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Report of The International Auditors
To The Shareholders of Eastern Communications Co., Ltd.

Scope

We have audited the accompanying consolidated balance sheet of Eastern
Communications Co., Ltd. (“the Company”) and its subsidiaries (“the Group”) as of
31 December 1999 and the related consolidated statements of income and cash flows
for the year then ended.

Respective responsibilities of directors and auditors

These consolidated financial statements are the responsibility of the directors.
Our responsibility is to express an opinion on these consolidated financial
statements based on our audit.

Basis of opinion

We conducted our audit in accordance with International Standards on Auditing.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by the directors, as well
as evaluating the overall financial statements presentation. We believe that our
audit provides a reasonable basis for our opinion.

Opinion

In our opinion, the consolidated financial statements give a true and fair view
of the financial position of the Group as of 31 December 1999, and of the results
of its operations and cash flows for the year then ended in accordance with
International Accounting Standards.

Certified Public Accountants

Hong Kong, 7 April 2000

Eastern Communications Co., Ltd.
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Revenue

Cost of sales

Gross profit

Consolidated Income Statement
For The Year Ended 31 December 1999

(Expressed in Renminbi yuan)

Note

Other operating income 2

Distribution expenses

Administrative expenses

Other operating expenses 3

Profit from operations

Net financing costs 5

Income/ (loss) from associates

Profit before tax

Income tax expense 6

Profit after tax

Minority interest

Net profit for the year 15

Basic earnings per share 16

1999 1998

RMB’ 000 RMB’ 000

6, 305, 667 5, 676, 890
(5,513, 219) (4,971, 057)
792, 448 705, 833
13, 247 16, 932
(216, 568) (158, 074)
(237, 506) (178, 867)
(88, 996) (113, 386)
262, 625 272, 438
(27, 089) (12, 903)
38, 104 (1, 662)
273, 640 257, 873
(45, 250) (54, 605)
228, 390 203, 268
902 (24)

229, 292 203, 244
RMB  0.402 RMB  0.357
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The consolidated statement of recognised gains and losses only comprises the net
profit for the year ended 31 December 1999.

The consolidated income statement is to be read in conjunction with the notes to
and forming part of the consolidated financial statements set out on pages 71 to
95.

68



19994 4F3R

Eastern Communications Co.,

Ltd.

Consolidated Balance Sheet as at 31 December 1999

(Expressed in Renminbi yuan)

Assets

Property, plant and equipment
Construction in progress
Property under development
Intangible assets

Investments in associates

Other investments

Total non—current assets

Inventories

Trade and other receivables

Cash balances with securities brokers
Time deposits with banks

Cash and cash equivalents

Total current assets

Total assets

Note

10
11
12

13
14

1999 1998

RMB’ 000 RMB’ 000
287, 684 224, 427
32, 810 5, 302
194, 070 82,921
9,216 8, 742
151, 717 96, 453
230 230

675, 727 418, 075
834, 064 1,216, 348
2, 157,530 2,672,701
15, 963 22, 818
211, 881 248, 754
836, 045 616, 630
4, 055, 483 4,777, 251
4,731,210 5, 195, 326
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Eastern Communications Co.,

Ltd.

Consolidated Balance Sheet as at 31 December 1999 (Continued)

(Expressed in Renminbi yuan)

Equity and liabilities

Issued capital
Share premium
Reserves

Retained earnings

Total capital and reserves

Minority interest

Liabilities

Interest—bearing loans and borrowings

Deferred government grants

Total non—-current liabilities
Interest—bearing loans and borrowings
Income tax payable

Trade and other payables

Provision for warranties

Total current liabilities

Total equity and liabilities

Approved by the board of directors on 7 April 2000

Note

15

17
18

17

19
20

1999 1998

RMB’ 000 RMB’ 000
570, 000 570, 000
764, 205 764, 205
229, 550 175, 868
359, 050 268, 940
1,922, 805 1,779,013
57, 332 28, 234

7, 000 7,000

30, 000 -
37, 000 7,000
1,070, 000 994, 371
10, 196 22, 853
1,542,914 2,273,635
90, 963 90, 220
2,714,073 3,381,079
4,731,210 5, 195, 326

The consolidated balance sheet is to be read in conjunction with the notes to and
forming part of the consolidated financial statements set out on pages 71 to 9b.
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Eastern Communications Co., Ltd.
Consolidated Statement of Cash Flows
For The Year Ended 31 December 1999

(Expressed in Renminbi yuan)

1999 1998
RMB’ 000 RMB’ 000
Cash flows from operating activities
Operating profit 273, 640 257, 873
Adjustments for:
(Income) /loss from associates (38, 104) 1,662
Depreciation 77, 379 69, 228
Amortisation of intangible assets 2, 827 1, 841
(Gain) /loss on disposals of property, (577) 2,607
plant and equipment
Profit on disposals of short—term investments - (6, 432)
Interest income (61, 257) (71, 375)
Interest expenses 77, 998 80, 208
Cash flows from operating activities
before working capital changes 331, 906 335, 612
Change in working capital
Decrease/ (increase) in inventories 382, 284 (226, 771)
Decrease/ (increase) in trade and other receivables 514, 165 (410, 747)
Decrease in trade and other payables (721, 309) (341, 245)
Increase in provision for warranties 743 4, 281
Cash generated from/(used for) operations 507, 789 (638, 870)
Interest paid (93, 110) (80, 999)
Income tax paid (57, 907) (85, 239)
Net cash inflow/(outflow) from operating activities 356, 772 (805, 108)

The consolidated cash flow statement is to be read in conjunction with the notes
to and forming part of the consolidated financial statements set out on pages 71
to 95.
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Eastern Communications Co.,

Ltd.

Consolidated Cash Flow Statement
For The Year Ended 31 December 1999 (Continued)

(Expressed in Renminbi yuan)

Note

Net cash inflow / (outflow) from

operating activities

Cash flows from investing activities

Investments in associates

Purchase of fixed assets

Additions of construction in progress

Additions of property under development
Additions of intangible assets

Proceeds from sale of fixed assets

Purchase of short-term investments

Proceeds from disposal of short—term investments
Dividends received from associate

Interest received

Decrease in time deposits with bank

Net cash outflow from investing activities

Cash flows from financing activities

Proceeds from government grants 21(a)
Proceeds from loans 21(a)
Repayment of loans 21(a)
Capital contribution from 21(a)

minority interests

Dividends paid

Net cash inflow from financing activities

1999 1998
RMB’ 000 RMB’ 000
356, 772 (805, 108)
(28, 000) -
(117, 362) (86, 687)
(51, 417) (7, 354)
(111, 149) (57, 209)
(3, 301) -
1,212 2,421
- (1, 068, 174)

- 1, 082, 690
10, 840 -
62, 263 71, 746
164, 736 11,318

(72, 178) (51, 249)

30, 000 -
3, 527, 608 1,948,018
(3,451, 979) (946, 647)
30, 000 14, 519
(79, 800) (171, 000)
55, 829 844, 890

72



19994 4F3R

Net increase /(decrease) in cash and cash equivalents 340, 423 (11, 467)
Cash and cash equivalents brought forward 664, 763 676, 230
Cash and cash equivalents carried forward 21(b) 1,005, 186 664, 763

The consolidated cash flow is to be read in conjunction with the notes to and forming
part of the consolidated financial statements set out on pages 71 to 95.

73



19994 4F3R

Eastern Communications Co., Ltd.
Notes To The Consolidated Financial Statements

(Expressed in Renminbi yuan)

SIGNIFICANT ACCOUNTING POLICIES

Eastern Communications Co., Ltd. (the “Company”) is a company domiciled in
Hangzhou, Zhejiang Province, the People’s Republic of China (“PRC”). The
consolidated financial statements of the Company for the year ended 31
December 1999 comprise the Company and its subsidiaries (together referred
to as the “Group”) and the Group’s interest in associates

(a)Statement of compliance

The consolidated financial statements have been prepared in
accordance with the accounting standards issued by the International
Accounting Standards Committee (“IASC”) and the interpretations
issued by the Standing Interpretations Committee of the IASC.

The following International Accounting Standards have been adopted
in the consolidated financial statements before their effective
dates:

IAS 10 (Revised) Events Occuring After Balance Sheet Date

IAS 16 (Revised) Property, Plant and Equipment

IAS 36 Impairment of Assets

IAS 37 Provisions, Contingent Liabilities and Contingent Assets
TAS 38 Intangible Assets

The Group also prepares a set of financial statements which comply
with the PRC's accounting regulations.

A reconciliation of the Group’s net profit for the year and capital
and reserves under IAS and the PRC accounting regulations is presented
in note 28.

(b)Basis of preparation

The consolidated financial statements are prepared on the historical cost
basis.
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(c)Basis of Consolidation
(i) Subsidiaries

Subsidiaries are those enterprises controlled by the Company.
Control exists when the Company has the power, directly or indirectly,
to govern the financial and operating policies of an enterprise so
as to obtain benefits from its activities. The financial statements
of subsidiaries are included in the consolidated financial statements
from the date that control effectively commences until the date that
control effectively ceases.
SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(ii) Associates

Associates are those enterprises in which the Group has significant
influence, but not control, over the financial and operating
policies. The consolidated financial statements include the Group’s
share of the total recognised gains and losses of associates on an
equity accounted basis, from the date that significant influence
effectively commences until the date that significant influence
effectively ceases.

(iii) Transactions eliminated on consolidation

Intra—group balances and transactions, and any unrealised gains
arising from intra—group transactions, are eliminated in preparing
the consolidated financial statements. Unrealised gains arising from
transactions with associates are eliminated to the extent of the
Group's interest in the enterprise. Unrealised gains resulting from
transactions with associates are eliminated against the investment
in the associates. Unrealised losses are eliminated in the same way
as unrealised gains except that they are only eliminated to the extent
that there is no evidence of impairment.

(d) Foreign currency
(i) Foreign currency transactions

Transactions in foreign currencies are translated to Renminbi at the foreign
exchange rate ruling at the date of the transaction. Monetary assets and
liabilities denominated in foreign currencies at the balance sheet date are

translated to Renminbi at the foreign exchange rate ruling at that date. Foreign
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exchange differences arising on translation are recognised in the income statement.
Non—monetary assets and liabilities denominated in foreign currencies, which are
stated at historical cost, are translated to Renminbi at the foreign exchange rate

ruling at the date of the transaction.

(i1) Financial statements of foreign operations

The Group’s foreign operations are not considered an integral part
of the Company’s operations. Accordingly, the assets and liabilities
of foreign operations are translated to Renminbi at foreign exchange
rates ruling at the balance sheet date. The revenues and expenses
of foreign operations are translated to Renminbi at rates
approximating the foreign exchange rates ruling at the dates of the
transactions. Foreign exchange differences arising on translation
are recognised directly in equity.

(e) Property, plant and equipment

(i) Ttems of property, plant and equipment are stated at cost or 1995
valuation (refer note 7) less accumulated depreciation (refer below)
and impairment losses (refer accounting policy k). The cost of
self-constructed assets includes the cost of materials, direct labour
and an appropriate proportion of production overheads and interest
costs on related borrowed funds during the construction period.

Where an item of property, plant and equipment comprises major
components having different useful lives, they are accounted for as
separate items of property, plant and equipment.

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
(e) Property, plant and equipment (continued)
(i1)Subsequent expenditure

Expenditure incurred to replace a component of an item of property,
plant and equipment that is accounted for separately, is capitalised
with the carrying amount of the component being written off. Other
subsequent expenditure is capitalised only when it increases the
future economic benefits embodied in the item of property, plant and
equipment. All other expenditure is recognised in the income
Sstatement as an expense as incurred.
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(iii)Depreciation

Depreciation is charged to the income statement on a straight-line
basis over the estimated useful lives of items of property, plant and
equipment. The estimated useful lives are as follows:

m Buildings 8-35 years
m Plant and machinery, furniture,

fixtures and office equipment 3—-18 years
m Motor vehicles 6 years

(f) Intangible assets

(i) Research and development

Expenditure on research activities, undertaken with the prospect of
gaining new scientific or technical knowledge and understanding, is
recognised in the income statement as an expense as incurred.

Expenditure on development activities, whereby research findings are
applied to a plan or design for the production of new or substantially
improved products and processes, is capitalised if the product or
process is technically and commercially feasible and the Group has
sufficient resources to complete development. The expenditure
capitalised includes the cost of materials, direct labour and an
appropriate proportion of overheads. Other development expenditure
is recognised in the income statement as an expense as incurred.

(i1) Other intangible assets

(iii)

Other intangible assets acquired by the Group, which mainly include
the costs of proprietary technology for the production of automated
teller machines, are stated at cost less accumulated amortisation
(refer below) and impairment losses (refer accounting policy k).

Expenditure on internally generated goodwill and brands is recognised
in the income statement as an expense as incurred.

Subsequent expenditure

Subsequent expenditure on capitalised intangible assets is
capitalised only when it increases the future economic benefits
embodied in the specific asset to which it relates. All other
expenditure is expensed as incurred.
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SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
(f) Intangible assets (continued)
(iv) Amortisation

Amortisation for other intangible assets is charged to the income
statement on a straight—line basis over the estimated useful live from
the date the asset is available for use.

(g) Other investments

Other investments classified as non—current assets comprise
participations in various unlisted companies in which the Group
neither hold, directly or indirectly, 20% or more of the voting powers
nor exercises significant influence. The investments are carried at
cost less any amounts written off to recognise other than temporary
declines in the value of the investment. On disposal of an investment,
the difference between the net disposal proceeds and the carrying
amount is charged or credited to income.

(viii) Trade and other receivables

Trade and other receivables are stated at their cost less impairment losses (refer

accounting policy k).

(i) Inventories

Inventories are stated at the lower of cost and net realisable value.
Net realisable value is the estimated selling price in the ordinary
course of business, less the estimated costs of completion and selling
expenses.

The cost of inventories is based on the first—in first—-out principle
and includes expenditure incurred in acquiring the inventories and
bringing them to their existing location and condition. In the case
of manufactured inventories and work in progress, cost includes an
appropriate share of overheads based on normal operating capacity.

(j)Cash and cash equivalents
Cash and cash equivalents comprises cash balances and call deposits.

For the purpose of the statement of cash flows, cash and cash
equivalents excludes time deposits with maturity over three months.
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(k) Impairment

The carrying amounts of the Group’s assets, other than inventories
(refer accounting policy i), are reviewed at each balance sheet date
to determine whether there is any indication of impairment. If any
such indication exists, the asset’s recoverable amount is estimated.
An impairment loss is recognised in the income statement whenever the
carrying amount of an asset or the cash—generating unit to which the
asset belongs exceeds its recoverable amount.

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
(k) Impairment (continued)
(i) Calculation of recoverable amount

The recoverable amount of the Group's receivables is calculated as
the present value of expected future cash flows, discounted at the
original effective interest rate inherent in the asset. Receivables
with a short duration are not discounted.

The recoverable amount of other assets is the greater of their net
selling price and value in use. In assessing value in use, the
estimated future cash flows are discounted to their present value
using a pre—tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the
asset. For an asset that does not generate cash inflows largely
independent of those from other assets, the recoverable amount is
determined for the cash—generating unit to which the asset belongs.

(i1) Reversals of impairment

An impairment loss in respect of receivable is reversed if the
subsequent increase in recoverable amount can be related objectively
to an event occurring after the impairment loss was recognised.

In respect of other assets, an impairment loss is reversed if there
has been a change in the estimates used to determine the recoverable
amount.

An impairment loss is only reversed to the extent that the asset’s
carrying amount does not exceed the carrying amount that would have
been determined, net of depreciation or amortisation, if no
impairment loss had been recognised.
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(1)Dividends

Dividends are recognised as a liability in the period in which they
are declared.

(m) Interest-bearing borrowings
Interest—bearing borrowings are recognised initially at cost, net of
any transaction costs incurred. Subsequent to initial recognition,
interest—-bearing borrowings are stated at amortised cost with any

difference between cost and redemption value being recognised in the
income statement over the period of the borrowings.

When borrowings are repurchased or settled before maturity, any difference between

the amount repaid and the carrying amount is recognised immediately in the income

statement.

(n) Employee benefits

The Group contributes to a defined contribution retirement plans and
contributions to defined contribution pension plans are recognised
as an expense in the income statement as incurred.
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SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(0)Provision for warranties

A provision for warranties is recognised when the underlying products
or services are sold. The provision is based on historical warranty
data and a weighting of all possible outcomes against their associated
probabilities.

(p) Trade and other payables

(@)

Trade and other payables are stated at their cost.

Revenue

(i) Goods sold and services rendered

Revenue from the sale of goods is recognised in the income statement
when the significant risks and rewards of ownership have been
transferred to the buyer. No revenue is recognised if there are
significant uncertainties regarding the recovery of the
consideration due, associated costs or the possible return of goods.

Revenue from contracted sale of cellular mobile systems equipment and
the related engineering supervisory service fees are recognised in
proportion to the amount of goods delivered less retention. The
retention is determined by reference to the sales contract or to
management’s estimates. This retention will be recognised as revenue
when the final contract sum is agreed with customers.

(i1) Government grants

(r)

A government grant is recognised in the balance sheet initially as
deferred income when there is reasonable assurance that it will be
received and that the Group will comply with the conditions attaching
to it. Grants that compensate the Group for expenses incurred are
recognised as revenue in the income statement on a systematic basis
in the same periods in which the expenses are incurred. Grants that
compensate the Group for the cost of an asset are recognised in the
income statement as revenue on a systematic basis over the useful life
of the assets.

Expenses

(i) Operating lease payments
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Payments made under operating leases are recognised in the income
statement on a straight—line basis over the term of the lease.

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(r)

Expenses (continued)

(i1) Net financing costs

(s)

Net financing costs comprise interest payable on borrowings, interest
receivable on funds invested, dividend income and foreign exchange
gains and losses.

Interest income is recognised in the income statement as it accrues,
taking into account the effective yield on the asset. Dividend income
is recognised in the income statement on the date that the dividend
is declared.

All interest and other costs incurred in connection with borrowings
are expensed as incurred as part of net financing costs.

Income tax

Income tax on the profit or loss for the year comprises current and
deferred tax. Income tax is recognised in the income statement except
to the extent that it relates to items recognised directly to equity,
in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the
year, using tax rates enacted or substantially enacted at the balance
sheet date, and any adjustment to tax payable in respect of previous
years.

Deferred tax is provided using the balance sheet liability method,
providing for temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the
amounts used for taxation purposes. The amount of deferred tax
provided is based on the expected manner of realisation or settlement
of the carrying amount of assets and liabilities, using tax rates
enacted or substantially enacted at the balance sheet date.

A deferred tax asset is recognised only to the extent that it is
probable that future taxable profits will be available against which
the unused tax losses and credits can be utilised. Deferred tax assets
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are reduced to the extent that it is no longer probable that the
related tax benefit will be realised.

(t) Segment reporting

A segment is a distinguishable component of the Group that is engaged
either in providing products or services (business segment), which
is subject to risks and rewards that are different from those of other
segment.

SEGMENT REPORTING

Segment information is presented in respect of the Group’s business segments.
The format 1is based on the Group’s management and internal reporting
structure.

Segment results, assets and liabilities include items directly attributable
to a segment as well as those that can be allocated on a reasonable basis.
Unallocated items mainly comprise income—earning assets and revenue,
interest—-bearing loans, borrowings and expenses, and corporate assets and
expenses.

Segment capital expenditure is the total cost incurred during the period

to acquire segment assets that are expected to be used for more than one

period.

The Group comprises the following main business segments:

Business segments

Tele—communications: The sales of cellular mobile systems equipment
and provisions of the related engineering
supervisory services as well as the sales and

service of cellular mobile telephones.

Automated Teller Machine The assembling and sales of ATM.
(“ATM”) :

Real estate: The property development and management.
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SEGMENT REPORTING (CONTINUED)

Tele-communications ATM Real estate
Consolidated
1999 1998 1999 1998 1999 1998 1999 1998
RMB' 000 RMB’ 000 RMB’' 000 RMB’' 000 RMB’' 000 RMB’ 000 RMB’' 000 RMB’' 000
Revenue from external customers:
Sales 5,643,946 4, 862, 888 49, 109 220, 244 - - 5,693,055 5,083,132
Services 612,612 593, 758 - - - - 612,612 593, 758
Total revenue from
external customers6, 256, 558 5, 456, 646 49, 109 220, 244 — 6,305,667 5,676,890
Segment result 426,619 304, 947 743 27, 230 - - 427,362 332, 177
Unallocated
expenses (164, 737) (59, 739)
Profit from
operations 262, 625 272,438
Net financing
costs (27,089) (12,903)
Income from
associates 38, 104 (1, 662) 38, 104 (1, 662)
Income tax
expenses (45, 250) (54, 605)
Minority interest 902 (24)
Net profit for the
year 229, 292 203, 244
Segment assets 3, 550, 394 3,934, 654 112,512 269, 215 231,616 94,598 3,894, 5224, 298, 467
Investments in
associates 151, 947 96, 543 151, 947 96, 453
Unallocated assets 684, 741 800, 406
Total assets 4,731,210 5,195,326
Segment liabilities 1,367,710 2,300, 361 135, 150 196, 426 81,616 44,598 1,581, 5972, 541, 385
Unallocated
liabilities 1,169, 476 846, 694
Total liabilities
2,751,073 3, 388, 079
Depreciation
charge 76, 317 67, 872 1, 062 1, 356 _0 77,379 69,228
Amortisation
expenses 1, 085 108 1, 742 1,733 - - 2,827 1,841
Capital expenditurel7l, 330 93, 200 410 215 111, 489 57, 835 283, 229 151, 250
Impairment losses 48, 399 37,923 - - - 48,399 37,923

OTHER OPERATING INCOME
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Note 1999 1998
RMB’ 000 RMB’ 000
Release of unused provision for warranties20 12,617 9, 959
Gain on disposal of property, 577 -
plant and equipment
Profit on disposal of short-term investments - 6, 432
Others 53 541
13, 247 16, 932
OTHER OPERATING EXPENSES
Note 1999 1998
RMB’ 000 RMB’ 000
Provision for warranties created 20 23,316 29, 739
Research and development expensed as incurred 58, 029 31, 504
Loss on disposal of fixed assets - 2,607
Amortisation of intangible assets 10 2, 827 1, 841
Donation - 544
Penalties imposed by PRC Customs - 44, 505
Others 4, 824 2, 646
88, 996 113, 386
PERSONNEL EXPENSES
1999 1998
RMB’ 000 RMB’ 000
Wages and salaries 72, 341 55,115
Contributions to defined contribution plans 7,613 7, 790
79, 954 62, 905

The average number of employees during 1999 was 1,935 (1998: 1,601).

The Company participates in a defined contribution retirement plan for its

employees organized by Hangzhou Social Security Office.

The contributions

to the retirement plan for the year ended 31 December 1999, is provided at

17% (1998: 19.1%) on basic salary of employees of the Company.
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All employees are entitled to pension equal to a fixed proportion of the
amount of their ending salary at their retirement date payable by Hangzhou
Social Security Office. The Company has no other material obligation for
the payment of pension benefits associated with this plan beyond the annual

contributions described above.

NET FINANCING COSTS

1999 1998
RMB’ 000 RMB’ 000
Interest expenses 80, 136 80, 208
Interest expenses capitalised during the year (2,138) -
Interest expenses charged to income statement 77,998 80, 208
Interest income (61, 257) (71, 375)
Net foreign exchange losses 2, 455 243
Bank charges 7, 893 3, 827
27,089 12,903
INCOME TAX EXPENSE
Recognised in the income statement
1999 1998
RMB’ 000 RMB’ 000
Provision for PRC income tax
for current year 45, 250 54, 605

The Company was established in the Hangzhou High and New Technology

Industrial Development Zone and was accredited as a high and new technology
enterprise by the Hangzhou High and New Technology Industrial Development
Zone Administrative Committee on 23 October 1996. As such and with the
approval from the local tax bureau, the Company is subject to the PRC income
tax at a reduced rate of 15%.

In accordance with the relevant tax regulations and local income tax
concession granted, the subsidiaries are subject to the PRC income tax at
rates ranging from 0% to 15%.

Reconciliation of effective tax rate

1999 1998
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Profit before tax 273,640 _100% 257,873 _100%

Income tax using the applicable
corporation tax rate in the PRC 41, 046 15% 38, 681 15%

Rate differential on operations of
subsidiaries and associates (5,718) (2%) (5,359) (2%)

Tax losses of subsidiaries and associates
not recognised as deferred tax assets 4, 000 2% 10, 376 4%

Other temporary differences not recognised
as deferred tax assets 3,904 1% 10, 718 4%

Non—deductible costs net of non-—
taxable income 2,018 1% 189 -

Income tax expense 45, 250 17% 54, 605 21%

INCOME TAX EXPENSE (CONTINUED)

The subsidiaries and associates have tax losses amounting to RMB 72, 991
thousands (1998: RMB 87, 030 thousands) which are available to be offset
against the future taxable profits of those subsidiaries. These tax losses
have not been recognised as a deferred tax asset as it is not probable that
future taxable profits will be available to utilise the unused tax losses.

The Group has other deductible temporary differences giving rise to deferred
tax assets. These temporary differences have not been recognised as a
deferred tax asset as it is not probable that these temporary differences
will reverse in the foreseeable future. The major components of the
unprovided deferred tax assets computed based on the reduced tax rate of
15% are as follows:

1999 1998
RMB’ 000 RMB’ 000

Tax losses of subsidiaries and associates 14, 700
Inventory provision 15, 300 6, 800
Impairment losses on trade and other receivables 900 10, 100
30, 900 29, 900
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Tax payablein the consolidated balance sheet

1999 1998
RMB’ 000 RMB’ 000
Provision for PRC income tax
for the year 45, 250 54, 605
Provision for PRC income tax in
connection with previous year 22,853 53, 487
Payments made during the year (57, 907) (85, 239)
10, 196 22,853
PROPERTY, PLANT AND EQUIPMENT
Plant and
machinery,
furniture,
fixtures
and office Motor
Buildings equipment vehicles Total
RMB’ 000 RMB’ 000 RMB’ 000 RMB’ 000
Cost or valuation
Balance at 1 January 1999 42, 467 387, 434 20, 264 450, 165
Additions 72, 931 43, 049 1, 382 117, 362
Transfer from construction
in progress (note 8) - 23, 909 - 23, 909
Disposals - (9, 275) - (9, 275)
Balance at 31 December 1999 115, 398 445, 117 21, 646 582, 161
Depreciation
Balance at 1 January 1999 2,572 216, 065 7,101 225,738
Depreciation charge for the year 5, 652 68, 062 3, 665 77, 379
Disposals during the year - (8, 640) - (8, 640)
Balance at 31 December 1999 8, 224 275, 487 10, 766 294, 477
Carrying amount
At 1 January 1999 39, 895 171, 369 13, 163 224, 427

88



19994 4F3R

At 31 December 1999 107,174 169, 630 10, 880 287, 684

When fixed assets have been subject to valuation and are recorded at the
valued amounts, IAS 16 “Property, Plant and Equipment” requires that
revaluations should be made with sufficient regularity such that the
carrying amount of such assets does not differ materially from their fair
value at the balance sheet date.

The Company was established as a joint stock limited company on 1 August
1996. Pursuant to a restructuring scheme duly approved by relevant
government authorities, the Company took over all the business undertakings
together with the assets and liabilities of Hangzhou Eastern Communications
Chuangye Company and certain other business undertakings of Zhe jiang Eastern
Communications Group Co., Ltd. (“ZECG”), formerly known as Hangzhou
Communications Co., Ltd., together with the relevant assets and liabilities.
A valuation of the fixed assets to be injected into the Company was carried
out as at 31 December 1995 and approved by the State—owned Assets
Administration Bureau and the injected fixed assets were reflected in the
accounts on this basis. This 1995 valuation was a one—off exercise which
established the deemed cost of the fixed assets injected on the formation
of the Company. Accordingly, the directors consider that the above
requirements of TAS 16 are not applicable.

8. CONSTRUCTION IN PROGRESS

Note 1999 1998

RMB’ 000 RMB’ 000

Balance at 1 January 5, 302 -

Additions 51, 417 7, 354

Transferred to fixed assets 7 (23, 909) (2, 052)

Balance at 31 December 32, 810 5, 302
9. PROPERTY UNDER DEVELOPMENT

1999 1998

RMB’ 000 RMB’ 000

Balance at 1 January 82,921 25,712

Additions 111, 149 57, 209
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10.

11.

Balance at 31 December

INTANGIBLE ASSETS

Cost

Balance at 1 January 1999
Additions

Balance at 31 December 1999

Amortisation

Balance at 1 January 1999
Amortisation charge

for the year

Balance at 31 December 1999
Carrying amount

At 1 January 1999

At 31 December 19999

The amortisation charge for the year is included in “other operating

expenses” (refer note 3).

INVESTMENT IN ASSOCIATES

The Group has the following investments in associates which are all

established in the PRC:

Company

194, 070 82,921
Proprietary technology
ATM Others Total
12,192 542 12,734
- 3, 301 3, 301
12,192 3, 843 16, 035
(3,774) (218) (3,992)
(1,742) (1, 085) (2,827)
(5,516) (1, 303) (6, 819)
8,418 324 8, 742
6, 676 2, 540 9,216
Ownership

Hangzhou ECI Telecommunications Co., Ltd

(“HETC") (Note(i))

Beijing Digipro
(u BDIT")

Information Technology Co., Ltd

51%

30%
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12.

13.

14.

Hangzhou Motorola Cellular Subscriber Ltd
(“Motorola Subscriber”)

Hangzhou Motorola Cellular Systems
(“Motorola Systems”)

42%

43%

Note (i): The Company does not have effective control over this company.

The Group’'s share of post—acquisition gains in the above associates is RMB
15, 448 thousand (1998: losses of RMB 22,656 thousand).

OTHER INVESTMENTS

Unlisted investments, at cost

INVENTORIES

Raw materials
Work in progress
Finished goods
Goods in transit

Inventories recognised as an

expense for the yearInventories stated

at net realisable value

TRADE AND OTHER RECEIVABLES

Other trade receivables

1999 1998

RMB’ 000 RMB’ 000

230 230

1999 1998

RMB’000 RMB’ 000

339, 389 325, 761

111, 576 138, 801

384, 122 635, 807

13, 346 115, 979

848, 433 1,216, 348
5,013,109 4,472, 305
172, 280 110, 506

1999 1998

Note RMB’000 RMB’ 000

1,890, 163 2, 360, 704

15, 850 -

Non—trade receivables due from associates26

91



19994 4F3R

15.

15.

Other non—trade receivables

CAPITAL AND RESERVES

Balance at 1 January 1998
Net profit for the year
Transfer to reserves

Dividends to shareholders

Balance at 31 December 1998
Net profit for the year
Transfer to reserves

Dividends to shareholders

Balance at 31 December 1999

Issued capital

Authorised and paid up capital

420, 000, 000 A shares of RMB 1 each
150, 000, 000 B shares of RMB 1 each

251, 517 311, 997
2,157,530 2,672,701
Issued Share Retained

capital premium Reserves earnings Total

RMB’000  RMB’000  RMB'000  RMB’000  RMB’000

570,000 764,205 131,456 189,908 1, 655, 569

- - - 203,244 203,244

- - 44,412 (44,412) -

- - - (79,800) (79, 800)

570,000 764,205 175,868 268,940 1,779,013

- - - 229,292 229,292

- - 53,682 (53, 682) -

- - - (85,500) (85,500)

570,000 764,205 229,550 359,050 1,922,805

1999 1998

RMB’000 RMB’ 000

420, 000 420, 000

150, 000 150, 000

570, 000 570, 000

All the A and B shares rank pari passu in all respects.

CAPITAL AND RESERVES (CONTINUED)

92



19994 4F3R

Reserves

Movements on reserves comprise:

1999 1998
RMB’ 000 RMB’ 000
Statutory reserve:—

Balance brought forward 88, 868 66, 662
Transferred from net profit 26, 841 22, 206
Balance carried forward 115, 709 88, 868

Statutory public welfare fund:-—
Balance brought forward 87, 000 64, 794
Transferred from net profit 26, 841 22, 206
Balance carried forward 113, 841 87, 000
229, 550 175, 868

Distribution of statutory reserve and statutory public welfare fund were
made in accordance with the relevant rules and regulations in the PRC and
the Articles of Association of the Company and its subsidiaries and were
approved by the respective board of directors.

Statutory reserve

According to the Company’'s Articles of Association, the Company is required
to transfer at least 10% of its profit after taxation, as determined under
PRC accounting regulations, to the statutory reserve until the reserve
balance reaches 50% of the registered capital. The transfer to this reserve
must be made before the distribution of dividends to shareholders. Statutory
reserve can be used to make good previous years’ losses, if any, and may
be converted into share capital by the issue of new shares to shareholders
in proportion to their existing shareholdings.

Statutory public welfare fund
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According to the Company’ s Articles of Association, the Company is required
to transfer 5% to 10% of its profit after taxation, as determined under PRC
accounting regulations, to the statutory public welfare fund. Statutory
public welfare fund can only be used for the collective welfare of the
Company’ s employees such as the construction of staff quarters. This fund
is non—distributable other than in liquidation. The transfer to this fund
must be made before the distribution of dividends to shareholders.

CAPITAL AND RESERVES (CONTINUED)

Dividends

1999 1998
RMB’ 000 RMB’ 000

Dividends proposed
—state—owned legal person A share 54, 000 50, 400
—A share 9, 000 8, 400
-B share 22, 500 21, 000
85, 500 79, 800

Pursuant to a resolution passed at a directors’ meeting held on 7 April 2000,
dividends in respect of the year ended 31 December 1999 of RMB 0. 15 per share
(1998: RMB 0. 14 per share) were proposed.

BASIC EARNINGS PER SHARE

The calculation of earnings per share is based on the net profit for the
year of RMB 229, 292 thousands (1998: RMB 203, 244 thousands) and the number
of shares in issue during the year of 570,000 thousands (1998: 570, 000

thousands).

INTEREST-BEARING LOANS AND BORROWINGS

1999 1998
RMB’ 000 RMB’ 000

Non—current liabilities
Unsecured bank loan 7, 000 7, 000

Current liabilities
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18.

19.

20.

Unsecured bank loans 1, 070, 000 994, 371
Terms and debt repayment schedule
Total under 1 year 1-2
ars 2-5 years
RMB’ 000 RMB’ 000 RMB’ 000 RMB’ 000
Unsecured bank loans
RMB—fixed at 7.11% 7, 000 - - 7,000
RMB—variable at 4. 65% 1, 070, 000 1, 070, 000 - -
(1998: 6. 2%)
1,077,000 1, 070, 000 - 7,000

DEFERRED GOVERNMENT GRANTS

Deferred government grants mainly include the grant provided by the Ministry
of the Information Industry (“MII”) to compensate the cost to be incurred

by the Group for construction of digital mobile phone production facilities.

No significant costs for the construction have been incurred as at 31

December 1999.

TRADE AND OTHER PAYABLES

Note 1999
RMB’ 000
Trade payables due to associates 26 123,911
Other trade payables 873, 206
Dividends payable 15 85, 500
Non—trade payables due to associates26 85, 169
Other non—trade payables
and accrued expenses 375, 128
1,542,914
PROVISION FOR WARRANTIES
Note 1999
RMB’ 000

1998
RMB’ 000

1,665, 565
79, 800
13, 696

514,574

2,273,635

1998
RMB’ 000
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21.

21.

Balance at 1 January 90, 220 85,939
Provision made during the year 3 23, 316 29, 739
Provisions used during the year (9, 956) (15, 499)
Provisions reversed during the year 2 (12, 617) (9, 959)
Balance at 31 December 90, 963 90, 220

NOTES TO THE CONSOLIDATED STATEMENT OF CASH FLOWS

(a)

Analysis of changes in financing during the year

Government Bank Minority

grants loans 1interests Total
RMB’ 000 RMB’000  RMB'000  RMB’000

Balance at 1 January 1999 1,001, 371 28,234 1,029, 605
Proceeds from government grants 30, 000 - - 30, 000
Proceeds from bank loans - 3,527, 608 - 3,527, 608
Repayment of bank loans - (3,451, 979) (3, 451, 979)
Capital contribution

from minority interests - - 30, 000 30, 000
Attributable profit - - (902) (902)

Balance at 31 December 1999 30,000 1,077,000 57,332 1,164, 332

NOTES TO THE CONSOLIDATED STATEMENT OF CASH FLOWS (CONTINUED)

(b)

Cash and cash equivalents

Cash and cash equivalents consist of cash at bank and in hand, balances
with securities brokers, balances with banks due within three months.
Cash and cash equivalents included in the consolidated cash flow

statement comprise the following balance sheet amounts:

1999 1998

RMB’ 000 RMB’ 000

Cash and cash equivalents 836, 045 616, 630
Cash balances with securities brokersl5, 963 22,818

Time deposits with banks 211, 881 248, 7154

Sub—total 1, 063, 889 888, 202

Less: Time deposits with maturity

96



19994 4F3R

over three months (58, 703) (223, 439)

1, 005, 186 664, 763

22. FINANCIAL INSTRUMENTS

Financial assets of the Group include cash, other receivables and
investments. Financial liabilities of the Group include interest—bearing
loans and other payables.

(a) Interest rate risk

Details of the Group’s interest rates and repayment terms of
interest-bearing loans are set out in note 17.

(b)Credit risk

Cash is placed with a group of banks and financial instructions with
good credit ratings. Credit risk on other receivables have already
been taken into account as other receivables are shown in the balance
sheet net of impairment losses.

(c) Fair value

Fair value estimates are made at a specific point in time and based
on relevant market information and information about the financial
instrument. These estimates are subjective in nature and involve
uncertainties and matters of significant judgment and therefore
cannot be determined with precision. Changes in assumptions could
significantly effect the estimates.

The fair values of the Group's other financial assets and liabilities
are not materially different from their carrying value in the
accounts.
23. OPERATING LEASES
L eases as lessee

Non—-cancellable operating lease rentals are payable as follows:

1999 1998
RMB’ 000 RMB’ 000
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24.

24.

Less than one year 22,176
Between one and two years 12, 952
Between two and three years 305

35, 433

21,730
20, 721

13,028

55, 479

The group leases a number of warehouse and factory facilities under operating
lease. The leases typically run for an initial period of one to five years,
with an option to renew the lease after that date. Lease payments are usually
increased annually to reflect market rentals. None of the leases includes

contingent rentals.

During the current year RMB 20, 297 was recognized as an expense in the income
statement in respect of operating leases (1998: RMB 31, 136 thousands).

COMMITMENTS

(i) Capital commitments outstanding at 31 December 1999 not provided for

in the financial statements were as follows:-—

1999 1998
RMB’ 000 RMB’ 000
Contracted for
— Property development project 82, 330 56, 188
— Production line construction project3, 533
— Others - 1, 650
85, 863 57, 838
Authorised but not contracted for
— Property development project 218, 308 342, 906
— Production line construction projectlb4, 515
372,823 342,906
458, 686 400, 744

COMMITMENTS (CONTINUED)

(ii) At 31 December 1999, the Company had committed to invest further

capital in subsidiaries and associates as follows:
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1999 1998
RMB’ 000 RMB’ 000
Subsidiaries 5, 000 50, 000
Associates 38, 920 -
43, 920 50, 000
25. CONTINGENT LIABILITIES
(i) At 31 December 1999, the Company has issued guarantees amounting to

RMB 870, 833 thousand (1998: RMB 1, 201, 360 thousand) to banks in

respect of loans granted to the Company’ s customers together with
interest arising therefrom. Such bank loans have been obtained by
the customers for the payment of goods purchased from the Company.

At 31 December 1999, RMB 866, 384 thousands (1998: RMB 1, 170, 011
thousands) of the bank loans have been drawn down and remained by the
Company’ s customers outstanding.
(ii) Notes receivable amounted to RMB 81,571 thousands (1998: RMB 39, 322
thousands) have been discounted by the Company to banks.
26. RELATED PARTIES

Identity of related parties

The Group has a controlling related party relationship with its parent
company and ultimate parent company (refer note 27).

The Group also has a related party relationship with its associates (refer
note 11) and with its Directors and executive officers.

Transactions with Directors and executive officers

Total remuneration included in “personnel expenses” (refer note 4):

1999 1998

RMB’ 000 RMB’ 000

Directors 1, 537 966
Executive officers 2,103 1, 875
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3, 640 2,841

26. RELATED PARTIES (CONTINUED)
Transactions with associates

(i) HETC sold goods to the Group in the amount of RMB 36, 883 thousand
(1998: RMB 5, 556).

(ii) Motorola Subscriber sold goods to the Group in the amount of RMB
295, 244 thousand (1998: Nil) and provided processing service to the
Group in the amount of RMB 15,337 thousand (1998: Nil).

(iii) Dividend of RMB 10, 840 thousand (1998: Nil) was received from HETC
and re—invested in HETC.

Transactions with associates are priced on an arm's length basis
Transactions with parent company and ultimate parent company

(i) The Company is under the supervision of MII. The Company’s sales are
substantially made to entities under the supervisory authority of the
MII. The directors of the Company consider that these transactions
were carried out in the ordinary course of business and on normal
commercial terms and will continue to be carried out on similar terms
in future.

(ii) An agreement was entered into between the Company and its parent
company, ZECG, whereby both parties agreed that ZECG would provide
management services to the Company and the costs incurred by ZECG in
providing such services would be recharged to the Company for the year
ended 1999 amounted to RMB 13, 403 thousands (1998: RMB 9, 637
thousands).

In addition, the Company provided marketing and training services to ZECG and the
costs incurred by the Company in providing such services were charged to ZECG at

cost. Marketing and training expenses charged by the Company to ZECG for the year

ended 31 December 1999 amounted to RMB 2,406 thousands (1998: RMB 5, 028).

(iii) A lease agreement was entered into between the Company and ZECG
whereby the Company would lease the office premises and factory
buildings from ZECG. Rental charged by ZECG to the Company for the
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year ended 1999 amounted to RMB 21, 362 thousands (1998: RMB 19, 793
thousands).

26. RELATED PARTIES (CONTINUED)

Balances with related parties

Other receivables Trade Payable Other payables Total
1999 1998 1999 1998 1999 1998 1999 1998
RMB’000 RMB’ 000 RMB’000 RMB’000 RMB’000 RMB’ 000 RMB’000 RMB’ 000

Associates
HETC - - (8, 243) - - - (8, 243) -
Motorola
Subscriber 15, 850 - (115, 668) - - -
(99, 818) -
Sub-total 15, 850 - (123,911) - - - (108, 061) -

Parent Company

ZECG - - - - (85,169) (13,696) (85,169) (13,696)

15, 850 - (123,911) - (85,169) (13,696) (193, 230) (13, 696)

27. GROUP ENTERPRISES
Control of the Group

The Company is a subsidiary of ZECG. The Group’s ultimate parent company
is China PTIC Information Industry Corporation(“PTIC”), formerly known as
China National Post and Telecommunications Corp., a state—owned industrial
group corporation established under the laws of the PRC.

Significant subsidiaries
1999 and 1998

Country of Ownership
Company incorporation interest
Hangzhou Eastern Telecommunication City Co., Ltd. PRC 70%
Ningbo Eastcom Communication Equipments Co., Ltd. PRC 99%
BN AR T7 A5 L A8 3l FaE A 5 e 45 A PR 2 PRC 60%
Eastern Communications U.S.A. Inc United States of America 100%
Hangzhou Eastec Computer Information Technology Co., Ltd. PRC 80%
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VYN AR 7 AR RS A W PRC 80%
Ry A A PR ) PRC 52%
AEBA Ty A R A PR T PRC 80%
Eastom software Technology (Beijing) Co., Ltd PRC 100%

IMPACT OF IAS ADJUSTMENTS ON NET PROFIT FOR THE YEAR AND CAPITAL AND
RESERVES

Net profit for the year Capital and reserves
1999 1998 1999 1998
RMB’000 RMB’000 RMB’000 RMB’000
As stated in accordance with
PRC accounting regulations 287, 790 222,062 1, 960, 144 1, 795, 202
Pre—operating expenses for
associates 477 415 (5, 496) (5,973)

Reversal of revaluation surplus of
inventory and bad debt provision
in respect of revaluation made

in 1995 1,692 - - (1,692)
Provision for bad and doubtful debts (35, 878) (6, 037) (5, 864) (7, 406)
Provision for inventory obsolescence (4, 095) 1, 597 3,412 7,507
Difference in basis of sales recognition (20, 787) (14, 027) (27, 818) (7,031)
Others 93 (766) (1, 573) (1, 594)
As restated in conformity with IAS229, 292 203, 244 1,922, 805 1,779,013

Impairment losses on trade and other receivables had been assessed and made
in the Group’ s accounts prepared in accordance with PRC accounting
regulations. RMB 37, 420 thousands of the impairment losses has been dealt
with in the Group’s financial statements prepared in accordance with PRC
regulation as prior year adjustments and have been adjusted to the retained
profits brought forward and net assets at 31 December 1998.

COMPARATIVE FIGURE
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Certain comparative figures have been reclassified to conform with current
year’'s presentation.
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