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SmarTone's advertising campaign brings "Get Closer” to [ife

Pluff Pluff is an original animated character SmarTone created for its latest brand
advertising campaign.

Pluff Pluff, who has a big head and expressive eyes, communicates what "Get Closer" is alt
about. He's small. He's green. And there are those curiously long antennae. He may look
very different from us, but he reminds us all of our own humanity - our need to make
connections, to find friends and to stay in touch P
with those we are close to.

Sensitive, lovable Pluff Pluff. Cute as a button
to look at, he's full of wide-eyed innocence.
He looks at the world the way a child does
with hope and expectation. And like a child,
he's honest and open to new experiences.

Bold and warm-hearted, Piuff Piuff
represents the person in us who truly

understands that sharing gets people closer.




| am pleased to announce a set of improved results and encouraging progress at your company.

Profit attributable to shareholders increased to $235 million, on the back of the recovery in roaming, increase in
multimedia services usage and continual focus on enhancing operational effectiveness and efficiency. Your
company has made good progress in strengthening its brand and extending its leadership in service guality,
laying a robust foundation for establishing a sustainable competitive advantage over the long term.

FINANCIAL HIGHLIGHTS

Group turnover increased to $1,549 million, compared with $1,378 million for the previous six months and
$1,454 million for the same period last year.

Group earnings before interest, tax, depreciation and amortisation ("EBITDA") of $448 million was up 25 per
cent. on the preceding six months and 14 per cent. on the corresponding period last year. Earnings before
interest and tax ("EBIT") of $243 million rose by 76 per cent. and 24 per cent. on the previous six months and
the same period last year respectively.

The Group has adopted the new accounting policy for deferred taxation in compliance with the revised Hong
Kong Statement of Standard Accounting Practice 12, "Income taxes”. As a result, a deferred tax charge of
$39 million has been recognised for the six months ended 31 December 2003 and the accounts for the

previous year have been restated.

Profit attributable to shareholders amounted to $235 million, a 52 per cent. increase on $155 million for the
preceding six months and a 5 per cent. increase on $223 million for the corresponding period last year. Earnings
per share for the period was $0.40, representing a 5 per cent. growth compared with $0.38 for the same period
last year.

DIVIDEND

The Board declares an interim dividend of $0.20 per share (2002: $0.20).

BUSINESS REVIEW

HONG KONG MOBILE BUSINESS

The period under review saw a strong recovery in roaming revenue from the SARS epidemic and a healthy
growth in multimedia services revenue. As a result, blended ARPU for the period increased by 6 per cent. to
$188 on $178 for the preceding six months. Postpaid ARPU of $207 registered a 2 per cent. growth on $203 for
the previous six months. Customer loyalty further improved as postpaid churn rate reduced to 2.4 per cent. in
December 2003, compared with 2.6 per cent. in June 2003. Operating expenses declined modestly, reflecting
your company'’s continuing efforts in productivity enhancement. Total customer number increased during the
period to 1,043,000 as at 31 December 2003.
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SmarTone Telecommunications Holdings Limited

SmarTone continues to improve its service quality and customer satisfaction. Your company has been
strengthening its brand and improving all its business pillars — products and services; network performance;
and customer service. These initiatives allow your company to improve its customer mix and create a broad
platform for revenue growth and profitability.

¢ SmarTone launched a brand advertising campaign to bring alive its “Get Closer” customer proposition by
demonstrating how SmarTone ol and picturemail enable customers to communicate more effectively.
The campaign takes the high ground of focusing on the emotional benefits of more effective communications
and building closer relationships. We believe that it would establish a stronger customer affinity for the
SmarTone brand.

. To grow new revenues, SmarTone offers best-in-class multimedia services with SmarTone oL for
consumers, and SmarTone = i for business users, both providing ease of use and broad selections of
services. A growing portfolio of partnerships with content and applications providers has also been
established, enabling your company to constantly enrich its content and services.

¢ SmarTone has been providing the widest choice of the latest handsets from leading brands to encourage
adoption of multimedia services. Working closely with Sharp, your company brings to market the GX
series of handsets with the best-in-market features such as high-quality camera and superior LCD display.
These features, together with superb ease of use, make the GX series very popular with customers.
GX32, the latest model from the GX series 1o be available soon, makes another breakthrough with its 1
mega pixel CCD camera, producing photographs with high enough resolution for larger prints. Together
with the superior imaging quality of its CG Silicon high definition QVGA display, this new handset model
again demonstrates your company’s lead in bringing the best to market.

e SmarTone offers the best network performance in Hong Kong for both voice and multimedia services,
validated by the results of a network quality study conducted by The Chinese University of Hong Kong.
This enables your company to deliver a superior mobile experience to customers.

e  SmarTone’s frontline operations are being strengthened to assist individual customers to gain first-hand
experience in the use of multimedia services, as well as to enhance your company's general service
quality. During the period, your company received a good number of retail and service awards, the most
noteworthy of which was the Best Team Performance Award for the third consecutive year at the 2003
Service and Courtesy Award of the Hong Kong Retail Management Association. This unprecedented
achievement exemplifies your company’s commitment to the highest level of service quality and consistency.

MACAU MOBILE BUSINESS

Mobile business in Macau recovered well from the impact of SARS and made a modest contribution to the
Group's net profit.



PROSPECTS

SmarTone is making investments in its brand, business pillars and people to improve service gquality and enhance
customer satisfaction. It is also effecting significant changes in its organisation and business operations to
further improve its productivity and competitiveness, as well as to meet the operational requirements of the
emerging business model for multimedia services. All these initiatives aim to differentiate SmarTone from
competitors and to establish a sustainable competitive advantage over the long term.

Market environment has become more conducive to a wider adoption of multimedia services. Consumer
confidence has improved in parallel with the economic recovery. Penetration of multimedia-enabled handsets
and awareness of multimedia services have also increased significantly over the past two years. More content
and applications providers are emerging, allowing your company to offer more compelling multimedia services
to customers.

Focusing on customer needs, benefits and value, SmarTone has established a proven record in providing best-
in-class multimedia services. It has also accumulated the know-how in optimising end-to-end service delivery to
offer a superior customer experience. SmarTone is well-positioned to drive revenue growth and enhance
profitability through multimedia services.

SmarTone's 3G will be a seamless transition for our customers and will deliver significant improvement on the
existing 2.5G multimedia experience. The 3G radio network is being rolled out and will be put into commercial
service in the second half of 2004, when the technology is mature and a much wider choice of dual-mode 2.5G/
3G handsets with good performance should become available. Great emphasis is being placed on the
development and marketing of 3G-enabled services and applications for both consumers and business users. |
am confident that SmarTone will continue to offer the best to customers.

APPRECIATION

On behalf of the Board, 1 would like to thank our customers, shareholders and fellow directors for their continual
support. | would also like to express my gratitude to our staff for their hard work and contributions.

Raymond Kwok Ping-luen
Chairman

Hong Kong, 9 March 2004

v00Z / €002




J=]

SmarTone Telecommunications Holdings Limited

OVERVIEW

SmarTone's strong financial performance in the 2002/03 financial year continued into the first half of the current
financial year. The Group achieved a profit attributable to shareholders in the period of $235 million {second half
of 2002/03: $155 million). Group profit increased during the period compared to the previous six months as the
business recovered following the ending of the SARS epidemic. The ISP business was closed in the second
half of 2002/03 and therefore had no effect on the Group’s result for the six months ended 31 December 2003.
There were also no charges made for impairment of assets in the period.

The Group has adopted the revised Hong Kong Statement of Standard Accounting Practice 12, "Income taxes”
in the period. This resulted in the Group incurring a charge in the period of $39 million in respect of deferred
taxation. Comparative figures for the previous financial year have been restated accordingly, and resulted in a
profit attributable to shareholders of $223 million for the first half of 2002/03.

OPERATING PERFORMANCE

The business achieved earnings before interest, tax, depreciation and amortisation ("EBITDA") for the period of
$448 million (second half of 2002/03: $359 million).

Turnover increased in the period by $171 million to $1,548 million (second half of 2002/03; $1,378 million) due
to both higher mobile services revenue and handsets sales:

*  Mobile services revenue in the period increased by 12 per cent. to $1,217 million (second half of
2002/03: $1,083 million}. Hong Kong mobile postpaid revenue increased due to higher ARPU and
subscribers. Hong Kong prepaid revenue and Macau mobile revenue also increased in the period
compared to the second half of 2002/03.

Hong Kong blended ARPU for the period was $188 per month (second half of 2002/03: $178 per month).
This increase was mainly due to the recovery in roaming revenue following the ending of the SARS epidemic
and an increase in data revenue. Postpaid ARPU for the period, registered a 2 per cent. increase to $207
{second half of 2002/03: $203).

. Handsets and accessories sales in the period were $332 million (second half of 2002/03: $295 million).
There was a substantial increase in handsets sold due to the launch in the period of new handset models
with advanced features such as colour screens, integrated cameras and Java engine. GX22, the best GSM
CameraPhone in the market, was launched in September 2003 with strong response from customers.
Sales remained strong in the first months of 2004.

Cost of goods sold and services provided increased to $523 million (second half of 2002/03: $435 million)
arising from higher costs of handsets sold and higher IDD and roaming partner charges. Such higher costs
reflected the corresponding increases in handset sales and roaming revenues.

Other operating expenses (excluding depreciation and loss on disposal of fixed assets) decreased to $578 million
{second half of 2002/03: $584 million). This was mainly due to a decrease in sales and marketing expenses in the
period.

The financial performance of the Group’s mobile business in Macau continued to improve and it was profitable
in the six months to 31 December 2003.



SUBSIDIARIES, ASSOCIATES AND OTHER INVESTMENTS

There have been no significant subsidiary companies acquired or established during the period.

The Group has invested in three telecom and technology venture capital funds, one of which is held via an
investment in an associated company. There were no charges for impairment in the six months to 31 December
2003 and the directors are of the opinion these investments are conservatively valued.

There were no disposals of subsidiaries, associates or other investments during the six months ended 31
December 2003.

CAPITAL STRUCTURE, LIQUIRITY AND FINANCIAL RESOURCES

The Group's capital structure changed during the period with the payment of the special and final dividends.
Prior to the dividend payments, the Group was financed entirely by share capital and internally generated funds
and had no external borrowings. With increased investment in debt securities and the distribution of the special
cash dividend, several short term Hong Kong dollar floating interest rate, revolving credit facilities were arranged.
The Group also cancelled the share premium account in the period and transferred the balance to the contributed
surplus account.

The cash resources of the Group remain strong with cash and bank balances and investments in held-to-
maturity debt securities, net of external borrowings, at 31 December 2003 of $1,910 million.

The Group had a net cash inflow from operating activities during the period of $353 million. Net interest received
during the period was $34 million compared to $48 million in the previous six months due to an increasing
percentage of its surplus funds invested in higher yielding fixed income securities. The Group’s other major
outflows of funds in the period were payment of the special and final dividends, purchases of held-to-maturity
debt securities and purchases of fixed assets. The Group also had an inflow of $420 million being the proceeds
from committed borrowing facilities totaling $600 million.

The directors of the Group are of the opinion that the Group can fund its capital expenditure for the current
financial year ending 30 June 2004 from existing cash resources and its committed borrowing facilities.

TREASURY POLICY

The Group invests its surplus funds in accordance with a treasury policy approved from time to time by the
board of directors. Surplus funds are placed on deposit with banks in Hong Kong or invested in investment
grade debt securities. Bank deposits in Hong Kong are maintained in Hong Kong or United States dollars.

The Group's investments in debt securities are denominated in either Hong Kong or United States dollars with
a maximum maturity of 3 years. The Group's policy is to hold its investments in debt securities until maturity.

The Group arranged several committed 1-year Hong Kong dollar denominated revolving credit facilities from
various banks during the period totaling $600 million. Of this facility, $420 million was utilised at 31 December
2003.
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SmarTone Telecommunications Holdings Limited Jli]

The Group is required to arrange for banks to issue performance bonds and letters of credit on its behalf. In
certain circumstances, the Group will partially or fully collaterise such instruments by cash deposits to lower
their issuance cost. Total amount of pledged deposits at 31 December 2003 was $335 million (30 June 2003:
$392 million).

FUNCTIONAL CURRENCY AND FOREIGN EXCHANGE EXPOSURE

The functional currency of the Group is the Hong Kong dollar. All material revenues, expenses, assets and
liabilities, except its United States dollar fixed income investments and bank deposits, are denominated in
Hong Kong dollars. The Group does not therefore have any significant exposure to foreign currency gains and
losses other than those arising due to its United Stated dollar denominated bank deposits and investments in
debt securities. The Group does not currently undertake any foreign exchange hedging.

CONTINGENT LIABILITIES

PERFORMANCE BONDS

Certain banks, on the Group's behalf, have issued performance bonds to the telecommunications authorities of
Hong Kong and Macau in respect of obligations under licences issued by those authorities. The total amount
outstanding at 31 December 2003 under these performance bonds was $152 million (30 June 2003: $202
million). All performance bonds were fully cash collaterialised using surplus cash deposits.

LEASE OUT, LEASE BACK ARRANGEMENT

A bank, on the Group’s behalf, had issued a letter of credit to guarantee the Group's obligations under a lease
out lease back arrangement entered into during the period ended 30 June 1999. This letter of credit is fully cash
collaterialised using surplus funds to lower its issuance costs. The directors are of the opinion that the risk of
the Group being required to make payment under this guarantee is remote.

Other than the above, the Group has no other material contingent liabilities.

EMPLOYEES AND SHARE OPTION SCHEME

The Group had 1,260 full-time employees as at 31 December 2003, with the majority in Hong Kong. Staff
receive a remuneration package consisting of basic salary, bonus and other benefits. Bonus payments are
discretionary and depend, inter-alia, on both the Group's performance and the performance of the individual
employee. Benefits include a mandatory provident fund scheme and medical and dental care insurance. Staff
members are provided with both internal and external training appropriate to each individual’s requirements.

The Group has a share option scheme, under which the Company may grant options to the participants, including
directors and employees, to subscribe for shares of the Company. During the period, employees exercised
2,066,500 share options at prices of $9.29 and $9.20 and at 31 December 2003, 3,133,500 share options were
outstanding.



(All references to "$" are to the Hong Kong dollar)

The directors are pleased to present the Group's interim report and the condensed consolidated financial
statements for the six months ended 31 December 2003. The consolidated profit and loss account, the condensed
consolidated cash flow statement and the consolidated statement of changes in equity for the six months
ended 31 December 2003, and the consolidated balance sheet as at 31 December 2003 of the Group, all of

which are unaudited, along with selected explanatory notes, are set out on pages 7 to 23 of this report.

The consolidated profit and loss account for the period ended 31 December 2002 has been restated as set out
in note 1 (a) to these financial statements.
CONSOLIDATED PROFIT AND LOSS ACCOUNT

For the six months ended 31 December 2003

Unaudited six months ended
31 December

Restated
2003 2002
Note $000 $000
Turnover 2 1,548,800 1,453,714
Cost of goods sold and services provided (522,538) (439,014}
Gross profit 1,026,262 1,014,700
Other operating expenses (782,990) (818,111)
Operating profit 4 243,272 196,589
Interest income 5 33,421 41,889
Interest expense 5 (340} —
Profit before taxation 276,353 238,478
Taxation 6 (38,966) (14,211)
Profit after taxation 237,387 224,267
Minority interest (2,241) (1,122}
Profit attributable to shareholders 17 235,146 223,145
Dividends
In respect of the period 7 116,953 116,603
Attributable to prior years paid in the period 7 2,205,757 40,777
Earnings per share
Basic 8 $0.40 $0.38
Diluted 8 $0.40 N/A
EBITDA 9 448,327 393,917
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(All references to “$" are to the Hong Kong dollar)

CONSOLIDATED BALANCE SHEET

As at 31 December 2003 and 30 June 2003

Unaudited Restated
31 December 2003 30 June 2003
Note $000 $000
Non-current assets
Fixed assets 10 1,698,622 1,703,220
Deferred tax assets 8,403 8,417
Interest in an associate 3,050 3,050
Investments 11 1,488,174 701,092
Deferred expenditure 14,904 7.554
3,213,053 2,423,333
Current assets
Inventories 56,711 29,605
Investments 191,445 53,387
Trade receivables 12 160,061 103,200
Deposits and prepayments 88,430 100,993
Other receivables 32,075 25,034
Cash and bank balances 13 687,801 3,212,864
1,226,623 3,525,083
Current liabilities
Trade payables 14 134,376 145,902
Other payables and accruals 301,482 297,482
Customers’ deposits 25,645 26,878
Deferred income 70,700 78,058
Unsecured bank borrowings 420,000 —
952,103 548,320
Net current assets 274,420 2,976,763
Total assets less current liabilities 3,487,473 5,400,096
Non-current liabilities
Deferred tax liabilities 96,955 58,003
Minority interest 22,712 20,471
Net assets 3,367,806 5,321,622
Capital and reserves
Share capital 15 58,508 58,301
Reserves 17 3,309,298 5,263,321
Shareholders’ funds 3,367,806 5,321,622




CONDENSED CONSOLIDATED CASH FLOW STATEMENT

For the six months ended 31 December 2003

Unaudited six months ended

31 December

2003 2002
Note $000 $000
Net cash inflow from operating activities 352,904 407,057
Investing activities
Purchases of fixed assets, net of disposals (181,756) (188,669}
Deferred expenditure (17,599) (7,607)
Purchases of held-to-maturity
debt securities, net of redemptions (930,241) (385,878)
Purchase of equity securities, net of repayment (3,611) {4,194)
Interest received 34,427 42,423
Net cash outflow from investing activities (1,098,780) (543,925}
Financing activities
Repurchases of shares (2,397) (14,452)
Contribution from a minority shareholder
10 a subsidiary company —_ 3,261
Decrease in pledges of bank deposits 57,545 105,955
Proceeds from new bank loans 420,000 —
Proceeds from shares issued under option scheme 19,192 —
Dividends paid (2,205,757) (26,284)
Interest paid (225) —
Net cash (outflow)/inflow from financing activities (1,711,642) 68,480
Decrease in cash and cash equivalents (2,457,5618) (68,388)
Cash and cash equivalents
at the beginning of the period 2,820,725 2,418,105
Cash and cash equivalents at the end of the period 363,207 2,349,717
Analysis of cash and cash equivalents
Cash and bank balances 13 697,801 2,769,164
Less: pledged bank deposits 13 (334,594) (419,447)
363,207 2,349,717
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(All references to “$" are to the Hong Kong dollar)

@@NS@LHDATED STATEMERNT OF CHANGES IN EQUITY

For the six months ended 31 December 2003

Capital
Share Share  redemption  Contributed Retained
capital premium reserve surplus profits Total
$000 $ooo $000 $000 $000 $000
1 July 2003, as
previously reported 58,301 4,218,517 2,461 199,800 893,016 5,372,095
Adoption of SSAP 12
frevised) {note 1a) — — — — (50,473) {50,473)
1 July 2003, restated 58,301 4,218,517 2,461 199,800 842,543 5,321,622
Exercise of share options 207 18,985 — — — 19,192
Repurchases of shares — — - (2,365) (32) (2,397)
Cancellation of share premium —  {4,237,502) — 4,237 502 — —
Payment of 2003 final dividend — — — — (167,972) {(1567,972)
Payment of special cash dividend — — —  {(2,047,785) — (2,047,785)
Profit for the period — — — — 235,146 235,146
31 December 2003 58,508 — 2,461 2,387,152 919,685 3,367,806
For the six months ended 31 December 2002
Capital
Share Share  redemption  Contributed Retained
capital premium reserve surplus profits Total
$000 $000 $000 $000 $000 $000
1 July 2002, as
previously reported 58,435 4,229,260 2,150 199,800 642,892 5,132,537
Adoption of SSAP 12
(revised) (note 1a) — — — — (20,993) {20,993)
1 July 2002, restated 58,435 4,229,260 2,150 199,800 621,899 5,111,544
Repurchases of shares (182) (14,270} 182 — (182) (14,452)
Issue of new shares in lieu
of cash dividend 177 14,316 — — (14,493) —
Payment of 2002 final dividend — — — — (26,284) (26,284)
Profit for the period — — — — 223,144 223,144
31 December 2002, restated 58,430 4,229,306 2,332 199,800 804,084 5,293,952




NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS

For the six months ended 31 December 2003

1 BASIS OF PREPARATION AND THE PRINCIPAL ACCOUNTING POLICIES

The basis of preparation and principal accounting policies adopted in the preparation of these unaudited
consolidated condensed interim financial statements ('interim financial statements’) are set out below:

fa) Basis of preparation
These interim financial statements have been prepared in accordance with Hong Kong Statement of
Standard Accounting Practice ('SSAP’) 25, “Interim Financial Reporting’, issued by the Hong Kong
Society of Accountants.

The accounting policies and methods of computation used in the preparation of these interim financial
statements are consistent with those used in the annual financial statements for the year ended 30
June 2003 except that the Group has adopted the revised SSAP 12, “Income Taxes’ which is effective
for accounting periods commencing on or after 1 January 2003. Pursuant to the revised SSAP 12, the
Group has adopted a new accounting policy for deferred taxation which is set out below in note 1b.

The new accounting policy for deferred taxation has been adopted retrospectively and comparative
figures have been restated accordingly. The material financial impact of the new accounting policy on
these interim financial statements of the Group is as follows:

- The minority interest share of profit after taxation for the six months ended 31 December 2002
has been increased by $443,000 and for the six months ended 31 December 2003 reduced by
$395,000.

- The profit attributable to shareholders for the six months ended 31 December 2002 and 2003 has
been reduced by $14,654,000 and $38,571,000 respectively.

- Opening reserves at 1 July 2002 and 2003 have been reduced by $20,993,000 and $50,473,000
respectively.

- A deferred tax asset of $8,403,000 (30 June 2003: $8,417,000) and deferred tax liability of
$96,955,000 (30 June 2003: $58,003,000) have been included in the Group’s balance sheet at 31
December 2003.
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{All references to “$" are to the Hong Kong dollar)

NOTES TO CONDENSED INTERIM FINANGIAL STATEMENTS (CONTINUED)

For the six months ended 31 December 2003

1 BASIS OF PREPARATION AND THE PRINCIPAL ACCOUNTING POLICIES (continugd)

{b} Deferred taxation
Deferred taxation is provided in full, using the liability method, on temporary differences arising between
the tax bases of assets and liabilities and their carrying amounts in the financial statements. The
principal temporary differences arise from depreciation on fixed assets and tax losses carried forward.
Taxation rates enacted or substantively enacted by the balance sheet date are used to determine
deferred taxation.

Deferred taxation assets are recognised to the extent that it is probable that future taxable profit will
be available against which the temporary differences can be utilised.

Deferred taxation is provided on temporary differences arising on investments in subsidiaries and
associates except where the timing of the reversal of the temporary differences can be controlied and
it is probable that the temporary difference will not reverse in the foreseeable future.

In prior years, deferred taxation was accounted for at the current taxation rate in respect of timing
differences between profit as computed for taxation purposes and profit as stated in the accounts to
the extent that a liability or an asset was expected to be payable or recoverable in the foreseeable
future. The adoption of the revised SSAP 12 represents a change in accounting policy.

The interim financial statements should be read in conjunction with the annual financial statements for the
year ended 30 June 2003.

2 TURNOVER

The Group is principally engaged in the provision of mobile telecommunications and related services and
the sale of mobile telephones and accessories. Revenues recognised during the period are as follows:

Six months ended
31 December

2003 2002

$000 $000

Mobile and international telecommunications services 1,216,813 1,180,835
Mobile telephone and accessory sales 331,987 260,814
Internet services — 12,065
1,548,800 1,453,714




SEGMENT REPORTING

For the six months ended 31 December 2003, more than ninety per cent. of the Group’s turnover and
operating profit was attributable to its mobile communications operations in the Special Administrative
Regions of Hong Kong and Macau. Accordingly, no analysis by either business or geographical segment is

included in these interim financial statements.

OPERATING PROFIT

Operating profit is stated after charging the following:

Six months ended
31 December

2003 2002
$000 $000
Depreciation:

Owned fixed assets 134,044 124,170
[ eased fixed assets 67,301 71,832
201,345 196,002
Amortisation of deferred expenditure 10,283 5,620

Operating lease rentals for land and buildings,
transmission sites and leased lines 204,036 232,336
Loss on disposal of fixed assets 3,709 1,326
Provision for inventories 569 2,168
Provision for bad and doubtful debts 6,969 10,315
Net exchange loss 4,925 204

HOZ, Modky) wiemw)




1
|

od |2

i}
[

i
Q

ons Holdings Linite

o

1arlomne Telecormimunicsat

!

Lo TN I

(Alt references to “$" are to the Hong Kong doliar)

NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (CONTINUED)

For the six months ended 31 December 2003

5 NET FINANCE INCOME

Six months ended
31 December

2003 2002
$000 $000
Interest income
Listed investments 9,796 8,962
Deposits with banks and other financial institutions 10,050 24,707
Other 13,575 8,220
33,421 41,889
Interest expense
Bank loans payable within five years (340) —
33,081 41,889

6 TAXATION

No provision has been made for Hong Kong or overseas taxation for the period as the Group has sufficient

tax losses brought forward to offset the assessable profit for the period (2002: Nil}.

The amount of taxation charged to the consolidated profit and loss account represents:

Six months ended
31 December

Restated
2003 2002
$000 $000
Deferred taxation relating to the origination
of temporary differences 38,966 14,211




DIVIDENDS

Six months ended
31 December

2003 2002
$600 $000
In respect of the period

Interim, paid, of $0.20 per share — 116,603
Interim, declared, of $0.20 per share (note a) 116,953 —
116,953 116,603

Attributable to prior years paid in the period
Final of $0.27 per share (2002: $0.07 per share) 157,972 40,777
Special cash dividend of $3.50 per share (2002: Nil) 2,047,785 —
2,205,757 40,777
2,322,710 157,380

Note

a At a meeting held on 9 March 2004, the directors declared an interim dividend of $0.20 per share for the year
ending 30 June 2004. This declared dividend is not reflected as a dividend payable in these interim financial
statements but will be accounted for as an appropriation of retained profit for the year ending 30 June 2004.

BASIC AND DILUTED EARNINGS PER SHARE

The calculation of basic earnings per share is based on the profit attributable to shareholders of $235,146,000
{2002: $223,145,000) and the weighted average number of ordinary shares outstanding during the period
of 584,048,178 (2002: 583,304,569).

The calculation of diluted earnings per share is based on the profit attributable to shareholders of $235,146,000
and the weighted average number of ordinary shares of 584,418,314 after adjusting for the effects of all
dilutive potential ordinary shares. For the six months ended 31 December 2002, no diluted earnings per
share is presented as there were no potentially dilutive shares outstanding.
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{All references to “$"” are to the Hong Kong dollar)

NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (CONTINUED)

For the six months ended 31 December 2003

9 EBITDA

EBITDA represents earnings before interest income and interest expense, depreciation and gain or loss on
disposal of fixed assets, taxation and minority interest.

10 FIXED ASSETS

$000
Cost
1 July 2003 4,150,725
Additions 200,783
Disposals (87,585)
31 December 2003 4,263,923
Accumulated depreciation and impairment losses
1 July 2003 2,447,505
Charge for the period 201,345
Disposals (83,449)
31 December 2003 2,565,401
Net book value
31 December 2003 1,698,522

30 June 2003 1,703,220

At 31 December 2003, the net bock value of fixed assets held by the Group under finance leases amounted
to $590,527,000 (30 June 2003: $657,828,000).
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12

INVESTMENTS

31 December 2003

30 June 2003

$000 $000
Equity securities
Overseas unlisted investments 47,755 44 144
Held-to-maturity debt securities
Listed
Overseas 601,424 367,287
Unlisted 1,030,440 343,048
1,631,864 710,335
Less: Debt securities maturing within one year
included within current assets (191,445} (53,387)
1,440,419 656,948
1,488,174 701,092
Market value of listed securities
Overseas 607,112 379,186

TRADE RECEIVABLES

The Group allows an average credit period of thirty days to its subscribers and other customers. The ageing
of the trade receivables, net of provisions, is as follows:

31 December 2003

30 June 2003

$000 $000

Current to 30 days 151,449 92,423
31 - 60 days 8,007 7,992
61 - 90 days 605 2,785
160,061 103,200

b
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NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (CONTINUED)

For the six months ended 31 December 2003

13

14

CASH AND BANK BALANCES

31 December 2003

30 June 2003

$000 $000

Pledged bank deposits 334,594 392,139
Cash and bank balances 363,207 2,820,725
697,801 3,212,864

Of the $334,594,000 (30 June 2003: $392,139,000) pledged bank deposits, $150,000,000 (30 June 2003:
$200,000,000) has been pledged as cash collateral for the Group's 3G licence performance bond as referred

to in note 19 - “contingent liabilities”.

TRADE PAYABLES

The ageing of the trade payables is as follows:

31 December 2003

30 June 2003

$000 $000

Current to 30 days 51,702 66,428
31-60 days 50,823 33,786
61 - 90 days 14,996 14,111
Over 90 days 16,855 31,677
134,376 145,902




15 SHARE CAPITAL

16

Shares of o

$0.10 each $000
Authorised:
1 July 2003 and 31 December 2003 1,000,000,000 100,000
Issued and fully paid:
1 July 2003 583,014,928 58,301
Exercise of share options 2,066,500 207
31 December 2003 585,081,428 58,508

During the six months ended 31 December 2003, the Company repurchased 317,500 shares on The Stock
Exchange of Hong Kong Limited. These repurchased shares were cancelled subsequent to 31 December
2003. Accordingly, their repurchase has not been included as a movement of issued and fully paid share

capital for the six months ended 31 December 2003.

Details of these repurchases are as follows:

Number of shares Aggregate

Month of repurchase repurchased Price per share price paid
$ $

December 2003 317,500 7.55 2,397,000

EMPLOYEE SHARE OPTION SCHEME

.
9

At 31 December 20083, the outstanding options granted under the Company’s share option scheme are as

follows:
Number of options
Exercised
Exercise price during
Date granted Exercise period per share 1 July 2003 the period 37 December 2003
$
10 February 2003 10 February 2003 to 9.29 5,000,000 {2,000,000} 3,000,000
16 July 2011 el
10 February 2003 2 May 2003 to 9.20 200,000 (66,500) 133,500 :JQ;
1 May 2012 %
5,200,000 {2,066,500) 3,133,500 %’
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(All references to “$" are to the Hong Kong dollar)

NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (CONTINUED)

For the six months ended 31 December 2003

17 RESERVES

Capital
Share  redemption  Contributed Retained
premium reserve surplus profits Total
$000 $000 $000 $000 $000
1 July 2003, as
previously reported 4,218,517 2,461 199,800 893,016 5,313,794
Adoption of SSAP 12
{revised) (note 1a) — — — (60,473) {50,473}
1 July 2003, restated 4,218,617 2,461 199,800 842,543 5,263,321
Exercise of share options 18,985 — — — 18,985
Cancellation of share premium (4,237,502) — 4,237,502 — —
Payment of 2003 final dividend — — — {157,972) (167,972)
Repurchase of shares — — (2,365) (32) (2,397}
Payment of special
cash dividend — — {2,047,785) — (2,047,785)
Profit for the period — — — 235,146 235,146
31 December 2003 — 2,461 2,387,152 919,685 3,309,298

Following the passing of a special resolution at the Annual General Meeting of the Company held on 7
November 2003, the share premium account was cancelled and the entire balance of the account amounting
to $4,237,602,000 was transferred to the contributed surplus account. In accordance with Bermuda company

i law, the contributed surplus account is distributable.

18 DISCONTINUING OPERATION

=

%; In the six months to 31 December 2002, the Group discontinued providing fixed broadband and narrow
1 band Internet access services to its retail customers. The Group also entered into an arrangement with
j another Internet service provider to ensure continuity of service to its former retail customers.
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19 CONTINGENT LIABILITIES

The contingent liabilities as disclosed in the Group’s annual report for the year ended 30 June 2003 continue

to exist and are unchanged except for a reduction in performance bonds as set out below:

Performance bonds

31 December 2003 30 June 2003

$000 $000

Hong Kong 3G licence 150,000 200,000
Other 1,942 1,942
151,942 201,942

The performance bonds were issued by certain banks in favour of the Telecommunications Author

ities of

Hong Kong and Macau in accordance with various telecommunications licences issued by those authorities

to the Group. The banks' obligations under the performance bonds are guaranteed by the Compa

various subsidiaries of the Company.

ny and

On 22 October 2003, the second anniversary of the issue of the Hong Kong 3G Licence and subsequent to

the payment of the second year spectrum utilisation fee of $50 million, the performance bond was revised.

In accordance with a further one-year waiver granted by the TA, the revised bond was for $150 million with

a duration of three years.

20 RELATED PARTY TRANSACTIONS

a During the period, the Group had the following significant transactions with certain related parties in

the ordinary course of business:

Six months ended
31 December

2003 2002
$000 $000

Operating lease rentals for land and
buildings and transmission sites (note i) 27,372 29,919
Insurance services (note i) 4,960 2,066
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NOTES TO CONDENSED INTERIM FINANCIAL STATEMENTS (CONTINUED)

For the six months ended 31 December 2003

20 RELATED PARTY TRANSACTIONS (continued

Notes

i Operating lease rentals for land and buildings and transmission sites

Certain subsidiaries and assaciated companies of Sun Hung Kai Properties Limited ("SHKP"), the ultimate
holding company of the Group, have leased premises to the Group for use as offices, retail shops and
warehouses and have granted licences to the Group for the installation of base stations, antenna and telephone
cables on certain premises owned by them.

For the six months ended 31 December 2003, rental and licence fees paid and payable to subsidiaries and
associated cormpanies of SHKP totalled $27,372,000 {2002; $29,913,000).

ii Insurance services

Sun Hung Kai Properties Insurance Limited and Hung Kai Insurance Brokers Company Limited, wholly-owned
subsidiaries of SHKP, provide general insurance services to the Group. For the six months ended 31 December
2003, insurance premiums paid and payable were $4,960,000 (2002: $2,066,000).

b At 31 December 2003, the Group had an interest in an associate, the major shareholder of which is a
subsidiary of SHKP. The principal activity of the associate is to invest in an equity fund which primarily
invests in technology related companies in the People's Republic of China.

c New-Alliance Asset Management (Asia) Limited, an associate of SHKP. has been appointed as the
investment manager of the Group's Provident Scheme since October 1999. For the six months ended
31 December 2003, no fee was paid by the Group as New-Alliance Management (Asia) Limited is
remunerated by way of fee levied on funds under management.

d  The trading balances set out below with SHKP and its subsidiaries (the “SHKP Group”) (including
buildings and estates managed by the SHKP Group) are included within the relevant balance sheet

items:
31 December 2003 30 June 2003
$000 $000
Trade receivables 670 331
Deposits and prepayments 4,280 7,061
Trade payables 408 329
Other payables and accruals 564 467

The trading balances are unsecured, interest-free and repayable on similar terms to those offered to
unrelated parties.



21 CAPITAL COMMITMENTS

Contracted but not provided for
Fixed assets
Further advances to an associate
Equity securities

Authorised but not contracted for

22 LEASE COMMITMENTS

31 December 2003 30 June 2003
$000 $000

75,123 82,408

1,324 1,324

23,400 27,300

213,373 418,730

313,220 529,762

The Group had future aggregate minimum operating lease commitments in respect of the following:

31 December 2003 . 30 June 2003
$000 $000
Land and buildings and transmission sites
Within one year 225,346 220,746
In the second to fifth year inclusive 142,154 121,944
After the fifth year 16,789 17,5624
384,289 360,214
=
Leased lines .
Within one year 21,434 37,164
In the second to fifth year inclusive 630 3,129
22,064 40,293
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INTERIM DIVIDEND

The directors declared an interim dividend of $0.20 (2002: $0.20) per share for the six months ended 31 December
2003 to shareholders whose names appear in the Register of Members of the Company on 31 March 2004,

CLOSURE OF REGISTER OF MEMBERS

The Register of Members of the Company will be closed from Monday, 29 March 2004 to Wednesday, 31
March 2004 (both days inclusive) during which pericd no transfer of shares will be registered. In order to qualify
for the aforesaid interim dividend, all transfers of shares accompanied by the relevant share certificates and
transfer forms must be lodged with the Company's Share Registrar in Hong Kong, Computershare Hong Kong
Investor Services Limited at Rooms 1712-1716 Hopewell Centre, 183 Queen's Road East, Hong Kong by no
later than 4:00 p.m. on Friday, 26 March 2004.

SHARE OPTION SCHEMES

Pursuant to the new share option scheme adopted by the Company on 15 November 2002 (the “New Share
Option Scheme ") which replaced the share option scheme adopted on 17 October 1996 (the “Old Share Option
Scheme”) to comply with the requirements of the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (the "Listing Rules”), the Company may grant options to the participants,
including directors and employees of the Group, to subscribe for shares of the Company. At 31 December
2003, the following share options granted to the participants under the New Share Option Scheme were still
outstanding:

No. of options

granted and Exercised Cancelled/  Outstanding at

Name outstanding at Exercise  Exercise during Lapsed during 31 December

of grantee Date of grant 1 July 2003 price  period the period the period 2003

$

Douglas Li 10 February 2003 5,000,000 929  10February 2003 2,000,000 - 3,000,000
to 16 July 2017

Patrick Chan 10 February 2003 200,000 920 2May 2003 66,500 — 133,500
Kai-lung to 1 May 2012

Other than the options stated above, no share options had been granted by the Company to the other participants
pursuant to the New Share Option Scheme.

The Old Share Option Scheme was terminated by the Company on 15 November 2002. Upon termination of
the Old Share Option Scheme, no further options could be granted thereunder but in all other respects, the
provisions of the Old Share Option Scheme shall remain in force and all options granted prior to termination
shall continue to be valid and exercisable in accordance therewith. At 31 December 2003, there was no share
option outstanding under the Old Share Option Scheme.



DIRECTORS’ INTERESTS AND SHORT POSITIONS

At 31 December 2003, the interests of the directors, chief executive and their respective associates in shares
and in respect of equity derivatives, underlying shares and debentures of the Company and its associated
corporations (as defined in the Securities and Futures Ordinance (the “SFO”)) as recorded in the register
maintained by the Company under section 352 of the SFO were as follows:

INTERESTS IN SHARES AND UNDERLYING SHARES OF THE COMPANY

Shares Equity derivatives
Discretionary Percentage of
trust founder Spouse aggregate
Name of Beneficial & trust or child Controlled Share Aggregate interests to
director owner beneficiary under 18 corporation options interests  issued capital
{Note)
Raymond Kwok Ping-luen — 1,783,267 — — — 1,783,267 0.30
Dougas Li — — — — 3,000,000 3,000,000 052
Patrick Chan Kai-lung — — — — 133,500 133,500 0.02
Note: share options
Granted Exercised Cancelled/ Outstanding at
QOutstanding at during during Lapsedduring 31 December
Name of director Note 1 July 2003 the period the period the period 2003
Douglas Li 1 5,000,000 — 2,000,000 — 3,000,000
Patrick Chan Kai-lung 2 200,000 — 66,500 — 133,500
25
Notes:
1. The options are exercisable at $9.29 per share during the period from 10 February 2003 to 18 July 2011. The options can
be exercised up to 20 per cent. from 10 February 2003, up to 40 per cent. from 17 July 2003, up to 60 per cent. from 17
July 2004, up to 80 per cent. from 17 July 2005 and in whole from 17 July 2006.
2. The options are exercisable at $9.20 per share during the period from 2 May 2003 to 1 May 2012. The options can be
exercised up to '/, from 2 May 2003, up to %/, from 2 May 2004 and in whole from 2 May 2005.
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SmarTone Telecommunications Holdings Limited

INTERESTS IN ASSOCIATED CORPORATIONS

1. Interests in shares and underlying shares of Sun Hung Kai Properties Limited

Shares Equity derivatives
Discretionary Percentage of
trust founder & Spouse aggregate
Name of Beneficial trust or child Controlled Share Aggregate interests to
director owner beneficiary under 18 corporation options interests  issued capital
{Note)
Raymond Kwok

Ping-luen — 1,079,515,895* — — 75,000 1,079,590,895 44.96
Michael Wong.

Yick-kam 70,904 - — — 225,000 295,904 0.01
Ernest Lai Ho-kai — — — — 36,000 - . 0.001
Eric Li Ka-cheung — — — 18,000 — 18,000 0.0007
Ng Leung-sing — - 5,000 — - 5,000 0.0002

*Note: Of these shares, Messrs. Walter Kwok Ping-sheung, Thomas Kwok Ping-kwong and Raymond Kwok Ping-luen
were deemed to be interested in 1,056,338,347 shares, which represented the same interests and were therefore
duplicated amongst these three persons for the purpose of the SFO.

Note: share options

Cancelled/

Granted Exercised Lapsed  Outstanding at

Name of Exercise Outstanding at during the during the duringthe 31 December
director Date of grant price 1 July 2003 period period period 2003

$

Raymond Kwok Ping-luen 16 July 2001 70.00 75,000 — - - 75,000
Michael Wong Yick-kam 15 February 2000 70.00 150,000 - — - 150,000
18 July 2001 70.00 75,000 — — - 75,000

Ernest Lai Ho-kai 16 July 2001 70.00 36,000 - - - 36,000

All options granted and accepted can be exercised up to '/, during the second year from the date of grant, up to %/,
during the third year from the date of grant, and in whole or in part during the fourth and fifth years from the date of
grant, thereafter, the relevant options will expire.




Interests in shares and underlying shares of SUNeVision Holdings Ltd.

Shares Equity derivatives
Discretionary Percentage of
trust Spouse aggregate
Name of Beneficial founder & trust orchild Controlled Share Aggregate interests to
director owner beneficiary under 18 corporation options interests  issued capital
{Note)

Raymond Kwok

Ping-luen — 1,742 500¢ — - 853,333 2,595,833 0.12
Michael Wong

Yick-kam 100,000 — — — 420,000 520,000 0.02
Andrew So Sing-tak — - — — 800,000 800,000 0.03

*Note: Of these shares, Messrs. Walter Kwok Ping-sheung, Thomas Kwok Ping-kwong and Raymond Kwaok Ping-luen
were deemed to be interested in 1,070,000 shares, which represented the same interests and are therefore
duplicated amongst these three persons for the purpose of the SFO.

Note: share options

Cancelled/
Granted Exercised Lapsed  Qutstanding at
Name of Exercise Outstanding at during the during the duringthe 31 December
director Date of grant price 1 July 2003 period period period 2003
$
Raymond Kwok Ping-luen 28 March 2000 10.38 756,000 - - 251,667 503,333
7 April 2001 234 350,000 - — - 350,000 S
Michael Wong Yickkam 28 March 2000 1038 360,000 - - 120,000 240,000 2
7 April 2001 234 180,000 — — — 180,000
Andrew So Sing-tak 8 July 2002 143 400,000 — - - 400,000
29 November 2003 159 — 400,000 — — 400,000

The above share options are exercisable in accordance with the terms of the relevant share option scheme and conditions
of grant.
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3. Interests in shares of other associated corporations

Mr. Raymond Kwok Ping-luen had the following interests in the shares of the following associated

corporations:

Attributable

Attributable percentage Actual Actual

holding of shares in holding percentage

Name of associated Beneficial through issue through through interests in
corporation owner corporation corporation corporation issued shares
Superindo Company Limited 10 — — — 10
Super Fly Company Limited 10 — — — 10
Splendid Kai Limited — 2,500** 25 1,600 15
Hung Carom Company Limited — 25** 25 15 15
Tinyau Company Limited — 1** 50 1 50
Open Step Limited — g** 80 4 40

**Note: Messrs. Walter Kwok Ping-sheung, Thomas Kwok Ping-kwong and Raymond Kwok Ping-luen were deemed to
be interested in these shares, which represented the same interests and were therefore duplicated amongst
these three persons for the purpose of the SFO. Those shares were held by corporations in which they were
entitled to control the exercise of '/, or more of the voting rights in the general meetings of those corporations.

The interests of the directors and chief executive in the share options of the Company and its associated
corporations are being regarded for the time being as unlisted physically settled equity derivatives. The details
of the share options of the Company are stated under the Share Option Schemes section above.

Save as disclosed above, at 31 December 2003, none of the directors and chief executive (including their
spouses and children under 18 years of age) and their respective associates had or deemed to have any interests
or short positions in shares, underlying shares or debentures of the Company, its subsidiaries or any of its

28]
— associated corporations that were required to be entered into the register kept by the Company pursuant to
section 352 of the SFO or were required to be notified to the Company and The Stock Exchange of Hong Kong
g Limited (the "“Stock Exchange”) pursuant to Part XV of the SFO or pursuant to the Model Code for Securities
g Transactions by Directors of Listed Companies of the Listing Rules.
-
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DISCLOSABLE [INTERESTS AND SHORT POSITIONS OF SHAREHOLDERS UNDER THE SFO

At 31 December 2003, the following parties (other than the directors and chief executive of the Company) had
interests of b per cent. or more in the shares and underlying shares of the Company as recorded in the register
required to be kept under section 336 of the SFO or as notified to the Company:

Percentage

of shares

Number of to issued

Name of shareholder Note shares interested share capital
Cellular 8 Holdings Limited (“Cellular 8") 1and 2 283,670,075 48.48
Sun Hung Kai Properties Limited (“SHKP") 1and 2 298,091,397 50.95
Marathon Asset Management Limited 46,978,373 8.03

Notes:

1. For the purposes of the SFQ, the interest of Cellular 8 in the 283,670,075 shares of the Company noted above against
the name of Cellular 8 is also attributed to SHKP on the basis that SHKP controls '/, or more of Cellular 8. The number
of shares noted above against the name of SHKP therefore duplicates the interest of Cellular 8.

2. For the purposes of the SFO, the same interest of Cellular 8 is also attributed to those subsidiaries of SHKP through
which SHKP holds its interest in Cellular 8. These subsidiaries are TFS Development Company Limited and Fourseas
Investments Limited.

Save as disclosed above, no other parties had registered as having an interest of 5 per cent. or more in the
shares or underlying shares of the Company or having short positions as recorded in the register kept under
section 336 of the SFO.

PURCHASE, SALE OR REDEMPTION OF SHARES

During the six months ended 31 December 2003, the Company repurchased 317,500 shares on the Stock
Exchange. These repurchased shares were subsequently cancelled after 31 December 2003. Please refer to
note 15 of the notes to condensed interim financial statements for details of the repurchases.

The aggregate price of the repurchased shares (before expenses) in the amount of $2,397,125 has been charged
against the retained profits and contributed surplus accounts. A sum equivalent to the nominal value of the
repurchased shares amounting to $31,750 will be transferred from retained profits to capital redemption reserve
during the six months ending 30 June 2004.

Save as disclosed above, at no time during the six months period ended 31 December 2003 was there any
purchase, sale or redemption by the Company, or any of its subsidiaries, of the Company's shares.
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AUDIT COMMITTEE

The written terms of reference which describe the authority and duties of the Audit Committee were prepared
and adopted with reference to “A Guide for the Formation of an Audit Committee” published by Hong Kong
Society of Accountants.

The Audit Committee of the Company held a meeting on 1 March 2004 and reviewed the relevant interim
financial statements and report of the Group for the six months period ended 31 December 2003. The Committee
was content that the accounting policies of the Group are in accordance with the current best practice in Hong
Kong. The Committee found no unusual items that were omitted from the financial statements and was satisfied
with the disclosures of data and explanations shown in the financial statements.

The interim financial statements for the six months ended 31 December 2003 have not been audited but have
been reviewed by the Company’s external auditors.

CODE OF BEST PRACTICE

None of the directors is aware of any information that would reasonably indicate that the Company is not or was
not in compliance with the Code of Best Practice as set out in Appendix 14 of the Listing Rules for any part of
the accounting period covered by the interim report, except that the non-executive directors of the Company
are not appointed for specific terms. However, the non-executive directors are subject to retirement by rotation
and re-election at the annual general meeting in accordance with the Company’s bye-laws.

The financial information disclosed above complies with Appendix 16 of the Listing Rules and has been reviewed
by the Audit Committee and the auditors before being put forward to the directors for approval.

By order of the Board
Maria Li
Company Secretary

Hong Kong, 9 March 2004
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