British American Tobacco (Malaysia) Berhad 


Notes: 

1. Basis of Preparation
The interim financial report is unaudited and has been prepared in accordance with the requirements of Financial Reporting Standard (FRS) 134 “Interim Financial Reporting” (previously known as MASB 26) issued by the Malaysian Accounting Standards Board and paragraph 9.22 and Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad. It should be read in conjunction with the Group’s annual audited financial statements for the year ended 31 December 2004. 
The accounting policies and methods of computation adopted by the Group in these quarterly financial statements are consistent with those adopted in the most recent annual audited financial statements for the year ended 31 December 2004.
2. Audit Report of Preceding Annual Financial Statements
The audit report of the Group’s most recent annual audited financial statements for the year ended 31 December 2004 was not qualified.
3. Unusual Items
There were no other unusual items affecting assets, liabilities, equity, net income or cash flows during the financial period under review except for:

(i) the recognition of impairment losses amounting to approximately RM29 million in relation to the Group’s plant and equipment, which was a result of the reduction in volumes and the impending ban on the manufacture and sale of small packs cigarettes; and
(ii) the contribution made to the growers and grower-curers of tobacco leaf relating to the restructuring of the local tobacco industry, amounting to approximately RM45 million.
4. Changes in Estimates
There were no changes in estimates of amounts reported in prior financial years that have a material effect in the current quarter.
5. Taxation
Taxation comprises:

	
	
	3 months ended
	
	9 months ended

	
	
	30.9.2005
	
	30.9.2004
	
	30.9.2005
	
	30.9.2004

	
	
	RM’000
	
	RM’000
	
	RM’000
	
	RM’000

	
	
	
	
	
	
	
	
	

	In respect of current year
	
	
	
	
	
	
	
	

	Current tax
	
	
	
	
	
	
	
	

	- Malaysian income tax
	
	86,390
	
	88,898
	
	207,353
	
	239,513

	Deferred tax
	
	(396) 
	
	1,426
	
	(3,481)
	
	6,656

	
	
	85,994
	
	90,324
	
	203,872
	
	246,169


The deferred tax credited to the income statement during the three months ended 30 September 2005 arose from the recognition of merchandising units as qualifying assets. The tax effect of this and the impairment losses on plant and equipment in the previous quarter resulted in a cumulative deferred tax credit to the income statement for the nine months ended 30 September 2005.

The average effective tax rate of the Group for the periods ended 30 September 2005 approximated 29%, being higher than the statutory tax rate of 28%. This was a result of lower utilisation of reinvestment allowances within the Group during the financial period under review. 

The average effective tax rate of the Group for the periods ended 30 September 2004 approximated the statutory tax rate of 28%.
6. Valuations of Property, Plant and Equipment
The valuations of land and buildings have been brought forward, without amendment, from the most recent annual audited financial statements for the year ended 31 December 2004. The carrying value is based on a valuation carried out in 1983 by independent qualified valuers less depreciation.
7. Sale of Unquoted Investments and/or Properties
The Group entered into the following sale and purchase agreements on:

(i) 23 September 2004 for the disposal of its property at Mukim Wakaf Delima, Kelantan for a consideration of RM930,000, which will result in a loss of approximately RM235,000; and

(ii) 26 April 2005 for the disposal of its property at Pasir Puteh, Kelantan for a consideration of RM135,000, which will result in a loss of approximately RM56,000; and 
(iii) 25 August 2005 for the disposal of its property at Johor Bahru, Johor for a consideration of RM470,000. The disposal will result in a gain of approximately RM239,000.

The above disposals are expected to be completed in the next financial year.
Except for the above property disposals, there were no other sales of unquoted investments or properties during the financial period under review.
8. Quoted Securities
a) There were no purchases or sales of quoted securities during the financial period under review.

b) There were no investments in quoted securities as at the end of the financial period under review.

9. Changes in Composition of the Group
There were no changes in the composition of the Group during the financial period under review.

10. Corporate Proposals
There were no new corporate proposals announced as at 19 October 2005 (the latest practicable date which shall not be earlier than 7 days from the date of issue of this quarterly report).
11. Changes in Share Capital and Debt
On 14 March 2005, pursuant to the Issuance Programme of up to RM300 million nominal value Commercial Papers/ Medium-Term Notes, the Group issued RM50 million Commercial Papers with a coupon rate of 2.85% per annum. The Commercial Papers will mature on 14 December 2005. 
Except for the above issuance, there were no other issuances, cancellations, repurchases, resale and repayments of either debt or equity securities for the financial period under review.
12. Borrowings
The Group’s borrowings as at 30 September 2005 are as follows:

	
	RM’000

	Current
	

	
	

	9-months commercial papers
	

	with a coupon rate of 2.85% per annum, maturing on 14 December 2005
	50,000

	
	

	Non-current
	

	
	

	8-year redeemable unsecured bonds 1999/2007 
	

	with a coupon rate of 7.90% per annum, maturing on 2 November 2007
	450,000

	
	

	4½-year medium-term notes 2004/2009
	

	with a coupon rate of 4.95% per annum, maturing on 4 May 2009
	100,000

	
	

	5-year medium-term notes 2004/2009
	

	with a coupon rate of 4.58% per annum, maturing on 2 November 2009
	150,000

	
	

	
	700,000

	
	

	
	

	
	750,000

	
	


All borrowings are denominated in Ringgit Malaysia.

13. Contingent Liabilities and Contingent Assets
There were no contingent liabilities or contingent assets as at 19 October 2005 (the latest practicable date which shall not be earlier than 7 days from the date of issue of this quarterly report).
14. Capital Commitments

Capital commitments not provided for in the financial statements as at 30 September 2005 are as follows:

	
	RM’000

	
	

	Property, plant and equipment:
	

	
	

	   Authorised by the Directors and contracted for
	6,322

	
	

	   Authorised by the Directors but not contracted for
	34,434

	
	

	
	

	
	40,756

	
	


15. Financial Instruments
a) Forward Foreign Exchange Contracts
As at 19 October 2005 (the latest practicable date which shall not be earlier than 7 days from the date of issue of this quarterly report), the foreign exchange currency contracts which have been entered into by the Group to hedge its foreign purchases are as follows:

	Currency
	Contract amount in FCY’000
	Date of contract
	Value date of Contract
	Equivalent amount in RM’000

	Pound Sterling
	1,552
	6/1/2005 – 21/7/2005

	31/10/2005 – 
27/3/2006
	10,563


Foreign currency transactions in Group companies are accounted for at exchange rates ruling at the transaction dates, unless hedged by forward foreign exchange contracts, in which case the rates specified in such forward contracts are used. Foreign currency monetary assets and liabilities are translated at exchange rates ruling at the balance sheet date, unless hedged by forward foreign exchange contracts, in which case the rates specified in such forward contracts are used. Exchange differences arising from the settlement of foreign currency transactions and from the translation of foreign currency monetary assets and liabilities are included in the income statement.
There are no cash requirement risks as the Group uses fixed forward foreign currency contracts as its hedging instrument.

b) Interest Rate Swap (IRS)

Underlying Liability/ Hedging Instrument

The Group has an exposure to interest rate fluctuations on its borrowings as set out in Note 12 and manages this by the use of interest rate swaps. The interest rate swap contracts entitle the Group to receive interest at fixed rates on notional principal amounts and oblige it to pay interest at floating rates on the same amounts. Under the interest rate swaps, the Group agrees with other parties to exchange, at half yearly intervals, the differences between fixed rate and floating rate interest amounts calculated by reference to the agreed notional principal amounts. The floating rates of the Group’s interest rate swap contracts are linked to the Kuala Lumpur Inter Bank Offer Rate.

During the financial period under review, on 18 January 2005, 31 January 2005 and 1 April 2005, the Group entered into three interest rate swap contracts of notional principal amounts of RM20 million each.

As at 19 October 2005 (the latest practicable date which shall not be earlier than 7 days from the date of issue of this quarterly report), the total notional principal amounts of the outstanding interest rate swap contracts of the Group was RM60 million. The terms of these contracts will expire on 2 May 2008. The interest rate swap contracts effectively entitle the Group to receive interest at fixed rates ranging from 3.83% to 3.85% per annum and oblige it to pay interest at floating rates.

Credit Risk

The above financial instruments were executed with creditworthy financial institutions in Malaysia in line with the Group’s policy. 
16. Material Litigation
There was no material litigation as at 19 October 2005 (the latest practicable date which shall not be earlier than 7 days from the date of issue of this quarterly report).
17. Segment Reporting
No segmental analysis is prepared as the Group is primarily engaged in the manufacture and sale of cigarettes and other tobacco products in Malaysia.

18. Material Changes in the Quarterly Results as Compared with the Preceding Quarter  
The higher turnover in the current quarter was mainly a result of higher volumes driven by excessive stocking by the trade, in anticipation of a large price increase post-budget announcement. The increase in turnover is partially offset by the contribution made to the local tobacco industry restructuring plan.
Accordingly, profit before taxation in the current quarter was higher at RM296.5 million compared to the preceding quarter of RM174.7 million. 
19. Review of Performance
For the financial period under review, the Group’s turnover was RM2,926.7 million as compared to RM2,555.3 million in the same period last year. The higher turnover was attributable to the significant price increase in September 2004, partially offset by lower domestic and duty free volumes. 

Year to date volumes continue to be under pressure although the decline has been partially mitigated by excessive stocking by the trade in anticipation of a large tax increase. Pall Mall’s increased market share almost fully off-set the reductions in Dunhill and non-drive brands resulting in a very slight decline in overall market share.
The Group’s profit before taxation in the current period has declined to RM705.8 million from RM885.5 million in the same period last year. The decline was mainly due to the lower volumes, adverse product mix, increased marketing expenditure - driven by compliance costs and discount pricing activities, impairment of plant and machinery, contribution to the local tobacco industry and the cessation of the capacity reservation fee; partially offset by the higher turnover as mentioned above.
For the current quarter, except for the contribution made to the local tobacco industry as mentioned in Note 3, the results of the operations of the Group have not been substantially affected by any other item, transaction or event of a material and unusual nature.

20. Events Subsequent to the End of the Period

On 23 April 2004, the Group entered into a sale and purchase agreement for the disposal of its property at Megan Phileo Promenade, Kuala Lumpur for a consideration of RM2,450,000. The disposal was completed in October 2005 and resulted in a loss of approximately RM427,000 which will be included in the net profit for the 3 months ending 31 December 2005.

Except for the above property disposal, there are no material events subsequent to the end of the financial period under review that have not been reflected in the quarterly financial statements.
21. Seasonal or Cyclical Factors

The business operations of the Group were not materially affected by any seasonal or cyclical factors during the financial period under review.

22. Current Financial Year’s Prospects
Although volumes improved in Quarter 3 on the back of unprecedented levels of pre-budget speculation, we expect this to unwind during Quarter 4, resulting in lower volumes and profits in the final quarter of the year as compared with Quarter 4, 2004.
23. Earnings Per Share 
	
	
	3 months ended
	
	9 months ended

	
	
	30.9.2005
	
	30.9.2004
	
	30.9.2005
	
	30.9.2004

	Basic earnings per share

	
	
	
	
	
	
	
	

	Net profit for the period (RM’000)


	
	210,531
	
	234,586
	
	501,951
	
	639,333

	Weighted average number of ordinary shares in issue (‘000)


	
	285,530
	
	285,530
	
	285,530
	
	285,530

	Basic earnings per share (sen)


	
	73.7
	
	82.2
	
	175.8
	
	223.9


The Group does not have in issue any financial instrument or other contract that may entitle its holder to ordinary shares and therefore, dilutive to its basic earnings per share.
24. Dividends
The Board does not recommend any payment of dividends in respect of the 3 months ended 30 September 2005.
By Order of the Board

CHRISTINE LEE OI KUAN

Secretary

26 October 2005
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