




34 Equity settled share-based transactions

Pursuant to a resolution passed at the Annual General Meeting held on 24 June 2002, the share option

scheme established on 8 October 1997 (the ‘‘Old Scheme’’) was terminated and the current share option

scheme (the ‘‘Current Scheme’’) was adopted.

Under the Old Scheme, the directors of the Company may, at their discretion, invite employees, including

executive directors of the Company or any of its subsidiaries, to take up options to subscribe for shares of the

Company. Under the Current Scheme, the directors of the Company may, at their discretion, invite employees,

including executive directors and non-executive directors of the Company, any of its holding companies and

any of their respective subsidiaries and any entity in which the Company or any of its subsidiaries holds any

equity interest, to take up options to subscribe for shares of the Company.

The maximum aggregate number of shares which can be subscribed for pursuant to options that are or may be

granted under the above schemes equals to 10 per cent. of the total issued share capital of the Company as at

the date of adoption of the Current Scheme. Options lapsed or cancelled in accordance with the terms of the

Old Scheme or the Current Scheme will not be counted for the purpose of calculating this 10 per cent. limit.

The consideration payable for the grant of option under each of the Old Scheme and the Current Scheme is

HK$1.00.

For options granted before 1 September 2001 under the Old Scheme, the exercise price of options was

determined by the directors of the Company at their discretion provided that such price may not be set below

a minimum price which is the higher of:

(i) the nominal value of a share; and

(ii) 80 per cent. of the average of the closing price of the share on The Stock Exchange of Hong Kong

Limited (the ‘‘SEHK’’) on the five trading days immediately preceding the date on which the option was

granted.

With effect from 1 September 2001, the SEHK requires that the exercise price of options to be at least the

higher of the nominal value of a share, the closing price of the shares on the SEHK on the date on which the

option was granted and the average closing price of the shares on the SEHK for the five trading days

immediately preceding the date on which the option was granted.

For options granted under the Current Scheme, the exercise price of options shall be determined by the

directors of the Company at their discretion provided that such price may not be set below a minimum price

which is the highest of:

(i) the nominal value of a share;

(ii) the closing price of the shares on the SEHK on the date on which the option was granted; and

(iii) the average closing price of the shares on the SEHK for the five trading days immediately preceding the

date on which the option was granted.
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34 Equity settled share-based transactions (Continued)

Under both the Old Scheme and the Current Scheme, the term of the option is determined by the directors at

their discretion, provided that all options shall be exercised within 10 years after the adoption of the scheme

(in the case of the Old Scheme) and within 10 years after the date on which the option is granted (in the case

of the Current Scheme).

(a) The terms and conditions of the grants that existed during the years are as follows, whereby all

options are settled by physical delivery of shares:

Number of instruments

Vesting conditions

Contractual

life of options2007 2006

Options granted to

directors

— on 25 April 2000 – 1,000,000 50% two years from the

date of grant, 50% five

years from the date of

grant

7 years

— on 22 June 2001 – 250 50% two years from the

date of grant, 50% five

years from the date of

grant

6 years

— on 3 July 2002 300,000 370,000 50% two years from the

date of grant, 50% five

years from the date of

grant

10 years

— on 28 October

2004*

744,175 908,200 40% one year from the

date of grant, 30% two

years from the date of

grant, 30% three years

from the date of grant

10 years

— on 21 December

2004

475,000 515,000 40% one year from the

date of grant, 30% two

years from the date of

grant, 30% three years

from the date of grant

10 years

— on 8 November

2005*

5,685,500 6,465,500 40% one year from the

date of grant, 30% two

years from the date of

grant, 30% three years

from the date of grant

10 years
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34 Equity settled share-based transactions (Continued)

(a) The terms and conditions of the grants that existed during the years are as follows, whereby all

options are settled by physical delivery of shares: (Continued)

Number of instruments

Vesting conditions

Contractual

life of options2007 2006

Options granted to

other employees

— on 26 November

1999

– 1,000,000 50% on date of grant,

50% three years from the

date of grant

8 years

— on 25 April 2000 – 4,858,500 50% two years from the

date of grant, 50% five

years from the date of

grant

7 years

— on 22 June 2001 – 7,542,550 50% two years from the

date of grant, 50% five

years from the date of

grant

6 years

— on 3 July 2002 57,278,204 71,864,350 50% two years from the

date of grant, 50% five

years from the date of

grant

10 years

— on 28 October 2004 123,658,660 156,838,619 40% one year from the

date of grant, 30% two

years from the date of

grant, 30% three years

from the date of grant

10 years

— on 8 November 2005 268,535,750 275,800,490 40% one year from the

date of grant, 30% two

years from the date of

grant, 30% three years

from the date of grant

10 years

Total share options 456,677,289 527,163,459

* The number of shares involved in the options outstanding at the beginning of the year included 164,000 and
780,000 share options granted on 28 October 2004 and 8 November 2005 respectively to Mr Zhang Chenshuang,
who resigned as an executive director of the Company on 9 July 2007.
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34 Equity settled share-based transactions (Continued)

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

The Group

2007 2006

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 29.66 527,163,459 29.76 662,694,250

Exercised 25.89 (64,090,450) 30.11 (132,654,741)

Cancelled 26.78 (584,970) 32.36 (2,876,050)

Expired 41.33 (5,810,750) – –

At 31 December 30.04 456,677,289 29.66 527,163,459

Option vested at 31 December 28.93 370,929,489 30.54 200,201,609

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

was HK$94.04 (2006: HK$51.16).

The options outstanding at 31 December 2007 had exercise prices ranging from HK$22.75 to HK$34.87

(2006: HK$22.75 to HK$45.04) and a weighted average remaining contractual life of 7.2 years (2006:

7.9 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 and 2007.
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35 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 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 13(b)) – – – – – – (11,719) (11,719) – (11,719)
Dividends declared in respect of the year (Note 13(a)) – – – – – – (14,443) (14,443) – (14,443)
Shares issued under share option scheme (Note 35(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 differences – – – – (43) – – (43) – (43)

At 31 December 2006 2,130 383,807 (292,634) 72 (43) 66,961 158,709 319,002 371 319,373

At 1 January 2007 2,130 383,807 (292,634) 72 (43) 66,961 158,709 319,002 371 319,373
Dividends approved in respect of previous year (Note 13(b)) – – – – – – (16,267) (16,267) – (16,267)
Dividends declared in respect of the year (Note 13(a)) – – – – – – (17,821) (17,821) – (17,821)
Shares issued under share option scheme (Note 35(c)(ii)) 6 1,936 (328) – – – – 1,614 – 1,614
Equity settled share-based transactions – – 806 – – – – 806 – 806
Profit for the year – – – – – – 87,062 87,062 117 87,179
Transfer to PRC statutory reserves – – – – – 17,879 (17,879) – – –

Exchange differences – – – – (645) – – (645) – (645)

At 31 December 2007 2,136 385,743 (292,156) 72 (688) 84,840 193,804 373,751 488 374,239
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35 Capital and reserves (Continued)

(b) The Company

Share

capital

Share

premium

Capital

reserve

General

reserve

Exchange

reserve

Retained

profits Total

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

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

Dividends approved in respect of previous year (Note 13(b)) – – – – – (11,719) (11,719)

Dividends declared in respect of the year (Note 13(a)) – – – – – (14,443) (14,443)

Shares issued under share option scheme (Note 35(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 1 January 2007 2,130 383,807 3,031 72 – 65,734 454,774

Dividends approved in respect of previous year (Note 13(b)) – – – – – (16,267) (16,267)

Dividends declared in respect of the year (Note 13(a)) – – – – – (17,821) (17,821)

Shares issued under share option scheme (Note 35(c)(ii)) 6 1,936 (328) – – – 1,614

Equity settled share-based transactions – – 806 – – – 806

Profit for the year – – – – – 50,397 50,397

Exchange differences – – – – (549) – (549)

At 31 December 2007 2,136 385,743 3,509 72 (549) 82,043 472,954

At 31 December 2007, the amount of distributable reserves of the Company amounted to RMB82,115,000,000 (2006: RMB65,806,000,000).
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35 Capital and reserves (Continued)

(c) Share capital

(i) Authorized and issued share capital

2007 2006

HK$ million HK$ million

Authorized:

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

Issued and fully paid:

2007 2006

Equivalent Equivalent

Number of

shares

HK$

million

RMB

million

Number of

shares

HK$

million

RMB

million

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

Shares issued under share

option scheme

(Note 34) 64,090,450 6 6 132,654,741 13 14

At 31 December 20,031,905,590 2,003 2,136 19,967,815,140 1,997 2,130

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.

(ii) Shares issued under share option scheme

During 2007, options were exercised to subscribe for 64,090,450 (2006: 132,654,741) ordinary

shares in the Company at a consideration of HK$1,659,000,000 (equivalent to RMB1,614,000,000)

(2006: HK$3,994,000,000 (equivalent to RMB4,093,000,000)) of which HK$6,000,000 (equivalent

to RMB6,000,000) (2006: HK$13,000,000 (equivalent to RMB14,000,000)) was credited to share

capital and the balance of HK$1,653,000,000 (equivalent to RMB1,608,000,000) (2006:

HK$3,981,000,000 (equivalent to RMB4,079,000,000)) was credited to the share premium

account. HK$315,000,000 (equivalent to RMB328,000,000) (2006: HK$464,000,000 (equivalent

to RMB488,000,000)) 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.
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35 Capital and reserves (Continued)

(d) Nature and purpose of reserves (Continued)

(iii) PRC statutory reserves

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

reserve.

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.

At 31 December 2007, the balances of the general reserve, enterprise expansion fund, statutory

surplus reserve were RMB39,794,000,000 (2006: RMB30,836,000,000), RMB45,019,000,000

(2006: RMB36,098,000,000), RMB27,000,000 (2006: RMB27,000,000) respectively.

(iv) Exchange reserve

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

financial statements of overseas entities. The reserve is dealt with in accordance with the

accounting policies set out in note 1(w).

(e) Capital management

The Group’s primary objectives when managing capital are to maintain a reasonable capital structure

and to safeguard the Group’s ability to continue as a going concern in order to provide returns

for shareholders.

The Group actively and regularly reviews and manages its capital structure, applies financial gearings

rationally, maintains a prudent debt policy and balances between the cost of capital and the financing

risks in order to maintain a reasonable capital structure.

The Group monitors capital on the basis of total debt-to-book capitalization ratio. This ratio is calculated

as total debts (including bills payable, obligations under finance leases, current and non-current interest-

bearing borrowings as shown in the consolidated balance sheet) divided by book capitalization (refer to

the total equity attributable to equity shareholders of the Company as shown in the consolidated

balance sheet and total debts).

As of 31 December 2007, the Group’s total debt-to-book capitalization ratio has decreased from

10.9 per cent. to 8.7 per cent. which is mainly due to the redemption of bonds of RMB3,000,000,000 on

28 October 2007.

Neither the Company nor any of its subsidiaries are subject to externally imposed capital requirements.
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36 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 2007. 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.

2007 2006

Note RMB million RMB million

Property leasing and management services charges (i) 940 804

Telecommunications services charges (ii) 2,477 2,359

Interest paid/payable (iii) 1,279 946

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 is disclosed in note 9.

37 Transactions with other state-controled entities in the PRC

Apart from transactions with the CMCC Group (see note 36), the Group, a state-controled enterprise, conducts

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

governmental 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:

2007 2006

RMB million RMB million

Interconnection revenue 11,201 8,510

Interconnection charges 18,786 16,416

Leased line charges 2,049 1,757
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37 Transactions with other state-controled entities in the PRC (Continued)

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

2007 2006

RMB million RMB million

Accounts receivable and other receivables 629 452

Accounts payable and other payables 1,675 1,846

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

2007 2006

RMB million RMB million

Interest income 3,910 2,584

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

2007 2006

RMB million RMB million

Deposits with banks 109,685 82,294

Cash and cash equivalents 75,438 68,197

38 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 and concentration risk

The Group’s credit risk is primarily attributable to the financial assets in the balance sheet, which mainly

include deposit with banks, accounts receivable and other receivables. The maximum exposure to credit

risk is represented by the carrying amount of those financial assets.

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

Kong and Mainland China. The credit risk on liquid funds is limited as 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 reputations.

The accounts receivable of the Group are primarily comprised of amounts receivable from subscribers.

Accounts receivable from subscribers are spread among an extensive number of subscribers and the

majority of the receivables from subscribers are due for payment within one month from the date of

billing. Other receivables primarily comprise interest receivable from banks, utilities deposits and rental

deposits. Management has a credit policy in place and the exposures to these credit risks are monitored

on an ongoing basis, taking into account the counter parties’ financial position, the Group’s past

experience and other factors. As such, management considers the aggregate risks arising from the

possibility of credit losses is limited and to be acceptable.

Concentrations of credit risk with respect to accounts receivable are limited due to the Group’s customer

base being large and unrelated. As such, management does not expect any significant losses of accounts

receivable that have not been provided for by way of allowances as shown in note 24.

(b) Liquidity risk

According to the Group’s overall capital arrangement, the Group redeemed Five-year Bonds of

RMB3,000,000,000 issued by Guangdong Mobile (see notes 30(c)(ii)).
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38 Financial instruments (Continued)

(b) Liquidity risk (Continued)

The financial position of the Group maintained at a stable level with low debt asset ratio, high interest

coverage ratio, strong cash generating power and sufficient cash reserve.

The Group’s policy is to regularly monitor its liquidity requirements, to ensure that it maintains sufficient

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

The Company strictly monitors the financial activities of its subsidiaries. Unauthorized loans borrowing

and guarantee activities are strictly prohibited by the Company in order to effectively monitor the

financial risks of the Group.

The following table sets out the remaining contractual maturities at the balance sheet date of the Group

and the Company’s financial liabilities, which are based on the undiscounted cash flows (including

interest payments computed using contractual rates or, if floating, based on prevailing rates current at

the balance sheet) and the earlier date the Group and the Company would be required to repay:

The Group

2007

Carrying

amount

Total

contractual

undiscounted

cash flow

Within 1

year or on

demand

More than

1 year but

less than 3

years

More than

3 years but

less than 5

years

More than

5 years

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

Accounts payable 63,927 63,927 63,927 – – –

Bills payable 1,853 1,853 1,853 – – –

Accrued expenses and other

payables 50,860 50,860 50,860 – – –

Interest-bearing borrowings

— Deferred consideration

payable 23,633 31,040 971 1,333 1,333 27,403

— Bonds 9,949 13,204 495 1,039 5,585 6,085

Obligations under finance

leases 68 71 71 – – –

Current taxation 14,261 14,261 14,261 – – –

164,551 175,216 132,438 2,372 6,918 33,488

The Company

2007

Carrying

amount

Total

contractual

undiscounted

cash flow

Within 1

year or on

demand

More than

1 year but

less than 3

years

More than

3 years but

less than 5

years

More than

5 years

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

Accrued expenses and other

payables 17 17 17 – – –

Amount due to a subsidiary 9,949 13,204 495 1,039 5,585 6,085

Amount due to immediate

holding company 196 196 196 – – –

Interest-bearing borrowings 23,633 31,040 971 1,333 1,333 27,403

33,795 44,457 1,679 2,372 6,918 33,488
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38 Financial instruments (Continued)

(b) Liquidity risk (Continued)

The Group

2006

Carrying

amount

Total

contractual

undiscounted

cash flow

Within 1

year or on

demand

More than

1 year but

less than 3

years

More than

3 years but

less than 5

years

More than

5 years

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

Accounts payable 57,240 57,240 57,240 – – –

Bills payable 2,212 2,212 2,212 – – –

Accrued expenses and other

payables 46,130 46,130 46,130 – – –

Interest-bearing borrowings

— Deferred consideration

payable 23,633 38,539 1,279 2,558 2,558 32,144

— Bonds 12,937 16,594 3,552 931 5,801 6,310

Obligations under finance

leases 68 71 71 – – –

Current taxation 9,823 9,823 9,823 – – –

152,043 170,609 120,307 3,489 8,359 38,454

The Company

2006

Carrying

amount

Total

contractual

undiscounted

cash flow

Within 1

year or on

demand

More than

1 year but

less than 3

years

More than

3 years but

less than 5

years

More than

5 years

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

RMB

million

Accrued expenses and other

payables 20 20 20 – – –

Amount due to a subsidiary 12,937 16,594 3,552 931 5,801 6,310

Amount due to immediate

holding company 186 186 186 – – –

Interest-bearing borrowings 23,633 38,539 1,279 2,558 2,558 32,144

36,776 55,339 5,037 3,489 8,359 38,454

(c) Interest rate risk

The Group has interest rate risk as certain existing interest-bearing borrowings variable rate and

therefore expose the Group to cash flow interest rate risk. These borrowings mainly include bonds issued

in 2001 and deferred consideration for the acquisition of subsidiaries in 2002 and 2004. The interest

rates and terms of repayment of the interest-bearing borrowings of the Group are disclosed in note 30.
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38 Financial instruments (Continued)

(c) Interest rate risk (Continued)

The following table set out the interest rate profile of the Group’s floating interest bearing borrowings at

the balance sheet date.

The Group The Company

2007 2006 2007 2006

Effective

interest

rate

RMB

million

Effective

interest

rate

RMB

million

Effective

interest

rate

RMB

million

Effective

interest

rate

RMB

million

2001 Bonds 4.43% 5,000 4.00% 5,000 – – – –

Deferred

consideration for

acquisition of

subsidiaries in 2002 5.42% 9,976 4.21% 9,976 5.42% 9,976 4.21% 9,976

Deferred

consideration for

acquisition of

subsidiaries in 2004 5.41% 13,657 4.01% 13,657 5.41% 13,657 4.01% 13,657

As of 31 December 2007, if the base interest rate for the Peoples Bank of China increases by 1 per cent.,

the effective interest rate for bonds would increase by 1 per cent., and the profit for the year and total

equity would decrease by RMB37,500,000 (2006: RMB34,000,000).

As of 31 December 2007, if the two-year US dollar LIBOR swap rate interest rate per annum decreased

by 1 per cent., the effective interest rate for deferred consideration would decrease by 1 per cent., and

the profit for the year and total equity would increase by RMB236,000,000 (2006: RMB236,000,000).

The sensitivity analysis above has been determined assuming that the change in interest rates had

occurred at the balance sheet date and had been applied to the exposure to interest rate risk for

financial instruments in existence at that date. The assumption of increase of interest rate of Peoples

Bank of China and decrease of two-year US dollar LIBOR swap rate represents management’s estimation

of a reasonably possible change over the period until the next interest rate re-pricing date.

As of 31 December 2007, total cash and bank balances of the Group amounted to

RMB188,544,000,000 (2006: RMB153,461,000,000), the interest income for 2007 was

RMB4,015,000,000 (2006: RMB2,604,000,000) and the average interest return rate was 2.35 per cent.

(2006: 2.00 per cent.). Assuming the total cash and bank balances are stable in the coming year and

return rate increases by 1 per cent., the profit for the year and total equity would approximately increase

by RMB1,433,000,000 (2006: RMB1,061,000,000).

On the whole, interest rate risk of the Group is expected to be low due to the high volume cash and

cash equivalent base and low level of floating rate debts. The Group consistently monitors the current

and potential fluctuation of interest rates to monitor the interest risk on a reasonable level.

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. As the amount of the Group’s foreign currency

represented 4.3 per cent. (2006: 3.8 per cent.) of the total cash and cash equivalent balance and major

business operations of the Group were carried out in RMB, the Group does not expect any appreciation

or depreciation of the RMB 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.
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38 Financial instruments (Continued)

(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:

2007 2006

Carrying

amount Fair value

Carrying

amount Fair value

RMB million RMB million RMB million RMB million

The Group

Interest-bearing borrowings

— bonds 9,949 9,404 12,937 13,218

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

deduction for transaction costs.

39 Commitments

(a) Capital commitments

Capital commitments outstanding at 31 December 2007 not provided for in the financial statements

were as follows:

The Group The Company

2007 2006 2007 2006

RMB million RMB million RMB million RMB million

Commitments in respect of land and

buildings

— authorized and contracted for 2,642 1,119 – –

— authorized but not contracted for 10,346 6,604 – –

12,988 7,723 – –

Commitments in respect of

telecommunications equipment

— authorized and contracted for 13,424 9,361 – –

— authorized but not contracted for 71,817 51,688 – –

85,241 61,049 – –

Total commitments

— authorized and contracted for 16,066 10,480 – –

— authorized but not contracted for 82,163 58,292 – –

98,229 68,772 – –
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39 Commitments (Continued)

(b) Operating lease commitments

At 31 December 2007, the total future minimum lease payments under non-cancellable operating leases

are payable as follows:

The Group The

Company

Land and

buildings,

and others

Land and

buildings Leased lines Others Total

RMB million RMB million RMB million RMB million RMB million

At 31 December 2007:

Within one year 3,099 1,045 665 4,809 12

After one year but

within five years 6,313 1,253 495 8,061 5

After five years 2,191 350 63 2,604 –

11,603 2,648 1,223 15,474 17

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

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

operating leases. None of the leases include contingent rentals.

40 Non-adjusting post balance sheet events

After the balance sheet date the directors proposed an ordinary dividend and a special dividend. Further details

are disclosed in note 13(a).

41 Ultimate holding company

The directors consider the ultimate holding company at 31 December 2007 to be China Mobile

Communications Corporation, a company incorporated in the PRC.
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42 Accounting estimates and judgements

Key sources of estimation uncertainty

Notes 17, 18 and 38 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 aging 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 assets

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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43 Possible impact of amendments, new standards and interpretations
issued but not yet effective for the annual accounting year ended
31 December 2007

Up to the date of issue of these financial statements, the IASB/HKICPA have issued a number of amendments,

new standards and interpretations which are not yet effective for the year ended 31 December 2007 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 of them is unlikely to have a significant impact on the Group’s results of operations and financial

position except for IFRIC/HK(IFRIC)-Int 13, Customer loyalty programmes, which addresses the accounting by

companies that grant loyalty award credits (sometimes referred to as ‘points’) to customers who buy goods or

services. It requires the award to be accounted for as a separate component of the sale transaction, with the

fair value of the award being deferred until the obligation to provide free or discounted goods or services has

been redeemed. IFRIC/HK(IFRIC)-Int 13 is effective for annual periods beginning on or after 1 July 2008, with

early application permitted. The Group intends to adopt this interpretation in the 2009 financial year and is

assessing the impact of this interpretation on the Group’s result of operation and financial position.

In addition, IAS/HKAS 1 (revised), Presentation of financial statements, which is effective for annual periods

beginning on or after 1 January 2009, may result in new or amended disclosures in the financial statements.
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Results

2007 2006 2005 2004 2003

Note RMB million RMB million RMB million RMB million RMB million

Operating revenue

Usage fees 226,488 189,710 156,710 128,534 111,027

Monthly fees 20,856 21,629 25,055 24,760 20,666

Value-added services fees 91,609 69,309 50,187 30,236 16,205

Other operating revenue 18,006 14,710 11,089 8,851 10,706

356,959 295,358 243,041 192,381 158,604
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

Operating expenses

Leased lines 2,330 2,451 3,224 3,861 4,914

Interconnection 21,500 18,783 15,309 12,072 12,868

Depreciation 2 67,354 64,574 56,368 44,186 36,488

Personnel 2 18,277 16,853 14,200 9,972 7,700

Other operating expenses 2 123,430 100,772 80,254 62,811 43,431

232,891 203,433 169,355 132,902 105,401
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

Profit from operations 2 124,068 91,925 73,686 59,479 53,203

Amortization of goodwill – – – (1,930) (1,850)

Other net income 2,323 2,872 3,284 3,167 2,464

Non-operating net income 657 285 499 548 246

Interest income 4,015 2,604 1,615 1,014 807

Finance costs (1,825) (1,510) (1,346) (1,679) (2,099)

Profit before taxation 129,238 96,176 77,738 60,599 52,771

Taxation (42,059) (30,062) (24,149) (18,828) (17,224)

Profit for the year 87,179 66,114 53,589 41,771 35,547

Equity shareholders of the

Company 87,062 66,026 53,549 41,749 35,556

Minority interests 117 88 40 22 (9)

Profit for the year 87,179 66,114 53,589 41,771 35,547
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Assets and liabilities

2007 2006 2005 2004 2003

Note RMB million RMB million RMB million RMB million RMB million

Property, plant and

equipment 2 257,170 218,274 216,505 212,459 167,177

Construction in progress 2 47,420 52,436 34,201 30,510 27,789

Land lease prepayments 2 8,383 7,675 7,243 6,333 5,008

Goodwill 2 36,894 36,894 35,300 35,300 34,373

Other intangible assets 469 700 – – –

Interest in associates – – – – 16

Deferred tax assets 5,445 7,113 6,625 4,068 3,263

Other financial assets 77 77 77 77 77

Deferred expenses – – – 96 143

Net current assets/(liabilities) 52,682 30,900 11,122 (17,757) (8,693)

Total assets less current

liabilities 408,540 354,069 311,073 271,086 229,153

Interest-bearing borrowings (33,582) (33,574) (36,545) (36,633) (29,383)

Deferred revenue, excluding

current portion (597) (930) (1,324) (944) (688)

Deferred tax liabilities (122) (192) (97) (105) (97)

Net assets 374,239 319,373 273,107 233,404 198,985

Notes:

(1) The above tables summarize the results of the Group for the years ended 31 December 2003, 2004, 2005, 2006 and 2007,
together with the Group’s assets and liabilities as at 31 December 2003, 2004, 2005, 2006 and 2007.

The Group’s results for the years ended 31 December 2003, 2004, 2005, 2006 and 2007 include the results of the Company
and its subsidiaries for the period from 1 January or the date of incorporation or acquisition, if later, to 31 December of the
year.

(2) HKICPA has issued a number of new and revised HKFRSs that are effective or available for early adoption for accounting
periods beginning on or after 1 January 2005. Figures for 2003 to 2004 have been adjusted for these new and revised
policies in accordance with the transitional provisions. Earlier years have only been restated to the extent that the new
accounting policies are adopted retrospectively.
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This glossary contains certain definitions and other terms as they relate to the Company and the Group and as they

are used in the Annual Report. These definitions may, or may not, correspond to standard industry definitions.

Average number of subscribers

The average number of subscribers is the weighted

average of the number of subscribers in each calendar

month in that year. In this annual report, the average

number of subscribers is used to calculate indicators

such as Average Minutes of Usage Per User Per Month

(MOU) and Average Revenue Per User Per Month

(ARPU).

Color ring

‘‘Color Ring’’ is the business of replacing the normal

answer ring tone heard by the calling party when

making a call with a wide variety of colorful songs,

melodies, sound effects or voice recordings.

GSM

Global System for Mobile Communications, a pan-

European mobile telephone system based on digital

transmission and cellular network architecture with

roaming capability. GSM is the standard accepted in

most of Europe, the Middle East, Africa, Australia and

Asia (with the exception of, among others, Japan and

South Korea).

Interconnection

The establishment of effective communication links

between telecommunications networks so as to permit

the subscribers of a telecommunications service operator

to communicate with the subscribers of another

telecommunications service operator or to utilize the

telecommunications services provided by another

telecommunications service operator.

MMS

Multimedia Messaging Service (MMS). MMS is capable

of delivering messages combining animated color

pictures, sounds, text and motion pictures. MMS is a

mobile data service launched after SMS.

Fetion

Instant messaging business provided by the Group which

enables subscribers to communicate instantly through

various means including SMS to chat, date or for

interactive entertainment.

Mobile music

A business which provides musical services to subscribers

through mobile telecommunications networks. Currently

it mainly consists of ‘‘Color Ring’’, ‘‘Ringtone Download’’

and ‘‘IVR for Mobile Music’’

M-zone

A customer brand introduced by the Group that targets

the critical youth market. Customer usage is encouraged

and regular usage patterns for telecommunications

services are cultivated through offerings of bundled

voice and mobile data services, which enable users to

follow trends in fashion, entertainment and leisure, and

to more readily socialize with their peers.

Mobile paper

A business developed through cooperation between the

Group and mainstream media which provides customers

with updated information (including contents such as

news, sports, entertainment, cultural activities and

lifestyle) through MMS and WAP, etc.

Penetration rate

The total number of subscribers (including the estimated

subscribers using the services of other operators) divided

by the total population within a designated area.

Roaming

A service which allows a subscriber to use his or her

handset while outside of his or her home location.

Roaming requires an agreement between operators in

order to permit subscribers to access the other operator’s

system.
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