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1 . PR INC IPAL  AC C OUNT ING  POL IC IES

The principal accounting policies adopted in the preparation

of these accounts are set out below:

(a) Basis of preparation

The accounts have been prepared under the historical

cost convention, in accordance with accounting

principles generally accepted in Hong Kong and comply

with accounting standards issued by the Hong Kong

Society of Accountants.

(b) Consolidation

The consolidated accounts include the accounts of the

Company and its subsidiaries made up to 31st August.

The results of subsidiaries acquired or disposed of during

the year are included in the consolidated profit and

loss account from the effective date of acquisition or

up to the effective date of disposal, as appropriate.

All significant inter-company transactions and balances

within the Group are eliminated on consolidation.

The gain or loss on the disposal of a subsidiary

represents the difference between the proceeds of the

sale and the Group’s share of its net assets together

with any goodwill or capital reserve which was not

previously charged or recognised in the consolidated

profit and loss account.

NOTES TO THE ACCOUNTS
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NOTES TO THE ACCOUNTS

1 . P R INC IPAL  AC C OUNT ING P OL IC IE S  (Con t ’d )

(b) Consolidation (Cont’d)

Minority interests represent the interests of outside

shareholders in the operating results and net assets of

subsidiaries.

In the Company’s balance sheet the investments in

subsidiaries are stated at cost less provision, if necessary,

for any permanent diminution in value other than

temporary in nature. The results of subsidiaries are

accounted for by the Company on the basis of dividends

received and receivable.

(c) Goodwill

Goodwi l l  represents  t he  excess  of  pu rchase

consideration over the fair values ascribed to the net

assets of subsidiaries and is taken to reserves in the

year of acquisition.
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1 . P R INC IPAL  AC C OUNT ING P OL IC IE S  (Con t ’d )

(d) Property, plant and equipment

Fixed assets are stated at cost less accumulated

depreciation.

Leasehold land is depreciated over the period of the

lease while other tangible fixed assets are depreciated

at rates sufficient to write off their cost over their

estimated useful lives on a straight-line basis. The

principal annual rates are as follows:

Leasehold land 2%

Leasehold buildings 2%

Leasehold improvements 10% – 25%

Furniture, fixtures and fittings 25%

Telecommunications, computer

and office equipment 10% – 25%

Auto-diallers 25%

Motor vehicles 25%

Major costs incurred in restoring fixed assets to their

normal working condition are charged to the profit

and loss account. Improvements are capitalised and

depreciated over their expected useful lives to the

Group.

2%

2%

10% – 25%

25%

10% – 25%

25%

25%
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NOTES TO THE ACCOUNTS

1 . P R INC IPAL  AC C OUNT ING P OL IC IE S  (Con t ’d )

(d) Property, plant and equipment (Cont’d)

The carrying amounts of fixed assets are reviewed

regularly to assess whether their recoverable amounts

have declined below their carrying amounts. Expected

future cash f lows have not been discounted in

determining the recoverable amount.

The gain or loss on disposal of a fixed asset is the

difference between the net sale proceeds and the

carrying amount of the relevant asset, and is recognised

in the profit and loss account.

(e) Assets under leases

(i) Finance leases

Leases that substantially transfer to the Group all

the risks and rewards of ownership of assets are

accounted for as finance leases. Finance leases are

capitalised at the inception of the leases at the

lower of fair value of the leased assets or the

present value of the minimum lease payments. Each

lease payment is allocated between capital and

finance charges so as to achieve a constant rate

on the capita l  ba lances  outs tanding. The

corresponding rental obligations, net of finance

charges, are included in long-term liabilities. The

finance charges are charged to the profit and loss

account over the lease periods.
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1 . P R INC IPAL  AC C OUNT ING P OL IC IE S  (Con t ’d )

(e) Assets under leases (Cont’d)

(i) Finance leases (Cont’d)

Assets held under finance leases are depreciated

over the shorter of lease periods or their estimated

useful lives.

(ii) Operating leases

Leases where substantially all the risks and rewards

of ownership of assets remain with the leasing

company are accounted for as operating leases.

Payments made under operating leases net of any

incentives received from the leasing company are

charged to the profit and loss account on a

straight-line basis over the lease periods.

(f) Accounts receivable

Provision is made against accounts receivable to the

extent which they are considered to be doubtful.

Accounts receivable in the balance sheets are stated

net of such provision.
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NOTES TO THE ACCOUNTS

1 . P R INC IPAL  AC C OUNT ING P OL IC IE S  (Con t ’d )

(g) Deferred taxation

Deferred taxation is accounted for at the current

taxation rate in respect of timing differences between

profit as computed for taxation purposes and profit as

stated in the accounts to the extent that a liability or

an asset is expected to be payable or recoverable in

the foreseeable future. In determining whether a liability

is expected to be payable in the foreseeable future the

Group assesses the effect of its capital expenditure and

other plans. If these plans indicate that sufficient

accelerated tax allowances will be available to offset

the effect of the reversal of timing differences a deferred

tax liability is not established for such timing differences.

(h) Translation of foreign currencies

Transactions in foreign currencies are translated at

exchange rates ruling at the transaction dates. Monetary

assets and liabilities expressed in foreign currencies at

the balance sheet  date are translated at rates of

exchange ruling at the balance sheet date. Exchange

differences arising in these cases are dealt with in the

profit and loss account.
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1 . P R INC IPAL  AC C OUNT ING P OL IC IE S  (Con t ’d )

(h) Translation of foreign currencies (Cont’d)

The balance sheets of subsidiaries expressed in foreign

currencies are translated at the rates of exchange ruling

at the balance sheet date. The results of overseas

subsidiaries are translated at the average rates of

exchange for the year. Exchange differences are dealt

with as a movement in reserves.

(i) Cash and cash equivalents

Cash and cash equivalents are short-term highly liquid

investments, which are readily convertible into cash and

have original maturity of three months or less at the

date of acquisition, and short-term loans and overdrafts.

Cash equivalents are stated at cost, which approximates

fair value because of the short-term maturity of these

instruments.

(j) Revenue

(i) Revenue from provision of international tele-

communications and dial-up and broadband

internet access services is recognised when the

services are rendered.
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NOTES TO THE ACCOUNTS

1 . P R INC IPAL  AC C OUNT ING P OL IC IE S  (Con t ’d )

(j) Revenue (Cont’d)

(ii) Revenue received in advance from provision of

international telecommunications services using

calling cards is deferred and amortised based on

the actual usage by customers for the year. Revenue

received in advance from provision of internet

access services is deferred and amortised on a

straight-line basis over the life of the subscriber

agreement.

(iii) Advertising and commission income from provision

of internet content and e-commerce services is

recognised when the services are rendered.

(iv) Interest income is recognised on a time proportion

basis, taking into account the principal amounts

outstanding and the interest rates applicable.

(k) Retirement benefit costs

The Group’s contributions to the defined contribution

retirement scheme are expensed as incurred and are

reduced by contributions forfeited by those employees

who leave the scheme prior to vesting fully in the

contributions. The assets of the scheme are held

separately from those of the Group in an independent

administered fund.
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1 . PRINCI PAL  ACCOUN T ING POL ICIES  (Con t ’d )

(l) Advertising and promotional costs

Advertising and promotional costs incurred for the

launch of trade names of new services which are

expected to be profitable in the near future are deferred

and amortised on a straight-line basis over a period of

twelve months. All other advertising and promotional

costs are charged to the profit and loss account as

incurred. The cost of gifts given to subscribers of

internet access service as inducements to enter into

subscriber agreements is deferred and amortised over

the life of the related agreements.

(m) Research and development costs

Research and development costs of new services and

enhancements to existing services are charged to the

profit and loss account as incurred.

(n) Borrowing costs

Borrowing costs that are directly attributable to the

acquisition, construction or production of an asset that

necessarily takes a substantial period of time to get

ready for its intended use or sale are capitalised as part

of the cost of that asset.

All other borrowing costs are charged to the profit and

loss account in the year in which they are incurred.
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NOTES TO THE ACCOUNTS

1 . PRINCI PAL  ACCOUN T ING POL ICIES  (Con t ’d )

(o) Use of estimates

The preparation of financial statements in conformity

with generally accepted accounting principles requires

management to make estimates and assumptions that

affect the reported amounts of assets and liabilities

and disclosure of contingent assets and liabilities at

the date of the financial statements and the reported

amounts of revenues and expenses reported during the

year. Actual results could differ from these estimates.

(p) Comparatives

As a result of the adoption of the revised Hong Kong

Statement of Standard Accounting Practice No.1

“Presentation of financial statements” and No.2 “Net

profit or loss for the period, fundamental errors and

changes in accounting policies” which became effective

this year, certain comparative figures have been

extended accordingly.
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2 . TU R N O V ER ,  R EV EN U ES  A ND  SEG MEN TA L

INFO R MATION

The Group is principal ly engaged in the provision of

international telecommunications services to customers in

Hong Kong, Japan and Canada, dial-up and broadband

internet access services to Hong Kong and Canadian

customers, and the provision of internet content and e-

commerce services in Hong Kong. Revenues recognised

during the year are as follows:

2000 1999
HK$’000 HK$’000

Turnover

International telecommunications charges 1,119,148 947,180

Internet access charges 109,019 98,516

Advertising and commission income 5,960 –

1,234,127 1,045,696

Other revenues

Interest income 31,857 10,959

Other income 6,178 2,829

38,035 13,788

Total revenues 1,272,162 1,059,484
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NOTES TO THE ACCOUNTS

2 . TU R N O V ER ,  R EV EN U ES  A ND  SEG MEN TA L

INFOR MATION (Con t ’d )

An analysis of the Group’s turnover and profit before

taxation by principal activities and markets is as follows:

Turnover Profit/(loss) before taxation
2000 1999 2000 1999

HK$’000 HK$’000 HK$’000 HK$’000

Principal activities

International

telecommunications charges 1,119,148 947,180 54,363 68,768

Internet access charges 109,019 98,516 *10,081 (52,607 )

Advertising and commission

income 5,960 – (33,928) –

1,234,127 1,045,696 30,516 16,161

Add: net interest income

25,629 9,644

56,145 25,805

Geographical locations

Hong Kong 1,171,967 1,013,520 34,426 21,302

Japan 10,998 10,435 (2,701) (2,133 )

Canada 51,162 21,741 (1,209) (3,008 )

1,234,127 1,045,696 30,516 16,161

Add: net interest income 25,629 9,644

56,145 25,805

* The operating profit included the gain on dilution of interest in

a subsidiary amounting to HK$185,811,000.
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3 . OPER AT ING PR OF IT

The operating profit is stated after crediting and charging

the following:

2000 1999
HK$’000 HK$’000

Crediting

Net exchange gain 1,107 –

Charging

Auditors’ remuneration 900 600

Depreciation of owned

fixed assets 46,887 26,997

Depreciation of fixed assets

held under finance leases 5,726 4,406

Loss on disposal of fixed assets 2,699 876

Net exchange loss – 2,345

Operating lease charges

in respect of land and buildings 19,960 16,345

Operating lease charges

in respect of computer equipment 7,615 2,604

Provision for doubtful debts 10,394 5,808

Research and development costs 3,792 9,670
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NOTES TO THE ACCOUNTS

4 . F INANC E  C OSTS

2000 1999
HK$’000 HK$’000

Interest on bank overdrafts 1,247 881

Interest element of finance leases 1,086 434

Interest paid to an international

telecommunication carrier 3,895 –

6,228 1,315

5 . TAX C HAR GE / (C R EDIT )

2000 1999
Note HK$’000 HK$’000

Hong Kong profits tax

– current (a) 4,200 –

– overprovision in prior years (4,120) –

– deferred 17(b) 1,000 –

– tax refund (b) – (1,676)

Overseas taxation (c) 122 –

1,202 (1,676)

(a) Hong Kong profits tax has been provided for at the

rate of 16% on the estimated assessable profit for the

year (1999:Nil).
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5 . TAX C HAR GE / (C R EDIT )  (Con t ’d )

(b) In March 1999, the Hong Kong Government announced

that all tax payers were entitled to a one-off refund of

10% of tax paid in respect of its financial year 1997/

98, which the Company received in April 1999.

(c) Taxation on overseas profits has been calculated on

the estimated assessable profit for the year at the rates

of taxation prevailing in the countries in which the

Group operates.

Deferred taxation for the year has not been provided for in

respect of the following:

2000 1999
HK$’000 HK$’000

Accelerated depreciation allowances 17,891 6,317

Tax losses (44,633) (5,173)

(26,742) 1,144

6 . PROF IT  ATTRIBUTABLE  TO SHAREHOLDERS

The profit attributable to shareholders is dealt with in the

accounts of the Company to the extent of HK$6,613,000

(1999: HK$32,981,000).
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NOTES TO THE ACCOUNTS

7 . DIV ID ENDS

2000 1999
HK$’000 HK$’000

Interim – Nil

(1999: HK$0.025) per share – 10,087

Proposed final – Nil

(1999: HK$0.02) per share – 9,747

– 19,834

8. EARNINGS PER SHARE

2000 1999
HK$’000 HK$’000

Profit attributable to shareholders 70,001 27,481

No of shares No of shares

in thousand in thousand

Weighted average

number of shares in issue 468,946 401,448

Incremental shares from assumed

exercise of share options 9,105 8,276

Diluted weighted average

number of shares 478,051 409,724

Basic earnings per share 14.9 cents 6.8 cents

Diluted earnings per share 14.6 cents 6.7 cents

Earnings per share are calculated based on weighted average

number of issued ordinary shares and, as appropriate, diluted

ordinary share equivalent outstanding for each of the

relevant years and the related income amount. The number

of incremental shares from assumed exercise of stock options

has been determined using the treasury stock method.
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9 . R E TIR E MENT  B ENE F IT  COSTS

The Group contributes to a defined contribution retirement

scheme which is available to its employees. The assets of

the scheme are held separately from those of the Group in

an independently administered fund.

Under the scheme, the employees are required to contribute

5% of their monthly salaries, while the Group’s contributions

are calculated at 10% and 5% of the monthly salaries of

senior management staff and all other staff respectively.

The employees are entitled to 100% of the employer’s

contributions after 10 years of completed service, or at a

reduced scale after completion of 3 to 9 years’ service. The

forfeited contributions are to be used to reduce the Group’s

contributions.

The retirement schemes for staff of the Group in other

countries follow the local statutory requirements of the

respective countries.
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NOTES TO THE ACCOUNTS

9 . R E TIR E MENT  BE NE F IT  C OSTS (Con t ’d )

The aggregate employer’s contributions, net of forfeited

contributions, which have been dealt with in the profit and

loss account during the year are as follows:

2000 1999
HK$’000 HK$’000

Gross contributions 5,545 3,578

Less: forfeited contributions

utilised to offset the

Group’s contributions

during the year (1,483) (500)

Net contributions charged

to profit and loss account 4,062 3,078

At 31st August 2000, the forfeited contributions available

to offset future contributions by the Group to the scheme

amounted to approximately HK$101,000 (1999: HK$94,000).
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10 . DIRECTORS’  AND SENIOR MANAGEMENT’s

EMOLU MENTS

(a) Directors’ remuneration

The aggregate amounts of emoluments payable to

directors of the Company during the year are as follows:

2000 1999
HK$’000 HK$’000

Executive

Basic salaries, other allowances

and benefits in kind 10,581 9,100

Discretionary bonuses 3,500 –

Allowances for directors’ quarters 2,396 2,773

Contributions to pension scheme 982 867

17,459 12,740

Independent non-executive

Fees 320 320

17,779 13,060
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NOTES TO THE ACCOUNTS

10 . DIRECTORS’  AND SENIOR MANAGEMENT’s

EMOLUMENTS  (Con t ’d )

(a) Directors’ remuneration (Cont’d)

The emoluments of  the directors fel l  within the

following bands:

Number of directors
2000 1999

Nil – HK$1,000,000 4* 5*

HK$1,000,001 – HK$1,500,000 1 –

HK$1,500,001 – HK$2,000,000 – 1

HK$2,000,001 – HK$2,500,000 1 –

HK$4,500,001 – HK$5,000,000 – 2

HK$6,500,001 – HK$7,000,000 2 –

* Including three independent non-executive directors.

No director waived any emoluments in respect of the years

ended 31st August 1999 and 2000.

In addition, certain directors of the Company have been

granted options under the Share Option Scheme to acquire

shares of the Company during the year, details of which are

set out in the section “Directors’ interests in equity or debt

securities” of the report of the directors.
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10 . DIRECTORS’  AND SENIOR MANAGEMENT’s

EMOLUMENTS  (Con t ’d )

(b) Five highest paid individuals

The five individuals whose emoluments were the highest

in the Group for the year include three (1999: three)

directors whose emoluments are reflected in the analysis

presented above. The emoluments payable to the

remaining two (1999: two) highest paid individuals

during the year are as follows:

2000 1999
HK$’000 HK$’000

Basic salaries, other allowances

and benefits in kind 2,486 1,719

Discretionary bonuses 501 106

Contributions to pension scheme 236 158

3,223 1,983

The emoluments fell within the following bands:

Number of individuals
2000 1999

Nil – HK$1,000,000 – 1

HK$1,000,001 – HK$1,500,000 1 1

HK$1,500,001 – HK$2,000,000 1 –



C I T Y  T E L E C O M  ( H . K . )  L I M I T E D78

NOTES TO THE ACCOUNTS

11 . F IXED ASSETS

Group

Telecom-
Furniture, munications,

Leasehold Leasehold Fixtures computer
land and improve- and and office Auto- Motor
buildings ments fittings equipment diallers vehicles Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Cost

At 1st September 1999 5,197 12,444 5,908 171,883 15,151 3,549 214,132

Additions 39,871 35,873 4,137 177,738 1,942 819 260,380

Disposals – (3,117 ) (2 ) (2,430 ) (202 ) – (5,751 )

Exchange adjustments 1 9 41 445 10 – 506

At 31st August 2000 45,069 45,209 10,084 347,636 16,901 4,368 469,267

Aggregate depreciation

At 1st September 1999 138 4,984 2,415 49,678 8,385 1,852 67,452

Charge for the year 237 4,536 1,538 42,300 3,069 933 52,613

Disposals – (510 ) – (202 ) – – (712 )

Exchange adjustments 1 8 9 120 1 (2 ) 137

At 31st August 2000 376 9,018 3,962 91,896 11,455 2,783 119,490

Net book value

At 31st August 2000 44,693 36,191 6,122 255,740 5,446 1,585 349,777

At 31st August 1999 5,059 7,460 3,493 122,205 6,766 1,697 146,680
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11 . F IXED ASSETS  (Con t ’d )

Company

Telecom-
Furniture, munications,

Leasehold Leasehold Fixtures computer
land and improve- and and office Auto- Motor
buildings ments fittings equipment diallers vehicles Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Cost

At 1st September 1999 5,197 11,828 4,444 127,755 14,823 3,549 167,596

Additions – 11,846 2,176 47,024 1,941 – 62,987

Disposals – (3,117 ) (1 ) (48,214 ) (202 ) – (51,534 )

At 31st August 2000 5,197 20,557 6,619 126,565 16,562 3,549 179,049

Aggregate depreciation

At 1st September 1999 138 4,533 2,031 35,647 8,338 1,850 52,537

Charge for the year 104 3,916 1,311 26,305 3,038 887 35,561

Disposals – (510 ) – (10,432 ) – – (10,942 )

At 31st August 2000 242 7,939 3,342 51,520 11,376 2,737 77,156

Net book value

At 31st August 2000 4,955 12,618 3,277 75,045 5,186 812 101,893

At 31st August 1999 5,059 7,295 2,413 92,108 6,485 1,699 115,059
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NOTES TO THE ACCOUNTS

11 . F IXED ASSETS  (Con t ’d )

(a) The Group’s interests in leasehold land and buildings

situated in Hong Kong at their net book values are

analysed as follows:

Group Company
2000 1999 2000 1999

HK$’000 HK$’000 HK$’000 HK$’000

Leases of over 50 years 4,955 5,059 4,955 5,059

Leases of between 10 to 50 years

39,738 – – –

44,693 5,059 4,955 5,059

(b) At 31st  August  2000, the net  book value  of

telecommunications, computer and office equipment

under finance leases held by the Group and the Company

amounted to HK$13,449,000 (1999: HK$19,175,000)

and HK$9,942,000 (1999:HK$19,175,000) respectively.

12 . INVESTMENTS  IN SUBS IDIAR IES

Company
2000 1999

HK$’000 HK$’000

Unlisted investments, at cost 36,250 –

Loans to subsidiaries 130,656 –

166,906 –
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12 . INVESTMENTS  IN SUB S IDIAR IES  (Con t ’d )

The following is a list of the principal subsidiaries at 31st

August 2000:

Place of Particulars of Percentage of Principal activities

Name incorporation issued share capital interest held and place of operation

Attitude Holdings 100

Limited British Virgin Ordinary US$1 Provision of operational

Islands services in Taiwan

# City Telecom (B.C.) Inc. 100

Canada Common CAD501,000  

Provision of international

telecommunications

services in Canada

# City Telecom 100

(Canada) Inc. Canada Common CAD100

Maintenance of

switching equipment and

provision of operational

services in Canada
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NOTES TO THE ACCOUNTS

12 . INVESTMENTS  IN SUB S IDIAR IES  (Con t ’d )

Place of Particulars of Percentage of Principal activities

Name incorporation issued share capital interest held and place of operation

# City Telecom Inc. 100

Canada Common CAD1,000

Provision of international

telecommunications and

dial-up internet access

services in Canada

City Telecom *100

International Limited British Virgin Ordinary US$1 Investment holding

Islands in Hong Kong

# City Telecom (Japan) 100

Co. Limited Japan Ordinary ¥10,000,000 Provision of international

telecommunications

services in Japan

# City Telecom (USA) Inc. 100

USA Common US$500,000

Maintenance of

switching equipment

and provision of

operational services in USA
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12 . INVESTMENTS  IN SUB S IDIAR IES  (Con t ’d )

Place of Particulars of Percentage of Principal activities

Name incorporation issued share capital interest held and place of operation

Golden Trinity *100

Holdings Limited British Virgin Ordinary US$1 Investment holding in

Islands Hong Kong

Hong Kong Broadband 85

Network Limited Hong Kong Ordinary HK$100,000

Provision of dial-up

and broadband internet

access service in

Hong Kong

iChannel.com Limited 100

Hong Kong Ordinary HK$10,000 Provision of internet

content in Hong Kong

iStore.com Limited 100

Hong Kong Ordinary HK$10,000 Provision of e-commerce

service in Hong Kong

* shares held directly by the Company.

# Subsidiar ies not audited by Pr icewaterhouseCoopers. The

aggregate net liabilit ies of the subsidiaries not audited by

PricewaterhouseCoopers amounted to approximately 0.4% of the

Group’s total assets.
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NOTES TO THE ACCOUNTS

13 . ACCOUNTS  R ECE IVAB LE

At 31st August 2000, the ageing analysis of the accounts

receivable were as follows:

Group Company
2000 1999 2000 1999

HK$’000 HK$’000 HK$’000 HK$’000

Current – 30 days 103,014 120,376 83,714 115,554

31 – 60 days 7,434 6,947 5,239 6,791

61 – 90 days 3,889 2,268 1,867 2,180

Over 90 days 371 433 – 107

114,708 130,024 90,820 124,632

The majority of the Group’s turnover is on open account

term. Customers are generally required to pay deposits or

provide their credit card or other credit information to the

Group before they subscribe for the Group’s services.



 A N N U A L  R E P O R T  2 0 0 085

14 . AC C OUNTS  PAYAB LE

At 31st August 2000, the ageing analysis of the accounts

payable were as follows:

Group Company
2000 1999 2000 1999

HK$’000 HK$’000 HK$’000 HK$’000

Current – 30 days 92,886 101,513 74,836 96,262

31 – 60 days 44,339 57,522 36,346 57,433

61 – 90 days 36,990 17,229 36,824 17,229

Over 90 days 43,110 35,596 41,306 34,034

217,325 211,860 189,312 204,958

15 . SHAR E  CAP ITAL

Authorised (Ordinary shares of HK$0.10 each)
2000 1999

No. of shares HK$’000 No. of shares HK$’000

At 1st September 500,000,000 50,000 500,000,000 50,000

Increase in authorised ordinary

share capital (note (b)) 1,500,000,000 150,000 – –

At 31st August 2,000,000,000 200,000 500,000,000 50,000

Issued and fully paid (Ordinary shares of HK$0.10 each)
2000 1999

No. of shares HK$’000 No. of shares HK$’000

At 1st September 403,500,000 40,350 400,000,000 40,000

Issue of shares pursuant

to the Global Offering (note (a)) 80,000,000 8,000 – –

Exercise of Share Options (note (c)) 6,104,000 610 3,500,000 350

At 31st August 489,604,000 48,960 403,500,000 40,350
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15 . SHAR E  CAP ITAL  (Con t ’d )

(a) On 3rd November 1999, the Company and Top Group

International Limited, the Company’s major shareholder,

offered globally new and existing ordinary shares of

HK$0.1 each (the “Share”) of the Company (the “Global

Offering”) at an issue price of HK$5.6146 per Share

(including Hong Kong stamp duty, Hong Kong Stock

Exchange transaction levies and brokerage fees) in the

form of American depositary shares. The net price to

the issuer was HK$5.6 per Share, representing a

discount of 1.8% to the closing price of HK$5.7 per

Share of the Company on 2nd November 1999. Each

American depositary share represents 20 Shares and

was approved for listing on the Nasdaq National Market

in the United States. On the completion date of the

Global Offering, the Company allotted and issued a

total of 80,000,000 Shares, pursuant to a general

mandate given to the directors by the shareholders of

the Company on 21st December 1998, for a total

consideration of approximately HK$448 million before

expenses. These Shares rank pari passu with the existing

Shares. The net proceeds of approximately HK$412

million are used for the development of a wireless fixed

telecommunicat ions  network ,  construc t ion of

international telecommunications facilities, upgrading

the existing network infrastructure, internet content

development and working capital purposes.
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15 . SHAR E  CAP ITAL  (Con t ’d )

(b) On 30th December 1999, pursuant to an ordinary

resolution of the Company’s shareholders passed on

that date, the authorised share capital of the Company

increased from HK$50,000,000 to HK$200,000,000 by

the creation of an additional 1,500,000,000 Shares.

These Shares rank pari passu with the existing Shares.

(c) During the year, 1,300,000 Shares, 4,190,000 Shares

and 614,000 Shares and were issued at a price of

HK$1.50, HK$0.26 and HK$2.10 per Share respectively

to the Share Option holders who exercised their

subscription rights. These Shares rank pari passu with

the existing Shares.
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15 . SHAR E  CAP ITAL  (Con t ’d )

(d) Details of Share Options granted by the Company during

the year pursuant to the Share Option Scheme and the

options outstanding at 31 August 2000, which will lapse

not later than 11th July 2007, are as follows:

19th September  19th September 3rd September 10th September  2nd June
Date of grant 1997 1997 1998 1999 2000

Subscription price

per share (HK$) 1.50 1.20 0.26 2.10 1.50

Outstanding at

1st September 1999 1,300,000 1,500,000 8,710,000 – –

Granted – – – 674,000 21,030,000

Exercised (1,300,000 ) – (4,190,000 ) (614,000 ) –

Cancelled – – (40,000 ) – (22,000 )

Outstanding at

31st August 2000 – 1,500,000 4,480,000 60,000 21,008,000
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15 . SHAR E  CAP ITAL  (Con t ’d )

(e) The vesting periods of the outstanding Share Options

at 31st August 2000 are as follows:

19th September 3rd September  10th September 2nd June
Date of grant 1997 1998 1999 2000

Immediately exercisable – 50,000 60,000 6,000,000

On or after:

3rd September 2000 – 3,930,000 – –

19th September 2000 1,500,000 – – –

3rd September 2001 – 500,000

2nd June 2001 – – – 7,008,000

2nd June 2002 – – – 8,000,000

Total 1,500,000 4,480,000 60,000 21,008,000

In addition, Share Options to subscribe for 748,000 Shares,

20,000,000 Shares, 100,000 Shares and 260,000 Shares at

a subscription price of HK$8.00, HK$8.20, HK$6.00 and

HK$2.10 per Share were granted to the employees of the

Group including executive directors of the Company on 8th

December 1999, 14th December 1999, 12th February 2000

and 6th March 2000 respectively. Share Options to subscribe

for 78,000 Shares were cancelled upon the resignation of

employees while the remaining Share Options to subscribe

for 21,030,000 Shares were cancelled pursuant to a board

resolution passed on 2nd June 2000.
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1 6 . R E S ER V E S

Group Company
2000 1999 2000 1999

HK$’000 HK$’000 HK$’000 HK$’000

Share premium account

At 1st September 161,603 160,795 161,603 160,795

Premium on shares issued

pursuant to the Global Offering

(note 15(a)) 440,000 – 440,000 –

Expenses in connection

with the Global Offering (note 15(a)) (36,377) – (36,377) –

Premium on shares issued

upon exercise of Share Options

(note 15(c)) 3,719 808 3,719 808

At 31st August 568,945 161,603 568,945 161,603

Retained profits

At 1st September 68,273 65,718 91,362 78,215

Profit for the year retained 70,001 7,647 6,613 13,147

1999 final dividend (33) – (33) –

Goodwill on acquisition

of subsidiaries written off – (5,092 ) – –

At 31st August 138,241 68,273 97,942 91,362
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16 . RESERVES  (Con t ’d )

Group Company
2000 1999 2000 1999

HK$’000 HK$’000 HK$’000 HK$’000

Exchange reserve

At 1st September (2,127) – – –

Exchange adjustment

on translation of the accounts

of overseas subsidiaries (595) (2,127 ) – –

At 31st August (2,722) (2,127 ) – –

Total reserves 704,464 227,749 666,887 252,965

17 . NON -C U R R ENT  L IAB IL IT I ES  –  GR OU P  AND

C OMPANY

2000 1999
Note HK$’000 HK$’000

Obligations under finance leases (a) 7,390 11,482

Deferred taxation (b) 4,485 3,485

11,875 14,967
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17 . NON -C U R R ENT  L IAB IL IT I ES  –  GR OU P  AND

C OMPANY  (Con t ’d )

(a) Obligations under finance leases

2000 1999
HK$’000 HK$’000

Obligations under finance

leases are repayable

in the following periods:

– within one year 4,089 3,739

– in the second year 4,438 4,056

– in the third to fifth

years inclusive 2,952 7,426

7,390 11,482

11,479 15,221
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17 . NON- C UR R ENT  L IAB IL IT IES  –  GR OUP  A ND

C OMPANY  (Con t ’d )

(b) Deferred taxation

As at 31st August 2000, the potential deferred tax

liabil ities and the amount provided in respect of

accelerated depreciation allowances are as follows:

2000 1999

Full potential Provision Full Potential Provision
liabilities made Liabilities made

HK$’000 HK$’000 HK$’000 HK$’000

Group

Accelerated depreciation

allowances 32,596 4,485 9,252 3,485

Tax losses (54,525) – (9,892) –

(21,929) 4,485 (640) 3,485

Company

Accelerated depreciation

allowances 10,298 4,485 9,252 3,485

Movements on provision for deferred taxation are as

follows:

2000 1999
HK$’000 HK$’000

At 1st September 3,485 3,485

Transfer from profit

and loss account 1,000 –

At 31st August 4,485 3,485
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18 . N O T E S  T O  T H E  C O N S O L I D AT E D  C A S H

FLOW STATEMENT

(a) Reconciliation of profit before taxation to net

cash (outflow)/inflow from operating activities

2000 1999
HK$’000 HK$’000

Profit before taxation 56,145 25,805

Depreciation of owned fixed assets 46,887 26,997

Depreciation of fixed assets

held under finance leases 5,726 4,406

Interest income (31,857) (10,959)

Interest expense 5,142 881

Interest element of finance leases 1,086 434

Loss on disposal of fixed assets 2,699 876

Gain on dilution

of interest in a subsidiary (185,811) –

Decrease/(increase) in accounts

receivable, other receivables, deposits

and prepayments and deferred

advertising and promotional expenses 6,221 (74,698)

Decrease in amounts due

from related companies – 177

Decrease in amount due

to a related company – (2,328)

Increase in accounts payable,

other payables, accrued charges,

deposits received and

deferred service income 67,195 173,423

Net cash (outflow)/inflow

from operating activities (26,567) 145,014
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18 . N O T E S  T O  T H E  C O N S O L I D AT E D  C A S H

FLOW STATEMENT  (Con t ’d )

(b) Analysis of changes in financing during the year

Obligations
Share capital under

(including Minority finance
share premium) interests  leases

HK$’000 HK$’000 HK$’000

Balance at 1st September 1999 201,953 – 15,221

Issue of new shares 452,329 – –

Expenses in connection

with the Global offering (36,377 ) – –

Issue of new shares of a subsidiary – 225,000 –

Gain on dilution of interest in a

subsidiary – (185,811 ) –

Share of loss by a minority shareholder – (15,058 ) –

Payment of capital element

of finance leases – – (3,742 )

Balance at 31st August 2000

617,905 24,131 11,479

Balance at 1st September 1998 200,795 – 66

Issue of new shares 1,158 – –

Inception of finance leases – – 23,581

Payment of capital element

of finance leases – – (8,426 )

Balance at 31st August 1999

201,953 – 15,221
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18 . N O T E S  T O  T H E  C O N S O L I D AT E D  C A S H

FLOW STATEMENT  (Con t ’d )

(c) Acquisition of subsidiaries

2000 1999
HK$’000 HK$’000

Assets and liabilities acquired

Fixed assets – 11,251

Current assets – 8,242

Deposit from the Company – (11,560)

Current liabilities – (14,405)

Cash and bank balances – 1,859

– (4,613)

Goodwill on acquisition – 5,092

– 479

Satisfied by

Cash – 479

The subsidiaries acquired last year contributed HK$652,000

to the Group’s net operating cash flows, received HK$90,000

in respect of the net returns on investments and servicing

of finance and utilised HK$617,000 for investing activities.
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18 . N O T E S  T O  T H E  C O N S O L I D AT E D  C A S H

FLOW STATEMENT  (Con t ’d )

(d) Analysis of the net cash inflow in respect of

acquisition of subsidiaries:

2000 1999
HK$’000 HK$’000

Total purchase consideration – (479)

Cash and bank balances acquired – 1,859

Net cash inflow in respect

of acquisition of subsidiaries – 1,380

19. COMMITMENTS

(a) Capital commitments

Group Company
2000 1999 2000 1999

HK$’000 HK$’000 HK$’000 HK$’000

Purchase of telecommunications,

computer and office equipment

– contracted but not

provided for 123,224 41,414 1,075 41,414
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19 . C OMMITMENTS  (Con t ’d )

(b) Commitments under operating leases

As at 31st August 2000, the Group and the Company

had commitments to make payments in the next twelve

months under non-cancellable operating leases as

follows:

2000 1999
HK$’000 HK$’000

Leases in respect of land

and buildings which expire:

– within one year 2,917 10,418

– between two to five years 19,185 12,364

22,102 22,782

Leases in respect of computer

equipment which expire:

– between two to five years 7,707 3,990

29,809 26,772
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20 . PLEDGE  OF  ASSETS

On 3rd February 2000, the Group obtained a Wireless Fixed

Telecommunications Network Services License (“WFTNS

License”) from the Office of the Telecommunication Authority

(the “OFTA”) for the provision of telecommunication network

services in Hong Kong. Pursuant to the terms of the WFTNS

License, the Group had a deposit of HK$30,000,000 at a

bank as at 31st August 2000 as a surety to the OFTA for

the due performance of the terms of the WFTNS License.

The liability of the surety shall reduce and the deposit be

refunded upon satisfying the terms stipulated in the WFTNS

License.

21 . R ELATED PARTY TR ANSAC T IONS

Significant related party transactions, which were carried

out in the normal course of the Group’s business, are as

follows:

2000 1999

Note HK$’000 HK$’000

Calling charges payable

to DDI Corporation (a) 33,129 –

Calling charges payable to

City Telecom Inc. and City Telecom

(B.C.) Inc. (b) – 29,976

Calling charges receivable from

City Telecom Inc. and City Telecom

(B.C.) Inc.

(b) – 2,997
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21 . R ELATED PARTY TR ANSAC TIONS  (Con t ’d )

2000 1999

Note HK$’000 HK$’000

Leased circuit charges payable

to City Telecom Inc. and

City Telecom (B.C.) Inc. (b) – 1,426

Rental charges on switching

equipment payable to

City Telecom Inc. (b) – 1,474

(a) These represent cal l ing charges payable to DDI

Corporation (formerly known as KDD Corporation), a

minority shareholder of a subsidiary of the Company,

for the period from 1st March 2000 (the date when

DDI Corporation subscribed for 15% equity interest in

that subsidiary) to 31st August 2000, pursuant to the

service agreements entered into between the Company

and DDI Corporation in 1999. The transactions were

conducted in accordance with the terms of the service

agreements and on terms no less favourable than terms

available from third parties.
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21 . R ELATED PARTY TR ANSAC TIONS  (Con t ’d )

(b) Prior to 30th December 1998, the shareholders of City

Telecom Inc. and City Telecom (B.C.) Inc. are relatives

of Mr CHEUNG Chi Kin, Paul, a director of the Company.

On 30th December 1998, the Group acquired the

entire issued share capital of City Telecom Inc. and

City Telecom (B.C.) Inc. which became wholly owned

subsidiaries of the Group. Such inter-company

transac t ions  have  s ince  been e l imina ted on

consolidation.

22 . PENDING  L IT IGAT ION

(a) In July 1998, Cable & Wireless HKT, a Hong Kong

company, commenced proceedings against  the

Company and served a statement of claim which alleges

that the Company has breached the terms of a contract

it had with Cable & Wireless HKT and committed an

economic tort. The Company denied these allegations

in a comprehens ive defence which included a

counterclaim against the Plaintiffs seeking damages for

anti-competitive practices conducted by Cable &

Wireless HKT in Hong Kong. Both the claim by Cable &

Wireless HKT and the counterclaim by the Company

have not been quantified. The case is now in its

discovery phase and the trial is not expected to take

place until the third quarter of 2001. The directors

believe that the allegations are without merit and intend

to defend the litigation vigorously. No provision against

the claims has been made in the accounts.
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22 . PENDING L IT IGAT ION (Con t ’d )

(b) In January 1999, Jade Com Development Limited (“Jade

Com”) commenced proceedings against the Company

and two directors of the Company alleging repudiation

of the international carrier service agreement between

Jade Com and Attitude Holdings Limited, a wholly-

owned subsidiary of the Company. Jade Com claimed

damage for breach of contract and misrepresentation

and al leged that the Company has a remaining

commitment of approximately US$3.6 million under

the agreement. The directors believe, however, that

the Group was entitled to terminate the agreement on

the basis that Jade Com had breached a condition of

the agreement that they obtain the necessary legal

approvals and licenses necessary for the provision of

their services. Accordingly, no provision has been made

in the accounts with respect to the litigation.
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22 . PENDING L IT IGAT ION (Con t ’d )

(c) In June 1999, New World Telephone Limited (“New

World”) commenced proceedings against the Company.

The dispute arises from contractual arrangements

between the parties whereby New World provided

carrier services to the Company for the Company’s

incoming and outgoing international telephone call

traffic through the New World’s telecommunication

network faci l i ty and operat ion sys tem. In the

proceedings, New World alleges, inter alia, that the

Company failed to settle the interconnection fees

payable to New World and that New World is entitled

to recover delivery fees allegedly paid by mistake to

the Company. New World’s claim is for a total of

approximately HK$96.4 million. The directors believe

tha t  the  Company  i s  ent i t l ed to se t  off  the

interconnection fees payable to New World against the

delivery fees receivable by the Company. Defences were

filed in August and October 1999 to the same effect.

The Company has instructed solicitors to defend the

case vigorously. No provision against the claims has

been made in the accounts.

23 . APPROVAL  OF  AC COUNTS

The accounts were approved by the broad of directors on

27th November 2000.


