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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 20-F
(Mark One)
o REGISTRATION STATEMENT PURSUANT TO SECTION 12(b) OR (g)
OF THE SECURITIES EXCHANGE ACT OF 1934
OR
b ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2006

OR
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to
OR
0 SHELL COMPANY REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934
Date of event requiring this shell company report
Commission file number: 0-50841
51job, Inc.
(Exact name of Registrant as specified in its charter)
N/A
(Translation of Registrant s name into English)
Cayman Islands
(Jurisdiction of incorporation or organization)
Building 3
No. 1387, Zhang Dong Road
Shanghai 201203
People s Republic of China
(Address of principal executive offices)
Securities registered or to be registered pursuant to Section 12(b) of the Act:

(Title of Each Class) (Name of Each Exchange on Which Registered)
American Depositary Shares, The NASDAQ Stock Market LL.C
each representing two common shares, (The NASDAQ Global Select Market)

par value US$0.0001 per share
Securities registered or to be registered pursuant to Section 12(g) of the Act:
None.
Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act:
None.
Indicate the number of outstanding shares of each of the issuer s classes of capital or common stock as of the close of
the period covered by the annual report: 56,119,761 common shares, par value US$0.0001 per share.
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Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.

o Yes p No

If this is an annual or transition report, indicate by check mark if the registrant is not required to file reports pursuant

to Section 13 or 15(d) of the Securities Exchange Act of 1934. o0 Yes b No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the

Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was

required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. p Yes o No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated

filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):
o Large accelerated filer p Accelerated filer o Non-accelerated filer

Indicate by check mark which financial statement item the registrant has elected to follow: o Item 17 p Item 18

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2

of the Exchange Act).

o Yes p No
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FORWARD-LOOKING STATEMENTS
This annual report on Form 20-F contains statements of a forward-looking nature. These statements are made

within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities
Exchange Act of 1934, as amended, and as defined in the Private Securities Litigation Reform Act of 1995. You can
identify these forward-looking statements by terminology such as may, will, should, expect, intend, plan, ar

believe, estimate, predict, potential, continue or the negative of these terms or other comparable terminology. Tt
accuracy of these statements may be impacted by a number of business risks and uncertainties that could cause actual

results to differ materially from those projected or anticipated, including the following risks:
market acceptance of our services;

our ability to expand into other recruitment and human resource services such as business process outsourcing;
our ability to control our operating costs and expenses;
our potential need for additional capital and the availability of such capital;

behavioral and operational changes of our customers in meeting their human resource needs as they respond to
evolving social, economic and political changes in China as well as stock market volatilities;

changes in our management team and other key personnel;
introduction by our competitors of new or enhanced products and services;
price competition in the market for the various human resource services that we provide in China;
seasonality of our business;
fluctuations in the value of the Renminbi against the U.S. dollar and other currencies;
our ability to develop or introduce new products and services outside of the human resources industry;
fluctuations in general economic conditions; and
other risks outlined in our filings with the Securities and Exchange Commission, including this annual report
on Form 20-F and any amendments thereto.
Except as required by law, we undertake no obligation to update or revise publicly any forward-looking statements,
whether as a result of new information, future events or otherwise. All forward-looking statements contained in this

annual report are qualified by reference to this cautionary statement.
ii
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CERTAIN TERMS AND CONVENTIONS
Unless otherwise indicated, references in this annual report to:
ADRs are to the American depositary receipts that evidence our ADSs;

ADSs are to our American depositary shares, each of which represents two common shares;

China orthe PRC are to the People s Republic of China, excluding for the purpose of this annual report Hong
Kong, Macau and Taiwan;

Nasdaq are to the Nasdaq Global Select Market;
RMB are to Renminbi, the legal currency of the PRC;
shares or common shares are to our common shares, with par value US$0.0001 per share;
U.S. GAAP are to the generally accepted accounting principles in the United States of America; and
US$ are to U.S. dollars, the legal currency of the United States of America.
Unless the context indicates otherwise, we, us, ourcompany, our and 5ljob referto 51job, Inc., its predecess
entities and subsidiaries, and, in the context of describing our operations, also include our affiliated entities.
In addition, unless otherwise indicated, references in this annual report to:
S51net are to SInet.com Inc.;
AdCo are to Shanghai Qianjin Advertising Co., Ltd.;
AdCo Subsidiaries are to the subsidiaries of AdCo that conduct advertising businesses;
Qian Cheng are to Beijing Qian Cheng Si Jin Advertising Co., Ltd.;
RAL are to Shanghai Run An Lian Information Consultancy Co., Ltd.;
Run An are to Beijing Run An Information Consultancy Co., Ltd.;
Tech JV are to Qianjin Network Information Technology (Shanghai) Co., Ltd.;
Wang Cai AdCo are to Shanghai Wang Cai Advertising Co., Ltd.;
Wang Ju are to Shanghai Wang Ju Human Resource Consulting Co., Ltd.;
WFOE are to Qian Cheng Wu You Network Information Technology (Beijing) Co., Ltd.; and
Wuhan AdCo are to Wuhan Mei Hao Qian Cheng Advertising Co., Ltd.
Unless otherwise indicated, our financial information presented in this annual report has been prepared in
accordance with U.S. GAAP.
Solely for your convenience, this annual report contains translations of certain Renminbi amounts into U.S. dollar
amounts at specified rates. All translations from Renminbi to U.S. dollars were made at the noon buying rate in The
City of New York for cable transfers of Renminbi as certified for customs purposes by the Federal Reserve Bank of

New York. Unless otherwise stated, the translations of Renminbi amounts into U.S. dollar amounts have been made at
the noon buying rate in effect on December 29, 2006, which was RMB7.8041 to US$1.00. We make no representation
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that the Renminbi or U.S. dollar amounts referred to in this annual report could have been or could be converted into
U.S. dollars or Renminbi, as the case may be, at any particular rate or at all. See Item 3. Key Information Risk
Factors Risks Related to the People s Republic of China Governmental control of currency conversion may affect the
value of your investment and  The fluctuation of the Renminbi may materially and adversely affect your investment
for discussions of the effects of currency control and fluctuating exchange rates on the value of our ADSs. On June 25,
2007, the noon buying rate was RMB7.6187 to US$1.00.

We calculate the number of our print advertising pages by physically counting the number of paid advertising
pages in each of our editions of 5/job Weekly. In calculating the number of paid advertising pages, we make
adjustments to take into account differing page sizes and pages with mixed advertising and non-advertising content.
This is a manual process that is subject to error, including errors in judgment as to the appropriate adjustments to be
made to the data.

iii
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We define a unique employer in our online recruitment business as a customer that purchases our online
recruitment services during a specified period. We make adjustments for multiple purchases by the same customer
within a city to avoid double counting. Each employer is assigned a unique identification number in our management
information system. Affiliates and branches of a given employer may, under certain circumstances, be counted as
separate unique employers. Our calculation of the number of unique employers is subject to misidentification and
other forms of error, including errors in judgment as to the appropriate adjustments to be made to the data.

We cannot assure you that our methodology, page counting, employer identification, calculations and analyses are
accurate, or that they yield results that are comparable between periods or give a correct approximation of the actual
revenues we generate per page or actual numbers of customers, as the case may be.

iv
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PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not Applicable.
ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not Applicable.
ITEM 3. KEY INFORMATION
A. Selected Financial Data

The following table presents the selected consolidated financial information for our business. You should read the
following information in conjunction with Item 5. Operating and Financial Review and Prospects. The selected
consolidated statement of operations data for the years ended December 31, 2004, 2005 and 2006, and the selected
consolidated balance sheet data as of December 31, 2005 and 2006, are derived from our audited consolidated
financial statements, which are included in this annual report beginning on page F-1, prepared in accordance with U.S.
GAAP and are qualified by reference to these consolidated financial statements and related notes. The selected
consolidated statement of operations data for the years ended December 31, 2002 and 2003, and the selected
consolidated balance sheet data as of December 31, 2002, 2003 and 2004 have been derived from our audited
consolidated financial statements, which are not included in this annual report. The historical results presented below
do not necessarily indicate results expected for any future period.

Certain prior year amounts have been reclassified with no effect on net income or retained earnings to conform to
the 2006 financial statement presentation.

1
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2002
RMB
Selected
Consolidated
Statement of
Operations Data:
Revenues:
Print advertising 116,989,356
Online recruitment
services 28,938,327
Executive search 9,726,300
Other human
resource related
revenues 9,895,734
Total revenues 165,549,717
Net revenues 158,039,700
Cost of services (92,220,940)
Gross profit 65,818,760
Operating
expenses:
Sales and
marketing (24,356,157)
General and
administrative (39,191,781)

Total operating

expenses (63,547,938)
Income from

operations 2,270,822
Income before

income tax

provision 2,686,608
Income tax benefit

(expense) 1,259,194
Net income 3,945,802
Earnings per

share:

Basic 0.09

Table of Contents
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2003
RMB

182,606,297

76,960,121
15,748,331

18,019,611
293,334,360
280,118,941

(151,477,142)

128,641,799

(39,042,744)

(55,817,403)

(94,860,147)

33,781,652

35,792,274

(3,192,011)

32,600,263

0.83

2004
RMB

300,651,791

111,508,533
24,907,914

42,875,597
479,943,835
456,119,882

(224,606,635)

231,513,247

(69,028,818)

(72,096,009)

(141,124,827)

90,388,420

95,201,216

(34,058,184)

61,143,032

1.32

For the year ended December 31,

2005
RMB

356,284,649

159,494,922
26,306,740

53,507,789
595,594,100
562,026,220

(269,328,384)

292,697,836

(115,094,797)

(100,614,382)

(215,709,179)

76,988,657

91,367,337

(29,945,033)

61,422,304

1.10

2006
RMB

389,534,921

219,793,658
19,937,806

68,586,465
697,852,850
659,843,231

(294,068,613)

365,774,618

(136,770,315)

(114,321,711)

(251,092,026)

114,682,592

127,900,988

(28,559,639)

99,341,349

1.79

2006
US$W

49,914,137

28,163,870
2,554,786

8,788,517
89,421,310
84,550,842

(37,681,297)

46,869,545

(17,525,443)

(14,648,930)

(32,174,373)

14,695,172

16,388,948

(3,659,569)

12,729,379

0.23
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Diluted®
Earnings per
ADS®:
Basic
Diluted®

Other Financial

Information:
Share-based

compensation®:
Included in cost of

services
Included in
operating
expenses:
Sales and
marketing
General and

administrative

Selected
Consolidated

Balance Sheet

Data:
Assets:

Cash

Total current
assets

Total
non-current
assets

Total assets

Liabilities:
Total current
liabilities
Total
non-current
liabilities

Total liabilities

Total
shareholders
equity

Total liabilities
and shareholders

equity

Table of Contents

0.07

0.18
0.15

(8,808,931)

2002
RMB

68,637,760

79,635,683

24,025,881
103,661,564

26,025,436

32,080

26,057,516

77,604,048

103,661,564

Edgar Filing: 51JOB, INC. - Form 20-F

0.75

1.65
1.50

(596,551)

(423,221)

(17,681,791)

2003
RMB

115,084,572

145,573,376

39,830,903
185,404,279

56,096,191

23,533

56,119,724

129,284,555

185,404,279

1.26

2.65
2.52

(1,811,496)

(1,757,722)

(16,920,516)

1.07

221
2.15

(1,479,841)

(1,438,083)

(11,635,397)

As of December 31,

2004
RMB

848,292,672

893,647,186

43,735,155

937,382,341

85,564,019

85,564,019

851,818,322

937,382,341

2005
RMB

830,633,550

892,544,201

70,875,359

963,419,560

109,540,097

109,540,097

853,879,463

963,419,560

1.76

3.58
3.52

(4,620,675)

(3,972,118)

(19,926,274)

2006
RMB

868,698,254

919,575,700

208,039,501
1,127,615,201

139,074,706

122,757

139,197,463

988,417,738

1,127,615,201

0.23

0.46
0.45

(592,083)

(508,978)

(2,553,308)

2006
US$W

111,313,060

117,832,383

26,657,718
144,490,101

17,820,723

15,730

17,836,453

126,653,648

144,490,101

11
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(1) Translations
from Renminbi
to U.S. dollars
were made at
the noon buying
rate in The City
of New York for
cable transfers
of Renminbi as
certified for
customs
purposes by the
Federal Reserve
Bank of New
York. The
translations of
Renminbi
amounts into
U.S. dollar
amounts have
been made at
the noon buying
rate in effect on
December 29,
2006, which
was
RMB7.8041 to
US$1.00.
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(2) Diluted earnings

per share is
calculated by
dividing net
income

attributable to

holders of

common shares
as adjusted for

the effect of
dilutive

common shares,

if any, by the

sum of (1) the

weighted

average number

of common
shares

outstanding and
(2) the weighted
average number

of common
equivalent
shares, which
consist of

common shares

from the

conversion of

Series A
preference
shares and

common shares

issuable upon

the exercise of

outstanding

share options as
calculated under

the treasury

stock method. In

the case of

diluted earnings

per ADS, the
data are
adjusted to

reflect the ratio
of two common

shares to one
ADS.

Table of Contents
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3)

)

Each ADS
represents two
common shares.

We have
recognized
share-based
compensation in
connection with
our historical
grant of options
to employees
and certain
directors, and
the historical
issuance of
restricted
common shares
to our founders
and one of our
directors. In our
consolidated
financial
statements,
portions of our
share-based
compensation
expense are
allocated
separately to our
cost of services
and operating
expenses. Since
we evaluate our
performance,
make
determinations
regarding the
expansion of
our operations,
allocate
resources
among our
operations and
determine the
compensation of
employees and
management
based on our
financial results
before the

Table of Contents

Edgar Filing: 51JOB, INC. - Form 20-F

14



Edgar Filing: 51JOB, INC. - Form 20-F

overall effect of
our share-based
compensation
expense, we
have separately
disclosed our
share-based
compensation
expense for
each of the
periods
presented. We
believe that
disclosure of
our share-based
compensation
expense allows
investors to
better
understand the
primary
financial
measures that
we use to
manage our
business. In
addition,
separate
disclosure of
our share-based
compensation
expense
provides a
useful
approximation
of our taxable
income for
purposes of
determining
PRC enterprise
income tax, or
EIT, which is
calculated based
on our income
prior to any
deduction for
share-based
compensation
expense.
Exchange Rate Information
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We publish our financial statements in Renminbi. This annual report contains translations of Renminbi amounts
into U.S. dollars at specified rates solely for your convenience. Unless otherwise noted, all translations from Renminbi
to U.S. dollars were made at the noon buying rate in The City of New York for cable transfers of Renminbi per U.S.
dollar as certified for customs purposes by the Federal Reserve Bank of New York as of December 29, 2006, which
was RMB7.8041 to US$1.00. The prevailing rate on June 25, 2007 was RMB7.6187 to US$1.00. We make no
representation that the Renminbi or U.S. dollar amounts referred to in this annual report could have been or could be
converted into U.S. dollars or Renminbi, as the case may be, at any particular rate, the rates stated below, or at all. The
Chinese government imposes control over its foreign currency reserves in part through direct regulation of the

conversion of Renminbi into foreign exchange and through restrictions on foreign trade.

The following tables set forth information regarding the noon buying rates in The City of New York for cable
transfers of Renminbi per U.S. dollar as certified for customs purposes by the Federal Reserve Bank of New York for

the periods indicated.

Noon buying rate of Renminbi per U.S. dollar

Period Period-end Average®) Low High
2002 8.2800 8.2770 8.2800 8.2669
2003 8.2767 8.2772 8.2800 8.2765
2004 8.2765 8.2768 8.2771 8.2765
2005 8.0702 8.1826 8.2765 8.0702
2006 7.8041 7.9579 8.0702 7.8041
December 7.8041 7.8219 7.8350 7.8041
2007
January 7.7714 7.7876 7.8127 7.7705
February 7.7410 7.7502 7.7632 7.7410
March 7.7232 7.7369 7.7454 7.7232
April 7.7090 7.7247 7.7345 7.7090
May 7.6516 7.6773 7.7065 7.6463
June (through June 25) 7.6187 7.6370 7.6680 7.6175
(1) Annual averages

are calculated

from month-end

rates. Monthly

averages are

calculated using

the average of

the daily rates

during the

relevant period.
B. Capitalization and Indebtedness

Not Applicable.
C. Reasons for the Offer and Use of Proceeds
Not Applicable.
3
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D. Risk Factors

Risks Related to Our Business

Because we face significant competition, including intense competition in several of our markets, we may lose
market share and our results of operations may be materially and adversely affected.

We face significant competition in our 5/job Weekly and www.51job.com businesses as well as in our executive
search and other human resource businesses. 51job Weekly currently faces competition within all of our markets.
Competitors of 5/job Weekly are primarily comprised of local newspaper publishers and specialized recruitment
advertising publications. 5/job Weekly also faces competition from online job search websites and other online
businesses seeking to expand into print recruitment advertising.

Our online recruitment services face intense competition from other dedicated job search websites such as
ChinaHR.com, Cjol.com and Zhaopin.com, as well as from local job search websites. For example, according to
public reports, ChinaHR.com and Zhaopin.com have significantly increased their sales and marketing activities in
recent years. In addition, many executive search firms and other competitors currently engaged in print advertising
have started to internally develop or acquire online capabilities.

Our executive search and other human resource related businesses face significant competition from a variety of
Chinese and foreign firms in all of our markets, including certain firms that compete with us in the market for print
and online recruitment advertising.

Many of our competitors or potential competitors have long operating histories, have international strategic
partners, may have greater financial, management, technological development, sales, marketing and other resources
than we do, and may be able to adopt our business model. As a result of competition, we may experience reduced
margins, loss of market share or less use of our services by job seekers and businesses. We cannot assure you that
existing or future competitors will not develop or offer services and products which provide significant performance,
price, creative or other advantages over our services. If we are unable to compete effectively with current or future
competitors as a result of these or other factors, our market share and our results of operations may be materially and
adversely affected.

New competitors face low entry barriers to our industries, and successful entry by new competitors may cause us to
lose market share and materially and adversely affect our results of operations.

In the future, we may face competition from new entrants in the recruitment advertising industry and other human
resource industries in which we operate. We may face greater competition from Internet portals, newspapers,
dedicated recruitment advertising websites and publications, and other human resource services providers who may
enter the market for any or all of our services. Our businesses are characterized by relatively low start-up and fixed
costs, modest capital requirements, short start-up lead times and an absence of significant proprietary technology that
would prevent or significantly inhibit new competitors. As a result, potential market entrants, both in China and from
abroad, face relatively low barriers to entry to all of our businesses and in all of our markets. In addition, we believe
that there are relatively low existing penetration rates in our markets, and that competitors could acquire significant
numbers of customers and establish significant market share within a relatively short period of time. Furthermore, the
newspaper and print media industry in China is highly regulated at present which may have the effect of limiting
competition and keeping prices, including print advertising prices, at higher levels. Any deregulation of the print
media industry may result in increased competition and a material decrease in advertising rates, including the prices
we charge for our print advertising services. Increased competition could result in a loss of market share and revenues,
and have a material adverse effect on our business, financial condition and results of operations.

If we are unable to achieve or maintain economies of scale with respect to our recruitment advertising businesses,
our results of operations from these businesses may be materially and adversely affected.

We incur fixed costs such as printing, distribution, direct marketing, advertising, management, staff, office,
infrastructure and utilities in each of our geographic markets in connection with operating our print advertising
business. We also incur fixed costs relating to website connectivity, maintenance, design and operation in our online
businesses. Our ability to achieve desired operating margins in our recruitment advertising businesses depends largely
on our success in generating a sufficient amount of revenues from print and online recruitment advertisements to
offset the associated fixed costs. In addition, to build and maintain employer and job seeker acceptance of 57job
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Weekly and www.51job.com as attractive media for posting and finding jobs, we need to reach and maintain a critical
mass of recruitment advertisements.
4
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In some of our markets, 5/job Weekly has not achieved the necessary economies of scale to achieve our desired
profitability targets, despite our having operated in these markets for a significant period of time. We believe that this
has been primarily due to competition from rival print advertising publications as well as a decrease in market demand
for print advertisement services in recent years. We may be unable to achieve and maintain sufficient economies of
scale in any or all of our geographic markets in connection with our recruitment advertising businesses. Any failure to
do so could materially and adversely affect our results of operations from these businesses.

A slowdown or other adverse developments in the PRC economy may materially and adversely affect our
customers, demand for our services and our business.

Substantially all of our operations are conducted in China and a significant majority of our revenues are generated
from providing recruitment advertising services for PRC businesses or divisions of foreign firms operating in China.
Although the PRC economy has grown significantly in recent years, we cannot assure you that such growth will
continue. In 2005 and 2006, the Chinese government instituted a number of austerity measures and other policy
changes aimed at restricting credit to certain industries and to regulate the pace of economic growth. Print advertising,
online recruitment services, executive search and our other human resource related businesses are all relatively new
industries in China, and we do not know with any degree of certainty how sensitive we are to a slowdown in economic
growth or other adverse changes in the PRC economy. In response to adverse economic developments, employers
might hire fewer permanent employees, engage in hiring freezes, lay off employees, or reduce spending on print
advertising, online recruitment services and executive search services. Employers may decide to rely more heavily on
traditional recruitment methods such as referrals and job fairs, and utilize more in-house resources to conduct training
and perform other human resource functions, or otherwise modify their behavior in ways that may have a significant
negative impact on our business. As a result, a slowdown in overall economic growth, an economic downturn or
recession or other adverse economic developments in China may materially reduce the demand for our services and
materially and adversely affect our business.

If the use of advertising to conduct recruitment does not achieve broader acceptance in China, we may be unable to
expand our recruitment advertising businesses.

The use of advertising services to recruit employees is relatively new in China. Due to significant control and
regulation by the national and local governments, the private sector recruiting process in China continues to be largely
characterized by the use of personal referrals and large job fairs. We believe that the use of advertising by employers
and job seekers remains relatively low. As a result, we face considerable challenges in promoting greater use of
advertising, which involves, among other things, significant changes in the way that employers disseminate
information about jobs, the way that prospective employees search and apply for jobs, and the way in which hiring
decisions are made. We cannot assure you that recruitment advertising will achieve broader acceptance in China. Any
significant failure of advertising to gain acceptance among employers and job seekers may substantially limit our
ability to expand our recruitment advertising businesses.

If the Internet, and online advertising in particular, does not achieve broad acceptance in China as a medium for
recruitment, our online recruitment services business may be adversely affected.

We generate a significant portion of our revenues from online recruitment services, which are targeted toward
employers and job seekers who use the Internet. As part of our online recruitment services, we offer general online
advertising on our website, which is an important element in our ability to sell online recruitment advertisements to
employers and which generates a material portion of our revenues. China has only recently begun to develop the
Internet as a commercial medium and has a relatively low Internet penetration rate compared to most developed
countries. Our future results of operations from online recruitment services will depend substantially upon an increase
in Internet penetration and an increase in acceptance and use of the Internet for the distribution of services and for the
facilitation of commerce in China. In addition, as Internet penetration rates vary widely across the different cities and
regions of China, the level of acceptance of online recruitment services may be low in certain geographies for an
extended period of time, which may negatively impact our operations in those markets. Moreover, unless they are
resolved, telecommunication capacity constraints may impede further development of the Internet to the extent that
users experience delays, transmission errors and other difficulties. Any negative perceptions as to the effectiveness of
online recruitment services, or online advertising generally, or any significant failure of the Internet to gain acceptance
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The markets for executive search services and business process outsourcing are still in the development stage in
China and we may be unable to expand these businesses.

Many employers in China are not familiar with the executive search model or may not accept the value of a
targeted, professional search. Many employers may be unwilling to pay a commission of up to 30% of a candidate s
annual compensation. Similarly, we believe the market for the third party outsourcing of business processes is also in
an early stage of development in China. As such, companies may not be willing to use third parties for significant
administrative functions and may instead choose to continue to perform such operations in-house. If these services do
not gain wider acceptance in China, we may be unable to expand these businesses.

We are dependent on local newspaper contractors in each of our geographic markets to publish and distribute
51job Weekly.

In the PRC, entities engaged in publishing activities are required by the government to have a publishing license.
We do not have any publishing licenses. We are, and will continue to be, dependent on contractual arrangements with
local newspapers in each of our geographic markets in order to publish and distribute 5/job Weekly. Our arrangements
with our local newspaper contractors require them to print, publish and distribute 5/job Weekly as an insert in their
newspaper, and in some cases to contribute marketing support. The successful execution of our print advertising
business model is highly dependent on establishing and maintaining relationships with newspapers in all of our
existing markets as well as the new markets in which we intend to offer recruitment advertising services.

The term of our agreements with local newspaper contractors is generally two years, and eight of these agreements
will expire between the date of this annual report and December 31, 2007. In addition, certain of these agreements are
subject to early termination by either party on various grounds. We cannot assure you that our local newspaper
contractors will conduct their activities in full compliance with applicable laws and regulations governing the
publishing, distribution and sale of newspapers. In addition, we cannot assure you that:

our local newspaper contractors will fulfill their obligations under our agreements;

the agreements will be renewed on terms acceptable to us or at all;

our current contractors will not, upon termination of our agreements, seek to compete directly against us or
establish relationships with one or more of our competitors; or

in the event that we wish to do so or it is necessary to do so, we will be able to locate and enter into an
agreement with a suitable alternative local newspaper on a timely basis or at all.

In addition, we may experience lower levels of readership and circulation if we lose the marketing support of a
local newspaper contractor or change the newspaper contractor in one of our markets. Any adverse developments
involving our local newspaper contractors could significantly disrupt or impair the publication, promotion and
distribution of 51job Weekly, which in turn could damage our 5/job Weekly brand name and materially and adversely
affect our recruitment advertising business and our results of operations.

We are dependent on our Internet service provider, and we are vulnerable to failures of the Internet, fixed line
telecommunications networks in China and our technology platform.

Our online businesses are heavily dependent on the performance and reliability of China s Internet infrastructure,
the continual accessibility of bandwidth and servers to our service providers networks, and the continuing
performance, reliability and availability of our technology platform.

We rely on China Telecommunications Corporation, or China Telecom, and China Network Communications
Group Corporation, or China Netcom, to provide us with bandwidth and server custody service for our services. We
are unlikely to have any access to alternative networks or services in the event of disruptions, failures or other
problems with China s Internet infrastructure or the fixed telecommunications networks of China Telecom or China
Netcom, or if China Telecom or China Netcom otherwise fail to provide such services. In addition, we have no control
over the costs of the services provided by China Telecom or China Netcom. If China Telecom or China Netcom fails
to provide these services, we would be required to seek other providers, and there is no assurance that we will be able
to find alternative providers willing or able to provide high quality services and there is no assurance that such
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If we are unable to protect or promote our brand names and reputation, our business may be materially and
adversely affected.

If we fail to generate a high volume of recruitment advertisements, maintain our relationships with local newspaper
contractors, successfully promote and develop the perception of www.51job.com as a destination site, undertake
effective marketing and promotional activities, and generally provide high quality services, we may not be successful
in protecting or promoting our brand names and reputation in a cost-effective manner or at all. We may dedicate
significantly greater resources in the future to advertising, marketing and other promotional efforts aimed at building
awareness of our brands. According to public reports, our competitors, particularly those which provide online
recruitment services, have significantly increased their expenditures on sales and marketing activities in recent years.
Any significant damage to our reputation, the perceived quality or awareness of our brand names or services, or any
significant failure on our part to promote and protect our brand names and reputation could make it more difficult for
us to successfully attract job seekers, compete for customers or retain qualified personnel, which may have a material
adverse effect on our business.

If we are unable to prevent others from using our intellectual property, our business may be materially and
adversely affected.

Our intellectual property has been, and will continue to be, subject to various forms of theft and misappropriation.
Competitors copy and distribute content from our www.51job.com website, from 51job Weekly and from the training
materials that we use, and utilize misleadingly similar Internet domain names and URLSs in an effort to divert Internet
traffic away from our website. We are also susceptible to others copying our business model and methods. The legal
protection of trademarks, trade names, copyrighted material, domain names, trade secrets, know-how and other forms
of intellectual property in the PRC is significantly more limited than in the United States and many other countries and
may afford us little or no effective protection. Preventing unauthorized use of our intellectual property is difficult,
time consuming and expensive, and may divert significant management and staff resources from our business
operations, and yield limited and uncertain results. Misappropriation of our content, trademarks and other intellectual
property could divert significant business to our competitors, damage our brand name and reputation, and require us to
initiate litigation that could be expensive and require us to divert management resources from the operation of our
businesses.

We rely heavily on our senior management team and key personnel, and the loss of any of their services could
severely disrupt our business.

Our future success is highly dependent on the ongoing efforts of the members of our senior management and key
personnel, in particular on Rick Yan, our chief executive officer. We rely heavily on his management skills, his
expertise in consumer products, marketing and technology, and his relationships with many of our clients and local
contractors. We do not maintain key man life insurance on any of our senior management or key personnel, other than
Mr. Yan and Kathleen Chien, our chief financial officer. The loss of the services of one or more of our senior
executives or key personnel, Mr. Yan in particular, may have a material adverse effect on our business, financial
condition and results of operations. Competition for senior management and key personnel is intense, and the pool of
suitable candidates is very limited, and we may not be able to retain the services of our senior executives or key
personnel, or attract and retain senior executives or key personnel in the future.

In addition, if Mr. Yan, any other members of our senior management or any of our other key personnel joins a
competitor or forms a competing company, we may not be able to replace them easily and we may lose customers,
business partners, key professionals and staff members. Each of our senior executives and key personnel has entered
into an employment agreement with us, which contains confidentiality and non-competition provisions. In the event of
a dispute between any of our senior executives or key personnel and us, we cannot assure you as to the extent, if any,
that these provisions may be enforceable in the PRC due to uncertainties involving the PRC legal system.

Our business may suffer if we do not successfully manage our current and potential future growth.

We have experienced rapid expansion since we commenced operations in 1998 and we intend to continue to
expand in size and increase the number of services we provide. We have established 12 new sales offices from the
beginning of 2003 to the date of this annual report. Our anticipated future growth will place significant demands on
our management and operations. Our success in managing this growth will depend to a significant degree on the
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and as a group, and on our ability to improve and develop our financial and management information systems,

controls and procedures. In addition, we will have to successfully adapt our existing systems and introduce new

systems, expand, train and manage our workforce, and improve and expand our sales and marketing capabilities. If
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we are unable to properly manage our services in new or existing markets or the quality of our services deteriorates
due to mismanagement, we could significantly damage our brand name and reputation, which would adversely affect
our ability to expand our customer base.

In addition to our recruitment advertising services, as part of our strategy to be a one-stop human resource services
provider, we will be required to provide high quality executive search and other human resource related services. As
we are currently in the process of developing many of these businesses, we may encounter initial difficulties in
ensuring high service quality to our customers using these products. In particular, we may be unable to provide our
eSearch clients with acceptable candidates, we may introduce candidates whom our clients subsequently perceive as
poor performers, and/or we may provide clients with candidates whom they subsequently fail to retain. With respect to
our business process outsourcing service, we may be unable to establish a substantial nationwide capability, accurately
monitor ongoing changes in PRC laws and regulations, acquire, develop and use up-to-date business and management
technology and software, including sophisticated computer and technology systems that could require significant
capital expenditures, and maintain the integrity and security of our systems. If we are unable to provide high quality
services, if material mistakes occur, or if we are unable to price these services properly, our brand name and reputation
could be damaged and we could incur legal liability to our clients and their employees.

The management of our business involves the collection of cash payments by our employees and agents from our
customers, which constitute a significant portion of our total revenues. As a result, we are exposed to theft,
embezzlement and other criminal and fraudulent activity by our employees, our agents and third parties. If we are
unable to successfully detect and prevent such activity, our results of operations and financial condition may be
materially and adversely affected.

Our limited operating history may not serve as an adequate basis to judge our future prospects and results of
operations.

We began operations in 1998. Our limited operating history may not provide a meaningful basis on which to
evaluate our business. Although our revenues have grown rapidly since inception, we incurred net losses prior to
2002. 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:

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

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

anticipate with any degree of certainty the behavioral and operational changes of our customers that have a
significant impact on our business from time to time as they respond to evolving social, economic and political
changes in China;

manage our expanding operations and service offerings, including the integration of any future acquisitions;

maintain adequate control of our expenses;

adequately and efficiently operate, maintain, upgrade and develop our website and the other systems and
equipment we utilize in providing our services;

attract, retain and motivate qualified personnel;

maintain our current, and develop new, contractual arrangements with local newspapers and other important
operational relationships; and
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anticipate and adapt to changing conditions in the print, online and other 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.

We rely on our print advertising business to provide a majority of our revenues and any adverse development in
this business could materially and adversely affect our overall results of operations.

We generate a majority of our revenues from 5/job Weekly, which generated approximately 62.7% of our revenues
in 2004, 59.8% of our revenues in 2005 and 55.8% of our revenues in 2006. While we have experienced growth in our
51job Weekly business in recent years, online advertisement may cause print media such as 5/job Weekly to become
less desirable as a form of advertising. In addition, we have observed that in some of our markets

8

Table of Contents 26



Edgar Filing: 51JOB, INC. - Form 20-F

Table of Contents

where Internet penetration rates are relatively higher, a larger percentage of new, first-time customers may choose an
online service as their initial recruitment advertising purchase with us. To the extent this continues to occur and if we
are not able to generate sufficient revenues from our online recruitment services to offset any loss of revenues from
our print advertisement business, our overall results of operations could be materially and adversely affected.

Our recruitment advertising business is subject to weekly fluctuations which hamper our ability to predict when
revenue will ultimately be recognized, if at all.

Due to the nature of recruitment advertising, we are unable to predict future revenue streams with any high degree
of certainty. More specifically, the majority of our revenues is derived from print advertising and we do not recognize
revenue until an advertisement is actually printed. Orders for print advertisements are generally placed week-to-week
and advertisers may cancel or postpone their print advertisements within days of publication. Delays or cancellations
by advertisers hamper our ability to predict when revenue will ultimately be recognized, if at all. Such uncertainty
makes it difficult for us to accurately forecast revenues for a particular quarter. Therefore, actual results may differ
significantly from our targets or estimated quarterly results, which could cause the price of our ADSs to fall.

Due to seasonal variations in demand for human resource services, we experience significant fluctuations in our
revenue streams which affect our ability to predict our quarterly results and which may also cause quarterly results
to vary from period to period.

Significant fluctuations in our revenue streams, particularly during the peak hiring periods around the Chinese New
Year holidays and the beginning of May and October, affect our ability to predict quarterly results. During these peak
periods, demand for recruitment advertising and other human resource related services may or may not rise
significantly depending on the needs of employers as well as their perceptions of the job market. In addition, the dates
of the Chinese New Year holidays vary from year to year, which affects our business in the first quarter and impacts
comparability of financial results to corresponding periods in prior years. We have also experienced a trend of lower
fourth quarter revenues as compared to revenues from the immediately preceding third quarter in recent years. As a
result of these factors, our revenues may vary from quarter to quarter and quarterly results may not be comparable to
the corresponding periods of prior years. Such uncertainty makes it difficult for us to predict revenues for a particular
quarter. Therefore, actual results may differ significantly from our targets or estimated quarterly results, which could
cause the price of our ADSs to fall.

We may not be able to successfully execute future acquisitions or efficiently manage any acquired business.

We may decide to expand, in part, by acquiring certain complementary or new businesses in the future. The
success of any material acquisition will depend upon several factors, including:

our ability to identify and acquire businesses on a cost-effective basis;

our ability to integrate acquired personnel, operations, products and technologies into our organization
effectively; and

our ability to retain and motivate key personnel and to retain the clients of acquired firms.

Any such acquisition may require a significant commitment of management time, capital investment and other
resources. There is a possibility that we will not be successful in identifying and negotiating acquisitions on terms
favorable to us. In addition, we cannot be certain that any acquisition, if completed, will be successfully integrated
into our existing operations. If we are unable to effectively integrate an acquired business or are required to incur
restructuring and other charges to complete an acquisition, our business, financial condition and results of operations
may be materially and adversely affected. In addition, if we use our equity securities as consideration for acquisitions,
we may dilute the value of your common shares or ADSs. We have not engaged in any material acquisitions in our
history.

If we are unable to attract and retain qualified personnel, our executive search, training and business process
outsourcing businesses may be materially and adversely affected.

The success of our executive search, training and business process outsourcing services depends heavily on our
ability to attract and retain skilled personnel. Successful expansion of our executive search business depends on a
dedicated team of consultants with expertise and relationships in the geographic markets and industries in which our
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to conduct and support our training seminars and other activities and services in this business. Our business of

outsourcing traditional human resource department functions such as payroll, benefits and compliance management
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and related services depends on personnel with expertise in local and national PRC government employment
regulations, payroll management and other human resource department functions. If we are unable to attract and retain
critical skilled personnel, our executive search, training and business process outsourcing businesses may be
materially and adversely affected.

If we choose to develop or introduce new products and services outside of the human resource services industry in
China, these efforts may not be successful, which could materially and adversely affect our financial condition and
results of operations.

In April 2006, we formed a business alliance with Recruit Co., Ltd., or Recruit, a privately held human resource
services company in Japan, to collaborate on the development of our human resource products and services in China.
Under the terms of our business alliance agreement, we have also established an internal corporate planning group
staffed with personnel from Recruit to explore potential business opportunities outside of the human resource services
industry in China. We lack experience and expertise in operating businesses outside of the human resource services
industry. If we choose to begin any such business, we cannot assure you that our efforts will be successful. We cannot
assure you that we will be able to deliver new products or services outside of the human resource services industry on
a commercially viable basis or in a timely manner, or at all. If any of our efforts to begin a business outside of the
human resource services industry are not successful, our financial condition and results of operations may be
materially and adversely affected.

We may be subject to liability for placing advertisements with content that is deemed inappropriate.

PRC laws and regulations prohibit advertising companies from producing, distributing or publishing any
advertisement that contains any content that violates laws and regulations, impairs the national dignity of the PRC,
involves designs of the national flag, national emblem or national anthem or the music of the national anthem of the
PRC, is reactionary, obscene, superstitious or absurd, is fraudulent, or disparages similar products. If we are deemed
to be in violation of such regulations, we may be subject to penalties including confiscation of the illegal revenues,
levying of fines and suspension or revocation of our business license or advertising license, any of which may
materially and adversely affect our business.

We are subject to potential legal liability from both employers and job seekers with respect to our executive search
businesses and other human resource related services.

We are exposed to potential claims associated with the recruitment process, including claims by clients seeking to
hold us liable for recommending a candidate who subsequently proves to be unsuitable for the position filled, claims
by current or previous employers of our candidates alleging interference with employment contracts, claims by
candidates against us alleging our failure to maintain the confidentiality of their employment search or alleging
discrimination or other violations of employment law or other laws or regulations by our clients, and claims by either
employers or candidates alleging the failure of our business process outsourcing services to comply with laws or
regulations relating to employment, employee s insurance or benefits, individual income taxes or other matters. Any
such claims, regardless of merit, may force us to participate in time-consuming, costly litigation or investigation,
divert significant management and staff attention, and damage our reputation and brand names. We do not maintain
insurance coverage for liabilities arising from claims by employers, candidates or third parties.

We may be exposed to infringement or misappropriation claims by third parties, which, if successful, could cause
us to pay significant damage awards.

Third parties may bring claims against us alleging patent, trademark or copyright infringement, or misappropriation
of their creative ideas or formats, or other infringement of their proprietary intellectual property rights. Any such
claims, regardless of merit, may involve us in time-consuming, costly litigation or investigation, divert significant
management and staff attention, require us to enter into expensive royalty or licensing arrangements, prevent us from
using important technologies, business methods, content or other intellectual property, result in monetary liability, or
otherwise disrupt our operations. We expect that the likelihood of such claims may increase, particularly in our online
businesses, as the number of competitors in our markets grows and as related patents and trademarks are registered or
copyrights are obtained by such competitors.
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We rely heavily on our information systems, and if our access to technology supporting our information systems is
impaired or interrupted, or if we fail to further develop our technology, our operations may be seriously disrupted.
Our ability to store, retrieve, process and manage substantial amounts of information, including our client and

candidate databases, is an important part of our operations and a critical component of our success. To achieve our
strategic objectives and to remain competitive, we must further develop and enhance our information systems. This
may require the acquisition of equipment and software and the development, either internally or through independent
consultants, of new proprietary software. Our inability to design, develop, implement and utilize, in a cost-effective
manner, information systems that provide the capabilities necessary for us to compete effectively, or any interruption
or loss of our information processing capabilities, for any reason, could materially disrupt our operations.

If we are not able to respond successfully to technological or industry developments, our business may be
materially and adversely affected.

The market for online products and services is characterized by rapid technological developments, frequent
launches of new products and services, the introduction of new business models, changes in customer needs and
behavior, and evolving industry standards. These developments may make our existing online recruitment services
obsolete or less competitive. In order to respond to such developments, we may be required to undertake substantial
efforts and incur significant costs. In the event that we do not successfully respond to such developments in a timely
and cost-effective manner, our business may be materially and adversely affected.

Computer viruses and hacking may cause delays or interruptions on our systems and may reduce use of our
services and damage our reputation and brand names.

Computer viruses and hacking may cause delays or other service interruptions on our systems. Hacking involves
efforts to gain unauthorized access to information or systems or to cause intentional malfunctions, loss or corruption
of data, software, hardware or other computer equipment. In addition, the inadvertent transmission of computer
viruses could expose us to a material risk of loss or litigation and possible liability. Hacking and computer viruses
could result in significant damage to our hardware and software systems and databases, disruptions to our business
activities, including to our e-mail and other communications systems, breaches of security and the inadvertent
disclosure of confidential or sensitive information, interruptions in access to our website through the use of denial of
service or similar attacks, and other material adverse effects on our operations. We may incur significant costs to
protect our systems and equipment against the threat of, and to repair any damage caused by, computer viruses and
hacking. Moreover, if a computer virus or hacking affects our systems and is highly publicized, our reputation and
brand names could be materially damaged and usage of our services may decrease.

Our business could be adversely affected if our software contains bugs.

Our online systems, including the www.51job.com website, and our other software applications, products and
systems could contain undetected errors or bugs that could adversely affect their performance. Additionally, we
regularly update and enhance our website and our other online systems and introduce new versions of our software
products and applications. The occurrence of errors in any of these may cause us to lose market share, injure our
reputation and brand names, and materially and adversely affect our business.

We are controlled by a small number of our existing shareholders, whose interests may differ from other
shareholders, and our board of directors has the power to discourage a change of control.

As of May 31, 2007, the following four shareholders beneficially owned approximately 71.1% of our outstanding
common shares:

Rick Yan, our chief executive officer and a director, who beneficially owned approximately 28.7% of our
outstanding common shares;

Recruit, which beneficially owned approximately 20.1%, and which is affiliated with Hiroyuki Honda, one of
our directors;

entities affiliated with DCM, which beneficially owned approximately 17.3%, and which is affiliated with
David K. Chao, one of our directors; and
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Norman Lui, one of our executive officers, who beneficially owned approximately 5.0%.
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These four shareholders, together with our other executive officers and directors, beneficially owned approximately
74.9% of our outstanding common shares. Accordingly, Mr. Yan, Recruit, DCM or Mr. Lui individually could have
significant influence in determining the outcome of any corporate transaction or other matter submitted to the
shareholders for approval, including mergers, consolidations and the sale of all or substantially all of our assets,
election of directors and other significant corporate actions. In cases where their interests are aligned and they vote
together, these shareholders will also have the power to prevent or cause a change in control. Without the consent of
some or all of these shareholders, we may be prevented from entering into transactions that could be beneficial to us.
In addition, these parties could violate their non-competition or employment agreements with us or otherwise violate
their fiduciary duties by diverting business opportunities from us to themselves or others. The interests of our largest
shareholders may differ from the interests of our other shareholders.

In April 2006, entities affiliated with DCM, Rick Yan, Norman Lui and Michael Lei Feng, who is our strategic
advisor and a former executive officer, and Kathleen Chien, who is our chief financial officer, entered into a share
purchase agreement with Recruit. Under the terms and conditions of the share purchase agreement, Recruit completed
a purchase of 8,452,918 common shares, which represented approximately 15% of our outstanding common shares as
of December 31, 2005, from these shareholders in April 2006. The share purchase agreement also provides for an
option that would allow Recruit to purchase up to an additional 14,862,313 common shares from these shareholders
over a three-year period beginning April 2006 and result in Recruit owning approximately 40% of our fully diluted
common shares outstanding as of December 31, 2005. In addition, under the share purchase agreement, each of these
selling shareholders has agreed that it will use its commercially reasonable best efforts in cooperating with Recruit to
have a representative of Recruit nominated to stand for election to our board of directors and that it will vote all of its
shares in favor of the election of such nominee to our board of directors at any annual or extraordinary general
meetings of our members at which such nominee may stand for election for the duration of the agreement.

Mr. Hiroyuki Honda, a senior vice president and director of Recruit, was elected to our board of directors on July 28,
2006.

In addition, our board of directors has the authority, without further action by our shareholders, to issue common
and preferred shares of up to 20% by par value of all issued shares and to fix the powers and rights of these shares,
including dividend rights, conversion rights, voting rights, terms of redemption and liquidation preferences, any or all
of which may be greater than the rights associated with our common shares. These provisions could have the effect of
depriving you of an opportunity to sell your ADSs at a premium over prevailing market prices by discouraging third
parties from seeking to obtain control of us in a tender offer or similar transaction.

If certain tax exemptions and preferential tax treatments we currently possess become unavailable in China, our
effective income tax rate would increase.

We file separate income tax returns because we and our affiliated entities are incorporated in different jurisdictions.
We are incorporated in the Cayman Islands where no income taxes are imposed. In addition, our entities incorporated
in the British Virgin Islands are exempt from income tax on foreign derived income and there are no withholding
taxes imposed in the British Virgin Islands. We do not expect that we or our entities in the British Virgin Islands will
record any income tax provisions in the foreseeable future.

We generate substantially all our net income from our operations in China which are conducted through various
subsidiaries and affiliated entities. In accordance with PRC income tax regulations, our subsidiaries and affiliated
entities are generally subject to enterprise income tax, or EIT, at a statutory rate of 33%. However, under the
preferential tax rules, we have obtained preferential tax rates of 15% for some of our subsidiaries in the special
economic zones of Shanghai s Pudong area and Shenzhen and a preferential tax rate of 30% for the branches of
Qianjin Network Information Technology (Shanghai) Co., Ltd., or Tech JV, outside of Shanghai.

In addition, under prior regulations, newly organized PRC entities conducting advertising businesses were entitled
to elect a tax exemption for their first two years of operation with government approval and could carry forward tax
losses incurred, if any, during this two-year period to future periods. Upon expiration of the tax exemption period,
these advertising entities would be taxed at the statutory rate. A number of our AdCo Subsidiaries have received the
two-year tax exemption treatment. Starting in 2004, tax exemptions granted to several of our AdCo Subsidiaries began
to expire which resulted in our higher effective tax rates in 2004 and 2005 compared to prior years. However, a
number of our AdCo Subsidiaries and other subsidiaries have continued to receive tax exemptions which are due to
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The National People s Congress, the parliament of China, passed a new tax law on March 16, 2007, which applies a
uniform 25% EIT rate to both foreign invested enterprises and domestic enterprises effective January 1, 2008. For
enterprises that were established before the new tax law was promulgated and are entitled to preferential
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tax rates under existing tax laws and regulations, the new tax law has granted a grace period of up to five years for
these enterprises to gradually transition from their current preferential tax rates to the standard rate of 25%. If we are
unable to maintain existing preferential tax statuses, the EIT of our PRC subsidiaries and affiliated entities would
increase and our consolidated effective tax rate would also increase and adversely and materially affect our earnings.
Our earnings have been and will continue to be adversely affected by changes in our accounting policies, including
those related to the expensing of stock options.

On January 1, 2006, we adopted Statement of Financial Accounting Standards No. 123R (revised 2004),

Share-Based Payment, or SFAS No. 123R, which requires that stock-based compensation transactions, such as stock
option grants, be accounted for using a fair value based method and recognized as expenses in our consolidated
statement of operations. We use the Black-Scholes option pricing model to determine the fair value of stock options
grants under SFAS No. 123R. This method is based upon, among other things, the volatility of our ADSs, which has
been historically high. Therefore, the adoption of SFAS No. 123R negatively affects our profitability and the trading
price of our ADSs. The implementation of SFAS No. 123R could also limit our ability to continue to use stock options
as an incentive and retention tool, which could, in turn, hurt our ability to recruit employees and retain existing
employees. Other new accounting pronouncements and varying interpretations of accounting pronouncements have
occurred and may occur in the future. The change to existing rules, future changes, if any, or the questioning of
current practices may adversely and materially affect our earnings.

If we do not appropriately maintain effective internal controls in accordance with Section 404 of the
Sarbanes-Oxley Act of 2002, our business, results of operations and the market price of our ADSs may be
materially and adversely affected.

We are subject to reporting obligations under the U.S. securities laws. Under Section 404 of the Sarbanes-Oxley
Act of 2002, we are required to include a report of management on the effectiveness of such companies internal
control over financial reporting in our annual report. This requirement first applied to this annual report on Form 20-F.
Our management has conducted an evaluation of the effectiveness of our internal control over financial reporting and
concluded that our internal control over financial reporting was effective as of December 31, 2006.

However, going forward, if we fail to maintain the effectiveness of our internal controls, our management may not
be able to conclude on an ongoing basis that we have effective internal controls over financial reporting in accordance
with the Sarbanes-Oxley Act. In addition, even if our management concludes that our internal controls over financial
reporting are effective, our independent auditors may disagree and decline to attest to our management s assessment or
may issue an adverse opinion in the future. Moreover, effective internal controls are necessary for us to produce
reliable financial reports. As a result, any failure to achieve and maintain effective internal controls over financial
reporting could result in the loss of investor confidence in the reliability of our financial statements, which in turn
could negatively impact the trading price of our ADSs. Furthermore, we have incurred and may need to incur
additional costs and use additional management and other resources in an effort to comply with Section 404 of the
Sarbanes-Oxley Act and other requirements going forward.

We have no business insurance coverage.

Other than insurance for some of our properties, we do not maintain any insurance. We do not have any business
liability insurance coverage for our operations. Any business disruption, litigation or natural disaster might result in
substantial costs and diversion of resources.

We are vulnerable to natural disasters and other calamities.

Our servers are currently hosted in Shanghai and Tianjin. We have backup systems, but we cannot assure you that
such backup systems will be adequate if there are problems, or that they will adequately protect us from the effects of
fire, floods, typhoons, earthquakes, power loss, telecommunications failures, break-ins, war, terrorist acts or similar
events. Any of the foregoing events may give rise to server interruptions, breakdowns, system failures, technology
platform failures and Internet failures, which could cause the loss or corruption of data or malfunctions of software or
hardware. Any such event could adversely affect our ability to provide our services to users. See Item 4. Information
on the Company Business Overview Technology.

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

Table of Contents 34



Edgar Filing: 51JOB, INC. - Form 20-F

We may be a passive foreign investment company for U.S. federal income tax purposes for any year. Such
classification could result in adverse U.S. tax consequences to U.S. investors. For example, if we are a passive
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foreign investment company for any year, our U.S. investors may be subject to increased tax liabilities under U.S. tax
laws and regulations and may be subject to additional reporting requirements. The determination of whether we are a
passive foreign investment company will be made on an annual basis and will depend on the composition of our
income and assets, including goodwill. The calculation of goodwill will be based, in part, on the market value of our
ADSs from time to time, which may be volatile. In general, we will be classified as a passive foreign investment
company for any taxable year in which either (1) at least 75% of our gross income is passive income or (2) at least
50% of the value (determined on the basis of a quarterly average) of our assets is attributable to assets that produce or
are held for the production of passive income. For purposes of these tests, cash, including working capital, and
investments are considered assets that produce or are held for the production of passive income. If our retained cash or
investments and any other passive assets comprised at least 50% of the value of our assets, we could be a passive
foreign investment company. Our determination of whether we are a passive foreign investment company is not
binding on the Internal Revenue Service. We cannot assure you that we will not be a passive foreign investment
company for the current or any future taxable year. If we are a passive foreign investment company in any year that a
U.S. investor holds shares or ADSs, we generally will continue to be treated as a passive foreign investment company
for that investor in all succeeding years. We urge U.S. investors to consult their own tax advisors concerning the
availability and making of a mark-to-market election. See Item 10. Additional Information Taxation United States
Federal Income Taxation Passive foreign investment company rules.
Our subsidiaries face limitations on paying dividends or making other distributions to us.

We are a holding company and do not have any assets or conduct any business operations other than our holding of
the equity interests in, directly and indirectly:

Qian Cheng Wu You Network Information Technology (Beijing) Co., Ltd., or WFOE, a wholly foreign owned
enterprise in China;

Qianjin Network Information Technology (Shanghai) Co., Ltd., or Tech JV;
Shanghai Qianjin Advertising Co., Ltd., or AdCo, and its subsidiaries; and

Shanghai Wang Ju Human Resource Consulting Co., Ltd., or Wang Ju.

As a result of our holding company structure, we rely entirely on dividends, royalty payments and license fees paid
under trademark license agreements and certain other contractual arrangements paid to us by our subsidiaries and
affiliated entities in the PRC to finance our operations and to pay dividends to our shareholders. These royalty
payments and license fees paid under trademark license agreements and certain other contractual arrangements do not
require governmental or other third party approval. However, the payment of dividends in China is subject to certain
restrictions and taxes. PRC regulations currently permit payment of dividends only out of accumulated profits as
determined in accordance with PRC accounting standards and regulations. Our subsidiaries and affiliated entities in
the PRC are also required to set aside a portion of their after-tax profits according to PRC accounting standards and
regulations to fund certain reserve funds that are not distributable as cash dividends. In addition, the PRC government
imposes controls on the convertibility of Renminbi into foreign currencies and, in certain cases, the remittance of
currency out of the PRC. We may also experience difficulties in completing the administrative procedures necessary
to obtain and remit foreign currency. See Item 4. Information on the Company Business Overview Regulation
Regulation of Foreign Currency Exchange and Dividend Distribution. If we or any of our subsidiaries are unable to
receive all of the revenues from our operations through these contractual or dividend arrangements, we may be unable
to effectively finance our operations or pay dividends on our common shares.

Risks Related to Our Corporate Structure
If the PRC authorities determine that our past ownership structure was inconsistent with the requirements for
operating certain of our businesses, we could be subject to sanctions.

The PRC government regulates foreign ownership in entities providing advertising and human resource related
services. Prior to March 2004, PRC laws and regulations prohibited foreign persons from owning a controlling interest
in advertising entities. This foreign ownership restriction was subsequently relaxed in December 2005 and foreign
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PRC laws or regulations explicitly prohibiting or limiting foreign ownership in entities providing human resource
related services. Foreign ownership in entities providing human resource related services was limited to 49%
beginning in November 2003 and this ownership limitation was increased to 70% in August 2006.
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Prior to our restructuring, 51net, our British Virgin Islands subsidiary and a foreign entity, owned 99% of Tech JV,
which in turn owned, and continues to own, 80% of AdCo. AdCo owned, and continues to own, 90% of the principal
AdCo Subsidiaries. During this period, Tech JV, AdCo and the AdCo Subsidiaries conducted a portion of our
advertising and human resource services businesses. We have been advised by Jun He Law Offices, our PRC counsel,
that the foreign ownership percentage of Tech JV, AdCo and the AdCo Subsidiaries prior to our restructuring was
above the maximum foreign ownership permitted for an entity conducting advertising operations. In addition, we have
been advised by our PRC counsel that, prior to our restructuring, the foreign ownership percentage of Tech JV was
above the maximum foreign ownership permitted for an entity conducting human resource operations. In May 2004,
we restructured our operations to comply with then existing PRC laws and regulations governing foreign ownership in
entities conducting advertising and human resource related services. In connection with our restructuring, we
informed relevant PRC governmental authorities that, historically, our foreign ownership percentage of Tech JV,
AdCo and the AdCo Subsidiaries was not in compliance with limitations on foreign ownership of entities conducting
advertising and human resources operations. However, we have not received any waiver from the PRC government
with respect to our past non-compliance with foreign ownership laws limitations.

There remains uncertainty regarding whether foreign owned PRC entities, such as AdCo, are required to obtain
special governmental approval in order to establish subsidiaries in the PRC or otherwise invest in PRC entities.
Following the formation of the AdCo Subsidiaries, in connection with our restructuring we made inquiries with
relevant PRC governmental authorities as to whether AdCo was required to obtain such approval before establishing
the AdCo Subsidiaries. We have been unable to obtain any governmental ruling or advice on this matter. As a result, it
is uncertain whether special governmental approval, which we did not obtain, was necessary for the establishment by
AdCo of the AdCo Subsidiaries.

The PRC government may determine that our ownership structure is or was inconsistent with or insufficient for the
proper operation of our businesses, or that our business licenses or other approvals are or were not properly issued or
not sufficient. For a discussion of the limitations on foreign ownership governing our businesses, see Item 4.
Information on the Company Business Overview Regulation Limitations on Foreign Ownership of Our Businesses.
Furthermore, if new governmental regulations arise in the future, the AdCo Subsidiaries may be subject to new
requirements and approvals.

If we or any of our subsidiaries or affiliated entities were found to be or to have been in violation of PRC laws or
regulations governing foreign ownership of advertising or human resource services businesses, the relevant regulatory
authorities would likely have broad discretion in dealing with such violation, including but not limited to:

levying fines;

revoking business licenses;

restricting or prohibiting our use of proceeds from our initial public offering and any future offerings to finance
our business and operations in China;

requiring us to restructure the ownership structure or operations of our subsidiaries or affiliated entities; and/or

requiring us to discontinue all or a portion of our business.

Any of these or similar actions could cause significant disruption to our business operations or render us unable to
conduct a substantial portion of our business operations and may materially and adversely affect our business,
financial condition and results of operations.

We rely on our agreements with an affiliated entity to provide human resource related services and to act as an
Internet content provider, and we rely on agreements with an affiliated entity and its shareholders to receive all of
the beneficial interest of this entity.

Current PRC laws and regulations limit foreign investment in entities providing human resource related services
and in entities operating as Internet content providers. We currently provide technical, consulting and human resource
related services in conjunction with our affiliated entity, RAL, which is wholly owned by Tao Wang, an executive of
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our company, and Michael Lei Feng, our strategic advisor and a former executive officer. RAL holds a license to
provide human resource related services and we rely on RAL to provide human resource related services to our clients
under a contractual arrangement between RAL and our majority owned subsidiary Tech JV. Similarly, RAL holds a
license to operate as an Internet content provider. While we provide all of our online recruitment services through
Tech JV, we rely on RAL to provide certain Internet content provider services to support Tech JV s online recruitment
services through a contractual arrangement with RAL. We have entered into agreements with RAL s shareholders
which enable us to effectively control RAL.
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Tech JV, AdCo and the AdCo Subsidiaries recognize substantially all of our revenues. The minority interests in
Tech JV, AdCo and the AdCo Subsidiaries, which are direct or indirect subsidiaries of Tech JV, are held by Qian
Cheng, which is wholly owned by Tao Wang and Michael Lei Feng. Through agreements with Qian Cheng and its
shareholders, we have the substantial ability to control, bear all the economic risks of, and receive all the economic
rewards from, Qian Cheng. As a result, we consolidate all of its interests for U.S. GAAP reporting purposes.

As we rely on these agreements with RAL and Qian Cheng to enable us to provide certain critical services to our
clients as well as to receive all the economic benefits of Qian Cheng, a significant disruption in these contractual
relationships as a result of governmental sanction or otherwise could result in our being required to restructure our
operations which could result in a significant expenditure of resources. If we are unable to restructure our operations
to provide those services through a different entity, we may experience significant disruptions in our ability to provide
online recruitment services or human resource related services to our customers. In addition, if we are unable to
consolidate the minority interests in Tech JV, AdCo and the AdCo Subsidiaries, our results of operations would reflect
Qian Cheng s minority interest in these entities which, if not otherwise consolidated, would result in a significant
reduction in our reported net income. For a description of our contractual arrangements with these entities, see Item 4.
Information on the Company Organizational Structure.

If our affiliated entity RAL is found to be operating in jurisdictions outside of Shanghai without a business license,
we could be subject to sanctions and our revenues could be adversely affected.

RAL s existing human resource services license is limited to Shanghai. In 2006, revenues from human resource
related services provided to customers outside Shanghai accounted for approximately 3% of our total revenues. It is
possible that government authorities in jurisdictions outside Shanghai where certain of RAL s customers are located
may assert that RAL is providing human resource related services in such jurisdictions without a necessary license and
is required to obtain a human resource services license in such jurisdictions. As a result, RAL could be required to
cease providing human resource services to customers in such locations which could result in a reduction in human
resource related revenues. In addition, RAL may be subject to sanctions in the form of forfeiture of profits, fines, or
both.

Our contractual arrangements with RAL and Qian Cheng may not be as effective in providing operational control
as direct ownership of these businesses.

Because the percentage of foreign ownership in human resource and Internet content businesses in China is limited
under PRC laws and regulations, we depend substantially on RAL, in which we have no direct ownership interest, and
its contractual arrangements with us to provide those services. Similarly, we rely on our contractual arrangements with
Qian Cheng, in which we have no direct ownership interest, to realize all of the economic rewards from Qian Cheng s
minority interests in Tech JV, AdCo and the AdCo Subsidiaries. Our contractual arrangements with RAL, Qian Cheng
and their respective shareholders may not be as effective as direct ownership in providing control over their
operations. RAL may fail to perform its contractual obligations required for us to operate our business, such as
keeping in good standing under its business licenses. Qian Cheng and its shareholders may refuse to make payments
or otherwise refuse to perform their contractual obligations necessary for us to realize the economic rewards relating
to Qian Cheng s minority interests in Tech JV, AdCo and the AdCo Subsidiaries. In addition, the contractual
arrangements which provide us with the substantial ability to control these entities may be unenforceable and the
shareholders of these entities may refuse to renew these contractual arrangements. In any such event, we will have to
rely on the PRC legal system to enforce our rights. In many cases, the laws and regulations governing the enforcement
and performance of contractual arrangements are significantly more limited than in the United States and many other
countries and may afford us little or no effective protection