Please also refer to the published version of this announcement in the South China Morning Post.

Not for release or publication in or into the United States, Canada, Australia, the Republic of Ireland, Japan.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this announcement, makes no representation as to its accuracy or completeness and expressly disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the contents of this announcement.

This announcement is not an offer to sell or the solicitation of an offer to buy any securities and neither this announcement nor anything herein forms the basis for any contract or commitment whatsoever. Neither this announcement nor any copy thereof may be taken into in the United States or to any US Persons. Securities may not be offered or sold in the United States absent registration or an exemption from registration, and the securities described herein are not being registered, offered or sold in the United States, Canada, Australia, the Republic of Ireland or Japan. The offer of securities to be made outside of the United States to Qualifying Shareholders will be made by means of a prospectus which may be obtained from the Company. The offer is not available to Excluded Shareholders. The prospectus will contain detailed information about the Group and management, as well as financial statements.

PACIFIC CENTURY CYBERWORKS LIMITED
(盈科數碼動力有限公司)

(Incorporated in Hong Kong with limited liability)

PROPOSED RIGHTS ISSUE WITH WARRANTS

ON THE BASIS OF 30 RIGHTS SHARES 
(WITH WARRANTS) FOR

EVERY 1,000 EXISTING SHARES HELD

PROPOSED ISSUE OF CONVERTIBLE BONDS

AND

CONNECTED TRANSACTION

RIGHTS ISSUE 

Pacific Century CyberWorks Limited proposes to issue, by way of rights issue, not less than 637,272,994 Rights Shares (with Warrants) at the Subscription Price. The Company will provisionally allot 30 Rights Shares in nil-paid form for every 1,000 existing Shares held by Qualifying Shareholders. The Rights Issue is not available to the Excluded Shareholders. 

The Rights Shares will be issued with Warrants, in the proportion of two Warrants for every one Rights Share, for no additional payment. The Warrants will entitle the holders thereof to subscribe in cash during the Exercise Period up to an aggregate amount of approximately HK$9.6 billion for new Shares at a price of HK$7.50 per Share, subject to adjustment. The Warrants will be subject to restrictions on exercise by persons other than residents of Hong Kong exercising the Warrants in Hong Kong. 

On 23 October 2000, the Major Shareholders, who are interested in aggregate in 8,114,485,137 Shares as at the date of this announcement, representing approximately 38.2% of the existing issued share capital of the Company, entered into the Share Underwriting Agreements with the Company pursuant to which they have irrevocably undertaken to the Company to take up their respective entitlements under the Rights Issue in full and the balance of the Rights Shares are severally underwritten by the Major Shareholders in the proportion of 89.0% by PCRD, 1.7% by PCG and 9.3% by PCD. No other persons who are concert parties to the Major Shareholders do not have any other concert parties holding the Shares. As at the date of this announcement, there are 498,712,192 outstanding Employees Share Options which together with the Intel Pacific Options can be exercised to subscribe for 1,501,782,192 Shares. Other than the outstanding Employees Share Options and Intel Pacific Options, the Company does not presently have any outstanding warrants or other securities in issue which are convertible into Shares. 

The last day of dealings in the Shares on a cum-rights basis is Friday, 3 November, 2000. Existing Shares will be dealt with on an ex-rights basis from Monday, 6 November, 2000. To qualify for the Rights Issue, a Qualifying Shareholder's name must appear on the register of members of the Company on the Record Date, which is currently expected to be Monday, 13 November, 2000. In order to be registered as members on the Record Date, any transfers of Shares (with the relevant share certificates) must be lodged for registration by, 4:00 p.m. Hong Kong time on the closing of the share register which is expected to be on around Tuesday, 7 November, 2000 

It should be noted that the Share Underwriting Agreements contain provisions granting the Major Shareholders the right to terminate their obligations on the occurrence of certain events including force majeure. Please refer to the paragraph headed “Rights Issue -- Termination of the Share Underwriting Agreements” for further details.

CONVERTIBLE BOND ISSUE
The Company also wishes to announce that the Company together with the Bond Issuer have entered into (i) the US$600 million Bonds Subscription Agreement with the Convertible Bond Underwriters in connection with the issue by the Bond Issuer of the US$600 million Convertible Bonds with an aggregate principal amount of US$600 million (equivalent to approximately HK$4,680 million), or, in case of the exercise of the Option in full, with an aggregate principal amount of US$800 million (equivalent to approximately HK$6,240 million); and (ii) the US$500 million Bonds Subscription Agreement with the Convertible Bond Subscriber in connection with the issue by the Bond Issuer of the US$500 million Convertible Bonds with an aggregate principal amount of US$500 million (equivalent to approximately HK$3,900 million). The Convertible Bonds are unconditionally and irrevocably guaranteed by the Company and the Bond Issuer intends to apply for the listing of the Convertible Bonds on the Luxembourg Stock Exchange.

The subscription of the US$500 million Convertible Bonds by the Convertible Bonds Subscriber is a connected transaction under Chapter 14 of the Listing Rules.

The US$600 million Bonds Subscription Agreement and the US$500 million Bonds Subscription Agreement may be terminated in certain circumstances. Please refer to the paragraph headed “Convertible bond issue -- termination” for further information.

The Company will also apply to the Stock Exchange for the listing of, and permission to deal in, the Rights Shares and the Warrants to be issued and allotted pursuant to the Rights Issue and the Warrant Shares and the Shares to be issued and allotted upon conversion of the Convertible Bonds.

The estimated net proceeds arising out of the Rights Issue, the exercise of the rights under the Warrants, and the Convertible Bond Issue, after deduction of expenses, are expected to amount to approximately US$3.0 billion (approximately HK$23.6 billion) (assuming the Option is exercised in full) and are currently intended to be used to reduce the Group's bank borrowings and for general working capital of the Group.

BNP Paribas Peregrine Capital Limited has been appointed as the financial adviser to the Company in respect of the Rights Issue, the Convertible Bond Subscription and the Convertible Bond Placing.

BNP Paribas Peregrine Securities is the sole book runner and a joint lead manager in respect of the Convertible Bond Subscription. HSBC is a joint lead manager for the Convertible Bond Subscription.

At the request of the Company, trading in the Shares on the Stock Exchange was suspended at 10:00 a.m. on 23 October 2000 pending the release of this announcement. Application will be made to the Stock Exchange for the resumption of trading in the Shares from 10:00 a.m. on 24 October 2000.

Due to the price sensitive nature of the transactions contemplated in this announcement, Shareholders and potential investors should exercise caution when dealing in the securities of the Company.

RIGHTS ISSUE

Issue Statistics 

Basis of the Rights Issue:
30 Rights Shares for every 1,000 Shares held on the Record Date

Number of existing Shares in issue:
21,242,433,137 Shares as at 19 October, 2000 (the latest practicable date to ascertain the information)

Number of Rights Shares:
637,272,994 Shares

Number of Warrants:
1,274,545,988 Warrants

The 637,272,994Rights Shares proposed to be provisionally allotted represent approximately 3.0% of the Company's existing issued share capital and approximately 2.9% of the Company's issued share capital as enlarged by the issue of the Rights Shares. Upon full exercise of the subscription rights attached to the Warrants, approximately 1,274,545,988 Warrant Shares will fall to be issued, representing approximately 6.0% of the Company's existing issued share capital and approximately 5.5% of the Company's issued share capital as enlarged by the issue of the Rights Shares and the issue of the Warrant Shares and, together with the Rights Shares, representing approximately 8.3% of the Company's issued share capital as enlarged by the issue of the Rights Shares and the Warrant Shares.

The number of Rights Shares and Warrants which may be issued pursuant to the Rights Issue will be increased in proportion to any additional Shares which will be issued and allotted on or before the Record Date, including Shares which will be issued and allotted to holders of the Employees Share Options pursuant to an exercise of their subscription rights attaching to the Employees Share Options or issued pursuant to an exercise of the Intel Pacific Options. If all of the subscription rights attaching to the Employees Share Options and Intel Pacific Options are exercised by the Record Date, the number of issued Shares will be increased to approximately 22,744,215,329 Shares and the number of Rights Shares and Warrants which may be issued pursuant to the Rights Issue will be increased to approximately 682,326,460 Rights Shares and approximately 1,364,652,920 Warrants, respectively.

Qualifying Shareholders

The Company will send the Prospectus Documents to the Qualifying Shareholders only.

To qualify for the Rights Issue, a Shareholder must: 

1.
be registered as a member of the Company on the Record Date; and 

2.
have an address in Hong Kong which appears on the register of members of the Company on the Record Date; and 

3.
provide a certification (in form and substance satisfactory to the Directors) that the Shareholder and the beneficial owner of the Shares in question are not US Persons or resident in Canada, Australia, Japan or the Republic of Ireland, do not hold the Shares in question in the form of the Company's American depositary shares, have not received any offering materials in the United States and are not accepting the offer from the United States. 

The Company retains the right, however, in its discretion to vary the requirements set forth above. 

In order to be registered as members on the Record Date, Shareholders must lodge any transfers of Shares (together with the relevant share certificates) with the Company's share registrar and transfer office in Hong Kong, Central Registration Hong Kong Limited at Rooms 1901-5, 19th Floor, Hopewell Centre, 183 Queen's Road East, Hong Kong by 4:00 p.m. on Tuesday, 7 November 2000. 

Closure of register of members 

The register of members of the Company will be closed from Wednesday, 8 November 2000 to Monday, 13 November 2000, both dates inclusive. No transfers of Shares will be registered during this period. 

Subscription Price for the Rights Shares 

HK$6.50 per Rights Share payable in full upon acceptance of the assured entitlements and (where applicable) application for excess Rights Shares under the Rights Issue. 

The Subscription Price represents:--

1.
the closing price of HK$6.50 per Share as quoted on the Stock Exchange on 20 October 2000, being the trading day immediately preceding the date of the Share Underwriting Agreements; 

2.
discount of approximately 12.0 per cent. to the average closing price of approximately HK$7.39 per Share of the 10 trading days up to and including 20 October, 2000; and 

3.
no premium nor discount to the theoretical ex-rights price of HK$6.50 based on the closing price of HK$6.50 per Share as quoted on the Stock Exchange on 20 October, 2000. 

The Directors consider the terms of the Rights Issue to be fair and reasonable and in the interests of the Company and the Shareholders taken as a whole. The Directors also consider it necessary and expedient, having regard to the restrictions and obligations of certain foreign jurisdictions, to limit the Rights Issue to Shareholders who have an address in Hong Kong which appears on the register of members on the Record Date and who have certified that they and the beneficial owners of the Shares in question are not US persons or resident in Canada, Australia, Japan or the Republic of Ireland. 

Exercise Price of the Warrants 

The Warrants will entitle the holders thereof to subscribe for new Shares in cash during the Exercise Period at a price of HK$7.50 per Share, subject to adjustments. The Exercise Price represents: 

1.
a premium of approximately 15.4 per cent. over the closing price of HK$6.50 per Share as quoted on the Stock Exchange on 20 October, 2000, being the trading day immediately preceding the date of the Share Underwriting Agreements; and 

2.
a premium of approximately 1.5 per cent. to the average closing price of approximately HK$7.39 per Share of the 10 trading days up to and including 20 October, 2000.

Expected Timetable 

2000

Last day of dealings in Shares on a cum-rights basis ………………………..Friday, 3 November

First day of dealings in Shares on an ex-rights basis ………………………Monday, 6 November

Latest time for lodgment transfers of Shares 
in order to qualify for the Rights Issue ……………………….4:00 p.m. on Tuesday, 7 November

Register of members closed …………………Wednesday, 8 November to Monday, 13 November (both dates inclusive)

Record Date for the Rights Issue ………………………………………….Monday, 13 November

Despatch of the Prospectus Documents …………………………………..Monday, 13 November

Register of members re-opens …………………………………………….Tuesday, 14 November

First day of dealings in nil-paid Rights Shares …………………………Wednesday,15 November

Latest time for splitting nil-paid Rights Shares ……………..4.00 p.m. on Tuesday, 21 November

Last day of dealings in nil-paid Rights Shares ……………………………...Friday, 24 November

Latest time for payment and acceptance 
of Rights Shares ………………………………………….4:00 p.m. on Wednesday, 29 November

Rights Issue expected to become unconditional …………4:00 p.m. on Wednesday, 29 November

Announcement of results of the Rights Issue in newspapers …………………Friday, 1 December

Certificates for fully paid Rights Shares and 
Warrants expected to be despatched on or before …………………………..Tuesday, 5 December

Refund cheques in respect of wholly or partly unsuccessful 
application for excess Rights Shares ………………………………………..Tuesday, 5 December

First day of dealings in the fully paid 
Rights Shares and Warrants ……………………………………………...Wednesday, 6 December

Certificates for Rights Shares and Warrants 

Subject to the fulfilment of the conditions of the Rights Issue, certificates for all fully-paid Right Shares, together with certificates for all Warrants, are expected to be posted by Tuesday, 5 December, 2000 to those Qualifying Shareholders who have accepted and (where applicable) applied for, and paid for the Rights Shares at their own risk. 

Status of the Rights Shares and Warrants Shares 

The Rights Shares and Warrant Shares (when allotted and fully paid) will rank pari passu with the then existing Shares in all respects. Holders of fully paid Rights Shares and Warrant Shares will be entitled to receive all future dividends and distributions which are declared, made or paid after the date of allotment of the Rights Shares and the Warrant Shares (as appropriate). 

Excluded Shareholders and Rights of Excluded Shareholders 

The documents to be issued in connection with the Rights Issue will not be registered under the applicable securities legislation of any jurisdiction other than Hong Kong. No provisional allotment of Rights Shares or any allotment of Rights Shares or Warrants will be made to Excluded Shareholders. The Company will send the Prospectus to Excluded Shareholders for their information only. The Company will not send the provisional allotment letters or applications for excess Rights Shares to the Excluded Shareholders. 

More specifically, the Rights Shares, the Warrants and the Warrant Shares are not being offered or sold in the United States, Canada, Australia, the Republic of Ireland or Japan, and have not been, and will not be, registered under the United States Securities Act of 1933, as amended, or under the securities laws or regulations of any state of the United States. The relevant clearances have not been and will not be obtained from the securities commission of any province or territory of Canada, and no prospectus has been or will be lodged with, or registered by, the Australian Securities Commission or the Registrar of Companies in the Republic of Ireland or the relevant authority in Japan. 

For purposes of participating in the Rights Issue, Shareholders will be required to provide the certificate described above under the headings “Rights Issue: Qualifying Shareholder.” The Warrants will be subject to restrictions on exercise by persons other than residents of Hong Kong exercising the Warrants in Hong Kong. Furthermore, depending on the circumstances, the Warrant Shares when issued may be treated as “restricted securities” under the laws of the United States and certain other countries. The notice for exercise of the Warrants and any certificates for the Warrants will bear an appropriate legend specifying the restrictions on exercise. 

Arrangements will be made for Rights Shares which would otherwise have been provisionally allotted to Excluded Shareholders to be sold in the market in their nil-paid form as soon as practicable after dealings in the nil-paid Rights Shares commence, if a premium (net of expenses) can be obtained. The proceeds of such sale, less expenses, of HK$1,000 or more will be paid pro rata to Excluded Shareholders in Hong Kong dollars. The Company will retain individual amounts of less than HK$1,000. 

Accordingly, Rights Shares, the Warrants and Warrant Shares may not be offered, sold, delivered or transferred within the United States, Canada, Japan, Australia or the Republic of Ireland or to in favor of a US Person, or a resident of Canada, Japan, Australia, or the Republic of Ireland except, subsequent to their initial issuance, pursuant to an applicable exemption from registration (if any). 

Fractions of Rights Shares 

Fractions of Rights Shares in nil-paid form will not be allotted. The Company will sell any Rights Shares created from the aggregation of fractions of Rights Shares in the nil-paid form (if a premium, net of expenses, can be obtained), and will retain the proceeds. The balance (if any) has been underwritten by the Major Shareholders on a several basis and in the proportion referred to below under the heading “Share Underwriting Agreements”. 

Application for excess Rights Shares 

Qualifying Shareholders are entitled to apply for unsold entitlements of the Excluded Shareholders, any unsold Rights Shares created by adding together fractions of Rights Shares, and any Rights Shares provisionally allotted but not accepted. To the extent that Qualifying Shareholders are successful in applying for additional Rights Shares, they will also be allotted Warrants in the proportion of two Warrants for every one additional full paid Rights Share so allotted. 

Application for excess Rights Shares may be made by completing the appropriate application form. The Directors will allocate the excess Rights Shares, together with Warrants, at their discretion, on a fair and reasonable basis, but will give preference to applications which result in topping-up odd lots to whole board lots. 

Application for listing 

The Company will apply to the Listing Committee of the Stock Exchange for the listing of, and permission to deal in, the Rights Shares, in both nil-paid and fully-paid forms, and the Warrants to be issued and allotted pursuant to the Rights Issue and the Warrant Shares. 

Dealing in the Rights Shares in both nil-paid and fully-paid forms, the Warrants and the Warrant Shares will be subject to the payment of stamp duty in Hong Kong. 

Share Underwriting Agreements 

Date: 
23 October, 2000

Underwriters:
PCRD, a substantial shareholder of the Company which is interested in 7,221,290,321 Shares, representing approximately 34.0 per cent. of the existing issued share capital of the Company

 
PCD, which is indirectly beneficially interested in 752,302,268 Shares, representing approximately 3.5 per cent. of the existing issued share capital of the Company 


PCG, which is indirectly beneficially interested in 140,892,548 Shares (excluding the 7,221,290,321 Shares beneficially own by PCRD described above), representing approximately 0.7 per cent. of the existing issued share capital of the Company 

Pursuant to the Share Underwriting Agreements, the Major Shareholders, who are interested in aggregate in 8,114,485,137 Shares as at the date of this announcement, representing approximately 38.2 per cent. of the existing issued share capital of the Company, have irrevocably undertaken to the Company to take up their respective entitlements under the Rights Issue in full. It is not in the ordinary course of business of the Major Shareholders to enter into this type of underwriting arrangement. As at the date of this announcement, there are 498,712,192 outstanding Employees Share Options (of which approximately 193 million outstanding Share Options are held by the Directors) and 1,003,070,000 outstanding Intel Pacific Options which can together be exercised to subscribe for 1,501,782,192 Shares. Other than the outstanding Employees Share Options and Intel Pacific Options, the Company does not have any outstanding warrants or other securities in issue which are convertible into Shares. 

The balance of the Rights Issue comprising 393,838,440 Rights Shares (being the number of Rights Shares other than the Undertaken Shares) has been fully underwritten by the Major Shareholders severally and in the proportion of 89.0% by PCRD, 1.7% by PCG and 9.3% by PCD. 

The Major Shareholders will each receive an underwriting fee of 1% of the aggregate Subscription Price of the proportion of the Underwritten Shares which they take up under their Share Underwriting Agreements, respectively. 

Termination of the Share Underwriting Agreements 

It should be noted that the Share Underwriting Agreements contain provisions granting the Major Shareholders the right to terminate their obligations on the occurrence of certain events including force majeure. For this purpose, force majeure includes any national or international political, military, diplomatic, economic or financial event or situation which has developed, occurred or come into effect and which, in the reasonable opinion of the Major Shareholders arrived at in good faith and on reasonable grounds, is likely to cause a substantial deterioration in the price or value of the Rights Shares, then the Underwriter shall consult with the Company so far as practicable and may terminate the Rights Issue. If the Major Shareholders exercise such right, the Rights Issue will not proceed.

Conditions of the Rights Issue 

Completion of the Rights Issue is conditional upon: 

1.
all approvals as may be required under the listing manual of the Singapore Stock Exchange in respect of PCRD; 

2.
the underwriting commitment by PCRD not being regarded by the Singapore Stock Exchange as an “interested person” transaction within the meaning of the listing manual of the Singapore Stock Exchange; 

3.
the Company posting the Prospectus Documents to each of the Qualifying Shareholders by 5 December 2000; 

4.
the registration of the Prospectus Documents by the Registrar of Companies in Hong Kong; 

5.
the Listing Committee of the Stock Exchange granting (subject to allotment) listing of, and permission to deal in, the Rights Shares in both nil-paid and fully-paid forms, the Warrants and the Warrant Shares; and 

6.
the entering into of all Share Underwriting Agreements and the conditions set out in clause 2.1 of each such agreement (other than the condition referring to this Agreement becoming unconditional) being satisfied or waived. 

In the event that all the conditions set out above are not fulfilled by Wednesday, 29 November 2000 (or such later date as the Company and the Major Shareholders may mutually agree), none of the Major Shareholders or the Company shall have any rights or be subject to any obligation arising from the Share Underwriting Agreements and the irrevocable undertaking by the Major Shareholders to subscribe for the Undertaken Shares will lapse. 

The Warrant Shares will be issued pursuant to the general mandate given to the Directors at the annual general meeting of the Company held on 22 June, 2000. 

WARNING OF THE RISK OF DEALINGS IN SHARES AND RIGHTS SHARES 

Existing Shares will be dealt in on an ex-rights basis from Monday, 6 November, 2000. Dealings in the Rights Shares in nil-paid form will take place from 15 November 2000 to 24 November 2000 (both dates inclusive). If the conditions of the Rights Issue are not fulfilled, the Rights Issue will not proceed.

Any shareholders or other persons contemplating selling or purchasing Shares and/or Rights Shares in their nil-paid form during the period from 15 November, 2000 to 24 November, 2000 who are in any doubt about their position are recommended to consult their professional advisers. Any shareholders or other persons dealing in Shares up to date on which all the conditions to which the Rights Issue is subject are fulfilled (and the date on which the Underwriters' right of termination ceases) and any persons dealing in the nil-paid Rights Shares during the period from 15 November, 2000 to 24 November, 2000 will accordingly bear the risk that the Rights Issue may not become unconditional or may not proceed.

CONVERTIBLE BOND ISSUE 

US$600 million Bonds Subscription Agreement 

Date: 
23 October 2000

Parties: 
Bond Issuer as issuer 
The Company as guarantor 
The Convertible Bond Underwriters as subscribers

BNP Paribas Peregrine Securities is the sole book runner and a joint lead manager in respect of the Convertible Bond Subscription. HSBC is a joint lead manager for the Convertible Bond Subscription.

Subject to the fulfillment of the conditions set out below under the section headed “Conditions of the Convertible Bond Subscription”, BNP Paribas Peregrine Securities and HSBC have severally agreed, inter alia, to subscribe, and pay for, the US$600 million Convertible Bonds with an aggregate principal amount up to US$600 million (equivalent to approximately HK$4,680 million). The Bond Issuer has also granted to the Convertible Bond Underwriters the Option which may be exercised, in whole or in part and on one or more occasions, at any time up to and including the 30th day after the closing date of the Convertible Bond Subscription to require the Bond Issuer to issue the Optional US$600 million Convertible Bonds with an aggregate principal amount up to US$200 million (equivalent to approximately HK$1,560 million). The Company has entered into an agreement to guarantee the performance of the Bond Issuer's obligations thereunder.

The US$600 million Convertible Bonds are being offered in Europe and Asia among professional investors and are being privately placed with certain professional investors in Hong Kong. None of the US$600 million Convertible Bonds are being offered to the public in Hong Kong and none of the US$600 million Convertible Bonds will be placed to any connected persons (as defined in the Listing Rules) of the Company. The US$600 million Convertible Bonds are not being offered in the United States, Canada, Australia, Ireland or Japan or to US Persons.

Certain undertakings relating to the Convertible Bond Subscription 

Each of the Bond Issuer and the Company has undertaken to each of the Convertible Bond Underwriters that, subject to certain limited exceptions, neither it nor any person acting on its behalf will (i) issue, offer, sell, contract to sell or otherwise dispose of or grant options, issue warrants or offer rights entitling persons to subscribe or purchase any securities of the same class as the US$600 million Convertible Bonds or the Shares or any other securities convertible into or exchangeable for Shares or the US$600 million Convertible Bonds or securities of the same class as the US$600 million Convertible Bonds or the Shares or other instruments representing or granting interests in securities of the same class as the US$600 million Convertible Bonds or the Shares, or (ii) issue any form of announcement or publication in connection with an issue, offer, sale, contract to sell or otherwise disposition as set out in (i) above, in any case, without the prior written consent of BNP Paribas Peregrine Securities on behalf of the Convertible Bond Underwriters from the date of the US$600 million Bonds Subscription Agreement and ending on the date falling 180 days after closing date of the Convertible Bond Subscription. 

The Bond Issuer and the Company are to procure that each of Mr Li Tzar Kai and companies controlled by him which directly hold any Shares (or any interest therein) will undertake to the Convertible Bond Underwriters, for a period of 120 days following the Closing Date, not to sell, charge or dispose of any Shares/or enter into any agreement to do the same) save in relation to:-- 

1.
any placing and top-up transaction; or 

2.
any disposal of Shares for the purposes of any reconstruction or reorgansation on terms approved by the trustee of the Convertible Bonds or by an extraordinary resolution of the Bondholders.

Conditions of the Convertible Bond Subscription 

Completion of the US$600 million Bonds Subscription Agreement is conditional upon, amongst other things: 

1.
the listing of the US$600 million Convertible Bonds on the Luxembourg Stock Exchange; 

2.
the Listing Committee of the Stock Exchange of Hong Kong granting listing of, and permission to deal in, the Shares which may fall to be issued upon conversion of the US$600 million Convertible Bonds; 

3.
the execution of a trust deed constituting the Bonds and incorporating the terms and conditions of the Bonds in a form reasonably satisfactory to BNP Paribas Peregrine Securities on behalf of the Convertible Bond Underwriters and certain other documentation ancillary to the transactions described in this announcement in forms to be agreed by BNP Paribas Peregrine Securities and certain other parties thereto; and

4.
the consent of banks under financing arrangements entered into by the Company in connection with the merge between the Company and HKT.

Termination 

The US$600 million Bonds Subscription Agreement may be terminated in certain circumstances. In particular, BNP Paribas Peregrine Securities (on behalf of the Convertible Bond Underwriters with prior consent of HSBC) may terminate the US$600 million Bonds Subscription Agreement, by notice in writing to the Bond Issuer and the Company, at any time on or prior to the closing date of the Convertible Bond Subscription including, but not limited to:

(i)
if there comes to the notice of any of the Convertible Bond Underwriters any matter or event showing any of the representations, warranties and/or undertakings of the Company and/or the Bond Issuer under the US$600 million Bonds Subscription Agreement to be untrue or misleading in any material respect or as having been breached in any material respect, or any material breach on the part of the Company and/or the Bond Issuer of any provision of the US$600 million Bonds Subscription Agreement which has not been remedied by the time of expiry of relevant cure periods;

(ii)
if there has been, since the date of the US$600 million Bonds Subscription Agreement, any change or any development or event involving a prospective change which might individually or in the aggregate have a material adverse effect on the condition (financial or otherwise), prospects, business, earnings, properties or results of operations of the Bond Issuer or the Company; or

(iii)
if, in the reasonable opinion of BNP Paribas Peregrine Securities and/or HSBC, the success of the Convertible Bond Issue would or might be materially and adversely affected by:--


(a)
the occurrence of any event, development or change (whether or not local, national or international or forming part of a series of events or changes occurring or continuing before, on and/or after the date hereof and including any event or change in relation to or a development of an existing state of affairs) of a political, military, industrial, financial, economic or other nature since the date of the US$600 million Bonds Subscription Agreement, resulting in a material adverse change in, or which might be expected to result in any material adverse change in, political, economic or stock market conditions;- or 


(b)
the imposition of any moratorium, suspension or material restriction on trading in securities generally on the Stock Exchange, the Luxembourg Stock Exchange and/or the New York Stock Exchange occurring due to exceptional financial circumstances or otherwise. 

Subject to the foregoing, the US$600 million Bonds Subscription Agreement is expected to be completed, and the US$600 million Convertible Bonds to be issued, on or before 6th December 2000.

Assuming full conversion of the US$600 million Convertible Bonds (without exercise of the Option) into Shares at the mid-range of the proposed Conversion Price range, is at the conversion price US$1.029 per Share, (subject to adjustment) and based on the fixed exchange rate of US$1.00=HK$7.80, the Company will issue approximately 582,995,951 new Shares, representing approximately 2.7% of the existing issued share capital, 2.5% of the issued share capital as enlarged by the Rights Shares and the Warrant Shares, 2.5% of the issued share capital of the Company as enlarged by the Rights Shares and the Warrant Shares and Shares to be issued upon conversion of the US$600 million Convertible Bonds, and 2.4% of the issued share capital of the Company as enlarged by the Rights Shares and the Warrant Shares and Shares to be issued upon conversion of the US$600 million Convertible Bonds and the US$500 million Convertible Bonds but without taking into account Shares which may be issued upon conversion of the Telstra Convertible Bond.

Assuming exercise of the Option and conversion of the US$600 million Convertible Bonds into Shares at the mid-range of the proposed Conversion Price range (subject to adjustment) in full and based on the fixed exchange rate of US$1.00=HK$7.80, the Company will issue approximately 777,327,935 new Shares, representing approximately 3.7% of the existing issued share capital, 3.4% of the issued share capital as enlarged by the Rights Shares and the Warrant Shares, 3.3% of the issued share capital of the Company as enlarged by the Rights Shares and the Warrant Shares and Shares to be issued upon conversion of the US$600 million Convertible Bonds, and 3.2% of the issued share capital of the Company as enlarged by the Rights Shares and the Warrant Shares and Shares to be issued upon conversion of the US$600 million Convertible Bonds and the US$500 million Convertible Bonds but without taking into account Shares which may be issued upon conversion of the Telstra Convertible Bond.

US$500 million Bonds Subscription Agreement

Date: 
23 October 2000

Parties: 
Bond Issuer as issuer 
The Convertible Bond Subscriber as subscriber

Subject to the fulfillment of the conditions set out below under the section headed “Conditions of the Convertible Bond Placing”, the Convertible Bond Subscriber has agreed, inter alia, to subscribe and pay for the US$500 million Convertible Bonds with an aggregate principal amount of US$500 million (equivalent to approximately HK$3,900 million).

Conditions of the Convertible Bond Placing 

Completion of the US$500 million Bonds Subscription Agreement is conditional upon, amongst other things: 

1.
the listing of the US$500 million Convertible Bonds on the Luxembourg Stock Exchange; 

2.
the Listing Committee of the Stock Exchange granting listing of, and permission to deal in, the Shares which may fall to be issued upon conversion of the US$500 million Convertible Bonds; 

3.
approval of the Convertible Bond Placing (including the shares to be issued upon the of the convertible bond under the Convertible Bond Placing) by the Independent Shareholders at an extraordinary general meeting of the Company; and 

4.
the consent of banks under financing arrangements entered into by the Company in connection with the merger between the Company and HKT.

Termination 

The US$500 million Bonds Subscription Agreement may be terminated in certain circumstances. In particular, the Convertible Bond Subscriber may terminate the US$500 million Bonds Subscription Agreement, by notice in writing to the Bond Issuer and the Company, at any time on or prior to the closing date of the Convertible Bond Placing: 

(i)
if there comes to the notice of the Convertible Bond Subscriber any matter or event showing any of the representations, warranties and/or undertakings of the Company and/or the Bond Issuer under the US$500 million Bonds Subscription Agreement to be untrue or misleading in any material respect or as having been breached in any material respect, or any material breach on the part of the Company and/or the Bond Issuer of any provision of the US$500 million Bonds Subscription Agreement which has not been remedied by the time of expiry of applicable cure periods; or

(ii)
if there has been, since the date of the US$500 million Bonds Subscription Agreement, any change or any development or event involving a prospective change which might individually or in the aggregate have a material adverse effect on the condition (financial or otherwise), prospects, business, earnings, properties or results of operations of the Bond Issuer or the Company. 

Subject to the foregoing, the US$500 million Bonds Subscription Agreement is expected to be completed, and the US$500 million Convertible Bonds to be issued, on or before 5th December, 2000.

Assuming full conversion of the US$500 million Convertible Bonds into Shares at the mid-range of the initial Conversion Price (subject to adjustment) and based on the fixed exchange rate of US$1.00=HK$7.80, the Company will issue approximately 485,829,960 new Shares, representing approximately 2.3% of the existing issued share capital, 2.1% of the issued share capital as enlarged by the Rights Shares and the Warrant Shares, 2.1% of the issued share capital of the Company as enlarged by the Rights Shares and the Warrant Shares and Shares issued upon conversion of the US$500 million Convertible Bonds and 2.0% of the issued share capital of the Company as enlarged by the Rights Shares and the Warrant Shares and Shares to be issued upon conversion of the US$600 million Convertible Bonds and the US$500 million Convertible Bonds but without taking into account Shares which may be issued upon conversion of the Telstra Convertible Bond.

Others

Shares to be issued by the Company upon conversion of the US$600 Convertible Bonds will be issued pursuant to the general mandate given to the Directors at the annual general meeting of the Company held on 22 June 2000 with Shares to be issued by the Company upon conversion of the US$500 million Bonds being subject to the approval of Independent Shareholders at an extraordinary general meeting of the Company, as referred to above. Under the heading “Conditions of the Convertible Bond Placing”. 

Completion of each of the US$600 million Bonds Subscription Agreement, US$500 million Bonds Subscription Agreement and each of the Share Underwriting Agreements is not dependent on completion of each of the other agreements. Neither the Major Shareholders nor other connected persons of the Company will subscribe for the US$600 million Convertible Bonds.

PRINCIPAL TERMS OF THE CONVERTIBLE BONDS 

The principal terms of the Convertible Bonds, which will be constituted by a trust deed (the “Trust Deed”) to be entered into among the Bond Issuer, the Company and the trustee (to be appointed) are summarised as follows: 

Principal Amount 

The aggregate principal amount of the Convertible Bonds is US$1,100 million, or up to US$1,300 million in case of the exercise of the Option in full. 

Issue Price 

100% of the principal amount of the Convertible Bonds 

Interest Rate 

The Convertible Bonds will bear interest at a rate to be determined in the expected range of 3 per cent. and 3.5 per cent. per annum, on the principal amount and such interest will be payable annually in arrears on each anniversary of the Closing Date up to and including Redemption Date. 

Conversion Price 

The Convertible Bonds are convertible into Shares at an initial conversion price (the “Conversion Price”) to be fixed at a premium expected to be approximately 21 per cent. to 26 per cent. over the closing price of the Shares on the Stock Exchange on Friday, 20 October, 2000, being US$0.83 per Share which is equivalent to HK$6.50, the closing price of the Company’s shares on 20 October 2000, converted at the rate of US$1.00=HK$7.80. The Conversion Price will be subject to adjustment for, among other things, subdivision or consolidation of Shares, bonus issues, rights issues and other dilutive events.

Conversion Rights 

Holders of the Convertible Bonds have the right at any time on or after one month from the Closing Date up to, and including the close of business on the business day 15 days’ prior to the Redemption Date to convert the Convertible Bonds into Shares at the Conversion Price (as defined above), subject to adjustment, and with a fixed rate of exchange. Conversion of the Convertible Bonds by persons other than residents of Hong Kong who beneficially own the Convertible Bonds and are exercising their conversion rights in Hong Kong is subject to certain restrictions. 

Shares issued on conversion will rank pari passu in all respects with the Shares in issue as at the conversion date in all respects and will entitle the holders thereof to receive all future dividends and distributions which are declared, made or paid after the date of allotment of such Shares. 

Term of Convertible Bonds 

5 years. 

Redemption 

Unless previously redeemed, purchased and cancelled or converted, the Convertible Bonds will be redeemed at their principal amount plus accrued interest in US dollars on the Redemption Date, which is expected to give an annual yield of 5.0 per cent. to 6.0 per cent. per annum from the Closing Date of the Convertible Bond Issue to the date of redemption. 

The Bond Issuer may, on or at any time after the third anniversary from the Closing Date, having given not less than 30 nor more than 60 days' notice, redeem all or from time to time some only of the Convertible Bonds at an early redemption price together with interest accrued to the date of actual redemption if (i) the closing price of the Shares on the Stock Exchange translated into US dollars at the prevailing rate for a period of 20 consecutive dealing days, the last of which occurs not more than 20 days prior to the date upon which notice of such redemption is published is at least 120% of the accreted value of the Convertible Bonds then in effect or (ii) at least 90 per cent. in principal amount of the Convertible Bonds has already been redeemed, converted or purchased and cancelled. 

In addition, the Bond Issuer will be entitled to redeem all, but not some, of the Convertible Bonds earlier than the Redemption Date at an early redemption price in the event of certain changes relating to, inter alia, Hong Kong taxation. 

Form of the Convertible Bonds 

The Convertible Bonds will be in registered form only, without interest coupons attached and in denominations of US$1,000 each. 

Guarantee 

The due payment of all sums due in respect of the Convertible Bonds and all other moneys payable by the Bonds Issuer under or pursuant to the Trust Deed will be unconditionally and irrevocably guaranteed by the Company. 

Ranking of the Convertible Bonds 

The Convertible Bonds will rank as senior subordinated debt.

Listing 

Application will be made for the listing of the Convertible Bonds on the Luxembourg Stock Exchange. No application will be made for the listing of, and permission to deal in, the Convertible Bonds on any other stock exchange. The Company will apply to the Stock Exchange for the listing of, and permission to deal in, the Shares to be issued upon conversion of the Convertible Bonds. 

SHAREHOLDING STRUCTURE OF THE COMPANY 

To the best knowledge of the Directors and, according to the registers required to be maintained by the Company under the Securities (Disclosure of Interests) Ordinance, the shareholding structure of the Company as at the date of this announcement is as follows:
 [image: image1.wmf]
CHANGES TO THE SHAREHOLDING IN THE COMPANY AS A RESULT OF THE RIGHTS ISSUE AND THE CONVERTIBLE BOND ISSUE

Assuming that no other issue of Shares is made by the Company prior to the Record Date and no Rights Shares are subscribed for by the Qualifying Shareholders and that the Major Shareholders themselves subscribe for all of the Rights Shares falling to be taken up under their respective underwriting obligations pursuant to the Share Underwriting Agreements, the aggregate shareholding of the Major Shareholders in the Company immediately before completion of the Rights Issue, after completion of the Rights Issue but before exercise of the Warrants and conversion of the Convertible Bonds, upon exercise of the Warrants but before conversion of the Convertible Bonds and after full conversion of the US$600 million Convertible Bonds (assuming no exercise of the Option) are as follows:


Immediately before completion of the Rights Issue and the Convertible Bond Issue
Immediately after completion of the Rights Issue (assuming that the Major Shareholders have taken up all the Rights Shares) but before the exercise of the Warrants and the conversion of the Convertible Bonds
After completion of the Rights Issue (assuming that the Major Shareholders have taken up all the Rights Shares) and the exercise of the Warrants but before conversion of the Convertible Bonds in full (assuming no exercise of the Option)
After completion of the Rights Issue (assuming that the Major Shareholders have taken up all the Rights Shares) and the exercise of the Warrants and conversion of the Convertible Bonds (assuming no exercise of the Option)

The Major Shareholders
8,114,485,137 Shares (approximately 38.2%)
8,751,758,131 Shares (approximately 40.0%)
10,026,304,119 Shares (approximately 43.3%)
10,512,134,079 Shares  (approximately 43.4%)

Note:
If the Option is exercised in full, the numbers of Shares will remain the same but the percentage will be reduced to 43.1%. 

After completion of the Rights Issue but before conversion of the Convertible Bonds and on the assumption that the Major Shareholders have taken up all the Rights Shares and exercised the subscription rights attaching to the Warrants in full and no other issue of Shares is made before such exercise, the aggregate interest of the Major Shareholders in the Company will increase from approximately 38.2% to approximately 43.3%. The Major Shareholders cannot increase more than 5% voting rights in PCCW in any 12 month period. The lowest percentage holding of the Major Shareholders has been 38.2% since August, 2000. If they increase their interest in PCCW ran 38.2% to 43.3% (i.e. for more than 5%) within a period of 12 months, the Major Shareholders are required to make a general offer under the Takeovers Code.

As PCRD's shareholding in the Company will cross over 35%, it has made an application for a waiver of the obligation to extend the general offer under Note 6 to Rule 26.1 of the Takeovers Code. The Executive has granted such waiver pursuant to Note 6 to Rule 26.1 of the Takeovers Code, on the basis that the Major Shareholders in total hold more than 35% of the using interests in the Company.

No other persons who are concert parties is the Major Shareholders hold any shares are not acting in concert with any others Shareholders.

Assuming that the outstanding Employees Share Options and Intel Pacific Options are exercised into Shares before the Record Date and no Rights Shares are subscribed for by the Qualifying Shareholders and the Major Shareholders themselves subscribe for all of the Rights Shares falling to be taken up under their respective underwriting obligation pursuant to the Share Underwriting Agreements, the aggregate shareholding of the Major Shareholders in the Company immediately before completion of the Rights Issue, after completion of the Rights Issue but before exercise of the Warrants and conversion of the Convertible Bonds, upon exercise of the Warrants but before conversion of the Convertible Bonds and after full conversion of the US$600 million Convertible Bonds (assuming no exercise of the Option) are as follows:

Immediately before completion of the Rights Issue and the Convertible Bond Issue
Immediately after completion of the Rights Issue (assuming that the Major Shareholders have taken up all the Rights Shares) but before the exercise of the Warrants and conversion of the Convertible Bonds
After completion of the Rights Issue (assuming that the Major Shareholders have taken up all the Rights Shares) and the exercise of the Warrants but before conversion of the Convertible Bonds in full
After completion of the Rights Issue (assuming that the Major Shareholders have taken up all the Rights Shares) and the exercise of the Warrants and conversion of the Convertible Bonds (assuming no exercise of the Option)

The Major Shareholders
8,114,485,137 Shares (approximately 35.7%)
8,796,811,597 Shares (approximately 37.6%)
10,161,464,517 Shares (approximately 41.0%)
10,647,294,476 Shares  (approximately 41.2%)

Note:
If the Option is exercised in full, the number of Shares will remain the same but the percentage will be reduced to 40.9%.

USE OF PROCEEDS 

The estimated net proceeds from the Rights Issue, the exercise of the rights attached to the Warrants, the proceeds from the US$600 million Convertible Bond (including the US$200 million under the Option) and the US$500 million Convertible Bond amounts to approximately HK$4.1 billion, HK$9.6 billion, HK$6.1 billion and HK$3.9 billion respectively. The proceeds are currently intended to be used to reduce the Group's bank borrowings and as general working capital of the Group.

REASONS FOR AND BENEFITS OF THE RIGHTS ISSUE AND THE CONVERTIBLE BOND ISSUE 

The Company recently merged with HKT, which is a provider of satellite, telephony and Internet services. Its communications solutions include an interactive television service and converged Internet and digital video content service.

The Rights Issue and Convertible Bond Issue will, upon completion, raise immediate funds to the Company of an aggregate net sum of approximately HK$14.1 billion, or, in case of the exercise of the Option in full, HK$16.0 billion. Further, an additional sum of approximately HK$9.6 billion will be available to the Company upon exercise of the subscription rights attaching to the Warrants by the holders thereof in full. These funds can be used by the Company to reduce its bank borrowings and the balance, if any, will be used as general working capital. This will also improve the liquidity position of the Group as well as enhance the equity base and reduce the financing costs of the Group.

It is expected that the Rights Issue will also allow the Qualifying Shareholders to maintain their respective pro rata shareholdings in the Company. The Convertible Bond Issue is expected to provide a significant amount of medium term funding to the Company at a relatively lower financing cost, which the Directors consider to be beneficial to the Group and the Shareholders taken as a whole. In addition, the Convertible Bond Issue may also diversify the Company's investor base and should not cause any immediate dilution to the shareholding of the existing shareholders of the Company.

INFORMATION ON THE GROUP

The Company is one of the largest Internet companies in the market capitalisation. Focused on global growth, the Company is developing a full spectrum of broadband Internet capabilities, and is aiming to become the premier provider of telecommunications, digital technology and new media services. In August 2000, the Company completed its US$28 billion merger with HKT.

The Company is one of Asia's largest communications companies, serving 3.7 million business and residential fixed line telephone customers, nearly one million mobile customers and 600,000 Internet customers including more than 120,000 broadband internet users in Hong Kong. The Company is also one of the leading data center and web hosting operators in Greater China and operates one of Asia's largest international IP backbone networks, with substantial self-owned submarine fiber optic network and satellite capacity connecting all the major countries of Asia with global links to China, Japan, the US and Europe.

The Company is organised under eight business units within three operating sectors: 

Telecommunications Services, which principally comprises telecommunications and other value-added services based on the Company's fiber-optic local network in Hong Kong; Global Communications Services, being mobility and global connectivity services which will operate under the Company's joint ventures that are currently being finalised with Telstra; Net Enterprises which includes the Company's Network of the World (NOW) converged broadband content and services, B2B business services, Data Center services and its CyberWorks Ventures portfolio of Internet-related enterprises and joint ventures. Infrastructure Services manages the Company's substantial property portfolio in Asia, including the development and construction of the Cyberport project in Hong Kong under the Company's agreement with the Hong Kong SAR Government. 

Unaudited PRO FORMA STATEMENT OF ADJUSTED NET LIABILITIES OF THE GROUP

The following is an unaudited statement of the pro forma adjusted net liabilities of the Combined Group after taking into account of material events of which the Directors are aware, which have been publicly announced, occurring since the date of the Composite Document and the impact of the Rights Issue and the issuance of the Convertible Bonds. Note that this statement does not reflect the impact of the implementation of strategic alliances with Telstra Corporation Limited.


HK$ 
million

Net assets of PCCW Group at 31 March, 2000 as disclosed in the Composite Document
22,740

Net assets of HKT Group at 31 March, 2000 as disclosed in the Composite Document
33,899

Sub-total
56,639

Unaudited results of operations of PCCW Group for the three months ended 30 June, 2000
(55)

Unaudited results of operations of HKT Group for the three months ended 30 June, 2000
2,355

Conversion of remaining convertible bonds held by PCRD in August 2000
718

Acquisition of HKT:


- Cash element of the consideration paid for the acquisition of HKT
(88,141)

- Estimated expenses related to the acquisition of HKT
(1,012)

Approximate proceeds from early exercise of 23,673,470 outstanding share options of HKT on 8 August, 2000
24

Approximate proceeds from exercise of employee stock options of PCCW to 31 August, 2000
195

Unaudited pro forma statement of adjusted net liabilities of the Combined Group immediately before the Rights Issue
(29,277)

Estimated net proceeds from the Rights Issue
4,108

Unaudited pro forma statement of adjusted net liabilities as adjusted by the issue of the Rights Shares but before the exercise of the rights attached to the Warrants and the conversion of the Convertible Bond and before the Telstra Transactions
(25,169)

Estimated net proceeds from the exercise of the rights attached to the Warrants
9,559

Unaudited pro forma statement of adjusted net liabilities as adjusted by the issue of the Rights Shares and the shares to be issued upon the exercise of the rights attached to the Warrants but before the conversion of the Convertible Bond and before the Telstra Transactions
(15,610)

Conversion of the Convertible Bonds under the Convertible Bond Issue (assuming the Option has been exercised in full)
9,978

Unaudited pro forma statement of adjusted net liabilities as adjusted by the issue of the Rights Shares and the shares to be issued upon the exercise of the rights attached to the Warrants and the Convertible Bond and before the Telstra Transactions
(5,632)

Notes

1
The above unaudited pro forma statement has been prepared on the basis of the net assets of the PCCW Group and the HKT Group respectively as at 31 March, 2000, as adjusted by the unaudited results of the operation of the Combined Group for the 3 months ended 30 June, 2000, and is subject to the same assumptions, reservations, qualifications and risk factors as disclosed in the Composite Document. 


The results of operations of the PCCW Group and the HKT Group subsequent to 30 June, 2000 have not been included in preparing the above unaudited pro forma statement of adjusted net liabilities of the Combined Group. 

2.
For the purposes of preparing the above unaudited pro forma combined financial data, the book value of the assets and liabilities of HKT as stated in its audited consolidated financial statements as at 31 March, 2000 have been used. 


To compute goodwill arising from the purchase of HKT, a formal valuation of the separable tangible and intangible assets and liabilities of HKT is currently being undertaken. This exercise has not been completed at the date of this announcement. As a result of the valuation, the fair value of the net assets of HKT may be substantially different from the book value of the net assets of HKT as stated in its audited consolidated financial statements as at 31 March, 2000, which were prepared on the historical cost basis modified only by the revaluation of investment properties and certain investments. Accordingly, the pro forma net liabilities of the Combined Group may be different from that shown above.

3
Under the terms of the Telstra Transactions, the Company will dispose of a 60% stake in its wireless communication business. This may result in a gain/loss on disposal which will impact the net liabilities of the Combined Group. The amount, if any, of gain/loss is dependent upon the amount of the purchase price paid by PCCW to acquire HKT attributable to the wireless communication business. As mentioned above, a formal valuation of the various business of HKT including the wireless communication business is currently being undertaken to enable the allocation of the purchase price to these businesses. 

4.
On 10 August, 2000 the Company announced the purchase of a majority interest in Jaleco Ltd. (“Jaleco”), a publicly traded company in Japan, for JPY 27 billion (approximately US$250 million). Upon completion of the transaction, the Company will own approximately 81% of the shares in Jaleco. The acquisition will be achieved through the purchase of shares from the existing major shareholders of Jaleco and the subscription of new shares to be issued by Jaleco. The Purchase and Subscription will be completed in stages through November 2000. 


The Company is in the process of ascertaining the fair value of the identifiable net assets and liabilities and the amount of goodwill, if any, arising from the acquisition of its interests in Jaleco. As such, the impact of such goodwill has not been reflected in the above pro forma unaudited net liabilities of the Combined Group. Any goodwill arising from the acquisition of Jaleco will change the pro forma net liabilities of the Combined Group from that shown above.

REDUCTION OF THE FINANCING FACILITY

PCCW has entered into the Facilities Agreement (as defined in the Composite Document) on 29 February, 2000, as restated, supplemented and amended by a first supplemental agreement dated 9 March, 2000 and a second supplemental agreement dated 6 May 2000, to finance the cash element of the consideration payable for the acquisition of HKT through the Financing Facility (as defined in the Composite Document) of up to US$12 billion. The Financing Facility was arranged by BOCI Capital Limited HSBC, Investment Bank Asia Limited, Banque Nationale de Paris, Hong Kong Branch and Barclays Capital Asia Limited. During August 2000, US$11.32 billion was drawn down to finance the cash element of the consideration payable for the acquisition of HKT. A further US$680 million of the facility was drawn for working capital purposes. 

On 11 September 2000, PCCW repaid an amount of US$3 billion in accordance with the Facilities Agreement, resulting in an outstanding principal balance of US$9 billion as at the date of this announcement. 

As disclosed in the October Announcement in relation to the Telstra Transactions, if the Internet Backbone joint venture business raises financing of up to US$2.0 billion, a cash payment of up to US$3.555 billion is payable to PCCW upon completion of the Telstra Transactions. These funds will be used for partial repayment of the Financing Facility.

Under the terms of the Financing Facility, one-half of the proceeds from the issuance of the Rights Issue must be used to repay the Financing Facility. In addition proceeds from the issuance of the Convertible Bonds, will also be used to repay the Financing Facility. 

Upon completion of the Convertible Bond Issue, US$1.1 billion (US$1.3 billion if the Option is exercised is full) will be recorded as non-current liabilities in the combined accounts of the Group.

Summary of the terms of Telstra Transactions 

As disclosed in the October Announcement, the alliance involves:

(i)
a merger of some of the businesses and assets of PCCW and Telstra to create a 50:50 joint venture operating a global IP backbone business (“IP Backbone Co”) . In addition to the 50% equity interest in IP Backbone Co, the purchase price payable by IP Backbone Co to PCCW comprises a cash payment of up to US$1.125 billion (approximately HK$8.77 billion) and in addition to a 50% equity interest in IP Backbone Co, the purchase price payable by IP Backbone Co to Telstra comprises a cash payment of up to US$375 million (approximately HK$2.9 billion); 

(ii)
the purchase by Telstra of a 60% stake in a newly formed company that will own PCCW's Hong Kong wireless communications business (“Regional Wireless Co”) for US$1.68 billion (approximately HK$13.1 billion); 

(iii)
a 50:50 internet data centre joint venture (“IDC Co”) to be formed that will own and operate a network of internet data centres throughout the Asia-Pacific region; 

(iv)
a broadband distribution and production arrangement for PCCW's NOW broadband channel and internet offerings in Australia; and 

(v)
the issue to Telstra by PCCW of the Telstra Convertible Bond for cash.

The definitive agreements signed include: Shareholders Agreements; Asset Transfer and Share Sale Agreements; Connectivity Agreements; Shared Services Agreements and a Purchase Agreement for the purchase of the Telstra Convertible Bond. These agreements deal with the relationships between PCCW, Telstra and the various joint ventures and the issue and purchase of the Telstra Convertible Bond.

Completion of the implementation of the Telstra Transactions is subject to the obtaining of all necessary regulatory consents.

ADJUSTMENT TO THE EXERCISE PRICES AND THE NUMBER OF SHARES TO BE ISSUED UPON EXERCISE OF THE EMPLOEES SHARE OPTIONS

The exercise prices and the numbers of Shares to be issued upon exercise of the Employees Share Options will be adjusted (if required) in accordance with the terms and conditions of the Share Option Scheme upon completion of the Rights Issue and the Convertible Bond Issue.

CONNECTED TRANSACTION

As Mr. Li Tzar Kai, Richard is a substantial shareholder of the Company, the subscription of the US$500 million Convertible Bonds by the Convertible Bond Subscriber will constitute a connected transaction for the Company under the Listing Rules. An extraordinary general meeting will be convened to approve, inter alia, the Convertible Bond Placing and the Major Shareholders and their respective Associates will abstain from voting at the said extraordinary general meeting.

The terms of the US$500 million Bonds Subscription Agreement has been arrived at after arm's length negotiations and are on normal commercial terms. The Directors (including the independent Directors) consider the terms of the US$500 million Bonds Subscription Agreement to be fair and reasonable and in the interests of the Company and the Shareholders taken as a whole.

GENERAL

The Shares were suspended from trading on the Stock Exchange at 10:00 a.m. on 23 October 2000 pending the release of this announcement. Application will be made to the Stock Exchange for the resumption of trading in the Shares from 10:00 a.m. on 24 October, 2000.

Further announcements will be made by the Company in respect of the result of the Rights Issue and, as regards the Convertible Bonds, after the initial Conversion Price, interest rate and redemption yield have been finally determined (which is expected to be determined within the next few days), the completion of the US$600 million Bonds Subscription Agreement and if the Option is exercised. 

The Prospectus containing further details of the Rights Issue will be despatched to Shareholders as soon as possible.

An independent board committee (the “Independent Board Committee”) will be formed to consider the interests of the Independent Shareholders and an independent financial adviser will be appointed to advise the Independent Board Committee in respect thereof. A circular containing details of the Convertible Bond Placing, the letter from the Independent Board Committee, the advice of the independent financial adviser to the Independent Board Committee and a notice convening the extraordinary general meeting of the Company to consider and if thought fit, to approve the Convertible Bond Placing will be despatched to the Shareholders as soon as practicable.

Other than the above, there are no other negotiations currently being conducted by the Group outside the ordinary course of its business which are material.

Shareholders and investors should exercise caution in dealing in the securities in the Company.

BNP Paribas Peregrine Capital Limited has been appointed as the financial adviser to the Company in respect of the Rights Issue, the Convertible Bond Subscription and the Convertible Bond Placing.

TERMS USED IN THIS ANNOUNCEMENT 

“Associates”
has the meaning as ascribed to it under the Listing Rules 

“BNP Paribas Peregrine Securities”
BNP Paribas Peregrine Securities Limited, a securities dealer registered under the Securities Ordinance (Chapter 333 of the Laws of Hong Kong) 

“Bond Issuer”
Tolworth Finance Limited, a wholly-owned subsidiary of the Company incorporated under the laws of the British Virgin Islands

“Closing Date”
on or before 5 December, 2000 or at a later date to be agreed between the Company and the Convertible Bonds Underwriters 

“Combined Group”
PCCW and its subsidiaries, including Cable & Wireless HKT Limited and its subsidiaries, following the implementation of the Scheme of Arrangement 

“Composite Document”
the composite document dated 26 May 2000 despatched to the Shareholders in connection with the Scheme of Arrangement of HKT

“Convertible Bonds”
U.S. dollar-denominated convertible Bonds to be issued by the Bond Issuer and guaranteed by the Company under the US$600 million Bonds Subscription Agreement and/or the US$500 million Bonds Subscription Agreement 

“Convertible Bond Issue”
the Convertible Bond Placing and the Convertible Bond Subscription

“Convertible Bond Placing”
the placing and issue of the Convertible Bonds with an aggregate principal amount of US$500 million (equivalent to approximately HK$3,900 million) under the US$500 million Bonds Subscription Agreement 

“Convertible Bonds Subscriber”
Pacific Century Group Holdings Limited, a company incorporated under the laws of the British Virgin Islands and beneficially wholly owned by Mr. Li Tzar Kai, Richard

“Convertible Bond Subscription”
the subscription and issue of the Convertible Bonds with an aggregate principal amount of US$600 million (equivalent to approximately HK$4,680 million), or, in case of the exercise of the Option in full, US$800 million (equivalent to approximately HK$6,240 million), under the US$600 million Bonds Subscription Agreement 

“Convertible Bond Underwriters”
BNP Paribas Peregrine Securities and HSBC 

“US$600 million Bonds Subscription Agreement”
a conditional subscription agreement entered into between, among others, the Company, the Bond Issuer and the Convertible Bond Underwriters on 23 October 2000 in connection with the issue by the Bond Issuer of the Convertible Bonds with an aggregate principal amount of US$600 million (equivalent to approximately HK$4,680 million) , or, in case of the exercise of the Option in full, US$800 million (equivalent to approximately HK$6,240 million, which are unconditionally and irrevocably guaranteed by the Company

“Directors”
directors of the Company 

“Excluded Shareholders”
Shareholders whose names appear on the register of members of the Company on the Record Date and whose addresses as shown on such register are outside Hong Kong or who are unable to give the certifications required of Qualifying Shareholders 

“Exercise Period”
a period of one year commencing on the business day immediately following the day on which the Rights Issue becomes unconditional during which the subscription rights attaching to the Warrants may be exercised from time to time. On the basis that the Rights Issue becomes unconditional on or about 29 November 2000, the Exercise Period is expected to commence from 30 November 2000 until 29 November 2001 (both dates inclusive) 

“Exercise Price”
the sum payable in respect of each new Share to which the holder(s) of the Warrants will be entitled upon exercise of the subscription rights represented thereby, being HK$7.50, subject to adjustments

“Group”
the Company and its subsidiaries 

“Hong Kong”
the Hong Kong Special Administrative Region of the People's Republic of China 

“HKT”
Cable & Wireless HKT Limited

“HKT Group”
HKT, its subsidiaries and, where the context so requires, its associated companies prior to the Scheme of Arrangement as described in the Composite Document 

“HSBC”
HSBC Investment Bank Asia Limited, an exempt dealer under the Securities Ordinance (Chapter 333 of the Laws of Hong Kong) and a licensed bank under the Banking Ordinance (Chapter 155 of the Laws of Hong Kong)

“Independent Shareholders”
Shareholders other than the Major Shareholders and their Associates 

“Intel Pacific Options”
the options granted to Intel Pacific, Inc. under which Intel Pacific, Inc. has the right to subscribe for Shares 

“Listing Rules”
the Rules Governing the Listing of Securities on the Stock Exchange 

“Major Shareholders”
PCD, PCG and PCRD, together being the major shareholders of the Company interested in aggregate in approximately 38.2 per cent. of the existing issued share capital of the Company. The Major Shareholders do not have any concert parties holding the Shares. 

“October Announcement”
the announcement of the Company dated 13 October 2000 announcing, inter alia, the execution of definitive documentation for implementation of the strategic alliance with Telstra 

“Rights Issue”
the Rights Issue on the basis of 30 new Shares (with Warrants) for every 1000 existing Shares 

“Rights Share(s)”
new Shares to be issued and allotted under the Rights Issue 

“Option”
the option granted by the Company to BNP Paribas Peregrine Securities on behalf of the Convertible Bond Underwriters pursuant to which BNP Paribas Peregrine Securities may require the Company to issue Optional Convertible Bonds with an aggregate principal amount up to US$200 million (equivalent to approximately HK$1,560 million) exercisable within 30 days after the closing date of the Convertible Bond Subscription 

“Optional Convertible Bonds”
the additional Convertible Bonds with aggregate principal amount up to US$200 million (equivalent to approximately HK$1,560 million) to be issued by the Company in the case of exercise of the Option 

“PCCW” or the “Company”
Pacific Century CyberWorks Limited, a company incorporated in Hong Kong with limited liability, the shares of which are listed on the Stock Exchange 

“PCCW Group”
PCCW and its subsidiaries and, where the context so required, its associated companies prior to the Scheme of Arrangement as described in the Composite Document 

“PCD”
Pacific Century Diversified Limited, a company incorporated in the Cayman Islands with limited liability which is wholly owned by Mr. Li Tzar Kai, Richard

“PCG”
Pacific Century Group Holdings Limited, a company incorporated in the British Virgin Islands with limited liability which is wholly owned by Mr. Li Tzar Kai, Richard and is the ultimate controlling shareholder of PCRD 

“PCRD”
Pacific Century Regional Developments Limited, a company incorporated in Singapore with limited liability, the shares of which are listed on the Singapore Exchange Securities Trading Limited 

“Prospectus”
a prospectus containing details of the Rights Issue 

“Prospectus Documents”
the Prospectus, the provisional allotment letter and the excess application form relating to the Rights Issue

“Qualifying Shareholders”
Shareholders, other than the Excluded Shareholders, whose names appear on the register of members of the Company as at the close of business on the Record Date and who are able to provide the certificate described under the headings: “Rights Issue: Qualifying Shareholders”. 

“Record Date”
the record date by reference to which entitlements to the Rights Issue will be determined, which date is expected to be Monday, 13 November 2000,

“Redemption Date”
the fifth anniversary of the closing date of the Convertible Bond Issue 

“US$500 million Bonds Subscription Agreement”
a conditional placing and subscription agreement entered into between, among others, the Company, the Bond Issuer and the Convertible Bonds Subscriber on 23 October 2000 in connection with the issue by the Bond Issuer of the Convertible Bonds with an aggregate principal amount of US$500 million (equivalent to approximately HK$3,900 million) which are unconditionally and irrevocably guaranteed by the Company 

“Scheme of Arrangement”
the scheme of arrangement between Cable & Wireless HKT Limited and its then shareholders under Section 166 of the Companies Ordinance (Chapter 32 of the Laws of Hong Kong) which became effective on 17 August 2000

“Share(s)”
ordinary shares of HK$0.05 each in the share capital of the Company 

“Employees Share Options”
outstanding share options granted pursuant to the Share Option Scheme 

“Share Option Scheme”
the employee share option scheme of the Company adopted on 20 September, 1994 (as amended on 22nd December 1995 and 29 July 1999) 

“Shares Underwriting Agreements”
the underwriting agreements between the Company and each of the Major Shareholders dated 23 October 2000 in connection with the Rights Issue 

“Shareholder(s)”
holder(s) of Shares

“Stock Exchange”
The Stock Exchange of Hong Kong Limited

“Subscription Price”
HK$6.50 per Rights Share

“Takeovers Code”
The Hong Kong Code on Takeovers and Mergers 

“Telstra”
Telstra Corporation Limited of Australia, a company incorporated in Australia \with limited liability, the shares of which are listed on the ASX Limited 

“Telstra Transactions”
the transactions between the Group and Telstra, details of which were disclosed in the October Announcement 

“Telstra Convertible Bond”
the US$750 million variable coupon subordinated convertible bond due 2006 to be issued by the Company to Telstra pursuant to the Telstra Transactions 

“Undertaken Shares”
243,434,554 Rights Shares, subject to adjustment, to be subscribed by the Major Shareholders pursuant to their irrevocable undertakings to the Company and being their provisional allotments under the Rights Issue

“Underwritten Shares”
the balance of the Rights Shares other than the Undertaken Shares which are underwritten by the Major Shareholders under the Share Underwriting Agreements 

“US$500 million Convertible Bonds”
the Convertible Bonds of a principal amount of US$500 million to be subscribed by the Convertible Bonds Subscriber 

“US$600 million Convertible Bonds”
the Convertible Bonds of an aggregate principal amount of up to US$600 million, or, in the case of exercise of the Option in full, up to US$800 million, to be subscribed by the Convertible Bonds Underwriters

“Warrant(s)”
1,274,545,988 warrants(s) to be issued by the Company in registered form in units of subscription rights of HK$7.50 each entitling the holder(s) thereof to subscribe in cash during the Excise Period up to an aggregate amount of approximately HK$9.6 billion for new Shares at the Exercise Price, provided that the number of Warrants to be issued and the subscription monies to be payable shall be increased in proportion to any additional Share which will be issued and allotted on or before the Record Date 

“Warrant Share(s)”
new Shares falling to be issued upon exercise of the subscription rights attaching to the Warrants 

“HK$”
Hong Kong dollars

“US$” or “US Dollars”
United States dollars

“United States” or “US”
the United States of America, its territories and possessions, any State of the United States, and the District of Columbia 

“US Person(s)”
any person or entity deemed to be a US person for purposes of Regulation S under the United States Securities Act of 1933, as amended 

By Order of the Board
Donald J. Hess
Company Secretary 
Hong Kong, 23 October, 2000

In this announcement, unless stated otherwise herein, certain amounts quoted in US dollars and Japanese Yen have been translated into Hong Kong dollars and US dollars respectively at the reference rate of US$1.00 to HK$7.80 and US$1.00 to |SY108.00 for information purpose only. Such translation should not be construed as a representation that the relevant amounts have been, could have been, or could be, converted at that or any other rate or at all.

This announcement includes, and the Prospectus will include, forward-looking statements. The Company has based and will base these forward-looking statements on its contemporaneous expectations and projections about future events. These forward looking statements address, among other things, (i) the emerging stage of the Company's business model; (ii) the expected growth of Internet and telecommunications technology; (ii) the pace of change in the Internet and telecommunications marketplace; (iv) the demand for Internet and telecommunications services in Asia, (v) expected benefits from the Company's acquisition of HKT and its anticipated joint ventures with Telstra, (vi) the anticipated effects of deregulation of the Hong Kong telecommunications markets; (vii) the Company's ability to integrate the Company and HKT; (viii) expected future expenditures for capital projects; (ix) the Company's ability to realise subscription fees, and advertising and electronic commerce (e-commerce) revenues; (x) changes in political, social, economic and regulatory environment in Hong Kong, greater China, India, Japan and the Asia-Pacific market generally; and (xi) “Risk Factors” that the Company will include in the Prospectus. The forward looking statements included in this announcement are subject to risks, uncertainties, and assumptions about the Company and its subsidiaries. The Company's actual result of operations may differ materially from its forward-looking statements. The Company does not undertake to update publicly or revise any forward-looking statements, whether as a result of new information, future events or otherwise. In light of these risks, uncertainties and assumptions, the forward-looking events discussed in this announcement may not occur.
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