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The Group’s accounting policies conform with IFRS which differ in certain significant respects from
accounting principles generally accepted in the United States of America (“US GAAP”). The significant
differences are set out below.

(a) Revaluation of property, plant and equipment
In connection with the Restructuring, the property, plant and equipment of the Company’s predecessor
operations were revalued as at 31 December 2001. The net revaluation deficit was reflected in the
consolidated financial statements as at 31 December 2001. Such revaluation resulted in an increase
directly to equity of RMB4,154 million with respect to the increase in carrying amount of certain
property, plant and equipment above their historical cost bases, and a charge to income of RMB11,930
million with respect to the reduction in carrying amount of certain property, plant and equipment below
their historical cost bases.

In connection with the First Acquisition, the property, plant and equipment of the First Acquired Group
were revalued as at 31 December 2002. The net revaluation deficit was reflected in the consolidated
financial statements as at 31 December 2002. Such revaluation resulted in an increase directly to equity
of RMB760 million with respect to the increase in carrying amount of certain property, plant and
equipment above their historical cost bases, and a charge to income of RMB14,690 million with respect
to the reduction in carrying amount of certain property, plant and equipment below their historical cost
bases.

In connection with the Second Acquisition, the property, plant and equipment of the Second Acquired
Group were revalued as at 31 December 2003. The net revaluation deficit was reflected in the
consolidated financial statements as at 31 December 2003. Such revaluation resulted in an increase
directly to equity of RMB1,537 million with respect to the increase in carrying amount of certain
property, plant and equipment above their historical cost bases, and a charge to income of RMB14,832
million with respect to the reduction in carrying amount of certain property, plant and equipment below
their historical cost bases.

In accordance with Group’s accounting policy, the property, plant and equipment of the Group were
revalued as at 31 December 2004. The net revaluation deficit was reflected in the consolidated financial
statements as at 31 December 2004. Such revaluation resulted in an increase directly to equity of
RMB1,233 million with respect to the increase in carrying amount of certain property, plant and
equipment above their historical cost bases, and a charge to income of RMB1,262 million with respect to
the reduction in carrying amount of certain property, plant and equipment below their historical cost
bases.
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Under US GAAP, property, plant and equipment are stated at their historical cost less accumulated
depreciation unless an impairment loss has been recorded. An impairment loss on property, plant and
equipment is recorded under US GAAP if the carrying amount of such asset exceeds its future
undiscounted cash flows resulting from the use of the asset and its eventual disposition. The future
undiscounted cash flows of the Group’s property, plant and equipment, whose carrying amount was
reduced as a result of the above revaluations, exceed the historical cost carrying amount of such
property, plant and equipment and, therefore, impairment of such assets is not appropriate under US
GAAP. Accordingly, the revaluation reserve recorded directly to equity and the charges to income
recorded under IFRS as a result of the above revaluations, are reversed for US GAAP purposes.

However, as a result of the tax deductibility of the net revaluation deficit, a deferred tax liability related
to the net revaluation deficit is created under US GAAP with a corresponding decrease in equity.

(b) Disposal of revalued property, plant and equipment
Under IFRS, on disposal of a revalued asset, the related revaluation surplus is transferred from the
revaluation reserve to retained earnings. Under US GAAP, the gain and loss on disposal of an asset is
determined with reference to the asset’s historical cost carrying amount and included in current
earnings.

(c) Effect of change in tax rate
Under IFRS, the effect of a change in tax rate that results in a change in the carrying amounts of
deferred tax assets and liabilities is charged or credited directly to equity, to the extent that such
deferred tax assets and liabilities were previously charged or credited to equity upon initial recognition.
Under US GAAP, the effect of a change in tax rate for all items of deferred tax assets and liabilities is
recorded in the income statement.

(d) Minority interests
Under IFRS, minority interests at the balance sheet date are presented in the consolidated balance
sheet within equity, separately from the equity attributable to the equity shareholders of the Company,
and minority interests in the results of the Group for the period are presented on the face of the
consolidated income statement as an allocation of the total net profit for the period between the
minority interests and the equity shareholders of the Company. Under US GAAP, minority interests at
the balance sheet date are presented in the consolidated balance sheet either as liabilities or separately
from liability and equity. Minority interests in the results of the Group for the period are also separately
presented in the consolidated income statement as deduction before arriving at the net profit.



142 ANNUAL REPORT 2006  CHINA TELECOM CORPORATION LIMITED

Supplementary Information for American
Depositary Shareholders

(e) Recently issued accounting standards

SFAS No. 157
In September 2006, the FASB issued SFAS No. 157 “Fair Value Measurements” which defines fair value,
provides a framework for measuring fair value, and expands the disclosures required for fair value
measurements. SFAS No. 157 applies to other accounting pronouncements that require fair value
measurements and does not require any new fair value measurements. SFAS No. 157 is effective for
fiscal years beginning after 15 November 2007. Currently, the Group does not expect the adoption of
SFAS No. 157 will have a material impact on its consolidation financial statements.

FIN No. 48
In June 2006, the FASB issued FASB Interpretation No. 48 “Accounting for Uncertainty in Income Taxes
— an interpretation of SFAS No. 109” (“FIN48”). FIN 48 requires that the Group recognises in the
consolidated financial statements the impact of a tax position, if that position is more likely than not of
being sustained upon examination, based on the technical merits of the position. FIN 48 will be effective
for the first fiscal year beginning after 15 December 2006. Currently, the Group does not expect the
adoption of this Interpretation will have a material effect on its consolidated financial statements.

(f) Reconciliation of net profit and equity attributable to equity holders of the Company under
IFRS to US GAAP
The effect on net profit of significant differences between IFRS and US GAAP for the years ended 31
December 2006 and 2005 is as follows:

2006 2005
RMB RMB

millions millions

Net profit attributable to equity holders of
the Company under IFRS 27,142 27,912

US GAAP adjustments:
Depreciation on revalued property, plant and equipment,

net of minority interests of RMB14 million for 2006 and
RMB15 million for 2005 (6,410) (6,844)

Disposal of revalued property, plant and equipment (406) (316)
Effect of change in tax rate on deferred tax assets arising

from revaluation of land use rights 5 (5)
Effect of change in tax rate on deferred tax liabilities arising

from revaluation of property, plant and equipment (22) 22
Deferred tax effect of US GAAP adjustments 1,737 1,806

Net profit attributable to equity holders of the Company
under US GAAP 22,046 22,575

Basic earnings per share under US GAAP 0.27 0.28

Basic earnings per ADS* under US GAAP 27.24 27.89

* Basic earnings per ADS is calculated on the basis that one ADS is equivalent to 100 H shares.
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The effect on equity of significant differences between IFRS and US GAAP as at 31 December 2006 and
2005 is as follows:

2006 2005
RMB RMB

millions millions

Equity attributable to equity holders of the Company
under IFRS 202,425 181,517

US GAAP adjustments:
Revaluation of property, plant and equipment,

net of minority interests of RMB10 million as at
31 December 2006 and RMB24 million
as at 31 December 2005 8,471 15,287

Deferred tax effect of US GAAP adjustment (1,976) (3,691)

Equity attributable to equity holders of the Company
under US GAAP 208,920 193,113




