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i-CABLE COMMUNICATIONS LIMITED

Interim Results Announcement

For the half-year period ended June 30, 2001

Group Profit Gains Momentum as Pay TV Profit Triples and Internet Revenue Quadruples

Highlights

· Consistent high growth and high operating leverage drove Group profit growth

· Turnover increased by 21% to HK$934 million (2000: HK$775 million)

· EBITDA increased by 62% to HK$284 million (2000: HK$176 million)

· EBITDA margin increased by 7 points to 30% (2000: 23%)

· Net profit of HK$77 million reported (2000: net loss of HK$40 million)

Pay TV

· Subscribers grew by 11% year over year to 537,000 to consolidate market leadership

· Anti-piracy measures initiated and will begin to make impact in second half

· Turnover increased by 8% to HK$802 million (2000: HK$744 million)

· EBITDA grew by 22% to HK$327 million (2000: HK$268 million)  

· EBITDA margin rose to 41% (2000: 36%)

· Net operating profit grew by 203% to HK$185 million (2000: HK$61 million)

Internet and Multimedia 

· Broadband subscribers doubled in 6 months to exceed 100,000 and 33% market share

· Turnover increased by 327% to HK$132 million (2000: HK$31 million)

· Positive EBITDA of HK$13 million achieved one year after launch of Broadband service (2000: loss of HK$42 million)

· EBITDA margin rose to 10% (2000: negative 135%)

· Subscriber and margin growth expected to accelerate in second half

Group Results

The unaudited Group profit attributable to Shareholders for the six months ended June 30, 2001 amounted to HK$76.5 million, as compared to a loss of HK$40.0 million for the corresponding period in 2000.  Basic and diluted earnings per share were HK$0.04.

Interim Dividend

The Directors do not recommend any interim dividend for the six months ended June 30, 2001 (2000: Nil). 
UNAUDITED CONSOLIDATED PROFIT AND LOSS ACCOUNT

Six months ended June 30, 2001









2001

2000 



HK$’000

HK$’000







Turnover
(1)
934,437

774,597







Programming costs

(296,035)

(277,975)

Network and other operating expenses

(181,306)

(152,519)

Selling, general and administrative expenses

(173,142)

(168,292)

Depreciation

(208,537)

(227,528)









(859,020)

(826,314)

























Operating profit / (loss)
(1)
75,417

(51,717)







Interest income

37,485

48,647







Non-operating expense

(355)

(929)







Finance expense

(36,007)

(36,004)







Profit / (loss) before taxation

76,540

(40,003)







Taxation 
(2)
-

-







Profit / (loss) attributable to shareholders

76,540

(40,003)







Basic and diluted earnings / (loss) per share
(3)
HK$0.04

   HK$(0.02)







NOTES TO THE accounts

(1)
An analysis of the Group’s turnover and operating profit by operating activities for the six months ended June 30, 2001 is as follows:



Turnover

Operating profit / (loss)



2001

2000

2001

      2000



HK$’000

HK$’000

HK$’000

  HK$’000 











Operating activities









Pay television

802,131

743,651

184,651 

60,870

Internet and multimedia

132,306

30,946

(50,747)

(60,077)

Unallocated

-

-

(58,487)

(52,510)



934,437

774,597

75,417

(51,717)











The segment figures include all segment revenue, expenses and results directly attributable to a segment or as could be allocated on a reasonable basis.  Corporate and financing expenses are reported as unallocated items.

No geographical segment information is shown as during the six months ended June 30, 2001 and 2000, less than 10% of the Group’s segment revenue and segment results are derived from activities conducted outside Hong Kong.
(2)
The provision for Hong Kong Profits Tax is calculated separately on the taxable profit of each entity within the Group at the rate of 16% (2000:16.0%).  The taxation charge for the six months ended June 30 represents:

2001

2000


HK$’000

HK$’000






Provision for Hong Kong Profits Tax for the period
4,448

3,413

Deferred tax credit
(4,448)

(3,413)







-

-

(3)
The calculation of basic earnings/loss per share is based on the net profit of HK$76.5 million (2000: net loss of HK$40 million) and the weighted average number of ordinary shares in issue during the period of 2,014,000,000 (2000: 2,014,000,000).

The calculation of diluted earnings/loss per share is based on the weighted average number of ordinary shares of 2,021,739,900 (2000: 2,014,000,000) after adjusting for the effects of all dilutive potential ordinary shares. The potential issue of ordinary shares in connection with the Company’s convertible bonds would not give rise to a decrease in earnings per share (2000: an increase in loss per share) and therefore had no dilutive effect on the calculation of diluted earnings/loss per share.

(4)
The unaudited interim accounts for the six months ended June 30, 2001 have been reviewed by the Audit Committee of the Company.  

COMMENTARY ON INTERIM RESULTS 

A.  Results of Operation 

Turnover increased by 21% to HK$934 million from HK$775 million in the same period in 2000.  Pay TV revenues increased by HK$58 million or 8% to HK$802 million.  Internet & Multimedia revenues increased by HK$101 million or 327% to HK$132 million to significantly increase its share of total turnover to 14% from 4% in 2000.

Total operating costs including depreciation increased by 4% to HK$859 million in 2001 in spite of significant business volume growth. Year-on-year, programming costs increased by 6% to HK$296 million due to higher salary and content costs.  Selling, general and administrative costs increased by 3% to HK$173 million due primarily to higher marketing expenses.  Network and other operating costs increased by 19% to HK$181 million, due mainly to increased bandwidth and customer servicing costs incurred as a result of the rapid growth in the Broadband Internet access business.  

Earnings before interest, taxes, depreciation and amortisation or EBITDA increased by 62% to HK$284 million to reflect the Group’s high operating leverage.  EBITDA margin improved from 23% in 2000 to 30% in 2001.   

Depreciation decreased by 8% to HK$209 million, largely due to the expiration of the depreciation cycle for some TV production equipment and Pay TV decoders.  Interest income of HK$37 million was generated in 2001, as compared with HK$49 million in 2000, mainly due to lower interest yield.  Finance expense remained at HK$36 million for the period. 

The Group recorded a net profit attributable to shareholders of HK$76.5 million in the first half of 2001, as compared to a net loss of HK$40 million for the corresponding period last year.  Earnings per share were HK$0.04 as compared to a loss per share of HK$0.02 in 2000. 

B.  Segmental Information

Pay Television 

Pay TV subscribers grew by 11% year-on-year and by 3% from the beginning of the year to around 537,000.  The slower subscriber growth in the first half of this year was partly seasonal and partly due to higher churn, which increased to 1.8% per month from 1.4% in the comparable period last year.   ARPU declined by 6% to HK$239 and turnover increased by only 8% to HK$802 million, largely attributable to the loss of higher yield subscribers to pirated viewing and replacement by lower yield subscribers.  In spite of that, EBITDA margin still reached 41% as EBITDA grew by 22% to HK$327 million and net operating profit grew by 203% to HK$185 million. 

Internet & Multimedia Services 

Internet & Multimedia turnover increased by 327% to HK$132 million due primarily to the rapid penetration of the Broadband access service launched in March 2000 to exceed 100,000 subscribers by the end of June 2001, 15 months later.  Network rollout continued at a rapid pace as the number of Broadband ready homes increased to about 1.3 million by the end of the period.  ARPU for the Broadband access service was maintained at HK$225. Two years after commencement of operation, and one year from the launch of Broadband services, the segment already achieved a positive EBITDA (of HK$13 million) and an EBITDA margin of 10% primarily due to its rapid subscriber and revenue growth as well as its most competitive cost structure.  Net operating loss declined by 15% to HK$51 million.

C.  Liquidity and Financial Condition

As at June 30, 2001, the Group’s current ratio was 214%, with HK$1,662 million of current assets against HK$778 million of current liabilities.  Net cash and cash equivalents on hand remained strong at HK$1,465 million.

Outstanding convertible bonds of HK$1,800 million were held by the Wharf group.  They will expire in November 2003, with interest payable at the rate of 4% per annum.  The only other borrowings were bank overdrafts of an insignificant amount.  The Group did not have any charges on its assets during the period reported.  The ratio of net debt to total assets was 13% as at June 30, 2001.  

The Group has only limited exposure to fluctuations in exchange rates as its operations are conducted mainly in Hong Kong dollars or U.S. dollars and the exchange rate between these two currencies is pegged.  

The consolidated net asset value of the Group as at June 30, 2001 was HK$1,367 million.  Fixed assets additions during the period amounted to HK$248 million, mainly for the rollout of its fibre and coaxial network, purchase of Broadband modems and related headend equipment, and the migration of its microwave network to 18GHz.  Future investment activities will include the digital migration of its service transmission and TV production facilities.  The Group is also considering investing in the commercial roll-out of telephony services next year to further leverage on its existing network and infrastructure.  

The Group believes its cash holdings and further cash generated from operations will be more than sufficient to fund known upcoming capital expenditure and working capital requirements and will further provide the Group with a solid financial base to pursue new services and investment opportunities. 

D.
Operating Environment and Competition

While the growth owed much to the Group’s early mover advantages and effective execution, the change in the competitive landscape during the period under review also improved in the Group’s favour. 

In the Pay TV market, a further new licensee, HK Network TV, decided not to proceed with its plan following STAR TV’s withdrawal at the end of last year.  While Yes TV has started a limited trial of service, another new licensee, Pacific Digital has confirmed a delayed service launch.  TVB’s Galaxy is not licensed to start service before mid-2002 and TVB is required to sell down its stake in Galaxy to below 50%.  With better protection against piracy and the build-up to the 2002 FIFA World Cup, for which the Group has secured exclusive broadcasting right, we are confident we will prevail over the competition, both legal and illegal.

In the Broadband Internet market, none of the five newly licensed wireless Broadband operators was able to make any significant impact on the market, leaving the incumbent operator, PCCW-HKT, and the Group as the only serious contenders in this rapidly developing sector of the market.  Although PCCW-HKT has a two-year headstart, the Group’s market share for residential Broadband service has improved from about 25% to about 33% in less than 6 months.

E.
Prospects

The Group again met or surpassed most of its operational, financial and developmental targets for the first half of this year.  By reducing pirated viewing and the build-up to the World Cup Finals next year, the Group is optimistic that growth momentum for Pay Television will pick up again irrespective of the setback in the first half of the year.

Broadband service, meanwhile, is proving to be a new revenue growth engine for the Group.  After more than a year of service provision experience, marketing and customer service operations have been fine-tuned which will only serve to accelerate growth in this sector.  Trials of delivering voice over the Group’s HFC network with Internet Protocol have provided positive results and the Group is planning to roll out the service commercially next year.  While the Group expects to continue to achieve high growth from the Hong Kong market in the near and medium term, it has begun to look beyond its home base for future business growth. One such initiative is a project to package a Putonghua regional satellite channel specialising on new knowledge targeted at Chinese communities in this region.

2001 is the first time when leverages of the various business and operation units were allowed full play, bringing significant increase of operating profits to the Group.  With healthy returns and an abundance of reserves, the Group is confident that it will continue to be a leader in the market. 

F.  Employees Remuneration and Share Option Scheme 


Staff costs amounted to HK$353 million in the first half of 2001.  The number of staff increased by less than 1% from 2,446 at the beginning of the year to 2,463 at the end of the period, notwithstanding the Group’s rapid growth.

To motivate employees to strive for the long-term growth of the Company, options under an Employee Share Option Scheme were offered to 1,725 employees during the period in respect of a total of 48,678,000 shares.   

PUBLICATION OF DETAILED RESULTS ANNOUNCEMENT ON THE STOCK EXCHANGE’s WEBSITE

A detailed Interim Results Announcement containing all the information in respect of the Company required by paragraph 46(1) to (6) of Appendix 16 of the Listing Rules will be published on the Stock Exchange’s website in due course.  

By Order of the Board

Wilson W. S. Chan

Secretary
Hong Kong, August 22, 2001

“Please also refer to the published version of this announcement in South China Morning Post and Hong Kong Economic Times both dated August 23, 2001.”
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