The Stock Exchange of Hong Kong Limited (“the Stock Exchange”) 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)
ANNOUNCEMENT OF SUPPLEMENTARY FINANCIAL INFORMATION

FOR THE YEAR ENDED DECEMBER 31, 2001

SUMMARY

The Directors of Pacific Century CyberWorks Limited (the “Company”) wish to announce the following supplementary financial information concurrently with the announcement of the audited consolidated results for the Company and its subsidiaries (the “Group”) for the year ended December 31, 2001 (the “Final Results Announcement”). The results for the year ended December 31, 2001 as set out in the Final Results Announcement include the twelve months results of PCCW-HKT Limited (formerly known as Cable & Wireless HKT Limited) (“HKT”) and its subsidiaries (the “HKT Group”) whereas the results for the year ended December 31, 2000 included the results of the HKT Group for the period from August 17, 2000 to December 31, 2000. This announcement incorporates selected financial data of the Final Results Announcement for the year ended December 31, 2001. Investors are advised to read the full text of the Final Results Announcement.
This supplementary financial information is being published to ensure that investors are provided with information reasonably necessary to enable them to assess the position of the Group and to avoid the establishment of a false market in the Company's securities, in accordance with the Company's obligations under paragraph 2 of its Listing Agreement with the Stock Exchange, and in order to allow a meaningful assessment of the Company's underlying financial performance and operating trends.

The Company does not represent that this supplementary financial information reflects what the results of the Company would actually have been, or would be, if the merger between the Company and HKT had, in fact, occurred on January 1, 2000.

The supplementary financial information was prepared by the Company’s management for information purposes and has been reviewed by the Company's audit committee but has not been reviewed by the Company’s independent auditors.

INVESTORS ARE ADVISED TO EXERCISE CAUTION IN DEALING IN THE SECURITIES OF THE COMPANY.
BASIS OF PRESENTATION
The unaudited pro forma financial information for the year ended December 31, 2000 was prepared under generally accepted accounting principles in Hong Kong based on the historical combined results of the Group and the HKT Group for the period from January 1, 2000 to December 31, 2000, but excluding the HKT Group's wholesale Internet Protocol Backbone business and wireless communications business which became part of Reach Ltd. (“Reach”) and a newly formed company (“Regional Wireless Company” or “RWC”), the two business ventures with Telstra Corporation Limited (“Telstra”) formed in February 2001. Transactions between different business units are recorded at arms' length and in accordance with applicable regulatory requirements. Reach and RWC are reported as our jointly controlled and associated companies in the Group’s audited consolidated results which are presented in the Final Results Announcement released today.

This supplementary financial information is being published to ensure that investors are provided with information reasonably necessary to enable them to assess the position of the Group and to avoid the establishment of a false market in the Company's securities, in accordance with the Company's obligations under paragraph 2 of its Listing Agreement with the Stock Exchange, and in order to allow a meaningful assessment of the Company's underlying financial performance and operating trends.
GROUP STRUCTURE

The Group’s business comprises the following main areas:

· Core Telecommunications

Telecommunications Services (“TSS”) is the leading provider of fixed line telecommunications network services and equipment businesses in Hong Kong; Business eSolutions and Internet Data Centers offer IT solutions, business broadband Internet access, hosting and facilities management services within Hong Kong and greater China;

· Internet Services offer consumer Internet access and multimedia content services;

· Infrastructure covers the Company's property portfolio in Hong Kong and greater China including the Cyberport development in Hong Kong; and

· Through a strategic alliance with Telstra, the Company owns a 50 percent interest in Reach offering international connectivity services primarily within the Asia region and a 40 percent interest in RWC covering mobile telecommunications services in Hong Kong.
FINANCIAL HIGHLIGHTS OF BUSINESS UNITS

(Excluding Reach and RWC)



Pro forma


Pro forma

Year ended December 31,
2001
2000
Increase/
2001
2000


HK$ million
HK$ million
(Decrease)
US$ million
US$ million



(Unaudited)


(Unaudited)

Revenues






Core Telecommunications
21,909
21,547
2%
2,809
2,763

Internet Services
1,311
1,115
18%
168
143

Infrastructure
1,368
725
89%
175
93

Others
454
482
(6)%
58
62

Reconciliations






 - Intra-segment
(1,327)
(1,206)
(10)%
(170)
(155)

 - Inter-segment
(1,756)
(1,977)
11%
(225)
(254)


(3,083)
(3,183)

(395)
(409)








Total Revenues
21,959
20,686
6%
2,815
2,652










Pro forma


Pro forma

Year ended December 31,
2001
2000
Increase/
2001
2000


HK$ million
HK$ million
(Decrease)
US$ million
US$ million


(Unaudited)
(Unaudited)

(Unaudited)
(Unaudited)

EBITDA(1)






Core Telecommunications
10,006
9,235
8%
1,282
1,184

Internet Services
(1,472)
(2,036)
28%
(189)
(261)

Infrastructure
566
172
229%
73
22

Others
(1,704)
(1,209)
(41%)
(218)
(155)








Total EBITDA(1)
7,396
6,162
20%
948
790

EBITDA Margin
34%
30%

34%
30%

1. EBITDA represents earnings before interest, taxation, depreciation, amortization, net gain on investments, loss on disposal of fixed assets, other income and the Group’s share of results of associates, jointly controlled companies and unconsolidated subsidiaries.  While EBITDA is commonly used in telecommunications industry worldwide as an indicator of operating performance, leverage and liquidity, it is not presented as a measure of operating performance in accordance with generally accepted accounting principles in Hong Kong and should not be considered as representing net cash flows from operating activities.  The computation of the Group’s EBITDA may not be comparable to similarly titled measures of other companies.

Core Telecommunications
Core Telecommunications comprises TSS, the Group’s largest business unit, Business eSolutions and Internet Data Centers:



Pro forma


Pro forma

Year ended December 31,
2001
2000
Increase/
2001
2000


HK$ million
HK$ million
(Decrease)
US$ million
US$ million


(Unaudited)
(Unaudited)

(Unaudited)
(Unaudited)

Revenues:






TSS
19,973
20,225
(1)%
2,561
2,593

Business eSolutions
1,751
1,201
46%
224
154

Internet Data Centers
185
121
53%
24
16


21,909
21,547
2%
2,809
2,763

Less: Intra-segment Revenues
(1,327)
(1,206)
(10)%
(170)
(155)

Core Telecommunications Revenues
20,582
20,341
1%
2,639
2,608



Pro forma


Pro forma

Year ended December 31,
2001
2000
Increase/
2001
2000


HK$ million
HK$ million
(Decrease)
US$ million
US$ million


(Unaudited)
(Unaudited)

(Unaudited)
(Unaudited)

EBITDA(1)






TSS
9,961
9,368
6%
1,277
1,201

Business eSolutions
105
(102)
NA
13
(13)

Internet Data Centers
(60)
(31)
(94)%
(8)
(4)








Core Telecommunications EBITDA(1)
10,006
9,235
8%
1,282
1,184

TSS

During the year ended December 31, 2001, TSS continued to redirect its business investments and operations in response to the increasing competition in Hong Kong’s telecommunications market as well as rapidly changing technology. In anticipation of the significant changes in the operating environment, TSS has successfully rebalanced its business to reduce reliance on retail international voice (IDD) services and focused on growth through investments in value-added services, data transmission services and broadband access lines services. The unit has also implemented efficiency improvements and improved marketing efforts to reduce costs and enhance customer service, which is seen as a key differentiation to its competitors. 

The mix of TSS revenues is changing, particularly as data services grow and become a greater portion of the portfolio. International services continue to decline in absolute terms due to continuing liberalization and more recently very aggressive price competition from other international players. A major part of this decline has been driven by IDD that was historically a significant revenue earner of the Group but now represents 9 percent of total TSS revenues at the end of 2001.
The table below sets out the unaudited financial performance of TSS for the years ended December 31, 2000 and 2001:



Pro forma


Year ended December 31,
2001
2000(2)
Increase/


HK$ million
HK$ million
(Decrease)


(Unaudited)
(Unaudited)


Local Telephony Services
7,615
7,211
6%

Local Data Services
3,861
3,377
14%

International Telecommunications Services
4,514
5,794
(22)%

Other Services
3,983
3,843
4%






Total Revenues
19,973
20,225
(1)%






EBITDA
9,961
9,368
6%

EBITDA Margin
50%
46%


2. Certain 2000 figures have been reclassified to conform to 2001 classification.

Total revenues for TSS for 2001 were HK$19,973 million, a slight decrease of 1 percent from last year. The decrease in revenues primarily reflected an approximate 6 percent increase in local telephony services revenue, 14 percent increase in local data services revenue, 22 percent decrease in international telecommunications services revenue and 4 percent increase in other services revenue.

Local Telephony Services.  Revenue from local telephony services consists of revenue from local exchange line services, value-added services and interconnection and network access services for traffic carried for other local operators and service providers. Interconnection fees include fees for the delivery of traffic and fees for the physical interconnection of facilities, as determined by the Office of the Telecommunications Authority (“OFTA”), or by commercial agreements between the Company and other local carriers.

Revenue from local telephony services increased by 6 percent year-on-year to HK$7,615 million. This primarily reflected an increase in the residential exchange line tariff from HK$90.00 per month to HK$110.00 per month and an increase in the business exchange line tariff from HK$108.80 per month to HK$128.80 per month on January 22, 2001. This was partially offset by a reduction of interconnection fee due to a rate reduction as determined by OFTA in October 2001.

The Company has maintained a leading share in Hong Kong’s fixed line telecommunications market notwithstanding increasing liberalization and the licensing of several competitors since 1995. The total number of direct exchange lines decreased by 6 percent year-on-year from 3,703,000 to 3,489,000, representing a total blended market share of approximately 89 percent. The number of business exchange lines in service decreased from 1,545,000 to 1,470,000 and the number of residential exchange lines decreased from 2,158,000 to 2,019,000. The Company believes that the decline in the number of direct exchange lines was the result of a number of factors including a tariff increase in January 2001, competition from other fixed line operators and the substitution by broadband access lines and wireless telecommunications services as well as a general softening in the Hong Kong economy. 

Local Data Services.  Revenue from local data services consists of revenue from the provision of data and network services and wholesale broadband access lines utilizing the Company’s fiber optic network and digital subscriber line technology.

Local data services revenue increased by approximately 14 percent to HK$3,861 million year-on-year. This is mainly a result of increased demand for local area and wide area corporate networks and for high speed, high volume data transmissions from mobile telephone operators and Internet service providers. Local bandwidth sold increased by 63 percent from 86 Gigabits per second (“Gbps”) to 140 Gbps year-on-year. The number of wholesale broadband access lines leased also marked a significant increase of 43 percent, from 282,000 to 402,000.

International Telecommunications Services.  Revenue from international telecommunications services consists of revenues from retail outgoing IDD, retail international data services and delivery fees for the origination and termination of international calls on the Company’s network.

International telecommunications services revenue decreased by approximately 22 percent to HK$4,514 million year-on-year. This is mainly a result of intense price competition in the retail IDD market generally and price reductions on China routes since January 2001. 
In connection with the formation of Reach in February 2001, Reach assumed responsibility for certain wholesale international telecommunications services and the associated turnover.
Other Services.  Revenue from other services consists primarily of revenue from the sale of network equipment, customer premises equipment and connectivity products, fees for technical and maintenance subcontracting services, and income from teleservices which designs, builds and maintains contact centers and related outsourcing services. Revenue from other services increased by 4 percent to HK$3,983 million year-on-year mainly due to the newly acquired business, Telecommunications Technology Investments Limited (“TTIL”) and increased teleservices revenue.
EBITDA for TSS for the year was HK$9,961 million, a 6 percent increase from 2000. EBITDA margin improved to 50 percent which is mainly attributable to a reduction in wholesale international voice and data disbursements and productivity improvement in operating costs.

Business eSolutions

Business eSolutions revenues for the year ended December 31, 2001 were HK$1,751 million representing a 46 percent increase from HK$1,201 million in 2000. EBITDA increased from a loss of HK$102 million in 2000 to a profit of HK$105 million in 2001.

The Company continued the expansion of its eSolutions client portfolio, focusing on the four business sectors: public, finance, communications and enterprise, with external customers contributing 66 percent (2000: 46 percent) of total revenues for the year. Revenues from eSolutions IT projects showed a strong growth of 58 percent year-on-year, from HK$683 million in 2000 to HK$1,079 million in 2001. Key contracts won in 2001 included implementation of Derivatives Clearing and Settlement System host end system platform for Hong Kong Exchanges and Clearing Limited, development of an integrated call center for the HKSAR Efficiency Unit, development of a wireless local area network for the Hong Kong Airport Authority, and network design and implementation for a leading Japanese multimedia conglomerate.
Revenues from business broadband Internet access services increased by 72 percent from HK$219 million to HK$376 million year-on-year. The number of customers for the Company’s high speed business broadband and leased line access services expanded from 23,300 as at December 31, 2000 to 36,400 as at December 31, 2001.

Internet Data Centers

Internet Data Centers revenue is comprised of managed network and hosting services and facilities management services. Total revenues from Internet Data Centers were HK$185 million for the year ended December 31, 2001, an increase of 53 percent from HK$121 million in 2000.

Following the launch of premium services under the Powerb@se brand in June 2000, a state-of-the-art, purpose-built data center in Quarry Bay, Hong Kong, Internet Data Centers have established a base of more than 800 (2000: 210) customers including major corporate and public sector institutions. Increasing demand of facilities management services and professional managed services including mission critical solutions and disaster recovery services was seen after tragedy in the U.S. in September 2001.

Internet Data Centers has proven itself a consolidator in the market. At the end of 2001, two competitors in the market underwent corporate restructuring and some of the customers were transferred to Powerb@se on a referral basis. The Company continues to provide uninterrupted Internet access and managed data centers services to those customers.

The EBITDA loss of Internet Data Centers was HK$60 million in 2001 with the business approaching breakeven towards the end of the year. The unit continued to invest prudently, to adopt a leasing as opposed to build-out strategy and to exercise cautious costs control.

Internet Services
Revenues from Internet Services consist of revenues from consumer broadband and narrowband Internet access and associated value-added services. Total revenues for 2001 were HK$1,311 million, an 18 percent increase year-on-year from HK$1,115 million in 2000, mainly driven by accelerating take-up in consumer broadband Internet access services in Hong Kong.

The Company operates the leading Internet access service in Hong Kong. Broadband Internet take-up continued to be strong during 2001 with year-on-year customer growth of 60 percent from 194,000 to 311,000. The Company restructured its consumer sales channel during the year and a more focused and effective marketing effort helped improve sales performance. Total Internet access customer base grew from 626,000 to 631,000 year-on-year, including 320,000 narrowband access customers.

Operating costs of Internet Services comprise the costs of NOW Internet and broadcast content services and the costs associated with Internet access services and iTV. These costs predominantly relate to the early stage of development of these businesses, the costs of developing and distributing Internet, broadcast and interactive content and customer acquisition costs. 

The Company continued to exercise prudent investment strategy in Internet Services and further contained operating costs. Internet Services EBITDA loss was contained at HK$1,472 million for the year ended December 31, 2001, compared to HK$2,036 million loss in 2000. The Company has committed to capping investment in Internet Services to a maximum of US$100 million (approximately HK$780 million) in EBITDA terms for a 24-month period beginning January 2002. 

Infrastructure
Total revenues from Infrastructure were HK$1,368 million for the year ended December 31, 2001, an increase of 89 percent from HK$725 million in 2000. EBITDA from Infrastructure also increased substantially from HK$172 million in 2000 to HK$566 million in 2001. 

Despite a softening in the Hong Kong real estate market in recent years, rental revenues from investment properties leased to third parties remained fairly stable in 2001. These included revenues from office space leased at Pacific Century Place in Beijing and the Company's headquarters building at PCCW Tower in Hong Kong. 
One-off revenues of HK$922 million included infrastructure works completed for the Cyberport and revenues recorded from the sale of certain properties in mainland China.

Others and Reconciliations

Other revenues and EBITDA included PCCW Japan, CyberWorks Ventures and the Group’s greater China businesses, net of costs associated with corporate functions.

The Company continued to prudently manage the CyberWorks Ventures investment portfolio during the year. The unit is self-funded using realized gains from existing investments. Certain non-core or non-performing businesses were closed or divested during the year.

PCCW Japan continued to focus on development and delivery of next-generation games and targeted content across multiple distribution platforms.

Other EBITDA loss increased by 41 percent over the year reflecting full year start up and restructuring costs of PCCW Japan and one-off restructuring costs and professional fees incurred in Hong Kong.

Reconciliations of HK$3,083 million (2000: HK$3,183 million) predominantly related to internal charges for wholesale communications, computer and consumer support services and office rental charges between the Group’s business units.

Costs of Sales and Services
Total costs of sales and services were HK$6,855 million (2000: HK$6,326 million), of which approximately HK$4,686 million (2000: HK$5,240 million) related to TSS. The Group’s overall gross margin remained stable at 69 percent. Total costs of sales for 2001 included some one-off items such as cost of property sold and cost of infrastructure work completed for the Cyberport. The increasing costs of sales were also in line with the higher revenues generated from Internet access business and eSolutions IT projects services, offset by the decline in wholesale international voice and data disbursements.

Operating Costs


Pro forma


Year ended December 31,
2001
2000
Increase/


HK$ million
HK$ million
(Decrease)


(Unaudited)
(Unaudited)


Staff costs
4,522
4,345
4%

Repair and maintenance
503
522
(4)%

Other operating costs
2,683
3,592
(25)%

Operating Costs Before Depreciation
7,708
8,459
(9)%

Depreciation
2,563
2,360
9%






Total Operating Costs
10,271
10,819
(5)%






Total operating costs decreased by 5 percent to HK$10,271 million year-on-year. The Company continued its drive for enhanced organizational effectiveness and implemented a number of costs efficiency measures during the year. This has resulted in substantial savings in most categories of operating expenditure. Other operating costs primarily included rent, rates and utilities, publicity and promotion and professional and consultancy fees. 

Staff costs increased by approximately 4 percent year-on-year to HK$4,522 million. Various redundancy exercises were implemented during the year involving a total of nearly 1,000 positions. A one-off charge of approximately HK$110 million was incurred during the year. The redundancy exercises are expected to generate annual savings of approximately HK$390 million. Staff costs also increased due to new businesses and high growth units. This was partially offset by natural attrition across the Group. 

At December 31, 2001, the Company had approximately 14,000 employees. In February 2001, some 2,000 staff were transferred into Reach and RWC.
INVESTORS ARE ADVISED TO EXERCISE CAUTION IN DEALING IN THE SECURITIES OF THE COMPANY.
By order of the Board

Fiona Nott

Company Secretary

Hong Kong, March 20, 2002

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