








33 EQUITY SETTLED SHARE-BASED TRANSACTIONS (CONT’D)

(b) The number and weighted average exercise prices of share options are as follows:

The Group

2006 2005

Weighted

average

exercise

price

Number

of shares

involved in

the options

Weighted

average

exercise

price

Number

of shares

involved in

the options

HK$ HK$

At 1 January 29.76 662,694,250 25.39 511,060,000

Granted — — 34.87 289,777,500

Exercised 30.11 (132,654,741) 24.13 (134,521,000)

Cancelled 32.36 (2,876,050) 30.38 (3,622,250)

At 31 December 29.66 527,163,459 29.76 662,694,250

Option vested at 31 December 30.54 200,201,609 31.19 94,537,550

The weighted average share price at the date of exercise for shares options exercised during the year was

HK$51.16 (2005 : HK$34.20).

The options outstanding at 31 December 2006 and 2005 had exercise prices ranging from HK$22.75 to

HK$45.04 and a weighted average remaining contractual life of 7.9 years (2005 : 8.1 years).

The fair value of services received in return for share options granted are measured by reference to the fair value of

share options granted. The estimate of the fair value of the services received is measured based on a binomial

lattice model. The contractual life of the option is used as an input into this model. Expectations of early exercise

are incorporated into the binomial lattice model. No share options were granted during 2006. The fair value of

options granted during the year ended 31 December 2005 was HK$10.28. The significant assumptions of the

model included share price of HK$34.50 at the grant date, exercise price of HK$34.87, expected volatility

(expressed as weighted average volatility used in the modelling under binomial lattice model) of 24.6%, option life

(expressed as weighted average life used in the modelling under binomial lattice model) of 10 years, expected

dividends of 2.6% and risk-free interest rate (based on Exchange Fund Notes) of 4.5%. The expected volatility is

based on the historic volatility (calculated based on the weighted average remaining life of the share options),

adjusted for any expected changes to future volatility due to publicly available information. Expected dividends

are based on historical dividends and planned dividend payout ratio, if any. Changes in the subjective input

assumptions could materially affect the fair value estimate.
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34 CAPITAL AND RESERVES

(a) The Group

Share

capital

Share

premium

Capital

reserve

General

reserve

Exchange

reserve

PRC

statutory

reserves

Retained

profits Total

Minority

interests

Total

equity

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

At 1 January 2005 2,102 375,279 (295,410) 72 — 42,277 108,874 233,194 243 233,437

Dividends approved in

respect of previous

year (note 12(b)) — — — — — — (9,635) (9,635) — (9,635)

Dividends declared in

respect of the current

year (note 12(a)) — — — — — — (9,259) (9,259) — (9,259)

Shares issued under

share option scheme

(note 34(c)(ii)) 14 3,961 (553) — — — — 3,422 — 3,422

Equity settled share-

based transactions — — 1,553 — — — — 1,553 — 1,553

Profit for the year — — — — — — 53,549 53,549 40 53,589

Transfer to PRC

statutory reserves — — — — — 11,118 (11,118) — — —

At 31 December 2005 2,116 379,240 (294,410) 72 — 53,395 132,411 272,824 283 273,107

At 1 January 2006 2,116 379,240 (294,410) 72 — 53,395 132,411 272,824 283 273,107

Dividends approved in

respect of previous

year (note 12(b)) — — — — — — (11,719) (11,719) — (11,719)

Dividends declared in

respect of the current

year (note 12(a)) — — — — — — (14,443) (14,443) — (14,443)

Shares issued under

share option scheme

(note 34(c)(ii)) 14 4,567 (488) — — — — 4,093 — 4,093

Equity settled share-

based transactions — — 2,264 — — — — 2,264 — 2,264

Profit for the year — — — — — — 66,026 66,026 88 66,114

Transfer to PRC

statutory reserves — — — — — 13,566 (13,566) — — —

Exchange difference — — — — (43) — — (43) — (43)

At 31 December 2006 2,130 383,807 (292,634) 72 (43) 66,961 158,709 319,002 371 319,373
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34 CAPITAL AND RESERVES (CONT’D)

(b) The Company

Share

capital

Share

premium

Capital

reserve

General

reserve

Retained

profits Total

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

At 1 January 2005 2,102 375,279 255 72 55,435 433,143

Dividends approved in respect of
previous year (note 12(b)) — — — — (9,635) (9,635)

Dividends declared in respect of
the year (note 12(a)) — — — — (9,259) (9,259)

Shares issued under share option
scheme (note 34(c)(ii)) 14 3,961 (553) — — 3,422

Equity settled share-based
transactions — — 1,553 — — 1,553

Profit for the year — — — — 27,828 27,828

At 31 December 2005 2,116 379,240 1,255 72 64,369 447,052

At 1 January 2006 2,116 379,240 1,255 72 64,369 447,052

Dividends approved in respect of
previous year (note 12(b)) — — — — (11,719) (11,719)

Dividends declared in respect of
the current year (note 12(a)) — — — — (14,443) (14,443)

Shares issued under share option
scheme (note 34(c)(ii)) 14 4,567 (488) — — 4,093

Equity settled share-based
transactions — — 2,264 — — 2,264

Profit for the year — — — — 27,527 27,527

At 31 December 2006 2,130 383,807 3,031 72 65,734 454,774

At 31 December 2006, the amount of distributable reserves of the Company amounted to RMB65,806,000,000

(2005 : RMB64,441,000,000).

(c) Share capital

(i) Authorized and issued share capital

2006 2005

HK$ million HK$ million

Authorized:

30,000,000,000 ordinary shares of HK$0.10 each 3,000 3,000

Issued and fully paid:

2006 2005

Equivalent Equivalent

No. of shares

HK$

million

RMB

million No. of shares

HK$

million

RMB

million

At 1 January 19,835,160,399 1,984 2,116 19,700,639,399 1,970 2,102

Shares issued

under share

option scheme

(note 33) 132,654,741 13 14 134,521,000 14 14

At 31 December 19,967,815,140 1,997 2,130 19,835,160,399 1,984 2,116

The holders of ordinary shares are entitled to receive dividends as declared from time to time and are entitled

to one vote per share at meetings of the Company. All ordinary shares rank equally with regard to the

Company’s residual assets.
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34 CAPITAL AND RESERVES (CONT’D)

(c) Share capital (Cont’d)

(ii) Shares issued under share option scheme

During 2006, options were exercised to subscribe for 132,654,741 (2005 : 134,521,000) ordinary shares

in the Company at a consideration of HK$3,994,000,000 (equivalent to RMB4,093,000,000) (2005 :

HK$3,246,000,000 (equivalent to RMB3,422,000,000)) of which HK$13,000,000 (equivalent to

RMB14,000,000) (2005 : HK$14,000,000 (equivalent to RMB14,000,000)) was credited to share capital

and the balance of HK$3,981,000,000 (equivalent to RMB4,079,000,000) (2005 : HK$3,233,000,000

(equivalent to RMB3,408,000,000)) was credited to the share premium account. HK$464,000,000

(equivalent to RMB488,000,000) (2005 : HK$521,000,000 (equivalent to RMB553,000,000)) has been

transferred from the capital reserve to the share premium account in accordance with policy set out in

note 1(u)(ii).

(d) Nature and purpose of reserves

(i) Share premium

The application of the share premium account is governed by section 48B of the Hong Kong Companies

Ordinance.

(ii) Capital reserve

The capital reserve comprises the following:

— The fair value of the actual or estimated number of unexercised share options granted to employees of

the Group recognized in accordance with the accounting policy adopted for share-based payments in

note 1(u)(ii); and

— There was RMB295,665,000,000 debit balance brought forward as a result of the elimination of goodwill

arising on the acquisition of subsidiaries before 1 January 2001 against the capital reserve in previous

years.

(iii) PRC statutory reserves

PRC statutory reserves include general reserve, enterprise expansion fund, statutory surplus reserve and

statutory public welfare fund.

In accordance with Accounting Regulations for Business Enterprises, foreign investment enterprises in

Mainland China are required to transfer at least 10 per cent. of their profit after taxation, as determined under

accounting principles generally accepted in the PRC (‘‘PRC GAAP’’) to the general reserve until the balance

of the general reserve is equal to 50 per cent. of their registered capital. Moreover, they are required to

transfer a certain percentage of their profit after taxation, as determined under PRC GAAP, to the enterprise

expansion fund. During the year, appropriations were made by each of the above subsidiaries to the general

reserve and the enterprise expansion fund each at 10 per cent. of their profit after taxation determined under

PRC GAAP.

The general reserve can be used to reduce previous years’ losses and to increase the capital of the

subsidiaries while the enterprise expansion fund can be used to increase the capital of the subsidiaries, to

acquire property, plant and equipment and to increase current assets.

Statutory surplus reserve can be used to reduce previous years’ losses, if any, and may be converted into

paid-up capital, provided that the balance after such conversion is not less than 25 per cent. of the registered

capital of the subsidiaries. Statutory public welfare fund can only be utilized on capital items for the collective

benefits of the employees such as the construction of staff quarters and other staff welfare facilities. This

reserve is non-distributable other than in liquidation.
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34 CAPITAL AND RESERVES (CONT’D)

(d) Nature and purpose of reserves (Cont’d)

(iii) PRC statutory reserves (Cont’d)

At 31 December 2006, the balances of the general reserve, enterprise expansion fund, statutory surplus

reserve and statutory public welfare fund were RMB30,836,000,000 (2005 : RMB24,035,000,000),

RMB36,098,000,000 (2005 : RMB29,325,000,000), RMB26,000,000 (2005 : RMB31,000,000) and

RMB1,000,000 (2005 : RMB4,000,000) respectively.

(iv) Exchange reserve

The exchange reserve comprises all foreign exchange differences arising from the translation of the financial

statements of foreign operations. The reserve is dealt with in accordance with the accounting policies set out

in note 1(w).

35 RELATED PARTY TRANSACTIONS

(a) Transactions with CMCC Group

The following is a summary of principal related party transactions entered into by the Group with CMCC and its

subsidiaries, excluding the Group, (the ‘‘CMCC Group’’), for the year ended 31 December 2006 and 31

December 2005. The majority of these transactions also constitute continuing connected transactions under the

Listing Rules. Further details of these transactions are disclosed under the paragraph ‘‘Connected Transactions’’

in the directors’ report.

2006 2005

Note RMB million RMB million

Property leasing and management services charges (i) 804 589

Telecommunications services charges (ii) 2,359 1,866

Interest paid/payable (iii) 946 647

Notes:

(i) Property leasing and management services charges represent the rental and property management fees paid or payable to

CMCC Group in respect of business premises and offices, retail outlets and warehouses.

(ii) Telecommunications services charges represent the amounts paid or payable to CMCC Group for the telecommunications

project planning, design and construction services; telecommunications line and pipeline construction services; and

telecommunications line maintenance services.

(iii) Interest paid/payable represents the interest paid or payable to China Mobile Hong Kong (BVI) Limited, the Company’s

immediate holding company, in respect of the balances of purchase consideration for acquisition of subsidiaries.

(b) Key management personnel remuneration

Remuneration for key management personnel are disclosed in note 8.
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36 TRANSACTIONS WITH OTHER STATE-CONTROLED ENTITIES IN THE PRC

Apart from transactions with the CMCC Group (see note 35), the Group, a state-controled enterprise, conducts

certain business activities with enterprises directly or indirectly owned or controled by the PRC government and

government authorities and agencies (collectively referred to as ‘‘state-controled entities’’) in the ordinary course of

business. These transactions primarily include rendering and receiving services, sales and purchase of goods and

deposits with financial institutions, are carried out at terms similar to those that would be entered into with non-state-

controled entities and have been reflected in the financial statements.

As part of the transactions with state-controled entities as mentioned above, the Group has material transactions with

other state-controled telecommunications operators in the PRC in the normal course of providing

telecommunications services. These transactions are conducted and settled in accordance with rules and regulations

stipulated by the Ministry of Information Industry of the PRC Government. Additionally, the Group has material

transactions and balances with state-controled financial institutions.

Set out below are the principal transactions with state-controled telecommunications operators and state-controled

financial institutions in the PRC:

(a) Principal transactions with state-controled telecommunications operators in the PRC:

2006 2005

RMB million RMB million

Interconnection revenue 8,510 6,196

Interconnection charges 16,416 13,588

Leased line charges 1,757 3,054

(b) Principal balances with state-controled telecommunications operators in the PRC:

2006 2005

RMB million RMB million

Accounts and other receivables 452 180

Accounts and other payable 1,846 2,172

(c) Principal transactions with state-controled financial institutions in the PRC:

2006 2005

RMB million RMB million

Interest income 2,584 1,528

(d) Principal balances with state-controled financial institutions in the PRC:

2006 2005

RMB million RMB million

Deposits with banks 82,294 41,787

Cash and cash equivalents 68,197 59,368
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37 FINANCIAL INSTRUMENTS

Exposure to credit, liquidity, interest rate and foreign currency risks arises in the normal course of the Group’s

business. These risks are limited by the Group’s financial management policies and practices described below.

(a) Credit risk

Substantially all the Group’s cash and cash equivalents are deposited with financial institutions in Hong Kong and

Mainland China. The accounts receivable of the Group are spread among an extensive number of subscribers.

The Group’s credit risk is primarily attributable to accounts receivable and other receivables. Management has a

credit policy in place and the exposures to these credit risks are monitored on an ongoing basis.

The maximum exposure to credit risk is represented by the carrying amount of each financial asset in the balance

sheet. The Group does not have any significant exposure to any individual customer orcounterparty. The credit

risk on liquid funds is limited because the majority of counter parties are financial institutions with high credit

ratings assigned by international credit-rating agencies and state-controled financial institutions with good

reputation.

(b) Liquidity risk

The Group’s policy is to regularly monitor current and expected liquidity requirements to ensure that it maintains

sufficient reserves of cash to meet its liquidity requirements in the short and longer term.

(c) Interest rate risk

The Group has interest rate risk as certain interest-bearing borrowings are on a variable rate basis. The interest

rates and terms of repayment of the interest-bearing borrowings of the Group are disclosed in note 30. The

Group’s cash and cash equivalents and deposits with banks are all short-term in nature, any future variations in

interest rates will not have a significant impact on the results of the Group.

During the year, the Group and the Company had not entered into any interest rate swap contracts.

(d) Foreign currency risk

The Group has foreign currency risk as certain cash and cash equivalents are denominated in foreign currencies,

principally US dollars and Hong Kong dollars. The Group does not expect any appreciation or depreciation of the

Renminbi against foreign currency which might materially affect the Group’s result of operations.

During the year, the Group and the Company had not entered into any forward exchange contracts.

NOTES TO THE FINANCIAL STATEMENTS (CONT’D)

(Expressed in Renminbi unless otherwise indicated)

113



37 FINANCIAL INSTRUMENTS (CONT’D)

(e) Fair values

The following financial assets and financial liabilities have their carrying amounts approximately equal to their fair

values: accounts receivable, other receivables, prepayments and other current assets, deposits with banks, cash

and cash equivalents, accounts payable, bills payable, accrued expenses and other payables and deferred

consideration payable due to its nature or short maturity, except as follows:

2006 2005

Carrying

amount Fair value

Carrying

amount Fair value

RMB million RMB million RMB million RMB million

The Group

Interest-bearing borrowings

— bonds 12,937 13,218 12,912 13,685

The fair value of bonds is based on quoted market prices at the balance sheet date without any deduction for

transaction costs.

38 COMMITMENTS

(a) Capital commitments

Capital commitments outstanding at 31 December 2006 not provided for in the financial statements were as

follows:

The Group The Company

2006 2005 2006 2005

RMB million RMB million RMB million RMB million

Commitments in respect of land and

buildings

— authorized and contracted for 1,119 1,478 — —

— authorized but not contracted for 6,604 3,575 — —

7,723 5,053 — —

Commitments in respect of

telecommunications equipment

— authorized and contracted for 9,361 10,389 — —

— authorized but not contracted for 51,688 43,899 — —

61,049 54,288 — —

Total commitments

— authorized and contracted for 10,480 11,867 — —

— authorized but not contracted for 58,292 47,474 — —

68,772 59,341 — —
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38 COMMITMENTS (CONT’D)

(b) Operating lease commitments

At 31 December 2006, the total future minimum lease payments under non-cancellable operating leases are

payable as follows:

The Group The Company

Land and

buildings

Leased

lines Others Total

Land and

buildings,

and others

RMB million RMB million RMB million RMB million RMB million

At 31 December 2006 :

Within one year 2,584 1,493 567 4,644 7

After one year but within

five years 5,079 1,153 739 6,971 10

After five years 1,668 254 135 2,057 —

9,331 2,900 1,441 13,672 17

At 31 December 2005 :

Within one year 1,506 1,477 546 3,529 6

After one year but within

five years 3,509 998 1,068 5,575 1

After five years 1,053 298 104 1,455 —

6,068 2,773 1,718 10,559 7

The Group leases certain land and buildings, leased lines, motor vehicles, and other equipment under operating

leases. None of the leases include contingent rentals.

39 NON-ADJUSTING POST BALANCE SHEET EVENTS

After the balance sheet date the directors proposed an ordinary and special dividends. Further details are disclosed in

note 12(a).

Pursuant to the PRC enterprise income tax law passed by the Tenth National People’s Congress on 16 March 2007,

the new enterprise income tax rates for domestic and foreign enterprises are unified at 25 per cent. and will be

effective from 1 January 2008. The impact of such change of enterprise income tax rate on the Group’s consolidated

financial statements will depend on detailed pronouncements that are subsequently issued. Since implementation

measure on transitional policy of preferential tax rate granted according to current tax law and administrative

regulations was not yet announced, the Group cannot reasonably estimate the financial impact of the new tax law to

the Group at this stage.

40 ULTIMATE HOLDING COMPANY

The directors consider the ultimate holding company at 31 December 2006 to be China Mobile Communications

Corporation, a company incorporated in the PRC.
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41 ACCOUNTING ESTIMATES AND JUDGEMENTS

Key sources of estimation uncertainty

Notes 17, 18 and 37 contain information about the assumptions and their risk factors relating to goodwill impairment,

impairment of other intangible assets with indefinite useful lives and financial instruments. Other key sources of

estimation uncertainty are as follows:

Impairment loss for doubtful accounts

The Group assesses impairment loss for doubtful accounts based upon evaluation of the recoverability of the

accounts receivable and other receivables at each balance sheet date. The estimates are based on the ageing of the

accounts receivable and other receivables balances and the historical write-off experience, net of recoveries. If the

financial condition of the customers were to deteriorate, additional impairment may be required.

Depreciation

Depreciation is calculated to write off the cost of items of property, plant and equipment, less their estimated residual

value, if any, using the straight-line method over their estimated useful lives. The Group reviews the estimated useful

lives and residual values of the assets annually in order to determine the amount of depreciation expense to be

recorded during any reporting period. The useful lives and residual values are based on the Group’s historical

experience with similar assets and taking into account anticipated technological changes. The depreciation expense

for future periods is adjusted if there are significant changes from previous estimates.

Amortization of other intangible asset

Amortization of other intangible assets is calculated to write off the cost of items of other intangible assets using the

straight-line method over their estimated useful lives unless such lives are indefinite. The Group reviews the estimated

useful lives of other intangible assets annually in order to determine the amount of amortization expense to be

recorded during any reporting period. The useful lives are based on the estimate period over which future economic

benefits will be received by the Group and taking into account any unexpected adverse changes in circumstances or

events. The amortization expense for future periods is adjusted if there are significant changes from previous

estimates.

Impairment of property, plant and equipment

The Group’s property, plant and equipment comprise a significant portion of the Group’s total assets. Changes in

technology or industry conditions may cause the estimated period of use or the value of these assets to change.

Long-lived assets including property, plant and equipment are reviewed for impairment at least annually or whenever

events or changes in circumstances have indicated that their carrying amounts may not be recoverable. If any such

indication exists, the recoverable amount is estimated.

The recoverable amount of an asset is the greater of its net selling price and value in use. In assessing value in use, the

estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current

market assessments of the time value of money and the risks specific to the asset, which requires significant

judgement relating to level of revenue and amount of operating costs. The Group uses all readily available information

in determining an amount that is a reasonable approximation of the recoverable amount, including estimates based

on reasonable and supportable assumptions and projections of revenue and operating costs. Changes in these

estimates could have a significant impact on the carrying value of the assets and could result in additional impairment

charge or reversal of impairment in future periods.
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42 POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS

ISSUED BUT NOT YET EFFECTIVE FOR THE ANNUAL ACCOUNTING YEAR ENDED

31 DECEMBER 2006

Up to the date of issue of these financial statements, the HKICPA has issued a number of amendments, new

standards and interpretations which are not yet effective for the year ended 31 December 2006 and which have not

been adopted in these financial statements.

The Group is in the process of making an assessment of what the impact of these amendments, new standards and

new interpretations is expected to be in the period of initial application. So far it has concluded that the adoption is

unlikely to have a significant impact on the Group’s results of operations and financial position.

In addition, the following developments may result in new or amended disclosures in the financial statements:

Effective for

accounting periods

beginning on or after

HKFRS 7 Financial instruments: Disclosures 1 January 2007

Amendment to HKAS 1 Presentation of financial statements: 1 January 2007

Capital disclosures
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