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ANNOUNCEMENT

Pacific Century CyberWorks Limited (“PCCW”) announces it has entered into a memorandum of understanding with Telstra Corporation Limited of Australia (“Telstra”) which would involve i) the issue to Telstra by PCCW of a US$1.5 billion convertible note and a cash contribution from Telstra of approximately US$1.5 billion; ii) a merger of some of the businesses and assets of Cable & Wireless HKT Limited, PCCW and Telstra into two separate entities to operate a global IP backbone business and provide wireless voice and data services; iii) a commitment to co-venture actively in relation to value added services such as network and facilities management, data hosting, application service providers (“ASP”) initiatives, enterprise solutions and services and business-to-business e-commerce; iv) pursue opportunities to produce hyper text mark-up language (“HTML”) content service; and v) facilitate commercial arrangements to use content and applications from PCCW’s NOW offering in Telstra’s Internet offerings, and distribute PCCW’s NOW broadband channel in Australia . 

PCCW announces it has entered into a legally binding memorandum of understanding (“MOU”) with Telstra Corporation Limited, an independent third party not connected with a director, chief executive or substantial shareholder of PCCW, which has a primary listing in Australia (“Telstra”).  The MOU  sets out key indicative intentions and understandings that the two companies (the “Parties”) have agreed between them, which would involve:

1. the issue to Telstra by PCCW of a US$1.5 billion convertible note;

2. the formation of a global IP backbone business joint venture company (“IP Backbone Company”) and a regional mobile joint venture company (“Regional Mobile Company”);

3. work together to actively pursue opportunities to co-venture in relation to value added services such as network facilities and management, data hosting, ASP initiatives, enterprise solutions and services and business-to-business e-commerce (“Business Services”); 

4. pursue opportunities to produce an interactive content service.  Specifically, Telstra and PCCW would seek to build an Australian-based venture to aggregate Australian HTML content for global distribution; and

5. facilitate commercial arrangements to use content and applications from PCCW’s NOW offering in Telstra’s Internet offerings, and distribute PCCW’s NOW broadband channel in Australia.

The arrangements described in the MOU are conditional upon a number of requirements, including but not limited to, PCCW completing its proposed voluntary conditional securities exchange offer to acquire the entire issued share capital of Cable & Wireless HKT Limited (“HKT”) announced on 29 February 2000 (the “Offer”).  On 28 March 2000, HKT announced that it was satisfied with the progress of discussions with PCCW on the proposed Offer and has agreed to PCCW’s request to put the Offer to shareholders by way of a scheme of arrangement (the “Scheme”) proposed by HKT.  Cable & Wireless plc (“C&W”), which owns approximately 54% of the shares of HKT, has given PCCW an irrevocable acceptance of the Offer and an undertaking to vote in favour of or assent to a Scheme.  HKT is not a party to the MOU but its management team has been involved in the discussion.

Cash proceeds received by PCCW arising from the transactions mentioned above, which would include US$1.5 billion from the convertible note and approximately US$1.5 billion from the sale of a 40% stake in Regional Mobile Company (subject to due diligence and valuation), would be used for the refinancing of the debt facility arranged in relation to the Offer. 

Telstra currently does not and has not in the past 12 months owned any shares in PCCW or HKT.

Strategic Rationale

With complementary assets and businesses, Telstra and PCCW (particularly after its proposed merger with HKT) are partners with compatible visions and have a synergistic strategic fit.  Together the Parties will be able to take advantage of rapid changes, increasing demand, and consolidation in the communications markets by creating the first pan-Asian companies with true regional capabilities in the areas of wireless telephony and IP/data backbone.  The Parties have also committed to work together to actively pursue opportunities to co-venture in value-added services across the region and to produce HTML content service. 

Each party brings to the relationship scale-building and complementary businesses, ventures and partnerships as well as strong Asian brands.

The Parties fully appreciate the need for existing vertically integrated communications and media companies to reassess their operating structures in light of the new Internet and data paradigm. Internet companies such as PCCW will play a crucial role in adding value and launching growth opportunities throughout these re-alignments.  The proposed alliance provides for appropriate business unit autonomy under a common group structure in order to ensure that global,  regional, and  competitive business positioning can be maintained and enhanced.

In the announcement regarding the Offer dated 29 February 2000, PCCW stated that its strategic and commercial rationale in combining PCCW and HKT was to, among others, merge powerful content with pervasive and broad distribution, further internationalise existing and planned HKT businesses, leverage existing HKT operational infrastructure and create synergies through partners and portfolio companies.  PCCW believes that the proposed alliance with Telstra is in line with and will significantly advance its objectives.

Convertible Note
PCCW will issue to Telstra a convertible note on terms which include the following :

Amount
US$1.5 billion

Interest
3% per annum compounded quarterly for the 4 year period commencing on the date of issue (the “Initial Period”).

5% per annum compounded quarterly for the 2 year period commencing on the expiry of the Initial Period (the “Subsequent Period”).

Payable quarterly in arrears during the Subsequent Period in cash or accretion at the option of PCCW and during the Initial Period by accretion.

Redemption
On expiry of the Initial Period at the option of PCCW in full unless the notes have been converted into ordinary shares of PCCW.

US$750 million on expiry of the Initial Period at the option of Telstra, subject to application of mandatory conversion or PCCW redemption in full.

The redemption price will be par plus accrued capitalised interest.

Mandatory Conversion
At the option of PCCW, on the expiry of the Initial Period if the volume weighted average market price for PCCW shares listed on Hong Kong Stock Exchange for the 15 days prior to conversion is 20% higher than the conversion price and on the expiry of the Subsequent Period if the volume weighted average market price for PCCW shares for the 15 days prior to conversion is 10% higher than the conversion price.

Conversion
At the option of Telstra, at a conversion price of 120% of the volume weighted average market price for sales of PCCW’s Hong Kong Stock Exchange listed securities over the 30 trading days up to and including  the date this MOU is signed being HK$19.742.

Convertible into ordinary shares of PCCW.

Optional Conversion
At any time by Telstra

Ranking
Subordinated debt ranking no worse than other subordinated debt in issue

Rights
The convertible note will not entitle Telstra to any pre-emptive or veto rights over major corporate transactions by PCCW or subsequent common or preferred equity issues on market terms.  The convertible note will contain terms protecting Telstra against dilution of its interests and other customary terms.

Listing Rights
The shares issued upon conversion will be listed subject to relevant stock exchange approvals on each exchange upon which PCCW’s securities are listed at that time and will rank equally with those other securities.

Upon full conversion of the notes, Telstra would account for approximately 2% of the enlarged share capital of PCCW (after its merger with HKT).

IP Backbone Company

IP Backbone Company would operate as a global carrier of data, voice and Internet services.  Initially, it would have a natural focus on Asia Pacific.  However, it would be a stated objective of the IP Backbone Company to develop a global distribution network which will involve the upgrade and roll out of additional cable and other infrastructure to meet the future demand for carriage of voice, data and Internet services.  IP Backbone Company would own relevant submarine cable, gateways, landing points, licences, satellite assets, points of presence, subsidiary companies and other relevant backbone infrastructure assets currently owned by PCCW, HKT and Telstra.  The IP Backbone Company would not include the local network or domestic wholesale businesses in Hong Kong and Australia.

Following agreed valuation of each party’s contributions to IP Backbone Company, any disparity in the Parties’ contributions would be equalised by way of cash, debt or other assets in order to achieve a 50:50 shareholding, but with the option for the party with the lower asset contribution to agree to a lower shareholding rather than equalisation.  There will be no controlling votes, other than a right of veto by PCCW and Telstra to act in the public interest with respect to control of access to core international facilities based in Hong Kong and Australia respectively.

The headquarters of IP Backbone Company would be located in Hong Kong.

Regional Mobile Company

Regional Mobile Company would operate as an Asia Pacific provider of wireless voice and data network services. These services may be provided by creating a regional network brand and operating as a virtual network operator or through ownership of network assets.  The Parties recognise that the best structure is likely to be different in each individual Asia Pacific market.

Regional Mobile Company would own the current HKT wireless business (including HKT’s mobile networks and services) in Hong Kong and Singapore and Telstra’s mobile and wireless infrastructure and assets that are located outside Australia. Telstra and Regional Mobile Company will also co-operate around exchange of information and expertise, standards and brand on WAP, EDGE, eCommerce and 3G technologies and expertise in mobile and wireless businesses and product development. 

Regional Mobile Company would own and control its own WAP portal, and be responsible for WAP content and application aggregation.  As agreed from time to time, PCCW would provide content from its NOW portal offering to Regional Mobile Company on a most favoured nation basis.  The Parties will negotiate arrangements under which PCCW would have the NOW portal as the first page on the Regional Mobile Company’s WAP portal.  Such arrangements are subject to negotiation and agreement of appropriate commercial terms.

It is the intention that Regional Mobile Company will seek to acquire and/or merge with other Asian wireless businesses to create an extensive Asian network.

Telstra would purchase a 40% stake in Regional Mobile Company from PCCW for cash estimated at US$1.5 billion (subject to valuation and due diligence) and assets (owned or to be acquired). PCCW would retain a 60% stake in Regional Mobile Company, with the intention that it would sell a 9.9% stake to a third strategic investor acceptable to both Telstra and PCCW.  Telstra would have rights to equalise its holding to the same level as PCCW through sell-down by PCCW into a public offering, or by sale by PCCW to Telstra of shares in Regional Mobile Company. 

Both Parties would have equal board representation and management rights in Regional Mobile Company at all times up to the time of its listing, notwithstanding the different economic interest.  Up to the date of equalisation as set above, PCCW would have the right to appoint the Chairman and the Chairman would have the casting vote in the event of a deadlock, and Telstra would have a right of veto in respect of appointment of the Chairman, and would have reasonable minority protection rights including the right to approve company strategy and business plans, major capital and operating expenditure, and appointment of the chief executive officer and other senior management.

The headquarters of Regional Mobile Company would be located in Hong Kong.

Business Services

The Parties have committed to work together to actively pursue opportunities to co-venture in respect of Business Services in the Asia Pacific region.  On identification and joint review of appropriate opportunities for co-venturing, it is the Parties’ intention to establish joint ventures in the Business Services area and contribute assets and funding as required for the success of the joint venture.  The Parties will inform each other of relevant material discussions with potential partners, co-venturers or suppliers in the Business Services area and will actively invite and facilitate the other party to participate in those discussions.  Both Parties have existing involvement in Business Services through various partly owned investments and will use all reasonable endeavours to ensure, to the extent that they are practically able, to direct these existing investments towards being synergistic with any co-venture between the Parties.

Broadband content production

The Parties agree to pursue opportunities to produce an interactive content service.  Specifically, Telstra and PCCW would seek to build an Australian-based venture to aggregate Australian HTML content for global distribution.

PCCW NOW broadband service

During the term of the MOU, Telstra will in good faith use reasonable endeavours to facilitate appropriate commercial arrangements in relation to use of content and applications from PCCW’s NOW offering in Telstra’s narrowband and broadband Internet offerings, and distribute or obtain distribution of PCCW’s NOW free broadband channel in Australia.

Other terms and arrangements

PCCW and Telstra intend to develop the proposed alliance in detail in respect of IP Backbone Company and Regional Mobile Company with a view to achieving a shared vision in respect of those companies and their businesses no later than three weeks prior to the date set for the HKT shareholders’ meeting held to approve the scheme of arrangement unless otherwise agreed between the Parties, and pursue initial public offerings of IP Backbone Company and Regional Mobile Company as soon as practicable. PCCW will comply with the relevant requirements of the Listing Rules as and when it has entered into definitive agreements.  Further details regarding the discussion between PCCW and Telstra, where available, will be disclosed in the Scheme document to be circulated in due course.

PCCW and Telstra have committed to a period of exclusivity, during which each will refrain from pursuing strategies or entering into arrangements that are incompatible with the proposed alliance.

The arrangements described in the MOU are conditional upon the completion and satisfaction of legal, regulatory and commercial requirements including (but not limited to):

1. PCCW completing its acquisition of all of the issued capital of HKT;

2. Telstra undertaking and being reasonably satisfied as to the results of due diligence and valuation in relation to the assets and capabilities of HKT and PCCW;

3. PCCW/HKT undertaking and being reasonably satisfied as to the results of due diligence and valuation in relation to the assets and capabilities of Telstra;

4. approval of the Board of Directors of each of Telstra and PCCW and HKT, and any necessary shareholder approvals;

5. negotiation and agreement of all of the essential terms and arrangements to be comprised in and implemented under the Proposed Alliance, including in relation to the establishment, structuring and conduct of IP Backbone Company and Regional Mobile Company, and the assets to be transferred to each of them from HKT, PCCW and Telstra respectively;

6. completion and execution of definitive legally binding agreements giving effect to those terms and arrangements and making all such other provision between PCCW and Telstra, (and their subsidiaries and affiliates) as may be necessary or expedient; and

7. the receipt of all necessary governmental, regulatory, bank and third party consents and approvals.

Information on Telstra

Telstra is Australia's most significant communications carrier and is a world-class fully integrated service provider across wireline, ADSL, HFC, satellite and digital wireless networks and platforms. It is Australia's leading ISP, has the most highly accessed family of internet portals and sites and provides entertainment and multimedia content over its broadband network and through its Pay-TV joint venture, Foxtel. Telstra has indicated its interest to expand its activities in Australia and regionally in the digital media area. Telstra also has focused its B2B and B2C activities in major industry growth areas eg. Entertainment, health, financial services, insurance, education and travel and has a significant stake in Australia's largest e-commerce enterprise.


PCCW is advised by Warburg Dillon Read, a division of UBS AG.

The shares of PCCW  were suspended from trading on the Stock Exchange on 12 April 2000 at the request of PCCW and application will be made to the Stock Exchange for trading in PCCW shares to resume at 10:00am on Thursday, 13 April 2000.

By Order of the Board
Helen Chu
Company Secretary

Hong Kong, 12 April, 2000

The Directors of PCCW jointly and severally accept full responsibility for the accuracy of information contained in this announcement, save that the only responsibility of the Directors of PCCW in respect of information contained in this announcement relating to HKT and Telstra  which has been compiled and reproduced from public sources, is to ensure that such information is correctly and fairly reproduced and presented.  Subject as aforesaid, they confirm, having made all reasonable enquiries, that to the best of their knowledge, opinions expressed in this announcement have been arrived at after due and careful consideration and there are no other facts not contained in the announcement, the omission of which would make any statement in this announcement misleading.

