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�� !"

REPORT OF THE DIRECTORS

The directors submit their report together with the audited accounts for

the year ended 31st August 2001.

PRINCIPAL ACTIVITIES AND GEOGRAPHICAL ANALYSIS OF

OPERATIONS

The principal activities of the Company and its subsidiaries are the

provision of international telecommunications services to customers in

Hong Kong, Japan and Canada, fixed telecommunications network

services to Hong Kong and Canadian customers, and internet content

and e-commerce services.

An analysis of the Group's turnover and contribution to operating profit

for the year by principal activities and geographical markets is set out

in note 2 to the accounts.

RESULTS AND APPROPRIATIONS

The results for the year are set out in the consolidated profit and loss

account on page 42.

The directors have declared an interim dividend of HK$0.01 per ordinary

share, totalling HK$4,907,000, which was paid on 28th June 2001.

The directors do not recommend the payment of a final dividend.

RESERVES

Movements in the reserves of the Group and the Company during the

year are set out in note 17 to the accounts.

DONATIONS

Donations made by the Group during the year amounted to HK$68,000.

FIXED ASSETS

Details of the movements in fixed assets are set out in note 12 to the

accounts.
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SHARE CAPITAL AND SHARE OPTIONS

Details of the movements in share capital and share options of the

Company are set out in note 16 to the accounts.

DISTRIBUTABLE RESERVES

Distributable reserves of the Company at 31st August 2001, calculated

under section 79B of the Hong Kong Companies Ordinance, amounted

to approximately HK$192,243,000 (2000: HK$97,942,000).

FIVE YEAR FINANCIAL SUMMARY

A summary of the results and of the assets and liabilities of the Group

for the last five financial years is set out on page 81.

GROUP'S BORROWINGS

The Group's borrowings as at 31st August 2001 are repayable in following

periods:

�� ! �� !"#

Bank overdrafts Obligations under finance leases

2001 2000 2001 2000

�� ==HK$’000 �� ==HK$’000 �� ==HK$’000 �� ==HK$’000

�� !"#$%& 26,409 67,088 4,410 4,089

�� !"#$%&� – – 2,974 4,438

�� !"#$%&� – – – 2,952

26,409 67,088 7,384 11,479

On demand or not

exceeding one year

More than one year but

not exceeding two years

More than two years but

not exceeding five years
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PURCHASE, SALE OR REDEMPTION OF SHARES

The Company has not redeemed any of its shares during the year.

Neither the Company nor any of its subsidiaries has purchased or sold

any of the Company's shares during the year.

DIRECTORS

The directors during the year and up to the date of this report were:

Mr WONG Wai Kay, Ricky (Chairman)

Mr CHEUNG Chi Kin, Paul (Managing director)

Mr CHONG Kin Chun, John

Ms FUNG So Mui, Fion

Ms SIO Veng Kuan, Corinna

Ms TO Wai Bing (appointed on 4th October 2000)

Mr CHENG Mo Chi, Moses * #

Mr LEE Hon Ying, John * #

Mr CHAN Kin Man * #

In accordance with Article 96 of the Company's Articles of Association,

Mr LEE Hon Ying, John retires by rotation and, being eligible, offers

himself for re-election.

* Independent non-executive directors

# Members of the Audit Committee

DIRECTORS' SERVICE CONTRACTS

None of the directors who are proposed for re-election at the forthcoming

annual general meeting has a service contract with the Company which

is not determinable within one year without payment of compensation,

other than statutory compensation.
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BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT

Brief biographical details of directors and senior management are set

out on page 20.

DIRECTORS' INTERESTS IN CONTRACTS

No contracts of significance in relation to the Group's business to which

the Company or any of its subsidiaries was a party and in which a director

of the Company had a material interest, whether directly or indirectly,

subsisted at the end of the year or at any time during the year.

CONNECTED TRANSACTIONS

The details of connected transactions are set out as follows:

(a) The Company and KDDI Corporation (formerly known as KDD

Corporation) entered into three service agreements (the “Service

Agreements”) dated 15th April, 22nd April and 16th August in 1999

pursuant to which KDDI Corporation provides international carrier

services to the Company.  In March 2000, upon subscription of a 15%

equity interest in the issued share capital of Hong Kong Broadband

Network Limited (“HKBN”), a subsidiary in which the Company holds

85% equity interest, KDDI Corporation became a connected person

as defined in the Rules Governing the Listing of Securities on the

Stock Exchange of Hong Kong Limited (“Listing Rules”).  The service

fees payable to KDDI Corporation by the Company pursuant to the

Service Agreements for the year ended 31st August 2001 amounted

to HK$34,106,000 (2000: HK$33,129,000), representing 3.4% (2000:

2.7%) of the Group’s turnover for the year ended 31st August 2001.

The Company has applied for a waiver by the Stock Exchange of Hong

Kong Limited from strict compliance with the requirements of

Chapter 14 of the Listing Rules on the above-mentioned continuing

connected transactions.

�� !"#$%&'()

�� !"#$%&'()*+,-. 20 ��

�� !"#$%&

�� !"#�$%&'()*+,#-%&./

�� !"#$%&'()*+,-./0123'

�� !"#$%&'()*�� !"#$"%��

�� !

�� !

�� !"#$%&'()

(a) �� !"###$%&'()*%&+'+)

�� !"#$ KDDI Corporation�� KDD

Corporation��� !"#$%�� !"#$%�

�� KDDI Corporation�� !"#$%&'

�� !"###$%&'KDDI  Corporation�

�� !"#$%85%�� !"#$%&'(

�� !"#�� !"#$%�� !"#15%�

�� !"#$%&'�� !"#$%&'()

�� !"#$%&�� !"#$%%�

�� !"#$%%&'()*+&,-'./

�� !"#$KDDI Corporation�� !"#

� 34,106,000 ����   !"33,129,000

�� �� !"#$%&&'()*+,'-.

�� !"# 3 . 4 %��   !"2 . 7 %��

�� !"#$%&'()*+,-./012

�� !"#$%&'()*+,-./0

� 14�� !"



�� ��� ��� ! = =CITY TELECOM (H.K.) LIMITED30

The independent non-executive directors have reviewed these

transactions carried out under the Service Agreements and

confirmed that:

(i) the transactions were in the ordinary and usual course of

business of the Company;

(ii) the transactions were entered into on normal commercial terms;

(iii) the transactions were fair and reasonable so far as the

shareholders of the Company are concerned; and

(iv) the aggregate value of the fee payable pursuant to the Service

Agreements did not exceed 10% of the Company’s turnover for

the year ended 31st August 2001.

(b) Pursuant to the shareholders’ agreement dated 1st March 2000

entered into between the Company and KDDI Corporation, the

Company and KDDI Corporation executed a loan facility letter dated

26th June 2000 (the “Facility Letter”) in favour of HKBN for an

aggregate amount of up to HK$600 million in proportion to their

respective shareholdings in HKBN at an interest rate of 7% per

annum repayable in full on 25th June 2003, and HKBN executed a

floating charge over all its present and future assets (the “Floating

Charge”) in favour of the Company and KDDI Corporation as security

for the loan facility on 22nd September 2000. The directors believe

that the Facility Letter and the Floating Charge have been entered

into on normal commercial terms. As at 31st August 2001, the cash

advanced by the Company to HKBN under the Facility Letter

amounted to HK$127,500,000.
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In addition, the Company advanced an additional sum of

HK$212,500,000 to HKBN in April 2001 purporting to be the

Company’s pro rata share of a loan of HK$250,000,000 drawn down

by HKBN under the Facility Letter, in respect of which the Company

subsequently reserved its rights including the right to rescind such

payment on the basis that the money had not been properly drawn

down as a loan under the Facility Letter. The said sum of

HK$212,500,000 will remain included in the accounts of the Company

as an amount due from subsidiaries until the present dispute has

become resolved.

(c) On 7th March 2001, HKBN purchased various fixed assets from

iChannel.com Limited, a wholly-owned subsidiary of the Company,

for a total consideration of HK$9,974,551 (the “Sale and Purchase

Transactions”) as part of an asset rationalisation exercise of the

Company. The directors including independent directors believe that

the Sale and Purchase Transactions have been entered into on

normal commercial terms and that the terms of the Sale and

Purchase Transactions are fair and reasonable as far as the Company

and its shareholders are concerned.

(d) On 30th March 2001, HKBN and CTI International Limited (“CTI

International”), a wholly-owned subsidiary of the Company entered

into a conditional telecommunications service agreement (the

“Telecommunications Service Agreement”) pursuant to which CTI

International provides dedicated internet access services to HKBN.

On 17th April 2001, HKBN and CTI International entered into a

variation agreement pursuant to which the term of the

Telecommunications Service Agreement was reduced from twenty-

six months to fifteen months. The service fees payable by HKBN to

CTI International pursuant to the Telecommunications Service

Agreement for the year ended 31 August 2001 amounted to

HK$5,400,000, representing 0.7% of the Company’s net tangible

assets as at 31st August 2001. The Company has applied for a waiver

by the Stock Exchange of Hong Kong Limited from strict compliance

with the requirements of Chapter 14 of the Listing Rules on the above-

mentioned continuing connected transactions.
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The independent non-executive directors have reviewed these

transactions carried out under the Service Agreements and

confirmed that:

(i) the transactions were in the ordinary and usual course of

business of the Company;

(ii) the transactions were entered into on normal commercial terms;

(iii) the transactions were fair and reasonable so far as the

shareholders of the Company are concerned; and

(iv) the aggregate value of the fee payable pursuant to the Service

Agreements did not exceed 3% of the Company’s net tangible

assets as at 31st August 2001.

The connected transactions in notes (a) and (b) also constitutes a related

party transaction and are disclosed in notes 22 and 13(b) to the accounts.

DIRECTORS’ INTERESTS IN EQUITY OR DEBT SECURITIES

At 31st August 2001, the interests of the directors and chief executives

in the shares and options of the Company and its associated corporations

(within the meaning of the Securities (Disclosure of Interests) Ordinance

(“SDI Ordinance”)), as recorded in the register maintained by the

Company under Section 29 of the SDI Ordinance or as notified to the

Company were as follows:
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�� !"#$%&

Number of Shares beneficially held

�� ! �� ! �� ! �� ! �� !

Personal interests Corporate interests Family interests Other interests Total interests

�� !"

Mr WONG Wai Kay, Ricky 1,800,000 247,046,000  – – 248,846,000

 ��=Note

�� !"

Mr CHEUNG Chi Kin, Paul 508,000 246,250,000 – – 246,758,000

��=Note

�� !"

Mr CHONG Kin Chun, John  370,000 – – – 370,000

�� !"

Ms SIO Veng Kuan, Corinna 1,012,000 – – – 1,012,000

�� !"

Ms FUNG So Mui, Fion 770,000 – – – 770,000

�� !"

Ms TO Wai Bing  – – – –  –

(a) Ordinary shares of HK$0.1 each of the Company (“Shares”)

Note:

The corporate interests of Mr WONG Wai Kay, Ricky and Mr CHEUNG Chi Kin,

Paul arise through their respective interests in the following companies:

(i) 240,000,000 Shares are held by Top Group International Limited which is

owned as to approximately 34 per cent each by Mr Wong and Mr Cheung;

(ii) 6,250,000 Shares are held by Global Network Development Limited which is

owned as to 50 per cent each by Mr Wong and Mr Cheung; and

(iii) 796,000 Shares are held by Bullion Holdings Limited which is wholly owned

by Mr Wong and his spouse.

Save as disclosed above, none of the directors or chief executives (including their

spouse and children under 18 years of age) have any interest in the share capital

of the Company and its associated corporations required to be disclosed pursuant

to the SDI Ordinance.
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