To Our Shareholders:

2007 was yet another remarkable year for Shanda, as we made significant progress in
our development as an interactive entertainment company through the execution of
our “3C” strategy, and achieved record-setting growth in revenues and profitability.
We remain confident that the continued execution of our 3C strategy will not only
position us to capture various opportunities in China’s interactive entertainment
industry but also lead to scalable and sustainable growth for the Company in the
future.

Despite the macroeconomic slowdown in 2008, we are confident that online
entertainment will be more resilient as it has a broad user base and provides an
inexpensive entertainment solution in China. Therefore, we will continue to enrich
our diversified online entertainment content and to expand the user base
demographically and geographically. Our company and our management team will try
to capture growth opportunities and continue to innovate and expand our business in
the future.

Core Competence: 3C Strategy
The pillars of our 3C strategy are content, community and commerce. Content attracts
users, community retains users, and content and user community attract new users.

Content. We offer, and continuously seek to expand, our diversified interactive
entertainment content, which includes some of the most popular massively
multi-player online role playing games, or MMORPGs, and casual games in China,
along with original online literature, online chess and board games, an e-sports game
platform and mobile games.

With respect to our online game offerings, we have acquired a diverse offering of
online games targeting a diverse user market. As of December 31, 2007, we offered
a total of twenty online games, the most of any game operator in China, with a total of
eleven MMORPGs and nine casual games.

Community. We have a large online community with strong user stickiness. In
November 2005, we introduced our “Come Stay Pay” revenue business model, which
allows our users to play the basic functions of our online games for free and to
purchase in-game value-added services, including in-game items and premium
features, which enhance the game experience. In addition, the CSP business model
allows us to make frequent adjustments to meet the changing demands of users in
order to enhance game interaction and create a better game community. The shift to
our CSP business model and the introduction of our online entertainment content
e-commerce service platform are the main reasons for the growth in the number of
registered accounts. In 2007, the highest quarterly active paying accounts, or APA,
reached 3.47 million for our MMORPGs and 2.38 million for our casual games. We
are confident as we introduce additional content, our community will become even
larger, stronger and more sticky.

Commerce. We continue to develop further our online entertainment content



e-commerce service platform through which users can enjoy our content and which
integrates our various online communities, including our online game communities.
This e-commerce service platform includes an online payment and billing system, a
distribution network, a marketing platform, and a customer relationship management
system, which in turns includes a customer information management system and a
customer service center. In 2007, we built our distribution network to include
approximately 320,000 distribution points for our pre-paid cards.

In addition, we have developed an in-game advertising business which is based upon
our proprietary technology.

Financial Results: Solid Organic Growth On Track

We once again, delivered solid financial results in 2007 and achieved revenue growth
in each quarter during the year. In addition, we began consolidating Actoz Soft Co.,
Ltd., which is a Korean developer, operator and publisher of online games, and
Chengdu Aurora Technology Development Co., Ltd., a leading developer and
operator of MMORPGs in China, beginning in the third quarter of 2007.

Consolidated net revenues for 2007 rose 49% to US$337.8 million. Operating income
increased significantly in 2007 to US$137.7 million, representing a growth of 166%
from 2006. Net income for full year 2007 was US$191.1 million, up 164%
year-over-year, or US$2.62 per diluted ADS, compared with US$1.00 per diluted
ADS in 2006.

The Road Ahead

We will continue to execute on our 3C strategy by expanding and diversifying our
content offerings such as our online literature platforms which publish original
user-generated literary works. We will also continue to explore various opportunities
to converge the real world and virtual or fantasy world experiences of our users.

Last but not least, I would like to take this opportunity to extend our appreciation to
all of our shareholders, business partners, board members and employees for their
continued support and confidence. We are confident that Shanda will remain a leader
in the industry and in the process create long term shareholder value.

Sincerely,

A

!
Tiangiao Chen
Chairman and Chief Executive Officer



ADDITIONAL INFORMATION — FINANCIAL STATEMENT SCHEDULE 1
SHANDA INTERACTIVE ENTERTAINMENT LIMITED
CONDENSED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Net revenues

Cost of services

Gross profit

Total operating expenses
Loss from operations

Interest income

Amortization of convertible debt issuance cost
Foreign exchange gain

Other income, net

Investment income

Income before income tax expense and equity in profit of subsidiaries and
equity in loss of affiliated companies

Income tax expense

Equity in profit of subsidiaries
Equity in loss of affiliated companies

Net income
Net income attributable to ordinary shareholders

For the years ended December 31

Note 2005 2006 2007 2007
RMB RMB RMB USS
(Note 3)
(50,557,257) (54,831,727) (71,915,015) (9,858,665)
(50,557,257) (54,831,727) (71,915,015) (9,858,665)
9,244,779 3,314,699 24,846,511 3,406,151
(18,492,523) (17,490,851) (12,757,512) (1,748,898)
63,337,152 77,935,174 4,025,066 551,787
- (2,045,978) (1,130,760) (155,013)
596,100 71,469,808 451,143,232 61,846,192
4,128,251 78,351,125 394,211,522 54,041,554
1 709,579,577 474,357,914 1,015,484,780 139,210,482
(548,425,019) (23,499,161) (13,554,277) (1,858,125)
165,282,809 529,209,878 1,396,142,025 191,393,911
165,282,809 529,209,878 1,396,142,025 191,393,911
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ADDITIONAL INFORMATION — FINANCIAL STATEMENT SCHEDULE 1

ASSETS

Current assets:
Cash and cash equivalents
Marketable securities
Prepayments and other current assets

Total current assets

Investment in subsidiaries
Investment in affiliate companies

Total assets

LIABILITIES

Current liabilities:
Due to subsidiaries
Other payable and accruals
Deferred revenue

SHANDA INTERACTIVE ENTERTAINMENT LIMITED

CONDENSED BALANCE SHEETS

Convertible debt redeemable within one year

Total liabilities

Shareholders' equity

Ordinary shares (US$0.01 par value, 186,000,000 shares authorized, 143,208,848 issued and outstanding

as of December 31, 2006, and 144,741,544 issued and outstanding as of December 31, 2007)

Additional paid-in capital

Accumulated other comprehensive gain

Retained earnings
Total shareholders' equity

Total liabilities and shareholders' equity
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2006 2007 2007
RMB RMB US$
(Note 3)

443,160,574 666,229,746 91,331,909
1,784,683,557 - -
25,884,420 2,976,777 408,080
2,253,728,551 669,206,523 91,739,989
2,306,488,995  2,993,346,652 410,351,034
329,273,333 - -
4,889,490,879  3,662,553,175 502,091,023
316,532,176 32,356,851 4,435,727
8,171,943 6,027,766 826,332
751,750 103,056

2,147,392,500 - -
2,472,096,619 39,136,367 5,365,115
11,848,995 11,962,574 1,639,922
1,468,824,697  1,614,401,350 221,314,582
205,081,971 (22,170,295) (3,039,275)
731,638,597  2,019,223,179 276,810,679
2,417,394,260  3,623,416,808 496,725,908
4,889,490,879  3,662,553,175 502,091,023




ADDITIONAL INFORMATION - FINANCIAL STATEMENT SCHEDULE
SHANDA INTERACTIVE ENTERTAINMENT LIMITED
CONDENSED CASH FLOW STATEMENT

Net cash provided by (used in) operating activities
Net cash provided by (used in) investing activities
Net cash provided by (used in) financing activities
Effect of foreign exchange rate changes on cash
Net increase (decrease) in cash

Cash, beginning of year

Cash, end of year

F-42

For the years ended December 31

2005 2006 2007 2007
RMB RMB RMB USS
(Note 3)

(5,561,372) (7,473,144) 7,863,768 1,078,026
(2,172,229,862) 5,902,772  1,086,086,709 148,889,138
17,655,453 392,029,424 (776,602,451)  (106,462,650)
(4,446,227) (6,704,454) (94,278,854) (12,924,472)
(2,164,582,008) 383,754,598 223,069,172 30,580,042
2,223,987,984 59,405,976 443,160,574 60,751,867
59,405,976 443,160,574 666,229,746 91,331,909




ADDITIONAL INFORMATION — FINANCIAL STATEMENT SCHEDULE 1
SHANDA INTERACTIVE ENTERTAINMENT LIMITED

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
(AMOUNTS EXPRESSED IN Renminbi (RMB) UNLESS OTHERWISE STATED)

1. BASIS OF PRESENTATION

The condensed financial statements of Shanda Interactive Entertainment Limited (the "Company") have been prepared in accordance with
accounting principles generally accepted in the United States of America except for accounting of the Company's subsidiaries and certain
footnote disclosures as described below.

Shanda Holding Limited, formerly known as Spirit High Ventures Ltd., was incorporated in British Virgin Islands as a limited liability
company on July 2, 2002. Shanda Interactive Entertainment Limited was incorporated in Cayman Islands on November 17, 2003 and became the
holding company through a share purchase agreement in December 2003. Shanda Holding Limited was considered the predecessor of the
Company. The Company is generally a holding company of certain subsidiaries and variable interest entities (collectively "subsidiaries").

The Company records its investment in subsidiaries under the equity method of accounting as prescribed in APB Opinion No. 18, "The
Equity Method of Accounting for Investments in Common Stock". Such investment is presented on the balance sheet as "Investment in
subsidiaries” and the subsidiaries' profit or loss are recognized based on the effective shareholding percentage as "Equity in profit of subsidiary
companies” on the statement of operations and comprehensive income. The beginning retained earnings for the periods presented include equity
in earnings of all subsidiaries from their respective date of incorporation or date of purchase, as the case maybe.

Certain information and footnote disclosures normally included in financial statements prepared in accordance with accounting principles
generally accepted in the United States have been condensed or omitted. The footnote disclosures contain supplemental information relating to
the operations of the Company and, as such, these statements should be read in conjunction with the notes to the consolidated financial
statements of the Company.

Operating expenses for the Company for the years ended December 31, 2005, 2006 and 2007 include share-based compensation expense as
a result of the options granted to employees in December 2003. Total share-based compensation expenses for the years ended December 31,
2005, 2006 and 2007 were approximately RMB13,698,000, RMB40,017,000 and RMB53, 752,000, respectively.
2. COMMITMENTS

There are no long-term obligations or significant commitments.
3. FOREIGN CURRENCIES

Translations of amounts from RMB into United States dollars (“US$” or “U.S. dollars”) are solely for the convenience of the reader and
were calculated at the rate of US$1.00 = RMB7.2946, representing 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, on December 31, 2007. This convenient translation is not intended to
imply that the RMB amounts could have been, or could be, converted, realized or settled into U.S. dollars at that rate on December 31, 2007, or
at any other rate.
4. RECLASSIFICATIONS

Certain reclassifications have been made to all years presented in the consolidated financial statements to conform to the current year
presentation.
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Shareholders of
Actoz Soft Co., Ltd.

We have audited the accompanying balance sheets of Actoz Soft Co., Ltd.(the “Company”) as of December 31, 2005 and 2004, and the related
statements of income, appropriation of retained earnings and cash flows for the years then ended (all expressed in Korean won). These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based
on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of the Company as of
December 31, 2005 and 2004 and the results of its operations, the changes in its retained earnings and its cash flows for the years then ended in
accordance with the financial accounting standards generally accepted in the Republic of Korea.

Accounting principles and auditing standards and their application in practice vary among countries. The accompanying financial statements are
not intended to present the financial position, results of operations and cash flows in accordance with accounting principles and practices
generally accepted in countries other than the Republic of Korea.

Accounting principles generally accepted in the Republic of Korea vary in certain significant respects from accounting principles generally

accepted in the United States of America. Information relating to the nature and effect of such differences is presented in Note 23 to the financial
statements.

December 3, 2006
/sl Woori Accounting Corporation
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ACTOZ SOFT CO., LTD.
BALANCE SHEETS
DECEMBER 31, 2006 and 2005

ASSETS

CURRENT ASSETS :

Cash and cash equivalents(Notes 2 and 3)

Short-term financial instruments(Notes 2 and 3)

Accounts receivable — trade, net of allowance for doubtful accounts of \A/1,296,451 thousand in 2006
and W1,584,503 thousand in 2005(Notes 2 and 10)

Accounts receivable — other, net of allowance for doubtful accounts of 18,924 thousand in 2006
and 18,924 thousand in 2005

Short-term loans, net of allowance for doubtful accounts of 118,416 thousand in 2006 and
W120,416 thousand in 2005(Note 8)

Prepayments

Prepaid value added taxes

Prepaid expenses

Short-term deferred income tax assets(Notes 2 and 15)

Accrued income and other current assets

Total Current Assets

NON-CURRENT ASSETS :

Marketable securities(Notes 2 and 4)
Investment securities(Notes 2 and 5)

Rental deposits

Deferred income tax asset(Notes 2 and 15)
Other investments

Property and equipment, net(Notes 2, 6 and 9)

Intangible assets(Notes 2 and 7)

Total Non-Current Assets

TOTAL ASSETS

(Continued)
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Thousands of Korean won

2006 2005
(unaudited)

W 642,460 W 801,378
17,000,000 22,000,000
6,479,382 2,634,880
299 12,270
7,650 89,850
135,649 322,791
517,468 315,589
1,387,715 2,249,520
348,625 463,276
309,938 213,772
26,829,186 29,103,326
463,011 713,011
12,404,545 12,116,354
8,106,356 4,914,800
5,954,297 3,505,273
975,047
709,724 872,841
7,743,636 6,999,713
35,381,569 30,097,039
W 62,210,755 W 59,200,365




BALANCE SHEETS (CONTINUED)
DECEMBER 31, 2006 and 2005

LIABILITIES AND SHAREHOLDERS’ EQUITY

CURRENT LIABILITIES :
Accrued expenses(Notes 8 and 10)
Income taxes payable
Withholdings

Advance receipts

Total Current Liabilities

LONG-TERM LIABILITIES :

Total Liabilities

COMMITMENTS AND CONTINGENCIES(Note 20)

SHAREHOLDERS’ EQUITY :

Common stock, par value W500(Note 11)
Authorized: 50,000,000 shares Issued: 8,914,500 shares
Capital surplus(Note 11):

Paid-in capital in excess of par

Retained earnings(Note 12)

Reserve for business rationalization(Note 12)
Reserve for technology development(Note 12)
Change in retained earnings of valuation(Note 12)
Unappropriated retained earnings

Capital adjustments(Note 13)

Total Shareholders’ Equity

ACTOZ SOFT CO., LTD.

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY

See accompanying Notes to Financial Statements.
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Thousands of Korean won

2006 2005
(unaudited)

6,263,920 3,386,721
118,670 80,801
2,074,897 3,376,093
8,457,487 6,843,615
8,457,487 6,843,615
4,457,250 4,457,250
19,169,186 19,169,186
170,000 170,000
(503,558) (166,285)
29,301,883 27,648,409
1,158,507 1,078,190
53,753,268 52,356,750
W 62,210,755 W 59,200,365




STATEMENTS OF INCOME

ACTOZ SOFT CO., LTD.

YEARS ENDED DECEMBER 31, 2006 AND 2005

Sales(Note 8)

Cost of sales(Note 8)

Gross profit

Selling and administrative expenses(Note 14)

Operating income

Other income(expenses):

Interest income

Gain on disposal of investment securities

Reversal of allowance for doubtful accounts

Reversal of Stock option cost

Refund of income taxes(Note 15)

Gain on foreign exchange transactions and translation, net
Loss on foreign exchange transactions and translation, net
Equity in earnings of investees, net(Note 5)

Equity in losses of investees, net(Note5)

Gain on disposal of property and equipments

Loss on disposal of property and equipments

Loss on disposal of investments

Impairment loss on investments

Impairment loss on intangible assets

Other bad debt

Contribution(Note 18)

Other, net

Income before income taxes

Extraordinary Gain/Loss(Note 21)

Income tax expenses (benefits) (Note 15)

Net income(Note 16)

Net income per share in Korean won(Note 16)

See accompanying Notes to Financial Statements.
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Thousands of Korean won

2006
(unaudited) 2005
W 29,838,521 W 29,168,255
(19,726,866) (19,843,130)
10,111,655 9,325,125
(14,070,837) (6,816,010)
(3,959,182) 2,509,115
884,627 817,055
197,782 360,431
12,101 180,393
169,768
— 116,475
— 62,143
(99,650) —
148,766 —
— (1,683,890)
326 —
— (568,332)
(2,727) —
— (103,011)
— (102,411)
(64,938) (30,000)
86,228 438,256
1,332,283 (512,891)
(2,626,899) 1,996,224
3,792,826 —
(150,274) (166,729)
W 1,316,201 W 2,162,953
W 148 W 243




ACTOZ SOFT CO., LTD.
STATEMENTS OF APPROPRIATIONS OF RETAINED EARNINGS
YEARS ENDED DECEMBER 31, 2006 AND 2005

Thousands of Korean won

2006 2005
(unaudited)
RETAINED EARNINGS BEFORE APPROPRIATIONS
Unappropriated retained earnings carried over from prior year W 27,648,409 25,485,456
Prior period adjustments — —
Net income for the year 1,316,201 2,162,953
28,964,610 27,648,409
TRANSFER OF VOLUNTARY RESERVES
Reserve for technology development(Note 12) — —
28,964,610 27,648,409
UNAPPROPRIATED RETAINED EARNINGS TO BE CARRIED FORWARD TO NEXT YEAR W 28,964,610 27,648,409

See accompanying Notes to Financial Statements.
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ACTOZ SOFT CO., LTD.
STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2006 AND 2005

Thousands of Korean won

2006 2005
(unaudited)
CASH FLOWS FROM OPERATING ACTIVITIES
Net income W 1,316,201 W 2,162,953
Addition of expenses not involving cash outflows :
Depreciation 698,612 411,656
Amortization of intangible assets 1,443,067 542,592
Loss on disposal of property and equipment 568,332
Stock compensation 239,745 169,768
Other bad debts 102,411
Loss on disposal of investment 2,727
Loss on Impairment of investment 103,011
Loss on impairment of intangible assets —
Equity in losses of investees 115,561 2,351,917
2,499,712 4,249,687
Deduction of revenues not involving cash inflows :
Reversal of allowance for doubtful accounts (2,000) (3,400)
Gain on disposal of investment securities (197,782) (360,431)
Gain on disposal of Property & Equipments (326)
Reversal of Stock option cost (169,768)
Retrun of shorterm insider trading gain (3,792,826)
Equity in earnings of investees (264,327) (668,026)
(4,427,029) (1,031,857)
Changes in assets and liabilities resulting from operations:
Decrease(increase) in accounts receivable-trade (3,844,502) 5,419,839
Decrease(increase) in prepayments 187,142 (98,765)
Decrease(increase) in prepaid value added taxes (201,879) 181,827
Decrease(increase) in accrued income and other current assets (96,166) (122,164)
Decrease in prepaid income taxes — —
Decrease(increase) in prepaid expenses 861,804 (2,246,375)
Decrease(increase) in deferred income tax asset (2,334,373) (6,357,354)
Increase in withholdings 37,869 9,572
Increase(decrease) in accrued expenses 2,877,199 (3,371,935)
Increase in income taxes payable — (182,442)
Increase(decrease) in advance receipts (1,301,195) 3,347,809
Decrease in deferred income tax liability — 2,438,755
(3,814,101) (981,233)
Net cash provided by(used in) operating activities (W 4,425217) W 4,399,550

(Continued)
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ACTOZ SOFT CO., LTD.
STATEMENTS OF CASH FLOWS(CONTINUED)

YEARS ENDED DECEMBER 31, 2006 AND 2005

CASH FLOWS FROM INVESTING ACTIVITIES
Cash inflows from investing activities :

Decrease in short-term financial instruments

Decrease in short-term loans

Decrease in accounts receivable-other

Disposal of marketable securities

Disposal of equity method valued investment securities
Disposal of other investment

Return of Foreign advance payments

Dividend income from equity method valuation of investment securities
Retrun of shorterm insider trading gain

Decrease in rental deposits

Disposal of property and equipment

Cash outflows from investing activities :
Acquisition of short-term financial instruments
Acquisition of marketable securities

Increase in short-term loans

Increase in accounts receivable-other
Acquisition of equity method valued investment securities
Increase in other investment

Increase in rental deposits

Acquisition of property and equipment
Disbursement of development cost
Acquisition of other intangible assets

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES :
Cash inflows from financing activities :
Increase in short-term borrowings

Cash outflows from financing activities :
Repayment of short-term borrowings

Net cash used in financing activities

NET INCREASE(DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS AT END OF YEAR

See accompanying Notes to Financial Statements.
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Thousands of Korean won

2006 2005
(unaudited)

W 58,500,000 W 69,500,000
134,200 608,000
154,447 4,830,604
250,000 150,000
452,273 —
520,500 —

68,245 2,000,000
3,792,826 —
— 2,100,550

409 4,210,737
63,872,900 83,399,891
53,500,000 75,000,000
— 610,000

50,000 110,336
142,477 2,275,723

— 975,500
3,191,556 4,932,300
535,578 687,693

— 2,818,477
2,186,990 398,482
59,606,601 87,808,511
4,266,299 (4,408,620)
(158,918) (9,070)
801,378 810,448

W 642,460 W 801,378




ACTOZ SOFT CO., LTD.
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2006 AND 2005

1. General

Actoz Soft Co., Ltd. (the “Company”) was incorporated on October 29, 1996 under the laws of the Republic of Korea. The Company is
engaged in developing and distributing online game software products. The Company is registered as a venture business at the Korean Small and
Medium Enterprise Service in accordance with the special law for the promotion of venture businesses. The Company’s capital stock as of
December 31, 2006 amounts to W4,457,250 thousand. The Company’s shares were listed on the Korea Securities Dealers Automated Quotation
(KOSDAQ) market since August 14, 2001.

2. Summary of Significant Accounting Policies
a. Basis of Presentation of Financial Statements

The Korean Accounting Standards Board has published a series of Statements of Korean Financial Accounting Standards (SKFAS), which
will gradually replace the existing financial accounting standards established by the Korean Financial Supervisory Commission. As SKFAS Nos.
15 through 17 became applicable to the Company on January 1, 2005, the Company adopted these Standards in its financial statements covering
periods beginning January 1, 2005.

And as SKFAS Nos. 18 through 20 became effective for the Company on January 1, 2006, the Company adopted these Standards in its
financial statements for the year ended December 31, 2006.

Certain information attached to the Korean language financial statements, but not required for a fair presentation of the Company’s financial
position, results of operations or cash flows, is not presented in the accompanying financial statements.

The accounts of Online-works Co., Ltd., a wholly owned subsidiary, were not consolidated into the accounts of the Company as allowed
under the financial accounting standards generally accepted in the Republic of Korea Financial. The investment in the subsidiary was accounted
under the equity method (see note 5)

b. Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, cash in banks, and highly liquid temporary cash investments with original maturities of
three months or less.

c. Financial Instruments

Investments which are readily convertible into cash within four to 12 months of purchase are classified in the balance sheet as short-term
financial instruments. Long-term financial instruments are financial instruments not classified as short-term financial instruments.

d. Allowance for Doubtful Accounts

The Company provides an allowance for doubtful accounts and notes receivable based on the estimated recoverable amount of the
individual receivables

e. Marketable Securities

Marketable securities bought and held for the purpose of selling them in the near term are classified as short-term trading securities and debt
securities which repayment amounts are fixed or can be fixed and which the Company has the intent and ability to hold to maturity are classified
as held-to-maturity securities and marketable securities not classified as either short-term trading securities or held-to-maturity securities are
classified as available- for- sale securities.

Marketable securities are initially carried at cost, using the moving average method. The following paragraphs describe the subsequent
accounting for securities by the type of security.

Held-to-maturity securities are carried at cost, adjusted for the amortization or accretion of premiums or discounts. Short-term trading
securities and available- for-sale securities are reported at fair value. Available-for-sale equity securities that do not have readily determinable
market or fair values are reported at cost.

Unrealized gains or losses arising from the differences between the fair value and the acquisition cost are recorded in current operations for
short-term trading securities, and are reported as a capital adjustment in shareholders’ equity for available-for-sale securities which accumulated
amounts in shareholders’ equity are reflected in current operations when disposing the securities or recognizing impairment losses.

When estimated recoverable values from marketable securities are less than acquisition costs of equity securities or debt securities adjusted
for the amortization or accretion of premiums or discounts, impairment losses are recorded in current operation Subsequent recoveries are also
recorded in current operations up to the original cost of the securities.
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f. Investment Securities Valued Using the Equity Method of Accounting

Investments in equity securities of companies, over which the Company exercises significant influence, are reported using the equity
method of accounting.

Under the equity method of accounting, the Company records changes in its proportionate equity of the book value of the investee as
current operations, capital adjustments or adjustments to retained earnings, depending on the nature of the underlying change in book value of
the investee.

Differences between the purchase cost and the Company’s proportionate equity in net asset value of the investee are amortized over five
years using the straight-line method. Unrealized profits arising from sales by the Company to equity-method investees are eliminated. The
Company’s proportionate unrealized profits arising from sales by equity-method investees to the Company or transactions between equity-
method investees are also eliminated.

Foreign currency financial statements of equity method investees are translated into Korean won using the exchange rates in effect as of the
balance sheet date for assets and liabilities, and annual average exchange rates for income and expenses. Any resulting translation gain or loss is
included under the capital adjustment account, a component of shareholders’ equity

g. Property and Equipment

Property and equipment are stated at acquisition cost. Routine maintenance and repairs are charged to expense as incurred. Expenditures,
which enhance the value or extend the useful life of the related assets, are capitalized.

Depreciation is computed using the declining balance method over the following useful lives:

Description Useful lives (years)
Machinery and equipment 4
Furniture and fixtures 4
Vehicles 4

h. Intangible Assets

Development costs resulting from developing new products in which the elements of costs satisfy the certain conditions required and future
economic benefits are clearly expected, are capitalized and amortized over a five year period beginning in the year the related products are first
saleable or usable. When the recoverable amount is significantly less than the carrying value of development costs due to the uncertainty of their
future economic benefits, an impairment loss in the amount of the difference between the recoverable amount and the carrying value is recorded
in the current operations with the carrying amount of the asset adjusted reflecting the impairment.

Other intangible assets including industrial property rights are stated at cost and amortized on a straight-line basis over a five year period.
i. Deferred Income Taxes

Deferred tax assets and liabilities are recorded for future tax consequences of operating loss carryforwards, tax credits and temporary
differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets
are recognized to the extent that they are expected to be realizable. Deferred income tax assets and liabilities are classified into current and non-
current portions, and are presented in their net amounts.

j. Accrued Severance Benefits

In accordance with the Company’s policy, Employees with at least one year of service are entitled to receive severance benefits. The
Company pays out accrued severance benefits to its employees annually.

k. Foreign Currency Transactions and Translation

Transactions denominated in foreign currencies are recorded in Korean won translated at the exchange rate prevailing on the transaction
date. Monetary assets and liabilities denominated in foreign currency are translated into Korean won at the Base Rates announced by Seoul
Money Brokerage Services Limited on the balance sheet date. Gains or losses arising from the settlement of foreign currency transactions and
the translation of foreign currency assets and liabilities are charged or credited to current operations.

I. Revenue Recognition

Service revenue is recognized by reference to the stage of completion of the transaction at the balance sheet date. The percentage of
completion method for the service revenue can be employed when the following conditions are met: (a) the amount of revenue can be measured
reliably; (b) it is probable that the economic benefits will flow to the Company; (c) the stage of completion of the transaction at the balance sheet
date can be measured reliably; and (d) the costs incurred for the transaction and the costs to complete the transaction and be measured reliably.
For sales of merchandises and finished goods, revenue is recognized based on the delivery of goods for domestic sales and on the shipping dates
for export.
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m. Stock Options

The stock option program allows the Company’s officers to acquire shares of the Company. The option exercise price is generally fixed at
above the market price of underlying shares at the date of the grant. The Company values stock options based upon an option-pricing model
(Black-Scholes model) under the fair value method and recognizes this value as an expense over the period in which the options vest.

n. Earnings Per Share

Basic earnings per share is calculated by dividing net income allocated to common stock by the weighted-average number of shares of
common stock outstanding during each period.

0. Use of Estimates

The preparation of financial statements in accordance with accounting principles generally accepted in the Republic of Korea requires
management to make estimates and assumptions that affect the amounts reported in the financial statements and related notes to financial
statements. Actual results could differ from those estimates.

p. Contingent Liabilities

Contingent losses are recorded in liabilities if it is probable and the loss amount can be reasonably estimated.

g- Reclassification of Certain Accounts

Certain amounts in the financial statements as of and for the year ended December 31, 2005, have been reclassified to conform to the

December 31, 2006 financial statement presentation. These reclassifications have no effect on previously reported net income or shareholders
equity.

3. Cash and Cash Equivalents and Short-term Financial Instruments
Details of cash and cash equivalents and short-term financial instruments as of December 31, 2006 and 2005 are as follows:

Thousands of Korean won
Annual interest

2006
rate (%) (unaudited) 2005

<Cash and cash equivalents >

Cash — W 1,000 W 1,000
Ordinary deposit 0.1 43,837 86,862
Cash Management Account (“CMA”) 3.85 597,623 713,516
Total W 642,460 W 801,378
<Short-term financial instruments>

Time deposits 41~50 W 17,000,000 W 22,000,000
Total W 17,000,000 W 22,000,000
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4. Marketable Securities

Marketable securities of the Company at December 31, 2006 and 2005 are classified as available-for-sale securities according to its purpose
of acquisition and intent of holding and consist of the following:

<2006 (unaudited)>

Thousands of Korean won

Percentage of Acquisition Fair value or Book

Investee ownership cost net asset value value
<Equity securities>
Joyspell Co., Ltd. 3.67% W 206,023 W 44,194 W 103,011
<Debt securities>
Online-works Co., Ltd. -convertible debenture(1* series non-
guaranteed privately placed) — 200,000 200,000 200,000
Online-works Co., Ltd.- convertible debenture (2™ series
non-guaranteed privately placed) — 160,000 160,000 160,000

Total W 566,023 W 404,194 W 463,011

The company recognized an impairment loss amounting to W103,011 thousand on marketable securities relating to Joyspell due to the
decrease of the net asset of Joyspell. No further impairment was recognized in 2006 based on the analysis as of December 31, 2006.
<2005>

Thousands of Korean won

Percentage of Acquisition Fair value or Book
Investee ownership cost net asset value value

<Equity securities>
Joyspell Co., Ltd. 5.08% W 206,023 W 49,252 W 103,011
<Debt securities>

Online-works Co., Ltd. - convertible debenture (1* series

non-guaranteed privately placed) — 350,000 350,000 350,000
Online-works Co., Ltd.- convertible debenture (2™ series
non-guaranteed privately placed) — 260,000 260,000 260,000

Total W 816,023 W 659,252 W 713,011
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5. Investment Securities

Investment securities stated by the equity method of accounting at December 31, 2006 and 2005 are as follows:

(1) Detail of investment securities

Percentage Thousands of Korean won
No. of of Acquisition Net asset Book value
2006
Investee shares ownership cost value (unaudited) 2005
Wemade Entertainment Co., Ltd. 56,000 40.0% W 280,000 W 10,858,722 W 10,858,722 W 10,697,586
Anipark Co., Ltd. 900,000 15.65% 563,850 925,674 925,673 896,028
Onlineworks Co., Ltd. 60,000 100.0% 300,000 495,295 497,013 522,740
Beijing Oriental Interactive
Science and Technology
Development Co., Ltd. — 44.31% 2,201,150 123,137 123,137 —
Total W 3,345,000 W 12,402,828 W 12,404545 W 12,116,354
(2) Detail of valuation by the equity method
<2006 (unaudited)>
Thousands of Korean won
Capital Retained Other
Beginning Earnings adjustments earnings of increase Balance at end
Investee balance (loss) P/L of valuation valuation (decrease) of 2006
Wemade Entertainment Co., Ltd. W 10,697,586 W 234,682 (W 5,301) W — (W 68,245) W 10,858,722
Anipark Co., Ltd. 896,028 29,645 — — — 925,673
Onlineworks Co., Ltd. 522,740 (25,727) — — — 497,013
Beijing Oriental Interactive
Science and Technology
Development Co., Ltd. (90,286) 15,640 — 197,783 123,137
Total W 12,116,354 W 148,314 W 10,339 W — W 129538 W 12,404,545

For Wemade entertainment Co., Ltd., other decrease was a result of dividends receipts.
For Beijing Oriental Interactive Science and Technology Development Co., Ltd., other increase was recorded as a gain on disposal of
investment securities for the change in the equity interest arising from the capital increases.
For Beijing Oriental Interactive Science and Technology Development Co., Ltd., W453 thousand of a valuation loss was recorded as

allowance for doubtful accounts.
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<2005>

Thousands of Korean won

Capital Retained Other
Beginning Earnings adjustments of earnings of increase Balance at end
Investee balance (loss) P/L valuation valuation (decrease) of 2005
Wemade Entertainment Co.,
Ltd. W 12,043,171 W 668,026 (W 13,611) W — (W 2,000,0000 W 10,697,586
Anipark Co., Ltd. 989,244 (460,298) 22,675 (16,024) 360,431 896,028
Onlineworks Co., Ltd. 1,437,841 (783,609) 18,769 (150,261) — 522,740
Beijing Oriental Interactive
Science and Technology
Development Co., Ltd. 1,107,401 (1,108,009) 156 — 452 —
Total W 15,577,657 W (1,683,890) W 27,989 W (166,285) W (1,639,117) W 12,116,354

6. Property and Equipment
Property and equipment as of December 31, 2006 and 2005 are as follows:

Thousands of Korean won

2006 2005
(unaudited)
Land W — W —
Machinery 2,636,353 2,365,713
Furniture and fixture 1,159,997 1,301,143
Vehicles 31,349 31,349
Total acquisition cost 3,827,699 3,698,205
Less accumulated depreciation (3,117,975) (2,825,364)
Property and equipment, net W 709,724 W 872,841

7. Intangible Assets

Details of development cost and other intangible assets for the years ended December 31, 2006 and 2005 are as follows:
<2006 (unaudited)>

Thousands of Korean won

Development Industrial
Description cost property right Others Total
Beginning balance W 6,408,233 W 12,602 W 578,878 W 6,999,713
Increase in the year 1,938,349 5,642 242,999 2,186,990
Amortization (1,212,956) (4,013) (226,098) (1,443,067)
Ending balance W 7,133,626 W 14231 W 595779 W 7,743,636
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<2005>

Thousands of Korean won

Development Industrial
Description cost property right Others Total
Beginning balance W 3,929,807 W 5275 W 390,263 W 4,325,345
Increase in the year 2,818,478 10,232 388,249 3,216,959
Amortization (340,052) (2,905) (199,634) (542,591)
Ending balance W 6,408,233 W 12,602 W 578,878 W 6,999,713

8. Transactions with Related Parties

Major transactions and account balances with related parties as of and for the years ended December 31, 2006 and 2005 are as follows:

<2006 (unaudited)>

Thousands of Korean won

Commission Related Related
Company Sales Investment Outsourcing paid receivables payables
Wemade Entertainment Co., Ltd. W 927,458 W — W 17,995,844 W — 206,053 W 5,702,923
Anipark Co., Ltd. — 397,008 — 406,879
Shanda Interactive Entertainment
Ltd. 26,260,031 — — — 5,812,681 —
Total W 27,187,489 W — W 18,392,852 W — W 6,018,734 W 6,109,802
<2005>
Thousands of Korean won
Commission Related Related
Company Sales Investment Outsourcing paid receivables payables
Wemade Entertainment Co., Ltd. W 481,070 W — W 18,272,535 W — W 397,327 W 2,746,291
Anipark Co., Ltd. 77,500 — 1,017,173 — 496,365
Shanda Interactive Entertainment
Ltd. 22,386,381 — — — 1,729,671 —
Beijing Oriental Interactive
Science and Technology
Development Co., Ltd. — 520,500 — — 520,500 —
Total W 22,944,951 W 520,500 W 19,289,708 W — W 2,647,498 W 3,242,656

Short-term housing loan to shareholders, officers and employees at December 31, 2006 and 2005 amounted to W126,066 thousand and
W210,266 thousand, respectively, and the related interest income recognized in 2006 and 2005 amounted to W5,972 thousand and 14,089

thousand, respectively.

There is no collateral or guarantee provided by the Company or received from the related parties as of December 31, 2006.

9. Insurance

As of December 31, 2006 the Company has fire insurance for its machinery with L1G Fire Insurance Co., Ltd. with the coverage amount

totaling W2,338,027 thousand.

In addition, the Company’s vehicles are insured for comprehensive coverage.
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10. Assets and Liabilities Denominated in Foreign Currencies
Details of assets and liabilities denominated in foreign currencies as of December 31, 2006 and 2005 are as follows:

(In U.S. dollars, JPY, EUR, GBP and thousands of Korean won)

Foreign currency Korean won equivalent
2006 2005 2006 2005
Account (unaudited) (unaudited)
Assets:
Accounts receivable usbD 7,958,500.09 usD 3,804,690 W 7,601,823 W 3,854,151
JPY 6,150.00 JPY — 48 —
EUR 12,673.52 EUR 16,317 15,490 19,583
GBP GBP 3,720 — 6,492
W 7,617,361 W 3,880,226
Liabilities:
Accrued expenses usb 6,527,381.91 usD 1,586,613 W 6,068,057 W 1,607,239
EUR 13,765.66 EUR 11,422 16,825 13,708
JPY 2,706.00 JPY — 21 —

W 6,084,903 W 1,620,947

11. Capital Stock

Capital stock of the Company as of December 31, 2006 and 2005 is as follows;

2006 2005
(unaudited)
Number of shares authorized 50,000,000 50,000,000
Number of shares issued:
Common stock 8,914,500 8,914,500
Par value W 500 W 500

There was no change in capital stock or capital surplus in 2006.
12. Retained Earnings

(1) Reserve for business rationalization

Pursuant to the Regulation of Tax Reduction and Exemption Act (RTREA), the Company is required to appropriate, as a reserve for
business rationalization, an amount equal to the tax reduction arising under the RTREA. This reserve is not available for dividends, but may be
transferred to common stock, or may be used to reduce accumulated deficit, if any, with the ratification of the Company’s majority shareholders.

(2) Other reserve

Pursuant to the Special Tax Treatment Control Law, the Company appropriates retained earnings as a reserve for technology development.
This reserve is not available for dividends, but may be transferred to capital stock, or used to reduce accumulated deficit, if any, with the
ratification of the Company’s majority shareholders.

13. Capital Adjustments

(1) Treasury stock

In 2003, the Company purchased its own stock consisting of 480 shares of common stock in relation to increasing its capital. The Company
intends to sell the treasury stock in the future.

(2) Stock options

The Company granted stock options to its representative director as follows.

Grantee Exercise period Number of shares Exercise price
Director Within 7 years from grant date
(the vesting period : 2 years) 140,000 9,100Won
Employees Within 7 years from grant date
(the vesting period : 2 years) 127,420 8,300Won

The Company values stock options based upon an option-pricing model (Black-Scholes model) under the fair value method and recognizes
this value as an expense over the period in which the options vest. The expense for 2006 amounted to W 239,745 thousand.
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14. Selling and Administrative Expenses

Selling and administrative expenses in 2006 and 2005 consist of the following:

Thousands of Korean won

2006 2005
(unaudited)
Salaries and wages W 2,996,657 W 1,787,499
Severance benefits 208,393 141,387
Stock compensation 239,745 169,768
Employee benefits 436,249 208,430
Travel 183,470 62,474
Entertainment 166,143 73,490
Communications 29,789 13,709
Utilities 12,621 27,731
Taxes and dues 138,877 59,991
Depreciation 211,248 159,094
Rent 50,462 111,042
Repairs 11,964 5,612
Vehicles 19,542 8,419
Books and printing 7,115 6,345
Supplies 29,402 13,070
Education and training 88,047 24,149
Bad debt 12,115 1,057,467
Commissions 966,470 1,347,665
Advertising 2,829,857 727,192
Insurance 79,276 43,094
Amortization 1,443,067 542,592
Ordinary R&D 3,598,515 204,241
Others 311,813 21,549
Total W 14,070,837 W 6,816,010

15. Income Taxes
(1) Components of income tax expense (benefit) for the year ended December 31, 2006 (unaudited) are as follows;

Thousands of Korean won

Description Amount
Current W 2,184,099
Deferred:
Change in cumulative temporary differences 296,292
Change in tax credit carry forwards (2,630,665)
Income tax expense (benefit) W (150,274)
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(2) Reconciliations of accounting income and taxable income for the year ended December 31, 2006 (unaudited) are as follows;

Additions:

Accrued income recorded in prior year
Allowance for doubtful accounts

Investment securities

Entertainment expense in excess of limit
Stock compensation

Taxes & dues

Contribution

Capital adjustments relating to equity method

Total

Deductions:

Accrued income in current year
Allowance for doubtful accounts
Investment securities
Development cost

Dividend income

Refund of income taxes

Income tax expense

Total

Thousands of Korean won

Temporary differences

Permanent differences

135,196
239,745
52,750
64,938
10,339

502,968

20,473
169,768
150,274

W

340,515

(3) Changes in temporary differences during the year ended December 31, 2006 (unaudited) and deferred tax assets as of December 31,

2006 (unaudited) are as follows;

Description

Thousands of Korean won

December 31,
2006

Allowance for doubtful accounts
Bad debt

Development cost
Available-for-sale securities
Accrued income

Investment securities

Sub-total

Deferred taxes from tax credit carry-forwards
Tax effect of temporary differences:
Short-term deferred income taxes

Deferred income taxes

The future income tax rate of 27.5% has been used in computing deferred income taxes.

1,353,584
108,954
615,926
303,011

(194,810)

(9,059,545)

(6,872,880)

8,192,964
(1,890,042)
348,625

5,954,297

The beginning balances are based on the previous year’s amendment tax return and the difference in amount between the tax return and

audited financial report of the previous year was recorded as income tax refunds in current year.



16. Income Per Share
Net income per share amounts for the years ended December 31, 2006 and 2005 are as follows:

(1) Basic income per share

Korean won (in thousands except for income per share)

2006 2005
(unaudited)
Net income W 1,316,201 W 2,162,953
Extraordinary gains 3,792,826 —
Extraordinary losses — —
Income taxes relating to extraordinary items 1,043,027 —
Ordinary income (loss) (1,433,598) 2,162,953
Weighted average number of shares outstanding 8,914,020 8,914,020
Basic ordinary income (loss) per share in Korean won W (162) W 243
Basic earnings per share in Korean won W 148 W 243

As there are no diluted securities outstanding as of December 31, 2006, diluted earnings per shares is identical to basic earnings per share
and diluted ordinary income per share to the basic ordinary income per share.
(2) Weighted average number of shares outstanding

<2006 (unaudited)>
Numbers Weighted number
of shares Days of shares
Beginning balance 8,914,500
Treasury stock (480)
Total 8,914,020 365 3,253,617,300
+365
Weighted average number of shares 8,914,020
<2005>
Numbers Weighted number
of shares Days of shares
Beginning balance 8,914,500
Treasury stock (480)
Total 8,914,020 365 3,253,617,300
+365
Weighted average number of shares 8,914,020
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17. Value Added Information
Details of value added information for the years ended December 31, 2006 and 2005 are as follows:
<2006 (unaudited)>

Thousands of Korean won

Selling and Development cost
administrative and its impairment
Cost of sales expense loss Total
Salaries W 796,542 W 5,195,539 W 1,283,809 W 7,280,890
Provision for retirement and severance benefits 83,234 469,564 92,994 645,792
Employee benefits 86,182 695,370 147,779 929,331
Rent 25,607 124,021 42,860 192,488
Depreciation 91,759 462,534 144,318 698,611
Taxes and dues 138,877 138,877
Total W 1083324 W 7,085,905 W 1,716,760 W  9.885,989
<2005>
Thousands of Korean won
Selling and Development cost
administrative and its impairment
Cost of sales expense loss Total

Salaries W 355,930 W 1,787,499 W 1,762,769 W 3,906,198
Provision for retirement and severance benefits 24,304 141,387 108,002 273,693
Employee benefits 33,840 208,430 189,203 431,473
Rent 20,618 111,042 116,599 248,259
Depreciation 36,916 179,478 195,262 411.656
Taxes and dues — 59,991 — 59,991
Total W 471,608 W 2,487,827 W 2,371,835 W 5,331,270

18. Employees’ Benefits and Contribution to Society
The Company provides various employee benefits such as a national pension, a medical insurance, workmen’s accident compensation and a

paid vacation. The Company paid W929,332 thousand for such employee benefits in 2006 (unaudited).
The Company contributed W64,938 thousand to the Korea Game Industry Association in 2006 (unaudited).

19. Supplementary Cash Flow Information
Major transactions not involving the inflow or outflow of cash for the years ended December 31, 2006 and 2005 are as follows:

Thousands of Korean won
2006 2005
(unaudited)

Description
Transfer of marketable securities into intangible assets — 150,000

20. Commitments and Contingencies

At February 12, 2007, the Company disposed Share of Wemade (56,000 shares) to Wemade with USD 20,000,000.00.
21. Extraordinary gain

In 2006, the former CEO sold his stocks in Actoz within six months after his purchase which violated the Korean Securities Regulations.
The Company took legal action to collect the former CEQO’s illegal transaction gain of KRW 4,450 million. As a result, the Company received

KRW 3,793 million from the former CEO as the juridical decision was in favor of the Company. The gain was recorded as extra ordinary gain in
the statements of income.
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22. Interim Period Information

Interim financial information of the Company for the final (4th) quarter of 2006 and 2005 are summarized as follows:

Korean won (in thousands
except for income per share)

2006 2005
(unaudited)
Sales W 9,610,305 W 3,319,088
Gross profit (loss) 3,340,453 1,180,014
Operating income (loss) 259,194 (1,154,896)
Quarterly net income (loss) 620,483 (2,200,312)
Quarterly net income (loss) per share in Korean won W 70 (W 247)

23. Economic Environment

In response to the overall unstable economic situations, the Korean government and the private sector have been implementing structural
reforms to historical business practices. The Company may be either directly or indirectly affected by these economic situations and structural
reforms.

The accompanying financial statements reflect management’s current assessment of the impact to date of the economic situation on the
financial position of the Company. Actual results may differ materially from management’s current assessment.

24. Reconciliation to United States Generally Accepted Accounting Principles

The financial statements are prepared in accordance with Korean GAAP which differ in certain respects from accounting principles
generally accepted in the United States of America (“U.S. GAAP”). The significant differences between Korean GAAP and U.S. GAAP that
affect the Company’s financial statements are described below.

The effects of the significant adjustments to net income and stockholders’ equity which would be required if U.S. GAAP were to be applied
instead of Korean GAAP are summarized as follows:

Thousands of Korean won

2006 2005
Description (unaudited)

Net income in accordance with Korean GAAP 1,316,201 2,162,953
Adjustments:
Depreciation(1) 11,580 (243,554)
Stock option(2) (20,212) 79,036
Intangible assets(3) (725,393) (2,473,467)
Revenue(4) (728,856) 1,380,154
U.S. GAAP adjustments of equity method affiliates(5) (565,703) 2,789,911
U.S. GAAP adjustments of consolidated subsidiaries(6) 359,681 41,343
Deferred tax effects of U.S. GAAP adjustments(7) 529,265 345,904

(1,139,638) 1,919,327
Net income as adjusted in accordance with U.S. GAAP 176,563 4,082,280
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Thousands of Korean won

2006 2005
Description (unaudited)

Stockholders’ equity in accordance with Korean GAAP 53,753,268 52,356,750
Adjustments:
Depreciation(1) 340,199 328,619
Stock option(2) — (90,732)
Intangible assets(3) (7,133,626) (6,408,233)
Revenue(4) (2,330,260) (1,601,401)
U.S. GAAP adjustments of equity method affiliates(5) (1,500,640) (934,937)
U.S. GAAP adjustments of consolidated subsidiaries(6) (363,596) (723,277)
Deferred tax effects of U.S. GAAP adjustments(7) 2,666,495 2,137,230

(8,321,428) (7,292,731)
Stockholders’ equity as adjusted in accordance with U.S. GAAP 45,431,840 45,064,019

(1) The Company depreciates its property and equipment using the declining balance method over their respective useful lives. To conform
to Shanda’s accounting policy, the Company restated the depreciation expenses using straight-line method.

(2) Under Korean GAAP & US GAAP, The Company values stock options based upon an option-pricing model (Black-Scholes model)
under the fair value method and recognizes stock compensation expense over the period in which the options are vested. Generally there are no
differences between Korean GAAP and US GAAP in stock option accounting. However, some assumptions, such as expected exercise period
and Volatility of the stock, are differently applied, when measuring the fair value of stock option.

(3) Under Korean GAAP, the Company capitalizes development costs resulting from developing new game products in which the elements
of costs satisfy the certain conditions required and future economic benefits are clearly expected, and amortizes it over a five year period
beginning in the year the related products are first saleable or usable. Under US GAAP, The Company accounts for costs to develop its online
game products in accordance with SFAS No. 86, “Accounting for Costs of Computer Software to be Sold, Leased or Otherwise Marketed”
(“SFAS No0.86”), which requires that costs incurred for the development of online game products prior to the establishment of technological
feasibility are expensed when incurred and are included in product development expense. Once an online game product has reached
technological feasibility, all subsequent online game product development costs are capitalized until the product is available for marketing.
Accordingly, all costs incurred to establish the technological feasibility of the games are expensed and the recorded amortization expenses under
K GAAP are reversed.

(4) Under Korean GAAP, the Company recognizes the upfront fee as revenue for games licensed to third parties upon receipt from its
licensees when licensed agreement is entered into. Under US GAAP, in accordance with SAB 101, upfront fee received form licensed games are
recorded as deferred revenue and evenly credited as revenue over the licensed period.

(5) The difference is resulted from the adjustment of development cost incurred as stated in (3) above by one of the Company’s affiliates.
The development costs were expensed off and the related amortization expenses under Korean GAAP were reversed, which resulted in negative
effect on net income for the affiliate.

(6) The difference is mainly resulted from the additional U.S. GAAP adjustments for the consolidation of Online-works Co. Ltd..
Additional U.S. GAAP adjustments such as bad debt adjustment and the expensed-off development costs as stated in (3) are included in this
reconciliation item.

(7) In general, accounting for deferred income taxes is substantially the same between Korean GAAP and U.S. GAAP. The Company is also
required to recognize the additional deferred tax effects that result from differences between the reported Korean GAAP and U.S. GAAP
amounts.

25. Subsequent Events

On February 2, 2007, the Company entered into an agreement with Wemade for the sale of its 40% equity interest in Wemade back to
Wemade for a total consideration of US$20 million. The resulting net gain recorded by the Company was approximately US$6.5 million.

On February 2, 2007, the Company entered into an agreement with Wemade and Shanda to fully settle the copyright infringement and
unfair competition case before the Beijing Court. Under the terms of this settlement, Wemade and the Company agreed to recognize Shanda’s
copyright for World of Legends and Shanda agreed to recognize Wemade and the Company’s joint ownership over the copyright of Mir I1. In
addition, no additional costs would be required to be incurred by any of the three parties and each party would bear its own legal costs in
connection with the case.
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