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Consolidated

Results of Operations

1999 1998

RMB Million RMB Million

Operating Revenue (Turnover) 38,623 26,345

Profit Attributable to Shareholders 4,797 6,900

Basic Earnings Per Share RMB40 cents RMB59 cents

EBITDA 21,603 12,869

Profit Attributable to Shareholders

(before write-down and write-off

of TACS network equipment, net

of associated income taxes) 10,320 7,088

Basic Earnings Per Share

(before write-down and write-off

of TACS network equipment, net

of associated income taxes) RMB86 cents RMB60 cents
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* Data for the per iod from 1996
th rough  1997  a s sumes  t h a t
Guangdong Mobile Communication
Company Limited and Zhejiang Mobile
Communication Company Limited
were included in the Group dur ing
that entire period.



The Group provides mobile communication

services in Guangdong, Zhejiang, Jiangsu,

Fujian, Henan and Hainan provinces in the

People’s Republic of China.
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China Telecom (Hong Kong) Limited (the “Company” or, including its subsidiaries, the “Group”)

was incorporated in Hong Kong on 3 September 1997.  It was listed on the New York Stock

Exchange and the Stock Exchange of Hong Kong on 22 October 1997 and 23 October 1997,

respectively.  The Company was admitted as a constituent stock of the Hang Seng Index in

Hong Kong on 27 January 1998. The Company is rated BBB by Standard and Poor’s and Baa2

by Moody’s.

The Company wholly owns Guangdong Mobile Communication Company Limited

(“Guangdong Mobile”), Zhejiang Mobile Communication Company Limited (“Zhejiang

Mobile”), Jiangsu Mobile Communication Company Limited (“Jiangsu Mobile”), Fujian Mobile

Communication Company Limited (“Fujian Mobile”), Henan Mobile Communication Company

Limited (“Henan Mobile”), and Hainan Mobile Communication Company Limited (“Hainan

Mobile”), and provides mobile communication services in Guangdong, Zhejiang, Jiangsu, Fujian,

Henan and Hainan provinces in the People’s Republic of China (“P.R. China”) through these six

subsidiaries.

As of 31 December 1999, the Group had a total of 20,243 employees and an aggregate mobile

telecommunications subscriber base of 15.621 million, representing 36.1 per cent of all mobile

telephone subscribers in mainland China at the end of 1999.

The Company’s major shareholder is China Telecom (Hong Kong) Group Limited which

indirectly held an equity interest of approximately 75 per cent in the Company at 31

December 1999 through a wholly-owned subsidiary, China Telecom Hong Kong (BVI) Limited.

The remaining approximately 25 per cent equity interest in the Company was held by public

investors.
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Mr. Li Ping

Mr. Wang Xiaochu

Mr.Ding Donghua

Executive Directors

Mr. Wang Xiaochu , age 42, Chairman and President of the Company. Mr. Wang is in charge of

the overall management of the Company. Prior to joining the Company, Mr. Wang served as the

Director General of the Tianjin Posts and Telecommunications Administration. He also served

as Director and Deputy Director of the Hangzhou Telecommunications Bureau in Zhejiang

Province. He was responsible for the development of China Telecom’s telephone network

management systems and various other information technology projects. Mr Wang graduated

from the Beijing University of Posts and Telecommunications in 1980 and has over 19 years of

management experience in the telecommunications industry.

Mr. Li Ping, age 46, Vice Chairman, Executive Vice President and Joint Company Secretar y of

the Company. Mr. Li is in charge of the Company’s business operations and investor relations.

He has served as Deputy Director General of the Directorate General of Telecommunications

(“DGT’’), and Deputy Director General of the Heilongjiang Posts and Telecommunications

Administration. He graduated from the Beijing University of Posts and Telecommunications in

1976 and received an MBA degree from the State University of New York in 1989. Mr. Li has

over 21 years’ operational and management experience in the telecommunications industry.

Mr. Ding Donghua, age 63, Director and Chief Financial Officer of the Company. Mr. Ding is in

charge of the financial management of the Company. He was previously the Chief Economist,

Chief Accountant, Deputy Chief Economist and Department Director of the Guangdong Posts

and Telecommunications Administration. He graduated from the Beijing University of Posts and

Telecommunications in 1961 and has 38 year s’ management exper ience in the

telecommunications industry, as well as in economics and finance.

Biographical Details of Directors and Senior Management
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Mr. He Ning

Mr. Xu Long

Mr. Li Gang

Mr. Li Gang , age 43, Director of the Company. Mr. Li is responsible for the mobile

telecommunications operations in Guangdong Province. He is also the Vice Chairman and

President of Guangdong Mobile . Mr. Li previously served as the Chief of the Network

Maintenance Division and a Deputy Chief of the Telecommunications Division of the

Guangdong PTA. Mr. Li graduated from Beijing University of Posts and Telecommunications in

1985 and has over 26 years of experience in the telecommunications industry.

Mr. Xu Long , age 43, Director of the Company. Mr. Xu is responsible for the mobile

telecommunications operations in Zhejiang Province. He is also the Chairman and President of

Zhejiang Mobile. Mr. Xu previously served as a Deputy Director General of the Zhejiang PTA,

the Director of the General Office of the Zhejiang PTA, the President of Zhejiang Nantian

Posts and Telecommunications Group Company and a Deputy Director of the Shaoxing Posts

and Telecommunications Bureau in Zhejiang Province . Mr. Xu graduated from Zhejiang

University of Broadcasting and Television in 1985. He is a senior economist and has over 21

years of experience in the telecommunications industry.

Mr. He Ning , age 38, Director of the Company. Mr. He is responsible for the mobile

telecommunications operations in Jiangsu Province. He is also the Chairman and President of

Jiangsu Mobile. Mr. He previously ser ved as a Deputy Director General of the Jiangsu PTA, the

Director and Deputy Director of the Jiangsu Mobile Communications Bureau, and Deputy

Director of the Zhenjiang Posts and Telecommunications Bureau in Jiangsu Province . He

graduated from the Nanjing Institute of Posts and Telecommunications in 1983, and has 16

years of experience in the telecommunications industry.

Biographical Details of Directors and Senior ManagementBiographical Details of Directors and Senior Management
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Mr.Yuan Jianguo

Mr. Wei YipingMr. Liu Ping

Mr. Liu Ping, age 54, Director of the Company. Mr. Liu is responsible for the mobile

telecommunications operations in Fujian Province. He is also the Chairman and President of

Fujian Mobile Communication Company Limited. Mr. Liu previously served as the Deputy

Director of the Fujian Posts and Telecommunications Administration and Director of the

Fuzhou Posts and Telecommunications Bureau. He graduated from the Nanjing Institute of

Posts and Telecommunications in 1985, and has 22 years’ experience in the telecommunications

industry.

Mr. Yuan Jianguo, age 49, Director of the Company. Mr. Yuan is responsible for the mobile

telecommunications operations in Henan Province. He is also the Chairman and President of

Henan Mobile Communication Company Limited. Mr. Yuan previously served as the Deputy

Director of the Henan Posts and Telecommunications Administration, and as Director and

Deputy Director of the Henan Mobile Communications Bureau. He holds a Masters degree in

Economics Law from Chinese Academy of Social Sciences, and has 29 years’ experience in the

telecommunications industry.

Mr. Wei Yiping, age 48, Director of the Company. Mr. Wei is responsible for the mobile

telecommunications operations in Hainan Province. He is also the Chairman and President of

Hainan Mobile Communication Company Limited. Mr. Wei previously served as the Deputy

Director of the Hainan Posts and Telecommunications Administration, and as Director of the

Sanya Posts and Telecommunications Bureau. He graduated from Xi’an Foreign Languages

Institute in 1976, and has 29 years’ experience in the telecommunications industry.

Biographical Details of Directors and Senior Management
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Mr. Antony
Leung Kam Chung

Mr. Cui Xun

Professor Arthur
Li Kwok Cheung

Non-executive Directors

Mr. Cui Xun , age 61, Vice Chairman of the Company. Mr. Cui is also the Director General of

the Guangdong PTA and the Chairman of Guangdong Mobile. He has served as Deputy

Director General and Chief Engineer of the Guangdong PTA as well as Chief Engineer, Deputy

Director and Deputy Chief Engineer of the Guangzhou Telecommunications Bureau in

Guangdong Province. Mr. Cui gr aduated from the Beijing Univer sity of Posts and

Telecommunications in 1962. He has 37 years of experience in the telecommunications

industry.

Independent Non-executive Directors

Professor Arthur Li Kwok Cheung, age 54, Director. Professor Li is the Vice Chancellor of the

Chinese University of Hong Kong, a Non-Executive Director of Glaxo Wellcome plc, a Director

of the Bank of East Asia Limited and a Non-Executive Director and Chairman of the Board of

Regal Hotel Group plc. He holds a doctorate degree in medicine from Cambridge University

and an honorary doctorate degree in science. He previously served as Board Member of the

Hong Kong Hospital Authority and President of the College of Surgeons of Hong Kong.

Professor Li has been an Advisor on Hong Kong Affairs to the People’s Republic of China, a

Member of the Basic Law Consultative Committee, a Member of the Preparatory Committee

of the Hong Kong Special Administrative Region of the National People’s Congress, a Member

of the Selection Committee of the First Government of the Hong Kong Special Administrative

Region. Professor Li is a Committee Member of the Ninth Annual Chinese People’s Political

Consultative Conference.

Mr. Antony Leung Kam Chung, age 48, Director. Mr. Leung is the Chairman for Asia Pacific of

the Chase Manhattan Bank. He graduated from the University of Hong Kong and completed

the Advanced Management Program at the Harvard Business School. Mr. Leung’s public service

appointments include Member of the Executive Council of the Hong Kong Special

Administrative Region, Chairman of the Education Commission and Member of the Exchange

Fund Advisory Committee.

Biographical Details of Directors and Senior Management
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1999 was an extraordinar y year for China Telecom (Hong Kong) Limited. The Company

successfully concluded a follow-on equity and global bond offering in November, and thereafter

acquired 100% ownership of Fujian Mobile, Henan Mobile, and Hainan Mobile, extending the

Group’s business coverage to six provinces in China and reaching a total combined population

of 320 million. During the past year, the Group’s business grew rapidly in terms of both

subscriber base and network usage volume, achieving strong growth and maintaining its leading

market position in the six provinces. As of 31 December 1999, the Group’s aggregate

subscriber base reached 15.621 million, representing a growth rate of 139.2 per cent from the

Group’s subscr iber base of 6.531 million at the end of 1998, and 72.5 per cent from the

Group’s pro forma combined* subscriber base of 9.056 million at the end of 1998. The pro

forma total accrued minutes of usage volume of the Group’s subscribers in 1999 was 56.158

billion minutes, representing a growth rate of 60.9 per cent from the pro forma combined

34.895 billion aggregate minutes of usage volume in 1998. According to the Group’s estimates,

the Group’s weighted average aggregate market share was 87.4 per cent in the six provinces,

accounting for 36.1 per cent of the mainland China cellular telecommunications market as a

whole at the end of 1999.

The Group’s financial results were equally impressive. In 1999, the Group recorded audited

consolidated turnover of RMB38,623 million (HK$36,266 million), representing an increase of

46.6 per cent over the previous year. EBITDA was RMB21,603 million (HK$20,285 million),

representing an increase of 67.9 per cent over the previous year. To accommodate the

development of new technologies and businesses, the Group has written-down and written-off

its analog mobile telecommunications assets. Profit attributable to shareholders after the write-

down and wr ite-off of the analog assets totaled RMB4,797 million (HK$4,504 million),

representing a decline of 30.5 per cent over the previous year, and basic earnings per share

was RMB0.40 (HK$0.38). Profit attributable to shareholders for 1999 before the write-down

and write-off of the Group’s analog mobile telecommunications assets totalled RMB10,320

million (HK$9,690 million), representing an increase of 45.6 per cent over the previous year,

and basic earnings per share before such write-down and write-off was RMB0.86 (HK$0.81).

* The Group’s current str ucture

was established in November

1999 following the completion of

its acquisition of Fujian Mobile,

Henan Mobi le , and Hainan

Mobile . For ease of comparison,

unless otherwise specified, the

pro forma combined results of

oper ations descr ibed herein

assume that the current Group

str ucture existed dur ing al l

periods discussed.
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By the end of 1999, according to our understanding, the reform and restructuring of mainland

China’s telecommunications industr y that has been under way for two years was substantially

completed and the separation of regulatory responsibilities and enterprise was more clear ly

apparent. The Group acted on this oppor tunity to rationalize and clarify its relations with

regulator y and other governmental author ities. In 1999, the Group also continued to

implement its overall development strategy of organic and external growth. With respect to

organic growth, through enhanced operations management the Group has improved its

revenue and cost structure and operating efficiency, maintaining EBITDA margin above 50 per

cent. Concurrently, the Group achieved increased network utilization rates and productivity,

decreased leased line expense and reduced cost per new added network capacity. While

continuing to reduce its bad debt ratio, the Group also maintained a reasonably low churn rate.

In 1999, the Company applied for credit ratings from Standard & Poor’s and Moody’s. With its

solid credit fundamentals, the Company obtained a ranking of BBB (equal to China’s sovereign

rating) from Standard & Poor’s and Baa2 from Moody’s.

The Group is aggressively pursuing external growth. In November, the Company launched a

follow-on US$2 billion equity offer ing and a US$600 million 5-year global bond offering. The

share offering was 2.23 times over subscribed and the global bond offering was 4.00 times

over subscribed. The Company successfully raised approximately US$2.6 billion in new

financing and, with the approval of its independent shareholders, issued an additional US$3.95

billion in new shares to its parent company at the public equity offering price and, along with

the proceeds from the follow-on equity and global bond offerings, the Company concluded its

acquisition of Fujian Mobile, Henan Mobile, and Hainan Mobile , for a total consideration of

HK$49.715 billion (US$6.4 billion). The highly successful follow-on equity and global bond

offerings were recognized as the best equity and debt deals of 1999 by five renowned financial

journals, IFR Asia, Euromoney, Asia Money, Finance Asia and Financial Intelligence Asia.

In 1999, Messrs. Li Gang, Xu Long, Liu Ping, Yuan Jianguo and Wei Yiping joined the Company’s

Board of Directors, bringing renewed vigor to the Board. They are the Company’s Executive

Directors and the Presidents of the Company’s mainland China operating subsidiar ies,

respectively. Their addition to the Board of the Company fur ther rationalizes the Group’s

corporate structure. On behalf of the entire Board of Directors, I warmly welcome these five

gentlemen and express sincere thanks to Messrs. Shi Cuiming, Chen Zhaobin, Lu Errui, Zhu

Jianhua, Hu Wangshan and Zhang Bingyin, our depar ting Directors, for their past contributions

to the Group.
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In light of the Group’s acquisition of Fujian Mobile, Henan Mobile, and Hainan Mobile, and

considering the increased number of subsidiaries and enlarged scale of operations, the Board

considers it necessary and desirable that the Group retain sufficient available funds to suppor t

network development and integration and sustain a rapid pace of growth. In addition, at a time

when mobile telecommunications technologies are developing apace, the Board considers it

necessary and desirable that the Group retain available capital to supplement investments and

develop new wireless applications and businesses, in the interest of realizing even better

returns to our shareholders. Accordingly, the Board of Directors does not recommend the

payment of a dividend for the year ended 31 December 1999.

Given the rapid development of mobile telecommunications technologies and the potentially

limited life cycle of the Group’s TACS network equipment, the Board has decided to accelerate

the enhancement of technology and endeavour to assist the migration of our TACS subscribers

to the GSM network, resulting in the wr iting-down and writing-off of the TACS network

equipment. The Board believes that this decision will optimize the structure and enhance the

quality of the Group’s assets, and promote the potential development of its wireless data and

wireless multimedia businesses, thereby enhancing the Company’s operational and competitive

flexibility.

As we enter the new millennium, the Y2K issues that required the Company’s close attention

have been successfully resolved according to plan. By 31 December 1999, the entire project

had been successfully and timely concluded. To date, the Group has traversed Y2K high-risk

dates smoothly and safely.

In this new millennium, as information technologies add impetus to the forces of globalization,

the telecommunications industry, with its immense growth potential, is expected to increasingly

emerge as a core industr y. According to our estimates, mainland China’s cellular

telecommunications market grew at an average compound annual rate of 84 per cent during

the last three years. However, the overall cellular penetration rate in mainland China was only

about 3.4 per cent at the end of 1999. I believe that mainland China is one of the world’s most

significant mobile telecommunications markets in terms of its growth potential. The substantial

completion of the reform and restructuring of China’s telecommunications industry has given

shape to a more fair, orderly, transparent and healthy telecommunications market. With its

robust financial profile, advanced network infrastructure, stable market position and sound

management expertise , the Group’s competitive advantages are quite apparent. Looking

forward, I am fully confident of the Group’s bright future.
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The Group will continue its customer-oriented management philosophy centered on providing

high quality telecommunications ser vices tailored to subscriber needs, with the primary goal of

maximizing shareholder value. The Group’s development strategy will continue to emphasize

both organic and external growth. To enhance external growth, we will continue exploring

oppor tunities to acquire high-quality telecommunications assets in mainland China. To achieve

organic growth, we will endeavor to apply management and operating standards consistent

with international best practice in the telecommunications industry and r un the Group’s

businesses in a professional manner. We will optimize operations in the six provinces with a

view toward maximizing enterprise value. The Group will continue enhancing its existing

integrated network, while concurrently actively following the development of 2.5G and 3G

mobile telecommunications technologies. The Group has been spot testing WAP and GPRS

technologies, in preparation for the broad application of 2.5G and 3G mobile technologies at

an appropriate time in the future, in order to bring a range of new services to the market and

realize our tr ansformation from a mobile telecommunications provider to a wireless

multimedia ser vices carrier. As always, we appreciate talent, respect knowledge and ability, and

promote professionalism, internationalization and localization. We seek to encourage individual

initiative, and will continue to endeavor to transform the Group into a truly world-class

telecommunications company.

Wang Xiaochu

Chairman and President

13 April 2000
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Introduction

The Group achieved rapid organic and external growth in 1999. The Group’s mobile

telecommunications coverage expanded to six provinces and total usage volume increased in

line with the rapid expansion of the Group’s subscr iber base. The expanded geographic

coverage of our network, improvements in voice transmission quality, and development of new

technologies and services ensured the Group’s continued status as the market leader.

Subscriber Base

The Group’s subscriber base in the Guangdong, Zhejiang, Jiangsu, Fujian, Henan, and Hainan

mobile markets has grown rapidly. At the end of 1999, the Group’s aggregate subscriber base

reached 15.621 million (excluding 128,000 prepaid card users), representing an increase of

6.565 million subscribers and a growth rate of 72.5 per cent over the pro forma combined

subscriber base of 9.056 million at the end of 1998. As shown in Figure 1, of the Group’s total

new subscribers, Guangdong

Mobile , Zhejiang Mobile ,

Jiangsu Mobile, Fujian Mobile ,

Henan Mobile and Hainan

Mobile accounted for 2.329

million, 1.351 million, 927,000,

1.082 million, 805,000 and

71,000, respectively, reflecting

year-to-year increases of 64.3

per cent, 89.7 per cent, 66.2

per cent, 75.9 per cent, 87.0

per cent and 40.5 per cent, respectively. Figure 2 shows the 1999 year-end subscriber number

for each province, and such number as a percentage of the Group total subscriber base.
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Since 1996, the Company has achieved a pro forma combined compound annual growth rate

of 71.3 per cent in total subscriber base (see Figure 3). The 1999 combined subscriber growth

rate for Fujian Mobile , Henan Mobile and Hainan Mobile, the three provincial mobile

companies that the Group

acquired on 12 November

1999, was 77.5 per cent. As

the Group’s average cellular

penetration rate of 5.5 per

cent in the six provinces is

relatively low compared to

those  o f  o the r  ma jo r

international markets, the

Group bel ieves there is

significant potential for future

growth. In par ticular, the Group believes that increased competition in mainland China’s

telecommunications market, despite having reduced the Group’s market share, has stimulated

overall growth in the demand for mobile telecommunications ser vices, thereby resulting in

fur ther growth to the Group’s subscriber base.

Usage Volume

The Group’s 1999 pro forma combined aggregate subscriber usage volume reached 56.158

billion minutes (see Figure 4), representing an increase of 21.263 billion minutes, or 60.9 per

cent, from the pro forma aggregate subscriber usage volume of 34.895 billion minutes in 1998.

Guangdong Mobile, Zhejiang Mobile and Jiangsu Mobile accounted for 24.88 billion minutes,

9.75 billion minutes, and 6.99

bill ion minutes, respectively,

representing increases of 69.4

per cent, 70.2 per cent and 52.6

per cent, respectively, over 1998.

Fujian Mobile, Henan Mobile and

Hainan Mobile accounted for

8.55 billion minutes, 4.91 billion

minutes and 1.07 billion minutes,

respect ive l y, represent ing

increases of 55.3 per cent, 41.9

per cent and 15.5 per cent, respectively, over 1998. Figure 5 shows the relative percentage

contribution of each of the six operating subsidiaries to the Group’s pro forma combined

aggregate subscriber usage volume.
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Based on the pro forma combined figures from 1996 through 1999, total subscriber usage

volume grew at a compound annual rate of 54.8 per cent for the period, in line with the rapid

expansion of the Group’s subscr iber base, which has contributed to the Group’s revenue

growth.

Monthly Average Minutes of Usage and Revenue Per User

The Group’s pro forma combined average minutes of usage per user per month (“MOU”)

decreased from 398 minutes in 1998 to 383 minutes in 1999, representing a 3.8 per cent

decline. Guangdong Mobile’s MOU was 429 minutes, representing a 7.3 per cent increase from

400 minutes in 1998; MOU for Zhejiang Mobile, Jiangsu Mobile, Fujian Mobile, Henan Mobile

and Hainan Mobile was 376 minutes, 320 minutes, 376 minutes, 310 minutes and 436 minutes,

respect ively, represent ing

declines of 5.0 per cent, 4.4 per

cent, 10.6 per cent; 29.3 per cent

and 16.6 per cent, respectively.

See Figure 6 for the trend of the

Group’s pro forma combined

MOU from 1996 to 1999. Figure

7 shows the declining trend in

pro forma combined monthly

aver age usage fees per user

(“AUPU”).

A comparison of Figure 6 and Figure 7 shows that both AUPU and MOU have a declining

trend. The substantial increase in low-end customers within the subscriber base has

contr ibuted to the decline in

MOU, which has resulted in a

decline in AUPU. In addition,

adjustments in the international

and domestic long distance tariffs

is another reason for the decline

in AUPU.
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The Group’s management believes that the decline in MOU is usual and in accordance with

the exper iences of mobile telecommunications companies operating in other countries.

Different from the above trend, Guangdong Mobile’s increased MOU resulted from newly

offered Value Added Services (“VAS”), and an adjustment of the monthly usage fee from

RMB100 to RMB50, in 1999. The Group believes that its efforts in developing new VAS, with

par ticular emphasis on wireless data applications, may help to maintain the Group’s MOU and

AUPU at relatively high levels and reverse or mitigate the declining trend.

Churn Rate and Bad Debts

The Group’s pro forma combined churn rate was 4.59 per cent in 1999. For a historical

analysis by province, see Figure 8. The Group believes that the changing trend in the churn rate

during the 1996 through 1999 period was in line with the experiences of other international

mobile telecommunications companies. In addition, the upward trend in the churn rate was

attr ibutable, in par t, to the Group’s tightened credit control policies. The policy requiring

temporar y suspension of service

where accounts are delinquent for

one month; the making of 100 per

cent provision for accounts that are

overdue for three or more months

in the Group’s financial records; and

the compulsor y termination of

ser vices where accounts are

overdue for six or more months,

has contr ibuted to the favorable

declining trend in the Group’s total

bad debt ratio (bad debt provision

expressed as a percentage of

oper ating revenue , excluding

connection fees), as shown in

Figure 9. By conducting thorough

credit reviews of new customers

and promoting prepaid card

services for low-end users, the

Group believes that bad debts and

churn rate can be maintained at a

reasonably low level.

The GroupZhejiang Jiangsu Fujian Henan HainanGuangdong

1999199819971996
0

2

4

6

8

10

12

14

16

18

20

%
Figure 8 Churn Rate

1999199819971996

%

The GroupZhejiang Jiangsu Fujian Henan HainanGuangdong

Figure 9 Bad Debt Ratio

1

2

3

4

5

6

7

8

9

10

11

12



Business Review

China Telecom (Hong Kong) Limited 17

Sales

The Group’s distr ibution network consisted of 9,175 sales outlets at the end of 1999, including

8,725 authorized dealer s and 450 wholly-owned sales outlets, representing 95 per cent and

five per cent of the overall distribution network, respectively. By admitting a significant number

of authorized dealers, the Group believes it can more efficiently use external resources to

expand distribution channels. In 1999, authorized independent dealers procured more than 80

per cent of all new subscribers, ensuring effective distribution and ready brand recognition.

While aggressively expanding the network of authorized independent dealers, the Group also

relies on wholly-owned sales outlets to provide enhanced suppor t to strategic customers and

to improve customer satisfaction. The Group believes that its use of such sales outlets not only

promotes loyalty among strategic customers, but also encourages the optimal deployment of

its personnel and ensures a more rational cost structure that transforms fixed costs into

variable costs linked directly to sales volume, resulting in increased competitiveness and

flexibility. The Company is also actively consider ing providing on-line sales and customer

ser vices over the Internet.

Products, Services and Pricing

The basic ser vices offered by the Group include “Global Access”, “Local Access”,

“Shenzhouxing” prepaid cards, in addition to various VAS and bundled ser vice packages. In

order to increase subscriber usage volume and stimulate sales, the Group offers various VAS,

including, among others, voicemail, conference calling, call forwarding,  and “Chinese Secretary”.

Stock price quotations, billing inquiry and others services have been offered in selected cities

based on the Short Message Service (“SMS”) platform. The Group constantly strives to identify

new VAS, with particular emphasis on the fur ther development of wireless data applications.

Since November 1999, Guangdong Mobile, Zhejiang Mobile, and Fujian Mobile have conducted

trial testing of Wireless Application Protocol (“WAP”) and General Packet Radio Ser vice

(“GPRS”) to evaluate market response. The Group plans to offer as soon as possible new

wireless data applications and wireless Internet services when technology develops and market

oppor tunities ripen. The Group expects that the por tion of revenue contributed by VAS will

gradually increase.

The Ministry of Information Industry and other relevant pricing authorities regulate standard

tariffs for the various telecommunications services and products offered by the Group. The

regulated tariffs include mainly the connection fee rate, monthly fee rate and usage fee rate.

Based on local market circumstances, daily traffic distribution, special events and public holidays,

the Group’s operating subsidiaries implement a variety of promotions, such as half-price IDD
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ser vice dur ing evening and nighttime hour s and special May 17 International

Telecommunications Day and Teachers’ Day discounts. While connection fee rates have

continued to decline, compared with tar iffs in other countries, the Group’s management

believes mobile telephone tariffs in mainland China are among the world’s lowest. The Group

anticipates that the overall tariff level will remain relatively stable despite any possible changes

to the tariff structure .

The Group’s goal is to enhance subscriber satisfaction by improving the quality of its customer

ser vice. By direct selling through the Company’s wholly-owned sales outlets, and establishing on

line sales and customer service facilities, we offer one-stop shopping convenience for our

strategic customers. New products and services have been developed to meet subscribers’

needs. Operations have been streamlined and our computerized Business Operation Suppor t

System (“BOSS”), including billing systems, customer care centers, and sales and marketing

systems have been upgraded. The Group believes that these effor ts have contr ibuted to the

building of a base of loyal customers.

Network

At the end of 1999, the nominal capacity of the Group’s cellular telecommunications networks

reached 17.187 million subscribers (see Figure 10), with the Group’s GSM network at 14.538

million subscriber s and TACS network at 2.649 million subscribers, representing a digital to

analog ratio of 85 per cent to 15 per cent. The utilization rate was 96 per cent for the GSM

network, and 60 per cent for the TACS network. See Figure 10 for the Group’s network

utilization from 1996 to

1999. The Group’s

networks cover some

o f  C h i n a ’ s  m o s t

prosperous coastal

provinces, including

Guangdong, Zhejiang,

J iangsu,  Fuj ian and

Hainan , as  wel l  as

China’s most populous

province , Henan. The average call completion rate is over 70 per cent for the Group’s GSM

network, and between 50 and 60 per cent for the Group’s TACS network.

Figure 10 Network Utilization
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To prepare for the launch of wireless Internet and other wireless data services and to reduce

maintenance costs, the Group plans to complete the conversion of its remaining analog

network subscribers to the GSM network within three years. The Group plans to continue

upgrading its GSM network to enable it to provide all VAS defined under GSM MOU Phase II.

In addition, the Group will closely follow the development of 2.5G and 3G wireless

telecommunications technologies with new products and ser vices for subscr iber s in

accordance with market needs.

Synergy

Achieving external growth through fur ther acquisitions of quality telecommunications assets in

China is one of the Group’s fundamental growth strategies. The Group has adopted the

following measures to capture potential synergies from such acquisitions:

• Optimizing and dynamically adjusting the Group’s network structure. The Group

minimizes the total number of leased lines and thereby reduces leased line expenses,

while ensuring the maintenance of voice quality;

• Negotiations with fixed-line operators resulted in several leased line tariff reductions in

1999;

• Experiments with WAP, GPRS and other technologies in the more economically

developed provinces are expected to promote the development of new wireless data

and wireless Internet products to satisfy future market needs;

• The sharing of management exper tise and centralised intensive training have enhanced

workforce productivity;

• The Group’s expanded scale has facilitated the large-volume procurement of equipment,

resulting in cost savings.

Capital Expenditure

The pro forma combined capital spending of the Group in 1999 totaled RMB14.998 billion,

more than 90 per cent of which was devoted to network construction, IT systems construction

and the testing of new technologies, which increased network capacity by 3.99 million

subscr ibers. The Group believes that the increased network capacity and advancements in

technology will gradually enhance the economies of scale and increase productivity and

efficiency.

Year 2000 Issue

In preparation for Y2K, the Group implemented hardware and software upgrades in

accordance with the detailed plans disclosed in our Interim Results for fiscal year 1998, our

Annual Repor t for 1998, and our Interim Results for 1999. By 31 December 1999, the entire
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project had been successfully and timely concluded. Our operations were not affected from

the rollover to 2000 to date, and Y2K high-risk days have been traversed smoothly and safely.

To address the Y2K issue , the Group invested a total of US$32 million and, as of 31 December

1999, had no material commitment for fur ther payments related to Y2K.

Growth Strategy

In the near term, the Group will focus on further developing its mobile telephone businesses

to become a wor ld-class mobile telecommunications services provider. In the mid to long term,

we plan to develop new wireless data ser vices, gradually transforming the Group into a

wireless multimedia services provider, with wireless broadband data, wireless voice services and

a wide variety of other VAS. The Group expects to continue developing its businesses through

both organic and external growth and seeking oppor tunities to acquire more quality

telecommunications assets. The Group will adopt the international best practices standard in

the telecommunications industry to improve efficiency and enhance the competitive

advantages of its operating subsidiar ies. To continue to develop new technologies, the Group

expects to fully utilize its current GSM network to develop data services based on the current

SMS platform, while employing 2.5G technologies, including WAP and GPRS, for wireless data

services and wireless Internet and related VAS in selected markets. The Group will continue to

closely follow developments in 3G technologies and to formulate the Group’s development

strategy for 3G mobile telecommunications services taking into account the characteristics of

mainland China’s telecommunications market to ensure the Group’s continued status as the

market leader in this new and increasingly competitive environment.
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The information set out below presents the audited consolidated operating results and the

unaudited pro forma combined operating results of the Group. The audited consolidated

operating results for 1999 include results of operations of the newly acquired subsidiar ies,

Fujian Mobile, Henan Mobile and Hainan Mobile from 12 November 1999, the date of their

acquisition by the Group and for 1998, it includes results of operations of Jiangsu Mobile from

4 June 1998, the date of its acquisition by the Group. The unaudited pro forma combined (“pro

forma combined”) operating results of the Group were prepared as if the current structure of

the Group had been in existence throughout each of the two years ended 31 December 1998

and 1999.

Consolidated Pro Forma Combined

 Operating Results Operating Results

1999 1998 Change 1999 1998 Change

RMB million RMB million RMB million RMB million

Operating Revenue

(Turnover)

Usage fees 25,812 16,346 57.9% 31,442 22,169 41.8%

Monthly fees 4,981 4,347 14.6% 6,371 5,755 10.7%

Connection fees 4,319 3,323 30.0% 4,771 4,753 0.4%

Other operating

revenue 3,511 2,329 50.8% 4,057 2,839 42.9%

Total 38,623 26,345 46.6% 46,641 35,516 31.3%

Operating expenses

Leased lines 3,723 3,917 (5.0%) 4,690 5,165 (9.2%)

Interconnection 6,453 4,752 35.8% 7,683 5,512 39.4%

Depreciation 7,411 4,598 61.2% 9,130 6,568 39.0%

Personnel 2,256 1,595 41.4% 2,476 1,767 40.1%

Other operating

expenses 5,140 3,548 44.9% 6,457 5,594 15.4%

Total 24,983 18,410 35.7% 30,436 24,606 23.7%
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Consolidated Pro Forma Combined

Operating Results Operating Results

1999 1998 Change 1999 1998 Change

RMB million RMB million RMB million RMB million

Profit from

operations 13,640 7,935 71.9% 16,205 10,910 48.5%

Write-down and

write-off of

TACS network

equipment (8,242) (282) 2,822.7%

Other income 552 336 64.3%

Non-operating

income/(expenses) 70 (51) —

Interest income 767 1,609 (52.3%)

Finance costs (343) (160) 114.4%

Profit from ordinar y

activities before

taxation 6,444 9,387 (31.4%)

Income tax (1,647) (2,486) (33.7%)

Profit from ordinar y

activities after

taxation 4,797 6,901 (30.5%)

Minority interests — (1) —

Profit attributable

to shareholders 4,797 6,900 (30.5%)

Information for reference

Profit attributable

to shareholders

(before write-

down and

write-off of

TACS network

equipment, net of

associated income

taxes) 10,320 7,088 45.6%

EBITDA 21,603 12,869 67.9% 25,954 17,799 45.8%
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

The Group’s business expanded substantially as a result of its continuing strategy of pursuing

organic growth as well as external growth. Accordingly, the Group has continued to focus on

controlling costs, improving its capital structure, enhancing asset quality and improving overall

efficiency. These efforts have led to strong financial results in 1999. Turnover for 1999 was

RMB38,623 million, representing a 46.6 per cent increase from 1998. EBITDA was RMB21,603

million, representing a 67.9 per cent increase from the previous year. Profit attributable to

shareholders (before the wr ite-down and write-off of cer tain TACS network equipment, net of

associated income taxes) amounted to RMB10,320 million, which represented a 45.6 per cent

increase over the previous year. Basic earnings per share before such write-down and write-off

were RMB0.86, representing a 43.3 per cent increase from RMB0.60 for 1998. Profit

attributable to shareholders after the write-down and write-off of TACS network equipment

was RMB4,797 million, representing a 30.5 per cent decrease as compared with RMB6,900

million in the previous year. Basic earnings per share were RMB0.40, representing a 32.2 per

cent decrease from RMB0.59 in the previous year.

Operating Revenue (Turnover)

Turnover for 1999 was RMB38,623 million, representing a 46.6 per cent increase over 1998.

The full-year combined turnover of Guangdong Mobile, Zhejiang Mobile and Jiangsu Mobile

totalled RMB36,682 million, representing a 28.6 per cent increase over the full-year combined

turnover of the three subsidiaries in the previous year. This reflects that the original three

subsidiaries continued to experience strong growth which, along with the acquisition in 1999,

contributed significantly to the growth in the turnover of the entire Group. Full-year combined

turnover for newly acquired Fujian Mobile , Henan Mobile and Hainan Mobile in 1999 was

RMB9,959 million, reflecting a 42.5 per cent increase over 1998.

Revenue from usage fees for the year amounted to RMB25,812 million, representing a 57.9 per

cent increase as compared with 1998. Pro forma combined usage fees for 1999 amounted to

RMB31,442 million, representing a 41.8 per cent increase over 1998. The continued growth of

usage fees in 1999 was principally attributable to the broadening of the subscriber base and

the associated increase in aggregate usage volume. Pro forma combined usage fees contr ibuted

67.4 per cent to the pro forma combined turnover as compared to 62.4 per cent in the prior

year, resulting principally from a decrease in the propor tional contribution of connection fees

to turnover. The Group anticipates that the increase in these recurrent income items will

continue to suppor t steady and sustainable growth in turnover. Meanwhile , the introduction of

prepaid cards by our operating subsidiaries will also generate additional usage fees and further

increase its contribution to turnover.

Monthly fees

Connection fees

Other Operating revenue

Pro Forma

CombinedTurnover

Composition

8.0%
13.4%
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Revenue from monthly fees for 1999 totalled RMB4,981 million, representing a 14.6 per cent

increase over the previous year. Pro forma combined monthly fees amounted to RMB6,371

million, representing a 10.7 per cent increase over the previous year. The increase in monthly

fees was less than the increase in the number of subscribers in 1999, largely as a result of an

adjustment in the monthly fee rate charged by Guangdong Mobile from RMB100 in 1998, to

RMB50 in 1999. Zhejiang Mobile also adjusted its monthly fee rate downward from RMB62.5

to RMB50, beginning in April 1999. However, the Group believes that maintaining monthly fees

at current levels will help retain existing subscribers and attract new subscribers, thereby

ensuring a steady stream of revenue.

Revenue from connection fees was RMB4,319 million, an increase of 30.0 per cent over 1998.

Pro forma combined connection fees was RMB4,771 million, representing a slight increase of

0.4 per cent over 1998. The contr ibution of pro forma combined connection fees to turnover

declined to 10.2 per cent in 1999. The average connection fee per new subscriber was

RMB727 this year, representing a 46.3 per cent decline from RMB1,355 in the previous year.

The Group believes that while the reduction in connection fees is substantial, the impact of

such reduction on turnover will gradually lessen. Moreover, promotional tariff packages to

subscribers and discounts on one-off fees, such as connection fees, will improve the Group’s

competitiveness.

Other operating revenue totalled RMB3,511 million in 1999, representing a 50.8 per cent

increase over the previous year. Pro forma combined other operating revenue was RMB4,057

million, representing a 42.9 per cent increase over the previous year. Other operating revenue

mainly reflects the Group’s income from settlements with other operators for interconnection

services provided by the Group, as well as monthly fees charged to subscr ibers for VAS. Pro

forma combined other operating revenue contr ibuted 8.7 per cent to turnover in 1999,

representing a slight growth from 8.0 per cent in the prior year. The increase resulted

principally from an increase in interconnection ser vices furnished to other telecommunications

operators. While revenue from VAS is not a significant component of revenue compared to the

Group’s other revenue, the Group believes that it will increase over time and will become

impor tant as a core revenue source of turnover in the future.
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Operating Expenses

Total operating expenses for 1999 was RMB24,983 million, representing a 35.7 per cent

increase from 1998. Pro forma combined operating expense for 1999 was RMB30,436 million,

representing a 23.7 per cent increase from 1998. The percentage increase in pro forma

combined operating expenses was less than that of pro forma combined turnover. Pro forma

combined operating expenses per RMB of pro forma combined turnover decreased to

RMB0.65 from RMB0.69 in the previous year. Pro forma combined operating costs per

subscriber per month also decreased from RMB281 in 1998 to RMB207 in 1999, reflecting

improved operating efficiency.

Total leased lines expenses for the year was RMB3,723 million, representing a 5.0 per cent

decrease from 1998. Pro forma combined leased line expenses in 1999 amounted to

RMB4,690 million, representing a 9.2 per cent decrease from 1998. The relative proportion of

pro forma combined operating expenses represented by leased lines expenses declined to

15.4 per cent in 1999 from 21.0 per cent in the prior year, reflecting the Group’s achievements

in improving its network and more efficiently utilising leased lines. As a result of reductions in

the standard leased line tariff during the year and a new bulk rental discount obtained by the

Group, the Group managed to reduce leased lines expenses while fur ther expanding the

Group’s network and increasing the number of leased lines.

Interconnection expenses for the year totalled RMB6,453 million, representing a 35.8 per cent

increase from 1998. Pro forma combined interconnection expenses were RMB7,683 million,

representing a 39.4 per cent increase over 1998. Interconnection expenses as a percentage of

pro forma combined operating expenses for 1999 was 25.2 per cent, compared to 22.4 per

cent in the previous year. This higher ratio is due mainly to the fact that interconnection

charges incurred by newly acquired Fujian Mobile, Henan Mobile and Hainan Mobile were not

required to be settled in full in previous years.  This situation was similar to that for Guangdong

Mobile and Zhejiang Mobile (prior to their reorganisation and listing) and Jiangsu Mobile (prior

to its reorganisation and acquisition). This makes the interconnection expenses for Fujian

Mobile, Henan Mobile and Hainan Mobile not entirely comparable to those of the previous

year. Correspondingly, after the implementation of interconnection arrangements, revenue from

domestic and international long distance call payments were included in operating revenue in

respect of each of these operating subsidiar ies.

Personnel

Other Operating Expenses

Depreciation

Interconnection

Leased Lines

Pro Forma

Combined

Operating Expenses
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Depreciation expenses for 1999 amounted to RMB7,411 million, representing a 61.2 per cent

increase over the previous year. Pro forma combined depreciation expenses amounted to

RMB9,130 million, representing a 39.0 per cent increase from 1998. The increase in

depreciation expenses was mainly due to the expansion of the Group’s networks. Owing

mainly to the proportionate decrease in items such as leased line charges relative to operating

expenses, depreciation expenses represented 30.0 per cent of the pro forma combined

operating expenses this year, representing a 3.3 per cent increase from 1998.

Personnel expenses was RMB2,256 million in 1999, representing a 41.4 per cent increase over

1998. Pro forma combined personnel expenses totalled RMB2,476 million, representing a 40.1

per cent increase from 1998. Pro forma combined personnel expenses in 1999 as a percentage

of pro forma combined operating expenses was 8.1 per cent, representing a 0.9 percentage

point increase over the previous year. The increase in personnel expenses was largely due to

the Group’s implementation of a performance-based compensation program and

compensation restructuring to encourage performance as well as attract and retain talented

employees.

Other operating expenses for 1999 totalled RMB5,140 million, representing a 44.9 per cent

increase over the prior year. Pro forma combined other operating expenses was RMB6,457

million, representing an increase of 15.4 per cent from the previous year. The increase reflects

increased promotional activities to attract new subscribers.

While the increasingly competitive environment has made it more difficult to maintain

subscriber loyalty and the enlarged subscriber base has fur ther increased the complexities of

credit control, the Group’s bad debt remains at a relatively low level. Bad debt has been

historically low in Guangdong, Zhejiang and Jiangsu, and the Group has successfully applied its

credit control experience in such provinces to its newly acquired subsidiaries in Fujian, Henan

and Hainan provinces. The full-year combined bad debt provisions for Guangdong Mobile ,

Zhejiang Mobile and Jiangsu Mobile represented only 2.47 per cent of operating revenue

(excluding connection fees) in 1998, and in 1999 the situation further improved, with

provisions totalling just 2.17 per cent. The full-year combined bad debt provisions for the three

newly acquired subsidiaries represented 4.18 per cent of operating revenue (excluding

connection fees), improved from the pre-acquisition level of 4.25 per cent figure at mid-year

1999. In order to continue to effectively control bad debt, the Group believes that improved

controls suppor ted by comprehensive fee calculation and collection hardware systems are

imperative. Such support systems for the newly acquired subsidiaries are now undergoing

improvements. While the Group will continue to emphasize the importance of controlling bad

debt, we will also continue to identify operational issues related to bad debt and adopt

corresponding measures to limit bad debt to acceptable levels.
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Write-down and write-off of TACS network equipment

The Group decided to write-down and write-off certain TACS network equipment in 1999, in

an aggregate amount of RMB8,242 million. The net book value of the TACS network equipment

at the end of 1999, before the write-down and write-off, was RMB9,767 million, representing

18.6 per cent of the net value of total fixed assets. At the end of 1999, the Group had an

aggregate of 1.6 million TACS subscr ibers, representing 10 per cent of the Group’s total

subscribers. After the write-down and write-off, the net book value of the TACS network

equipment was RMB1,525 million. Given the rapid development of mobile telecommunications

technologies and the potentially limited life cycle of the Group’s TACS network equipment, the

management decided to accelerate the enhancement of technology and endeavour to assist

the migration of our TACS subscribers to the GSM network, resulting in the writing-down and

writing-off of the TACS network equipment. In addition, the write-off is expected to lead to an

improvement in the Group’s asset quality; maximize operational flexibility; and maintain the

Group’s competitiveness in l ight of the ongoing opening and reform of China’s

telecommunications industry and the increasingly competitive market environment.

Concurrently, the Group will control transfer costs. The Group will also continue to utilise the

TACS network equipment through the introduction of services such as “Local Access” prior to

the physical end of the life cycle of the TACS network equipment, and to identify the economic

means for dismantling the equipment, so as to protect the interests of our shareholders.

Other Income, Non-operating Income/(Expense)

Other income in 1999 totalled RMB552 million, representing a 64.3 per cent increase from

1998. Other income mainly represents gross profits derived from sales of SIM cards and

handsets.

The change in non-operating income was mainly due to a reduction in losses from the disposal

of fixed assets in 1999 as compared to 1998. Non-operating income for the Group totalled

RMB70 million in 1999, as compared to an expense of RMB51 million in 1998.

Interest income and Finance Costs

Interest income for 1999 was RMB767 million, representing a 52.3 per cent decline from

RMB1,609 million in 1998. This is because a substantial por tion of the proceeds from the

Group’s 1997 initial public offer ing was utilised in 1998 for the acquisition of Jiangsu Mobile

and network construction for the operating subsidiar ies.
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Finance costs for 1999 was RMB343 million, representing a 114.4 per cent increase from the

previous year.  The increase in finance costs was primarily due to increased borrowing by

Zhejiang Mobile and Jiangsu Mobile and interest payments on the Group’s 5-year US$600

million fixed-rate notes issued in 1999.

The Group has initiated measures to enhance capital allocation to ensure the optimal

utilisation of resources.

Income Taxes

Income tax expenses for 1999 were RMB1,647 million, representing a 33.7 per cent decline

from the previous year. The main reason for the decline was a decrease in profits before

taxation as compared with 1998 following the write-down and write-off of the Group’s TACS

network equipment.

Profit attributable to shareholders

The Group’s profit attributable to shareholders was RMB4,797 million in 1999, representing a

30.5 per cent decrease from RMB6,900 million in 1998, mainly caused by the write-down and

write-off of TACS mobile telecommunications equipment this year. Profit attributable to

shareholders for 1999, before the write-down and write-off of the Group’s TACS network

equipment, was RMB10,320 million, representing an increase of 45.6 per cent from the

previous year. Full-year combined profit attributable to shareholder for Guangdong Mobile,

Zhejiang Mobile and Jiangsu Mobile before the write-down and write-off of the TACS network

equipment was RMB9,435 million, representing an increase of 51.9 per cent from the

RMB6,211 million full-year combined net profit of these three provinces in 1998, reflecting

strong profit growth. In addition, the Group’s three newly acquired subsidiaries also contributed

substantially to the profitability of the Group. Full-year combined net profit for Fujian Mobile,

Henan Mobile and Hainan Mobile , before the write-down and write-off of the TACS network

equipment, was RMB2,821 million, representing a 23.5 per cent increase from 1998.

EBITDA

EBITDA represents earnings before interest income, interest expense, non-operating income

(expenses), income taxes, depreciation and amor tisation, and write-down and write-off of fixed

assets. While EBITDA is commonly used in the international telecommunications industry as an

indicator of operating performance, leverage and liquidity, it is not presented as a measure of

operating performance in accordance with generally accepted accounting principles and should

not be considered as representing net cash flows from operating activities. In addition, the

Group’s computation of EBITDA may not be comparable to other similarly titled measures of

other companies. The 1998 comparative figure has been recomputed in accordance with the

above definition, where write-down and write-off of fixed assets has not been deducted.
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EBITDA in 1999 was RMB21,603 million, representing a 67.9 per cent increase from

RMB12,869 million in 1998. Pro forma combined EBITDA was RMB25,954 million, representing

a 45.8 per cent increase from RMB17,799 million in 1998. Pro forma combined EBITDA margin

was 55.6 per cent, representing a 5.5 per cent increase from 50.1 per cent in 1998. The

increase was mainly due to the propor tional decline in leased lines expenses relative to

turnover, but also reflects the Group’s achievements in controlling costs.

Profitability of the Acquired Operating Subsidiaries

The Group acquired interests in Fujian Mobile, Henan Mobile and Hainan Mobile in November

1999, and the three subsidiaries achieved impressive operating results. Full-year combined

turnover of these subsidiar ies in 1999 was RMB9,959 million, representing a 42.5 per cent

increase over 1998. Full-year combined net profit of these subsidiaries reached RMB2,566

million after the write-down and write-off of the TACS network equipment of RMB380 million,

representing a 12.3 per cent increase from the full-year combined net profit of these

subsidiaries in 1998 and exceeding the profit forecast of RMB2,475 million disclosed in the

shareholders’ circular at the time of the acquisition. Full-year combined EBITDA was RMB5,454

million, exceeding the EBITDA forecast of RMB5,343 million disclosed in the shareholders’

circular at the time of the acquisition, representing a 40.4 per cent increase from the combined

EBITDA in 1998.

Capital Resources and Utilisation

The Group’s cash and bank balances at the end of 1999 totalled RMB27,576 million, and were

denominated in Renminbi, US dollar s and Hong Kong dollars.

As at 31 December 1999, the Group’s net current assets totalled RMB14,031 million,

representing a 98.1 per cent increase from net current assets of RMB7,083 million as at 31

December 1998. The increase derived principally from earnings from operations in 1999, and

the acquisition of its interests in Fujian Mobile, Henan Mobile and Hainan Mobile .

The Group’s short-term borrowings and long-term borrowings as at 31 December 1999 were

RMB6,198 million and RMB7,284 million, respectively, and were pr imarily denominated in

Renminbi and US dollars. The ratio of debt to capitalisation (the sum of total borrowings and

shareholders’ equity) for the Group at the end of 1999 was 19.1 per cent, representing

approximately a 7 percentage points increase from the ratio of 12.1 per cent at the end of

1998. This reflects the Group’s achievements in optimising its capital structure to reduce capital

cost and to leverage more effectively.
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The Group’s pro forma combined capital expenditures in 1999 totalled RMB14,998 million,

which was mainly attributable to investments in network infrastructure of the subsidiar ies and

the development of fee calculation, operation and sales suppor t systems for the newly

acquired subsidiaries.

Financial Policies

The Group employs prudent financial management strategies to better achieve its financial

targets and maximize returns for investors. Key initiatives in 1999 included:

Considering the Group’s relatively low leverage position and the need for raising funds to

support the organic and external growth of the Group, the Group successfully sold 5-year

US$600 million fixed-rate debt securities in 1999, thereby timely improving the Group’s capital

structure and reducing the composite cost of capital. The Group’s entrance into the

international bond financing markets marked an important milestone and expanded available

financing channels for future capital raising activities. The Group is currently planning to

establish a wholly owned subsidiary in the PRC to hold its interests in its operating subsidiaries

in mainland China and optimise the Group’s capital management flexibility. The Group’s

management believes that the acquisition of its interests in Fujian Mobile, Henan Mobile and

Hainan Mobile in 1999 will substantially contribute to the Group’s continued financial strength

and enhance economies of scale available to the Group.
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