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non

When we use the terms "we," "us," "our" and "the Company," we mean China Digital Wireless, Inc., a Nevada
corporation, and its wholly-owned subsidiary, Sifang Holdings Co., Ltd., and Sifang Holdings Co., Ltd.'s
wholly-owned subsidiary, Shanghai TCH Data Technology Co., Ltd. Since March 08, 2007, China Digital Wireless,
Inc. has changed its name to "China Recycling Energy Corporation". However, since this Form 10KSB/A is for fiscal
year ended December 31, 2006 when the name change has not occurred, we still use China Digital Wireless, Inc. as
the full name of the reporting issuer on this Form 10KSB/A.

The information set forth in this Report on Form 10-KSB/A including, without limitation, that contained in Item 6,
Management's Discussion and Analysis or Plan of Operation, contains "forward looking statements" within the
meaning of

Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as
amended. These statements relate to future events or our future financial performance, and involve risks and
uncertainties. In some cases, you can identify forward-looking statements by terminology such as "may," "will,"
"could," "expect," "plan," "intend," "anticipate," "believe," "estimate," "predict," "potential," or "continue," or the
negative of such terms or other comparable terminology. These statements are only predictions. Actual results may
materially differ from those projected in the forward-looking statements as a result of certain risks and uncertainties
set forth in this report. Although management believes that the assumptions made and expectations reflected in the
forward-looking statements are reasonable, there is no assurance that the underlying assumptions will, in fact, prove to
be correct or that actual future results will not be different from the expectations expressed in this report. In evaluating
these statements, you should specifically consider various factors, including the risks outlined in the "Risk Factors"
section below.

"non "non non

ITEM 1. DESCRIPTION OF BUSINESS
General

Our current operations include providing value added information services, cellular phone distribution and advertising
services through our Chinese operating subsidiaries. In 2006 and first quarter of 2007, we also began to engage in
recycling energy business, providing energy saving and recycling products and services.

Overview

Business History. We originally began operations as a Colorado corporation known as Boulder Brewing Company, or
Boulder Brewing. We were incorporated in Colorado on May 8, 1980 and operated as a microbrewery of various
beers. Boulder Brewing was unable to become profitable within any segment of its core business, became illiquid, and
was forced to divest itself of all of its assets. Boulder Brewing became dormant without any operations or assets in the
second quarter of 1990.
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In September 2001, Boulder Brewing changed its state of incorporation from Colorado to Nevada and changed its
name to Boulder Acquisitions, Inc., or Boulder Acquisitions. From the date of reincorporation until June 23, 2004
Boulder Acquisitions had no material operations or assets.

On June 23, 2004, we completed a stock exchange transaction with the shareholders of Sifang Holdings Co., Ltd.
("Sifang Holdings"). The exchange was consummated under Nevada and Cayman Islands law pursuant to the terms of
a Securities Exchange Agreement dated as of June 23, 2004 by and among Boulder Acquisitions, Sifang Holdings and
the shareholders of Sifang Holdings. Pursuant to the Securities Exchange Agreement, we issued 13,782,636 shares of
our common stock to the shareholders of Sifang Holdings, representing approximately 89.7% of our post-exchange
issued and outstanding common stock, in exchange for 100% of the outstanding capital stock of Sifang Holdings. We
presently carry on the business of Sifang Holdings' wholly-owned subsidiary, Shanghai TCH Data Technology Co.,
Ltd., a corporation organized under the laws of the PRC, or TCH.

Effective August 6, 2004, we changed our name from Boulder Acquisitions, Inc. to China Digital Wireless, Inc.

On January 24, 2007, a group of individuals purchasers entered a share purchase agreement with a group of
shareholders of the Company to purchase 12,911,835 shares of Company's common stocks owned by Sellers, $ 0.001
par value, for an aggregate purchase price of $ 490, 000.00. Purchasers are Guohua Ku, Hanqiao Zheng, Ping Sun,
Qianping Huang, Xiaohong Zhang and Lixia Zhang. Sellers are Caihua Tai, Ming Mao, Ying Shi, Sixing Fu,
Xiaodong Zhang, Tianqi Huang, Wei Huang, Jing Song, Ruijie Yu, and Weiping Jing, all of whom are shareholders of
Company.

On March 8, 2007, we changed our name from China Digital Wireless, Inc. to China Recycling Energy Corporation.

Our business is primarily conducted through our wholly-owned subsidiary, Sifang Holdings and its wholly-owned
subsidiary, TCH. TCH was established as a foreign investment enterprise in Shanghai under the laws of the PRC on
May 25, 2004, with registered capital of $7.2 million.

Our current operations were originally a business division of Sifang Information. Sifang Information is a
Shanghai-based privately owned enterprise established under the laws of the PRC on August 14, 1998. Sifang
Information is engaged in the business of pager and mobile phone distribution and provides value added information
services to the customers in the Shanghai metropolitan area. In March 2004, Sifang Information spun off its mobile
phone distribution business and the majority of its value added information services business to TCH. As the
acquiring entity under common control, TCH initially recognized all the assets and liabilities transferred at their
carrying amounts in the accounts of Sifang Information at the date of transfer under the guidance of the Statement of
Financial Accounting Standard ("SFAS") No. 141, Appendix D.

On May 26, 2004, Sifang Information exchanged 100% of the equity interest in TCH for 100% of the equity interest
in Sifang Holdings. Since the ultimate owners of the three entities were the same owners and the three entities
remained under common control, the ownership exchange transaction was accounted for at historical costs under the
guidance of SFAS No. 141, Appendix D. Prior to May 26, 2004, there were no activities in Sifang Holdings. As a
result of the exchange of ownership between TCH and Sifang Holdings, TCH's historical financial statements became
the historical financial statements of Sifang Holdings.
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As a result of the spin-off, TCH engages in the business of mobile phone distribution and provides pager and mobile
phone users with access to certain value-added information reformatted by TCH. TCH purchases mobile phones from
first tier distributors and sells them to retailers with a mark-up. In the process of providing value-added information
services through monthly subscription agreements with various users, TCH purchases trading activity information
from stock exchanges, comments and analysis on PRC stock markets provided by certain reputable security and
investment companies, lottery information, weather forecast, and other value-added products and reformats the
aforementioned information through decoding and recoding and then has the reformatted information transmitted by
Sifang Information, via service contracts, to pager users. The value-added information is constantly saved on TCH's
server in order for mobile phone users to dial in via China Mobile or China Unicom. By signing a monthly
subscription agreement, wireless receiver users agree to make advance payments for our services for either three or
six-month subscription periods.

In the spin-off process, the cost of sales included in the Company's financial statements is directly related to the
product revenue and the cost of services is directly related to different types of service. The business taxes (similar to
sales taxes in the U.S.) are related only to service revenue at a tax rate of approximately 3.3%. The selling expenses
are allocated based on the relationship between expense and revenue (such as commission) and payroll records. The
general and administrative expenses are allocated based on management hours spent and payroll records. The income
tax provision has been calculated on a separate company basis and is in line with the historical actual income tax
provision at the Sifang Information level assuming that all income taxes had been paid by Sifang Information and no
income tax liability was in existence in the periods reported in the accompanying financial statements. Management
believes that the costs, operating expenses, interest expense, and income tax provision included in the Company's
financial statements are a reasonable representation of the costs and expenses that would have been incurred if the
Company had performed these functions as a stand-alone company.

We launched a new digital media project to move into the media market in China in 2005. In conjunction with
charitable organizations, we have installed donation boxes with digital TV incorporated on top of them in the main
lobbies of commercial banks, hotels, malls and other public locations to call the public's attention to the charity and
broadcast commercial advertisements.

Value-Added Information Services for Mobile Phone and Pager Users. We render value-added information services in
China by purchasing content from third-party providers and reformatting that content. Our value-added information
services enable wireless receiver (mobile phone and pager) users in China to access financial information and various
entertainment-related services. We contract with our affiliated wireless service providers to transmit the reformatted
content to customers of China's various network operators.

The primary focus of our value-added information services is to provide wireless receiver users in China with access
to financial information. We derive the vast majority of our value-added information services revenue from our
financial information business. Our financial information software, Sifang Gutong, allows our customers to access
stock and currency exchange information and execute stock trades. We are one of the largest stock information and
trading value-added information service providers in China.

We began providing our entertainment-related services, including icons, screen savers, multiplayer games, Western
horoscopes, jokes, and sports and entertainment news during the latter part of 2003. These services are ancillary to our
financial information services and they represent only a small portion of our value-added information services revenue
at the present time.
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Leveraging our experience and understanding of the wireless value-added services market in China, we have
consistently purchased and reformatted content, applications and technologies that are popular in the Chinese wireless
market. To further enhance and differentiate our services, we have entered into, and will continue to actively pursue,
collaborative relationships with third parties to customize, market and provide access to their content through various
wireless technologies to Chinese consumers. In addition, all of our services are promoted by our sales force and
supported by our customer service team, each of which is strategically based in Shanghai.

In order to meet ownership requirements under Chinese law that restrict us, as a foreign company, from operating in
certain industries such as value-added telecommunication and Internet services, we have entered into information
service and cooperation agreements with two of our affiliates that are incorporated in the People's Republic of China
("PRC" or "China"): Shanghai Sifang Information Technology Co. ("Sifang Information") and Tianci. We hold no
ownership interest in Sifang Information or Tianci. Sifang Information and Tianci contract with China Mobile
Communications Corporation, or China Mobile, and China United Telecommunications Corporation, or China
Unicom, respectively, to provide wireless value-added information services to wireless receiver customers in China
via China Mobile and China Unicom. Sifang Information transmits those services to customers of China Mobile and
China Unicom on behalf of itself and Tianci pursuant to a signed agreement between Sifang Information and Tianci.

Mobile Phone Distribution. We distribute various mobile phone brands in the Shanghai, China region. We distribute
mobile phones manufactured primarily by SAMSUNG Electronics Co., Ltd. ("Samsung") and NOKIA Corporation
("Nokia"), and to a lesser extent, by Motorola, Inc. ("Motorola"). We began distributing Motorola mobile phones in
early 2002, Samsung mobile phones in November 2002 and Nokia mobile phones in March 2005. We began
discontinuing our Motorola mobile phone distribution business on June 30, 2004. We are a distributor, for the
Shanghai region, of over ten different mobile phone models manufactured by Samsung and plan to increase our sales
of Samsung mobile phones.

Most of the Samsung models we distribute are compatible with the GSM network and only a few Samsung models we
distribute are compatible with the Code Division Multiple Access, or CDMA, network.

There are three main first-tier wholesalers of Samsung phones in China:

Shanghai Taili Communication Equipment Co., Ltd., Shenzhen Tianyin Communication Development Co., Ltd., and
Guangzhou Yingtai Data Power Technology Co., Ltd. These wholesalers contract, through local branches, with
sub-wholesalers to distribute each model in a defined area. We have contracts with Shanghai branch offices of the
three main first-tier wholesalers, making us a sub-wholesaler distributor of nine Samsung mobile phone models in the
Shanghai region.

We have rebate programs with Shanghai Taili Communication Equipment Co., Ltd. and Shenzhen Tianyin
Communication Development Co., Ltd. whereby we are credited a certain portion of the sales price we paid to the
first-tier wholesaler if we are able to fulfill certain sales volume prescribed by that first-tier wholesaler. As a result, we
are entitled to receive certain rebates and credits for the inventory held and sold by us within a specified period of time
as set by the first-tier wholesaler offering the rebate program.

Digital Advertising. We launched a new digital media project to move into the media market in China in 2005. In
conjunction with charitable organizations, we have installed donation boxes with digital TV incorporated on top of
them in the main lobbies of commercial banks, hotels, malls and other public locations to call the public's attention to
the charity and broadcast commercial advertisements.
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We have an agreement with China Charity Foundation ("CCF"), a national non-profit charitable organization, which
enables us to install donation boxes for CCF in banks and other commercial locations throughout China that will also
have the Company's out-of-home digital television advertising media platform attached. The completion of this
agreement enables us to accelerate the placement of out-of-home digital television platforms, particularly in banks
across China. We negotiate placement of the donation boxes and digital television media platform with banks and
other commercial entities that wish to support the national charity. The China Banking Regulatory Commission
("CBRC") has previously agreed, pending completion of the agreement with CCF, to support and coordinate this
effort with respect to approvals of donation box placements in banks throughout China. This agreement facilitates the
continued placement of platforms with little or no direct costs. We believe that such costs may constitute as much as
30% of the direct costs of competitors based upon an analysis of publicly available information.

We have placed more than 850 multimedia donation boxes in the inbound area of Shanghai and other arranged spots
will be rolled out in the public places with high traffic flow. Based on Shanghai, our strategy is to expand our network
to penetrate other large and mid-sized developed cities throughout China. We believe the earnings potential from the
advertising service will be a new source of profit in view of the upcoming Special Olympic World Summer Games in
2007 and World Exposition in 2010 to be held in Shanghai.

During the year ended December 31, 2005, TCH rendered advertisement designing and producing services to
Shanghai Tianci Real Estate Co. Ltd. ("Tianci Real Estate") for publicity and promoting its apartment. Net advertising
service revenue of $1,738,878 was derived from this service. TCH performed such services via an agent, Shanghai
Sifang Media Co., Ltd. ("Sifang Media"), which is a related company that granted the license to provide advertising in
China.

In January 2005, Sifang Media and TCH entered into the "Bank Digital TV's Cooperation Agreement", where TCH
will assist in the promotion of TV ads for various customers, including Tianci Real Estate. TCH received a net fee of
$2,620,044 for providing the service from January 2005 to December 2005. There was an "Advertisement Agency
Contract" between Tianci Real Estate and Sifang Media, which expired in November 2005. In June and September
2005, Sifang Media, TCH and two unrelated customers, entered into certain agreements, where TCH will assist in the
promotion of TV ads for these customers.

In the third quarter of 2006, the Ministry of Information Industry of the People's Republic of China initiated a
nation-wide management specific plan as well as introduced a series of policies and measures to regulate the SP
market. With the introduction of these policies and measures that set very strict rules on the provisions of information
services provided by value-added service providers, our advertising service business was seriously affected. We
generated only $ 334,844 revenue from the above-mentioned advertising services in 2006.

Energy Saving Products.

In December 2005, TCH entered into a series of agreements to purchase (i) 95% of the equity interests of Shanghai
Kena Energy Saving Electric Co Ltd ("Kena") for an aggregate purchase price of RMB 28,500,000 (approximately
$3,532,000); (ii) a related patent from one of the shareholders of Kena for RMB 11,000,000 (approximately
$1,363,000); and (iii) related rights to make a patent application from one of the shareholders of Kena for RMB
11,000,000 (approximately $1,363,000). The purchase price for both the equity interests in Kena and the consideration
for purchase of the patent and the right to apply for registration of the patent shall be paid by Sifang Information on
behalf of TCH. On February 10, 2006, these agreements were amended to impose an additional condition on Mr.
Zhang Naiyao, the transferor of the patent and holder of the right to make the patent application, that if he fails to
provide the necessary technical assistance services to enable TCH to use the patented technology in producing
products on a large scale that meet the standards set by the Company within one year, TCH shall have the right to
demand the return of the relevant payment received by him in full and to terminate the agreement for the assignment
of the patent and the right to apply for registration of the patent. The amendments also set forth the arrangement for
payment of the purchase price between TCH and Sifang Information. The purchase price for both the equity interests
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in Kena and the consideration for purchase of the patent and the right to apply for registration of the patent shall be
paid by Sifang Information on behalf of TCH. According to the amended agreements, the amount of the purchase
consideration paid by Sifang Information on behalf of TCH will be applied to offset the trade and other receivables
owed to TCH by Sifang Information.
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Kena was established on April 26, 2005 and it specializes in the research, development and manufacture of
energy-saving products, as well as illumination projects in China. The patent and patent application mentioned above
relate to a "three phase transformer” which is used in connection with a power supply system and utilizes technology
that allows manufacturers to produce transformers with high energy transfer efficiency at a low cost. This technology
is expected to be available for mass production within one year.

Mr. Zhang Naiyao failed to meet the condition mentioned-above within the period prescribed. In 2006, we decided not
to pursue the above-mentioned acquisition of Kena. All the agreements in connection with the Kena acquisition were
terminated by TCH and Kena. We also reviewed the future economic value of the deposit for the anticipated business
acquisition of Kena and determined that future undiscounted cash flows associated with this deposit were uncertain
and may not be sufficient to recover their carrying values and so was fully written down as of December 31, 2006.

Other Energy Recycling and Saving Products.

In December 2006, TCH began to engage in other activities in the energy saving and recycling industry, including
purchasing certain equipments, devices, hardware and software for the construction and installation of top gas
recovery turbine system ("TRT") and other renewable energy products. TRT is an electricity generating system that
utilizes the exhaust pressure and heat produced in the blast furnace of steel mill to generate electricity. It has
significant commercial value for the steel mills. TCH plans to use the purchased properties as investment in several
TRT projects that TCH expects to pursue with several large Chinese steel companies in year 2007.

On April 08, 2007, our Board of Directors approves and makes effective a TRT Project Joint-Operation Agreement
("Joint-Operation Agreement") which is conditionally entered on February 01, 2007 between Shanghai TCH Data
Technology Co., Ltd. ("TCH") and Xi'an Yingfeng Science and Technology Co., Ltd.("Yingfeng"). Yingfeng is a
Chinese company that is located in Xi'an, Shaanxi Province, China, and is engaging in the business of designing,
selling, installing, and operating TRT systems and other renewable energy products.

Under the Joint-Operation Agreement, TCH and Yingfeng will jointly pursue a top gas recovery turbine project
("Project") which is to design, construct, install and operate a TRT system in Xingtai Iron and Steel Company, Ltd.
("Xingtai"). This project was originally initiated by a Contract to Design and Construct TRT System ("Project
Contract") entered by Yingfeng and Xingtai on September 26, 2006. Due to Yingfeng's lack of capital in pursuing this
Project alone, Yingfeng sought TCH's cooperation. After intensive and substantial inquiry and assessment, TCH
agreed to pursue this project with Yingfeng in the joint-operation mode. Under the terms of the Joint-Operation
Agreement, TCH provides various forms of investments and properties into the Project including cash, hardware,
software, equipments, major components and devices. In return, TCH becomes entitled to all the rights, titles, benefits
and interests that Yingfeng originally had under the Project Contract, including but not limited to the cash payment
made by Xingtai on regular basis and other property rights and interests.

Page 8

10



Edgar Filing: CHINA RECYCLING ENERGY CORP - Form 10KSB/A

Yingfeng remains liable for providing all the manpower, expertise and skills to design, construct, install, maintain and
operate the TRT system under the terms of the Project Contract and also takes responsibility to manage the properties
that TCH possesses in this Project. As for consideration, TCH will make monthly payment of 30,000 RMB Yuan
(approximately US $ 3,900) to Yingfeng as compensation for their effort in managing TCH's properties.

Prior to the approval by the Board of Registrant, TCH and Yingfeng have taken several preliminary actions in first
quarter of 2007 in preparation for the full pursuit of the Project, including selecting and purchasing necessary
components and software for TRT system, organizing and training the technician team for the Project and developing
the construction and installation plan for the TRT system.

Financial Services.

Our primary focus with regard to value-added information services is the provision of financial information services
utilizing our Sifang Gutong software. This software, developed by Chengao, utilizes the JAVA and BREW platforms.
JAVA and BREW utilize the more advanced 2.5G technology standard, which enables high-capacity wireless data
transmissions. As a result, services offered over these platforms are more sophisticated and offer users higher quality
graphics and richer content and interactivity, commanding a premium price over our other services. Our Sifang
Gutong software enables our mobile phone and pager customers to access quotes and retrieve customized
investment-related information, as well as access our currency exchange information.

Sifang Gutong provides our mobile phone and pager customers with the ability to receive streaming real-time quotes,
including stocks, most active issues, largest gainers and losers, and mutual funds for securities trading on the
Shenzhen and Shanghai stock exchanges. Our Sifang Gutong software available to mobile phone users includes a
stock trading function that enables our mobile phone customers to directly place orders to buy and sell securities listed
on the two aforementioned stock exchanges. Our trading window corresponds with the hours that securities markets
are open from 9:30 a.m. to 11:30 a.m., and from 1:00 p.m. to 3:00 p.m., Beijing Time.

We receive a continuous direct feed of detailed quote data, market information and news. Our customers can create
customized lists of stocks for quick access to current trading information. Through our relationships with financial
information companies such as Shanghai Stock Information Company, we also provide access to breaking news,
charts, market commentary and analysis.

The value-added financial information we offer can only be accessed by a customer on whose mobile phone or pager
the end-user portion of our Sifang Gutong software has been installed. We plan to pre-install the end-user portion of
our Sifang Gutong software in all of the Samsung mobile phones that we distribute. With regard to mobile phones and
pagers not distributed by us, we will provide installation of our Sifang Gutong software free of charge upon request.
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Pursuant to the request of a Beijing retailer, we entered into an agreement with Chengao and Sifang Information
whereby Chengao installs the end-user portion of our Sifang Gutong software into mobile phones owned by the
retailer. The retailer sells these phones at a premium price to consumers. In return for the premium price, the
consumers receive our value-added information services for six months free of charge. The retailer passes the
premium back to Chengao, who retains a small installation fee and then passes the remainder on to us. This
relationship helps us market our value-added information services and enables us to establish relationships with new
customers.

Other Services. We also provide icons and screen savers, Western horoscopes, jokes and event-driven or
entertainment news updates. These services represent only a small portion of our value-added information services
revenues at the present time. However, we believe that providing wireless receiver users in China access to
entertainment-related services increases our ability to retain our financial information subscribers and expand our
subscriber base, and we expect the entertainment-related services portion of our value-added information services
business will grow over time.

¢ Horoscopes. With this service, users can obtain daily Western horoscopes via their mobile phones or pagers.

¢ Jokes. We send users of this service a variety of jokes on demand or via automatic daily messages.

® News. We automatically send periodic SMS messages on recent event-driven news, sports (especially soccer),
or entertainment events to subscribers of this service. Mobile phone users can also download desired
information on demand. We obtain our news content from government affiliated media companies and other
local media.

Content Relationships. Our content collaborators authorize the inclusion of their content in one or more of our
value-added information services for a fixed fee which we pay directly to the provider. Our agreements with our
content collaborators usually have a one-year term, and are non-exclusive. Currently, our key content collaborators
are:

¢ Shanghai Stock Information Company.

e Shanghai Wanguo Stock Information Company.
¢ Shanghai Yibang Stock Information Company.
¢ Shanghai Shiji Stock Information Company.

Marketing Relationships. Sifang Information and Tianci, our affiliated value-added mobile phone service providers,
have marketing relationships with China Mobile and China Unicom. We sell and market our services principally
through China Mobile and China Unicom. We also sell and market through Sifang Information's Web site,
www.sifang.net, and promotional events, direct marketing, media advertising and other activities.

We sell all of our paging value-added information services through our affiliated value-added paging service provider,
Sifang Information. We market our paging value-added information services through traditional media outlets,
including newspapers and magazines, and directly to end-users.

Operator Channels. General. All of our paging value-added information services are provided through the paging
network owned by Sifang Information. We contract directly with the pager users to collect all fees generated from our
value-added information services. We have an information service and cooperation agreement with Sifang
Information that provides us exclusive access to their paging network for ten years. This agreement is automatically
renewable for additional one year terms unless we decide to terminate. All of our mobile phone value-added
information services are provided to mobile phone users by Sifang Information through the networks of China Mobile
and China Unicom. Previously, mobile phone users paid for our services by purchasing pre-paid services cards. Now,
our services are billed to mobile phone customers in one of two ways: (1) certain of our customers pay for our services
in advance when they purchase our services and a mobile phone together in a premium package (through our
relationship with Chengao and Sifang Information), and (2) our other customers (who do not purchase our services as
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part of any such premium package) are billed by the mobile operators, who collect the fees for our services, including
both our data access and short message services, from their mobile phone subscribers. The mobile operators then pass
those fees (net of fees charged by the mobile operator) to our affiliated value-added service providers, Sifang
Information and Tianci, who in turn pass those fees to us in return for a small fee pursuant to the terms of information
service and cooperation agreements between us and each of them.
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Our management team utilizes our experience in China to develop close ties with the key personnel of the mobile
operators at the central and provincial levels. As of December 31, 2006, we had ten sales professionals strategically
located in provinces and municipalities concentrated in the eastern and southern regions of China to work closely with
the mobile operators at the local level, where pricing and important marketing and operational decisions are made.
Our sales network enables us to work closely with operators to facilitate the approval required for new service
offerings and for related pricing and to enjoy enhanced marketing and promotional support. We are also able to gain
insight into developments in the local markets and the competitive landscape, as well as new market opportunities.
Our sales professionals are well-incentivized; most of their compensation is tied to usage of our services in the
applicable region.

Coordinated Marketing Campaigns. Our affiliated wireless service providers cooperate in marketing campaigns with
China Mobile and China Unicom. These network operators distribute literature marketing us and our affiliates.

Non-Operator Channels. We also focus on non-mobile operator sales and marketing activities, such as:

e promoting Sifang Information's Web site, www.sifang.net, to potential users as a fun, easy-to-access place to
request our wireless content and applications,

® engaging in direct marketing to mobile phone users by, for example, including advertising inserts in users'
bills from Shanghai Mobile and Shanghai Unicom,

® engaging in direct marketing to stock market investors by, for example, including advertising inserts in
investors' bills from brokerage companies such as GF Securities Co., Ltd., Guotai Junan Securities Co., Ltd.,
Everbright Securities Co., Ltd. and Guoxin Securities Co., Ltd.,

e utilizing our database of users to create targeted marketing campaigns,

e advertising in traditional media outlets such as newspapers and magazines, and

e we plan to pre-install the Samsung mobile phones we distribute with the end-user portion of our Sifang
Gutong software, and place brochures touting our stock information, stock trading and currency exchange
services in the packaging of those phones, before distributing them to retailers.

Customer Research. Our sales, marketing and product development activities are supported by our five-member
customer research department. This department focuses our sales efforts in the following three distinct phases:
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Customer Acquisition. Our customer research department analyzes the success rates of various national and local
marketing campaigns in which we are involved, including by user segment and cost per user, in order to determine
which campaigns are the most effective. Using phone surveys, focus groups and analyses of usage patterns, the
department also considers demographic and other market factors to identify product mixes and product categories
which are suitable for the current market environment.

Customer Conversion. To enhance our ability to convert one-time or occasional customers into regular users of our
services, our customer research department analyzes customer and product churn rates across the market, average
revenue per user data and other information. In this way, it can identify different customer segments and develop
targeted marketing campaigns for those segments, including cross-selling and up-selling marketing campaigns.

Customer Retention. Our customer research department evaluates ways to maximize user interest in our services
through, for example, providing feedback to our product developers to improve product features based on customer
information and bundling older services with newly launched services. It also creates various reward programs
designed to enhance customer loyalty.

Customer Services. We pride ourselves in providing high quality customer service. Our dedicated customer service
center based in Shanghai provides our users real-time support and is staffed by 20 full-time professionals. The center
currently operates everyday from 7:00 a.m. to 10:00 p.m. We strive to achieve the fastest response times and highest
customer satisfaction levels in the industry.

Competitive Landscape
There are currently three broad categories of wireless service providers in China:

e Portal service providers, which have established expertise in Internet content and have subsequently branched
into mobile space. The portals serve as content aggregators offering a variety of wireless value-added
services. These national portal operators include Sohu, NetEase, Sina, and Tom.com.

¢ Dedicated service providers, whose businesses focus on offering a variety of wireless content directly to
mobile users. These providers include Linktone, Newpalm and Mtone Wireless.

¢ Niche service providers, which focus on a particular market segment or application that often builds on a
pre-existing sector competency. These providers include Tencent, Enorbus, and Solute. We belong in this
category because of our focus on financial information services.

We may also face competition from international wireless service providers.

As the mobile operators are becoming more selective in choosing their service providers to promote high quality
content, ensure high levels of customer service and limit the number of providers with which they have to deal, scale
is becoming more important, and we believe the industry will likely experience consolidation with the leading
nationwide providers gaining more market share at the expense of smaller local providers. Nationwide providers may
also acquire some of their smaller competitors to gain access to local relationships with the mobile operators in China
or new product expertise.

We estimate that we compete with between ten to twenty other sub-wholesalers for the rights to distribute Samsung
phones in the Shanghai region. The three main competitive factors the wholesalers consider in granting a

sub-wholesaler the rights to distribute a particular model include:
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Available Cash Flow. Sub-wholesalers must be able to pay for the mobile phones they desire to purchase from
first-tier wholesalers. First-tier wholesalers will be hesitant to grant rights to distribute a particular model to a
sub-wholesaler if that sub-wholesaler does not have sufficient capital to make large purchases. We believe that having
adequate cash flow gives us a competitive advantage.

Relationships with Retailers. The wholesalers look to the types of relationships sub-wholesalers have with large
retailers when deciding which sub-wholesaler to utilize. We have strong relationships with three large retailers in
Shanghai and sell approximately 65% of our mobile phones to these three retailers.

Relationships with Wholesalers. We have relationships with the three major wholesalers of Samsung phones in China
and have been sub-wholesalers for those three wholesalers for more than a year.

Our Business Strategy

Our main objective is to maintain and strengthen our position as a provider of wireless value-added information
services in the Shanghai region. In order to achieve this objective, we plan to, among other things, increase the
number of subscribers to our value-added information services by increasing the number of mobile phones we
distribute and pre-installing those phones with the end-user portion of our Sifang Gutong software.

We launched an "out-of-home" digital television advertising business in January 2005. However, we have decided to
shift our focus away from the digital advertising business in light of the lack of demand for out-of-home digital
advertising in China. We believe that the lack of demand is caused by several factors, including the availability of
other more traditional advertising outlets such as television, radio and newspapers, and the reduction of advertising
fees due to the merger of media companies. In addition, there are an increasing number of competitors in the media
industry, resulting in intense market competition. Key strategies for achieving our goals are to:

¢ Continue to expand and diversify our portfolio of wireless value-added information services, including new
SMS, 2.5G and other next generation services such as those compatible with 3G;

¢ Increase investment in sales, marketing and branding, both in conjunction with network operators and through
independent activities, in order to promote customer awareness of our wireless value-added information and
advertising services in China;

¢ Continue to strengthen our relationships with China Mobile and China Unicom by increasing our sales
presence at the national and local levels and through joint marketing and promotion activities;

¢ Expand our marketing channels by continuing to develop integrated marketing campaigns with traditional
media outlets and other media companies; and

Employees
The following table summarizes the functional distribution of our employees as of December 31, 2005 and 2006:
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December 31

2005 2006
Business Development 10 10
Customer 20 20
Human Resources 2 2
Legal and Administrative 2 2
Products Development 25 25
Customer Research 5 5
Finance 3 3
Investor Relations 2 1
Sales and Marketing 25 20
Technical Support 10 5
Total 109 93

All of our personnel are employed full-time and none of them are represented under collective bargaining agreements.
We consider our relations with our employees to be good.

Wireless Technology Standards in China

Several different wireless technology standards have been developed which operate at different frequencies with both
analog and digital radio signals. First generation wireless telephone systems employ analog technology, while newer
systems employ digital technology. Digital wireless technology, commonly referred to as second generation
technology, or 2G, multiplies the number of users that can be served by the same band of spectrum using analog
technology. The wireless technologies most relevant in China currently include:

¢ Global System for Mobile Communications, or GSM initially developed in order to facilitate unification
and integration of telecommunications within the European Union has become widespread throughout most
Asian countries. GSM technology breaks audio signals into sequential pieces of data of a defined length,
places each piece into an information conduit at specific intervals and then reconstructs the pieces at the end
of the conduit. A key component of the GSM system is the SIM card. Data stored on the card identifies the
subscriber to the mobile network as well as the service authorized for that subscriber. Since the identity of the
subscriber is held on the card, any mobile phone can be used in conjunction with the SIM card.

® Code Division Multiple Access, or CDMA a digital technology standard which has been used in
commercial operation by several operators in certain countries such as the United States and Korea. Unlike
GSM, CDMA technology is a continuous transmission technology which uses a coding system to mix discrete
audio signals together during transmission and then separates those signals at the end of transmission.

Prior to the commercial rollout of third generation, or 3G, networks, 2.5G technology standards have been developed
for both the GSM and CDMA technologies to offer higher data transmission speeds, enabling the use of more data
intensive products. Current 2.5G wireless technologies include:

® General Packet-Switched Radio Service, or GPRS offers faster data transmission with speeds ranging
from 56 kilobits per second, or Kbps, to 114 Kbps via a GSM network. GPRS supports a wide range of
bandwidths and is particularly suited for sending and receiving small bursts of data, such as e-mail and Web
browsing, as well as large volumes of data. GPRS also makes it possible for users to make telephone calls and
transmit data simultaneously.
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e CDMA 1x RTT an advanced CDMA-based technology which allows transmission of data at speeds of up to
144 Kbps, compared to a maximum of 64 Kbps for second generation CDMA networks.

3G represents several technology standards developed by The International Telecommunications Union. Third
generation technology has been developed for both the GSM standard and CDMA standard.

Wireless value-added services can be offered through all of these technology standards and most commonly include:

e Short Messaging Services, or SMS a service that enables a user to send and receive text messages
comprised of words or numbers or an alphanumeric combination. SMS was created when it was incorporated
into the GSM standard.

® Wireless Application Protocol, or WAP a software protocol standard that defines a standardized means of
transmitting Internet-based content and data to handheld devices such as mobile phones and pagers with
secure access to e-mail and text-based Web pages. WAP supports most wireless networks including GSM and
CDMA.

* Multimedia Messaging Services, or MMS a method of transmitting graphics, video clips, sound files and
short text messages over wireless networks using the WAP protocol. MMS, however, is not the same as
e-mail in that MMS is based on the concept of multimedia messaging. An MMS message is coded so that the
images, sounds and text are displayed in a predetermined order as one singular message. Furthermore, MMS
does not support attachments as e-mail does.

® JAVA a general programming environment that creates applications for the Internet or any other distributed
networks. JAVA applications are intended to be independent of the hardware platform.

Market Overview
Wireless Value-Added Services as a Revenue Driver for the Mobile Operators

As the wireless market in China continues to develop, an increasing portion of the mobile operators' users have
relatively low per capita incomes. These subscribers generally yield lower levels of average revenue per user, or
ARPU, because they are primarily users of pre-paid services. In addition, China's wireless market is becoming
increasingly competitive, as demonstrated by the recent CDMA promotions by China Unicom, as well as the intra-city
wireless offerings by China's two fixed-line operators, China Telecom and China Netcom, which offer users limited
mobile services within a city based on Personal Handyphone Service or Personal Access System technology. In
addition, China Telecom, China Netcom and possibly other parties are expected to be awarded two wireless licenses,
although the timing of such grants is unclear. Both China Telecom and China Netcom are large, established
companies with significant assets and the entry by them or other companies into the Chinese wireless market could
lead to further competition among the mobile operators. Due to these pressures on the traditional voice-related
businesses of the mobile operators, SMS and other wireless value-added services have become a key differentiator and
increasingly important driver for the growth prospects of China Mobile and China Unicom. We believe wireless
value-added services will play a key role in the mobile operators' competitive positioning when attracting and
retaining users as well as in their efforts to reverse declining ARPU levels.
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Against this competitive backdrop, the market for wireless value-added services in China has expanded significantly
and is expected to continue to grow at a fast pace. Currently, SMS services continue to represent the bulk of the
wireless value-added services market in China. This market is increasingly shifting towards next generation
technologies, with mobile operators upgrading their networks to GPRS and CDMA 1x RTT and users upgrading to
next generation mobile phones that can operate with technologies such as MMS and WAP. China Mobile and China
Unicom have recognized this opportunity and are collaborating with select service providers, including us, to further
develop 2.5G applications and services.

Operators' Wireless Value-Added Services Initiatives in China

China Mobile was the first to enter the market by introducing a popular trial SMS program in connection with the
Sydney Olympic Games in August 2000. China Mobile later established its Monternet(TM) platform in November
2000. China Unicom started its Uni-Info platform in May 2001. Monternet(TM) and Uni-Info offer mobile phone
users a single access point to order and pay for wireless value-added services.

From the inception of Monternet(TM) and Uni-Info, China Mobile and China Unicom have outsourced almost all
content and applications for their platforms, meaning that these operators, much like NTT DoCoMo and SK Telecom,
rely almost entirely upon third-party service providers to drive their network traffic, supply attractive wireless services
and increase revenue from their wireless value-added services. In turn, the operators focus on the operation of their
networks. For their part, wireless value-added service providers in China rely on the two operators, China Mobile and
China Unicom, for the network distribution of their content and services, billing and collection, and remittance of
revenues. Both operators have established similar fee arrangements.

In addition to their working relationships with third-party service providers, China's mobile operators will likely form
closer alliances with mobile phone vendors in order to standardize user friendly access to and functionality for
wireless value-added services in all mobile phones.

Government Regulation

The following is a summary of the principal governmental laws and regulations that are or may be applicable to
wireless service providers like us in China. The scope and enforcement of many of the laws and regulations described
below are uncertain. We cannot predict the effect of further developments in the Chinese legal system, including the
promulgation of new laws, changes to existing laws or the interpretation or enforcement of laws, particularly with
regard to wireless value-added services, which is an emerging industry in China.

Regulation of Telecommunication Services

The telecommunications industry, including certain wireless value-added services, is highly-regulated in China.
Regulations issued or implemented by the State Council, the Ministry of Information Industries, and other relevant
government authorities cover many aspects of telecommunications network operation, including entry into the
telecommunications industry, the scope of permissible business activities, interconnection and transmission line
arrangements, tariff policy and foreign investment.

The principal regulations governing the telecommunications services business in China include:

¢ Telecommunications Regulations (2000), or the Telecom Regulations. The Telecom Regulations categorize
all telecommunications businesses in China as either infrastructure telecommunications businesses or
value-added telecommunications businesses. The latter category includes SMS and other wireless value-added
services. Under the Telecom Regulations, certain services are classified as being of a value-added nature and
require the commercial operator of such services to obtain an operating license, including telecommunication
information services, online data processing and translation processing, call centers and Internet access. The
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Telecom Regulations also set forth extensive guidelines with respect to different aspects of
telecommunications operations in China.
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® Regulations for the Administration of Foreign-Invested Telecommunications Enterprises (2002), or the FI
Telecom Regulations. The FI Telecom Regulations set forth detailed requirements with respect to
capitalization, investor qualifications and application procedures in connection with the establishment of a
foreign-invested telecom enterprise. Under the FI Telecom Regulations, a foreign entity is prohibited from
owning more than 50% of the total equity in any value-added telecommunications business in China, subject
to certain geographic limitations.

Administrative Measures for Telecommunications Business Operating License

(2001), or the Telecom License Measures. Under the Telecom License Measures, an approved value-added
telecommunications service provider must conduct its business in accordance with the specifications recorded
on its Telecom Business Operating License.

In the third quarter of 2006, the Ministry of Information Industry of the People's Republic of China initiated a
nation-wide management specific plan as well as introduced a series of policies and measures to regulate the
SP market. With the introduction of these policies and measures that set very strict rules on the provisions of
information services provided by value-added service providers, our advertising service business was
seriously affected. We generated only $ 334,844 revenue from the above-mentioned advertising services in
2006.

In addition to regulations promulgated at the national level by the Chinese government, the Shanghai municipal
government has issued provisional regulations requiring SMS service providers to obtain licenses from or register
with the local Ministry of Information Industries branch office before providing SMS service within the city. At this
time, it is unclear whether national regulations will be promulgated regulating SMS services.

Our affiliates, Sifang Information and Tianci, each have a value-added telecommunication services license issued by
the Shanghai Municipal Telecommunications Administration Bureau, which is the local office of the Ministry of
Information Industries. Each has also been granted an inter-provincial value-added telecommunication license by the
Ministry of Information Industries.

Other Laws and Their Application

Regulation of Internet Content Services. As a wireless value-added information services provider, we do not engage in
the Internet portal business which typically involves the provision of extensive Internet content services, including
Chinese language Web navigational and search capabilities, content channels, web-based communications and
community services and a platform for e-commerce, such as auction houses. Sifang Information registered with the
Shanghai Telecommunication Administration Bureau in January 2001 to provide commercial services at the
www.sifang.net web site.

As a commercial ICP provider, Sifang Information is prohibited from posting or displaying any content that:
® opposes the fundamental principles determined in China's Constitution;
® compromises state security, divulges state secrets, subverts state power or damages national unity;
¢ harms the dignity or interests of the state;

¢ incites ethnic hatred or racial discrimination or damages inter-ethnic unity;
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e sabotages China's religious policy or propagates heretical teachings or feudal superstitions;

e disseminates rumors, disturbs social order or disrupts social stability;

® propagates obscenity, pornography, gambling, violence, murder or fear or incites the commission of crimes;
¢ insults or slanders a third party or infringes upon the lawful rights and interests of a third party; or

¢ includes other content prohibited by laws or administrative regulations.

Failure to comply with these prohibitions may result in the closing of Sifang Information's Web site.

Regulation of News Dissemination through SMS Services. Pursuant to a circular issued by the Shanghai
Communications Administration, distribution of news content through wireless applications like SMS must be
approved by relevant government agencies. Both Sifang Information and Tianci have all necessary approvals.

Regulation of Advertisements. The State Administration of Industry and Commerce, or the SAIC, is the government
agency responsible for regulating advertising activities in China. The SAIC has not promulgated regulations
specifically aimed at wireless advertising through a media other than the Internet, such as through SMS services. One
provisional regulation issued by Shanghai municipal government prohibits service providers from sending SMS
advertisements without the client's consent.

As part of our non-mobile operator marketing activities, we have developed integrated marketing campaigns with
traditional media outlets such as magazines and newspapers and multinational corporations through certain
cross-selling efforts with companies, including Motorola and Samsung. If the SAIC were to treat our integrated
marketing campaigns or other activities as being advertising activities, we would need to apply to the local SAIC for
an advertising license to conduct wireless advertising business (through SMSs, for example). We can give no
assurance that such application would be approved by the SAIC. Failure to obtain such approval could result in
penalties including being banned from engaging in online advertising activities, confiscation of illegal earnings and
fines.

Foreign Exchange Controls. The principal regulations governing foreign exchange in China are the Foreign Exchange
Control Regulations (1996) and the Administration of Settlement, Sale and Payment of Foreign Exchange Regulations
(1996), or the Foreign Exchange Regulations. Under the Foreign Exchange Regulations, Renminbi is freely
convertible into foreign currency for current account items, including the distribution of dividends. Conversion of
Renminbi for capital account items, such as direct investment, loans and security investment, however, is still subject
to the approval of the State Administration of Foreign Exchange, or SAFE.

Under the Foreign Exchange Regulations, foreign-invested enterprises are required to open and maintain separate
foreign exchange accounts for capital account items (but not for other items). In addition, foreign-invested enterprises
may only buy, sell and/or remit foreign currencies at those banks authorized to conduct foreign exchange business
after providing valid commercial documents and, in the case of capital account item transactions, obtaining approval
from SAFE.

Intellectual Property and Proprietary Rights

We rely primarily on a combination of copyright laws and contractual restrictions to establish and protect our
intellectual property rights. We require our employees to enter into agreements requiring them to keep confidential all
information relating to our customers, methods, business and trade secrets during and after their employment with us.
Our employees are required to acknowledge and recognize that all inventions, trade secrets, works of authorship,
developments and other processes, whether or not patentable or copyrightable, made by them during their employment
are our property. They also sign agreements to substantiate our sole and exclusive right to those works and to transfer
any ownership that they may claim in those works to us.
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While we actively take steps to protect our proprietary rights, such steps may not be adequate to prevent the
infringement or misappropriation of our intellectual property. This is particularly the case in China where the laws
may not protect our proprietary rights as fully as in the United States. Infringement or misappropriation of our
intellectual property could materially harm our business. Sifang Information has registered the following Internet and
WAP domain name www.sifang.net.

Shanghai Sifang Communication Company ("Sifang Communication") has registered one trademark with China's
Trademark Office. That trademark is our logo, a square (the English translation of "Sifang" is "square"). China's
trademark law utilizes a "first-to-file" system for obtaining trademark rights. As a result, the first applicant to file an
application for registration of a mark will preempt all other applicants. Prior use of unregistered marks, except "well
known" marks, is generally not a basis for legal action in China. We may not be able to successfully defend or claim
any legal rights in any trademarks for which we apply in the future.

Pursuant to a license agreement between our affiliate, Sifang Communication, and us, we have the right to use our
registered trademark, our square logo, whenever necessary. We also acquired all of Sifang Information's interest in the
Sifang Gutong software pursuant to the terms of the spin-off of Sifang Information's business divisions focusing on
value-added information services and distribution of mobile phones. We have the right to use the word "Sifang" and to
market ourselves through www.sifang.net with regard to both of the spun-off divisions.

Many parties are actively developing and seeking patent protection for wireless services-related technologies. We
expect these parties to continue to take steps to protect these technologies, including seeking patent protection. There
may be patents issued or pending that are held by others and that cover significant parts of our technology, business
methods or services. Disputes over rights to these technologies are likely to arise in the future. We cannot be certain
that our products do not or will not infringe valid patents, copyrights or other intellectual property rights held by third
parties. We may be subject to legal proceedings and claims from time to time relating to the intellectual property of
others.

Terminated 2006 Acquisition

In December 2005, TCH entered into a series of agreements to purchase (i) 95% of the equity interests of Shanghai
Kena Energy Saving Electric Co Ltd ("Kena") for an aggregate purchase price of RMB 28,500,000 (approximately
$3,532,000); (ii) a related patent from one of the shareholders of Kena for RMB 11,000,000 (approximately
$1,363,000); and (iii) related rights to make a patent application from one of the shareholders of Kena for RMB
11,000,000 (approximately $1,363,000). The purchase price for both the equity interests in Kena and the consideration
for purchase of the patent and the right to apply for registration of the patent shall be paid by Sifang Information on
behalf of TCH. On February 10, 2006, these agreements were amended to impose an additional condition on Mr.
Zhang Naiyao, the transferor of the patent and holder of the right to make the patent application, that if he fails to
provide the necessary technical assistance services to enable TCH to use the patented technology in producing
products on a large scale that meet the standards set by the Company within one year, TCH shall have the right to
demand the return of the relevant payment received by him in full and to terminate the agreement for the assignment
of the patent and the right to apply for registration of the patent. The amendments also set forth the arrangement for
payment of the purchase price between TCH and Sifang Information. The purchase price for both the equity interests
in Kena and the consideration for purchase of the patent and the right to apply for registration of the patent shall be
paid by Sifang Information on behalf of TCH. According to the amended agreements, the amount of the purchase
consideration paid by Sifang Information on behalf of TCH will be applied to offset the trade and other receivables
owed to TCH by Sifang Information.
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Kena was established on April 26, 2005 and it specializes in the research, development and manufacture of
energy-saving products, as well as illumination projects in China. The patent and patent application mentioned above
relate to a "three phase transformer” which is used in connection with a power supply system and utilizes technology
that allows manufacturers to produce transformers with high energy transfer efficiency at a low cost. This technology
is expected to be available for mass production within one year.

Mr. Zhang Naiyao failed to meet the condition mentioned-above within the period prescribed. In 2006, we decided not
to pursue the above-mentioned acquisition of Kena. All the agreements in connection with the Kena acquisition were
terminated by TCH and Kena. We also reviewed the future economic value of the deposit for the anticipated business
acquisition of Kena and determined that future undiscounted cash flows associated with this deposit were uncertain
and may not be sufficient to recover their carrying values and so was fully written down as of December 31, 2006.

RISK FACTORS

In addition to the other information contained in this annual report, including the documents we incorporate by
reference, you should consider the following factors that may affect our future results and financial condition before
investing in our securities. Although we believe that the expectations reflected in the forward-looking statements are
reasonable, we cannot guarantee future results, levels of activity, performance or achievements. We are under no duty
to update any of the forward-looking statements after the date of this report to conform such statements to actual
results or to changes in our expectations.

Risks Related to Our Business

We depend upon contractual arrangements with our affiliated value-added mobile phone service providers, Sifang
Information and Tianci, for the success of our business. These arrangements may not be as effective in providing
operational control as direct ownership of these businesses and may be difficult to enforce.

Because we conduct our business only in China, and because we are restricted by the Chinese government from
owning telecommunications or Internet operations in China, we depend on our affiliated value-added mobile phone
service providers, Sifang Information and Tianci, in which we have no direct ownership interest, but with which we
have entered into information service and cooperation agreements, to provide those services to mobile phone users in
China through contractual agreements with the mobile operators, China Mobile and China Unicom. These
arrangements may not be as effective in providing control over our value-added information services to mobile phone
users in China as would be direct ownership of these businesses. For example, Sifang Information or Tianci could fail
to take actions required to operate our business, such as entering into service contracts with China Mobile or China
Unicom. Moreover, a portion of the fees for our services are paid by the mobile operators directly to Sifang
Information and Tianci, which are then obligated to transfer all of those fees to us, in return for a small fee. If Sifang
Information or Tianci fails to perform their obligations under these agreements, we may have to rely on legal remedies
under Chinese law, which we cannot assure you would be effective or sufficient.
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In the opinion of our Chinese counsel, Sifang Information and Tianci each possess such licenses, permits, certificates,
authorities and approvals, issued by appropriate governmental agencies or bodies in the People's Republic of China, as
are necessary to conduct its business as presently conducted as well as to perform its obligations under any contracts
between it and China Mobile and China Unicom, respectively. In addition, in the opinion of Chinese Legal Group
(Shanghai), TCH is not in breach of or in default under any laws of the People's Republic of China or any approval,
consent, waiver, authorization, exemption, permission, endorsement or license granted by any People's Republic of
China governmental agencies. There are, however, substantial uncertainties regarding the interpretation and
application of current and future Chinese laws and regulations, as discussed below.

We depend on one software developer for a significant portion of our software development, as well as for important
marketing relationships.

We rely on Shanghai Chengao Industrial Co., Ltd., or Chengao, to develop a significant portion of our software,
including our Sifang Gutong software. We also rely on Chengao to provide us with an important marketing
relationship regarding the mobile phone version of our Sifang Gutong software. If we lose our relationship with
Chengao, we could have a difficult time finding a suitable replacement in the short term. Our corporate structure could
be deemed to be in violation of current or future Chinese laws and regulations which could adversely affect our ability
to operate our business effectively or at all.

In connection with China's entry into the World Trade Organization, or WTO, foreign investment in
telecommunications and Internet services in China was liberalized to allow for 30.0% foreign ownership in
value-added telecommunication and Internet services in 2002, 49.0% in 2003, and 50.0% thereafter. In order to meet
these ownership requirements, we have entered into information service and cooperation agreements with Sifang
Information and Tianci. We do not have any direct ownership interest in Sifang Information or Tianci. The original
shareholder structure of Sifang Holdings was identical to the current shareholder structure of Sifang Information, and
each of Sifang Information and Tianci are beneficially owned 69% by Tai Caihua, our president and the chairman of
our board of directors. It is possible that the relevant Chinese authorities could, at any time, assert that any portion or
all of TCH's, Sifang Information's, or Tianci's existing or future ownership structure and businesses violate existing or
future Chinese laws, regulations or policies. It is also possible that the new laws or regulations governing the
telecommunication or Internet sectors in China that have been adopted or may be adopted in the future will prohibit or
restrict foreign investment in, or other aspects of, TCH's, Sifang Information's or Tianci's current or proposed
businesses and operations. In addition, these new laws and regulations may be retroactively applied. In any such case,
we could be required to restructure our operations, which could adversely affect our ability to operate our business
effectively or at all.

We depend on China Mobile and China Unicom for delivery of our value-added information services to mobile phone
users in China, and the termination or alteration of Sifang Information's and Tianci's various contracts with either of
them or their provincial or local affiliates could materially and adversely impact our business.

Our affiliated value-added mobile phone service providers, Sifang Information and Tianci, contract with the two
principal mobile phone operators in China, China Mobile and China Unicom, to offer our wireless value-added
information services to mobile phone users through these mobile phone operators, which service nearly all of China's
approximately 282 million mobile phone subscribers. Given their dominant market position, our affiliated value-added
mobile phone service providers' negotiating leverage with these operators is limited. If our affiliated value-added
mobile phone service providers' various contracts with either operator are terminated or adversely altered, it may be
impossible for our affiliated value-added mobile phone service providers to find appropriate replacement operators
with the requisite licenses and permits, infrastructure and customer base to offer our services, and our business would
be significantly impaired.
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Our value-added information services are provided to mobile phone users in China pursuant to contracts Sifang
Information and Tianci have with China Mobile and China Unicom and their provincial or local affiliates. Each of
these contracts is non-exclusive, and has a limited term (generally one year). Our affiliates usually renew these
contracts or enter into new ones when the prior contracts expire, but on occasion the renewal or new contract can be
delayed by periods of one month or more. The terms of these contracts vary, but the operators are generally entitled to
terminate them in advance for a variety of reasons or, in some cases, for no reason in their discretion. For example,
several of our affiliates' contracts with the mobile operators can generally be terminated if:

e our affiliate fails to achieve performance standards which are established by the applicable operator from time
to time,

e our affiliate breaches its obligations under the contracts, which include, in many cases, the obligation not to
deliver content that violates the operator's policies and applicable law,

e the operator receives high levels of customer complaints about our affiliate's services, or

e the operator sends written notice to our affiliate that it wishes to terminate the contract at the end of the
applicable notice period.

Our affiliates may also be compelled to alter their arrangements with these mobile operators in ways which adversely
affect our business. China Mobile and China Unicom have unilaterally changed their policies as applied to third-party
service providers in the past, and may do so again in the future. We may not be able to adequately respond to negative
developments in the contractual relationships between our affiliates and China Mobile or China Unicom in the future
because we do not have a contractual relationship with China Mobile or China Unicom.

Our business could be adversely affected if China Mobile or China Unicom or both begin providing their own
wireless value-added services.

Our wireless value-added information services business may be adversely affected if China Mobile or China Unicom
or both decide to begin providing their own wireless value-added services to mobile phone users. In that case, we
would face enhanced competition, and our services could be fully or partially denied access to their networks.

We depend in part on China Mobile and China Unicom to maintain accurate records and to continue to pay our
affiliated value-added wireless service providers.

We depend in part on China Mobile and China Unicom to maintain accurate records of the fees paid by mobile phone
users and to pay our affiliated value-added wireless service providers. Specifically, the mobile operators provide our
affiliates with monthly statements that do not provide itemized information regarding which of our services are being
paid for. Our business and results of operation could be adversely affected if these mobile phone companies
miscalculate the revenue generated from our services and our affiliates' portion of that revenue, or refuse to pay our
affiliates altogether.

Our revenues and cost of services are affected by billing and transmission failures which are often beyond our control.
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Our affiliates do not collect fees for our services owed to them by China Mobile and China Unicom in a number of
circumstances, including if:

e the delivery of our service to a customer is prevented because his or her phone is turned off for an extended
period of time, the customer's prepaid phone card has run out of value or the customer has ceased to be a
customer of the applicable operator,

¢ China Mobile or China Unicom experiences technical problems with their networks which prevent the
delivery of our services to the customer,

e we experience technical problems with our technology platform that prevent delivery of our services,

e our affiliates experience technical problems with their technology platforms that prevent delivery of our
services, or

¢ the customer refuses to pay for our service due to quality or other problems.

These situations are known in the industry as billing and transmission failures, and we do not recognize any revenue
for services which are characterized as billing and transmission failures. The failure rate can vary among the
operators, and by province, and also has fluctuated significantly in the past. If actual billing and transmission failures
exceed our estimates, our revenues could be materially adversely affected.

China Mobile and China Unicom may impose higher service or network fees on our affiliated value-added service
providers if we are unable to satisfy customer usage and other performance criteria.

Fees for our wireless value-added information services are charged on a monthly subscription or per use basis. Based
on our contractual arrangement and those of our wireless value-added service providers, we rely on China Mobile and
China Unicom to bill and collect fees for our services from mobile phone users.

China Mobile and China Unicom generally charge our affiliated value-added service providers service fees of 15%
and 30% of the revenues generated by their services, respectively. To the extent that the number of messages sent by
Sifang Information over China Mobile's network exceeds the number of messages their customers send to it, Sifang
Information must pay per message network fees, which decrease in several provinces as the volume of customer usage
of our services increases. The number of messages sent by Sifang Information will exceed those sent by end-users, for
example, if a user sends Sifang Information a single message to order a game but Sifang Information in turn must send
that user several messages to confirm his or her order and deliver the game itself. Tianci's service fees owed to China
Unicom could also rise if Tianci fails to meet certain customer usage, revenue and other performance criteria. We
cannot be certain that our affiliates will be able to continue to satisfy these criteria in the future or that the mobile
operators will keep the criteria at their current levels. Any increase in China Mobile's or China Unicom's network fees
and service charge