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SUMMARY OF THE INTERIM RESULTS FOR THE SIX MONTHS ENDED 30" JUNE 2008

Interim Results Highlights

1H2008 1H2007

(restated) y-0-y

RMB million RMB million change

Revenue from continuing operations 41,125 41,535 -1.0%
Total operating expenses (32,458) (31,581) +2.8%
Operating profit 9,419 10,164 -7.3%
Profit from continuing operations (a) 6,382 6,106 +4.5%
Profit from discontinued operations (b) - 624 -100.0%
Profit attributable to shareholders (a+b) 6,382 6,730 -5.2%
Pro-forma revenue* 40,620 40,680 -0.1%
Pro-forma EBITDA* 21,126 21,719 -2.7%
Pro-forma net profit* 5,877 5,251 +11.9%
EPS - basic RMBO0.95 RMB1.01 -5.9%
EPS — basic (from continuing operations) RMBO0.95 RMB0.92 +3.3%
DPS — interim - - N/A

Remark: (*) Excluding Discontinued Operations (Operations in Guangdong province and Shanghai Municipality and Asia Netcom)
as well as Upfront Connection Fees in both 1H07 and 1HO8

China Netcom reported a 5.2% y-0-y drop in net profit to RMB6.4 billion for 1H08, as its core fixed-line
business stayed under pressure amid continued mobile service substitution in the Mainland.

Excluding discontinued operations and upfront connection fees, China Netcom’'s revenue from
continuing operations dipped 0.1% y-0-y on a pro-forma basis to RMB40.6 billion in 1H08. The Group
reported a pro-forma EBITDA of RMB21.1 hillion in 1H08, down 2.7% y-0-y, while EBITDA margin fell
1.4 percentage points to 52.0% in 1HO08 from 53.4% a year earlier. On a pro-forma basis, China
Netcom’s bottom line would have been up by 11.9% y-o0-y at RMB5.9 billion.

EPS was RMBO0.95, against RMB1.01 in 1HO7. No interim dividend was declared (1HO7: nil). On a
pro-forma basis, the Group’s EPS of RMB0.95 in 1H08 was 3.3% higher from a year eatrlier.

As of 30 June 2008, the Group had total debts of RMB47.9 billion (31 Dec 2007: RMB51.6 billion).
With cash on hand of RMBA4.7 billion (31 Dec 2007: RMB5.4 billion), the Group’s net debt to
shareholders’ equity ratio eased to 50.75% at end of 1H08 from 56.3% as of 31 Dec 2007.

This report has been prepared solely for information purposes and we are not soliciting any action based upon it.
Neither this document nor its contents shall be construed as an offer, invitation, advertisement, inducement or
representation of any kind or form whatsoever. The information is based upon information which we consider
reliable, but accuracy or completeness is not guaranteed. Opinions expressed herein are subject to change without
notice. At time of this report, East Asia Securities Company Limited has no position in securities of the company or
companies mentioned herein, while its group companies may from time to time have interests in securities of the
company or companies mentioned herein.
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Business highlights
Breakdown of turnover (excluding discontinued operations) by activities

1H2008 1H2007 y-0-y

RMB million % RMB million % Change

Local usage fees 9,072 22.1% 10,281 24.8% -11.8%
Monthly telephone service 5,132 12.5% 6,697 16.1% -23.4%
Upfront installation fees 599 1.5% 653 1.6% -8.3%
Interconnection fees 3,951 9.6% 4,203 10.1% -6.0%
DLD usage fees 3,945 9.6% 4471 10.8% -11.8%
ILD usage fees 356 0.9% 411 1.0% -13.4%
Value-added services 2,993 7.3% 3,035 7.3% -1.4%
Broadband services 8,859 21.5% 6,383 15.4% +38.8%
Other internet-related service 301 0.7% 249 0.6% +20.9%
Managed data service 538 1.3% 641 1.5% -16.1%
Leased Line income 1,494 3.6% 1,189 29% +25.7%
Information communications tech. (ICT) service 1,882 4.6% 1,465 3.5% +28.5%
Advertising and media services 413 1.0% 94 0.2% +339.4%
Other Services 1,085 2.6% 908 22% +19.5%
Upfront connection fees 505 1.2% 855 2.1%  -40.9%
Total 41,125 100.0% 41,535 100.0% -1.0%

Pressure on fixed-line operations from mobile substitution remained intact in 1H08. The Group’s
traditional business (local voice, local long distance voice, interconnection and other services)
reported revenue of RMB24.1 billion, down 12.6% y-0-y and accounting for 59.4% (1HO7: 67.9%) of
the Group’s total revenue from continued operations on a pro-forma basis. The number of fixed-line
subscribers was down 4.1% y-0-y to 108.5 million. The trend of falling revenue per local voice user
continued in 1HO8. The Group’s local access ARPU (including local voice, long distance voice &
value-added services (VAS)) fell by 9.7% y-o0-y to RMB33.6.

Growth momentum of the Group’s innovative business (broadband & other internet-related services,
ICT, VAS, advertising & media business, business & data communications services) segment stayed
intact. For broadband, the number of subscribers grew 36.4% y-0-y to 23.55 million, boosting the
Group’s share in the northern China broadband market to 90.4% in 1HO8 from 88.9% in 1HO7.
Broadband ARPU grew 1.6% y-0-y to RMB68.5. As a result, the Group’s broadband revenue grew a
robust 38.8% y-0-y to RMB8.9 billion in 1H08. Overall, revenue from the innovative business segment
increased 26.2% y-0-y to RMB16.5 billion, accounting for 40.6% (1HO7: 32.1%) of the Group’s total on
a pro-forma basis.

Outlook & Prospects

Merging with China Unicom (HKEx: 00762) China Netcom will merge with China Unicom in the
latest sector reshuffle. Under the proposed merger plan, each Netcom share will be swapped for 1.508
new Unicom shares, and the Netcom shares will be delisted on 15" Oct 2008. The merged entity will
become an integrated mobile and telecom service provider, which will be headed by Unicom’s current
chairman and CEO.

More update on 3G development The Group management revealed that the Mainland authority is
studying new policies in order to reshape the competitive landscape of the country’s mobile industry in
the 3G era. Asymmetric regulations are seen being implemented to weaken bigger rival China
Mobile’s overwhelming size and form a more balanced 3G market. Besides, management also pointed
out that the merged entity is expected to receive the WCDMA license, which is more developed when
compared with the home-grown TD-SCDMA standard, in the 3G launch.

Valuation unattractive China Netcom is going to merge with China Unicom. The merged entity will
become a full service provider, operating GSM mobile services, broadband and fixed-line voice and
value added services. Trading at a post-merger 17x FY2009E P/E, Netcom’s valuation is not
attractive, as Unicom’s GSM operation stayed underperforming due to rivalry from China Mobile.
Accordingly, we recommend a “Sell” on the counter.

Recommendation: SELL
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Important Disclosure / Analyst Certification / Disclaimer

This document is published by East Asia Securities Company Limited, a wholly-owned subsidiary of
The Bank of East Asia, Limited (BEA).

The research analyst primarily responsible for the content of this report, in part or in whole certifies
that the views on the companies and their securities mentioned in this report accurately reflect
his/her personal views. The analyst also certifies that no part of his/her compensation was, is, or will
be, directly, or indirectly, related to specific recommendations or views expressed in this report.

This report has been prepared solely for information purposes and has no intention whatsoever to
solicit any action based upon it. Neither this report nor its contents shall be construed as an offer,
invitation, advertisement, inducement or representation of any kind or form whatsoever. The
information is based upon information, which East Asia Securities Company Limited considers
reliable, but accuracy or completeness is not guaranteed. Information and opinions expressed
herein reflect a judgment as of the date of this document and are subject to change without notice.
Any recommendation contained in this report does not have regard to the specific investment
objectives, financial situation and the particular needs of any specific addressee. This report is not to
be taken in substitution for the exercise of judgment by respective readers of this report, who should
obtain separate legal or financial advice. East Asia Securities Company Limited and / or The BEA
Group accepts no liability whatsoever for any direct or consequential loss arising from any use of
this report or further communication given in relation to this report.

At time of this report, East Asia Securities Company Limited has no position in securities of the
company or companies mentioned herein the report, while BEA along with its affiliates and/or
persons associated with any of them may from time to time have interests in the securities
mentioned in this report. BEA and its associates, its directors, and/or employees may have positions
in, and may effect transactions in securities mentioned herein and may also perform or seek to
perform broking, investment banking and other banking services for these companies.

BEA and/or any of its affiliates may beneficially own a total of 1% or more of any class of common
equity securities of the subject company or companies mentioned in this report and may, within the
past 12 months, have received compensation and/or within the next 3 months seek to obtain
compensation for investment banking services from the subject company or companies mentioned
in the report.

This document is not directed to, or intended for distribution to or use by, any person or entity who is
a citizen or resident of, or located in, any locality, state country or other jurisdiction, publication,
availability or use would be contrary to law and regulation.
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