CHINA UNICOM LTD
Form 20-F
June 23, 2003

BN

Edgar Filing: CHINA UNICOM LTD - Form 20-F

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 20-F

REGISTRATION STATEMENT PURSUANT TO SECTION 12(b) OR
12(g) OF THE SECURITIES EXCHANGE ACT OF 1934

OR

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2002

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 1-15028

CHINA UNICOM LIMITED

(Exact Name of Registrant as Specified in Its Charter)

Hong Kong

(Translation of Registrant s Name Into English) (Jurisdiction of Incorporation or Organization)

No. 133A, Xidan North Street
Xicheng District

Beijing 100032, People s Republic of China

(Address of Principal Executive Offices)



Edgar Filing: CHINA UNICOM LTD - Form 20-F

Securities registered or to be registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange On Which Registered
Ordinary shares, par value HK$0.10 per share New York Stock Exchange, Inc.*
* Not for trading, but only in connection with the listing on the New York Stock Exchange, Inc. of

American depositary shares, or ADSs, each representing 10 ordinary shares.

Securities registered or to be registered pursuant to Section 12(g) of the Act:

None

(Title of class)

Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act:

None

(Title of Class)

Indicate the number of outstanding shares of each of the issuer s classes of capital or common stock as of the close of the period covered by the
annual report.

12,552,996,070 Ordinary Shares as of December 31, 2002.

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject

to such filing requirements for the past 90 days. Yes ¥  No o

Indicate by check mark which financial statement item the registrant has elected to follow.

Item 17 O Item 18 y



Edgar Filing: CHINA UNICOM LTD - Form 20-F




Edgar Filing: CHINA UNICOM LTD - Form 20-F

TABLE OF CONTENTS

Note Regarding Forward-looking Statements

Certain Definitions

PART I

PART I1

Item 1. Identity of Directors. Senior Management and Advisers

Item 2. Offer Statistics and Expected Timetable

Item 3. Key Information

Item 4. Information on the Company

Item 5. Operating and Financial Review and Prospects

Item 6. Directors. Senior Management and Employees

Item 7. Major Shareholders and Related Party Transactions

Item 8. Financial Information

Item 9. The Offer and Listing

Item 10. Additional Information

Item 11. Quantitative and Qualitative Disclosures About Market Risks
Item 12. Description of Securities Other than Equity Securities

Item 13. Defaults, Dividend Arrearages and Delinquencies

Item 14. Material Modifications to the Rights of Security Holders and Use of Proceeds
Item 15. Controls and Procedures

Item 16A. Audit Committee Financial Expert

Item 16B. Code of Ethics

Item 16C. Principal Accountant Fees and Services

Item 16D. Exemptions from the Listing Standards for Audit Committees

Item 17. Financial Statements
Item 18. Financial Statements
Item 19. Exhibits

Page

13
52
79
86
96
96
97
107
108
108
108
108
109
109
109

109
109

109
109
109




Edgar Filing: CHINA UNICOM LTD - Form 20-F

NOTE REGARDING FORWARD-LOOKING STATEMENTS

This annual report for the year ended December 31, 2002 contains forward-looking statements that are, by their nature, subject to significant
risks and uncertainties. Such forward-looking statements include, without limitation, our strategy and future plan, our capital expenditure plan,
our future business condition and financial results, our abilities to expand network capacity and increase network efficiency, our ability to
develop new technology applications and offer new services, our ability to stabilize our paging business and develop and market new
value-added paging services, the advantages of code division multiple access, or CDMA, technology and our ability to realize such advantages
and successfully execute our CDMA-related strategy, our ability to leverage our position as an integrated telecommunications operator and
expand into new businesses and new markets, future growth of market demand for our services, and future regulatory and other developments in
the Chinese telecommunications industry.

Such forward-looking statements reflect our current views with respect to future events. Actual results may differ materially from information
contained in the forward-looking statements as a result of a number of factors, including, without limitation, any changes in the regulatory
policies of the Ministry of Information Industry, or MII, and other relevant government authorities in China, the effects of competition on the
demand and price of our telecommunications services, any changes in telecommunications and related technology and applications based on
such technology, and changes in political, economic, legal and social conditions in China including the Chinese government s policies with
respect to economic growth, foreign exchange, foreign investment and entry by foreign companies into China s telecommunications market. In
addition, our future network expansion and other capital expenditure and development plans are dependent on numerous factors, including the
availability of adequate financing on acceptable terms, the adequacy of currently available spectrum or availability of additional spectrum and
the adequate and timely supply of equipment when required. Please also see the Risk Factors section under Item 3.

CERTAIN DEFINITIONS

As used in this annual report, referencesto us , we ,the Company and Unicom are to China Unicom Limited. Unless the context otherwise
requires, these references include all of our subsidiaries. In respect of any time prior to our incorporation, references to us , we and Unicom are
to the telecommunications businesses in which our predecessors were engaged and which were subsequently assumed by us. All references to

Unicom Group are to China United Telecommunications Corporation, our indirect controlling shareholder. Unless the context otherwise
requires, these references include all of its subsidiaries, including us and our subsidiaries. Please also see A. History and Development of the
Company Restructuring and Acquisition of Unicom New Century under Item 4 for our current shareholding structure.




Edgar Filing: CHINA UNICOM LTD - Form 20-F

PART I

Item 1. Identity of Directors, Senior Management and Advisers

Not Applicable.

Item 2. Offer Statistics and Expected Timetable
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Not Applicable.

Item 3. Key Information

A. Selected Financial Data

The following table presents our selected consolidated income statement data for the years ended December 31, 1998, 1999, 2000, 2001 and
2002 and our selected consolidated balance sheet data as of December 31, 1998, 1999, 2000, 2001 and 2002. The selected consolidated balance
sheet data as of December 31, 2001 and 2002 and income statement and cash flow data for the years ended December 31, 2000, 2001 and 2002
have been derived from our audited consolidated financial statements included in this annual report. The selected consolidated balance sheet
data as of December 31, 1998, 1999 and 2000 and income statement and cash flow data for the years ended December 31, 1998 and 1999 have
been derived from our audited consolidated financial statements that are not included in this annual report. The financial statements for periods
prior to our restructuring and initial public offering in 2000 reflect historical results of operations and financial positions of the businesses that
were transferred to us from Unicom Group in 2000 in contemplation of our initial public offering.

Our financial statements are prepared in accordance with generally accepted accounting principles in Hong Kong, or Hong Kong GAAP, which
differs in certain material respects from generally accepted accounting principles in the United States, or US GAAP. In accordance with Hong
Kong GAAP, we adopted the purchase method to account for our acquisition of certain cellular businesses and assets in nine provinces,
municipalities and autonomous regions in China, which assets and businesses were first transferred to Unicom New Century
Telecommunications Corporation Limited, or Unicom New Century, a newly established subsidiary of Unicom Group. The acquisition became
effective on December 31, 2002, as described in History and Development of the Company Restructuring and Acquisition of Unicom New
Century under Item 4. Accordingly, our consolidated income statements and, except as otherwise noted, all other Hong Kong GAAP financial
information presented in this annual report do not include the operating results of these acquired businesses. Under the purchase method, our
consolidated balance sheet as of December 31, 2002 includes the financial position of Unicom New Century. In contrast, under US GAAP, our
acquisition would be accounted for as a transfer of entities under common control, retroactively restated for all periods presented on a combined
basis as if the acquisition had been in effect since inception, whereby related assets and liabilities of the acquired businesses would be accounted
for at historical cost and the results of operations of the acquired businesses would be included in the consolidated financial statements for
earliest period presented. See Note 41 to the consolidated financial statements included in this annual report for a summary of the principal
differences between Hong Kong GAAP and US GAAP that have a significant effect on our financial statements.
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As of or for the year ended December 31,

1998 1999 2000 2001 2002 2002
RMB RMB RMB RMB RMB US$ (1
(in millions, except per share numbers)

Income Statement Data:

[Hong Kong GAAP:

Revenue:

(Cellular 2,126 5314 12,188 20,505 30,613 3,698

GSM 2,126 5314 12,188 20,505 27,388 3,308

CDMA 3,225 390

[Long distance 556 1,489 2,766 334

Data and Internet 79 540 1,820 2,793 337

Paging 8,423 9,047 8,483 4,342 2,161 261

[Total service revenue 10,549 14,440 21,767 28,156 38,333 4,630

Sales of telecommunications products 3,480 3,010 1,925 1,237 2,244 271

Total revenue 14,029 17,450 23,692 29,393 40,577 4,901

Operating expenses (12,677 (14,634 (18,470 (24,129 (33,253 (4,016

Operating income 1,352 2,816 5,222 5,264 7,324 885

Income before taxation and minority

interests 875 1,759 4,482 5,463 6,303 761

INet income 372 839 3,234 4,457 4,566 551
Basic net income per share (2) 0.038 0.086 0.289 0.355 0.364 0.044
Number of shares outstanding for

basic net income per share (in

thousands) (2) 9,725,000 9,725,000 11,208,224 12,552,996 12,552,996 12,552,996
Diluted net income per share (2) 0.288 0.355 0.364 0.044
Number of shares outstanding for

diluted net income per share (in

thousands) (2) 9,725,000 9,725,000 11,219,679 12,552,996 12,552,996 12,552,996
Basic net income per ADS (3) 0.383 0.863 2.885 3.550 3.637 0.439
Number ADS outstanding for basic

Inet income per share (in thousands)

(2) 972,500 972,500 1,120,822 1,255,300 1,255,300 1,255,300
Diluted net income per ADS (3) 2.882 3.550 3.637 0.439
Number ADS outstanding for diluted

Inet income per share (in thousands)

(2) 972,500 972,500 1,121,968 1,255,300 1,255,300 1,255,300

IUS GAAP (Restated) (4):

[Fotal revenue 25,082 34,850 49,773 6,011

Operating income 5,330 6,591 8,740 1,056

Income from continuing operations

before extraordinary items and

cumulative effect of change in

accounting policy 4,031 5,074 5,189 627
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[Extraordinary item (loss arising from
termination of China-China-foreign
arrangements)

2,072

Cumulative effect of change in
laccounting policy (transitional
adjustment of goodwill impairment
lupon the adoption of SFAS 142)

42

INet income

1,959

5,074

5,147

622

Basic net income per share after
lextraordinary item and cumulative
effect of change in accounting policy

2)

0.17

0.40

041

0.050

Basic net income per ADS after
extraordinary item and cumulative
effect of change in accounting policy

(3)

1.75

4.04

4.10

0.495

Basic net income per share before
extraordinary item and cumulative
effect of change in accounting policy

(2)

0.36

0.40

0.41

0.050

Basic net income per ADS before
extraordinary item and cumulative
effect of change in accounting policy

(3

3.60

4.04

4.13

0.499

IBalance Sheet Data:

[Hong Kong GAAP:

Cash and cash equivalents

4,337

6,002

44,717

18,413

14,433

1,743

IProperty, plan and equipment, net

19,853

33,227

52,864

75,748

107,487

12,982

[Total assets

30,156

45,366

112,829

127,905

149,223

18,022

INet assets

8,924

11,069

58,108

62,511

66,814

8,069

Short-term debt and current portion
of other long-term debt

2,276

7,894

8,501

7,933

15,330

1,851

Obligation under finance lease
current portion

8,151

16,793

2,028

(Obligation under finance lease
non-current portion

100,757

101,302

12,235
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Other long-term debt 9,372 12,234 27,151 36,337 37,686 4,551
Shareholders equity 6,408 8,538 57,224 61,681 66,247 8,001

US GAAP (restated) (4):

Property, plant and equipment, net 96,220 107,311 12,960
Total assets 154,172 150,566 18,184
Obligation under finance lease - current portion 8,151 16,793 2,028
Obligation under finance lease - non-current

portion 100,757 101,302 12,235
Other long-term debt 51,733 37,686 4,551
Shareholders equity 61,783 63,717 7,695
Other Financial Data:

Hong Kong GAAP:

Net cash provided by operating activities 3,454 4,511 9,344 11,078 13,054 1,577
Net cash used in investing activities (8,402) (13,930) (30,551) (46,125) (5,166) (624)
Net cash provided by (used in) financing

activities 7,788 11,084 59,921 8,743 (11,868) (1,433)

US GAAP (Restated) (4):

Net cash provided by operating activities 10,133 14,630 16,962 2,049

Net cash used in investing activities (37,884) (58,134) (7,253) (876)

Net cash provided by (used in) financing

activities 67,090 16,989 (14,584) (1,762)

(1) The translations of RMB into US dollars have been made at the rate of RMB 8.2800 to US$1.00, the

noon buying rate in New York City for cable transfers in RMB as certified for customs purposes by the Federal
Reserve Bank of New York on December 31, 2002. The translations are solely for the convenience of the reader.

) See Notes 15 and 41 to the consolidated financial statements included in this annual report on how
basic and diluted net income per share are calculated under Hong Kong GAAP and US GAAP, respectively.

(3) Net income per ADS is calculated by multiplying net income per share by 10, which is the number
of shares represented by each ADS.

4) The US GAAP amounts as of December 31, 2002 and 2001 and for each of the years in the

three-year period ended December 31, 2002 are presented as if the acquisition of Unicom New Century had been in
existence since the beginning of the earliest period presented.

Historical Exchange Rates Information

We publish our financial statements in Renminbi, or RMB, the legal tender currency in the People s Republic of China. In this annual report,
references to  US dollars or US$ are to United States dollars and references to  Hong Kong dollars , HK dollars or HKS$ are to Hong Kong dol!

10
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Solely for the convenience of the reader, this annual report contains translations of certain RMB and Hong Kong dollar amounts into US dollar
amounts and vice versa at specified rates. These translations should not be construed as representations that the RMB or Hong Kong dollar
amounts actually represent such US dollar amounts or could be converted into US dollar amounts at the rates indicated or at all. Unless
otherwise stated, the translations of RMB and Hong Kong dollars into US dollars and vice versa have been made at the rate of RMB 8.2800 to
US$1.00 and HK$7.7988 to US$1.00, the noon buying rates in New York City for cable transfers payable in RMB or Hong Kong dollars as
certified for customs purposes by the Federal Reserve Bank of New York on December 31, 2002.

The noon buying rates on June 17, 2003 were RMB 8.2768 to US$1.00 and HK$ 7.7990 to US$1.00, respectively. The
average noon buying rates for 1998, 1999, 2000, 2001 and 2002 were RMB 8.2969, RMB 8.2785, RMB 8.2784,
RMB 8.2772 and RMB 8.2800, respectively, to US$1.00, and HK$ 7.7465, HK$ 7.7599, HK$ 7.7936, HK$ 7.7996
and HK$ 7.7988, respectively, to US$1.00, calculated as the average of the noon buying rates on the last day of each
month during each applicable year. The following table sets forth the high and low noon buying rates between RMB
and the US dollar (in RMB per US dollar) and Hong Kong dollar and the US dollar (in Hong Kong dollar per US
dollar) for each month during the previous six months:

11
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Period High | | Low High | | Low
(RMB per US$1.00) (HK$ per US$1.00)

[December 2002 8.2800 8.2771 7.7992 7.7980

January 2003 8.2800 8.2766 7.8001 7.7988

[February 2003 8.2800 8.2768 7.8000! 7.7989

[March 2003 8.2776 8.2770 7.7995 7.7987

|April 2003 8.2774 8.2769 7.7998 7.7991

May 2003 8.2771 8.2768 7.7995 7.7985

B. Capitalization and Indebtedness

Not applicable.

C. Reasons for the Offer and Use of Proceeds

Not applicable.

D. Risk Factors

Risks Relating to Our Business

Our cellular businesses face intense competition from China Mobile Communications Corporation, or China Mobile, China
Telecommunications Corporation, or China Telecom, and China Netcom Group, or China Netcom. Such competition may result in slower
subscriber growth, lower tariffs and higher customer acquisition costs for us, which would adversely affect our results of operations,
financial condition and growth prospects.

Our cellular businesses face intense competition from China Mobile. China Mobile is the largest cellular operator in China and in our cellular
service areas and has competitive advantages over us in customer base, overall network coverage and quality, financial resources, network
management and technical expertise and brand recognition. We are experiencing intense competition from China Mobile in many of our cellular
service areas, and such competition may continue and further intensify. In particular, continued price competition between China Mobile and us
in many service areas has accelerated the decline of the average revenue per user per month, or ARPU, of our cellular services, and adversely
affected our profitability.

12
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In addition, our cellular services also compete with the wireless local telecommunications services of China Telecom and China Netcom, known
as Little Smart services, that are based on their fixed line networks and primarily utilize the personal handyphone system, or PHS, technology.
They are offered as extensions of fixed line services and carry significantly lower tariffs than cellular services. The Little Smart services were
previously offered primarily in small- to medium-sized cities, but have been introduced in most major cities nationwide in 2003. According to
public reports, these services have attracted over 10 million users in China and their subscriber base is continuing to grow quickly.

Increased competition from the cellular services of China Mobile and the Little Smart services of China Telecom and China Netcom may lead to
slower subscriber growth, lower usage of our services, continued price pressure and higher costs of customer acquisition, which would adversely
affect our results of operations, financial condition and growth prospects.

13
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Our new CDMA services may fail to gain broader market acceptance and achieve profitability in the near term.

We launched our CDMA services in January 2002 and introduced CDMA 1X wireless data services in March 2003. Prior to the introduction of
our CDMA services, digital cellular services in China were mostly based on the global system for mobile communications, or GSM, technology,
which continues to be the dominant cellular technology in China. CDMA cellular services compete with GSM services for cellular subscribers,
who are generally more familiar with GSM technology and may be reluctant to switch to CDMA cellular services because of the need to obtain a
new CDMA handset and phone number. The initial launch of our CDMA services was significantly hindered by a lack of handset variety and
supply and high handset prices. As of March 31, 2003, the total number of our CDMA subscribers has reached 8.03 million in our service areas.
Nevertheless, CDMA technology and services have yet to gain broader market acceptance in China and whether our CDMA business can
achieve profitability in the near term remains uncertain. In addition, as Unicom Group only began to construct CDMA networks in 2001, the
present coverage of CDMA networks may not be as extensive in some areas as the coverage of existing GSM networks, including those of our
competitor, China Mobile. CDMA services are also perceived to have limitations in international roaming due to the lack of CDMA networks in
many countries.

Whether our CDMA services can gain broader market acceptance or achieve profitability in the near term will continue to be subject to a
number of uncertainties, including:

whether a sufficient quantity and variety of high-quality, attractive CDMA handsets will be
available at affordable prices to meet the demand of consumers,

whether the CDMA networks have sufficient coverage to provide quality services necessary to
attract our targeted customers,

whether we can timely and effectively develop and offer a variety of high-speed wireless data
services that utilize the upgraded CDMA 1X network to attract our targeted customers, and

whether we can effectively promote our CDMA services and successfully execute our strategy of
focusing on mid- to high-end cellular subscribers, while also serving the mass market.

As a result of these uncertainties, our CDMA cellular services may not attract cellular subscribers in sufficient numbers and of sufficient quality
and the growth and profitability of such services and our overall business results of operation and financial condition, may be adversely affected.

In order to accelerate the growth of our CDMA business, we offer CDMA handset rental programs, which will increase our operating
expenses and may adversely affect our profitability.

14
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In order to accelerate the development of the CDMA business and subscriber growth during the product introduction period, we began certain
CDMA handset rental programs in the second half of 2002. Under those programs, CDMA handsets were provided to the subscribers for their
use at no additional cost to them during the specified contract periods as long as such subscribers agreed to incur a minimum amount of service
fees during the contract period. If such subscribers fulfill the minimum contract spending amounts by the end of the contract period, they will
not be obliged to repay the remaining costs of the CDMA handsets. In addition, to secure contract performance, these subscribers were required
under their contracts to (1) prepay certain non-refundable amounts of service fees or deposits, (2) maintain a bank deposit in one of several
designated commercial banks to secure their minimum contract amounts, or (3)

15
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provide a guarantor who will compensate us for any loss in the event of the subscriber s non-performance of related contractual obligations. The
cost of the handsets provided to subscribers under these programs were deferred, to the extent recoverable, and amortized over the contract
periods to match the actual or minimum contract spending amounts. As of December 31, 2002, amortization of such costs amounted to
approximately RMB 1,390 million and the carrying amount of such costs amounted to RMB 4,170 million for our wholly-owned operating
subsidiary, China Unicom Corporation Limited, or CUCL. We have started to gradually reduce the use of such programs in 2003. These
promotional programs tend to increase our operating expenses and require us to maintain an inventory of CDMA handsets with the associated
inventory risk. We have also experienced a small amount of bad debt from some CDMA subscribers under those programs due to inadequate
credit control or contract enforcement. In addition, some of those subscribers may terminate our CDMA services at the end of their contract
periods and increase our churn rate. As a result, although the use of these handset rental programs has accelerated the growth of our CDMA
business, it may adversely affect the profitability of our CDMA business and our overall results of operations.

Our CDMA services, to some extent, may compete with and adversely affect our GSM services.

Most of our current cellular service users subscribe to cellular services based on the GSM standard. We target our new CDMA service offerings
to mid- to high-end cellular subscribers, while also serving the mass market. At the same time, our GSM cellular services have attracted mostly
mid- and low-end cellular subscribers. To the extent we cannot effectively coordinate the development of the two services, our CDMA cellular
services may compete with our GSM services for subscribers. Most of our CDMA subscribers were subscribers to the GSM cellular services of
our main competitor or are new users of cellular services, but some of our CDMA subscribers were subscribers of our GSM services. The
CDMA business may also compete for our management, financial, human and other resources otherwise allocated to our GSM cellular services.
Our inability to effectively coordinate the development of our CDMA and GSM services or obtain adequate resources for both our GSM and
CDMA cellular services may adversely affect the growth and profitability of these businesses and our results of operations, financial condition
and growth prospects.

Our long distance, data and Internet businesses remain relatively small, and competition from China Telecom and China Netcom may
adversely affect our growth and profitability in these businesses.

The Chinese government separated the fixed line incumbent China Telecom into two companies in 2002. The southern company retained the
name of China Telecom and assets and businesses in 21 provinces in southern and western China. The northern company retained assets and
businesses in 10 provinces in northern China and merged with China Netcom Corporation Ltd., or CNCL, and Jitong Network Communications
Company Limited, or Jitong, to form China Netcom. China Telecom and China Netcom currently hold a dominant market position in the circuit
switched long distance telephony and data services markets in China in their respective service areas. They are also the dominant providers of
Internet protocol telephony, or IP telephony, and Internet access services in China. Together they operate the primary public switched telephone
network, or PSTN, in China and provide primary local telephony services throughout China. They also operate the largest data, Internet,
broadband access and transmission networks in China. China Telecom and China Netcom have competitive advantages over us in customer

base, financial resources, network coverage and last-mile access, technical expertise and brand recognition. The growth of our
long distance, data and Internet businesses has been hindered by our lack of last-mile access and local phone number
resources. Competition from China Telecom and China Netcom may continue to adversely affect the growth and
profitability of our long distance, data and Internet businesses and consequently our overall results of operations,
financial condition and growth prospects.

16
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New entrants in the telecommunications industry in China may further intensify industry competition and adversely affect our results of
operations.

The Chinese government has taken various measures since the mid-1990s to encourage competition in the telecommunications industry. For
example, it authorized CNCL and Jitong to offer IP telephony, data and Internet services. It also authorized China Railways Communications
Limited, or China Railcom, to provide a broad range of fixed line telecommunications services. The restructuring of the fixed-line incumbent
China Telecom is another step taken by the government to increase competition in the telecommunications industry and has resulted in two
strong nationwide competitors for us in fixed line services. In addition, the government may grant additional telecommunications service
licenses in the future, including additional licenses to provide cellular services.

After its accession to the World Trade Organization, or WTO, in December 2001, China has promulgated the Administrative Regulations on
Telecommunications Companies with Foreign Investment, implementing its commitments to the WTO. Those commitments include the gradual
reduction of foreign ownership restrictions in the telecommunications industry and the step-by-step opening of the telecommunications market
in China to foreign operators. When the government licenses additional telecommunications service providers in the future, licensees may
include operators with foreign investment. Foreign-invested operators entering into China s telecommunications market may

have competitive advantages over us in financial resources, network management and technical expertise.

Increased competition from new entrants in China s telecommunications services industry could impede the growth of our businesses, further
increase competition for skilled and experienced employees, result in or exacerbate price competition and increase our customer acquisition
costs and other operating expenses, and thereby adversely affect our results of operations, financial condition and growth prospects.

If the Chinese government terminates or materially reduces the preferential treatment available to us in terms of pricing flexibility and the
ability to offer a comprehensive range of telecommunications services, our competitiveness may be adversely affected.

We continue to enjoy some preferential treatment from the Chinese government that is intended to enhance our competitiveness and help us
compete with the incumbent operators. We are permitted to set our cellular service tariffs at levels of up to 10% below the state tariff rates and
adopt circuit switched long distance tariffs that are different from the state guidance rates upon approval by the MII. This pricing flexibility has
helped us capture a significant number of cellular and long distance subscribers by allowing us to market our services at rates below those of our
major competitors. In addition, we are permitted to offer a comprehensive range of telecommunications services in China, including cellular and
fixed line services, which represents another competitive advantage over the incumbent cellular and fixed line operators. The deregulation of the
telecommunications industry in China has lessened some of those competitive advantages we had. For example, the introduction of various
package service plans and other promotional programs by us and our competitors has, to some extent, reduced our ability to offer tariffs that are
lower than those offered by incumbent operators or made our price advantages less obvious to subscribers compared to previous tariff schemes
that were largely based on simple per-minute charges. As we continue to increase our competitiveness and the Chinese government further
deregulates the telecommunications industry, the Chinese government may reduce or terminate the preferential treatment extended to us, in
which event our competitiveness may be adversely affected and our results of operations, financial condition and growth prospects may be
adversely affected.

17
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Failure or inability to continue to expand and upgrade our networks timely and effectively could hinder our growth.

The growth of our businesses depends on whether we are able to continue to expand the coverage and capacity of our networks, upgrade the
technology and improve the quality of our networks in a timely and effective manner. Rapid growth of our cellular subscribers in some of our
cellular service areas had in the past resulted in our reaching or exceeding our existing network capacity, which limited our subscriber growth in
those areas. In addition, although we have built nationwide networks for our long distance, data and Internet services, the ability to attract
corporate customers for those services often depends on our ability to construct metropolitan area networks and local access networks
connecting these customers and their offices with our networks. We also need to continue to improve the quality of our existing networks in
order to enhance the quality of our services. Our ability to expand and improve our networks is subject to a number of uncertainties, including
our ability to achieve the following on a timely basis and on acceptable terms:

obtain adequate financing,
retain experienced management and technical personnel,

obtain relevant government permits and approvals and gain access to office towers, residential
buildings and other sites for network construction,

enter into interconnection and other arrangements with other operators, and

obtain adequate network equipment and software.

Difficulties we may encounter in expanding and upgrading our networks, if not adequately resolved on a timely basis, could adversely affect our
results of operations, financial condition and growth prospects.

Disruption in interconnection with networks of other operators could jeopardize our operations.

The effective provision of our cellular, long distance telephony and other services requires the interconnection between our networks and the
networks of China Telecom, China Netcom, China Mobile and other operators. In particular, we do not have direct connectivity with the
premises of most of our long distance, data and Internet services customers and obtain access through the local networks of China Telecom and
China Netcom. Any disruption of existing interconnection arrangements or any significant change of their terms, as a result of natural events,
accidents, or for regulatory, technological, competitive or other reasons, could lead to temporary service disruptions and increased costs that can
seriously jeopardize our operations and adversely affect our growth and profitability. Difficulties in the execution of new interconnection
arrangements on a timely basis and on acceptable terms, including the inability to promptly establish additional interconnection links or increase
interconnection bandwidths as required, could also adversely affect our operations, growth and profitability.

Unicom Group, as our controlling shareholder, can exert influence on us and cause us to make decisions that may not always be in the best
interests of our other shareholders.
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Unicom Group indirectly controls an aggregate of 77.47% of our issued share capital. As our controlling shareholder, it is able to influence our
major business decisions through its control of our board of directors. The interests of Unicom Group as our controlling shareholder could
conflict with the interests of the other holders of our shares and ADSs. Most of our executive directors and executive officers also serve as
directors or executive officers of Unicom Group. In addition, our operations depend on a number of services provided by Unicom Group. It
leases to us, on an exclusive basis, capacity on the CDMA network located in our cellular service areas, provides us with access to international
gateways, supplies us with SIM cards and calling cards and provides equipment procurement services to us. In addition, Unicom
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Group and we provide a number of services to each other, including interconnection and roaming services, sales agency and collection services,
leasing of transmission line capacity and provision of premises. See Relationship with Unicom Group under Item 7 of this annual report. The
interests of Unicom Group and our interests in these transactions may differ and Unicom Group may cause us to make decisions that conflict
with the interests of our other shareholders.

The internal reorganization of Unicom Group in preparation for the A Share offering has created a two-step voting mechanism that will
require the approval of the minority shareholders of both our Company and the A Share Company for significant connected transactions
between us and Unicom Group.

In October 2002, Unicom Group completed an internal reorganization of its shareholding in our company and the initial public offering in China
of the ordinary shares, or A Shares, of its newly established subsidiary, China United Telecommunications Corporation Limited, or A Share
Company. As part of this restructuring, a portion of Unicom Group s indirect shareholding in our company was transferred to the A Share
Company, whose business is limited to indirectly holding the equity interest of our company without any other direct business operations. A
voting mechanism was established to allow public shareholders of the A Share Company to indirectly participate in our shareholders meetings
and a two-step voting mechanism was established for the approval of connected transactions. See Further Restructuring of Unicom Group and
Initial Public Offering of the A Share Company in 2002 under Item 4 below. As a result, significant connected transactions between us or our
subsidiaries and Unicom Group or its subsidiaries will require the separate approval of the independent minority shareholders both of our
company and of the A Share Company. Connected transactions approved by our independent minority shareholders nevertheless cannot proceed
if they are not approved by the independent minority shareholders of the A Share Company. This adds another necessary step of approval
process for those transactions.

Unicom Group operates paging businesses that may compete with our paging businesses.

Unicom Group holds a controlling interest in a nationwide paging company, Unicom Paging Limited, or Unicom Paging, which is separate from
the nationwide paging business operated by our wholly owned subsidiary Guoxin Paging Corporation Ltd., or Guoxin Paging. We integrated
some of the management and operations of Guoxin Paging with those of Unicom Paging in 2001 in order to facilitate resource sharing and
reduce competition between the two paging companies. Prior to such integration, Unicom Paging has been marketing its services under the
marketing name of Unicom Paging. After the integration, Guoxin Paging and Unicom Paging jointly market their services under the marketing
name of Unicom Paging and share some management and sales and marketing personnel. Their networks and service offerings remain separate
from each other and they otherwise remain separate businesses. Unicom Paging may continue to compete with Guoxin Paging, which may
adversely affect the profitability of our paging business.

Changes in telecommunications technology and technological standards may render our technologies obsolete or inadequate and require us
to substantially increase capital investments to upgrade our networks and technologies.

The telecommunications industry in China and elsewhere in the world is subject to rapid and significant changes in technology and technological
standards. Such changes may render our networks and systems obsolete or inadequate. As a result of such changes, we may need to make
significant changes to existing networks and infrastructure or build new networks, which may require substantial capital expenditures. We may
need to fund such capital expenditures through external financing, which may not be available on acceptable terms or at all. If we are unable to
respond on a timely basis to rapid technological
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change, as a result of inability to obtain financing, unavailability of necessary equipment or technology or other difficulties, our competitive
position, growth and profitability may be adversely affected. In addition, we cannot assure you that our investment in new technologies will
generate an acceptable rate of return and will not adversely affect our results of operations, financial position and growth prospects.

We expect to have significant capital expenditure requirements in the future, and our inability to fund these requirements may adversely
affect our growth and profitability.

We expect to require approximately RMB 20.06 billion for capital expenditure in 2003 and otherwise may have significant liquidity needs in the
future. As of December 31, 2002, the sum of our long-term and short-term interest bearing debt exceeded the amount of our cash and cash
equivalents and short-term bank deposits by RMB 33.76 billion. See Liquidity and Capital Resources Capital Expenditures under Item 5. In
the future we may be unable to obtain the necessary financing on a timely basis and on acceptable terms, and our failure to do so may adversely
affect our financial position, competitive position, growth and profitability. Our ability to obtain acceptable financing at any time may depend

on a number of factors, including:

our financial condition and results of operations,
the condition of the economy and the telecommunications industry in China,
conditions in relevant financial markets in China and elsewhere in the world, and

our ability to obtain any required government approvals.

At present we rely principally on loans from banks located in China, and can make no assurances as to the continued availability of loans from
such banks in the future.

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

Concerns have been expressed in some countries that the electromagnetic signals emitted by wireless telephone handsets and base stations may
pose health risks at exposure levels below existing guideline levels, and interfere with the operation of electronic equipment. In addition,
cellular operators have been subject to lawsuits alleging various health consequences as a result of cellular handset usage or proximity to base
stations or seeking protective or remedial measures. While we are not aware that such health risks have been substantiated, there can be no
assurance that the actual, or perceived, risks associated with the transmission of electromagnetic signals will not impair our ability to retain
customers and attract new customers, reduce cellular service usage or result in litigation.

Risks Relating to the Overall Telecommunications Industry in China
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New regulations or regulatory changes relating to telecommunications tariffs and other matters may adversely affect our results of
operations.

The Chinese government currently regulates many aspects of the telecommunications industry in China. Deregulation of the
telecommunications industry or changes in regulations and policies and uncertainties with respect to their implementation, including any

regulatory measures relating to calling-party-pays arrangements or other tariff adjustments, universal service obligations,
usage fees for numbers or frequency resources or standards of interconnection settlement, could significantly affect
our results of operations, financial condition and growth prospects. For example, in 2001 the government deregulated
the tariffs for IP telephony services, leading to significant tariff decline for international long distance telephony
services via IP telephony. Further, the Little Smart services of China Telecom and China Netcom, which were
previously offered primarily in small- to medium-sized cities, have been
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introduced in most major cities nationwide. If the Chinese government deregulates or reduces state tariff rates applicable to some of our services
or modify other regulations of the telecommunications industry in China, our results of operations and financial condition could be adversely
affected.

The cellular communications sector in China may not sustain its pace of rapid growth and the paging sector may continue to decline, which
may adversely affect the growth and profitability of our business.

The telecommunications industry in China has experienced rapid growth in the last several years, especially in the cellular communications
sector. The total number of cellular subscribers in China increased from 43.2 million at the end of 1999 to 207 million by December 31, 2002,
representing a compound annual growth rate of 68.6%. Cellular penetration increased from 3.4% to 15.9% nationwide during the same period.
The rapid rate of growth in cellular subscribers may slow down as cellular penetration continues to increase in our cellular service areas. In
addition, average revenue per user per month, or ARPU, for the cellular communications market in China continued to decline. For example,
ARPU of our GSM subscribers declined from RMB 86.3 in 2001 to RMB 69.0 in 2002.

The total number of paging subscribers in China have declined since 2000. We continue to be the dominant paging service provider in China.
The total number of our paging subscribers, however, decreased from 32.9 million at the end of 2001 to 17.7 million at the end of 2002. Our

total paging revenue in 2002 declined by 31.9% from that in 2001.

Any slow-down in the growth in China s cellular communications sector or further decline in the paging sector may adversely affect the growth
and profitability of our businesses. In 2001 we recorded provision for impairment of assets of RMB0.63 billion in our paging business. The
write-down reflects our assessment of the difference between the carrying amount of our paging assets and the recoverable value of these assets.
Even though we did not make further provisions for the impairment loss of our paging assets in 2002, we may have to make such impairment
provisions again in the future, which will adversely affect our net income. See Critical Accounting Policies Impairment of Assets under Item 5.

Risks Relating to the Macroeconomic Condition of the People s Republic of China

Risks from the recent outbreak of severe acute respiratory syndrome in various parts of mainland China, Hong Kong and elsewhere.

Since early 2003, mainland China, Hong Kong and certain other countries, largely in Asia, have been experiencing an outbreak of a new and
highly contagious form of atypical pneumonia, now known as severe acute respiratory syndrome, or SARS. This outbreak has resulted in
significant disruption to the lifestyles of the affected population and business and economic activity generally in the affected areas. Areas in
mainland China that have been affected include areas where we have substantial business and management operations. Although the outbreak is
now generally under control in China, we cannot predict at this time whether the situation may again deteriorate or the extent of its effect on our
business and operations. We cannot assure you that this outbreak, particularly if the situation worsens, will not significantly disrupt our staffing
or otherwise generally disrupt our operations, result in higher operating expenses for us, severely restrict the level of economic activity
generally, or otherwise adversely affect our services and usage levels of our services in affected areas, all of which may result in a material
adverse effect on our business and prospects.
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Fluctuations in the value of the Renminbi could adversely affect our share price and profitability.

Although the exchange rate between Renminbi and US dollars has been stable, the exchange rate of the Renminbi may become volatile against
the US dollar or other currencies in the future. Substantially all of our revenues and operating expenses are denominated in Renminbi, while a
small portion of our equipment purchases and other capital expenditures are denominated in foreign currencies. Any devaluation of the
Renminbi could adversely affect the value in foreign currency terms of cash flow generated from our operations or any dividends payable on our
shares and ADSs, and therefore the price of our shares and ADSs. Any future Renminbi devaluations could also increase our equipment
acquisition costs and operating expenses, thereby adversely affecting our profitability.

If the Chinese government revises the current regulations that allow a foreign investment enterprise to pay foreign exchange in current
account transactions, our subsidiaries ability to satisfy their foreign exchange obligations and pay dividends to us in foreign currencies
may be restricted.

The ability of our wholly owned operating subsidiaries, CUCL and Unicom New Century, to satisfy their foreign exchange obligations and to
pay dividends to us depends on existing and future foreign exchange regulations in China. The Renminbi is currently convertible by foreign
investment enterprises in China to settle transactions under the current account, which include trade and service related foreign exchange
transactions and payments of dividends and interest on foreign loans. Renminbi currently cannot be freely converted without regulatory
approval for transactions under the capital account, which include outbound foreign investment and principal payments on foreign loans. CUCL
and Unicom New Century, which hold substantially all of our assets and through which we conduct substantially all of our business, are foreign
investment enterprises in China. This status allows them to purchase foreign exchange at designated foreign exchange banks for settlement of
current account transactions without the approval of the State Administration for Foreign Exchange. However, the relevant Chinese government
authorities may in the future impose limitation on the ability of foreign investment enterprises to purchase foreign exchange to satisfy their
foreign exchange obligations or to pay dividends in the future. In that event, our subsidiaries ability to satisfy their foreign exchange obligations
and pay dividends to us in foreign currencies may be restricted.

Uncertainties in the Chinese legal system could limit the legal protections available to us and to foreign investors.

Our wholly owned operating subsidiaries, CUCL and Unicom New Century, are organized under the laws of China and are generally subject to
laws and regulations applicable to foreign investment enterprises in China. The Chinese legal system is a civil law system based on written
statutes. Unlike common law systems, it is a system in which decided legal cases may be cited for reference but have little precedential value.
Since 1979, the Chinese government has promulgated laws and regulations dealing with economic matters such as foreign investment, corporate
organization and governance, commerce, taxation and trade. However, because these laws and regulations are relatively new, and because of the
limited volume of published cases and their non-binding nature, interpretation and enforcement of these laws and regulations involve
uncertainties. Therefore, the Chinese legal system may not afford the same legal protection available to investors in the United States or
elsewhere.
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A. History and Development of the Company

Industry Restructuring and Grant of New Licenses

Since 1993, the Chinese government has implemented a number of measures to restructure and introduce competition in the telecommunications
industry. Prior to June 1994, China Telecom was the sole provider of telecommunications services in China. In June 1994, Unicom Group was
established in accordance with the State Council s approval to introduce competition in the telecommunications industry. Since then, the Chinese
government has approved Jitong and CNCL to provide IP telephony, Internet and data services. It has also approved China Railcom to provide
most telecommunications services other than cellular services.

In 1999, the State Council approved a plan to restructure the former China Telecom along four business lines: fixed line, cellular, paging and
satellite communications. As a result of the restructuring, China Telecom retained the fixed line, data and Internet businesses, while China
Mobile assumed the cellular business previously operated by China Telecom. In 2002, the Chinese government further separated China
Telecom into two companies, with the southern company retaining the name of China Telecom and assets and businesses in 21 provinces in
southern and western China and the northern company retaining assets and businesses in 10 provinces in northern China and merging with
CNCL and Jitong to form China Netcom. As a result of the Chinese government s efforts to introduce competition in the telecommunications
industry, there is currently more than one service provider in most of the sectors within the telecommunications industry.

History of Unicom Group

As part of its efforts to introduce orderly competition to the telecommunications sector in China, the State Council approved the establishment of
Unicom Group in December 1993 and authorized it to build and operate cellular networks and local and long distance networks. Unicom Group
first developed a nationwide cellular network using GSM technology and a nationwide long distance telephony network.

In May 1997, the State Council granted approval to Unicom Group to provide data services. The MII licensed Unicom Group to begin to
provide Internet services in July 1999 and IP telephony services on a trial basis in 12 cities in April 1999 and on a nationwide basis in March
2000. Unicom Group also offers local telephony services in the municipalities of Chengdu, Chongqing and Tianjin. It offers satellite
transmission services through its subsidiary, China United Telecommunications Satellite Communication Co. Ltd., or Unisat.

In July 1999, in accordance with a State Council resolution, the MII and the Ministry of Finance approved the transfer of all of China Telecom s
99.67% ownership interest in Guoxin Paging to Unicom Group. Guoxin Paging operated nationwide and regional paging networks. Unicom
Group also developed a nationwide paging business through its subsidiary Unicom Paging.

China-China-Foreign Arrangements of Unicom Group

Following its formation, Unicom Group commenced cooperation with foreign companies to develop its nationwide cellular network. A
financing structure widely known as China-China-foreign, or CCF, arrangements, was developed and used by Unicom Group
and its foreign partners. Under a typical CCF structure, the foreign partner first established a joint venture with a
Chinese enterprise. The joint venture then provided financing and technical support to a project of Unicom Group
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cooperation contract. In return, the joint venture obtained the right to receive a percentage of the cash flow generated by the project for a fixed
number of years. Altogether, Unicom Group adopted this CCF structure for more than 40 projects in a number of provinces and municipalities.

In August 1999, the MII officially announced that the CCF structure had contravened existing Chinese government policies and regulations and
required that all CCF cooperation contracts be rectified and terminated. All CCF contracts related to GSM cellular networks in our service areas
have been terminated.

As part of the termination of CCF contracts by Unicom Group, other parties to the CCF contracts received cash payments in an amount
representing their original funding plus an agreed amount of compensation. In addition, we granted some of these parties or their designees
warrants to purchase our shares. The aggregate number of shares issuable upon exercise of these warrants was approximately 313 million
shares. The exercise period for all warrants terminated on June 22, 2001 and none was exercised prior to termination of the exercise period.

The Restructuring of Unicom Group and Our Initial Public Offering in 2000

We are a company limited by shares incorporated under the Companies Ordinance of Hong Kong on February 8, 2000. Our registered office is
at 75th Floor, The Center, 99 Queen s Road Central, Hong Kong (telephone number: 852-2126-2018). Our principal executive offices
are located at No. 133A, Xidan North Street, Xicheng District, Beijing 100032, China (telephone number:
8610-6650-5588).

Under a reorganization agreement, dated April 21, 2000, between Unicom Group and CUCL, Unicom Group transferred to CUCL all of its
assets, rights and liabilities in connection with the following telecommunications businesses:

its cellular businesses in 12 provinces and municipalities, including Guangdong, Jiangsu, Zhejiang,
Fujian, Liaoning, Shandong, Hebei, Hubei and Anhui provinces and Beijing, Shanghai and Tianjin municipalities,

its 99.67% shareholding interest in Guoxin,

its nationwide long distance telephony business, including its IP telephony business, and

its nationwide data and Internet businesses.
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Under an equity transfer agreement, dated April 21, 2000, among us, Unicom Group, China Unicom (Hong Kong) Group Limited and China
Unicom (BVI) Limited, or Unicom BVI, Unicom Group transferred to us its 100% equity interest in CUCL, which became our wholly owned
operating subsidiary in China. In return, we issued 9,725 million shares to Unicom BVI, then an indirect wholly-owned subsidiary of Unicom
Group.

We subsequently purchased the remaining 0.33% interest in Guoxin from its minority shareholders, raising our ownership interest in Guoxin to
100%.

In June 2000, we successfully completed our initial public offering of shares, or IPO, raising approximately US$5.65 billion. Upon completion
of our IPO, our shares became listed and traded on the Hong Kong Stock Exchange and ADSs representing our shares became listed and traded
on the New York Stock Exchange.
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Further Restructuring of Unicom Group and Initial Public Offering of the A Share Company in 2002

After our IPO, Unicom BVI, which was a wholly-owned subsidiary of China Unicom (Hong Kong) Group Limited, or Unicom HK, a
wholly-owned subsidiary of Unicom Group, directly held 77.47% of our outstanding shares. In October 2002, Unicom Group completed an
internal restructuring of its shareholding in our company. Unicom HK transferred the total issued capital of Unicom BVI held by it to Unicom
Group and Unicom BVI became a direct wholly-owned subsidiary of Unicom Group. Unicom Group then transferred 51% of its equity interest
in Unicom BVI to the A Share Company, a newly established holding company and subsidiary of Unicom Group. The A Share Company s
business is limited to indirectly holding the equity interest of our company without any other direct business operations.

Following the restructuring, Unicom Group successfully completed the IPO of the A Shares of the A Share Company in mainland China and the
listing of the A Shares on the Shanghai Stock Exchange. After the IPO of the A Share Company, the A Share Company transferred all of its net
offering proceeds to Unicom Group in return for an additional 22.84% equity interest in Unicom BVI. Unicom Group currently holds a 74.62%
equity interest in the A Share Company. The A Share Company in turn holds 73.84% of the total equity interest in Unicom BVI, with the
remaining 26.16% held directly by Unicom Group. Unicom BVI continues to hold 77.47% of our outstanding shares and Unicom Group
remains our ultimate controlling shareholder. See also Restructuring and Acquisition of Unicom New Century below for the current
shareholding structure of our company.

In accordance with the articles of association of the A Share Company and Unicom BVI, before Unicom BVI votes on a certain proposal at our
shareholders meeting, the A Share Company must first convene its shareholders meeting to consider the same proposal and has the right to direct
Unicom BVI to vote the shares in our company indirectly held by the A Share Company through Unicom BVI. Unicom Group can similarly

direct the voting in respect of its direct equity interest in Unicom BVI. This mechanism for voting is designed to allow public shareholders of

the A Share Company to indirectly participate in our shareholders meeting.

The voting mechanism described above, however, will not apply to the approval process for any connected transactions between us or our
subsidiaries and Unicom Group or its subsidiaries, on which Unicom BVI will not be permitted to vote under the Listing Rules of the Hong
Kong Stock Exchange. Instead, our significant connected transactions would require the separate approvals of the public shareholders both of
our company and of the A Share Company. According to the two-step voting arrangements we and the A Share Company have established,
each connected transaction between us or our subsidiaries and Unicom Group or its subsidiaries will consist of an initial agreement and a further
agreement. The initial agreement would be entered into by Unicom Group or its subsidiaries (excluding the A Share Company and its
subsidiaries) and the A Share Company or Unicom BVI. This agreement would contain the following terms:

the closing of the initial agreement would be subject to the (i) successful transfer of all rights and
obligations of the A Share Company or Unicom BVI under the initial agreement to us or our subsidiaries, and (ii) the
approval of the further agreement by our independent shareholders, and

Unicom Group or its subsidiaries (excluding the A Share Company and its subsidiaries) would
agree and acknowledge that all rights and obligations under the initial agreement can be transferred to us or our
subsidiaries without any further consent requirements.
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The initial agreement will constitute a connected transaction of the A Share Company and, if certain thresholds are met, will require the approval
of the minority shareholders of the A Share Company under the rules of the Shanghai Stock Exchange. The further agreement would be entered
into by the A Share Company or Unicom BVI and us or our subsidiaries, and would provide for the transfer of all rights and obligations of the A
Share Company or Unicom BVI under the initial agreement to us or our subsidiaries. The further agreement will constitute a connected
transaction of our company and, if certain thresholds are met, will require the approval of our minority shareholders under the listing rules of the
Hong Kong Stock Exchange. This two-step structure will be used in all future connected transactions between us and Unicom Group and will
effectively require the separate approvals of the minority shareholders both of our company and of the A Share Company for such connected
transactions.

Restructuring and Acquisition of Unicom New Century

On December 31, 2002, we successfully completed the acquisition from Unicom Group of Unicom New Century, which holds cellular
telecommunications businesses (including GSM assets and businesses and CDMA businesses) in nine provinces, autonomous regions and
municipalities in China, including Jilin, Heilongjiang, Jiangxi, Henan, Shaanxi and Sichuan provinces, Guangxi Zhuang Autonomous Region,
Xinjiang Uygur Autonomous Region and Chongqing municipality. The total purchase price was HK$4,523,181,304 (approximately RMB4.8
billion), payable in cash. The transaction was approved in accordance with the two-step approach outlined above. It was completed on
December 31, 2002. The acquired businesses are held through Unicom New Century.
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Set forth below is our shareholding structure and principal operating subsidiaries after the completion of the acquisition.

Our Relationship with Unicom Group
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Unicom Group continues to own and manage the international gateways that provide international connections to our long distance network.
Unicom Group also continues to operate the following telecommunications networks:

its cellular networks in the remaining nine provinces that are outside of our current cellular service
areas,

its local telephony networks in Chengdu, Chongqing and Tianjin municipalities,

17

36



Edgar Filing: CHINA UNICOM LTD - Form 20-F

the satellite transmission networks operated through Unisat, and

the paging networks operated through Unicom Paging.

Unicom Group holds the licenses required for our telecommunications businesses and we derive our rights to operate our businesses from our
status as a majority owned subsidiary of Unicom Group. Under the respective reorganization agreements entered into by CUCL and Unicom
New Century with Unicom Group referred to above, Unicom Group undertook to hold and maintain all licenses received from the MII in
connection with our businesses solely for our benefit during the term of the licenses and at no cost to us. In addition, Unicom Group undertook
to take all actions necessary to obtain and maintain for our benefit such governmental licenses or approvals as we shall require to continue to
operate our businesses. Unicom Group also agreed not to engage in any business which competes with our businesses except for the
then-existing competing businesses of Unicom Group and to grant us a right of first refusal in relation to any government authorization, license
or permit, or other business opportunity to develop any new telecommunications technology, product or service. Finally, Unicom Group also
gave us an undertaking not to seek an overseas listing for any of its businesses or the businesses of its subsidiaries in which we are engaged or
may engage in the future, except through us.

In connection with the restructuring of Unicom Group and the acquisition of Unicom New Century, we entered into a number of agreements
with Unicom Group pursuant to the two-step process described in  Further Restructuring of Unicom Group and the Initial Public Offering of A
Shares above. These include arrangements for interconnection and roaming services between the telecommunications networks owned by us
and Unicom Group and for the provision or sharing of telecommunications and ancillary services and facilities between us and Unicom Group.
Unicom Group also retains its interests in its other subsidiaries that provide ancillary services to us, including the procurement of
telecommunications equipment and the supply of SIM cards and calling cards. See Related Party Transactions under Item 7.

Unicom Group has constructed new nationwide cellular networks based on CDMA technology. The first phase of the construction was
completed at the end of 2001. We have entered into lease agreements with Unicom Group to lease a portion of the network capacity and started
to offer CDMA cellular services on an exclusive basis in our cellular service areas in early 2002. In March 2003, Unicom Group substantially
completed the second phase of the CDMA network construction, which included the upgrade of the network to CDMA 1X technology. Wireless
data services that utilize CDMA 1X technology have been introduced on a trial basis in all major cities in our service areas. Unicom Group
operates its CDMA networks outside of our cellular service areas. We also have an option to acquire the CDMA networks from Unicom Group.

Capital Expenditures and Divestitures

See Liquidity and Capital Resources Capital Expenditures under Item 5 for information concerning our principal capital expenditures for the
previous three years and those planned for 2003. We have not undertaken any significant divestitures.

B. Business Overview

General
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We are an integrated telecommunications operator in China, offering a wide range of telecommunications services,
including cellular, international and domestic long distance, data, Internet and paging services.
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Prior to the acquisition of Unicom New Century on December 31, 2002, we offered cellular communications services based on both
GSM and CDMA technologies in 12 provinces in China through our wholly-owned operating subsidiary CUCL.

After the acquisition, our cellular service area encompassed a total of 21 provinces. See A. History and

Development of the Company Restructuring and Acquisition of Unicom New Century above and B. Business
Overview Cellular Services Cellular Services of Unicom New Century and of the Combined Group below under this
Item 4.

We had a total of 38.62 million GSM cellular subscribers in the cellular service areas of CUCL at the end of 2002,
representing a 42.9% increase from 27.03 million subscribers at the end of 2001. We are one of the two cellular
service providers in our cellular service areas. During 2002, we increased our market share from 28.5% to 32.6% in
the cellular service areas of CUCL, attracting approximately 43.6% of net subscriber additions in those service areas.
Our GSM cellular business is our largest business, having contributed 69.3% of our total operating revenue in the year
ended December 31, 2002. We began to offer CDMA services in January 2002 and had approximately 4.49 million
subscribers in the cellular service areas of CUCL as of December 31, 2002.

We provide traditional circuit switched and IP telephony international and domestic long distance, data and Internet services nationwide in
China. All of these services were launched in 2000, with the exception of our IP telephony long distance service, which was launched in 1999.
These businesses currently represent a relatively small, but growing, portion of our overall business. Our long distance, data and Internet

businesses contributed 13.7% of our total operating revenue in 2002, compared to 11.3% in 2001. Outgoing circuit switched and
IP telephony long distance calls totaled 6.37 billion and 6.88 billion minutes, respectively, in 2002, compared to 2.72
billion and 3.69 billion minutes, respectively, in 2001. Our market share increased from approximately 7.7% in 2001
to 11.6% in terms of total outgoing long distance call minutes in 2002. Our incoming international long distance calls
(including incoming calls from Hong Kong, Macau and Taiwan) totaled 1.47 billion minutes in 2002.

Our data and Internet business expanded rapidly in 2002. Total leased bandwidth of our data services increased from 826x2 Mbps in 2001 to
1466x2 Mbps in 2002, and our Internet subscribers reached 7.29 million. We are the largest paging operator in China with 17.68 million
paging subscribers at the end of 2002.

Our fiber optic transmission network continued to expand in 2002. As of December 31, 2002, the total cable length of our
transmission network reached 486,000 km, including 110,000 km for our backbone transmission network,
representing an increase of 46% and 41%, respectively, from the end of 2001.

Recent Developments

As of March 31, 2003, the total number of our GSM subscribers in all of our cellular service areas, including those of CUCL and Unicom New
Century, has increased to 56.88 million, including 30.85 million post-paid subscribers and 26.03 million pre-paid subscribers. As of March 31,
2003, we also had a total of 8.03 million subscribers to our CDMA services. Average MOU for GSM services in the combined service areas of
CUCL and Unicom New Century were 164.0 minutes for the three months ended March 31, 2003. Average MOU for CDMA services in the
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combined service areas of CUCL and Unicom New Century were 348.3 minutes for the three months ended May 31, 2003. ARPU for GSM
services in the combined service areas of CUCL and Unicom New Century was RMB 60.6 for the three months ended March 31, 2003. ARPU
for CDMA services in the combined service areas of CUCL and Unicom New Century was RMB 157.9 for the three months ended March 31,
2003.

For the three months ended March 31, 2003, outgoing circuit switched long distance calls totaled 15.76 billion minutes, including 15.43 billion
minutes of domestic long distance calls and 0.32 billion

19

40



Edgar Filing: CHINA UNICOM LTD - Form 20-F

minutes of international long distance calls (including calls to Hong Kong, Macau and Taiwan). Outgoing IP telephony long distance calls
totaled 23.93 billion minutes for the first three months of 2003, including 23.54 billion minutes of domestic long distance calls and 0.39 billion
minutes of international long distance calls (including calls to Hong Kong, Macau and Taiwan).

As of March 31, 2003, our Internet subscribers reached 8.05 million, and the total number of our paging subscribers declined to 15.25 million.

Cellular Services

Our cellular business is our largest business, with our GSM and CDMA businesses together having contributed 78.3% of our total operating
revenue in 2002. Prior to the acquisition of Unicom New Century, we offered cellular services in Guangdong, Jiangsu,
Zhejiang, Fujian, Liaoning, Shandong, Anhui, Hebei and Hubei provinces and Beijing, Shanghai and Tianjin
municipalities. These cellular service areas cover most of the coastal areas in China. They hosted approximately
64.0% of China s total cellular subscriber population at the end of 2002 and are economically more developed and
generally more prosperous than other areas in China. After the acquisition of Unicom New Century, effective on
December 31, 2002, our cellular service areas expanded to include Jilin, Heilongjiang, Jiangxi, Henan, Shaanxi and
Sichuan provinces, Guangxi Zhuang and Xinjiang Uygur Autonomous Regions, and Chongqing municipality. These
areas hosted approximately 23.3% of China s total cellular subscriber population at the end of 2002. See A. History
and Development of the Company Restructuring and Acquisition of Unicom New Century above and B. Business
Overview Cellular Services Cellular Services of Unicom New Century and of the Combined Group below under this
Item 4.

We offer both GSM and CDMA cellular services. We began to offer GSM cellular services in 1995 and currently most of our existing cellular
users subscribe to our GSM cellular services. Beginning in January 2002, we began to offer CDMA cellular services. After a trial period of

three months, we launched our CDMA services in April 2002. In March 2003, we introduced wireless data services that utilize
CDMA 1X technology on a trial basis in selected provincial capitals and major cities. We have positioned our CDMA
services as high quality, premium services that target mid- to high-end cellular subscribers, while also servicing mid-
to low-end subscribers. Our GSM services target mid- to low-end subscribers. We also offer GSM international
roaming services in conjunction with 118 operators in 67 countries and regions and CDMA international roaming
services in conjunction with seven operators in seven countries and regions.

We also offer a number of other value-added services to our cellular subscribers, including caller identification, call waiting,
call forwarding and voice mail services. We are also developing cellular virtual private network services, known as
cellular VPN services.

GSM Cellular Services
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We centrally plan and oversee our provincial GSM cellular businesses, which are operated by provincial branches of our
operating subsidiaries, CUCL and, after the acquisition, Unicom New Century. We centrally manage the key aspects
of network construction such as network planning and design and selection of major equipment. We also centrally
devise the overall business strategies to be carried out by the provincial operating branches.

We have significantly expanded the coverage and capacity of our GSM networks, and enhanced the quality of our networks through
optimization and improved network management. Our GSM cellular networks reach all cities, county centers, major
highways and railways in our cellular service areas. We continue to selectively deploy GSM systems that operate in
the 1800 MHz frequency band in high-density population centers to supplement our GSM networks operating in the
900 MHz frequency band. In
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addition, we continue to focus on optimizing our existing networks, increasing indoor coverage and improving network management.

Post-paid Services and Pre-paid Services

We offer two main categories of GSM cellular services: post-paid and pre-paid services that target different consumer segments. We began to
offer pre-paid services in 1999. Generally, we promote our pre-paid services to migrant population and temporary
residents as well as low-end subscribers and target our post-paid services at long-term residents and mid-end
subscribers in our cellular service areas.

To subscribe for our post-paid services, a customer generally needs to produce proof of local residency or a guarantee from a local resident and
sign a service contract. A post-paid subscriber pays a monthly fee and per-minute usage and roaming charges. In many of our cellular service
areas, we require most post-paid subscribers to pay a deposit directly to us or to give a direct debit authorization to one of the commercial banks
that collect service charges for us.

To subscribe for our pre-paid services, a customer simply purchases a SIM card with a pre-paid amount of service charges. The customer can
add to the pre-paid balance by purchasing recharge cards. A customer of pre-paid services does not need to register with us. Pre-paid services
are therefore more suitable than post-paid services for migrant population and temporary residents in a cellular service area. In addition,
pre-paid services do not have monthly fees, but carry higher per-minute usage and roaming charges. This fee structure is generally more
attractive to lower-usage subscribers.

We and Unicom Group provide pre-paid services under the service brand of Ru Yi Tong . These services are generally supported by intelligent
networks built by Unicom Group and us. The intelligent networks enable us to offer nationwide roaming services and monitor in real time the

account balance of pre-paid subscribers. We also offer pre-paid services in some service areas that are based on the local billing
systems and use local service brands.

Subscribers and Usage

The following table sets forth selected historical information about our GSM cellular operations and our subscriber base for the periods
indicated.

CUCL and
Unicom New
Unicom New Century,
Century only, as of or for the
CUCL only, as of or for the three months
as of or for the year ended ended
year ended December 31, December 31, March 31,
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2000 2001 2002 2002 2003
INumber of subscribers (in thousands) 12,772 27,033 38,623 14,843 56,879
Post-paid 10,601 16,489 18,679 11,040 30,846
[Pre-paid 2,171 10,544 19,944 3,802 26,033
[Estimated market share in our service areas
(1) 22.7\% 28.5|% 32.6/%
Average churn rate (2) 9.51% 16.3/% 14.6/% 17.9\%
lJAverage minutes of usage per subscriber
lper month (3) 179.5 161.2 155.8 191.4 164.0
|Average revenue per subscriber per month
(in RMB) (4) 124.3 86.3 69.0 67.1 60.6
1) Market share in a given area is determined by dividing the number of our GSM subscribers in the area by

the total number of cellular subscribers in the area. Source: Ministry of Information Industry.
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) Average churn rate is the rate of subscriber disconnections from our GSM cellular network, which we
have determined by dividing the sum of voluntary and involuntary deactivations during the period by the average of
the number of our GSM subscribers during the period.

3) Average minutes of usage per subscriber per month is calculated by dividing the total minutes of usage
during the period by the average of the number of our GSM subscribers during the period, and dividing the result by
the number of months in the relevant period.

“) Average revenue per subscriber per month, or ARPU, is calculated by dividing the sum of GSM cellular
services revenue during the relevant period by the average of the number of our GSM subscribers during the period,
and dividing the result by the number of months in the period.

Subscriber Increase: Our subscriber count continued to grow rapidly. As of December 31, 2002, the total number of
subscribers in the cellular service areas of CUCL increased to 38.62 million, including 18.68 million post-paid
subscribers and 19.94 million pre-paid subscribers. Our share of the cellular market in terms of total cellular
subscribers in the cellular service areas of CUCL grew from 7.1% as of the end of 1998 to 32.6% as of December 31,
2002. We attracted 43.6% of the net cellular subscriber additions in those service areas during 2002. We believe that
this growth was attributable to a number of factors, including:

continued growth of the Chinese cellular telecommunications market, driven by economic growth
and reduction in the cost of cellular handsets and services,

continued improvement in the quality and coverage of our GSM networks and services,
increased brand awareness,

flexible and effective marketing, sales and distribution,

competitive pricing of our services, and

improved customer care and service and our continuing focus on customer service.

Pre-paid Subscribers: The rate of increase in our pre-paid subscribers continues to exceed the rate of increase in our
post-paid subscribers. As of December 31, 2002, we had 19.94 million pre-paid subscribers in the cellular service
areas of CUCL, representing 51.6% of our total subscriber base, up from 39.0% at the end of 2001. Pre-paid
subscribers represented 81.1% of our net subscriber additions in the cellular service areas of CUCL during 2002.

MOU and ARPU: Our total minutes of usage, or MOU, and average revenue per subscriber per month, or ARPU, were
61.85 billion minutes and RMB69.0, respectively, in 2002. Our average MOU per subscriber per month, or average
MOU, and ARPU continued to decline in 2002 as the cellular penetration in our cellular service areas increased. The
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decline in ARPU was attributable to an increased percentage of pre-paid subscribers who generally have lower
ARPUE, the decline in MOU, and intensified market competition and regional promotional activities that led to a
decline in effective tariffs. Our pre-paid subscribers in general have lower MOUs and ARPUs compared to our
post-paid subscribers. For the year ended December 31, 2002, the average MOU and ARPU were 92.3 minutes and
RMB54.1, respectively, for our pre-paid subscribers, compared to 212.0 minutes and RMBS82.2, respectively, for our
post-paid subscribers.

Churn Rate: For the year ended December 31, 2002, our churn rate decreased from 16.3% in 2001 to 14.6%. Our
calculation of churn rate reflects those subscribers who switch to services of other operators and those whose services
we disconnect as a result of account inactivity or payment delinquency. It also reflected those who switch between
our post-paid and pre-paid services except for, in the case of 2002, those we were able to identify as having switched
to one of our other services (including our CDMA services).

The Chinese government eliminated connection fees in 2001 and, as competition continues to intensify, our churn rate from subscribers
voluntarily discontinuing our services may increase in the future. The churn rate for our pre-paid services is generally higher than that for our
post-paid services because of the migrant and temporary nature of most pre-paid subscribers. It is also difficult for us to develop and maintain
customer relationships with pre-paid subscribers from whom we do not require registration.
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Payment Delinquency: We believe payment delinquency in general is not a serious problem for post-paid services in most
of our cellular service areas, though delinquency may increase with increased cellular penetration and addition of
more lower-end users. As of December 31, 2002, the delinquency ratio for GSM cellular services in the cellular
service areas of CUCL, calculated as the amount of provision for doubtful debt divided by revenue from GSM cellular
services, is 2.9%, compared to 2.5% at the end of 2001. In some of our cellular service areas we require our post-paid
subscribers to deposit service charges and maintain a certain level of account balances with us or with commercial
banks that collect service fees for us. We classify the creditworthiness of our subscribers into various levels and have
adopted other credit control measures. We also closely manage payment delinquencies through confirmation of
customer address and other registration information, advance notification of inadequate deposits, close monitoring of
call patterns and account balances and prompt termination of services.

Tariffs

Generally we charge our post-paid cellular subscribers the following categories of tariffs: basic monthly fees, usage charges for both incoming
and outgoing calls, roaming charges, long-distance call charges and charges for value-added services. Pre-paid subscribers do not pay
monthly fees but pay higher per-minute usage and roaming charges.

The cellular tariffs are subject to regulation by various government authorities, including the MII, the State Development and Reform
Commission and provincial price regulatory authorities. The following table summarizes the present state guidance tariff rates for post-paid and
pre-paid cellular services:

Post-paid Services Pre-paid Services
RMB RMB
IBasic monthly fee 50! 0
Basic usage charge (per minute) 0.4 0.6
IDomestic roaming charge (per minute) 0.6 0.8

Source: MII.

Intense competition in some cellular service areas has resulted in tariff discounts and service promotions offered by both us and our main
competitor from time to time, which may lower effective tariffs. These discounts and promotions have taken many forms, including
promotional tariff rates, free call minutes, off-peak discounts or discounts for high-usage subscribers and package service plans with fixed
monthly fees. See Risks Relating to the Telecommunications Industry in China New regulations or regulatory changes relating to
telecommunications tariffs and other matters may adversely affect our results of operations under Item 3.

We have introduced a number of package service plans in several cellular service areas. Under these plans, subscribers pay a fixed monthly fee
for a specified number of call minutes. The plans vary in the level of the fixed monthly fee, the number of specified call minutes and the tariff
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rates for call minutes in excess of the specified call minutes. The terms of these plans also vary depending on the local markets and generally
offer some price discounts to similar plans of our main competitor. We have also introduced in selected cities promotional plans for certain
qualified subscribers, which allow such subscribers to receive incoming calls without incurring per-minute usage charges in exchange for a fixed
monthly fee.
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In 1997, the Chinese government granted us preferential treatment by allowing us to reduce our tariffs by up to 10% below the state guidance
tariff rates. In the past, this preferential treatment has helped us capture a significant number of cellular subscribers by allowing us to market our
cellular services at discounted rates. As we and our competitor, China Mobile, introduced various package service plans and other promotional
programs, the tariff structure has become more complex. While we continue to maintain tariff levels that are generally lower than those of our
main competitor, the more complex tariff structure has, to some extent, made our price advantages less obvious to subscribers compared to
previous tariff schemes that were largely based on simple per-minute charges.

CDMA Cellular Services

Our controlling shareholder, Unicom Group, currently has the exclusive license to offer CDMA cellular services in China. It has constructed
CDMA networks nationwide. It completed construction of the initial phase of its CDMA network at the end of 2001. We, including Unicom
New Century, have leased capacity on the network and operate the CDMA network in our cellular service areas. After a trial period of three
months, we formally launched our CDMA services in April 2002 that target mid- to high-end cellular subscribers. In March 2003, Unicom
Group substantially completed the second phase of the CDMA network construction, which included the upgrade of the network to CDMA 1X
technology. Wireless data services that utilize CDMA 1X technology have been introduced on a trial basis in provincial capitals and major
cities.

Unicom Group s Construction of CDMA Networks

In May 2001, through its subsidiary Unicom Horizon Mobile Telecommunications Co. Ltd., or Unicom Horizon, Unicom Group awarded supply
contracts to a number of foreign and domestic equipment suppliers, and began to build CDMA networks nationwide. The networks are expected
to be expanded in phases. The number and size of each phase will depend upon actual and forecast CDMA subscriber growth and anticipated
capacity requirements. In the first phase of the construction, which was completed by the end of 2001, the networks achieved a nationwide
coverage of approximately 330 cities in China, with a total capacity of 15.81 million subscribers. The portion of this network within the cellular
service areas of CUCL and Unicom New Century has a total capacity of approximately 9.80 million subscribers and 3.74 million subscribers,
respectively.

Through a competitive bidding process, Unicom Group was able to obtain highly attractive terms for its CDMA equipment supply contracts.
The construction of the first phase of its CDMA networks utilized to a significant extent the existing GSM infrastructure, such as base stations,
switching centers and transmission capacity.

In March 2003, Unicom Group substantially completed the second phase of the CDMA network construction, which included the upgrade of the
network to CDMA 1X technology. The second phase of the construction also added capacity for 20.03 million additional subscribers, bringing
the total capacity of the nationwide CDMA networks to approximately 35.84 million subscribers. The portion of the CDMA networks within
the combined cellular service areas of CUCL and Unicom New Century has a capacity of approximately 30.22 million subscribers. In addition,
the second phase of the construction focused on improving the depth of network coverage, by deepening coverage to the level of almost all of
the county-level towns and cities and increasing indoor coverage.

Our Lease of CDMA Networks from Unicom Group
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Our wholly owned operating subsidiary, CUCL, entered into a lease agreement with Unicom Group and its subsidiary Unicom Horizon, dated
November 22, 2001, which sets forth the principal terms
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of the network capacity leasing arrangement between us and Unicom Group. Our newly-acquired subsidiary, Unicom New Century, has also
entered into a lease agreement with Unicom Group and Unicom Horizon on similar terms and conditions. We lease network capacity from
Unicom Group and operate these CDMA networks in our cellular service areas on an exclusive basis and receive all revenue generated from the
operation. We may terminate the lease arrangement upon giving at least six months prior notice to Unicom Group.

The term of both leases is for an initial period of one year, commencing in January 2002, and may be renewed for further one-year terms at our
option. We leased network capacity in our cellular service areas on a quarterly basis during the first year and, thereafter, will lease network
capacity on an annual basis, with the ability to request different lease capacity for each such quarterly or annual leasing period. We have leased

capacity for 10 million and 4 million subscribers in the cellular service areas of CUCL and Unicom New Century,
respectively, for the first half of 2003.

Under these leasing arrangements, we are required to make quarterly lease payments to Unicom Group for the actual amount of network
capacity we lease. The lease fee is charged on a per line basis and determined so as to enable Unicom Group to recover its total investment in
constructing the network in seven years, if the full network capacity is leased, together with a rate of return on its investment of 8%. To the
extent that we have not leased or do not lease in the future the full capacity of the CDMA network in the particular period, we do not have to
compensate Unicom Group for unused capacities not leased by us. The quarterly lease fee for the first phase of the CDMA networks in the
cellular service areas of CUCL was RMB 56.4 per subscriber line leased in 2002. The quarterly lease fee for the second phase of the CDMA
network in the combined cellular service areas of CUCL and Unicom New Century is RMB 56.4 per subscriber line leased, subject to our final
verification of the network construction cost of Unicom Group. Once determined, the pre-line lease fee is fixed throughout the lease period.

In addition to leasing network capacity, we will also have the option, exercisable at any time during the lease period and for an additional year
thereafter, but not later than seven years following the commencement of the lease, to purchase the CDMA network in our cellular service areas.
The acquisition price will be negotiated between Unicom Group and us. It will be based on the determination of an independent asset appraiser
in accordance with applicable PRC laws and regulations and take into account the then prevailing market conditions and other factors.
However, the purchase price will not exceed an amount which will, taking into account all lease fee payments made by us to Unicom Horizon
and lease fee discounts as a result of delay of delivery, enable Unicom Horizon to recover its total network construction costs, together with an
internal rate of return of 8%. The exercise of the purchase option will be subject to the relevant provisions of the listing rules of the Hong Kong
Stock Exchange governing connected transactions, including approvals of our minority shareholders. Also see Related Party Transactions
Leasing of CDMA Network Capacity under Item 7.

Services

The CDMA services we offer in our cellular service areas include basic voice, wireless data and value added services such as call forwarding
and voicemail, caller identity display and SMS services. In addition to post-paid CDMA services, we have launched on a trial basis pre-paid
CDMA services in selected areas in May 2003. We have started trial operations of CDMA 1X networks in all of the major cities in our cellular
service areas. We offer CDMA 1X wireless data services under a uniform service brand of U-Max.

Subscriber Base
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As of December 31, 2002, our total CDMA subscriber base in the cellular service areas of CUCL reached 4.49 million. We believe the rapid
growth in our CDMA subscriber base was primarily attributable to:
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the advantages of the CDMA technology, including the lower radio transmitting power of CDMA
handsets as compared to GSM handsets, better voice quality and enhanced security,

increased brand awareness, and

our proactive promotions and marketing efforts.

MOU, ARPU and Churn Rate

In 2002, MOU and ARPU for our CDMA services were 5.90 billion minutes and RMB 172.3, respectively. Average MOU for our CDMA
services was 315.5 minutes, 48.8% higher than the average MOU of 212.0 minutes for GSM post-paid services, while our CDMA ARPU was
109.6% higher than the ARPU of RMB 82.2 for our post-paid GSM subscribers.

The churn rate for our CDMA services was 0.96% in 2002, significantly lower than the 14.6% churn rate for our GSM services, primarily
because our CDMA services were introduced in 2002 and subscribers who took advantage of our handset rental programs were still within their
contract period and required to incur certain minimum expenditures each month. Loss of CDMA subscribers was primarily attributable to the
termination of services by subscribers of the Great Wall network, which was a trial CDMA network formerly operated by China Telecom and
the Chinese army and transferred to us by the government.

Tariffs and Promotion

The tariff rates for our CDMA services are generally the state guidance rates for cellular services without the 10% discount we are permitted to
adopt for GSM services. However, we have adopted other promotional programs.

The initial launch of our CDMA services was significantly hindered by a lack of handset variety and supply and high handset prices, partly due
to inadequate commitment from CDMA handset suppliers. In order to secure a greater commitment from those suppliers, we and Unicom

Group purchased CDMA handsets from several suppliers through Unicom Guomai Communications Co., Ltd., or Guomai, a company listed on
the Shanghai Stock Exchange and our 58.88% indirectly-owned subsidiary. See Related Party Transactions Other Related Party Transactions

under Item 7. In addition, to accelerate the growth in our CDMA subscriber base, we began offering special handset promotional
packages in the second half of 2002. Under these handset promotional packages, CDMA mobile handsets were given
to certain CDMA subscribers for their use at no additional cost during specified contract periods, ranging from 6
months to 2 years. In return, subscribers were required to incur a minimum amount of service fees during the contract
period. If the contractual subscribers can fulfill the minimum contract spending amounts, they will not need to repay
the remaining costs of the CDMA handsets. To secure contract performance, these subscribers were also required to
(1) prepay certain non-refundable amounts of service fees or deposits, (2) maintain a bank deposit in designated
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commercial banks to secure their minimum contract amounts, or (3) provide a guarantor who will compensate us for
any loss in the event of the subscribers non-performance of contract obligations.

Although the cost of handset promotional packages remained high in the beginning of 2003, such cost declined from the amount incurred in
2002. We plan to further reduce the use of handset promotional packages in the remainder of 2003 and substitute them with alternative
promotional programs. We also continue to expand the distribution network for our CDMA services.
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See Risk Factors Risks Relating to Our Business Our new CDMA services may fail to gain broader market acceptance and achieve profitability
in the near term under Item 3.

Wireless Data Services

We began to offer SMS services in 2000. SMS volume has been increasing rapidly. A total number of 6.8 billion short messages were
transmitted by GSM subscribers and 0.38 billion short messages by our CDMA subscribers (including 0.15 billion short messages in the month
of December 2002 alone) in the cellular service areas of CUCL in 2002. We continue to promote the use of SMS as a convenient and cost
effective method of business and personal communication. We have interconnected the SMS platform of our GSM network with the SMS
platforms of our CDMA network and China Mobile s GSM network.

On August 1, 2001, Unicom Group and we launched our nationwide GSM wireless data services under the service brand of Uni-Info . The
Uni-Info services are presently based on a nationwide wireless information services platform. Uni-Info offers a variety of services in
the categories of games, downloads and other entertainment services, information and notification services, personal
information management and transactions services. We and Unicom Group cooperate with a number of national and
regional content providers that supply our subscribers with Uni-Info services. We have designed a fee structure under
which we earn transmission fees from the use of our services and generally retain a certain percentage of application
fees charged by content providers that we collect for them. In most cellular service areas, we charge the sender a
transmission fee of RMB 0.10 for each message sent and there is no charge for receiving messages.

We also leverage our position as an integrated telecommunications provider to offer other value-added services. We offer value-added services
such as Paging-Cellular Interlink and Unicom Assistant that utilize the resources of both our cellular business and our paging business. The
Paging-Cellular Interlink service allows a user to receive messages regarding cellular calls on the pager and to receive paging messages on the
cellular handset. The Unicom Assistant service utilizes our paging call center resources to provide various secretarial services. In addition, we
offer e-mail services to our cellular subscribers that allow them to use their cellular phone numbers as their email

addresses and receive free notifications of new email messages on their cellular phones for a fixed monthly fee.

In March 2003, we launched CDMA 1X wireless data services on a trial basis in selected cities under the service brand of U-Max , which can
enable much higher data transmission rates than the GPRS services offered by our main competitor. Our CDMA 1X wireless data services
include information downloads, financial services and broadband services.

We have tested the general packet radio service, or GPRS, technology in several cities. Unicom Group and we are also cooperating with
Qualcomm to explore the potential of upgrading our GSM networks with CDMA 1X technology rather than GPRS technology. We will
continue to explore and monitor the market potential of the GPRS and other wireless data technologies as they develop in China.

Cellular Services of Unicom New Century and of the Combined Group
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Unicom New Century

Effective December 31, 2002, we acquired the GSM cellular assets and businesses and CDMA businesses of Unicom New Century from
Unicom Group. See History and Development of the Company  Restructuring and Acquisition of Unicom New Century under this Item 4.
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As of December 31, 2002, the total number of GSM and CDMA cellular subscribers in the nine provinces covered by Unicom New Century was
16.59 million, including 14.84 million GSM subscribers and 1.75 million CDMA subscribers. Unicom New Century s market share of total
cellular subscribers in its service areas was 34.4% as of December 31, 2002, and its average market share of net subscriber additions in these
areas was 44.0%. The SMS volume for GSM and CDMA services totaled 1.84 billion messages in 2002 in these service areas.

GSM Business. As of December 31, 2002, there were 14.84 million GSM subscribers in Unicom New Century s service
areas, an increase of 55.2% from 9.563 million at the end of 2001. Out of the total GSM subscribers in these areas,
post-paid subscribers accounted for 11.04 million, an increase of 45.3% from 7.60 million at the end of 2001, and
pre-paid subscribers accounted for 3.80 million, as compared to 1.962 million in 2001. The proportion of pre-paid
subscribers increased from 20.5% at the end of 2001 to 25.6% at the end of 2002. The MOU for GSM subscribers
amounted to 28.32 billion minutes, an 86.1% increase from 15.22 billion minutes in 2001.

In 2002, average MOU for Unicom New Century s GSM business was 191.4 minutes, an increase of 4.8% from 182.6 minutes in 2001. Post-paid
average MOU was 220.0 minutes and pre-paid average MOU was 99.6 minutes. ARPU for the GSM business was RMB67.1, a decline of
15.5% from RMB79.4 in 2001. Post-paid ARPU was RMB72.7, while pre-paid ARPU was RMB49.2.

CDMA Business. As of December 31, 2002, there were 1.75 million CDMA subscribers in Unicom New Century s
service areas. MOU for CDMA subscribers amounted to 2.37 billion minutes in 2002. Average MOU was 364.4
minutes, 65.6% higher than the 220.0 minutes for post-paid GSM subscribers in these service areas. ARPU was
RMB187.9, 158.5% higher than the RMB72.7 for post-paid GSM subscribers.

Combined Businesses of CUCL and Unicom New Century

As of December 31, 2002, there were 59.71 million cellular subscribers in the combined service areas of CUCL and Unicom New Century, of
which GSM subscribers accounted for 53.47 million and CDMA subscribers accounted for 6.25 million. Our average market share of total

cellular subscribers in the combined service areas was 33.1% as of December 31, 2002, and our average market share
of net subscriber additions in the combined service areas was 43.7%. The SMS volume for GSM and CDMA services
in these areas totaled 9.02 billion messages in 2002.

GSM Business. As of December 31, 2002, there were 53.47 million GSM subscribers in the combined service areas, an
increase of 46.1% from 36.60 million at the end of 2001. Of the total number of GSM subscribers, post-paid
subscribers accounted for 29.72 million, an increase of 23.4% from 24.09 million at the end of 2001, and pre-paid
subscribers rose from 12.51 million at the end of 2001 to 23.75 million in 2002, representing an increase of 89.8%.
The proportion of pre-paid subscribers increased from 34.2% at the end of 2001 to 44.4% at the end of 2002. MOU
for GSM subscribers amounted to 90.16 billion minutes in 2002, an increase of 68.4% from 53.54 billion minutes in
2001. Average MOU in the combined service areas was 165.5 minutes and APRU was RMB67.3 in 2002.
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CDMA Business. As of December 31, 2002, there were 6.25 million CDMA subscribers in the combined service areas of
CUCL and Unicom New Century. MOU for CDMA subscribers amounted to 8.28 billion minutes, while average
MOU was 328.1 minutes. ARPU for the combined service areas of CUCL and Unicom New Century was RMB172.2.
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Long Distance, Data and Internet Services

We offer international and domestic long distance services in China based on both the traditional circuit switched telephony standard and the IP
telephony standard. Our long distance services are based on our advanced, uniform nationwide network system. We leverage our ability to
bundle our long distance services with a broad range of services to target different customer segments. We have also developed a nationwide
video-conferencing network that reaches over 300 cities. We launched our data and Internet services throughout China in 2000. Similar to our
long distance services, our data and Internet services are supported by our advanced, unified nationwide network system.

The following table sets forth the total number of outgoing call minutes for our long distance services and our data and Internet services for the
periods indicated.

As of or for the year ended December 31,

2000 | | 2001 | | 2002

(in billions of minutes)

Circuit switched telephony:

[Domestic 0.23 2.64 6.23
International 0.01 0.08 0.14
Total 0.24 2.72 6.37
[P telephony:

[Domestic 0.62 3.52 6.75
[nternational 0.07 0.17 0.13
Total 0.69 3.69 6.88
IData Services

Customer ports 273 802 2,876
Internet Services

Dial-up subscribers (in thousands) 415 3,540 7,269
[Dedicated access subscribers 377 4,555 22,596

Circuit Switched Telephony Services

We offer circuit switched long distance services to business and residential customers who register their telephone numbers with us. They can
access our services by dialing a prefix of 193 . We also distribute pre-paid long distance calling cards that purchasers can use to access our
services by dialing a prefix of 193300 . For some corporate and government customers, we also offer our circuit switched long distance services
over dedicated lines, frequently as part of our bundled offerings of long distance and data services. We also offer long distance services to our
cellular subscribers.

The following table sets forth selected information about our circuit switched long distance telephony services for the periods indicated.
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As of or for the year ended on December 31,
2001 2002
INumber of cities reached 304 329
INumber of customers (in million) 4.53 21.83
IMinutes of outgoing long distance calls (in billion) 2.72 6.37
Market share of outgoing long distance call minutes (1) 4.30|% 11.45|%
IMinutes of incoming international calls (in billion) 1.16 1.31

(1) Source: MIL. In calculating market share in 2001 and 2002, the total minutes of outgoing long distance calls
include ours and those of the incumbent operators.

Tariff rates for circuit switched long distance telephony services of incumbent fixed line operators are set by the Chinese government. Other
fixed line operators, including us, can adopt tariffs that are different from the state tariff rates upon approval by the MII as long as they do not
offer services at tariff rates below cost. Effective on February 21, 2001, the government adjusted the state tariff rates of a number of
telecommunications services, including circuit switched long distance telephony services. The following table sets forth the state tariff rates for
circuit switched long distance telephony services before and after such adjustment and our present tariff rates:

State Tariff Rates (RMB) (1)(2)
Before
Adjustment After Adjustment Our Tariff Rates (1)
Circuit Switched Domestic Long Distance:
[ntra-provincial less than 300 km 0.50 per minute [Unified flat rate of 0.06 per six seconds
0.07 per six seconds
Intra-provincial more than 300 km 0.60 per minute
[nter-provincial less than 800 km 0.80 per minute
[nter-provincial more than 800 km 1.00 per minute
Circuit Switched International Long Distance:
To Hong Kong, Taiwan and Macau 5.00 per minute 0.20 per 6 seconds 0.18 per six seconds
[To all other international destinations 5.30-15.00 per minute 0.80 per 6 seconds .72 per six seconds

(1) Discount rates may apply to calls made during off-peak hour, which are set by operators. For example, we
offer discount rates of RMB 0.03 or 0.04 per six seconds for domestic long distance calls made during different
off-peak hours.

) Source: MII.

We have adopted a number of measures to increase the number of our registered long distance customers, including utilizing our paging call
center resources to launch direct-marketing calls, organizing sales agents to promote our services in residential areas, and cross-selling our long
distance services with our cellular services at our service centers.
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IP Telephony Services

We offer domestic and international long distance IP telephony services based on a manageable IP network configuration to enhance service
quality. The following table sets forth selected information about our IP telephony services for the periods indicated.
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As of or for the year ended
December 31,
2000 2001 2002
INumber of cities reached 231 320 337
IMinutes of outgoing IP telephony calls (in billion) 0.69 3.69 6.88
IMarket share of outgoing IP calls minutes (1) 23.2|% 18.2|% 11.7|%
Minutes of incoming international calls (in billion) 0.05 0.07 0.16

(1) Source: MII.

The government in February 2001 ceased regulatory control of tariffs for IP telephony long distance calls and allowed operators to set their own
rates. Most providers of IP telephony services, including us, significantly lowered their international long distance tariffs shortly after the tariffs
were deregulated. The following table sets forth the state guidance tariff rates for IP telephony long distance calls before the tariff adjustment
and our present tariff rates for our IP telephony services using the 17910 access code.

State Tariff Rates (RMB)(1) Our Tariff Rates (RMB)
Before Adjustment After Adjustments
[P Telephony Domestic Long Distance 0.30 per minute 0.30 per minute
[P Telephony International Long Distance
[To Hong Kong, Taiwan Macau 2.5 per minute 1.5 per minute
To U.S. Canada 4.8 per minute 2.6 per minute
[To other international destinations 4.8 per minute 3.6 per minute

(1) Source: MIL.

We rely primarily on our network of sales agents to sell IP telephony cards. We also market registered IP telephony services and IP telephony
services through dedicated lines.

Data Services

We presently provide data services in 297 cities in China. We target high volume business or government users of integrated voice, data and
video communications and offer them data services as part of our bundled offerings of long distance, data and Internet services. As of
December 31, 2002, the total leased bandwidth of our data services was 1466 x 2 Mbps.

Our data service offerings mainly consist of broadband, managed data services, including:
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Frame relay, or FR, services, which provide cost effective data communications services linking
remote business sites using FR technology, and

Asynchronous transfer mode, or ATM, services, which employ ATM technology and are able to
handle high bandwidth, integrated voice, video, data and Internet traffic.

We provide data services through an advanced, unified nationwide network system, the backbone of which is our advanced nationwide fiber
optic transmission network. This network is the second largest
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fiber optic transmission network in China. We have also built metropolitan area networks in many cities throughout China. These networks
provide local transmission capacity for our different services. See =~ Networks Transmission Network .

We believe that our ability to offer integrated access to customers premises is important to the success of our data services. We are building
integrated access networks linking major office buildings to our networks in major cities. See ~ Networks Long Distance, Data and Internet
Networks .

Our charges for FR services include up-front charges for installation materials and testing, a monthly port fee and a monthly circuit fee. Our
tariff charges are generally offered at a 10% discount from the state guidance tariffs. The following tables set forth state tariff rates for monthly
port fees and monthly circuit fees for data services of selected bandwidths and selected distance categories.

State Tariff Rates (RMB per month)
Port Fee Circuit Fee
International long
Local Domestic long distance
IBandwidth (intra-district) distance (outside of Asia)
64kbps 260 550 1,700 14,600
256kbps 400 800 2,200 19,600
512kbps 500 1,000! 2,500 23,100
2Mbps 1,000 1,500 4,000 39,000

We market our data services to institutional customers through our dedicated teams and our sales agents.

Internet Services

We offer the following Internet services:

Dedicated Internet Access. We began to offer business customers high speed Internet access
through dedicated lines in 2000. As of December 31, 2002, we had a total of 22,596 subscribers for dedicated Internet
access. We bundle this service with voice and data services to provide integrated communications solutions to our
business customers and cooperate with cable operators and real estate developers to offer broadband access to
residential customers.

Dial-up Internet Access. We began to offer dial-up Internet access services to customers in 2000.
As of December 31, 2002, the total number of our dial-up subscribers increased to 7.27 million.
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Uni-Info Services. Our Internet Services division manages the content of Uni-Info wireless data
services and operates a nationwide wireless information services platform.

Others. Other Internet services we offer include the Ruyi e-mail service that allows cellular subscribers to
use their cellular phone numbers as e-mail addresses. We also provide co-location, web hosting and other Internet
data center, or IDC, services. Principal customers for our IDC services are Internet service providers, other businesses
and government agencies.
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The following table sets forth selected historical information about our Internet service operations and our subscriber base for the periods

indicated.

As of December 31,
2000 2001 2002
INumber of cities reached by our Internet access services 220 255 305
INumber of subscribers of dedicated Internet access services 377 4,555 22.596
INumber of subscribers of dial-up Internet access services (in thousands) 415 3,540 7,269
Market share of Internet subscribers(1) 2.6% 9.7% 14.7%

@))] Source: MIL.

Our tariff charges for dial-up access include a network usage fee that varies from RMB 1.8 to 2.7 per hour for local access under different
service plans and a fixed telecommunications fee of RMB 0.02 per minute. In addition, a monthly fee may also apply depending on the service
plan. The fixed telecommunications charge is based on the relevant tariff for the particular type and bandwidth of leased lines used to access the
Internet. The following table summarizes the monthly network usage fees for selected bandwidths denoted as R .

Network usage fees (RMB per month)
R<64Kbps 2,700-3,600
128Kbps<R<256Kbps 4,800-6,600
1024Kbps<R<2Mbps 18,000-27,000
20Mbps<R<34Mbps 165,900-195,200
45SMbps<R<100Mbps 428,400-504,000

The network code for our nationwide dial-up Internet services is 165 . We distribute dial-up Internet access services through a variety of
methods. A customer can pre-register for our dial-up services or purchase dial-up passwords with a pre-paid amount of on-line charges that can
be used nationwide to access the Internet. We also have arrangements with some commercial banks that allow the banks customers to access our
dial-up services using their bank account numbers, with on-line charges being automatically debited from their bank accounts. Our cellular
subscribers can also access our dial-up services using their cellular numbers, with on-line charges being collected together with their cellular
usage fees.

Leased Line Services

We began to lease transmission lines to large business customers and other telecommunications operators in 2000. Our leased line services
provide customers with dedicated digital links directly connecting customer sites. As of December 31, 2002, we had a total leased bandwidth of
an equivalent of 8472 x 2 Mbps circuits, representing a 260.5% increase from 2350 x 2 Mbps circuits at the end of 2001.
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Leased line tariffs are primarily based on the bandwidths of the lines leased and the distance of transmission. The following table sets forth state
tariff rates for monthly fees of selected types and bandwidths of leased lines and selected distance categories:
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State Tariff Rates (RMB per month)
Local (intra-district) Long distance
IDigital Line (2 Mbps) 2,000 6,000
Digital Line (34 Mbps) 16,000 47,000
IDigital Line (155 Mbps) 44,000 132,000

Source: MII.

Similar to circuit switched long distance telephony services, operators other than incumbent operators, including us, can adopt tariffs that are
different from the above state tariff rates upon approval by the MII as long as they do not offer services at tariff rates below cost. We generally

offer leased line services at a 10% discount to the state tariff rates and market these services to institutional customers through our
own dedicated teams and our sales agents.

Sale and Lease of Other Network Elements

We have substantially completed the construction of our nationwide transmission network. See ~ Networks Transmission Network . We have
started to offer some network elements such as optic fibers or fiber channels for lease to other telecommunications operators or corporate
customers.

Paging Services

We are the largest paging operator in China. While the market for traditional paging services in China has experienced, and is continuing to
experience, significant declines due to a switch to cellular services, we believe that we have competitive advantages over other paging operators
in China in terms of subscriber base, brand name, network quality and coverage and our ability to offer nationwide roaming services and value
added services.

Subscribers and ARPU

The following table sets forth selected operating data relating to our paging businesses for the periods indicated.

As of or for the year ended December 31,

2000 2001 2002
Paging subscribers (in million) 44.5 3291 17.68
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Average revenue per subscriber per month (in RMB)(1) | | 15,3| | 9.4| | 7,3| |

(1) Average revenue per subscriber per month is calculated by dividing the sum of paging services revenue during
the relevant period by the average of the number of subscribers during the period and dividing the result by the
number of months in the period.

In 2002, the total number of our paging subscribers declined by 46.3% from 32.91 million as of December 31, 2001 to 17.68 million as of
December 31, 2002. The decline was mostly attributable to paging subscribers switching to cellular services or Little Smart services of China
Telecom and China Netcom. The churn rate of our paging services increased from 57.6% in 2001 to 66.3% in 2002. In 2002,

34

70



Edgar Filing: CHINA UNICOM LTD - Form 20-F

our ARPU decreased to RMB7.3 from RMB9.4 in 2001. The main reason for this decrease was the decline in tariffs caused by continuing
intense competition in the paging sector.

We have transformed our paging network into an integrated information platform that allows us to offer bundled cellular-paging services. We
plan to develop additional value-added services that utilize the Network and human resources of our paging business.

Tariffs

The Telecommunications Regulation promulgated in 2000 officially ceased government tariff regulation on paging services. Operators are now
allowed to set their own tariff rates. The tariff rates in some of our paging service areas have declined significantly over the last several years.

Value-Added Services that Utilize Paging Resources

We offer a range of paging-based wireless information services, including stock quotes, flight information, weather and
news. We offer services that integrate our paging networks with the short messaging platform of our cellular
networks. For example, our integrated paging and short messaging service, Paging-Cellular Interlink, encourages
paging users who are transitioning to cellular services to continue to use our paging services and to select our cellular
services over those of our competitor. Other integrated paging and cellular services include Unicom Assistant
services. We continue to leverage our paging subscriber base and offer incentives to those paging subscribers who are
switching to cellular services to become our cellular subscribers.

Integration of the Operations of Guoxin Paging with Unicom Paging

Unicom Group holds a controlling interest in a nationwide paging company operating under the marketing name of Unicom Paging . We
operated our paging business through Guoxin Paging under the former marketing name of Unicom Guoxin Paging . As of December 31, 2002,
Unicom Paging, the second largest paging operator in China, had 1.04 million paging subscribers, while Guoxin Paging, the dominant paging
operator in China, had 17.68 million paging subscribers. Unicom Paging has a nationwide paging network and competes with Guoxin Paging in
many service areas. In order to facilitate resource sharing and reduce competition between the two paging companies, we integrated some of the
management and operations of Guoxin Paging with those of Unicom Paging in 2001. After the integration, Guoxin Paging and Unicom Paging
jointly market their services under the marketing name of Unicom Paging and share some management and sales and marketing personnel.

Their networks and service offerings remain separate from each other and they otherwise remain separate businesses.

Interconnection and Roaming Arrangements
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Interconnection

Interconnection refers to various arrangements that permit the connection of our telecommunications networks to other networks. Our cellular
and long distance networks interconnect with Unicom Group s cellular networks. Under current arrangements, settlement between Unicom
Group and us is based on an internal settlement standard that takes into account either the internal costs of the relevant networks or the
government standard applicable between third-party operators, whichever is the more favorable to us.

Unicom Group s cellular networks, our cellular networks and our long distance networks interconnect with the public switched telephone
networks of China Telecom, China Netcom and China
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Railcom. Unicom Group s cellular networks and our cellular networks also interconnect with China Mobile s cellular networks. Our Internet
network interconnects with the Internet networks of China Telecom and China Netcom. We continue to encounter some difficulties in the
execution of our interconnection arrangements with other operators in some service areas.

In March 2001, the MII issued regulations relating to settlement between telecommunication networks. These new regulations contain

provisions regarding revenue sharing methods and settlement mechanisms for interconnection arrangements between us and other operators.

These interconnection arrangements under the new regulations are described in ~ Regulatory and Related Matters Interconnection Arrangements
under Item 4.

Unicom Group supplemented and updated its previous interconnection arrangements with China Telecom and China Mobile with the following
agreements in 2001 and 2002. In addition, Unicom Group entered into an agreement with China Telecom and China Netcom on April 23, 2002
that governs the continuation and division of rights and obligations under Unicom Group s prior interconnection agreement with the old China
Telecom.

Framework interconnection and settlement agreement between Unicom Group and China Telecom,
dated September 30, 2001.

Interconnection and settlement agreement between Unicom Group and China Telecom relating to
the interconnection between Unicom Group s cellular networks and China Telecom s telecommunications networks,
including its local fixed line telephony networks, domestic long distance telephony networks, international telephony
networks and IP telephony network, dated September 30, 2001.

Interconnection and settlement agreements between Unicom Group and China Mobile relating to
the interconnection between Unicom Group s telecommunications networks and China Mobile s telecommunications
networks and Unicom Group s GSM and CDMA networks and China Mobile s GSM networks, both dated November
14, 2001.

Interconnection and settlement agreement between Unicom Group and China Mobile regarding the
interconnection of point-to-point short messaging services, dated April 1, 2002.

Unicom Group has also entered into the following interconnection arrangements, which equally apply to us.

Interconnection agreement between Unicom Group and CNCL relating to the interconnection of
Unicom Group s local fixed line telephony networks and CNCL s Internet backbone networks, dated November 13,
2001.
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Interconnection and settlement agreement between Unicom Group and CNCL relating to the
interconnection of Unicom Group s cellular networks and local fixed line telephony networks and CNCL s IP telephony
networks, dated November 22, 2001.

Interconnection agreement among major Internet operators, including Unicom Group, and three
national Internet switching centers relating to the interconnection of Internet backbone networks, dated
December 20, 2001.
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Interconnection and settlement agreement between Unicom Group and China Railcom relating to
the interconnection of Unicom Group s cellular networks and local fixed line telephony networks and China Railcom s
local fixed line telephony networks, domestic long distance networks and IP telephony networks, dated January 25,

2002.

Supplemental agreement between Unicom Group and China Railcom, which allows each party to
offer its long distance telephony services and IP telephony services to the cellular or local telephony service

subscribers of the other party, dated April 23, 2003.

Roaming

We have entered into roaming arrangements with Unicom Group. In addition, as of December 31, 2002, our cellular subscribers can roam on
cellular networks in Europe, North America and other Asian countries and regions through Unicom Group s international roaming agreements
with 118 GSM operators in 67 countries and regions and seven CDMA operators in seven countries and regions. Unicom Group has agreed to

arrange for us to participate in its future international roaming arrangements.

A cellular subscriber using roaming services is charged at our roaming usage rate for both incoming and outgoing calls, plus applicable long
distance tariffs. Under our roaming agreement with Unicom Group, our subscribers who roam on Unicom Group s networks are charged for
each call made or received. We collect this tariff, retain RMBO0.20 and pay the remaining amount to Unicom Group. On the other hand, when
Unicom Group s subscribers roam on our networks, Unicom Group collects the roaming tariff, retains only RMB0.04 and pays us the remaining

amount.

The following table is a summary of roaming settlement between Unicom Group and us:

For our subscribers roaming on Unicom Paid to Unicom

(Group s networks (RMB) Roaming Tariff Group Retained by Us
(GSM pre-paid users 0.80 0.60 0.20
(GSM post-paid users 0.60 0.40 0.20
(CDMA users 0.60 0.40 0.20
[For Unicom Group s subscribers roaming on Retained by
lour networks (RMB) Roaming Tariff Paid to Us Unicom Group
(GSM pre-paid users 0.80 0.76 0.04
GSM post-paid users 0.60 0.56 0.04
(CDMA users 0.60 0.56 0.04
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With respect to international roaming, we settle roaming revenue with international operators through Unicom Group in accordance with
roaming agreements between Unicom Group and each of the international operators.

Networks

We operate an advanced network system to support our integrated operations. The backbone of the system is a nationwide fiber optic
transmission network, which serves as the common platform for our cellular, long distance, data, Internet and paging networks. In addition, we
continue to develop management and network support systems to enhance the quality and reliability of our networks and improve our customer
service and operating efficiency. We utilize a relatively centralized network
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planning and equipment selection process, which ensures uniform nationwide design and network compatibility.

Transmission Network

We operate an advanced nationwide fiber optic transmission network. As of December 31, 2002, our fiber optic transmission network reached
330 cities with a total cable length of 486,000 km, of which long-distance fiber optic transmission network accounted for
110,000 km.

Our fiber optic transmission network is designed for broadband capacity with superior security and reliability, which deploys:

bi-directional synchronous digital hierarchy, or SDH, architecture with two- or four-fiber ring, a
self-healing system that allows for instantaneous rerouting and minimizes down time in the event of a fiber cut; and

dense wave division multiplexing, or DWDM, technology, a means of increasing transmission
capacity by transmitting signals over multiple wavelengths through a single fiber.

Our SDH fiber rings have transmission bandwidths of 2.5 Gb/s in most routes and 10 Gb/s for the fiber ring that covers the eastern and southern
coastal areas of China. We deploy mainly transmission equipment and technology supplied by Siemens, Nortel, Lucent, Alcatel, Huawei and
other vendors.

Concurrent with the construction and expansion of our domestic backbone transmission network, we also seek to expand our international
bandwidth. In 2000, we participated in a trans-pacific submarine cable project known as the Asia Pacific Cable Network No. 2 Project (APCN
2). We have obtained 30x155 Mbps capacity by the end of 2002. This network connects major countries and regions in eastern Asia and
southeastern Asia, and can be linked to North America through Japan.

We are also building metropolitan area networks in many cities throughout China. These networks provide local transmission capacity that
supports our different services.

Cellular Networks

A cellular network consists of:
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cell sites, which are physical locations, each equipped with a base station that houses transmitters,
receivers and other equipment used to communicate through radio channels with subscribers cellular handsets within
the range of a cell;

base station controllers, which connect to, and control, the base stations;

mobile switching centers, which control the base station controllers and the routing of telephone
calls; and

transmission lines, which link the mobile switching centers, base station controllers, base stations
and the public switched telephone network.

We own most of the GSM cellular transmission network at the local and provincial level. We lease a portion of our inter-provincial transmission
capacity for our cellular networks as well as the CDMA
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cellular transmission network. We also use our own backbone fiber optic transmission network to provide transmission capacity for our cellular
networks. We continue to focus on the management and operation of our cellular networks.

GSM Cellular Networks. The following table sets forth selected information regarding our GSM cellular networks in the
service areas of CUCL as of the dates indicated.

As of December 31,
2000 2001 2002
INetwork subscriber capacity (in thousands of subscribers) 19,184 37,464 42,675
[Base stations 14,346 27,877 31,221
IBase station controllers 532 800 838
Mobile switching centers 180 259 279

Currently our GSM cellular network mainly operates at 900 MHz. We have deployed GSM technology that operates at 1800 MHz in some
major metropolitan areas to supplement the capacity of our existing cellular network. We have the right to use 6 x 2 MHz of spectrum in the 900
MHz frequency band and 10 x 2 MHz in the 1800 MHz frequency band for our GSM network. In 2002, we continued to optimize our GSM
cellular network and improve indoor coverage.

Our cellular networks are supported by an advanced SS7 signaling system, which fosters efficient use of network capacity, reduces call set up
time and enhances transmission capabilities. We have also installed intelligent networks that enable us to provide prepaid services and a wide
range of call features and value-added services.

CDMA Cellular Networks. Unicom Group completed the construction of the first phase of its nationwide CDMA network
at the end of 2001. We have leased a portion of the capacity of its network in our cellular service areas and have the
exclusive right to operate its network in those areas. The CDMA networks share some of the infrastructures of the
existing GSM network, such as base stations, mobile switching centers and transmission capacity. The first phase of
the CDMA network has a total capacity of 9.80 million subscribers in the service areas of CUCL and 3.74 million
subscribers in the service areas of Unicom New Century. The second phase of construction was substantially
completed by March 2003 with an additional capacity of 20.03 million subscribers nationwide. We have the right to
use 10x2 MHz of spectrum in the 800 MHz frequency band for our CDMA services. In March 2003, Unicom Group
substantially completed the second phase of the CDMA network construction, which included the upgrade of the
network to CDMA 1X technology. The CDMA networks constructed in the second phase did not share as much
infrastructure with the GSM network. Wireless data services that utilize CDMA 1X technology were introduced on a
trial basis in major cities in our cellular service areas in March 2003.

Long Distance, Data and Internet Networks
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We significantly expanded the coverage of our long distance, data and Internet networks in 2001. By the end of 2002, our circuit switched long

distance network reached 329 cities, while the coverage of our Internet networks, including our IP telephony networks, expanded to 337 cities
throughout China.

Long Distance Network. Our circuit switched long distance network is based on a flat architecture with only three layers.
It also uses the latest switching technology. Our long distance network is supported by a nationwide billing system
and an intelligent network. Our cellular subscribers can access these services directly through our cellular networks,
but our other customers typically access our long distance
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telephony, IP telephony and Internet services through the public switched telephone networks of China Telecom and China Netcom.

Data and Internet Networks. Our broadband data and Internet networks utilize a unified IP and ATM design, which is
particularly suited for real-time, multimedia applications such as video and voice. ATM switches perform high-speed
switching of voice and data traffic and minimize time delay and congestion. They can also prioritize applications that
least tolerate time delay, such as telephony and video, over less time-sensitive applications such as e-mails and file
transfer.

Internet Network. Our Internet network, called Uninet, is also centrally designed and has a nationwide uniform
architecture. It is supported by a nationwide, advanced billing system that facilitates roaming access and delivery of
virtual ISP services and other value added services.

Integrated Access Networks. We believe that the key to the success of our data services is our ability to offer integrated
access to customers premises. We are building integrated access networks in many cities throughout China. We
focus the construction of our access networks on linking major office buildings to our metropolitan area transmission
networks. We have linked over 26,000 major office buildings throughout China to our networks as of December 31,
2002. We rely mainly on fiber optic cables to link office buildings to our networks and have received permission to
offer narrow-band wireless access at the 3.5 GHz frequency band in several cities on a trial basis.

Paging Networks

Our paging network system is comprised of a national paging network, provincial paging networks and local paging networks. Most of our
subscribers belong to provincial or local networks. We own most of the transmission lines used for our paging network and lease some
transmission lines. We have been allocated seven frequency points by the MII for our national network and various spectrum usage rights for
our provincial and local networks, all in the 150 MHz and 280 MHz frequency bands.

Integrated Management and Network Support Systems

We have developed various management and network support systems to support our various networks. Our customer service, billing and
settlement systems are integrated into a single system. In addition, we are developing an integrated information and management system, which
includes office automation system, professional management system and enterprise resource planning systems.

Marketing, Sales and Distribution
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We centrally plan our nationwide marketing and sales strategies, but the implementation of these strategies is carried out at the provincial level
by operating branches tailored to their specific markets.

Marketing

We focus on developing a superior brand image for our company that conveys our strengths in high quality services, nationwide coverage,
integrated offerings, advanced technology and customer focus. We market all of our services under the China Unicom brand name. Our service
centers are designed to showcase our company and promote our products and services to our customers.

GSM services: We tailor our GSM service to different GSM market segments with our post-paid and pre-paid services.
We continue to optimize our networks, improve service quality and introduce new
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value added services to attract post-paid subscribers and, at the same time, address the lower-end market with pre-paid services.

CDMA services: We promote our CDMA services as high quality, green and premium services and target these services
at mid- to high-end cellular subscribers. We focus on promoting the advantages of CDMA technology, including

better voice quality, better security, lower handset radio transmitting power and, in the case of CDMA 1X services,

high data transmission rates. We seek to implement innovative marketing strategies in order to accelerate the growth

of our CDMA services. We also market this new service as part of our effort to build our overall brand image.

Long distance, data and Internet services: For high usage customers, such as financial institutions, large corporations and
government entities and other Internet service providers, we focus on providing them with integrated and
cost-effective solutions that bundle circuit switched long distance, data and dedicated Internet access services. For
residential customers, we focus on distributing calling cards for our circuit switched and IP telephony services and our
Internet dial-up services.

Paging Services: We focus on the profitability of our paging business and intend to further promote paging-based
information, cellular-paging bundled services and other value-added services. We promote our information services
by tailoring them to the requirements of specific customer segments.

Sales and Distribution

Customer Segmentation: We have two main categories of customers institutional customers, comprised of mainly
corporate and government customers, and individual customers. We have set up dedicated direct sales and service
departments for institutional customers, both at our headquarters and at our provincial and local branches. We focus
on promoting our bundled solutions and priority services to these institutional customers. For individual customers,
we conduct our sales through our own service centers and the retail outlets of independent sales agents.

Distribution Network: We have developed a nationwide distribution network of tens of thousands of service centers and
retail outlets, of which only a small portion are owned by us and the others are owned by independent agents or
distributors. These service centers and retail outlets distribute our cellular, long distance, data, Internet and paging
services. We rely on a multi-level distribution system in many service areas, in which our top-level distributors
further distribute to lower level distributors and sales agents. We have also established direct sales teams at various
levels to conduct one-on-one sales to targeted customers. In addition, we have established cooperative relationships
with banks, insurance companies and other institutions with extensive information on potential customers to market
and distribute our services. We have also bundled our services with the products of handset vendors in order to
encourage the vendors to sell our services in their retail stores.
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Strategic Cooperation with China Post: Our controlling shareholder, Unicom Group, entered into a strategic cooperation
agreement with China Post in February 2001. This arrangement allows us to supplement our existing distribution
network with China Post s extensive nationwide network. China Post also provides billing, collection and other
services to our customers. The arrangement uses a revenue-based commission structure for most services. We and
China Post have also agreed to use each other s services and offer each other preferential treatment. We have entered
into provincial-level cooperation agreements with China Post in our service areas.

Service Bundling and Cross-Marketing: A key element of our sales and distribution strategy is to promote our strengths as a
provider of a broad range of integrated services. This strategy is implemented by our service centers and independent
sales agents, which distribute and support our various product
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offerings. For example, they cross-sell our long distance services to our cellular subscribers and our integrated paging and SMS services to our
cellular and paging customers.

Customer Service

We have adopted a variety of measures to tailor our customer services to the requirements of different customer segments and continue to
improve the satisfaction level of our customers. We established and continue to improve customer service networks, standardized the items and
procedures of our services, and adopted uniform service standards. In addition, we continue to improve management of customer service
operations and strengthen the training of customer service representatives.

Our customer care and service centers in each service area can be accessed by our customers by dialing a nationwide hotline number 1001 . The
hotline provides one-stop service for all of our service offerings, including service inquiry, billing inquiry, payment and recharge, customer
complaint, service initiation and termination, as well as payment reminder services. We provide priority services to institutional customers and
high-usage individual customers, such as designated customer representatives, delivery services and periodic visits. We are committed to
providing prompt responses to customer inquiries and require customer service representatives who first received customer inquiries to follow
through internally until satisfactory responses are provided to the inquiring customers.

Billing and Collection

We are able to leverage on our strengths as an integrated service provider to offer integrated billing and collection services. For example, we
provide our business customers a single bill covering multiple services for ease of payment. We also integrate the billing systems for different
services and distribute unified recharge cards that can be used to recharge various pre-paid services, including pre-paid cellular services, long
distance telephony services and Internet dial-up services.

Cellular Services: Generally, we require individual GSM and CDMA subscribers to settle their accounts on a monthly
basis. Many of our post-paid cellular subscribers pre-deposit their service charges with us or commercial banks or
China Post that collect payment for us. We offer a certain level of credit to these subscribers in some service areas.
Subscribers may pay in person at our service centers, retail outlets of our sales agents, branches of China Post, or by
direct debit at some commercial banks. We generally disable a post-paid subscriber from making outgoing calls if the
account is more than 30 days overdue and terminate the account if it is overdue for more than three months after that.
Payment delinquency generally does not occur for our pre-paid services.

Long Distance, Data and Internet Services: We adopt different payment methods for different customer segments. We
register business customers and some residential customers, establish credit limits for them and require them to settle
their account balances on a monthly basis. We have established a national settlement center and three regional billing
centers for our long distance services. We also distribute pre-paid cards for circuit switched long distance services, IP
telephony services and Internet services.
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Paging Services: We generally require our paging subscribers to pre-pay the monthly fees for at least one month. We
generally suspend a subscriber s service if the subscriber does not renew the service upon the expiration of the prepaid
period and terminate the account if it is overdue for more than three months.
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Research and Development

We have established a new product development center in 2001, which focuses on developing new services and supporting our various business
segments. Main projects of the product development center in 2002 include those relating to:

our nationwide CDMA intelligent network, including technologies that would enable nationwide
CDMA VPN services,

CDMA 1X technology and wireless data services, and

other 1X-related technologies, including the use of 1X technology to upgrade GSM networks.

Competition

Cellular Competition

Our main competitor in the cellular communications business is China Mobile. China Mobile continues to have competitive advantages over us
in brand name, market share, financial resources and network management experiences. To compete against China Mobile, we continue to
optimize our GSM networks, enhance network quality, develop value-added services and improve customer service, and leverage our pricing
flexibility. We also seek to leverage our position as a fully integrated telecommunications operator and bundle our cellular services with other
services, provide convenience to customers and fully utilize the resources of our Internet business in the development and management of our
wireless data services. In addition, we target our CDMA services at mid- to high-end cellular subscribers and leverage the advantages of CDMA
technology to increase service quality and improve brand image.

Our cellular services also compete with the wireless local communications services of China Telecom and China Netcom, known as Little
Smart , which are based on their fixed line networks and primarily utilize PHS technology. These services were previously offered primarily in
small- to medium-sized cities, but have been introduced in most major cities nationwide. The Little Smart services reportedly have attracted
over 10 million subscribers in China and compete with us mostly in the lower end of the cellular market. Although many cellular users use

Little Smart services as a supplement, rather than an alternative, to their existing cellular services, the availability of Little Smart services has
reduced the overall usage volume of our cellular services. The main advantage of Little Smart services is their lower tariff rates. However, they
generally have limited network coverage and roaming capability.

Since the launch of our CDMA cellular services in 2002, we have pursued a policy of coordinated development of our GSM and CDMA cellular
businesses. While our GSM cellular business focuses on the mass-market, our CDMA services primarily targets mid- and high-end customers
while serving low-end users at the same time. Accordingly, usage fees and package service plans for our CDMA cellular services are generally
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higher than those for our GSM cellular services. In 2002, a majority of CDMA new subscriber additions are either users migrating from the
GSM services of our competitor or first-time cellular users, reflecting the differentiated customer segmentation of our two cellular services.

Long Distance Telephony Competition

The Chinese government restructured the fixed line incumbent China Telecom in 2002. Pursuant to the restructuring, the telecommunications
assets of the former China Telecom in 10 northern provinces in
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China were split off in May 2002 and merged with CNCL and Jitong to form China Netcom. China Telecom retained the telecommunications
assets in the remaining 21 provinces and the brand name of China Telecom. Currently, both China Netcom and China Telecom provide fixed
line telecommunications services. In addition, China Railcom is also licensed to provide circuit switched long distance services in China and
launched its long distance services in China in 2001.

China Telecom and China Netcom are the dominant providers and our primary competitors in the circuit switched long distance business in their
respective service areas. They have advantages over us in their respective service areas in brand name, market share, financial resources, service
area coverage, extensive access networks and experience in fixed line telecommunications business. However, the separation of China Telecom
into two companies along geographic lines weakened the competitiveness of the resulting entities on a nationwide basis.

We started to provide circuit switched long distance telephony services in 2000 and reached a market share of 11.5% in terms of total outgoing
long distance call minutes in 2002. Since our network has been constructed recently and is equipped with the latest technology and advanced
features, it enables us to offer a variety of high-quality services. Our long distance telephony services are also supported by a centralized billing
system. Our services are hindered by our lack of fixed line telephone number resources.

Our IP telephony services currently face intense competition from China Telecom, China Mobile and China Netcom. Currently, China Telecom
and China Netcom are the market leaders in their respective service areas. The MII deregulated the tariffs of this market in 2001 and
international long distance telephony rates fell significantly afterwards.

Data and Internet Competition

China Telecom and China Netcom are our major competitors in the data services business in their respective service areas. While there are
many retail Internet service providers in China, China Telecom and China Netcom have leading positions in the Internet access market and are
the largest wholesale Internet service providers in their respective serviced areas. However, the separation of the fixed line incumbent China
Telecom into China Telecom and China Netcom in 2002 has served to enhance our competitive advantage. Our data and Internet networks have
nationwide access, which offers convenience and flexibility to our institutional customers, whereas the respective networks of China Telecom
and China Netcom only extend to their respective service areas. We recently obtained the approval to operate and franchise a nationwide chain
of Internet cafes.

The advanced features and design of our backbone network allow us to provide nationwide high quality virtual private network services, which
are specifically tailored to the high-usage corporate customers and retail Internet service providers that we target. We are also building advanced
metropolitan area networks and integrated access networks that allow us to connect to key commercial buildings throughout China. We also
continue to cooperate with medium- to small-sized Internet service providers and other companies that have broadband access to concentrated
residential areas and cable operators to expand our broadband services.

Paging Competition
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Competition in the paging industry in China is extremely intense, resulting in significant price decreases over the last several years. We are the
dominant paging operator in China. The rest of the paging services market in China is comprised of hundreds of paging service providers, each
with a small individual market share. In addition, cellular communications services increasingly compete with, and substitute, paging services.
We believe that we have a competitive advantage over our competitors in the paging
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industry because we have a dominant market position, an advanced paging network, the broadest coverage in China, a well recognized brand

name and comprehensive customer services coverage. We continue to optimize our paging networks and improve service quality and

efficiency. We are also actively pursuing new customers through bundling paging services with our other services, such as Paging-Cellular

Interlink, Unicom Assistant and other call center services. See B. Business Overview Cellular Services GSM Cellular Services Wireless Data
and Other Value-Added Services under this Item 4.

Trademarks

We conduct our businesses under the Unicom name and logo. Unicom Group is the registered proprietor in China of the Unicom trademark in
English and the trademark bearing the Unicom logo. Unicom Group has also applied and became the registered proprietor of the trademark of
the word Unicom in Chinese. Unicom Group has granted us the right to use these trademarks on a royalty-free basis, and to license to us any
trademark that it registers in China in the future which incorporates the word Unicom in Chinese.

Regulatory and Related Matters

The telecommunications industry in China is subject to a high degree of government regulation. The primary regulatory authority of the Chinese
telecommunications industry is the MII, which since March 1998 has assumed responsibility for the telecommunications regulatory functions
previously performed by the former MPT and the State Radio Regulatory Commission. The State Council, the State Development and Reform
Commission (the former State Development Planning Commission), the Ministry of Commerce (formerly, the Ministry of Foreign Trade and
Economic Cooperation) and other governmental authorities also maintain regulatory responsibilities over certain aspects of the Chinese
telecommunications industry.

The MII, under the supervision of the State Council, is responsible for, among other things:

formulating and enforcing industry policies and regulations, as well as technical standards,
granting telecommunications service licenses,
supervising the operations and quality of service of telecommunications service providers,

allocating and administering telecommunications resources such as spectrum and number
resources,

together with other relevant regulatory authorities, formulating tariff standards for
telecommunications services,

formulating interconnection and settlement arrangements between telecommunications networks,
and
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maintaining fair and orderly market competition among service providers.

The MII has established a Telecommunications Administration Bureau in each province, which is mainly responsible for enforcement of
telecommunications policies and regulations in that province.

The MII is in the process of drafting a telecommunications law that, once adopted by the National People s Congress, will become the basic
telecommunications statute and provide the principal legal framework for telecommunications regulations in China. It is currently uncertain
when the law will be adopted and become effective.
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Telecommunications Regulations

The State Council promulgated the Telecommunications Regulations, which became effective as of September 25, 2000. The
Telecommunications Regulations are substantially consistent with, and are primarily intended to streamline and clarify, the existing rules and
policies for the telecommunications industry. They provide the current primary regulatory framework for China s telecommunications industry
in the interim period prior to the adoption of the proposed telecommunications law.

The Telecommunications Regulations are intended to develop a transparent and fair regulatory environment to foster orderly competition and
encourage development in the telecommunications industry. The Telecommunications Regulations address all key aspects of the
telecommunications industry, including entry into the industry, scope of business, tariff setting, interconnection arrangements, quality of
services, technology standards and allocation of telecommunications resources.

Entry into the Industry

The Telecommunications Regulations adopt the existing regulatory distinction between basic and value added telecommunication services. An
addendum to the Telecommunications Regulations sub-categorizes basic and value added telecommunication services. In February 2003, the
MII revised the addendum to the Telecommunications Regulations; and the revised addendum took effect in April 2003. Basic
telecommunications services include, among others, fixed line local and domestic long distance telephony services, international
telecommunications services, IP telephony services, mobile voice and data services, Internet and other public data transmission services, lease or
sale of network elements, and paging services. Value added telecommunications services include, among others, e-mail, voice mail, electronic
data interchange, Internet access, Internet content and video conferencing services. Providers of any basic telecommunications services as well
as providers of value added services in two or more provinces in China must apply for licenses from the MII. Licenses for basic
telecommunications services will be granted through a tendering process.

After its accession to the WTO in December 2001, China has promulgated the Administrative Regulations on Telecommunications Companies
with Foreign Investment, effective on January 1, 2002, implementing its commitments to the WTO. Those commitments include the gradual
reduction of foreign ownership restrictions in the telecommunications industry and the step-by-step opening of the telecommunications market
in China to foreign operators. However, the presence or absence of foreign investments in an applicant for telecommunications licenses will
presumably bear no direct relation to the decision on whether to issue licenses, in as much as the issuance of new licenses is governed by a
separate set of rules and regulations. The specific market-opening commitments China made to the WTO regarding fixed line services and
mobile services are as follows.

For fixed line services:

() Within three years after accession: foreign service providers will be permitted to establish joint
venture enterprises and provide services in and between the cities of Shanghai, Guangzhou and Beijing; foreign
ownership in such joint ventures shall be no more than 25%;
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) Within five years after accession: the services areas will be expanded to include services in and
between an additional 14 cities; foreign ownership shall be no more than 35%; and
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3) Within six years after accession: there will be no geographic restriction and foreign ownership shall
be no more than 49%.

For mobile voice and data services:

(1) Upon accession: foreign service providers will be permitted to establish joint venture enterprises and
provide services in and between the cities of Shanghai, Guangzhou and Beijing; foreign ownership in such joint
ventures shall be no more than 25%;

) Within one year after accession: the services areas will be expanded to include services in and
between an additional 14 cities; foreign ownership shall be no more than 35%;

3) Within three years after accession: foreign ownership shall be no more than 49%; and

“) Within five years after accession: there will be no geographic restriction.

The MII has promulgated Measures on the Administration of Telecommunication Business Licenses, which took effect on January 1, 2002.
Those rules apply to the application for, examination and approval of, telecommunications business licenses in China.

Spectrum and Network Number Resources

The MII allocates all telecommunications-related frequencies, including those used in cellular, paging and microwave operations. The 800
MHZ, 900 MHZ and 1,800 MHZ frequency bands have been reserved for mobile cellular applications and parts of the 150 MHZ and 280 MHZ
frequency bands have been reserved for paging applications. The frequency assigned to a licensee may not be leased or transferred without
obtaining the approval of the MII.

The relevant government authorities notified us of an increase in spectrum usage fees in May 2002. Prior to the increase, spectrum usage fees
for GSM networks were charged at the rate of RMB1 million per MHz of frequency (upward and downward frequencies are aggregately charged
as one MHz of frequency) while CDMA networks were not subject to the payment of any spectrum usage fees. From July 1, 2002, the standard
spectrum usage fees for GSM networks and CDMA networks will be charged at the annual rate of RMB15 million per MHz of frequency per
year (upward and downward frequencies are charged separately) progressively over a period of three years and a period of five years,
respectively. The current allocation of spectrum usage fees between Unicom Group and us based on the number of subscribers remains
unchanged.
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The MII is also responsible for the administration of network number resources within China, including cellular network numbers and subscriber
numbers. In January 2003, it issued the Administrative Rules for Telecommunications Network Numbers, which took effect on March 1, 2003.
According to these rules, the telecommunications network number resources are properties of the Chinese government, and the use of number
resources by any telecommunications operator is subject to the approval of MII. Users of number resources, including us, are required to pay a

usage fee to the Chinese government. However, the standard for the usage fee has not yet been determined. It is also not
clear when the standard for the usage fee will be determined and when we will be required to pay such fee. The new
rules also provide for procedures for application for the use, upgrade and adjustment of number resources by
telecommunications operators.
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Tariff Setting and Price Controls

The levels and categories of our current tariffs are subject to regulation by various government authorities, including the MII, the State
Development and Reform Commission (the former State Development and Planning Commission), and, at the local level, the relevant provincial
Telecommunications Administration Bureaus and price regulatory authorities. Under the Telecommunications Regulations, telecommunications
tariffs are categorized into state-fixed tariffs, state-guidance tariffs and market-based tariffs. For example, there are state-guidance tariffs for
cellular services, fixed line telephony services and leased lines services that are set jointly by the MII and the State Development and Reform
Commission. Tariffs for telecommunications services where adequate competition has already developed may be set by the service providers as
market-based tariffs. In 1997, the Chinese government granted us preferential treatment by allowing us to vary our cellular tariffs by up to 10%
from the state-guidance rates.

The government is required to hold public hearings before setting or changing important state-tariff rates, which are attended by
telecommunication operators, consumers and others. Operators are required to provide complete and adequate cost data and other materials for
those hearings.

In December 2000, the MII, the former State Development Planning Commission and the Ministry of Finance jointly issued a tariff adjustment
circular, which provides for tariff adjustments for a wide range of telecommunications services. Effective from February 21, 2001, we have
adopted these government tariff adjustments.

Interconnection Arrangements

In 1999, the MII issued provisional regulations on interconnection and settlement arrangements. These regulations contain specific provisions
regarding, among other things, revenue sharing methods and settlement mechanisms and interconnection agreements among telecommunications
service providers. The Telecommunication Regulations reaffirmed the obligations of dominant telecommunications operators in China to
provide interconnection with other operators.

The MII adjusted the interconnection revenue sharing and settlement arrangements, effective retroactively from March 21, 2001. We have
entered into interconnection and settlement agreements with China Telecom, China Netcom, China Mobile and China Railcom that implemented
the regulatory requirements.

The following table sets forth our interconnection revenue sharing and settlement arrangements with fixed line operators and China Mobile for
local calls before and after the regulatory adjustment in 2001.

Network from Network at Old Settlement
which calls originated which calls terminated Arrangement New Settlement Arrangement

|Unicom s cellular network
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[Fixed line operators public fixed
line network

(1) Unicom collects the cellular
lusage charge from its subscribers
(2) Unicom pays RMBO0.05 per
minute to fixed line operators

(1) Unicom collects the local
cellular usage charge from its
subscribers

(2) Unicom pays RMB0.006
per 6 seconds to fixed line
operators

[Fixed line operators public
fixed line network

[Unicom s cellular network

INo revenue sharing or settlement

INo revenue sharing or
settlement
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Network from
which calls originated

Network at
which calls terminated

Old Settlement
Arrangement

New Settlement Arrangement

|Unicom s cellular network

China Mobile s cellular network

INo revenue sharing or settlement

INo revenue sharing or
settlement

(China Mobile s cellular
Inetwork

[Unicom s cellular network

INo revenue sharing or settlement

INo revenue sharing or
settlement

The following table sets forth our interconnection revenue sharing and settlement arrangement with fixed line operators and China Mobile for

domestic long distance calls before and after the regulatory adjustment in 2001.

Network from
which calls originated

Network at
which calls terminated

Old Settlement
Arrangement

New Settlement Arrangement

lUnicom s cellular network 4
area A

[Fixed line operators public fixed
lline network at area B, if through

the long distance network of such
fixed line operator

(1) Unicom collects the domestic
long distance tariff from its
subscribers

(2) Unicom keeps RMBO0.14 per
minute and pays the rest to fixed
line operators

(1) Unicom collects the
domestic long distance tariff and
local cal tariff from its
subscribers

(2) Unicom keeps RMBO0.006
per 6 seconds and pays the rest
of the domestic long distance
tariff to fixed line operators

[Fixed line operators public
fixed line network at area A

[Unicom s cellular network at area
B (through Unicom s transmissiof
line)

L

(1) Fixed line operators collect
the domestic long distance tariff
(2) Fixed line operators keep
RMBO0.14 per minute from their
subscribers and pay the rest to
[Unicom

(1) Fixed line operators collect
the domestic long distance tariff
from their subscribers.

(2) Fixed line operators
keep RMBO0.006 per 6
seconds and pay the rest to
[Unicom

[Fixed line operators public
fixed line network at area A

[Fixed line operators public fixed
line network at area B, if through
the long distance network of
[Unicom

(1) Fixed line operators on the
originating end collect the
domestic long distance tariff from
their subscribers

(2) Fixed line operators
[keep RMBO0.14 per minute
and pay the rest to Unicom
(3) No settlement between
[Unicom and fixed line
operators on the receiving
end

(1) Fixed line operators on the
originating end collect the
domestic long distance tariff
ifrom their subscribers

(2) Fixed line operators
[keep RMBO0.006 per 6
seconds and pay the rest to
[Unicom

(3) Unicom then pays
RMBO0.006 per 6 seconds
to fixed line operators on
the receiving end
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China Mobile s cellular network 4
area B (through China Mobile s
transmission line)

(1) Unicom collects the domestic
long distance tariff and local call
tariff from its subscribers

(2) Unicom keeps
RMBO.14 per minute and
pays the rest to China
Mobile

(1) Unicom collects the
domestic long distance tariff and
local call tariff from its
subscribers

(2) Unicom keeps
RMBO0.006 per 6 seconds
and pays the rest of the
domestic long distance
tariff to China Mobile

(China Mobile s cellular
network at area A

B (through Unicom s transmissiof
lline)

[Unicom s cellular network at area|

(1) China Mobile collects the
domestic long distance tariff and
local call tariff from its
subscribers

(2) China Mobile keeps
RMBO.14 per minute and
pays the rest to Unicom

(1) China Mobile collects the
domestic long distance tariff and
local call tariff from its
subscribers

(2) China Mobile keeps
RMBO0.006 per 6 seconds
and pays the rest of the
domestic long distance
tariff to Unicom
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The following table sets forth our interconnection revenue sharing and settlement arrangement with fixed line operators for international long

distance calls through their international gateways before and after the regulatory adjustment in 2001.

Type of calls

Old Settlement Arrangements

New Settlement
Arrangements

Outgoing calls from
lUnicom s cellular network

(1) Unicom collects the
international long distance

tariff and local call
tariff from its
subscribers

(2) Unicom keeps
RMBO0.20 per minute
and pays over the rest
of the international
long distance tariff to
fixed line operators

(1) Unicom collects the
linternational long distance

tariff and local call
tariff from its
subscribers

(2) Unicom keeps
IRMB0.006 or
IRMBO0.054 per 6
seconds (depending on
whether through
[Unicom s domestic
long distance
transmission line) and
pays the rest of the
international long
distance tariff to fixed
line operators

Incoming calls to Unicom s
cellular network

(1) Unicom receives
RMBO0.63 or RMB0.07 per
minute from fixed line
operators (depending on
whether through Unicom s
domestic long distance

transmission line)

(1) Unicom receives
IRMB0.054 or RMBO0.006
per 6 seconds from fixed
lline operators (depending
on whether through
[Unicom s domestic long

distance transmission line)

The following table sets forth our interconnection revenue sharing and settlement arrangements with fixed line operators for IP telephony long
distance calls through our network before and after the regulating adjustment in 2001.

Network from which
calls originated

Network at which calls
terminated

Old Settlement
Arrangement

New Settlement
Arrangement

lUnicom s cellular network 4
area A

t

[Fixed line operators public

line network at area B (if through
[Unicom s IP telephony network)

fixed INo revenue sharing or

settlement

(1) Unicom collects the IP
telephony long distance charges

and local call tariff from
its subscribers

(2) Unicom pays
RMBO0.006 per 6 seconds
to fixed line operators on
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the receiving end

[Fixed line operators public
fixed line network at area A

[Fixed line operators public fixed
lline network at area B (if through
[Unicom s IP telephony network)

INo revenue sharing or
settlement

(1) Unicom collects the IP
telephony long distance charges
from its subscribers

(2) Unicom pays RMBO0.006
per 6 seconds to fixed line
operators on the receiving end
(3) No settlement between
[Unicom and fixed line operators

on the originating end

Technical Standards

The MII sets industry technical standards for the Chinese telecommunications industry. Most of the standards set by the MII conform to the

standards recommended by the International Telecommunications Union and other international telecommunications standards organizations. In

cases where the MII has not set certain industry technical standards, we set our own enterprise technical
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standards. The MII also requires all network operators in China to purchase only telecommunications equipment certified by the MII, including

cellular and paging equipment, radio equipment and interconnection terminal equipment.

Universal Services

Under the Telecommunications Regulations, telecommunications service providers in China are required to fulfill universal service obligations
in accordance with relevant regulations to be promulgated by the Chinese government, and the MII has been authorized to delineate the scope of
its universal service obligations. The MII may also select universal service providers through a tendering process. The MII, together with the
finance and pricing authorities, is also responsible for formulating administrative rules relating to the establishment of a universal service fund

and compensation schemes for universal services. These rules have not yet been promulgated and there are currently no specific regulatory

requirements relating to the provision of universal services in China.

Capital Investment

To ensure the orderly development of telecommunications infrastructure and services in China, the State Council has authorized the MII to

approve any plan to establish a nationwide telecommunications network or a network involving a total capital investment of RMBS50 million to
RMB200 million. The State Council has also authorized the State Development and Reform Commission and the State Economic and Trade

Commission to exercise responsibility over the approval of specific aspects of such investment projects. Approval from the State Council is

required for any investment project with a total capital investment in excess of RMB200 million. Unicom Group is authorized to approve any
project with a total investment of less than RMB 50 million, which is equivalent to the approval level delegated to provincial government and

ministry authorities.

C. Organizational Structure

We are incorporated in Hong Kong and are 77.47% indirectly owned by the Unicom Group and 22.53% owned by public shareholders as of the
date of this annual report. Set forth below are details of our significant subsidiaries:

Name of Subsidiary

Country of Incorporation

Ownership Interest

(China Unicom Corporation Limited China 100%
[Unicom New Century

[Telecommunications Corporation Limited,

or Unicom New Century* China 100%
Guoxin Paging Corporation Ltd.** China 100%
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* Held through our direct wholly-owned subsidiary Unicom New Century (BVI) Limited.

o Held through our wholly-owned subsidiary CUCL.

D. Properties

Our principal executive offices are located in Beijing. We also maintain executive offices in Hong Kong. We own and lease a large number of
offices, retail outlets, equipment rooms and base stations throughout China. For some of those properties we own, we have not obtained land
use rights certificates or
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building ownership certificates. In some cases, we have not entered into formal lease agreements with the lessors or the lessors do not possess
requisite title certificates. We believe that it is unlikely that we would be denied our right to use a large number of these properties at any given
time. Our controlling shareholder, Unicom Group, has agreed to indemnify us against any loss or damages incurred by us that are caused by or
arising from any challenge of, or interference with, our right to use these properties.

Item 5. Operating and Financial Review and Prospects
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You should read the following discussion and analysis together with the selected financial data set forth in Item 3 and the consolidated financial
statements included in this annual report. The financial statements have been prepared in accordance with Hong Kong GAAP, which differs in a
number of material respects from US GAAP. Note 41 to the consolidated financial statements summarizes the significant differences between
Hong Kong GAAP and US GAAP as they relate to our financial statements and provides a reconciliation to US GAAP of our net income and
shareholders equity.

Under Hong Kong GAAP, we have adopted the purchase method to account for our acquisition of Unicom New Century, which became
effective on December 31, 2002 under the acquisition agreement. Under the purchase method, the results of operations and financial condition

of the acquired entity are included in the consolidated financial statements of the acquiring entity from the date of the acquisition. Since the
effective date of the acquisition was December 31, 2002, our consolidated financial statements included in this annual
report do not include the results of operations of Unicom New Century. Our consolidated balance sheet as of
December 31, 2002 includes the financial position of Unicom New Century, with the difference between the cost of
the acquisition and the fair value of the identifiable assets and liabilities acquired being recognized as goodwill, which
is amortized on a straight line basis over its beneficial life of 20 years.

Under US GAAP, the acquisition has been accounted for as a transfer of businesses under common control. Under this method the acquired
assets and liabilities have been accounted for at their historical cost under US GAAP and the consolidated financial statements for all periods
presented have been retroactively restated as if the acquired entity had always been part of the acquirer. This method is reflected in the

significant differences between Hong Kong GAAP and US GAAP provided in Note 41 to our consolidated financial
statements.

Overview

We are an integrated provider of telecommunications services in China and offer a wide range of telecommunications services, including the
following, which also constitute our major operating segments:

GSM cellular service in seventeen provinces and four municipalities (nine provinces and three
municipalities prior to the acquisition of Unicom New Century);

CDMA cellular service in seventeen provinces and four municipalities (nine provinces and three
municipalities prior to the acquisition of Unicom New Century);

Circuit switched international and domestic long distance service nationwide in China;

IP telephony based international and domestic long distance and data and Internet services
nationwide in China; and
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Paging services nationwide in China.
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The table below sets forth operating revenue from our major businesses and the respective percentage of our total operating revenue in 2000,
2001 and 2002.

For the year ended December 31,
2000 2001 2002
% of Total % of Total % of Total

RMB in Operating RMB in Operating RMB in Operating

millions Revenue millions Revenue millions Revenue
[Total revenue 23,692 100.0% 29,393 100.0% 40,577 100.0%
Total service revenue 21,767 91.9% 28,156 95.8% 38,333 94.5%
GSM 12,188 51.5% 20,505 69.8% 27,388 67.5%
CDMA 3,225 8.0%
[Long distance revenue 556 2.3% 1,489 5.1% 2,766 6.8%
Data and Internet revenue 540 2.3% 1,820 6.2% 2,793 6.9%
Paging 8,483 35.8% 4,342 14.7% 2,161 5.3%
Sales from
telecommunications products 1,925 8.1% 1,237 4.2% 2,244 5.5%

Our service revenue comes primarily from the following:

Usage fees for our GSM, CDMA, long distance and data and Internet services, including, for our
cellular subscribers, roaming-out fees for calls made by them outside their local service areas. We recognize usage fee
revenue when the service is rendered.

Monthly fees, of fixed amounts, charged to certain of our GSM, CDMA, data and Internet and
paging subscribers for access to the relevant service. We recognize monthly fee revenue in the month during which
the services are rendered.

Connection fees are one time activation fees charged to our GSM cellular and paging subscribers
prior to July, 2001 (no longer charged since then). We recognize connection fee revenue upon activation of service
under Hong Kong GAAP.

Interconnection revenue from other telecommunications operators, including Unicom Group, for
calls made from their networks to our networks and roaming-in fees for calls made by cellular subscribers of other
operators using our cellular networks. We recognize interconnection revenue when the relevant calls are made by
subscribers.
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Leased line rental revenue from leases of transmission lines on our networks to Unicom Group,
business customers and other telecommunications carriers in the PRC. We recognize leased line rental revenue on a
straight-line basis over the relevant lease term.

Other revenue primarily from valued-added services, such as short message services. We
recognize revenue for valued-added services when the services are rendered.

Sales of telecommunication calling cards, representing prepaid service fees, are recorded as
advances from customers and recognized as revenue when the service is rendered upon actual use of the cards.
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We receive revenue from sales of telecommunications products, including handsets and accessories, SIM cards for our GSM service, UIM cards
for our CDMA service and pagers. We recognize revenues from sales of telecommunications products upon passage of title to the buyer. Our
revenue from sales of telecommunications products in 2002 include sales of RMB 488 million of CDMA handsets by our indirect, non-wholly
owned subsidiary, Guomai, to Unicom Group. We believe that the selling price to Unicom Group reflects fair market value and is not lower
than the price for sales by Guomai to independent third parties. See Note 33 to our consolidated financial statements. Since Guomai is a
subsidiary of Guoxin Paging, these revenues are recognized in our paging segment.

Along with the rapid growth of China s telecommunications industry, particularly in the cellular communications sector, our total operating
revenue increased at an annual compound rate of 30.9% between 2000 and 2002. This increase was primarily the result of the
continued growth in revenue of our cellular business, including the growth of our CDMA service since its introduction
in 2002, as well as the strong growth of our long distance, data and Internet services. Our paging revenue has
declined over this period as China s paging market has declined. We believe that the growth of our cellular businesses
and our long distance, data and Internet businesses have resulted in developments in our revenue structure that reflect
our strategy of targeting high growth, high margin areas of China s telecommunications industry. Service revenue
from our cellular businesses as a percentage of total operating revenue increased from 51.5% in 2000 to 75.5% in
2002. Service revenue from long distance, data and Internet businesses increased to 13.7% of operating revenue in
2002, from 4.6% of our total operating revenue in 2000. At the same time, service revenue from our paging business
as a percentage of total operating revenue decreased from 35.8% in 2000 to 5.3% in 2002. We aim to further leverage
our position as an integrated telecommunications operator in order to continue to drive the growth of our GSM and
CDMA cellular businesses and long distance, data and Internet businesses.

The following table sets forth our major operating expense items and operating income, both in terms of amount and as a percentage of total
operating revenue in 2000, 2001and 2002.

For the year ended December 31,

2000 2001 2002
% of Total % of Total % of Total

RMB in Operating RMB in Operating RMB in Operating

millions Revenue millions Revenue millions Revenue
Total Operating Revenue 23,692 100.0% 29,393 100.0% 40,577 100.0%
Total Operating Expenses 18,470 78.0% 24,129 82.1% 33,253 82.0%
Leased line and network
capacities 1,158 4.9% 853 2.9% 1,583 3.9%
Interconnection charges 1,380 5.8% 2,073 7.1% 3,230 8.0%
Depreciation and amortization 5,734 24.2% 8,262 28.1% 11,256 27.7%
Personnel 1,770 7.5% 2,487 8.5% 3,335 8.2%
Selling and marketing 2,492 10.5% 3,613 12.2% 5,981 14.8%
General, administrative and
other expenses 3,743 15.8% 5,499 18.7% 5,632 13.9%
Cost of telecommunications
products sold 2,193 9.3% 1,342 4.6% 2,236 5.5%
Operating income 5,222 22.0% 5,264 17.9% 7,324 18.0%
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Our major operating expenses include the following:

Leased line and network capacities charges, representing lease expenses for transmission capacity
from other operators and CDMA network capacities from Unicom Group;
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Interconnection expenses, representing amounts paid to other operators, including Unicom Group,
for calls from our networks to their networks and roaming-out fees paid to other operators, including Unicom Group,
for calls made by our subscribers roaming in their networks;

Depreciation and amortization expenses, mainly relating to our property, plant and equipment and
other assets (other than deferred customer acquisition costs of certain CDMA contractual subscribers, which are
recorded under selling and marketing expenses);

Personnel expenses, representing staff salaries and wages, bonuses and medical benefits,
contributions to defined contribution pension schemes and housing benefits;

Selling and marketing expenses, including commissions, promotion and advertising expenses and,
beginning in 2002, amortization of deferred customer acquisition costs of certain CDMA contractual subscribers;

General, administrative and other expenses, primarily including operating lease expenses, repair
and maintenance costs, provision for doubtful debts and provisions for impairment in the value of property, plant and
equipment. Other components of general, administrative and other expenses include utilities, general office expenses
and travel expenses; and

Costs of telecommunications products sold.

As a percentage of total operating revenue, total operating expenses stayed approximately the same, at 82.0% in 2002 as compared with 82.1%
in 2001. We continue to aim to strengthen management, integrate our businesses and control costs to achieve greater overall efficiency.

For the first three months of 2003, our total unaudited revenue was RMB 15.98 billion, including RMB 10.02 billion from GSM
cellular services, RMB 3.41 billion from CDMA cellular services, RMB 0.50 billion from long distance services,
RMB 0.81 billion from data and Internet services, RMB 0.37 billion from paging services and RMB (.87 billion from
sale of telecommunications products.

Acquisition of Unicom New Century
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On December 31, 2002, we acquired Unicom New Century for cash, which held the GSM cellular assets and businesses and CDMA cellular
businesses in eight provinces and one municipality of Unicom Group. The acquisition further expands our cellular businesses in terms of the
size of the cellular markets we serve, the number of our cellular subscribers and the usage of our cellular services. Under the purchase method
of accounting for this transaction, in accordance with Hong Kong GAAP, our consolidated financial statements incorporate the results of
operations of Unicom New Century only from the date of the acquisition. Since the effective date of the acquisition was December 31, 2002,
our consolidated financial statements included in this annual report do not include the results of operations of Unicom New Century, but do
include the financial position of Unicom New Century as of December 31, 2002. We expect the acquisition to have a material impact on our
overall results of operations going forward.

Under US GAAP, the acquisition is accounted for as a transfer of businesses under common control. Under this method, the acquired assets and
liabilities are accounted for at their historical cost under US GAAP and the consolidated financial statements prepared under US GAAP for all
periods presented are retroactively restated as if the acquired entity had always been part of the acquirer since inception.
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The following are certain summary consolidated results of operational information for the years ended December 31, 2000, 2001 and 2002 and
financial position information as of December 31, 2001 and 2002 for us and Unicom New Century, as separate entities and on a combined basis
after the acquisition, prepared under US GAAP. The financial information prepared under US GAAP reflect retroactive restatement for the
acquisition and reconciliation for other differences from Hong Kong GAAP to US GAAP.

Unicom Unicom
(before (after
acquisition of acquisition of
Unicom New Unicom New Unicom New
Century) Century Elimination Century)
RMB_000 RMB_000 RMB_000 RMB_000
[For/as of the year ended December 31, 2002
Results of operations:
Operating revenue 40,243,016 11,560,705 (2,031,068 49,772,653
[Net income 4,499,286 651,326 (3,318 5,147,294
Basic earnings per share (RMB) 0.36 0.41
Financial position:
[Non-current assets 93,000,469 26,152,900 119,153,369
(Current assets 27,418,354 4,819,732 (825,599 31,412,487
Total assets 120,418,823 30,972,632 (825,599 150,565,856
INon-current liabilities 25,448,161 16,224,990 41,673,151
(Current liabilities 33,434,846 11,996,877 (822,281 44,609,442
Total liabilities 58,883,007 28,221,867 (822,281 86,282,593
IMinority interests 566,257 566,257
[Net assets 60,969,559 2,750,765 (3,318 63,717,006
[For/as of the year ended December 31, 2001
Results of operations:
Operating revenue 28,847,088 6,755,481 (752,780 34,849,789
Net income 4,722,432 351,889 5,074,321
Basic earnings per share (RMB) 0.38 0.40
Financial position:
Non-current assets 80,297,612 21,671,682 101,969,294
(Current assets 49,957,870 2,938,724 (694,274 52,202,320
Total assets 130,255,482 24,610,406 (694,274 154,171,614
INon-current liabilities 39,257,465 16,017,811 55.275.276
(Current liabilities 28,916,871 8,061,039 (694,274 36,283,636
Total liabilities 68,174,336 24,078,850 (694,274 91,558,912
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Minority interests 829.405 829,405
INet assets 61,251,741 531,556 61,783,297
IFor the vear ended December 31, 2000

Results of operations:

Operating revenue 22,776,156 2,831,151 (525,161 25,082,146
INet income 2,181,329 (222,817 1,958,512
Basic earnings per share (RMB) 0.19 0.17
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Critical Accounting Policies

The preparation of our financial statements and this annual report requires us to make estimates and assumptions that affect the reported and
disclosed amounts of assets and liabilities, including contingent assets and liabilities, as at the relevant dates and revenue and expenses for the
relevant periods. We have identified the accounting policies and estimates below as critical to our business operations and an understanding of
our results of operations and financial position. The impact and any associated risks related to these policies on our business operations are
discussed throughout this Item 5 where such policies affect our reported and expected financial results. For a discussion of the application of
these and other accounting policies, see Notes 3 and 41 to our consolidated financial statements included in this annual report. There can be no
assurance that actual results will not differ from those estimates and assumptions.

Deferral of CDMA Customer Acquisition Costs

We have been operating the CDMA business since the beginning of 2002. In order to accelerate the development of the CDMA business and
subscriber growth, we have offered certain promotional packages since the second half of that year. As part of the contractual arrangements

with certain CDMA contractual subscribers under these special promotional packages, CDMA mobile phone handsets were provided to the
subscribers for their use at no additional cost to them during the specified contract periods, which range from 6 months to 2 years. In return, the
subscribers are required to incur a minimum amount of service fees during the contract period. If the contractual subscribers can fulfill the
minimum contract spending amounts by the end of the contract period, they will not be obliged to repay the remaining costs of the CDMA
handsets given for their use. In addition, to secure contract performance, these subscribers are required under their contracts to (1) prepay

certain non-refundable amounts of service fees or deposits, (2) maintain a bank deposit in one of several designated commercial banks to secure
their minimum contract amounts, or (3) provide a guarantor who will compensate us for any loss in the event of the subscriber s non-performance
of related contractual obligations.

We consider the costs of the handsets provided to subscribers under these promotional packages as part of the deferred customer acquisition
costs for the development of these new CDMA contractual subscribers. Such customer acquisition costs are deferred, to the extent recoverable,
and amortized over the contract periods to match the actual or minimum contract spending amounts, whichever are higher. The details of the
amortization charges (recorded under selling and marketing expenses) for 2002 and carrying amounts of such deferred customer acquisition

costs as at year-end under different types of promotional packages for CUCL are set out below (expressed in millions of Renminbi):

Promotion Packages
Bank
Service fee Bank_ deposit Guaranteed Guaranteed Guaranteed
received in Deposit deposit (Non- by by by
advance received (Restricted) Restricted) government corporations individuals Total
lJAmortization
of deferred
customer
acquisition
costs of
CDMA
contractual
subscribers in
2002 490 50 40 20 30 420 340 1,390
1,870 90 130 90 150 1,320 520 4,170
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Note: As at December 31, 2002, there were approximately RMB 1,985 million of service fee received in advance, RMB102 million of deposit
received and RMB443 million of restricted bank deposits for purposes of ensuring subscriber usage commitments and recovery of handset costs.
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In addition, in connection with the preparation and reconciliation of our financial statements in accordance with US GAAP, the results of
operation for Unicom New Century have been reflected in the consolidated financial statements under US GAAP for all periods presented as if

the acquisition took place since inception. Details of deferred customer acquisitions costs, by different promotion packages
launched by Unicom New Century (expressed in millions of Renminbi):

Promotion Packages
Bank
Bank deposit

Service fee Guaranteed Guaranteed Guaranteed

received in Deposit deposit (Non- by by by
advance received (Restricted) Restricted) government corporations individuals Total

JAmortization
of deferred
customer
acquisition
costs of
CDMA
contractual
subscribers in
2002 210 50 80 90 310 740
Balances of
unamortized
deferred
customer
acquisition
costs of
CDMA
contractual
subscribers as

at December
31, 2002 670 70 370 580 130 1,820

Note: As at December 31, 2002, there were approximately RMB640 million of service fee received in advance, RMB48 million of deposits
received and RMB621 million of restricted bank deposit for purposes of ensuring subscriber usage commitments and recovery of handset costs.

We determined our accounting policy of deferring customer acquisition costs of certain CDMA contractual subscribers after a careful evaluation
of relevant specific facts and circumstances, and believe that the capitalization of such costs appropriately matches the future contractual
revenues due to (1) the high ARPUs and low churn, default or bad debt rates of these subscribers in 2002; (2) our established procedures and the
relative low cost of enforcement of contracts in default; and (3) the existence of specified contract periods with minimum contract spending
amounts and built-in contractual safeguarding measures such as non-refundable prepayments, bank deposits, and guarantees received, as well as
penalty clauses imposed on subscribers.

Therefore, we believe that the deferred handset costs are recoverable from future revenue to be derived from these promotional packages, and
the capitalization and amortization of these customer acquisition costs of certain CDMA contractual subscribers to match with future revenue is
an appropriate accounting policy. Furthermore, we continuously assess and evaluate the recoverability of these deferred costs, based on the
historical subscriber churn rate and the estimated default rate. Based on our current assessment and evaluation, we believe that no significant
recoverability problem existed on the carrying amounts of deferred customer acquisition costs as at December 31,