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PROSPECTUS SUPPLEMENT

Filed pursuant to Rule 424(b)

China Telecom Corporation Limited

14,855,040 American Depositary Shares

Representing 1,485,504,000 H Shares

We are offering 13,504,582 American depositary shares, or ADSs, or 1,350,458,182 overseas listed foreign invested shares of nominal value
RMB1.00 per share, or H shares. Each ADS represents 100 H shares. China Telecommunications Corporation, or China Telecom Group, our
controlling shareholder, and the other selling shareholders named in this prospectus supplement are also selling an aggregate of 1,350,458 ADSs,
or 135,045,818 H shares. We will not receive any proceeds from the sale of ADSs or H shares by the selling shareholders. Investors can choose
to receive ADSs or H shares. The public offering price per ADS is US$29.49, equivalent to HK$2.30 per H share at the agreed exchange rate of
HK$7.80 to US$1.00.

This offering of ADSs is part of a global offering of an aggregate of 5,850,000,000 H shares, which also includes an international offering of
43,644,960 ADSs, or 4,364,496,000 H shares, to investors outside of the United States pursuant to Regulation S of the Securities Act of 1933, as
amended.

The ADSs are quoted on the New York Stock Exchange under the symbol �CHA.� Our H shares are listed on the Hong Kong Stock Exchange
under the stock code �728.� On May 18, 2004, the last reported sale price of the ADSs on the New York Stock Exchange was US$30.22 per ADS
and the last reported sale price of our H shares on the Hong Kong Stock Exchange on May 19, 2004 was HK$2.375 per H share.

Investing in the ADSs and H shares involves risks. See � Risk Factors� beginning on page S-3

of this prospectus supplement and page 1 of the accompanying prospectus.
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PRICE US$29.49 AN ADS

Price to Public

Underwriting
Discounts and
Commissions Proceeds to Us

Proceeds to the
Selling

Shareholders

Per ADS US$ 29.49 US$ 0.5898 US$ 28.9002 US$ 28.9002
Total(1) US$ 438,075,129.60 US$ 8,761,502.59 US$ 390,285,120.72 US$ 39,028,506.29

(1) Does not include any proceeds from the sale of ADSs in the international offering. Assumes that all proceeds received in Hong Kong dollars, if any, are
converted into US dollars based on the agreed exchange rate of HK$7.80 to US$1.00.

Neither the United States Securities and Exchange Commission nor any state securities commission has approved or disapproved of
these securities or determined if this prospectus supplement or the accompanying prospectus is truthful or complete. Any representation
to the contrary is a criminal offense.

The underwriters expect to deliver the ADSs through the book-entry facilities of The Depository Trust Company, Euroclear Bank S.A./N.V., as
operator of the Euroclear System, and Clearstream Banking, Societé Anonyme, and the H shares through the facilities of the Hong Kong
Securities Clearing Company, against payment on May 24, 2004.

CHINA INTERNATIONAL
CAPITAL CORPORATION

MORGAN STANLEY UBS INVESTMENT BANK

May 19, 2004
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You should rely only on information contained in this prospectus supplement and the accompanying prospectus. None of the
underwriters, the selling shareholders or us has authorized anyone to provide you with information which is different from that
contained in this prospectus supplement and the accompanying prospectus. We are offering to sell the H shares and ADSs and are
seeking offers to buy these H shares and ADSs only in jurisdictions where offers to buy and sell are permitted. The information
contained in this prospectus supplement and the accompanying prospectus is accurate only as of the date of this prospectus supplement,
regardless of the time of delivery of this prospectus supplement or time of any sale of the H shares and ADSs. Other than as required by
law, we are under no duty to update the information in this prospectus supplement and the accompanying prospectus. However, if any
statement in one of these documents is inconsistent with a statement in another document having a later date�for example, a document
incorporated by reference in this prospectus supplement or the accompanying prospectus�the statement in the document having the later
date modifies or supersedes the earlier statement.

As used in this prospectus supplement and the accompanying prospectus, references to �us�, �we�, �our company� and �China Telecom� are to China
Telecom Corporation Limited and all of its consolidated subsidiaries except where we make clear that the term means China Telecom
Corporation Limited or a particular subsidiary or business group only. References to matters relating to our H shares or ADSs or matters of
corporate governance are to the H shares, ADSs and corporate governance of China Telecom Corporation Limited. In respect of any time prior
to our incorporation, references to �us�, �we� and �China Telecom� are to the telecommunications businesses in which our predecessors were engaged
and which were subsequently assumed by us. All references to �China Telecom Group� are to China Telecommunications Corporation, our
controlling shareholder. Unless the context otherwise requires, these references include all of its subsidiaries, including us and our subsidiaries.
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On December 31, 2003, we acquired the entire equity interests in each of Anhui Telecom Company Limited, Fujian Telecom Company Limited,
Jiangxi Telecom Company Limited, Guangxi Telecom Company Limited, Chongqing Telecom Company Limited and Sichuan Telecom
Company Limited from China Telecom Group. As we and these acquired companies were under the common control of China Telecom Group,
our acquisition of the acquired companies has been treated as a �combination of entities under common control�, which was accounted for in a
manner similar to a pooling-of-interests. As presented in this prospectus supplement and the accompanying prospectus, all our business and
operating data and information include data and information relating to the business and operations of these acquired companies on a pro forma
basis to give effect to that acquisition as if it had been completed at the beginning of the period presented. Such data and information is based
upon our estimates and assumptions regarding these acquired companies and should not be taken as indications of the actual results that would
have been achieved if that acquisition had been completed on such dates.

ii
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INCORPORATION BY REFERENCE

The Securities and Exchange Commission, or SEC, allows us to �incorporate by reference� the information that we file with the SEC. This permits
us to disclose important information to you by referring to these filed documents. Any information referred to in this way is considered part of
this prospectus supplement and the accompanying prospectus, and any information that we file with the SEC after the date of this prospectus
supplement and incorporate by reference into this prospectus supplement and the accompanying prospectus will automatically be deemed to
update and supersede this information. We sometimes refer to the prospectus supplement and the accompanying prospectus, including such
information incorporated by reference (unless updated or superseded), collectively as the �prospectus�. This prospectus supplement and the
accompanying prospectus are qualified in their entirety by the more detailed information contained in such reports. We incorporate by reference
into this prospectus supplement and the accompanying prospectus, among others:

� our annual report on Form 20-F for our fiscal year ended December 31, 2003;

� our report on Form 6-K dated May 19, 2004 with respect to the announcement regarding the global offering;

� our report on Form 6-K dated May 4, 2004 with respect to the announcement regarding shareholders� resolutions passed at the
shareholders� meetings on May 3, 2004;

� our report on Form 6-K dated April 29, 2004 with respect to the form of underwriting agreement, conditional sale and purchase
agreement and certain related party transaction agreements;

� our report on Form 6-K dated April 14, 2004 with respect to (i) information regarding a potential acquisition, dated April 13, 2004, (ii)
consent dated April 13, 2004 from our indepednent auditors in respect of their audit report on the combined financial statements of the
Target Group, and (iii) consent dated April 13, 2004 from Chesterton Petty Limited in connection with the information regarding a
potential acquisition;

� our report on Form 6-K dated March 22, 2004 with respect to the announcement regarding effectiveness of shelf registration statement
on Form F-3, dated March 19, 2004;

� our report on Form 6-K dated March 19, 2004 with respect to our circular dated March 17, 2004;

� our report on Form 6-K dated March 18, 2004 with respect to the notices of separate class meetings for holders of H shares and
holders of domestic shares as well as an extraordinary general meeting, dated March 17, 2004, the announcement dated March 17,
2004, the announcement dated March 17, 2004 of annual results for the year ended December 31, 2003, and the announcement dated
March 17, 2004; and

� our report on Form 6-K dated March 18, 2004 with respect to the disclosure of reconciliation of certain financial information to GAAP
measure dated March 18, 2004.

We also incorporate by reference any future filings that we make with the SEC under Sections 13(a), 13(c), 14 or 15(d) of the Exchange Act
after the date of this prospectus supplement until completion of this offering, and that, in the case of any future filings on Form 6-K, are
identified in such filing as being incorporated into this prospectus supplement or the accompanying prospectus. For the avoidance of doubt,
information or documents furnished in our current reports on Form 6-K that are not specifically incorporated by reference in this prospectus
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supplement or the accompanying prospectus do not form a part of this prospectus supplement or the accompanying prospectus.

We will provide without charge upon written or oral request a copy of any or all of the documents that are incorporated by reference into this
prospectus, other than exhibits which are specifically incorporated by reference into such documents. Requests should be directed to China
Telecom Corporation Limited, 31 Jinrong Street, Xicheng District, Beijing, China 100032; attention Company Secretary. Telephone requests
may be directed to (86-10) 6642-8166.

S-1
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FORWARD-LOOKING STATEMENTS

This prospectus supplement and the accompanying prospectus contains certain forward-looking statements within the meaning of Section 27A
of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. These forward-looking
statements are, by their nature, subject to significant risks and uncertainties, and include, without limitation, statements relating to:

� our and the Target Group�s business and operating strategies;

� our and the Target Group�s network expansion and capital expenditure plans;

� our and the Target Group�s operations and business prospects;

� our and the Target Group�s financial condition and results of operations;

� the industry regulatory environment as well as the industry outlook generally; and

� future developments in the telecommunications industry in China.

The words �anticipate,� �believe,� �could,� �estimate,� �expect,� �intend,� �may,� �plan,� �forecast,� �seek,� �will,� �would� and similar expressions, as they relate to us
or the Target Group, are intended to identify a number of these forward-looking statements.

When considering these forward-looking statements, you should keep in mind the cautionary statements contained or incorporated by reference
in this prospectus supplement or the accompanying prospectus. These forward-looking statements are subject to risks, uncertainties and
assumptions, some of which are beyond our control. In addition, these forward-looking statements reflect our current views with respect to
future events, which may change, and are not a guarantee of future performance. We do not intend to update these forward-looking statements.
Actual results, performance or achievements may differ materially from the information contained in the forward-looking statements as a result
of a number of factors, including, without limitation, the risk factors set forth in �Risk Factors� in this prospectus supplement and the
accompanying prospectus and the following:

� any changes in the regulatory policies of the Ministry of Information Industry and other relevant government authorities
relating to, among other matters:

� the granting and approval of licenses;

� tariff policies;

� interconnection and settlement arrangements;
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� capital investment priorities;

� the provision of telephone services to rural areas in China; and

� numbering resources allocation;

� the effects of competition on the demand for and price of our services and the Target Group�s services;

� the development of new technologies and applications or services affecting the current and future businesses of ours and the Target
Group;

� changes in political, economic, legal and social conditions in China, including the Chinese government�s specific policies with respect
to foreign investment in the telecommunications industry, economic growth, inflation, foreign exchange and the availability of credit;
and

� changes in population growth and gross domestic product, or GDP, growth and the impact of those changes on the demand for our and
the Target Group�s services.

S-2
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RISK FACTORS

The following is a summary of some of the significant risks that could affect us. Additionally, some risks may be unknown to us and other risks,
currently believed by us to be immaterial, could turn out to be material. You should consider carefully all of the information in this prospectus
supplement and the accompanying prospectus, including the risks and uncertainties described below, before making an investment in our H
shares or ADSs. You should pay particular attention to the fact that we are a Chinese company and are governed by a legal and regulatory
environment that in some respects may differ from that which prevails in other countries. Any of these risks could materially and adversely affect
our business, operations, profits, assets, liquidity and capital resources, and you may lose all or part of your investment in our H shares or
ADSs.

Risks Relating to Our Business

We face increasing competition, which may adversely affect our business growth and results of operations.

The telecommunications industry in China is rapidly evolving. Until the mid-1990s, we were the sole provider of wireline telecommunications
services in our service regions, which included Shanghai Municipality, Guangdong Province, Jiangsu Province, Zhejiang Province, Anhui
Province, Fujian Province, Jiangxi Province, Guangxi Zhuang Autonomous Region, Chongqing Municipality and Sichuan Province. As a result,
we had a dominant market position in our service regions. We began to operate in a competitive market as the Chinese government started to
implement a number of measures to restructure the telecommunications industry and encourage fair and orderly competition in the industry in
the mid-1990s. We face increasing competition from other telecommunications service providers in China. We expect our competitors to expand
further their network coverage and increase their sales and marketing efforts in our service regions. In particular:

� we face indirect competition in our local wireline telephone services from China�s two mobile telephone service providers, China
Mobile Communications Corporation, or China Mobile, and China United Telecommunications Corporation, or China Unicom, and
have begun to face direct competition from China Railway Communication Co., Ltd., or China Railcom, and China Network
Communications Group Corporation, or China Netcom Group;

� we face increasingly intense competition in our long distance telephone services from other providers of long distance services using
public switched telephone networks, including China Unicom, China Railcom and China Netcom Group, and other providers of long
distance services using the voice-over-Internet-protocol, or VoIP, technology, including China Mobile, China Unicom, China Netcom
Group and China Railcom;

� we face increasing competition in our Internet and managed data services from many competitors, including, primarily, China
Unicom, China Netcom Group, China Mobile and China Railcom; and

� we may face additional competition from new entrants or providers of new telecommunications services, such as telephone and
Internet services offered over cable TV networks.

Moreover, as a result of China�s accession to the World Trade Organization, or the WTO, and China�s commitment under its WTO Accession
Protocol, the Chinese government will gradually open up the telecommunications market in China to foreign operators. Foreign operators may
have greater financial, managerial and technical resources and more expertise in network management and sales and marketing. Furthermore,
advances in technology, as well as changes in the regulatory environment, may further intensify competition.
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Our ability to compete effectively may be constrained by a number of factors. For example, under the Chinese government� s policy of promoting
fair and orderly competition in the telecommunications industry, certain competitors of ours, such as China Unicom and China Railcom,
continue to enjoy certain preferential
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treatment from the Chinese government in tariff setting. They may set their respective tariffs for long distance services using public switched
telephone networks and leased line services at levels below the tariffs of our company with the annual approval of the regulatory authorities.
This preferential treatment is not available to us. As a result, our competitors who enjoy this preferential treatment may be able to provide their
services at prices that are more competitive than ours. In addition, we are not yet permitted to provide mobile communications services. We,
through China Telecom Group, are, however, actively seeking the issuance of a license for mobile communications in the PRC. We can provide
no assurances, however, as to whether or when we may be able to receive any benefit of any license for mobile communications in China.

As a result, our customers may choose to use other providers� services. Increased competition from those providers may force us to lower our
tariffs to the extent permitted under relevant laws and regulations, may reduce or reverse the growth of our customer base and may reduce usage
of our networks. Any of these developments could materially adversely affect our business growth and results of operations.

We will continue to be controlled by China Telecom Group, which could cause us to take actions that may conflict with the best interests of
our other shareholders.

After the global offering, subject to our articles of association and applicable laws and regulations, China Telecom Group, as our controlling
shareholder, will continue to be able to exercise significant influence over our management and policies by:

� controlling the election of our directors and, in turn, indirectly controlling the selection of our senior management;

� determining the timing and amount of our dividend payments;

� approving our annual budgets;

� deciding on increases or decreases in our share capital;

� determining issuance of new securities;

� approving mergers and acquisitions; and

� amending our articles of association.

The interests of China Telecom Group as our controlling shareholder could conflict with our interests or the interests of our other shareholders.
As a result, China Telecom Group may take actions with respect to our business that may not be in our or our other shareholders� best interests.

The letter of undertakings provided to us by China Telecom Group contains vague terms that may not be implemented as we expect.
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China Telecom Group has provided us a letter of undertakings, under which it has undertaken to support us in our existing operations and future
development in the following specific areas:

� to treat us equally with any other operators of wireline telephone, Internet and managed data, leased line and other related
telecommunications services that are controlled by China Telecom Group;

� to give us the right to provide additional telecommunications services in our service regions that fall within the business scope of
China Telecom Group; and

� to give us the preferential right to acquire China Telecom Group�s interest in companies or other entities that provide
telecommunications services.

The current terms of the letter of undertakings do not obligate China Telecom Group to provide any financial support to us. The letter of
undertakings may not be implemented as we expect due to the vagueness of

S-4

Edgar Filing: CHINA TELECOM CORP LTD - Form 424B2

Table of Contents 13



Table of Contents

its terms. Other than the letter of undertakings, we have not entered into any agreement with China Telecom Group to provide for potential
allocation of business opportunities between China Telecom Group and us outside our service regions.

We depend on China Telecom Group and its other subsidiaries to provide certain services and facilities for which we currently have limited
alternative sources of supply.

In addition to being our controlling shareholder, China Telecom Group, by itself and through its other subsidiaries, also provides us with
services and facilities necessary for our business activities, including, but not limited to:

� use of international gateway facilities;

� provision of services in areas outside our service regions necessary to enable us to provide end-to-end services to our customers;

� use of nationwide inter-provincial optic fibers; and

� lease of properties.

The interests of China Telecom Group and its other subsidiaries as providers of these services and facilities may conflict with our interests. We
currently have limited alternative sources of supply for these services. Therefore, we have limited leverage in negotiating with China Telecom
Group and its other subsidiaries over the terms for the provision of these services.

Since our services require interconnection with networks of other operators, disruption in interconnections with those networks could have a
material adverse effect on our business and results of operations.

Under the relevant telecommunications regulations, telecommunications operators are required to interconnect with networks of other operators.
We have entered into interconnection arrangements with other telecommunications operators. Any disruption of our interconnection with the
networks of those operators could have a material adverse effect on our business and results of operations. In particular, as a result of the
restructuring of China�s wireline telecommunications sector, most wireline telecommunications assets except for the nationwide inter-provincial
optic fibers, including the last-mile access network, formerly owned by China Telecom Group in ten northern provinces in China were allocated
to China Netcom Group. As we and China Telecom Group have limited local access facilities in those ten provinces, we will need to
interconnect, indirectly through China Telecom Group, with China Netcom Group in order to provide end-to-end services to our customers with
operations in the ten northern provinces. Any interruption in our interconnection with China Netcom Group could have a material adverse effect
on our business and results of operations.

If we are not able to respond successfully to technological or industry developments, our business may be adversely affected.
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The telecommunications market is characterized by rapid advancements in technology, evolving industry standards and changes in customer
needs. We cannot assure you that we will be successful in responding to these developments. In addition, new services or technologies may
render our existing services or technologies less competitive. In the event we do take measures to respond to technological developments and
industry standard changes, the integration of new technology or industry standards or the upgrading of our networks may require substantial
time, effort and capital investment. We cannot assure you that we will succeed in integrating these new technologies and industry standards or
adapting our network system in a timely and cost-effective manner, or at all. Our inability to respond successfully to technological or industry
developments may adversely affect our business, results of operations and competitiveness.
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We face a number of risks relating to our Internet-related businesses.

We currently provide a range of Internet-related services, including dial-up and broadband Internet access and Internet-related applications. We
face a number of risks in providing these services.

Our network may be vulnerable to unauthorized access, computer viruses and other disruptive problems. There is no assurance that the security
measures we have implemented will not be circumvented or otherwise fail to protect the integrity of our network. Unauthorized access could
jeopardize the security of confidential information stored in our customers� computer systems. Eliminating computer viruses and other security
problems may also require interruptions, delays or suspension of our services, cause us to incur costs and divert management attention.

In addition, because we provide connections to the Internet and host websites for customers and develop Internet content and applications, we
may be perceived as being associated with the content carried over our network or displayed on websites that we host. We cannot and do not
screen all of this content and we may face litigation claims due to a perceived association with this content. These types of claims have been
brought against other providers of online services in the past and can be costly to defend regardless of the merits of the lawsuit and may damage
our reputation.

If the new applications adopted by us do not perform as expected, or if we are unable to deliver commercially viable services based on these
applications, our revenue and profitability may not grow as we expect.

We are pursuing a number of new growth opportunities in the broader telecommunications industry, including advanced data and broadband
information and application services. These opportunities relate to new services for which there are no established markets in China. Our ability
to deploy and deliver these new services depends, in many instances, on the development of new applications, which may not be developed
successfully or may not perform as we expect.

In addition, the success of our broadband Internet services is substantially dependent on the availability of content, applications and devices
provided by third-party developers. If we are unable to deliver commercially viable new services, our revenue and profitability will not grow as
we expect and our competitiveness may be adversely affected.

Risks Relating to the Proposed Acquisition

We may not successfully acquire the Target Group.

On April 13, 2004, we entered into a conditional acquisition agreement with China Telecom Group, our controlling shareholder, to acquire the
telecommunications businesses currently operated by subsidiaries of China Telecom Group, or the Target Group, in Hubei Province, Hunan
Province, Hainan Province, Guizhou Province, Yunnan Province, Shaanxi Province, Gansu Province, Qinghai Province, Ningxia Hui
Autonomous Region and Xinjiang Uygur Autonomous Region. We refer to this transaction as the Proposed Acquisition. You can find additional
information regarding this acquisition in the current report on Form 6-K which we filed with the Securities and Exchange Commission on April
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14, 2004, which report is incorporated by reference in this prospectus supplement and the accompanying prospectus. In particular, we may
proceed with the Proposed Acquisition of the Target Group only if we satisfy certain condition precedents including obtaining the approvals of
the relevant PRC government and regulatory authorities and our independent shareholders. However, there is no assurance that we will satisfy
such condition precedents. We also have the right not to proceed with the Proposed Acquisition of the Target Group if there is any material
adverse change in the financial conditions, results of operation, business or prospects of the Target Group. If we are not able to or choose not to
acquire the Target Group, the information regarding the Target Group and the pro forma information included or incorporated by reference in
this prospectus supplement giving effect to the Proposed Acquisition of the Target
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Group would not be relevant. If we complete this offering but not the Proposed Acquisition of the Target Group, our net income per share and
per ADS will also be significantly diluted. If we do not proceed with the Proposed Acquisition of the Target Group, we will use our net proceeds
from the global offering to fund other similar strategic acquisition in accordance with the authority granted by our shareholders at the
shareholders meetings on May 3, 2004. We cannot assure you that we will be able to identify suitable target companies or opportunities in a
timely manner or at all.

The actual results of operations, performance or achievements of the Target Group may differ materially from the prospective financial
information of the Target Group.

The prospective financial information for the Target Group incorporated by reference in this prospectus supplement represents our estimate,
based on our current knowledge and available information, of the Target Group�s results of operations for the year ending December 31, 2004.
The Target Group experienced combined net losses of RMB1,634 million, RMB1,554 million and RMB10,804 million for the years ended
December 31, 2001, 2002 and 2003, respectively. The loss for the year ended December 31, 2003 reflects the effect of the revaluation of
property, plant and equipment as of December 31, 2003 in connection with the Target Group�s restructuring relating to the Proposed Acquisition.
The prospective financial information for the Target Group was based upon a number of assumptions and estimates that are inherently subject to
significant business, economic, political and competitive uncertainties, assumption and contingencies. Many of those uncertainties and
contingencies are beyond our control. In particular, we have assumed that the Target Group will be successfully integrated into our existing
business. The prospective financial information was also based upon assumptions with respect to the Target Group�s future business decisions
that may change from time to time. The actual results of operations, performance or achievements of the Target Group may differ materially
from the prospective financial information.

We have prepared the prospective financial information in accordance with local market practice in Hong Kong but not in compliance with the
published guidelines of the American Institute of Certified Public Accountants that contain more detailed requirements. The Hong Kong Listing
Rules specifically relating to financial projections only require us to disclose the principal assumptions on which we base our financial
projections.

Risks Relating to the Telecommunications Industry in China

Extensive government regulation of the telecommunications industry may limit our flexibility in responding to market conditions,
competition or changes in our cost structure.

Our businesses are subject to extensive government regulation. The Ministry of Information Industry, which is the primary telecommunications
industry regulator under China�s State Council, regulates, among other things:

� industry policies and regulations;

� licensing;

� tariffs;
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� competition;

� telecommunications resource allocation;

� service standards;

� technical standards;

� interconnection and settlement arrangements; and

� universal service obligations.

Other Chinese governmental authorities also take part in regulating tariff policies, capital investment and foreign investment in the
telecommunications industry. Major capital investments, including telecommunications
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network development projects, are subject to the approval of relevant Chinese government authorities. The regulatory framework within which
we operate may constrain our ability to implement our business strategies and limit our flexibility to respond to market conditions or to changes
in our cost structure.

Our revenues may be adversely affected by reductions in tariffs mandated by the Chinese government.

Tariffs are the prices we charge our customers for our telecommunications services. We are subject to extensive government regulations on
tariffs, especially those relating to our basic telecommunications services. Currently, the relevant provincial communications administrations and
provincial price bureaus determine the monthly fee and usage fee tariffs for our wireline local telephone services, based on a guidance tariff
range set by the Ministry of Information Industry in consultation with the National Development and Reform Commission. The Ministry of
Information Industry and the National Development and Reform Commission jointly set tariffs for all domestic and international, Hong Kong,
Macau and Taiwan long distance services using public switched telephone networks, leased lines and managed data services. We derive a
substantial portion of our revenues from services that are subject to tariffs determined by the Chinese government. In the past, our revenues have
been adversely affected by reductions in tariffs mandated by the Chinese government. In September 2002, the Ministry of Information Industry
indicated in writing that it does not intend to initiate any adjustment to tariffs for wireline local telephone services during the next three to five
years. We believe therefore that the risk of adjustment of such tariffs in such period has been substantially reduced. However, we cannot predict
with accuracy or assure you on the timing, likelihood or likely magnitude of tariff adjustments generally or the extent or potential impact on our
business of future tariff adjustments. We cannot assure you that our business or results of operations will not be adversely affected by any
government-mandated tariff adjustments in the future.

Future changes to the regulations and policies governing the telecommunications industry in China may have a material adverse effect on
our business and operations.

Possible future changes to regulations and policies of the Chinese government governing the telecommunications industry could adversely affect
our business and operations. For example, to provide a uniform regulatory framework for the orderly development of the telecommunications
industry, the Chinese government is currently preparing a draft telecommunications law. If and when the telecommunications law is adopted by
the Standing Committee of the National People�s Congress, it is expected to provide a new regulatory framework for telecommunications
regulation in China. The contents of the draft telecommunications law have not yet been made public. We cannot be certain how this law will
affect our business and operations and whether it will contain provisions more stringent than the current telecommunications regulations.

As part of the comprehensive plan to restructure China Telecom Group, as approved by China�s State Council in November 2001, the Chinese
government stated its intention to further adjust and improve its regulatory oversight of the telecommunications industry, including gradual
further deregulation of telecommunications tariffs. We cannot assure you that future regulatory changes, such as those concerning tariff setting,
interconnection and competition, will not have a material adverse effect on our business and operations.

The Chinese government may require us, along with other providers in China, to provide universal services with specified obligations, and
we may not be compensated adequately for providing such services.

Under the Telecommunications Regulations promulgated by the State Council, 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 Ministry of
Information Industry has the authority to delineate the scope of universal service obligations. The Ministry of Information Industry may also
select universal service providers through a tendering process. The Ministry of Information Industry, together with government finance and
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We may not be able to realize adequate return on investments for expanding networks to, and providing telecommunications services in, those
economically less developed areas due to potentially higher capital expenditure requirements, lower usage by customers and lack of flexibility in
setting our tariffs. As a result, our financial condition and results of operations could be adversely affected.

Risks Relating to the People�s Republic of China

Substantially all of our assets are located in China and substantially all of our revenue is derived from our operations in China. Accordingly, our
results of operations and prospects are subject, to a significant extent, to the economic, political and legal developments in China.

China�s economic, political and social conditions, as well as government policies, could affect our business.

Substantially all of our businesses, assets and operations are located in China. The economy of China differs from the economies of most
developed countries in many respects, including:

� government involvement;

� level of development;

� growth rate;

� control of foreign exchange; and

� allocation of resources.

While China�s economy has experienced significant growth in the past twenty years, growth has been uneven, both geographically and among
various sectors of the economy. The Chinese government has implemented various measures to encourage economic growth and guide the
allocation of resources. Some of these measures benefit the overall economy of China, but may also have a negative effect on us. For example,
our operating results and financial condition may be adversely affected by government control over capital investments or changes in tax
regulations applicable to us.

The economy of China has been transitioning from a planned economy to a more market-oriented economy. Although in recent years the
Chinese government has implemented measures emphasizing the utilization of market forces for economic reform, the reduction of state
ownership of productive assets and the establishment of sound corporate governance in business enterprises, a substantial portion of productive
assets in China is still owned by the Chinese government. In addition, the Chinese government continues to play a significant role in regulating
industry development by imposing industrial policies. It also exercises significant control over China�s economic growth through the allocation
of resources, controlling payment of foreign currency-denominated obligations, setting monetary policy and providing preferential treatment to
particular industries or companies. We cannot predict the purpose and effect of future economic policies of the PRC government or the impact of
such economic policies on our business and operations.
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Government control of currency conversion may adversely affect our operations and financial results.

We receive substantially all of our revenues in Renminbi, which currently is not a freely convertible currency. A portion of these revenues must
be converted into other currencies to meet our foreign currency obligations. These foreign currency-denominated obligations include:

� payment of interest and principal on foreign currency-denominated debt;

� payment for equipment and materials purchased offshore; and

� payment of dividends declared, if any, in respect of our H shares.

Under China�s existing foreign exchange regulations, we will be able to pay dividends in foreign currencies without prior approval from the State
Administration of Foreign Exchange by complying with certain procedural
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requirements. However, the Chinese government may take measures at its discretion in the future to restrict access to foreign currencies for both
current account transactions and capital account transactions if foreign currencies become scarce in China. We may not be able to pay dividends
in foreign currencies to our shareholders, including holders of our ADRs, if the Chinese government restricts access to foreign currencies for
current account transactions.

Foreign exchange transactions under our capital account, including foreign currency-denominated borrowings from foreign banks, issuance of
foreign currency-denominated debt securities, if any, and principal payments in respect of foreign currency-denominated obligations, continue to
be subject to significant foreign exchange controls and require the approval of the State Administration of Foreign Exchange. These limitations
could affect our ability to obtain foreign exchange through debt or equity financing, or to obtain foreign exchange to meet our payment
obligations under the debt securities, if any, or to obtain foreign exchange for capital expenditures.

Fluctuation of the Renminbi could materially affect our financial condition and results of operations.

We receive substantially all of our revenues, and our financial statements are presented, in Renminbi. The value of the Renminbi fluctuates and
is subject to changes in China�s political and economic conditions. Since 1994, the conversion of Renminbi into foreign currencies, including
Hong Kong dollars and U.S. dollars, has been based on rates set by the People�s Bank of China, which are set daily based on the previous day�s
interbank foreign exchange market rates and current exchange rates on the world financial markets. Fluctuations in exchange rates may
adversely affect the value, translated or converted into United States dollars or Hong Kong dollars, of our net assets, earnings and any declared
dividends payable on our H shares in foreign currency terms. Our financial condition and results of operations may also be affected by changes
in the value of certain currencies other than the Renminbi, in which our obligations are denominated. In particular, a devaluation of the
Renminbi is likely to increase the portion of our cash flow required to satisfy our foreign currency-denominated obligations. For further
information on our foreign exchange risks and certain exchange rates. We cannot assure you that any future movements in the exchange rate of
Renminbi against the United Sates dollar or other foreign currencies will not adversely affect our results of operations and financial condition.

The PRC legal system has inherent uncertainties that could limit the legal protections available to you.

We are organized under the laws of the PRC and are governed by our articles of association. The Chinese legal system is based on written
statutes. Prior court decisions may be cited for reference but have limited 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 of the limited volume of published
cases and their non-binding nature, interpretation and enforcement of these laws and regulations involve uncertainties.

The direct enforcement by our shareholders of any rights of shareholders in respect of violations of corporate governance procedures may be
limited. In this regard, our articles of association provide that most disputes between holders of H shares and our company, directors,
supervisors, officers or holders of domestic shares, arising out of our articles of association or the PRC Company Law and related regulations
concerning the affairs of our company, are to be resolved through arbitration by arbitration tribunal in Hong Kong or China, rather than by a
court of law. Awards that are made by Chinese arbitral authorities recognized under the Arbitration Ordinance of Hong Kong can be enforced in
Hong Kong. Hong Kong arbitration awards are also enforceable in China. However, to our knowledge, no action has been brought in China by
any holder of H shares to enforce an arbitral award, and we are uncertain as to the outcome of any action brought in China to enforce an arbitral
award made in favor of holders of H shares.
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To our knowledge, there has not been any published report of judicial enforcement in China by holders of H shares of their rights under the
articles of association or the PRC Company Law.

Unlike in the United States, under applicable laws of China, shareholders do not have the right to sue the directors, supervisors, officers or other
shareholders on behalf of the corporation to enforce a claim against such party or parties that the corporation has failed to enforce itself. Our
shareholders may have to rely on other means to enforce directly their rights, such as through administrative proceedings. Chinese laws and
regulations applicable to overseas listed companies do not distinguish among minority, affiliated and unaffiliated shareholders in terms of their
rights and protections. In addition, our minority shareholders may not have the same protections afforded to them by companies incorporated
under the laws of the United States.

Although we will be subject to the Hong Kong Stock Exchange Listing Rules, or the Listing Rules, and the Hong Kong Codes on Takeovers and
Mergers and Share Repurchases, or the Codes, the holders of H shares will not be able to bring actions on the basis of violations of the Listing
Rules or the Codes, and must rely on the Hong Kong Stock Exchange and The Securities and Futures Commission of Hong Kong to enforce the
Listing Rules or the Codes, as the case may be.

You may experience difficulties in effecting service of legal process and enforcing judgments against us and our management.

We are a company incorporated under the laws of the PRC, and substantially all of our assets and our subsidiaries are located in China. In
addition, most of our directors and officers reside within China, and substantially all of the assets of our directors and officers are located within
China. As a result, it may not be possible to effect service of process within the United States or elsewhere outside of China upon most of our
directors or officers, including with respect to matters arising under U.S. federal securities laws or applicable state securities laws. Moreover, our
Chinese counsel has advised us that China does not have treaties providing for the reciprocal recognition and enforcement of judgments of
courts with the United States, the United Kingdom, Japan or most other Western countries. Our Hong Kong counsel has also advised us that
Hong Kong has no arrangement for the reciprocal enforcement of judgments with the United States. As a result, recognition and enforcement in
China of judgments of a court in the United States and any of the other jurisdictions mentioned above in relation to any matter not subject to a
binding arbitration provision may be difficult or impossible.

Holders of H shares may be subject to PRC taxation.

Under China�s current tax laws, regulations and rulings, dividends paid by us to holders of our H shares outside the PRC are currently exempted
from PRC income tax. In addition, gains realized by individuals or enterprises upon the sale or other disposition of our H shares are currently
exempted from PRC capital gains tax. If the exemptions are withdrawn in the future, holders of our H shares may be required to pay withholding
tax on dividends, which is currently imposed at the rate of 20%, or income tax, which may be imposed upon individuals at the rate of 20%, and
holders of our H shares may be required to pay PRC capital gains tax upon the sale or other disposition of our H shares.
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SUMMARY

You should read the following summary together with the more detailed information regarding us, the H shares and ADSs being sold by us in
this offering and our historical financial statements and related notes incorporated by reference in this prospectus supplement. You should read
the entire prospectus supplement and accompanying prospectus carefully when evaluating an investment in our H shares or ADSs. For a
discussion of certain factors to be considered in connection with an investment in our H shares or ADSs, see �Risk Factors� in this prospectus
supplement.

China Telecom Corporation Limited

We are the leading provider of wireline telephone, Internet and managed data and leased line services in ten regions in China. Our service
regions consist of Shanghai Municipality, Guangdong Province, Jiangsu Province, Zhejiang Province, Anhui Province, Fujian Province, Jiangxi
Province, Guangxi Zhuang Autonomous Region, Chongqing Municipality and Sichuan Province.

We offer a full range of wireline telecommunications services in our service regions, including local telephone, domestic and international, Hong
Kong, Macau and Taiwan long distance telephone, interconnection services, Internet and managed data and leased line services. Usage of our
international, Hong Kong, Macau and Taiwan long distance services, including usage by mobile subscribers, measured in outgoing call minutes,
through public switched telephone network services was 626 million minutes in 2003, 730 million minutes in 2002 and 1,104 million minutes in
2001; while such long distance usage of our VoIP services was 992 million minutes in 2003, 763 million minutes in 2002 and 457 million
minutes in 2001. We own and operate an extensive and advanced backbone network system, as well as substantially all of the local access
networks in our service regions. Our backbone and local network systems, together with the network of China Telecommunications Corporation,
or China Telecom Group, our controlling shareholder, form an advanced, integrated and reliable nationwide network system that is the largest in
China.

On December 31, 2003, we completed the acquisition from China Telecom Group of telecommunications assets in Anhui Province, Fujian
Province, Jiangxi Province, Guangxi Zhuang Autonomous Region, Chongqing Municipality and Sichuan Province as well as certain network
management, research and development facilities. The acquisition expanded the geographic coverage of our telecommunications operations and
our subscriber base.

We are a joint stock company with limited liability incorporated in The People�s Republic of China in 2002. Our principal executive office is
located at 31 Jinrong Street, Xicheng District, Beijing, China 100032. Our telephone number is (86-10) 6642-8166.

The Proposed Acquisition

On April 13, 2004, we entered into a conditional acquisition agreement with China Telecom Group, our controlling shareholder, to acquire
telecommunications businesses currently operated by subsidiaries of China Telecom Group, or the Target Group, in Hubei Province, Hunan
Province, Hainan Province, Guizhou Province, Yunnan Province, Shaanxi Province, Gansu Province, Qinghai Province, Ningxia Hui
Autonomous Region and Xinjiang Uygur Autonomous Region. In this prospectus supplement, we refer to this transaction as the Proposed
Acquisition. Each of the Target Group companies is a leading provider of wireline telephone, Internet and managed data and leased line services
in its service area. The service areas of the Target Group companies accounted for 17.9% of the total GDP of China in 2003, with a compound
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2001 to 2003. As of December 31, 2003, these Target Group companies had a total of approximately 42.9 million access lines in service for their
local telephone services and a 95.5% market share in their service areas in terms of the number of access lines in service. The wireline
penetration rate in the service areas of these companies was 14.5% as of December 31, 2003, which is relatively low compared to China�s
national average wireline penetration rate. We believe this presents strong growth potential for the Target Group companies. Average GDP per
capita in 2003 in the service areas of these companies was RMB6,737, which was lower than China�s national average of RMB9,030 for the same
year. Additional information regarding these Target Group companies is set forth in our current report on Form 6-K dated April 14, 2004 with
respect to information regarding a potential acquisition, dated April 13, 2004, incorporated by reference to this prospectus supplement and the
accompanying prospectus. Certain risks relating to the Proposed Acquisition are set forth under �Risk Factors�Risks Relating to the Proposed
Acquisition� in this prospectus supplement.

Terms of the Proposed Acquisition

Under the conditional acquisition agreement, the purchase price for the Proposed Acquisition will be RMB27,800 million (approximately
US$3,359 million), consisting of an initial cash consideration of RMB8,340 million (approximately US$1,008 million) payable upon completion
of the Proposed Acquisition, and a deferred consideration of RMB19,460 million (approximately US$2,351 million), payable on the tenth
anniversary of the completion date of the Proposed Acquisition. The conditional acquisition agreement provides that we may prepay all or part
of the deferred consideration during the ten years following the completion of the Proposed Acquisition without penalty. Interest will accrue
daily on the outstanding amount of deferred consideration at a rate of 5.184% per annum for the first five years after completion of the Proposed
Acquisition and thereafter at the then prevailing Renminbi lending rate for a commercial bank loan of similar amount and tenure, subject to a
discount of 10%.

In addition to the cash consideration payable to China Telecom Group, we will assume the debts of the Target Group upon completion of the
Proposed Acquisition. The combined net debt of the Target Group as of December 31, 2003 amounted to approximately RMB40,044 million
(approximately US$4,838 million). Net debt is calculated as the aggregate amount of short-term debt, long-term debt (including current portion)
and finance lease obligations (including current portion) less the aggregate amount of cash and cash equivalents and time deposits with maturity
over three months.

Completion of the Proposed Acquisition is conditional upon the fulfillment, to the reasonable satisfaction of our board of directors, of a number
of conditions, including the following:

(i) the passing of ordinary resolutions by our independent shareholders approving the terms of the Proposed Acquisition and the terms
of related prospective connected transactions described under �Relationship with China Telecom Corporation� in our report on Form
6-K dated April 14, 2004 with respect to information regarding a potential acquisition, dated April 13, 2004, incorporated by
reference to this prospectus supplement and the accompanying prospectus;

(ii) the obtaining of all necessary approvals from the relevant regulatory authorities, including the completion of the business registration
by each of the Target Group companies pursuant to the Target Group�s reorganization; and

(iii) there having been no material adverse change to the financial condition, business operations or prospects of the Target Group.

If any condition precedent is not satisfied or waived by us by December 31, 2004, or such other date as we and China Telecom Group may
agree, the conditional acquisition agreement will lapse.
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We intend to fund the initial cash consideration for the Proposed Acquisition using our net proceeds from the global offering and to use any
proceeds remaining after such payment to prepay part of the deferred consideration. See �Use of Proceeds.� If we do not proceed with the
Proposed Acquisition, we will use our net proceeds from the global offering to fund other similar strategic acquisition in accordance with the
authority granted by our shareholders at the shareholders meetings on May 3, 2004. We may not be able to identify suitable target companies or
opportunities in a timely manner or at all.

You can find additional information regarding the Proposed Acquisition in the current report on Form 6-K which we filed with the Securities
and Exchange Commission on April 14, 2004, which report is incorporated by reference in this prospectus supplement and the accompanying
prospectus.
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The Offering

Securities offered by Us 13,504,582 ADSs, or 1,350,458,182 H shares (which excludes the ADSs and H shares offered
outside of the United States in the international offering). Investors can choose to receive H
shares or ADSs.

Securities offered by the Selling Shareholders China Telecom Group, Guangdong Rising Assets Management Co., Ltd., Jiangsu Guoxin
Investment Group Co., Ltd. and Zhejiang Financial Development Company are offering
1,175,071 ADSs or 117,507,095 H shares, 113,065 ADSs or 11,306,522 H shares, 19,274
ADSs or 1,927,421 H shares and 43,048 ADSs or 4,304,780 H shares, respectively, and, in
each case, excluding the ADSs and H shares offered by such selling shareholder outside of the
United States in the international offering. Immediately after the global offering, China
Telecom Group, Guangdong Rising Assets Management Co., Ltd., Jiangsu Guoxin Investment
Group Co., Ltd. and Zhejiang Financial Development Company will own 72.09%, 6.94%,
1.18% and 2.64%, respectively, of our outstanding shares.

Global Offering 58,500,000 ADSs, or 5,850,000,000 H shares, offered in the U.S. offering and the international
offering. H shares may be delivered instead of ADSs at the option of purchasers.

U.S. Offering 14,855,040 ADSs, or 1,485,504,000 H shares, to be offered to investors in a registered public
offering in the United States.

International Offering 43,644,960 ADSs, or 4,364,496,000 H shares, to be offered to professional and institutional
investors outside the United States in reliance upon Regulation S of the Securities Act.

ADSs Each ADS represents 100 H shares that will be held by The Bank of New York, as depositary.
The ADSs will be evidenced by American Depositary Receipts, or ADRs. See �Description of
American Depositary Receipts� in the accompanying prospectus, which section describes the
deposit agreement under which the ADRs are issued.

H Shares Overseas listed foreign invested shares in our registered capital, par value of RMB1.00 per
share, which are listed on the Stock Exchange of Hong Kong Limited, or Hong Kong Stock
Exchange. H shares are subscribed for and traded in Hong Kong dollars exclusively by and
between investors of Hong Kong, Macau, Taiwan and any country other than China.

Offering Price in the Global Offering The offering price per ADS is US$29.49, equivalent to HK$2.30 per H share at the agreed
exchange rate of HK$7.80 to US$1.00.
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New York Stock Exchange Symbol Our ADSs are listed on the New York Stock Exchange under the symbol �CHA.�

Hong Kong Stock Exchange Stock Code Our H shares are listed on the Hong Kong Stock Exchange under the stock code �728.�

Payment and Delivery The underwriters expect to deliver the ADSs through the book-entry facilities of The
Depository Trust Company, Euroclear Bank S.A./N.V., as operator of the Euroclear System,
and Clearstream Banking, Societé Anonyme, and the H shares through the facilities of the
Hong Kong Securities Clearing Company, against payment on May 24, 2004.

Use of Proceeds We intend to use our net proceeds from the global offering to fund the initial cash consideration
for the Proposed Acquisition and to use any proceeds remaining after such payment to prepay
part of the deferred consideration, which is subject to certain conditions precedent. If we do not
proceed with the Proposed Acquisition, we will use our net proceeds from the global offering
to fund other similar strategic acquisition in accordance with the authority granted by our
shareholders at the shareholders meetings on May 3, 2004. Until we apply our net proceeds for
the Proposed Acquisition or other similar acquisition, we may invest such net proceeds in
certificates of deposit, US government securities or certain other interest-bearing securities or
place such net proceeds in bank deposits. Any use, investment or deposit of such net proceeds
other than for the Proposed Acquisition will be reviewed and approved by our independent
non-executive directors.

We will not receive any of the net proceeds from the H shares or ADSs sold by the selling
shareholders.

Shares Outstanding after the Global Offering 80,932,368,321 shares, including 13,877,410,000 H shares and H shares represented by ADSs
and 67,054,958,321 domestic shares, will constitute our entire issued and outstanding share
capital after the global offering. Domestic shares, which are not being offered under this
prospectus supplement, may only be subscribed for by, and traded between, legal or natural
persons of China (other than Hong Kong, Macau and Taiwan) and must be subscribed for and
traded in Renminbi. Domestic shares and H shares, including those represented by ADSs, are
ordinary shares in our share capital and confer equal rights on our shareholders.

The number of shares outstanding immediately after the global offering is based on the number
of our shares outstanding as of May 18, 2004.
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Selected Historical Consolidated Financial Data of Our Company

The following selected historical consolidated financial data of our company as of December 31, 2002 and 2003 and for each of the years ended
December 31, 2001, 2002 and 2003 are derived from our audited financial statements incorporated by reference in this prospectus supplement
and the accompanying prospectus. The selected historical consolidated financial data as of December 31, 1999, 2000 and 2001 and for each of
the years ended December 31, 1999 and 2000 are derived from our audited financial statements, which are not included or incorporated by
reference in this prospectus supplement or the accompanying prospectus. Our audited financial statements are prepared and presented in
accordance with International Financial Reporting Standards, or IFRS, which differ in certain significant respects from accounting principles
generally accepted in the United States, or US GAAP.

The following selected historical consolidated financial data are prepared as if our current corporate structure had been in existence
throughout the periods presented below. Since China Telecom Group controlled the telecommunications operations and the related assets
transferred to us prior to our restructuring and continues to control us after our restructuring, the financial data of the telecommunications
operations in Shanghai Municipality, Guangdong Province, Jiangsu Province and Zhejiang Province transferred to us by China Telecom Group
for periods prior to our incorporation have been combined in a manner similar to a pooling-of-interests. As we and the companies we acquired
in 2003 were under the common control of China Telecom Group prior to the acquisition, that acquisition has been accounted for in a manner
similar to a pooling-of-interests and our financial statements for periods prior to that acquisition have been restated to include the financial
position and results of operations of these acquired companies on a combined basis. Except for the income statement data for the year ended
December 31, 2003, the income statement data for the other periods presented below include the results of certain assets retained by China
Telecom Group after our restructuring in 2001 and that acquisition. The results of such assets are not reflected in our income statement for
periods beginning after December 31, 2002. Except for the balance sheet data as of December 31, 2002 and 2003, the balance sheet data as of
other dates presented below include data related to the assets retained by China Telecom Group after our restructuring in 2001 and that
acquisition. These assets are not reflected in our balance sheet as of and after December 31, 2002.

You should read our selected historical consolidated financial data together with our audited financial statements and related notes
incorporated by reference in this prospectus supplement, as well as �Item 3�Key Information�Selected Financial Data� and �Item
5�Operating and Financial Review and Prospects� in our annual report on Form 20-F for our fiscal year ended December 31, 2003
incorporated by reference in this prospectus supplement and the accompanying prospectus.
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As of or for the year ended December 31,

1999 2000 2001 2002 2003 2003

RMB RMB RMB RMB RMB US$(1)

(in millions, except share numbers and per share and per ADS data)
Income Statement Data:
IFRS
Operating revenue 92,107 101,433 100,497 109,564 118,451 14,311
Operating expenses (60,046) (72,170) (77,881) (83,567) (86,003) (10,391)
Operating income 32,061 29,263 22,616 25,997 32,448 3,920
Income before income tax and minority interests(2) 31,167 29,015 10,133 9,263 30,675 3,706
Income tax (6,409) (5,596) (161) 582 (5,933) (717)
Net income 24,657 23,344 9,986 9,773 24,686 2,983
Basic earnings per share(3) 0.36 0.34 0.15 0.14 0.33 0.04
Basic earnings per ADS(3) 36.09 34.17 14.62 14.11 32.65 3.95

U.S. GAAP
Net income 24,657 23,344 17,888 18,545 22,006 2,659
Basic earnings per share(3) 0.36 0.34 0.26 0.27 0.29 0.04
Basic earnings per ADS(3) 36.09 34.17 26.18 26.78 29.10 3.52

Balance Sheet Data:
IFRS
Cash and cash equivalents 22,055 18,358 7,697 18,685 10,119 1,222
Accounts receivable, net 10,673 10,890 8,536 9,058 10,187 1,231
Property, plant and equipment, net(2) 180,807 202,659 221,333 220,761 235,211 28,418
Total assets(2) 276,544 301,250 299,088 303,611 305,605 36,923
Short-term debt(4) 19,600 23,454 33,914 40,336 40,097 4,845
Accounts payable 16,424 22,218 24,071 21,728 20,129 2,432
Long-term obligations 25,366 22,814 22,160 17,676 49,684 6,003
Deferred revenues (excluding current portion) 46,771 43,879 38,465 31,735 25,389 3,068
Total liabilities 156,494 166,101 162,944 149,577 173,064 20,910
Shareholders� equity(2) 119,128 134,158 135,156 152,848 131,272 15,860

U.S. GAAP
Property, plant and equipment, net 180,807 202,659 229,109 240,870 251,320 30,365
Total assets 276,544 301,250 306,864 323,720 321,714 38,870
Shareholders� equity 119,128 134,158 140,274 166,229 141,973 17,153

Cash Flow Data:
IFRS
Cash flows from operating activities 50,483 49,641 46,648 52,158 46,884 5,665
Net cash used in investing activities(5) (41,505) (49,832) (55,844) (47,060) (40,781) (4,927)
Capital expenditures(5) (41,999) (48,507) (54,625) (45,807) (41,825) (5,053)
Net cash (used in) / from financing activities (4,298) (3,506) (1,465) 5,890 (14,669) (1,773)

(1) Translated into US dollars solely for the convenience of the reader at the noon buying rate prevailing on December 31, 2003 of US$1.00 to RMB8.2767.

(2) Data as of December 31, 2001, 2002 and 2003 and for the years ended December 31, 2001 and 2002 include the effect of the revaluation of property, plant
and equipment as of December 31, 2001 in connection with our restructuring and as of December 31, 2002 in connection with our acquisition in 2003. See
Note 7 to our audited financial statements incorporated by reference in this prospectus supplement and the accompanying prospectus.

(3) The basic earnings per share has been calculated based on the net income of RMB24,657 million, RMB23,344 million, RMB9,986 million, RMB9,773
million and RMB24,686 million, respectively, for the years ended December 31, 1999, 2000, 2001, 2002 and 2003, and the weighted average number of
shares in issue during the relevant year of 68,317,270,803, 68,317,270,803, 68,317,270,803, 69,241,674,942 and 75,614,186,503 shares, respectively, as if the
68,317,270,803 shares issued and outstanding upon our formation on September 10, 2002 had been outstanding for all periods presented. Basic earnings per
ADS has been computed as if all of our issued and outstanding shares, including domestic shares and H shares, are represented by ADSs during each of the
years presented. Each ADS represents 100 H shares.

(4) Excludes current portion of long-term debt.
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Selected Historical Combined Financial Data of the Target Group

The following selected historical combined financial data of the Target Group as of December 31, 2002 and 2003 and for each of the years
ended December 31, 2001, 2002 and 2003 are derived from the audited historical combined financial statements of the Target Group
incorporated by reference in this prospectus supplement and the accompanying prospectus. These financial statements were prepared and
presented in accordance with IFRS, which differ in certain significant respects from US GAAP.

The following selected historical combined financial data are prepared as if the Target Group has owned and operated the wireline
telecommunications businesses transferred by China Telecom Group in connection with the Proposed Acquisition throughout the periods
presented below. The income statement data for the years ended December 31, 2001, 2002 and 2003 and the balance sheet data as of December
31, 2002 presented below include the results of and data relating to certain investments in non-telecommunications industries and properties
and other assets historically associated with the telecommunications operations of China Telecom Group in the service areas of the Target
Group that were not transferred to the Target Group in the restructuring relating to the Proposed Acquisition. As a result of the segregation and
separate management of these assets by China Telecom Group beginning December 31, 2003, the assets retained by China Telecom Group have
been accounted for as an equity transaction as of December 31, 2003. Please refer to Note 1 to the audited combined financial statements of the
Target Group incorporated by reference in this prospectus supplement and the accompanying prospectus for further details.

You should read the selected historical combined financial data of the Target Group together with the audited combined financial statements of
the Target Group and related notes incorporated by reference in this prospectus supplement and the accompanying prospectus.
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As of or for the year ended
December 31,

2001 2002 2003 2003

RMB RMB RMB US$(1)

(in millions)
Income Statement Data:
IFRS
Operating revenue 29,584 31,342 33,102 3,999
Operating expenses (31,486) (32,231) (32,698) (3,950)
Operating (loss)/income (1,902) (889) 404 49
Loss before income tax(2) (3,294) (2,828) (16,268) (1,965)
Income tax 1,660 1,274 5,464 660
Net loss (1,634) (1,554) (10,804) (1,305)

U.S. GAAP
Net loss (1,634) (1,554) (554) (67)

As of or for the year ended
December 31,

2002 2003 2003

RMB RMB US$(1)

(in millions)

Balance Sheet Data:
IFRS
Cash and cash equivalents 4,058 2,602 314
Accounts receivable, net 2,547 2,764 334
Property, plant and equipment, net(2) 90,480 74,685 9,023
Total assets(2) 120,090 98,337 11,881
Short-term debt(3) 12,860 16,146 1,951
Accounts payable 13,131 15,500 1,873
Long-term obligations 21,376 18,991 2,295
Deferred revenues (excluding current portion) 9,159 7,355 888
Total liabilities 85,913 78,815 9,523
Owner�s equity(2) 34,177 19,522 2,358

U.S. GAAP
Property, plant and equipment, net 90,480 87,980 10,630
Total assets 120,090 111,632 13,488
Owner�s equity 34,177 28,668 3,464

Cash Flow Data:
IFRS
Cash flows from operating activities 10,199 11,508 1,390
Net cash used in investing activities(4) (15,518) (16,313) (1,971)
Capital expenditures(4) (15,630) (15,867) (1,917)
Net cash from financing activities 1,800 3,349 405

(1) Translated into US dollars solely for the convenience of the reader at the noon buying rate prevailing on December 31, 2003 of US$1.00 to RMB8.2767.

(2) Data as of December 31, 2003 and for the year ended December 31, 2003 include the effect of the revaluation of property, plant and equipment as of
December 31, 2003 in connection with the Target Group�s restructuring. See Note 7 to the audited combined financial statements of the Target Group
incorporated by reference in this prospectus supplement and the accompanying prospectus.

(3) Excludes current portion of long-term debt.
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Selected Unaudited Pro Forma Financial Data

The following selected unaudited pro forma financial data are based upon our historical consolidated financial statements and the historical
combined financial statements of the Target Group (after giving effect to the pro forma adjustments described in the notes to the unaudited pro
forma financial information of the Group incorporated by reference in this prospectus supplement and the accompanying prospectus). If the
Proposed Acquisition is completed, our consolidated financial statements for periods prior to completion of the Proposed Acquisition will be
restated to include the assets and liabilities and the results of operations of the Target Group for those periods on a combined basis and the
purchase price for the Proposed Acquisition will be treated as an equity transaction.

The following selected unaudited pro forma income statement data give effect to the Proposed Acquisition as if it was completed on January 1,
2003 and are also adjusted to give effect to the restructuring of the Target Group relating to the Proposed Acquisition as if such restructuring
had occurred on January 1, 2003. The following selected unaudited pro forma balance sheet data as of December 31, 2003 give effect to the
Proposed Acquisition as if it was completed on December 31, 2003.

The following selected unaudited pro forma financial data are based on currently available information and a number of assumptions, estimates
and uncertainties, including those set forth under �Risk Factors� and in the unaudited pro forma financial information of the Group
incorporated by reference in this prospectus supplement and the accompanying prospectus, and should not be taken as an indication of the
actual financial position or results that our company will achieve if the Proposed Acquisition is completed.

You should read the selected unaudited pro forma financial data together with the related notes included or incorporated by reference in this
prospectus supplement and the accompanying prospectus.
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Unaudited Pro Forma Statement of Income Under IFRS for the Year Ended December 31, 2003

Our
Historical

Target Group

Historical

Pro Forma
Pooling

Pro Forma

Adjustments

Pro Forma
Combined

(in RMB in millions, except share numbers and per share data)
Operating revenues 118,451 33,102 151,553 (245)(3) 151,308
Operating expenses
Depreciation and amortization (32,921) (13,676) (46,597) 2,991(4) (43,291)

315(5)

Network operations and support (31,883) (12,235) (44,118) (44,118)
Selling, general and administrative (18,303) (6,507) (24,810) (238)(5) (25,048)
Other operating expenses (2,896) (280) (3,176) 683(3) (2,493)

Total operating expenses (86,003) (32,698) (118,701) (114,950)

Operating income 32,448 404 32,852 36,358
Deficit on revaluation of property, plant and equipment � (14,832) (14,832) (14,832)
Net finance costs (1,814) (1,792) (3,606) (147)(1) (4,762)

(1,009)(2)

Investment income / (loss) 7 (49) (42) 49(6) 7
Equity in income of associates 34 1 35 (1)(6) 34

Income / (loss) before income tax and minority interests 30,675 (16,268) 14,407 16,805
Income tax (5,933) 5,464 (469) (791)(7) (1,260)

Income / (loss) before minority interests 24,742 (10,804) 13,938 15,545
Minority interests (56) � (56) (56)

Net income / (loss) 24,686 (10,804) 13,882 15,489

Basic earnings per share (in RMB) 0.33 0.20

Weighted average number of shares (in millions) 75,614 75,614

Reconciliation of Pro Forma Net Income Under IFRS to Pro Forma Net Income Under US GAAP for the Year Ended December 31,
2003

Pro forma net income under IFRS 15,489

US GAAP adjustments:
Reversal of deficit on revaluation of property, plant and equipment, net of minority interests(8) 14,832
Depreciation on revalued property, plant and equipment(8) (6,931)
Disposal of revalued property, plant and equipment(8) (60)
Deferred tax effect of US GAAP adjustments(8) (2,275)

Pro forma net income under US GAAP 21,055

Pro forma basic earnings per share under US GAAP (in RMB) 0.28
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Unaudited Pro Forma Balance Sheet Under IFRS as of December 31, 2003

Our
Historical

Target Group

Historical

Pro Forma
Pooling

Pro Forma

Adjustments

Pro Forma
Combined

(in RMB in millions)
ASSETS
Current assets
Cash and cash equivalents 10,119 2,602 12,721 (8,340)(1) 4,381
Time deposits with maturity over three months 428 45 473 473
Accounts receivable, net 10,187 2,764 12,951 12,951
Inventories 2,330 923 3,253 3,253
Prepayments and other current assets 2,440 1,255 3,695 3,695

Total current assets 25,504 7,589 33,093 24,753

Non-current assets
Property, plant and equipment, net. 235,211 74,685 309,896 309,896
Construction in progress 22,790 8,827 31,617 31,617
Lease prepayments 3,234 1,251 4,485 4,485
Interests in associates 513 � 513 513
Investments 205 1 206 206
Deferred tax assets 8,314 2,209 10,523 10,523
Other assets 9,834 3,775 13,609 13,609

Total non-current assets 280,101 90,748 370,849 370,849

Total assets 305,605 98,337 403,942 395,602

LIABILITIES AND SHAREHOLDERS� EQUITY
Current liabilities
Short-term debt 40,097 16,146 56,243 56,243
Current portion of long-term debt 6,434 7,523 13,957 13,957
Accounts payable 20,129 15,500 35,629 35,629
Accrued expenses and other payables 15,989 10,015 26,004 26,004
Income tax payable 3,395 � 3,395 3,395
Current portion of finance lease obligations 19 31 50 50
Current portion of deferred revenues 10,603 3,254 13,857 13,857

Total current liabilities 96,666 52,469 149,135 149,135

Non-current liabilities
Long-term debt 49,665 18,967 68,632 19,460(2) 88,092
Finance lease obligations 19 24 43 43
Deferred revenues 25,389 7,355 32,744 32,744
Deferred tax liabilities 1,325 � 1,325 1,325

Total non-current liabilities 76,398 26,346 102,744 122,204

Total liabilities 173,064 78,815 251,879 271,339

Minority interests 1,269 � 1,269 1,269
Shareholders� equity
Share capital 75,614 � 75,614 75,614
Reserves 55,658 19,522 75,180 (8,340)(1) 47,380
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Total shareholders� equity 131,272 19,522 150,794 122,994

Total liabilities and shareholders� equity 305,605 98,337 403,942 395,602
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Reconciliation of Pro Forma Shareholders� Equity Under IFRS to Pro Forma Shareholders� Equity Under US GAAP

(in RMB in millions)
Pro forma shareholders� equity as of December 31, 2003 under IFRS 122,994
US GAAP adjustments:
Reversal of deficit on revaluation of property, plant and equipment,
net of minority interests(8) 29,312
Deferred tax effect of US GAAP adjustment(8) (9,465)

Pro forma shareholders� equity as of December 31, 2003 under US GAAP 142,841

(1) In connection with the Proposed Acquisition, an initial cash consideration of RMB8,340 million will be paid by us to China Telecom Group on the
completion date of the Proposed Acquisition. The pro forma balance sheet adjustment reflects the payment of the initial cash consideration as if the Proposed
Acquisition had been completed on December 31, 2003. The pro forma income statement adjustment reflects the reduction in interest income in respect of the
cash paid as if the Proposed Acquisition had been completed on January 1, 2003.

(2) In connection with the Proposed Acquisition, a deferred consideration of RMB19,460 million, representing the difference between the purchase price and the
initial cash payment described in Note 1 above, will be payable by us to China Telecom Group on the tenth anniversary of the completion date of the
Proposed Acquisition. The pro forma balance sheet adjustment reflects the deferred consideration payable as if the Proposed Acquisition had been completed
on December 31, 2003. The pro forma income statement adjustment reflects the additional interest expense in respect of the deferred consideration at 5.184%
per annum as if the Proposed Acquisition had been completed on January 1, 2003.

(3) Prior to the Proposed Acquisition, the interconnection settlement between China Telecom Group and us was based on the net volume of telephone calls
between China Telecom Group plus the Target Group and us. After completion of the Proposed Acquisition, the interconnection settlement between China
Telecom Group and us will be based on the net volume of telephone calls between China Telecom Group and us plus the Target Group. The pro forma
adjustment reflects the expected effect of the above change on the interconnection revenue and expenses as if the Proposed Acquisition had been completed
on January 1, 2003.

(4) In connection with the restructuring of the Target Group for the Proposed Acquisition, the property, plant and equipment of the Target Group were revalued
as of December 31, 2003 as required by the relevant PRC laws and regulations, which resulted in a net revaluation deficit of RMB13,295 million. The pro
forma adjustment reflects the reduction in depreciation charge resulting from the revaluation of the Target Group�s property, plant and equipment as if the
results of the revaluation had been recorded on January 1, 2003.

(5) In connection with the restructuring of the Target Group for the Proposed Acquisition, certain property, plant and equipment associated with the predecessors
of the Target Group were not transferred to the Target Group but were retained by China Telecom Group. Pursuant to property leasing agreements between
the Target Group and China Telecom Group, the Target Group leases certain properties from China Telecom Group. The property rental to be paid by the
Target Group to China Telecom Group is based on market rates, with reference to amounts stipulated by local price bureaus. The pro forma adjustment
reflects the effects of a reduction in depreciation charge relating to the property, plant and equipment retained by China Telecom Group and an increase in
rental expense as if the restructuring occurred and the property leasing agreements took effect on January 1, 2003.

(6) In connection with the restructuring of the Target Group for the Proposed Acquisition, certain long-term investments and interests in associates of the
predecessors of the Target Group were not transferred to the Target Group but were retained by China Telecom Group. The pro forma adjustment reflects a
decrease in investment loss relating to these long-term investments and a decrease in the equity in income of associates as if the restructuring occurred on
January 1, 2003.

(7) The pro forma adjustment reflects the tax effect of the above pro forma adjustments using the statutory tax rate of 33%.

(8) The pro forma adjustments under US GAAP reflect the effects of the reversal of deficit on revaluation of ours and the Target Group�s property, plant and
equipment, the reversal of the reduction in depreciation charge and loss on disposal of the relevant assets, and the related tax effect.
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USE OF PROCEEDS

Our estimated net proceeds from the global offering, after deducting the underwriters� discounts and commissions and our estimated offering
expenses, will be approximately US$1,532,874,267.49 (equivalent to HK$11,956,419,286.40 at the noon buying rate on May 18, 2004). We will
not receive any of the net proceeds from the sale of H shares by the selling shareholders.

We intend to use our net proceeds from the global offering to pay the initial cash consideration of RMB8,340 million (approximately US$1,008
million) payable upon completion of the Proposed Acquisition. The Proposed Acquisition is subject to the conditions precedent described in our
current report on Form 6-K dated April 14, 2004 with respect to information regarding a potential acquisition, dated April 13, 2004, incorporated
by reference to this prospectus supplement and the accompanying prospectus. The balance of the net proceeds remaining after payment of such
initial cash consideration will be used as partial prepayment of the deferred consideration of RMB19,460 million (approximately US$2,351
million) payable on the tenth anniversary of the completion date of the Proposed Acquisition. The conditional acquisition agreement relating to
the Proposed Acquisition provides that any payment made in currencies other than Renminbi will be based on the exchange rates between
Renminbi and such currencies prevailing at 12:00 noon (Beijing time) on April 8, 2004, which, for US dollars, was US$1.00 to RMB8.2769. We
may prepay all or part of the deferred consideration during the ten years following the completion of the Proposed Acquisition without penalty.
Interest will accrue daily on the outstanding amount of deferred consideration at a rate of 5.184% per annum for the first five years after
completion of the Proposed Acquisition and thereafter at the then prevailing Renminbi lending rate for a commercial bank loan of similar
amount and tenure, subject to a discount of 10%. If we do not proceed with the Proposed Acquisition, we will use our net proceeds from the
global offering to fund other similar strategic acquisition in accordance with the authority granted by our shareholders at the shareholders
meetings on May 3, 2004. Until we apply our net proceeds for the Proposed Acquisition or other similar acquisition, we may invest such net
proceeds in certificates of deposit, US government securities or certain other interest-bearing securities or place such net proceeds in bank
deposits. Any use, investment or deposit of such net proceeds other than for the Proposed Acquisition will be reviewed and approved by our
independent non-executive directors.
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MARKET PRICE INFORMATION

Our American depositary shares, or ADSs, each representing 100 H shares, are listed and traded on the New York Stock Exchange under the
symbol �CHA�. Our H shares are listed and traded on the Hong Kong Stock Exchange under the stock code �728�. The New York Stock Exchange
and the Hong Kong Stock Exchange are the principal trading markets for our ADSs and H shares, which are not listed on any other exchanges in
or outside the United States.

As of December 31, 2003, there were 8,027,410,000 H shares issued and outstanding. The number of H shares issued and outstanding remained
unchanged as of May 18, 2004.

As of December 31, 2003 and May 18, 2004, there were, respectively, 8 and 12 registered holders of American depositary receipts evidencing
8,642,570 and 6,562,751 ADSs. Since certain of the ADSs are held by nominees, the above number may not be representative of the actual
number of U.S. beneficial holders of ADSs or the number of ADSs beneficially held by U.S. persons. The depositary for the ADSs is The Bank
of New York.

The high and low closing sale prices of the shares on the Hong Kong Stock Exchange and of the ADSs on the NYSE for the periods indicated
are as follows.

Price per
Share (HK$)

Price per ADS
(US$)

High Low High Low

Annual
2002 (from listing date) 1.49 1.37 18.80 17.27
2003 3.20 1.34 40.81 17.00
2004 (through May 18) 3.45 2.25 44.54 28.85
Quarterly
Fourth Quarter, 2002 1.49 1.37 18.80 17.27
First Quarter, 2003 1.52 1.34 19.42 18.32
Second Quarter 2003 1.84 1.34 23.15 17.31
Third Quarter 2003 2.33 1.78 30.00 22.63
Fourth Quarter 2003 3.20 2.05 40.81 26.12
First Quarter 2004 3.45 2.55 44.54 33.20
Second Quarter 2004 (through May 18) 2.83 2.25 35.98 28.85
Monthly
October 2003 2.58 2.05 34.75 26.12
November 2003 2.63 2.33 33.48 29.55
December 2003 3.20 2.60 40.81 32.80
January 2004 3.45 2.88 44.54 36.59
February 2004 3.20 2.88 40.54 36.30
March 2004 3.08 2.55 39.46 33.20
April 2004 2.83 2.33 35.98 28.85
May 2004 (through May 18) 2.43 2.25 30.22 28.90
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DIVIDEND POLICY

The declaration and payment of dividends by our company will depend upon our financial results, our shareholders� interests, general business
conditions and strategies, our capital requirements, contractual restrictions on the payment of dividends by us to our shareholders or by our
subsidiaries to us, if any, possible effects on our credit worthiness and other factors our directors may deem relevant. Our board of directors will
declare dividends, if any, in Renminbi with respect to our H shares on a per share basis and will pay such dividends in Hong Kong dollars. The
Bank of New York, as depositary, will convert the Hong Kong dollar dividend payment, if any, and distribute it to holders of ADSs in U.S.
dollars, less the related fees and expenses and any withholding tax. Any final dividend for a fiscal year will be subject to shareholders� approval.
Under the PRC Company Law and our articles of association, all of our shareholders have equal rights to dividends and distributions. The
holders of our H shares will share proportionately on a per share basis in all dividends and other distributions declared by our board of directors.

On March 17, 2004, our directors declared dividends for the year ended December 31, 2003 on the basis of HK$0.065 per share, representing a
total of approximately RMB5,210 million, which was approved by our shareholders at the annual general meeting held on May 3, 2004. We
declared dividends for the year ended December 31, 2002 on the basis of HK$0.065 per share, pro-rated based on the number of days that our
shares had been listed during 2002.
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CAPITALIZATION AND INDEBTEDNESS

The following table sets forth our cash and cash equivalents, short-term debt and capitalization as of December 31, 2003. Our capitalization is
presented:

� On an actual basis;

� On an as adjusted basis to give effect to the issuance of 5,850,000,000 H shares in connection with the global offering and the receipt
by us of the total net proceeds from the global offering (after deducting underwriters� discounts and commissions, the estimated
offering expenses payable by us and the net proceeds attributable to the selling shareholders), as if the global offering was completed
on December 31, 2003; and

� On an as adjusted basis to give effect to the issuance of 5,850,000,000 H shares in connection with the global offering and the
application of our total net proceeds from the global offering (after deducting underwriters� discounts and commissions, the estimated
offering expenses payable by us and the net proceeds attributable to the selling shareholders) to fund the Proposed Acquisition as
described under �Use of Proceeds,� as if the global offering and the Proposed Acquisition were completed on December 31, 2003.

You should read this table in conjunction with �Item 5�Operating and Financial Review and Prospects� in our annual report on Form 20-F for our
fiscal year ended December 31, 2003 and our consolidated financial statements incorporated by reference in this prospectus supplement and the
accompanying prospectus.

As of December 31, 2003

Actual

As
Adjusted to

Reflect
Global

Offering(3)(4)

As Adjusted
to Reflect

Global
Offering and

Proposed
Acquisition(5) Actual

As
Adjusted
to Reflect

Global
Offering(3)

As Adjusted
to Reflect

Global
Offering and

Proposed
Acquisition(5)

RMB RMB RMB US$(1) US$(1) US$(1)

(in millions)
Cash and cash equivalents 10,119 22,807 12,721 1,222 2,755 1,537
Short-term debt:
Short-term debt(2) 40,097 40,097 56,243 4,845 4,845 6,795
Current portion of long-term debt 6,434 6,434 13,957 777 777 1,686
Total short-term debt 46,531 46,531 70,200 5,622 5,622 8,481
Capitalization:
Long-term debt 49,665 49,665 83,744 6,001 6,001 10,118
Shareholders� equity 131,272 143,960 135,682 15,860 17,393 16,393
Total capitalization 180,937 193,625 219,426 21,861 23,394 26,511

(1) Translated at the noon buying rate on December 31, 2003 of RMB1.00 = US$8.2767.

(2) Excludes current portion of long-term debt.
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(3) Adjusted to give effect to the global offering, as if the global offering was completed on December 31, 2003.

(4) The net proceeds raised from the global offering was translated from US dollars into Renminbi at the exchange rate of RMB8.2771 = US$1.00, the noon
buying rate on May 18, 2004.

(5) Adjusted to give effect to the global offering and the application of our total net proceeds from the global offering to fund the Proposed Acquisition, as if the
global offering and the Proposed Acquisition were completed on December 31, 2003.

None of our debt as of December 31, 2003 was secured.
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DILUTION

If you invest in the ADSs offered by us in this offering, your interest will be diluted to the extent of the difference between the offering price per
ADS set forth on the cover of this prospectus supplement and the net tangible book value per ADS upon the completion of this offering.

As of December 31, 2003, our net tangible book value was RMB131,272 million (equivalent to approximately US$15,860 million), or US$20.98
per ADS. Net tangible book value per ADS represents the book value of our total tangible assets minus our total liabilities and minority interests,
divided by the total number of ADSs that would have been outstanding as of December 31, 2003 if all of our outstanding shares as of such date
were represented by ADSs. It was calculated using an exchange rate of RMB8.2767 per US$1.00, the noon buying rate on December 31, 2003.

After giving effect to the sale of the ADSs and H shares sold by us in the global offering at the offering price of US$29.49 per ADS and after
deducting underwriting discounts and commissions and estimated offering expenses payable by us, but without taking into account any other
changes in such tangible book value after December 31, 2003, our net tangible book value per ADS would increase to US$21.49 per ADS. This
represents an immediate increase of US$0.51 per ADS in net tangible book value to holders of our shares outstanding as of December 31, 2003
and an immediate dilution of US$8.00 per ADS in net tangible book value to investors purchasing ADSs in this offering at the offering price.

The following table illustrates such dilution on the basis of IFRS:

US$
Offering price per ADS 29.49
Net tangible book value per ADS as of December 31, 2003 20.98
Increase in net tangible book value per ADS attributable to the global offering 0.51
Adjusted net tangible book value per ADS after the global offering 21.49
Dilution in net tangible book value per ADS to new investors 8.00
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TAXATION

The taxation of income and capital gains of holders of H shares or ADSs is subject to the laws and practices of China and of jurisdictions in
which holders of H shares or ADSs are resident or otherwise subject to tax. The following summary of certain relevant taxation provisions is
based on current law and practice, is subject to change and does not constitute legal or tax advice. The discussion does not deal with all
possible tax consequences relating to an investment in the H shares or ADSs. In particular, the discussion does not address the tax consequences
under state, local and other laws, such as non-U.S. federal laws. Accordingly, you should consult your own tax adviser regarding the tax
consequences of an investment in the H shares and ADSs. The discussion is based upon laws and relevant interpretations in effect as of the date
of this prospectus supplement, all of which are subject to change.

People�s Republic of China

The following is a summary of certain Chinese tax provisions relating to the ownership and disposition of H shares or ADSs held by the
investors as capital assets. This summary does not purport to address all material tax consequences of the ownership of H shares, and does not
take into account the specific circumstances of any particular investors. This summary is based on the tax laws of China as in effect on the date
of this prospectus supplement, as well as on the Agreement between the United States of America and the People�s Republic of China for the
Avoidance of Double Taxation, or the PRC-US Treaty, all of which are subject to change (or changes in interpretation), possibly with retroactive
effect.

This discussion does not address any aspects of Chinese taxation other than income taxation, capital taxation, stamp taxation and estate taxation.
Prospective investors are urged to consult their tax advisors regarding Chinese, Hong Kong and other tax consequences of owning and disposing
of H shares.

Taxation of Dividends

Individual Investors.    According to the Provisional Regulations of China Concerning Questions of Taxation on Enterprises Experimenting with
the Share System, or the Provisional Regulations, and the Individual Income Tax Law of China, as amended on August 30, 1999, dividends paid
by Chinese companies are ordinarily subject to a Chinese withholding tax levied at a flat rate of 20%. For a foreign individual who is not a
resident of China, the receipt of dividends from a company in China is normally subject to a withholding tax of 20% unless reduced by an
applicable tax treaty. However, the Chinese State Administration of Taxation, or the SAT, the Chinese central government tax authority which
succeeded the State Tax Bureau, issued, on July 21, 1993, a Notice of the Chinese State Administration of Taxation Concerning the Taxation of
Gains on Transfer and Dividends from Shares (Equities) Received by Foreign Investment Enterprises, Foreign Enterprises and Foreign
Individuals, or the Tax Notice, which states that dividends paid by a Chinese company to individuals with respect to shares listed on an overseas
stock exchange, or Overseas Shares, such as H shares, are not subject to Chinese withholding tax. The relevant tax authority has not collected
withholding tax on dividend payments on Overseas Shares, including H shares and ADSs.

Under the Individual Income Tax Law of China, foreign individuals are subject to withholding tax on dividends paid by a Chinese company at a
rate of 20% unless specifically exempted by the tax authority of the State Council. However, in a letter dated July 26, 1994 to the former State
Commission for Restructuring the Economic System, the former State Council Securities Commission and the China Securities Regulatory
Commission, the SAT reiterated the temporary tax exemption stated in the Tax Notice for dividends received from a Chinese company listed
overseas. In the event that this letter is withdrawn, a 20% tax may be withheld on dividends in accordance with the Provisional Regulations, the
Amendments and the Individual Income Tax Law. Such withholding tax may be reduced under an applicable double taxation treaty. To date, the
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Enterprises.    According to the Income Tax Law of China Concerning Foreign Investment Enterprises and Foreign Enterprises, dividends paid
by Chinese companies to enterprises are ordinarily subject to a Chinese withholding tax levied at a flat rate of 20%. However, according to the
Tax Notice, a foreign enterprise with no permanent establishment in China receiving dividends paid with respect to a Chinese company�s
Overseas Shares will temporarily not be subject to the 20% withholding tax. If such withholding tax becomes applicable in the future, the rate
could be reduced under an applicable double taxation treaty.

Tax Treaties.    Investors who do not reside in China and reside in countries that have entered into double-taxation treaties with China may be
entitled to a reduction of the withholding tax imposed on the payment of dividends to investors of our company who do not reside in China.
China currently has double-taxation treaties with a number of other countries, which include:

� Australia;

� Canada;

� France;

� Germany;

� Japan;

� Malaysia;

� the Netherlands;

� Singapore;

� the United Kingdom; and

� the United States.

Under the China-US Treaty, China may tax a dividend paid by us to an Eligible U.S. Holder up to a maximum of 10% of the gross amount of
such dividend. It is arguable that under the China-US Treaty, China may only tax gains from the sale or disposition by an Eligible U.S. Holder of
H shares representing an interest in the Company of 25% or more, but this position is uncertain and the Chinese authorities may take a different
position. For the purposes of this discussion, an �Eligible U.S. Holder� is a U.S. holder that (i) is a resident of the United States for the purposes of
the China-US Treaty, (ii) does not maintain a permanent establishment or fixed base in China to which H shares are attributable and through
which the beneficial owner carries on or has carried on business (or, in the case of an individual, performs or has performed independent
personal services) and (iii) is not otherwise ineligible for benefits under the China-US Treaty with respect to income and gains derived in
connection with the H shares.

Edgar Filing: CHINA TELECOM CORP LTD - Form 424B2

Table of Contents 55



Taxation of Capital Gains

The Tax Notice provides that gains realized by enterprises that are holders of Overseas Shares would, temporarily, not be subject to capital gains
taxes. With respect to individual holders of H shares, the Provisions for Implementation of Individual Income Tax Law of China, or the
Provisions, issued on January 28, 1994, stipulated that gains realized on the sale of equity shares would be subject to income tax at a rate of 20%
on the gains, and empowered the Ministry of Finance to draft detailed tax rules on the mechanism for collecting such tax, as per the official
publication �China Securities News� of April 13, 1994. However, no income tax on gains realized on the sale of equity shares has been collected.
Gains on the sale of shares by individuals were temporarily exempted from individual income tax pursuant to notices issued by the SAT dated
June 20, 1994, February 9, 1996 and March 30, 1998. In the event this temporary exemption is withdrawn or ceases to be effective, individual
holders of H shares may be subject to capital gains tax at the rate of 20% unless such tax is reduced or eliminated by an applicable double
taxation treaty. If tax on capital gains from the sale of H shares become applicable, it is arguable that under the China-US Treaty, China may
only tax gains from the sale or disposition by an Eligible U.S. Holder of H shares representing an interest in our company of 25% or more, but
this position is uncertain and the Chinese authorities may take a different position.
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On November 18, 2000, the State Council issued a notice entitled �State Council Notice on the Income Tax Reduction for Interest and Other
Income that Foreign Enterprises Derive in China,� or the Tax Reduction Notice. Under the Tax Reduction Notice, beginning January 1, 2001,
enterprise income tax at a reduced 10% rate will apply to interest, rental, license fees and other income obtained in China by foreign enterprises
without agencies or establishment in China, or by foreign enterprises without any substantive relationship with their agency or establishment in
China. Therefore, if the exemption as described in the preceding paragraph does not apply or is not renewed, and the Tax Reduction Notice is
found not to apply, a foreign enterprise shareholder may be subject to a 20% tax on capital gains, unless reduced by an applicable double
taxation treaty.

Additional Chinese Tax Considerations

Chinese Stamp Duty.    Chinese stamp duty imposed on the transfer of shares of Chinese publicly traded companies under the Provisional
Regulations should not apply to the acquisition and disposal by non-Chinese investors of H shares or ADSs outside of China by virtue of the
Provisional Regulations of China Concerning Stamp Duty, which became effective on October 1, 1988 and which provide that Chinese stamp
duty is imposed only on documents executed or received within China that are legally binding in China and are protected under Chinese law.

Estate Tax.    No liability for estate tax under Chinese law will arise from non-Chinese nationals holding H shares.

Hong Kong

Tax of Dividends

Under the current practice of the Hong Kong Inland Revenue Department, no tax is payable in Hong Kong in respect of dividends paid by us.

Profits

No tax is imposed in Hong Kong in respect of capital gains from the sale of property, such as an H share. Trading gains from the sale of property
by persons carrying on a trade, profession or business in Hong Kong where such gains are derived from or arise in Hong Kong from such trade,
profession or business will be chargeable to Hong Kong profits tax, which is currently imposed at the rate of 17.5% on corporations and
individuals at a maximum rate of 15.5% with effect from April 1, 2003 and 16.0% on individuals with effect from April 1, 2004. Gains from
sales of H shares effected on the Hong Kong Stock Exchange will be considered to be derived from or arise in Hong Kong. Liability for Hong
Kong profits tax would thus arise in respect of trading gains from sales of H shares realized by persons carrying on a business of trading or
dealing in securities in Hong Kong. There is no tax treaty in effect between the United States and Hong Kong, and the PRC-US Treaty does not
apply to Hong Kong.

There will be no liability for Hong Kong profits tax in respect of profits from the sale of ADSs, where purchases and sales of ADSs are effected
outside Hong Kong, e.g., on the New York Stock Exchange.
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Stamp Duty

Hong Kong stamp duty will be payable by the purchaser on every purchase and by the seller on every sale of H shares registered on the Hong
Kong branch register. The duty is charged at the ad valorem rate of 0.1% of the consideration for, or (if greater) the value of, the H shares
transferred on each of the seller and the purchaser. In other words, a total 0.2% is currently payable on a typical sale and purchase transaction of
H shares. In addition, a fixed duty of HK$5 is currently payable on any instrument of transfer of shares.
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If one of the parties to the sale is a non-resident of Hong Kong and does not pay the required stamp duty, the duty not paid will be assessed on
the instrument of transfer (if any), and the transferee will be liable for payment of such duty.

The withdrawal of H shares upon the surrender of ADRs, and the issuance of ADRs upon the deposit of H shares, will also attract stamp duty at
the rate described above for sale and purchase transactions unless such withdrawal or deposit does not result in a change in the beneficial
ownership of the H shares under Hong Kong law. The issuance of the ADRs upon the deposit of H shares issued directly to the Depositary, as
depositary of the ADSs, or for the account of the Depositary, will not be subject to any stamp duty. No Hong Kong stamp duty is payable upon
the transfer of ADSs outside Hong Kong.

Estate Duty

The H shares are Hong Kong property under Hong Kong law, and accordingly, these shares may be subject to estate duty on the death of the
beneficial owner of these shares, regardless of the place of the owner�s residence, citizenship or domicile. We cannot assure you that the Hong
Kong Inland Revenue Department will not treat the ADSs as Hong Kong property that may be subject to estate duty on the death of the
beneficial owner of the ADS even if the ADRs evidencing such ADSs are located outside Hong Kong at the date of such death. Hong Kong
estate duty is imposed on a progressive scale from 5% to 15%. The rate of and the threshold for estate duty has, in the past, been adjusted on a
fairly regular basis. No estate duty is payable when the aggregate value of the dutiable estate does not exceed HK$7.5 million, and the maximum
rate of duty of 15% applies when the aggregate value of the dutiable estate exceeds HK$10.5 million.

United States

United States Federal Income Taxation

This section describes the material United States federal income tax consequences of the acquisition, ownership and disposition of H shares or
ADSs. It applies to you only if you are a U.S. holder, as described below, and you hold your H shares or ADSs as capital assets for United States
federal income tax purposes. This section does not apply to you if you are a member of a special class of holders subject to special rules,
including:

� a bank;

� a dealer in securities or currencies;

� a trader in securities that elects to use a mark-to-market method of accounting for your securities holdings;

� a tax-exempt organization;

� an insurance company;
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� a person liable for alternative minimum tax;

� a person that actually or constructively owns 10% or more of our voting stock;

� a person that holds H shares or ADSs that are a hedge or that are hedged against currency risks or as part of a straddle or a conversion
transaction; or

� a U.S. holder (as defined below) whose functional currency is not the U.S. dollar.

This section is based on the Internal Revenue Code of 1986, as amended, its legislative history, existing and proposed regulations, published
rulings and court decisions, all as currently in effect. These laws are subject to change, possibly on a retroactive basis. In addition, this section is
based in part upon the representations of the Depositary and the assumption that each obligation in the deposit agreement and any related
agreement will be performed in accordance with its terms.
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You are a U.S. holder if you are a beneficial owner of H shares or ADSs and you are:

� a citizen or resident of the United States;

� a domestic corporation;

� an estate whose income is subject to United States federal income tax regardless of its source; or

� a trust if a United States court can exercise primary supervision over the trust�s administration and one or more United States persons
are authorized to control all substantial decisions of the trust.

You are a �non-U.S. holder� if you are beneficial owner of H shares or ADSs and are, for United States federal income tax purposes:

� a nonresident alien individual;

� a foreign corporation; or

� a foreign partnership.

You should consult your own tax advisor regarding the United States federal, state and local tax consequences of owning and disposing of H
shares and ADSs in your particular circumstances.

This discussion addresses only United States federal income taxation.

In general, and taking into account the earlier assumptions, for United States federal income tax purposes, if you hold ADRs evidencing ADSs,
you will be treated as the owner of H shares represented by those ADSs. Exchanges of H shares for ADSs, and ADSs for H shares, generally
will not be subject to United States federal income tax.

Taxation of Dividends

U.S. Holders.    Under the United States federal income tax laws, and subject to the passive foreign investment company, or PFIC, rules
discussed below, if you are a U.S. holder, you must include in your gross income the gross amount of any dividend paid by us out of our current
or accumulated earnings and profits (as determined for United States federal income tax purposes). If you are a noncorporate U.S. holder,
dividends paid to you in taxable years beginning before January 1, 2009 that constitute qualified dividend income will be taxable to you at a
maximum rate of 15% provided that you hold H shares or ADSs for more than 60 days during the 120-day period beginning 60 days before the
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ex-dividend date and meet other holding period requirements. On February 19, 2004, the IRS announced that it will permit taxpayers to apply a
proposed legislative change to the holding period requirement described in the preceding sentence as if such change were already effective. This
legislative �technical correction� would change the minimum required holding period, retroactive to January 1, 2003, to more than 60 days during
the 121-day period beginning 60 days before the ex-dividend date. Dividends we pay with respect to H shares or ADSs generally will be
qualified dividend income. You must include any Chinese tax withheld from the dividend payment in this gross amount even though you do not
in fact receive it. You must include the dividend in income when you, in the case of H shares, or the depositary, in the case of ADSs, receive the
dividend, actually or constructively. The dividend will not be eligible for the dividends-received deduction generally allowed to United States
corporations in respect of dividends received from other United States corporations.

The amount of the dividend distribution that you must include in your income as a U.S. holder will be the U.S. dollar value of the Hong Kong
Dollar payments made, determined at the Hong Kong dollar/U.S. dollar spot rate on the date the dividend distribution is includible in your
income, regardless of whether the payment is in fact converted into U.S. dollars. Generally, any gain or loss resulting from currency exchange
fluctuations during the period from the date you include the dividend payment in income to the date you convert the payment into U.S. dollars
will be treated as ordinary income or loss. The gain or loss generally will be income from sources within the United States for foreign tax credit
limitation purposes. Distributions in excess of current and
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accumulated earnings and profits, as determined for United States federal income tax purposes, will be treated as a non-taxable return of capital
to the extent of your basis in the H shares or ADSs and thereafter as capital gain.

Dividends will be income from sources outside the United States, but generally will be passive income or financial services income, which is
treated separately from other types of income for purposes of computing the foreign tax credit allowable to you.

The rules relating to foreign tax credits are extremely complex and the availability of a foreign tax credit depends on numerous factors. You
should consult with your own tax advisor concerning the application of the U.S. foreign tax credit rules to your particular situation.

Non-U.S. Holders.    If you are a non-U.S. holder, dividends paid to you in respect of H shares or ADSs will not be subject to United States
federal income tax unless the dividends are �effectively connected� with your conduct of a trade or business within the United States and the
dividends are attributable to a permanent establishment that you maintain in the United States if that is required by an applicable income tax
treaty as a condition for subjecting you to United States taxation on a net income basis. In such cases you generally will be taxed in the same
manner as a U.S. holder. If you are a corporate non-U.S. holder, �effectively connected� dividends may, under certain circumstances, be subject to
an additional �branch profits tax� at a 30% rate or at a lower rate if you are eligible for the benefits of an income tax treaty that provides for a
lower rate.

Taxation of Capital Gains

U.S. Holders.    Subject to the PFIC rules discussed below, if you are a U.S. holder and you sell or otherwise dispose of your H shares or ADSs,
you will recognize capital gain or loss for United States federal income tax purposes equal to the difference between the U.S. dollar value of the
amount that you realize and your tax basis, determined in U.S. dollars, in your H shares or ADSs. Capital gain of a noncorporate U.S. holder is
generally eligible for a reduced rate of taxation. The gain or loss will generally be income or loss from sources within the United States for
foreign tax credit limitation purposes. Your ability to deduct capital losses is subject to limitations. Any Hong Kong stamp duty that you pay will
not be a creditable tax for United States federal income tax purposes, but you may be able to deduct such stamp duty subject to limitations under
the Code.

Non-U.S. Holders.    If you are a non-U.S. holder, you will not be subject to United States federal income tax on gain recognized on the sale or
other disposition of your H shares or ADSs unless:

� the gain is �effectively connected� with your conduct of a trade or business in the United States and the gain is attributable to a
permanent establishment that you maintain in the United States if that is required by an applicable income tax treaty as a condition for
subjecting you to United States taxation on a net income basis, or

� you are an individual, you are present in the United States for 183 or more days in the taxable year of the sale and certain other
conditions exist.

If you are a corporate non-U.S. holder, �effectively connected� gains that you recognize may also, under certain circumstances, be subject to an
additional �branch profits tax� at a 30% rate or at a lower rate if you are eligible for the benefits of an income tax treaty that provides for a lower
rate.
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PFIC Rules.    We believe that we should not be treated as a PFIC for United States federal income tax purposes, but this conclusion is a factual
determination that is made annually and thus may be subject to change.

In general, if you are a U.S. holder, we will be a PFIC with respect to you if for any taxable year in which you held your H shares or ADSs:

� at least 75% of our gross income for the taxable year is passive income; or

� at least 50% of the value, determined on the basis of a quarterly average, of our assets is attributable to assets that produce or are held
for the production of passive income.
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Passive income generally includes dividends, interest, royalties, and rents (not including certain rents and royalties derived in the active conduct
of a trade or business), annuities and gains from assets that produce passive income. If a foreign corporation owns directly or indirectly at least
25% by value of the stock of another corporation, the foreign corporation is treated for purposes of the PFIC tests as owning its proportionate
share of the assets of the other corporation, and as receiving directly its proportionate share of the other corporation�s income.

If we are treated as a PFIC, and you are a U.S. holder that does not make a mark-to-market election, as described below, you will be subject to
special rules with respect to:

� any gain you realize on the sale or other disposition of your H shares or ADSs; and

� any excess distribution that we make to you (generally, any distribution to you during a single taxable year that is greater than 125%
of the average annual distributions received by you in respect of the H shares or ADSs during the three preceding taxable years or, if
shorter, your holding period for the H shares or ADSs).

Under these rules:

� the gain or excess distribution will be allocated ratably over your holding period for the H shares or ADSs;

� the amount allocated to the taxable year in which you realized the gain or excess distribution will be taxed as ordinary income;

� the amount allocated to each prior year, with certain exceptions, will be taxed at the highest tax rate in effect for that year; and

� the interest charge generally applicable to underpayments of tax will be imposed in respect of the tax attributable to each such year.

Special rules apply for calculating the amount of the foreign tax credit with respect to excess distributions by a PFIC.

If you own H shares or ADSs in a PFIC that are treated as marketable stock, you may make a mark-to-market election. If you make this election,
you will not be subject to the PFIC rules described above. Instead, in general, you will include as ordinary income each year the excess, if any,
of the fair market value of your H shares or ADSs at the end of the taxable year over your adjusted basis in your H shares or ADSs. You will
also be allowed to take an ordinary loss in respect of the excess, if any, of the adjusted basis of your H shares or ADSs over their fair market
value at the end of the taxable year (but only to the extent of the net amount of previously included income as a result of the mark-to-market
election). Your basis in the H shares or ADSs will be adjusted to reflect any such income or loss amounts. In addition, notwithstanding any
election you make with regard to H shares or ADSs, dividends that you receive from us will not constitute qualified dividend income to you if
we are a PFIC either in the taxable year of the distribution or the preceding taxable year. Dividends that you receive that do not constitute
qualified dividend income are not eligible for taxation at the 15% maximum rate applicable to qualified dividend income. Instead, you must
include the gross amount of any such dividend paid by us out of our accumulated earnings and profits (as determined for United States federal
income tax purposes) in your gross income, and it will be subject to tax at rates applicable to ordinary income.

If you own H shares or ADSs during any year that we are a PFIC, you must file Internal Revenue Service Form 8621.
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SELLING SHAREHOLDERS

The table below sets forth information regarding the ownership of our share capital prior to and immediately after the global offering, by each of
our state-owned shareholders:

Prior to the Global Offering After the Global Offering

Shareholder

Shares
Offered

Number of
Shares Owned

Percent of
Total Share

Capital
Number of

Shares Owned

Percent of
Total Share

Capital

China Telecom Group 462,749,683 58,809,120,182 77.78% 58,346,370,499 72.09%
Guangdong Rising Assets
Management Co., Ltd. 44,525,734 5,658,608,387 7.48% 5,614,082,653 6.94%
Jiangsu Guoxin Investment Group Co., Ltd. 7,590,293 964,621,836 1.28% 957,031,543 1.18%
Zhejiang Financial Development Company 16,952,472 2,154,426,098 2.85% 2,137,473,626 2.64%

China Telecom Group, our controlling shareholder, is a wholly state-owned enterprise regulated by the State Council. Guangdong Rising Assets
Management Co., Ltd., Jiangsu Guoxin Investment Group Co., Ltd. and Zhejiang Financial Development Company are state-owned enterprises
owned and controlled by the provincial governments in Guangdong, Jiangsu and Zhejiang provinces, respectively. Other than our respective
relationships with different Chinese governmental or state-owned entities as disclosed in this prospectus supplement, we have no material
relationship or arrangement with Guangdong Rising Assets Management Co., Ltd., Jiangsu Guoxin Investment Group Co., Ltd. and Zhejiang
Financial Development Company.

In accordance with relevant PRC regulations, our state-owned shareholders are selling an aggregate of 531,818,182 shares, in the form of ADSs
or H shares in the global offering, or 10% of the total number of H shares offered and sold by us in the global offering. The state-owned
shareholders will be required to contribute all of the net proceeds they receive from the global offering to the PRC national social security fund.

China Telecom Group is located at 31 Jinrong Street, Xicheng District, Beijing, China 100032. Guangdong Rising Assets Management Co., Ltd.
is located at Kai Xuan Hua Mei Da Hotel, 15/F, No. 9, 1 Ming Yue Yi Road, Dongshan District, Guangzhou City, Guangdong Province, China.
Jiangsu Guoxin Investment Group Co., Ltd. is located at 88 Chang Jiang Road, Xuan Wu District, Nanjing City, Jiangsu Province, China.
Zhejiang Financial Development Company is located at 1 Huazhe Square, 28/F, Hangzhou City, Zhejiang Province, China.

None of our state-owned shareholders has voting rights that differ from the voting rights of other shareholders. We are not aware of any
arrangement which may at a subsequent date result in a change of control of our company.
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UNDERWRITING

General

The global offering consists of a registered public offering in the United States and an international offering outside of the United States in
compliance with Regulation S under the Securities Act. Investors in the U.S. offering and the international offering can choose to receive ADSs
or H shares.

Under the terms and subject to the conditions contained in an underwriting agreement dated the date of this prospectus supplement among us,
the selling shareholders, the underwriters named below, for whom China International Capital Corporation Limited, Morgan Stanley & Co.
International Limited and UBS AG (in alphabetical order) are acting as representatives, the underwriters have severally agreed to purchase, and
we and the selling shareholders have agreed to sell to them, severally, the number of ADSs indicated below in the global offering in the form of
ADSs or H shares:

Name

Number of
ADSs(1)

China International Capital Corporation Limited 11,700,000
Morgan Stanley & Co. International Limited 23,400,000
UBS AG 23,400,000

Total 58,500,000

(1) Each ADS represents 100 H shares.

China International Capital Corporation Limited, Morgan Stanley Dean Witter Asia Limited and UBS AG (in alphabetical order) are acting as
joint global coordinators and joint bookrunners for the global offering.

The underwriters have agreed to purchase all the ADSs and H shares being offered in the global offering, provided that certain conditions are
satisfied. The underwriting agreement also provides that if an underwriter defaults, the purchase commitments of non-defaulting underwriters
may be increased. The number of ADSs and/or H shares actually allocated to each offering may differ from the amount offered due to
reallocation among the U.S. offering and the international offering.

The price of any ADSs sold by the underwriters shall be the public offering price listed on the cover page of this prospectus supplement, in U.S.
dollars (equivalent to HK$2.30 per H share at the agreed exchange rate of HK$7.80 to US$1.00), less an amount not greater than the amount of
the concession to dealers described below.

The underwriters may sell the ADSs to certain dealers at the public offering price less a concession not in excess of US$0.3539 per ADS and
HK$0.0276 per H share. After the date of this prospectus supplement, the public offering price and the concessions and discounts may be
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changed. The underwriting discounts and commissions consist of the difference between the amount paid by the underwriters to purchase the
ADSs or H shares from us and the selling shareholders and the offering price of the ADSs or H shares to the public. The underwriting discounts
and commissions are 2% of the total public offering price to the public as set forth on the cover page of this prospectus supplement. In
compliance with NASD guidelines, the maximum compensation to the underwriters in connection with this offering will not exceed (and is
expected to be significantly less than) 8% of the total public offering price to the public as set forth on the cover page of this prospectus
supplement. The public offering price and the underwriting discounts and commissions per ADS is the same for the U.S. offering and the
international offering.
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The following table summarizes the compensation we and the selling shareholders will pay:

Per ADS Total(1)

Underwriting discounts and commissions paid by us US$ 0.5898 US$ 7,965,002.46
Underwriting discounts and commissions paid by the selling shareholders US$ 0.5898 US$ 796,500.13

(1) Does not include underwriting discounts and commissions paid in connection with the international offering. Assumes that all proceeds received in Hong
Kong dollars, if any, are converted into US dollars based on the agreed exchange rate of HK$7.80 to US$1.00.

We estimate that our share of the total expenses of the U.S. offering and the international offering, excluding underwriting discounts and
commissions, will be approximately US$4,090,909.

The ADSs and H shares offered and sold in the international offering have not been registered under the Securities Act for their offer and sale as
part of the initial distribution in the global offering. These ADSs and H shares offered in the international offering will initially be offered and
sold outside the United States in compliance with Regulation S under the Securities Act.

The ADSs are quoted on the New York Stock Exchange under the symbol �CHA.� The H shares are listed on the Hong Kong Stock Exchange
under the stock code �728.�

We and China Telecom Group have agreed that, without the prior written consent of the joint global coordinators on behalf of the underwriters,
neither one of us will, during the 180 days following the date of this prospectus supplement:

� offer, pledge, sell, contract to sell, sell any option or contract to purchase, purchase any option or contract to sell, grant or agree to
grant any option, right or warrant to purchase, lend or otherwise transfer or dispose of, directly or indirectly, any ADSs, H shares,
directly or in the form of ADSs, or any of our shares or any securities convertible into or exercisable or exchangeable for, or that
represent the right to receive, ADSs, H shares or other shares of our company; or

� enter into any swap or other arrangement that transfers to another, in whole or in part, any of the economic consequences of ownership
of the ADSs other, H shares or shares of our company, whether any transaction described above is to be settled by delivery of ADSs,
H shares, other shares of our company or other securities, in cash or otherwise.

The restrictions described in this paragraph do not apply to:

� the sale of ADSs or H shares to the underwriters pursuant to the underwriting agreement;

� the issuance by us of ADSs or H shares upon the exercise of an option or a warrant or the conversion of a security outstanding on the
date of this prospectus supplement of which the underwriters have been advised in writing; or
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� transactions by any person other than us relating to ADSs, H shares or other securities acquired in open market transactions after the
completion of the global offering.

In addition, we and China Telecom Group have each agreed that, without the prior written consent of the joint global coordinators given on
behalf of the underwriters, we will not, during the 180 days following the date of this prospectus supplement, make any demand for or exercise
any right with respect to, the registration of any capital shares (including H shares) of the Company or any security convertible into or
exercisable or exchangeable for capital shares (including H shares) of the Company.

In addition, each of Guangdong Rising Assets Management Co., Ltd., Jiangsu Guoxin Investment Group Co., Ltd. and Zhejiang Financial
Development Company has agreed with the joint global coordinators on behalf of the underwriters that it will not sell or otherwise transfer any
of its shares in our company during the 12
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months following the date of this prospectus supplement and that it will not, for any six-month period during the two years after the expiration of
the foregoing 12-month lock-up period, sell our shares in an amount that in aggregate exceeds 20% of the shares it held in our company at the
date of this prospectus supplement.

Purchasers of the ADSs or H shares offered by this prospectus supplement may be required to pay stamp taxes and charges in accordance with
the laws and practices of the country of purchase in addition to the public offering price set forth on the front cover page of this prospectus
supplement.

We have been advised by the representatives that China International Capital Corporation Limited is not a U.S. registered broker-dealers and,
therefore, intend to effect any sales in the United States of ADSs through one or more U.S. registered broker-dealers. We have also been advised
by the representatives that UBS AG expects to make offers and sales in the United States through its registered broker-dealer affiliate, UBS
Securities LLC, and Morgan Stanley & Co. International Limited and Morgan Stanley Dean Witter Asia Limited expect to conduct offers and
sales in the United States through their registered broker-dealer affiliate, Morgan Stanley & Co. Inc.

The underwriters have informed us that certain accounts may subscribe for more than 5% of the global offering and that they do not expect
discretionary sales of ADSs or H shares to exceed 5% of the global offering.

China International Capital Corporation (Hong Kong) Limited and Morgan Stanley Dean Witter Asia Limited acted as our financial advisors in
connection with our acquisition of certain telecommunications businesses in the provinces, autonomous regions and municipalities of Anhui,
Fujian, Jiangxi, Guangxi Zhuang, Chongqing and Sichuan in 2003 from China Telecom Group, for which they received customary
compensation. China International Capital Corporation (Hong Kong) Limited, Morgan Stanley Dean Witter Asia Limited and UBS AG are
acting as our financial advisors in connection with the Proposed Acquisition and may receive customary compensation from us for such services.
We do not expect such compensation to exceed a level that is customary for similar tansactions. In addition, some of the underwriters may have
in the past provided, and may in the future provide, investment banking, underwriter or financial services to us and our affiliates for which they
would have received customary compensation.

The underwriters will not engage in transactions to stabilize or maintain the market price of our ADSs or H shares.

We and the selling shareholders, on one hand, and the underwriters, on the other hand, have agreed to indemnify each other against various
liabilities, including liabilities under the Securities Act.

It is expected that delivery of our ADSs and H shares will be made against payment for such ADSs and H shares on or about the date specified
on the cover page of this prospectus supplement. In compliance with Rule 15c6-1 under the Exchange Act, trades in the secondary market are
generally required to settle in three business days, unless the parties to any such trade expressly agree otherwise. Accordingly, purchasers who
wish to trade the ADSs or H shares on the date of this prospectus supplement will be required, by virtue of the fact that these securities will settle
in T+3, to specify an alternate settlement cycle at the time of any such trade to prevent a failed settlement and should consult their own advisors.

Selling Restrictions
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No action has been taken in any jurisdiction (except in the United States) that would permit a public offering of the ADSs or H shares, or the
possession, circulation or distribution of this prospectus supplement or any other material relating to us, the selling shareholders or the ADSs or
H shares in any jurisdiction where action for that purpose is required. Accordingly, neither the ADSs nor the H shares may be offered or sold,
directly or indirectly, and neither this prospectus nor any other offering material or advertisements in connection with the ADSs or H shares may
be distributed or published, in or from any country or jurisdiction except in compliance with any applicable rules and regulations of any such
country or jurisdiction.

�United States Person or Canadian Person� means any national or resident of the United States or Canada, (other than an individual resident in a
Canadian province or territory where such individual is prohibited from
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purchasing securities under local provincial and territorial securities laws) or any corporation, person, profit-sharing or other trust or other entity
organized under the laws of the United States or Canada or of any political subdivision thereof (other than a branch located outside the United
States and Canada of any United States Person or Canadian Person), and includes any United States or Canadian branch of a person who is
otherwise not a United States or Canadian Person.

Canada.    Each underwriter will be deemed to have represented and agreed that (i) it has not offered or sold, and will not offer or sell, any
ADSs or H shares, directly or indirectly, in any province or territory of Canada or to, or for the benefit of, any resident of any province or
territory of Canada in contravention of the securities laws thereof and has represented that any offer or sale of ADSs or H shares in Canada will
be made only (a) in accordance with an exemption from the requirement to file a prospectus in the province or territory of Canada in which such
offer or sale is made, and (b) by a dealer duly registered under the applicable securities laws of that province or territory or in circumstances
where an exemption from the applicable registered dealer requirements is available; and (ii) it will send to any dealer who purchases from it any
of the ADSs or H shares a notice stating in substance that, by purchasing such ADSs or H shares, such dealer represents and agrees that it has
not offered or sold, and will not offer or sell, directly or indirectly, any of such ADSs or H shares in any province or territory of Canada or to, or
for the benefit of, any resident of any province or territory of Canada in contravention of the securities laws thereof and that any offer or sale of
ADSs or H shares in Canada will be made only (a) in accordance with an exemption from the requirement to file a prospectus in the province or
territory of Canada in which such offer or sale is made, and (b) by a dealer duly registered under the applicable securities laws of that province
or territory or in circumstances where an exemption from the applicable registered dealer requirements is available, and that such dealer will
deliver to any other dealer to whom it sells any of such ADSs or H shares a notice containing substantially the same statement as is contained in
this sentence. Each underwriter has also agreed to comply with all applicable laws and regulations, and make or obtain all necessary filings,
consents or approvals, in each Canadian jurisdiction in which it purchases, offers, sells or delivers ADSs or Shares (including, without
limitation, any applicable requirements relating to the delivery of this prospectus), in each case, at its own expense. In connection with sales of
and offers to sell ADSs or Shares made by it, each underwriter will either furnish to each Canadian Person to whom any such sale or offer is
made a copy of the then current prospectus, or inform such person that such prospectus will be made available upon request, and will keep an
accurate record of the names and addresses of all persons to whom it gives copies of this prospectus, or any amendment or supplement to this
prospectus; and when furnished with any subsequent amendment to this prospectus, any subsequent prospectus or any medium outlining changes
in this prospectus, such underwriter will upon request of the representatives, promptly forward copies thereof to such persons or inform such
persons that such amendment, subsequent prospectus or other medium will be made available upon request.

United Kingdom.    This prospectus has not been approved by an authorized person in the United Kingdom and has not been registered with the
Registrar of Companies in the United Kingdom. Each underwriter will be deemed to have represented and agreed that (i) it has not offered or
sold and, prior to the expiry of a period of six months from the completion of the global offering, will not offer or sell any ADSs or H shares to
persons in the United Kingdom except to persons whose ordinary activities involve them in acquiring, holding, managing, or disposing of
investments (as principal or agent) for the purposes of their businesses, or otherwise in circumstances which have not resulted and will not result
in an offer to the public in the United Kingdom within the meaning of the Public Offers of Securities Regulations 1995; (ii) it has complied and
will comply with all applicable provisions of the Financial Services and Markets Act 2000, or the FSMA, with respect to anything done by it in
relation to any ADSs or H shares in, from or otherwise involving the United Kingdom; and (iii) it has only communicated or caused to be
communicated and will only communicate or cause to be communicated any invitation or inducement to engage in investment activity (within
the meaning of section 21 of the FSMA) received by it in connection with the issue or sale of any ADSs or H shares in circumstances in which
section 21(1) of the FSMA does not apply to us.

France.    Each underwriter will be deemed to have represented and agreed that (i) neither this prospectus nor any offering material relating to
ADSs or H shares has been or will be submitted to the �Commission des
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Opérations de Bourse� for approval (�Visa�) in France; and (ii) it has not offered or sold and will not offer or sell any ADSs or H shares or
distribute or cause to be distributed any copies of this prospectus or any offering material relating to the ADSs or H shares, directly or indirectly,
in France, except (a) with the prior authorization of the French Ministry for Economy and Finance in accordance with Articles 9 and 10 of the
�Décret� of December 29, 1989 regulating financial relations between France and foreign countries, or (b) to qualified investors (�investisseurs
qualifiés�) and/or a restricted group of investors (�cercle restreint d�investisseure�), in each case acting for their account, all as defined in, and in
accordance with, Article L. 411-1 and L. 411-2 of the Monetary and Financial Code and �Décret� no. 98-880 dated October 1, 1998.

Germany.    Each underwriter will be deemed to have represented and agreed that (i) this prospectus is not a Securities Selling Prospectus within
the meaning of the German Securities Sales Prospectus Act of September 9, 1998 and has not been filed with and approved by the German
Federal Supervisory Authority (Bundesanstalt für Fiananzdienstlienstleistungsaufsicht) or any other competent German governmental authority
under the relevant laws; and (ii) it has not offered or sold and will not offer or sell any ADSs or H shares or distribute copies of this prospectus
or any document relating to the ADSs, directly or indirectly, in Germany except to persons falling within the scope of section 2 numbers 1
(persons who as part of their profession, occupation or business, purchase or sell securities for their own account or for the account of third
parties), 2 (a restricted circle of persons) and 3 (employees by their employer or related group companies) of the German Securities Sales
Prospectus Act of September 9, 1998 and by doing so has not taken, and will not take, any steps which would constitute a public offering of the
ADSs or H shares in Germany.

Italy.    The offering of the ADSs or H shares has not been registered with the Commissione Nazionale per le Societa e la Borsa, or CONSOB, in
accordance with Italian securities legislation. Accordingly, each underwriter will be deemed to have represented and agreed that (i) sales of the
ADSs or H shares in the Republic of Italy shall be effected in accordance with all Italian securities, tax and other applicable laws and
regulations; and (ii) it has not offered, sold or delivered, and will not offer, sell or deliver, any ADSs or H shares or distribute copies of this
prospectus or any other document relating to the ADSs or H shares in the Republic of Italy unless such offer, sale or delivery of ADSs or H
shares or distribution of copies of this prospectus or other documents relating to the ADSs or H shares in the Republic of Italy is to qualified
investors (operatori qualificati), as defined by Articles 25 and 31(2) of CONSOB Regulation no. 11522 of 1 July 1998 as subsequently modified
(Regulation 11522), except for individuals referred to in Article 31(2) of Regulation 11522 who exercise administrative, managerial or
supervisory functions at a registered securities dealing firm (a Società di Intermediazione Mobiliare, or SIM), management companies (società di
gestione del risparmio) authorised to manage individual portfolios on behalf of third parties and fiduciary companies authorised to manage
individual portfolios pursuant to Article 60(4) of Legislative Decree no. 415 of 23 July 1996 and may not be reproduced or redistributed or
passed on, directly or indirectly, to any other person or published in whole or in part. Any offer, sale or delivery of the ADSs or H Shares of the
Company or distribution of copies of this prospectus in Italy must be made solely by entities which are duly authorised to conduct such activities
in Italy and must be in full compliance with the provisions contained in Legislative Decree no. 58 of 24 February 1998, Legislative Decree no.
385 of 1 September 1993 and any other applicable laws and regulations and possible requirements or limitations which may be imposed by the
Italian competent authorities.

The Netherlands.    Each underwriter will be deemed to have represented and agreed that it has not offered, distributed, sold, transferred or
delivered, and will not offer, distribute, sell, transfer or deliver, any ADSs or H shares, directly or indirectly, in the Netherlands, as part of their
initial distribution or at any time thereafter, to any person other than individuals who or legal entities which trade or invest in securities in the
conduct of their profession or business within the meaning of article 2 of the Exemption Regulation issued under the Securities Transactions
Supervision Act 1995 (�Vrijstellingsregeling Wet toezicht effectenverkeer 1995�), which includes banks, brokers, pension funds, insurance
companies, securities institutions, investment institutions and other institutional investors, including, among others, treasuries of large
enterprises, who or which regularly trade or invest in securities in a professional capacity.
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Denmark.    This prospectus has not been filed with or approved by the Danish Securities Council or any other regulatory authority in the
Kingdom of Denmark. Accordingly, each underwriter will be deemed to have represented and agreed that it has not offered or sold, and will not
offer, sell or delivery, any ADSs or H shares, directly or indirectly, in Denmark, except in compliance with Chapter 12 of the Danish Act on
Trading in Securities and the Danish Executive Order No. 166 of 13 March 2003 on the First Public Offer of Certain Securities issued under
Chapter 12 of the Danish Act on Trading in Securities.

Norway.    This prospectus has not been approved by or registered with the Oslo Stock Exchange under Chapter 5 of the Norwegian Securities
Trading Act 1997. Accordingly, each underwriter will be deemed to have represented and agreed that it has not offered or sold, and will not
offer or sell, any ADSs or H shares to any persons in Norway in any way that would constitute an offer to the public other than to persons who
invest in securities as part of their professional activity and who are registered with the Oslo Stock Exchange in this capacity, or otherwise only
in circumstances where an exemption from the duty to publish a prospectus under the Norwegian Securities Trading Act 1997 shall be
applicable.

Sweden.    This prospectus has not been approved by or registered with the Swedish Financial Supervisory Authority. Accordingly, each
underwriter will be deemed to have represented and agreed that it has not offered or sold, and will not offer or sell, any ADSs or H shares to
persons in Sweden except to a �closed circle� of not more than 200 pre-selected, non-substitutable investors, under the Swedish Financial
Instruments Trading Act (�Lag (1991:980) om handel med finansiella instrument�).

Belgium.    Neither this prospectus nor any offering material relating to the ADSs or H shares has been or will be submitted to the Belgian
Banking, Finance and Insurance Commission (�Commissie voor het Bank-, Financie- en Assurantiewezen/ Commission Bancaire Financière et
des Assurances�) for review or approval. Therefore, this prospectus will not constitute a prospectus under Belgium law. Accordingly, each
underwriter will be deemed to have represented and agreed that neither this prospectus nor any offering material relating to the ADSs or H
shares may be distributed or caused to be distributed, directly or indirectly, to the public in Belgium, no steps may be taken which would
constitute or result in a public offering in Belgium as defined in the Royal Decree dated 7 July 1999 on the public character of financial
transactions, and no securities may be sold or offered for sale to consumers as such term is defined in the Law dated 14 July 1991 on commercial
practices and the information and protection of consumers. This prospectus is intended for the confidential use of the offeree it is intended for,
and may not be reproduced or used for any other purpose.

Ireland.    Each underwriter will be deemed to have represented and agreed that (i) otherwise than in circumstances which do not constitute an
offer to the public within the meaning of the Irish Companies Acts 1963 to 2001, it has not offered or sold, and will not offer or sell, in Ireland,
by means of any document, any ADSs or H shares, unless such offer or sale has been or is made to persons whose ordinary business it is to buy
or sell shares or debentures, whether as principal or agent, and it has not issued, and will not issue, in Ireland any application form for ADSs or
H shares; and (ii) it has not made and will not make any offer of ADSs or H shares to the public in Ireland to which the European Communities
(Transferable Securities and Stock Exchange) Regulations, 1992 of Ireland would apply, except in accordance with the provisions of those
regulations.

Spain.    This prospectus has not been registered with the Comisión National del Mercado de Valores, and therefore a public offer for sale of the
ADSs or H shares will not be promoted in the Kingdom of Spain. Accordingly, each underwriter will be deemed to have represented and agreed
that the ADSs or H shares may not be offered or sold in the Kingdom of Spain, except in accordance with the requirements of the Spanish
securities market law (ley 24/1998, de 28 de julio, del Mercado de valores), as amended, and Royal Decree 291/1992, on Issues and Public
Offerings for the Sale of Securities (Real Decreto 291/1992, de 27 de marzo, sobre Emisiones y Ofertas Públicas de Venta de Valores), as
amended, and the decrees and regulations issued thereunder.
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Switzerland.    Each underwriter will be deemed to have acknowledged that (i) this prospectus does not constitute a prospectus within the
meaning of Article 652a and Article 1156 of the Swiss Code of Obligations (Schweizerisches Obligationenrecht); and (ii) none of this offering,
the ADSs and H shares has been or will be approved by any Swiss regulatory authority.

Luxembourg.    Each underwriter will be deemed to have represented and agreed that it may not offer the ADSs or H shares in the Grand Duchy
of Luxembourg except in circumstances where the requirements of Luxembourg law concerning public offerings of securities have been met. In
particular, this offer has not been and may not be announced to the public and offering material may not be made available to the public.

Australia.    This prospectus is not a disclosure document under Chapter 6D of the Corporations Act, 2001 (Cth) (the �Australian Corporation
Act�), has not been lodged with the Australian Securities and Investments Commission, and does not purport to include the information required
of a disclosure document under the Australian Corporations Act. Accordingly, each underwriter will be deemed to have represented and agreed
that (i) the offer of ADSs and H shares under this prospectus is only made to persons to whom it is lawful to offer ADSs and H shares without
disclosure to investors under Chapter 6D of the Australian Corporations Act under one or more exemptions set out in Section 708 of the
Australian Corporation Act, (ii) this prospectus is made available in Australia to persons as set forth in clause (i) above, and (iii) such
underwriter must send the offeree a notice stating in substance that by accepting this offer, the offeree represents that the offeree is such a person
as set forth in clause (ii) above and agrees not to sell or offer for sale within Australia any ADS or H share sold to the offeree within 12 months
after their transfer to the offeree under this prospectus.

New Zealand.    Each underwriter will be deemed to have represented and agreed that at the time any ADS or H share is issued, it will not have
offered for subscription any ADS or H share or distributed any advertisement in relation to, any ADS or H share, to the public in New Zealand
and will not acquire any ADS or H share with a view to selling it to the public in New Zealand, nor will it sell or offer for sale any ADS or H
share to the public in New Zealand within six months after the issue of such ADS or H share (all such conduct to be interpreted in accordance
with the Securities Act 1978), and may therefore enter into such conduct only with:

� persons whose principal business is the investment of money or who, in the course of and for the purposes of their business, habitually
invest money, and

� any other person who in all the circumstances can properly be regarded as having been selected otherwise than as a member of the
public in New Zealand within the meaning of the Securities Act 1978.

Hong Kong.    Each underwriter will be deemed to have represented and agreed that (i) it has not offered or sold, and will not offer or sell, in
Hong Kong, by means of any document, any ADSs or H shares other than to persons whose ordinary business is to buy or sell shares or
debentures, whether as principal or agent, or in circumstances which do not constitute an offer to the public within the meaning of the
Companies Ordinance (Cap. 32) of Hong Kong; and (ii) except as permitted under the securities laws of Hong Kong, it has not issued and will
not issue in Hong Kong any document, invitation or advertisement relating to the ADSs or H shares other than with respect to ADSs or H shares
which are intended to be disposed of to persons outside Hong Kong or only to persons whose business involves the acquisition, disposal or
holding of securities, whether as principal or agent.

Japan.    Neither the ADSs nor the H shares have been registered under the Securities and Exchange Law of Japan (Law No. 25 of 1948 as
amended) (the SEL) and disclosure under the SEL has not been and will not be made with respect to the ADSs or H Shares. Accordingly, the
underwriters will be deemed to have represented and agreed that they have not, directly or indirectly, offered or sold and will not, directly or
indirectly, offer or sell any convertible notes in Japan or to, or for the benefit of, any resident of Japan (which term as used herein means any
person resident in Japan, including any corporation or other entity organized under the laws of Japan)
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or resell any convertible notes, directly or indirectly in Japan or to, or for the benefit of, any resident of Japan except (1) pursuant to an
exemption from the registration requirements of the Securities and Exchange Law of Japan and (2) in compliance with any other relevant laws
and regulations of Japan.

Singapore.    This prospectus has not been registered as a prospectus or information memorandum with the Monetary Authority of Singapore.
Accordingly, each underwriter will be deemed to have represented and agreed that no advertisement may be made offering or calling attention to
an offer or intended offer of the ADSs or H Shares to the public in Singapore. It will not offer or sell ADSs or H shares, nor will it make ADSs
or H shares the subject of an invitation for subscription or purchase, nor will it circulate or distribute this prospectus or any other document or
material in connection with the offer or sale, or invitation for subscription or purchase, of ADSs or H shares, whether directly or indirectly, to the
public or any member of the public in Singapore other than:

� to an institutional investor or other person specified in Section 274 of the Securities and Futures Act 2001 of Singapore, or the
Securities and Futures Act,

� to a sophisticated investor, and in accordance with the conditions, specified in Section 275 of the Securities and Futures Act, or

� otherwise pursuant to, and in accordance with the conditions of, any other applicable provision of the Securities and Futures Act.

Korea.    Each underwriter will be deemed to have represented and agreed that it has not offered or sold, and will not offer or sell, directly or
indirectly, in Korea or to or for the account of any resident of Korea, any of the ADSs or H shares acquired in connection with the distribution
contemplated by the underwriting agreement except:

� in accordance with any exemption from the registration requirements of the Korean Securities and Exchange Law, and

� in compliance with applicable provisions of Korean law, including, without limitation, the Foreign Exchange Transaction Law and
Regulations.

United Arab Emirates.    Each underwriter will be deemed to have represented and agreed that it has not offered or sold, and will not offer or
sell, directly or indirectly, any ADSs or H shares in the United Arab Emirates, except:

� in compliance with all applicable laws and regulations of the United Arab Emirates, and

� through persons or corporate entities authorized and licensed to provide investment advice and/or engage in brokerage activity and/or
trade in respect of foreign securities in the United Arab Emirates.

People�s Republic of China.    Each underwriter will be deemed to have represented and agreed that it has not and will not circulate or
distribute this prospectus in the PRC and it has not offered or sold, and will not offer or sell to any person for re-offering or resale, directly or
indirectly, any ADSs or H shares to any resident of the PRC except pursuant to applicable laws and regulations of the PRC. For the purpose of
this paragraph, PRC does not include Hong Kong, Macau and Taiwan.
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Pricing of the Offering

The public offering price of the ADSs was determined by negotiations between the joint global coordinators, us and the selling shareholders.
Among the factors considered in such negotiations were prevailing market conditions, current market valuations of publicly traded companies
that we and the underwriters believed to be reasonably comparable to us, the likelihood that we will proceed with our announced acquisition, an
assessment of our results of operations in recent periods, estimates of our business potential and earnings prospects, the current state of our
development and the current state of our industry and the economy as a whole.
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The address of China International Capital Corporation Limited is 28th Floor, China World Tower 2, No.1, Jian Guo Men Wai Avenue, Beijing
100004, China. The address of Morgan Stanley & Co. International Limited is 25 Cabot Square, Canary Wharf, London E14 4QA, United
Kingdom. The address of UBS AG is 25th Floor, One Exchange Square, 8 Connaught Place, Central, Hong Kong as of May 23, 2004, and 52nd

Floor, Two International Finance Center, 8 Finance Street, Central, Hong Kong after May 23, 2004.

S-46

Edgar Filing: CHINA TELECOM CORP LTD - Form 424B2

Table of Contents 81



Table of Contents

EXCHANGE RATE AND CONTROLS

Exchange Rates

Our financial statements are expressed in Renminbi. Solely for the convenience of the reader and unless we indicate otherwise, this prospectus
contains translations of certain Renminbi and Hong Kong dollar amounts into U.S. dollars and vice versa at RMB8.2767 = US$1.00 and
HK$7.7640 = US$1.00, the noon buying rates in New York City for cable transfers as certified for customs purposes by the Federal Reserve
Bank of New York on December 31, 2003. None of the translations in this prospectus should be construed as representations that the Renminbi
or Hong Kong dollar amounts could have been or could be converted into U.S. dollars at such rates or at all.

The noon buying rates in New York City for cable transfers as certified for customs purposes by the Federal Reserve Bank of New York were
RMB8.2771 = US$1.00 and HK$7.8000 = US$1.00, respectively, on May 18, 2004. The following table sets forth the high and low noon buying
rates between Renminbi and U.S. dollars and between Hong Kong dollars and U.S. dollars for each month during the previous six months:

Noon Buying Rate

RMB per US$1.00 HK$ per US$1.00

High Low High Low

November 2003 8.2772 8.2766 November 2003 7.7692 7.7475
December 2003 8.2772 8.2765 December 2003 7.7670 7.7628
January 2004 8.2772 8.2767 January 2004 7.7775 7.7632
February 2004 8.2773 8.2769 February 2004 7.7845 7.7686
March 2004 8.2774 8.2767 March 2004 7.7980 7.7842
April 2004 8.2770 8.2768 April 2004 7.8000 7.7870
May 2004 (through May 18) 8.2773 8.2769 May 2004 (through May 18) 7.8010 7.7990

The following table sets forth the average noon buying rates between Renminbi and U.S. dollars and between Hong Kong dollars and U.S.
dollars for each of 1999, 2000, 2001, 2002 and 2003, calculated by averaging the noon buying rates on the last day of each month during each of
the relevant years.

Average Noon Buying Rate

RMB per US$1.00 HK$ per US$1.00

1999 8.2785 7.7599
2000 8.2784 7.7936
2001 8.2772 7.7996
2002 8.2772 7.7996
2003 8.2771 7.7864
2004 (through May 18) 8.2771 7.8000

Foreign Exchange Controls
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We conduct our business primarily in Renminbi, which is also our functional and reporting currency. The Renminbi is not a fully-convertible
currency. Under China�s existing foreign exchange regulations, we will be able to pay dividends in foreign currencies without prior approval
from the State Administration of Foreign Exchange by complying with certain procedural requirements. However, the Chinese government may
take measures at its discretion in the future to restrict access to foreign currencies for both current account transactions and capital account
transactions if foreign currencies become scarce in China. We may not be able to pay dividends in foreign currencies to our shareholders,
including holders of our ADSs, if the Chinese government restricts access to foreign currencies for current account transactions.

Foreign exchange transactions under our capital account, including foreign currency-denominated borrowings from foreign banks, issuance of
foreign currency-denominated debt securities and principal payments in respect of foreign currency-denominated obligations, continue to be
subject to significant foreign exchange controls and require the approval of the State Administration of Foreign Exchange. These limitations
could affect our ability to obtain foreign exchange through debt or equity financing, or to obtain foreign exchange to meet our payment
obligations under the debt securities or foreign exchange for capital expenditures.
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LIMITATIONS ON ENFORCEMENT OF CIVIL LIABILITIES

We are a joint stock company with limited liability incorporated under the laws of the PRC, and substantially all of our assets are located outside
the United States. We have appointed CT Corporation System, located at 111 Eighth Avenue, New York, New York 10011, as our agent to
receive service of process with respect to any action brought against us in the United States District Court for the Southern District of New York
under the federal securities laws of the United States or of any State of the United States, or under the Indenture referred to under �Description of
Debt Securities,� or deposit agreement or the ADRs referred to under �Description of American Depositary Receipts,� or any action brought against
us in the Supreme Court of the State of New York in the County of New York under the securities laws of the State of New York. However, it
may be difficult for investors to enforce outside the United States judgments against us obtained in the United States in any such actions,
including actions predicated upon the civil liability provisions of the federal securities laws of the United States or of the securities laws of any
State of the United States. In addition, most of our directors and officers and certain of the experts named in this prospectus supplement are
resident outside the United States, and all or a substantial portion of the assets of such persons are or may be located outside the United States.
Therefore, it may not be possible for investors to effect service of process within the United States upon such persons, or to enforce against them
or us judgments obtained in United States courts, including judgments predicated upon the civil liability provisions of the federal securities laws
of the United States or of the securities laws of any State of the United States.

In addition, as China does not have treaties providing for the reciprocal recognition and enforcement of judgments of courts within the United
States, the United Kingdom, Japan or most other members of the Organization for Economic Cooperation and Development, administrative
actions brought by regulatory authorities, such as the Securities and Exchange Commission, and other actions, which result in foreign court
judgments, could (assuming such actions are not required by Chinese law or our articles of association to be arbitrated) only be enforced in
China if such judgments or rulings do not violate the basic principles of the laws of the PRC or the sovereignty, security and public interest of
the society of China, as determined by a people�s court of China that has jurisdiction for recognition and enforcement of judgments. We have
been advised by our Chinese counsel that there is doubt:

� as to the enforceability in China of any actions to enforce judgments of United States courts arising out of or based on the ownership
of the H shares, ADSs or debt securities, including judgments arising out of or based on the civil liability provisions of United States
federal or state securities laws; and

� whether Chinese courts would enforce, in original actions, judgments against our directors and officers predicated solely upon the
federal securities laws of the United States.

Our Hong Kong counsel has advised us that Hong Kong has no arrangement for the reciprocal enforcement of judgments with the United States.
However, under Hong Kong common law, a foreign judgment (including one from a court in the United States predicated on federal or state
securities laws of the United States) is entitled to recognition and may be enforced in Hong Kong by bringing an action in a Hong Kong court,
provided that the foreign judgment is for a debt or definite sum of money and is final and conclusive on the merits.

In addition, the Hong Kong courts may refuse to recognize or enforce a foreign judgment if:

� the judgment was obtained by fraud;

� the foreign court lacked the appropriate jurisdiction at the time;
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� the judgment is for multiple damages; or

� it was based on foreign penal, revenue, or other public law.
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VALIDITY OF THE SECURITIES

The validity of the ADSs under New York law will be passed upon for us and the selling shareholders by Sullivan & Cromwell LLP. Certain
legal matters relating to this offering as to United States federal and New York law will be passed upon for the underwriters by Shearman &
Sterling LLP. The validity of the H shares under PRC law will be passed upon for us and the selling shareholders by Jingtian & Gongcheng and
for the underwriters by Haiwen & Partners. Certain matters as to Hong Kong law will be passed upon for us and the selling shareholders by
Simmons & Simmons and for the underwriters by Freshfields Bruckhaus Deringer.
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EXPERTS

Our consolidated financial statements as of December 31, 2002 and 2003, and for each of the years in the three-year period ended December 31,
2003, have been included in our annual report on Form 20-F for our fiscal year ended December 31, 2003 incorporated by reference in this
prospectus supplement and the accompanying prospectus in reliance upon the report of KPMG, independent auditors, included in our annual
report on Form 20-F for our fiscal year ended December 31, 2003 and incorporated by reference in this prospectus supplement and the
accompanying prospectus and upon the authority of KPMG as experts in accounting and auditing.

The Target Group�s combined financial statements as of December 31, 2002 and 2003, and for each of the years in the three-year period ended
December 31, 2003, have been included in our report on Form 6-K dated April 14, 2004 incorporated by reference in this prospectus supplement
and the accompanying prospectus in reliance upon the report of KPMG, independent auditors, incorporated by reference in this prospectus
supplement and the accompanying prospectus and upon the authority of KPMG as experts in accounting and auditing.

The valuation report included in the documents incorporated by reference to this prospectus supplement has been prepared by Chesterton Petty
Ltd. and has been included in reliance upon such valuations given upon the authority of that firm as expert. Chesterton Petty Ltd. has given and
has not withdrawn its respective written consent to the issue of this prospectus supplement or the accompanying prospectus with inclusion of its
reports and the reference to its name in the form and context in which they are respectively included.
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PROSPECTUS

US$1,000,000,000

China Telecom Corporation Limited

Debt Securities

H shares

American Depositary Shares

This prospectus is part of a registration statement that we filed with the Securities and Exchange Commission using the �shelf� registration or
continuous offering process. This means:

� we may offer and sell the debt securities or H shares (directly or in the form of American Depositary Shares, or ADSs)
covered by this prospectus from time to time in one or more offerings;

� if we offer and sell H shares (directly or in the form of ADSs), the selling shareholders may also use this prospectus to offer and sell
their H shares (directly or in the form of ADSs) in an amount representing an aggregate offering price not exceeding 10% of the
aggregate offering price of H shares or ADSs, as applicable, sold by us;

� this prospectus provides you with a general description of the securities we and/or the selling shareholders may offer; and

� we will provide a prospectus supplement each time we and/or the selling shareholders sell the securities that will provide specific
information about the terms of that offering and that also may add to, update or change information contained in this prospectus. You
should carefully read this prospectus and any supplement before you invest in any of our securities.

� Our ADSs are quoted on the New York Stock Exchange under the ticker symbol �CHA.�
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Investing in these securities involves certain risks. See � Risk Factors� on page 1.

We and, if applicable, the selling shareholders may offer the securities in amounts, at prices and on terms determined at the time of the offering.
The securities may be offered directly or to or through underwriters, dealers or agents. The names of any underwriters, dealers or agents will be
included in a supplement to this prospectus.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offence.

This prospectus may not be used to sell securities unless it is accompanied by a prospectus supplement.

The date of this prospectus is March 17, 2004.
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RISK FACTORS

The following is a summary of some of the significant risks that could affect us. Additionally, some risks may be unknown to us and other risks,
currently believed to be immaterial, could turn out to be material. You should pay particular attention to the fact that we are a Chinese company
and are governed by a legal and regulatory environment that in some respects may differ from that which prevails in other countries. Any of
these risks could materially and adversely affect our business, operation, profits, assets, liquidity and capital resources. They should be
considered in connection with any forward-looking statements made in this prospectus and the documents incorporated by reference. For more
information, we refer you to the detailed discussion of these risk factors contained in our annual report on Form 20-F for the fiscal year ended
December 31, 2002 and those identified in our future filings with the Securities and Exchange Commission, incorporated herein by reference.

Risks Relating to Our Business

We face increasing competition, which may adversely affect our business growth and results of operations.

The telecommunications industry in China is rapidly evolving. Until the mid-1990s, we were the sole provider of wireline telecommunications
services in our service regions, which included Shanghai Municipality, Guangdong Province, Jiangsu Province, Zhejiang Province, Anhui
Province, Fujian Province, Jiangxi Province, Guangxi Zhuang Autonomous Region, Chongqing Municipality and Sichuan Province. As a result,
we had a dominant market position in our service regions. We began to operate in a competitive market as the Chinese government started to
implement a number of measures to restructure the telecommunications industry and encourage fair and orderly competition in the industry in
the mid-1990s. We face increasing competition from other telecommunications service providers in China, including China Network
Communications Group Corporation, or China Netcom Group. We expect our competitors to expand further their network coverage and increase
their sales and marketing efforts in our service regions. In particular:

� we face indirect competition in our local wireline telephone services from China�s two mobile telephone service
providers, China Mobile Communications Corporation, or China Mobile, and China United Telecommunications
Corporation, or China Unicom, and have begun to face direct competition from China Railway Communication Co.,
Ltd., or China Railcom, and China Netcom Group;

� we face increasingly intense competition in our long distance telephone services from other providers of long distance services using
public switched telephone networks, including China Unicom, China Railcom and China Netcom Group, and other providers of long
distance services using the voice-over-Internet-protocol, or VoIP, technology, including China Mobile, China Unicom, China Netcom
Group and China Railcom;

� we face increasing competition in our data and Internet services from many competitors, including, primarily, China Unicom, China
Netcom Group, China Mobile and China Railcom; and

� we may face additional competition from new entrants or providers of new telecommunications services, such as telephone and
Internet services offered over cable TV networks.

Moreover, as a result of China�s accession to the World Trade Organization, or the WTO, and China�s commitment under its WTO Accession
Protocol, the Chinese government will gradually open up the telecommunications market in China to foreign operators. Foreign operators may
have greater financial, managerial and technical resources and more expertise in network management and sales and marketing. Furthermore,

Edgar Filing: CHINA TELECOM CORP LTD - Form 424B2

Table of Contents 91



advances in technology, as well as changes in the regulatory environment, may further intensify competition.

Our ability to compete effectively may be constrained by a number of factors. For example, under the Chinese government�s policy of promoting
fair and orderly competition in the telecommunications industry, certain competitors of ours, such as China Unicom and China Railcom,
continue to enjoy certain preferential
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treatment from the Chinese government in tariff setting. They may set their respective tariffs for long distance services using public switched
telephone networks and leased line services at levels below the tariffs of our company with the annual approval of the regulatory authorities.
This preferential treatment is not available to us. As a result, our competitors who enjoy this preferential treatment may be able to provide their
services at prices that are more competitive than ours. In addition, we are not yet permitted to provide mobile communications services. We,
through China Telecom Group, are, however, actively seeking the issuance of a license for mobile communications in the PRC. We can provide
no assurances, however, as to whether or when we may be able to receive any benefit of any license for mobile communications in China.

As a result, our customers may choose to use other providers� services. Increased competition from those providers may force us to lower our
tariffs to the extent permitted under relevant laws, may reduce or reverse the growth of our customer base and may reduce usage of our
networks. Any of these developments could materially adversely affect our business growth and results of operations.

We will continue to be controlled by China Telecom Group, which could cause us to take actions that may conflict with the best interests of
our other shareholders.

As of February 26, 2004, China Telecom Group owned approximately 77.78% of our outstanding shares. Accordingly, subject to our articles of
association and applicable laws and regulations, China Telecom Group will continue to be able to exercise significant influence over our
management and policies by:

� controlling the election of our directors and, in turn, indirectly controlling the selection of our senior management;

� determining the timing and amount of our dividend payments;

� approving our annual budgets;

� deciding on increases or decreases in our share capital;

� determining issuance of new securities;

� approving mergers and acquisitions; and

� amending our articles of association.

The interests of China Telecom Group as our controlling shareholder could conflict with our interests or the interests of our other shareholders.
As a result, China Telecom Group may take actions with respect to our business that may not be in our or our other shareholders� best interests.

The letter of undertakings provided to us by China Telecom Group contains vague terms that may not be implemented as we expect.
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China Telecom Group has provided us a letter of undertakings, under which it has undertaken to support us in our existing operations and future
development in the following specific areas:

� to treat us equally with any other operators of wireline telephone, data and Internet, leased line and other related telecommunications
services that are controlled by China Telecom Group;

� to give us the right to provide additional telecommunications services in our service regions that fall within the business scope of
China Telecom Group; and

� to give us the preferential right to acquire China Telecom Group�s interest in companies or other entities that provide
telecommunications services.

The current terms of the letter of undertakings do not obligate China Telecom Group to provide any financial support to us. The letter of
undertakings may not be implemented as we expect due to the vagueness of its terms. Other than the letter of undertakings, we have not entered
into any agreement with China Telecom Group to provide for potential allocation of business opportunities between China Telecom Group and
us outside our service regions.
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We depend on China Telecom Group and its other subsidiaries to provide certain services and facilities for which we currently have limited
alternative sources of supply.

In addition to being our controlling shareholder, China Telecom Group, by itself and through its other subsidiaries, also provides us with
services and facilities necessary for our business activities, including, but not limited to:

� use of international gateway facilities;

� provision of services in areas outside our service regions necessary to enable us to provide end-to-end services to our customers;

� use of nationwide inter-provincial optic fibers; and

� lease of properties.

The interests of China Telecom Group and its other subsidiaries as providers of these services and facilities may conflict with our interests. We
currently have limited alternative sources of supply for these services. Therefore, we have limited leverage in negotiating with China Telecom
Group and its other subsidiaries over the terms for the provision of these services.

Since our services require interconnection with networks of other operators, disruption in interconnections with those networks could have a
material adverse effect on our business and results of operations.

Under the relevant telecommunications regulations, telecommunications operators are required to interconnect with networks of other operators.
We have entered into interconnection arrangements with other telecommunications operators. Any disruption of our interconnection with the
networks of those operators could have a material adverse effect on our business and results of operations. In particular, as a result of the
restructuring of China�s wireline telecommunications sector, most wireline telecommunications assets except for the nationwide inter-provincial
optic fibers, including the last-mile access network, formerly owned by China Telecom Group in ten northern provinces in China were allocated
to China Netcom Group. As we and China Telecom Group have limited local access facilities in those ten provinces, we will need to
interconnect, indirectly through China Telecom Group, with China Netcom Group in order to provide end-to-end services to our customers with
operations in the ten northern provinces. Any interruption in our interconnection with China Netcom Group could have a material adverse effect
on our business and results of operations.

If we are not able to respond successfully to technological or industry developments, our business may be adversely affected.

The telecommunications market is characterized by rapid advancements in technology, evolving industry standards and changes in customer
needs. We cannot assure you that we will be successful in responding to these developments. In addition, new services or technologies may
render our existing services or technologies less competitive. In the event we do take measures to respond to technological developments and
industry standard changes, the integration of new technology or industry standards or the upgrading of our networks may require substantial
time, effort and capital investment. We cannot assure you that we will succeed in integrating these new technologies and industry standards or
adapting our network system in a timely and cost-effective manner, or at all. Our inability to respond successfully to technological or industry
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developments may adversely affect our business, results of operations and competitiveness.

If the new applications adopted by us do not perform as expected, or if we are unable to deliver commercially viable services based on these
applications, our revenue and profitability may not grow as we expect.

We are pursuing a number of new growth opportunities in the broader telecommunications industry, including advanced data and broadband
information and application services. These opportunities relate to new
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services for which there are no established markets in China. Our ability to deploy and deliver these new services depends, in many instances, on
the development of new applications, which may not be developed successfully or may not perform as we expect.

In addition, the success of our broadband Internet services is substantially dependent on the availability of content, applications and devices
provided by third-party developers. If we are unable to deliver commercially viable new services, our revenue and profitability will not grow as
we expect and our competitiveness may be adversely affected.

Actual results of operations, performance or achievements of our company may differ materially from the prospective financial information
contained in our report on Form 6-K incorporated by reference in this prospectus.

We include certain prospective financial information in our report on Form 6-K dated October 30, 2003 incorporated by reference in this
prospectus with respect to our shareholders� circular distributed to our shareholders in connection with our acquisition of telecommunications
assets from China Telecom Group in 2003. The prospective financial information was based upon a number or assumptions and estimates that
are inherently subject to significant business, economic and competitive uncertainties and contingencies. Many of those uncertainties and
contingencies are beyond our control. In addition, the prospective financial information was also based upon assumptions with respect to our
future business decisions that may change from time to time. As a result, the actual results of operations, performance or achievements of our
company may differ materially from the prospective financial information.

We have prepared the prospective financial information in accordance with local market practice in Hong Kong but not in compliance with the
published guidelines of the American Institute of Certified Public Accountants that contain more detailed requirements. The rules of the Hong
Kong Stock Exchange specifically relating to financial projections only require us to disclose the principal assumptions on which we base our
financial projections.

Risks Relating to the Telecommunications Industry in China

Extensive government regulation of the telecommunications industry may limit our flexibility in responding to market conditions,
competition or changes in our cost structure.

Our businesses are subject to extensive government regulation. The Ministry of Information Industry, which is the primary telecommunications
industry regulator under China�s State Council, regulates, among other things:

� industry policies and regulations;

� licensing;

� tariffs;
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� competition;

� telecommunications resource allocation;

� service standards;

� technical standards;

� interconnection and settlement arrangements; and

� universal service obligations.
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Other Chinese governmental authorities also take part in regulating tariff policies, capital investment and foreign investment in the
telecommunications industry. Major capital investments, including telecommunications network development projects, are subject to the
approval of relevant Chinese government authorities. The regulatory framework within which we operate may constrain our ability to implement
our business strategies and limit our flexibility to respond to market conditions or to changes in our cost structure.

Our revenues may be adversely affected by reductions in tariffs mandated by the Chinese government.

Tariffs are the prices we charge our customers for our telecommunications services. We are subject to extensive government regulations on
tariffs, especially those relating to our basic telecommunications services. Currently, the relevant provincial communications administrations and
provincial price bureaus determine the monthly fee and usage fee tariffs for our wireline local telephone services, based on a guidance tariff
range set by the Ministry of Information Industry in consultation with the State Development and Reform Commission. The Ministry of
Information Industry and the State Development and Reform Commission jointly set tariffs for all domestic and international, Hong Kong,
Macau and Taiwan long distance services using public switched telephone networks, leased lines and data services. We derive a substantial
portion of our revenues from services that are subject to tariffs determined by the Chinese government. In the past, our revenues have been
adversely affected by reductions in tariffs mandated by the Chinese government. In September 2002, the Ministry of Information Industry
indicated in writing that it does not intend to initiate any adjustment to tariffs for wireline local telephone services during the next three to five
years. We believe therefore that the risk of adjustment of such tariffs in such period has been substantially reduced. However, we cannot predict
with accuracy or assure you on the timing, likelihood or likely magnitude of tariff adjustments generally or the extent or potential impact on our
business of future tariff adjustments. We cannot assure you that our business or results of operations will not be adversely affected by any
government-mandated tariff adjustments in the future.

Future changes to the regulations and policies governing the telecommunications industry in China may have a material adverse effect on
our business and operations.

Possible future changes to regulations and policies of the Chinese government governing the telecommunications industry could adversely affect
our business and operations. For example, to provide a uniform regulatory framework for the orderly development of the telecommunications
industry, the Chinese government is currently preparing a draft telecommunications law. If and when the telecommunications law is adopted by
the Standing Committee of the National People�s Congress, it is expected to provide a new regulatory framework for telecommunications
regulation in China. The contents of the draft telecommunications law have not yet been made public. We cannot be certain how this law will
affect our business and operations and whether it will contain provisions more stringent than the current telecommunications regulations.

As part of the comprehensive plan to restructure China Telecom Group, as approved by China�s State Council in November 2001, the Chinese
government stated its intention to further adjust and improve its regulatory oversight of the telecommunications industry, including gradual
deregulation of telecommunications tariffs. We cannot assure you that future regulatory changes, such as those concerning tariff setting,
interconnection and competition, will not have a material adverse effect on our business and operations.

The Chinese government may require us, along with other providers in China, to provide universal services with specified obligations, and
we may not be compensated adequately for providing such services.

Under the Telecommunications Regulations promulgated by the State Council, 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 Ministry of
Information Industry has the authority to delineate the scope of universal service obligations. The Ministry of Information Industry, together
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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. While the scope of �universal
services� is not yet defined in any current PRC law or regulation, we believe that such services may include mandatory provision of basic
telecommunications services in economically less developed areas in China. The Chinese government may require us, along with other service
providers in China, to provide universal services with specified obligations. Although the Ministry of Information Industry has undertaken that
we will be compensated in the event that universal service obligations are imposed on us, the Chinese government is still in the process of
establishing schemes relating to the compensation of costs incurred by telecommunication operators in providing universal services, and
telecommunication operators will be compensated for costs pursuant to these schemes as appropriate. In addition, we may not be able to realize
adequate return on investments for expanding networks to, and providing telecommunications services in, those economically less developed
areas due to potentially higher capital expenditure requirements, lower usage by customers and lack of flexibility in setting our tariffs. As a
result, our financial condition and results of operations could be adversely affected.

Risks Relating to the People�s Republic of China

Substantially all of our assets are located in China and substantially all of our revenue is derived from our operations in China. Accordingly, our
results of operations and prospects are subject, to a significant extent, to the economic, political and legal developments in China.

China�s economic, political and social conditions, as well as government policies, could affect our business.

Substantially all of our business, assets and operations are located in China. The economy of China differs from the economies of most
developed countries in many respects, including:

� government involvement;

� level of development;

� growth rate;

� control of foreign exchange; and

� allocation of resources.

While China�s economy has experienced significant growth in the past twenty years, growth has been uneven, both geographically and among
various sectors of the economy. The Chinese government has implemented various measures to encourage economic growth and guide the
allocation of resources. Some of these measures benefit the overall economy of China, but may also have a negative effect on us. For example,
our operating results and financial condition may be adversely affected by government control over capital investments or changes in tax
regulations applicable to us.
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The economy of China has been transitioning from a planned economy to a more market-oriented economy. Although in recent years the
Chinese government has implemented measures emphasizing the utilization of market forces for economic reform, the reduction of state
ownership of productive assets and the establishment of sound corporate governance in business enterprises, a substantial portion of productive
assets in China is still owned by the Chinese government. In addition, the Chinese government continues to play a significant role in regulating
industry development by imposing industrial policies. It also exercises significant control over China�s economic growth through the allocation
of resources, controlling payment of foreign currency-denominated obligations, setting monetary policy and providing preferential treatment to
particular industries or companies. We cannot predict the purpose and effect of future economic policies or the impact of such economic policies
on our business and operations.
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Government control of currency conversion may adversely affect our operations and financial results.

We receive substantially all of our revenues in Renminbi, which currently is not a freely convertible currency. A portion of these revenues must
be converted into other currencies to meet our foreign currency obligations. These foreign currency-denominated obligations include:

� payment of interest and principal on foreign currency-denominated debt;

� payment for equipment and materials purchased offshore; and

� payment of dividends declared, if any, in respect of our H shares.

Under China�s existing foreign exchange regulations, we will be able to pay dividends in foreign currencies without prior approval from the State
Administration of Foreign Exchange by complying with certain procedural requirements. However, the Chinese government may take measures
at its discretion in the future to restrict access to foreign currencies for both current account transactions and capital account transactions if
foreign currencies become scarce in China. We may not be able to pay dividends in foreign currencies to our shareholders, including holders of
our ADRs, if the Chinese government restricts access to foreign currencies for current account transactions.

Foreign exchange transactions under our capital account, including foreign currency-denominated borrowings from foreign banks, issuance of
foreign currency-denominated debt securities and principal payments in respect of foreign currency-denominated obligations, continue to be
subject to significant foreign exchange controls and require the approval of the State Administration of Foreign Exchange. These limitations
could affect our ability to obtain foreign exchange through debt or equity financing, or to obtain foreign exchange to meet our payment
obligations under the debt securities or foreign exchange for capital expenditures.

Fluctuation of the Renminbi could materially affect our financial condition and results of operations.

We receive substantially all of our revenues, and our financial statements are presented, in Renminbi. The value of the Renminbi fluctuates and
is subject to changes in China�s political and economic conditions. Since 1994, the conversion of Renminbi into foreign currencies, including
Hong Kong and U.S. dollars, has been based on rates set by the People�s Bank of China, which are set daily based on the previous day�s interbank
foreign exchange market rates and current exchange rates on the world financial markets. Fluctuations in exchange rates may adversely affect
the value, translated or converted into United States dollars or Hong Kong dollars, of our net assets, earnings and any declared dividends payable
on our H shares in foreign currency terms. Our financial condition and results of operations may also be affected by changes in the value of
certain currencies other than the Renminbi, in which our obligations are denominated. In particular, a devaluation of the Renminbi is likely to
increase the portion of our cash flow required to satisfy our foreign currency-denominated obligations. We cannot assure you that any future
movements in the exchange rate of Renminbi against the United Sates dollar or other foreign currencies will not adversely affect our results of
operations and financial condition.

The PRC legal system has inherent uncertainties that could limit the legal protections available to you.
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We are organized under the laws of the PRC and are governed by our articles of association. The Chinese legal system is based on written
statutes. Prior court decisions may be cited for reference but have limited 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.

The direct enforcement by our shareholders of any rights of shareholders in respect of violations of corporate governance procedures may be
limited. In this regard, our articles of association provide that most
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disputes between holders of H shares and our company, directors, supervisors, officers or holders of domestic shares, arising out of our articles
of association or the PRC Company Law and related regulations concerning the affairs of our company, are to be resolved through arbitration by
arbitration organizations in Hong Kong or China, rather than by a court of law. Awards that are made by Chinese arbitral authorities recognized
under the Arbitration Ordinance of Hong Kong can be enforced in Hong Kong. Hong Kong arbitration awards are also enforceable in China.
However, to our knowledge, no action has been brought in China by any holder of H shares to enforce an arbitral award, and we are uncertain as
to the outcome of any action brought in China to enforce an arbitral award made in favor of holders of H shares.

To our knowledge, there has not been any published report of judicial enforcement in China by holders of H shares of their rights under articles
of association or the PRC Company Law.

Unlike in the United States, under applicable laws of China, shareholders do not have the right to sue the directors, supervisors, officers or other
shareholders on behalf of the corporation to enforce a claim against such party or parties that the corporation has failed to enforce itself. Our
shareholders may have to rely on other means to enforce directly their rights, such as through administrative proceedings. Chinese laws and
regulations applicable to overseas listed companies do not distinguish among minority, affiliated and unaffiliated shareholders in terms of their
rights and protections. In addition, our minority shareholders may not have the same protections afforded to them by companies incorporated
under the laws of the United States.

Although we will be subject to the Hong Kong Stock Exchange Listing Rules and the Hong Kong Codes on Takeovers and Mergers and Share
Repurchases, the holders of H shares will not be able to bring actions on the basis of violations of the Hong Kong Stock Exchange Listing Rules
and must rely on the Hong Kong Stock Exchange to enforce its rules. The Hong Kong Codes on Takeovers and Mergers and Share Repurchases
do not have the force of law and provide only standards of commercial conduct considered acceptable for takeover and merger transactions and
share repurchases in Hong Kong.

You may experience difficulties in effecting service of legal process and enforcing judgments against us and our management.

We are a company incorporated under the laws of the PRC, and substantially all of our assets and our subsidiaries are located in China. In
addition, most of our directors and officers reside within China, and substantially all of the assets of our directors and officers are located within
China. As a result, it may not be possible to effect service of process within the United States or elsewhere outside of China upon most of our
directors or officers, including with respect to matters arising under U.S. federal securities laws or applicable state securities laws. Moreover, our
Chinese counsel has advised us that China does not have treaties providing for the reciprocal recognition and enforcement of judgments of
courts with the United States, the United Kingdom, Japan or most other Western countries. Our Hong Kong counsel has also advised us that
Hong Kong has no arrangement for the reciprocal enforcement of judgments with the United States. As a result, recognition and enforcement in
China of judgments of a court in the United States and any of the other jurisdictions mentioned above in relation to any matter not subject to a
binding arbitration provision may be difficult or impossible.

Holders of H shares may be subject to PRC taxation.

Under the PRC�s current tax laws, regulations and rulings, dividends paid by us to holders of our H shares outside the PRC are currently
exempted from PRC capital gains tax. In addition, gains realized by individuals or enterprises upon the sale or other disposition of our H shares
are currently exempted from PRC income tax. If the exemptions are withdrawn in the future, holders of our H shares may be required to pay
withholding tax on dividends, which is currently imposed at the rate of 20%, or capital gains tax, which may be imposed upon individuals at the
rate of 20%, and holders of our H shares may be required to pay PRC income tax upon the sale or other disposition of our H shares.
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Risks Relating to the Securities

Our indentures do not restrict our ability to incur additional debt, which could make our debt securities more risky in the future.

The indenture that govern the terms of the debt securities that we may offer under this prospectus may not restrict our ability or our subsidiaries�
ability to incur additional debt. The degree to which we incur additional debt could have important consequences to holders of the securities,
including:

� limiting our ability to obtain any necessary financing in the future for working capital, capital expenditures, debt service requirements
or other purposes;

� requiring us to dedicate a substantial portion of our cash flows from operations to the payment of debt and not for other purposes, such
as working capital and capital expenditures;

� limiting our flexibility to plan for, or react to, changes in our businesses;

� making us more indebted than some of our competitors, which may place us at a competitive disadvantage; and

� making us more vulnerable to a downturn in our businesses.

The securities we are offering may not develop an active public market, which could depress the resale price of the securities.

The securities that we offer under this prospectus, other than our ADSs and H shares, will be new issues of securities for which there is currently
no trading market. We cannot predict whether an active trading market for the securities will develop or be sustained. If an active trading market
does not develop, the securities could trade at price that may be lower than the initial offering price of the securities and you may find it difficult
to sell your securities.

9
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ABOUT THIS PROSPECTUS

This document is called a prospectus and is part of a registration statement that we filed with the U.S. Securities and Exchange Commission
using the �shelf� registration or continuous offering process. Under this shelf process, we may sell any combination of the securities described in
this prospectus in one or more offerings up to an aggregate offering price of US$1,000,000,000, or the equivalent amount in other currencies,
currency units or composite currencies. In addition, the selling shareholders may from time to time sell H shares (directly or in the form of
ADSs) up to an amount representing an aggregate offering price not exceeding 10% of the aggregate offering price of H share or ADSs, as
applicable, sold by us and described in this prospectus in one or more offerings.

This prospectus provides you with a general description of the securities that we and/or the selling shareholders may offer. Each time we and/or
the selling shareholders sell the securities, we or the selling shareholders will provide one or more prospectus supplements that will contain
specific information about the terms of those securities and the offering. The prospectus supplements may include a discussion of any risk
factors or other considerations that apply to those securities. The prospectus supplements may also add to, update or change information
contained in this prospectus. If there is any inconsistency between the information in this prospectus and any prospectus supplement, you should
rely on the information in that prospectus supplement. You should read both this prospectus and any prospectus supplements together with the
additional information described under the heading �Where You Can Find More Information�.

The registration statement containing this prospectus, including exhibits to the registration statement, provides additional information about us,
the selling shareholders and the securities offered under this prospectus. The registration statement can be read at the website of the Securities
and Exchange Commission at www.sec.gov or the offices of the Securities and Exchange Commission mentioned under the heading �Where You
Can Find More Information�.

When acquiring any of the securities discussed in this prospectus, you should rely on the information provided in this prospectus and in any
prospectus supplement, including the information incorporated by reference (see the discussion under the heading �Incorporation by Reference�).
Neither we, the selling shareholders nor any underwriters or agents, have authorized anyone to provide you with different information. Neither
we nor the selling shareholders are offering the securities in any state where the offer is prohibited. You should not assume that the information
in this prospectus, any prospectus supplement, or any document incorporated by reference, is truthful or complete at any date other than the date
mentioned on the cover page of these documents.

We and/or the selling shareholders may sell the securities to underwriters who will sell the securities to the public on terms determined at the
time of sale. In addition, we and/or the selling shareholders may sell the securities directly or through dealers or agents that we and/or the selling
shareholders designate from time to time. If we and/or the selling shareholders, directly or through agents, solicit offers to purchase any of the
securities, we and/or the selling shareholders reserve the right to accept and, together with our agents, to reject, partially or entirely, any of those
offers.

The prospectus supplement will contain the names of any underwriters, dealers or agents together with the terms of an offering of the securities,
the compensation of those underwriters, and the net proceeds to us and/or the selling shareholders. Any underwriters, dealers or agents
participating in an offering of the securities may be considered �underwriters� within the meaning of the U.S. Securities Act of 1933, as amended.

Unless otherwise indicated, all United States dollar equivalents provided in this prospectus (excluding the documents incorporated by reference
in this prospectus) are approximate and are translated from the Renminbi amounts based on the noon buying rate prevailing on December 31,
2003 of US$1.00 to RMB8.2767. We make no representation that Renminbi amounts could be translated into US dollars at this rate or at all.
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In this prospectus, �PRC� refers to The People�s Republic of China, and unless otherwise indicated, �US$� or �US dollars� means United
States dollars and �RMB� or �Renminbi� means the legal currency of The PRC. Also, all references in this prospectus to �we�, �us�, �our�,
or similar references mean China Telecom Corporation Limited and our subsidiaries. In respect of any time prior to our incorporation,
references to �us�, �we� and �China Telecom� are to the telecommunications businesses in which our predecessors were engaged and which
were subsequently assumed by us. All references to �China Telecom Group� are to China Telecommunications Corporation, our controlling
shareholder. Unless the context otherwise requires, these references include all of its subsidiaries, including us and our subsidiaries.
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WHERE YOU CAN FIND MORE INFORMATION

You may read and copy documents referred to in this prospectus that have been filed with the U.S. Securities and Exchange Commission at the
SEC�s Public Reference Room located at 450 Fifth Street, N.W., Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further
information on the Public Reference Rooms and their copy charges. The SEC also maintains a web site at http://www.sec.gov that contains
reports, proxy statements and other information regarding registrants that file electronically with the SEC.

INCORPORATION BY REFERENCE

The SEC allows us to �incorporate by reference� the information that we file with the SEC. This permits us to disclose important information to
you by referring to these filed documents. Any information referred to in this way is considered part of this prospectus, and any information that
we file with the SEC after the date of this prospectus and incorporate by reference into this prospectus will automatically be deemed to update
and supersede this information. We incorporate by reference the following documents that have been filed with the SEC:

� our annual report on Form 20-F for our fiscal year ended December 31, 2002;

� our report on Form 6-K dated October 8, 2003 with respect to our interim report for the six-month period ended June 30, 2003; and

� our report on Form 6-K dated October 30, 2003 with respect to the announcement and the shareholders� circular distributed to our
shareholders in connection with the acquisition of Anhui Telecom, Fujian Telecom, Jiangxi Telecom, Guangxi Telecom, Chongqing
Telecom and Sichuan Telecom as well as certain network management and research and development facilities in 2003.

The shareholders� circular contained prospective financial information which was prepared in accordance with local market practice in Hong
Kong. Our independent auditors have not examined, compiled or otherwise applied procedures to the prospective financial information for the
purpose of incorporation by reference in this registration statement and, accordingly, do not express any opinion or any form of assurance on the
prospective financial information.

We will also incorporate by reference any future filings made with the SEC under Sections 13(a), 13(c), 14 or 15(d) of the U.S. Securities
Exchange Act of 1934 until we terminate the offering contemplated by any prospectus supplement. In addition, we will incorporate by reference
some future reports on Form 6-K, but only to the extent specifically indicated in those reports.

We will provide without charge upon written or oral request a copy of any or all of the documents that are incorporated by reference into this
prospectus, other than exhibits which are specifically incorporated by reference into such documents. Requests should be directed to China
Telecom Corporation Limited, 31 Jinrong Street, Xicheng District, Beijing, China 100032; attention Company Secretary. Telephone requests
may be directed to (86-10) 6642-8166.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

Some of the information contained or incorporated by reference in this prospectus and accompanying prospectus supplements may constitute
�forward-looking statements� within the meaning of Section 27A of the U.S. Securities Act of 1933, as amended, and Section 21E of the U.S.
Securities Exchange Act of 1934, as amended. These forward-looking statements are, by their nature, subject to significant risks and
uncertainties, and include, without limitation, statements relating to:

� our business and operating strategies;

� our network expansion and capital expenditure plans;

� our operations and business prospects;

� our financial condition and results of operations;

� the industry regulatory environment as well as the industry outlook generally; and

� future developments in the telecommunications industry in China.

The words �anticipate,� �believe,� �could,� �estimate,� �expect,� �intend,� �may,� �plan,� �seek,� �will,� �would� and similar expressions, as they relate to us, are
intended to identify a number of these forward-looking statements.

When considering these forward-looking statements, you should keep in mind the cautionary statements contained or incorporated by reference
in this prospectus. These forward-looking statements are subject to risks, uncertainties and assumptions, some of which are beyond our control.
In addition, these forward-looking statements reflect our current views with respect to future events, which may change, and are not a guarantee
of future performance. We do not intend to update these forward-looking statements. Actual results, performance or achievements may differ
materially from the information contained in the forward-looking statements as a result of a number of factors, including, without limitation,
certain risks described in this prospectus and the accompanying prospectus supplement or the documents incorporated by reference, and the
following:

� any changes in the regulatory policies of the Ministry of Information Industry and other relevant government authorities
relating to, among other matters:

� the granting and approval of licenses;

� tariff policies;
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� interconnection and settlement arrangements;

� capital investment priorities; and

� numbering resources allocation;

� the effects of competition on the demand for and pricing of our services;

� the development of new technologies and applications or services affecting our current and future businesses;

� changes in political, economic, legal and social conditions in China, including the Chinese government�s specific policies with respect
to foreign investment in the telecommunications industry, economic growth, inflation, foreign exchange and the availability of credit;
and

� changes in population growth and gross domestic product, or GDP, growth and the impact of those changes on the demand for our
services.
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CHINA TELECOM CORPORATION LIMITED

General

We are the leading provider of wireline telephone, data and Internet and leased line services in ten regions in China. Our service regions consist
of Shanghai Municipality, Guangdong Province, Jiangsu Province, Zhejiang Province, Anhui Province, Fujian Province, Jiangxi Province,
Guangxi Zhuang Autonomous Region, Chongqing Municipality and Sichuan Province.

We offer a full range of wireline telecommunications services in our service regions, including local telephone, domestic and international, Hong
Kong, Macau and Taiwan long distance telephone, interconnection services, data, Internet and leased line services. We own and operate an
extensive and advanced backbone network system, as well as substantially all of the local access networks in our service regions. Our backbone
and local network systems, together with the network of China Telecom Group, our controlling shareholders, form an advanced, integrated and
reliable nationwide network system that is the largest in China.

We completed the acquisition from China Telecom Group of Anhui Telecom, Fujian Telecom, Jiangxi Telecom, Guangxi Telecom, Chongqing
Telecom and Sichuan Telecom as well as certain network management, research and development facilities on December 31, 2003. The
acquisition expanded the geographic coverage of our telecommunications operations and our subscriber base.

For a description of our business, financial condition, results of operations and other important information regarding us, see our filings with the
Securities and Exchange Commission incorporated by reference in this prospectus. For instructions on how to find copies of these and our other
filings incorporated by reference in this prospectus, see �Incorporation By Reference.�

We are a joint stock company with limited liability incorporated in The People�s Republic of China in 2002. Our principal executive office is
located at 31 Jin Rong Street, Xicheng District, Beijing, China 100032. Our telephone number is (86-10) 6642-8166.
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CAPITALIZATION AND INDEBTEDNESS

The following table sets forth our cash and cash equivalents, short-term debt and capitalization as of June 30, 2003. The table is based on our
consolidated financial statements, which are prepared in accordance with International Financial Reporting Standards, or IFRS. The table should
be read in conjunction with the consolidated financial statements and other information included in the documents incorporated by reference in
this prospectus. Our capitalization is presented:

� on an actual basis; and

� on an as adjusted basis to reflect the effect of the acquisition of Anhui Telecom, Fujian Telecom, Jiangxi Telecom, Guangxi Telecom,
Chongqing Telecom and Sichuan Telecom as well as certain network management and research and development facilities on
December 31, 2003, as if the acquisition was consummated on June 30, 2003.

As of June 30, 2003

Actual
As

Adjusted Actual
As

Adjusted

RMB RMB US$(1) US$(1)

(in millions)
Cash and cash equivalents 17,835 9,158 2,155 1,106

Short-term debt:
Short-term debt 16,745 37,756 2,023 4,562
Current portion of long-term debt 1,852 6,689 224 808

Total short-term debt 18,597 44,445 2,247 5,370

Capitalization:
Long-term debt 4,937 50,316 597 6,079
Shareholders� equity 133,595 119,213 16,141 14,404

Total capitalization 138,532 169,529 16,738 20,483

(1) Translated at the noon buying rate on December 31, 2003 of RMB1.00=US$8.2767.

None of our debt as of June 30, 2003 was secured.
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RATIOS OF EARNINGS TO FIXED CHARGES

The following table shows our ratios of earnings to fixed charges for the periods indicated, computed using amounts derived from our financial
statements prepared in accordance with IFRS and amounts derived from our financial statements prepared in accordance with U.S. GAAP.

For purposes of calculating these ratios:

� fixed charges include interest incurred on all indebtedness and one-third of rental expenses (which is used to be representative of an
interest factor); and

� earnings are defined as our income before income tax, minority interests and equity in income of associates, plus fixed charges
reduced by the amounts of capitalized interest.

Six-month
Period Ended
June 30, 2003

Year Ended December 31,

2002 2001 2000 1999

IFRS 16.7 13.6 4.6 16.9 17.6
U.S. GAAP 15.7 12.6 12.1 16.9 17.6

USE OF PROCEEDS

We intend to use the net proceeds from the sale of the securities for general corporate purposes, including, without limitation, capital
expenditures, working capital and acquisitions. We may also invest the proceeds in certificates of deposit, United States government securities or
certain other interest-bearing securities. If we decide to use the net proceeds from a particular offering of securities for a specific purpose, we
will describe that in the related prospectus supplement.

We will not receive any of the proceeds from the sale of the H shares sold by any of the selling shareholders.
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DESCRIPTION OF SHARE CAPITAL

The following is a summary of information relating to our share capital, based upon provisions of our articles of association, the PRC Company
Law, the Hong Kong Stock Exchange Listing Rules and certain other applicable laws and regulations. You and your advisors should refer to the
text of our articles of association and to the texts of applicable laws and regulations for further information. A copy of our articles of association
was filed as an exhibit to our annual report on Form 20-F for the fiscal year ended December 31, 2002, which is incorporated herein by
reference. Certificates representing the shares are and will be issued in registered form.

Our share capital consists of domestic shares and H shares, including H shares represented by ADSs. They are all ordinary shares in our share
capital. The par value of both our domestic shares and H shares is RMB1.00. Domestic shares may only be subscribed for by, and traded among,
legal or natural persons of the PRC (other than Hong Kong, Macau and Taiwan) and must be subscribed for and traded in Renminbi. All
dividends in respect of domestic shares are to be paid by us in Renminbi. H shares are �overseas listed foreign invested shares� that have been
admitted for listing on the Hong Kong Stock Exchange, the par value of which is denominated in Renminbi, and that are subscribed for and
traded in Hong Kong dollars by and among investors of Hong Kong, Macau, Taiwan and any country other than China. H shares may also be
listed on a stock exchange in the United States in the form of American depositary shares evidenced by American depositary receipts or in other
places.

Holders of domestic shares and H shares are deemed to be shareholders of different classes for various matters, which affect their respective
interests. For instance, if we propose an increase in domestic shares, holders of H shares would be entitled to vote on that proposal as a separate
class. See ��Voting Rights and Shareholders� Meetings.�

As of December 31, 2003, our total share capital consists of 8,027,410,000 H shares and 67,586,776,503 domestic shares.

The following discussion primarily concerns H shares and rights of holders of H shares. The holders of ADSs will not be treated as our
shareholders and will be required to surrender their ADSs for cancellation and withdrawal from the ADS depositary facility in which the H
shares are held in order to exercise their shareholders� rights in respect of H shares. The ADS depositary agrees, so far as it is practical, to vote or
cause to be voted the amount of H shares represented by ADSs in accordance with the non-discretionary written instructions of the holders of
such ADSs. See �Description of American Depositary Receipts�Voting Rights.�

Sources of Shareholders� Rights

Currently, the primary sources of shareholders� rights are our articles of association, the PRC Company Law and the Hong Kong Stock Exchange
Listing Rules that, among other things, impose certain standards of conduct, fairness and disclosure on us, our directors and our controlling
shareholder. Our articles of association have incorporated the provisions set forth in the Mandatory Provisions for the Articles of Association of
Companies Listed Overseas, or the Mandatory Provisions, adopted in 1994, pursuant to the requirement of the China Securities Regulatory
Commission. Any amendment to those provisions will only become effective after approval by the relevant governmental department authorized
by the State Council and the China Securities Regulatory Commission. The Hong Kong Stock Exchange Listing Rules require a number of
additional provisions to the Mandatory Provisions to be included in our articles of association.
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provisions of our articles of association that have been mandated by the Hong Kong Stock Exchange. These provisions relate to:

� varying the rights of existing classes of shares;
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� voting rights;

� our power to purchase our own shares;

� rights of minority shareholders; and

� liquidation procedures.

In addition, for so long as our H shares are listed on the Hong Kong Stock Exchange, we will be subject to the relevant ordinances, rules and
regulations applicable to companies listed on the Hong Kong Stock Exchange, including, among other things, the Hong Kong Stock Exchange
Listing Rules, the SDI Ordinance, the Securities (Insider Dealing) Ordinance and the Hong Kong Codes on Takeovers and Mergers and Share
Repurchases.

Unless otherwise specified, all rights, obligations and protection discussed below are derived from our articles of association and the PRC
Company Law.

Dividends

Our board of directors may propose dividend distributions at any time. Our board of directors may declare interim and special dividends under
general authorization by a shareholders� ordinary resolution. A distribution of final dividends for any fiscal year is subject to shareholders�
approval. Dividends may be distributed in the form of cash or shares. A distribution of shares, however, must be approved by special resolution
of the shareholders.

We may only distribute dividends from our retained earnings as determined in accordance with the accounting principles of the PRC or IFRS,
whichever is lower, after allowance has been made for:

� recovery of losses, if any;

� allocations to the statutory common reserve fund of 10% of our net income, as determined in accordance with Chinese accounting
rules;

� allocations to the statutory common welfare fund (the minimum and maximum aggregate allocations to the statutory common welfare
fund being 5% and 10%, respectively, of our net income, as determined in accordance with Chinese accounting rules); and

� allocations to a discretionary common reserve fund if approved by the shareholders.

If we record no net income for a year, we may not normally distribute dividends for that year.
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Our articles of association require us to appoint on behalf of the holders of H shares a receiving agent that is registered as a trust corporation
under the Trustee Ordinance of Hong Kong to receive dividends declared by us in respect of the H shares on behalf of such shareholders. Our
articles of association require that cash dividends in respect of H shares be declared in Renminbi and paid by us in Hong Kong dollars. The Bank
of New York, as the ADS depositary, will convert these proceeds into U.S. dollars and will remit the converted proceeds to holders of our ADSs
after deduction of related fees and expenses and any withholding tax. See �Description of American Depositary Receipts�Share Dividends and
Other Distributions.�

Dividend payments may be subject to Chinese withholding tax. See �Taxation�People�s Republic of China�Taxation of Dividends.�
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Voting Rights and Shareholders� Meetings

Our board of directors will convene a shareholders� annual general meeting once every year and within six months from the end of the preceding
fiscal year. Our board of directors must convene an extraordinary general meeting within two months of the occurrence of any of the following
events:

� where the number of directors is less than the number stipulated in the PRC Company Law or two-thirds of the number specified in
our articles of association;

� where our unrecovered losses reach one-third of the total amount of our share capital;

� where shareholder(s) holding 10% or more of our issued and outstanding voting shares so request(s) in writing;

� whenever our board of directors deems necessary or our board of supervisors so requests; or

� whenever two or more of our independent directors so request.

All shareholders� meetings must be convened by our board of directors by written notice given to shareholders not less than 45 days before the
meeting. The quorum for a shareholders� meeting is the number of our shareholders holding one-half of our total voting shares. The accidental
omission by us to give notice of a meeting to, or the non-receipt of notice of a meeting by, a shareholder will not invalidate the proceedings at
that shareholders� meeting.

Shareholders at meetings have the power, among other matters, to approve or reject our profit distribution plans, annual budget, financial
statements, increases or decreases in share capital, issuances of debentures, mergers, liquidation and any amendment to our articles of
association. Resolutions proposed by shareholders holding 5% or more of the total number of voting shares shall be included in the agenda for
the relevant annual general meeting if they relate to matters that fall within the authority of shareholders at the general meeting. In addition, the
rights of a class of shareholders may not be modified or abrogated, unless approved by a special resolution of shareholders at a general
shareholders� meeting and by a special resolution of shareholders of that class of shares at a separate meeting. Our articles of association
enumerate various amendments which would be deemed to be a modification or abrogation of the rights of a class of shareholders, including,
among others, increasing or decreasing the number of shares of a class disproportionate to increases or decreases of other classes of shares,
removing or reducing rights to receive dividends in a particular currency or creating shares with voting or equity rights superior to those of
shares of that class. There are no restrictions under PRC law or our articles of association on the ability of investors that are not Chinese
residents to hold H shares and exercise voting rights.

Each H shareholder is entitled to one vote on all matters submitted for vote at all shareholders� meetings, except for meetings of a special class of
shareholders other than H shareholders where only holders of shares of the affected class are entitled to vote on the basis of one vote per share of
the affected class.

Shareholders are entitled to attend and vote at meetings either in person or by proxy. Proxies must be in writing and deposited at our legal
address or such other place as is specified in the meeting notice, not less than 24 hours before the time for holding the meeting at which the
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Resolutions on any of the following matters must be approved by more than two-thirds of the voting rights held by shareholders who are present
in person or by proxy:

� an increase or decrease in our share capital or the issuance of shares, warrants, debentures and other similar securities;
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� our division, merger, dissolution or liquidation (shareholders who object to a proposed merger are entitled to demand that either we or
the shareholders who approved the merger purchase their shares at a fair price);

� amendments to our articles of association;

� amendment of shareholders� rights of any class of shares; and

� any other matters determined by a majority of shareholders at a general meeting to have a material impact on us and should be
approved by two-thirds of the voting rights.

All other actions taken by the shareholders will be approved by a majority of the voting rights held by shareholders.

Any shareholder resolution that is in violation of any laws or regulations of China or the articles of association will be null and void.

Liquidation Rights

We are organized as a joint stock company with limited liability of indefinite duration, but must renew our business license annually with the
State Administration of Industry and Commerce. In the event of our liquidation, the H shares will rank pari passu with the domestic shares, and
payment of debts out of our remaining assets shall be made in the order of priority prescribed by applicable laws and regulations or, if no such
standards exist, in accordance with such procedure as the liquidation committee that has been appointed either by us or the People�s Courts of
China may consider to be fair and reasonable. After payment of debts, we shall distribute the remaining property to shareholders according to the
class and proportion of their shares.

Information Rights

Our shareholders may, without charge, inspect copies of the minutes of the shareholders� general meetings during our business hours.
Shareholders may also request copies of such minutes from us, and we must deliver those copies to the relevant shareholders within seven days
of receipt of such reasonable fees as we may require.

Our fiscal year is the calendar year ending December 31. In respect of each fiscal year, we must send to holders of H shares, not less than 45
days before the date of the shareholders� annual general meeting, our audited financial statements, together with the auditor�s report as required by
the Hong Kong Stock Exchange Listing Rules, relating to that fiscal year. These and any interim financial statements must be prepared in
accordance with PRC accounting standards and, for so long as our H shares are listed on the Hong Kong Stock Exchange, in accordance with
either Hong Kong accounting standards or IFRS. The financial statements must be approved by a majority of our shareholders at the annual
general meeting.
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The Hong Kong Stock Exchange Listing Rules also require us to prepare in respect of the first six months of each fiscal year an interim report no
later than three months after the end of such period. Further, a preliminary announcement of such interim report is required to be published in the
newspapers on the next business day after such report is approved by us. A copy of such interim report is also required to be sent to every
shareholder as soon as reasonably practicable after such publication.

Under the Listing Agreement, we are required to keep the Hong Kong Stock Exchange, our shareholders and other holders of our listed
securities informed as soon as reasonably practicable of any information relating to us and our subsidiaries, including information on any major
new developments that is not public information, which:

� is necessary to enable them and the public to appraise the position of us and our subsidiaries;
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� is necessary to avoid the establishment of a false market in our securities; and

� might reasonably be expected to materially affect market activity in, and the price of, our securities.

We are also required under the Hong Kong Stock Exchange Listing Rules to disclose to our shareholders details of certain acquisitions or
disposals of assets and other transactions (including transactions with connected parties).

Enforceability of Shareholders� Rights

Enforceability of our shareholders� rights may be limited.

See �Risk Factors�Risks Relating to the People�s Republic of China�The PRC legal system has inherent uncertainties that could limit the legal
protections available to you� and �Limitations on Enforcement of Civil Liabilities.�

Restrictions on Transferability and the Share Register

Under our articles of association, in order for any Chinese shareholder to sell its domestic shares to persons outside China who will receive H
shares upon the sale, such sales must be approved by two-thirds of our domestic shareholders and H shareholders at duly convened meetings of
domestic shareholders and H shareholders held separately and at a duly convened joint meeting of domestic shareholders and H shareholders.
Such sales are also subject to approval by the State-Owned Assets Supervision and Administration Commission of the State Council, the China
Securities Regulatory Commission and other relevant governmental authorities.

We are required to keep a register of our shareholders which shall be comprised of various parts, including one part which is to be maintained in
Hong Kong in relation to holders of H shares. Shareholders have the right to inspect and, for a reasonable charge, to copy the share register. No
transfers of ordinary shares shall be recorded in our share register within thirty days prior to the date of a shareholders� general meeting or within
five days prior to the record date established for the purpose of distributing a dividend.

We have appointed Hong Kong Registrars Limited to act as the registrar of our H shares. This registrar maintains our register of holders of H
shares at our offices in Hong Kong and enters transfers of H shares in such register upon the presentation of the documents described above.

Increases in Share Capital

Under our articles of association, issuance of new securities, including ordinary shares, securities convertible into ordinary shares, options,
warrants or similar rights to subscribe for any ordinary shares or convertible securities, must be approved by two-thirds of all shareholders and
two-thirds of each of the class of domestic shares and the H shares, respectively. No such approval is required if, but only to the extent that we
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issue domestic shares and H shares, either separately or concurrently, in numbers not exceeding 20% of the number of domestic shares and H
shares then outstanding, respectively, in any 12-month period, as already approved by two-thirds of all shareholders.

Shareholders are not liable to make any further contribution to the share capital other than according to the terms that were agreed upon by the
subscriber of the relevant shares at the time of subscription. New issues of shares must also be approved by relevant Chinese authorities.
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Decrease in Share Capital and Repurchase

We may reduce our registered share capital only upon obtaining the approval of at least two-thirds of our shareholders and, in certain
circumstances, of relevant Chinese authorities. The number of H shares that may be repurchased is subject to the Hong Kong Codes on
Takeovers and Mergers and Share Repurchases.

Restrictions on Large or Controlling Shareholders

Our articles of association define a controlling shareholder as any person who acting alone or in concert with others:

� is in a position to elect more than one-half of the board of directors;

� has the power to exercise, or to control the exercise of, 30% or more of our voting rights;

� holds 30% or more of our issued and outstanding shares; or

� has de facto control of us in any other way.

As of the date of this prospectus, China Telecom Group, a wholly state-owned enterprise, is our only controlling shareholder.

Our articles of association provide that, in addition to any obligation imposed by laws and administrative regulations or required by the Hong
Kong Stock Exchange Listing Rules, a controlling shareholder shall not exercise its voting rights in a manner prejudicial to the interests of all or
some shareholders:

� to relieve a director or supervisor from his or her duty to act honestly in our best interests;

� to approve the appropriation by a director or supervisor (for his or her own benefit or for the benefit of any other person) of our assets
in any way, including, without limitation, opportunities which may benefit us; or

� to approve the appropriation by a director or supervisor (for his or her own benefit or for the benefit of any other person) of the
individual rights of any other shareholders, including, without limitation, rights to distributions and voting rights (except in accordance
with a restructuring of our company which has been submitted for approval by the shareholders at a general meeting in accordance
with our articles of association).
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If a controlling shareholder exercises its voting rights in violation of the provisions set forth above, a shareholder can sue such controlling
shareholder and enforce its rights through arbitration in China or Hong Kong.

Board of Directors

Our directors shall be elected by our shareholders at a general meeting. Because the domestic shares and H shares do not have cumulative voting
rights, a holder of a majority of our ordinary shares is able to elect all of the directors. Directors are elected for a term of three years and may
serve consecutive terms if re-elected.

Article 23 of Special Regulations on the Overseas Offering and Listing of Shares by Joint Stock Limited Companies provides that directors,
supervisors, and senior officers of a company owe duties of honesty, care and diligence to their company. In addition, our articles of association
provide that in discharging their respective duties, directors, supervisors and senior officers are required to act with care, diligence and skills that
are expected of a reasonable person under similar circumstances and in accordance with the fiduciary principle.
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Our articles of association provide that each of our directors, supervisors and senior officers is obligated to each shareholder:

� to act honestly in our company�s best interests;

� not to exploit corporate assets for personal gains; and

� not to expropriate the rights of our shareholders.

Moreover, our articles of association provide that unless otherwise provided for in our articles of association or with the informed consent of our
shareholders, our directors, supervisors and senior officers must not enter into transactions or contracts with us. Our articles of association also
prohibits our directors, supervisors and senior officers to make corporate loans to any persons or provide guarantees for loans of any shareholder
or any other person with corporate assets. In particular, our directors, supervisors and senior officers have obligations to disclose to the board of
directors if they have any direct or indirect material interest in any contracts or transactions with us. They may not vote on any contracts,
transactions or arrangements in which they have any material interest. Further, we may not make loans or provide guarantees to directors,
supervisors or senior officers, unless such loans or guarantees are approved at shareholders� meetings or made in the ordinary course of business.
All decisions relating to the compensation of directors are made at shareholders� meetings.

There are no provisions under our articles of association or PRC law which relate to:

� the retirement or non-retirement of directors under any age limit requirement;

� directors� borrowing power; or

� number of shares required for director�s qualification.

Subject to all relevant laws and administrative regulations, the shareholders may remove any director before the expiration of his or her term of
office by a majority vote. Subject to certain conditions, a director, supervisor, chief executive officer, chief financial officer, president, vice
presidents or other senior officer may be relieved of liability for a specific breach of his or her duties by the consent of shareholders.

Supervisory Committee

Our supervisory committee is composed of five members appointed or elected to monitor our financial matters and management. The
supervisory committee�s powers are generally limited to investigating and reporting to shareholders, the China Securities Regulatory Committee
and other relevant governmental authorities on our affairs and to proposing to convene shareholders� extraordinary general meetings. Reasonable
expenses incurred by the supervisory committee in carrying out its duties will be paid by us.
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DESCRIPTION OF AMERICAN DEPOSITARY RECEIPTS

American Depositary Receipts

The Bank of New York, as ADS depositary, will execute, issue and deliver the ADRs. Each ADR will represent ownership interests in 100 H
shares or the right to receive 100 H shares which we will deposit with the Hong Kong office of The Hongkong and Shanghai Banking
Corporation, as custodian. Each ADR will also represent securities, cash or other property deposited with the ADS depositary but not distributed
to ADR holders. The corporate trust office of the ADS depositary is located at 101 Barclay Street, New York, New York 10286. The principal
executive office of the ADS depositary is located at One Wall Street, New York, New York 10286.

You may hold ADRs either directly or indirectly through your broker or other financial institution. If you hold ADRs directly, you are an ADR
holder. This description assumes you hold your ADRs directly. If you hold the ADRs indirectly, you must rely on the procedures of your broker
or other financial institution to assert the rights of ADR holders described in this section. You should consult with your broker or financial
institution to find out what those procedures are.

Because the ADS depositary will actually own the H shares, you must rely on it to exercise the rights of a shareholder. The obligations of the
ADS depositary are set out in a deposit agreement among us, the ADS depositary, owners and beneficial owners from time to time of the ADRs
issued under the deposit agreement. The deposit agreement and the ADRs are generally governed by New York law.

The following is a summary of the material terms of the deposit agreement dated November 14, 2002 among the ADS depositary, owners and
beneficial owners from time to time of ADSs and us, which is filed with the Securities and Exchange Commission as an exhibit to the
registration statement on Form F-6 (File No. 333-100617). This summary may not contain all the information that may be important to you.

Share Dividends and Other Distributions

How will you receive dividends and other distributions on the H shares?

The ADS depositary has agreed to pay to you the cash dividends or other distributions it receives on H shares or other deposited securities, after
deducting related fees and expenses. You will receive these distributions in proportion to the number of H shares your ADRs represent.

� Cash. The ADS depositary will convert any cash dividend or other cash distribution that we pay in Hong Kong dollars on the H shares
into U.S. dollars, if it can do so on a reasonable basis and can transfer the U.S. dollars to the United States. If that is not possible or if
any approval from the Chinese government is needed and cannot be obtained, the deposit agreement allows the ADS depositary to
distribute the Hong Kong dollars only to those ADR holders to whom it is possible to do so. It will hold the Hong Kong dollars it
cannot convert for the account of the ADR holders who have not been paid. It will not invest the Hong Kong dollars and will not be
liable for any interest. Before making a distribution, any withholding taxes that must be paid under PRC law will be deducted. See
�Taxation�People�s Republic of China�Taxation related to H shares and ADSs�Taxation of Dividends.� It will distribute only whole U.S.
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dollars and cents and will round fractional cents to the nearest whole cent. If the exchange rates fluctuate during a time when the ADS
depositary cannot convert the Hong Kong dollars, you may lose some or all of the value of the distribution.

� Shares. The ADS depositary may, or upon our request shall, distribute new ADRs representing any H shares we distribute as a
dividend or free distribution, if we furnish it promptly with satisfactory evidence that it is legal to do so. The ADS depositary will only
distribute whole ADRs. It will sell H shares which would require it to issue a fractional ADR and distribute the net proceeds in the
same way
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as it would with cash. If the ADS depositary does not distribute additional ADRs, each ADR will also represent the new H shares. If
we offer or cause to be offered to holders of H shares an option to elect to receive dividends in fully paid H shares instead of cash, we
and the ADS depositary will determine, after consultation with each other, whether that option will be made available to you and, if
so, the related procedures.

� Rights to Receive Additional Shares. If we offer holders of our securities any rights to subscribe for additional H shares or any other
rights, the ADS depositary may, after consultation with us, make these rights available to you. We must first instruct the ADS
depositary to do so and furnish it with satisfactory evidence that it is legal to do so. If we do not furnish this evidence and/or give these
instructions, and the ADS depositary decides it is practical to sell the rights, the ADS depositary will, after consultation with us, sell
the rights and distribute the proceeds in the same way as it would with cash. The ADS depositary may allow rights that are not
distributed or sold to lapse. In that case, you will receive no value for them.

If the ADS depositary makes rights available to you, upon your instruction it will exercise the rights and purchase the H shares on your behalf.
The ADS depositary will then deposit the H shares and issue ADRs to you. It will only exercise rights if you pay it the exercise price and any
other charges the rights and the deposit agreement requires you to pay. U.S. securities laws may restrict the sale, deposit, cancellation and
transfer of the ADRs issued as a result of exercise of rights. For example, you may not be able to trade or transfer the ADSs represented by the
ADRs issued as a result of exercise of rights freely in the United States.

� Other Distributions. The ADS depositary will send to you anything else we distribute on deposited securities by any means it
determines is legal, fair and practical. If it cannot make the distribution in that way, the ADS depositary has a choice. It may decide to
sell what we distributed and distribute the net proceeds, in the same way as it would with cash. Or, it may decide to hold what we
distributed, in which case the outstanding ADRs will also represent the newly distributed property.

The ADS depositary is not responsible if it decides that it is unlawful or impractical to make a distribution available to any ADR holders. We
have no obligation to register additional ADRs, shares, rights or other securities under the Securities Act. We also have no obligation to take any
other action to permit the distribution of additional ADRs, shares, rights or anything else to ADR holders. This means that you may not receive
the distributions we make on our H shares or any value for them if it is illegal or impractical for us to make them available to you.

Deposit, Withdrawal and Cancellation

How does the ADS depositary issue ADRs?

The ADS depositary will issue ADRs if you or your broker deposit H shares or evidence of rights to receive H shares with the custodian. Upon
payment of its fees and expenses and of any taxes or charges, if applicable, such as stamp taxes or stock transfer taxes or fees, the ADS
depositary will register the appropriate number of ADRs in the names you request and will deliver the ADRs at its corporate trust office to the
persons you request. The ADS depositary will not, however, knowingly accept H shares for deposit that cannot be traded freely in the United
States in accordance with U.S. securities laws or if we instruct the ADS depositary in writing that the deposit of such H shares would violate
U.S. securities laws or our articles of association.

How do ADR holders cancel an ADR and obtain shares?
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You may turn in your ADRs at the ADS depositary�s corporate trust office. Upon payment of its fees and expenses and of any taxes or charges,
such as stamp taxes or stock transfer taxes or fees, if applicable, the ADS depositary will deliver:

� the underlying H shares to an account designated by you; and

25

Edgar Filing: CHINA TELECOM CORP LTD - Form 424B2

Table of Contents 134



Table of Contents

� any other deposited securities underlying the ADR at the office of the custodian or, at your request, risk and expense, at its corporate
trust office.

Voting Rights

How do you vote?

You may instruct the ADS depositary to vote the H shares underlying your ADRs if we ask the ADS depositary for your instructions. Otherwise,
you will not be able to exercise your right to vote unless you withdraw the H shares. If we ask for your instructions, the ADS depositary will
notify you of the upcoming vote and arrange to deliver our voting materials to you. The materials will:

� describe the matters to be voted on; and

� explain how you, by a certain date, may instruct the ADS depositary to vote the H shares or other deposited securities underlying your
ADRs as you direct. For instructions to be valid, the ADS depositary must receive them on or before the date specified. The ADS
depositary will try, as far as practical, subject to PRC law and the provisions of our articles of association, to vote or to have its agents
vote the H shares or other deposited securities as you instruct. If the ADS depositary does not receive your valid instruction, they will
deem that you have instructed them to give a discretionary proxy to a person designated by us to vote such deposited securities.

We cannot assure you that you will receive the voting materials in time to ensure that you can instruct the ADS depositary to vote your H shares,
or withdraw the H shares to vote on your own. In addition, the ADS depositary and its agents are not responsible for failing to carry out voting
instructions or for the manner of carrying out voting instructions, provided that any such action or inaction is in good faith. This means that you
may not be able to exercise your right to vote and there may be nothing you can do if your H shares are not voted as you requested.

Fees and Expenses

ADR holders must pay: For:

�      US$5.00 (or less) per 100 ADRs (or portion thereof) �      Each issuance of an ADR, including as a result of a distribution
of shares or rights or other property

�      Each cancellation of an ADR, including if the deposit
agreement terminates

�      Each distribution of securities, other than shares or ADRs,
treating the securities as if they were shares for purpose of
calculating fees

�      US$.02 (or less) per ADR �      Any cash distribution (not including cash dividend distribution)

�      Registration or transfer fees �      Transfer and registration of shares on the share register of our
transfer agent and the registrar in Hong Kong from your name to
the name of the ADS depositary or its agent when you deposit or
withdraw shares

�      Expenses of the ADS depositary �      Conversion of Hong Kong dollars to U.S. dollars
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ADR holders must pay: For:

�      Cable, telex and facsimile transmission expenses

�      Servicing of the shares or deposited securities

�      Taxes and other governmental charges the ADS depositary or the
custodian has to pay on any ADR or share underlying an ADR, for
example, stock transfer taxes, stamp duty or withholding taxes

�      As necessary

Payment of Taxes

You will be responsible for any taxes or other governmental charges payable on your ADRs or on the deposited securities underlying your
ADRs. The ADS depositary may refuse to transfer your ADRs or allow you to withdraw the deposited securities underlying your ADRs until
such taxes or other charges are paid. It may apply payments owed to you or sell deposited securities underlying your ADRs to pay any taxes
owed and you will remain liable for any deficiency. If the ADS depositary sells deposited securities, it will, if appropriate, reduce the number of
ADRs to reflect the sale and pay to you any proceeds, or send to you any property, remaining after it has paid the taxes.

Reclassifications, Recapitalizations and Mergers

If we:

� Change the nominal or par value of our H shares

� Reclassify, split up or consolidate any of the deposited securities

� Distribute securities on the H shares that are not distributed to you

� Recapitalize, reorganize, merge, consolidate or sell assets

Then:

� The cash, shares or other securities received by the ADS depositary will become deposited securities.

� Each ADR will automatically represent its equal share of the new deposited securities.

� The ADS depositary may, and will if we request it to, ask you to surrender your outstanding ADRs in exchange for new ADRs
identifying the new deposited securities.

Edgar Filing: CHINA TELECOM CORP LTD - Form 424B2

Table of Contents 137



Amendment and Termination

How may the deposit agreement be amended?

We may agree with the ADS depositary to amend the deposit agreement and the ADRs without your consent for any reason. If the amendment
adds or increases fees or charges, except for taxes, other governmental charges, registration fees or certain expenses of the ADS depositary, or
prejudices an important right of ADR holders, it will only become effective 30 days after the ADS depositary notifies you of the amendment. At
the time an amendment becomes effective, you are considered, by continuing to hold your ADRs, to agree to the amendment and to be bound by
the ADRs and the deposit agreement as amended.
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How may the deposit agreement be terminated?

The ADS depositary will terminate the deposit agreement if we ask it to do so by mailing notice of termination to us and the owners of ADRs at
least 90 days prior to the date fixed in the notice of termination. The ADS depositary may also terminate the deposit agreement if the ADS
depositary has told us that it would like to resign and we have not appointed a new ADS depositary bank within 90 days. In both cases, the ADS
depositary must notify you at least 90 days before termination.

After termination, the ADS depositary and its agents will be required to do only the following under the deposit agreement:

� collect distributions on the deposited securities; and

� deliver H shares and other deposited securities upon cancellation of ADRs.

One year after termination, the ADS depositary will, if practical, sell any remaining deposited securities by public or private sale. After that, the
ADS depositary will hold the money it received from the sale, as well as any other cash it is holding under the deposit agreement, for the benefit
of the ADR holders that have not surrendered their ADRs. It will not invest the money and has no liability for interest. The ADS depositary�s
only obligations will be to account for the money and other cash and with respect to indemnification. After termination our only obligations will
be with respect to indemnification and to pay certain amounts to the ADS depositary.

Limitations on Obligations and Liability to ADR Holders

Limits on our obligations and the obligations of the ADS depositary; Limits on liability to holders of ADRs

The deposit agreement expressly limits our obligations and the obligations of the ADS depositary, which will not affect our liability under U.S.
securities laws. It also limits our liability and the liability of the ADS depositary. We and the ADS depositary:

� are only obligated to take the actions specifically set forth in the deposit agreement without negligence or bad faith;

� are not liable if either of us is prevented or delayed by law or circumstances beyond our control from performing our obligations under
the deposit agreement;

� are not liable if either of us exercises any discretion permitted under the deposit agreement;

� have no obligation to become involved in a lawsuit or other proceeding related to the ADRs or the deposit agreement on your behalf or
on behalf of any other party; and
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� may rely upon any advice of or information from legal counsel, accountants, persons depositing shares, any registered holders or other
persons believed by it in good faith to be competent to give such advice or information.

In the deposit agreement, we and the ADS depositary agree to indemnify each other under certain circumstances.

Requirements for ADS Depositary Actions

Before the ADS depositary will issue or register a transfer of an ADR, make a distribution on an ADR, or permit withdrawal of H shares, the
ADS depositary may require:

� payment of stock transfer or other taxes or other governmental charges and transfer or registration fees charged by third parties for the
transfer of any H shares or other deposited securities;
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� production of satisfactory proof of the identity and genuineness of any signature or other information it deems necessary;

� compliance with laws or governmental regulations relating to ADRs or to the withdrawal of deposited securities; and

� compliance with reasonable regulations it may establish, from time to time, consistent with the deposit agreement, including
presentation of transfer documents.

The ADS depositary may refuse to deliver, transfer, or register transfers of ADRs generally when the transfer books of the ADS depositary are
closed or at any time if the ADS depositary thinks it is advisable to do so.

The ADS depositary will maintain the records of ADR holders at its corporate trust office. You may inspect those records at the ADS
depositary�s corporate trust office at all reasonable time but solely for the purpose of communicating with other ADR holders in the interest of
business matters relating to the ADRs and the deposit agreement.

Your Right to Receive the Shares Underlying your ADRs

You have the right to cancel your ADRs and withdraw the underlying H shares at any time except:

� when temporary delays arise because the ADS depositary or the custodian has closed its transfer books in connection with voting at a
shareholders� meeting or the payment of dividends;

� when you or other ADR holders seeking to withdraw H shares owe money to pay fees, taxes and similar charges; or

� when it is necessary to prohibit withdrawals in order to comply with any laws or governmental regulations that apply to ADRs or to
the withdrawal of H shares or other deposited securities.

This right of withdrawal may not be limited by any other provision of the deposit agreement.

Pre-Release of ADRs

In certain circumstances, subject to the provisions of the deposit agreement, the ADS depositary may issue ADRs before deposit of the
underlying H shares. This is called a pre-release of the ADR. The ADS depositary shall not proceed with any pre-release if we deliver a written
notice to it and request it not to do so. The ADS depositary may also deliver H shares upon receipt and cancellation of pre-released ADRs,
whether or not such cancellation is prior to the termination of the pre-release or the ADS depositary knows that the ADR has been pre-released.
The ADS depositary may receive ADRs in lieu of H shares in satisfaction of a pre-release. Each pre-release will be (a) preceded or accompanied
by a written representation from the person to whom ADRs are to be delivered that such person, or its customer, (i) owns the H shares or ADRs
to be remitted, as the case may be, (ii) assigns all beneficial rights, title and interest in the H shares or ADRs, as the case may be, to the ADS
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depositary and for the benefit of the owner of the ADRs, and (iii) will not take any action with respect to the H shares or ADRs, as the case may
be, that is inconsistent with the transfer of beneficial ownership, including, without the consent of the ADS depositary, disposing of the H shares
or ADRs, as the case may be, other than in satisfaction of the pre-release, (b) at all times fully collateralized with cash or such other collateral
that will provide substantially similar liquidity and security, (c) terminable by the ADS depositary on not more than five business days� notice,
and (d) subject to further indemnities and credit regulations as the ADS depositary deems appropriate.

In addition, the ADS depositary will limit the number of ADRs that may be outstanding at any time as a result of pre-releases, although the ADS
depositary may disregard the limit from time to time as it deems
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appropriate. The ADS depositary may retain for its own account any compensation received by it in connection with the pre-releases.

Ownership Disclosures and Restrictions

You may be requested to provide information to us regarding the capacity in which you own your ADSs, the identity of any persons previously
or currently holding any interest in your ADSs and the nature of that interest. You agree to provide such information to the extent that it is
available to you and can be disclosed under applicable law.
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DESCRIPTION OF DEBT SECURITIES

The following is a summary of the general terms of the debt securities that we may issue from time to time in one or more series. We may
issue as many distinct series of debt securities under the Indenture as we wish. Each time that we issue debt securities, we will file a
prospectus supplement with the Securities and Exchange Commission, which will be attached to this prospectus. You should read that
prospectus supplement carefully. The prospectus supplement may contain additional terms of those debt securities. If there is any
inconsistency between the terms presented here and those in the prospectus supplement, however, the terms in the prospectus supplement
will apply and will replace those presented here.

Because the following is only a summary of the Indentures and the debt securities, it does not contain all information that you may find
useful. You should also read the Indenture under which we will issue the debt securities. We have filed the form of the Indenture with the
Securities and Exchange Commission as an exhibit to the registration statement of which this prospectus is a part. The terms of the debt
securities include those stated in the Indenture and those made part of the Indenture by reference to the U.S. Trust Indenture Act of 1939.

As used in this section of the prospectus, the terms �we,� �us� and �our� mean China Telecom Corporation Limited only, and not
subsidiaries of China Telecom Corporation Limited.

The debt securities will represent our direct, unsecured and unsubordinated obligations and will rank equally with all of our other unsecured and
unsubordinated indebtedness.

We are a holding company and conduct all of our operations through subsidiaries. Consequently, our ability to pay our obligations, including our
obligation to pay interest on the debt securities, to repay the principal amount of the debt securities at maturity or upon redemption or to buy
back the debt securities will depend upon our subsidiaries� earnings and their distributing those earnings to us and upon our subsidiaries repaying
investments and advances we have made to them. Our subsidiaries are separate and distinct legal entities and have no obligation, contingent or
otherwise, to pay any amounts due on the debt securities or to make funds available to us to do so. Our subsidiaries� ability to pay dividends or
make other payments or advances to us will depend upon their operating results and will be subject to applicable laws and contractual
restrictions. The Indenture will not limit our subsidiaries� ability to enter into other agreements that prohibit or restrict dividends or other
payments or advances to us.

The relevant prospectus supplement for any particular series of debt securities will describe, among other things, the following terms of the debt
securities offered:

� the specific designation or title of the debt securities and the aggregate principal amount being offered;

� the price or prices (expressed as a percentage of the aggregate principal amount) at which the debt securities will be issued;

� the denominations in which the debt securities will be issued;
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� any limit on the aggregate principal amount of the series of debt securities;

� the annual interest rate or rates, or how to calculate the interest rate or rates;

� the date or dates from which interest will accrue, the interest payment dates on which such interest will be payable or the manner of
determination of such interest payment dates, the right, if any, to extend the interest payment periods and the duration of that
extension, and the record dates for the determination of holders to whom interest is payable on any interest payment dates;

� the places at which any interest and principal payments are payable;
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� any date of maturity and the right, if any, to extend such date;

� the terms of any mandatory or optional redemption or repurchase of the debt securities, including the amount of any premium;

� the terms of any defeasance of any debt securities;

� provisions for a sinking fund purchase or other analogous fund, if any;

� the form of the debt securities;

� any provisions relating to conversion or exchange for other securities issued by us or by others, for a basket or index of securities, for
cash value or any combination of these;

� the currency or currencies in which the debt securities are denominated and in which we will make any payments, and if payments of
principal of, premium or interest on the debt securities will be made in one or more currencies or currency units other than that or
those in which the debt securities are denominated, the manner in which the exchange rate with respect to these payments will be
determined;

� any index used to determine the amount of any payments on the debt securities;

� any restrictions that apply to the offer, sale and delivery of the debt securities;

� whether and under what circumstances, if other than those described in this prospectus, we will pay additional amounts on the debt
securities following certain developments related to withholding tax and whether, and on what terms, if other than those described in
this prospectus, we may redeem the debt securities following those developments;

� any listing of the debt securities on a securities exchange;

� if the series of debt securities will be issuable in whole or in part in the form of a global security as described under �Legal
Ownership�Global Securities�, the depository or its nominee with respect to the series of debt securities, and any special circumstances
under which the global security may be registered for transfer or exchange in the name of a person other than the depository or its
nominee;

� whether we may from time to time without the consent of the holders of a series of debt securities create and issue further debt
securities having the same terms and conditions as the debt securities so that such further issue is consolidated and forms a single
series with the series of outstanding debt securities;

� any addition to or change in the events of default that applies to the series of debt securities and any change in the rights of the Trustee
or Holders of debt securities to declare the principal amount due and payable following an event of default;

� any addition to or change in the covenants contained in the Indenture; and
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� any other terms of the series of debt securities, including any terms that may be required by or advisable under applicable laws or
regulations.

The prospectus supplement may also describe any special U.S. federal income tax consequences and any special PRC tax considerations of
purchasing the debt securities.

As required by U.S. federal law for all bonds and notes of companies that are publicly offered, the debt securities are governed by a document
referred to in this prospectus as an �Indenture�. The Indenture is a contract between us and The Bank of New York, which will act as Trustee
under the Indenture.

The Trustee has two main roles. First, the trustee can enforce your rights against us if we default. There are some limitations on the extent to
which the Trustee acts on your behalf, described later under �Remedies If an Event of Default Occurs�.
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Second, the Trustee performs administrative duties for us, such as sending you interest payments, transferring your debt securities to a new
buyer if you sell and sending you notices.

This section is subject to and qualified in its entirety by reference to all the provisions of the Indenture, including definitions of certain terms
used in the Indenture. For example, in this section we use capitalized words to signify defined terms that have been given special meaning in the
Indenture. We describe the meaning for only the more important terms. We also include references in parentheses to certain Sections of the
Indenture. Whenever we refer to particular Sections or defined terms of the Indenture in this prospectus or in the prospectus supplement, those
Sections or defined terms are incorporated by reference here or in that prospectus supplement. This summary also is subject to and qualified by
reference to the description of the particular terms of your series described in the prospectus supplement.

Legal Ownership

�Street Name� and Other Indirect Holders

Investors who hold debt securities in accounts at banks or brokers will generally not be recognized by us as legal Holders of debt securities. This
is called holding in �Street Name.� Instead, we would recognize only the bank or broker, or the financial institution the bank or broker uses to hold
its debt securities. These intermediary banks, brokers and other financial institutions pass along principal, interest and other payments, on the
debt securities, either because they agree to do so in their customer agreements or because they are legally required to. If you hold debt securities
in �Street Name,� you should check with your own institution to find out:

� how it handles securities payments and notices;

� whether it imposes fees or charges;

� how it would handle voting if ever required;

� whether and how you can instruct it to send you debt securities registered in your own name so you can be a direct Holder as described
below; and

� how it would pursue rights under the debt securities if there were a default or other event triggering the need for Holders to act to
protect their interests.

Direct Holders

Our obligations, as well as the obligations of the Trustee and those of any third parties employed by us or the Trustee, run only to Persons who
are registered as Holders of debt securities. As noted above, we do not have obligations to you if you hold in �Street Name� or other indirect
means, either because you choose to hold debt securities in that manner or because the debt securities are issued in the form of Global Securities
as described below. For example, once we make payment to the registered Holder, we have no further responsibility for the payment even if that
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Holder is legally required to pass the payment along to you as a �Street Name� customer but does not do so.

Global Securities

What is a Global Security? A Global Security is a special type of indirectly held debt security, as described above under ��Street Name� and Other
Indirect Holders�. If we choose to issue debt securities in the form of Global Securities, the ultimate beneficial owners can only be indirect
holders. We do this by requiring that the Global Security be registered in the name of a financial institution we select and by requiring that the
debt securities included in the Global Security not be transferred to the name of any other direct Holder unless the special circumstances
described below occur. The financial institution that acts as the sole direct Holder of the Global Security is called the �Depositary�. Any person
wishing to own a debt security must do so indirectly by virtue of an account with a broker, bank or other financial institution that in turn has an
account with the
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Depositary. The prospectus supplement indicates whether your series of debt securities will be issued only in the form of Global Securities.

Special Investor Considerations for Global Securities. As an indirect holder, an investor�s rights relating to a Global Security will be governed by
the account rules of the investor�s financial institution and of the Depositary, as well as general laws relating to securities transfers. We do not
recognize this type of investor as a Holder of debt securities and instead deal only with the Depositary that holds the Global Security.

An investor should be aware that if debt securities are issued only in the form of Global Securities:

� the investor cannot get debt securities registered in his or her own name except under very limited circumstances;

� the investor cannot receive physical certificates for his or her interest in the debt securities except under very limited circumstances;

� the investor will be a �Street Name� holder and must look to his or her own bank or broker for payments on the debt securities and
protection of his or her legal rights relating to the debt securities. See ��Street Name� and Other Indirect Holders�;

� the investor may not be able to sell interests in the debt securities to some insurance companies and other institutions that are required
by law to own their securities in the form of physical certificates;

� the Depositary�s policies will govern payments, transfers, exchanges and other matters relating to the investor�s interest in the Global
Security. We and the Trustee have no responsibility for any aspect of the Depositary�s actions or for its records of ownership interests
in the Global Security. We and the Trustee also do not supervise the Depositary in any way; and

� the Depositary will require that interests in a Global Security be purchased or sold within its system using same-day funds.

Special Situations When Global Security Will Be Terminated. In a few special situations described below, the Global Security will terminate and
interests in it will be exchanged for physical certificates representing debt securities. After that exchange, the choice of whether to hold debt
securities directly or in �Street Name� will be up to the investor. Investors must consult their own bank or brokers to find out how to have their
interests in debt securities transferred to their own name, so that they will be direct Holders. The rights of �Street Name� investors and direct
Holders in the debt securities have been described previously under ��Street Name� and Other Indirect Holders� and �Direct Holders�.

The special situations for termination of a Global Security include, without limitation:

� when the Depositary notifies us that it is unwilling, unable or no longer qualified to continue as Depositary and we have not appointed
a new Depositary; and

� when an Event of Default on the debt securities has occurred and has not been cured. Defaults are discussed later under �Events of
Default�.
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The prospectus supplement may also list additional situations for terminating a Global Security that would apply only to the particular series of
debt securities covered by the prospectus supplement. When a Global Security terminates, the Depositary, and not we or the Trustee, is
responsible for deciding the names of the institutions that will be the initial direct Holders. (Section 301 and 305)

In the remainder of this description �you� means direct Holders and not �Street Name� or other indirect holders of debt securities. Indirect
holders should read the previous subsection entitled ��Street Name� and Other Indirect Holders�.
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Overview of Remainder of this Description

The remainder of this description summarizes:

� additional mechanics relevant to the debt securities under normal circumstances, such as how you transfer ownership and where we
make payments;

� your rights under several special situations, such as if we merge with another company or if we want to change a term of the debt
securities;

� promises we make to you about how we will run our business, or business actions we promise not to take, known as �restrictive
covenants�;

� your rights if we default or experience other financial difficulties; and

� our relationship with the Trustee.

Additional Mechanics

Form, Exchange and Transfer

The debt securities will be issued:

� only in fully registered form;

� without interest coupons; and

� unless otherwise described in the prospectus supplement, in denominations that are integral multiples of US$1,000. (Section 302)

You may have your debt securities broken into more debt securities of smaller denominations or combined into fewer debt securities of larger
denominations, as long as the total principal amount is not changed. (Section 305) This is called an �exchange.�

You may exchange or transfer debt securities at the office of the Trustee. The Trustee acts as our agent for registering debt securities in the
names of Holders and transferring debt securities. We may change this appointment to another entity or perform it ourselves. The entity
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performing the role of maintaining the list of registered Holders is called the �Security Registrar.� It will also perform transfers. (Section 305)

You will not be required to pay a service charge to transfer or exchange debt securities, but you may be required to pay for any tax or other
governmental charge associated with the exchange or transfer and any expenses connected with the transfer or exchange, as described in the
prospectus supplement. The transfer or exchange will only be made if the Security Registrar is satisfied with your proof of ownership.

If we have designated additional transfer agents, they will be named in the prospectus supplement. We may cancel the designation of any
particular transfer agent. We may also approve a change in the office through which any transfer agent acts. (Section 1002)

If the debt securities are redeemable and we redeem less than all of the debt securities of a particular series, we may block the transfer or
exchange of debt securities during the period beginning 15 days before the day we mail the notice of redemption and ending on the day of that
mailing, in order to freeze the list of Holders to prepare the mailing. We may also refuse to register transfers or exchanges of debt securities
selected for redemption, except that we will continue to permit transfers and exchanges of the unredeemed portion of any debt security being
partially redeemed. (Section 305)
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Payment and Paying Agents

We will pay interest to you if you are a direct Holder listed in the Trustee�s records at the close of business on a particular day fixed by us in
advance of each interest payment date, even if you no longer own the debt security on the interest payment date. That particular day, usually
about two weeks in advance of the interest payment date, is called the �Regular Record Date� and will be stated in the prospectus supplement.
(Section 307).

We will pay interest, principal and any other money due on the debt securities at the corporate trust office of the Trustee in New York. That
office is currently located at 101 Barclay Street, Floor 21 West, New York, New York 10286. You must make arrangements to have your
payments picked up at or wired from that office. We may also choose to pay interest by mailing checks.

Interest on Global Securities will be paid to the Holder of the debt securities by wire transfer of same-day funds.

�Street Name� and other indirect holders should consult their banks or brokers for information on how they will receive payments.

We may also arrange for additional payment offices, and may cancel or change these offices, including our use of the Trustee�s corporate trust
office. These offices are called �Paying Agents�. We may also choose to act as our own Paying Agent. We must notify you of changes in the
Paying Agents for any particular series of debt securities. (Section 1002)

Notices

We and the Trustee will send notices regarding the debt securities only to direct Holders, using their addresses as listed in the Trustee�s records.
(Sections 101 and 106)

Regardless of who acts as Paying Agent, all money paid by us to a Paying Agent that remains unclaimed at the end of two years after the amount
is due to direct Holders will be repaid to us. After that two-year period, you may look only to us for payment and not to the Trustee, any other
Paying Agent or anyone else. (Section 1003)

Redemption of Debt Securities at our Option

Unless the relevant prospectus supplement provides otherwise, if the debt securities of a series provide for redemption at our election, we will
have the option to redeem those debt securities upon not less than 30 nor more than 60 days� notice. If we choose to redeem the series of debt
securities in part, the debt securities that will be redeemed will be selected by the relevant Trustee by such method as it determines to be fair and
appropriate. We will mail the notice of redemption to the Holders of debt securities of such series to their last addresses appearing on the register
of the debt securities of such series. (Sections 1104)
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Special Situations

Mergers and Similar Events

We are generally permitted to consolidate or merge with another company or entity, including by way of a scheme of arrangement. We are also
permitted to sell or lease our assets substantially as an entirety to another entity, or to buy substantially all of the assets of another company or
entity. However, we may not take any of these actions unless all the following conditions are met:

� Where we merge out of existence or sell or lease our assets substantially as an entirety, the succeeding company or entity must agree
to be legally responsible for the notes;
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� We deliver to the Trustee an officer�s certificate and an opinion of counsel each stating that the consolidation, merger, sale, lease or
purchase complies with the Indenture; and

� The merger, sale or lease of our assets substantially as an entirety or other transaction must not cause a default on the notes, and we
must not already be in default under the notes, unless the merger or other transaction would cure the default. A default for this purpose
would also include any event that would be an event of default if the requirements for giving us a notice of default or our default
having to exist for a specific period of time were disregarded.

It is possible that the merger, sale or lease of our assets substantially as an entirety or other transaction would cause some of our property to
become subject to a mortgage or other legal mechanism giving lenders preferential rights in that property over other lenders or over our general
creditors if we fail to pay them back.

It is possible that the merger or other transaction may cause the holders of the notes to be treated for U.S. federal income tax purposes as though
they exchange the notes for new securities. This could result in the recognition of taxable gain or loss for U.S. federal income tax purposes and
possible other adverse tax consequences.

Modification and Waiver

There are three types of changes we can make to the Indenture and the debt securities.

Changes Requiring Your Approval. First, there are changes that cannot be made to your debt securities without your specific approval.
Following is a list of those types of changes:

� change the Stated Maturity of the principal or interest on a debt security;

� reduce any amounts due on a debt security;

� reduce the amount of principal payable upon acceleration of the Maturity of a debt security following a default;

� change the place or currency of payment on a debt security;

� impair your right to sue for payment;

� reduce the percentage of Holders of debt securities whose consent is needed to modify or amend the Indenture;

�
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reduce the percentage of Holders of debt securities whose consent is needed to waive compliance with certain provisions of the
Indenture or to waive certain defaults; and

� modify any other aspect of the provisions dealing with modification and waiver of the Indenture. (Section 902)

Changes Requiring a Majority Vote. The second type of change to the Indenture and the debt securities is the kind that requires a vote or consent
in favor by Holders of debt securities owning a majority of the principal amount of the particular series affected. Most changes fall into this
category, except for clarifying changes and certain other changes that would not adversely affect Holders of the debt securities. The same vote
would be required for us to obtain a waiver of a past default under the Indenture or a waiver of all or part of the restrictive covenants that apply
to the debt securities under the Indenture. However, we cannot obtain a waiver of a payment default or any other aspect of the Indenture or the
debt securities listed in the first category described above under �Changes Requiring Your Approval� unless we obtain your individual consent to
the waiver. (Section 513)

Changes Not Requiring Approval. The third type of change does not require any vote or consent by Holders of debt securities. This type is
limited to clarifications and certain other changes that would not adversely affect Holders of the debt securities.
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Further Details Concerning Voting. When taking a vote or obtaining a consent, we will use the following rules to decide how much principal
amount to attribute to a debt security:

� for Original Issue Discount Securities, we will use the principal amount that would be due and payable on the voting date if the
Maturity of the debt securities were accelerated to that date because of a default;

� for debt securities whose principal amount is not known, for example, because it is based on an index, we will use a special rule for
that debt security described in the prospectus supplement; and

� for debt securities denominated in one or more foreign currencies or currency units, we will use the U.S. dollar equivalent.

Debt securities will not be considered Outstanding, and therefore not eligible to vote, if we have deposited or set aside in trust for you money for
their payment or redemption, or if debt securities have been cancelled by the Trustee or delivered to the Trustee for cancellation. Debt securities
will also not be eligible to vote if they have been fully defeased as described later under �Full Defeasance of Debt Securities�. (Section 1302)

We will generally be entitled to set any day as a record date for the purpose of determining the Holders of Outstanding Securities that are
entitled to vote or take other action under the Indenture. In certain limited circumstances, the Trustee will be entitled to set a record date for
action by Holders. If we or the Trustee set a record date for a vote or other action to be taken by Holders of a particular series, that vote or action
may be taken only by persons who are Holders of Outstanding Securities of that series on the record date and must be taken within 180 days
following the record date or a shorter period that we may specify, or as the Trustee may specify, if it set the record date. We may shorten or
lengthen, but not beyond 180 days, this period from time to time. (Section 104)

�Street Name� and other indirect Holders should consult their banks or brokers for information on how approval may be granted or denied
if we seek to change the Indenture or the debt securities or request a waiver.

Default and Related Matters

Ranking

The debt securities are not secured by any of our property or assets. Accordingly, your ownership of debt securities means you are one of our
unsecured creditors. The debt securities are not subordinated to any of our other debt obligations and therefore they rank equally with all our
other unsecured and unsubordinated indebtedness.

Events of Default

You will have special rights if an Event of Default occurs and is not cured, as described later in this subsection.
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What Is An Event of Default under the Indenture? The term �Event of Default� under the Indenture means any of the following:

� we do not pay any amount on a debt security, including any principal, premium or interest, within 30 days of the due date for the
payment of that amount;

� we do not deposit any applicable sinking fund payment, when due, in respect of any debt securities;
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� we remain in breach of any of our covenant or warranty in the Indenture (other than a covenant or warranty a default in whose
performance or whose breach is elsewhere under the Indenture specifically dealt with or which has expressly been included in the
Indenture solely for the benefit of series of debt securities other than the particular series held by you), and continuance of such default
or breach for a period of 60 days after there has been given, by registered or certified mail, to us by the Trustee or to the Trustee and us
by the Holders of at least 25% in principal amount of the Outstanding Securities of the particular series held by you a written notice
specifying such default or breach and requiring it to be remedied and stating that such notice is a �Notice of Default� under the
Indenture;

� we do not pay when due (subject to any applicable grace period) the principal of, or acceleration of, any debt for money borrowed by
us, the aggregate outstanding principal amount of which is up to a certain amount, if such debt has not been discharged or, in the case
of acceleration, the acceleration has not been rescinded or annulled, in each case, within 10 days after we have received a written
notice from the Trustee, or the Holders of at least 10% in principal amount of the outstanding securities of the particular series held by
you;

� certain events in bankruptcy, insolvency or reorganization; and

� the occurrence of any other Event of Default provided for in a particular series of debt securities, which will be described in the
applicable prospectus supplement. (Section 501)

Remedies If an Event of Default Occurs. If an Event of Default under the Indenture has occurred and has not been cured, the Trustee or the
Holders of 25% in principal amount of the debt securities of the affected series may declare the entire principal amount of all the debt securities
of that series to be due and immediately payable. This is called a �declaration of acceleration of maturity�. A declaration of acceleration of
maturity may be cancelled by the Holders of at least a majority in principal amount of the debt securities of the affected series. (Section 502)

Except in cases of default, where the Trustee has some special duties, the Trustee under the Indenture is not required to take any action under the
Indenture at the request of any Holders unless the Holders offer the Trustee protection reasonably satisfactory to it from expenses and liability,
referred to herein as an �indemnity�. (Section 507) If indemnity reasonably satisfactory to the Trustee is provided, the Holders of a majority in
principal amount of the Outstanding Securities of the relevant series may direct the time, method and place of conducting any lawsuit or other
formal legal action seeking any remedy available to the Trustee. These majority Holders may also direct the Trustee to perform any other right
or power it has under the Indenture. (Section 507)

Before you bypass the Trustee and bring your own lawsuit or other formal legal action or take other steps to enforce your rights or protect your
interests relating to the debt securities, the following must occur:

� you must give the Trustee under the Indenture written notice that an Event of Default has occurred and remains uncured;

� the Holders of 25% in principal amount of all Outstanding Securities of the relevant series must make a written request that the
Trustee take action because of the default, and must offer indemnity reasonably satisfactory to the Trustee against the cost and other
liabilities of taking that action; and

� the Trustee must have not taken action for 60 days after receipt of the above notice and offer of indemnity. (Section 507)
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However, you are entitled at any time to bring a lawsuit for the payment of money due on your debt security on or after its due date. (Section
508)

�Street Name� and other indirect Holders should consult their banks or brokers for information on how to give notice or direction to or make a
request of the Trustee and to make or cancel a declaration of acceleration.
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Defeasance

The following discussion of full defeasance and covenant defeasance will be applicable to your series of debt securities only if we choose to
have them apply to your debt securities. (Section 1301) If we do so choose, we will state that in the prospectus supplement.

Full Defeasance of Debt Securities

If there is a change in U.S. federal tax law or an Internal Revenue Service ruling, as described below, we can legally release ourselves from any
payment or other obligations on the debt securities, referred to herein as �full defeasance�, if we put in place the following other arrangements for
the Holders of debt securities to be repaid:

� we must deposit in trust for the benefit of all direct Holders of the debt securities a combination of money and U.S. government or
U.S. government agency notes or bonds that will generate enough cash to make interest, principal and any other payments on the debt
securities on their various due dates;

� there must be a change in current U.S. federal tax law or an Internal Revenue Service ruling that lets us make the above deposit
without causing the Holders of debt securities to be taxed on the debt securities any differently than if we did not make the deposit and
just repaid the debt securities ourselves. Under current U.S. federal tax law, the deposit and our legal release from the debt securities
would be treated as though we took back debt securities and gave the Holders of debt securities their share of the cash and notes or
bonds deposited in trust. In that event, the Holders of debt securities could recognize gain or loss on the debt securities they give back
to us; and

� we must deliver to the Trustee under the Indenture a legal opinion of our counsel confirming the tax law change described above.
(Section 1304)

If we ever did accomplish full defeasance, as described above, the Holders of debt securities would have to rely solely on the trust deposit for
repayment on the debt securities. The Holders of debt securities could not look to us for repayment in the unlikely event of any shortfall.
Conversely, the trust deposit would most likely be protected from claims of our lenders and other creditors if we ever become bankrupt or
insolvent or involved in a Winding Up.

Covenant Defeasance under the Indenture

Under current U.S. federal tax law, we can make the same type of deposit described above and be released from some of the restrictive
covenants in the debt securities. This is called �covenant defeasance�. In that event, the Holders of debt securities would lose the protection of
those restrictive covenants but would gain the protection of having money and securities set aside in trust to repay the debt securities. In order to
achieve covenant defeasance, we must do the following:

� we must deposit in trust for the benefit of all direct Holders of the debt securities a combination of money and U.S. government or
U.S. government agency notes or bonds that will generate enough cash to make interest, principal and any other payments on the debt
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securities on their various due dates; and

� we must deliver to the Trustee under the Indenture a legal opinion of our counsel confirming that under current U.S. federal income
tax law we may make the above deposit without causing the Holders of debt securities to be taxed on the debt securities any
differently than if we did not make the deposit and just repaid the debt securities ourselves.

If we accomplish covenant defeasance, the following provisions of the Indenture and the debt securities would no longer apply:

� our promises regarding any covenants applicable to the series of debt securities and described in the prospectus supplement; and

40

Edgar Filing: CHINA TELECOM CORP LTD - Form 424B2

Table of Contents 163



Table of Contents

� the Events of Default relating to breach of covenants and acceleration of the maturity of other debt, described previously under �What
Is an Event of Default under the Indenture?�.

If we accomplish covenant defeasance, the Holders of debt securities can still look to us for repayment of the debt securities if there were a
shortfall in the trust deposit. In fact, if one of the remaining Events of Default occurred, such as our bankruptcy, and the debt securities become
immediately due and payable, there may be such a shortfall. Depending on the event causing the default, you may not be able to obtain payment
of the shortfall. (Sections 1303 and 1304)

Governing Law

The Indenture and all of the debt securities will be governed by, and construed in accordance with, the laws of the State of New York. However,
the authorization and execution of the Indenture and debt securities will be governed by, and construed in accordance with, the laws of the PRC
(Sections 112)

Concerning the Trustee

The Bank of New York has been appointed as the Trustee under the Indenture. The Bank of New York serves as the ADS depositary for our
ADSs under the Deposit Agreement dated November 14, 2002 among us, The Bank of New York, and owners and beneficial owners from time
to time of our ADSs. We maintain banking relationships in the ordinary course of business with The Bank of New York.

The Indenture provides that we will indemnify the Trustee against any loss, liability or expense incurred without negligence, bad faith or willful
misconduct of the Trustee in connection with the acceptance or administration of the trust created by the Indenture. (Section 607)
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CLEARANCE AND SETTLEMENT

Debt securities we issue may be held through one or more international and domestic clearing systems. The principal clearing systems we will
use are the book-entry systems operated by DTC in the United States, Clearstream in Luxembourg and Euroclear in Brussels, Belgium. These
systems have established electronic securities and payment transfer, processing, depositary and custodial links among themselves and others,
either directly or through custodians and depositories. These links allow securities to be issued, held and transferred among the clearing systems
without the physical transfer of certificates.

Special procedures to facilitate clearance and settlement have been established among these clearing systems to trade securities across borders in
the secondary market. Where payments for debt securities in global form will be made in US dollars, these procedures can be used for
cross-market transfers and the debt securities will be cleared and settled on a delivery against payment basis.

Cross-market transfers of debt securities that are not in global form may be cleared and settled in accordance with other procedures that may be
established among the clearing systems for these securities. Investors in debt securities that are issued outside of the United States, its territories
and possessions must initially hold their interests through Euroclear, Clearstream or the clearance system that is described in the applicable
prospectus supplement.

Clearstream and Euroclear hold interests on behalf of their participants through customers� securities accounts in Clearstream�s and Euroclear�s
names on the books of their respective depositories, which in turn hold such interests in customers� securities accounts in the depositories� names
on the books of DTC.

The policies of DTC, Clearstream and Euroclear will govern payments, transfers, exchange and other matters relating to the investor�s interest in
securities held by them. This is also true for any other clearance system that may be named in a prospectus supplement.

We have no responsibility for any aspect of the actions of DTC, Clearstream or Euroclear or any of their direct or indirect participants. We have
no responsibility for any aspect of the records kept by DTC, Clearstream or Euroclear or any of their direct or indirect participants. We also do
not supervise these systems in any way. This is also true for any other clearing system indicated in a prospectus supplement.

DTC, Clearstream, Euroclear and their participants perform these clearance and settlement functions under agreements they have made with one
another or with their customers. You should be aware that they are not obligated to perform or continue to perform these procedures and may
modify them or discontinue them at any time.

The description of the clearing systems in this section reflects our understanding of the rules and procedures of DTC, Clearstream and Euroclear
as they are currently in effect. These systems could change their rules and procedures at any time.

The Clearing Systems
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DTC

DTC has advised us as follows:

� DTC is:

� a limited purpose trust company organized under the laws of the State of New York;

� a member of the Federal Reserve System;
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� a �clearing corporation� within the meaning of the Uniform Commercial Code; and

� a �clearing agency� registered pursuant to the provisions of Section 17A of the U.S. Securities Exchange Act of 1934.

� DTC was created to hold securities for its participants and to facilitate the clearance and settlement of securities transactions between
participants through electronic book-entry changes to accounts of its participants. This eliminates the need for physical movement of
certificates.

� Participants in DTC include securities brokers and dealers, banks, trust companies and clearing corporations and may include certain
other organizations. DTC is partially owned by some of these participants or their representatives.

� Indirect access to the DTC system is also available to banks, brokers, dealers and trust companies that have relationships with
participants.

� The rules applicable to DTC and its participants are on file with the SEC.

Clearstream

Clearstream has advised us as follows:

� Clearstream is incorporated under the laws of Luxembourg as a bank and is subject to regulation by the Luxembourg Commission for
the Supervision of the Financial Sector (Commission de Surveillance du Secteur Financier).

� Clearstream holds securities for its customers and facilitates the clearance and settlement of securities transactions among them
through electronic book-entry transfers between their accounts, thereby eliminating the need for physical movement of securities.

� Clearstream provides other services to its customers, including safekeeping, administration, clearance and settlement of internationally
traded securities and securities lending and borrowing.

� Clearstream interfaces with domestic securities markets in over 30 countries through established depositary and custodial
relationships.

� Clearstream�s customers are worldwide financial institutions, including underwriters, securities brokers and dealers, banks, trust
companies and clearing corporations.

� Clearstream�s U.S. customers are limited to securities brokers and dealers and banks.

� Indirect access to Clearstream is also available to other institutions such as banks, brokers, dealers and trust companies that clear
through or maintain a custodial relationship with a Clearstream customer.
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� Clearstream has established an electronic bridge with Euroclear to facilitate settlement of trades between Clearstream and Euroclear.

Euroclear

Euroclear has advised us as follows:

� Euroclear is operated by the Brussels office of Morgan Guaranty Trust Company of New York, which is known as the Euroclear
Operator, under contract with Euroclear Clearance Systems, S.C., which is a Belgian cooperative corporation.

� Euroclear holds securities for its participants and facilitates the clearance and settlement of securities

� transactions among them through simultaneous electronic book-entry delivery against payment, thereby eliminating the need for
physical movement of certificates and any risk from lack of simultaneous transfers of securities and cash.
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� Euroclear provides various other services, including securities lending and borrowing and interfaces with domestic markets in several
countries.

� All operations are conducted by the Euroclear Operator, and all Euroclear securities clearance accounts and Euroclear cash accounts
are accounts with the Euroclear Operator and not the cooperative. The cooperative establishes policy for the Euroclear system on
behalf of Euroclear participants.

� Euroclear participants include banks, including central banks, securities brokers and dealers and other professional financial
intermediaries.

� Indirect access to the Euroclear system is also available to other firms that clear through or maintain a custodial relationship with a
Euroclear participant, either directly or indirectly.

� All securities in Euroclear are held on a fungible basis. This means that specific certificates are not matched to specific securities
clearance accounts.

� The Euroclear Operator is the Belgian branch of a New York banking corporation, which is a member bank of the Federal Reserve
System. As a member of this system, it is regulated and determined by the Board of Governors of the Federal Reserve System and the
New York State Banking Department. It is also regulated by the Belgian Banking Commission.

Other Clearing Systems

We may choose any other clearing system for a particular series of debt securities. The clearance and settlement procedures for the clearing
system we choose will be described in the applicable prospectus supplement.

Primary Distribution

The distribution of the debt securities will be cleared through one or more of the clearing systems that we have described above or any other
clearing system that is specified in the applicable prospectus supplement. Payment for debt securities will be made on a delivery versus payment
or free delivery basis. These payment procedures will be more fully described in the applicable prospectus supplement.

Clearance and settlement procedures may vary from one series of debt securities to another according to the currency that is chosen for the
specific series of debt securities. Customary clearance and settlement procedures are described below.

We will submit applications to the relevant system or systems for the debt securities to be accepted for clearance. The clearance numbers that are
applicable to each clearance system will be specified in the prospectus supplement.

Clearance and Settlement Procedures�DTC
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DTC participants that hold debt securities through DTC on behalf of investors will follow the settlement practices applicable to United States
corporate debt obligations in DTC�s Same-Day Funds Settlement System.

Debt securities will be credited to the securities custody accounts of these DTC participants against payment in same-day funds, for payments in
US dollars, on the settlement date. For payments in a currency other than US dollars, debt securities will be credited free of payment on the
settlement date.

Clearance and Settlement Procedures�Euroclear and Clearstream

We understand that investors that hold their debt securities through Euroclear or Clearstream accounts will follow the settlement procedures that
are applicable to conventional Eurobonds in registered form.
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Debt securities will be credited to the securities custody accounts of Euroclear and Clearstream participants on the business day following the
settlement date, for value on the settlement date. They will be credited either free of payment or against payment for value on the settlement
date.

Secondary Market Trading

Trading Between DTC Participants

Secondary market trading between DTC participants will occur in the ordinary way in accordance with DTC�s rules. Secondary market trading
will be settled using procedures applicable to United States corporate debt obligations in DTC�s Same-Day Funds Settlement System.

If payment is made in US dollars, settlement will be in same-day funds. If payment is made in a currency other than US dollars, settlement will
be free of payment. If payment is made other than in US dollars, separate payment management outside of the DTC system must be made
between the DTC participants involved.

Trading between Euroclear and/or Clearstream Participants

We understand that secondary market trading between Euroclear and/or Clearstream participants will occur in the ordinary way following the
applicable rules and operating procedures of Euroclear and Clearstream. Secondary market trading will be settled using procedures applicable to
conventional Eurobonds in registered form.

Trading between a DTC Seller and a Euroclear or Clearstream Purchaser

A purchaser of debt securities that are held in the account of a DTC participant must send instructions to Euroclear or Clearstream at least one
business day prior to settlement. The instructions will provide for the transfer of the debt securities from the selling DTC participant�s account to
the account of the purchasing Euroclear or Clearstream participant. Euroclear or Clearstream, as the case may be, will then instruct the common
depositary for Euroclear and Clearstream to receive the debt securities either against payment or free of payment.

The interests in the debt securities will be credited to the respective clearing system. The clearing system will then credit the account of the
participant, following its usual procedures. Credit for the debt securities will appear on the next day, European time. Cash debit will be
back-valued to, and the interest on the debt securities will accrue from, the value date, which would be the preceding day, when settlement
occurs in New York. If the trade fails and settlement is not completed on the intended date, the Euroclear or Clearstream cash debit will be
valued as of the actual settlement date instead.
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Euroclear participants or Clearstream participants will need the funds necessary to process same-day funds settlement. The most direct means of
doing this is to preposition funds for settlement, either from cash or from existing lines of credit, as for any settlement occurring within
Euroclear or Clearstream. Under this approach, participants may take on credit exposure to Euroclear or Clearstream until the debt securities are
credited to their accounts one business day later.

As an alternative, if Euroclear or Clearstream has extended a line of credit to them, participants can choose not to preposition funds and will
instead allow that credit line to be drawn upon to finance settlement. Under this procedure, Euroclear participants or Clearstream participants
purchasing debt securities would incur overdraft charges for one business day (assuming they clear the overdraft as soon as the debt securities
were credited to their accounts). However, interest on the debt securities would accrue from the value date. Therefore, in many cases, the
investment income on securities that is earned during that one business day period may substantially reduce or offset the amount of the overdraft
charges. This result will, however, depend on each participant�s particular cost of funds.
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Because the settlement will take place during New York business hours, DTC participants will use their usual procedures to deliver debt
securities to the depositary on behalf of Euroclear participants or Clearstream participants. The sale proceeds will be available to the DTC seller
on the settlement date. For the DTC participants, then, a cross-market transaction will settle no differently than a trade between two DTC
participants.

Special Timing Considerations

You should be aware that investors will only be able to make and receive deliveries, payments and other communications involving the debt
securities through Clearstream and Euroclear on days when those systems are open for business. Those systems may not be open for business on
days when banks, brokers and other institutions are open for business in the United States.

In addition, because of time-zone differences, there may be problems with completing transactions involving Clearstream and Euroclear on the
same business day as in the United States. U.S. investors who wish to transfer their interests in the debt securities, or to receive or make a
payment or delivery of the debt securities, on a particular day, may find that the transactions will not be performed until the next business day in
Luxembourg or Brussels, depending on whether Clearstream or Euroclear is used.
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TAXATION

The taxation of income and capital gains of holders of our H shares, ADSs or debt securities is subject to the laws and practices of China and of
jurisdictions in which holders of our H shares, ADSs or debt securities are resident or otherwise subject to tax. The following summary of
certain relevant taxation provisions is based on current law and practice, is subject to change and does not constitute legal or tax advice. The
discussion does not deal with all possible tax consequences relating to an investment in the H shares, ADSs or debt securities. In particular, the
discussion does not address the tax consequences under state, local and other laws, such as non-U.S. federal laws. Accordingly, you should
consult your own tax adviser regarding the tax consequences of an investment in the H shares, ADSs or debt securities. The discussion is based
upon laws and relevant interpretations in effect as of the date of this prospectus, all of which are subject to change.

The People�s Republic of China

Taxation related to H Shares and ADSs

The following is a summary of certain Chinese tax provisions relating to the ownership and disposition of H shares or ADSs purchased in
connection with our initial public offering and held by the investors as capital assets. This summary does not purport to address all material tax
consequences of the ownership of H shares, and does not take into account the specific circumstances of any particular investors. This summary
is based on the tax laws of China as in effect on the date of this prospectus, as well as on the Agreement between the United States of America
and the People�s Republic of China for the Avoidance of Double Taxation, or the PRC-US Treaty, all of which are subject to change (or changes
in interpretation), possibly with retroactive effect.

This discussion does not address any aspects of Chinese taxation other than income taxation, capital taxation, stamp taxation and estate taxation.
Prospective investors are urged to consult their tax advisors regarding Chinese, Hong Kong and other tax consequences of owning and disposing
of H shares.

Taxation of Dividends

Individual Investors. According to the Provisional Regulations of China Concerning Questions of Taxation on Enterprises Experimenting with
the Share System, or the Provisional Regulations, and the Individual Income Tax Law of the PRC, as amended on August 30, 1999, dividends
paid by Chinese companies are ordinarily subject to a Chinese withholding tax levied at a flat rate of 20%. For a foreign individual who is not a
resident of China, the receipt of dividends from a company in China is normally subject to a withholding tax of 20% unless reduced by an
applicable tax treaty. However, the Chinese State Administration of Taxation, or the SAT, the Chinese central government tax authority which
succeeded the State Tax Bureau, issued, on July 21, 1993, a Notice of the Chinese State Administration of Taxation Concerning the Taxation of
Gains on Transfer and Dividends from Shares (Equities) Received by Foreign Investment Enterprises, Foreign Enterprises and Foreign
Individuals, or the Tax Notice, which states that dividends paid by a Chinese company to individuals with respect to shares listed on an overseas
stock exchange, or Overseas Shares, such as H shares, are not subject to Chinese withholding tax. The relevant tax authority has not collected
withholding tax on dividend payments on Overseas Shares, including H shares and ADSs.

Under the Individual Income Tax Law of the PRC, foreign individuals are subject to withholding tax on dividends paid by a Chinese company at
a rate of 20% unless specifically exempted by the tax authority of the State Council. In a letter dated July 26, 1994 to the former State
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Commission for Restructuring the Economic System, the former State Council Securities Commission and the China Securities Regulatory
Commission, the SAT reiterated the temporary tax exemption stated in the Tax Notice for dividends received from a Chinese company listed
overseas. In the event that this letter is withdrawn, a 20% tax may be withheld on dividends in accordance with the Provisional Regulations, the
Amendments and the Individual Income Tax Law. Such withholding tax may be reduced under an applicable double taxation treaty. To date, the
relevant tax authorities have not collected withholding tax from dividend payments on such shares exempted under the Tax Notice.
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Enterprises. According to the Income Tax Law of the PRC Concerning Foreign Investment Enterprises and Foreign Enterprises, dividends paid
by Chinese companies to enterprises are ordinarily subject to a Chinese withholding tax levied at a flat rate of 20%. However, according to the
Tax Notice, a foreign enterprise with no permanent establishment in China receiving dividends paid with respect to a Chinese company�s
Overseas Shares will temporarily not be subject to the 20% withholding tax. If such withholding tax becomes applicable in the future, the rate
could be reduced under an applicable double taxation treaty.

Tax Treaties. Investors who do not reside in China and reside in countries that have entered into double-taxation treaties with China may be
entitled to a reduction of the withholding tax imposed on the payment of dividends to investors of our company who do not reside in China.
China currently has double-taxation treaties with a number of other countries, which include:

� Australia;

� Canada;

� France;

� Germany;

� Japan;

� Malaysia;

� the Netherlands;

� Singapore;

� the United Kingdom; and

� the United States.

Under the treaty between China and the United States, the China-US Treaty, China may tax a dividend paid by us to an Eligible U.S. Holder up
to a maximum of 10% of the gross amount of such dividend. It is arguable that under the China-US Treaty, China may only tax gains from the
sale or disposition by an Eligible U.S. Holder of H shares representing an interest in the Company of 25% or more, but this position is uncertain
and the Chinese authorities may take a different position. For the purposes of this discussion, an �Eligible U.S. Holder� is a U.S. holder that (i) is a
resident of the United States for the purposes of the China-US Treaty, (ii) does not maintain a permanent establishment or fixed base in China to
which H shares are attributable and through which the beneficial owner carries on or has carried on business (or, in the case of an individual,
performs or has performed independent personal services) and (iii) is not otherwise ineligible for benefits under the China-US Treaty with
respect to income and gains derived in connection with the H shares.
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Taxation of Capital Gains

The Tax Notice provides that gains realized by enterprises that are holders of Overseas Shares would, temporarily, not be subject to capital gains
taxes. With respect to individual holders of H shares, the Provisions for Implementation of Individual Income Tax Law of the PRC, or the
Provisions, issued on January 28, 1994, stipulated that gains realized on the sale of equity shares would be subject to income tax at a rate of 20%
on the gains, and empowered the Ministry of Finance to draft detailed tax rules on the mechanism for collecting such tax, as per the official
publication �China Securities News� of April 13, 1994. However, no income tax on gains realized on the sale of equity shares has been collected.
Gains on the sale of shares by individuals were temporarily exempted from individual income tax pursuant to notices issued by the SAT dated
June 20, 1994, February 9, 1996 and March 30, 1998. In the event this temporary exemption is withdrawn or ceases to be effective, individual
holders of H shares may be subject to capital gains tax at the rate of 20% unless such tax is reduced or eliminated by an applicable double
taxation treaty. If tax on capital gains from the sale of H shares
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become applicable, it is arguable that under the China-US Treaty, China may only tax gains from the sale or disposition by an Eligible U.S.
Holder of H shares representing an interest in our company of 25% or more, but this position is uncertain and the Chinese authorities may take a
different position.

On November 18, 2000, the State Council issued a notice entitled �State Council Notice on the Income Tax Reduction for Interest and Other
Income that Foreign Enterprises Derive in China,� or the Tax Reduction Notice. Under the Tax Reduction Notice, beginning January 1, 2001,
enterprise income tax at a reduced 10% rate will apply to interest, rental, license fees and other income obtained in China by foreign enterprises
without agencies or establishment in China, or by foreign enterprises without any substantive relationship with their agency or establishment in
China. Therefore, if the exemption as described in the preceding paragraph does not apply or is not renewed, and the Tax Reduction Notice is
found not to apply, a foreign enterprise shareholder may be subject to a 20% tax on capital gains, unless reduced by an applicable double
taxation treaty.

Additional Chinese Tax Considerations

Chinese Stamp Duty. Chinese stamp duty imposed on the transfer of shares of Chinese publicly traded companies under the Provisional
Regulations should not apply to the acquisition and disposal by non-Chinese investors of H shares or ADSs outside of China by virtue of the
Provisional Regulations of China Concerning Stamp Duty, which became effective on October 1, 1988 and provides that Chinese stamp duty is
imposed only on documents executed or received within China that are legally binding in China and are protected under Chinese law.

Estate Tax. No liability for estate tax under Chinese law will arise from non-Chinese nationals holding H shares.

Taxation related to Debt Securities

Individual Investors.

According to the Individual Income Tax Law of the PRC, as amended on August 30, 1999, any interest payment on debt securities by a Chinese
company to a foreign individual who is not a resident of China is normally subject to a Chinese withholding tax levied at a rate of 20%, unless
reduced by an applicable tax treaty. On December 13, 1999, the State Administration of Foreign Exchange and the State Administration of
Taxation jointly issued a Notice on Certain Issues Concerning the Provision of Evidence of Tax Payment for Sale and Payment of Foreign
Exchange Under the Non-Trading Items and Certain Capital Account Items, or the Tax Notice, which provides for individual income tax
exemption for overseas holders of debt securities upon application with respect to the interest payment on the debt securities by a Chinese
financial institution or a Chinese company. Such tax exemption approval shall be issued by the applicable local taxation administration.

Enterprises.

According to the Income Tax Law of the PRC Concerning Foreign Investment Enterprises and Foreign Enterprises, any interest payment on debt
securities by a Chinese company to a foreign enterprise is normally subject to a Chinese withholding tax levied at a rate of 20%. However, the
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Tax Notice also provides for exemption for a foreign enterprise with no permanent establishment in China receiving interest payment by a
Chinese company on debt securities issued outside of China upon application. Such tax exemption approval shall be issued by the applicable
local taxation administration.

Additional Chinese Tax Consideration

Chinese Stamp Duty. Chinese stamp duty should not apply to the acquisition and disposal by non-Chinese investors of debt securities outside of
China by virtue of the Provisional Regulations of China Concerning Stamp
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Duty, which became effective on October 1, 1988 and which provide that Chinese stamp duty is imposed only on documents executed or
received within China that are legally binding in China and are protected under Chinese law.

Estate Duty. No liability for estate duty under the laws of the PRC will arise from non-Chinese individuals holding debt securities issued outside
of China.

Hong Kong

Taxation related to H Shares and ADSs

Tax of Dividends

Under the current practice of the Hong Kong Inland Revenue Department, no tax is payable in Hong Kong in respect of dividends paid by us.

Profits

No tax is imposed in Hong Kong in respect of capital gains from the sale of property, such as an H share. Trading gains from the sale of property
by persons carrying on a trade, profession or business in Hong Kong where such gains are derived from or arise in Hong Kong from such trade,
profession or business will be chargeable to Hong Kong profits tax, which is currently imposed at the rate of 17.5% on corporations and
individuals at a maximum rate of 15.5% with effect from April 1, 2003 and 16.0% with effect from April 1, 2004. Gains from sales of H shares
effected on the Hong Kong Stock Exchange will be considered to be derived from or arise in Hong Kong. Liability for Hong Kong profits tax
would thus arise in respect of trading gains from sales of H shares realized by persons carrying on a business of trading or dealing in securities in
Hong Kong. There is no tax treaty in effect between the United States and Hong Kong, and the PRC-US Treaty does not apply to Hong Kong.

There will be no liability for Hong Kong profits tax in respect of profits from the sale of ADSs, where purchases and sales of ADSs are effected
outside Hong Kong, e.g., on the New York Stock Exchange.

Stamp Duty

Hong Kong stamp duty will be payable by the purchaser on every purchase and by the seller on every sale of H shares registered on the Hong
Kong branch register. The duty is charged at the ad valorem rate of 0.1% of the consideration for, or (if greater) the value of, the H shares
transferred on each of the seller and the purchaser. In other words, a total 0.2% is currently payable on a typical sale and purchase transaction of
H shares. In addition, a fixed duty of HK$5 is currently payable on any instrument of transfer of shares.
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If one of the parties to the sale is a non-resident of Hong Kong and does not pay the required stamp duty, the duty not paid will be assessed on
the instrument of transfer (if any), and the transferee will be liable for payment of such duty.

The withdrawal of H shares upon the surrender of ADRs, and the issuance of ADRs upon the deposit of H shares, will also attract stamp duty at
the rate described above for sale and purchase transactions unless such withdrawal or deposit does not result in a change in the beneficial
ownership of the H shares under Hong Kong law. The issuance of the ADRs upon the deposit of H shares issued directly to the Depositary, as
depositary of the ADSs, or for the account of the Depositary, will not be subject to any stamp duty. No Hong Kong stamp duty is payable upon
the transfer of ADSs outside Hong Kong.
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Estate Duty

The H shares are Hong Kong property under Hong Kong law, and accordingly, these shares may be subject to estate duty on the death of the
beneficial owner of these shares, regardless of the place of the owner�s residence, citizenship or domicile. We cannot assure you that the Hong
Kong Inland Revenue Department will not treat the ADSs as Hong Kong property that may be subject to estate duty on the death of the
beneficial owner of the ADS even if the ADRs evidencing such ADSs are located outside Hong Kong at the date of such death. Hong Kong
estate duty is imposed on a progressive scale from 5% to 15%. The rate of and the threshold for estate duty has, in the past, been adjusted on a
fairly regular basis. No estate duty is payable when the aggregate value of the dutiable estate does not exceed HK$7.5 million, and the maximum
rate of duty of 15% applies when the aggregate value of the dutiable estate exceeds HK$10.5 million.

Taxation related to Debt Securities

Profits Tax

No tax in Hong Kong will be withheld from or be chargeable on payments of principal (including any premium payable on redemption of the
debt securities) in respect of the debt securities.

Although the debt securities do not bear interest, any premium payable on redemption of the debt securities may be treated for profits tax
purposes as interest. According to Hong Kong Inland Revenue Department practice, interest treated as received on the debt securities (including
where paid by the Guarantor under the Guarantee) will not be subject to Hong Kong profits tax, except where the interest is received by or
accrued to a financial institution (as defined in the Inland Revenue Ordinance (Cap 112 of the Laws of Hong Kong)) and the sums received or
accrued by way of interest arise through or from the carrying on by the financial institution of its business in Hong Kong.

Hong Kong profits tax may be chargeable on revenue profits arising on the sale or disposal of the debt securities on their conversion or
redemption where such transactions are or form part of a trade, profession or business carried on in Hong Kong.

Stamp Duty

No Hong Kong stamp duty will be chargeable upon the issue, transfer or conversion of debt securities. However, following conversion of debt
securities, a person who effects any sale and purchase of H shares, whether as principal or as agent and whether in Hong Kong or elsewhere, is
required to execute contract notes and an instrument of transfer and to have the contract notes and the instrument of transfer stamped with Hong
Kong stamp duty. Instrument of transfer attract a fixed-rate stamp duty of HK$5 each. Contract notes attract ad valorem stamp duty of 0.1% of
the consideration for, or (if greater) the value of, the H shares transferred on each of the seller and purchaser. In other words, a total of 0.2% is
currently payable on a typical sale and purchase transaction of H shares. If, in the case of a sale or purchase or disposition of H shares by a
person who is not resident in Hong Kong, the stamp duty on either or both of the contract notes is not paid, the transferee will be liable to pay
stamp duty on the instrument of transfer in amount equal to all the unpaid duty.
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No estate duty is payable under the Estate Duty Ordinance (Cap 111 of the Laws of Hong Kong) in respect of debt securities registered outside
Hong Kong.
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United States

Taxation Related to H Shares and ADSs

United States Federal Income Taxation

This section describes the material United States federal income tax consequences of the acquisition, ownership and disposition of H shares,
ADSs or debt securities. It applies to you only if you are a U.S. holder, as described below, and you hold your H shares, ADSs or debt securities
as capital assets for tax purposes. This section does not apply to you if you are a member of a special class of holders subject to special rules,
including:

� a bank;

� a dealer in securities or currencies;

� a trader in securities that elects to use a mark-to-market method of accounting for your securities holdings;

� a tax-exempt organization;

� an insurance company;

� a person liable for alternative minimum tax;

� a person that actually or constructively owns 10% or more of our voting stock;

� a person that holds H shares, ADSs or debt securities that are a hedge or that are hedged against currency risks or as part of a straddle
or a conversion transaction; or

� a U.S. holder (as defined below) whose functional currency is not the U.S. dollar.

This section is based on the Internal Revenue Code of 1986, as amended, its legislative history, existing and proposed regulations, published
rulings and court decisions, all as currently in effect. These laws are subject to change, possibly on a retroactive basis. In addition, this section is
based in part upon the representations of the Depositary and the assumption that each obligation in the deposit agreement and any related
agreement will be performed in accordance with its terms.
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You are a U.S. holder if you are a beneficial owner of H shares, ADSs or debt securities and you are:

� a citizen or resident of the United States;

� a domestic corporation;

� an estate whose income is subject to United States federal income tax regardless of its source; or

� a trust if a United States court can exercise primary supervision over the trust�s administration and one or more United States persons
are authorized to control all substantial decisions of the trust.

A �non-U.S. holder� is a beneficial owner of H shares or ADSs or debt securities and are, for United States federal income tax purposes:

� a nonresident alien individual;

� a foreign corporation;

� a foreign partnership; or

� an estate or trust that in either case is not subject to United States federal income tax on a net income basis on income or gain from a
debt security.

You should consult your own tax advisor regarding the United States federal, state and local tax consequences of owning and disposing of H
shares, ADSs or debt securities in your particular circumstances.
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This discussion addresses only United States federal income taxation.

In general, and taking into account the earlier assumptions, for United States federal income tax purposes, if you hold ADRs evidencing ADSs,
you will be treated as the owner of the shares represented by those ADRs. Exchanges of shares for ADRs, and ADRs for shares, generally will
not be subject to United States federal income tax.

Taxation of Dividends

U.S. Holders. Under the United States federal income tax laws, and subject to the passive foreign investment company, or PFIC, rules discussed
below, if you are a U.S. holder, you must include in your gross income the gross amount of any dividend paid by us out of our current or
accumulated earnings and profits (as determined for United States federal income tax purposes). If you are a noncorporate U.S. holder, dividends
paid to you in taxable years beginning before January 1, 2009 that constitute qualified dividend income will be taxable to you at a maximum rate
of 15% provided that you hold the shares and ADSs for more than 60 days during the 120-day period beginning 60 days before the ex-dividend
date and meet other holding period requirements. On February 19, 2004, the IRS announced that it will permit taxpayers to apply a proposed
legislative change to the holding period requirement described in the preceding sentence as if such change were already effective. This
legislative �technical correction� would change the minimum required holding period, retroactive to January 1, 2003, to more than 60 days during
the 121-day period beginning 60 days before the ex-dividend date. Dividends we pay with respect to the shares or ADSs generally will be
qualified dividend income. You must include any Chinese tax withheld from the dividend payment in this gross amount even though you do not
in fact receive it. You must include the dividend in income when you, in the case of shares, or the depositary, in the case of ADSs, receive the
dividend, actually or constructively. The dividend will not be eligible for the dividends-received deduction generally allowed to United States
corporations in respect of dividends received from other United States corporations. The amount of the dividend distribution that you must
include in your income as a U.S. holder will be the U.S. dollar value of the Hong Kong Dollar payments made, determined at the Hong Kong/
U.S. dollar spot rate on the date the dividend distribution is includible in your income, regardless of whether the payment is in fact converted
into U.S. dollars. Generally, any gain or loss resulting from currency exchange fluctuations during the period from the date you include the
dividend payment in income to the date you convert the payment into U.S. dollars will be treated as ordinary income or loss. The gain or loss
generally will be income from sources within the United States for foreign tax credit limitation purposes. Distributions in excess of current and
accumulated earnings and profits, as determined for United States federal income tax purposes, will be treated as a non-taxable return of capital
to the extent of your basis in the H shares or ADSs and thereafter as capital gain.

Dividends will be income from sources outside the United States, but generally will be passive income or financial services income, which is
treated separately from other types of income for purposes of computing the foreign tax credit allowable to you.

The rules relating to foreign tax credits are extremely complex and the availability of a foreign tax credit depends on numerous factors. You
should consult with your own tax advisor concerning the application of the U.S. foreign tax credit rules to your particular situation.

Non-U.S. Holders. If you are a non-U.S. holder, dividends paid to you in respect of shares or ADSs will not be subject to United States federal
income tax unless the dividends are �effectively connected� with your conduct of a trade or business within the United States, and the dividends
are attributable to a permanent establishment that you maintain in the United States if that is required by an applicable income tax treaty as a
condition for subjecting you to United States taxation on a net income basis. In such cases you generally will be taxed in the same manner as a
U.S. holder. If you are a corporate non-U.S. holder, �effectively connected� dividends may, under certain circumstances, be subject to an
additional �branch profits tax� at a 30% rate or at a lower rate if you are eligible for the benefits of an income tax treaty that provides for a lower
rate.

Edgar Filing: CHINA TELECOM CORP LTD - Form 424B2

Table of Contents 186



53

Edgar Filing: CHINA TELECOM CORP LTD - Form 424B2

Table of Contents 187



Table of Contents

Taxation of Capital Gains

U.S. Holders. Subject to the PFIC rules discussed below, if you are a U.S. holder and you sell or otherwise dispose of your H shares or ADSs,
you will recognize capital gain or loss for United States federal income tax purposes equal to the difference between the U.S. dollar value of the
amount that you realize and your tax basis, determined in U.S. dollars, in your H shares or ADSs. Capital gain of a noncorporate U.S. holder is
generally eligible for a reduced rate of taxation. The gain or loss will generally be income or loss from sources within the United States for
foreign tax credit limitation purposes. Your ability to deduct capital losses is subject to limitations. Any Hong Kong stamp duty that you pay will
not be a creditable tax for United States federal income tax purposes, but you may be able to deduct such stamp duty subject to limitations under
the Code.

Non-U.S. Holders. If you are a non-U.S. holder, you will not be subject to United States federal income tax on gain recognized on the sale or
other disposition of your shares or ADSs unless:

� the gain is �effectively connected� with your conduct of a trade or business in the United States, and the gain is attributable to a
permanent establishment that you maintain in the United States if that is required by an applicable income tax treaty as a condition for
subjecting you to United States taxation on a net income basis, or

� you are an individual, you are present in the United States for 183 or more days in the taxable year of the sale and certain other
conditions exist.

If you are a corporate non-U.S. holder, �effectively connected� gains that you recognize may also, under certain circumstances, be subject to an
additional �branch profits tax� at a 30% rate or at a lower rate if you are eligible for the benefits of an income tax treaty that provides for a lower
rate.

PFIC Rules. We believe that we should not be treated as a PFIC for United States federal income tax purposes, but this conclusion is a factual
determination that is made annually and thus may be subject to change.

In general, if you are a U.S. holder, we will be a PFIC with respect to you if for any taxable year in which you held your H shares or ADSs:

� at least 75% of our gross income for the taxable year is passive income; or

� at least 50% of the value, determined on the basis of a quarterly average, of our assets is attributable to assets that produce or are held
for the production of passive income.

Passive income generally includes dividends, interest, royalties, and rents (not including certain rents and royalties derived in the active conduct
of a trade or business annuities), and gains from assets that produce passive income. If a foreign corporation owns directly or indirectly at least
25% by value of the stock of another corporation, the foreign corporation is treated for purposes of the PFIC tests as owning its proportionate
share of the assets of the other corporation, and as receiving directly its proportionate share of the other corporation�s income.
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If we are treated as a PFIC, and you are a U.S. holder that does not make a mark-to-market election, as described below, you will be subject to
special rules with respect to:

� any gain you realize on the sale or other disposition of your H shares or ADSs; and

� any excess distribution that we make to you. Generally, any distributions to you during a single taxable year that are greater than
125% of the average annual distributions received by you in respect of the H shares or ADSs during the three preceding taxable years
or, if shorter, your holding period for the H shares or ADSs.
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Under these rules:

� the gain or excess distribution will be allocated ratably over your holding period for the H shares or ADSs;

� the amount allocated to the taxable year in which you realized the gain or excess distribution will be taxed as ordinary income;

� the amount allocated to each prior year, with certain exceptions, will be taxed at the highest tax rate in effect for that year; and

� the interest charge generally applicable to underpayments of tax will be imposed in respect of the tax attributable to each such year.

Special rules apply for calculating the amount of the foreign tax credit with respect to excess distributions by a PFIC.

If you own H shares or ADSs in a PFIC that are treated as marketable stock, you may make a mark-to- market election. If you make this
election, you will not be subject to the PFIC rules described above. Instead, in general, you will include as ordinary income each year the excess,
if any, of the fair market value of your H shares or ADSs at the end of the taxable year over your adjusted basis in your H shares or ADSs. You
will also be allowed to take an ordinary loss in respect of the excess, if any, of the adjusted basis of your H shares or ADSs over their fair market
value at the end of the taxable year (but only to the extent of the net amount of previously included income as a result of the mark-to-market
election). Your basis in the H shares or ADSs will be adjusted to reflect any such income or loss amounts. In addition, notwithstanding any
election you make with regard to the shares or ADSs, dividends that you receive from us will not constitute qualified dividend income to you if
we are a PFIC either in the taxable year of the distribution or the preceding taxable year. Dividends that you receive that do not constitute
qualified dividend income are not eligible for taxation at the 15% maximum rate applicable to qualified dividend income. Instead, you must
include the gross amount of any such dividend paid by us out of our accumulated earnings and profits (as determined for United States federal
income tax purposes) in your gross income, and it will be subject to tax at rates applicable to ordinary income.

If you own H shares or ADSs during any year that we are a PFIC, you must file Internal Revenue Service Form 8621.

Taxation related to Debt Securities

Payments of Interest

Except as described below in the case of interest on a discount debt security that is not qualified stated interest each as defined below under ��
Original Issue Discount � General� and any additional amounts paid with respect to withholding tax on the debt securities, including withholding
tax on payments of such additional amounts, you will be taxed on any interest on your debt security, whether payable in U.S. dollars or a foreign
currency, including a composite currency or basket of currencies other than U.S. dollars, as ordinary income at the time you receive the interest
or when it accrues, depending on your method of accounting for tax purposes.
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Cash Basis Taxpayers. If you are a taxpayer that uses the cash receipts and disbursements method of accounting for tax purposes and you
receive an interest payment that is denominated in, or determined by reference to, a foreign currency, you must recognize income equal to the
U.S. dollar value of the interest payment, based on the exchange rate in effect on the date of receipt, regardless of whether you actually convert
the payment into U.S. dollars.

Accrual Basis Taxpayers. If you are a taxpayer that uses an accrual method of accounting for tax purposes, you may determine the amount of
income that you recognize with respect to an interest payment denominated in,
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or determined by reference to, a foreign currency by using one of two methods. Under the first method, you will determine the amount of
income accrued based on the average exchange rate in effect during the interest accrual period or, with respect to an accrual period that spans
two taxable years, that part of the period within the taxable year.

If you elect the second method, you would determine the amount of income accrued on the basis of the exchange rate in effect on the last day of
the accrual period, or, in the case of an accrual period that spans two taxable years, the exchange rate in effect on the last day of the part of the
period within the taxable year. Additionally, under this second method, if you receive a payment of interest within five business days of the last
day of your accrual period or taxable year, you may instead translate the interest accrued into U.S. dollars at the exchange rate in effect on the
day that you actually receive the interest payment. If you elect the second method it will apply to all debt instruments that you hold at the
beginning of the first taxable year to which the election applies and to all debt instruments that you subsequently acquire. You may not revoke
this election without the consent of the Internal Revenue Service.

When you actually receive an interest payment, including a payment attributable to accrued but unpaid interest upon the sale or retirement of
your debt security, denominated in, or determined by reference to, a foreign currency for which you accrued an amount of income, you will
recognize ordinary income or loss measured by the difference, if any, between the exchange rate that you used to accrue interest income and the
exchange rate in effect on the date of receipt, regardless of whether you actually convert the payment into U.S. dollars.

Original Issue Discount.

General. If you own a debt security, other than a short-term debt security with a term of one year or less, it will be treated as a discount debt
security issued at an original issue discount if the amount by which the debt security�s stated redemption price at maturity exceeds its issue price
is more than a de minimis amount. Generally, a debt security�s issue price will be the first price at which a substantial amount of debt securities
included in the issue of which the debt security is a part is sold to persons other than bond houses, brokers, or similar persons or organizations
acting in the capacity of underwriters, placement agents, or wholesalers. A debt security�s stated redemption price at maturity is the total of all
payments provided by the debt security that are not payments of qualified stated interest. Generally, an interest payment on a debt security is
qualified stated interest if it is one of a series of stated interest payments on a debt security that are unconditionally payable at least annually at a
single fixed rate, with certain exceptions for lower rates paid during some periods, applied to the outstanding principal amount of the debt
security. There are special rules for variable rate debt securities that are discussed under ��Variable Rate Debt Securities�.

In general, your debt security is not a discount debt security if the amount by which its stated redemption price at maturity exceeds its issue price
is less than the de minimis amount of ¼ of 1 percent of its stated redemption price at maturity multiplied by the number of complete years to its
maturity. Your debt security will have de minimis original issue discount if the amount of the excess is less than the de minimis amount. If your
debt security has de minimis original issue discount, you must include the de minimis amount in income as stated principal payments are made
on the debt security, unless you make the election described below under ��Election to Treat All Interest as Original Issue Discount�. You can
determine the includible amount with respect to each such payment by multiplying the total amount of your debt security�s de minimis original
issue discount by a fraction equal to:

� the amount of the principal payment made divided by:

� the stated principal amount of the debt security.
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income before you receive cash attributable to that income. The
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amount of OID that you must include in income is calculated using a constant-yield method, and generally you will include increasingly greater
amounts of OID in income over the life of your debt security. More specifically, you can calculate the amount of OID that you must include in
income by adding the daily portions of OID with respect to your discount debt security for each day during the taxable year or portion of the
taxable year that you hold your discount debt security. You can determine the daily portion by allocating to each day in any accrual period a pro
rata portion of the OID allocable to that accrual period. You may select an accrual period of any length with respect to your discount debt
security and you may vary the length of each accrual period over the term of your discount debt security. However, no accrual period may be
longer than one year and each scheduled payment of interest or principal on the discount debt security must occur on either the first or final day
of an accrual period.

You can determine the amount of OID allocable to an accrual period by:

� multiplying your discount debt security�s adjusted issue price at the beginning of the accrual period by your debt security�s yield to
maturity, and then

� subtracting from this figure the sum of the payments of qualified stated interest on your debt security allocable to the accrual period.

You must determine the discount debt security�s yield to maturity on the basis of compounding at the close of each accrual period and adjusting
for the length of each accrual period. Further, you determine your discount debt security�s adjusted issue price at the beginning of any accrual
period by:

� adding your discount debt security�s issue price and any accrued OID for each prior accrual period, and then

� subtracting any payments previously made on your discount debt security that were not qualified stated interest payments.

If an interval between payments of qualified stated interest on your discount debt security contains more than one accrual period, then, when you
determine the amount of OID allocable to an accrual period, you must allocate the amount of qualified stated interest payable at the end of the
interval, including any qualified stated interest that is payable on the first day of the accrual period immediately following the interval, pro rata
to each accrual period in the interval based on their relative lengths. In addition, you must increase the adjusted issue price at the beginning of
each accrual period in the interval by the amount of any qualified stated interest that has accrued prior to the first day of the accrual period but
that is not payable until the end of the interval. You may compute the amount of OID allocable to an initial short accrual period by using any
reasonable method if all other accrual periods, other than a final short accrual period, are of equal length.

The amount of OID allocable to the final accrual period is equal to the difference between:

� the amount payable at the maturity of your debt security, other than any payment of qualified stated interest, and

� your debt security�s adjusted issue price as of the beginning of the final accrual period.
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Acquisition Premium. If you purchase your debt security for an amount that is less than or equal to the sum of all amounts, other than qualified
stated interest, payable on your debt security after the purchase date but is greater than the amount of your debt security�s adjusted issue price, as
determined above under �� General�, the excess is acquisition premium. If you do not make the election described below under �� Election to Treat
All Interest as Original Issue Discount�, then you must reduce the daily portions of OID by a fraction equal to:

� the excess of your adjusted basis in the debt security immediately after purchase over the adjusted issue price of the debt security

57

Edgar Filing: CHINA TELECOM CORP LTD - Form 424B2

Table of Contents 195



Table of Contents

divided by:

� the excess of the sum of all amounts payable, other than qualified stated interest, on the debt security after the purchase date over the
debt security�s adjusted issue price.

Pre-Issuance Accrued Interest. An election may be made to decrease the issue price of your debt security by the amount of pre-issuance accrued
interest if:

� a portion of the initial purchase price of your debt security is attributable to pre-issuance accrued interest;

� the first stated interest payment on your debt security is to be made within one year of your debt security�s issue date; and

� the payment will equal or exceed the amount of pre-issuance accrued interest.

If this election is made, a portion of the first stated interest payment will be treated as a return of the excluded pre-issuance accrued interest and
not as an amount payable on your debt security.

Debt Securities Subject to Contingencies Including Optional Redemption. Your debt security is subject to a contingency if it provides for an
alternative payment schedule or schedules applicable upon the occurrence of a contingency or contingencies, other than a remote or incidental
contingency, whether such contingency relates to payments of interest or of principal. In such a case, you must determine the yield and maturity
of your debt security by assuming that the payments will be made according to the payment schedule most likely to occur if:

� the timing and amounts of the payments that comprise each payment schedule are known as of the issue date; and

� one of such schedules is significantly more likely than not to occur.

If there is no single payment schedule that is significantly more likely than not to occur, other than because of a mandatory sinking fund, you
must include income on your debt security in accordance with the general rules that govern contingent payment obligations. These rules will be
discussed in the applicable prospectus supplement.

Notwithstanding the general rules for determining yield and maturity, if your debt security is subject to contingencies, and either you or we have
an unconditional option or options that, if exercised, would require payments to be made on the debt security under an alternative payment
schedule or schedules, then:

� in the case of an option or options that we may exercise, we will be deemed to exercise or not exercise an option or combination of
options in the manner that minimizes the yield on your debt security; and

Edgar Filing: CHINA TELECOM CORP LTD - Form 424B2

Table of Contents 196



� in the case of an option or options that you may exercise, you will be deemed to exercise or not exercise an option or combination of
options in the manner that maximizes the yield on your debt security.

If both you and we hold options described in the preceding sentence, those rules will apply to each option in the order in which they may be
exercised. You may determine the yield on your debt security for the purposes of those calculations by using any date on which your debt
security may be redeemed or repurchased as the maturity date and the amount payable on the date that you chose in accordance with the terms of
your debt security as the principal amount payable at maturity.

If a contingency, including the exercise of an option, actually occurs or does not occur contrary to an assumption made according to the above
rules then, except to the extent that a portion of your debt security is repaid as a result of this change in circumstances and solely to determine
the amount and accrual of OID, you must redetermine the yield and maturity of your debt security by treating your debt security as having been
retired and reissued on the date of the change in circumstances for an amount equal to your debt security�s adjusted issue price on that date.
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Election to Treat All Interest as Original Issue Discount. You may elect to include in gross income all interest that accrues on your debt security
using the constant-yield method described above under �� General�, with the modifications described below. For purposes of this election, interest
will include stated interest, OID, de minimis original issue discount, market discount, de minimis market discount and unstated interest, as
adjusted by any amortizable bond premium, described below under �� Debt Securities Purchased at a Premium,� or acquisition premium.

If you make this election for your debt security, then, when you apply the constant-yield method:

� the issue price of your debt security will equal your cost;

� the issue date of your debt security will be the date you acquired it; and

� no payments on your debt security will be treated as payments of qualified stated interest.

Generally, this election will apply only to the debt security for which you make it; however, if the debt security has amortizable bond premium,
you will be deemed to have made an election to apply amortizable bond premium against interest for all debt instruments with amortizable bond
premium, other than debt instruments the interest on which is excludible from gross income, that you hold as of the beginning of the taxable year
to which the election applies or any taxable year thereafter. Additionally, if you make this election for a market discount debt security, you will
be treated as having made the election discussed below under �� Market Discount� to include market discount in income currently over the life of
all debt instruments that you currently own or later acquire. You may not revoke any election to apply the constant-yield method to all interest
on a debt security or the deemed elections with respect to amortizable bond premium or market discount debt securities without the consent of
the Internal Revenue Service.

Variable Rate Debt Securities. Your debt security will be a variable rate debt security if:

� your debt security�s issue price does not exceed the total noncontingent principal payments by more than the lesser of:

� .015 multiplied by the product of the total noncontingent principal payments and the number of complete years to maturity from the
issue date, or 15 percent of the total noncontingent principal payments; and

� your debt security provides for stated interest, compounded or paid at least annually, only at: one or more qualified floating rates,

� a single fixed rate and one or more qualified floating rates,

� a single objective rate, or

� a single fixed rate and a single objective rate that is a qualified inverse floating rate.
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Your debt security will have a variable rate that is a qualified floating rate if:

� variations in the value of the rate can reasonably be expected to measure contemporaneous variations in the cost of newly borrowed
funds in the currency in which your debt security is denominated; or

� the rate is equal to such a rate multiplied by either: a fixed multiple that is greater than 0.65 but not more than 1.35, or

� a fixed multiple greater than 0.65 but not more than 1.35, increased or decreased by a fixed rate; and

� the value of the rate on any date during the term of your debt security is set no earlier than three months prior to the first day on
which that value is in effect and no later than one year following that first day.
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If your debt security provides for two or more qualified floating rates that are within 0.25 percentage points of each other on the issue date or can
reasonably be expected to have approximately the same values throughout the term of the debt security, the qualified floating rates together
constitute a single qualified floating rate.

Your debt security will not have a qualified floating rate, however, if the rate is subject to certain restrictions (including caps, floors, governors,
or other similar restrictions) unless such restrictions are fixed throughout the term of the debt security or are not reasonably expected to
significantly affect the yield on the debt security.

Your debt security will have a variable rate that is a single objective rate if:

� the rate is not a qualified floating rate;

� the rate is determined using a single, fixed formula that is based on objective financial or economic information that is not within the
control of or unique to the circumstances of the issuer or a related party; and

� the value of the rate on any date during the term of your debt security is set no earlier than three months prior to the first day on which
that value is in effect and no later than one year following that first day.

Your debt security will not have a variable rate that is an objective rate, however, if it is reasonably expected that the average value of the rate
during the first half of your debt security�s term will be either significantly less than or significantly greater than the average value of the rate
during the final half of your debt security�s term.

An objective rate as described above is a qualified inverse floating rate if:

� the rate is equal to a fixed rate minus a qualified floating rate; and

� the variations in the rate can reasonably be expected to inversely reflect contemporaneous variations in the cost of newly borrowed
funds.

Your debt security will also have a single qualified floating rate or an objective rate if interest on your debt security is stated at a fixed rate for an
initial period of one year or less followed by either a qualified floating rate or an objective rate for a subsequent period, and either:

� the fixed rate and the qualified floating rate or objective rate have values on the issue date of the debt security that do not differ by
more than 0.25 percentage points, or

� the value of the qualified floating rate or objective rate is intended to approximate the fixed rate.
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In general, if your variable rate debt security provides for stated interest at a single qualified floating rate or objective rate, or one of those rates
after a single fixed rate for an initial period, all stated interest on your debt security is qualified stated interest. In this case, the amount of OID, if
any, is determined by using, in the case of a qualified floating rate or qualified inverse floating rate, the value as of the issue date of the qualified
floating rate or qualified inverse floating rate, or, for any other objective rate, a fixed rate that reflects the yield reasonably expected for your
debt security.

If your variable rate debt security does not provide for stated interest at a single qualified floating rate or a single objective rate, and also does
not provide for interest payable at a fixed rate other than a single fixed rate for an initial period, you generally must determine the interest and
OID accruals on your debt security by:

� determining a fixed rate substitute for each variable rate provided under your variable rate debt security;

� constructing the equivalent fixed rate debt instrument, using the fixed rate substitute described above;

� determining the amount of qualified stated interest and OID with respect to the equivalent fixed rate debt instrument; and
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� adjusting for actual variable rates during the applicable accrual period.

When you determine the fixed rate substitute for each variable rate provided under the variable rate debt security, you generally will use the
value of each variable rate as of the issue date or, for an objective rate that is not a qualified inverse floating rate, a rate that reflects the
reasonably expected yield on your debt security.

If your variable rate debt security provides for stated interest either at one or more qualified floating rates or at a qualified inverse floating rate,
and also provides for stated interest at a single fixed rate other than at a single fixed rate for an initial period, you generally must determine
interest and OID accruals by using the method described in the previous paragraph. However, your variable rate debt security will be treated, for
purposes of the first three steps of the determination, as if your debt security had provided for a qualified floating rate, or a qualified inverse
floating rate, rather than the fixed rate. The qualified floating rate, or qualified inverse floating rate, that replaces the fixed rate must be such that
the fair market value of your variable rate debt security as of the issue date approximates the fair market value of an otherwise identical debt
instrument that provides for the qualified floating rate, or qualified inverse floating rate, rather than the fixed rate.

Short-Term Debt Securities. In general, if you are an individual or other cash basis United States holder of a short-term debt security, you are not
required to accrue OID, as specially defined below for the purposes of this paragraph, for United States federal income tax purposes unless you
elect to do so (although it is possible that you may be required to include any stated interest in income as you receive it). If you are an accrual
basis taxpayer, a taxpayer in a special class, including, but not limited to, a regulated investment company, common trust fund, or a certain type
of pass-through entity, or a cash basis taxpayer who so elects, you will be required to accrue OID on short-term debt securities on either a
straight-line basis or under the constant-yield method, based on daily compounding. If you are not required and do not elect to include OID in
income currently, any gain you realize on the sale or retirement of your short-term debt security will be ordinary income to the extent of the
accrued OID, which will be determined on a straight-line basis unless you make an election to accrue the OID under the constant-yield method,
through the date of sale or retirement. However, if you are not required and do not elect to accrue OID on your short-term debt securities, you
will be required to defer deductions for interest on borrowings allocable to your short-term debt securities in an amount not exceeding the
deferred income until the deferred income is realized.

When you determine the amount of OID subject to these rules, you must include all interest payments on your short-term debt security,
including stated interest, in your short-term debt security�s stated redemption price at maturity.

Foreign Currency Discount Debt Securities. If your discount debt security is denominated in, or determined by reference to, a foreign currency,
you must determine OID for any accrual period on your discount debt security in the foreign currency and then translate the amount of OID into
U.S. dollars in the same manner as stated interest accrued by an accrual basis United States holder, as described under �� United States Holders �
Payments of Interest�. You may recognize ordinary income or loss when you receive an amount attributable to OID in connection with a payment
of interest or the sale or retirement of your debt security.

Market Discount

You will be treated as if you purchased your debt security, other than a short-term debt security, at a market discount, and your debt security will
be a market discount debt security if:

� you purchase your debt security for less than its issue price as determined above under �Original Issue Discount�General�; and
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security�s revised issue price, and the price you paid for your debt
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security is equal to or greater than ¼ of 1 percent of your debt security�s stated redemption price at maturity or revised issue price,
respectively, multiplied by the number of complete years to the debt security�s maturity. To determine the revised issue price of your
debt security for these purposes, you generally add any OID that has accrued on your debt security to its issue price.

If your debt security�s stated redemption price at maturity or, in the case of a discount debt security, its revised issue price, exceeds the price you
paid for the debt security by less than ¼ of 1 percent multiplied by the number of complete years to the debt security�s maturity, the excess
constitutes de minimis market discount, and the rules discussed below are not applicable to you.

You must treat any gain you recognize on the maturity or disposition of your market discount debt security as ordinary income to the extent of
the accrued market discount on your debt security. Alternatively, you may elect to include market discount in income currently over the life of
your debt security. If you make this election, it will apply to all debt instruments with market discount that you acquire on or after the first day of
the first taxable year to which the election applies. You may not revoke this election without the consent of the Internal Revenue Service. If you
own a market discount debt security and do not make this election, you will generally be required to defer deductions for interest on borrowings
allocable to your debt security in an amount not exceeding the accrued market discount on your debt security until the maturity or disposition of
your debt security.

You will accrue market discount on your market discount debt security on a straight-line basis unless you elect to accrue market discount using a
constant-yield method. If you make this election, it will apply only to the debt security with respect to which it is made and you may not revoke
it.

Debt Securities Purchased at a Premium

If you purchase your debt security for an amount in excess of its principal amount, you may elect to treat the excess as amortizable bond
premium. If you make this election, you will reduce the amount required to be included in your income each year with respect to interest on your
debt security by the amount of amortizable bond premium allocable to that year, based on your debt security�s yield to maturity. If your debt
security is denominated in, or determined by reference to, a foreign currency, you will compute your amortizable bond premium in units of the
foreign currency and your amortizable bond premium will reduce your interest income in units of the foreign currency. Gain or loss recognized
that is attributable to changes in exchange rates between the time your amortized bond premium offsets interest income and the time of the
acquisition of your debt security is generally taxable as ordinary income or loss. If you make an election to amortize bond premium, it will apply
to all debt instruments, other than debt instruments the interest on which is excludible from gross income, that you hold at the beginning of the
first taxable year to which the election applies or that you thereafter acquire, and you may not revoke it without the consent of the Internal
Revenue Service. See also �Original Issue Discount � Election to Treat All Interest as Original Issue Discount�.

Purchase, Sale and Retirement of the Debt Securities

Your tax basis in your debt security will generally be the U.S. dollar cost, as defined below, of your debt security, adjusted by:

� adding any OID or market discount, de minimis original issue discount and de minimis market discount previously included in income
with respect to your debt security, and then
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� subtracting any payments on your debt security that are not qualified stated interest payments and any amortizable bond premium
applied to reduce interest on your debt security.

If you purchase your debt security with foreign currency, the U.S. dollar cost of your debt security will generally be the U.S. dollar value of the
purchase price on the date of purchase. However, if you are a cash basis
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taxpayer, or an accrual basis taxpayer if you so elect, and your debt security is traded on an established securities market, as defined in the
applicable Treasury regulations, the U.S. dollar cost of your debt security will be the U.S. dollar value of the purchase price on the settlement
date of your purchase.

You will generally recognize gain or loss on the sale or retirement of your debt security equal to the difference between the amount you realize
on the sale or retirement and your tax basis in your debt security. If your debt security is sold or retired for an amount in foreign currency, the
amount you realize will be the U.S. dollar value of such amount on:

� the date payment is received, if you are a cash basis taxpayer and the debt securities are not traded on an established securities market,
as defined in the applicable Treasury regulations,

� the date of disposition, if you are an accrual basis taxpayer, or

� the settlement date for the sale, if you are a cash basis taxpayer, or an accrual basis taxpayer that so elects, and the debt securities are
traded on an established securities market, as defined in the applicable Treasury regulations.

You will recognize capital gain or loss when you sell or retire your debt security, except to the extent:

� described above under ��Original Issue Discount�Short-Term Debt securities� or ��Market Discount�,

� attributable to accrued but unpaid interest,

� the rules governing contingent payment obligations apply, or

� attributable to changes in exchange rates as described below.

Capital gain of a noncorporate United States holder that is recognized before January 1, 2009 is generally taxed at a maximum rate of 15%
where the holder has a holding period greater than one year.

You must treat any portion of the gain or loss that you recognize on the sale or retirement of a debt security as ordinary income or loss to the
extent attributable to changes in exchange rates. However, you take exchange gain or loss into account only to the extent of the total gain or loss
you realize on the transaction.

Exchange of Amounts in Other Than U.S. Dollars
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If you receive foreign currency as interest on your debt security or on the sale or retirement of your debt security, your tax basis in the foreign
currency will equal its U.S. dollar value when the interest is received or at the time of the sale or retirement. If you purchase foreign currency,
you generally will have a tax basis equal to the U.S. dollar value of the foreign currency on the date of your purchase. If you sell or dispose of a
foreign currency, including if you use it to purchase debt securities or exchange it for U.S. dollars, any gain or loss recognized generally will be
ordinary income or loss.

Indexed Debt Securities, Renewable Debt Securities and Extendible Debt Securities

The applicable prospectus supplement will discuss any special United States federal income tax rules with respect to debt securities the
payments on which are determined by reference to any index and other debt securities that are subject to the rules governing contingent payment
obligations which are not subject to the rules governing variable rate debt securities and with respect to any Renewable and Extendible debt
securities.

Non-U.S. Holders. Under United States federal income and estate tax law, and subject to the discussion of backup withholding below, if you are
a Non-U.S. holder of a debt security:

� we and other U.S. payors generally will not be required to deduct United States withholding tax from payments of principal,
premium, if any, and interest, including OID, to you if, in the case of payments of interest:
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� you do not actually or constructively own 10% or more of the total combined voting power of all classes of stock of the
Company entitled to vote,

� you are not a controlled foreign corporation that is related to the Company through stock ownership, and

� in the case of a debt security other than a Bearer debt security, the U.S. payor does not have actual knowledge or reason to
know that you are a United States person and:

� you have furnished to the U.S. payor an Internal Revenue Service Form W-8BEN or an acceptable substitute form upon
which you certify, under penalties of perjury, that you are a non-United States person,

� in the case of payments made outside the United States to you at an offshore account (generally, an account maintained by
you at a bank or other financial institution at any location outside the United States), you have furnished to the U.S. payor
documentation that establishes your identity and your status as a non-United States person,

� the U.S. payor has received a withholding certificate (furnished on an appropriate Internal Revenue Service Form W-8 or an
acceptable substitute form) from a person claiming to be:

� a withholding foreign partnership (generally a foreign partnership that has entered into an agreement with the Internal
Revenue Service to assume primary withholding responsibility with respect to distributions and guaranteed payments
it makes to its partners),

� a qualified intermediary (generally a non-United States financial institution or clearing organization or a non-United
States branch or office of a United States financial institution or clearing organization that is a party to a withholding
agreement with the Internal Revenue Service), or

� a U.S. branch of a non-United States bank or of a non-United States insurance company, and the withholding foreign
partnership, qualified intermediary or U.S. branch has received documentation upon which it may rely to treat the
payment as made to a non-United States person in accordance with U.S. Treasury regulations (or, in the case of a
qualified intermediary, in accordance with its agreement with the Internal Revenue Service),

� the U.S. payor receives a statement from a securities clearing organization, bank or other financial institution that holds
customers� securities in the ordinary course of its trade or business,

� certifying to the U.S. payor under penalties of perjury that an Internal Revenue Service Form W-8BEN or an
acceptable substitute form has been received from you by it or by a similar financial institution between it and you,
and

� to which is attached a copy of the Internal Revenue Service Form W-8BEN or acceptable substitute form, or

� the U.S. payor otherwise possesses documentation upon which it may rely to treat the payment as made to a non-United
States person in accordance with U.S. Treasury regulations; and

�
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no deduction for any United States federal withholding tax will be made from any gain that you realize on the sale or exchange of your
debt security.

Further, a debt security held by an individual who at death is not a citizen or resident of the United States will not be includible in the individual�s
gross estate for United States federal estate tax purposes if:

� the decedent did not actually or constructively own 10% or more of the total combined voting power of all classes of stock of the
Company entitled to vote at the time of death; and
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� the income on the debt security would not have been effectively connected with a United States trade or business of the decedent at the
same time.

Backup Withholding and Information Reporting

If you are a noncorporate United States holder, information reporting requirements, on Internal Revenue Service Form 1099, generally will
apply to:

� payments of principal and interest on a debt security within the United States, including payments made by wire transfer from outside
the United States to an account you maintain in the United States; and

� the payment of the proceeds from the sale of a debt security effected at a United States office of a broker.

Additionally, backup withholding will apply to such payments if you are a noncorporate United States holder that:

� fails to provide an accurate taxpayer identification number,

� is notified by the Internal Revenue Service that you have failed to report all interest and dividends required to be shown on your
federal income tax returns, or

� in certain circumstances, fails to comply with applicable certification requirements.

If you are a United States alien holder, you are generally exempt from backup withholding and information reporting requirements with respect
to:

� payments of principal and interest made to you outside the United States by the Company or another non-United States payor, and

� other payments of principal and interest and the payment of the proceeds from the sale of a debt security effected at a United States
office of a broker, as long as the income associated with such payments is otherwise exempt from United States federal income tax,
and:

� the payor or broker does not have actual knowledge or reason to know that you are a United States person and you have
furnished to the payor or broker:

� an Internal Revenue Service Form W-8BEN or an acceptable substitute form upon which you certify, under penalties of
perjury, that you are a non-United States person, or
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� other documentation upon which it may rely to treat the payments as made to a non-United States person in accordance with
U.S. Treasury regulations, or

� you otherwise establish an exemption.

Payment of the proceeds from the sale of a debt security effected at a foreign office of a broker generally will not be subject to information
reporting or backup withholding. However, a sale of a debt security that is effected at a foreign office of a broker will be subject to information
reporting and backup withholding if:

� the proceeds are transferred to an account maintained by you in the United States,

� the payment of proceeds or the confirmation of the sale is mailed to you at a United States address, or

� the sale has some other specified connection with the United States as provided in U.S. Treasury regulations,

unless the broker does not have actual knowledge or reason to know that you are a United States person and the documentation requirements
described above are met or you otherwise establish an exemption.
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In addition, a sale of a debt security effected at a foreign office of a broker will be subject to information reporting if the broker is:

� a United States person,

� a controlled foreign corporation for United States tax purposes,

� a foreign person 50% or more of whose gross income is effectively connected with the conduct of a United States trade or
business for a specified three-year period, or

� a foreign partnership, if at any time during its tax year:

� one or more of its partners are �U.S. persons�, as defined in U.S. Treasury regulations, who in the aggregate hold more than 50%
of the income or capital interest in the partnership, or

� such foreign partnership is engaged in the conduct of a United States trade or business,

unless the broker does not have actual knowledge or reason to know that you are a United States person and the documentation requirements
described above are met or you otherwise establish an exemption. Backup withholding will apply if the sale is subject to information reporting
and the broker has actual knowledge that you are a United States person.
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PRICE HISTORY OF OUR ADSs

As of December 31, 2003, there were 8,027,410,000 H shares issued and outstanding. As of December 31, 2003, there were 12 registered
holders of American depositary receipts evidencing 8,642,570 ADSs. Since certain of the ADSs are held by nominees, the above number may
not be representative of the actual number of U.S. beneficial holders of ADSs or the number of ADSs beneficially held by U.S. persons. The
depositary for the ADSs is The Bank of New York.

The high and low closing sale prices of the shares on the Hong Kong Stock Exchange and of the ADSs on the NYSE for the periods indicated
are as follows.

Price per Share (HK$) Price per ADS (US$)

High Low High Low

Annual
2002 (from listing date) 1.49 1.37 18.80 17.27
2003 3.20 1.34 40.81 17.00
Quarterly
Fourth Quarter, 2002 1.49 1.37 18.80 17.27
First Quarter, 2003 1.52 1.34 19.42 18.32
Second Quarter 2003 1.84 1.34 23.15 17.31
Third Quarter 2003 2.33 1.78 30.00 22.63
Fourth Quarter 2003 3.20 2.05 40.81 26.12
Monthly
September 2003 2.33 1.95 30.00 25.00
October 2003 2.58 2.05 34.75 26.12
November 2003 2.63 2.33 33.48 29.55
December 2003 3.20 2.60 40.81 32.80
January 2004 3.45 2.88 44.54 36.59
February 2004 (through February 20) 3.20 2.88 40.54 36.30
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SELLING SHAREHOLDERS

The selling shareholders may include one or more of China Telecommunications Corporation, Guangdong Rising Assets Management Co., Ltd.,
Jiangsu Guoxin Investment Group Co., Ltd. or Zhejiang Financial Development Company. The table below sets forth information regarding the
ownership of our share capital as of March 14, 2004 by each of the selling shareholders:

Title of Class Identity of Person or Group Amount Owned Percent of Total Shares

Domestic shares China Telecommunications
Corporation

58,809,120,182 77.78%

Domestic shares Guangdong Rising Assets
Management Co., Ltd.

5,658,608,387 7.48%

Domestic shares Jiangsu Guoxin Investment Group
Co., Ltd.

964,621,836 1.27%

Domestic shares Zhejiang Financial Development
Company

2,154,426,098 2.85%

Total 67,586,776,503 89.38%

The prospectus supplement for any offering of the H shares (directly or in the form of ADSs) by the selling shareholders will include the
following information:

� the names and addresses of the selling shareholders; and

� the number of H shares or ADSs offered by each of the selling shareholders.

68

Edgar Filing: CHINA TELECOM CORP LTD - Form 424B2

Table of Contents 214



Table of Contents

PLAN OF DISTRIBUTION

We and/or the selling shareholders may sell the securities described under this prospectus to or through underwriters, and also may sell the
securities described under this prospectus directly to other purchasers or through agents. Such underwriters may also act as agents. In addition,
third parties may sell the securities described under this prospectus under the registration statement for their own account.

The prospectus supplement relating to any offering will identify or describe:

� any underwriter, dealers or agents;

� their compensation;

� the net proceeds to us and/or the selling shareholders;

� the purchase price of the securities;

� the initial public offering price of the debt securities; and

� any exchange on which the securities will be listed.

Underwriters

If we and/or the selling shareholders use underwriters for the sale of the securities described under this prospectus, they will acquire the
securities for their own account. The underwriters may resell the securities from time to time in one or more transactions, including negotiated
transactions, at a fixed public offering price or at varying prices determined at the time of sale. Unless we and/or the selling shareholders
otherwise state in the applicable prospectus supplement, various conditions will apply to the underwriters� obligations to purchase the securities,
and the underwriters will be obligated to purchase all of the securities contemplated in an offering if they purchase any of such securities. Any
public offering price and any discounts or concessions allowed or reallowed or paid to dealers may be changed from time to time.

Dealers

If we and/or the selling shareholders use dealers in the sale of the securities described under this prospectus, unless we and/or the selling
shareholders otherwise indicate in the applicable prospectus supplement, we and/or the selling shareholders will sell the securities to the dealers
as principals. The dealers may then resell the securities to the public at varying prices that the dealers may determine at the time of resale.
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Agents

We and/or the selling shareholders may designate agents who agree to use their reasonable efforts to solicit offers to purchase the securities
described in this prospectus during the term of their appointment to sell the securities on a continuing basis.

Direct Sales

We and/or the selling shareholders may also sell the securities described under this prospectus directly without using underwriters, dealers or
agents.

U.S. Securities Act of 1933; Indemnification

Underwriters, dealers and agents that participate in the distribution of the securities may be underwriters as defined in the U.S. Securities Act of
1933, and any discounts and commissions they receive from us and/or the selling shareholders and any profit on their resale of the securities may
be treated as underwriting discounts and
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commissions under the U.S. Securities Act of 1933. Agreements that we and/or the selling shareholders will enter into with underwriters, dealers
or agents may entitle them to indemnification by us and/or the selling shareholders against various civil liabilities. These include liabilities under
the U.S. Securities Act of 1933. The agreements may also entitle them to contribution for payments which they may be required to make as a
result of these liabilities. Underwriters, dealers and agents may be customers of, engage in transactions with, or perform services for, us and/or
the selling shareholders in the ordinary course of business.

Stabilization and Market Making

In order to facilitate the offering of the securities, any underwriters may engage in transactions that stabilize, maintain or otherwise affect the
price of the securities or any other securities the prices of which may be used to determine payments on such securities. Specifically, any
underwriters may overallot in connection with the offering, creating a short position for their own accounts. In addition, to cover overallotments
or to stabilize the price of the securities or of any such other securities, the underwriters may bid for, and purchase, the securities or any such
other securities in the open market. Finally, in any offering of the securities through a syndicate of underwriters, the underwriting syndicate may
reclaim selling concessions allowed to an underwriter or a dealer for distributing the securities in the offering if the syndicate repurchases
previously distributed securities in transactions to cover syndicate short positions, in stabilization transactions or otherwise. Any of these
activities may stabilize or maintain the market price of the securities above independent market levels. Any such underwriters are not required to
engage in these activities, and may end any of these activities at any time.

Any underwriter, agent or dealer utilized in the initial offering of securities will not confirm sales to accounts over which it exercises
discretionary authority without the prior specific written approval of its customer.

In the event that we and/or the selling shareholders do not list the securities of any series on a U.S. national securities exchange, various
broker-dealers may make a market in such securities, but will have no obligation to do so. Any market making may be discontinued at any time
without notice. Consequently, it may be the case that no broker-dealer will make a market in the securities of any series or that the liquidity of
the trading market for the securities will be limited.
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LIMITATIONS ON ENFORCEMENT OF CIVIL LIABILITIES

We are a joint stock company with limited liability incorporated under the laws of the PRC, and substantially all of our assets are located outside
the United States. We have appointed CT Corporation System, located at 111 Eighth Avenue, New York, New York 10011, as our agent to
receive service of process with respect to any action brought against us in the United States District Court for the Southern District of New York
under the federal securities laws of the United States or of any State of the United States, or under the Indenture referred to under �Description of
Debt Securities,� or deposit agreement or the ADRs referred to under �Description of American Depositary Receipts,� or any action brought against
us in the Supreme Court of the State of New York in the County of New York under the securities laws of the State of New York. However, it
may be difficult for investors to enforce outside the United States judgments against us obtained in the United States in any such actions,
including actions predicated upon the civil liability provisions of the federal securities laws of the United States or of the securities laws of any
State of the United States. In addition, most of our directors and officers and certain of the experts named in this prospectus are resident outside
the United States, and all or a substantial portion of the assets of such persons are or may be located outside the United States. Therefore, it may
not be possible for investors to effect service of process within the United States upon such persons, or to enforce against them or us judgments
obtained in United States courts, including judgments predicated upon the civil liability provisions of the federal securities laws of the United
States or of the securities laws of any State of the United States.

In addition, as China does not have treaties providing for the reciprocal recognition and enforcement of judgments of courts within the United
States, the United Kingdom, Japan or most other members of the Organization for Economic Cooperation and Development, administrative
actions brought by regulatory authorities, such as the Commission, and other actions, which result in foreign court judgments, could (assuming
such actions are not required by Chinese law or our articles of association to be arbitrated) only be enforced in China if such judgments or
rulings do not violate the basic principles of the laws of the PRC or the sovereignty, security and public interest of the society of China, as
determined by a people�s court of China that has jurisdiction for recognition and enforcement of judgments. We have been advised by our
Chinese counsel that there is doubt:

� as to the enforceability in China of any actions to enforce judgments of United States courts arising out of or based on the ownership
of the H shares, ADSs or debt securities, including judgments arising out of or based on the civil liability provisions of United States
federal or state securities laws; and

� whether Chinese courts would enforce, in original actions, judgments against our directors and officers predicated solely upon the
federal securities laws of the United States.

Our Hong Kong counsel has advised us that Hong Kong has no arrangement for the reciprocal enforcement of judgments with the United States.
However, under Hong Kong common law, a foreign judgment (including one from a court in the United States predicated on federal or state
securities laws of the United States) is entitled to recognition and may be enforced in Hong Kong by bringing an action in a Hong Kong court,
provided that the foreign judgment is for a debt or definite sum of money and is final and conclusive on the merits.

In addition, the Hong Kong courts may refuse to recognize or enforce a foreign judgment if:

� the judgment was obtained by fraud;

� the foreign court lacked the appropriate jurisdiction at the time;
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� it is contrary to public policy or natural justice;

� the judgment is for multiple damages; or

� it was based on foreign penal, revenue, or other public law.
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FOREIGN EXCHANGE CONTROL

We conduct our business primarily in Renminbi, which is also our functional and reporting currency. The Renminbi is not a fully-convertible
currency. Under China�s existing foreign exchange regulations, we will be able to pay dividends in foreign currencies without prior approval
from the State Administration of Foreign Exchange by complying with certain procedural requirements. However, the Chinese government may
take measures at its discretion in the future to restrict access to foreign currencies for both current account transactions and capital account
transactions if foreign currencies become scarce in China. We may not be able to pay dividends in foreign currencies to our shareholders,
including holders of our ADRs, if the Chinese government restricts access to foreign currencies for current account transactions.

Foreign exchange transactions under our capital account, including foreign currency-denominated borrowings from foreign banks, issuance of
foreign currency-denominated debt securities and principal payments in respect of foreign currency-denominated obligations, continue to be
subject to significant foreign exchange controls and require the approval of the State Administration of Foreign Exchange. These limitations
could affect our ability to obtain foreign exchange through debt or equity financing, or to obtain foreign exchange to meet our payment
obligations under the debt securities or foreign exchange for capital expenditures.
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VALIDITY OF THE SECURITIES

Our U.S. counsel, Sullivan & Cromwell LLP, will pass upon the validity of the securities. Unless otherwise provided in a prospectus
supplement, our Chinese counsel, Jingtian & Gongcheng, will pass upon the validity of certain provisions of the securities that are governed by
or construed in accordance with the laws of the PRC. If this prospectus is delivered in connection with an underwritten offering, the validity of
the securities will be passed upon for the underwriters by any counsel for the underwriters to be named in that prospectus supplement.

EXPERTS

Our consolidated financial statements as of December 31, 2001 and 2002, and for each of the years in the three-year period ended December 31,
2002, have been included in our annual report on Form 20-F for our fiscal year ended December 31, 2002 incorporated by reference in this
prospectus and in the registration statement in reliance upon the report of KPMG, independent auditors, included in our annual report on Form
20-F for our fiscal year ended December 31, 2002 and incorporated by reference in this prospectus and in the registration statement and upon the
authority of KPMG as experts in accounting and auditing.

EXPENSES

The following are the expenses estimated to be incurred by us in connection with the issuance and distribution of the securities registered under
this registration statement.

Securities and Exchange Commission registration fee US$126,700
Printing and engraving expenses US$250,000
Legal fees and expenses US$200,000
Accounting fees and expenses US$50,000
Trustee�s fees and expenses US$9,000

Total US$635,700

All amounts are estimated, except the Securities and Exchange Commission registration fee.
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