied by amendment (b) Financial Statements Schedule II--Valuation and Qualifying

Accounts Item 17. Undertakings The undersigned registrant hereby undertakes to provide to the

Underwriters, at the closing specified in the Underwriting Agreement, certificates in such

denominations and registered in such names as required by the Underwriters to permit prompt

delivery to each purchaser.

Insofar as indemnification for liabilities arising under the Securities Act may be permitted to directors,

officers and controlling persons of the registrant pursuant to the provisions described in Item 14

hereof, or otherwise, the registrant has been advised that in the opinion of the Securities and Exchange

Commission, such indemnification is against public policy as expressed in the Securities Act and is,



therefore, unenforceable. In the event that a claim for indemnification against such liabilities (other
than the payment by the registrant of expenses incurred or paid by a director, officer or controlling
person of the registrant the successful defense of any action, suit or proceeding) is asserted by such
director, officer or controlling person in connection with the securities being registered, the registered,
the registrant will, unless in the opinion of its counsel the matter has been settled by controlling
precedent, submit to a court of appropriate jurisdiction the question of whether such indemnification
by its against public policy as expressed in the Securities Act and will be governed by the final

adjudication of such issue.
The undersigned registrant hereby undertakes that:

(1) For purposes of determining any liability under the Securities Act, the information omitted from
the form of prospectus filed as part of this registration statement in reliance upon Rule 430A and
contained in a form of prospectus filed by the registrant pursuant to Rule 424(b)(1) or (4) or 497(h)
under the Securities Act shall be deemed to be part of this registration statement as of the time it was

declared effective.

(2) For the purpose of determining any liability under the Securities Act, each post-effective
amendment that contains a form of prospectus shall be deemed to be a new registration statement
relating to the securities offered therein, and the offering of such securities at that time shall be deemed

to be the initial bona fide offering thereof.

Signatures

Pursuant to the requirements of the Securities Act of 1933, as amended, the registrant has duly caused

this Registration Statement to be signed on its behalf by the undersigned, thereunto duly authorized, in
Beijing, on the 20th day of, December 1999.

Astainfo Holdings, Inc.

By: /s/ James Ding James Ding Chief Executive Officer

Power of Attorney

KNOW BY ALL MEN BY THESE PRESENTS, that each person whose signature papers below
constitutes and appoints James Ding his true and lawful attorney-in-fact and agent, with full power of
substitution and resubstitution, for him and in his name, place and stead, in any and all capacities, to
sign any and all Amendments (including pre-effective and post-effective amendments) to this
Registration Statement, and to file the same, with all exhibits thereto, and other documents in
connection therewith, and the Securities and Exchange Commission, granting unto said attorney-in-

fact and agent full power and authority to do and perform each and every act and thing requisite and



necessary to be done in and about the premises, as fully to all intents and purposes as he might or could
do in person, hereby ratifying and confirming all that said attorney-in-fact and agent, or his substitute

or substitutes, may lawfully do or cause to be done by virtue thereof.

Pursuant to the requirements of the Securities Act of 1933, as amended, this Registration Statement

has been signed by the following persons in the capacities and on the dates indicated.
Signature Title Date

/s/ Louis Lau Board Member and Chairman of December 20, 1999

the Board Louis Lau

/s/ James Ding Board Member and Chief December 20, 1999
Executive Officer
James Ding (principal executive
officer)
/s/ Ying Han Executive Vice President and December 20, 1999
Chief Financial Officer
Ying Han (principal financial

officer and principal
accounting officer)

/s/ Michael Zhao Board Member, Senior Vice December 20, 1999
President and Chief
Michael Zhao Strategy Officer

/s/ Alan Bickell Board Member December 20, 1999 Alan Bickell /s/ Patrick Keen Board Member
December 20, 1999 Patrick Keen /s/ Chang Sun Board Member December 20, 1999 Chang Sun /s/
Edward Tian Board Member December 20, 1999 Edward Tian Exhibit 27 Schedule II -- VALUATION
AND QUALIFYING ACCOUNTS Allowance for Doubtful Accounts

Balance, January 1, 1996. . ... vttt ittt ettt $ 62,533
Bad Debt EXPENSE. . i vttt ittt ittt ittt taeee e 0
Balance, December 31, 1996. ...ttt ettt ettt 62,533
Bad Debt EXPENSE. . ittt ittt ittt ittt ettt ettt e e e e 7,911
Balance, December 31, 1997 . . ittt ittt ittt ittt 70,444
Bad Debt EXPENSE. . i vttt ittt ittt ittt taeee e --
Bad Debt RECOVEIY. .t ittt ittt ittt ittt e e eeeneeeannaenanns (7,759)
Balance, December 31, 19098 . ... ittt ittt ittt 62,685
Bad Debt EXPENSE. . ittt ittt ittt ettt ettt et 524,962
Balance, September 30, 1099 . .. ittt ettt ittt $587,647
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