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The Group's financial statements are prepared in accordance with
generally accepted accounting principles applicable in Hong Kong

(HKGAAP), which differ in certain significant respects from

accounting principles generally accepted in the United States
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(USGAAP). Differences between HKGAAP and USGAAP which have

significant effects on the profit attributable to shareholders (net

Group are summarised as follows:

income) and shareholders’ funds (shareholders’ equity) of the

BENA=+—HLEE
Year ended 31st August

2000 1999 1998
Kizt Note  F#3 HK$'000 Fisjt HK$'000 FB7T HK$'000
RERELER (WAFEEE) Profit attributable to
shareholders (net income)
REBE G IRAIFIER As stated under HKGAAP 70,001 27,481 37,216
EEETRAZFHE USGAAP adjustments:
EEEE K Deferred advertising and
HEEH promotional expenses (a) 6,753 (6,753) =
AT R AL Compensation cost
ZEEEER for outstanding share options  (b) (8,460) (825) (150)
P B Amortisation of goodwill (c) (1,018) (679) =
REB2 R AR Deferred tax on USGAAP
ZIEFERIR adjustment (1,080) 1,080 =
BMRTETE 2 Deferred tax on accelerated
IR IE depreciation (d) (46) (4,038) 401
BEEEERA Profit attributable to shareholders
ATEZBREN (net income) under USGAAP
mAl (BAFEE) 66,150 16,266 37,467
BEXHESTRAETE
ZGRREF Earnings per share under USGAAP
2R Basic (e) 14.1 cents 4.1 cents 9.4 cents
s Diluted (e) 13.8 cents 4.0 cents 9.4 cents
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NA=+—H 31st August

2000 1999
Kz Note  F#3 HK$'000 F#IT HK$'000
REFEETRAUNZT As stated under HKGAAP 753,424 268,099
ER g RA 2 AR USGAAP adjustments:
REES R Deferred advertising and
HEEMA promotional expenses (a) = (6,753)
iy Goodwill (© 5,092 5,092
GESESE Accumulated amortisation of goodwill  (c) (1,697) (679)
REFIBEE Deferred tax liabilities (d) (5,813) (4,687)
BEREEE Reversal of proposed dividends (f) - 9,747
BEEE SR Shareholders’ funds
2 zRRES (shareholders’ equity) under USGAAP
(Bx R HEs) 751,006 270,819
(a) EEREEER (a) Advertising and promotional costs
EAETRATEEHESRIEEERA ZE There is no accounting standard under HKGAAP on the
SR o REEFTHAZBERE © AT ZER accounting for advertising and promotional costs. The Group
TARKREREN 2 TERZBRERMEEZ adopts the policy that advertising costs incurred for the
BEERBEERE £+ @A BRERTE launch of trade names of new services which are expected
NG - Mo BEABE AP L EBAEE to be profitable in the near future are deferred and amortised
Nz@RZEAKRERBEENFHRNELER on a straight-line basis over a period of twelve months. The
i FTAHMWESREEERAREERT cost of gifts given to internet subscribers as inducements to
BRI o enter into internet access service agreements is deferred and

amortised over the life of the related agreements. All other

advertising and promotional costs are charged to the profit

and loss account as incurred.
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Advertising and promotional costs (Cont’d)

Under USGAAP, advertising and promotional costs other than
certain direct response advertising as defined in Statement
of Position 93-7 should be charged to the profit and loss

account as incurred and should not be deferred.

Compensation cost

Accounting Principles Board Opinion No. 25, “Accounting
for Stock Issued to Employees” (“APB 25") and related
interpretations have been applied in the computation of the
compensation cost for outstanding share options granted to

the Group’s employees.

On 19th September 1997, the Company issued 1,500,000
options to certain executive directors of the Company at an
initial price of HK$1.50. Because the exercise price of the
options will reduce to HK$1.20 on 19th September 2000 if
the options have not been exercised prior to that date, the
purchase price of the options is not known until that date
or the date on which they are exercised, if earlier. Accordingly,
the outstanding options at each balance sheet date are
accounted for as variable options and compensation expense
is recognised based on the difference between the Company’s
share price at each balance sheet date and the exercise price.
This compensation expense is amortised to the profit and
loss account over the vesting period of the options pursuant
to the guidance in Financial Accounting Standards Board
("FASB") Interpretation NO. 28, "Accounting for Stock
Appreciation Rights and Other Variable Stock Option or

Award Plans” (“FIN 28"), an interpretation of APB 25.
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(b) Compensation cost (Cont’d)

In addition, the Company issued 1,500,000 options to the
same executive directors at an exercise price fixed at HK$1.20
on 19th September 1997. The difference of HK$0.30 per
share between the exercise price of HK$1.20 and the market
value of the shares on 19th September 1997 of HK$1.50 is
being amortised to the profit and loss account over the
vesting period of the options of three years up to 18th
September 2000. Subsequent to the year end date, the
options were not exercised and were cancelled pursuant to
a board resolution passed on 20th October 2000. On the
same date, 1,500,000 options were issued to the same
executive directors at an exercise price fixed at HK$0.58.
Because of this repricing arrangement, the 1,500,000 options
shall be accounted for as variable options since that date
according to FASB Interpretation No. 44, “Accounting for
Certain Transactions involving Stock Compensation” (“FIN
44"), an interpretation of APB 25. Compensation expense is
recognised based on the difference between the exercise
price of HK$0.58 and the Company’s share price at the date
on which they are exercised or at each balance sheet date if

they are still outstanding.
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(b) Compensation cost (Cont’d)

Apart from the above, 748,000, 20,000,000, 100,000 and
260,000 options were granted to certain employees including
two executive directors on 8th December 1999, 14th
December 1999, 12th February 2000 and 6th March 2000
respectively at the exercise prices fixed at HK$8.00, HK$8.20,
HK$6.00 and HK$2.10, representing the Company’s share
prices at the respective dates of grant. 78,000 options were
cancelled upon the resignation of employees while the
remaining 21,030,000 options were not exercised and were
cancelled pursuant to a board resolution passed on 2nd June
2000. On the same date, 21,030,000 options were issued to
the same employees including the two executive directors at
an exercise price of HK$1.50. Because of this repricing
arrangement, these options shall be accounted for as variable
options according to FIN 44 and compensation expense is
recognised based on the difference between the exercise
price and the Company's share price at the date on which
they are exercised or at each balance sheet date if they are
still outstanding. This compensation expense is amortised to
the profit and loss account over the vesting period of the
options pursuant FIN 28. No compensation expense is
recognised in the profit and loss account for the current
year as the exercise price was higher than the Company’s

share price as at 31st August 2000.



110

XEREEEH
INFORMATION FOR U.S. INVESTORS

(b) BEEEH (&)
AN REEEE R 2% - 72 E£4121,030,000

©

AR AEARAERR © 20,908,000/% 3 K FLATT(E - A
BE—HER-ZZETE+A-THBBZE
SGRFBRTNUGH - RFEBR - A—HES
(BREMEANITES) #3£1720,908,000/%
HERRIE - 1TR(ETER0.58E T » BEEEBRK
HRELEFE  HTEERH1.508TRE

0.58 87T °

REBEFR TR - AKESEBEBRE
EZEE (BREKASRMAMEBEEEFE
ZRFEBEZER) BATHEHKE -

RIBXEGFRA - WBXBREECHE
AAERE  UREMAZFEBGERD#
o Bt E - ABRREARE  RAFA#E
3 -

HHBH () BRARF

CITY TELECOM (H.K.) LIMITED

(b) Compensation cost (Cont’d)

(c)

Furthermore, subsequent to year end date, 20,908,000 out
of the above 21,030,000 options were not exercised and
were cancelled pursuant to a board resolution passed on
20th October 2000. On the same date, 20,908,000 options
were issued to the same employees including the two
executive directors at an exercise price fixed at HK$0.58.
Compensation expense will be calculated on the same basis
except that the exercise price is reduced from HK$1.50 to

HK$0.58.

Goodwill

Under HKGAAP, the Group charges goodwill on acquisition
of a business, which represents the excess of the cost of
investment over the fair value ascribed to the net underlying

assets acquired, against available reserves.

Under USGAAP, goodwill on acquisition of a business should
be capitalised and amortised to the profit and loss account
over its useful life. For such purpose, the goodwill is

amortised on a straight line basis over five years.
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(d) Deferred tax liabilities

Under HKGAAP, 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 receivable in the foreseeable future.

Under USGAAP, the Group is required to recognise deferred
tax assets and liabilities for the expected future tax
consequences of all events that have been included in the
accounts or tax returns. Under this method, deferred tax
assets and liabilities are determined based on the temporary
differences between the financing reporting basis and tax
basis of assets and liabilities using enacted tax rates in effect
for the year in which the differences are expected to reverse.
Future tax benefits in respect of tax loss carry forwards are
also required to be recognised in full. A valuation allowance
is required to be established in respect of such assets to the
extent that realisation of such benefits is more likely than

not to occur.
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(e) HFHREF (e) Earnings per share

HZNA=1—HILFEE VYear ended 31st August
2000 1999 2000 1999
FHT HK$'000 FHBT HKS'000 FHT HKS'000 FHT HK$'000

BEXEEHRAGEZ Profit attributable to shareholders

AR R P 1 5 A (net income) under USGAAP
CON)) 66,150 16,266 37,467 83,473
BTG METFHE Weighted average shares issued 468,946 401,448 400,000 58,219
TREX BB AR AR T 0 T 28 Incremental shares from assumed
i<l exercise of share options 9,105 8,276 - -
IS INAE TR Diluted weighted average shares 478,051 409,724 400,000 58,219
REZHEHRAEE Earnings per share under USGAAP
2 BRER
ER Basic 14.1 cents 4.1 cents 9.4 cents  143.4 cents
s Diluted 13.8 cents 4.0 cents 9.4 cents  143.4 cents
BRAEMDBESEBFEZEETLTRR Earnings per share are calculated based on the weighted
METFHE R (HMER) KB EEaREE average number of issued ordinary shares and, as appropriate,
REBWAZBETE - REBREETEM diluted ordinary share equivalent outstanding for each of
FTLAMZBROEBECRER ST EETE ° 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 method.
() BEHEAE (f)  Proposed dividends
BREESERE - RENEEZZBHAA Dividends are accrued under HKGAAP in the period in which
B - EEERAINE - BBRETEEER they proposed. For USGAAP purposes, proposed dividends

BAEBRT TUARK are accounted for when they are formally approved.



