TELEKOM MALAYSIA BERHAD (128740-P)

(Incorporated in Malaysia)

Notes to the announcement of results for the second quarter ended 30 June 2002
1
Accounting Policies


The quarterly financial statements of the Group were prepared using the same accounting policies, method of computation and basis of consolidation as those used in the preparation of the 2001 audited annual financial statements except for the recognition of liabilities with respect of dividend proposed.

During the first quarter, the Group changed its accounting policy with respect to the recognition of liabilities in compliance with the new Malaysian Accounting Standards Board (MASB) Standard 19 “Events after the Balance Sheet Date”.

In previous years, dividends were accrued as a liability when proposed by directors. The Group has now changed this accounting policy to recognise dividends in shareholders’ equity as an appropriation of retained profits in the period in which the obligation to pay is established in accordance with MASB Standard 19. Therefore, final dividends are now accrued as a liability after approval by shareholders at the Annual General Meeting.

This change in accounting policy has been accounted for retrospectively.

The main closing exchange rates used as at 30 June 2002 in translation (units of Malaysian Ringgit per foreign currency) were as follows:

Foreign Currency
Exchange Rate

Foreign Currency
Exchange Rate

US Dollar
3.80000

Thai Baht
0.09141

Japanese Yen
0.03176

Ghanaian Cedi
0.00049

Euro
3.75280

Guinea Franc
0.00194

Canadian Dollar
2.51290

Malawi Kwacha
0.05031

Pound Sterling
5.80564

Sri Lanka Rupee
0.03958

Bangladesh Taka
0.06643

South African Rand
0.36664

2 Exceptional Items

There were no exceptional items for the financial year to date ended 30 June 2002.

3
Extraordinary Items


There were no extraordinary items for the financial year to date ended 30 June 2002.


4
Taxation 

The taxation charge for the Group comprises:


INDIVIDUAL QUARTER
CUMULATIVE QUARTER


Current year quarter

Preceding year corresponding quarter

Current year to date

Preceding year corresponding period


30/06/2002

30/06/2001

30/06/2002

30/06/2001


RM Million

RM Million

RM Million

RM Million

Malaysia








      Current year taxation
      142.1

        135.0

    279.0

        288.3

      In respect of prior year
          0.3

            0.4

1.1

            0.4

      Deferred taxation
          1.1

            1.1

4.8

            1.7


      143.5

        136.5

    284.9

        290.4

Overseas








      Current  year taxation
         (0.2)

            5.8

0.6

           7.0

      In respect of prior year
          0.1

           (0.9)

5.6

          (0.9)

      Deferred taxation
          2.7

              -

3.6

             -


          2.6

            4.9

9.8

           6.1

Share of taxation of associated companies
          7.2

          (5.4)

      24.8

           5.9

        
      153.3

       136.0

    319.5

       302.4

The current year quarter and year to date effective rate of taxation for the Group was higher than the statutory rate principally due to losses of certain subsidiary companies which for tax purposes were not available for set off against taxable profits of other companies within the Group and certain expenses which were not deductible for tax purposes.

5
Profit on Sale of Unquoted Investments and/or Properties

There were no other profit on sale of unquoted investments and/or properties other than in the ordinary course of the Group's business for the financial year to date ended 30 June 2002.


6
Purchase and  Disposal of Quoted Securities



(a) Total purchases and disposals of quoted securities for the current quarter and financial year to date are as follows:

i) Current quarter


Short Term
Long Term 
Total


RM Million
RM Million
RM Million

Total purchases 
7.5
1,581.3
    1,588.8

Total disposals 
5.9
-
5.9

Total profit on disposal
2.3
-
2.3

ii) Financial year to date


Short Term
Long Term 
Total


RM Million
RM Million
RM Million

Total purchases 
              24.5
         1,653.7
         1,678.2

Total disposals 
              16.5
                -
              16.5

Total profit on disposal
                3.8
                -
                3.8

(b)
Total investments in quoted securities as at 30 June 2002 are as follows:


Short Term
Long Term
Total




RM Million
RM Million
RM Million

At cost
            249.6
         1,654.9
         1,904.5

At book value
            231.5
         1,654.9
         1,886.4

At market value
            231.5
         1,562.1
         1,793.6

7
Changes in the Composition of the Group
 

Changes in the composition of the Group for the current quarter and financial year to date ended 30 June 2002 were as follows:

1) TM Facilities Sdn Bhd (formerly known as TM Facilities Management Sdn Bhd) (TM Facilities)
On 2 January 2002, Telekom Malaysia Berhad (TM) acquired 100% equity interest in TM Facilities at a purchase consideration of RM2.00. 

2)  
TM Net Sdn Bhd (formerly known as Multimedia Management Sdn Bhd) 

(TM Net)

On 2 January 2002, TM acquired 100% equity interest in TM Net at a purchase consideration of RM2.00. 

7
Changes in the Composition of the Group (Continued)

3)
GITN Sdn Bhd (GITN)

On 8 February 2002, TM acquired the remaining 55% equity interest in GITN, resulting the company to be a wholly owned subsidiary of TM for cash consideration of RM11 Million.  

4) VADS Berhad (VADS)

On 12 June 2002, TM’s shareholding in VADS was diluted by 7.31% from 100% to 92.69% after renouncing its rights issue to eligible employees of VADS under VADS’s Employee Share Participation Scheme (ESPS) as part of the IPO exercise of VADS as disclosed in note 17(d) of this announcement. Effect of the dilution is not material to the Group.

5) MySpeed.Com Sdn Bhd 
MySpeed.Com Sdn Bhd is a joint-venture company between Pernec Corporation Berhad, Bank Islam Malaysia Berhad, HeiTech Padu Berhad and Telekom Malaysia Berhad. On 5 June 2002, TM’s interest in MySpeed.Com Sdn Bhd has increased to 15.79% from 15% due to non-subscription of new issuance of shares by HeiTech Padu Berhad.

8
Status of Corporate Proposals 

On 18 July 2002, TM has announced to KLSE with respect to the potential cellular business combination of TM Cellular Sdn Bhd (“TM Touch”) and Celcom (Malaysia) Berhad (“Celcom”) and a time table for the transaction process. As at to date, the negotiations are proceeding as planned. 

Apart from the above, there were no corporate proposals announced and not completed as at the date of this announcement.

9
Issuance and Repayment of Debt and Equity Securities

There were no issuance and repayment of debt and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares during the financial year to date ended 30 June 2002 except for the increase in issued and paid up capital of RM58.8 million of the Company from 3,103.5 million shares of RM1.00 each to 3,162.3 million shares of RM1.00 each as a result of employees exercising their option under Employees’ Share Option Scheme (ESOS) at the exercise price of RM10.50 and RM8.53 per share.

10
Group Borrowings



(a)  Group borrowings as at 30 June 2002 were as follows:


Short Term Borrowings
Long Term Borrowings


RM Million
RM Million

Secured  
                28.2
              179.8

Unsecured
669.9
6,562.0

Total
698.1
6,741.8

(b) Foreign currency borrowings in Ringgit equivalent as at 30 June 2002 were as follows:

Foreign Currency
              RM Million

US Dollars
4,756.7

Japanese Yen
752.9

Sri Lanka Rupee
22.6

Euro
7.1

Canadian Dollars
4.3

Pound Sterling
1.6

Total
5,545.2

11
Contingent Liabilities 

There has been no material change in contingent liabilities (other than material litigation disclosed in note 13 of this announcement) since the latest audited financial statements of the Company for the year ended 31 December 2001 except for the following:

(a) A corporate guarantee was granted to a financial institution in respect of the USD21.0 million (RM79.8 million) financing facility obtained by a wholly owned subsidiary company, MTN Networks (Private) Limited. The guarantee was executed on 6 May 2002 and will expire in March 2010. The guarantee replaces an earlier guarantee of USD6.0 million dated 20 September 2001 given in favour of the above said financial institution.

(b) Guarantee of a series of Promissory Notes totalling approximately USD6.679 million (RM25.4 million) issued by Sotelgui S.A., a subsidiary company, in favour of an equipment supplier issued on 18 April 2002. The Promissory Notes are payable during the period between November 2003 to December 2005.

12
Off Balance Sheet Financial Instruments 

The details and the financial effects of the hedging derivatives that the Company have entered into are described in note 12 to the latest audited financial statements of the Company for the year ended 31 December 2001. The accounting policies applied remain the same as in the latest audited financial statements and are as follows:

12
Off Balance Sheet Financial Instruments (Continued)

“Financial derivative hedging instruments are used in the Company’s risk management of foreign currency and interest rate exposures of its financial liabilities. Hedge accounting principles are applied for the accounting of the underlying exposures and their hedge instruments. The underlying foreign currency liabilities are translated at their respective hedged exchange rate, and differential interest receipts and payments arising from interest rate derivative instruments are accrued, so as to match the net differential with the related expenses on the hedge liabilities. No amounts are recognised in respect of future periods.”
There has been no material change to the terms and conditions of those derivatives between the date of the latest audited financial statements and the date of this announcement. 

All hedging instruments are executed with creditworthy financial institutions with a view to limit the credit risk exposure of the Company.

13
Material Litigation 

A claim was filed on 9 January 2001 against a wholly owned subsidiary company, Telekom Multi-Media Sdn Bhd for damages of RM105.7 million for loss of profits and Canadian dollar 0.9 million for expenses incurred. 

The Directors based on legal opinion received, are of the view that the Company has a reasonably good case to dispute and/or contest the claim by the plaintiff. The claim is contested by the Company on the issue of liability and quantum.

The matter which was fixed for trial from 12 to 14 August 2002 has been postponed by the court and the new hearing dates have yet to be informed by the court. 

Notwithstanding the above, negotiations are in progress with a view to a possible amicable resolution of this matter but with no admission of liability on the part of the Company.

Apart from the above, the Directors are not aware of any proceedings pending against the Company and/or its subsidiary companies or of any facts likely to give rise to any proceedings which might materially affect the position or business of the Company and/or its subsidiary companies.

14 Group Segmental Reporting 

Group segmental reporting for the financial year to date ended 30 June 2002 were as follows: 

All amounts are in RM Million 
Fixed Lines


Cellular


Others


Eliminations


Total



Revenue
External 

Inter-segment *
3,885.4

168.1
811.0

32.1
81.1

24.1
(224.3)
     4,777.5

          -

   Total revenue
4,053.5
843.1
105.2
(224.3)
     4,777.5

Result

Segment result

Corporate expenses

Foreign exchange losses
1,075.2
         (4.0)
22.4

     1,093.6

         (59.1)

         (68.5)

Interest expense

Interest income




       (207.7)

          49.4

Share of profits less losses of associated companies
42.7
14.4
5.9

          63.0

   Profit before income tax




        870.7

Income tax




       (319.5)

   Profit after income tax




        551.2

Minority interests




        (10.1)

   Net profit 




       541.1

Assets Employed
Segment assets

Associated companies

Unallocated assets
20,572.3

       984.2
5,074.7

113.4
563.7

      2.6

   26,210.7

     1,100.2

        776.6

   Consolidated total assets




   28,087.5

*   Inter-segment revenue has been eliminated at the respective segment revenue. The inter-segment revenue was entered into in the normal course of business and at prices available to third parties or at negotiated terms.

15
Comparison with Preceding Quarter’s Results 

Compared to the preceding quarter, the current quarter’s revenue has increased by RM145.5 million (6.3%) from RM2,316.0 million to RM2,461.5 million due to higher revenue from all services. However, profit before taxation decreased by RM29.3 million (6.5%) from RM450.0 million to RM420.7 million due to lower contribution from associated companies in the second quarter.
16
Review of Performance  

For the current quarter under review, the Group’s revenue increased by 0.8% from RM2,441.1 million recorded in the corresponding quarter in 2001 to RM2,461.5 million mainly due to higher revenue from leased, internet and multimedia as well as non-telecommunication services. Profit before taxation increased by 32.3% from RM317.9 million recorded in the corresponding quarter in 2001 to RM420.7 million mainly contributed by positive contributions from associated companies and lower finance costs.

For the current year to date under review, the Group’s revenue of RM4,777.5 million was 2.2% higher than RM4,672.7 million recorded in the corresponding period in 2001 mainly due to higher revenue from telephony, data, internet and multimedia as well as non-telecommunication services. The Group’s profit before taxation has increased by 13.6% from RM766.2 million recorded in the preceding year corresponding period to RM870.7 million mainly due to positive contributions from associated companies and lower finance costs.
17      Material Subsequent Events 

(a) As at 7 May 2002, Telekom Enterprise Sdn Bhd (TESB) and TM collectively, have an interest of 31.25% of the issued and paid up capital of TRI. On 4 July 2002, four nominees of TM were appointed to the Board of TRI. Consequent to that, TRI becomes an associated company of TM Group.

(b) On 30 July 2002, the Malaysian Communications and Multimedia Commission (MCMC) announced that TM was awarded a 3G spectrum assignment subject to the company submitting a detailed business plan within six (6) months. The spectrum assignment fee of RM50 million is payable on instalment basis.
(c) A new Employees’ Share Option Scheme (ESOS 3) involving a total of  316,234,938 new shares was approved by the shareholders at an Extraordinary General Meeting held on 21 May 2002. On 1 August 2002, 260,010,000 shares were offered to the eligible employees of TM Group at RM7.09 per share. The expiry date of the scheme is on 31 July 2007.

(d) On 7 August 2002, a subsidiary company, VADS Berhad (VADS) was listed on the Second Board of the KLSE. Consequent to the listing exercise, TM’s shareholding in VADS has been reduced from 92.69% to 69.52%. 
Other than the above, there are no other material events subsequent to the end of the period.

18
Seasonal or Cyclical Factors


The business of the Group is not affected by any seasonal or cyclical factors.

19
Prospects for the Current Financial Year 

With the Malaysian economy expected to continue its growth momentum into the second half of the year, the Board expects, barring unforeseen circumstances, that TM Group performance will improve in the remaining half of the financial year.

The Group will further intensify the current efforts towards achieving operational and capital cost efficiencies principally in the area of cost management, credit management, asset utilisation and application of cost efficient technologies. At the same time, the Group will also undertake revenue enhancement programmes to increase market share, sales and collections.

20
Variance of Actual Profit from Forecast Profit / Profit Guarantee

Not applicable. 

21
Dividend

No interim dividend was recommended for the quarter under review.

By Order of the Board 

Wang Cheng Yong (MAICSA 0777702)

Zaiton Ahmad (MAICSA 7011681)

Secretaries

Kuala Lumpur


27 August 2002
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