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PART II 
 
Item 13. DEFAULTS, DIVIDEND ARREARAGES AND DELINQUENCIES 
 
Not applicable 
 
Item 14. MATERIAL MODIFICATIONS TO THE RIGHTS OF SECURITY HOLDERS AND USE OF PROCEEDS  
 
A. — D. MATERIAL MODIFICATIONS TO THE RIGHTS OF SECURITY HOLDERS 
 
Not applicable 
 
E.   USE OF PROCEEDS 
 
Not applicable 
 
Item 15. CONTROLS AND PROCEDURES 
 
Evaluation of Disclosure Controls and Procedures 
 

As of the end of the period covered by this annual report, our principal executive officer and principal financial officer have performed an 
evaluation of the effectiveness of our disclosure controls and procedures as defined and required under Rules 13a-15(e) and 15d-15(e) of the Securities 
Exchange Act of 1934, as amended. Based upon that evaluation, they have concluded that our disclosure controls and procedures were effective in 
ensuring that the information required to be disclosed by us in the reports that we file and furnish under the Securities Exchange Act of 1934, as 
amended, is recorded, processed, summarized and reported, within the time periods specified in by the Securities and Exchange Commission’s rules 
and regulations. 
 
Management’s Report on Internal Control over Financial Reporting 
 

Management of Shanda Interactive Entertainment Limited (together with its consolidated subsidiaries, the “Group”) is responsible for 
establishing and maintaining adequate internal control over financial reporting as defined in Rules 13a-15(f) and 15d-15(f) under the Securities 
Exchange Act of 1934, as amended. The Group's internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of our financial reporting and the preparation of financial statements for external purposes in accordance with accounting 
principles generally accepted in the United States of America. The Group's internal control over financial reporting includes those policies and 
procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the 
assets of the Group; (ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in 
accordance with generally accepted accounting principles, and that receipts and expenditures of the Group are being made only in accordance with 
authorizations of management; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or 
disposition of the Group's assets that could have a material effect on the financial statements. Because of its inherent limitations, internal control over 
financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the 
risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may 
deteriorate. 
 

Under the supervision and with the participation of the Company’s management, including our principal executive officer and principal 
financial officer, the Group conducted an assessment of the effectiveness of its internal control over financial reporting based upon criteria established 
by the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”) in Internal Control — Integrated Framework. Based on this 
assessment, management determined that the Group’s internal control over financial reporting was effective as of December 31, 2008. 
 

The effectiveness of the Company’s internal control over financial reporting as of December 31, 2008 has been audited by 
PricewaterhouseCoopers Zhong Tian CPAs Limited Company, the Company’s independent registered public accounting firm, as stated in its report 
included on page F-2. 
 
Changes in Internal Control over Financial Reporting 
 

During the year ended December 31, 2008, there were no changes in the Company’s internal control over financial reporting that have 
materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting. 
 
Item 16A. AUDIT COMMITTEE FINANCIAL EXPERT 
 

Our board of directors has determined that Mr. Jingsheng Huang qualifies as an Audit Committee Financial Expert as defined by the applicable 
rules of the SEC. 
 

Our board of directors has determined that Mr. Jingsheng Huang is independent as such term is defined by Rule 5605(a)(2) of the NASDAQ 
Listing Rules. 
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Item 16B. CODE OF ETHICS 
 

Our board of directors has adopted a code of ethics, which is applicable to our senior executive and financial officers. In addition, our board of 
directors has adopted a code of conduct, which is applicable to all of our directors, officers and employees. We have made our code of ethics and our 
code of conduct publicly available on our website at www.snda.com. 
 
Item 16C. PRINCIPAL ACCOUNTANT FEES AND SERVICES 
 

The following table sets forth the aggregate fees by categories specified below in connection with certain professional services rendered by our 
principal external auditors for the periods indicated. We did not pay any other fees to our principal external auditors during the periods indicated 
below. 
 
  For the year ended December 31, 
  2007  2008  

  RMB  RMB US$ 
   (in thousands)  
Audit fees (1) 12,500 12,990  1,904

Audit-related fees (2) 1,100 4,780  701
Tax fees (3)  - 450  66

Total  13,600 18,220  2,671
         

 
(1) Audit fees means the aggregate fees in each of the fiscal years listed for professional services rendered by our principal auditors for the audit of our annual consolidated financial 

statements or services that are normally provided by the auditors in connection with statutory and regulatory filings or engagements. Services comprising the fees disclosed under 
this category also involve principally limited reviews performed on our consolidated financial statements and the audits of the annual financial statements of our subsidiaries and 
affiliated companies.  

 
(2) Audit-related fees means the aggregate fees in each of the fiscal years listed for assurance and related services by our principal auditors that are reasonably related to the 

performance of the audit or review of our financial statements and are not reported under “Audit fees”.  
 
(3) Tax fees means the aggregate fees for tax related service.  

 
Item 16D. EXEMPTIONS FROM THE LISTING STANDARDS FOR AUDIT COMMITTEES 
 

We have not been granted an exemption from the applicable listing standards for the audit committee of our board of directors. 
 
Item 16E. PURCHASES OF EQUITY SECURITIES BY THE ISSUER AND AFFILIATED PURCHASERS 
 

Period  

(a) Total 
Number of 

ADS 
Purchased (1) (2)

 

(b) Average 
Price Paid per 

ADS in US$ (1)(2)
 

(c) Total 
Number of ADS 

Purchased as 
Part of Publicly 

Announced 
Plan (2)(3)  

(d) 
Approximate 

U.S. dollar 
Value of ADS 
that May Yet 
Be Purchased

Under the 
Plan in US$(4)

September 1 – September 30, 2008       125,000,000
 

December 1 – December 31, 2008 91,597 25.14 91,597  122,697,251

 
(1) On September 8, 2008, we announced that our board of directors authorized us to repurchase up to US$200 million worth of our outstanding ADS from time to time over a period 

of 12 months following the plan’s approval date. On September 10, 2008, we announced that we had entered into an agreement to repurchase US$175 million worth of our 
outstanding ADSs pursuant to an accelerated share repurchase program agreement (“ASB”). Under the terms of the ASB, we received an initial 3.3 million ADSs followed by an 
additional 0.4 million ADSs on a monthly basis for the subsequent six months. The 5.7 million ADSs represent the minimum number of ADSs to be received under the ASB. On 
March 19, 2009, we received an additional 0.5 million ADSs as the final adjustment under the ASB. We repurchased an aggregate of 6.2 million ADSs under the ASB.  

(2) Average price paid per ADS repurchased is the execution price, excluding commissions paid to brokers.  
(3) Includes the 1.7 million ADSs delivered under the ASB in January, February and March of 2009 but paid for in September.  
(4) On December 30, 2008, our board of directors authorized us to repurchase an additional US$100 million or an aggregate of US300 million worth of outstanding ADSs. 



66 

Item 16F.  CHANGE IN REGISTRANT’S CERTIFYING ACCOUNTANT 
 
Not applicable 
 
Item 16G.  CORPORATE GOVERNANCE 
 

A majority  of  our directors  do  not qualify as  independent  directors.  In  addition,  we  do  not have  a nominations committee,  nor  is  
independent director involvement required in the selection of director nominees or in the determination of executive compensation. This home country 
practice of ours differs from Rule 5605(b), (d) and (e) of the NASDAQ Listing Rules, because there are no specific requirements under Cayman Islands 
law on director independence or on the establishment of a nominations committee, and neither are there any requirements on independent directors’ 
involvement in the selection of director nominees nor in the determination of executive compensation. 
 

Our board of directors has adopted a code of ethics, which is applicable to our senior executive and financial officers. In addition, our board of 
directors has adopted a code of conduct, which is applicable to all of our directors, officers and employees. We have made our code of ethics and our 
code of conduct publicly available on our website. See also Item 16B “Code of Ethics”. 
 

In addition, our board of directors has adopted a set of corporate governance guidelines. The guidelines reflect certain guiding principles with 
respect to our board’s structure, procedure and committees. The guidelines are not intended to change or interpret any law or our amended and restated 
memorandum and articles of association. 
 

We also have established a disclosure committee, which is comprised of certain members of senior management. Pursuant to the disclosure 
committee’s charter, which was ratified by our board of directors, the disclosure committee is responsible for adopting, evaluating and overseeing our 
disclosure controls and procedures and internal controls. 
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PART III 
 
Item 17. FINANCIAL STATEMENTS 
 
Not applicable 
 
Item 18. FINANCIAL STATEMENTS 
 

The consolidated financial statements for the Company and its subsidiaries are included at the end of this annual report.  

 
Item 19. EXHIBITS 
 
Number  Description 
 
1.1 Amended and Restated Memorandum and Articles of Association of Shanda Interactive Entertainment Limited (incorporated by 

reference to Exhibit 3.1 to our Registration Statement on Form F-1 (file no. 333-114177) filed with the Securities and Exchange 
Commission on May 7, 2004).  

 
2.1 Specimen Ordinary Share Certificate (incorporated by reference to Exhibit 4.1 to our Registration Statement on Form F-1 (file no. 333-

114177) filed with the Securities and Exchange Commission on May 7, 2004).  
 
2.2 Specimen of American Depositary Receipts (incorporated by reference to Exhibit A to Exhibit 1 to our Registration Statement on 

Form F-6 POS (file no. 333-114759) filed with the Securities and Exchange Commission on June 9, 2004).  
 
2.3 Form of Deposit Agreement (incorporated by reference to Exhibit 1 to our Post-Effective Amendment No. 1 to the Form F-6 (file 

no. 333- 114759) filed with the Securities and Exchange Commission on June 9, 2004).  
 
2.4 Sale and Purchase Agreement, among Shanda Interactive Entertainment Limited, Jong Hyun Lee, Il Wang Park, Byung Chan Park, Jin Ho 

Lee. Sang Jun Roh, Sung Gon Bae and Yong Sung Cho, dated November 29, 2004 in connection with the sale of shares of Actoz Soft 
Co., Ltd. to Shanda Interactive Entertainment Limited (incorporated by reference to Exhibit 2.7 to our 2004 annual report on Form 20-F 
(file no. 000- 50705) filed with the Securities and Exchange Commission on May 31, 2005).  

 
4.1 Employee Stock Option Plan and form of share option agreement (incorporated by reference to Exhibit 10.1 to our Registration 

Statement on Form F-l (file no. 333-114177) filed with the Securities and Exchange Commission on April 2, 2004).  
 
4.2 Employee Equity Compensation Plan (incorporated by reference to Exhibit 99.2 to our press release on Form 6-K (file no. 000-50705) 

filed with the Securities and Exchange Commission on September 22, 2005).  
 
4.3 Articles of Association of Shengqu Information Technology (Shanghai) Co., Ltd. (incorporated by reference to Exhibit 10.21 

to our Registration Statement on Form F-l (file no. 333.114177) filed with the Securities and Exchange Commission on April 
2, 2004).  

 

4.4
* Share Entrustment Agreement among Tianqiao Chen, Danian Chen and Shanda Computer (Shanghai) Co., Ltd. dated July 1, 2008 (English 

Translation). 
 

4.5
* Share Pledge Agreement among Tianqiao Chen, Danian Chen and Shanda Computer (Shanghai) Co., Ltd. dated July 1, 2008 (English 

Translation). 
 
4.6* Power of Attorney executed by Tianqiao Chen in favor of Shanda Computer (Shanghai) Co., Ltd. dated July 1, 2008 (English Translation). 
 
4.7* Power of Attorney executed by Danian Chen in favor of Shanda Computer (Shanghai) Co., Ltd. dated July 1, 2008 (English Translation). 
 
4.8* Assignment Agreement of Purchase Option and Cooperation Agreement among Shanda Computer (Shanghai) Co., Ltd., Shanghai Shanda 

Networking Development Co., Ltd., Shengqu Information Technology Co., Ltd., Tianqiao Chen and Danian Chen dated July 1, 2008 
(English Translation). 

 
4.9* Business Operating Agreement among Shanda Computer (Shanghai) Co., Ltd., Shanghai Shanda Networking Development Co., Ltd., 

Tianqiao Chen and Danian Chen dated July 1, 2008 (English Translation). 
 
4.10* Exclusive Consulting and Service Agreement between Shanda Computer (Shanghai) Co., Ltd. and Shanghai Shanda Networking 

Development Co., Ltd. dated July 1, 2008 (English Translation). 
 
4.11* Termination Agreement to the Share Pledge Agreement among Shengqu Information Technology (Shanghai) Co., Ltd., Tianqiao Chen and 
 Danian Chen dated July 1, 2008 (English Translation). 
 
4.12* Share Entrustment Agreement among Dongxu Wang, Yingfeng Zhang, Shengqu Information Technology (Shanghai) Co., Ltd. and 

Shanghai Shulong Technology Development Co., Ltd. dated July 1, 2008 (English Translation). 
 
4.13* Share Pledge Agreement among Dongxu Wang, Yingfeng Zhang and Shengqu Information Technology (Shanghai) Co., Ltd. dated July 1, 

2008 (English Translation). 
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4.14* Power of Attorney executed by Dongxu Wang in favor of Shengqu Information Technology (Shanghai) Co., Ltd. dated July 1, 2008. 
 
4.15* Power of Attorney executed by Yingfeng Zhang in favor of Shengqu Information Technology (Shanghai) Co., Ltd. dated July 1, 2008. 
 
4.16* Share Disposition Agreement among Dongxu Wang, Yingfeng Zhang, Shengqu Information Technology (Shanghai) Co., Ltd. and 

Shanghai Shulong Technology Development Co., Ltd. dated July 1, 2008 (English Translation). 
 
4.17* Business Operating Agreement among Dongxu Wang, Yingfeng Zhang, Shengqu Information Technology (Shanghai) Co., Ltd. and 

Shanghai Shulong Technology Development Co., Ltd. dated July 1, 2008 (English Translation). 
 
4.18* Exclusive Consulting and Service Agreement between Shengqu Information Technology (Shanghai) Co., Ltd. and Shanghai Shulong 

Technology Development Co., Ltd. dated July 1, 2008 (English Translation). 
 
4.19* Loan Agreement between Shengqu Information Technology (Shanghai) Co., Ltd. and Dongxu Wang dated July 1, 2008 (English 

Translation). 
 
4.20* Loan Agreement between Shengqu Information Technology (Shanghai) Co., Ltd. and Yingfeng Zhang dated July 1, 2008 (English 

Translation). 

 
4.21* Termination Agreement to the Loan Agreement between Shanghai Shanda Networking Co., Ltd. and Yingfeng Zhang dated July 1, 2008 

(English Translation). 
 
4.22* Termination Agreement to the Share Purchase Option Agreement among Shanghai Shulong Technology Development Co., Ltd., Shanghai 

Shanda Networking Co., Ltd. and Yingfeng Zhang dated July 1, 2008 (English Translation). 
 
4.23*  Termination Agreement to the Share Pledge Agreement between Shanghai Shanda Networking Co., Ltd. and Yingfeng Zhang dated July 1, 

2008 (English Translation). 
 
4.24 Software Licensing Agreement among Shanghai Shanda Networking Co., Ltd., Shanghai Pudong New Area Imp. & Exp. Corp. and Actoz 

Soft Co., Ltd., dated June 29, 2001, (incorporated by reference to Exhibit 10.17 to our Registration Statement on Form F-1 (file no. 333-
114177) filed with the Securities and Exchange Commission on April 20, 2004).  

 
4.25 Supplemental Agreement among Shanghai Shanda Networking Co., Ltd., Actoz Soft Co., Ltd. and Wemade Entertainment Co., Ltd., dated 

July 14, 2002, (incorporated by reference to Exhibit 10.18 to our Registration Statement on Form F-1 (file no. 333-114177) filed with the 
Securities and Exchange Commission on April 2, 2004).  

 
4.26 Settlement Agreement between Shanghai Shanda Networking Co., Ltd., and Actoz Soft Co., Ltd., dated August 19, 2003, (incorporated 

by reference to Exhibit 10.22 to our Registration Statement on Form F-1 (file no. 33-114177) filed with the Securities and Exchange 
Commission on April 20, 2004).  

 
4.27 Amendment Agreement among Shanghai Shanda Networking Co., Ltd., Actoz Soft Co., Ltd., Shanghai Pudong Import & Export Co., Ltd. 

and Shengqu Information Technology (Shanghai) Co., Ltd., dated August 19, 2003, (incorporated by reference to Exhibit 10.23 to our 
Registration Statement on Form F-1 (file no. 333-114177) filed with the Securities and Exchange Commission on April 20, 2004).  

 
4.28 Extension Agreement among Actoz Soft Co., Ltd,. Shanghai Shanda Networking Co., Ltd., and Shanghai Pudong Imp.& Exp. Co., Ltd., 

dated September 22, 2005 (Incorporated by reference to Exhibit 4.21 to our 2005 annual report on Form 20-F (file no. 000-50705) filed 
with the Securities and Exchange Commission on June 29, 2006).  

 
4.29* Extension Agreement II among Actoz Soft Co., Ltd., Shengqu Information Technology (Shanghai) Co., Ltd. and Shanghai Pudong Imp.& 

Exp. Co., Ltd., dated November 26, 2008. 

 
4.30* Assignment Agreement among Actoz Soft Co., Ltd., Shengqu Information Technology (Shanghai) Co., Ltd. and Shanghai Shanda 

Networking Co., Ltd. dated July 1, 2008. 

 
4.31 Form of Indemnification Agreement for Directors and Officers (incorporated by reference to Exhibit 10.24 to our Registration 

Statement on Form F-1 (file no. 333-114177) filed with the Securities and Exchange Commission on April 2, 2004).  

 
8.1* List of Subsidiaries. 

 
11.1 Code of Ethics (incorporated by reference to Exhibit 11.1 to our 2004 annual report on Form 20-F (file no. 000-50705) filed with the 

Securities and Exchange Commission on May 31, 2005).  

 
12.1*  Certification of Chief Executive Officer Required by Rule 13a-14(a).  

 
12.2*  Certification of Chief Financial Officer Required by Rule 13a-14(a). 

 
13.1*   Certification of Chief Executive Officer and Chief Financial Officer Required by Rule 13(a)-14(b) and Section 1350 of Chapter 63 of Title 

18 of the United States Code. 

_________ 
* 

filed herewith 
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SIGNATURE 
 

The registrant hereby certifies that it meets all of the requirements for filing its annual report on Form 20-F and that it has duly caused and 
authorized the undersigned to sign this annual report on its behalf. 
 

SHANDA INTERACTIVE 
ENTERTAINMENT LIMITED 

 
By:  /s/ Tianqiao Chen 

 

Name: Tianqiao Chen 
Title:    Chairman and Chief Executive Officer 

 
 
Date: June 30, 2009 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 
 
TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF SHANDA INTERACTIVE ENTERTAINMENT LIMITED: 

 
In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of operations and comprehensive income, 

of changes in shareholders' equity and of cash flows present fairly, in all material respects, the financial position of Shanda Interactive Entertainment 
Limited (the “Company”) and its subsidiaries as of December 31, 2008 and 2007 and the results of their operations and their cash flows for each of the 
three years ended December 31, 2008 in conformity with accounting principles generally accepted in the United States of America. In addition, in our 
opinion, the accompanying Financial Statement Schedule I presents fairly, in all material respects, the information set forth therein when read in 
conjunction with the related consolidated financial statements. Also in our opinion, the Company maintained, in all material respects, effective internal 
control over financial reporting as of December 31, 2008, based on criteria established in Internal Control - Integrated Framework issued by the 
Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company's management is responsible for these financial 
statements and the Financial Statement Schedule I, for maintaining effective internal control over financial reporting and for its assessment of the 
effectiveness of internal control over financial reporting, included in Management's Report on Internal Control over Financial Reporting included in 
Item 15 of the accompanying Form 20-F (“Management's Report on Internal Control over Financial Reporting”). Our responsibility is to express 
opinions on these financial statements, on the Financial Statement Schedule I, and on the Company's internal control over financial reporting based on 
our audits (which were integrated audits in 2008 and 2007). We conducted our audits in accordance with the standards of the Public Company 
Accounting Oversight Board (United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about 
whether the financial statements are free of material misstatement and whether effective internal control over financial reporting was maintained in all 
material respects. Our audits of the financial statements included examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial 
statement presentation. Our audit of internal control over financial reporting included obtaining an understanding of internal control over financial 
reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control based 
on the assessed risk. Our audits also included performing such other procedures as we considered necessary in the circumstances. We believe that our 
audits provide a reasonable basis for our opinions. 
 

As disclosed in Note 2(27) to the consolidated financial statements, effective January 1, 2007, the Company adopted Financial Accounting 
Standards Board (“FASB”) Interpretation No. 48, “Accounting for Uncertainty in Income Taxes – An Interpretation of FASB Statement No.109, 

Accounting for Income Taxes”. 
 

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A company’s 
internal control over financial reporting includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, 
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are 
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of management and directors of the company; and (iii) provide 
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have 
a material effect on the financial statements. 
 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any 
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the 
degree of compliance with the policies or procedures may deteriorate. 
 
PricewaterhouseCoopers Zhong Tian CPAs Limited 
Company Shanghai, the People's Republic of China 
June 30, 2009 
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SHANDA INTERACTIVE ENTERTAINMENT LIMITED 
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME 

 
  For the years ended December 31 

 Notes 2006 2007  2008  2008 
    RMB   RMB   RMB US$ 

     (Note 2(4)) 
Net revenues: 2(18)       
Online game related revenues        

MMORPGs related revenues  1,240,095,933 2,040,937,961 2,982,334,957 437,132,277
Casual game related revenues  302,800,432 329,654,387 440,948,871 64,631,568

Other revenues 5 111,563,960      96,672,154 145,784,600 21,368,208
Total net revenues  1,654,460,325 2,467,264,502 3,569,068,428 523,132,053
    
Cost of revenue 2(21) (689,805,061) (807,101,556) (1,020,470,247) (149,574,239)
    
Gross profit  964,655,264 1,660,162,946 2,548,598,181 373,557,814
        
Operating expenses:        

Product development 2(22) (167,792,398) (163,546,391) (274,653,604) (40,257,032)
Sales and marketing 2(23) (181,084,551) (179,713,493) (317,950,533) (46,603,229)
General and administrative 2(24) (238,146,205) (314,938,803) (513,710,546) (75,296,526)

Total operating expenses  (587,023,154) (658,198,687) (1,106,314,683) (162,156,787)
Income from operations  377,632,110 1,001,964,259 1,442,283,498 211,401,027
    
    
    
Interest income  24,742,314 65,804,468 72,590,963 10,639,936
Interest expense  (17,490,851) (13,131,146) (10,295,375) (1,509,033)
Investment income 13 72,362,284 469,816,746 8,179,567 1,198,911
Other income, net 6 133,912,758 28,041,475 36,656,989 5,372,956
Income before income tax expenses, equity in losses of        

affiliated companies, and minority interests  591,158,615 1,552,495,802 1,549,415,642 227,103,797
    
Income tax expenses 7 (36,488,915) (133,836,237) (276,471,101) (40,523,430)
Equity in losses of affiliated companies 12 (26,226,708) (15,502,851) (337,384) (49,452)
Minority interests  766,886 (7,014,687) (24,205,238) (3,547,855)
Net income  529,209,878 1,396,142,027 1,248,401,919 182,983,060
        
        
Other comprehensive income:        
Unrealized appreciation of marketable securities 2(7) 191,833,841 61,850,719 110,007 16,124
Reclassification of realized gains of marketable securities in        

net income 2(7) (23,562,881) (260,252,994) - -
Currency translation adjustments of the Company 2(3) - (14,371,776) (39,053,516) (5,724,224)
Currency translation adjustments of an affiliated company/ a        

subsidiary 2(3) 6,629,305 (14,478,214) (72,495,874) (10,625,999)
Comprehensive income  704,110,143 1,168,889,762 1,136,962,536 166,648,961
        
Earnings per share 2(30), 8       

Basic  3.71 9.74 8.73 1.28
Diluted  3.66 9.54 8.63 1.26

        
Earnings per ADS        

Basic  7.42 19.48 17.46 2.56
Diluted  7.32 19.08 17.26 2.52

        
Weighted average ordinary shares outstanding 8       

Basic  142,598,398 143,340,207 142,991,542 142,991,542
Diluted  144,605,703 146,286,519 144,674,902 144,674,902

        
Weighted average ADS outstanding        

Basic  71,299,199 71,670,104 71,495,771 71,495,771
Diluted  72,302,852 73,143,259 72,337,451 72,337,451

        
Share-based compensation included in: 2(25), 21       

Cost of revenue  (454,783) (266,335) (857,570) (125,697)
Product development  (1,074,650) (842,227) (1,865,540) (273,439)
Sales and marketing  (98,665) - (1,000,655) (146,670)
General and administrative  (38,388,924) (57,096,570) (52,318,564) (7,668,533)

    
 

The accompanying notes are an integral part of these financial statements. 
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SHANDA INTERACTIVE ENTERTAINMENT LIMITED 
CONSOLIDATED BALANCE SHEETS 

The accompanying notes are an integral part of these financial statements. 

    December 31, December 31, December 31, 
  Note  2007 2008  2008 
    RMB RMB US$ 
       (Note 2(4)) 
ASSETS        
Current assets:        

Cash and cash equivalents 2(5), 9  1,985,301,531 3,397,844,387 498,035,088
Short-term investments 2(6)  791,309,160 853,299,143 125,071,329
Marketable securities 2(7), 13  11,243,594 36,695,541 5,378,606
Accounts receivable, net of allowance for doubtful accounts 2(8), 10  32,167,476 35,783,201 5,244,881
Inventories 2(9), 11  2,157,973 3,185,570 466,921
Deferred licensing fees and related costs 2(20)  51,311,834 54,117,546 7,932,217
Prepayments and other current assets    67,953,183 190,257,782 27,886,813
Deferred tax assets 7  67,282,205 89,333,100 13,093,895

Total current assets    3,008,726,956 4,660,516,270 683,109,750
    
Investment in equity investees 2(10), 12  8,470,716 61,212,309 8,972,123
Property and equipment 2(11), 14  316,182,304 312,434,922 45,794,785
Intangible assets 2(12), 15  314,067,437 476,253,557 69,806,311
Goodwill 2(13), 16  606,220,501 590,267,898 86,517,830
Long-term rental deposits    56,329,734 50,423,134 7,390,713
Long-term prepayments 2(14)  122,579,505 122,975,615 18,025,008
Other long term assets 2(15)  247,099,793 159,036,211 23,310,547
Non-current deferred tax assets 7  83,055,190 34,727,042 5,090,076
Total assets    4,762,732,136 6,467,846,958 948,017,143
        
LIABILITIES        
Current liabilities:        

Accounts payable    48,551,628 54,468,189 7,983,611
Licensing fees payable    88,549,249 203,162,170 29,778,259
Taxes payable    127,548,651 112,502,637 16,489,943
Deferred revenue 2(19)  408,598,028 513,832,116 75,314,345
Due to related parties 23  3,044,007 3,043,783 446,139
Other payables and accruals 17  191,598,744 349,935,863 51,291,442
Deferred tax liabilities 7  7,414,184 67,754,854 9,931,089

Total current liabilities    875,304,491 1,304,699,612 191,234,828
    
Non-current deferred tax liabilities 7  34,056,309 31,469,396 4,612,590
Non-current income tax liabilities 7  9,427,110 9,427,110 1,381,768
Non-current deferred revenue    - 1,724,270 252,733
Other long-term liabilities    4,229,417 871,384 127,722
Convertible debt 18  - 1,196,055,000 175,310,370
Total liabilities    923,017,327 2,544,246,772 372,920,011
    
Minority interests 19  216,297,998 288,765,123 42,325,412
    
Commitments and contingencies 25  - - -
        
Shareholders' equity        
Ordinary shares (US$0.01 par value, 186,000,000 shares authorized,        

144,741,544 issued and outstanding as of December 31, 2007, and        
136,931,734 issued and outstanding as of December 31, 2008)    11,962,574 11,417,174 1,673,459

Additional paid-in capital    1,614,401,350 1,230,162,337 180,309,613
Statutory reserves 2(28)  147,694,485 183,754,502 26,933,602
Accumulated other comprehensive loss    (22,170,294) (133,609,677) (19,583,683)
Retained earnings    1,871,528,696 2,343,110,727 343,438,729
Total shareholders' equity    3,623,416,811 3,634,835,063 532,771,720
     
Total liabilities and shareholders' equity    4,762,732,136 6,467,846,958 948,017,143
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SHANDA INTERACTIVE ENTERTAINMENT LIMITED 
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY 

 Ordinary shares         

 (US$0.01 par value)     Accumulated   

     Additional  Deferred other  Total 
 Number Par paid-in Statutory share-based comprehensive Retained shareholders' 

 of shares  value  capital reserves compensation income (loss)   earnings Equity 

   RMB RMB RMB RMB RMB RMB RMB 

Balance as of January 1, 2006 141,982,766 11,751,186 1,397,092,348 87,619,085 (3,595,349) 30,181,706  114,809,634 1,637,858,610
     
Exercise of share option 1,226,082 97,809 34,732,972 - - -  - 34,830,781
Write-off deferred share-             

based compensation - - (3,595,349) - 3,595,349 -  - -
Recognize share-based             

compensation under             
FAS123R - - 40,017,022 - - -  - 40,017,022

Unrealized net appreciation             
of marketable securities - - - - - 191,833,841  - 191,833,841

Realized net appreciation of             
marketable securities - - - - - (23,562,881)  - (23,562,881)

Currency translation             
adjustments of an affiliated             
company - - - - - 6,629,305  - 6,629,305

Equity pick-up of the equity             
movement in an affiliated             
company - - 577,704 - - -  - 577,704

Net income - - - - - -  529,209,878 529,209,878
Appropriations to statutory     

reserves -  -  - 54,400,074 - -   (54,400,074) -

Balance as of December 31, 2006 143,208,848 11,848,995 1,468,824,697 142,019,159 - 205,081,971  589,619,438 2,417,394,260

     
Exercise of share option 3,009,246 227,845 104,866,614 - - -  - 105,094,459
Recognize share-based             

compensation under             
FAS123R - - 53,752,161 - - -  - 53,752,161

Repurchase of shares (1,476,550) (114,266) (15,298,905)      (108,557,443) (123,970,614)
Unrealized net appreciation    

of marketable securities - -  - - - 61,850,719   - 61,850,719
Realized net appreciation of             

marketable securities - - - - - (260,252,994)  - (260,252,994)
Currency translation             

adjustments of the             
Company - - - - - (14,371,776)  - (14,371,776)

Currency translation              
adjustments of an affiliated             
company/a subsidiary - - - - - (15,008,981)  - (15,008,981)

Equity pick-up of the equity             
movement in an affiliated             
company - - 2,256,783 - - 530,767  - 2,787,550

Net income - - - - - -  1,396,142,027 1,396,142,027
Appropriations to statutory             

reserves -  -  - 5,675,326 - -   (5,675,326) -

Balance as of December 31, 2007 144,741,544 11,962,574  1,614,401,350 147,694,485 - (22,170,294)   1,871,528,696 3,623,416,811

             
Exercise of share option 1,227,728 85,306 42,359,041 - - -  - 42,444,347
Recognize share-based             

compensation under             
FAS123R     53,715,776 - - -  - 53,715,776

Repurchase of shares (9,037,538) (630,706) (98,295,606) - - -  (740,759,871) (839,686,183)
Prepayment for share repurchase - - (373,067,467) - - -  - (373,067,467
Repurchase of own shares by             

a subsidiary - - (8,950,757) - - -  - (8,950,757)
Unrealized net appreciation     

of marketable securities - -   - - 110,007  - 110,007
Currency translation adjustments of the 

Company - -  - - (39,053,516)  - (39,053,516)
Currency translation             

adjustments of a subsidiary - -  - - (72,495,874)  - (72,495,874)
Net income - - - - - -  1,248,401,919 1,248,401,919

Appropriations to statutory reserves -  -  - 36,060,017 - -   (36,060,017) -

Balance as of December 31,     
2008 136,931,734 11,417,174 1,230,162,337 183,754,502 - (133,609,677)  2,343,110,727 3,634,835,063

 
The accompanying notes are an integral part of these financial statements. 
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SHANDA INTERACTIVE ENTERTAINMENT LIMITED 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

 

  For the Years Ended December 31,   
 

  2006  2007  2008  2008  
 

  RMB  RMB RMB US$  
 

       (Note 2(4))

Cash flows from operating activities:        

Net income 529,209,878 1,396,142,027 1,248,401,919 182,983,060
 

Adjustments for:          
 

Share-based compensation costs 40,017,022 58,205,132 56,042,329 8,214,339
 

Depreciation of property and equipment 72,149,184 85,469,276 90,587,389 13,277,741
 

Amortization of intangible assets 81,768,130 110,544,381 148,135,327 21,712,763
 

Impairment and write off of goodwill - - 15,952,603 2,338,234
 

Amortization of land use right 907,898 1,710,287 2,273,890 333,293
 

Intangible assets impairment - 20,095,454 -  -
 

Provision for losses on receivables and other assets 26,365,478 (7,415,810) 15,030,858 2,203,131
 

Loss from disposal of fixed assets 3,419,794 2,349,843 891,250 130,634
 

Investment income (72,362,284) (469,816,746) (8,179,567) (1,198,911)
 

Write off purchased in-process research and development - 3,072,821 -  -
 

Foreign exchange (gain) loss (59,484,139) 4,848,201 557,872 81,768
 

Deferred taxes (296,670) (37,821,865) 50,244,477 7,364,525
 

Equity in loss of affiliated companies 26,226,708 15,502,851 337,384 49,452
 

Minority interests (766,886) 7,014,687 24,205,238 3,547,855
 

Interest expense 17,490,851 13,244,238 10,295,375 1,509,033
 

Other income - - (7,996,151) (1,172,027)
 

Changes in assets and liabilities, net of acquisitions:          
 

Accounts receivable 29,076,513 25,960,114 (10,835,868) (1,588,255)
 

Inventories 19,508,758 6,949,327 (1,009,682) (147,993)
 

Due from related parties (4,000,000) 2,000,000 -  -
 

Deferred licensing fees and related costs (3,365,349) (24,062,081) (3,595,591) (527,020)
 

Prepayments and other current assets 11,313,765 21,982,426 (132,600,276) (19,435,731)
 

Upfront licensing fee paid in intangible assets (17,789,460) (41,300,254) (27,000,833) (3,957,616)
 

Prepayment for upfront license fee in other long term assets - (234,449,793) (47,021,644) (6,892,143)
 

Other long-term deposits - 576,520 (13,731,015) (2,012,608)
 

Accounts payable (15,310,787) 3,088,991 15,662,428 2,295,702
 

Licensing fees payable (4,022,317) 22,247,906 40,980,808 6,006,714
 

Taxes payable 42,811,523 4,969,232 (10,012,822) (1,467,618)
 

Deferred revenue 29,193,966 192,704,627 107,760,135 15,794,816
 

License fee payable to a related party 32,259,836 (46,090,032) -  -
 

Due to related parties 3,403 224 (224)  (33)
 

Other payables and accruals  (4,258,199) 22,249,613 172,328,138 25,258,799
 

Net cash provided by operating activities  780,066,616 1,159,971,597 1,737,703,747 254,701,904
 

   
 

Cash flows from investing activities:         

Increase of short-term investments (281,038,957) (231,497,377) (134,544,456) (19,720,697)
 

Purchase of marketable securities (464,308,360) - (25,341,941) (3,714,466)
 

Proceeds from disposal of marketable securities 788,774,864 2,042,337,912 -  -
 

Proceeds from income of other investment 5,582,574 40,205,163 6,519,253 955,552
 

Proceeds from interest income of restricted cash 2,750,995 - -  -
 

Proceeds from income of marketable securities - - 1,660,314 243,359
 

Increase in loan receivable - (14,000,000) (16,350,000) (2,396,482)
 

Purchase of property and equipment (122,542,521) (90,694,661) (95,135,704) (13,944,405)
 

Prepayment for purchase of land use right (82,909,514) (12,630,226) -  -
 

Prepayment for investment in equity investees - (12,150,000) -  -
 

Prepayment for purchase of subsidiaries and VIEs - - (11,170,000) (1,637,230)
 

Proceeds from disposal of fixed assets 357,457 1,647,860 896,851 131,455
 

Purchase of intangible assets (14,572,071) (10,262,238) (24,686,467) (3,618,390)
 

Net cash paid for purchase of subsidiaries and VIEs (256,187,213) (20,167,197) (25,150,477) (3,686,401)
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Net  cash  paid  for  purchase  of  additional  shares  in  a  subsidiary  from  minority      

shareholders - - (13,041,267) (1,911,509)
Proceeds from disposal of a VIEs, net - - (56,603) (8,297)
Repurchase of own shares by a subsidiary    (17,865,782) (2,618,656)

Investment in affiliated companies (25,130,698) (5,000,000) (39,327,000) (5,764,309)

Net cash (used in) provided by investing activities (449,223,444) 1,687,789,236 (393,593,279) (57,690,476)

Cash flows from financing activities:      

Proceeds from issuance of common stock under stock option plan 23,576,841 115,566,357 43,244,931 6,338,575
Proceeds from issuance of convertible debt, net of issuance costs - - 1,171,303,200 171,682,404
Proceeds from issuance of preferred shares of a subsidiary, net of issuance costs - - 139,963,792 20,515,030
Repurchase of common stock - (123,970,614) (839,686,183) (123,076,025)
Prepayment for repurchase of common stock - - (373,067,467) (54,681,930)
Settlement of convertible debt - (2,044,891,442) - -
Cash injection in VIE subsidiaries by minority shareholders 288,000 - 5,000 733

Net cash provided by (used in) financing activities 23,864,841 (2,053,295,699) 141,763,273 20,778,787
  
Effect of exchange rate changes on cash (12,428,361) (101,064,856) (73,330,885) (10,748,389)
  
Net increase in cash and cash equivalents 342,279,652 693,400,278 1,412,542,856 207,041,826
Cash, beginning of year 949,621,601 1,291,901,253 1,985,301,531 290,993,262

Cash, end of year 1,291,901,253 1,985,301,531 3,397,844,387 498,035,088

  
Supplemental disclosure of cash flow information:      

Cash paid during the year for income taxes 25,867,784 162,322,739 347,562,764 50,943,608
  
Supplemental disclosure of non-cash investing and financing activities:      

Accrual related to purchase of property and equipment 66,775,841 25,042,342 15,296,475 2,242,063
Acquisition related obligation at year end - 20,200,000 5,550,000 813,485

The accompanying notes are an integral part of these financial statements.   
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SHANDA INTERACTIVE ENTERTAINMENT LIMITED 
 

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
(AMOUNTS EXPRESSED IN RENMINBI (RMB) UNLESS OTHERWISE STATED) 

 
1. ORGANIZATION AND NATURE OF OPERATIONS 
 

The accompanying consolidated financial statements include the financial statements of Shanda Interactive Entertainment Limited (the 
“Company” or “Shanda Interactive”), its subsidiaries, which mainly include Shanda Holdings Limited (the “Shanda BVI”) , Shanda Games Limited, 
Shanda Online International (HK) Limited, Shengqu Information Technology (Shanghai) Co., Ltd. (“Shengqu”), Shanda Computer Co., Ltd. (“Shanda 
Computer”) and certain variable interest entities (“VIEs” or “VIE subsidiaries”), which mainly include Shanghai Shanda Networking Co., Ltd. 
(“Shanda Networking”) and its subsidiaries (“Shanda Networking entities”), and Shanghai Shulong Development Co., Ltd. (“Shanghai Shulong”) and 
its subsidiaries (“Shulong entities”). The Company, its subsidiaries and VIE subsidiaries are collectively referred to as the “Group”. The Group is 
principally engaged in the development and operation of online games and integrated platform related businesses in the People’s Republic of China 
(the “PRC”). The Shanda Networking entities prior to the Separation as defined below include Shanda Networking, Nanjing Shanda and Hangzhou 
Bianfeng and the Shanda Networking entities following the Separation include Shanda Networking, Nanjing Shanda and Shengfutong Electronic 
Business Co., Ltd. (“Shengfutong”). 
 

Shanda BVI, formerly known as Spirit High Ventures Ltd., was incorporated in British Virgin Islands as a limited liability company on July 2, 
2002. Shengqu and Shanda Networking were incorporated in the PRC on January 21, 2003 and December 29, 1999, respectively. Shanda Interactive 
was incorporated in the Cayman Islands on November 17, 2003 and became the holding company of the Group through a share purchase agreement in 
December 2003. Shanda Games Holdings (HK) Limited (“Games Holdings”) is a limited liability company established by the Company on 28 
September 2007 and is engaged in investment holding and licensing games to oversea game operators. 
 

In May 2004, Shanda Interactive completed an initial public offering of American Depository Shares (ADSs). ADSs of the Company are 
traded from May 13, 2004 on NASDAQ National Market under the symbol “SNDA” in the United States of America. 
 

In 2008, the Company commenced a reorganization to provide each of its businesses with a sharper focus on its respective business 
operations, strategies, and competitive challenges (“the Reorganization”). For example, on June 27, 2008, the Company’s board of directors 
approved a master separation agreement, effective as of July 1, 2008 pursuant to which the Company transferred substantially all of its assets and 
liabilities related to the MMORPG and advanced casual game business to a newly-established legal entity, Shanda Games Limited (“Shanda 
Games”), and Shengqu transferred substantially all of its assets and liabilities unrelated to the MMORPG and advanced casual game business to 
Shanda Computer and the Company’s other entities (the “Separation”). 
 

Prior to the Separation, in order to comply with certain foreign ownership restrictions of companies that provide Internet content services, the 
Company operated the MMORPG and advanced casual game business in China primarily through Shanda Networking, a company wholly-owned by 
Tianqiao Chen, the Company’s chairman and chief executive officer, and Danian Chen, the Company’s director and chief operating officer, both of 
whom are PRC citizens, and through Nanjing Shanda and Hangzhou Bianfeng. The Shanda Networking entities hold the licenses and approvals 
required to operate the MMORPG and advanced casual game business. At the same time, the Company also operated the integrated service platform 
through Shanda Networking, and its other businesses through other variable interest entities. 
 

In addition, Shengqu, which is the wholly owned subsidiary of the Company, entered into VIE agreements with Shanda Networking and its 
shareholders, pursuant to which Shengqu agreed to provide certain services, software licenses and equipment relating to the MMORPG and 
advanced casual game business to Shanda Networking in exchange for a fee. As a result of these VIE arrangements, Shenqu was considered the 
primary beneficiary of the Shanda Networking entities and consolidated the results of operations of the Shanda Networking entities in the 
Company’s financial statements. In addition, Shanda Computer entered into a series of contractual agreements with Shanda Networking pursuant to 
which Shanda Computer provided certain services and software licenses relating to the integrated service platform to the Shanda Networking entities 
in exchange for a fee. 
 

After the Separation, in order to comply with PRC laws restricting foreign ownership in the online game business in China, Shanda Games 
operates its business in China through the Shulong entities. Shanghai Shulong, a company wholly-owned by two employees of the Company, currently 
holds an ICP license and an Internet culture operation license which are required to operate its MMORPG and advanced casual game business. Shanda 
Games publishes its online games under an Internet publishing license held by Shanda Networking. Shengqu owns the substantial majority of Shanda 
Games’ physical assets. The Company incorporated Shanda Online International (HK) Limited in Hong Kong on October 2, 2007 to operate the 
Company’s integrated service platform business through the Shanda Networking entities (“Shanda Online”). Shanda Networking currently holds an 
ICP license and an Internet culture operation license that are required to operate its platform business. As a result of the VIE agreements between 
Shengqu and both Shanghai Shulong and its shareholders, Shengqu is considered the primary beneficiary of the Shulong entities and Shanda Games 
consolidates the results of operations of the Shulong entities. At the same time, Shanda Computer has entered into a similar series of VIE agreements 
with both Shanda Networking and its shareholders and therefore, Shanda Computer is considred the primary beneficiary of the Shanda Networking 
entities. 
 

In connection with the Separation, Shanda Games and Shanda Online entered into several operational agreements. Specifically, Shengfutong, a 
wholly-owned subsidiary of Shanda Networking, and the Shulong entities entered into a sales agency agreement pursuant to which Shengfutong has 
agreed, for a period of five years commencing July 1, 2008, to be the exclusive sales agent of the Shulong entities for the distribution of pre-paid cards 
which can be used to access and play Shanda Games’ MMORPGs and advanced casual games through Shanda Online’s integrated service platform. 
Shanda Games has agreed to pay Shengfutong an amount equal to the difference between (x) the amount Shengfutong receives from distributors or 
users from the sale of the pre-paid cards and (y) a fixed percentage of the face value of a pre-paid card as agreed upon between Shengfutong and 
Shanda Games. In addition, Shanda Networking and Nanjing Shanda, on the one hand, and the Shulong entities, on the other hand, entered into a 
cooperation agreement which provides that Shanghai Shanda and Nanjing Shanda shall provide certain online e-commerce platform services to 
Shanda Games for a period of five years commencing on July 1, 2008. The services Shanda Networking and Nanjing Shanda have agreed to provide 
Shanda Games include, among others, online billing and payment, user authentication, customer service, antifatigue compliance, pre-paid card 
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marketing and distribution and data support services. Shanda Games will pay Shanda Networking a fee which is equal to a fixed percentage of the 
portion of the face value of the pre-paid cards that are used in Shanda Games’ MMORPGs and advanced casual games. 
 

In addition, the Company transferred all of its equity interest in Actoz, which represented 53.8% of the outstanding shares of Actoz to Shanda 
Games, in the second quarter of 2009. 
 
2. PRINCIPAL ACCOUNTING POLICIES 
 
(1)      Basis of presentation 
 

The accompanying consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the 
United States of America (“US GAAP”). 
 

The preparation of financial statements in conformity with US GAAP requires management to make estimates and assumptions that affect the 
reported amounts of assets and liabilities, disclosures of contingent assets and liabilities at the balance sheet dates and the reported amounts of 
revenues and expenses during the reporting periods. Actual results could materially differ from those estimates. 
 
(2)      Consolidation 
 

The consolidated financial statements include the financial statements of the Company, its subsidiaries and VIE subsidiaries for which the 
Company is the primary beneficiary. All transactions and balances among the Company, its subsidiaries and VIE subsidiaries have been eliminated 
upon consolidation. Investments in equity securities which the Company can exercise significant influence are accounted for by the equity method of 
accounting. 
 

The Group has adopted FASB Interpretation No. 46R, "Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51" (“FIN 
46R”). FIN 46R requires certain variable interest entities to be consolidated by the primary beneficiary of the entity if the equity investors in the entity 
do not have the characteristics of a controlling financial interest or do not have sufficient equity at risk for the entity to finance its activities without 
additional subordinated financial support from other parties. 
 

Prior to the Separation in July 2008, to comply with PRC laws and regulations that restrict foreign ownership of companies to operate online 
games, the Company operates its online game business in China through Shanda Networking, Nanjing Shanda and Bianfeng Networking. These three 
companies hold the licenses and approvals to operate online games business in the PRC. 
 

The principal services, software license and equipment lease agreements that Shengqu and Shanda Computer had entered into with Shanda 
Networking, Nanjing Shanda and Bianfeng Networking are: 
 

• Equipment leasing agreements, pursuant to which Shanda Networking, Nanjing Shanda and Bianfeng Networking lease a substantial 
majority of their operating assets from Shengqu;  

 
• Technical support agreements, pursuant to which Shanda Computer, and Shengqu, provides technical support for Shanda Networking’s 

operations, respectively;  
 

• Technology license agreements, pursuant to which Shanda Computer, and Shengqu for the periods prior to January 1, 2007, licenses billing 
related technology and online game card sales systems to Shanda Networking, Nanjing Shanda and Bianfeng Networking;  

 
• Software license agreements, pursuant to which Shengqu licenses certain game related software to Shanda Networking, Nanjing Shanda 

and Bianfeng Networking;  
 

• A strategic consulting agreement, pursuant to which Shengqu provides strategic consulting services to Shanda Networking; and  
 

• Online game license agreements, pursuant to which Shanda Networking, Nanjing Shanda and Bianfeng Networking operate certain online 
games that are licensed or owned by Shengqu.  

 
In addition, Shengqu has entered into agreements with Shanda Networking and its equity owners with respect to certain shareholder rights and 

corporate governance matters that provide Shengqu with the substantial ability to control Shanda Networking and to obtain profits generated by 
Shanda Networking. As a result of these agreements, the Company is considered the primary beneficiary of Shanda Networking and accordingly 
Shanda Networking's results of operations, assets and liabilities are consolidated in the Company's financial statements before the Separation in July 
2008. 
 

After the Separation in July 2008, to comply with PRC laws and regulations that restrict foreign ownership of companies that operate online 
games, Shanda Games conducts its MMORPG and advanced casual game business through Shanghai Shulong, which is wholly owned by certain 
employees of the Company, and Nanjing Shulong Computer Technology Co., Ltd. (“Nanjing Shulong”) and Shanghai Shulong Computer Technology 
Co., Ltd. (“Shulong Computer”), which are wholly owned subsidiaries of Shanghai Shulong. These three companies hold the licenses and approvals 
to operate online games in the PRC except for the Internet publishing license. The capital of Shanghai Shulong is funded by Shengqu and recorded as 
interest-free loans to these PRC employees. The portion of the loans for capital injection is eliminated with the capital of Shanghai Shulong during 
consolidation. The interest-free loans to the shareholders of Shanghai Shulong as of December 31, 2008 were RMB10.8 million. 
 

Pursuant to the contractual arrangements with the Shulong entities, Shengqu provide services, software and technology license and equipment 
to the Shulong entities, in exchange for fees, determined according to certain agreed formulas. During the second half of year 2008, the total amount 
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of such fees was approximately RMB1,132.5 million, which represented the substantial majority operating profit of the Shulong entities. Shengqu has 
also undertaken to provide financial support to Shanghai Shulong to the extent necessary for its operations. The following is a summary of the key 
agreements in effect: 
 

• Loan Agreements between Shengqu and the shareholders of Shanghai Shulong. These loan agreements provide for loans of RMB10.8 
million to the PRC employees for them to make contributions to the registered capital of Shanghai Shulong in exchange for equity interests 
in Shanghai Shulong. The loans are interest free and are repayable on demand, but the shareholders may not repay all or any part of the 
loans without Shengqu’s prior written consent.  

 
• Equity Entrust Agreement between Shengqu and the shareholders of Shanghai Shulong, pursuant to which the shareholders acknowledge 

their status as nominee shareholders.  

 
• Equity Pledge Agreement among Shengqu, Shanghai Shulong and the shareholders of Shanghai Shulong. Pursuant to this agreement, the 

shareholders pledged to Shengqu their entire equity interests in Shanghai Shulong to secure the performance of their respective obligations 
and Shanghai Shulong’s obligations under the various agreements, including the Equity Disposition Agreement, the Business Operation 
Agreement and the Exclusive Consulting and Service Agreement. Without Shengqu’s prior written consent, neither of the shareholders can 
transfer any equity interests in Shanghai Shulong.  

 
• Equity Disposition Agreement among Shengqu, Shanghai Shulong and the shareholders of Shanghai Shulong. Pursuant to this agreement, 

Shengqu and any third party designated by Shengqu have the right, exercisable at any time during the term of the agreement, if and when it 
is legal to do so under PRC laws and regulations, to purchase from the shareholders, as the case may be, all or any part of their equity 
interests in Shanghai Shulong at a purchase price equal to the lowest price permissible by the then-applicable PRC laws and regulations. 
The agreement is for an initial term of 20 years, renewable upon Shengqu’s request.  

 
• Business Operation Agreement among Shengqu, Shanghai Shulong and the shareholders of Shanghai Shulong. This agreement sets forth 

the rights of Shengqu to control the actions of the shareholders of Shanghai Shulong.  
 

• Exclusive Consulting and Service Agreement between Shengqu and Shanghai Shulong. Pursuant to this agreement, Shengqu has the 
exclusive right to provide technology support and business consulting services to Shanghai Shulong for a fee.  

 
• Proxies executed by the shareholders of Shanghai Shulong in favor of Shengqu. These irrevocable proxies grant Shengqu or its designees 

the power to exercise the rights of the shareholder as shareholders of Shanghai Shulong, including the right to appoint directors, general 
manager and other senior management of Shanghai Shulong.  

 
As a result of these agreements, the Company is considered the primary beneficiary of Shanghai Shulong and accordingly Shanghai Shulong's 

results of operations, assets and liabilities are consolidated in the Company's financial statements after the Separation in July 2008. 
 

In addition, after the Separation in July 2008, to comply with PRC laws and regulations that restrict foreign ownership of companies that 
operate Internet content services, the Group operates integrated service platform through Shanda Networking, Nanjing Shanda and Shengfutong. 
These three companies hold the license of internet content provider to operate Internet content services in the PRC. 
 

Pursuant to the contractual arrangements with Shanda Networking, Nanjing Shanda and Shengfutong, Shanda Computer provides services and 
software and technology license to Shanda Networking, Nanjing Shanda and Shengfutong, in exchange for fees, determined according to certain 
agreed formulas. During the second half year of 2008, the total amount of such fees was approximately RMB266.6 million, which represented the 
substantial majority operating profit of Shanda Networking, Nanjing Shanda and Shengfutong. Shanda Computer has also undertaken to provide 
financial support to Shanda Networking to the extent necessary for its operations. The following is a summary of the key agreements in effect: 
 

• Equity Entrust Agreement between Shanda Computer and the shareholders of Shanda Networking, pursuant to which the shareholders 
acknowledge their status as nominee shareholders.  

 
• Equity Pledge Agreement among Shanda Computer and the shareholders of Shanda Networking. Pursuant to this agreement, the 

shareholders pledged to Shanda Computer their entire equity interests in Shanda Networking to secure the performance of their respective 
obligations and Shanda Networking’s obligations under the various agreements, including Assignment Agreement of Purchase Option and 
Cooperation Agreement, the Business Operation Agreement and the Exclusive Consulting and Service Agreement. Without Shanda 
Computer’s prior written consent, neither of the shareholders can transfer any equity interests in Shanda Networking.  

 
• Assignment Agreement from Shengqu to Shanda Computer of a Purchase Option and Cooperation Agreement by and between Tianqiao 

Chen, Danian Chen and Shanda Computer pursuant to which Tianqiao Chen and Danian Chen jointly granted Shanda Computer an 
exclusive option to purchase all of their equity interest in Shanda Networking, and Shanda Networking granted Shanda Computer an 
exclusive option to purchase all of its assets if and when (1) such purchase is permitted under applicable PRC law or (2) to the extent 
permitted by law, with respect to his individual interest, either Tianqiao Chen and Danian Chen ceases to be a director or employee of 
Shanda Networking or desires to transfer his equity interest in Shanda Networking to a third party.  

 
• Business Operation Agreement among Shanda Computer, Shanda Networking and the shareholders of Shanda Networking. This agreement 

sets forth the rights of Shanda Computer to control the actions of the shareholders of Shanda Networking.  
 

• Exclusive Consulting and Service Agreement between Shanda Computer and Shanda Networking. Pursuant to this agreement, Shanda 
Computer has the exclusive right to provide technology support and business consulting services to Shanda Networking for a fee.  

 
• Proxies executed by the shareholders of Shanda Networking in favor of Shanda Computer. These irrevocable proxies grant Shanda 

Computer or its designees the power to exercise the rights of the shareholder as shareholders of Shanda Networking, including the right to 
appoint directors, general manager and other senior management of Shanda Networking.  
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As a result of these agreements, the Company is considered the primary beneficiary of Shanda Networking and accordingly, Shanda 

Networking's results of operations, assets and liabilities are consolidated in the Company's financial statements after the reorganization in July 2008. 
 
(3)      Foreign currency translation 
 

The Company’s reporting currency is the Renminbi (“RMB”). The Company’s subsidiaries and VIEs, with the exceptions of its subsidiaries, 
Actoz Soft Co., Ltd. (“Actoz”), Shanda Games Limited and Games Holdings, use RMB as their functional currency. From January 1, 2007, the 
Company changed its functional currency from RMB to the United States dollars (“US$” or “U.S. dollars”) given the significant change in the nature 
of the Company’s operations from that date. The functional currency of Shanda Games Limited and Games Holdings is the U.S. dollars. From July 1, 
2007, the Company consolidated Actoz, a company incorporated in the Republic of Korea into its consolidated financial statements. Actoz has the 
Korean WON as its functional currency. 
 

Assets and liabilities of the Company, Games Limited, Games Holdings and Actoz are translated at the current exchange rates quoted by the 
People's Bank of China or the Seoul Money Brokerage Services Limited in effect at the balance sheet dates, equity accounts are translated at historical 
exchange rates and revenues and expenses are translated at the average exchange rates in effect during the reporting period to RMB. Gains and losses 
resulting from foreign currency translation to reporting currency are recorded in accumulated other comprehensive income in the consolidated 
statements of changes in shareholders’ equity for the years presented. 
 

Transactions denominated in currencies other than functional currencies are translated into the functional currencies at the exchange rates 
quoted by the People's Bank of China or the Seoul Money Brokerage Services Limited prevailing at the dates of the transactions. Gains and losses 
resulting from foreign currency transactions are included in the consolidated statements of operations and comprehensive income. Monetary assets and 
liabilities denominated in foreign currencies are translated into functional currencies using the applicable exchange rates quoted by the People's Bank 
of China or the Seoul Money Brokerage Services Limited at the balance sheet dates. All such exchange gains and losses are included in the statements 
of operations and comprehensive income. 
 
(4)      Convenience translation 
 

Translations of amounts from RMB into US$ are solely for the convenience of the reader and were calculated at the rate of US$1.00 = 
RMB6.8225, 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, 2008. 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, 2008, or at any other rate. 
 
(5)      Cash and cash equivalents 
 

Cash and cash equivalents represent cash on hand, demand deposits and highly liquid investments placed with banks or other financial 
institutions, which have original maturities less than three months. 
 
(6) Short-term investments  
 

Short-term investments represent the bank time deposits with the original maturities longer than three months and less than one year.  
 
(7) Marketable securities  

 
Marketable securities primarily consist of available-for-sale marketable equity securities, marketable corporate bonds, or mutual funds. 

Marketable securities are classified as short-term based on their high liquidity. Marketable securities are carried at fair market value with unrealized 
appreciation (or depreciation) reported as a component of accumulated other comprehensive income (or loss) in shareholders' equity. The specific 
identification method is used to determine the cost of marketable securities disposed. Realized gains and losses are reflected as investment income or 
losses. 
 

The Company evaluates the investments periodically for possible other-than-temporary impairment and reviews factors such as the length of 
time and extent to which fair value has been below cost basis, the financial condition of the issuer and the Company’s ability and intent to hold the 
investment for a period of time which may be sufficient for anticipated recovery in market value. If appropriate, the Company records impairment 
charges equal to the amount that the carrying value of its available-for-sale securities exceeds the estimated fair market value of the securities as of the 
evaluation date. 
 

During the years ended December 31, 2006, 2007 and 2008, the Group recorded unrealized gains on its marketable securities of approximately 
RMB191.8 million, RMB61.9 million and RMB0.1 million, respectively, as a component of comprehensive income. During the years ended 
December 31, 2006 and 2007, the Group reclassified realized gains on its marketable securities of approximately RMB23.6 million and RMB260.3 
million , respectively, in investment income. No realized gains or losses were recognized in 2008. 
 
(8)      Allowances for doubtful accounts 
 

The Group determines the allowance for doubtful accounts when facts and circumstances indicate that the receivable is unlikely to be 
collected. If the financial condition of the Group’s customers were to deteriorate, resulting in an impairment of their ability to make payments, 
additional allowances may be required. 
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(9)      Inventories 
 

Inventories are valued at the lower of cost or market value. The value of inventories is determined using the weighted average method. The 
Group provides estimated inventory allowance for excessive, slow moving and obsolete inventories as well as inventory whose carrying value is in 
excess of net realizable value. 
 
(10)    Investment in equity investees 
 

The Group applies the Accounting Principles Board (“APB”) No. 18, “The Equity Method of Accounting for Investments in Common Stock” 
(“APB No. 18”) in accounting for the Company’s investments. Under APB No. 18, equity method is used for investments in affiliated companies in 
which the company has significant influence but does not own a majority equity interest or otherwise controls. Under this method, the Company’s 
share of the post- acquisition profits or losses of affiliated companies is recognized in the consolidated statements of operations. Unrealized gains on 
transactions between the Company and its affiliated companies are eliminated to the extent of the Company’s interest in the affiliated companies; 
unrealized losses are also eliminated unless the transaction provides evidence of an impairment of the asset transferred. When the Company’s share of 
losses in an affiliated company equals or exceeds its interest in the affiliated company, the Company does not recognize further losses, unless the 
Company has incurred obligations or made payments on behalf of the affiliated company. 
 

Cost method is used for investments over which the company does not have the ability to exercise significant influence. 
 

The Company continually reviews its investments in equity investees to determine whether a decline in fair value below the carrying value is 
other than temporary. The primary factors the Company considers in its determination are the length of time that the fair value of the investment is 
below the Company’s carrying value; and the financial condition, operating performance and near term prospects of the investee. In addition, the 
Company considers the reason for the decline in fair value, including general market conditions, industry specific or investee specific; analysts’ ratings 
and estimates of 12 month share price targets for the investee; changes in stock market price or valuation subsequent to the balance sheet date; and the 
Company’s intent and ability to hold the investment for a period of time sufficient to allow for a recovery in fair value. If the decline in fair value is 
deemed to be other than temporary, the carrying value of the security is written down to fair value. Impairment losses on equity method investments 
are included in earnings of affiliated companies. No impairment losses were recorded in the years ended December 31, 2006, 2007 and 2008. 
 
(11)    Property and equipment 
 

Property and equipment are stated at cost less accumulated depreciation and impairment. Depreciation is computed using the straight-line 
method over the following estimated useful lives: 
 

Computer equipment 5 years 
Leasehold improvements Lesser of the term of the lease or the estimated useful lives of the assets 
Furniture and fixtures 5 years 
Motor vehicles 5 years 
Office buildings 20 years 

 
Expenditures for maintenance and repairs are expensed as incurred. Gain or loss on the disposal of property and equipment is the difference 

between the net sales proceeds and the carrying amount of the relevant assets and is recognized in the Consolidated Statements of Operations and 
Comprehensive Income. 
 
(12)  Intangible assets 
 

Online game product development costs 
 

The Group recognizes 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 86”). 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. Technological feasibility is evaluated on a product-by-product basis, but typically encompasses both technical design and game design 
documentation and only occurs when the online game has a proven ability to operate in online game environment in the PRC market. During the years 
ended December 31, 2006, 2007 and 2008, the cost incurred for development of on-line game products was not capitalized because of the uncertainty 
in technological feasibility. 
 

Website and internally used software development costs 
 

The Group recognizes website and internally used software development costs in accordance with Statement of Position No. 98-1, “Accounting 
for the Costs of Computer Software Developed or Obtained for Internal Use”. As such, the Group expenses all costs that are incurred in connection 
with the planning and implementation phases of development and costs that are associated with repair or maintenance of the existing websites and 
software. Costs incurred in the development phase are capitalized and amortized over the estimated product life. Since the inception of the Group, the 
amount of costs qualifying for capitalization has been immaterial and as a result all website and internally used software development costs have been 
expensed as incurred. 
 

Upfront licensing fees 
 

Upfront licensing fees paid to third party licensors are capitalized if the related game software has reached technological feasibility in 
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accordance with SFAS No. 86, “Accounting for the Costs of Computer Software to Be Sold, Leased, or Otherwise Marketed” and amortized on a 
straight-line basis over the shorter of the useful economic life of the relevant online game or license period, which is usually 3 to 7 years. 
 

Software and copyrights 
 

Software and copyrights purchased from third parties are initially recorded at cost and amortized on a straight-line basis over the shorter of the 
useful economic life or stipulated period in the contract, which is usually 1 to 5 years. 
 

Software technology, game engine, non-compete agreements, customer base and trademark acquired through business combinations 
 

An intangible asset is required to be recognized separately from goodwill based on its estimated fair value if such asset arises from contractual 
or legal right or if it is separable as defined by SFAS No.141 “Business Combinations” (“SFAS 141”). Software technology, game engine, non-
compete agreements, customer base and trademark arising from the acquisitions of subsidiaries and VIE subsidiaries are initially recognized and 
measured at estimated fair value upon acquisition. Amortization is computed using the straight-line method over the following estimated useful lives: 
 

Software technology 0.5 to 5.5 years 
Game engine 3 years 
Non-compete agreements 2.5 years 
Customer base 2 to 5.5 years 
Trademarks 7.5 or 20 years 
In-process research and development Write off immediately 

 
(13)    Goodwill 
 

Goodwill is measured as the excess of the purchase price over the fair value assigned to the individual assets acquired and liabilities assumed. 
In a business combination, any acquired intangible assets that do not meet separate recognition criteria as specified in SFAS No. 141 should be 
recognized as goodwill. 
 

In accordance with SFAS No.142 “Goodwill and other intangible assets” (“SFAS 142”), no amortization is recorded for goodwill. Goodwill is 
tested for impairment annually or more frequently if events or changes in circumstances indicate that it might be impaired. In October of each year, the 
Company tests impairment of goodwill at the reporting unit level and recognizes impairment in the event that the carrying value exceeds the fair value 
of each reporting unit. No impairment losses were recorded in the years ended December 31, 2006 and 2007. An impairment loss of RMB14.5 million 
and write-off of RMB1.5 million were recognized in 2008 (Note 16). 
 
(14)    Long-term prepayments 
 

Long-term prepayments, mainly represent the prepayments for usage of the parcels of land where the office buildings are located, are recorded 
at cost, and are amortized over their respective lease periods (usually 50 years). 
 
(15)    Other long-term assets 
 

Other long-term assets mainly represent the upfront license fees of those on-line games that have not yet been commercially launched and 
receivables from independent online game companies. Other long-term assets as of December 31, 2007 and 2008 include prepayments in respect of 
the upfront license fees paid for new games of RMB234.4 million and RMB113.2 million, respectively. Receivables due from independent online 
game companies as of December 31, 2007 and 2008 amounted to RMB12.7 million and RMB23.0 million, respectively. 
 

Other long-term assets as of December 31, 2008 also include issuance costs of RMB22.8 million, of the Company’s 2.0% Convertible Senior 
Notes due 2011 (“Notes II”). The issuance costs of Notes II is deferred and being amortized on a straight-line basis over a period of three years from 
the date of issuance, which is September 16, 2008, to the maturity date on September 15, 2011. The amortization expense of issuance costs related to 
Notes II for the year ended December 31, 2008 was approximately RMB2.9 million. 
 
(16)    Impairment of long-lived assets and intangible assets 
 

Long-lived assets and intangible assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying 
amount of an asset may not be recoverable. Determination of recoverability is based on an estimate of undiscounted future cash flows resulting from 
the use of the asset and its eventual disposition. Measurement of any impairment loss for long-lived assets and certain identifiable intangible assets 
that management expects to hold and use is based on the amount the carrying value exceeds the fair value of the asset. Impairment of approximately 
RMB20.1 million related to intangible assets was recognized during the year ended December 31, 2007. No impairment was recognized during the 
years ended December 31, 2006 and 2008. 
 
(17)    Financial instruments 
 

Financial instruments of the Group primarily comprise of cash and cash equivalents, short-term investments, marketable securities, accounts 
receivable and other current assets, amount due from/to related parties, accounts payable, other payables and convertible debt. As of December 31, 
2007 and 2008, their carrying values approximated their fair values because of their generally short maturities, except for the convertible debt (Note 
18). 
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(18) Revenue recognition  
 

Online game revenue  

 
The Group derives its online game revenue from in-game virtual items and game usage time purchased by game players to play its Massively 

Multiplayer Online Role-Playing Games (“MMORPGs”) and casual games. 
 

The Group sold pre-paid cards, in both virtual and physical forms, to third party distributors and retailers, including Internet cafes, as well as 
through direct online payment systems. The prepaid game cards entitle end users to access online game contents for a specified period of time (time-
based revenue model) or purchase in-game premium features (item-based revenue model). All proceeds received from distributors or retailers from the 
sale of pre-paid card are deferred when received. 
 

Under the item-based revenue model, revenues are recognized over the life of the in-game virtual items that game players purchase or as the in- 
game virtual items are consumed. Under the time-based revenue model, revenues are recognized based on the time units consumed by the game 
players. Revenues are also recognized when game players who had previously purchased playing time or virtual currency are no longer entitled to 
access the online games in accordance with the published expiration policy. Deferred revenue is reduced as revenues are recognized. 
 

Other Revenues 
 

Other revenues principally comprise of revenue from sale of EZ series, proceeds from online literature portal, advertising revenues, fees from 
technical services and cooperation, service fees from rendering management software to internet cafe, mobile valued-added services revenue, sale of 
E- Key and other online game related auxiliary products. 
 

The Group operates online literature portals, www.qidian.com and www.hongxiu.com. Some of the contents is free to view. For premium 
contents, readers have to pay subscription fees to get access. Proceeds are collected by the Group via sale of pre-paid card, in physical or virtual form, 
and charged to readers per thousand characters they read. Proceeds are deferred when received and revenue is recognized based upon the number of 
characters read by the readers. 
 

Advertising revenues are derived principally from online advertising arrangements, sponsorship arrangements, or a combination of both. Online 
advertising arrangements allow advertisers to place advertisements on particular areas of the Group’s websites, in particular formats and over 
particular period of time. Advertising revenues from online advertising arrangements are recognized ratably over the displayed period of the contract 
when the collectibility is reasonably assured. Revenue from advertisement was reported as other revenues for all periods presented. 
 

The Group licenses software it developed to internet cafés for their daily operation and management. Fixed licensing fees, as stipulated in 
license agreements, are charged to internet café on a monthly basis. Licensing revenue is recognized based on the usage of the software and when the 
fee collection is reasonably assured. 
 

The EZ series product range includes products such as EZ Play, EZ Pod, EZ stations etc. By using EZ series products, users can have access to 
the Shanda Home Entertainment Platform (the “Platform”) and pay subscription fee to subscribe various online contents, such as games, music and 
films. As of December 31, 2008, the Platform was in operation but no subscription fee was charged to users. Revenue from sale of EZ series was 
recognized upon delivery as the EZ series had separate value of working as a substitute of the traditional keyboard, mouse and joystick to the users 
and the Company had no future legal or constructive obligation related to the sale of EZ series. 
 

The Group renders technical service and cooperation on its network PC platform. Revenue is recognized when the services or cooperation are 
rendered and fee collection is reasonably assured. 
 

Mobile value-added services revenue are derived from providing mobile phone users with services for recharging value of their prepaid cards 
and subscribing other game related content via short messaging services, or SMS. Revenues from SMS are charged based on usage and recognized in 
the period in which the service is performed, provided that collection of the receivables is reasonably assured, the amounts can be accurately 
estimated, and there are no future service obligations by the Company. 
 

The Group sells E-Key, a secure ID product and other on-line game auxiliary products to customers. Revenues derived from the sale of E-Key 
and other on-line game auxiliary products are recognized when the titles of such products are transferred to the customers and collections are 
reasonably assured. 
 

The Group's subsidiaries and its VIE subsidiaries are subject to business tax and related surcharges and value added tax on the revenues earned 
for services provided and products sold in the PRC. The applicable business tax rate varies from 3% to 5% and the rate of value added tax varies from 
4% to 17%. In the accompanying consolidated statements of operations and comprehensive income, business tax and related surcharges for revenues 
derived from on-line games, advertisement, mobile valued-added services are deducted from gross receipts to arrive at net revenues. 
 
(19)    Deferred revenue 
 

Deferred revenue primarily represents proceeds received from customers that cover online game services to be rendered in the future. Deferred 
revenue is stated at the amount of proceeds received less the amount previously recognized as revenue upon the rendering of online game services or 
expiration of the time units or expiration of game cards in accordance with the Group's published expiration policy. 
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(20)    Deferred licensing fees and related costs 
 

Upon the receipt of proceeds from the distributors, which can be specifically attributable to certain online game, the Group is obligated to pay 
on- going licensing fees and other costs related to such proceeds, including business tax and related surcharges. As revenues are deferred (Note 2(19)), 
the related on-going licensing fees and costs are also deferred. The deferred licensing fees and related costs are recognized in the consolidated 
statements of operations and comprehensive income in the period in which the related online game proceeds received are recognized as revenue. 
 
(21) Cost of revenue  
 

Cost of services rendered  

 
Cost of services rendered consists primarily of online game licensing fees, server leasing charges, depreciation, maintenance and rental of 

computer equipment, amortization of upfront licensing fees, manufacturing costs for prepaid game cards and other overhead expenses directly 
attributable to the provision of online game services. Cost of services rendered amounted to approximately RMB642,799,000, RMB796,187,000 and 
RMB1,013,174,000 during the years ended December 31, 2006, 2007 and 2008, respectively. 
 

Cost of goods sold 
 

Cost of goods sold primarily consists of direct manufacturing costs of E-Key and other auxiliary products, as well as the corresponding 
shipping and handling costs for the products sold. Cost of goods sold amounted to approximately RMB47,006,000, RMB10,914,000 and 
RMB7,296,000, during the years ended December 31, 2006, 2007 and 2008, respectively. 
 
(22)    Product development 
 

Product development costs consist primarily of salaries and benefits, depreciation expense, outsourced game development expenses and other 
expenses incurred by the Group to develop, maintain, monitor and manage the Group's online gaming products, software, websites and integrated 
platforms, and are recorded on an accrual basis. 
 
(23)    Sales and marketing 
 

Sales and marketing costs consist primarily of advertising and marketing promotion expenses, salaries and benefits and other expenses incurred 
by the Group's sales and marketing personnel, and are recorded on an accrual basis. Advertising and market promotion expenses amounted to 
approximately RMB105,310,000, RMB112,043,000 and RMB220,602,000 during the years ended December 31, 2006, 2007 and 2008, respectively. 
 
(24)    General and administrative 
 

General and administrative expenses consist primarily of salary and benefits, professional service fees, business tax expense, share-based 
compensation, and other expenses. The Company’s business tax expense primarily relates to services and licensing fees paid by our VIE subsidiaries 
to Shengqu and Shanda Computer. 
 
(25)    Share-based compensation 
 

Effective January 1, 2006, the Company adopted the fair value recognition provisions of Statement of Financial Accounting Standards 
(“SFAS”) No.123 (revised 2004), “Share-Based Payment” (“SFAS 123R”), which supersedes SFAS No. 123, “Accounting-Based Compensation” 
(“SFAS 123”) and Accounting Principles Board (“APB”) Opinion No.25, “Accounting for Stock Issued to Employees” (“APB 25”) and requires all 
share-based payments to employees and directors, including grants of employee stock options and restricted shares, to be recognized as compensation 
expense in the financial statements over the vesting period of the award based on the fair value of the award determined at the grant date. The 
valuation provisions of SFAS 123(R) apply to new awards, to awards granted to employees and directors before the adoption of SFAS 123(R) whose 
related requisite services had not been provided, and to awards which were subsequently modified or cancelled. Under SFAS 123(R), the number of 
share-based awards for which the service is not expected to be rendered for the requisite period should be estimated, and the related compensation cost 
not recorded for that number of awards. 
 

In March 2005, the United States Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin 107 (“SAB 107”) regarding 
the SEC’s interpretation of SFAS 123(R) and the valuation of share-based payments for public companies. The Company has applied the provisions 
of SAB 107 in its adoption of SFAS 123(R). 
 

In accordance with FAS 123(R), the Company has recognized share-based compensation expenses, net of a forfeiture rate, using the straight-
line method for awards with graded vesting features and service conditions only, and using the graded-vesting attribution method for awards with 
graded vesting features and performance conditions. 
 
(26)    Leases 
 

Leases where substantially all the rewards and risks of ownership of assets remain with the leasing company are accounted for as operating 
leases. Other leases are accounted for as capital leases. Payments made under operating leases, net of any incentives received by the Group from the 
leasing company, are charged to the consolidated statements of operations and comprehensive income on a straight-line basis over the lease periods or 
based on certain formulas, as specified in the lease agreements, with reference to the actual number of users of the leased assets, as appropriate. 
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(27)    Taxation 
 

The income tax provision reflected in the Company’s Consolidated Statements of Operations and Comprehensive Income is provided on the 
taxable income of each subsidiary on the separate tax return basis. 
 

Deferred income taxes are provided using the liability method in accordance with SFAS No. 109, “Income Taxes”. Under this method, deferred 
income taxes are recognized for the tax consequences of temporary differences by applying enacted statutory rates applicable to future years to 
differences between the financial statement carrying amounts and the tax bases of existing assets and liabilities. The tax base of an asset or liability is 
the amount attributed to that asset or liability for tax purposes. The effect on deferred taxes of a change in tax rates is recognized in income in the 
period of change. A valuation allowance is provided to reduce the amount of deferred tax assets if it is considered more likely than not that some 
portion of, or all of, the deferred tax assets will not be realized. 
 

In July 2006, the FASB issued FASB Interpretation No.48 Accounting for Uncertainty in Income Taxes – An interpretation of FASB Statement 
No.109 (“FIN 48”) which became effective for fiscal years beginning after December 15, 2006. The interpretation prescribes a recognition threshold 
and a measurement attribute for the financial statements recognition and measurement of tax positions taken or expected to be taken in a tax return. 
For those benefits to be recognized, a tax position must be more-likely-than-not to be sustained upon examination by tax authorities. The amount 
recognized is measured as the largest amount of benefit that is greater than fifty percent likely of being realized upon ultimate settlement. The Group’s 
adoption of FIN 48 did not result in any adjustments to the opening balance of the Group’s retained earnings as of January 1, 2007. See Note 7, 
“Taxation”, for further information. 
 
(28) Statutory reserves  
 

China  

 
The Group’s subsidiary and the VIEs incorporated in the PRC are required on an annual basis to make appropriations of retained earnings set 

at certain percentage of after-tax profit determined in accordance with PRC accounting standards and regulations (“PRC GAAP”). Shengqu, Shanda 
Computer and Grandpro Technology (Shanghai) Co., Ltd, in accordance with the Law of the PRC on Enterprises Operated Exclusively with Foreign 
Capital, must make appropriations to (i) general reserve and (ii) enterprise expansion fund. 
 

The general reserve fund requires annual appropriations of 10% of after-tax profit (as determined under PRC GAAP at each year-end) until 
such fund has reached 50% of the company’s registered capital; enterprise expansion fund appropriation is at the company’s discretion. The 
Company’s VIEs, in accordance with the China Company Laws, must make appropriations to a (i) statutory reserve fund and (ii) discretionary surplus 
fund. Until January 1, 2006, contributions to a statutory public welfare fund were also required. The statutory reserve fund requires annual 
appropriations of 10% of after-tax profit (as determined under PRC GAAP at each year-end) until such fund has reached 50% of the company’s 
registered capital; the statutory public welfare fund requires annual appropriations of at least 5~10% of after-tax profit (as determined under PRC 
GAAP at each year-end before 2006); other fund appropriation is at the company’s discretion. 
 

The general reserve fund and statutory reserve fund can only be used for specific purposes, such as setting off the accumulated losses, 
enterprise expansion or increasing the registered capital. The enterprise expansion fund was mainly used to expand the production and operation; it 
also may be used for increasing the registered capital. The statutory public welfare fund must be used for capital expenditures for the collective 
welfare of employees. 
 

Appropriations to these funds are classified in the consolidated balance sheets as statutory reserves. During the years ended December 31, 
2006, 2007 and 2008, the Group made total appropriations to these statutory reserves of approximately RMB54,400,000, RMB5,675,000 and 
RMB36,060,000, respectively. 
 

There are no legal requirements in the PRC to fund these reserves by transfer of cash to restricted accounts, and the Group does not do so. 
 

Korea 
 

Actoz Soft Co., Ltd. is required to appropriate, as a legal reserve, an amount equal to a minimum of 10% of cash dividends paid until such 
reserve equals 50% of its issued capital stock in accordance with the Commercial Code of Korea. The reserve is not available for the payment of cash 
dividends, but may be transferred to capital stock by an appropriate resolution of the company’s board of directors or used to reduce accumulated 
deficit, if any, with the ratification of the company’s majority shareholders. As Actoz did not declare or pay cash dividend, the Group did not make 
appropriation to this legal reserve. 
 
(29) Dividends  
 

Dividends of the Company are recognized when declared.  

 
Relevant laws and regulations permit payments of dividends by the PRC and Korean subsidiaries and affiliated companies only out of their 

retained earnings, if any, as determined in accordance with respective accounting standards and regulations (see Note 2(28)). 
 

In addition, since a significant amount of the Group’s future revenues will be denominated in RMB, the existing and any future restrictions on 
currency exchange may limit the Group’s ability to utilize revenues generated in RMB to fund the Group’s business activities outside China, if any, or 
expenditures denominated in foreign currencies. 
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(30)    Earnings per share 
 

In accordance with SFAS No. 128, “Computation of Earnings Per Share” (“SFAS No. 128”), basic earnings per share is computed using the 
weighted average number of ordinary shares outstanding during the year. Diluted earnings per share is computed using the weighted average number 
of ordinary shares and, if dilutive, potential ordinary shares outstanding during the year. Potential ordinary shares consist of shares issuable upon the 
exercise of stock options for the purchase of ordinary shares and the settlement of restricted share units accounted for using the treasury stock method 
and the conversion of the convertible debt accounted for using the as-converted method. Potential ordinary shares are not included in the denominator 
of the diluted earnings per share calculation when inclusion of such shares would be anti-dilutive. 
 
(31)  Comprehensive income 
 

Comprehensive income is defined as the change in equity of a company during the period from transactions and other events and circumstances 
excluding transactions resulting from investments from owners and distributions to owners. Accumulated other comprehensive loss, as presented on 
the accompanying consolidated balance sheets, consists of cumulative foreign currency translation adjustment. 
 
(32)    Segment reporting 
 

SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information”, establishes standards for reporting information about 
operating segments in annual financial statements. It also establishes standards for related disclosures about products and services, geographic areas 
and major customers. Prior to the reorganization, the Company operated and managed its business as a single segment. After the reorganization in July 
2008, the Company’s business activities, for which discrete financial information is available, are regularly reviewed and evaluated by the chief 
operating decision makers. As a result of this evaluation, the Company determined that it has following operating segments as follows: 
 

Shanda Games – Focused on operation of online games, which are developed in-house, co-developed with Shanda Games’ partners, acquired 
or licensed from third-parties, through a game service platform which includes game operation technology infrastructure and game content 
management system. 
 

Shanda Online – Focused on operation of a unified community and an online entertainment content e-commerce service platform. 
 

Information regarding the business segments provided to the Company’s chief operating decision maker (“CODM”) is usually at the gross 
profit margin level. The Company does not allocate any operating expenses or assets to its segments, as the CODM does not use this information to 
allocate resources to or evaluate the performance of the operating segments. 
 

As the Company generates its revenues primarily from customers in the PRC, no geographical segments are presented. 
 

The segment information provided below has been prepared as if the current corporate structure, which separates the Company’s business into 
(i) the development, sourcing and management of intellectual property rights relating to MMORPGs and advanced casual games and (ii) the operation 
of our service platform that provides distribution, payment, customer services and other e-commerce services for online entertainment content, had 
been in existence throughout the periods presented and as if the Separation had occurred as of the earliest period presented. Accordingly, for the period 
from January 1, 2007 to June 30, 2008, the segment information was prepared by combining the revenues and expenses that were directly applicable 
to each business segment and for the period from July 1, 2008 to December 31, 2008, the information set forth below consists of the financial 
statements of each segment, including with respect to Shanda Games, as a standalone entity subsequent to the Separation. Summarized below are the 
net revenues, costs of revenues and gross profits with respect to each business segment. However, this information is not practicable to present for 
2006 and as such it is not included in the presentation. 
 
  Year Ended December 31, 2008 (in thousands)  

 

 Shanda Shanda    
 Games  Online Others

(1)
 Elimination Total 

   
Net revenues 3,376,756 784,186(2) 268,164   (860,038) 3,569,068
Costs of revenues (1,489,361) (126,031) (171,941) 766,863 (1,020,470)

 

Gross profit margins 1,887,395 658,155 96,223   (93,175) 2,548,598
 

  Year Ended December 31, 2007 (in thousands)  
 

 Shanda Shanda    
 Games  Online Others

(1)
 Elimination Total 

   
Net revenues 2,322,799(3) 593,938(4) 155,056 (604,528) 2,467,265
Costs of revenues (1,261,140) (79,819) (97,317) 631,174 (807,102)

 

Gross profit margins 1,061,659 514,119 57,739 26,646 1,660,163
 

 
(1) The Company also has other business including revenues from operation and management of online literature content, advertising, the provision of management software to 

internet café and operation of online chess and board platform and e-sports platform.  
(2) Represents fees for certain technical services provided by Shanda Online primarily to Shanda Games as calculated pursuant to contractual agreements entered into both prior to and 

in connection with the Separation. Therefore, net revenues were calculated using a combination of both methods of calculating these fees, and net revenues for the years ended 
December 31, 2007 and 2008 may not be comparable.  

(3) For the period from January 1, 2007 through June 30, 2007, Shanda Games accounted for its investment in Actoz using the equity method of accounting. Beginning in the third 
quarter of 2007, Shanda Games began consolidating the financial results of Actoz.  

 



 

F-17 

(4) For the year ended December 31, 2007, net revenues represented fees for certain technical services provided by Shanda Online primarily to Shanda Games pursuant to contractual 
agreements entered into prior to the Separation.  

 
(33)    Fair value measurements 
 

On January 1, 2008, the Company adopted the Statement of Financial Accounting Standards No. 157, “Fair Value Measurements” (“SFAS 
157”) for financial assets and liabilities. As permitted by FASB Staff Position No. FAS 157-2, “Effective Date of FASB Statement No 157”, the 
Company elected to defer the adoption of SFAS No. 157 for all non-financial assets and non-financial liabilities, except those that are recognized or 
disclosed at fair value in the financial statements on a recurring basis. 
 

SFAS 157 clarifies that fair value is an exit price, representing the amount that would be received to sell an asset or paid to transfer a liability in 
an orderly transaction between market participants. As such, fair value is a market-based measurement that should be determined based on 
assumptions that market participants would use in pricing an asset or liability. As a basis for considering such assumptions, SFAS 157 establishes a 
three-tier value hierarchy, which prioritizes the inputs used in measuring fair value as follows: (Level 1) observable inputs such as quoted prices in 
active markets; (Level 2) inputs other than the quoted prices in active markets that are observable either directly or indirectly, or quoted prices in less 
active markets; and (Level 3) unobservable inputs with respect to which there is little or no market data, which require the Company to develop its 
own assumptions. This hierarchy requires the Company to use observable market data, when available, and to minimize the use of unobservable inputs 
when determining fair value. On a recurring basis, the Company measures certain financial assets at fair value, including its marketable securities. 
 

As of December 31, 2008, the Company's marketable securities are recorded at fair value, classified within Level 1 of the fair value hierarchy. 
The Company has no other financial assets or liabilities that are being measured at fair value at December 31, 2008. 
 

The Company is also required by SFAS 107, “Disclosures about Fair Value of Financial Instruments”, to disclose the fair value of financial 
instruments that are not carried at fair value on the consolidated balance sheet. The fair value of the convertible debt is disclosed in Note 18. 
 
(34) Reclassifications  
 

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

 
3. RECENT ACCOUNTING PRONOUNCEMENTS 
 

In December 2007, the Financial Accounting Standards Board issued FASB Statement No. 141 (Revised 2007), “Business Combinations” 
(“SFAS 141(R)”), which replaces Statement of Financial Accounting Standards No. 141, “Business Combinations” (“SFAS 141”), although it retains 
the fundamental requirement in SFAS 141 that the acquisition method of accounting be used for all business combinations. This statement establishes 
principles and requirements for how the acquirer of a business recognizes and measures in its financial statements the identifiable assets acquired, the 
liabilities assumed, and any non-controlling interest in the acquiree. The statement also provides guidance for recognizing and measuring the goodwill 
acquired in the business combination and determines what information to disclose to enable users of the financial statement to evaluate the nature and 
financial effects of the business combination. However, on April 1, 2009, the FASB issued Staff Position No. FAS 141-1, “Accounting for Assets 
Acquired and Liabilities Assumed in a Business Combination That Arise from Contingencies” (“FSP FAS141-1”). FSP FAS141-1 amends the 
provisions related to the initial recognition and measurement, subsequent measurement and disclosure of assets and liabilities arising from 
contingencies in a business combination under SFAS141(R). SFAS 141(R) and FSP FAS141-1 apply prospectively to business combinations for 
which the acquisition date is on or after the beginning of the first annual reporting period beginning on or after December 15, 2008. Early adoption is 
not permitted. These statements are effective for the Company beginning January 1, 2009. The impact of the adoption of these statements on the 
Company’s consolidated financial statements will largely be dependent on the size and nature of the business combination after the adoption. 
 

In December 2007, the Financial Accounting Standards Board (“FASB”) issued FASB Statement No. 160, “Noncontrolling Interests in 
Consolidated Financial Statements—an amendment of ARB No. 51” (“SFAS 160”). SFAS No. 160 establishes accounting and reporting standards for 
the noncontrolling interest in a subsidiary, commonly referred to as minority interest. Among other matters, SFAS No. 160 requires (a) the 
noncontrolling interest be reported within equity in the balance sheet and (b) the amount of consolidated net income attributable to the parent and to 
the noncontrolling interest to be clearly presented in the statement of income. This Statement is effective for fiscal years and interim periods within 
those fiscal years, beginning on or after December 15, 2008. The Company believes there will be no material impact on its consolidated financial 
statements upon adoption of this standard. 
 

In February 2008, the FASB issued FSP FAS 157-2, “Effective Date of FASB Statement No. 157” (“FSP 157-2”) which delayed the effective 
date of SFAS No. 157 for all non-financial assets and non-financial liabilities, except for items that are recognized or disclosed at fair value in the 
financial statements on a recurring basis (at least annually), until the beginning of the first quarter of fiscal year 2009. The Company believes there 
will be no material impact on its consolidated financial statements upon adoption of this standard. 
 

In April 2008, the FASB issued Staff Position No. FAS 142-3, “Determination of the Useful Life of Intangible Assets” (“FSP FAS 142-3”). FSP 
FAS 142-3 amends the factors that should be considered in developing renewal or extension assumptions used to determine the useful life of a 
recognized intangible asset under SFAS No. 142, “Goodwill and Other Intangible Assets” (“SFAS 142”). This guidance for determining the useful life 
of a recognized intangible asset applies prospectively to intangible assets acquired individually or with a group of other assets in either an asset 
acquisition or business combination. The intent of FSP FAS 142-3 is to improve the consistency between the useful life of a recognized intangible 
asset under SFAS 142 and the period of expected cash flows used to measure the fair value of the asset under SFAS 141(R) and other applicable 
accounting literature. FSP FAS 142-3 is effective for fiscal years beginning after December 15, 2008. The Company does not believe the impact of 
adoption of the standard to be material. 
 

In May 2008, the FASB issued FSP Accounting Principles Board (APB) Opinion 14-1, “Accounting for Convertible Debt Instruments That 
May Be Settled in Cash upon Conversion (Including Partial Cash Settlement)” (FSP APB 14-1). FSP APB 14-1 requires recognition of both the 
liability and equity components of convertible debt instruments with cash settlement features. The debt component is required to be recognized at the 
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fair value of a similar instrument that does not have an associated equity component. The equity component is recognized as the difference between 
the proceeds from the issuance of the note and the fair value of the liability. FSP APB 14-1 also requires an accretion of the resulting debt discount 
over the expected life of the debt. In addition, if the Company’s convertible debt is redeemed or converted prior to maturity and the fair value of the 
debt component immediately prior to extinguishment is different from the carrying value, it will result in a gain or loss on extinguishment. FSP APB 
14-1 is effective for the Company’s financial statements for the year beginning on January 1, 2009. Retrospective application to all periods presented 
is required. The effect of applying FSP APB 14-1 on the Company’s convertible debt in 2009 is expected to reduce net income for the years ended 
December 31, 2007 and 2008 by approximately RMB132,831,000 and RMB19,728,000 (equivalent to approximately US$19.5 million and US$2.9 
million), respectively. 
 

In October 2008, the FASB ratified the provisions of the Emerging Issue Task Force Issue 08-07: “Accounting for Defensive Intangible Assets” 
(“EITF 08-7”). This issue applies to acquire intangible assets in situations in which an entity does not intend to actively use the asset, but intends to 
hold the asset to prevent others from obtaining access to the asset, except for intangible assets that are used in research and development activities. 
This issue is effective for the Company’s financial statements for the year beginning on January 1, 2009. The Company does not believe the impact of 
adoption of the standard to be material. 
 

In November 2008, the FASB ratified the provisions of the Emerging Issue Task Force Issue No. 08-6 “Equity Method Investment Accounting 
Considerations” (“EITF 08-6”), which clarifies the accounting for certain transactions and impairment considerations involving equity method 
investments. EITF 08-6 is effective for fiscal years beginning after December 15, 2008. Early adoption is not permitted. The Company does not 
believe the impact of adoption of the standard to be material. 
 

In November 2008, the FASB issued FSP Emerging Issues Task Force (“EITF”) Issue No. 08-8, “Accounting for an Instrument (or an 
Embedded Feature) with a Settlement Amount That is Based on the Stock of an Entity’s Consolidated Subsidiary.” EITF No.08-8 clarifies whether a 
financial instrument for which the payoff to the counterparty is based, in whole or in part, on the stock of an entity’s consolidated subsidiary is indexed 
to the reporting entity’s own stock. EITF No.08-8 also clarifies whether or not stock should be precluded from qualifying for the scope exception of 
SFAS No.133, “Accounting for Derivative Instruments and Hedging Activities,” or from being within the scope of EITF No.00-19, “Accounting for 
Derivative Financial Instruments Indexed to, and Potentially Settled in, a Company’s Own Stock.” EITF No.08-8 is effective for fiscal years 
beginning on or after December 15, 2008, and interim periods within those fiscal years. The Company does not believe the impact of adoption of the 
standard to be material. 
 

In April 2009, the FASB issued three Staff Positions (“FSPs”): (1) FSP FAS 157-4, which provides guidance on determining fair value when 
market activity has decreased; (2) FSP FAS 115-2 and FAS 124-2, which addresses other-than-temporary impairments for debt securities; and (3) FSP 
FAS 107-1 and APB 28-1, which discusses fair value disclosures for financial instruments in interim periods. These FSPs are effective for interim and 
annual periods ending after June 15, 2009, with early adoption permitted. The Company is currently evaluating the impact, if any, of these FSPs on its 
consolidated financial statements. 
 
4. BUSINESS COMBINATIONS 
 

The Group accounts for its business combinations using the purchase method of accounting. This method requires that the acquisition cost to be 
allocated to the assets, including separately identifiable intangible assets, and liabilities the Group acquired based on their estimated fair values. The 
Group makes estimates and judgments in determining the fair value of the acquired assets and liabilities based on independent appraisal reports as well 
as its experience with similar assets and liabilities in similar industries. If different judgments or assumptions were used, the amounts assigned to the 
individual acquired assets or liabilities could be materially different. 
 
Acquisitions completed in 2008 
 

In 2008, the Company agreed to pay an aggregate of RMB20,845,000 in cash to acquire 75% of the equity interest of an in-game radio 
broadcasting service company in China, and 60% of the equity interest of a leading developer and operator of an online literature platform in China. 
Total identifiable intangible assets acquired of approximately RMB16,985,000 consist of software technology and customer base which are being 
amortized on a straight line basis over economic lives of five years estimated by the Company. 
 

Based on the assessment on all the acquired companies’ financial performance made by the Group in 2008, none of the acquired company on 
its own or in total is considered material to the Group. Thus management believes the presentation of the pro forma financial information with regard 
to a summary of the results of operations of the Group for the business combinations completed in 2008 is not necessary. 
 
Acquisitions completed in 2007 
 
(1)      Actoz 
 

In 2004 and 2005, the Group acquired approximately 38.1% of equity interest in Actoz Soft Co., Ltd. (“Actoz”), a Korean developer, operator 
and publisher of online games listed on the KOSDAQ (Note 12). 
 

From December 2006 through July 5, 2007, the Group acquired additional 12.0% equity interest in Actoz for a consideration of US$11.4 
million in cash (equivalent to RMB88.3 million). As a result, the Group holds 50.1% equity interest in Actoz and became the majority shareholder of 
Actoz. Since Shanda has unilateral control of Actoz, it started to consolidate Actoz’s financial statements from July 1, 2007. 
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The purchase price of Actoz in connection with the total consideration of US$11.4 million in cash (equivalent to RMB88.3 million) was 
allocated as follows: 

 
 RMB 

 

Cash 13,467,000
 

Other assets 54,270,000
 

Identifiable intangible assets 30,111,000
 

Purchased in-progress research and development 3,073,000
 

Deferred tax liability (9,126,000)
 

Goodwill 11,088,000
 

Current liabilities (14,583,000)
 

Purchase price 88,300,000
 

 
Total identifiable intangible assets acquired upon consolidation, including software technology of RMB59.1 million and trademarks of 

RMB46.8 million, have estimated useful lives of 0.5 to 5.5 years and 20 years respectively. Purchased in-progress research and development of 
RMB3.1 million were written off at the date of acquisition in accordance with FASB Interpretation No.4 “Applicability of FASB Statement No. 2 to 
Business Combinations Accounted for by the Purchase Method” (“FIN 4”) because the technological feasibility of the in-progress technology has not 
yet been established and that the technology has no alternative future use. Those write-offs are included in costs of revenue. 
 

Total goodwill of RMB86,479,000 comprising goodwill of RMB75,391,000 arose from 38.1% acquisition in 2004 and 2005 upon 
consolidation represents the excess of the purchase price over the estimated fair value of the net tangible and identifiable intangible assets acquired, 
and is not deductible for tax purposes. In accordance with SFAS 142, goodwill is not amortized but is tested for impairment. 
 

The following unaudited pro forma consolidated financial information reflects the results of operations for the years ended December 31, 2006 
and 2007, as if the acquisition of Actoz had occurred on January 1, 2006 and 2007, and after giving effect to purchase accounting adjustments. These 
pro forma results have been prepared for comparative purposes only and do not purport to be indicative of what operating results would have been had 
the acquisition actually taken place on the beginning of the periods presented, and may not be indicative of future operating results. 
 
 Year ended Year ended 
 December 31, 2006 December 31, 2007

 Unaudited in Unaudited in 
 RMB RMB 
   
Net revenues 1,688,206,000 2,500,757,000
Net income 503,027,000 1,393,651,000
Earnings per share   

Basic 3.53 9.72
Diluted 3.48 9.53

 
The pro forma net income for 2006 and 2007 includes RMB41.2 million and RMB20.3 million, respectively for the amortization of identifiable 

intangible assets, and was determined using at the actual effective income tax rate of Actoz in each year. 
 

In 2008, the Company further acquired a 3.7% equity interest in Actoz, for consideration of US$1.9 million (equivalent to RMB13.04 million) 
and increased its total equity interest in Actoz from 50.1% to 53.8%. Additional intangible assets acquired of approximately RMB2,641,000 
consisting of game engine and software technology which are being amortized on a straight-line basis over economic lives of three to five years. 
 
(2)      Aurora 
 

In July 2007, the Group acquired a 100% equity interest of Chengdu Aurora Technology Development Co. Ltd, or Aurora, a leading developer 
and operator of MMORPGs in China. Pursuant to the acquisition agreement, the total purchase consideration was RMB101 million, of which 
RMB80.8 million and RMB15.1 million were paid in 2007 and 2008, respectively, and RMB5.1 million will be paid 2009. The primary purpose of 
the acquisition was to complement the Company’s core online game business. 

 
The purchase price of Aurora was allocated as follows: 

 

 RMB 
Cash 24,260,000
Other assets 12,161,000
Identifiable intangible assets 64,530,000
Deferred tax liabilities (16,133,000)
Goodwill 26,130,000
Current liabilities (9,948,000)

Purchase price 101,000,000
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Identifiable intangible assets acquired, mainly include software technology and trademarks of RMB64.5 million, with estimated useful lives of 
4.5- 5.5 years and 7.5 years respectively. Goodwill of RMB26.1 million represents the excess of the purchase price over the estimated fair value of the 
net tangible and identifiable intangible assets acquired, and is not deductible for tax purposes. In accordance with SFAS 142, goodwill is not amortized 
but is tested for impairment. 
 

The following unaudited pro forma consolidated financial information reflects the results of operations for the year ended December 31, 2007, 
as if the acquisition of Aurora had occurred on January 1, 2007, and after giving effect to purchase accounting adjustments. Aurora did not have any 
significant operations in 2006 and therefore no comparative figures have been presented below. These pro forma results have been prepared for 
comparative purposes only and do not purport to be indicative of what operating results would have been had the acquisition actually taken place on 
the beginning of the periods presented, and may not be indicative of future operating results. 
 
 Year ended 
 December 31, 2007

 Unaudited in 
 RMB 
Net revenues 2,512,497,000
Net income 1,417,026,000
Earnings per share  

Basic 9.89
Diluted 9.69

  
 
The pro forma net income for 2007 includes RMB13.0 million for the amortization of identifiable intangible assets, and was determined using 

the actual effective income tax rate of Aurora in such year. 
 
Acquisitions completed in 2006 
 
There was no significant acquisition completed in 2006. 
 
5. OTHER REVENUES 
 

Other revenues principally comprise of revenue from proceeds from online literature portal, advertising revenues, fees from technical services 
and cooperation, service fees from rendering management software to internet cafe, mobile valued-added services revenue, sale of E-Key and other 
online game related auxiliary products. 
 
6. OTHER INCOME, NET 

 

 2006  2007   2008 

 RMB  RMB RMB 
Government financial incentives 83,907,206 57,496,592 62,253,380
Donation expenses (584,000) (3,895,121) (17,475,876)
Loss from disposal of fixed assets (3,419,794) (2,349,843) (891,250)
Foreign exchange gain (loss) 59,807,857 (5,356,584) (557,872)

Others (5,798,511) (17,853,569) (6,671,393)

    

 133,912,758 28,041,475 36,656,989

 
Government financial incentives are granted by the municipal government upon the qualification of a company as a new-high technology 

enterprise. These government financial incentives are calculated with reference to either the group companies' taxable income or revenue, as the case 
may be. In order to be eligible for certain government financial incentives, the Group must meet a number of criteria, both financial and non-financial. 
In addition, the Company’s qualification is further subject to the discretion of the municipal government to immediately eliminate or reduce these 
financial incentives. As there is no further obligation for the Company to perform upon receipt of the government financial incentives, the government 
financial incentives are recognized as other income when received. 
 
7. TAXATION 
 

Cayman Islands 
 

Under the current laws of Cayman Islands, the Group is not subject to tax on its income or capital gains. In addition, upon payments of 
dividends by the Group to its shareholders, no Cayman Islands withholding tax will be imposed. 
 

British Virgin Islands 
 

Under the current laws of British Virgin Islands, the Group is not subject to tax on its income or capital gains. In addition, upon payments of 
dividends by the Group to its shareholders, no British Virgin Islands withholding tax will be imposed. 
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Hong Kong 

 
The Company’s subsidiaries in Hong Kong are subject to taxes at 17.5% and 16.5% for the year ended December 31, 2007 and 2008, 

respectively. No Hong Kong profit tax has been provided as the Group did not have assessable profit that was earned in or derived from Hong Kong 
subsidiaries during the years presented. 
 

China 
 

Prior to January 1, 2008, The Company's subsidiaries and VIE subsidiaries that are incorporated in the PRC are subject to Enterprise Income 
Tax (“EIT”) in accordance with the Enterprise Income Tax Law and the Income Tax Law of the People’s Republic of China concerning Foreign 
Investment Enterprises and Foreign Enterprises and local income tax laws (collectively the “previous PRC Income Tax Laws”). Pursuant to the 
previous PRC Income Tax Laws and rules, enterprises were generally subject to a statutory tax rate of 33% (30% state income tax plus 3% local 
income tax). Subsidiaries that are registered in the Pudong New District of Shanghai are, however, subject to a 15% preferential EIT rate pursuant to 
the local tax preferential treatment before January 1, 2008. 
 

Shengqu, as a software development enterprise, has been granted a two-year EIT exemption and followed by a three year 50% EIT reduction 
on its taxable income, commencing the year ended December 31, 2003 (“tax holiday”). Accordingly, Shengqu was subject to an income tax rate of 
7.5% for the years 2006 and 2007. Nanjing Shanda, as a result of receiving government’s recognition as a technology advanced enterprise, has been 
entitled to a full income tax exemption for two years effective from January 1, 2005 and was subject to a preferential tax rate of 15% in 2007. In April 
2006, government recognition in October 2005 of Bianfeng Networking as a technologically advanced enterprise was acknowledged by the local tax 
authority, which was previously subject to income taxes at a statutory rate of 33%. As a result of the acknowledgement, Bianfeng Networking is 
entitled to a two-year exemption from income taxes commencing from 2004, which was deemed to be its first cumulative profit-making year by the 
local tax authority. In 2006 and 2007, Bianfeng Networking was subject to a preferential tax rate of 15%. 
 

In March 2007, the Chinese government enacted the Corporate Income Tax Law, and promulgated related regulation Implementing 
Regulations for the PRC Corporate Income Tax Law. The law and regulation went into effect on January 1, 2008. The Corporate Income Tax Law, 
among other things, imposes a unified income tax rate of 25% for both domestic and foreign invested enterprises. The Corporate Income Tax Law 
provides a five-year transitional period for those entities established before March 16, 2007, which enjoyed a favorable income tax rate of less than 
25% under the previous income tax laws and rules, to gradually change their rates to 25%. 
 

On April 14, 2008, relevant governmental regulatory authorities released qualification criteria, application procedures and assessment 
processes for “high and new technology enterprises,” which will be entitled to a favorable statutory tax rate of 15%. On July 8, 2008, relevant 
governmental regulatory authorities further clarified that new technology enterprises previously qualified under the previous income tax laws and 
rules as of December 31, 2007 would be allowed to enjoy grandfather treatment for the unexpired tax holidays, on condition that they were re-
approved for “high and new technology enterprise” status under the regulations released on April 14, 2008. 
 

In 2008, the local governments announced the recognition of the Company’s subsidiaries and VIEs, including Shengqu, Shanda Computer, 
Shanda Networking, Hangzhou Bianfeng, Shanghai Shulong, Shanghai Holdfast Online Information Technology Co., Ltd., Chengdu Aurora 
Technology Development Co., Ltd., and Chengdu Jisheng Technology Co., Ltd. as high-new technology enterprises. Accordingly, these entities are 
entitled to a preferential tax rate of 15%, which is effective retroactively to January 1, 2008. 
 

In addition, as Shengqu is also qualified for state key software enterprise on December 30, 2008 that can enjoy 10% tax rate in 2008, Shengqu 
is subject to an income tax rate of 10% for the year 2008. The Corporate Income Tax Law also provides that “Software Enterprise” can enjoy an 
income tax exemption for two years beginning with their first profitable year and a 50% tax reduction to rate of 12.5% for the subsequent three years. 
Shanda Computer is qualified as a software enterprise, which is effective retroactively since January 1, 2008. As informed by the relevant tax bureau, 
Shanda Computer will be subject to a 0% income tax rate for the full year 2008 and a 50% tax reduction to an applicable rate from fiscal 2009 to fiscal 
2011. Despite the fact that Shanda Computer was subject to a 0% income tax rate, they were still required by the relevant tax bureau to prepay income 
tax at the statutory rate of 15% during the year ended December 31, 2008, which amounted to RMB79 million. The Company expects to receive a full 
refund of such prepaid income tax from the relevant tax authorities in 2009. 
 

The Corporate Income Tax Law also imposes a 10% withholding income tax for dividends distributed by a foreign invested enterprise to its 
immediate holding company outside China, which were exempted under the previous income tax laws and rules. A lower withholding tax rate will be 
applied if there is a tax treaty arrangement between mainland China and the jurisdiction of the foreign holding company. Holding companies in Hong 
Kong, for example, will be subject to a 5% rate. All of the China-based subsidiaries were invested by immediate foreign holding company in Hong 
Kong. All the foreign invested enterprises will be subject to the withholding tax on January 1, 2008. In the fourth quarter of 2008, the Company’s 
subsidiaries planned to distribute the profit to its immediate holding companies in Hong Kong and a withholding tax of Rmb60 million was accrued 
based on a 5% withholding tax rate. 
 

Korea 
 

Actoz, the subsidiary incorporated in the Republic of Korea (“Actoz”) is subject to Enterprise Income Tax (“EIT”) on the taxable income as 
reported in their respective statutory financial statements adjusted in accordance with the Enterprise Income Tax Law of the Republic of Korea 
(collectively the “Korea Income Tax Laws”), respectively. Actoz is, however, subject to a 14.3% and 27.5% (in the excess of KRW 100,000,000 of 
taxable income) tax rate which includes resident tax surcharges in accordance with the Korea Income Tax Laws & Local Tax Law. 



 

F-22 

Composition of income tax expense 
 

The current and deferred portion of income tax expense included in the consolidated statements of operations and comprehensive income for 
the years ended December 31, 2006, 2007 and 2008 are as follows: 
 
 2006  2007  2008 
 RMB  RMB RMB 

Current income tax expenses 50,826,715 171,131,529 226,226,624
Changes of tax status (14,041,130) - -
Deferred income tax benefits (296,670) (37,295,292) (9,755,523)
Withholding taxes - - 60,000,000

Income tax expenses 36,488,915 133,836,237 276,471,101

 
Reconciliation of the differences between statutory tax rate and the effective tax rate 

 
The reconciliation between the statutory EIT rate and the Group's effective tax rate for the years ended December 31, 2006, 2007 and 2008 is as 

follows: 
 
 2006  2007  2008 

Statutory income tax rate 33% 33% 25%
Tax differential from statutory rate applicable to      

the subsidiaries and the VIE subsidiaries in the PRC (15%) (13%) (12%)
Non-taxable income outside the PRC (4%) (9%) -

Enacted tax rate change - (1%) (1%)
Effect of tax holidays (10%) (2%) (5%)

Effect of the withholding taxes - - 4%

Effect of change in valuation allowance - - 4%
Others 2% 1% 3%

Effective income tax rate 6%  9% 18%

The aggregate amount and per share effect of the tax holiday are as follows:      

 2006  2007  2008 

The aggregate effect 57,886,654 30,302,276 81,125,328
Basic share effect 0.41 0.21 0.57
Diluted share effect 0.40 0.21 0.56
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The Group’s deferred tax assets and deferred tax liabilities at each balance sheet date are as follows:   
  

 December 31,  December 31,
 

 2007  2008  

RMB  RMB 
 

Deferred tax assets    

Licensing fees and related costs and deferred revenues 35,425,700 44,099,281
Tax losses carry forward 7,875,648 18,637,417 

Other temporary differences 29,138,074 49,720,058 

Foreign tax credit of Actoz 72,108,718 59,688,710 

Development cost 15,758,307 11,595,025 
Less: Valuation allowance (9,969,052) (59,680,349) 

Total deferred tax assets 150,337,395 124,060,142

Deferred tax liabilities    
Intangible assets arisen from business combination 41,470,493 39,224,250
Withholding taxes - 60,000,000 

Total deferred tax liabilities 41,470,493 99,224,250 

Movement of valuation allowances    

 2007  2008 
 RMB  RMB 

 

At beginning of year 14,163,226 9,969,052
Current year additions 6,647,018 52,977,067 

Current year reversals (10,841,192) (3,265,770) 

At end of year 9,969,052 59,680,349

 
Valuation allowances have been provided on the net deferred tax assets due to the uncertainty surrounding their realization. As of December 

31, 2007 and 2008, the majority of valuation allowances were provided because it was more likely than not that the Group will not be able to utilize 
certain tax losses carry forwards generated by certain VIE subsidiaries and foreign tax credit carry forwards generated by a subsidiary. If events occur 
in the future that allow the Group to realize more of its deferred tax assets than the presently recorded amount, an adjustment to the valuation 
allowances will increase income when those events occur. 
 

Tax losses incurred in 2006, 2007, and 2008 were approximately RMB34.2 million, RMB6.4 million and RMB67.2 million, respectively. The 
tax losses carry forward as at December 31, 2006, 2007, and 2008, which approximated RMB68.1 million, RMB31.5 millions and RMB87.4 millions 
respectively, will expire during the period from 2009 to 2013. 
 

In July 2006, the FASB issued FIN 48, which became effective for fiscal years beginning after December 15, 2006. FIN 48 prescribes a 
recognition threshold and a measurement attribute for financial statement recognition and measurement of tax positions taken or expected to be taken 
in a tax return. For those benefits to be recognized, a tax position must be more-likely-than-not to be sustained upon examination by tax authorities. 
The amount recognized is measured as the largest amount of benefit that is greater than fifty percent likely of being realized upon ultimate settlement, 
but it prohibits any discounting of any of the related tax effects for the time value of money. FIN 48 also mandates expanded financial statement 
disclosure about uncertainty in income tax reporting positions. 
 

The Group implemented the provisions of FIN 48 as of January 1, 2007 and the adoption of FIN 48 had no impact on the Group’s results of 
operations and shareholder’s equity. A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows: 
 
 2007 2008 
 RMB  RMB 
Balance at the beginning of the year 9,427,110  9,427,110 
Additions for tax positions of the current year -  - 
Balance at the end of the year 9,427,110  9,427,110 
 

If the Group’s unrecognized tax benefits accrued as of December 31, 2008 were to become recognizable in the future, the Group would record 
a total reduction of approximately RMB9,427,000 in the income tax provision. The directors are not aware of any factors that indicate the 
unrecognized tax benefits accrued as of December 31, 2008 will be qualified of being recognized in the foreseeable future and consider it a long-term 
liability. 

 
The Group’s accounting policy is to record estimated interest and penalties related to the potential underpayment of income taxes, net of 

related tax effects, as a component of the income tax provision. As of December 31, 2007 and 2008, the Group had accrued no such estimated interest 
expense and income tax penalty expense. 
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The Group’s uncertain tax positions are taken with respect to income tax return reporting periods beginning after December 31, 2002, which 
are the periods that remain generally open to income tax audit examination by the various income tax authorities that have jurisdiction over the 
Company’s subsidiary and VIE’s income tax reporting for that period of time, which is usually five years. The Group has monitored and will continue 
to monitor the lapsing of statutes of limitations on potential tax assessments for related changes in the measurement of unrecognized tax benefits, 
related net interest and penalties, and deferred tax assets. As of December 31, 2008, however, the Group does not expect to record any material 
changes in the measurement of unrecognized tax benefits, related net interest and penalties or deferred tax assets and liabilities due to the lapsing of 
statutes of limitations on potential tax assessments within the next twelve months. 
 
8. EARNINGS PER SHARE 
 

Basic earnings per share and diluted earnings per share have been calculated in accordance with SFAS No. 128 for the years ended December 
31, 2006, 2007 and 2008 as follows: 
 
 2006 2007 2008
 RMB RMB RMB
Numerator:   
Net income 529,209,878 1,396,142,027 1,248,401,919
Numerator for basic and diluted earnings per share 529,209,878 1,396,142,027 1,248,401,919

   
Denominator:   
Denominator for basic earnings per share   
Weighted-average ordinary shares outstanding 142,598,398 143,340,207 142,991,542
Dilutive effect of share options 2,007,305 2,946,312 1,683,360
Denominator for diluted earnings per share 144,605,703 146,286,519 144,674,902

   
Basic earnings per share 3.71 9.74 8.73
Diluted earnings per share 3.66 9.54 8.63

 
Convertible notes were not included in the computation of diluted EPS because the inclusion of such instrument would be anti-dilutive. The 

convertible notes could potentially dilute basic EPS in the future. 
 
9. CASH AND CASH EQUIVALENTS 
 

Cash and cash equivalents as of December 31, 2008 include cash balances held by the Company's VIE subsidiaries of approximately 
RMB1,737,910,000. These cash balances cannot be transferred to the Company by dividend, loan or advance according to existing PRC laws and 
regulations (Note 27). However, these cash balances can be utilized by the Company for its normal operations pursuant to various agreements which 
enable the Company to substantially control these VIE subsidiaries as described in Note 2(2) for its normal operations. 
 

Included in the cash and cash equivalents are cash balances denominated in U.S. dollars of approximately US$105,080,000 and 
US$185,125,000 (equivalent to approximately RMB766,517,000 and RMB1,263,017,000) as of December 31, 2007 and 2008, respectively. 
 

Included in the cash and cash equivalents are cash balances denominated in Korean Won of approximately KRW 5,544,942,000 and 
KRW5,653,703,000 (equivalent to approximately RMB43,223,000 and RMB30,564,000) as of December 31, 2007 and 2008, respectively. 
 
10. ACCOUNTS RECEIVABLE 
 
 December 31,  December 31,
 2007  2008 
 RMB  RMB 
    
Accounts receivable 74,201,445 78,928,310
Less: Allowance for doubtful accounts (42,033,969)  (43,145,109)
 32,167,476 35,783,201

 
The movement of the allowance for doubtful accounts during the years is as follow: 

 
 2007  2008 
 RMB  RMB 
    
Balance at beginning of year 36,042,403 42,033,969 
Add: Consolidation of Actoz 9,651,339 - 
Add: Current year additions 2,691,276 2,489,583 
Less: Current year write-offs (6,351,049)  (1,378,443)

Balance at end of year 42,033,969  43,145,109 

 



 

F-25 

11. INVENTORIES 

 
 December 31,  December 31,
 2007  2008 
 RMB  RMB 
Finished goods 2,075,783 2,832,681 
Raw materials 82,190  352,889 
Total inventories 2,157,973  3,185,570 

 
12. INVESTMENTS IN EQUITY INVESTEES  
 

Investments accounted for under the equity method 
 
The following table includes the Group’s carrying amount and percentage ownership of the investments in equity investees accounted for under 

the equity method at December 31, 2008 and the carrying amount at December 31, 2007 and 2008: 
 

 
 

December 31, 
2007 

December 31, 
2008 

 
RMB 

 
RMB 

 

Percentage 
ownership 

% 
Beijing Jinjiang Networking Technology Co., Ltd. (“Jinjiang”) - 9,108,325 50.00%
Shanghai Xunshi Networking Technology Co., Ltd. (“Xunshi”) - 7,500,000 39.05%
Beijing Zhongcheng Technology Development Co., Ltd. (“Zhongcheng”) - 6,069,050 35.00%
Chengdu Sunray Technology Co., Ltd. (“Chengdu Sunray”) 5,000,000 4,569,578 20.00%
Shanghai Caiqu Networking Technology Co., Ltd. (“Caiqu”) - 4,000,000 10.00%
Anipark Co., Ltd. (“Anipark”) - 3,910,455 13.30%
Huaian Shibo Numeral Technology Co., Ltd. (“Huaian Shibo”) - 3,800,000 45.00%
Shanghai Weilai Information Technology Co., Ltd. (“Weilai”) - 3,333,000 25.00%
Shanghai Shanda Modern Family Magazine Co., Ltd (“Shanda Family”) 3,056,586 3,064,280 49.00%
Hangzhou Aodian Technology Co., Ltd. (“Aodian”) - 2,000,000 20.00%
Shanghai Shengguang Networking Technology Co., Ltd. (“Shengguang”) - 1,331,685 39.05%
Shanghai Orient Youth Culture Co., Ltd. (“Orient Youth”) 414,130 117,062 30.00%
Others - 2,408,874  

Total 8,470,716 51,212,309  
 
The movement of the investments in affiliated companies is as follows:  

 

 

Balances at 
January 1, 

2007 Investments 

Share of 
profit / (loss)
on affiliated 
companies 

investments 

Amortization
of 

identifiable 
intangible 

assets, net of
tax 

Other equity 
movement 

Transferred 
out due to  

consolidation
(Note 4) 

Balances at 
December 
31, 2007 

 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 
Actoz 329,273 71,024 (6,639) (6,915) (2,632) (384,111) -
Orient Youth 354 - 60 - - - 414
Shanda Family 5,066 - (2,009) - - - 3,057
Sunray - 5,000 - - - - 5,000

Total 334,693 76,024 (8,588) (6,915) (2,632) (384,111) 8,471
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Balances at 
December 
31, 2007 Investments

Share of 
profit / (loss)
on affiliated 
companies 

investments

Amortization
of 

identifiable 
intangible 

assets, net of
tax 

Other equity 
movement 

Transferred 
out due to  

consolidation 
(Note 4) 

Balances at 
December 
31, 2008 

 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 
Orient Youth 414 (94) (203) - - - 117 
Shanda Family 3,057 - 8 - - - 3,065 
Sunray 5,000 - (430) - - - 4,570 
Jinjiang - 9,500 308 (700) - - 9,108 
Xunshi - 7,500 - - - - 7,500 
Zhongcheng - 6,269 (200) - - - 6,069 
Caiqu - 4,000 - - - - 4,000 
Anipark - - 1,564 - 2,346 - 3,910 
Huaian Shibo - 3,800 - - - - 3,800 
Weilai - 3,333 - - - - 3,333 
Aodian - 2,000 - - - - 2,000 
Shengguang - 2,000 (668) - - - 1,332 
Others - 2,425 31 (48) - - 2,408 

Total 8,471 40,733 410 (748) 2,346 - 51,212 

 
Investment in Actoz 
 
Shanda acquired approximately 29% of the stake from key shareholders of Actoz in November 2004 and approximately 9% of its stake in the 

open market in December 2004, at an aggregate cost of US$106.1 million, equivalent to approximately RMB878 million, Shanda owned 
approximately 38% of Actoz’s stake as at December 31, 2005, and thus accounted for the investment using equity method of accounting. 

 
 RMB 
Fair value of net assets acquired 128,419,000 
Identified intangible assets 183,884,000 
Purchased in-progress research and development 15,460,000 
Deferred tax liabilities arising from the acquisition (50,567,000) 
Goodwill 600,800,000 
Total 877,996,000 

 
Identifiable intangible assets acquired include trademarks of RMB54.5 million that was determined to have infinite life and thus not subject to 

amortization. The remaining identifiable intangible assets acquired include completed technology of RMB63.7 million with estimated weighted-
average useful life of 6.3 years, core technology of RMB35.7 million with estimated useful life of 4 years, customer database of RMB23.2 million 
with estimated useful life of 2 years, and non-compete agreement of RMB6.8 million with estimated useful life of 2.5 years. Purchased in-process 
research and development of RMB15.5 million was written off at the date of acquisition in accordance with FIN 4 because the technological feasibility 
of the in-process technology has not yet been established and the technology has no alternative future use. Those write-offs are included in equity in 
loss of affiliated companies. 
 

In the fourth quarter of 2005, the Company recognized an other-than-impairment charge of US$64.6 million, equivalent to RMB521.5 million, 
on its investment in Actoz based on the quoted market prices. The impairment charge was made primarily as a result of (1) the continued decline in 
Actoz’s quoted market price on the KOSDAQ; (2) a continued decline in royalties generated for Actoz by Shanda’s operation of Mir II, a MMORPG 
licensed from Actoz in the PRC, which was mainly due to the continued aging of Mir II and adoption of the free-to-play model for Mir II; and (3) 
intensified competition. As of December 31, 2005, the value of the investment in Actoz based on the quoted market price was RMB328.3 million, 
which is equal to its carrying amount. 

 
In December 2006, the Company additionally purchased 2.3% of Actoz’ stake in the open market for the consideration of US$2.2 million 

(equivalent to approximately RMB17.3 million), and increased its share percentage in Actoz to 40.48%. Subsequently from January 5, 2007 through 
July 5, 2007, the Company further 9.62% equity interest of Actoz for the consideration of US$9.2 million in cash (equivalent to approximately 
RMB71.0 million) and became the majority shareholder to consolidate Actoz’s financial statements starting from July 1, 2007 (Note 4). 
 

Investments accounted for under the cost method 
 

In October 2008, the Group, through Shanghai IT, acquired a 1.24% stake in Shanghai Institute of Visual of Art of Fudan University (“SIVA”), 
a college in Shanghai, China, for a consideration of RMB10 million. The Group accounted for the RMB10 million using the cost method of 
accounting. 
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13. MARKETABLE SECURITIES  
 

Marketable securities as of December 31, 2007 and 2008 comprised of: 
 

 2007 
 

Cost 
Unrealized 
gain/(loss) Fair value 

 RMB RMB RMB 
    
Mutual funds 9,897,517 1,346,077 11,243,594 
Total 9,897,517 1,346,077 11,243,594 

    
 2008 
 

Cost 
Unrealized 
gain/(loss) Fair value 

 RMB RMB RMB 
    
Mutual funds 10,897,517 1,456,084 12,353,601 
Equity securities 24,341,940 - 24,341,940 
Total 35,239,457 1,456,084 36,695,541 

 
Investment in SINA 

 
As of January 1, 2006, the Group held approximately 19.5% of the issued and outstanding shares of SINA at an aggregate cost of 

approximately US$227.6 million, equivalent to RMB1,884.1 million, after a series of acquisition of the shares in SINA Corporation (“SINA”) from 
the open market in 2004 and 2005,. The investment was recorded in marketable securities and carried at fair market value with unrealized appreciation 
of approximately RMB30.9 million reported as a component of accumulated other comprehensive gain in shareholders’ equity as at January 1, 2006. 
 

In November 2006, the Group sold approximately 3.7 million shares in SINA under Rule 144 of the Securities Act of 1933, as amended (“Rule 
144”), with net proceeds of approximately US$99.1 million, or equivalent to approximately RMB779.9 million. Realized appreciation of 
approximately RMB23.6 million was transferred out from accumulated other comprehensive gain in shareholders’ equity to investment income in the 
consolidated statement of operations and comprehensive income. The net gain from disposal of SINA’s stake, amounting to US$8.6 million, or 
equivalent to approximately RMB66.9 million, was recorded as investment income in the consolidated statement of operations and comprehensive 
income. As at December 31, 2006, the Group still held approximately 11.4% of SINA’s stake, and the unrealized appreciation of RMB200,155,184 
was reported as a component of accumulated other comprehensive gain in shareholders’ equity. 
 

On February 8, 2007, the Group sold 4 million ordinary shares of SINA, pursuant to Rule 144 for approximately US$129.6 million (RMB1.0 
billion). On May 11, 2007 and May 15, 2007, the Group sold the remaining 1,066,344 and 1,051,934 shares of SINA in open-market transactions for 
US$38.1 million (RMB292.5 million) and US$38.4 million (RMB294.3 million), respectively. Realized appreciation of approximately RMB260.3 
million was transferred out from accumulated other comprehensive gain in shareholders’ equity to investment income in the consolidated statement of 
operations and comprehensive income. The total net gain from disposal of Sina’s stake in 2007, amounting to US$64.6 million, or equivalent to 
approximately RMB422.4 million, was recorded as investment income in the consolidated statement of operations and comprehensive income. 
 

As of December 31, 2007, the Group had fully disposed of its SINA shareholding. 
 

Investment in UBS enhanced yield portfolio AA USD (“EYP”) 
 

On December 1, 2006, the Company purchased 578,324 units of EYP, an innovative cash management solution portfolio which was issued and 
managed by UBS Global Asset Management, for the consideration of US$59.1 million in cash (equivalent to approximately RMB464.3 million). 
 

The investment was recorded in marketable securities and carried at fair market value with unrealized appreciation of approximately RMB1.9 
million reported as a component of accumulated other comprehensive gain in shareholders’ equity as at December 31, 2006. 
 

In October 2007 and November 2007, the Company sold the 380,989 and 197,335 units of EYP for US$40.0 million (RMB300.7 
million) and US$20.0 million (RMB147.8 million), respectively. The total net gain from disposal of EYP in 2007, amounting to US$0.9 million, 
or equivalent to approximately RMB6.8 million, was recorded as investment income in the consolidated statement of operations and 
comprehensive income. 
 

As of December 31, 2007, the Company had fully disposed of all its EYP. 
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14. PROPERTY AND EQUIPMENT  
 

Property and equipment and its related accumulated depreciation as of December 31, 2007 and 2008 are as follows:  

 
 2007  2008 
 RMB  RMB 
    
Computer equipment 321,917,801  391,272,394
Leasehold improvements 24,793,945  8,247,432
Furniture and fixtures 30,760,294  25,269,507
Motor vehicles 10,651,150  15,805,569
Office buildings 165,708,921  188,131,256
Less: Accumulated depreciation (237,649,807)  (316,291,236)
Net book value 316,182,304  312,434,922

 
Depreciation expense for the years ended December 31, 2006, 2007, and 2008 was approximately RMB72,149,000, RMB85,469,000 and 

RMB90,587,000, respectively. 
 

15. INTANGIBLE ASSETS 

 
Intangible assets consist of upfront licensing fees paid to online game licensors, software and copyrights, and intangible assets arising from 

business combinations. Gross carrying amount, accumulated amortization and net book value of the Group's intangible assets as of December 31, 2007 
and 2008 are as follows: 
 
 2007  2008 
 RMB  RMB 
   

Upfront licensing fee paid 185,491,578  456,683,530
Software, copyrights and others 127,457,898  138,273,345

Intangible assets arising from business combinations   
- Software technology 228,806,229  241,944,786
- Game engine 14,898,060  -
- Non-compete arrangement 2,852,621  2,852,621
- Customer base 35,054,504  35,054,504
- Trademarks 53,802,176  54,666,335
- Other 3,964,734  9,587,609

 652,327,800  939,062,730

Less: accumulated amortization   
Upfront licensing fee paid (105,714,391)  (168,140,533)
Software, copyrights and others (98,328,476)  (119,104,687)
Intangible assets arising from business combinations (114,122,042)  (155,468,499)

 (318,164,909)  (442,713,719)

   
Less: Impairment for upfront licensing fee paid (20,095,454)  (20,095,454)

   
Net book value 314,067,437  476,253,557

 
Amortization expense for the years ended December 31, 2006, 2007 and 2008 amounted to approximately RMB81,768,000, RMB110,544,000 

and RMB148,135,000, respectively. 
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Impairment of intangible assets charge to cost of sales in 2007 amounting to RMB20,095,454 mainly related to one of the online games 
because it was determined that the Company would not be able to fully recover the upfront and minimum royalty licensing costs. No impairment was 
provided in 2008. 

 
The estimated aggregate amortization expense for each of the five succeeding fiscal years is as follows: 
 

 Amortization
 RMB 
  
2009 137,202,569
2010 119,410,438
2011 88,538,048
2012 69,616,735
2013 27,813,386

Total 442,581,176

 
16. GOODWILL 

 
The changes in the carrying amount of goodwill from significant acquisitions are as follows: 
 

 
 Haofang Bianfeng Actoz Aurora  Others  Total 
RMB’000         
Balance as of December 31, 2006 346,583 106,170 - -  40,811  493,564

Acquisitions - - 86,479 26,130  48  112,657
Balance as of December 31, 2007 346,583 106,170 86,479 26,130  40,859  606,221

     
Impairment and write-off - - - -  (15,953)  (15,953)

Balance as of December 31, 2008 346,583 106,170 86,479 26,130  24,906  590,268

 
In October 2008, the Company performed an impairment test at reporting unit level relating to goodwill from acquisitions and concluded that 

there was no impairment as to the carrying value of goodwill as of December 31, 2008, except that a full impairment loss of RMB14.5 million was 
recorded for the goodwill of arising from the acquisition of Beijing Digital Red Software Technology Co., Ltd., which is a developer and operator of 
mobile phone games. The full impairment was primarily due to the expected cash flow in future years for this reporting unit was revised downward in 
light of lower than expected revenue earned in 2008 and other considerations such as overall industry economic situations and market risk of the 
reporting unit. Additionally, there was a goodwill write-off of RMB1.5 million due to close down of an acquired entity. 
 
17. OTHER PAYABLES AND ACCRUALS 

 
 2007  2008 
 RMB  RMB 
    
Salary and welfare payable 44,119,310  103,384,948
Unpaid advertisement and promotion fee 21,322,628  94,407,793
Unpaid rental for server software 24,689,987  47,161,337
Advance from customers 25,438,929  23,597,944
Accrued interest for convertible debt -  7,442,120
Unpaid audit fee 6,580,277  6,020,158
Acquisition related obligation 20,200,000  5,550,000
Deposits from distributors 6,520,220  5,297,793
Other payables 42,727,393  57,073,770
Total 191,598,744  349,935,863

 
18. CONVERTIBLE DEBT 
 
(1) Zero Coupon Senior Convertible Notes due 2014 (“Notes I”) 
 

In October 2004, the Company issued US$200 million in aggregate principal amount of Zero Coupon Senior Convertible Notes due 2014 
(“Notes I”). The offering size increased to US$275 million when the underwriters exercised their option to purchase additional notes. Notes I were 
issued at par and bears no interest. Notes I were convertible into ordinary shares of the Company, at any time prior to maturity at the option of the 
holder at the initial conversion rate of 50.3816 ordinary shares per US$1,000 principal amount, which is equal to an initial conversion price of 
US$19.85 per ordinary share (or US$39.70 per ADS). The initial conversion price was higher as compared to the market price of the Company’s ADS 
at the date of issuance. In respect of each US$1,000 in principal amount of Notes I, the conversion consideration would consist of (a) cash in an 
amount equal to the principal amount of each Note I, subject to certain limitation; and (b) a number of the Company’s ordinary shares based on market 
value of the five consecutive trading days beginning on the third trading day following the conversion date. 
 

The Company had the right to redeem Notes I in whole or in part, at any time or from time to time, on or after October 15, 2007 at a 
redemption price equal to 100% of the principal amount of Notes I to be redeemed, plus accrued and unpaid interest and liquidated damages, if any, to 
the redemption date. 
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The holders had the right to require the Company to repurchase all or a portion of their Notes I on October 15, 2007 at a repurchase price equal 

to 100% of the principal amount, plus accrued and unpaid interest and liquidated damages, if any, to the repurchase date. 
 

On October 17, 2007 and November 14, 2007, the Company redeemed all Notes I from the holders for the considerations of US$15.4 million 
(RMB115.4 million) in cash and US$259.6 million (RMB1,929.5 million) in cash, respectively. 
 

Issuance costs, amounting to RMB52.1 million, of Notes I is deferred and being amortized on a straight-line basis over a period of three years 
from the date of issuance, which is October 15, 2004, to October 2007, when the Company repurchased all Notes I. The amortization expense of 
issuance costs related to Notes I for the years ended December 31, 2006 and 2007 was RMB17.5 million, RMB12.8 million, respectively. 
 
(2)      2.0% Convertible Senior Notes due 2011 (“Notes II”) 
 

In September 2008, the Company issued US$155 million in aggregate principal amount of 2.0% Convertible Senior Notes due 2011 (“Notes 
II”). The offering size increased to US$175 million when the initial purchasers exercised in full their over-allotment option to purchase additional 
US$20 million of Notes II. Notes II were issued at par and bears interest at a fixed rate of 2.0% per annum, payable semi-annually in arrears in cash 
on March 15 and September 15 of each year, beginning on March 15, 2009. Notes II matures on September 15, 2011. 
 

Notes II are initially convertible, subject to certain conditions, into shares of the Company’s ordinary shares at the conversion rate of 57.1428 
ordinary shares per US$1,000 principal amount, which is equal to an initial conversion price of US$17.50 per ordinary share (or US$35.00 per ADS). 
The initial conversion price is higher as compared to the market price of the Company’s ADS, which is US$27.23 per ADS at the date of issuance. 
Upon conversion of each US$1,000 aggregate principal amount of the notes, the conversion consideration would consist of the sum of (a) cash in an 
amount equal to the principal portion of each note, subject to certain limitation, and, if applicable, (b) a number of ordinary shares in an amount equal 
to the excess of the daily conversion value over the principal portion during the observation period. The conversion rate is subject to adjustment for 
certain events outlined in the Notes II Offering Memorandum dated September 16, 2008 (“Offering Memorandum”). 
 

The Company may not redeem the notes prior to their stated maturity date. If a Fundamental Change, which is defined in Offering 
Memorandum, occurs at any time prior to maturity, the holder of Notes II have the option to require the Company to repurchase any notes at a price 
equal to 100% of the principal amount of the notes plus accrued interest to the date of repurchase except for certain conditions. Notes II are senior 
unsecured obligations and ranked equally with all of the Company’s existing and future senior unsecured and unsubordinated indebtedness. Notes II 
are effectively subordinated to all of the Company’s existing and future secured indebtedness to the extent of the value of the collateral securing such 
indebtedness, and are structurally subordinated to all existing and future liabilities of the Company’s subsidiaries, including trade payables. 
 

The Bonds were recorded as a long-term liability. Its embedded conversion feature is not required to be bifurcated under SFAS 133, 
“Accounting for Derivative Instruments and Hedging Activities”. 
 

As of December 31, 2008, the fair value of Notes II is approximately US$178.7 million or approximately 102.1% of face value. Fair value 
estimates related to the Company’s convertible debt discussed above are made at a specific point in time, based on relevant market information and 
information about the financial instrument. These estimates are subjective in nature and involve uncertainties and matters of significant judgments and 
therefore cannot be determined with precision. Changes in assumptions could significantly affect the estimates. The shares issuable upon conversion 
of Notes II have been considered in the computation of diluted earning per share. 
 

The issuance costs of Notes II of RMB25.7 million is deferred and being amortized on a straight-line basis over a period of three years from 
the date of issuance, which is September 16, 2008, to the maturity date on September 15, 2011. The amortization expense of issuance costs related to 
Notes II for the year ended December 31, 2008 was approximately RMB2.9 million. 
 

In connection and concurrently with Notes II offering, the Company has entered into a privately negotiated accelerated share repurchase 
agreement, pursuant to which the Company used the total proceeds of Note II of US$175 million to repurchase a variable number of its ADSs (Note 
20). 
 
19.     MINORITY INTERESTS 
 

Minority interests include the common shares in the consolidated subsidiaries or VIE subsidiaries and preferred shares issued by a subsidiary 
of Shanda. The balance is summarized as follows: 
 
 December 31,  December 31,
 2007  2008 
 RMB  RMB 
Minority interests in consolidated subsidiaries or VIE subsidiaries 215,249,346  138,932,858

Actoz 1,048,652  5,097,533
Others   

Minority interests in preferred shares issued by a subsidiary   
Grandpro Technology Limited -  144,734,732

 216,297,998  288,765,123

 
In 2008, Grandpro Technology Limited (“Grandpro”), a subsidiary of Shanda, entered into a series of agreements with Intel Capital 

Corporation, Shanghai International Shanghai Growth Investment Limited, CCIB SPC-Asia Pacific Small and Mid Cap Companies Segregated 
Portfolio, UG SPC- Asean Plus Three Segregated Portfolio, and CCIB Opportunity Income Growth Fund, Huitung Investments (BVI) Limited and 
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Google.Inc (collectively referred to as the “Investors”) to issue 9,600,000 series A Preferred Shares and 10,000,000 Series A-1 Preferred Shares to the 
Investors for a total consideration of US$19.6 million (equivalent to RMB141.1 million). The par value of each preferred share is US$0.0001. All of 
the Series A Preferred Shares and the Series A-1 Preferred Shares issued by Grandpro are collectively referred to as the “Preferred Shares”. 
 

No beneficial conversion feature charge was recognized for the issuance of Series A and Series A-1 Preferred Shares as the estimated fair value 
of the ordinary shares of Grandpro does not exceed the conversion price on the date of issuance. The initial carrying value of Series A and Series A-1 
Preferred Shares was offset by direct issuance cost of US$168,000 (equivalent to RMB1.2 million). No dilution gain was recognized for the issuance 
of Preferred Shares. 
 

Key terms of the Series A and Series A-1 Preferred shares are summarized as follows: 
 

a. Dividends: 
 

The Investors of the Preferred Shares are entitled to receive dividends at the rate of 6% of the original Preferred Share issue price per annum, 
when and if declared by the Board of Directors of Grandpro, prior and in preference to the ordinary shareholders or any other class of shareholders on 
an as- converted basis. The Investors of the Preferred Shares are also be entitled to receive any non-cash dividend, when and if declared by the Board 
on an as- converted basis. 
 

b. Liquidation preference 
 

Upon the occurrence of any liquidation, the Investors of the Preferred Shares shall be entitled to receive, before any distribution or payment to 
the holders of the ordinary shares of Grandpro, an amount equal to 100% of their original issue price, as adjusted for any share splits, share dividends, 
combinations, recapitalizations and similar transactions, plus all declared and unpaid dividends. 
 

c. Voting rights 
 

Each Preferred Share has voting rights equivalent to the number of ordinary shares into which such Preferred Shares could be then convertible. 
The Investors of the Preferred Shares also would have certain veto rights including, but not limited to, the appointment or removal of senior 
management and the adoption any annual budget, including contingencies. 
 

d. Conversion 
 

The Preferred Shares are convertible, at the option of the Investors, into Grandpro’s ordinary shares at an initial conversion ratio of 1:1 at any 
time after the original issuance date. In addition, each Preferred Share is automatically convertible into such number of ordinary shares of Grandpro as 
shall be determined by reference to the then effective and applicable conversion ratio upon the closing of a Qualified Public Offering as defined in the 
Preferred Shares agreement. 
 

In the event that Grandpro issues additional ordinary shares at a price lower than the then-applicable conversion price for the Preferred Shares, 
the conversion price of the Preferred shares shall be reduced to a price equal to the issue price per share of the additional ordinary shares are issued, 
except for issuances under certain circumstances. 
 

e. Redemption 
 

If (i) the PRC government enacts policies, laws or regulations that prohibits non-PRC entities from investing in, holding or disposing of any 
securities in Grandpro, its subsidiary or VIE subsidiary, or (ii) Grandpro has not consummated a Qualified Public Offering prior to December 30, 
2010, the Investors of not less than a majority of the Preferred Shares then outstanding, would have options at any time to redeem all of the Preferred 
Shares at a redemption price equal to the original issue price plus an annual rate of 10% accruing from the date of issuance to the redemption date plus 
any declared and unpaid dividends and interest thereon. Accretion of RMB12.0 million has been made since the issuance date and the charge against 
net income is reflected as minority interest in the Company’s consolidated financial statements. 
 

Shanda Interactive Entertainment Limited unconditionally and irrevocably guarantees to each of the Investors the full performance by 
Grandpro of its redemption of the Preferred Shares. 
 
20.     REPURCHASE OF SHARES 
 

On March 9, 2007, the Board of Directors approved a share repurchase program, effective March 2007. Under the program, the Company is 
authorized to repurchase up to US$50 million worth of outstanding American Depositary Shares of the Company from time to time over the next 12 
months, depending on market conditions, share price and other factors, subject to the relevant rules under United States securities regulations. The 
share repurchases may be made on the open market, in block trades or otherwise and may include derivative transactions, and will be funded by the 
Company’s available working capital. As of December 31, 2007, the Company had repurchased a total of 738,275 ADSs for an aggregate 
consideration of US$16 million (equivalent to Rmb124.0 million). After the repurchase, those shares were retired. The excess of US$16 million of 
purchase price over par value, equivalent to RMB123.9 million, was allocated between additional paid-in capital and retained earnings of 
US$2.0million and US$14 million, respectively (equivalent to RMB15.3 million and RMB108.6 million, respectively), based on the pro rata portion 
of additional paid-in capital on the ordinary shares. 
 

On September 9, 2008, the Board of Directors approved a share repurchase program to repurchase up to US$200 million worth of its 
outstanding American Depositary Shares of the Company from time to time over the next 12 months, depending on market conditions, share price and 
other factors, as well as subject to the relevant rules under United States securities regulations. The share repurchases may be made on the open 
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market, in block trades or otherwise and is expected to include derivative transactions. The program may be suspended or discontinued at any time. 
The Company used the entire proceeds of the Notes II of US$175 million (Note 18), together with cash on hand, to repurchase a variable number of its 
ADSs. As of December 31, 2008, Shanda had prepaid US$175 million, portion of this prepayment had been applied for repurchase of an aggregate of 
4,518,769 ADSs for a total consideration of approximately US$122.8 million (equivalent to approximately RMB839.7 million) and unused 
prepayment of approximately US$54.5 million (equivalent to approximately RMB373.1 million) is recorded in equity of the Company as of December 
31, 2008. After the repurchase, those shares were retired. The excess of US$122.7 million of purchase price over par value, equivalent to RMB839.1 
million, was allocated between additional paid-in capital and retained earnings of US$14.4 million and US$108.3 million, respectively (equivalent to 
RMB98.3 million and RMB740.8 million, respectively), based on the pro rata portion of additional paid-in capital on the ordinary shares. 
 

In addition, on December 30, 2008, the Board of Directors approved to expand the aggregate dollar value of outstanding American Depositary 
Shares (“ADSs”) that the Company may repurchase under its share repurchase program approved by on September 9, 2008 from US$200 million to 
US$300 million, including US$175 million worth of its outstanding ADSs the Company has agreed to repurchase pursuant to an accelerated share 
purchase program. The share repurchases may be made on the open market, in block trades or pursuant to a 10b5-1 plan and will be made subject to 
restrictions relating to volume, price and timing. The share repurchase plan does not obligate the Company to repurchase a minimum number of 
ADSs, and the share repurchase plan may be suspended or discontinued at any time. 
 
21.     EQUITY COMPENSATION PLAN 
 
(1)      Shanda Interactive Entertainment Limited 
 
2003 Share Incentive Plan 
 

On March 31, 2003, Shanda BVI authorized a share option plan (the "2003 Share Incentive Plan") that provides for the issuance of options to 
purchase up to 13,309,880 ordinary shares. Under the 2003 Share Incentive Plan, the directors may, at their discretion, grant any officers (including 
directors) and employees of Shanda BVI and/or its subsidiaries, and individual consultant or advisor (i) options to subscribe for ordinary shares, (ii) 
share appreciation rights to receive payment, in cash and/or the Company's ordinary shares, equals to the excess of the fair market value of the 
Company's ordinary shares, or (iii) other types of compensation based on the performance of the Company's ordinary shares. 
 

Following the Share Swap, pursuant to the share purchase agreement, Shanda Interactive has undertaken to assume all obligations for share 
options, whether vested or unvested, previously granted by Shanda BVI subject to the same terms and conditions as the 2003 Share Incentive Plan as 
adopted by Shanda BVI. 
 

In 2006, 2007 and 2008, no options were granted under the 2003 Share Incentive Plan. 
 
2005 Equity Compensation Plan 
 

In October 2005, the Company authorized an equity compensation plan (the “2005 Equity Compensation Plan”) that provides for the issuance 
of options to purchase up to 7,449,235 ordinary shares, plus ordinary shares reserved for issuance, but not yet issued, under the Company’s 2003 Share 
Incentive Plan. Under the 2005 Equity Compensation Plan, the directors may, at their discretion, grant any officers (including directors) and 
employees of the Company and/or its subsidiaries, and individual consultant or advisor (i) options to subscribe for ordinary shares, (ii) share 
appreciation rights to receive payment, in cash and/or the Company's ordinary shares, equals to the excess of the fair market value of the Company's 
ordinary shares, or (iii) other types of compensation based on the performance of the Company's ordinary shares. 
 

On June 28, 2006, the Company granted options under the 2005 Equity Compensation plan to purchase 3,000,000 ordinary shares of the 
Company to some of its directors and officers and other employees at an exercise price equal to the average market value in the previous three months. 
The options can be exercised within 10 years from the award date. These awards vest over a four year period, with 25% of the options to vest on each 
of the first, second, third and fourth anniversaries of the award date as stipulated in the share option agreement. 
 

On April 24, 2007, the Company granted options under the 2005 Equity Compensation plan to purchase 655,000 ordinary shares of the 
Company to some of its directors and officers and other employees at an exercise price equal to the average market value in the previous three 
months. The options can be exercised within 6 years from the award date. These awards vest over a four year period, with 25% of the options to vest 
on each of the first, second, third and fourth anniversaries of the award date as stipulated in the share option agreement. 
 

From September 25, 2007 through October 31 2007, the Company granted options under the 2005 Equity Compensation plan to purchase 
425,000 ordinary shares of the Company at an exercise price equal to the average market value in the previous fifteen days. The options can be 
exercised within 6 years from the award date. These awards vest over a four year period, with 25% of the options to vest on each of the first, second, 
third and fourth anniversaries of the award date as stipulated in the share option agreement. 
 

From January 2, 2008 through June 24 2008, the Company granted options under the 2005 Equity Compensation plan to purchase 110,000 
ordinary shares of the Company at an exercise price equal to the average market value in the previous fifteen days. The options can be exercised 
within 6 years from the award date. These awards vest over a four year period, with 25% of the options to vest on each of the first, second, third and 
fourth anniversaries of the award date as stipulated in the share option agreement. 
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Activities of share options 
 

A summary of the option activity, relating to the options held by the Company’s employees under the 2003 Share Incentive Plan and 2005 
Equity Compensation Plan as of and for the year ended December 31, 2008 are set out below: 
 
 

Options 
Outstanding

Weighted 
Average 
Exercise 

Price 

 Weighted 
averaged 

remaining 
contractual 

life 

 

Aggregate 
Intrinsic 

value 
  US$    US$ 
Outstanding at January 1, 2008 5,257,841 7.68    
Granted 110,000 15.65    
Exercised (1,227,728) 4.97    
Forfeited (120,850) 15.89    
Expired (750) 15.55    
Outstanding at December 31, 2008 4,018,513 8.48  6.15  31,647,305
Vested and expected to vest at December 31, 2008 3,649,923 8.48  6.12  28,796,958
Vested and exercisable at December 31, 2008 1,838,647 6.92  5.86  17,196,485

 
The aggregate intrinsic value is calculated as the difference between the market value of US$10.84, US$16.34 and US$16.18 as of December 

31, 2006, 2007 and 2008 and the exercise price of the shares. The total intrinsic value of options exercised during the three years ended December 31, 
2006, 2007 and 2008 was RMB73.7million, RMB257.6 million and RMB93.9 million. 
 

The weighted average grant-date fair value of options granted during fiscal years 2006, 2007 and 2008 was US$4.00, US$8.54 and US$7.51, 
respectively. The total fair value of options vested during the three years ended December 31, 2006, 2007 and 2008 was RMB48.3 million, RMB46.2 
million and RMB61.0 million. 
 

As of December 31, 2008, there was RMB67.8 million of unrecognized compensation cost, adjusted for the estimated forfeitures, related to 
non- vested stock-based awards granted to the Company’s employees. This cost is expected to be recognized over a weighted averaged period of 2.2 
years. Total compensation cost may be adjusted for future changes in estimated forfeitures. In 2008, total cash received from the exercise of stock 
options amounted to RMB42.4 million. 
 

Under Shanda’s 2003 Share Incentive Plan and 2005 Equity Compensation Plan, share-based compensation expense of approximately 
RMB40.0 million, RMB53.8 million and RMB47.5 million were recognized in the consolidated statements of operations and comprehensive income 
in the years ended December 31, 2006, 2007 and 2008, respectively 
 

The fair value of each option granted under Shanda’s 2003 Share Incentive Plan and 2005 Equity Compensation Plan is estimated on the date 
of grant using the Black-Scholes option pricing model that uses assumptions noted in the following table: 
 
 2006  2007  2008 
      

Risk-free interest rate (1) 5.2% 
 4.16%- 

4.51% 
 2.37%-

3.52%
 6.25 years  5 years  5 years
Expected life (in years) (2) 0%  0%  0%
Expected dividend yield (3) 61%  56%-58%  59%

Expected volatility (4) RMB32.00 
 RMB55.91- 

80.82 
 RMB46.65-

61.94

 
(1) The risk-free interest rate for periods within the contractual life of the share option is based on the U.S. Treasury yield curve in effect at the time of grant for a term consistent with 

the expected term of the awards.  
(2) The expected term of stock options granted under the Plan is developed giving consideration to vesting period, contractual term and historical exercise pattern.  
(3) The Company has no history or expectation of paying dividends on its common stock.  
(4) Expected volatility is estimated based on the historical volatility of comparable companies’ stocks and of Shanda’s common stock for a period equal to the expected term 

preceding the grant date.  

 
 
(2)      Shanda Games Limited (“Shanda Games”) 
 
Shanda Games 2008 Equity Compensation Plan 
 

In November 2008, Shanda Games authorized an equity compensation plan (the “2008 Equity Compensation Plan”) that provides for the 
issuance of options to purchase up to 44,000,000 ordinary shares. Under the Shanda Games 2008 Equity Compensation Plan, the directors may, at 
their discretion, grant any officers (including directors) and employees of the Company and/or its subsidiaries, and individual consultant or advisor (i) 
options to subscribe for ordinary shares, (ii) share appreciation rights to receive payment, in cash and/or the Company's ordinary shares, equals to the 
excess of the fair market value of the Company's ordinary shares, or (iii) other types of compensation based on the performance of the Company's 
ordinary shares. 
 

From November 14, 2008 through December 18, 2008, Shanda Games granted options to purchase 21,857,500 ordinary shares under the 
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Shanda Games 2008 Share Incentive Plan at an exercise price of US$3.2 per share. The options can be exercised within 10 years from the grant date. 
Pursuant to the 2008 Equity Compensation Plan, for each quarter during the four years beginning on January 1, 2009 (the “Performance Period Start 
Date”) through and ending on December 31, 2012 (the “Performance Period”), 1/16th of Option Shares have the opportunity to be earned, including 
1/3 of which can be earned subject to the participant’s continued employment with the Shanda Games, and up to 2/3 of which can be earned 
contingent on the achievement of different performance targets. These performance targets are related to the Shanda Games Limited’s consolidated 
quarterly Revenue growth rate and quarterly Income growth rate, calculated against the Shanda Games Limited’s historical highest consolidated 
quarterly Revenue and Income. 

 
On each of the first four anniversaries of the Performance Period Start Date, twenty percent (20%) of the earned options during the year 

preceding such anniversary date shall vest and become exercisable. In the event that Shanda Games Limited sells ordinary shares (or any securities 
convertible or exchangeable into Ordinary Shares) pursuant to an exemption from the registration requirements of the Securities Act of 1933, as 
amended (a “Private Placement”) prior to the consummation of the Initial Public Offering, on each of the first four anniversaries of the consummation 
of the Private Placement of the Ordinary Shares, an additional twenty percent (20%) of the earned options during the year preceding the corresponding 
first four anniversaries of the Performance Period Start Date shall vest and become exercisable, and on each of the first four anniversaries of the Initial 
Public Offering, an additional sixty percent (60%) of the earned option during the year preceding the corresponding first four anniversaries of the 
Performance Period Start Date shall vest and become exercisable. In the event that Shanda Games Limited does not consummate a Private Placement 
prior to consummating the Initial Public Offering, on each of the first four anniversaries of the consummation of the Initial Public Offering, an 
additional eighty percent (80%) of the earned options during the year preceding the corresponding first four anniversaries of the Performance Period 
Start Date shall vest and become exercisable provided, in each case, that the employees remain employed by Shanda Games Limited on such vesting 
date, and provided further that no vesting date shall occur after the tenth anniversary of the Grant Date. 
 

In accordance with FAS123(R), the Company recognized the share-based compensation expenses, net of a forfeiture rate, using the straight-line 
method for the 1/3 of the 20% of the options earned subject to the employees’ continued employment with Shanda Games Limited, and using the 
grated- vesting method for up to 2/3 of the 20% of the options earned contingent on the achievement of different performance targets when Shanda 
Games Limited concluded that it is probably that the performance targets will be achieved. 
 

The Company did not recognize the share-based compensation expenses for the earned options to be vested upon the consummation of the 
Private Placement or Initial Public Offering of Shanda Games Limited as the Company is not able to determine that it is probable that these 
performance conditions will be satisfied until the events occur. As a result, the share-based compensation expenses for this portion of the earned 
options will be recognized using the graded-vesting method upon the consummation of the Private Placement (20%) or the Initial Public Offering 
(60% or 80%) of Shanda Games Limited. 
 

Share-based compensation expense related to the option award granted by Shanda Games Limited under the Shanda Games 2008 Equity 
Compensation Plan amounted to approximately RMB2.2 million for the year ended December 31, 2008. 
 

Shanda Games’ share option activities as of and for the years ended December 31, 2008 is set out below: 
 
 

Options 
Outstanding

Weighted 
Average 
Exercise 

Price 

Weighted 
averaged 

remaining 
contractual life 

 
Aggregate 
Intrinsic 

value 
  US$   US$ 
Granted 21,857,500 3.2 -  - 
Exercised - - -  - 
Forfeited - - -  - 
Expired - - -  - 

Outstanding at December 31, 2008 21,857,500 3.2 9.87  - 
Vested and expected to vest at December 31, 2008 3,213,100 3.2 9.87  - 
Vested and exercisable at December 31, 2008 - - -  - 

 
As the exercise price approximates the fair value of the ordinary share of Shanda Games Limited as of December 31, 2008, there is no intrinsic 

value as of December 31, 2008. 
 

The weighted average grant-date fair value of options granted during the year ended December 31, 2008 was US$1.60. No option was vested 
during the year ended December 31, 2008. 
 

As of December 31, 2008, there was RMB32.9 million of unrecognized compensation cost, adjusted for the estimated forfeitures, related to 
non- vested stock-based awards granted to the Company’s employees. This cost is expected to be recognized over a weighted averaged period of 3.9 
years. 17,486,000 units of stock options were excluded from the determination of unrecognized compensation cost because they are contingent upon 
the completion of an initial public offering by Shanda Games Limited and that the contingency had not been resolved as of December 31, 2008. Total 
compensation cost may be adjusted for future changes in estimated forfeitures and the probability of the achievement of performance conditions. 
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The fair value of each option granted under the Company’s 2008 equity compensation plan is estimated on the date of grant using the binomial 
pricing model that uses the assumption noted in the following table: 
 
 2008 
  
Exercise Price US$3.2
Fair value of common stock US$1.6
Risk-free interest rate (1) 3.94%
Exercise Multiple (2) 1.8
Expected dividend yield (3) 0%
Expected volatility (4) 50%
Fair value per option at grant date RMB10.4~11.8

 
(1) The risk-free interest rate for periods within the contractual life of the share option is based on the U.S. Treasury yield curve over the contractual term of the option in effect at the 

time of grant.  
 
(2) The management estimates the options will be exercised when the spot price reaches 1.8 times of strike price after becoming exercisable.  
 
(3) The Company has no history or expectation of paying dividends on its common stock.  
 
(4) Expected volatility is estimated based on the historical volatility of comparable companies’ stocks and of Shanda’s common stock for a period equal to the expected term 

preceding the grant date.  

 
On December 22, 2008, Shanda Games Limited also granted Restricted Share Award consisting of 407,770 Ordinary Shares (the “Restricted 

Shares”) under Shanda Games’ 2008 Equity Compensation Plan. The restricted shares will be vested in equal installments over four calendar years on 
December 31 of each such calendar year, commencing on December 31, 2009, subject to the employee’s continued employment with Shanda Games 
Limited. 
 

Share-based compensation expense related to the Restricted Share Award granted by Shanda Games Limited under the 2008 Equity 
Compensation Plan amounted to RMB59,660 for the year ended December 31, 2008. 
 

A summary of unvested restricted share activity as of December 31, 2008, and changes during the year ended is presented below: 
 

Unvested Restricted Shares 
Number of 

Shares 

 Weighted 
Average  

Grant-date 
Fair Value 

US$ 
Granted 407,770  3.2
Vested -  - 
Forfeited -  - 

Unvested at December 31, 2008 407,770  3.2

Expected to vest at December 31, 2008 334,371  3.2

 
As of December 31, 2008, there was RMB8.7 million of unrecognized compensation cost, adjusted for the estimated forfeitures, related to non- 

vested restricted shares granted to the employees of Shanda Games Limited. This cost is expected to be recognized over a weighted averaged period of 
4 years. Total compensation cost may be adjusted for future changes in estimated forfeitures. 
 
(3) Actoz Soft Co., Ltd  
 

Since 2005, Actoz has granted stock options to officers and employees as a incentive program.  

 
A total of 127,420 shares were granted to eight officers and employees in July 2006. A total of 140,000 shares were granted to current CEO in 

March 2007 and 470,730 shares were granted to 73 officers and employees in September 2007. A total of 94,040 shares and 10,000 shares were 
granted to current officers and employees in March 2008 and October 2008, respectively. 
 

The stock options may be exercised from the date that is two years from the grant date for a period of five years under relevant law. The 
grantees who were granted before March 2007 may exercise 2/3 of granted stock options two years after the grant date and 1/3 of granted stock 
options may be exercised three years after the grant date. Grantees who were granted in September 2007 and in 2008 may exercise 1/2 of granted 
stock options two years after grant date, 1/4 of granted stock option may be exercised three years after grant date, and 1/4 of granted stock options may 
be exercised four years after grant date. 
 

Under the relevant law, the option exercise price is decided based on the price calculated by taking the arithmetic average of the weighted 
average of the periods of past two months, one month and one week each prior to the day immediately preceding the date of the shareholders meeting. 
 

Actoz may decide upon one or more methods for exercise of the options pursuant to the resolution of the board of directors: 1) delivery of new 
shares of Actoz, 2) delivery of Actoz’s treasury stock; or 3) payment by Actoz to the Grantee of the difference between the market price at the time of 
exercise and the exercise price, in cash or treasury stock. 
 



 

F-36 

The assumptions used to value stock-based compensation awards for the years ended December 31, 2007 and 2008 are presented as follows: 
 
 2007  2008 
    
Risk-free interest rate 4.80-5.39% 4.80-5.39%
Term of share option/Expected life (in years) 4.7-4.9 years 4.7-4.9 years
Expected dividend yield 0% 0%
Volatility 80%-83% 63%-87%
 
Fair value per option at grant date 

KRW5,997-
KRW6,198

 KRW4,531-
KRW6,355

 
Actoz’s share option activities as of and for the year ended December 31, 2008 is set out below: 

 
 

Options 
Outstanding

Weighted 
Average 
Exercise 

Price 

 Weighted 
averaged 

remaining 
contractual 

life 

 

Aggregate 
Intrinsic 

value 
  KRW    KRW 
Outstanding at January 1, 2008 702,920 9,535     

Granted 104,040 8,603     
Exercised - -     
Forfeited (44,410) 9,700     

Outstanding at December 31, 2008 762,550 9,398  5.54  611,556,900 
Vested and expected to vest as of December 31, 2008 648,736 9,375  5.51  534,922,700 
Vested and exercisable as of December 31, 2008 68,280 8,300  4.57  129,732,000 

 
The aggregate intrinsic value is calculated as the difference between the market value of KRW10,200 as of December 31, 2008 and the 

exercise price of the shares. 
 

The weighted average estimated fair value of options granted during fiscal years 2006, 2007, and 2008 were KRW5,173, 
KRW6,152 and KRW4,966, respectively. 
 

Share-based compensation expense of approximately RMB4.4 million and RMB6.4 million were recognized in the consolidated 
statements of operations and comprehensive income for the years ended December 31, 2007 and 2008. 
 

As of December 31, 2008, there was KRW2,189 million of unrecognized compensation cost, adjusted for the estimated forfeitures, related to 
non- vested stock-based awards granted to Actoz’s employees. This cost is expected to be recognized over a weighted averaged period of 2.44 
years. Total compensation cost may be adjusted for future changes in estimated forfeitures. 
 
22.     EMPLOYEE BENEFITS 
 

The full-time employees of the Company's subsidiaries and VIE subsidiaries that are incorporated in the PRC are entitled to staff welfare 
benefits, including medical care, welfare subsidies, unemployment insurance and pension benefits. These companies are required to accrue for these 
benefits based on certain percentages of the employees' salaries in accordance with the relevant regulations, and to make contributions to the state-
sponsored pension and medical plans out of the amounts accrued for medical and pension benefits. The total amounts charged to the statements of 
operations and comprehensive income for such employee benefits amounted to approximately RMB33,477,000, RMB37,005,000 and 
RMB46,095,000 for the years ended December 31, 2006, 2007 and 2008, respectively. The PRC government is responsible for the medical benefits 
and ultimate pension liability to these employees. 
 
23. RELATED PARTY TRANSACTIONS  
 

During the years ended December 31, 2006 and 2007, significant related party transactions were as follows:  

 
 2006  2007 
 RMB  RMB 
    
Online game licensing fees paid to Actoz, an affiliated company 207,188,362  158,171,841*
Online game upfront licensing fee paid to Actoz 968,424  7,740,900*
Bad debt recognized for the loan to a subsidiary of Actoz 4,000,000  - 
Total 212,156,786  165,912,741 

 
*: The transactions are up to June 30, 2007 as Actoz has been consolidated from July 1, 2007. 
 
As of December 31, 2007 and 2008, the Group had amounts due to related parties of approximately RMB3,044,000, mainly arising from 

purchase of game related merchandise from certain minority shareholders of VIE subsidiaries. 
 

There are no related party transactions for the year ended December 31, 2008. 
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All amounts due to related parties are unsecured, interest-free and have no definite terms. 

 
24. CERTAIN RISKS AND CONCENTRATIONS 

 
Financial instruments that potentially subject the Group to significant concentrations of credit risk consist primarily of cash and cash 

equivalents, short-term investments, marketable securities, accounts receivable, due from/to related parties and other current assets. As of December 
31, 2007 and 2008 substantially all of the Group's cash and cash equivalents, short-term investments and marketable securities were held by major 
financial institutions located in the PRC, in Hong Kong and in Korea, which management believes are of high credit quality. 
 

Accounts receivable are typically unsecured and are derived from revenue earned from customers in China. The risk with respect to accounts 
receivables is mitigated by credit evaluations the Company performs on its customers and its ongoing monitoring process of outstanding balances. 
 

No individual customer accounted for more than 10% of net revenues during the year ended December 31, 2006, 2007 and 2008. 
 

The Company derived the majority of its net revenues from two MMORPGs, Mir II and Woool, which accounted for approximately 46.6% and 
23.7% of the net revenues for the year ended 21, 2006, 52.7% and 22.4% of the net revenues for the year ended 2007, and 52.1% and 19.5% of the net 
revenues for the year ended December 31, 2008, respectively. 
 

The Company’s exposure to foreign currency exchange rate risk primarily relates to cash and cash equivalents and short-term investments and 
convertible debt denominated in the U.S. dollar. On July 21, 2005, the People’s Bank of China, or PBOC, announced an adjustment of the exchange 
rate of the US dollar to RMB from 1:8.27 to 1:8.11 and modified the system by which the exchange rates are determined. This adjustment has resulted 
in an appreciation of the RMB against the US dollar. While the international reaction to the RMB 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 
revaluation and a significant fluctuation of the exchange rate of RMB against the US dollar. 
 
25. COMMITMENTS AND CONTINGENCIES  
 

Operating lease agreements  

 
The Group has entered into leasing arrangements relating to office premises and computer equipment that are classified as operating leases. 

Future minimum lease payments for non-cancelable operating leases as of December, 31, 2008 are as follows: 
 
 Options 

Outstanding
Office  

premise 
 Computer 

equipment 
 RMB RMB  RMB 
2009 8,074,587 19,741,667  27,816,254
2010 4,276,665 2,173,408  6,450,073
2011 500,756 816,000  1,316,756
2012 - -  -
2013 - -  -
 12,852,008 22,731,075  35,583,083

 
As of December 31, 2008, the Group had leased servers under operating lease arrangements where the lease payments are calculated based on 

certain formulas, as specified in the agreements, with reference to the actual number of users of the leased assets. The server leasing rental expenses 
under these operating leases amounted to approximately RMB40,949,000, RMB22,980,000 and RMB21,880,000 during the years ended December 
31, 2006, 2007 and 2008, respectively. As the future lease payments for these arrangements are based on the actual number of users and thus cannot be 
reasonably estimated, they are not included in the minimum lease payments as disclosed above. 
 

Total rental expenses including server leasing rental, office rental and server maintenance were approximately RMB129,781,000, 
RMB106,308,000 and RMB124,229,000 during the years ended December 31, 2006, 2007 and 2008, respectively, and were charged to the statements 
of operations and comprehensive income when incurred. 
 

As of December 31, 2008, the Group also has commitments in respect of the maintenance contracts in relation to the servers owned by the 
Group amounting to RMB12,342,000. 
 

Capital commitments 
 

Capital commitments for purchase of property and equipment and game licenses as of December 31, 2008 were approximately 
RMB205,791,000. 
 

Contingencies 
 

The Group accounts for loss contingencies in accordance with SFAS No. 5 “Accounting for Loss Contingencies”, and other related guidance. 
Set forth below is a description of certain loss contingencies as well as the opinion of management as to the likelihood of loss in respect of each loss 
contingency. 
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PRC regulations currently limit foreign ownership of companies that provide Internet content services, which include operating online games, 
to 50%. In addition, foreigners or foreign invested enterprises are currently not able to apply for the required licenses for operating online games in the 
PRC. The Company is incorporated in the Cayman Islands and accordingly Shengqu is considered as a foreign invested enterprise under PRC law. In 
order to comply with foreign ownership restrictions, the Group operates its online games business in the PRC through Shanghai Shulong and through 
Shulong Computer and Nanjing Shulong, which are wholly-owned subsidiaries of Shanghai Shulong. Shanghai Shulong currently holds an ICP 
license and an Internet culture operation license that are required to operate online game business. The Group publishes its online games under an 
Internet publishing license held by Shanda Networking. Shengqu has entered into a series of contractual arrangements with Shanghai Shulong, 
Nanjing Shulong and Shulong Computer, pursuant to which Shengqu provides Shanghai Shulong, Nanjing Shulong and Shulong Computer with 
services, software licenses and equipment in exchange for fees, and Shengqu undertakes to provide financial support to Shanghai Shulong, Nanjing 
Shulong and Shulong Computer to the extent necessary for their operations. Shengqu has also entered into agreements with Shanghai Shulong and its 
shareholders that provide it with the substantial ability to control Shanghai Shulong. 
 

In addition, Shanda Computer is also considered as a foreign invested enterprise under PRC law. In order to comply with foreign ownership 
restrictions, the Group operates its integrated community and e-commerce service platform business in the PRC through Shanda Networking, which is 
wholly owned by Tianqiao Chen and Danian Chen, both of whom are PRC citizens. Shanda Networking currently holds an ICP license, Internet 
culture operation license and Internet publishing license that are required to operate integrated service platform business. Shanda Computer has 
entered into a series of contractual arrangements with Shanda Networking, Nanjing Shanda and Bianfeng Networking, pursuant to which Shanda 
Computer provides Shanda Networking, Nanjing Shanda and Bianfeng Networking with services, software licenses and equipment in exchange for 
fees, and Shanda Computer undertakes to provide financial support to Shanda Networking, Nanjing Shanda and Bianfeng Networking to the extent 
necessary for their operations. In addition, Shanda Computer has entered into agreements with Shanda Networking and its shareholders that provide it 
with the substantial ability to control Shanda Networking. 
 

In the opinion of management and the Company’s PRC legal counsel, (i) the ownership structure of the Company, Shengqu and Shanghai 
Shulong, Shanda Computer and Shanda Networking, are in compliance with existing PRC laws and regulations; (ii) the contractual arrangements with 
Shanghai Shulong and Shanda Networking and their shareholders are valid and binding, and will not result in any violation of PRC laws or regulations 
currently in effect; and (iii) the Group’s business operations are in compliance with existing PRC laws and regulations in all material respects. 
However, there are substantial uncertainties regarding the interpretation and application of current and future PRC laws and regulations. Accordingly, 
the Company cannot be assured that PRC regulatory authorities will not ultimately take a contrary view to its opinion. If the current ownership 
structure of the Group and its contractual arrangements with Shanghai Shulong and Shanda Networking were found to be in violation of any existing 
or future PRC laws and regulations, the Group may be required to restructure its ownership structure and operations in the PRC to comply with the 
changing and new PRC laws and regulations. In the opinion of management, the likelihood of loss in respect of the Group’s current ownership 
structure or the contractual arrangements with Shanghai Shulong and Shanda Networking is remote. 
 

Guarantees 
 

In connection and concurrently with the issuance of preferred shares of US$19.6 million by Grandpro in 2008 (Note 19), Shanda provides a 
full guarantee to the Investors in respect of the performance of Grandpro’s redemption obligations under the agreements. 
 
26. SUBSEQUENT EVENTS  
 

The Group had the following significant events occurred subsequent to December 31, 2008:  

 
In June 2009, the Group commenced a tender offer to acquire 51% of the total outstanding ordinary shares of Hurray Holding Co. Ltd. 

(“Hurray!”), a NASDAQ listed online media company and wireless value-added information service provider specializing in artist development, 
music production and wireless music distribution in China, at a price of US$0.04 per ordinary share (or US$4.00 per ADS) for a total consideration of 
US$46.2 million in cash. 
 

In June 2009, Shanda Games entered into an agreement with an online game company in China to acquire 100% of its equity interest for 
RMB148.8 million in cash. 
 

On May 25, 2009, the Group announced its plan to submit a draft registration statement on a confidential basis to the U.S. Securities and 
Exchange Commission for a possible initial public offering (the "Proposed IPO") of Shanda Games Limited. The purposes of the Proposed IPO, if 
completed, are to further the Company's development as an interactive entertainment media company and to provide Shanda Games with a sharper 
focus and greater flexibility to pursue strategic opportunities in enhancing its leadership position in the online game sector. 
 

In March 2009, the Group completed the accelerated share repurchase program as discussed in Note 18 and 20. An aggregate of 6,229,238 
ADSs were repurchased. 
 
27.     RESTRICTED NET ASSETS 
 

Relevant PRC laws and regulations permit PRC companies to pay dividends only out of their retained earnings, if any, as determined in 
accordance with PRC accounting standards and regulations. Additionally, the Company’s VIE subsidiaries can only distribute dividends upon 
approval of the shareholders after they have met the PRC requirements for appropriation to statutory reserve. The statutory general reserve fund 
requires annual appropriations of 10% of net after-tax income should be set aside prior to payment of any dividends. As a result of these and other 
restrictions under PRC laws and regulations, the PRC subsidiaries and affiliates are restricted in their ability to transfer a portion of their net assets to 
the Company either in the form of dividends, loans or advances, which restricted portion amounted to approximately RMB1,950.0 million, or 53.7% 
of the Company total consolidated net assets as of December 31, 2008. Even though the Company currently does not require any such dividends, loans 
or advances from the PRC subsidiaries and affiliates for working capital and other funding purposes, the Company may in the future require additional 
cash resources from the Company’s PRC subsidiaries and affiliates due to changes in business conditions, to fund future acquisitions and 
developments, or merely declare and pay dividends to or distributions to the Company shareholders. See “Financial Statement Schedule I”. 
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ADDITIONAL INFORMATION – FINANCIAL STATEMENT SCHEDULE I 
SHANDA INTERACTIVE ENTERTAINMENT LIMITED 

CONDENSED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME 
 

  For the years ended December 31 
 Note 2006 2007 2008  2008 
  RMB RMB RMB  US$ 
      (Note 3) 
       

Net revenues  - - 281,540  41,266
Cost of services  - - -  -
Gross profit  - - 281,540  41,266
Total operating expenses  (54,831,727) (71,915,015) (74,026,769)  (10,850,388)
Loss from operations  (54,831,727) (71,915,015) (73,745,229)  (10,809,122)
Interest income  3,314,699 24,846,511 6,817,800  999,311
Interest expense  (17,490,851) (12,757,512) (10,295,375) (1,509,033)
Foreign exchange gain (loss)  77,935,174 4,025,066 (3,385,935)  (496,289)
Other income, net  (2,045,978) (1,130,760) (265,155)  (38,865)
Investment income  71,469,808 451,143,232 6,518,284  955,410
Income before income tax expense and equity in profit of 

subsidiaries and equity in loss of affiliated companies  78,351,125 394,211,522 (74,355,610)  (10,898,588)
Income tax expense  - - -  -
Equity in profit of subsidiaries 1 474,357,914 1,015,484,780 1,322,757,529  193,881,646
Equity in loss of affiliated companies  (23,499,161) (13,554,277) -  -
Net income  529,209,878 1,396,142,025 1,248,401,919  182,983,058
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ADDITIONAL INFORMATION – FINANCIAL STATEMENT SCHEDULE I 
SHANDA INTERACTIVE ENTERTAINMENT LIMITED 

CONDENSED BALANCE SHEETS 

 
 2007 2008  2008 
 RMB RMB  US$ 
    (Note 3) 
ASSETS     
Current assets:     

Cash and cash equivalents 666,229,746 606,273,908  88,863,893
Due from related parties - 189,101,273  27,717,299
Prepayments and other current assets 2,976,780 40,221,272  5,895,386

Total current assets 669,206,526 835,596,453  122,476,578
   
Investment in subsidiaries 2,993,346,652 4,021,035,488  589,378,598
Long-term assets - 22,826,044  3,345,701
Total assets 3,662,553,178 4,879,457,985  715,200,877
   
LIABILITIES   
Current liabilities:   

Due to subsidiaries 32,356,851 31,317,301  4,590,297
Other payable and accruals 6,027,766 16,987,766  2,489,962
Deferred revenue 751,750 262,855  38,528
Convertible debt - 1,196,055,000  175,310,370

Total liabilities 39,136,367 1,244,622,922  182,429,157
   
Shareholders' equity   

Ordinary shares (US$0.01 par value, 186,000,000 shares authorized, 144,741,544 issued and 
outstanding as of December 31, 2007, and 136,931,734 issued and outstanding as of  
December 31, 2008) 11,962,574 11,417,174 

 

1,673,459
Additional paid-in capital 1,614,401,350 1,230,162,337  180,309,613
Accumulated other comprehensive loss (22,170,294) (133,609,677)  (19,583,683)
Retained earnings 2,019,223,181 2,526,865,229  370,372,331

Total shareholders' equity 3,623,416,811 3,634,835,063  532,771,720

Total liabilities and shareholders' equity 3,662,553,178 4,879,457,985  715,200,877
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ADDITIONAL INFORMATION – FINANCIAL STATEMENT SCHEDULE 
SHANDA INTERACTIVE ENTERTAINMENT LIMITED 

CONDENSED CASH FLOW STATEMENT 

 
 For the years ended December 31 
 2006 2007 2008  2009 
 RMB RMB RMB  RMB 
     (Note 3) 
Net cash provided by (used in) operating activities (7,473,144) 7,863,768 (58,116,056)  (8,518,293)
Net cash provided by (used in) investing activities 5,902,772 1,086,086,709 (237,934,346)  (34,874,950)
Net cash provided by (used in) financing activities 392,029,424 (776,602,451) 276,075,578  40,465,457 
Effect of foreign exchange rate changes on cash (6,704,454) (94,278,854) (39,981,014)  (5,860,171)
Net increase (decrease) in cash 383,754,598 223,069,172 (59,955,838)  (8,787,957)
Cash, beginning of year 59,405,976 443,160,574 666,229,746  97,651,850 
Cash, end of year 443,160,574 666,229,746 606,273,908  88,863,893 

 
 






