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This prospectus relates to the resale of up to 2,702,230 shares of our
common stock being offered by the selling stockholders. Of the shares covered by
this prospectus, 1,532,312 shares have been issued to the selling stockholders,
1,046,462 shares are issuable upon the exercise of warrants by the selling
stockholders and 123,456 shares are issuable upon the exercise of warrants, that
were previously registered under Registration No. 333-113209. We will not
receive any proceeds from the sale of the shares of common stock by the selling
stockholders. Assuming that all of the warrants held by the selling stockholders
are exercised for cash, we will realize proceeds of approximately $6,400,000.

Our shares of common stock are traded on The Nasdag Small Cap Market
under the symbol "PACT." The average of the high and low prices of our common
stock, on February 3, 2005, was $8.49.

THIS INVESTMENT INVOLVES A HIGH DEGREE OF RISK. YOU SHOULD PURCHASE
SHARES ONLY IF YOU CAN AFFORD A COMPLETE LOSS OF YOUR INVESTMENT. SEE "RISK
FACTORS" BEGINNING ON PAGE 6 FOR A DISCUSSION OF RISKS APPLICABLE TO US AND AN
INVESTMENT IN OUR COMMON STOCK.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED THESE SECURITIES, OR DETERMINED IF THIS
PROSPECTUS IS TRUTHFUL OR COMPLETE. ANY REPRESENTATION TO THE CONTRARY IS A
CRIMINAL OFFENSE.

The date of this prospectus is February 4, 2005.
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SUMMARY

We were incorporated in Delaware in 1987. Our business consists of
three groups, all of which operate within the outsourcing and telecommunications
industries in Asia, primarily greater China, which includes the People's
Republic of China, or mainland China, Hong Kong, Macau and Taiwan. Through our
subsidiaries we provide the following outsourcing services, value-added telecom
services (VAS), and communication products distribution services:

o Our outsourcing services include, business processing
outsourcing (BPO), primarily through the operation of call
centers, and information technology outsourcing (ITO) system
integration, which includes software programming.

o We are value-added resellers and providers of telecom VAS,
which comprises interactive voice response (IVR) systems and
voice over Internet Protocol (VoIP), and mobile phone VAS,
such as short messaging services (SMS) and multimedia
messaging services (MMS).

o We provide training and consulting in customer relationship
management (CRM) and software programming.

o We have recently commenced our communication products
distribution service, through wholesale and, to a lesser
extent, retail sale and distribution of calling cards in
China, and we have recently invested in a company that
distributes multimedia interactive self-service kiosks.

We intend to continue to grow our business by acquiring and managing
growing technology and network communications businesses with established
products and customers in Asia. Our goal is to take a leading role in providing
information technology services and network communications, which are rapidly
expanding business sectors in Asia. Our clients include leading telecom
operators, banks, insurance, travel and marketing services companies and telecom
consumers in greater China, such as China Telecom (NYSE: CHA), China Netcom
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(NYSE: CN) China Mobile (NYSE: CHL), China Unicom (NYSE: CHU), PCCW (NYSE: PCW),
Hutchison Telecom (NYSE: HTX), Sunday (Nasdaqg: SDAY), Sony, Swire Travel and The
Hong Kong Housing Authority.

SERVICES AND PRODUCTS
We provide the following services to our customers, among others:
(¢} OUTSOURCING SERVICES

CALL CENTER SERVICES. Our business processing outsourcing
(BPO) includes operating call centers, and providing CRM,
customer acquisition and retention services, technical
support, telemarketing services, customer service support and
administrative services.

SOFTWARE PROGRAMMING SERVICES. In greater China, we provide
information technology outsourcing (ITO) and software
development services, including R&D, and project management
services.

o TELECOM VALUE-ADDED SERVICES

VOICE AND IP RELATED SERVICES. We provide integration services
in voice and IP related products. We are value-added resellers
of IVR systems, SMS and related VAS, and we provide our
clients with post-sale maintenance and technical support.
WISE-xb, which is our proprietary call center management
system and software package, is used in our call center and is
sold directly to clients for use in their call centers. We
provide mobile phone VAS, such as mobile chat, mobile karaoke,
and color ring back tone.

CONSULTING AND TRAINING SERVICES. We offer comprehensive
operational and managerial training programs for call center
management professionals at all levels, including on-site
training courses and seminars for clients who have their own
call centers.

o COMMUNICATION PRODUCTS DISTRIBUTION SERVICE

CALLING CARD AND MOBILE PRODUCTS. We distribute wholesale, and
through our own retail stores, pre-paid calling cards, mobile
subscriber information module (SIM) cards, prepaid
stored-value cards, and international direct dialing (IDD)
calling cards, bundled insurance cards and customer loyalty
membership cards in mainland China.

MULTI-MEDIA KIOSKS. We have an ownership interest in a company
that designs, develops and manufactures multimedia interactive
entertainment and communication kiosk products, including
internet, photo and video entertainment kiosks.

EXECUTIVE OFFICES
Our corporate headquarters and development center is located at 601 New

Bright Building, 11 Sheung Yuet Road, Kowloon Bay, Kowloon, Hong Kong. The
telephone number at our corporate headquarters in Hong Kong is
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011-852-2876-2900. We also have a corporate office in the United States located
at 860 Blue Gentian Road, Suite 360, Eagan, MN 55121. The telephone number at
our corporate office in the United States is 1-651-209-3102.

FORWARD-LOOKING STATEMENTS

Statements in this prospectus that are not descriptions of historical
facts are forward-looking statements within the meaning of the "safe harbor"
provisions of the Private Securities Litigation Reform Act of 1995. Reference is
made in particular to the description of our plans and objectives for future
operations and assumptions underlying such plans and objectives and other
forward-looking terminology such as "may," "expects," "believes," "anticipates,"
"intends," "projects," or similar terms, variations of such terms or the
negative of such terms. Forward-looking statements are based on management's
current expectations. Actual results could differ materially from those
currently anticipated due to a number of factors, including those set forth
under "Risk Factors."

RISK FACTORS

Investing in our securities involves a great deal of risk. You should
carefully consider the following factors as well as other information included
in this prospectus before deciding to purchase our common stock. You should pay
particular attention to the fact that we conduct a majority of our operations in
China and are governed by a legal and regulatory environment that in some
respects differs significantly from the environment that may prevail in other
countries. Our business, financial condition or results of operations could be
affected materially and adversely by any or all of these risks.

THE FOLLOWING MATTERS MAY HAVE A MATERIAL ADVERSE EFFECT ON OUR
BUSINESS, FINANCIAL CONDITION, LIQUIDITY, RESULTS OF OPERATIONS OR PROSPECTS,
FINANCIAL OR OTHERWISE. REFERENCE TO THIS CAUTIONARY STATEMENT IN THE CONTEXT OF
A FORWARD-LOOKING STATEMENT OR STATEMENTS SHALL BE DEEMED TO BE A STATEMENT THAT
ANY ONE OR MORE OF THE FOLLOWING FACTORS MAY CAUSE ACTUAL RESULTS TO DIFFER
MATERIALLY FROM THOSE IN SUCH FORWARD-LOOKING STATEMENT OR STATEMENTS.

RISKS RELATED TO OUR BUSINESS

WE HAVE A LIMITED OPERATING HISTORY. We were founded and commenced operations in
December 1994, and we were incorporated in July 1999. Our operating history may
be insufficient for you to evaluate our business and future prospects. Although,
since inception, our revenues have grown rapidly through acquisition, we cannot
assure you that we will maintain our profitability or that we will not incur net
losses in the future. We expect that our operating expenses will increase as we
expand. Any significant failure to realize anticipated revenue growth could
result in significant operating losses. We will continue to encounter risks and
difficulties frequently experienced by companies at a similar stage of
development, including our potential failure to:

o implement our business model and strategy and adapt and modify
them as needed;

o increase awareness of our brands, protect our reputation and
develop customer loyalty;

o manage our expanding operations and service offerings,
including the integration of any future acquisitions;
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o maintain adequate control of our expenses; and

o anticipate and adapt to changing conditions in the markets in
which we operate as well as the impact of any changes in
government regulation, mergers and acquisitions involving our
competitors, technological developments and other significant
competitive and market dynamics.

If we are not successful in addressing any or all of these risks, our business
may be materially and adversely affected.

THE ACQUISITION OF NEW BUSINESSES IS COSTLY AND SUCH ACQUISITIONS MAY NOT
ENHANCE OUR FINANCIAL CONDITION. Our growth strategy is to acquire companies,
and identify and acquire assets and technologies from businesses in greater
China that have services, products, technologies, industry specializations or
geographic coverage that extend or complement our existing business. We may be
unable to successfully identify or acquire such companies on favorable terms.
Furthermore, any acquisitions we pursue may be subject to approval by the
relevant Chinese government authorities, which approval we may not obtain. Even
if we are able to identify an acquisition or joint venture candidate, the
resources expended may be significant. Any future acquisitions will be subject
to a number of challenges, including:

o the diversion of management time and resources and the
potential disruption of our ongoing business;

o difficulties in maintaining uniform standards, controls,
procedures and policies; and

o potential unknown liabilities associated with acquired
businesses.

We recently acquired a controlling interest in Smartime Holdings
Limited (Smartime), and entered into an agreement to acquire a controlling
interest in GuangZhou Dianxun Digital Network Technology Co., Ltd. (Clickcom). We
expect that acquisitions will strengthen our position as a provider of
outsourced call center, VAS and communication products in Asia. However, we may
not achieve the anticipated benefits of these acquisitions.

OUR COMMUNICATION PRODUCTS ARE PROVIDED CASH-ON-DELIVERY, WHICH LEAVES US
VULNERABLE TO THEFT AND EMPLOYEE EMBEZZLEMENT. The purchase of calling cards,
SIM cards and other mobile phone products are made with cash. Although there is
a low risk that clients will not pay for these services when delivered, our
retail stores maintain large sums of money which might make them robbery
targets. We also face the risk that employees who collect the cash and others
who may be aware that cash is available at these sites might embezzle the money.
Theft or embezzlement could have a material adverse effect on the revenues
generated and the financial condition of our business operations.

WE INTEND TO OPERATE EACH OF OUR ACQUIRED BUSINESSES ON A STANDALONE BASIS. We
do not intend to integrate the information or communications systems,
management, or other aspects of the businesses we acquire. If we integrated the
businesses, we might be able to reduce expenses by eliminating duplicative
personnel, facilities, or technology and other costs. In addition, facilities
and technology integration might make inter-company communications and
transactions more efficient. By declining to integrate the acquired businesses,
we might forego opportunities to operate more profitably. Furthermore, our
decision not to integrate these businesses might result in difficulties in
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evaluating the effectiveness of our internal control over financial reporting,
which could complicate compliance with Section 404 of the Sarbanes-Oxley Act of
2002.

BECAUSE WE DO NOT HAVE EMPLOYMENT AGREEMENTS WITH MANAGEMENT OF THE ACQUIRED
COMPANIES, OUR BUSINESS OPERATIONS MIGHT BE INTERRUPTED IF THEY WERE TO RESIGN
AND SEEK EMPLOYMENT WITH COMPETITORS. As part of our acquisition strategy we do
not use our own employees or members of our management team to operate the
acquired companies. Key management at these companies have been in place for
several years and have established solid relationships with their customers.
Competition in our industry for executive-level personnel is strong and we can
make no assurance that we will be able to hire, motivate and retain highly
effective executive employees. Although we provide incentives to management to
stay with the acquired business, we have not entered into employment agreements
with them. If such key persons were to resign we might face impairment of
relationships with remaining employees or customers, which might result in
further resignation by employees, which would adversely affect our ability to
provide services, and might cause long-term clients to terminate their
relationship with us, which could have an adverse effect on our business
operations and revenues. Furthermore, non-competition and confidentiality
agreements are hard to enforce in China. Due to the limited enforceability of
these types of agreements, we face the risk that employees of the acquired
subsidiaries might divulge our software and other protected intellectual
property secrets to competitors.

OUR CUSTOMERS ARE CONCENTRATED IN A LIMITED NUMBER OF INDUSTRIES. Our clients
are concentrated primarily in the telecommunications, telemarketing and
technology industries, and to a lesser extent, the insurance and financial
services industries, where the current trend is to outsource certain CRM and
VAS. Our ability to generate revenue depends on the demand for our services in
these industries. An economic downturn, or a slowdown or reversal of the
tendency in any of these industries to rely on outsourcing could have a material
adverse effect on our business, results of operations or financial condition.

THE MARKET IN WHICH WE COMPETE IS HIGHLY COMPETITIVE AND FRAGMENTED AND WE MAY
NOT BE ABLE TO MAINTAIN MARKET SHARE. We expect competition to persist and
intensify in the future. Our competitors are mainly leaders in the CRM services
market, such as PCCW Teleservices (Hong Kong) Limited, China Motion Telecom
International Limited, and Teletech (Hong Kong) Limited. Our competitors also
include small firms offering specific applications, divisions of large entities
and other large independent firms. We face the risk that new competitors with
greater resources than ours will enter our market. Furthermore, increasing
competition among telecom companies in greater China has led to a reduction in
telecommunication services fees that can be charged by such companies. If a
reduction in telecommunication services fees negatively impacts revenues
generated by our clients, they may require us to reduce the price of our
services, or seek competitors of ours that charge less. If we must significantly
reduce the price of our services, the decrease in revenues could adversely
affect our profitability.

KEY EMPLOYEES ARE ESSENTIAL TO GROWING OUR BUSINESS. Tony Tong, our Chairman and
Chief Executive Officer, and Victor Tong, our President, are essential to our
ability to continue to grow through acquisitions. Messrs. Tong and Tong have
established relationships within our industry. Their business contacts have been
critical in identifying, and negotiating with, acquisition candidates. If either
of them were to leave our employ, our growth strategy might be hindered, which
could limit our ability to increase revenues.



Edgar Filing: PACIFICNET INC - Form 424B3

THE ESTABLISHMENT AND EXPANSION OF INTERNATIONAL OPERATIONS REQUIRES SIGNIFICANT
MANAGEMENT ATTENTION. All of our current, as well as any anticipated future
revenues, are or are expected to be derived from Asia. Our international
operations are subject to risks, including the following, which, if not planned
and managed properly, could materially adversely affect our business, financial
condition and operating results:

o legal uncertainties or unanticipated changes regarding
regulatory requirements, liability, export and import
restrictions, tariffs and other trade barriers;

o longer customer payment cycles and greater difficulties in
collecting accounts receivable;

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

o potentially uncertain or adverse tax consequences.

OUR OPERATIONS COULD BE CURTAILED IF WE ARE UNABLE TO OBTAIN REQUIRED ADDITIONAL
FINANCING. Since inception our investments and operations primarily have been
financed through sales of our common stock. Subsequent to September 30, 2004, we
completed two private placements of our common stock in which we received
approximately $9,300,000 of gross proceeds. In the future we may need to raise
additional funds through public or private financing, which may include the sale
of equity securities, including securities convertible into our common stock.
The issuance of these equity securities could result in dilution to our
stockholders. If we are unable to raise capital when needed, our business growth
strategy may slow, which could severely limit our ability to increase revenue.

EFFORTS TO COMPLY WITH RECENTLY ENACTED CHANGES IN SECURITIES LAWS AND
REGULATIONS WILL INCREASE OUR COSTS AND REQUIRE ADDITIONAL MANAGEMENT RESOURCES
AND WE STILL MAY FAIL TO COMPLY. As directed by Section 404 of the
Sarbanes-Oxley Act of 2002, the SEC adopted rules requiring public companies to
include a report of management on the company's internal controls over financial
reporting in their annual reports on Form 10-KSB. In addition, the public
accounting firm auditing the company's financial statements must attest to and
report on management's assessment of the effectiveness of the company's internal
controls over financial reporting. This requirement will first apply to our
annual report on Form 10-KSB for our fiscal year ending December 31, 2005. If we
are unable to conclude that we have effective internal controls over financial
reporting or, 1if our independent auditors are unable to provide us with an
unqualified report as to the effectiveness of our internal controls over
financial reporting as of December 31, 2005 and future year ends as required by
Section 404 of the Sarbanes-Oxley Act of 2002, investors could lose confidence
in the reliability of our financial statements, which could result in a decrease
in the value of our securities. We have only recently begun a formal process to
evaluate our internal controls over financial reporting. Given the status of our
efforts, coupled with the fact that guidance from regulatory authorities in the
area of internal controls continues to evolve, substantial uncertainty exists
regarding our ability to comply by applicable deadlines.

FLUCTUATIONS IN THE VALUE OF THE HONG KONG DOLLAR OR RMB RELATIVE TO FOREIGN
CURRENCIES COULD AFFECT OUR OPERATING RESULTS. We have historically conducted
transactions with customers outside the United States in United States dollars.
Payroll and other costs of foreign operations are payable in foreign currencies,
primarily Hong Kong dollars and Chinese Renminbi. To the extent future revenue
is denominated in foreign currencies, we would be subject to increased risks
relating to foreign currency exchange rate fluctuations that could have a
material adverse affect on our business, financial condition and operating
results. The value of Hong Kong dollars and Chinese Renminbi against the U.S.
dollar and other currencies may fluctuate and is affected by, among other
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things, changes in the PRC's political and economic conditions. As our
operations are primarily in Asia, any significant revaluation of Hong Kong
dollars or the Chinese Renminbi may materially and adversely affect our cash
flows, revenues and financial condition. For example, to the extent that we need
to convert U.S. dollars into Hong Kong dollars or Chinese Renminbi for our
operations, appreciation of either currency against the U.S. dollar could have a
material adverse effect on our business, financial condition and results of
operations. Conversely, if we decide to convert our Hong Kong dollars or Chinese
Renminbi into U.S. dollars for other business purposes and the U.S. dollar
appreciates against either currency, the U.S. dollar equivalent of the
respective currency we convert would be reduced. To date, we have not engaged in
any hedging transactions in connection with our international operations.

WE HAVE NEVER PAID CASH DIVIDENDS AND ARE NOT LIKELY TO DO SO IN THE FORESEEABLE
FUTURE. We have never declared or paid any cash dividends on our common stock.
We currently intend to retain any future earnings for use in the operation and
expansion of our business. We do not expect to pay any cash dividends in the
foreseeable future but will review this policy as circumstances dictate.

RISKS ASSOCIATED WITH DOING BUSINESS IN GREATER CHINA

THERE ARE SUBSTANTIAL RISKS ASSOCIATED WITH DOING BUSINESS IN GREATER CHINA, AS
SET FORTH IN THE FOLLOWING RISK FACTORS.

OUR OPERATIONS AND ASSETS IN GREATER CHINA ARE SUBJECT TO SIGNIFICANT POLITICAL
AND ECONOMIC UNCERTAINTIES. Changes in laws and regulations, or their
interpretation, or the imposition of confiscatory taxation, restrictions on
currency conversion, imports and sources of supply, devaluations of currency or
the nationalization or other expropriation of private enterprises could have a
material adverse effect on our business, results of operations and financial
condition. Under its current leadership, the Chinese government has been
pursuing economic reform policies that encourage private economic activity and
greater economic decentralization. There is no assurance, however, that the
Chinese government will continue to pursue these policies, or that it will not
significantly alter these policies from time to time without notice.

WE ARE REQUIRED TO OBTAIN LICENSES TO EXPAND OUR BUSINESS INTO MAINLAND CHINA.
Our activities must be reviewed and approved by various national and local
agencies of the Chinese government before they will issue business licenses to
us. There can be no assurance that the current Chinese government, or
successors, will continue to approve and renew our licenses. If we are unable to
obtain licenses or renewals we will not be able to continue our business
operations in mainland China which would have a material adverse effect on our
business, financial condition and results of operations.

WE MAY HAVE LIMITED LEGAL RECOURSE UNDER CHINESE LAW IF DISPUTES ARISE UNDER OUR
CONTRACTS WITH THIRD PARTIES. The Chinese government has enacted some laws and
regulations dealing with matters such as corporate organization and governance,
foreign investment, commerce, taxation and trade. However, their experience in
implementing, interpreting and enforcing these laws and regulations is limited,
and our ability to enforce commercial claims or to resolve commercial disputes
is unpredictable. If our new business ventures are unsuccessful, or other
adverse circumstances arise from these transactions, we face the risk that the
parties to these ventures may seek ways to terminate the transactions, or, may
hinder or prevent us from accessing important information regarding the
financial and business operations of these acquired companies. The resolution of
these matters may be subject to the exercise of considerable discretion by
agencies of the Chinese government, and forces unrelated to the legal merits of
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a particular matter or dispute may influence their determination. Any rights we
may have to specific performance, or to seek an injunction under Chinese law, in
either of these cases, are severely limited, and without a means of recourse by
virtue of the Chinese legal system, we may be unable to prevent these situations
from occurring. The occurrence of any such events could have a material adverse
effect on our business, financial condition and results of operations.

WE MUST COMPLY WITH THE FOREIGN CORRUPT PRACTICES ACT. We are required to comply
with the United States Foreign Corrupt Practices Act, which prohibits United
States companies from engaging in bribery or other prohibited payments to
foreign officials for the purpose of obtaining or retaining business. Foreign
companies, including some of our competitors, are not subject to these
prohibitions. Corruption, extortion, bribery, pay-offs, theft and other
fraudulent practices occur from time-to-time in mainland China. If our
competitors engage in these practices they may receive preferential treatment
from personnel of some companies, giving our competitors an advantage in
securing business, or from government officials who might give them priority in
obtaining new licenses, which would put us at a disadvantage. Although we inform
our personnel that such practices are illegal, we can not assure that our
employees or other agents will not engage in such conduct for which we might be
held responsible. If our employees or other agents are found to have engaged in
such practices, we could suffer severe penalties.
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RISKS RELATED TO OUR TECHNOLOGY AND EQUIPMENT

OUR INSURANCE MAY NOT BE SUFFICIENT TO RESTORE OUR CALL CENTER IF OPERATIONS ARE
INTERRUPTED BY NATURAL DISASTER OR OTHER DESTRUCTION OF OUR FACILITIES OR
EQUIPMENT. Our operations depend on our ability to protect our call centers,
data centers, CRM information, customer database, data warehouse, computer and
telecommunications equipment and software systems against damage from fire,
power loss, telecommunications interruption or failure, hacker attacks, natural
disaster, epidemic, terrorism, act of war and other similar events. In the event
we experience a temporary or permanent interruption at one or more of our call
centers, through casualty, operating malfunction or otherwise, our business
could be materially adversely affected and we may be required to pay contractual
damages to some clients or allow some clients to terminate or renegotiate their
contracts with us. While we maintain certain property and business interruption
insurance, such insurance may not adequately compensate us for all losses that
we may incur and may not be adequate to cover the costs of rebuilding these
centers. If we are unable to restore our operations, our business activities
would cease.

WE MUST RESPOND QUICKLY AND EFFECTIVELY TO NEW TECHNOLOGICAL DEVELOPMENTS. Our
VAS business is highly dependent on our computer and telecommunications
equipment and software systems. Our failure to maintain the superiority of our
technological capabilities or to respond effectively to technological changes
could adversely effect our business, results of operations or financial
condition. Our future success also depends on our ability to enhance existing
software and systems and to respond to changing technological developments. If
we are unable to successfully develop and bring to market new software and
systems in a timely manner, our competitors' technologies or services may render
our products or services noncompetitive or obsolete.

RISKS SPECIFIC TO THIS OFFERING
THE PRICE OF OUR STOCK HAS FLUCTUATED IN THE PAST AND MAY CONTINUE TO DO SO. Our

stock price has fluctuated dramatically. There is a significant risk that the
market price of our common stock will decrease in the future in response to any
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of the following factors, some of which are beyond our control:
o variations in our quarterly operating results;

o announcements that our revenue or income are below analysts'
expectations;

o general economic slowdowns;

o changes in market valuations of similar companies;

o sales of large blocks of our common stock;

o announcements by us or our competitors of significant

contracts, acquisitions, strategic partnerships, joint
ventures or capital commitments;

o fluctuations in stock market prices and volumes, which are
particularly common among highly volatile securities of
internationally-based companies.

The price in this offering will fluctuate based on the prevailing market price
of our common stock on The Nasdaqg Small Cap Market. Accordingly, the price you
pay in this offering may be higher or lower than the prices paid by other people
participating in this offering.

YOU MAY SUFFER DILUTION UPON THE EXERCISE OF OUTSTANDING OPTIONS AND WARRANTS.
We currently have stock options outstanding to purchase approximately 800,000
shares of common stock and warrants to purchase 1,621,138 shares of common
stock, some of which have exercise prices at or below the price of our shares of
common stock on the public market. To the extent such options or warrants are
exercised, there will be further dilution. In addition, in the event that any
future financing should be in the form of securities convertible into, or
exchangeable for, equity securities, investors may experience additional
dilution upon the conversion or exchange of such securities.
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USE OF PROCEEDS

We will not receive any proceeds from the sale of the shares of common
stock by the selling stockholders. Assuming that all of the warrants held by
selling stockholders are exercised for cash, we will realize proceeds of
approximately $6,400,000. We would use these funds for general corporate
purposes.

MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Our common stock is listed on The Nasdaqg SmallCap Market under the
symbol "PACT". The following table sets forth the range of high and low bid
prices of common stock reported by Nasdag in each fiscal quarter from January 1,
2002 to December 31, 2004. The quotations reflect inter-dealer prices, without
retail mark-up, mark-down or commission, and may not represent actual
transactions.

FISCAL 2002
Quarter Ended March 31, 2002 $2.25 $0.65

10
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Quarter Ended June 30, 2002 $2.25 $0.65
Quarter Ended September 30, 2002 $1.75 $0.40
Quarter Ended December 31, 2002 $2.10 $0.45

FISCAL 2003

Quarter Ended March 31, 2003 $3.65 $0.85
Quarter Ended June 30, 2003 $3.90 $2.30
Quarter Ended September 30, 2003 $10.29 $2.18
Quarter Ended December 31, 2003 $6.41 $4.10

FISCAL 2004

Quarter Ended March 31, 2004 $7.11 $4.98
Quarter Ended June 30, 2004 $5.65 $2.71
Quarter Ended September 30, 2004 $3.85 $1.91
October 1, 2004 through December 31, 2004 $14.08 $2.43

As of January 25, 2005, there were 108 record holders of our common
stock. However, the total number of beneficial holders is unknown as they hold
our common stock in street name, and such number is not provided to us by our
Transfer Agent and Registrar. We have not paid any cash dividends on our common
stock, and we currently intend to retain any future earnings to fund the
development and growth of our business.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OR PLAN OF OPERATION

FORWARD-LOOKING STATEMENTS. This registration statement contains forward-looking
statements within the meaning of the federal securities laws. These include
statements about our expectations, beliefs, intentions or strategies for the
future, which we indicate by words or phrases such as "anticipate," "expect,"
"intend," "plan," "will," "we believe," "management believes" and similar
language. The forward-looking statements are based on our current expectations
and are subject to certain risks, uncertainties and assumptions, including those
set forth in the discussion under "Description of Business," including the "Risk
Factors" described in that section, and "Management's Discussion and Analysis or
Plan of Operation." Our actual results may differ materially from results
anticipated in these forward-looking statements.

OVERVIEW

We were incorporated in Delaware in 1987. Through our subsidiaries we
provide outsourcing services, including, the operation of call centers, customer
relationship management (CRM) and software development, value-added telecom
services (VAS), primarily consisting of interactive voice response (IVR)
systems, and we distribute calling cards and other telecom products in greater
China. Our goal is to take a leading role in providing information technology
services and network communications, which are rapidly expanding business
sectors, in Asia.

China continues to be one of the fastest-growing and largest markets
for communications services in the world. We believe that Chinese companies are
beginning to focus on customer service, rather than price only, as a major
competitive factor. During the last three years, we have seen strengthening
demand for CRM services among these companies, to gain and retain customers by
providing quality customer services. We believe that the services we provide
position us to compete effectively for business from these companies.

11



Edgar Filing: PACIFICNET INC - Form 424B3

We have increased our business by acquiring growing technology and
network communications businesses in greater China that fit our strategy. Since
December 2003, we have acquired controlling interests in Epro Telecom Holdings
Limited (Epro), Beijing Linkhead Technologies Co., Limited (Linkhead), Guangzhou
Yueshen TaiYang Technology Limited (Yueshen), and Smartime Holdings Limited
(Smartime) . Each of these businesses has significantly contributed to broadening
the services we provide. Previously, we concentrated on providing systems
integration and software applications, but were able to generate only limited
revenue. Because of the rapid changes in our company these acquisitions have
caused, our current year financial information cannot usefully be compared with
previous years'.

CRITICAL ACCOUNTING POLICIES.

Our discussion and analysis or plan of operations is based upon our consolidated
financial statements, which have been prepared in accordance with accounting
principles generally accepted in the United States. The preparation of these
financial statements requires us to make estimates and judgments that affect the
reported amounts of assets, liabilities, revenues and expenses, and related
disclosure of contingent assets and liabilities. On an on-going basis, we
evaluate our estimates, including those related to bad debts, inventories,
intangible assets, income taxes and contingencies. We base our estimates on
historical experience and on various other assumptions that we believe to be
reasonable under the circumstances, the results of which form the basis for
making judgments about the carrying values of assets and liabilities that are
not readily apparent from other sources. Actual results may differ from these
estimates under different assumptions or conditions.

Management believes the following critical accounting policies reflect the most
significant estimates and assumptions used in the preparation of its
consolidated financial statements.
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RESEARCH AND DEVELOPMENT

We evaluate research and development costs to identify any research and
development activities that could be objectively measured and recognized as an
asset for accounting purposes at the time they are acquired or at the time they
have developed future economic benefits. Some costs and expenses are recognized
as costs and expenses incurred during the period, provided that (a) there are no
discernible future benefits, (b) costs recorded as assets in prior periods no
longer provide discernible benefits, and (c) allocating costs either on the
basis of association with revenue or among several accounting periods is
considered to serve no useful purposes.

VALUATION OF LONG-LIVED ASSETS INCLUDING GOODWILL AND PURCHASED INTANGIBLE
ASSETS

We review property, plant and equipment, goodwill and purchased intangible
assets for impairment whenever events or changes in circumstances indicate the
carrying value of an asset may not be recoverable. Our asset impairment review
assesses the fair value of the assets based on the future cash flows the assets
are expected to generate. An impairment loss is recognized when estimated
undiscounted future cash flows expected to result from the use of the asset plus
net proceeds expected from disposition of the asset (if any) are less than the
carrying value of the asset. This approach uses our estimates of future market
growth, forecasted revenue and costs, expected periods the assets will be
utilized and appropriate discount rates. Such evaluations of impairment of
long-lived assets including goodwill arising on a business combination and

12
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purchased intangible assets are an integral part of, but not limited to, our
strategic reviews of our business and operations performed in conjunction with
restructuring actions. When an impairment is identified, the carrying amount of
the asset is reduced to its estimated fair value. Deterioration of our business
in a geographic region or within a business segment in the future could also
lead to impairment adjustments as such issues are identified. The accounting
effect of an impairment loss would be a charge to income, thereby reducing our
net profit.

ALLOWANCE FOR DOUBTFUL ACCOUNTS

We evaluate the collectibility of our trade receivables based on a combination
of factors. We regularly analyze our significant customer accounts, and, when we
become aware of a specific customer's inability to meet its financial
obligations to us, such as in the case of bankruptcy filings or deterioration in
the customer's operating results or financial position, we record a specific
reserve for bad debt to reduce the related receivable to the amount we
reasonably believe is collectible. We also record reserves for bad debt for all
other customers based on a variety of factors including the length of time the
receivables are past due, the financial health of the customer, macroeconomic
considerations and historical experience. If circumstances related to specific
customers change, our estimates of the recoverability of receivables could be
further adjusted. In the event that our trade receivables become uncollectible,
we would be forced to record additional adjustments to receivables to reflect
the amounts at net realizable value. The accounting effect of this entry would
be a charge to income, thereby reducing our net profit. Although we consider the
likelihood of this occurrence to be remote based on past history and the current
status of our accounts, there is a possibility of this occurrence.

TAXES ON EARNINGS

We record a valuation allowance to reduce our deferred tax assets to the amount
that is more likely than not to be realized. We have considered future market
growth, forecasted earnings, future taxable income, the mix of earnings in the
jurisdictions in which we operate and prudent and feasible tax planning
strategies in determining the need for a valuation allowance. In the event we
determine that we would not be able to realize all or part of our net deferred
tax assets in the future, an adjustment to the deferred tax assets would be
charged to earnings in the period such determination is made. Likewise, if we
later determine that it is more likely than not that the net deferred tax assets
would be realized, the previously provided valuation allowance would be
reversed.

14

RESULTS OF OPERATIONS

Please refer to our interim financial statements as of September 30, 2004, which
are included at the end of this document beginning on page Q0-1 and our audited
financial statements, which are included at the end of this document beginning
on page F-1.

The following table sets forth selected statement of operations data, and their
respective percentages of revenues for the periods indicated.

SELECTED STATEMENT
OF OPERATIONS PERCENTAGE OF

SELECTED
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DATA FOR THE
NINE MONTHS ENDED
SEPTEMBER 30, 2004

REVENUES FOR THE
NINE MONTHS ENDED
SEPTEMBER 30, 2004

Revenues $19,640,000 100.0%
Cost of Revenues (15,724,000) 80.0
GROSS MARGIN 3,916,000 20.0
Selling, general and

administrative expense (2,487,000) 12.7
Depreciation and amortization (214,000) 1.1
Provision for written off

fixed assets - -
PROFIT/ (LOSS) FROM

OPERATIONS 1,215,000 6.2
Interest income, net 16,000 0.08
Sundry income 136,000 0.7
Equity earnings in

undistributed earnings of

investee company 23,000 0.1
Provision for income taxes - —-=
Minority interest (1,062,000) 5.4
Discontinued operations - -
NET PROFIT/ (LOSS) $328,000 1.68%

NINE MONTHS ENDED SEPTEMBER 30,

2003

REVENUES.

For the nine months ended September 30,

2004, reve

2004 COMPARED TO NINE MONTHS ENDED SEPTEMBER 30,

nues derived from

the call center and value-added telecom services rendered by the Company's newly

acquired subsidiaries,
contributed to 96%

YueShen,
of total revenues.

Epro,

Li