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Forward-L ooking Statements

Thisannual report contains certain forward-looking statements within the meaning of Section
27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934,
asamended. These forward-looking statements are, by their nature, subject to significant risks and
uncertainties, and include, without limitation, statements relating to:

our business strategy;
network expansion plans and related capital expenditure plans;

the planned development of new mobile technologies and other technologies and related
applications;

the expected impact of tariff changes on our business, financial condition and results of
operations;

the expected impact of new services on our business, financial condition and results of
operations;

our acquisition of eight regional mobile telecommunications companies in 2002; and

future devel opments in the telecommunications industry in Mainland China, including
the restructuring of the industry and changes in government policies.

The words “anticipate”, “believe’, “estimate”, “expect”, “intend” and similar expressions, as
they relate to us, are intended to identify certain of such forward-looking statements. We do not intend to
update these forward-looking statements.

These forward-looking statements reflect our current views with respect to future events and are
not a guarantee of future performance. Actual results may differ materially from information contained
in the forward-looking statements as a result of a number of factors, including, without limitation:

the continued restructuring of the telecommunications industry in Mainland Ching;

changesin the regulatory policies of the Ministry of Information Industry of Chinaand
other relevant government authorities, which could affect, among other things, the
granting of requisite government approvals, licenses and permits, interconnection and
transmission line arrangements, tariff policies, capital investment priorities, and
spectrum allocation;

the effect of competition on the demand for and price of our services;

changes in mobile telephony and related technol ogies, which could affect the viability
and competitiveness of our mobile telecommunications networks; and

changesin political, economic, legal and social conditionsin Mainland China, including,
without limitation, the Chinese government’ s policies with respect to new entrants in the



telecommunications industry, the entry of foreign companiesinto China's
telecommunications market and China' s economic growth.

In addition, our future network expansion and other capital expenditure and development plans
are dependent on numerous factors, including, among others:

. our ability to obtain adequate financing on acceptable terms;
. the adequacy of currently available spectrum or the availability of additional spectrum;
. the availability of transmission lines and equipment, and the availability of the requisite

number of sitesfor locating network equipment, on reasonable commercial terms,
. our ability to develop or obtain new technology and related applications; and

. the availability of qualified management and technical personnel.

Special Note on our Financial Information and
certain Statistical Information presented in this Annual Report

Asrequired under generally accepted accounting principles in Hong Kong, or Hong Kong
GAAP, we adopted the acquisition method to account for our acquisitions of various regional mobile
communications companies, as described in “Item 4. Information on the Company — History and
Development of the Company”. Accordingly, our consolidated financial statements and, except as
otherwise noted, all other Hong Kong GAAP financial information presented in this annual report,
include the results of these companies only from the respective dates of acquisition.

Under generally accepted accounting principlesin the United States, or U.S. GAAP, as aresult
of our being under common control with each of these companies prior to the acquisitions, each of the
acquisitions was considered to be a* combination of entities under common control”. Under U.S. GAAP,
combinations of entities under common control are accounted for under the “as if pooling-of-interests”
method, whereby assets and liabilities are accounted for at historical cost and the financial statements of
previously separate companies for periods prior to the combination generally are restated on a combined
basis. See“Item 5. Operating and Financial Review and Prospects”.

The statistical information set forth in this annual report relating to Mainland Chinais taken or
derived from various publicly available government publications that have not been prepared or
independently verified by us. This statistical information may not be consistent with other statistical
information from other sources within or outside Mainland China.



PART |
Item 1. Identity of Directors, Senior Management and Advisers.
Not applicable.
Item 2. Offer Statistics and Expected Timetable.
Not applicable.
Item 3. Key Information.
Selected Financial Data

The following tables present selected historical financial data of our company as of and for each
of the yearsin the five-year period ended December 31, 2001. The selected historical income statement
datafor the years ended December 31, 1999, 2000 and 2001 and the selected historical balance sheet data
as of December 31, 2000 and 2001 set forth below are derived from, and should be read in conjunction
with, and are qualified in their entirety by reference to, our audited consolidated financial statements,
including the related notes included el sewhere in this annual report. The selected historical Hong Kong
GAAP income statement data for the years ended December 31, 1997 and 1998 and the selected
historical Hong Kong GAAP balance sheet data as of December 31, 1997, 1998 and 1999 are derived
from audited financial statements that are not included herein.

Our consolidated financial statements are prepared and presented in accordance with Hong Kong
GAAP. Asrequired under Hong Kong GAAP, we adopted the acquisition method to account for our
acquisitions of the various regional mobile telecommunications companies, as described in “Item 4.
Information on the Company — History and Development of the Company”. Accordingly, our
consolidated financial statements and, except as otherwise noted, all other Hong Kong GAAP financial
information presented in this annual report, include the results of these companies only from the
respective dates of acquisition. In contrast, under U.S. GAAP, our acquisitions of these companies are
each considered a combination of entities under common control which would be accounted for under the
“asif pooling-of-interests’ method, whereby assets and liabilities are accounted for at historical cost and
the accounts of previously separate companies for periods prior to the combination generally are restated
on acombined basis. For adiscussion of significant differences between Hong Kong GAAP and U.S.
GAAP asthey relate to us, and the effects of such differences on net profit for the years ended
December 31, 1999, 2000 and 2001 and shareholders' equity as of December 31, 2000 and 2001, see
note 29 to our consolidated financial statements. In addition, our condensed consolidated financial
statements prepared and presented in accordance with U.S. GAAP for the relevant periods are set forth in
note 29 to our consolidated financial statements.



Income Statement Data:

Hong Kong GAAP

Operating revenue

Operating expenses

Operating profit

Write-down and write-off of
analog network equipment

Profit before tax and
minority interests

Income tax
Net profit

Basic and diluted net profit
per share¥®@

Basic and diluted net profit
per ADSH®

Shares utilized in basic calculation

(in thousands)

Shares utilized in diluted calculation

(in thousands)
U.S. GAAP®
Operating revenue
Operating expenses
Operating profit
Profit before tax and

minority interests

Income tax
Net profit

Basic and diluted net profit
per share¥®@

Basic and diluted net profit
per ADSM®

Shares utilized in basic calculation

(in thousands)

Shares utilized in diluted calculation

(in thousands)

Asof or for theyear ended December 31,

1997

1998

1999

2000

2001

2001

RMB

RMB

RMB

RMB

RMB

Uss

(in millions, except share numbers and per share and per ADS information)

15,488
10,074
5,414

5,953
991
4,955

0.52

2.60

9,534,365

9,534,365

36,830
23,103
13,727

14,222
1,797
12,418

0.85

4.26

14,586,967

14,586,967

26,345
18,410
7,935

282

9,387
2,486
6,900

0.59

2.93

11,780,788

11,782,521

54,375
37,473
16,902

18,496
3,912
14,583

0.87

4.33

16,833,390

16,835,123

38,623
24,983
13,640

8,242

6,444
1,647
4,797

0.40

1.99

12,069,108

12,072,383

70,603
56,683
13,920

14,610
3,617
10,993

0.65

3.24

16,943,812

16,947,086

64,984
38,158
26,826

1,525

26,393
8,366
18,027

1.25

6.26

14,394,313

14,409,503

90,980
56,603
34,377

35,378
11,097
24,280

1.37

6.87

17,666,347

17,681,538

100,331
59,319
41,012

41,717
13,703
28,015

151

7.53

18,605,371

18,698,023

101,476
59,280
42,196

43,370
14,296
29,075

1.56

7.81

18,605,371

18,698,023

12,122
7,167
4,955

5,041
1,656
3,385

0.18

0.91

18,605,371

18,698,023

12,260
7,163
5,097

5,240
1,727
3,513

0.19

0.94

18,605,371

18,698,023



Balance Sheet Data:
Hong Kong GAAP
Current assets
Cash and cash equivalents
Deposits with banks
Accounts receivable
Fixed assets
Tota assets
Total short-term debt @
Total long-term debt ©
Fixed rate notes
Convertible notes
Bonds
Total liabilities ©
Shareholders’ equity
U.S. GAAP®
Fixed assets
Tota assets
Total long-term debt ©
Fixed rate notes
Convertible notes
Bonds
Shareholders’ equity
Other Financial Data:
Hong Kong GAAP
Capital expenditures’”
Net cash inflow from
operating activities
Net cash outflow from
investing activities

Net cash inflow / (outflow) from

financing activities
Adjusted cash flow®
Adjusted EBITDA®
Dividend declared
U.S. GAAP®
Net cash flow from

operating activities
Dividend declared

Asof or for theyear ended December 31,

1997

1998

1999

2000

2001

2001

RMB

RMB

RMB

RMB

RMB

Uss

(in millions, except share numbers and per share and per ADS information)

40,071

1,592
18,634
64,950

2,148

2,870

10,386
54,550

41,692
102,103
5,750

81,798

5,807
8,825
(5,327)

34,218
8,203
8,180

18,517

17,481
1,311
2,482

33,986

64,541
5,337

991

18,699
45,827

64,084
111,588
10,382

70,127

11,040
13,567
(36,357)

325
13,444
12,869

23,840

19,349
8,227
4,957

42,699

87,435
4,419
2,332
4,952

30,343
57,092

71,791
134,603
13,332
4,952

77,073

11,708
21,662
(36,117)

18,337
19,673
21,603

35,137

27,702
12,204
7,252
87,465
156,438
12,095
13,708
4,953
5,708
72,661
83,760

82,223
156,538
13,708
4,953
5,708

79,660

21,964
41,401
(92,880)

65,653
35,580
37,500

49,341

21,821
14,970
5,728
105,208
173,749
5,439
6,739
4,956
5,708
5,000
61,938
111,779

101,063
173,954
6,739
4,956
5,708
5,000
109,016

39,500
63,890
(46,198)

(9,581)
49,898
60,270

49,898

2,636
1,809
692
12,711
20,992
658
814
599
690
603
7,483
13,505

12,211
21,018
814
599
690
603
13,172

4,772
7,719
(5,581)

(1,158)
6,029
7,282

6,029
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The basic and diluted net profit per share and per ADS amounts under Hong Kong GAAP for the years ended
December 31, 1997 have been computed by dividing net profit under Hong Kong GAAP by the weighted average
number of shares and the weighted average number of ADSs, respectively, outstanding as if 9,010,000,000 ordinary
shares and 1,802,000,000 ADSs (based on aratio of five sharesto one ADS), respectively, issued in the restructuring
for our initial public offering were outstanding during that period (in addition to shares actually issued, if any).

The basic and diluted net profit per share and per ADS amounts under U.S. GAAP for the years ended December 31,
1997 have been computed by dividing net profit under U.S. GAAP by the weighted average number of shares and the
weighted average number of ADSs, respectively, outstanding as if (i) 9,010,000,000 ordinary shares and 1,802,000,000
ADSs (based on aratio of five sharesto one ADS), respectively, issued in the restructuring for our initial public
offering; (ii) 1,273,195,021 ordinary shares and 254,639,004 ADSs, respectively, issued to China Maobile Hong Kong
(BV1) Limited as part of the consideration in the acquisition of Fujian Mobile, Henan Mobile and Hainan Maobile and
(i) 3,779,407,375 ordinary shares and 755,881,475 ADSs, respectively, issued to China Mobile Hong Kong (BV1)
Limited as part of the consideration in the acquisition of Beijing Mobile, Shanghai Mobile, Tianjin Mobile, Hebei
Mobile, Liaoning Mobile, Shandong Mobile and Guangxi Mobile were outstanding during that period (in addition to
shares actually issued, if any).

The basic net profit per share and per ADS amounts under Hong Kong GAAP for the years ended December 31, 1998,
1999, 2000 and 2001 have been computed by dividing net profit by the weighted average number of shares and the
weighted average number of ADSs, respectively, outstanding during 1998, 1999, 2000 and 2001. The calculation of
diluted net profit per share under Hong Kong GAAP for the years ended December 31, 1998, 1999, 2000 and 2001
have been compiled after adjusting for the effects of al dilutive potential ordinary shares, respectively.

The basic net profit per share and per ADS amounts under U.S. GAAP for the years ended December 31, 1998, 1999,
and 2000 have been computed by dividing net profit by the weighted average number of shares and the weighted
average number of ADSs, respectively, asif 1,273,195,021 ordinary shares representing 254,639,004 ADSs issued to
ChinaMobile Hong Kong (BV1) Limited as part of the consideration in the acquisition of Fujian Maobile, Henan
Mobile and Hainan Mobile and 3,779,407,375 ordinary shares representing 755,881,475 ADSs issued to China Mobile
Hong Kong (BV1) Limited as part of the consideration in the acquisition of Beijing Mobile, Shanghai Mobile, Tianjin
Mobile, Hebei Mobile, Liaoning Mobile, Shandong Mobile and Guangxi Mobile were outstanding during these periods
(in addition to shares actually issued during these years). The basic net profit per share and per ADS amount under

U.S. GAAP for the year ended December 2001 has been computed by dividing net profit by the weighted average
number of shares and weighted average number of ADSs outstanding during 2001. The calculation of diluted net profit
per share under U.S. GAAP for the years ended December 31, 1998, 1999, 2000 and 2001 have been compiled after
adjusting for the effects of all dilutive potential ordinary shares, respectively. For the years ended December 31, 1998,
1999 and 2000, all dilutive potential ordinary shares resulting from the share options granted to the directors and
employees under the share option scheme would decrease profit attributable to shareholders per share. 1n 2000, since
all potential ordinary shares resulting from the convertible notes would increase profit attributable to shareholders per
share as aresult of savings on interest payable on the convertible notes, the anti-dilutive effects of potential ordinary
shares were not taken into account in calculating diluted earnings per share. For the year ended December 31, 2001, all
dilutive potential ordinary shares resulting from the share options granted to the directors and employees under the
share option scheme and convertible notes would decrease profit attributable to shareholders per share.

The amounts for the years ended December 31, 1997, 1998, 1999, 2000 and 2001 are presented to reflect our
acquisitions of the various regional mobile telecommunications companies under the “as if pooling-of-interest”
method, as well as the effects of other differences between Hong Kong GAAP and U.S. GAAP.

Includes short-term bank and other loans, current portion of long-term bank and other loans and current portion of
obligations under capital leases.

Includes long-term bank and other loans and obligations under capital leases, net of current portion.
Excludes minority interest.
Represents payments made for capital expenditures during the year.

Represents net cash inflows from operating activities less net cash outflows/ (inflows) from returns on investments and
servicing of finance and taxation.



9 Adjusted EBITDA represents earnings before interest income, interest expense, income taxes, depreciation,
amortization, non-operating income (expense) and write-down and write-off of fixed assets. While EBITDA is
commonly used in the telecommunications industry to analyze companies on the basis of operating performance,
leverage and liquidity, it is not presented as a measure of performance in accordance with generally accepted
accounting principles and should not be considered as representing net cash flow from operating activities. Theitems
of net profit excluded from EBITDA are significant components in understanding and assessing our financial
performance, and our computation of EBITDA may not be comparable to other similarly titled measures of other
companies. See“ltem 5. Operating and Financial Review and Prospects’ and the consolidated statements of our cash
flows contained elsewhere in this annual report.

Exchange Rate I nformation

We publish our consolidated financial statementsin Renminbi. Solely for the convenience of the
reader, this annual report contains translations of certain Renminbi and Hong Kong dollar amountsinto
U.S. dollars and vice versaat RMB 8.2766 = US$ 1.00 and HK$ 7.7980 = US$ 1.00, the prevailing rates
on December 31, 2001. These translations should not be construed as representations that the Renminbi
or Hong Kong dollar amounts could actually be converted into U.S. dollars at such rates or at all.

The noon buying ratesin New Y ork City for cable transfers as certified for customs purposes by
the Federal Reserve Bank of New Y ork were RMB 8.2770 = US$ 1.00 and HK$ 7.8000 = US$ 1.00,
respectively, on June 10, 2002. The following table sets forth the high and low noon buying rates
between Renminbi and U.S. dollars and between Hong Kong dollars and U.S. dollars for each month
during the previous six months:

Noon Buying Rate

RMB per US$ 1.00 HK$ per US$ 1.00

High Low High Low
December 2001 .... 8.2773 8.2676 December 2001 .... 7.7999 7.7970
January 2002 . ..... 8.2800 8.2765 January 2002 ...... 7.8000 7.7970
February 2002 ..... 8.2770 8.2765 February 2002 ..... 7.7999 7.7991
March 2002 ....... 8.2800 8.2766 March2002 ....... 7.8000 7.7993
April 2002 ........ 8.2780 8.2769 April 2002 ........ 7.8095 7.7992
May 2002 ......... 8.2775 82765 May2002 ......... 7.8001 7.7990

The following table sets forth the average noon buying rates between Renminbi and U.S. dollars
and between Hong Kong dollars and U.S. dollars for each of 1997, 1998, 1999, 2000 and 2001,
calculated by averaging the noon buying rates on the last day of each month during the relevant year.



Average Noon Buying Rate

RMB per US$ 1.00 HK$ per US$ 1.00
1997 .. 8.3193 7.7440
1998 .. ... 8.2991 7.7465
1999 ... 8.2785 7.7599
2000 ... 8.2784 7.7936
2001 ... 8.2772 7.7997

Risk Factors

Extensive government regulation may limit our flexibility to respond to market conditions,
competition or changesin our cost structure.

The Ministry of Information Industry of China regulates, among other things, the following areas
of the telecommunications industry under the leadership of the State Council of China:

. formulating and enforcing industry policy, standards and regulations,
. granting telecommunications licenses;
. formulating interconnection and settlement standards for implementation between

telecommunications networks;

. together with other relevant regulatory authorities, formulating tariff and service charge
standards for certain tel ecommunications services;

. supervising the operations of telecommunications service providers,

. promoting fair and orderly market competition among operators; and

. allocating and administering public telecommunications resources, such asradio
frequencies, number resources, domain names and addresses of telecommunications
networks.

Other Chinese government authorities also take part in regulating tariff policies and foreign
investment in the telecommunications industry. The regulatory framework within which we operate may
limit our flexibility to respond to market conditions, competition or changesin our cost structure.
Moreover, we cannot predict when or if changesin tariff policies or rates may occur, including, for
example, the possible implementation of a calling-party-pays tariff scheme. Future adverse changesin
tariff policies and rates could decrease our revenues and reduce our profitability.

We operate our businesses with approvals granted by the State Council and under licenses
granted by the Ministry of Information Industry. If these approvals or licenses are revoked or suspended,
our business and operations will be materially and adversely affected.



We may be affected by future regulatory changes.

To provide a uniform regulatory framework for the orderly development of the
telecommunications industry, the Ministry of Information Industry, under the direction of the State
Council, is preparing a draft telecommunications law. |f and when the telecommunications law is
adopted by the National People' s Congress, it is expected to become the fundamental
telecommunications statute and the legal basis for telecommunications regulations in Mainland China.
The State Council has recently promulgated a set of new telecommunications regulations. These
regulations are substantially consistent with the existing rules and guidelines for the telecommunications
industry, and are primarily intended to streamline and clarify the existing rules and guidelines. They
apply in the interim period prior to the adoption of the telecommunications law. Although we expect that
the telecommunications law will positively affect the overall development of the telecommunications
industry in Mainland China, we do not fully know what the nature and scope of the telecommunications
law will be. The telecommunications law and other new telecommunications regulations or rules may
contain provisions that could materially and adversely affect our business, financial condition and results
of operations.

Competition from other telecommunications service providers may affect our subscriber
growth and profitability by causing the rate of our subscriber growth to decline and bringing
about decreasesin tariff rates and increasesin selling and promotional expenses.

We compete with other telecommunications service providersin al of the provinces,
municipalities and autonomous regions in which we operate. The Chinese government encourages
orderly competition in the telecommunications industry in Mainland China. In particular, the Chinese
government has extended favorable regulatory policies to some of our competitors, such as China United
Telecommunications Corporation, in order to help them become more viable competitors. For example,
the Chinese government has permitted China United Telecommunications Corporation to lower its
mobile phone service tariffs by up to 10% below the government guidance rates. We believe this policy
has helped China United Telecommunications Corporation capture a significant number of
price-sensitive and low-usage mobile phone subscribers. Asaresult, China United Telecommunications
Corporation’s market share has increased over the past few years.

In addition, the former China Telecommunications Corporation Group provides Xiaolingtong
servicesto its customers. Xiaolingtong is alocal areawireless telephone service with limited mobility
and limited coverage. Xiaolingtong offerslower-priced services. Asaresult, Xiaolingtong's services
have, to a certain extent, attracted customers in the low-end markets in some geographical areas that we
serve. Increased competition from Xiaolingtong or other wirel ess telecommunications services could
materially affect our business and prospects.

Increased competition from other telecommunications service providers, including China United
Telecommunications Corporation and the former China Telecommunications Corporation, and any
introduction of new competitors through the issuance of additional mobile telecommunications service
licenses could adversely affect our business by, among other factors, causing the rate of our subscriber
growth to decline and bringing about decreases in tariff rates and increases in selling and promotional
expenses. This could in turn have a material adverse effect on our financial condition and results of
operations.



New entrantsin the telecommunications industry in China may further intensify competition
and adversely affect our results of operations.

Current Chinese government policy concerning the telecommunications sector isto encourage
orderly competition. Recently, the State Council formally approved the restructuring of the former China
Telecommunications Corporation, China Netcom Corporation Limited and Jitong Network
Communications Company Limited. After the restructuring, China Netcom Group will consist of ten
provincial telecommunications companies originally owned by the former China Telecommunications
Corporation in Beijing, nine other provinces, one directly-administered municipality, China Netcom
Corporation Limited and Jitong Network Communications Company Limited. China
Telecommunications Corporation will retain the telecommuni cations companies originally owned by the
former China Telecommunications Corporation in the remaining provinces, directly-administered
municipalities and autonomous regions. See “Item 4. Information on the Company — History and
Development of the Company — Industry Restructuring and Changes in Our Shareholding Structure”.
We cannot assure you that the State Council will not approve additional telecommunications service
providersin the future, including providers of mobile telecommunications services, that may compete
against us. Increased competition from new entrants in China s telecommunications industry could
adversely affect our financial condition and results of operations as aresult of, among others, decreases
in the rate of subscriber growth or tariff rates or increases in selling and promotional expenses.

In addition, we may also be subject to competition from new providers of telecommunication
services as aresult of technological developments and the convergence of various telecommunications
Services.

China’s accession into the World Trade Organization will ease current restrictions on foreign
ownership in the telecommunications industry and may increase competition in the mobile
communications service sector.

On December 11, 2001, China officially joined the World Trade Organization, or WTO. On
January 1, 2002, the Administration of Foreign-Funded Telecommunications Enterprises Provisions was
also adopted, thereby implementing China’ s commitments to the WTO. Those commitments include the
gradual reduction of foreign ownership restrictions in the telecommunications industry and the opening
of the telecommunications market in Mainland Chinato foreign investors. See“Item 4. Information on
the Company — Business Overview — Competition”. This could lead to increased foreign investment in
the telecommunications market in Mainland China, thereby increasing competition and foreign
participation in the mobile telecommunications service sector in Mainland China. Increased competition
and foreign participation may have a material adverse effect on our financial conditions and results of
operation.

We are controlled by China Mobile Communications Corporation, which may not always act
in your best interest.

Asof May 31, 2002 China Mobile Communications Corporation indirectly owned an aggregate
of approximately 75.6% of our shares. Accordingly, China Mobile Communications Corporation is, and
will be, ableto:

. nominate our entire board of directors and, in turn, indirectly influence the selection of
our senior management;



. determine the timing and amount of our dividend payments; and
. otherwise control or influence actions that require the approval of our shareholders.

The interests of China Maobile Communications Corporation as our ultimate controlling person
could conflict with the interests of our minority shareholders.

In addition, China Mobile Communications Corporation also provides our operating subsidiaries
with services that are necessary for our business activities, including:

. interconnection arrangements with its other subsidiaries mobile telecommunications
networks and roaming arrangements;

. the coordination of the provision of inter-provincial transmission leased lines from the
former China Telecommunications Corporation to us; and

. settlement and bill processing for domestic inter-provincial and international roaming
Services.

The interests of China Maobile Communications Corporation as the provider of these servicesto
our operating subsidiaries may conflict with our interests.

The limited spectrum allocated to us may constrain our future network capacity growth.

A mobile telecommunications network’ s capacity isto a certain extent limited by the amount of
frequency spectrum available for itsuse. Since the Ministry of Information Industry allocates frequency
spectrum to mobile telecommunications operators in Mainland China, the capacity of our mobile
telecommunications network is limited by the amount of spectrum that the Ministry of Information
Industry allocatesto us. The Ministry of Information Industry allocated atotal of 34 MHz in the 900
MHz frequency band and the 1800 MHz frequency band to our parent company, China Maobile
Communications Corporation. Under the existing agreement between China Mobile Communications
Corporation and us, we have the exclusive rights to use those frequency spectrum in our service regions.

We believe that our current spectrum alocation is sufficient for anticipated subscriber growth in
the near term, but we may need additional spectrum to accommodate future subscriber growth or to
devel op mobile telecommuni cations services using new wirel ess telecommunications technol ogies.
However, the Ministry of Information Industry may determine not to allocate additional spectrum to us.
Our network expansion plans may be affected if we are unable to obtain additional spectrum. This could
in turn constrain our future network capacity growth and materially and adversely affect our business,
financial condition and results of operations.

Changesto our interconnection and leased line arrangements may increase our operating
expenses and adversely affect our profitability.

Our mobile telecommunications services depend, in large part, upon our interconnection

arrangements and access to the fixed line network. Currently, interconnection is necessary in the case of
all local calls between our subscribers and subscribers of fixed line or other mobile telecommunications
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networks. Interconnection and leased line arrangements are al so necessary for domestic long distance
callsand international calls. We have entered into interconnection and transmission line leasing
agreements with the relevant fixed line operators and with China Mobile Communications Corporation
and its other subsidiaries. We cannot assure you that increasing usage of the fixed line network would
not result in additional strain on its switching capacity, or that the existing quality of the fixed line
network will remain adequate.

In addition, the terms of our interconnection arrangements and |leased line arrangements have a
material effect on our operating revenue and expenses. A material increase in the interconnection or
leased line expenses we pay could have a material adverse effect on our financial condition and results of
operations. In addition, our business and operations may be materially and adversely affected if we
cannot enter into future interconnection and leased line agreements on commercially acceptable terms or
on atimely basis.

We may be unable to abtain sufficient financing to fund our substantial capital requirements,
which could limit our growth potential and future prospects.

We estimate that we will require approximately RMB 102.9 billion (US$ 12.4 billion) for capital
expenditures from 2002 through the end of 2004 for arange of projects.

We believe that cash from operations, together with any necessary borrowings, will provide
sufficient financial resources to meet our projected capital and other expenditure requirements. We may
require additional funds to the extent we have underestimated our capital requirements or overestimated
our future cash flows. In addition, a significant feature of our business strategy is to continue exploring
opportunities for strategic investments in the telecommunications industry in Mainland China, which
may require additional capital resources. The cost of implementing new technologies, upgrading our
networks or expanding capacity may also be significant. In particular, in order for us to effectively
respond to technologica changes, we may be required to make substantial capital expendituresin the
near future.

Financing may not be available to us on acceptable terms. 1n addition, any future issuance of
equity securities, including securities convertible or exchangeable into or that represent the right to
receive equity securities, to foreign investors will require approval from the China Securities Regulatory
Commission, the State Council and other relevant government authorities. 1f adequate capital is not
available, our growth potential and future prospects could be adversely affected.

Changesin technology may render our current technologies obsolete and thus affect our
business and market position.

The telecommunications industry is subject to rapid and significant changes in technology.
Accordingly, although we strive to keep our technology up to international standards, the mobile
telecommunications technologies that we currently employ may become obsolete or subject to
competition from new technologiesin the future, including new wirel ess telecommunications
technologies. In addition, the new technol ogies we implement, such as wireless data applications, may
not generate an acceptable rate of return.
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Failure to capitalize on new business opportunities may have an adverse effect on our growth
potential.

We intend to pursue a number of new growth opportunities in the broader telecommunications
industry, including wireless data. Our success will depend in large part on our ability to offer services
that address the market demand arising from these opportunities. In addition, our ability to deploy and
deliver these services depends, in many instances, on new and unproven technologies. Our wireless
telecommunications technol ogies may not perform as expected, we may not be able to successfully
develop or obtain new technologiesto effectively and economically deliver these services and we may
not be able to compete successfully in the delivery of telecommunications services based on new
technologies. Any failure to capitalize on new business opportunities may adversely affect our
competitive position and future profitability.

Actual or perceived health risks associated with the use of mobile devices could impair our
ability to retain and attract customers, reduce wireless telecommunications usage or result in
litigation.

Concerns have been expressed in some countries that the el ectromagnetic signals emitted by
wireless tel ephone handsets and base stations may pose health risks at exposure levels below existing
guideline levels, and interfere with the operation of electronic equipment. In addition, several wireless
industry participants have had lawsuits filed against them alleging various health consequences as a
result of wireless phone usage or seeking protective measures. While we are not aware that such health
risks have been substantiated, there can be no assurance that the actual, or perceived, risks associated
with radiowave transmission will not impair our ability to retain customers and attract new customers,
reduce wireless telecommunications usage or result in litigation.

Adverse changesin the economic policies of the Chinese government could have a material
adver se effect on the overall economic growth of Mainland China, which could reduce the
demand for our services and adversely affect our business, financial condition and results of
operations.

Since the late 1970s, the Chinese government has been reforming the Chinese economic system.
These reforms have resulted in significant economic growth and social progress. Although we believe
that economic reform and macroeconomic policies and measures adopted by the Chinese government
will continue to have a positive effect on the economic development in Mainland China and that we will
continue to benefit from such policies and measures, these policies and measures may from time to time
be modified or revised. Adverse changesin economic and social conditionsin Mainland China, in the
policies of the Chinese government or in the laws and regulations in Mainland China, if any, could have a
material adverse effect on the overall economic growth of Mainland China and investment in the
telecommunications industry in Mainland China. These developments could adversely affect our
business, such as reducing the demand for our services, aswell as our financial condition and results of
operations.



The Renminbi is not a freely convertible currency, which could limit the ability of our
subsidiaries in Mainland China to obtain sufficient foreign currency to satisfy their foreign
currency requirements or pay dividendsto us.

Substantially all of our revenues and operating expenses are denominated in Renminbi, while a
portion of our capital expenditures and indebtedness is denominated in U.S. dollars and other foreign
currencies. The Renminbi is currently freely convertible under the “ current account”, which includes
dividends, trade and service-related foreign currency transactions, but not under the “ capital account”,
which includes foreign direct investment, unless the prior approval of the State Administration for
Foreign Exchange is obtained.

Our operating subsidiaries are foreign investment enterprises. Currently, they may purchase
foreign currency without the approval of the State Administration for Foreign Exchange for settlement of
“current account transactions’, including payment of dividends, by providing commercial documents
evidencing these transactions. They may also retain foreign exchange in their current accounts (subject
to acap approved by the State Administration for Foreign Exchange) to satisfy foreign currency
liabilities or to pay dividends. However, the relevant Chinese government authorities may limit or
eliminate our ability to purchase and retain foreign currenciesin the future. Also, our subsidiaries
incorporated in Mainland China may not be able to obtain sufficient foreign currency to satisfy their
foreign currency reguirements or pay dividendsto usfor our use in making any future dividend payments
or to satisfy other foreign currency payment requirements. Foreign currency transactions under the
capital account are still subject to limitations and require approvals from the State Administration for
Foreign Exchange. This could affect our subsidiaries’ ability to obtain foreign currency through debt or
equity financing, including by means of loans or capital contributions from us.

Fluctuationsin exchange rates could adversely affect our financial results.

Substantially all of our operating revenue is denominated in Renminbi, while a portion of our
capital expenditures and some of our financing expenses are denominated in foreign currencies, such as
U.S. dollars and Hong Kong dollars. Since we may not be able to hedge effectively against Renminbi
devaluations, future movementsin the exchange rate of Renminbi and other currencies could have an
adverse effect on our financial condition and results of operations.

The Chinese legal system embodies uncertainties which could limit the legal protections
available to you.

The Chinese legal system isacivil law system based on written statutes. Unlike common law
systems, it is a system in which decided legal cases have little precedential value. In 1979, the Chinese
government began to promulgate a comprehensive system of laws and regul ations governing economic
mattersin general. Legislation over the past 20 years has significantly enhanced the protection afforded
to foreign investment in Mainland China. Our existing subsidiaries are “wholly foreign-owned
enterprises’ which are enterprises incorporated in Mainland China and wholly-owned by Hong Kong,
Macau, Taiwan or foreign investors, and subject to the laws and regulations applicable to foreign
investment in Mainland China. However, the interpretation and enforcement of some of these laws,
regulations and other legal requirements involve uncertainties that could limit the legal protection
available to you. Moreover, China s entry into the WTO may result in the abolition or substantial
amendment of the existing laws, regulations and other legal requirements. See “Item 4. Information on
the Company — Business Overview — World Trade Organization”.



Item 4. Information on the Company.

We provide afull range of mobile telecommunications services in 13 service regionsin Mainland
China, consisting of nine provinces (Guangdong, Zhejiang, Jiangsu, Fujian, Henan, Hainan, Hebel,
Liaoning and Shandong), three municipalities (Beijing, Shangha and Tianjin) and one autonomous
region (Guangxi Zhuang Nationality Autonomous Region). Our service regions cover a geographically
contiguous market consisting of the entire coastal region of Mainland China, which incorporates the
country’s most prosperous and economically developed areas. Based on publicly available information,
we are the leading provider of mobile telecommunications services in each of these regions and the
second largest provider of mobile telecommunications services in the world as measured by total number
of subscribers as of December 31, 2001. Based on information compiled by the Ministry of Information
Industry, our subscribers represented approximately 72.4% of all mobile phone subscribersin our service
regions and approximately 48% of all mobile phone subscribersin Mainland China as of that date. As of
December 31, 2001, our total number of subscribers was approximately 69.64 million. As of
April 20, 2002, our total number of subscribers reached 76.40 million.

History and Development of the Company

We were incorporated under the laws of Hong Kong on September 3, 1997 as alimited liability
company under the name “ China Telecom (Hong Kong) Limited”. We changed our name to “China
Mobile (Hong Kong) Limited” on June 28, 2000 after obtaining the approval of our shareholders.

We completed our initia public offering in October 1997. Our ordinary shares are listed on the
Hong Kong Stock Exchange, and our American Depositary Shares, or ADSs, each currently representing
the right to receive five ordinary shares, are listed on the New Y ork Stock Exchange. Our agent for
service of process in the United Statesis CT Corporation System, and their addressis 111 Eighth
Avenue, 13th Floor, New York, NY 10011.

Expansion of Business Coverage Through Acquisitions

Our initial mobile telecommunications operations included those in Guangdong province
conducted by Guangdong Mobile Communication Company Limited and in Zhejiang province conducted
by Zhejiang Mobile Communication Company Limited. As part of the restructuring in preparing for our
initial public offering, the former Ministry of Posts and Telecommunications transferred to us a 100%
equity interest in Guangdong Mobile and a 99.63% equity interest in Zhejiang Mobile. Since then, we
have significantly expanded the geographical coverage of our operations through a series of acquisitions
from China Mobile Communications Corporation, our indirect controlling shareholder, of mobile
communi cations operations conducted by its regional subsidiaries. In particular:

. We acquired the entire equity interest in Jiangsu Mobile Communication Company
Limited on June 4, 1998 for a cash consideration of HK$22.5 hillion.

. We acquired the entire equity interest in each of Fujian Mobile Communication
Company Limited, Henan Mobile Communication Company Limited and Hainan Mobile
Communication Company Limited on November 12, 1999 for atotal purchase price of
HK$49.7 billion, consisting of HK$19.0 billion in cash and the remaining HK$30.7
billion in the form of 1,273,195,021 new shares. In addition, we acquired the remaining
0.37% equity interest in Zhejiang Mobile in June 1999.



. We acquired the entire equity interest in each of Beijing Mobile Communication
Company Limited, Shanghai Mobile Communication Company Limited, Tianjin Mobile
Communication Company Limited, Hebei Mobile Communication Company Limited,
Liaoning Mobile Communication Company Limited, Shandong Mobile Communication
Company Limited and Guangxi Mobile Communication Company Limited on
November 13, 2000 for atotal purchase price of HK$256.0 billion, consisting of
HK$74.6 billion in cash and the remaining HK$181.4 billion in the form of
3,779,407,375 new shares.

These acquisitions have significantly enlarged our subscriber base, expanded the geographical
coverage of our business and enhanced the economy of scale of our operations. In addition, the
integration of these acquired operations enables us to realize potential synergies. A discussion of the
financial impact of these acquisitionsis set forth in “Item 5. Operating and Financial Review and
Prospects”.

In accordance with our long-standing strategy of actively identifying opportunities to acquire
mobile telecommunications assets in Mainland China, we have agreed to acquire the entire equity interest
in each of the eight regional mobile telecommunications services providers located in the provinces of
Anhui, Jiangxi, Sichuan, Hubei, Hunan, Shaanxi and Shanxi and the directly-administered municipality
of Chongqing from our immediate parent company, China Mobile Hong Kong (BVI) Limited, pursuant
to a conditional sale and purchase agreement dated May 16, 2002, for atotal purchase price of US$ 8,573
million. The purchase price will consist of aninitial consideration of US$ 5,773 million and a deferred
consideration of US$ 2,800 million. We currently expect to complete the acquisition before September
30, 2002, subject to the fulfillment of certain conditions.

Theinitial consideration of US$5,773 million consists of a cash payment of US$ 3,150 million
and the issuance of new shares for the remaining US$ 2,623 million to China Mobile Hong Kong (BV1)
Limited on the completion of acquisition. We intend to finance the cash portion of theinitial
consideration by using our existing internal cash resources in the amount of US$ 2,400 million and the
proceeds from issuing news shares for atotal of US$750 million to Vodafone Group Pic or its wholly-
owned subsidiary, Vodafone Holdings (Jersey) Limited. After the share placement, V odafone Group
Plc’s share holding in us will increase from 2.18% to approximately 3.27%.

The deferred consideration is payable fifteen years after the date of the compl etion of
acquisition, and we may make an early payment of all or part of the deferred consideration at any time.
We have agreed to use our best efforts, subject to market conditions and the receipt of all necessary
regulatory and governmental approvals, to issue RMB denominated bonds and Chinese depositary
receipts and to use the proceeds from such issuances to make an early payment. We are currently
considering issuing RMB denominated bonds through one of our subsidiaries.

Completion of the acquisition is predicated upon the fulfillment of certain conditions, which
include obtaining the requisite approvals from our shareholders, the Hong Kong Stock Exchange and
relevant regulatory authorities in Mainland China, as well as receiving adequate funding to pay the cash
portion of theinitial consideration.



Industry Restructuring and Changesin Our Shareholding Structure

Prior to 1993, al public telecommunications networks and services in Mainland Chinawere
controlled and operated by the former Ministry of Posts and Telecommunications through the former
Directorate General of Telecommunications, provincial telecommunications administrations and their
city and county level bureaus.

As part of the Chinese government’s restructuring of the telecommunications industry, the
Ministry of Information Industry was formed in March 1998 to assume, among others, the
responsibilities of the former Ministry of Posts and Telecommunications. One of the principal objectives
of the restructuring was to separate the government’ s regulatory function from its business management
functionsin respect of state-owned enterprises. Inthefirst half of 2000, the Chinese government
substantially completed the industry restructuring. As aresult, the Ministry of Information Industry
ceased to have an indirect controlling interest in us, and no longer exercises control over
telecommuni cations operations, but continues in its capacity asindustry regulator providing industry
policy guidance as well as exercising regulatory authority over al telecommunications service providers
in Mainland China.

In addition, as part of the restructuring, the telecommunications operations previously controlled
by the former Ministry of Posts and Telecommunications were separated along four business lines: fixed
line telecommuni cations, mobile telecommunications, paging and satellite telecommunications. China
M obile Communications Corporation was established in July 1999 as a state-owned company to hold and
operate the mobil e telecommunications business nationwide resulting from the separation. As part of this
separation, in July 1999 China Maobile Communications Corporation obtained the approximately 57%
holding of voting shares and economic interest in China Mobile (Hong Kong) Group Limited, our
indirect controlling shareholder, previously held by Telpo Communications (Group) Limited, an entity
100% controlled by the former Ministry of Posts and Telecommunications. In addition, in May 2000, the
remaining 43% interest in China Mobile (Hong Kong) Group Limited previously held by the Directorate
Genera of Telecommunications was transferred to China Mobile Communications Corporation. Asa
result, China M obile Communications Corporation has become the owner of all voting shares and
economic interest in China Mobile (Hong Kong) Group Limited and thus all of the Chinese government’s
interest inus. Asof May 31, 2002, China Mobile Communications Corporation indirectly owned
approximately 75.6% of all our outstanding shares, including shares represented by ADSs.

As a state-owned company, the former China Telecommunications Corporation owns and
operates fixed line telephone and data tel ecommuni cations networks. In December 2001, the State
Council formally approved the restructuring of the former China Telecommunications Corporation,
China Netcom Corporation Limited and Jitong Network Communications Company Limited. After the
restructuring, China Netcom Group will consist of ten provincial telecommunications companies
originally owned by the former China Telecommunications Corporation in Beijing, nine other provinces,
one directly-administered municipality, China Netcom Corporation Limited and Jitong Network
Communications Company Limited. China Telecommunications Corporation will retain the
telecommunications companies originally owned by the former China Telecommunications Corporation
in the remaining provinces, directly-administered municipalities and autonomous regions. Asaresult,
apart from China M obile Communications Corporation, principa participants in the telecommunications
industry in Mainland China also include China Telecommunications Corporation, China Netcom Group,
China United Telecommunications Corporation, China Satellite Communications Corporation and China
Railcom. Among those six participants, China Maobile Communications Corporation (including us) and
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China United Telecommunications Corporation are the two operators that provide mobile
telecommunications services in Mainland China

The following chart shows our current shareholding structure and principal subsidiaries as of
May 31, 2002:

China Mobile Communications Corporation
(incorporated in China)

[100%

China Mobile (Hong Kong) Group Limited
(incorporated in Hong Kong)

| 100%

China Mobile
Hong Kong (BVI) Limited
(incorporated in the British Virgin Islands)

24.4%
75.6% ‘ ‘ . Public Shareholders

China Mobile (Hong Kong) Limited

100% | | 100%" | 66.4%
) . L 13 regional mobile . . .
China Mobile (Shenzhen) Limited communications ASP;;‘:Q':?;%LT;%:dLiIITIted
(incorporated in China) companies the Cayman lsiands)
(incorporated in China)

(0] Intermediate holding companies, all of which are incorporated in the British Virgin Islands, are omitted from this chart.

In addition to its shareholding interest in us, China M obile Communications Corporation
operates the leading mobile communications businesses in Mainland China outside our 13 service
regions.

General Information

Our principal executive offices are located at 60th Floor, The Center, 99 Queen’s Road Central,
Hong Kong, China; telephone: 852-3121-8888. We also maintain aregional headquartersin each of the
13 regions in Chinawhere we operate. Our web site address is www.chinamobilehk.com. The
information on our web site is not a part of this annual report.

Business Over view

We offer mobile telecommuni cations services principally using the Global System for Mobile
Communications standard, or GSM. GSM is a pan-European mobile telephone system based on digital
transmission and mobile telecommunications network architecture with roaming capabilities. Our GSM
networks reach al cities and counties and major roads and highways in our service regions.



Our Strategy

We believe the telecommunications market in Mainland Chinawill continue to expand rapidly,
and we have designed our business strategy accordingly to include the following key elements:

. continue to actively grow our core mobile telecommunications services by:
. maintai ning focus on devel oping a high-quality subscriber base;
. broadening our subscriber base and increasing market penetration;
. focusing on integrating our regiona mobile telecommunications companies into
our operation; and
. nurturing our human capital;
. pursue strategic expansion in the broader telecommunications market in Mainland China

and capture new revenue streams by:

. expanding our GSM wirel ess telecommuni cations capacities, mainly by using
various technologies to improve the coverage and quality of our network and
building transmission linesin high capacity areas;

. providing corporate subscribers with an integrated wirel ess voice-data solution;

. developing mobile Internet services by using new technologies, including
Wireless Application Protocol and General Packet Radio Service, and
transitioning to third generation mobile telecommunications technol ogies; and

. developing new value added services, such as wireless data services; and
. take advantage of our current leadership position and increase our operational efficiency
by:
. realizing economies of scale in procuring equipment or services, such asline
leasing and interconnection;
. centralizing our research and development efforts; and
. maintaining and utilizing the “CHINA MOBILE” brand name to promote our

products and services.
Subscribers and Usage

Our subscriber base has grown substantially from 6.5 million at the end of 1998 to 69.6 million
at theend of 2001. As of December 31, 2001, we had a market share of approximately 72.4% in our 13
serviceregions. Our acquisition of atotal of 11 regional mobile telecommunications companies between
June 1998 and November 2000 has substantially expanded our subscriber base. Asof December 31,
2001, our total number of subscribers was approximately 69.64 million. Asof April 20, 2002, the total
number of our subscribers was approximately 76.40 million. In addition to our acquisitions, our
subscriber growth is also attributable to a number of other factors, including:

. significant economic growth in our markets;

. our network expansion and devel opment;

. our increased marketing and sales efforts and improved distribution channels;

. decreased cost of initiating services due to a decline in handset prices aswell asthe



gradual decrease and final elimination of the connection fees and the adjustmentsin
other tariffs for our services; and
. our new service initiatives, enhanced roaming capabilities and value added services.

The following table sets forth selected historical information about our subscriber base and

subscriber usage for the periods indicated.

As of or for theyear ended December 31,

1999 2000 2001
Subscribers (in thousands)
Contract subscribers ......... ... ... .. 15,621 32,409 34,010
Prepaid subscribers ................... — 12,725 35,633
Total ... 15,621 45,134 69,643
Average ChurnRate (%) @ ............... 5.9 5.4 6.6
Minutes of Usage (in billions) @
Contract subscribers . ................. 89.4 118.2 130.8
Prepaid subscribers ................... — 6.9 305
Total ... 89.4 125.1 161.3
Average Minutes of Usage Per Subscriber
Per Month ©
Contract subscribers . ................. 366 326 329
Prepaid subscribers ................... — 125 103
Overdlaverage . .. ................. 366 299 233
Average Revenue Per Subscriber
Per Month (RMB) @
Contract subscribers . ................. 299 241 199
Prepaid subscribers ................... — 87 72
Overdlaverage . ................... 299 221 145

)

@

©)

Measures the rate of subscriber disconnections from mobile telephone service, determined by dividing (A) the sum of
voluntary and involuntary deactivations (excluding deactivations due to subscribers switching among our different
services) during the relevant year by (B) the average number of subscribers during the year, calculated as the average of
the numbers of subscribers at the end of each of the thirteen calendar months from the end of the previous year to the
end of the current year. On thisbasis, our calculated churn rate will be affected by the number of voluntary and
involuntary deactivations and the significant growth in our subscriber base.

The average churn rate for each of the full years of 1999, 2000 and 2001 is cal cul ated based on information pertaining
to the relevant regional mobile telecommunications companies we acquired prior to and after the respective
acquisitions and is presented for ease of comparison.

The total minutes of usage for each of the full years of 1999, 2000 and 2001 are calculated based on information
pertaining to the relevant regional mobile telecommunications companies we acquired prior to and after the respective
acquisitions and are presented for ease of comparison.

Calculated by (A) dividing the total minutes of usage during the relevant year by the average number of subscribers
during the year (calculated as the average of the numbers of subscribers at the end of each of the thirteen calendar
months from the end of the previous year to the end of the current year and (B) dividing the result by 12. The average
minutes of usage per subscriber per month for each of the full years of 1999, 2000 and 2001 are cal culated based on



information pertaining to the relevant regional maobile telecommunications companies we acquired prior to and after
the respective acquisitions and are presented for ease of comparison.

4 Calculated by (A) dividing the operating revenue during the relevant year by the average number of subscribers during
the year (calculated in the same manner as in note (3) above) and (B) dividing the result by 12.

The size and composition of our subscriber base and subscribers’ usage patterns have changed
over the last few years. Astariffs and the price of handsets have decreased, and as connection fees have
been radically reduced and ultimately eliminated, and mobile telecommunications technology has
improved over time, mobile telecommunications services have become increasingly popular with the
broader middle income market for both business and social uses. In general, the highest usage
subscribers with the greatest telecommunications needs have tended to be the early subscribers of mobile
services. As penetration increases, newer subscribers on average incur lower monthly usage, and are
generally more price-sensitive. Accordingly, asistypical in many countries with developing mobile
telecommunications markets, the average usage and revenue per subscriber have declined over the last
few years as our mobile phone penetration hasincreased. However, total minutes of usage of our
subscribers continued to grow significantly in 1999, 2000 and 2001.

Prepaid Services

Beginning in the second half of 1999, we introduced prepaid services. Our prepaid subscribers
can make and receive local and domestic and international long distance calls, and most of those
subscribers also enjoy nationwide domestic roaming services. Unlike our contract subscribers,
subscribersto our prepaid services do not pay monthly fees, and incur only base usage charges and
applicable roaming charges on a per minute basis for both incoming and outgoing calls, plus applicable
long distance tariffs.

Each prepaid subscriber identity module, or SIM card, has a value of RMB 50, RMB 100,
RMB 300 or RMB 500 with avalid term of 90 days, 180 days, 360 days or 360 days, respectively. Each
SIM card contains the personal identification number of the subscriber as well as basic subscriber data
and network information. When a call is made or received by a prepaid subscriber, our system
automatically deducts usage fees from the value associated with the card. Prepaid subscribers can add
value to their accounts associated with the SIM cards by purchasing value adding cards, which are
available at our outlets located throughout Mainland China. Under our current arrangement with China
M obile Communications Corporation, when a prepaid subscriber purchases value adding cards outside of
the service region of the subscriber’ s home network (where the subscriber initially purchased the prepaid
SIM card), the network operator in the location that issues the value adding card remits 95% of the face
value of the value adding card to the subscriber’ s home network operator and keeps the remainder as a
handling charge.

Our prepaid services complement our traditional contract services and are an important means of
expanding our subscriber base. In addition, continued economic growth, the benefits of mobility and
current low mobile phone penetration rates in Mainland China compared to demographically and
culturally similar markets are among the important factors that will further drive mobile phone subscriber
growth towards eventual mass popularization. Furthermore, prepaid services represent an effective tool
for capturing additional subscribers and driving penetration in devel oping markets, such as Mainland
China, while keeping credit quality in check. Prepaid services also help introduce the enhanced benefit
of mobility to non-mobile users.
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Our prepaid services experienced rapid and significant growth in 2001. As of December 31,
2001, we had an aggregate of approximately 35.6 million subscribers for our prepaid service,
representing an increase of 180% from December 31, 2000. Our prepaid subscribers represented 51.2%
of our total subscriber base as of December 31, 2001 and 93.5% of our new subscribersin 2001.

Tariffs

The tariffs payable by our subscribers include primarily usage charges, monthly fees and service
feesfor value added services. Our prepaid subscribers do not have to pay monthly fees. Usage charges
for both our contract and prepaid subscribers include base usage charges for both incoming and outgoing
calls plus, where applicable, an additional component reflecting domestic and international long distance
tariffs. When using roaming services, subscribersincur aroaming charge instead of the base usage fee,
plus applicable domestic and international long distance charges. Subscribers also pay fees for selection
of specific telephone numbers.

We have flexible long distance tariff plans distinguishing between day time and night time, and
offer tailored service plans based upon customer requirements as well as our network resources.

Our tariffs are subject to regulation by various government authorities, including the Ministry of
Information Industry, the State Devel opment and Planning Commission and the relevant price regulatory
authoritiesin our service regions. The actual price range in each service region is proposed by a network
operator in that service region and must be approved by the relevant price regulatory authoritiesin that
serviceregion. In general, base usage charges, monthly fees, domestic roaming charges and applicable
long distance tariffs (other than tariffs for Internet Protocol phone calls) are also determined by the
Ministry of Information Industry in consultation with the State Devel opment and Planning Commission.

Connection feesin all our service regions have been substantially reduced over the past four
years and were eliminated on July 1, 2001. While elimination of connection fees may adversely affect
our revenue growth in the short term, we believe that the elimination will help to further expand our
subscriber base and increase total subscriber usage of our mobile telecommunications services, thereby
contributing to our revenue growth in the long term.

Tariff Adjustments. As part of the efforts to further rationalize the tariff structure of
telecommunications services, the Chinese government announced a wide range of tariff adjustments,
which took effect at various datesin the first half of 2001. The tariff adjustments that affect our mobile
telecommuni cations services include the shortening of a billing unit from one minute to six seconds for
long distance call rates (other than rates for Internet Protocol phone calls), the general reduction in
domestic and international long distance call rates, the elimination of various surcharges and a general
reduction in leased line tariffs. In particular, domestic long distance call rates have been adjusted from
the range of RMB 0.50 to RMB 1.00 per minute to the uniform rate of RMB 0.07 per six-second hilling
unit. Although the adjustments in long distance call rates and the elimination of surcharges may reduce
our revenue in the short term, we expect that they are likely to stimulate increased subscriber usage and
contribute to our overall revenue growth in the long run. In addition, we will be able to achieve savings
in leased line expenses as aresult of the reduction in leased line tariffs.

Packaged Service Plans. In order to meet the specific mobile telecommunications needs of

different subscriber segments and to enable more efficient use of network resources during both peak and
off-peak hours, we launched in March 2001 packaged mabile service plans tailored towards different
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subscriber usage levels. To date, we have adopted six service plans, each of which has been approved by
the relevant regulatory authoritiesin Mainland China.

We have been selectively implementing the appropriate packaged service plansin our service
regions based on local market conditions. We believe that such tariff plans create a more flexible tariff
structure for our subscribers and can promote greater usage by subscribers. 1n addition, by offering
significantly lower off-peak rates than peak rates, the service plans encourage subscribers to make more
calls during off-peak hours than during peak hours, which may result in more efficient use of our network
resources.

I nterconnection

Interconnection refers to various arrangements that permit the connection of our networks to
other networks such as the fixed line telephone network.

I nterconnection with the former China Telecommunications Corporation (for Local and Long
Distance Calls). Our networks interconnect with the former China Telecommunications Corporation’s
public fixed line network, alowing our subscribers to communicate with fixed line subscribers and to
make and receive local, domestic and international long distance calls. A majority of calls on our
networks involve interconnection with the former China Telecommunications Corporation’s fixed line
network. Each of our operating subsidiaries has an interconnection agreement with the relevant
subsidiary of the former China Telecommunications Corporation that operates the fixed line network in
its service region. The economic terms of these agreements are standardized from province to province.

A significant portion of the traffic between our subscribers and China United
Telecommunications Corporation’ s subscribers interconnects through the former China
Telecommunications Corporation’ s fixed line network. On March 21, 2001, we began paying the former
China Telecommunications Corporation RMB 0.03 per minute of the base usage charge for all calls
connected through their network. Prior to March 21, 2001, we paid the former China
Telecommunications Corporation RMB 0.05 per minute of the base usage charge for calls connected
through their network when our subscriber was the calling party.

I nterconnection with China Mobile Communications Corporation (for Long Distance Calls
and Roaming Calls). We also have an inter-provincia interconnection and roaming agreement with
China M obile Communications Corporation, under which the other subsidiaries of China Maobile
Communications Corporation and us provide each other with domestic inter-provincial network
interconnection services and domestic and international roaming services.

I nterconnection Revenue Sharing and Settlement. Where calls involve interconnection with
the former China Telecommunications Corporation’ s fixed line network or China Mobile
Communications Corporation’ s network, our interconnection arrangement with the former China
Telecommunications Corporation or China Mobile Communications Corporation provides for the sharing
and settlement of revenues from the base usage charge and, if applicable, roaming charges and domestic
and international long distance charges.

A number of the settlement rates have been adjusted effective March 21, 2001. The following
table summarizes the terms of our interconnection arrangement with the former China



Telecommunications Corporation and its subsidiaries for non-roaming local calls, including the rates
after the adjustment and, in parenthesis, the rates prior to the adjustment.

Revenue Sharing and Settlement of
Base Usage Char ges for Non-Roaming L ocal Calls

Originating Subscriber Terminating Subscriber Settlement Arrangements

Our subscriber The former China We pay RMB 0.06 (previously
Telecommunications RMB 0.05) per minute to the
Corporation’sfixed line former China Telecommunications
subscriber Corporation

The former China Our subscriber No revenue sharing or settlement

Telecommunications

Corporation’sfixed line

subscriber

Where applicable, we collect domestic long distance charges in addition to the base usage
charges. The following table summarizes the terms of our interconnection arrangement with each of the
former China Telecommunications Corporation and China Mobile Communications Corporation for
domestic long distance calls.

Revenue Sharing and Settlement of Domestic L ong Distance Char ges

Originating
Subscriber

Terminating
Subscriber

Settlement Arrangements

Our subscriber

The former China
Telecommunications
Corporation’sfixed
line subscriber in our
service regions

The former China
Telecommunications
Corporation’sfixed
line subscriber

Our subscriber or
ChinaMobile
Communications
Corporation’s
subscriber

If the call isrouted through the former China
Telecommunications Corporation’ s transmission lines,
we keep RMB 0.06 (previously RMB 0.14) per minute
of the domestic long distance calling charges® and pay
the remaining portion to the former China
Telecommunications Corporation

If the call isrouted through our IP network, we pay the
former China Telecommunications Corporation

RMB 0.06 (previously RMB 0.05) per minute and keep
the remaining portion

If the call isrouted through our transmission lines, the
former China Telecommunications Corporation keeps
RMB 0.06 (previousy RMB 0.14) per minute of the
domestic long distance charges® and pays the
remaining portion to us



Our subscriber ChinaMobile We collect the domestic long distance charge of

Communications RMB 0.07 per six seconds (previously RMB 0.60-1.00
Corporation’s per minute), and there is no revenue sharing or
subscriber settlement®
ChinaMobile Our subscriber China Mobile Communications Corporation collects the
Communications domestic long distance charge of RMB 0.07 per six
Corporation’s seconds (previously RMB 0.60-1.00 per minute), and
subscriber there is no revenue sharing or settlement®
(0] The adjusted rates are billed at six-second units.
2 Except for roaming calls. See table under “— Roaming” for revenue sharing and settlement for roaming calls.

Where applicable, we collect international long distance charges in addition to base usage
charges. The following table summarizes the terms of our interconnection arrangement with the former
China Telecommunications Corporation for international long distance calls, including the rates after the
adjustment and, in parenthesis, the rates before the adjustments.

Revenue Sharing and Settlement of I nternational L ong Distance

Type of Call Settlement Arrangements
Outgoing calls from our We keep RMB 0.54 (previously RMB 0.20) per minute? (if the
subscriber call isrouted through our domestic long distance transmission lines)

or RMB 0.06 (previously RMB 0.20) per minute'? (if the call is not
routed through our domestic long distance transmission lines) of the
international long distance charge and pay the remaining portion to
the former China Telecommunications Corporation

Incoming calls to our We receive from the international telecommunications operator of

subscriber the calling party RMB 0.54 (previously RMB 0.63) per minute (if
the call is routed through our domestic long distance transmission
lines) or RMB 0.06 (previously RMB 0.07) per minute of the
calling charge (if the call is not routed through our domestic long
distance transmission lines)

(0] The adjusted rates are billed at six-second units.
Roaming

We provide roaming services to our subscribers, which allow them to make and receive
telephone calls while they are physically outside of their registered service area and are in other parts of
our service regions or in the coverage areas of other maobile phone networks with which we have roaming
arrangements.



Under our domestic roaming arrangement with China Mobile Communications Corporation, our
subscribers can make and receive calls while they are located in the coverage areas of ChinaMabile
Communications Corporation in the rest of Mainland China outside our service regions. Conversely, we
offer roaming services to China Mobile Communications Corporation’ s subscribers while they arein our
serviceregions. In addition, we offer roaming capabilitiesin 90 countries and regions around the world
under our roaming arrangements with relevant local operators.

A mobile phone subscriber using roaming servicesis charged at our per-minute roaming charge
(instead of the base usage charge) for both incoming and outgoing calls, plus applicable long distance
charges. The following table sets forth our revenue sharing and settlement arrangement with China
M obile Communications Corporation for base roaming charges. We currently do not have aroaming
arrangement with China United Telecommunications Corporation.

Revenue Sharing and Settlement of the Base Roaming Char ges

Type of Roaming Settlement Arrangements
Our subscriber roaming into the We pay China Mobile Communications Corporation 80% of
mobile network of China Mobile the base roaming charge payable by our subscribers

Communications Corporation

Subscriber of ChinaMobile China Mobile Communications Corporation pays us 80% of
Communications Corporation roaming  the base roaming charge charged to its subscribers
into our network

Revenue Sharing and Settlement of Long Distance Charge When Roaming. In addition to the
base roaming charge, long distance charges may be assessed when a subscriber isroaming. Where a
mobile phone subscriber makes a call while roaming, the home network operator collects al long
distance charges incurred and pays all such charges to the operator of the visited network. The visited
network operator then settles those long distance charges, if settlement applies, in accordance with the
long distance revenue sharing and settlement arrangements described above. Where a mobile phone
subscriber receives a call while roaming, the home network operator receives and keeps all long distance
charges incurred by that subscriber.

Value Added Services

In addition to basic mobile telecommunications services, we offer anumber of value added
services such as wireless data and voice functions.

Voice Functions. We offer avariety of basic value added services with voice functions,
including call forwarding, call waiting, conference calling, call limitation, voice mail and “ Chinese
Secretary”, alive answering service.

Wireless Data and Mobile I nternet Services. We believe that wireless data will be one of the
fastest growing segments of the telecommunications market in Mainland China over the next several
years. We intend to further expand our wireless data services. As of December 31, 2001, our wireless



data services subscribers reached 21.3 million, which represented a 74.9% increase compared to 12.2
million subscribers as of December 31, 2000, and accounted for 30.6% of our total subscribers.

In 1999, we began using our short message service platform to develop new value added services
in selected citiesin our service areas, including stock price quotations, sports news, weather forecasts
and online payments. The short message usage volume has grown rapidly since then and has reached
6.08 hillion in 2001 from 440 million in 2000. We plan to continue utilizing our GSM network to
provide data services based on the current short message service platform where consumer demands can
be more economically served by short message service. These data servicesinclude, for example, the
transmission of short messages to facsimile and e-mail addresses.

In the last quarter of 2000, we introduced our mobile Internet portal “Monternet” based on the
mobile information service platform, making us the first mobile service provider in Mainland Chinato
combine an Internet portal with mobile telecommunications services. As of December 31, 2001, over
300 service providers had joined the Monternet network to provide mobile Internet content and services
through our mobile telecommunications channels and mobile information service platform. During 2001,
we launched extensive “Monternet” applications and services, including “M-Zone” targeting the youth
market and “M-Office” targeting the corporate subscriber and individual business subscriber markets. In
addition, by providing the corporate subscribers with an integrated, unified mobile voice-data solution,
utilizing a combination of such technologies as virtual private mobile network and group short
messaging services, we believe “Monternet” will foster the development of our wireless data businesses,
make our services more appealing to customers and help us attract and keep corporate subscribers.

In 2001, we completed the construction of an Internet Protocol backbone network, known as
CMNEet, in our 13 service regions and launched our Internet Protocol-based, or IP-based, long distance
call servicesover CMNet. See“— |IP-Based Long Distance Call Services” below. We expect that
CMNet will also serve as an important component of our wireless data and mobile Internet services.

During 2001, we commenced commercial trials of our General Packet Radio Services, or GPRS.
GPRS technology enables operators to provide end-to-end packet-switched data transmission on the
existing GSM network, which improves wireless network utilization and enhances the wirel ess access
rate for avariety of data applications, including Wireless Application Protocol, or WAP. WAPisa
software protocol stack that defines a standardized means of transmitting Internet-based content and data
to mobile handsets and other wireless handheld devices.

I P-Based Long Distance Call Services. In May 2000, we began providing | P-based long
distance call services which alow users to make domestic and international long distance calls at
relatively lower cost. |P-based long distance call services cover all of our 13 service regions. Our
current interconnection and settlement arrangements with the former China Telecommunications
Corporation with respect to 1P-based long distance calls allow us to reduce our interconnection costs,
especially with respect to calls routed through our CMNet, compared to long distance calls routed
through conventional circuit switched networks. We intend to continue building customer awareness of
the benefits of our |P-based long distance call services through marketing and promotional efforts.

I SP Services. We began providing Internet service provider, or ISP, servicesin 2000. ISP
services enable both mobile and fixed line subscribers to access the Internet via our networks by dialing
the prefix “172XX”. We are planning to provide integrated voice, data and video access to both mobile
phone and non-mobile phone users through such services in the near future.
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We intend to continue focusing on the application of GPRS and new mobile telecommunications
technologiesin order to provide more wireless data services and products.

Research and Devel opment
Our research and development efforts focus on:

. devel oping advanced data application solutions suitable for the particulars of the
consumer markets in Mainland China; and

. monitoring technological trends that may have an impact on the development of our
current business and the implementation of our wireless data strategy.

In light of theincreasingly competitive and rapidly evolving telecommunications market in
Mainland China, we expect to continue to devote resources to the research and development of new
products, services and technology applications.

To focus our mobile data activities and consolidate related research and devel opment efforts, we
formed Aspire Holdings Limited as a majority-owned subsidiary based in Shenzhen, China, in June 2000.
The principa business focuses of Aspire include systems integration, product development, and technical
support for mobile data systems and related applicationsin Mainland China. Aspire also operates our
mobile research and development center in Shenzhen, China.

In January 2001, Aspire formed a business alliance with Hewlett-Packard Company to develop
wireless data and Internet and related applications. Hewlett-Packard assists with the design,
implementation and support of Aspire's servicesin China, and will be the preferred provider of hardware
and related services to Aspire if these products and services are of at least the same quality and pricing
terms as other competing products and services. Conversely, Hewlett-Packard will treat Aspire asits
preferred customer, which will entitle Aspire to the best customer price and financing options available
for Hewlett-Packard’ s products and services under Hewlett-Packard' s preferred partner programs
prevailing in Mainland China. As part of the business aliance, Hanover Asia-Pacific Investments
Limited, an indirectly wholly-owned subsidiary of Hewlett-Packard, agreed to make an equity investment
of upto 7% in Aspire. In January 2002, Vodafone Jersey, a wholly-owned subsidiary of Vodafone
Group Plc, invested US$ 34.965 million in Aspire, and as aresult, Hanover invested an additional
USS$ 16 million in Aspire to maintain its equity holding in Aspire at 7%.

Also in January 2001, Aspire entered into a master agreement with each of us and China Mobile
Communications Corporation for the devel opment of our mobile information service center platform and
that of China Mobile Communications Corporation. Under each of the master agreements, Aspire will
provide system and gateway integration services, hardware, software and system devel opment, technical
support and major overhaul services of data centers to us and China Mobile Communications
Corporation.

As part of the strategic alliance with V odafone Group Plc, Vodafone Holdings (Jersey) Limited,
awholly-owned subsidiary of Vodafone invested in January 2002, approximately US$ 35 millionin
Aspire, and V odafone Americas, asubsidiary of Vodafone, entered into a business alliance agreement
with Aspire. Under the business alliance agreement between Aspire and V odafone Americas, Aspire will
engage Vodafone Global Platform and Internet Services, a unit of Vodafone Americas, as a preferred



provider of wireless data application software in relation to the Aspire Mobile Information Service
Center Platform, provided that the software supplied to Aspire has at |east equivalent technical
specifications on the same or better commercia terms. Aspire and VVodafone Global Platform and
Internet Services also agreed to use their reasonable efforts to coordinate the development of their
respective wireless data platforms with the intention of providing seamless delivery of servicesto their
respective roaming customers on their wireless data platforms and enabling content and application
providers to use a single application programming interface.

Aspireis an important part of our overall strategy to capture the fast growing wireless data sector
in Mainland China. In addition, we expect that Aspire’s business will broaden our revenue sources into
various wireless services and help us to further grow our subscriber base.

Customer Service, Billing and Credit Control

We provide afull range of servicesthat emphasize customer care from the point of sale onward.
At the point of sale, after al application procedures have been completed, we are generally ableto
activate new subscriber connections within afew hours for our GSM services. Our after-sales customer
support servicesinclude a general customer service hotline for al of our 13 service regions, which offers
an interactive voice response system as well as live operator assistance.

We consider high-usage corporate and individual subscribers to be valuable customers. Inthis
regard, each of our 13 operating subsidiaries has established service centersto serve major accounts, and
has established service guidelines and databases for these customers. Designated account managers have
also been appointed to coordinate all issues relating to sales and services for these major accounts.

Through dedicated account executives, the Group provides comprehensive VIP servicesto high-
value customers and corporate customers, often including such personalized accommodations as on-site
visits and analyses. We also issue VIP cards to our high-value subscribers so that they may enjoy
privilegesin other industries. In addition, we provide training on the use of new servicesto our high-
value subscribers, as well as preferential trial use of new services. Furthermore, for certain corporate
customers, we provide virtual private mobile network services.

While contract subscribers are not required to deposit funds before the initiation of local service,
these subscribers may choose to make such deposits. In addition, those subscribers may establish direct
debits from their bank accounts. Our prepaid subscribers may also choose to authorize the automatic
adding of value to their stored value cards through direct debit arrangements. Despite the lack of widely
available credit information services in Mainland China, we have implemented certain subscriber
registration procedures, such as identity checks and background checks for corporate customers, to
enhance credit control.

Generally, we have the same settlement policy for al of our subscribers. This policy requires our
subscribersto settle their individual accounts on amonthly basis. Subscribers may make payment either
through direct debit accounts established at certain branches of banks and certain post offices, or by
paying in person at numerous retail outlets and authorized dealersin various cities and counties.

Detailed statements are made available upon the subscriber’ s request.

We impose alate payment fee on each subscriber whose account is not paid by the monthly due
date. Our current policy isto deactivate the subscriber’s servicesif the subscriber’ s account remains



overdue after one month. Subscribers whose services have been involuntarily deactivated must pay all
overdue amounts, including applicable late payment fees, to reactivate services.

We make provision for doubtful accounts based on our assessment of the recoverability of
accounts receivable on maturity. In particular, we make full provision for accounts receivable older than
three months. The total amount of the provision for doubtful accounts for each of 1999, 2000 and 2001
was RMB 771 million, RMB 1,346 million and RMB 1,737 million, respectively, or 2.0%, 2.1% and
1.7% of total operating revenue, respectively.

Information System

Our information systems primarily consist of a business operation support system, a management
information system and our internal communication network. The business operation support system
provides day-to-day operational support to each business unit, and is a unified and comprehensive system
that enables the sharing of information resources. This system standardizes and integrates each of our
sales, billing, settlement, customer service and network failure handling databases in a centralized and
orderly manner. The management information system collects and processes our management
information and provides support to our management personnel. In addition, this system has
computerized and automated our management in finance, inventory, procurement and projects. Our
internal communication network consists of our internal computer network, video conference system,
telephone system and others, the combination of which supports our internal communications.

We have upgraded and integrated our information systems several times to keep up with our
operational and management needs. We have been successfully operating our management information
system since 2000 in our regional companiesin Guangdong, Jiangsu and Zhejiang. During 2001, we
began to set up the management information system in our remaining regional companies and have
achieved good resuilts.

Sales Network and Marketing
Since early 1997, we have significantly expanded our marketing and distribution efforts to attract
an increasingly diverse base of new subscribers. We have focused on expanding our distribution

channels while emphasizing our brand name, superior network and service quality.

Our sales network is organized along the following sales and service channels:

. proprietary sales outlet and customer service hotline, which form the core of our
network;

. franchised stores, which serve as the primary sales and service locations;

. retail outlets, which provide the principal salesforce; and

. online and mobile sales outlets.

Our proprietary sales outlets, while relatively few in number, have become our flagship sales and service
channels. Franchised stores provide sales and a variety of other quality services to customers, whereas
retail outlets focus mainly on providing sales services through their extensive networks.



At December 31, 2001, we had a sales network consisting of approximately 35,000 outlets,
representing an increase of 31.7% over 2000. Among these outlets, approximately 1,500 were our
proprietary sales outlets.

Brand Name

Asthefirst and leading mobile tel ephone services provider in our markets, we believe we are
well positioned to further develop our brand name. We market our services under the “CHINA
MOBILE”" brand name, which is aregistered trademark in Mainland China owned by ChinaMobile
Communications Corporation and the marketing name used by it throughout Mainland China. Asaresult
of promotional and marketing initiatives by us and China Mobile Communications Corporation’s other
operating subsidiaries, the brand has attained wide recognition and is closely identified with us by
consumers. In addition, China Mobile Communications Corporation has filed applicationsin Hong Kong
to register the “CHINA MOBILE" name and logo as trademark for certain goods and services.

In April 2002, we entered into a new non-exclusive licensing agreement with China Mobile
Communications Corporation for the use of the “CHINA MOBILE” name and logo by us and our
existing operating subsidiaries, as well as the eight regional mobile telecommunications companies we
have recently agreed to acquire. Under this agreement, no license fee is payable by us for the first five
years from the effective date of the trademark registration in China and any fees payable after that will be
no less favorable than fees paid by other affiliates of China Mobile Communications Corporation.

Mobile Communications Networks

We offer mobile telecommunications services using the GSM standard. Each of our GSM
networks consists of :

. base stations or base transceiver stations, which are transmitters and receivers that serve
as a bridge between al mobile usersin a cell and connect mobile calls to the mobile
switching center;

. base station controllers, which connect to, and monitor and control, the base transceiver
station within each cell, performing the functions of message exchange and frequency
administration;

. mobile switching centers, which are central switching points to which each call is

connected, and which control the base station controllers and the routing of calls;

. transmission lines, which link the mobile switching centers, base station controllers, base
transceiver stations and other telecommunications networks; and

. software applications that drive the mobile telecommunications infrastructure.
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The following table sets forth certain selected information regarding our GSM networks as of
December 31, 1999, 2000 and 2001:

1999 2000 2001
Subscribers (in thousands) 14,023 43,185 69,643
Voice channels (in thousands) 727 1,860 2,787
Mobile switching centers 212 470 599
Base station controllers 576 1,162 1,480
Base transceiver stations 13,532 31,593 43,223

GSM Network Capacity Expansion Plans. As of January 1, 2002, all of our subscribers use
digital GSM services. We intend to continue our network expansion and improvement with an emphasis
on increasing the coverage and capacity and improving the operating efficiency of our GSM networks.
We intend to achieve capacity expansion by adding base stations in areas already within our network
coverage and by expanding and improving coverage, including along railways and highways and indoors.
Our network expansion plans depend to a large extent upon the availability of sufficient spectrum. In
addition, in order to improve the capacity of our mabile telecommunications networks in certain major
urban centers, we introduced the GSM-compatible 1800 MHz Digital Cellular System.

Migration from Analog to Digital Network. Recent advancesin GSM technologies have
substantially increased network capacity and service quality. The economic life cycle of our analog
network equipment was also much more limited than that of our digital networks. We terminated our
analog services on December 31, 2001 in order to utilize our spectrum resources more efficiently and
accel erate the enhancement of our network. As of January 1, 2002, substantially all of our analog service
subscribers have migrated to our GSM network.

Spectrum. A mobile telecommunications network’ s capacity is to a certain extent limited by the
amount of frequency spectrum available. The Ministry of Information Industry allocated atotal of
34 MHz in the 900 MHz frequency band and the 1800 MHz frequency band to our parent company,
China Mobile Communications Corporation. Under the existing agreement between ChinaMobile
Communications Corporation and us, we have the exclusive right to use such frequency spectrum in our
service regions.

Transmission Infrastructure. The physical infrastructure linking our base transceiver stations,
base station controllers and mobile switching centers and interconnecting our networks to the fixed line
network consists of transmissions lines, which provide the backbone infrastructure by which mobile call
traffic is carried.

Intra-Provincial Transmission Lines. We currently lease intra-provincial and local
transmission lines from the former China Telecommunications Corporation’s subsidiaries that operate
the fixed line networks in our 13 service regions and pay them fees based on tariff schedules stipulated
by the relevant regulatory authorities after adjusting for the discounts that we have negotiated.

We have also built our own infrastructure in certain areas where the fixed line network operators
do not currently have any transmission linesin place or where the leasing of existing linesis not
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economical. Aspart of our network operation strategy, we have allocated funds, and have planned
certain capital expenditures, for the construction of our own transmission lines where economically
advantageous, such asin high call traffic areas. In areas where the leasing of transmission lines makes
more economic sense, we intend to continue to leverage our group buying capacity to negotiate
preferential leasing rates.

Inter-Provincial Transmission Lines. We entered into an inter-provincial leased line
arrangement with China Mobile Communications Corporation in May 2000, with retroactive effect from
April 1, 1999 for Fujian Mobile, Henan Mobile and Hainan Mobile and from October 1, 1999 for
Guangdong Mobile, Zhejiang Mobile and Jiangsu Mobile. The leased inter-provincial transmission lines
link our mobile switching centers with each other and with China Mabile Communications Corporation’s
other mobile switching centers.

Prior to these arrangements, we leased intra-provincial transmission linesto link our network to
the fixed line network, but did not lease any inter-provincial transmission lines. Instead, we paid China
Mobile Communications Corporation an inter-provincial interconnection fee. The leasing charge payable
by usis determined based on the standard leasing fee stipulated by the relevant regulatory authorities
after adjusting for the discounts that we have negotiated, and the mobile telecommunications network
operators at both ends of the transmission lines will share the leasing fees equally.

Network Operations and Maintenance. We believe that we have considerable network
operation and maintenance experience and technical expertise. Day-to-day traffic management,
troubleshooting and system maintenance are conducted by our experienced team of engineers and
technicians. Technical staff are available for emergency repair work 24 hours a day and we employ
specialist teamsfor central maintenance of the networks. We continue to seek to attract and retain
qualified technical staff. Currently, most technical difficulties relating to the networks are resolved by
our staff, although our equipment suppliers also provide back-up maintenance and technical support.

Base Station Sites. In urban areas, our base transceiver station sites are located mostly on
existing structures, typically at the top of tall buildings. In rural areas, masts are often constructed for
locating base transceiver stations. Typically, base station sites are of limited size, as base transceiver
station equipment does not generally require significant space. Generally, depending on the length of
time required for negotiation with respect to use of the land or buildings, construction of a base
transceiver station takes approximately one to three months in an urban area and approximately three to
six monthsin arural area. We anticipate that we will need a significant number of new sitesin
connection with the expansion of our mobile telecommunications networks. There can be no assurance
that we will be able to obtain the requisite number of sites on reasonable commercial terms.

Equipment Suppliers. We select our principal suppliers from among leading international and
domestic manufacturers of mobile telecommunications equipment and in accordance with technical
standards set by the Ministry of Information Industry. Our GSM networks use equipment primarily
supplied by Ericsson, Nokia, Alcatel, Siemens and Huawei Technologies.

Strategic Alliance with Vodafone
On October 4, 2000, we entered into a non-binding memorandum of understanding with

V odafone Group Plc., which sets forth the principal terms of alliance and cooperation between the two
parties. In connection with the alliance, V odafone purchased US$ 2.5 billion of our ordinary shares as



part of our share offering in November 2000, representing approximately 2% of our issued and
outstanding share capital following the offering.

On February 27, 2001, we entered into a binding strategic alliance agreement with Vodafone.
The agreement has formalized a number of cooperation arrangements set forth in the memorandum of
understanding, including:

. the exchange and sharing of corporate management, technical and operational expertise
and resources;

. joint research and development;

. the introduction of global products and services for the mobile community; and

. the development and implementation of standards and protocols relevant to mobile

telecommunications.

Under the agreement, we have agreed to make V odafone our preferred partner in the above
mentioned areas, and V odafone has agreed to make us its sole strategic partner in Chinafor al areas of
potential cooperation within the scope of the strategic alliance. As part of the alliance, Sir Christopher
Gent, Chief Executive of VVodafone, joined our board of directors as an independent non-executive
director in February 2001. See*Item 6. Directors, Senior Management and Employees’. In addition,
Vodafone has agreed in May 2002 to pay us US$ 750 million for the purchase of our ordinary shares
either directly or through its wholly-owned subsidiary, V odafone Holdings (Jersey) Limited, in
connection with our acquisition of the eight regional mobile telecommunications companies from our
immediate parent company, China Mobile Hong Kong (BV1) Limited. Asaresult, Vodafone' s share
holding in us will increase from 2.18% to approximately 3.27%. See “— History and Development of
Company — Expansion of Business Coverage Through Acquisitions’.

We believe that the strategic alliance with VVodafone will enhance our strengths in the
telecommunications market in Mainland China and will better position us to pursue further expansion
opportunities globally. In particular, this alliance has enabled us to have frequent and broad exchanges
of expertise and market information. Moreover, this strategic alliance will enable VVodafone and usto
share information and establish benchmarks to better assess and enhance each other’ s performance,
thereby better positioning both partiesin the global telecommunications market. See* — Research and
Development”.

Competition

We compete with other telecommunications service providers. Inall of the provinces,
municipalities and autonomous regions in which we operate, we are one of the two licensed mobile
services providers. The Chinese government encourages orderly and fair competition in the
telecommunications industry in Mainland China. In particular, the Chinese government has extended
favorable regulatory policies to some of our competitors, such as China United Telecommunications
Corporation, in order to help them become more viable competitors to us and China Maobile
Communications Corporation. For example, the Chinese government has permitted China United
Telecommunications Corporation to apply mobile service tariffs as much as 10% below the governmental
guidance rates. We believe this policy has helped China United Telecommunications Corporation’s



market share by capturing a significant number of price-sensitive and |ow-usage mobile phone
subscribers.

In accordance with the Chinese government policy of encouraging competition in the
telecommunications industry, the government has previously authorized new entrants to offer 1P-based
long distance call services, dataand Internet services. More recently, the State Council formally
approved the restructuring of the former China Telecommunications Corporation, China Netcom
Corporation Limited and Jitong Network Communications Company Limited, which will create two
large telecommunications companies, China Telecommunications Corporation and China Netcom Group.
Increased competition from new entrants in China’s telecommunications industry could adversely affect
our financial condition and results of operations. See*Item 3. Key Information — Risk Factors — New
entrants in the telecommunications industry in China may further intensify competition and adversely
affect our results of operations”.

We compete on the basis of our network coverage and quality, the pricing of our services, the
range of services we offer and our service quality. We believe that we have significant competitive
advantages due to:

. our superior mobile telecommunications networks,

. our widely-recognized brand name and logo that are closely identified with us by
consumers;

. our broad distribution networks and our focus on customer services,

. our extensive range of value added services,

. our experienced management team and high quality employees; and

. our financial resources.

We believe these advantages have contributed to our superior subscriber quality compared to that
of our competitors, as measured by average usage levels, average revenues per subscriber and doubtful
accounts levels.

The State Council and the Ministry of Information Industry may approve additional mobile
service providersin the future that may compete with us. We may also be subject to competition from
providers of new telecommunications services based on new or existing technologies. Nonetheless,
given the relatively low mobile phone penetration rates in our markets and in Mainland Chinain general,
we believe there is substantial growth potential for our mobile telecommunications business. We believe
that the restructuring of the telecommunications industry in Mainland China has helped to create afair,
orderly, transparent and healthy telecommunications market.

We also face indirect competition from other telecommunications services, such as Xiaolingtong,
alocal areawireless telephone service with limited mobility and limited coverage operated by the former
China Telecommunications Corporation and its subsidiaries. Xiaolingtong offers lower priced services.
Asaresult Xiaolingtong's services are targeted at lower usage customers who tend to spend smaller
amounts on mobile telecommunications. We do not believe that Xiaolingtong is a significant competitor,



as it provides a much more limited range of services compared to our mobile telecommunications
Services.

In addition, China United Telecommunications Corporation has launched its 800 MHz Code
Division Multiple Access, or CDMA, technology. Asthere are significantly more mobile
telecommunications services providers using GSM networks than are using CDMA networks, operators
employing GSM networks provide far more extensive international roaming coverage to subscribers.
Currently in Mainland China, services provided over GSM networks are more widely-accepted by
subscribers than those provided over CDMA networks. Asaresult, we decided not to pursue the
development of the current second generation CDMA technology.

World Trade Organization

On December 11, 2001, China officially joined the WTO. Under the Protocol on the Accession
of the People' s Republic of China, dated as of November 11, 2001, China agreed to gradually open the
various segments and regions of its telecommunications market to foreign investment. Pursuant to this
accession protocol, both the percentage of ownership of Sino-foreign joint ventures offering
telecommunication services in China and the regions where those joint ventures are permitted to offer
telecommunications services will be gradually expanded over a period of six years. Under the accession
protocol, the telecommunication market is divided into fixed line services, mobile voice and data
services, paging services and value added services. Value added services include electronic mail, voice
mail and online information and database retrieval. By December 11, 2004, foreign investors will be
permitted to own up to 49% of joint ventures that offer mobile voice and data servicesin 17 citiesin
China. By December 11, 2006, such joint ventures will be permitted to offer mobile voice and data
services in Chinawithout any geographic restrictions.

The table below summarizes the foreign ownership restrictions for telecommunications joint
ventures in Chinaas well as applicable geographic restrictions:

Foreign Owner ship Per centage and Geographic Restrictions
for Foreign-Funded Telecommunications Enterprises

As of December 31,

Sector 2001 2002 2003 2004 2005 2006 2007
25% 35% 49% 49%
Mobile (3cities)® (17 cities)® (17 cities)@ (nationwide)
25% 35% 49%
Fixed-line (3 cities)® (17 cities)®  (nationwide)
30% 49% 50%
Value-added (3cities)® (17 cities)®  (nationwide)
30% 49% 50%
Paging (3cities)® (17 cities)®  (nationwide)
(0] The initial three cities are Beijing, Shanghai and Guangzhou.
2 The 17 cities include Beijing, Chengdu, Chongging, Dalian, Fuzhou, Guangzhou, Hangzhou, Nanjing, Ningbo,

Qingdao, Shenyang, Shanghai, Shenzhen, Xiamen, Xi’an, Taiyuan and Wuhan.



Regulation

The mobile telecommunications industry in Mainland Chinais subject to a high degree of
regulation by the Chinese government. Regulations issued or implemented by the State Council, the
Ministry of Information Industry and other relevant government authorities including the Ministry of
Foreign Trade and Economic Cooperation and the State Devel opment Planning Commission encompass
all key aspects of mobile telecommunications network operations, including entry into the
telecommunications industry, scope of permissible business, interconnection and transmission line
arrangements, technology and equipment standards, tariff standards, capital investment priorities, foreign
investment policies and spectrum and number resources allocation.

The Ministry of Information Industry, under the leadership of the State Council, is responsible
for, among other things:

. formulating and enforcing industry policy, standards and regul ations;
. granting telecommunications licenses;
. formulating interconnection and settlement standards for implementation between

telecommuni cations networks;

. together with other relevant regulatory authorities, formulating tariff and service charge
standards for telecommuni cations services;

. supervising the operations of telecommunications service providers,

. promoting fair and orderly market competition among operators; and

. allocating and administering public telecommunications resources, such asradio
frequencies, number resources, domain names and addresses of telecommunications
networks.

In order to provide a uniform regulatory framework to encourage the orderly development of the
telecommunications industry, the Ministry of Information Industry, under the direction of the State
Council, is currently preparing a draft telecommunications law. We expect that, if and when the
telecommunications law is adopted by the National People’'s Congress, it will become the basic
telecommunications statute and the legal source of telecommunications regulations in Mainland China.
In addition, the State Council promulgated a set of new telecommunications regul ations on September
25, 2000. These regulations are substantially consistent with the existing rules and guidelines for the
telecommunications industry, and are primarily intended to streamline and clarify the existing rules and
guidelines. They apply in the interim period prior to the adoption of the telecommunications law.
Although we expect that the telecommunications law will have a positive effect on the overall
development of the telecommunications industry in Mainland China, we do not know what the nature and
scope of the telecommunications law will be.
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Entry into the Industry. The new telecommunications regulations adopt the existing regulatory
distinction between basic and value added tel ecommunications services and provide a classification of
those services. Operators of mobile telecommunications networks, providers of other basic
telecommunications services such aslocal and long distance fixed line telephone services, and value
added service providers whose tel ecommuni cations services cover two or more provinces, municipalities
or autonomous regions in China must apply for specific permits from the Ministry of Information
Industry in order to provide such services. Granting of permits for providing basic telecommunications
services will be through atendering process. Currently, in addition to us and other entities controlled by
China Mobile Communications Corporation which operate in Mainland China outside of our markets,
China United Telecommunications Corporation is aso authorized to provide mobile servicesin all
provinces, municipalities and autonomous regions in China.

On December 11, 2001, Chinaofficialy joined the WTO. To implement China' s commitments
under the WTO, the Administration of Foreign-Funded Telecommunications Enterprises Provisions
became effective on January 1, 2002, permitting foreign investment in joint ventures that provide
telecommunications servicesin China. However, such investments will presumably bear no direct
relation to the issuance of licenses to providers of telecommunications services in Mainland China, asthe
issuance of new licenses by the relevant authority is governed by a separate set of rules and regulations.
Pursuant to the Administration of Foreign-Funded Telecommunications Enterprises Provisions, foreign
ownership in a telecommunications enterprise may be gradually increased to 49% if such enterprise
provides basic telecommunication services and 50% if such enterprise provides value added
telecommunications services (including radio paging services).

Spectrum Usage. In coordination with the relevant provincia authorities, the Ministry of
Information Industry regulates the alocation of radio frequency. The frequency assigned to an entity is
not allowed to be leased or, without approval of the Ministry of Information Industry, transferred by the
entity to any other third party. In accordance with ajoint circular from the State Development Planning
Commission and the Ministry of Finance, China M obile Communications Corporation determines the
amount of feesto be paid to the Ministry of Information Industry for spectrum usage by each mobile
telecommunications network operator under its control based on the bandwidth of the frequency used and
the number of base transceiver stations within the operator’ s network.

On May 2, 2002, the relevant regulatory authorities in Chinainformed us that the standard
spectrum usage fees for GSM networks will be adjusted progressively over a period of three years, and
that the adjustments will be effective for a period of five years from July 1, 2002. For thefirst year,
spectrum usage fees for GSM networks will be charged at the annual rate of RMB 7.5 million per MHz
frequency. For the second year, the annual fee will be RMB 11.25 million per MHz frequency and
beginning in the third year and thereafter, the annual fee will be RMB 15 million per MHz frequency.
All adjusted annual fees are charged on the basis that upward and downward frequencies are separately
charged. The allocation of spectrum usage fees between China Mobile Communications Group and us
remains the same under our existing agreement. The adjustments will increase our expenses on an after-
tax basis by approximately RMB 224 million, RMB 343 million and RMB 462 million, respectively, for
thefirst, second, and third years after the effectiveness of these new rates.



Number Resources. The Ministry of Information Industry is responsible for the administration
of the number resources within Mainland China, including the mobile telecommunications network
number and subscriber numbers. The use of number resources by any telecommunications operator is
subject to the approval by the Ministry of Information Industry. In April 2000, the Ministry of
Information Industry implemented new provisional measures on administration of telecommunications
network number resources. In accordance with these new measures, the telecommunications network
number resources are owned by the state, and the user of number resourcesis required to pay a usage fee
to the state. However, the standard for the usage fee has not yet been determined. It isaso not clear
when the standard for the usage fee will be determined and when we will be required to pay such fee.
The new measures also provide for procedures for application for the use, upgrade and adjustment of
number resources by telecommunications operators.

Tariff Setting. The levels and categories of our current tariffs are subject to regulation by
various government authorities, including the Ministry of Information Industry, the State Development
Planning Commission and, at the local level, the relevant provincial price regulatory authorities. Under
the new telecommunications regulations, telecommunications tariffs are categorized into market based
tariffs, government guidance tariffs and government fixed tariffs. In general, base usage charges,
monthly fees, domestic roaming usage charges and tariffs for all domestic long distance calls (other than
Internet Protocol phone calls) and international calls are fixed jointly by the Ministry of Information
Industry and the State Development Planning Commission. International roaming charges are set in
accordance with agreements between China Mobile Communications Corporation and the rel evant
foreign mobile operators. Under the new telecommunications regulations, tariffs for those
telecommunications businesses that are considered fully competitive may be set by the service providers
as market based tariffs.

I nterconnection Arrangements and Lease Line Arrangements. Under the new
telecommuni cations regulations, parties seeking interconnection must enter into an interconnection
agreement and file such interconnection agreement with the Ministry of Information Industry. Major
telecommunications service providers that have control over essential telecommunications infrastructure
and possess significant market share must allow interconnection to their networks by other operators.
They must establish interconnection rules and procedures based on the principles of non-discrimination
and transparency and submit such rules and procedures to the Ministry of Information Industry for
approval. Such rules and procedures will be binding upon those major telecommunications service
providers. The termination of any interconnection arrangements will require prior approval by the
Ministry of Information Industry.

The applicable regulations provide that interconnection related equipment must conform with the
technical standards approved by the Ministry of Information Industry. See “—Technical Standards”
below. The Ministry of Information Industry a so determines the standard |ease tariffs to be paid by
telecommuni cations operators with respect to the leasing of transmission lines that facilitate
interconnection between telecommuni cations networks. The relevant provincia operating subsidiaries of
the former China Telecommunications Corporation and those of China Mobile Communications
Corporation are responsible for the maintenance of the transmission lines and related equipment in their
respective localities.



Technical Standards. Certain regulatory authoritiesin Mainland China, including the Ministry
of Information Industry, set technical standards and control the type and quality of mobile
telecommuni cations equipment used in or connected to public networks, all radio telecommunications
equipment and all interconnection related equipment.

The establishment of base transceiver stations requires the approval of the relevant provincial
regulatory authorities. A number of these approvals with respect to the base stations of our operating
subsidiaries are currently pending. We have not experienced and do not expect to experience material
difficulty in obtaining permission to establish additional sites.

Capital Investment. Some of our major investment projects, including mobile
telecommunications network development projects, may be required to obtain approvals from relevant
regulatory authoritiesin Mainland China.

Employees

Thetotal number of our employeesincreased from 12,530 as of December 31, 1998 to 38,343 as
of December 31, 2000, mainly as aresult of our acquisitions of various regional mobile
telecommunications companies in China between 1998 and 2000. In 2001, our total number of
employeesincreased to 38,748. As of December 31, 2001, we had 47 employeesin Hong Kong and
38,701 employeesin the rest of Mainland China as classified in the following table. Approximately 48%
of our permanent employees have college or graduate degrees.

Management .......c..cccveeeveeeveesnenne. 8,288
Technical and engineering ............ 12,981
Sales and marketing...........cccen..... 15,616
Financial and accounting............... 1,816

TOtal..coeeeeeee 38,701

We provide benefits to certain employees, including housing, retirement benefits and hospital,
maternity, disability and dependent medical care benefits. Most of our employees are members of alabor
association. We have not experienced any strikes, slowdowns or labor disputes that have interfered with
our operations to date, and we believe that our relations with our employees are good.

Organizational Structure

See “— History and Development of the Company — Industry Restructuring and Changesin
Our Shareholding Structure”.

Property, Plants and Equipments

We own, lease or have usage rightsin various properties which consist of land and buildings for
offices, administrative centers, staff quarters, retail outlets and technical facilities. We have obtained
land use right certificates and property title certificates for al but five of these properties. In 2001, we
obtained real estate ownership certificates for four properties located in Guangdong Province and we are
currently in the process of obtaining certificates for the remaining five properties, all of which are also
located in Guangdong Province. We believe that our use of these properties is not affected by the fact
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that we have not yet obtained the relevant land use right certificates and property title certificates. China
Mobile (Hong Kong) Group Limited, our indirect controlling shareholder, has agreed to indemnify us
against any loss or damage caused by or arising from any challenge of, or interference with, our right to
use any of the properties we had or used in our business as of May 31, 1997, the date of asset revaluation
in preparation for our initial public offering. We believe that all of our owned and leased properties are
well maintained and are suitable and adequate for their present use.

Item 5. Operating and Financial Review and Prospects.

Y ou should read the following discussion and analysis in conjunction with our consolidated
financial statements, together with the related notes, included elsewhere in this annual report. The
consolidated financial statements have been prepared in accordance with Hong Kong GAAP, which
differ in certain significant respects from U.S. GAAP. Note 29 to our consolidated financial statements
summarizes the significant differences between Hong Kong GAAP and U.S. GAAP as they relate to us
and provides areconciliation to U.S. GAAP of net profit and shareholders’ equity. In addition, note 29
to our consolidated financial statements includes our condensed consolidated financial statements
prepared and presented in accordance with U.S. GAAP for the relevant periods. The consolidated
financial statements present, and the discussion and analysisin this section pertain to, our consolidated
financial position and results of operations as of and for the years ended December 31, 1999, 2000 and
2001. Our consolidated financia statements reflect the results of Fujian Mobile, Henan Mobile and
Hainan Mobile from November 12, 1999, and the results of Beijing Mabile, Shanghai Mobile, Tianjin
Mobile, Hebei Mobile, Liaoning Mobile, Shandong Mobile and Guangxi Mobile from November 13,
2000, the respective dates of the acquisitions.

Overview of Our Operations

During 1999, 2000 and 2001, our network capacity, subscriber base and usage and operations
experienced significant growth. We believe that with the market-oriented restructuring of the
telecommunications industry, as well as the development of the economy and increase in per capita
income in Mainland China, the telecommunications industry will continue to grow rapidly. Given the
relatively low penetration rates in our markets, we believe that there is potential for significant future
subscriber growth.

Our results of operations, like those of other mabile telecommunications network operators, are
substantially dependent on a number of factors, including:

. the number and quality of subscribers;

. the level of subscriber usage;

. the level and structure of tariffs; and

. interconnection, roaming and transmission line arrangements with other

telecommunications operators.
We operate in an extensively regulated environment and our operations and financial

performance are significantly affected by the Chinese government’ s regulation of the telecommunications
industry. These regulations and policies may affect, among other things, our interconnection and
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transmission line leasing arrangements, technology and equipment standards and capital investment, as
described in more detail under “Item 3. Key Information — Risk Factors — Adverse changesin the
economic policies of the Chinese government could have a material adverse effect on the overall
economic growth of Mainland China, which could reduce the demand for our services and adversely
affect our business, financial condition and results of operations’ and “ltem 4. Information on the
Company — Business Overview — Regulation”. Our financia performanceis aso subject to the
economic and social conditions in Mainland China and foreign currency exchange rate fluctuations.

Our Acquisitions of 11 Regional Mobile Telecommunications Companiesin the Past Four
Years Have Materially | mpacted Our Financial Results

We acquired Jiangsu Mobile on June 4, 1998, Fujian Mobile, Henan Mobile and Hainan Mobile
on November 12, 1999 and Beijing Mobile, Shanghai Mobile, Tianjin Mobile, Hebei Mobile, Liaoning
Mobile, Shandong Mobile and Guangxi Mobile on November 13, 2000. We have adopted the acquisition
method to account for these acquisitions under Hong Kong GAAP. Accordingly, the consolidated
financial statementsinclude the results of these companies from the respective dates of the acquisitions.
Under U.S. GAAP, our acquisitions of these companies are considered a combination of entities under
common control which would be accounted for under the “asif pooling-of-interests” method, whereby
assets and liahilities are accounted for at historical cost and the accounts of previously separate
companies for periods prior to the combination generally are restated on a combined basis.

These acquisitions have had a material impact on our overall results of operations. In particular,
our financial resultsin 2001 were significantly affected by the inclusion of the full year results of
operations for the seven regional mobile telecommunications companies we acquired in November 2000.
By comparison, our financial resultsin 2000 only included the results of operations of these companies
for two months. See “— Results of Operations — Y ear Ended December 31, 2001 Compared to Y ear
Ended December 31, 2000”. These acquisitions have, among other things, significantly expanded the
size of the mobile telecommunications markets we serve and increased the number of our subscribers and
usage of our services. Asaresult, our operating revenue and operating expenses have also increased
significantly.

Analog-to-Digital Migration

Due to the rapid development of mobile telecommunications technologies and the potentially
limited economic life cycle of our analog network equipment, we accelerated the enhancement of our
technology and assisted the migration of our analog subscribersto our GSM network. See*“Item 4.
Information on the Company — Business Overview — Migration from Analog to Digital Network”. As
aresult, we wrote down RMB 282 million of analog network equipment in 1998, and we wrote down
RMB 6,720 million of analog network equipment and wrote off an additional RMB 1,522 million of
analog network equipment in 1999. In 2000, we wrote down and wrote off the entire RMB 1,525 million
in remaining net book value of our analog network equipment. We discontinued our analog service on
December 31, 2001.

To encourage the migration of our analog subscribers to our GSM services, we offered temporary
free air time for GSM services to these subscribers. We believe the anal og-to-digital migration has
increased our network utilization rate, improved our operational efficiency and alowed usto provide
better services to our customers.
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Operating Arrangements We Entered | nto Over the Last Several Years Have Materially
Impacted Our Financial Results

Our current organizational structure was established pursuant to the restructuring completed in
September 1997 in preparation for our initial public offering and our acquisitions of the 11 regional
mobile telecommunications companiesin Mainland Chinain 1998, 1999 and 2000. In connection with
these transactions, we entered into various operating arrangements to facilitate the transfer of the
operations to us, to integrate these operations within our operating structure and to improve our overall
operational efficiency. These arrangements included:

. interconnection revenue sharing and settlement arrangements with the former China
Telecommunications Group and with China M obile Communications Corporation;

. intra-provincial transmission line leasing agreements with the former China
Telecommunications Group;

. service agreements with China Mobile Communications Corporation and the former
China Telecommunications Group with respect to various telecommunications services
and support;

. achange in the tax treatment of connection fees and certain surcharge revenue for our
services;

. the revaluation of fixed assets of the companies we acquired as of the respective dates set

forth in the financial statementsincluded in this annual report; and

. an agreement with China Mobile Communications Corporation for inter-provincial
interconnection and domestic and international roaming.

The original terms of our agreements relating to interconnection, leased lines and roaming have
been revised as aresult of tariff adjustments by the government and/or commercial negotiation with the
relevant parties. See*Item 4. Information on the Company — Business Overview — Interconnection”
and “— Roaming” aswell as the notes to our consolidated financial statements for a description of these
arrangements as amended to date.

Our financial results reflect the impact of the above arrangements as of the dates they became
effective. These arrangements and changes have had a material impact on our overall results of
operations. In particular, the implementation of the interconnection agreements led to significant
increases in both operating revenue and operating expenses. In addition, other operating expenses
including selling, general and administrative expenses increased in 1999 and 2000 as aresult of the
implementation of agreements relating to billing and collection services and distribution and sales. In
each of 1999 and 2000, depreciation expense increased as a result of the revaluation of fixed assets, while
our effective income tax rates increased as a result of connection fees and certain surcharges becoming
fully taxable after the acquired companies had registered as wholly foreign owned enterprises following
the acquisitions.



Our Operating Arrangements with China Mobile Communications Corporation Have Affected
and May Continue to Affect Our Financial Results

In May 2000, we entered into two agreements with China M obile Communications Corporation
for:

. inter-provincial interconnection and domestic and international roaming services,; and
. sharing of inter-provincial leased line fees.

The agreements, as supplemented in November 2000, apply to the seven regional mobile
telecommunications compani es we acquired in November 2000, effective upon the acquisition and to our
other six operating subsidiaries with retroactive effect from April 1, 1999, except that with regard to
Guangdong Mobile, Zhejiang Mobile and Jiangsu Mobile, the leased line fee sharing arrangement had
retroactive effect from October 1, 1999.

Prior to these arrangements, we leased intra-provincial transmission lines from the former China
Telecommunications Corporation to link our network to the fixed line network, but did not |ease any inter-
provincial transmission lines. Instead, we paid China Mobile Communications Corporation an inter-
provincial interconnection fee. Under the inter-provincial transmission line leasing agreement with China
M obile Communications Corporation, the leasing fee payable by usis determined based on the standard
leasing fee stipulated by the relevant regulatory authorities after adjusting for the volume discount to
which we are entitled, and on the basis that the mobile network operators at both ends of the transmission
lines will share the leasing fees equally. Asaresult, these arrangements led to an increasein our
transmission line leasing expenses, but a reduction in our inter-provincial interconnection and roaming
settlement expenses, resulting in net savings in our operating expensesin 2000. We have reflected the
financial impact of these arrangementsin 1999 as a one-time gain in our accounts for 2000.

Tariff Adjustments

As part of the effortsto further rationalize the tariff structure of telecommunications services, the
government introduced a wide range of tariff adjustments effective from early 2001. The tariff
adjustments that affect our mobile telecommunications services include the shortening of the billing unit
for long distance charges (other than for 1P-based long distance call services), from one minute to six
seconds, the general reduction in domestic and international long distance call rates, the elimination of
various surcharges and ageneral reduction in leased line tariffs. In particular, effective from early 2001,
domestic long distance call rates have been adjusted from the range of RMB 0.50 to RMB 1.00 per minute
to the uniform rate of RMB 0.07 per six seconds. In addition, connection fees charged to new contract
subscribers were eliminated as of July 1, 2001. Although the adjustmentsin long distance call rates and
the elimination of surcharges and fees may reduce our revenue in the short term, we expect that they will
stimulate increased subscriber usage and contribute to our overall revenue growth in the long term. In
addition, we will be ableto achieve savings in leased line expenses as aresult of the reduction in leased
line tariffs.

Amendment to Revenue Sharing Arrangement for Prepaid Services

We offer prepaid servicesin each of our 13 service regions. Some of our prepaid services allow
subscribersto add value to their SIM cards in any of our service regions or in the service regions of other



subsidiaries of China Mobile Communications Corporation. In May 2001, we entered into an agreement
with China Mobile Communications Corporation to amend the then-existing revenue sharing
arrangements with respect to prepaid services, with retroactive effect from April 21, 2001. The new
agreement amended the prior arrangement by allowing the network operator in the location that sells the
value-adding prepaid card to charge 5% of the face value of the card as a handling charge, and remit the
other 95% (as compared to 85% prior to the amendment) to the subscriber’ s home network operator. We
do not expect the new agreement to have a material impact on our financial condition or results of
operations.

Renminbi Bond Offering

Following the approval by the relevant Chinese regulatory authorities, on June 18, 2001 our
wholly-owned subsidiary, Guangdong Mobile, issued RMB 5 billion of guaranteed bonds due in 2011.
These bonds are listed on the Shanghai Stock Exchange. The bonds bear interest, payable annually, at a
floating rate calculated as the sum of:

. a base rate, being the one-year fixed time deposit rate published by the People’ s Bank of
Chinaon (1) the date of the issuance of the bonds, which is 2.25% per annum, with
respect to the 12-month period following such date of issuance, and (2) such rate asis
fixed on each subsequent anniversary date of the issuance, to apply with respect to the 12-
month period following such anniversary date; and

. an interest rate spread of 1.75% per annum, which will remain fixed throughout the term
of the bonds.

We have issued an irrevocable guarantee for the performance of the bonds, and China Mobile
Communications Corporation has issued a further guarantee in relation to the performance by us of our
guarantee. The bonds are rated “AAA” by China Chengxin International Credit Rating Company Limited,
an affiliate of Fitch International Limited.

The proceeds from the offering were applied solely to repay part of the RMB 12.5 billion
syndicated loans we raised through our wholly-owned subsidiary, China Maobile (Shenzhen) Limited, in
2000 for our acquisition of the seven mabile telecommunications companies. The syndicated loans had a
weighted average interest rate of approximately 5.2% per annum in 2000, which is higher than the 4% per
annum interest rate borne by bonds during the 12-month period following the original issuance.

Critical Accounting Policies and Estimates

The following discussion and analysisis based on our consolidated financial statements, which
have been prepared in accordance with accounting principles generally accepted in Hong Kong. The
preparation of financial statementsin conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financia statements and revenues and
expenses during the years reported. Actual results could differ from those estimates. Estimates are used
when accounting for certain items such as unbilled usage fees, allowance for doubtful accounts,
depreciation and amortization period, and impairment of long lived assets including fixed assets and
goodwill arising from acquisitions (including that taken initially to reserves). Actual results may differ
from those estimates under different assumptions or conditions.



We believe that the following critical accounting policies have a more significant impact on our
consolidated financial statements, either because of the significance of the financial statement elements to
which they relate, or because they require judgment and estimation.

We maintain allowances for doubtful accounts based upon evaluation of the recoverability of the
accounts receivables at each balance sheet date. We base our estimates on the aging of our accounts
receivable balances and our historical write-off experience, net of recoveries. If the financial condition of
our customers were to deteriorate, additional allowances may be required.

Our fixed assets, consisting primarily of telecommunication transceivers, switching centers and
other network equipment, comprise a significant portion of our total assets. Changesin technology or
industry conditions may cause the estimated period of use or the value of these assets to change. We
perform annual reviews to confirm the appropriateness of estimated economic useful lives for each class
of fixed assets. For the three years ended December 31, 2001, no changes of assets useful lives have
occurred. In addition, long-lived assets including fixed assets and goodwill arising on acquisition
(including that initially taken to reserve) are reviewed for impairment whenever events or changesin
circumstances have indicated that their carrying amounts may not be recoverable. If any such indication
exists, the asset’ s recoverable amount is estimated. An impairment lossis recognized whenever the
carrying amount of an asset exceeds its recoverable amount. The recoverable amount of an asset isthe
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 time value of money and the risks specific to the asset. Where an asset does not generate cash inflows
largely independent of those from other assets, the recoverable amount is determined for the smallest
group of assets that generates cash inflows independently (i.e., a cash-generating unit). Estimates and
assumptions used in setting depreciable lives and testing for recoverability require both judgment and
estimation. Our policies regarding accounting for these assets and assessing their recoverability are
included in note 2(f) and note 2(h) to our consolidated financial statements.

Results of Operations

Asaresult of our acquisitions and the material changes made to our operating arrangements, our
results of operations are not directly comparable with those in prior years.

The following table sets forth selected income statement data, expressed as percentages of
operating revenue, for the periods indicated:

Year ended December 31,

1999 2000 2001
Operating revenue: 100.0% 100.0% 100.0%
Usagefees .. ... 66.8 71.2 73.2
Monthlyfees ... i 12.9 14.8 14.1
Connectionfees ......... ... ... . ... 11.2 34 0.7
Others . ..o 9.1 10.6 12.0
Operating expenses:
Leasedlines ........ ... . . .. i 9.6 85 5.0
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Year ended December 31,

1999 2000 2001
Interconnection . .......... ... ... .. ... 16.7 12.8 13.0
Depreciation . ...... ...t 19.2 15.0 17.6
Personnel . ... ... .. ... 5.8 6.1 53
Other operating expenses 134 16.3 18.2
Total operatingexpenses ................... 64.7 58.7 50.1
Operating profit 35.3 41.3 40.9
Write-down and write-off of analog network
equipment ... ... (21.3) (2.3 —
Othernetincome............. ... .. ... .. ....... 14 14 16
Financecosts. . ... (0.9 1.3 @7
Interestincome ......... .. ... ... 20 15 0.8
Non-operating net income/(expenses) ............. 0.2 0.0 0.0
Profit before tax and minority interests ............ 16.7 40.6 41.6
INCOMETAX -« v e e e e e e et (4.3 (12.9) (13.7)
Profit before minority interest ................... 124 27.7 27.9
MinOrity iNtErest . .. .....ovveeeeee e, — — 0.0
NetProfit ........ .. i 12.4% 21.7% 21.9%

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000

Our results of operationsin 2001 were materially affected by our acquisition of seven regional
mobile telecommunications companies in November 2000. In particular, our operating revenue and
operating expenses increased significantly in 2001. Thiswas primarily due to the inclusion of the full year
results of operations of these companies. By comparison, our resultsin 2000 only include the results of
operations of these companies since November 13, 2000. See “— Overview of Our Operations — Our
Acquisitions of 11 Regional Mobile Telecommunications Companies in the Past Four Y ears Have
Materially Impacted Our Financial Results’. Our acquisitions of eight regional mobile
telecommunications companies in 2002 will further expand the size of the mobile telecommunications
markets we serve and increase the number of our subscribers and usage of our services. Asaresult, our
operating revenue and operating expenses in 2002 are expected to further increase. See “Item 4.
Information on the Company — History and Development of the Company — Expansion of Business
Coverage Through Acquisitions”.

Operating Revenue. We derive operating revenue principally from usage fees and monthly fees
and, until July 1, 2001, one-time connection fees charged to new contract subscribers. Usage feesinclude
standard local usage fees for airtime and applicable domestic and international long distance charges
receivable from subscribers for the use of our mobile telecommunications networks and facilities, and fees
in respect of roaming out calls made by our subscribers outside their registered service areas. Other
operating revenue includes charges for wireless data and value added services, telephone number selection
fees, interconnection revenue and roaming in fees. Asaresult of the introduction and development of
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new businesses, including wireless data services, we expect that revenue from new businesses will
contribute to an increasing portion of our operating revenue in 2002.

Operating revenue increased 54.4% from RMB 64,984 million in 2000 to RMB 100,331 million
(US$ 12,122 million) in 2001. Thisincrease was primarily due to an increase in usage fees as aresult of
subscriber growth as well as the full year effect of including usage fees from subscribers of the seven
companies we acquired in November 2000. Thisincrease was partially offset by certain tariff adjustments
implemented in early 2001. The tariff adjustments included the cancellation of various surcharges and the
adjustment of long distance call tariffs during the first quarter of 2001. In addition, connection fees were
eliminated as of July 1, 2001. Our total number of subscribers was approximately 69.6 million at
December 31, 2001, compared to approximately 45.1 million at December 31, 2000. Excluding
connection fees, operating revenue increased from RMB 62,771 million in 2000 to RMB 99,620 million
(US$ 12,036 million) in 2001.

Revenue from usage fees increased 58.7% from RMB 46,287 million in 2000 to RMB 73,458
million (US$ 8,875 million) in 2001. Thisincrease was primarily aresult of the increase in total
subscriber numbers and the growth in usage volume. As a percentage of operating revenue, usage fees
increased from 71.2% in 2000 to 73.2% in 2001.

Revenue from monthly fees increased 46.4% from RMB 9,623 million in 2000 to RMB 14,085
million (US$ 1,702 million) in 2001. Thisincrease was mainly dueto the increase in total contract
subscriber numbers, as well as the full year effect of including monthly fees from subscribers of the seven
companies we acquired in November 2000. As a percentage of operating revenue, monthly fees decreased
from 14.8% in 2000 to 14.1% in 2001. This decrease was primarily due to the continued growth in our
prepaid subscriber base, which led to an increase in the proportion of prepaid subscribersin our total
subscriber base.

Revenue from connection fees decreased 67.9% from RMB 2,213 million in 2000 to
RMB 711 million (US$ 86 million) in 2001. This decrease was primarily due to the gradual decrease and
eventual elimination of connection fees charged to new contract subscribers. As a percentage of operating
revenue, connection fees decreased from 3.4% in 2000 to 0.7% in 2001. Although the elimination of
connection fees may reduce our revenue in the short term, we believe that the elimination of connection
feesfor new subscribers will help expand our subscriber base and result in increased total subscriber
usage of our mobile telecommunications services.

Other operating revenue increased 76.0% from RMB 6,861 million in 2000 to RMB 12,077
million (US$ 1,459 million) in 2001. Thisincrease resulted principally from increased revenue from
wireless data and value added services, incoming roaming revenue and interconnection revenue, as well as
the full year effect of our acquisition of the seven companiesin November 2000.

Operating Expenses. Operating expenses include leased line expenses, interconnection expenses,
depreciation expenses relating to our maobile telecommunications network and other fixed assets,
personnel expenses and other operating expenses. Other operating expenses primarily consist of selling
and promotion expenses, administrative expenses and one-off analog subscriber migration costs.

Operating expenses increased 55.5% from RMB 38,158 million in 2000 to RMB 59,319 million
(US$ 7,167 million) in 2001. Thisincrease primarily reflected the full year effect of including expenses



attributable to the seven companies we acquired in 2000, our overall expanded network coverage and
service scope and our larger subscriber base.

Total leased line payments decreased 9.0% from RMB 5,501 million in 2000 to
RMB 5,005 million (US$ 605 million) in 2001. This decrease was primarily due to a reduction of |leased
linetariffsin 2001 and the construction of our own transmission lines in high traffic areas aswell as our
termination of the Total Access Communications System, or TACS, network. This decrease was partially
offset by the full year effect of including leased line payments for transmission lines made by the seven
companies we acquired in November 2000 and our network expansion into new coverage areas. Asa
percentage of operating expenses, total |eased line payments decreased from 14.4% in 2000 to 8.4% in
2001.

Interconnection expenses increased 56.7% from RMB 8,329 million in 2000 to
RMB 13,055 million (US$ 1,577 million) in 2001. Thisincrease was mainly due to the full year effect of
including interconnection expenses attributabl e to the seven companies we acquired in November 2000, as
well asthe increased traffic volume. Thisincrease was partially offset by the cost savings achieved by
realizing the economies of scale of increased traffic volume transmitted over our expanded network and
the increased use of 1P-based long distance call services. Interconnection expenses as a percentage of
operating expenses increased from 21.8% in 2000 to 22.0% in 2001.

Depreciation expense increased 81.0% from RMB 9,759 million in 2000 to RMB 17,664 million
(US$ 2,134 million) in 2001. Thisincrease was mainly due to the full year impact of the inclusion of the
depreciation expenses of the seven companies we acquired in November 2000, as well astheincreasein
our network capacity, the additional investment we made in our GSM networks and the additional
strategic investments we made in certain transmission networks and stations. As a percentage of operating
expenses, depreciation expense increased from 25.6% in 2000 to 29.8% in 2001.

Personnel expenses increased 33.4% from RMB 3,991 million in 2000 to RMB 5,325 million
(US$ 643 million) in 2001. Thisincrease was primarily due to the full year effect of including personnel
expenses of the seven companies we acquired in November 2000, as well as an increase in performance-
based incentive compensation as aresult of our further improved operating results. We believe that
implementation of our performance-based compensation system has helped us to retain and attract talented
staff and enhance employee productivity. As a percentage of operating expenses, personnel expenses
decreased from 10.5% in 2000 to 9.0% in 2001.

Other operating expenses increased 72.7% from RMB 10,578 million in 2000 to RMB 18,270
million (US$ 2,208 million) in 2001. Thisincrease was primarily due to the increase in selling and
promotion expenses and the one-off costs associated with the migration of subscribers to our GSM
networks from our analog service. The increase in selling and promotion expenses primarily reflects our
larger subscriber base and the full year effect of our acquisition of the seven companiesin November
2000. Asapercentage of operating expenses, other operating expenses increased from 27.7% in 2000 to
30.8% in 2001.

Operating Profit. Asaresult of the foregoing, operating profit increased 52.9% from
RMB 26,826 million in 2000 to RMB 41,012 million (US$ 4,955 million) in 2001, and operating margin
(operating profit as a percentage of operating revenue) decreased dightly from 41.3% in 2000 to 40.9% in
2001.
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Adjusted EBITDA. Adjusted EBITDA represents earnings before interest income, interest
expense, income taxes, depreciation and amortization, non-operating net (expenses)/income, and
write-down and write-off of fixed assets. Adjusted EBITDA increased 60.7% from RMB 37,500 million
in 2000 to RMB 60,270 million (US$ 7,282 million) in 2001. Thisincrease was primarily due to the full
year effect of including the results of operations of the seven companies we acquired in November 2000,
the increase in operating revenue due to subscriber growth and service expansion and our various cost
control efforts. Adjusted EBITDA margin (adjusted EBITDA as a percentage of operating revenue)
increased from 57.7% in 2000 to 60.1% in 2001, reflecting further improvements in our operating
efficiency. While EBITDA iscommonly used in the telecommunications industry worldwide as an
indicator of operating performance, leverage and liquidity, it is not presented as a measure of performance
in accordance with generally accepted accounting principles and should not be considered as representing
net cash flows from operating activities.

Other Net Income. Other net income represents primarily gross profit from sales of SIM cards,
handsets and accessories. Given that the gross margin from sales of SIM cards will decrease as aresult of
the increasing market competition, we expect that the amount of other net income will gradually decrease.
Other net income increased 74.2% from RMB 915 million in 2000 to RMB 1,594 million
(US$ 193 million) in 2001. Thisincrease was principally due to the full year effect of our acquisition of
the seven companies in November 2000, as well asincreased sales of SIM cards due to our subscriber
growth.

Finance Costs. Finance costsincreased from RMB 824 million in 2000 to RMB 1,740 million
(US$ 210 million) in 2001. Thisincrease was primarily due to the full year effect of including finance
costs attributable to the seven companies we acquired in November 2001. Thisincrease was also partly
due to the full year impact of the interest on the US$ 690 million fixed rate convertible notesissued in
November 2000. In 2001, the average interest rate that we paid on our outstanding borrowings was
approximately 5%.

Interest Income. Interest income decreased 14.8% from RMB 1,006 million in 2000 to
RMB 857 million (US$ 104 million) in 2001. The higher interest income in 2000 was primarily due to
our larger cash balances resulting from our capital raising and financing activities in 2000.

Non-operating Net | ncome/(Expenses). Non-operating net expenses increased 20.0% from
RMB 5 million in 2000 to RMB 6 million (US$ 1 million) in 2001. Thisincrease was primarily due to the
full year effect of our acquisition of the seven companies in November 2000.

Profit before Tax and Minority Interests. Asaresult of the foregoing, profit before tax and
minority interests increased 58.1% from RMB 26,393 million in 2000 to RMB 41,717 million
(US$ 5,041 million) in 2001.

Taxation. Our income tax expense increased 63.8% from RMB 8,366 million in 2000 to
RMB 13,703 million (US$ 1,656 million) in 2001. Thisincrease was primarily due to an increasein our
profit. Our effective tax rate increased from 31.7% in 2000 to 32.8% in 2001. Theincrease waslargely a
result of our acquisition of the seven companiesin November 2000. The connection fee revenue and
certain surcharge revenue from those seven companies were not subject to taxation in 2000 prior to their
completion of the registration as wholly foreign-owned enterprises. The full year effect of interest
expenses on the US$ 690 million convertible notes and the additional interest expenses on the RMB 5



billion bonds we issued in 2001, both of which are not tax deductible, also contributed to the higher
effective tax rate.

Net Profit. Asaresult of the foregoing, net profit increased 55.4% from RMB 18,027 millionin
2000 to RMB 28,015 million (US$ 3,385 million) in 2001. Net profit margin (net profit as a percentage of
operating revenue) increased from 27.7% in 2000 to 27.9% in 2001.

Year Ended December 31, 2000 Compared to Year Ended December 31, 1999

Operating Revenue. Operating revenue increased 68.3% from RMB 38,623 million in 1999 to
RMB 64,984 million in 2000. Thisincrease was due primarily to the increase in usage fees as a result of
subscriber growth in Guangdong, Zhejiang and Jiangsu, the full year impact of the inclusion of usage fees
from subscribers of Fujian Mobile, Henan Mobile and Hainan Mabile following their acquisition by usin
November 1999, and the inclusion of usage fees from subscribers of the seven regional mobile
communi cations companies we acquired in November 2000. Our total number of subscribers was
approximately 45.1 million at December 31, 2000, compared to approximately 15.6 million at
December 31, 1999. Excluding connection fees, operating revenue increased from RMB 34,304 million in
1999 to RMB 62,771 million in 2000.

Revenue from usage fees increased 79.3% from RMB 25,812 million in 1999 to RMB 46,287 mil-
lionin 2000. Thisincrease was primarily aresult of the increase in total subscriber numbers, the
expanded telecommunications opportunities for subscribers as aresult of the expansion and improvement
of fixed line and mobile telecommunications networks throughout Mainland China and the expansion of
the scope and variety of our services. As a percentage of operating revenue, usage fees increased from
66.8% in 1999 to 71.2% in 2000.

Revenue from monthly fees increased 93.2% from RMB 4,981 million in 1999 to RMB 9,623 mil-
lion in 2000 due to theincrease in total contract subscriber numbers. As a percentage of operating
revenue, monthly feesincreased from 12.9% in 1999 to 14.8% in 2000.

Revenue from connection fees decreased 48.8% from RMB 4,319 million in 1999 to
RMB 2,213 million in 2000 primarily due to reduction in average connection fees charged to new contract
subscribers.  Asa percentage of operating revenue, connection fees decreased from 11.2% in 1999 to
3.4% in 2000.

Other operating revenue increased 95.4% from RMB 3,511 million in 1999 to RMB 6,861 million
in 2000. Thisincrease resulted principally from increased revenue from value added services, incoming
roaming revenue and interconnection revenue.

Operating Expenses. Operating expenses increased 52.7% from RMB 24,983 million in 1999 to
RMB 38,158 million in 2000. Thisincrease primarily reflected the full year impact of inclusion of
operation expenses of Fujian Mobile, Henan Mobile and Hainan Mobile in 2000, the inclusion of
operation expenses of the seven regional mobile telecommunications companies we acquired in November
2000 following the acquisition, our overall expanded network coverage and service scope, and our larger
subscriber base.

Total leased line payments increased 47.8% from RMB 3,723 million in 1999 to RMB 5,501 mil-
lionin 2000. Thisincrease was primarily due to the inclusion of leased line payments for intra-provincial

-51-



transmission lines by Fujian Maobile, Henan Mobile and Hainan Mobile for the full year of 2000, the
inclusion of leased line payments for inter-provincial transmission lines pursuant to our agreement with
China Mobile Communications Corporation by six of our operating subsidiaries in 2000 and by the other
seven regional mobile telecommunications companies we acquired in November 2000, and our network
expansion into new coverage areas. Thisincrease was partially offset by areduction of leased line tariffs
in 2000. However, as a percentage of operating expenses, total leased line payments decreased from
14.9% in 1999 to 14.4% in 2000, reflecting our increased efficiency in network management and
transmission lines utilization.

Interconnection expenses increased 29.1% from RMB 6,453 million in 1999 to
RMB 8,329 million in 2000. Thisincrease was principally aresult of increased traffic volume reflecting
the inclusion of the interconnection expenses of Fujian Mobile, Henan Mobile and Hainan Mobile for the
full year of 2000, and increased inter-network traffic, especially the increased volume of roaming-out calls
by our subscribers. Thisincrease was partially offset by the reduction in interconnection expenses as a
result of inter-provincial leased line arrangement and inter-provincia interconnection arrangement with
China Mobile Communications Corporation entered into in May 2000. As aresult, interconnection
expenses as a percentage of operating expenses decreased from 25.8% in 1999 to 21.8% in 2000.

Depreciation expense increased 31.7% from RMB 7,411 million in 1999 to RMB 9,759 million in
2000. Thisincrease was primarily due to the increase in fixed assets following our acquisition of the three
regional mobile telecommunications companies in November 1999 and an additional seven regional
mobile telecommunications companies in November 2000, and increased capital expenditures that we
made to improve and expand our networks. Thisincrease was partially offset by the reduction in the
carrying costs of our fixed assets due to the write-downs and write-offs of our analog network equipment
in 1999. As a percentage of operating expenses, depreciation expense decreased from 29.7% in 1999 to
25.6% in 2000.

Personnel expenses increased 76.9% from RMB 2,256 million in 1999 to RMB 3,991 millionin
2000. Thisincrease was largely aresult of the inclusion of the full year personnel expenses of Fujian
Mobile, Henan Mobile and Hainan Mobile we acquired in November 1999, personnel expenses of the
seven regiona mobile telecommunications companies we acquired in November 2000 as well as an
increase in performance-based incentive compensation as aresult of our further improved operating
results. Asa percentage of operating expenses, personnel expenses increased from 9.0% in 1999 to 10.5%
in 2000.

Other operating expenses increased from RMB 5,140 million in 1999 to RMB 10,578 million in
2000. Thisincrease was mainly dueto an increase in selling and promotion expenses from RMB 1,582
million in 1999 to RMB 3,940 million in 2000. Thisincrease reflects primarily the increased sales
commission paid to third party agents for developing new subscribers, and the increased advertising and
marketing activities to promote our existing services as well as new services such as | P-based long
distance call services and prepaid card services. As apercentage of operating expenses, other operating
expenses increased from 20.6% in 1999 to 27.7% in 2000.

Operating Profit. Asaresult of the foregoing, operating profit increased 96.7% from

RMB 13,640 million in 1999 to RMB 26,826 million in 2000, and operating margin increased from 35.3%
in 1999 to 41.3% in 2000.
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Write-down and Write-off of Analog Network Equipment. The total amount of write-down and
write-off of our analog network equipment was RMB 8,242 million in 1999 and RMB 1,525 millionin
2000, representing the entire net book value of our analog network equipment as of December 31, 2000.
The write-downs and write-offs reflect our decision to terminate our analog services by the end of 2001
and migrate our analog subscribersto our GSM services. See “— Overview of Our Operations —
Analog-to-Digital Migration” and “Item 4. Information on the Company — Business Overview —
Migration from Analog to Digital Network”.

Adjusted EBITDA. Adjusted EBITDA increased 73.6% from RMB 21,603 million in 1999 to
RMB 37,500 million in 2000. Thisincrease was primarily due to the inclusion of the results of Fujian
Mobile, Henan Mobile and Hainan Mobile for the full year of 2000 and those of the seven regional mobile
telecommunications companies we acquired in November 2000 following the acquisition, theincreasein
operating revenue due to subscriber growth and service expansion, and our various cost control efforts.
Adjusted EBITDA margin increased from 55.9% in 1999 to 57.7% in 2000, reflecting further
improvementsin our operating efficiency. While EBITDA is commonly used in the telecommunications
industry worldwide as an indicator of operating performance, leverage and liquidity, it is not presented as
ameasure of performance in accordance with generally accepted accounting principles and should not be
considered as representing net cash flows from operating activities.

Other Net Income. Other net income, which includes primarily gross profit from sales of SIM
cards, handsets and accessories, increased 65.8% from RMB 552 million in 1999 to RMB 915 millionin
2000. Thisincrease reflected the inclusion of the full year results of Fujian Mobile, Henan Mobile and
Hainan Mobile for the full year of 2000 as well as the increased sales of SIM cards due to our subscriber
growth.

Finance Costs. Finance costs increased from RMB 343 million in 1999 to RMB 824 million in
2000. Thisincrease was primarily due to the interest on the US$ 600 million fixed rate notesissued in
November 1999.

Interest Income. Interest income increased 31.2% from RMB 767 million in 1999 to
RMB 1,006 millionin 2000. Thisincrease was principally aresult of increased cash on hand from our
expanded operations.

Non-operating Net (Expenses)/I ncome. Non-operating expenses totaled RMB 5 million in 2000,
compared to a non-operating income of RMB 70 million in 1999, were due to the loss on disposal of
certain fixed assets in 2000.

Profit Before Tax and Minority I nterests. Asaresult of the foregoing, profit before tax and
minority interests increased 309.6% from RMB 6,444 million in 1999 to RMB 26,393 million in 2000.

Taxation. Our income tax expense increased from RMB 1,647 million in 1999 to
RMB 8,366 million in 2000, primarily due to asignificant increase in our profit. Our effective tax rate
increased from 25.6% in 1999 to 31.7% in 2000, which was due primarily to the fact that connection fee
revenue and certain surcharge revenues in Fujian Mobile, Henan Maobile and Hainan Mobile were subject
to taxation for the full year in 2000. The connection fee revenue and certain surcharge revenuesin the
seven regional mobile telecommunications companies we acquired in 2000 were not subject to taxation
prior to their completion of the registration as wholly foreign-owned enterprises. However, the
continuous decrease in connection fee revenue reduced the impact on the effective tax rate.



Net Profit. Asaresult of the foregoing, net profit increased from RMB 4,797 million in 1999 to
RMB 18,027 million in 2000. Net profit margin increased from 12.4% in 1999 to 27.7% in 2000.

Liquidity and Capital Resour ces
Liquidity

Our principal source of liquidity is cash generated from our operations. Asaresult, our liquidity
would be adversely affected to the extent there is a significant decrease in demand for our services and
products. Asof December 31, 2001, we had aworking capital surplus (current assets minus current
liabilities) of RMB 11,513 million (US$ 1,391 million) compared to RMB 7,491 million as of
December 31, 2000. As of December 31, 2000 and December 31, 2001, accounts receivable totaled
RMB 7,252 million and RMB 5,728 million (US$ 692 million), respectively. The substantial decreasein
accounts receivable was principally due to the fact that approximately 93.5% of the new subscribers we
acquired in 2001 were customers for prepaid services. Ongoing improvementsin our internal credit
control and billing systems also contributed to the decrease in our accounts receivable. Short-term bank
and other loans and the current portion of obligations under capital leases totaled RMB 12,095 million and
RMB 5,439 million (US$ 658 million) as at December 31, 2000 and December 31, 2001, respectively.

The following table summarizes certain cash flow information for the periods indicated.

Year ended December 31,

1999 2000 2001
(in millions of Renminbi)

Net cash inflows from operating activities ............ 21,662 41,401 63,890
Net cash outflow from returns on investments and

servicing of financeand taxation . .. ............... (1,989) (5,821) (13,992)

Net cash outflow from investing activities ............ (36,117) (92,880) (46,198)

Net cash (outflow)/inflow before financing activities . ... (16,444) (57,300) 3,700

Net cash inflow/(outflow) from financing activities . . . .. 18,337 65,653 (9,581)

Increase/(decrease) in cash and cash equivalents . ... ... 1,893 8,353 (5,881)

Net cash inflows from operating activitiesincreased from 1999 to 2001, generally reflecting the
growth in operating revenue due to the increase in our subscriber base through internal growth and
acquisitions.

Net cash outflow from returns on investments and servicing of finance and taxation increased
from 1999 to 2000. Thisincrease was principally aresult of a significant increase in Chinese income tax
paid and the full year effect of interest payments on the US$ 600 million fixed rate notesissued in
November 1999. Net cash outflow from returns on investments and servicing of finance and taxation
increased from 2000 to 2001. Thisincrease was primarily due to an increase in Chinese income tax paid
after the acquisition of the seven regional mobile telecommunications companies in November 2000.



Net cash outflow from investing activitiesincreased significantly from 1999 to 2000. This
increase was principally aresult of the payment of the consideration for our acquisition of seven
companies in November 2000. Net cash outflow from investing activities decreased in 2001. This
decrease was primari