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SPECIAL CAUTIONARY NOTICE REGARDING FORWARD-LOOKING STATEMENTS

Certain matters discussed in this report may constitute forward-looking statements for purposes of the Securities Act
of 1933, as amended (the “Securities Act”), and the Securities Exchange Act of 1934, as amended (the “Exchange Act”),
and involve known and unknown risks, uncertainties and other factors that may cause our actual results, performance
or achievements to be materially different from the future results, performance or achievements expressed or implied
by such forward-looking statements. The words “expect,” “anticipate,” “intend,” “plan,” “believe,” “seek,” “estimate,” and similar
expressions are intended to identify such forward-looking statements. Our actual results may differ materially from
the results anticipated in these forward-looking statements due to a variety of factors, including, without limitation,
those discussed under “Item 3 - Key Information-Risk Factors,” “Item 4 - Information on the Company,” “Item 5 -
Operating and Financial Review and Prospects,” and elsewhere in this report, as well as factors which may be
identified from time to time in our other filings with the Securities and Exchange Commission (the “SEC”) or in the
documents where such forward-looking statements appear. All written or oral forward-looking statements attributable
to us are expressly qualified in their entirety by these cautionary statements.

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

PART I

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

Item 1. Identity of Directors, Senior Management and Advisers

Not applicable.

Item 2. Offer Statistics and Expected Timetable

Not applicable.

1
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Item 3. Key Information

A. Selected Financial Data

RMB USD
For the Year

Ended
For the Year Ended December 31, December 31,

2003 2004 2005 2006 2007 2007
(Unaudited)

Total Revenues ¥  28,453,099 ¥ 34,703,297 ¥ 39,244,001 ¥ 47,843,530 ¥ 84,070,361 $ 11,525,013
Profit (Loss) From
Operations (1,165,482) 5,197,762 5,843,028 7,976,967 6,942,516 951,734
Earnings (Loss) Per
Ordinary Share (1.26) 5.64 4.73 4.72 2.58 0.35
Net Income (Loss) (1,529,859) 4,525,190 5,470,263 8,104,726 (27,480,747) (3,767,273)
Basic Earnings
(Loss) Per Share (1.66) 4.91 4.43 4.80 (10.23) (1.40)
Diluted Earnings
(Loss) Per Share (1.66) 2.90 3.50 4.43 (10.23) (1.40)

RMB USD

As of December 31,
As of December

31, 
2003 2004 2005 2006 2007 2007

(Unaudited)
Total Assets ¥ 34,746,298 ¥ 25,893,808 ¥ 31,657,674 ¥ 83,025,047 ¥ 208,313,747 28,557,254
Total Current
Liabilities (35,705,675) (21,981,899) (19,565,356) (18,476,058) (60,484,349) (8,291,661)
Long-term
Liabilities (30,583,993) (30,583,993) — — (22,154,431) (3,037,100)
Net Assets (31,543,370) (26,672,084) 12,092,318 64,548,989 64,548,989 8,271,163

Ordinary Shares 576,817 576,817 938,550 1,647,781 1,811,589 248,347
Dividends
Declared Per
Share - - - - - -

Exchange Rate Information

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

2
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Unless otherwise noted, all translations from RMB to U.S. dollars and from U.S. dollars to RMB in this annual
financial report were made at a rate of RMB7.2946 to US$1.00, the noon buying rate in effect as of December 31,
2007. We make no representation that any RMB or U.S. dollar amounts could have been, or could be, converted into
U.S. dollars or RMB, as the case may be, at any particular rate, or at all. The government of the People’s Republic of
China (the “PRC”) imposes control over its foreign currency reserves in part through direct regulation of the conversion
of RMB into foreign exchange and through restrictions on foreign trade. The Company does not currently engage in
currency hedging transactions. The following table sets forth information concerning exchange rates between the
RMB and the U.S. dollar for the periods indicated.

Noon Buying Rate
Period Period-End Average (1) Low High

(RMB per US Dollar)
20032003 8.2767 8.2772 8.2800 8.2765
20042004 8.2765 8.2768 8.2771 8.2765
20052005 8.0702 8.1940 8.0702 8.2765
2006 7.8041 7.9723 7.8041 8.0702
2007 7.2946 7.6072 7.2946 7.8127
December 7.2946 7.3682 7.2946 7.4120
2008
January 7.1818 7.2405 7.1818 7.2946
February 7.1115 7.1644 7.1100 7.1973
March 7.0120 7.0722 7.0105 7.1110
April 6.9870 6.9997 6.9840 7.0185
May 6.9400 6.9725 6.9377 7.0000
June (through June 27) 6.8618 6.9013 6.8618 6.9633

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

B. Capitalization and Indebtedness

Not applicable.

C. Reasons for the Offer and Use of Proceeds

Not applicable.

D. Risk Factors

You should carefully consider all of the information in this Annual Report and, in particular, the risks outlined below.

3
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Our customers are Chinese companies engaged in retail, distribution and logistics industries, and, consequently,
our financial performance is dependent upon the economic conditions of these industries.

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

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

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

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

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

4
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We are heavily dependent upon the services of technical and managerial personnel who develop and implement
our supply chain management software, and we may have to actively compete for their services.

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

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

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

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

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

5
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The market for supply chain management software is intensely competitive.

We believe the principal competitive factors in our markets are:

· product quality;
· reliability;

· performance;
· price;

· vendor and product reputation;
· financial stability;

· features and functions;
· ease of use; and

· quality of support.

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

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

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

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

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

· Adam Yan, our Chairman and Chief Executive Officer;
· Deliang Tong, our Chief Operating Officer;

· Qicheng Yang, our Technology Officer;
· Hongjun Zou, our Chief Innovation Officer;
· Ping Yu, our Chief Financial Officer; and
· Tony Zhao, our Chief Strategy Officer.

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

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

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

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

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

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

We may not pay dividends.

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

A slowdown in the Chinese economy may slow down our growth and profitability.

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

· China’s economy grew by 11.4% in 2007, the fastest pace in 11 years
· in the last decade, the number of supermarkets in China increased from zero to more than 60,000;
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· retail sales in China increased 10.2% in 2004;
· industrial growth in China increased 16.7% in 2004;

·enterprise software revenues for all industry participants generated from Chinese wholesale and retail customers
increased 32.5% from $22.52 million in 2002 to $27.16 million in 2003; and

·enterprise software revenues for all industry participants generated from Chinese manufacturing customers increased
15.9% from $140.3 million in 2002 to $162.5 million in 2003.

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

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

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

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

Based upon the nature of our business activities, we may be classified as a passive foreign investment company
(“PFIC”) by the U.S. Internal Revenue Service (“IRS”) for U.S. federal income tax purposes. Such characterization could
result in adverse U.S. tax consequences to you if you are a U.S. investor. For example, if we are a PFIC, a U.S.
investor will become subject to burdensome reporting requirements. The determination of whether or not we are a
PFIC is made on an annual basis and will depend on the composition of our income and assets from time to time.
Specifically, we will be classified as a PFIC for U.S. tax purposes if either:

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

The calculation of the value of our assets is based, in part, on the then market value of our ordinary shares, which is
subject to change. In addition, the composition of our income and assets will be affected by how, and how quickly, we
spend the cash we raise in our contemplated initial public offering, if any. We cannot assure you that we will not be a
PFIC for any taxable year.
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Any recurrence of severe acute respiratory syndrome, or SARS, pandemic avian influenza or another widespread
public health problem, could adversely affect the Chinese economy as a whole and our ability to profitably develop
and install our software products.

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

· quarantines or closures of some or our offices which would severely disrupt our operations;
· the sickness or death of our key officers and employees; and

· a general slowdown in the Chinese economy.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

The economy of China has historically been a planned economy subject to governmental plans and quotas and has, in
certain aspects, been transitioning to a more market-oriented economy. Although we believe that the economic reform
and the macroeconomic measures adopted by the Chinese government have had a positive effect on the economic
development of China, we cannot predict the future direction of these economic reforms or the effects these measures
may have on our business, financial position or results of operations. In addition, the Chinese economy differs from
the economies of most countries belonging to the Organization for Economic Cooperation and Development (“OECD”).
These differences include:

· economic structure;
· level of government involvement in the economy;

· level of development;
· level of capital reinvestment;
· control of foreign exchange;

· methods of allocating resources; and
· balance of payments position.

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

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

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

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

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

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

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

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

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

Item 4. Information on the Company

A.       History and Development of the Company

eFuture (Beijing) Royalstone Information Technology Inc.

eFuture (Beijing) Tornado Information Technology Inc. (“eFuture Tornado”) was established as a domestic Chinese
company in April 2000 with total share capital of RMB500,000, of which Hainan Future Computer Company Limited
(“Hainan Future”) contributed RMB400,000 (80%) and Dafu Zou contributed 100,000 (20%). In July 2000, Mr. Zou
transferred his shares to Johnson Li, our Vice President for RMB100,000. In July 2000, eFuture Tornado was
reorganized and its capital was increased to RMB5,000,000. In connection with the recapitalization, Hainan Future
increased its investment in eFuture Tornado to RMB4,000,000, and Mr. Li increased his investment to
RMB1,000,000. Since its inception in January 2000, eFuture Tornado has developed and integrated software for
China’s supply chain front market.
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On Feb 27, 2007, eFuture Tornado’s capital was increased to RMB17,805,680 or $2,300,000; and on August 28, 2007
eFuture Tornado was renamed “eFuture (Beijing) Royalstone Information Technology Inc.” (together with eFuture
Tornado, “eFuture Beijing”).

eFuture Information Technology Inc.

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

Our Holding Company Structure

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

Hainan Future Computer Company Limited

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

Following the sale of its software to eFuture Beijing in 2000, Hainan Future’s operations were limited to the
completion of existing contracts and the collection of existing accounts receivable. Consequently, its operations
reduced dramatically. In May 2005, Mr. Yan transferred all of his shares in Hainan Future to Xuejun Zhang for
¥225,000 and Mr. Yang transferred all of his shares in Hainan Future to Ling Zhang for ¥75,000. Xuejun Zhang
serves as the manager of our administration department. Ling Zhang serves as an employee in our accounting and
finance department. While not executive officers, these individuals are senior employees who actively participate in
our day-to-day operations. Noting the limited number of employees in our company, they may possess the potential to
influence our executive officers, and, thereby, our business and its operations.

16

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

22



While these transactions were not among independent parties and, arguably, not at arm’s length as a result of the
employer-employee relationship between the parties, the parties to the transaction actively negotiated the purchase
price of the shares sold. At the time of the transaction, Hainan Future was essentially dormant. The aggregate
consideration paid by Messrs. Zhang of ¥300,000 was equal to the book value of Hainan Future’s assets at the time of
the transaction as determined by the then shareholders of Hainan Future in good faith. The parties to the transactions
did not consider alternative payment structures.

As of December 31, 2001, we had advanced ¥3,195,956 to Hainan Future. The balance arose as the result of payments
to suppliers on behalf of Hainan Future, cash advances to Hainan Future, Hainan Future’s collection of cash receipts
from our customers, and the sale of an investment in a company to Hainan Future, less the collection of cash receipts
from Hainan Future’s customers, less Hainan Future’s payments to suppliers on our behalf, less the cost of software
purchased from Hainan Future and less the purchase of two real estate parcels from Hainan Future. The value of the
real estate parcels and the services we provided to Hainan Future was determined in good faith by our executive
officers and our Board of Directors. Hainan Future has had no operations or employees since December 31, 2001. As
a result, we made payments to, provided services to and collected cash receipts from Hainan Future’s customers during
the years ended December 31, 2003, 2004 and 2005. Those transactions along with the resulting balances receivable
from Hainan Future were as follows:

U.S. Dollars
For the Year Ended

For the Years Ended December 31, December 31,

2003 2004 2005
2005

(Unaudited)
Balance at Beginning of Period ¥ 4,297,387 ¥ 4,018,687 ¥ 2,673,294 $ 331,255
Payments of (refunds from) Hainan
suppliers 23,500 155,307 (146,699) (18,178)
Services provided to Hainan 1,000,000 — — —
Offset receivable from Hainan against
payable to Hainan — — (2,526,595) (313,077)
Collection of cash receipts from Hainan’s
customers (744,800) (1,500,700) — —

Balance at End of Period ¥ 4,018,687 ¥ 2,673,294 ¥ —$ —

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

General

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

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

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

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

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

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

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

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

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

· An average of 90% of a Chinese manufacturer’s time is spent on logistics, with just 10% on manufacturing.
· Many commodities in China cost 40% to 50% more to transport than they would in the United States.

· Transportation and warehousing costs in China equal 30% to 40% of the total cost of goods sold.
·Logistics inefficiency and lag time in receiving market information resulted in more than U.S. $480 billion worth of
goods being stockpiled by year-end 2000, which was equivalent to 45% of China’s GDP.

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

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

China’s population of approximately 1.3 billion people is expected to grow by roughly 15 million people per year. The
country’s gross national product has grown at a rate of approximately 9 percent for more than 25 years, making it the
fastest growing major economy in recorded history. In the same 25 year period, China has moved more than
300 million people out of poverty and quadrupled the average Chinese person’s income. The tremendous potential for
this market is noted by the fact that 400 of the world’s largest 500 companies are investing in China.

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

In 2007, total retail sales of consumer goods reached RMB8.9 trillion, a growth of 16.8% which was 3.1 percentage
points higher than the 2006 growth rate (RMB901.5 billion for December, up 20.2%). Of this total, the retail sales of
consumer goods in cities stood at RMB6 trillion, up 17.2% and 2.9 percentage points over 2006 while the retail sales
at and below county level reached RMB2.9 trillion, up 15.8%, or 3.2 percentage points higher. In terms of different
sectors, the growth of wholesale and retail sectors was 16.7%, and the growth of the lodging and catering industry was
19.4%. The sales by wholesale and retail businesses above the designated size in the following sectors enjoyed over
20% growth: petroleum and petroleum products; automobiles; construction and decorating materials; communication
equipment; furniture; household electric appliances and audio-video equipment; clothing, shoes, hats and textiles,
cosmetics, and sports and recreation articles.
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Growth trend of Chinese GDP in most recent 5 years

GDP is growing rapidly

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

Retail spending
in China is increasing from
a low base

Growth Drivers

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

· Double-digit annual GDP growth;
· Increasing disposable income;
· Highly fragmented market; and

· Double-digit annual growth of retail sales of consumer goods.

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

· In 2006, total IT expenditures in China’s retail market were $552 million; and
· By 2011, total IT expenditures are expected to increase to $1.03 billion.
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This level of projected growth, if achieved, would be equal to annual growth of 13.3% from 2006 to 2011.

eFuture Solutions

Upon the formation of eFuture Beijing in 2000, we began to develop our software products. Prior to the creation of
our holding company structure in March 2001, we developed and released our first two software products:

·eFuture ONE SCM/CRM, a visual supply chain management and customer relationship management solution, which
was released on December 19, 2000; and

·eFuture ESCM/e-Market Place, an e-supply chain management and marketplace solution, which was released on
December 19, 2000.

We released a third program, eFuture ONE POS-ERP, a multi-format retail enterprise resources planning tool that we
purchased from Hainan Future Computer Company Limited on July 31, 2000. In order to smoothly operate the
Company and to apply for preferential tax treatments so as to solve the Company’s problem of lacking software, on
February 20, 2000, eFuture Beijing executed an agreement with Hainan Future, in which eFuture Beijing purchased
from Hainan Future the copyright and the relevant intangible assets of one set of computer software (POS-ERP),
which was independently developed by Hainan Future with the registration number of 2000SR1016, at a total price of
RMB5,160,000 in which one year of customized development and technical support were included. As provided in
this Agreement, eFuture Beijing was entitled to sell and develop new products based on the software at its own
discretion. The PRC National Copyright Bureau issued a Certificate on May 24, 2001 proving the filing of the
aforementioned transfer of the computer software, according to this certificate, as of April 11, 2001, eFuture Beijing
would have the right to use, the licensing right and the right to get paid for the computer software within the time limit
regulated by law. Through eFuture Beijing we developed our remaining software products following the creation of
our holding company structure.

Our solutions integrate industry know-how with predictive information technologies, and the best practices of leading
Chinese companies to help our clients create, manage and fulfill customer demand. Our solutions can be deployed
individually to meet specific needs, or as part of a scalable and fully integrated solution. Our primary software
solutions consist of three independently deployable groups of software products: Foundation Solutions, Collaborative
Solutions, and Intelligent Solutions.

22

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

28



Our Foundation Solutions are used to meet client needs for services such as retail management, POS, vendor payment
and control and loyalty card management. Our clients use various of our Foundation Solutions, depending on the type
of customer and needs:

Type of Customer eFuture ONE Solution

Manufacturer eFuture ONE Visual DRP (Visual Distribution Resources Planning Solution)
Released June 25, 2002.

Distributor eFuture ONE DMS (Distributor Management System Solution)
Released September 25, 2002.

Retailer eFuture ONE POS-ERP (Multi-Format Retail Enterprise Resources Planning
Solution)
Released January 31, 2000.

eFuture ONE eWalkman R2005 (Mobile POS-ERP solution )
Released December 25, 2005.

Logistics/Distributor eFuture ONE LRP (Logistics Resources Planning Solution)
Released January 5, 2003.

Our Collaborative Solutions are used to meet client needs for services such as visual supply chain management and
visual process management systems. Our clients use various of our Foundation Solutions, depending on the type of
customer and needs:

Type of Customer eFuture ONE Solution

Manufacturer eFuture ONE CRM/VMI/CPFR Solution (Vendor Management
Inventory/Collaborative Planning, Forecasting and Replenishment
Solutions)
Released November 8, 2001.

Retailer eFuture ONE SCM/SRM/CRM (Visual Supply Chain Management,
Supplier
Relationship Management and Customer Relationship Management
Solutions)
Released December 19, 2000.

Third Party ASP
Operator

eFuture ONE ESCM/e-Market Place (e-Supply Chain Management
and e
-Marketplace Solutions)
Released December 19, 2000.
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Our Intelligent Solutions such are used to meet client needs for services such as business intelligence, brand analysis,
supplier relationship management and customer relationship management systems:

Type of
Customer

eFuture ONE Solution

Retailer eFuture ONE BI/CM/Cleve (Business Intelligent, Category Management and Market Analysis
Solution)
Released October 5, 2001.

Description of Software Solutions
Our software solutions include:

·eFuture ONE Visual-DRP. A web-based product designed to meet the distribution and network management needs of
manufacturers. Based on IBM Websphere middleware, this program employs a 3-layer structure and combines
advanced management models with up-to-date information technology methods to establish independent distribution
channels with operations expanding to nationwide retail terminals. Customers who would benefit from this solution
include large manufacturers of clothing, household appliances, automobiles, and tobacco.

·eFuture ONE DMS. A mini-enterprise resource planning application utilized by wholesalers and distributors,
especially in the consumer goods industry. The essential functions of this program permit wholesalers and
distributors to integrate their core business processes, such as procurement management, inventory management,
sales order management and financial management. We offer several versions of this software to support different
segments of wholesalers and distributors in terms of size, complexity of operation and information technology
literacy.

·eFuture ONE POS-ERP. A software solution designed to meet the demands of retailers for goods flow, order flow,
information flow and cash flow management, including merchandise operations management, merchandise planning
and optimization, integrated store operations, financial management and logistics management from headquarters to
regional headquarters to regional distribution centers to multi-format chain stores. This program is suitable for the
operation of many retail formats, such as department stores, malls, supermarkets, hypermarkets, convenience stores,
grocery stores, and specialty stores.

·eFuture ONE LRP. An application utilized by distributors or logistics companies to enable such companies to
improve warehouse management, transportation management, and logistics management. The program can organize
labor concentrations and warehouse organization. The program can integrate with other enterprise systems, material
handling equipment and mobile technology.

·eFuture ONE SCM. A product designed for synergistic distribution designed to promote collaborative business
between retailers and their suppliers. Developed with IBM Websphere application software, this program gives
support to upstream enterprises to participate in retailing enterprises’ vendor managed inventory processes and
provides online analyses via the Internet. It enables retailers and suppliers to share consistent and accurate
information such as promotion, sales and inventory data. Retailers and suppliers use this information to identify sales
forecast exceptions, prevent out-of-stocks and reduce inventories. It also can help suppliers to verify their bills and
confirm replenishment orders. Blue SCM Collaborative Products has developed an enhanced version of our SCM
program to include a process by which our customers may synchronize planning, execution, tracking and evaluation
of the Chinese supply chain through the use of real-time visibility of suppliers, distribution hubs and retailers in a
given network.
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·eFuture ONE CPFR/VMI. A program that provides customers with collaborative planning, forecasting and
replenishment features. This solution collects, manages and analyzes supply and demand chain data to enable rapid
response to changes in market conditions. It employs industry standards to accelerate the execution of the order flow
and improve the accuracy of planning. VMI solution enables manufacturers and suppliers to coordinate their
customers’ inventory in real-time through the use of SKU (stock keeping units) management.

·eFuture ONE CRM. A system tool mining and analyzing customer data for retailing operations. It helps retailers to
identify, acquire, activate, serve and retain the most profitable customers. It can also help retailers find, promote and
expand potential customers.

·eFuture ONE SRM . A comprehensive approach to managing an enterprise’s interactions with the organizations that
supply the goods and services it uses. The goal of supplier relationship management (“SRM”) is to streamline and make
more effective the processes between retailers and their suppliers. The use of SRM software can lead to increased
supply chain visibility, lower production costs and a higher quality, but less expensive end product.

·eFuture ONE BI. A program designed for intelligent distribution. This solution turns data about retail customers,
merchandise and operations into knowledge that provides greater insight into performance and empowers retailers to
make more informed decisions, gain a competitive advantage, strengthen customer and vendor loyalty, and improve
profitability.

·eFuture ONE eWalkman. An all-in-one portable payment system which can place a full screen of easily viewed
information at both the operator and customer locations. Using wireless connectivity, mobile POS allows retailers to
bring the store to the customer and greatly decrease check-out times, helping retailers decrease operating costs and
boost their competitive position by getting closer to their customers at every point of interaction, while increasing
inventory turnover and employee productively.

Benefits of Our Products

The benefits of our products include:

· Broad set of solutions for the Chinese supply chain in retail and FMCG industries;
· Efficient Consumer Response (“ECR”) - enhanced decision making and responsiveness to consumer demands;

· Highly scalable software solutions; and
· Improved inventory management.

Research and Development

VPM Product. In 2007, our VPM solution was developed based on IBM China Research Lab’s advanced Service
Oriented Architecture (“SOA”) ideologies and new technologies including BPEL process, sales logics, and operations
rules. Users are only required to create a general layout and the whole process framework will be clearly presented,
which enables developers to focus on the details of operations and process and increases the development efficiency.
We are currently preparing to roll out our VPM solution in China’s FMCG and retail industries.
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We believe this solution can help our clients to become more efficient, process-driven enterprises. With its quality
control model, real-time visualization of every transaction process, and vivid workflow tracking and illustration, VPM
enables business nodes to connect and every department to be monitored and managed as a whole. We believe this
system has improved our transaction efficiency, lowered our work errors, standardized our business operation
procedures and provided a roadmap for our processes.

Our Store Operation System (“SOS”) and Customer Service System (“CSS”). Our SOS solution improved and
optimized our store operation, including supply chain, marketing & sales, inventory management, category structure
and inventory turnover. Our CSS solution has enabled us to integrate prepaid card and membership cards issued
separately in Southern and Eastern China into a cross-region central customer service system.

Mobile POS. In 2007, we developed POS solutions and services based on Samsung Networks’ line of mobile POS
equipment and devices. We expect that this partnership will result in a widespread rollout of mobile POS systems for
retailers in China. Using the mobile POS solution developed by Samsung Networks and eFuture, consumers in retail
stores can check out with a POS device anywhere in the store without having to wait in checkout lines at the cashier.
Using wireless connectivity, we expect mobile POS to decrease customer lines and operating costs, while increasing
inventory turnover and employee productivity. This mobile POS solution has replaced previous fixed POS terminals
in many major department stores in Korea. 

POS-ERP Product. In 2007, we started to develop a next-generation Service-Oriented Architecture (“SOA”) retail
information system that employs a three layer web-based structure with state-of-the-art information technology to
assist our retail customers with operations expanding nationally or world-wide. Our program includes advanced
modules such as merchandise planning, revenue management and space and category management.
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CRM/SRM Products. We are developing enhanced CRM and SRM solutions.

To date, we have provided our products and services to businesses located throughout China, as indicated below:

Software Upgrades

Depending upon the customer and the type of software program, we develop software upgrades on approximately 1-2
year cycles. Smaller customers or projects are updated on a two year cycle; medium sized customers and projects are
updated on an 18 month cycle; and larger customers and projects are updated on a yearly cycle. We do not offer these
upgrades as part of our initial license arrangement. Rather, customers must pay for each upgrade that they opt to
install on their systems. Each upgrade is delivered through the download of service packs.

Maintenance Services

Following the installation of our software solutions, clients will typically require ongoing maintenance support to
ensure the efficient operation of their system. These services are designed to assist our customer with integration
issues and to answer questions that may arise. These services include:

· database operation maintenance, space management, data migration and database tune-ups;
· system servicing, device management, system updating and version control;
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· application servicing, debugging, real-time servicing, and application of interfaces with other business systems;
· 24 hour call center services; and

· training in ongoing system operation.

Following a one-year regular maintenance program that is an element of our initial software installation, our
customers may purchase three levels of annual continued maintenance services. As noted below, under our Regular
and Silver plans, we generally provide these maintenance services over the telephone during regular business hours.
For our customers who elect to purchase our Gold plan at a higher cost, we will provide these services at the
customer’s location and on a real-time basis, if appropriate. Each level of maintenance offers customers different
options to meet their particular needs.

Regular Maintenance Silver Maintenance Gold Maintenance
Hotline Service Standard Standard Standard
Program Debugging Standard Standard Standard
Remote Servicing Standard Standard Standard
Call Center Service Standard Standard Standard
Inspection Service Yearly Quarterly Monthly
Emergency Response 24-36 Hours 12-18 Hours 4-8 Hours
System Upgrades 2 Years Yearly Semi-Annually
Fieldwork Service No No Yes

While on-site with our Gold plan customers, it is common for us to identify problems and issues that we believe the
customer should consider in connection with the use of our software. Items that we may discuss with our customers
include increasing the size of data storage or the configuration of hardware. We report these items identified as a part
of our maintenance by giving written recommendations for actions the customer should consider. These services are
simply a report of our suggestions and not an extensive evaluation that would be done under our consulting
arrangements. If our customer deems additional services to be necessary, we will enter into a separate consulting
agreement with the customer. These maintenance services are unrelated to the development and installation of
program upgrades that we develop from time to time.
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Project Management Services

As we assist customers in planning and executing their projects, we provide a variety of services throughout the
process. We typically provide the following services at different stages in the management of a project:

Consulting Services

Our consulting services group consists of business consultants, systems analysts and technical personnel with
extensive retail, manufacturing, and wholesale industry experience. The consulting services group assists our
customers in all phases of systems implementation that exceed the limited services we provide under our maintenance
arrangements, including systems planning and design, customer-specific configuration of application modules, and
on-site implementation or conversion from existing systems. We also offer a variety of post-implementation
consulting services designed to maximize our customers’ return on software investment, which include enhanced
utilization reviews and business process optimization.

These services include the design and planning of business systems focused on:

· profit enhancement;
· supply chain management enhancements;

· information technology planning;
· system back-ups; and

· network security.

To date, our consulting services have been utilized solely in connection with our ongoing relationships with our
software licensees. We expect, however, to offer stand-alone consulting services unrelated to our software products in
the future. For example, we expect to enter into consulting arrangements pursuant to which we will be engaged to
optimize business processes of customers that may utilize software developed by our competitors.
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Service fee income revenues increased 301% to RMB26.5 million or $3.6 million in 2007 compared to 2006 and
represented 32% and 14% of total revenues, respectively in these periods. We believe our large annual recurring
maintenance revenue base provides significant stability and enhances our ability to maintain profitable operations.

Benefits of our Solutions

Our software offers a broad set of solutions for the Chinese supply chain. Our software solutions offer our customers
a broad and functional set of demand-driven solutions designed to optimize their operations. Integration costs often
represent a significant expenditure for our customers. We offer integration tools and services that reduce the overall
effort necessary to deploy our solutions. We also believe that our solution suite encourages customers to adopt our
solutions as an internal standard for business applications, allowing them to simplify their relationships with
technology partners while reducing the overhead of managing multiple versions of products from disparate providers.

Our software offers enhanced decision making and responsiveness to consumer demands. Our solutions help
customers better understand and fulfill consumer demands while improving operational efficiency. Our products
enable vast amounts of consumer, sales and inventory data to be rapidly collected, organized, distributed and
analyzed. Our customers can explore “what if” merchandising plans, track and analyze performance, business results
and trends, monitor strategic plans, quickly implement operational strategies based upon sophisticated fact-based
optimization techniques and adjust to changes in consumer purchasing patterns.

Our software is highly scalable. We have designed our software to be demand-driven with the goal of reducing our
customers’ risk of making large investments in software that fails to expand with the customers’ businesses.

Our software offers improved inventory management. Our solutions enable customers to continuously monitor and
reduce inventory levels, achieve higher gross margins, improve their inventory turnover rates and more effectively
manage their order and distribution processes. We provide our clients with tools for vendor analysis, stock status
monitoring, sales capture and analysis, merchandise allocation and replenishment, purchase order management and
distribution center management.

We focus our business on the entire Chinese supply chain market that ranges from distribution to logistics to retail
operations. Our eFuture ONE product series is a one-stop solution to address a litany of operational and strategic
complexities that market participants must master in order to effectively and efficiently operate in the Chinese
economy.

Our solutions integrate industry know-how with predictive information technologies, consulting services and the best
practices of leading Chinese companies to help our clients create, manage and fulfill customer demand. Our solutions
can be deployed individually to meet specific needs, or as part of a scalable and fully-integrated solution. Our primary
software solutions consist of three independently deployable groups of products: Foundation Solutions, Collaborative
Solutions, and Intelligent Solutions.
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Our Growth Strategy

We have the following three growth strategies:

· Organic Growth for Core Businesses;
· Best-of-Breed for Seeding Business; and

· Merger and Acquisition Strategies

Organic growth for core business

Based on China’s growth opportunities for the next three years, we will constantly solidify our market position and
expand our market share through organic growth in the front supply chain market, particularly in the retail and FMCG
markets.

Operational Excellence, Increased Earnings Power

· stabilize the Company;
· reduce infrastructure;

· create efficiencies in R&D investments;
· ample operating leverage remains;

· balance our cash flow; and
· improve employee productivity and reduce operating expenses.

Increasing Market Share

· accelerate growth through greater involvement in customers’ operations;
· substantial opportunities for cross-selling; and

· leverage IBM, Motorola, Oracle and JDA through shared marketing efforts.

Expand into New Markets

· more initial sales coverage from SMB and Global account markets;
· leverage existing products into new industries, such as electronics, high-tech, automotive, apparel and footwear,
drugstore etc.

· add new products/services for our current industries and installed customers.

Best-of-seed for seeding business

We will take the lead in outsourcing, international business and SaaS service through business model innovation.

Outsourcing

·Software outsourcing in today’s market requires careful consideration of the risks involved. The key to successful
outsourcing for projects lies in the selection of an experienced and technically qualified offshore IT Services
provider.
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·We are ready to provide high quality software outsourcing services, and have already delivered our services to
global customers, such as P&G.

International business

· In the world’s top 100 retail companies and specialty companies, the current economic climate of decreased
consumer confidence and increased competition puts even greater emphasis on retailers to do more for less. 42% of
retailers surveyed, like Wal-mart, Home Depot and Lowe’s are considering outsourcing to enable business growth.

· We will provide the services to help those companies to reach their goals in China.
·We have delivered our services and solutions to P&G, B&Q, GUCCI, Changan-FORD, Jusco, Harbour house,
Parkson, China Petroleum-BP,Kimberly-Clark and Unilever.

SaaS like www.salesforce.com

·SaaS is a model of software delivery where the software company provides maintenance, daily technical operation,
and support for the software provided to their clients. SaaS is a model of software delivery rather than a market
segment; software can be delivered using this method to any market segment including home consumers, small
businesses, as well as medium and large businesses.

·We will focus on using this method to deliver software to small and medium size businesses in China, especially in
B2B SCM Web, B2C Web, SMS marketing Web, Mini store, Specialty store as well as Chinese customers,

· This is a huge market in China, and we believe we will do well with this business model.

We co-developed the SaaS of B2B (eFuture’s blue supply chain management solution) service with IBM Research Lab
and IBM Global service team in October of 2007.

We controlled 51% of the ownership in Beijing Fuji Biaoshang Information Technology Inc. by variable interest
entity (“VIE”) in December of 2007. In April of 2008, we launched this product as our www.bfuture.com.cn website,
and Wangfujing Department Store Group, one of the largest department stores in China, became the first to use the
online supply chain management platform. Since the launch of the website, we have brought over 1,000 suppliers to
the platform, allowing them to exchange business information, arrange payment online and access purchase orders,
returns, payment status, inventory levels and sales data analysis. In the future, we plan to bundle our enterprise
resource planning platform into the www.bfuture.com.cn website as well. We are very excited about our first SaaS
products and the synergies we see with our current software clients.

We placed our focus in 2007 on enhancing our SaaS-based applications allowing us to be a fully integrated software
application company. A SaaS-based application allows us to obtain revenue by not only selling our software but also
by selling a corresponding service agreement which brings in a consistent revenue stream.

Our goal is to help our customers execute their business strategies by providing them with overall, one-stop software
solutions and service to enhance their effectiveness, improve customer relationships, prevent out-of-stock scenarios
and reduce their total costs in the Chinese supply chain. In pursuing this goal, we intend to maintain and expand our
status as a leading provider of fully scalable software solutions. Key elements of our strategy include:
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We will increase our market share. We believe that as the Chinese economy continues to develop, Chinese companies
will compete with international businesses at an increasing rate. Consequently, Chinese businesses will need to
streamline their operations in order to maximize their competitive position. In order to increase our overall market
share, we will focus on increasing the amount of business we do with the following customers:

Manufacturers. While we currently license our software solutions to some of the largest companies in China, we
intend to focus a large part of our marketing efforts in this sector.

Distributors. We currently work with distributors in more than 140 different cities in China. Through our continued
growth and development, we expect to license our software solutions to distributors in more than 200 cities within the
next several years.

We will increase our emphasis on sales to small and medium-sized businesses. When the Chinese retail, logistics and
distribution industries were in their infancy, only larger businesses were initially in a position to recognize and
effectively implement our software solutions into their business operations. Over the last few years, however, as the
marketplace continued to mature and competition among retailers, logistics companies and distributors has
heightened, we have recognized that an increasing number of Chinese small and medium-sized businesses in these
industries have begun to utilize our software solutions. We believe that the small and medium-sized businesses in our
marketplace offer our company a significant opportunity because:

· these businesses have not previously adopted any supply chain management software solutions and our competition
may not possess the ability to effectively market to these businesses;

· these businesses are more likely to purchase our less expensive software solutions on a more frequent basis, and we
expect revenues from these more frequent purchases to stabilize our cash flow which may be less predictable if
based solely upon the license of our more expensive (and less licensed) software solutions; and

·we expect to receive more timely payment for our software solutions from these businesses as they do not generally
possess the economic power of larger businesses that may force us to be more flexible on payment terms.

National Chain Retailers. We currently license our products to national chain retailers throughout more than 80
Chinese cities. We expect to license additional products to additional customers in more than 150 cities within the
next several years. We are now allocating a significant portion of the proceeds of our initial public offering to the
expansion of our sales team such that our sales efforts will extend to up to 50 major Chinese cities and up to 300
regional cities throughout China.

We will provide services that generate high customer satisfaction levels. Chinese companies in our market are
strongly influenced by formal and informal references. We believe that we have the opportunity to expand market
share by attaining high levels of customer satisfaction with our current customers, thereby fostering strong customer
references to support sales activities.

We will provide a tangible, measurable return on investment. By leveraging our success with our existing clients and a
renewed focus on small-to-medium size businesses in China, we believe that we are uniquely positioned to become
the preferred application and technology architecture provider for software solutions for the Chinese supply chain. We
believe that our strong performance and reputation can be leveraged to develop a leading technology and best in
business standard.
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We will anticipate a rise in the need for Chinese supply chain management services. We anticipate that an expanding
market and increasing customer demand will position the Chinese supply chain as a competitive differentiator. Since
the Chinese government and industry now recognize the impact of China’s supply chain performance gap, status quo
performance will no longer be acceptable to consumers. As we continue to firmly establish our company in the supply
chain management arena, we stand to benefit as demand for our services increases.

We utilize a significant portion of the proceeds of our first public offering to enhance our existing software while also
developing new ECR, VMI and retailing payment systems.

Merger and Acquisition (“M&A”) Strategies

We will utilize M&A strategies to achieve the following goals:

· Diversify product offerings;
· Expand regional coverage;

· Expand into the SMB market; and
· Develop new relationships with domestic and international retailers.

We will not miss any opportunity to acquire companies which can increase our shareholders’ value and we will focus
on the following types of acquisitions:

· Small fill-in acquisitions (Focus on products and territory coverage in front supply chain market)
·Larger mergers and acquisitions - sizeable recurring revenue streams (Focus on products and territory coverage in
front supply chain market)

During 2007, four strategic acquisitions boosted our service fee income, software and hardware sales. These
acquisitions allowed us to grow our market share while leveraging our core competency in delivering one-stop
front-end supply chain management software to streamline operations and maximize our clients’ competitive
advantages.

·In January 2007, we acquired Nanjing Tangcheng Network Technology Development Corporation, a leading
regional independent software vendor focusing on East China’s retail market. We expect that this acquisition will
allow us to respond quickly to meet regional market demands, improve customer service and expand our market
share in Eastern China.

·In August 2007, we acquired Crownhead and its subsidiary Guangzhou Royalstone. With a senior operating team
and extensive relationships, most notably in the supermarket sector of Southern China’s retail and FMCG industries,
we expect that this acquisition will increase our market share among China’s top 100 domestic retailers and leading
international retail companies.

Since August 2007, the combined business, which we renamed “eFuture Royalstone Information Technology Inc.”, has
been integrated according to plan. Under the leadership of Mr. Deliang Tong, Crownhead’s former chairman and Chief
Executive Officer, we have focused our consolidation efforts in three areas: integrating back office systems, product
portfolios and retaining key personal. We believe that with synergies from combined networks, products and leading
R&D teams, we will be able to increase our market share across China and attract more global accounts.
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These two transactions bolstered our fourth quarter and full year 2007 financial performance. In fact, in aggregate,
Crownhead and its subsidiary Guangzhou Royalstone represented $3.5 million or 29.6% of our total revenues from
August 2007 through the end of the fourth quarter of 2007 which included $2.9 million of software and service
revenue, or 30.5% of total software and service revenues.

We also made acquisitions that expanded our innovative offerings around our core business, specifically, SaaS, B2B,
and Business to Consumer (“B2C”) platforms. These acquisitions include the following:

·In May 2007, we acquired a 20% ownership interest in Beijing Wangku Hutong Information Technology Co., Ltd.
(www.99114.com.cn) by VIE which allows us to deploy our SaaS model and offer an innovative B2B platform that
connects small to medium-sized suppliers with retailers. We are especially optimistic about the online marketing
opportunity that this presents for both retailers and suppliers.

·In November 2007, we acquired a majority stake in Beijing Fuji Biaoshang Information Technology Inc. by VIE, a
company that provides SaaS, such as a B2B supply chain management platform between suppliers and retailers and
a B2C, Web-based store for retailers.

In the second quarter of 2008, we will also launch a new website - with the goal of helping retailers search for
suppliers and to help regional suppliers enter into national retail stores. These acquisitions are expected to
significantly increase our market share and enhance the services we offer to our clients and we are optimistic about
their future potential.

We have two Strategic Acquisitions planned for 2008:

·Proadvancer Systems Inc. - A leading provider of logistics software and services in China and Asia. This acquisition
is intended to expand our logistics products and services offerings to form a total front-end supply chain
management solution.

·Beijing Wangku Hutong Information Technology - We have increased our equity interest in this company to 51%.

We intend to enter acquisitions in order to solidify our leading position in China’s front-end supply chain market for
the retail and consumer goods industries. We plan to solidify our core business, developing new business
opportunities through our SaaS model and explore additional strategic acquisitions.

Customers

We provide software solutions to all participants in China’s supply chain end market. These customers include
manufacturers, distributors, wholesalers, logistics companies and retailers throughout China.

We now provide software products and services to more than 1,000 clients, including over 770 retailers and over 200
distributors and Fortune 500 companies that do business in China including Procter & Gamble, Unilever, Johnson &
Johnson, Kimberly-Clark, the Chang’an Motors and Ford Motors joint venture, B&Q-Kingfisher China, GUCCI
China, Jusco Guangzhou China, PARKSON China, SOGO China and Mickey’s Space stores (Disney franchises).
Leading local companies include China Resources Vangard, Belle, Lianhua, Suning, Wuhan Zhongbai, Wushang
Group, Bubugao, Yonghui and China Duty-Free Stores.
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Currently, our software solutions are utilized:

· in all provinces in China except Taiwan, Hong Kong and Macau;
· in more than 200 cities;

·by more than 1,000 clients, including over 770 retailers who use over 790,000 suppliers, over 200 distributors, and
several manufacturers;

· by more than 50 companies listed on public markets in Shanghai, Shenzhen, Hong Kong or Singapore;
· by over 10 foreign-owned enterprises;

· by more than 10,500 multi-format stores;
· by over 30 of the top 100 retailers and 23 of the 60 largest retailers in China;

· at more than 2,000 distribution nodes; and
· at more than 65,000 retailing points-of-sale.

Our manufacturing customers include:

· Procter & Gamble China
· Johnson & Johnson China

· Kimberly-Clark China
· Unilever China
· L’Oreal China

· Chongqing Chang’an Ford Group, Chinese joint venture
· Haier Group, one of China’s leading household appliance manufacturers

· Changhong Group, one of China’s leading household appliance manufacturers

Our retailing customers include many of the largest retailers in China including:

· Gucci China
· B&Q China
· Jusco China

· China Resources Vangard
· BELLE

· Harber House China
· BONJOUR

· Shanghai Lianhua
· Robinson Mall China
· Jordan Mall China

· Super Brand Mall, one of the largest malls in Shanghai
· Parkson China Group, the largest department store chain in China, owned by Lion group in Malaysia

· China Duty-free Group
· Tianjin Tianshi Group
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· Suning Appliance, China’s second largest electronics chain
· Beijing Jingkelong Stores, Inc., a large chain of supermarkets and convenience stores

·Beijing Wangfujing Department Store (Group) Inc., the first large, state-operated department store in Chinese
history

· Beijing the Orienthome Group, one of the largest Chinese home improvement stores
· Beijing AYAYA group, the Chinese girls’ adornment store chain

· Beijing SOGO, a Beijing department store owned by SOGO Group
· Beijing New Yansha Lufthansa Group

· Beijing Urban and Rural trade center Co., Ltd.
· Beijing Huaguan Supermarket

· Hunan Bubugao Group
· Fujian Yonghui Group

· Xian Aijia Group
· Shandong Yinzuo Holdings Ltd., the first large department store and supermarket chain in Shandong province

· Shandong Jiajiayue Supermarket Group
· Changchun Zuozhan Dept. Store Group, the first large department store in Jiling province

· Zhejiang Huaji Shijie Group
· Shanghai Hongmaolantu Group

· Shijiazhuang Beiren Group, the first large department store and supermarket chain in Hebei province
·Tianjin the Homeway Group, the first large hypermarket and home improvement chain in middle China, acquired by
Home Depot

· Chongqin Dept. Store Group, the first large department store and supermarket chain in western China
· Wuhan Wushang Group Co., Ltd., the first large department store and hypermarket chain in middle China
· Wuhan Zhongbai Group, Co., Ltd., the second large supermarket and hypermarket chain in middle China

· Wuhan Zhongshang Group, the third large department store and hypermarket chain in middle China
·Wuhan Plaza Shopping Center, a joint venture between Wuhan Wushang Group and Hong Kong Chinachem Group

· Shanghai Gujin Underwear Store Co. Ltd.
· Guangzhou Friendship Dept. Store Group

· Guangzhou Department Store Group
· Hangzhou Jiefang Department Store Group

· Shenzhen Tongluowan Group, the largest shopping malls in many Chinese cities
· Shenzhen Suibao Dept. Store Group

· Shangyang Shangye Cheng
· Zhejiang Huajishijie Group, one of the largest cell phone chain stores

Our distribution and logistics customers include over 200 customers:

· Yoshinoya D&C Co., Ltd., a Japanese fast food chain
· China Resources Vangard Inc., one of the top 4 retailers in China
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· Beijing Jingkelong Group, one of the largest FMCG distributor and supermarket chains in China
·Changan Minsheng Logistics Inc., the outsourcing service for Changan-Ford Automobile Co., Ford Motor
Company’s Chinese joint venture

· Jiuzhoutong Group, one of the largest drug distributors and store chains in China
·COFCO is a leading grain, oils and foodstuffs import and export group in China and one of its largest food
manufacturers. The company has been successful in real estate, hotel business and financial services. Fortune
magazine lists it as one of the world’s top 500 enterprises.

· Beijing Yishang Meijie Co. Ltd.
· Beijing Jiazhixing Co. Ltd.

Headcount

We operate in 20 offices across China:

· Headquartered in Beijing
· Main R&D centers in Guangzhou and Wuhan

· Regional service centers in Shanghai, Guangzhou and Wuhan

We are committed to R&D and customer service:

· Over 650 employees
· 300 R&D and customization engineers
· 250 consultants and service personnel

· 100 sales and marketing staff

January 1, 2008 January 1, 2007
Total 588 298
Mid and high level Manager 47 37
Sales 94 48
R&D and Customization 300 105
Service 250 92
Pre-sales 12
Back-office 35 16

Full Year 2007 Operational Highlights

·Sales contracts in 2007 increased 135% to RMB129.3 million from 2006. Total new orders increased 147% to 892
from 361 in 2006.

·eFuture acquired Nanjing Tangcheng Network Technology Development Corporation in January 2007, a leading
regional independent software vendor focusing on Eastern China’s retail market.

·eFuture acquired a 20% ownership interest in Beijing Wangku Hutong Information Technology Co., Ltd. by VIE in
May 2007, allowing eFuture to offer a leading B2B platform that connects retailers and small to medium-sized
suppliers.

·eFuture acquired Crownhead and its subsidiary Guangzhou Royalstone in August 2007, significantly improving
eFuture’s market share among China’s top 100 retailers and international retail accounts.
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·eFuture acquired a majority stake in Beijing Fuji Biaoshang Information Technology Inc. by VIE in November
2007, a company that provides a SaaS and B2B supply chain management platform website (www.bfuture.com.cn)
to connect suppliers and retailers and a B2C platform for retailers.

·We had new market penetration in addition to maintaining our competitive position and expanding our market share
through organic growth in the front chain market, particularly in the retail and FMCG markets. We are leveraging
our existing client base (over 600 retailers and over 250 distributors) into new areas such as B2B service between
these retailers and their suppliers and we are exploring new media businesses based on our consumer community.

· Ernst & Young was hired as eFuture’s SOX Implementation Consultant from 2007 to 2008
· We expanded our sales force in key geographic markets and continue to attract marquee global accounts

in China including B&Q-Kingfisher, Unilever, Johnson & Johnson, Jusco, GUCCI, and Aeon. We are
now supplying superior solutions to over 1,000 clients, which represents a 100% increase over our 500
clients in 2006.

·Also, in May 2007, through our installment acquisition of Beijing Wangku Hutong Information Technology Co.,
Ltd. we now offer a leading B2B platform to our clients, connecting retailers and numerous small and medium-sized
suppliers, which not only enables eFuture to deploy a SaaS service based on the retail yellow pages but also further
enhances our innovative business development in the B2B portal sector between suppliers and retailers. We expect
to continue our selective acquisition strategy to enhance our market share and business performance. The website
www.jin
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