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This annual report contains forward-looking statements within the meaning of the federal securities laws. Theseinclude
statements about our expectations, beliefs, intentions or strategies for the future, which we indicate by words or phrases such as
“anticipate,” “expect,” “ intend,” “ plan,” “ will,” “ webdieve” “ the Company believes” “ management believes’ and Smilar
language. The forward-looking statements are based on our current expectations and are subject to certain risks, uncertainties
and assumptions, including those set forth in the discussion under “ Description of Business,” includingthe* Risk Factors’
described in that section, and “Management’s Discussion and Analysis or Plan of Operation.” Our actual results may differ
materially from results anticipated in these forward-looking statements. We base our forward-looking statements on

information currently available to us, and we assume no obligation to update them.
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PART |
Item 1. Description of Business.

Overview

The Company was incorporated in the state of Delaware on April 8, 1987. Prior to July 27, 2000, the Company was engaged
principally in the manufacturing of collectible-quality die-cast replicas of cars, trucks, buses, marine products and other items
and was named Creative Master International, Inc. PacificNet.com or Pacific Gateway was founded as an operation of Talent
Information Management LLC in Minneapolisin 1994 by Tony Tong, Victor Tong, and former Andersen Consulting
colleagues. 1n 1999, PacificNet.com LLC was registeredin Minneapolis USA and later that year PacificNet Limited was
formed in Hong Kong as awholly owned subsidiary of PacificNet.com LLC. On July 27, 2000, in exchange for all the
ownership interestsin PacificNet.com LLC, Creative Master International, Inc. issued 7,166,667 shares of its Common Stock
to the owners of PacificNet.com LLC, which represented in excess of 80% of the total number of the Company’s shares
outstanding immediately following the acquisition. In connection with the acquisition of PacificNet.com LLC, the Company’s
name was changed to “ PacificNet.com, Inc.” in order to reflect the primary business focus of the Company following the
acquisition. On March 25, 2002, the shareholders of the Company approved to change the company’s namefrom
“PacificNet.com, Inc.” to “ PacificNet Inc.” Additional information on the acquisition of PacificNet.com LLC, disposition of
the die-cast replica business and the Company’s recently completed private placement with Sino Mart Management Limited
are discussed below under “* CHANGE IN CONTROL OF THE COMPANY” .

PacificNet Inc. (referred to herein as“ PacificNet” or the* Company” ) isaleading provider of system integration, network
communications, and Information Technology (“ IT” ) solutionsin Asa. The Company also engages in telecommunication,
performs voice and data network communications and val ue-added telecommunication products and services. The Company’s
business strategy isto take aleading roleinto rapidly expanding business sector, namely the I T solution provision and network
communication businesses, in Asian and greater PRC region. The business of PacificNet can be classified into three main
operating units:

- PacificNet Solutions Ltd. (referred to herein as* PacSo” ) - 1T solution and system integration PacSo isasubsidiary of
PacificNet that specializes in system integration, software application, and e-business solution servicesin Hong Kong and
Greater China. The scope of product and services include smart card solutions, web based front-end applications and web
based connection to backend enterprise planning systems.

- PacificNet Communications Ltd. (referred to herein as“ PaoComnt’ ) - Value Added Telecom Services. PacCommisa
subsidiary of PacificNet that provides voice and data network communication. The Company executes its business
strategy through engaging in awide variety of telecommunication solutionsincluding international simpleresell, retail
IDD services, mobile virtual network operations, valued added mobile communication services, voice over internet
protocol (VOIP), unified messaging service (UMS), short messaging service (SMS) and telecommunication related
software.

- PacificNet Limited - Distribution and resell of telecommunication, networking and computer equipment. In conjunction
with the Company’s business of providing telecommunication services, PacificNet is also engaged in telecommunication
product distributions, which includes resale of PABX telephone systems, basic switches and router equipments and mobile
phone accessories targeting for retail customers.

Changein Control of the Company

Fiscal Year 2000 - Acquisition of PacificNet.com LLC. Asdescribed on the Current Report on Form 8-K filed on August 11,
2000, on July 27, 2000, in exchange for al the ownership interestsin PacificNet.com LLC (* PLLC" ), the Company (formerly
Creative Master International, Inc.) issued 7,166,667 shares of its Common Stock to the owners of PLLC. This transaction was
accounted for as a purchase and treated as areverse merger transaction since the former owners of PLLC controlled over 80%
of thetotal shares of Common Stock of the Company outstanding immediately following the acquisition on July 27, 2000. The
sharesissued by the Company in connection with the PLL C are not registered under the Securities Act of 1933 and are subject
to restrictions on transferability for aperiod of one year from the date of issuance.

PLLC was organized under Minnesotalaw as alimited liability company in July 1999. The historical financial statements prior
to the reverse merger transaction have been restated to be those of the accounting acquirer (PLLC). Historical stockholders
equity prior to the reverse merger has been retroactively restated (arecapitalization) for the equivalent number
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of sharesreceived in the merger after giving effect to any difference in par value of theissuer’s and acquirer’s stock with an
offset to paid-in-capital .

Fiscal Year 2000 - Disposition of Creative Master Business. As described on the Current Report on Form 8-K filed on
October 17, 2000, in September 2000 the Company’s Board of Directors approved a plan to dispose of its die-cast replica
manufacturing business (“the Creative Master business” ). On October 2, 2000, the Company sold the Creative Master
business to a management group led by Mr. Carl Tong, former Chief Executive Officer of Creative Master International,

Inc. The Creative Master business was acquired as part of areverse merger transaction that was completed on July 27,
2000. As consideration for this business, the management group i) returned 895,765 shares of common stock with a quoted
market value of approximately $4.9 million, ii) assumed all indebtedness and obligations of the Company related to the
Creative Master business and iii) relinquished any claim with respect to an intercompany balance of $1.5 million payable by
the Company to Creative Master.

The 895,765 shares of common stock returned to the Company are held as treasury stock at December 31, 2000, and

represented a 10.14% reduction in the total number of shares outstanding. The net assets and results of operations for the
Creative Master business are reflected as a discontinued operation in the accompanying financial statementslocated in Part 11,
Item 7 of thisannual report. The discussionsin this annual report are based on the Company’s current business and operations.

Fiscal Year 2002 — Private Placement Transaction with Sino Mart Management Limited. As described on the Current Report
on Form 8-K filed on March 28, 2002, at the March 25, 2002 special stockholder meeting, the stockholders of the Company
approved an issuance of 12,000,000 shares of the Company’s common stock and awarrant to purchase up to 3,000,000
additional shares of the Company’s common stock (“Warrant” ) in aprivate placement of the Company’s common stock with
Sino Mart Management Ltd., aHong Kong domiciled private business development company (“ Sino Mat” ).

In accordance with the terms and provisions of the December 9, 2001 subscription agreement, as amended (“ Subscription
Agreement” ), by and between the Company and Sino Mart, the Company agreed to offer, to sell and to issueto Sino Mart, ina
private placement in reliance upon the exemption from registration under Section 4(2) and/or of Rule 506 of Regulation D

under the Securities Act of 1933, as amended, 12,000,000 common stock shares in consideration for $3,480,000, (or $0.29 per
share), representing 56.9% of the number of shares of the Cormpany’s common stock outstanding after the private placement.
However, upon the Company’s issuance of the Warrant, Sino Mart may be deemed the beneficial owner of 15,000,000 shares
of common stock of the company under the rules of attribution of beneficial ownership provided in Rule 13d-3 under the
Securities Exchange Act of 1934, as amended, or of approximately 62% of the number of shares of the Company’s common
stock outstanding after the private placement, on afully-diluted basis, making Sino Mart the largest shareholder of the
Company and resulting in a change of control of the registrant.

The Company sought stockholder approval of the Sino Mart stock issuance in compliance with National Association of
Securities Dedlers, Inc. Marketplace Rules 4350(i)(1)(B) and 4350(i)(1)(D) (* NASD Rules’ ). NASD Rules provide that an
issuer whose securities are listed on The Nasdaq Stock Market (* Nasdag” ), must seek approval of its stockholders, when, in
connection with atransaction not involving a public offering, (1) the issuance or potential issuance of its common stock will
result in achange of control of theissuer, or (2) the issuer issues common stock in excess of 20% of its common stock
outstanding prior to the issuance, respectively. A failure to obtain stockholder approval may be deemed aviolation of the
Nasdaq corporate governance listing criteria, which, in turn, may result in de-listing of the issuer’s common stock shares from
Nasdag.

Under the terms of the Subscription Agreement, the Company agreed to prepare and to file aregistration statement covering
the common stock shares issuable to Sino Mart. The Company also agreed, as a condition to closing of the Subscription
Agreement, upon closing, to pass aresolution to approve three (3) directors nominated by Sino Mart. As of the date of this
filing, Sino Mart has not nominated any directors to the board of directors of the Company. Sino Mart also reserved aright not
to closeitsinvestment in the Company in the event that at the time of closing the Company is not in full compliance with The
Nasdaq National Market (“ National Market” ) continued listing criteriaor has not filed with the Securities and Exchange
Commission (* SEC” ) the registration statement. In accordance with the January 29, 2002, Nasdag Listing Qualifications
Panel’s (“ Panel” ) exception to the continued listing criteria, issued following the December 13, 2001 hearing held before the
Panel, the listing of the Company’s securities has been transferred from the National Market to the Nasdaq SmallCap Market

(“ SmallCap Market” ) effective as of January 30, 2002. Sino Mart agreed to revise certain existing terms of and to add certain
new terms to the Subscription Agreement in consideration for its waiving the right not to closeitsinvestment in the Company.
Therevised terms, inter alia, required that (1) the Company maintain the listing of its securities on the SmallCap Market, and
(2) the entire subscription amount under the Subscription Agreement be due and payable within seven (7) days of the receipt of
the stockholder approval, but be fully refunded to Sino Mart in the event that, on or before April 30, 2002, the Company is not
in full compliance with (i) the terms and conditions of the Panel’s exception and (ii) with the SmallCap Market listing criteria
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On March 27, 2002, the Company closed the Sino Mart private placement transaction and confirmed receipt of the $3,480,000
subscription amount from Sino Mart in cash. Subsequent to the closing of the Sino Mart private placement transaction, the
Company filed a Current Report on Form 8-K dated March 28, 2002, disclosing the change in control transaction with Sino
Mart. Also, in compliance with the terms and conditions of the Panel’s exception, the Company included, on a pro formabasis,
the evidence of the Company’s compliance with the SmallCap Market net tangible/stockholders’ equity continued listing
requirement. The Company’s pro forma balance sheet presentation reflecting the Sino Mart private placement transaction did
not include all disdosures required by generally accepted accounting principles and was provided solely to demonstrate the
Company’s compliance with the second and last prong of the Panel’s exception.

Theforegoing isasummary description of the terms of the Sino Mart private placement transaction and related documents
there under and by its natureisincomplete. It is qualified in the entirety by the text of the Subscription Agreement and the
Amendment to the Subscription Agreement, which werefiled as exhibits to the Current Report on Form 8-K filed as of March
28, 2002 and which are incorporated by reference.

Principal Customers

The Company’s customers for its products and services are located in Hong Kong, mainland China and other regions of
Asia. For the year ended December 31, 2001, the Company’s major customers included Chinachem Group, Sony, Swire
Travel Ltd, HKNet Co. Ltd., and Chevalier (HK) Ltd. These customers accounted for approximately 71% of the Company’s
services revenue and 6% of total revenue for the year ended December 31, 2001. Although the Company does not have any
long-term agreements with any of itsclients, it believes that its relationships with its customers are excellent. A brief
description of these customers follows:

ChinaChem Group - ChinaChem Group is one of the largest privately held property developerslocated in Hong Kong and
includes ChinaChem Entertainment Ltd, one of the largest privately held entertainment companies in Hong Kong having
businessin cinema, game center and karaoke.

Sony (So-net) - So-net, Hong Kong, awholly-owned subsidiary of Sony Corporation of Hong Kong Limited, was granted a

sub-license from Sony Communication Network Corporation (SCN) to create a broadband service under the So-net

brand. Sinceits establishment 1996, So-net has become the third largest | SP provider in Japan with a subscriber base of 1.7

million. In keeping with the company’s vision and expansion programs, So-net HK was launched in July 2001as Sony’s first
internet venture outside of Japan, providing high quality, technologically advanced residential broadband services with the
same commitment which has brought the company so much success in Japan.

Swire Travel - A travel management company with over half a century of experience servicing in Hong Kong’s most elite
companies. Swire Travel’s main expertise is the management of corporate travel, in which awide range of servicesis
available to meet the needs of its business clients.

Chevalier — Chevalier is engaged in the marketing, installation and maintenance of lifts, escalators, air-conditioning system,
electrical and mechanical system, power equipment and industrial equipment, environmental engineering; supply and
installation of building materials and equipment, sale, servicing and leasing of automobiles, property development and
investment; awide range of voice and data communication equipment and services, system integrated I T solutions; sale and
servicing of business machines and household products.

HKNet Co. Ltd. — HKNet provides acomprehensive array of services, including I P connectivity such as broadband and
leased lines, Internet data center and —e-Business consultancy service. HKNet isajoint venture between Japanese telecom
giant NTT Communications Corporation and the Hong Kong listed CCT Telecom Holdings Ltd.

Services
The Company provides consulting services to engage in e-business and e-commerce that are summarized asfollows:
Consulting Services. The Company consults with its customers to establish online e-business environments. Consulting

servicesinclude the identification of specific content nature, user-friendly interface, overall web theme and design, target user
groups, web advertising and integrated online solutions.

Environment Design Services. Customers may have special requirements tailoring the website to present a certain theme, look-
and-feel, or to target specific industries or market. Coupling with the skills of our artistic designers and multimedia
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technical experts, the Company delivers creative and innovative resultsin visual layout, interactive graphics, video and audio
clips. The Company also offers web domain registration services where customers can choose from awide variety of templates
and themes, then fill in the blanks for company profile, contact details, products and services information.

Project Management and Implementation Services. PacificNet provides project management and general information
technology (IT) consulting servicesto its customers. PacificNet has developed and uses a structured project management and
implementation methodology for customer projects. Our technical team provides consulting servicesin the following areas:

* Requirements Analysis (Hardware and system network infrastructure, Database systems and applications, Security
and Disaster recovery, Capacity Planning and Risk Management)

«  Software Programming (Conceptual designs, Functional designs, Customization requirements and Database
programming)

e IT Procurement and Installation

¢ Unitand System Testing

eMer chant2000™

Previously, the Company has developed a suite of proprietary e-Commerce software applications under the brand name
eMerchant2000™. It has been offering I T consulting services supporting the implementation of its applications as well as
general IT integration services. Currently, the Company does not engage in active marketing and licensing of its proprietary
technol ogies such aseMerchant2000™. However, it uses this technology as ameans to sell consulting services. The
Company’s business strategy is to offer Asian businesses complete e-business solutions, including front-end services such as
Website design, hosting, product database devel opment and management, and shopping cart applications, as well as back-end
services such as order processing and transaction payment processing. In addition, the Company has been engaged to develop
e-business and e-commerce solutions for certain strategic partners and certain major Asian companies. The Company
executes its business strategy through a consulting network comprised of employees, contractors and affiliated organizations.

eMerchant2000™ was designed to allow enterprises to establish e-commerce environments with minimal effort. Major
featuresinclude:

. Company Profile— allows a merchant to publish the company profile, contact details for the benefit of its potential
and current members. 1t also allows merchant to disseminate news and events relating to the shop, such as promotion
campaigns and exhibitions.

. Shop — contains a Product Catalogue showcasing items on sale, displaying product details, availability and
images. Shopping Cart facilitates the consolidation of products selected from the catal ogue, cal culates the transaction
amount, with any necessary transportation charges or duty and payment information required to complete the
transaction.

. Members Zone — provides an interface for Internet users to sign-up as members. The membership database can be
used for future newsletter and promotional mailings.

»  Site Administration— allows the site administrator and other authorized users to manage the entire operation of the
site. Since thisis aweb-based utility, it provides an easy and mobile way of managing customers orders and
shipment, payments, product catal ogue information and updates, customers/members and supplier details. This
function also provides useful analysis and management reports.

¢ Forum — alows merchant to set-up a platform, where members of the site can participate by expressing their views
and viewing opinions of others, on avariety of topics. Theaim isto facilitate the discussion related to the merchant’s
business, product and services, providing valuable information and feedbacks.

e Auction — provides merchants a platform for members to conduct electronic forward auctions and to monitor the
auctions. Thishowever, does not get involved in the settlement of payment or delivery of the auctioned items.

e Chat Room — provides asite’s members to form an exclusive, virtual community, and thereby stimulate interaction
between people with at |east one thing in common: They are all members of the same site.

Salesand Marketing

The Company historically has not engaged in any significant marketing activities and has relied primarily on its reputation for
quality and efficiency among its customers and leveraging its strategic investors to obtain new business. For PacSo, thereisa
growing effort to secure new clients through saes and marketing activities. It is believed the customer base will be extended,
for both new and referral customers.
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Backlog

For PacSo, consulting services related to the development of I T and business solutions normally has aservice
delivery duration ranged from three to six months. As of December 31, 2001, the backlog of service render for PacSo to its
customers was approximately $1,326,000 and consisted primarily of services revenues to be earned on in-progress projects.

There was no significant backlog of servicesto render to customers for PacComm and PacificNet Limited as of December 31,
2001

Facilities
The Company and its consolidated subsidiaries maintain the following facilities:

* Hong Kong — Corporate headquarters and devel opment center located at 43" Floor, China Online Centre, 333
L ockhart Road, Hong Kong. Substantially all of the Company’s activities are operated from thislocation.

* United States— Corporate office located in an office facility at 860 Blue Gentian Road, Suite 360, Eagan, Minnesota
55121

*  ShenZhen China— Room 310, West 2/F., Saige and Technology Industry District Huagiang North Road, Shenzhen
China

* Malaysia— Lot 10383, Jalan Sungai Jati, 41000 Klang, Selangor Darul Ehsan, Malaysia

Competition

For PacSo, the competition for I T system integration and consulting servicesisrelieved compared to the previousyear. A
number of competitors have discontinued their operations and the Company expects that competition to further lessen. PacSo
believes that the market will become steady and expects continued business growth. Competitors include resellers of IBM and
Sun MicroSystems products based in Hong Kong.

For PacComm, the market competition is not especially intense although competition does exist in the Hong Kong and the
PRC market. Market demand stabilized during fiscal 2001 and continued business growth is expected. However, PacComm
provides value added services, which is at the high end of the telecommunication business spectrum and therefore the
competition is not as intense.

Gover nment Regulation

The Company is not engaged in aregulated industry. However, our activitiesin order to expand our business into mainland
Chinawill require business licenses. Thisrequires areview and approval of our activities by various national and local
agencies of Chinese government. There can be no assurance that the Chinese government will continue to approve of our
activities or grant or renew our licenses.

Employees

Asof December 31, 2001, the Company and its subsidiaries had 32 employees and contractors. The Company has not
experienced any labor stoppages. Historically, the Company has had no difficulty in hiring additional employees, and it
anticipates that it will be able to hire additional employeesin the future as needed in connection with the economic recovery
and the growth of its business. None of the Company’s employees are covered by collective bargai ning agreements.

Resear ch and Development

The Company incurred $54,000 in technol ogy research and devel opment costs during 2001 to enhance its existing proprietary
technology and integrate additional technology products from other strategic partners and vendors. The Company has recently
increased its devel opment efforts with respect to certain proprietary products, and islikely to incur future research and
development costsin connection with these efforts.

Risk Factors

In addition to the other information in this annual report, the following factors should be considered carefully in evaluating the
Company'’s business and prospects. THE FOLLOWING MATTERS, AMONG OTHERS, MAY HAVE A MATERIAL
ADVERSE EFFECT ON THE BUSINESS, FINANCIAL CONDITION, LIQUIDITY, RESULTS OF OPERATIONS OR
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PROSPECTS, FINANCIAL OR OTHERWISE, OF THE COMPANY. REFERENCE TO THIS CAUTIONARY
STATEMENT IN THE CONTEXT OF A FORWARD-LOOKING STATEMENT OR STATEMENTS SHALL BE DEEMED
TOBEA STATEMENT THAT ANY ONE OR MORE OF THE FOLLOWING FACTORSMAY CAUSE ACTUAL
RESULTSTO DIFFER MATERIALLY FROM THOSE IN SUCH FORWARD-LOOKING STATEMENT OR
STATEMENTS.

PacificNet hasa Limited Operating History. PacificNet has only alimited operating history on which investors can base
evaluations of its business and prospects. In addition, its prospects must be considered in light of the risks and uncertainties
inherent in and traditionally encountered by companiesin an early stage of development in new and rapidly evolving markets.
PacificNet was founded and commenced operationsin July 1999. For the years ended December 31, 2001 and December 31,
2000 and from inception through December 31, 1999, revenues were $5,792,000, $4,699,000 and $49,000,

respectively. There can be no assurance that revenues will continue to grow during 2002 or thereafter. Since inception, the
Company hasincurred losses aggregating $25,051,000. PacificNet may never be profitable or, if it becomes profitable, it may
be unable to sustain profitability. Itslimited operating history makes predicting future operating results, including operating
expenses, very difficult. In order to increase revenue and achieve profitability, the Company must continue to improvein all
aspects of its businesses. On the system integration and I T consulting side, PacSo must, among other things:

e continue development and refinement of its solutions;

¢ develop and maintain awareness of its brands;

e attract, integrate, motivate and retain qualified personnel;

e continueto build financial and operational infrastructure; and
«  offer high quality customer service and support.

The ability to increase revenue and achieve profitability also depends on a number of factors outside PacificNet's control,
including the extent to which:

« strategic alliance and other marketing partners dedicate resources or otherwise give priority to promoting
PacificNet’s products and services; and
« PacificNet maintains access to significant amounts of capital. Many of these risks are separately discussed below.

Our Quarterly Operating Results Are Volatile and Difficult to Predict. Our quarterly operating results have varied in the past
and will likely vary in the future due to the project to project nature of the business of PacSo. We believe that period-to-period
results of the operations may become more steady in the future as the maintenance portion of PacSo services revenue increases.

The Continuing Economic Slowdown, Particularly in I nformation Technology Spending, Will Adversely | mpact Our
Business. Our business has been adversely impacted by the economic slowdown, particularly the declinein information

technology spending. We expect the economic slowdown to continue to adversely impact our PacSo and PacComm businesses.

Any Future Acquisitions May Dilute Our Equity and Adversely Effect Our Financial Position. Any future acquisitionin
which the consideration consists of stock or other securities may significantly dilute our equity.

Any Future Acquisitions Will Be Subject to a Number of Risks. Any future acquisitions will be, subject to a number of risks,
including:

« thediversion of management time and resources;

» thedifficulty of assimilating the operations and personnel of the acquired companies;

» the potential disruption of our ongoing businesses;

» thedifficulty of incorporating acquired technology and rightsinto our products and services;

e unanticipated expenses related to technology integration;

« difficultiesin maintaining uniform standards, controls, procedures and policies;

« theimpairment of relationships with employees and customers as aresult of any integration of new management

personnel; and
e potential unknown liabilities associated with acquired businesses.

Our Stock PricelsHighly Volatile. Our stock price has fluctuated dramatically. Thereisasignificant risk

8
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that the market price of the common stock will decrease in the future in response to any of the following factors, some of
which are beyond our control:
e variationsin our quarterly operating results;
e announcements that our revenue or income are below analysts' expectations;
¢ general economic slowdowns;
»  changesin market valuations of similar companies;
» salesof large blocks of our common stock;
e announcements by us or our competitors of significant contracts, acquisitions, strategic partnerships, joint ventures
or capital commitments;
e fluctuationsin stock market prices and volumes, which are particularly common among highly volatile securities of
internationally based companies

PacificNet's Current Marketing Alliances May Not Generate the Expected Number of New Consulting Services
Customers. The Company relies primarily on relationships established by its executive management and business unit leaders
for the generation of new consulting services customers. Significant relationships that have been established include
ChinaChem and Chevalier. If PacificNet isunable to successfully maintain existing and generate new consulting services
customers in a cost-effective manner, PacificNet’s business, financial condition and operating results could be materially
adversely affected.

There Are Substantial Risks Associated With PacificNet’s Asian Operations. Establishment and expansion of international
operations has required significant management attention and resources since the founding of PacificNet. All of PacificNet's
current and anticipated future revenues are or are expected to be derived from Asia. PacificNet's international operations are
subject to additional risks, including the following, which, if not planned and managed properly, could materially adversely
affect PacificNet's business, financial condition and operating results:

« language barriers and other difficultiesin staffing and managing foreign operations;

* legal uncertainties or unanticipated changes regarding regul atory requirements, liability, export and import
restrictions, tariffs and other trade barriers;

» longer customer payment cycles and greater difficultiesin collecting accounts receivable;

e uncertainties of laws and enforcement relating to the protection of intellectual property;

¢ seasonal reductionsin business activity; and

e potentially uncertain or adverse tax conseguences.

In addition, changes in the political and overall economic conditions of the Asian region, which are outside the control of
management, could have a material adverse effect on PacificNet’s business, operating results and financial condition.
PacificNet has historically conducted transactions with customers outside the U.S. in U.S. dollars. Payroll and other costs of
foreign operations are payable in foreign currencies, primarily Hong Kong dollars and Chinese Renminbi. To the extent future
revenue is denominated in foreign currencies, PacificNet would be subject to increased risks relating toforeign currency
exchange rate fluctuations that could have a material adverse affect on its business, financial condition and operating results.
To date, PacificNet has not engaged in any hedging transactionsin connection with itsinternational operations.

The Company May Require Additional Capital. Sinceinception, PacificNet’s investments and operating |osses have been
financed through sales of common stock interests. PacificNet currently has available bank lines of credit equal to 100% of the
amount of unrestricted cash. As of December 31, 2001, the Company had $1,344,000 of cash. Subsequent to December 31,
2001, the Company completed two separate private placements with accredited investors aggregating $4,000,000 in cash. In
the future, PacificNet may need to raise additional funds through public or private financing. However, additional financing, if
needed, may not be available on attractive terms, or at all. Theinability to raise capital when needed could have a material
adverse effect on PacificNet's business, financial condition and operating results.

Internal Palitical R