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2008

July

Named the Most Premium Mobile

Communications Services in Capital CEO

Supreme Brand Awards

August

First Experience Store opened in Central

l

September

Recognised as the Best Telecommunications

Network in Prime Awards for Brand

Excellence

November

Title-sponsored SmarTone-Vodafone HK

Challenge for the second year and raised

HK$360,000 for the SmarTone-Vodafone

AYP International Exchange Programme

Fund to support underprivileged youths to

participate in international exchange

programmes

December

Partnered with Ericsson on world’s first

MIMO (multiple-input, multiple-output)

pilot implementation

Selected as Service Retailer of the Year

2008 (Telecommunications Category) in

the Mystery Shoppers Programme of

Hong  Kong  Re ta i l  Management

Association

Won Capital Weekly PRO Choice Award –

Mobile Network

2009

February

Won Sing Tao Daily’s Excellent Services

Brand Award – Mobile Network Provider

March

Named the Best Mobile Broadband

Service Provider in the 9th Capital

Outstanding Enterprise Awards

April

Submitted application to bid for a 3G

licence in Macau

Awarded Reader’s Digest Trusted

Brand – Phone Service (Fixed Line/Mobile)

May

Launched Home Broadband and Phone

service

Launched HTC Magic, first Android-

powered smartphone in Hong Kong

June

Successfully bid for additional 1800 MHz

spectrum for implementation of 4G LTE

in a more effective and efficient way

Won Next Magazine’s Top Service

Award – Mobile Service for the seventh

consecutive year

Won Yahoo! Emotive Brand Award –

Mobile/Internet Service
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Board of Directors

* Mr. Raymond Ping-luen Kwok

Chairman
Mr. Douglas Li

Chief Executive Officer
Mr. Patrick Kai-lung Chan

* Mr. Michael Yick-kam Wong

* Mr. Wing-yui Cheung

* Mr. David Norman Prince

* Mr. Wing-chung Yung

* Mr. Thomas Hon-wah Siu

** Dr. Eric Ka-cheung Li, JP
** Mr. Leung-sing Ng, JP
** Mr. Xiang-dong Yang

** Mr. Eric Fock-kin Gan

** Mr. Peter David Sullivan

* Non-Executive Director
** Independent Non-Executive Director

Company Secretary

Mr. Alvin Yau-hing Mak

Authorised Representatives

Mr. Douglas Li

Mr. Alvin Yau-hing Mak

Registered Office

Clarendon House, 2 Church Street,

Hamilton HM 11, Bermuda

Head Office and Principal Place of Business

31st Floor, Millennium City 2,

378 Kwun Tong Road, Kwun Tong,

Kowloon, Hong Kong

Auditors

PricewaterhouseCoopers

Certified Public Accountants
22nd Floor, Prince’s Building, 10 Chater Road,

Hong Kong

Hong Kong Share Registrar

Computershare Hong Kong Investor Services Limited

Rooms 1712-1716, 17th Floor, Hopewell Centre,

183 Queen’s Road East, Hong Kong

Principal Share Registrar

Butterfield Fulcrum Group (Bermuda) Limited

Rosebank Centre, 11 Bermudiana Road,

Pembroke HM 08, Bermuda

Principal Bankers

Standard Chartered Bank

The Hongkong and Shanghai Banking Corporation Limited

Legal Advisors to the Company

As to Hong Kong law
Slaughter and May

As to Bermuda law
Conyers, Dill & Pearman

Bermuda Resident Representative

Mr. John Charles Ross Collis

Mr. Anthony Devon Whaley (Deputy)



Financial Highlights
(Expressed in Hong Kong dollars in millions except per share amounts)
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Year ended or as at 30 June

2009 2008

Consolidated profit and loss account

Revenues 3,703 4,073

Profit attributable to equity holders of the Company 42 276

Earnings per share ($) 0.08 0.48

Total dividends per share ($) 0.08 0.48

Consolidated balance sheet

Total assets 4,504 4,843

Current liabilities (1,016) (1,070)

Total assets less current liabilities 3,488 3,773

Non-current liabilities (805) (813)

Minority interests (34) (28)

Net assets 2,649 2,932

Share capital 54 57

Reserves 2,595 2,875

Total equity attributable to equity holders of the Company 2,649 2,932

Consolidated cashflow

Net cash generated from operating activities 845 1,012

Interest received 37 79

Purchase of fixed assets (496) (534)

Additions of handet subsidies (245) (280)

Payment of repurchase of shares (196) (64)

Dividends paid (include minority interests) (125) (839)

Other (86) (45)

Net decrease in pledged bank deposits, cash and cash equivalents,

and held-to-maturity debt securities (266) (671)



Chairman’s Statement
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I am pleased to report the results of the Group for the year ended 30 June 2009.

Financial Highlights

Total revenue declined by 9% to $3,703 million mainly due to downward pressure on local tariffs and a substantial drop in roaming

revenue amidst the global economic downturn. Earnings before interest, tax, depreciation and amortisation (“EBITDA”) dropped by

18% to $891 million. Higher handset subsidy amortisation and a drop in interest income reduced profitability further. Profit attributable

to equity holders decreased by 85% to $42 million. Earnings per share amounted to 7.6 cents.

Dividend

In line with the Group’s dividend policy of full distribution of profit attributable to equity holders excluding extraordinary items, your

Board proposes a final dividend of 8 cents per share.

Business Review

Hong Kong

Service revenue for the year under review dropped by 5%, with majority of the decline registered in the second half of the financial

year. Data revenue continued to grow, at 16% over the previous year, but that was unable to offset the continuing decline in local

tariffs and the lower roaming revenue. Handset revenue, net of subsidies, dropped by 30% as both average selling price and the

number of handsets sold fell.

Customer numbers increased by 4% to 1,164,000 as of 30 June 2009, of which postpaid customers accounted for 70% of the total.

Blended ARPU declined 7% to $220. Postpaid churn rate averaged 2.0% in the year under review.

Leveraging on the speed and capacity of its 3G/HSPA/HSPA+ radio network, and using its existing distribution and retail channels,

SmarTone-Vodafone has made encouraging inroads in the fixed-line market by offering a wireless fixed broadband and telephone

service as a substitute to the traditional fixed-line service. This wireless fixed service sets new standards in fixed-line service, providing

unrivalled ease of set-up, convenience and flexibility to customers, while its coverage provides wider availability than those of many

fixed-line providers.

Taking the lead in touchscreen smartphones, SmarTone-Vodafone introduced the HTC Magic to the Hong Kong market. Based on the

powerful AndroidTM operating system developed by Google, the HTC Magic leads the market in ease of use as a phone and messaging

device, as well as providing a fast and intuitive Internet experience that is second to none. It uniquely offers user customisation to

further enhance usability and flexibility. Optimised access to Google Internet services adds to its appeal; and its support of widgets

allows SmarTone-Vodafone to develop many Internet-assisted applications that can better cater to Hong Kong customers’ needs.

Many Android-powered smartphones, from a range of leading brands, are being brought to market and this presents an opportunity

for SmarTone-Vodafone to further differentiate its services, and to show its strengths in network performance to the full.

Further extending its mobile broadband proposition, SmarTone-Vodafone launched the Vodafone Netbook Vitesse, with built-in mobile

broadband. Weighing less than a kilo and sporting a slim, sleek and attractive design, it has proved popular with customers who value

the portability, convenience and style.

The Group declined to bid up prices in the auction for 2500/2600 MHz spectrum for LTE, as the Group considers implementation of

LTE on the 1800 MHz band more cost effective as it requires fewer base stations for any given coverage requirement. There are now

growing indications that many operators around the world are considering the same low frequency-band approach, given the compelling

coverage and cost advantages.

In June, the Group acquired an additional 2 x 1.6 MHz of spectrum in the 1800 MHz frequency band. This will enable a more efficient

implementation of LTE on the 1800 MHz band, as well as providing substantial cost savings in managing existing customer traffic

during LTE roll-out.
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With the advent of wireless broadband, widening proliferation of Internet applications, and the increasing customer demand for more

powerful devices like smartphones, the need for a reliable network, providing ever faster speed and high capacity, has never been

greater. To further extend its leadership in network performance, your Company has continued to invest here. Its upgrade to a full all-

IP infrastructure is ahead of schedule and is anticipated to be completed in 2009. This would enable future speed and capacity

upgrades, well into the LTE era.

Various cost cutting measures put in place since the economic slowdown has contained operating costs in the second half of the

financial year, notwithstanding a widened scope of business, together with substantial technology upgrade and network expansion.

Macau

The Macau economy slowed significantly during the year under review because of reduced number of visitors to Macau, particularly

from the Mainland. Local service revenue and inbound roaming revenue were adversely affected, resulted in lower profitability. To

increase our revenue market share, new price plans were launched in January 2009, targeting wider segments of the mass market.

The Group bid for a 3G licence in Macau and will look to provide service in 2010 if a licence is granted.

Prospects

While general economic sentiments have improved recently, the business environment remains very challenging. On-going competition

in the local market is expected to result in lower tariff and higher handset subsidies. Roaming revenue has stabilised recently but

remains substantially below last year’s level.

With the increasing popularity of smartphones and mobile broadband, the Company will continue to develop new multimedia services

and Internet-assisted applications to capture additional revenue, and to upgrade its network for higher speed and capacity.

Broadening its source of revenue, and to achieve greater utilisation of its network and service infrastructure resource, the Company

now serves both the mobile and fixed-line markets with voice, broadband and multimedia services. New service propositions and

integrated solutions are becoming increasingly available to better serve customers’ needs.

In the light of the difficult economy and continuing intense competition, profitability will remain under pressure and improvement is

uncertain. The Group continues to seek costs reduction while not compromising on the level of service that is consistent with our

brand.

Together with a strong balance sheet, your Company is well positioned to meet the short term challenges and capture opportunities

in the long term.

Appreciation

During the year, Mr. Thomas Hon-wah Siu was appointed Non-Executive Director of your Company. I would like to welcome Mr. Siu to

the Board. I would also like to take this opportunity to express my gratitude to our customers and shareholders for their continuing

support, my fellow directors for their guidance as well as our staff for their dedication and hardwork.

Raymond Ping-luen Kwok

Chairman

Hong Kong, 2 September 2009



Management Discussion and Analysis
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Review of financial results

Revenues dropped by 9% to $3,703 million (2007/08: $4,073 million), comprising a 5%

decline in service revenue and a 30% fall in handset and accessory sales. Corresponding

to the drop in revenues, cost of inventories sold and services provided decreased by 18%

to $1,085 million (2007/08: $1,324 million). Operating expenses rose by 4%. As a result,

earnings before interest, tax, depreciation and amortisation decreased by 18% to $891

million (2007/08: $1,088 million). After a 4% rise in depreciation, amortisation and loss on

disposal, operating profit decreased by 66% to $116 million (2007/08: $344 million). Finance

income decreased by 53%. Finance costs, comprising mainly of accretion expenses in

relation to mobile licence fees, remained stable. Profit attributable to equity holders of the

Company decreased by 85% to $42 million (2007/08: $276 million).

Revenues dropped by $370 million or 9% to $3,703 million (2007/08: $4,073 million).

• Service revenue declined by $178 million or 5% to $3,255 million (2007/08: $3,433 million) attributable to lower local voice,

prepaid and roaming revenue, offsetting the growth in data service revenue. Local voice and prepaid revenue decreased as a

result of lower tariffs driven by market competition. The reduction in business travel since late 2008 amidst the global economic

downturn had a significant negative impact on roaming revenue.

Hong Kong blended ARPU declined by 7% to $220 (2007/08: $237), reflecting continued downward pressure on local tariffs and

lower roaming revenue.

Data service revenue achieved a strong 16% growth driven by growing adoption of multimedia services, but the growth in

corporate email services was affected by the economic slowdown.

• Handset and accessory sales fell by $192 million or 30% to $448 million (2007/08: $640 million) as both the number of handsets

sold and average unit handset price (after handset subsidy) were lower.

Cost of inventories sold and services provided decreased by 18% to $1,085 million (2007/08: $1,324 million). Cost of inventories sold

fell by 30% to $435 million (2007/08: $624 million) in line with the decline in handset and accessory sales. Cost of services provided

dropped by 7% to $650 million (2007/08: $700 million) driven by lower roaming partner and interconnection charges.

Operating expenses, excluding depreciation, amortisation and loss on

disposal, rose by 4% to $1,727 million (2007/08: $1,662 million). Network

operating costs increased by 9% as the Group continued to enhance its

network capacity, quality and coverage. The upgrade to a full all-IP

infrastructure resulted in cost increases during the transition period but

an improved cost structure going forward. Sales and marketing expenses

decreased by 9% as a result of lower spending in advertising campaigns.

Staff costs, rental and utilities, and other operating expenses increased

by 4% collectively.

Depreciation and loss on disposal of fixed assets fell by 2% to $452

million (2007/08: $460 million). Handset subsidy amortisation rose by 18%

to $259 million (2007/08: $219 million), reflecting heavy handset subsidies

offered to customers during the past 24 months. With handset subsidy

capitalised during the year of $245 million (2007/08: $280 million),

unamortised handset subsidy remained high at $196 million as at 30 June

2009 (30 June 2008: $211 million). Mobile licence fee amortisation

remained stable at $64 million (2007/08: $64 million).
Vodafone Netbook Vitesse

Home Broadband and Phone Service


