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

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.
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Pacific Century CyberWorks Limited
電訊盈科有限公司

(Incorporated in Hong Kong with limited liability)
STRATEGIC ALLIANCE WITH TELSTRA CORPORATION LIMITED

VERY SUBSTANTIAL ACQUISITION,

MAJOR TRANSACTION AND

ISSUE OF SUBORDINATED CONVERTIBLE BONDS

The Directors of Pacific Century CyberWorks Limited announce that a circular relating to its proposed strategic alliance with Telstra Corporation Limited was despatched to PCCW shareholders on 22 December 2000. 

The circular contains certain financial information relating to IP Backbone Company, Pacific Century CyberWorks Limited’s wireless communications business, and an unaudited pro forma statement of assets and liabilities incorporating certain pro forma adjustments, that have not previously been disclosed.
Terms defined in the announcement of the Company dated 13 October 2000 shall, unless the context requires otherwise have the same meanings in this announcement. 

The Directors of Pacific Century CyberWorks Limited (“PCCW”) announce that a circular in respect of PCCW's strategic alliance (the “Alliance”) with Telstra Corporation Limited (“Telstra”) was despatched to its shareholders on 22 December 2000 pursuant to the Rules Governing the Listing of Securities on the Stock Exchange of Hong Kong Limited (the “Listing Rules”). 

The transaction relating to the formation of IP Backbone Company constitutes a very substantial acquisition under the Listing Rules and requires the approval of PCCW's shareholders. The transaction relating to the disposal of a 60 per cent. interest in Regional Wireless Company for US$1.68 billion (approximately HK$13.1 billion) will constitute a major transaction under the Listing Rules and also requires the approval of PCCW's shareholders. PCCW is also seeking the approval of its shareholders to the issue to Telstra by PCCW of the US$750 million (approximately HK$5.85 billion) subordinated convertible bonds (“Telstra Convertiable Bonds”) and the issue of shares in the capital of PCCW on conversion thereof. 

The Alliance also involves the formation of an Internet data centre joint venture and a broadband distribution arrangement for PCCW's NOW broadband Internet offerings in Australia. 

The Directors of PCCW are of the opinion that the Alliance is in the best interests of PCCW and its shareholders. Accordingly, the Directors of PCCW recommend to PCCW shareholders that they vote in favour of the ordinary resolution to be proposed at the Extraordinary General Meeting to be held on 16 January 2000 to approve the Alliance. 

In this announcement, the term HKT means PCCW-HKT Limited (formerly Cable & Wireless HKT Limited); “HKT Group” means HKT and its subsidiaries; “PCCW Group” means PCCW and its subsidiaries (excluding the HKT Group); and “Group” means the PCCW Group and the HKT Group together. 

The Directors of PCCW do not accept responsibility for the accuracy of the information relating to Telstra and its subsidiaries contained in this announcement. 

unaudited PRO FORMA combined STATEMENT OF ASSETS AND LIABILITIES OF THE GROUP

The following is an unaudited pro forma combined statement of assets and liabilities of the Group based on the unaudited consolidated balance sheet of PCCW as at 30 June 2000 and the unaudited consolidated balance sheet of HKT as at 30 June 2000 assuming, inter alia, that 

(i)
the acquisition of HKT by PCCW had been completed;

(ii) 
the rights issue under the terms set out in the prospectus issued by PCCW on 13 November 2000 (“Rights Issue”) and the issue of convertible bonds on 5 December 2000 (“Convertible Bonds”) had been completed; 

(iii) 
the transactions relating to the Alliance (“Transactions”) had been completed; 

(iv) 
the long term financing pursuant to a commitment letter from certain banks to PCCW-HKT Telephone Limited (“HKTC Commitment Letter”) and a commitment letter from certain banks to IP Backbone Company (“IPBC Commitment Letter”) (utilised up to US$1.5 billion (approximately HK$11.7 billion)) were in place; 

(v)
full exercise of warrants issued under the Rights Issue (“Warrants”); and 

(vi)
full conversion of the Convertible Bonds and the Telstra Convertible Bonds 

on 30 June 2000, and taking into account certain other events since 30 June 2000 (other than the acquisition of PCCW-Japan, as explained in note 12 to the unaudited pro forma combined statement of assets and liabilities of the Group below). 


Unaudited 
balance as at 
30 June 2000
Pro forma adjustments Debit/ (Credit)
Notes
The Group immediately before adjustments for the Transactions and repayment of loan under facilities agreement dated 29 February 2000 (as amended, restated and supplemented) (“Facilities Agreement”) 
Pro forma adjustments Debit/ (Credit) 
Notes
 The Group immediately after the Transactions and repayment of loan under Facilities Agreement but before adjustments for conversions of Convertible Bonds and Telstra Convertible Bonds, and exercise of Warrants 
Pro forma adjustments Debit/ (Credit)
Notes
The Group after adjustments for conversions of Convertible Bonds and Telstra Convertible Bonds, and exercise of Warrants

HK$ million
PCCW Group
 HKT Group










Fixed assets 
1,925 
25,138 
-- 

27,063
(7,130)
9
19,933 
--

19,933 

Properties held for development 
72 
-- 
-- 

72
--

72
--

72

Properties held under development 
1,810 
-- 
--

1,810
--

1,810 
--

1,810

Investments 
6,738 
1,208 
-- 

7,946
(7)
9
12,712
--

12,712

 





3,905
9











868
9





Other non-current assets 
183 
1,083 
148
8(a) 
1,414
--

1,414 
(148) 
8(b) 
1,266 

Other current assets 
2,444 
4,149 
--

6,593
(944)
9 
5,649 
--

5,649

Cash and bank deposits 
12,199 
15,249 
24
2
10,691
8,775
9
15,306 
9,559 
7(b) 
24,865 




(1,012) 
2

(24)
9








5,304
3

13,104
9








199
4

5,850
10(a)








(23,360)
5

36,660
11(b)








4,106 
7(a)

(59,750)
11(b)








8,432 
8(a)









--
--
 (10,450) 
 11(a)
-- 
 

--


--

Total assets 
25,371 
46,827 


55,589


56,896 


66,307 

Current liabilities 
(1,382) 
(9,586) 
(88,141)
2
(70,603)
1,933
9 
(8,920) 
--

(8,920) 




(5,304) 
3

59,750
11(b)








23,360 
5











10,450
11(a)








Non-current liabilities 
(1,093) 
(71) 
518 
6
(9,226)
(5,850)
10(a)
(51,736) 
8,580 
8(b) 
(37,306) 




(8,580) 
8(a)

(36,660)
11(b)

5,850
10(b)


Deferred taxation 
(2) 
(716) 
--

(718)
98
9 
(620) 
--

(620)

Minority interests 
 (14) 
(200) 
-- 

(214) 
--
 
(214)
--

(214)

Net assets/
(liabilities) 
 22,880 
36,254 
 
(25,172)
 
(4,594) 
 



19,247

Notes:

1.
For the purpose of preparing the above unaudited pro forma combined statement of assets and liabilities of the Group, the book values of the assets and liabilities of the HKT Group as stated in its unaudited balance sheet as at 30 June 2000 have been used. 


To compute goodwill arising from the acquisition of HKT, an exercise of allocating the consideration for the acquisition of HKT to separable tangible and intangible assets and liabilities of the HKT Group is currently being undertaken. This exercise was not completed as at the Latest Practicable Date (being 15 December 2000). As a result of the allocation, the fair value of the net assets of the HKT Group may be substantially different from the book value of the net assets of the HKT Group as stated in its unaudited balance sheet as at 30 June 2000, which were prepared on the historical cost basis modified only by the revaluation of investment properties and certain investments. Accordingly, the pro forma combined net assets and liabilities of the Group may be different from that shown above. Subject to the completion of the exercise of allocating the consideration for the acquisition of HKT, the amount of the goodwill arising from the acquisition of HKT by PCCW may be quite substantial. Under the existing policy of directly eliminating the goodwill against the reserves, this acquisition is likely to lead to an overall net liabilities position for the Group. 


Management expects the allocation exercise to be completed by the end of January 2001 and the results of the allocation will be reflected in the annual financial statements of the Group for the year ending 31 December 2000. 

2.
As a result of the acquisition of HKT, PCCW entered into the Facilities Agreement on 29 February 2000 as supplemented and amended by a first supplemental agreement dated 9 March 2000 and a second supplemental agreement dated 6 May 2000 to arrange a bridging loan (the “Bridging Loan”) to finance the acquisition of HKT. The cash portion of the total consideration amounted to approximately HK$88,141 million and was paid in August 2000. In addition, approximately HK$1,012 million of estimated expenses was incurred as outgoings for the acquisition of HKT. 

Prior to the completion of the acquisition of HKT, proceeds of approximately HK$24 million were received in August 2000 from the early exercise of the share options of HKT.

3.
Pursuant to the Facilities Agreement, approximately HK$5,304 million was drawn down in August 2000 for general working capital purposes.

4.
Proceeds of approximately HK$199 million were received from the exercise of the employee share options of PCCW. 

5.
An amount of US$3 billion (approximately HK$23,360 million) of the Bridging Loan was repaid to the banks in September 2000.

6.
In August 2000, PCRD fully converted the remaining outstanding convertible bonds issued by PCCW at the time of the reverse takeover of Tricom Holdings Limited into Shares with a principal amount of approximately HK$518 million.

7.
(a)
On 23 October 2000, PCCW announced the proposed Rights Issue. The net proceeds from the Rights Issue were approximately HK$4,106 million. 


(b)
If the Warrants are fully exercised by the Warrantholders, net proceeds of approximately HK$9,559 million will be received for the issuance of new Shares of the Company. 

8.
(a)
On 13 October 2000, PCCW announced the issuance of the Convertible Bonds. The net proceeds from the issuance of the Convertible Bonds were HK$8,432 million. The estimated issue expenses of the Convertible Bonds of approximately HK$148 million will be capitalised and amortised into income statements throughout the conversion period of the Convertible Bonds. 


(b)
If the Convertible Bonds are fully converted, the non-current liabilities will be reduced by HK$8,580 million and the estimated issue expenses of HK$148 million will be charged to the income statement.

9.
On completion of the Transactions, the Group will transfer its global wholesale business to IP Backbone Company for a 50% interest in IP Backbone Company and cash of up to approximately US$1,125 million (approximately HK$8,775 million). Accordingly, the assets and liabilities of the global wholesale business of HK$3,905 million are excluded from the unaudited pro forma combined statement of assets and liabilities of the Group and re-classified as investments in joint venture companies. 


In addition, the Group will dispose of a 60% interest in its mobile wireless telecommunication business to Telstra for cash of US$1.68 billion (approximately HK$13,104 million). Accordingly, all of the assets and liabilities of the mobile wireless telecommunication business are excluded from the unaudited pro forma combined statement of assets and liabilities of the Group. The remaining 40% interest of HK$868 million is classified as investments in associated companies. 


As mentioned in (1) above, an exercise of allocating the consideration for the acquisition of HKT to separable tangible and intangible assets and liabilities of the HKT Group is currently being undertaken and had not been completed as at the Latest Practicable Date. Adjustments to the Transactions may be required which would result in different pro forma combined assets and liabilities of the Group. 

10.
(a)
The proceeds to be received from the issuance of the Telstra Convertible Bonds are US$750 million (approximately HK$5,850 million). 


(b)
If the Telstra Convertible Bonds are fully converted, the non-current liabilities will be reduced by HK$5,850 million.

11.
(a)
On 13 December 2000 a further US$1.34 billion (approximately HK$10.45 billion), being 50% of the net proceeds of the Rights Issue and 100% of the net proceeds of the issue of the Convertible Bonds, was applied for partial repayment of the sum outstanding under the Facilities Agreement. 


(b)
The remaining outstanding balance of the loan of US$7.66 billion (approximately HK$59.75 billion) is to be settled from the proceeds to be received from the Transactions and the utilisation of the US$4.7 billion (approximately HK$36.66 billion) facility pursuant to the HKTC Commitment Letter. 

12.
On 7 November 2000, PCCW completed the acquisition of approximately 83 per cent of the issued shares of Jaleco Limited, now re-named Pacific Century CyberWorks Japan K.K. (“PCCW-Japan”), a publicly traded company in Japan, for Japanese Yen 27 billion (equivalent to approximately HK$1,950 million). The acquisition was achieved through the purchase of shares from the original major shareholders of PCCW-Japan and the subscription of the new shares issued by PCCW-Japan.


PCCW 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 PCCW-Japan. As such, the impact of such goodwill has not been reflected in the above unaudited pro forma combined statement of assets and liabilities of the Group. Any goodwill arising from the acquisition of PCCW-Japan will change the above unaudited pro forma combined statement of assets and liabilities of the Group from that shown above. 

UNAUDITED PRO FORMA PROFIT AND LOSS ACCOUNT OF THE GROUP'S GLOBAL WHOLESALE BUSINESS 

Set out below are the unaudited pro forma profit and loss accounts of the Group's global wholesale business: 

Unaudited pro forma profit and loss account for the year ended 31 March 2000







HK$M
Audited profit and loss account of PCCW-HKT International Limited (“HKTI”) for the year ended 31 March 2000
Pro forma adjustments
Notes
Unaudited pro forma profit and loss account for the year ended 31 March 2000

Turnover 
 9,652 
(812) 
(1) 
8,541 



(397) 
(2)




(52) 
(3)




120 
(4)




30 
(5)


Operating costs 
(6,987) 
557 
(1) 
(6,461) 



348 
(2)




8 
(3)




(197) 
(4)




(134) 
(5)




 (56) 
 (6) 


Operating profit 
2,665 


2,080 

Finance costs 
(13) 


(13) 

Other revenue 
783
 (783) 
 (7) 
--

Profit before taxation 
3,435 


2,067 

Taxation 
(405)
 161 
 (8) 
(244)

Profit for the year 
3,030 
 

1,823

Unaudited pro forma profit and loss account for the three months ended 30 June 2000 

HK$M 
 Audited profit and loss account of HKTI for the three months ended 30 June 2000
Pro forma 
adjustments
Notes
Unaudited pro forma profit and loss account for the three months ended 30 June 2000

Turnover 
 2,191 
(94) 
(1) 
2,028 



(92) 
(2) 




(17) 
(3) 




40 
(4)


Operating costs 
(1,467) 
180 
(1) 
(1,346) 



82 
(2)




(70) 
(3) 




(54) 
(4)




 (17) 
 (6)


Operating profit 
724 


682 

Finance costs
(1)


(1)

Other revenue 
231
 (231) 
 (7) 
--

Profit before taxation 
954 


681 

Taxation 
(100)
 28 
 (8) 
(72)

Profit for the period 
854 
 

609

Notes to the pro forma adjustments 

(1)
Historically, HKTI has provided international private leased circuits and other data services directly to all customers. Under the new arrangement, IP Backbone Company will focus on the wholesale business and provide services to wholesale customers including the Group. The Group will carry on the retail business previously carried on by HKTI and offer services to retail customers. In addition, HKTI will also transfer certain remaining businesses unrelated to IP Backbone Company’s services to other members of the Group. 


Historic revenue has been adjusted to an estimate of the revenue which IP Backbone Company would have earned had its business earned market wholesale rates rather than retail rates. The market wholesale rates have been estimated based on market retail rates for the relevant period less estimated gross profit margins ranging from 20% to 30% for the year ended 31 March 2000 and from 15% to 20% for the three months ended 30 June 2000. 


Likewise, operating costs have been adjusted to exclude direct costs relating to the provision of services to retail customers which would not have been incurred had the company been providing only wholesale services since 1 April 1999.


This adjustment also excludes HKTI's historical revenue and direct costs in relation to services which will be carried on by the Group in future. 

(2)
HKTI has provided technical, computer and engineering services to a customer pursuant to a service agreement. HKTI's rights and obligations under this service agreement are treated as having been transferred to another group company with effect from 1 April 1999. Accordingly, revenue earned and costs incurred in this respect in the year ended 31 March 2000 and the three months ended 30 June 2000 have been excluded in the pro forma profit and loss account. 

(3)
This adjustment represents the aggregate impact on revenue and costs in respect of businesses to be carved out from HKTI which have not been accounted for elsewhere in this section.

(4)
The revenue and operating costs of the Group’s global wholesale business operations located overseas were historically included in the accounts of other Group companies and will be transferred to IP Backbone Company on completion. This adjustment incorporates the revenue and operating costs of these businesses from 1 April 1999.

(5)
The Group has been providing Internet connectivity for ISPs and other customers through a wholly-owned subsidiary, Cable & Wireless HKT CSL Limited (“CSL”). Since delivery of Internet traffic to overseas destinations will form part of IP Backbone Company’s business in future, this adjustment reflects an estimate of revenue and costs which would have been recorded by HKTI had the service been provided by HKTI from 1 April 1999 at OFTA approved tariffs and had the related costs previously incurred by CSL been borne by HKTI. 

(6)
Pursuant to various service agreements, HKTI will obtain operating support and maintenance services from the Group after IP Backbone Company is formed. This adjustment includes the cost of these services.

(7)
Other revenue represents interest income earned on bank deposits, income from investment securities and dividend received from associated companies. As the underlying assets, which include bank deposits, investment securities and investment in associated companies, will not be contributed to IP Backbone Company, this revenue is excluded from the pro forma profit and loss account.

(8)
Taxation in the pro forma profit and loss account has been computed by applying HKTI’s effective tax rate for the year ended 31 March 2000 and the three months ended 30 June 2000 to the pro forma profit before taxation for the same periods.

UNAUDITED PRO FORMA PROFIT AND LOSS ACCOUNT OF TELSTRA’s global wholesale business FOR THE YEAR ENDED 30 JUNE 2000

Set out below is the unaudited pro forma profit and loss account of Telstra’s global wholesale business for the year ended 30 June 2000.

HK$M 
 Audited profit and loss account of Telstra’s global wholesale division for the year ended 30 June 2000
Pro forma adjustments
Notes
Unaudited pro forma profit and loss account for the year ended 30 June 2000

Operating revenue 
5,179
 532 
 1 
5,723 



230 
2




125 
3




(52) 
4




 (291) 
 5


Earnings before foreign exchange losses, interest and income tax 
555 
(43) 
1 
879 



16 
2




224 
2




116 
3




(52) 
4




124 
6




(61) 
7


Foreign exchange losses 
(28) 
 

(28)

Earnings before interest and income tax 
527 
 

851

Notes to the pro forma adjustments:

1.
The adjustment incorporates the revenue and operating costs of the business operations located outside Australia, which will be included in IP Backbone Company. 

2. 
International private leased circuits, Asynchronous Transfer Mode and Frame Relay were, prior to the transaction, a retail customer offering in Telstra. Telstra’s global wholesale division (“Telstra GWD”) recovered network related costs from Telstra retail business at cost. The proforma adjustment shows the removal of the cost recovery, replaced with an estimated wholesale revenue amount that reflects actual Telstra retail business revenue for the year ended 30 June 2000 minus 15-30%. An estimate for product support resources was also made and included as part of overheads. 

3.
Internet was, prior to the transaction, a retail customer offering in Telstra via the Big Pond brand. Telstra GWD recovered network related and external lease costs from Telstra's retail business at cost. The proforma adjustment shows the removal of the cost recovery, replaced with a wholesale revenue. This revenue amount was derived based on a benchmarked return for Internet access. An estimate for product support resources was included as part of overheads. 

4.
The adjustment represents dividends from an investment received during the financial year ended 30 June 2000, which is being removed from the accounts as such investment is not part of the transaction. 

5.
In the financial year ended 30 June 2000, Telstra GWD provided the clearinghouse function for GSM roaming on behalf of Telstra's retail business. This service was provided at cost and thus has no earnings impact. As this function does not fall within the scope of the business of IP Backbone Company, this adjustment excludes the related cost from the unaudited pro forma profit and loss account. 

6.
All Telstra network assets are owned by a central network group, which recovers the cost of the network (including depreciation) through annual fixed internal charges to the customer facing Business Units of Telstra. To reflect the cost of running the network on a stand-alone basis the fixed internal charges were reversed and replaced by the budgeted amounts for the natural expenditure such as cable restoration, labour, depreciation etc. In addition, the budgeted amounts were reviewed against the actual expenditure and any material differences were reflected as proforma adjustments. The two major areas where actual expenditure was below budget were in cable restoration and maintenance and depreciation 

7.
Expenses incurred not relating to the business to be contributed to IP Backbone Company.

UNAUDITED COMBINED PRO FORMA STATEMENT OF ASSETS AND LIABILITIES TO BE CONTRIBUTED TO IP BACKBONE COMPANY

Set out below is an unaudited combined pro forma statement of the assets and liabilities to be contributed to IP Backbone Company. Not all of the assets and liabilities of the global wholesale businesses of the Group and Telstra will be transferred to IP Backbone Company. The combined pro forma statement has been prepared as if the relevant assets and liabilities of the global wholesale businesses of the Group and Telstra had been transferred as of 30 June 2000. The assets and liabilities to be contributed to IP Backbone Company are included under HKTI, Telstra GWD and the other members of the Group and the Telstra Group. The assets and liabilities to be contributed have been principally extracted from the audited accounts of HKTI and the Telstra Group respectively as at 30 June 2000. The combined pro forma statement at 30 June 2000 does not purport to represent the actual value of the assets and liabilities of the assets and liabilities which will be transferred to IP Backbone Company at Completion.


As at 30 June 2000

HK$M 
Group 
Telstra 
Pro forma 
combined total 

Fixed assets




From HKTI audited accounts
4,309

4,309

From other PCCW Group companies
179

179

From Telstra Group audited accounts
 
3,080
3,080


4,488
3,080
7,568

Net trade balances with




overseas carriers 
(576) 
(651) 
(1,227) 

POPs 
 (7) 
110 
103 

Total 
 3,905 
2,539 
6,444 

Financial information relating to HKT Mobile

The unaudited net loss before tax for the mobile wireless telecommunications operations of CSL and its subsidiaries (“HKT Mobile”) for the year ended 31 March 2000 was HK$1,222 million (approximately US$157 million). The loss is largely due to a one-off provision against fixed and other assets (for example, on certain mobile business equipment) in the amount of HK$1,779 million (approximately US$228 million). The unaudited net loss after tax for HKT Mobile for the year ended 31 March 2000 was HK$1,230 million (approximately US$158 million). The unaudited net profit before tax for the HKT Mobile for the year ended 31 March 1999 was HK$1,391 million (approximately US$178 million). The unaudited net profit after tax for HKT Mobile for the year ended 31 March 1999 was HK$1,386 million (approximately US$178 million). The unaudited net assets of HKT Mobile as at 31 March 2000 were HK$2,116 million (approximately US$271 million). 

By Order of the Board
Donald J. Hess
Company Secretary 
Hong Kong, 27 December 2000 
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