TELEKOM MALAYSIA BERHAD (128740-P)

(Incorporated in Malaysia)

PART A : EXPLANATORY NOTES OF MASB 26 – PARAGRAPH 16


Notes to the announcement of results for the third quarter ended 30 September 2002
1.
Basis of Preparation of Interim Financial Reports 


The interim financial reports of the Group have been prepared in accordance with MASB 26 “Interim Financial Reporting” and paragraph 9.22 and Appendix 9B of the Kuala Lumpur Stock Exchange Listing Requirements, and should be read in conjunction with the Group’s audited annual financial statements for the year ended 31 December 2001. The same accounting policies, method of computation and basis of consolidation as those used in the preparation of the 2001 audited annual financial statements are followed 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 MASB 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 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 September 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
0.08786

Japanese Yen
0.03121

Ghanaian Cedi
0.00047

Euro
3.74900

Guinea Franc
0.00193

Canadian Dollar
2.39320

Malawi Kwacha
0.04804

Pound Sterling
5.95954

Sri Lanka Rupee
0.03954

Bangladesh Taka
0.06597

South African Rand
0.36163

2. 
Qualification of Preceding Audited Annual Financial Statements

The latest audited annual financial statements for year ended 31 December 2001 were not subject to any qualification.

3.
Seasonal or Cyclical Factors


The interim operations of the Group were not affected by any seasonal or cyclical factors.

4.
Unusual Items Affecting Assets, Liabilities, Equity, Net Income or Cash Flows

There were no items affecting assets, liabilities, equity, net income or cash flows that are unusual because of their nature, size or incidence for the financial period to date ended 30 September 2002 other than as disclosed in this announcement.


5. Material Changes in Estimates 

There were no material changes in estimates reported in the prior interim periods of the current financial period or prior financial year.

6.
Issuances, Cancellations, Repurchases, Resale and Repayments of Debt and Equity Securities

There were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares during the financial period to date ended 30 September 2002 except for the increase in issued and paid up capital of RM63.2 million of the Company from 3,103.5 million shares of RM1.00 each to 3,166.7 million shares of RM1.00 each as a result of employees exercising their options under the Employees’ Share Option Scheme (ESOS) at respective exercise price of RM10.50, RM8.53 and RM7.09 per share.

7.
Dividends Paid 

Final gross dividend of 10 sen per share less 28% income tax and special gross dividend of 5.0 sen per share less 28% income tax amounting to RM341.6 million in respect of financial year ended 31 December 2001 was paid on 24 June 2002.

8.  
Segmental Information 

Segmental information for the financial period to date ended 30 September 2002 were as follows: 

By Business Segment

All amounts are in RM Million 
Fixed Line


Cellular


Others


Eliminations


Total



Revenue
External 

Inter-segment *
5,924.4

319.3
1,225.6

63.4
120.7

40.9
(423.6)
     7,270.7

          -

   Total revenue
6,243.7
1,289.0
161.6
(423.6)
     7,270.7

8. 
Segmental Information (Continued)

All amounts are in RM Million 
Fixed Line


Cellular


Others


Eliminations


Total



Result

Segment result

Corporate expenses

Foreign exchange losses
1,618.9
       8.2 
34.2

     1,661.3

       (181.1)

         (50.9)

Interest expense

Interest income




       (295.6)

          67.1

Share of profits less losses of associated companies
51.9
27.8
3.1

          82.8

   Profit before income tax




     1,283.6

Income tax




       (449.8)

   Profit after income tax




        833.8

Minority interests




         (23.1)

   Net profit 




        810.7

Segmental information for the financial period to date ended 30 September 2001 were as follows: 

By Business Segment

All amounts are in RM Million 
Fixed Line


Cellular


Others


Eliminations


Total



Revenue
External 

Inter-segment *
5,959.7

261.2
1,086.8

47.6
128.9

62.4
(371.2)
     7,175.4

          -

   Total revenue
6,220.9
1,134.4
191.3
(371.2)
     7,175.4

Result

Segment result

Corporate expenses

Foreign exchange gains
1,723.5
       (68.6) 
59.0

     1,713.9

       (151.7)

          11.8

Interest expense

Interest income




       (419.9)

          80.8

Share of profits less losses of associated companies
15.8
792.7
9.5

        818.0

   Profit before income tax




     2,052.9

Income tax




       (474.1)

   Profit after income tax




     1,578.8

Minority interests




         (12.5)

   Net profit 




     1,566.3

*   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.

9.
Valuation of Property, Plant and Equipment 

There is no revaluation of property, plant and equipment brought forward from the previous audited financial statements as the Group does not adopt a revaluation policy on its property, plant and equipment.

10. Material Events Subsequent to the End of the Interim Period

There are no material events subsequent to the end of the interim period that have not been reflected in the financial statements for the interim period.

11.
Effects of Changes in the Composition of the Group
 

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

(a)
TM Facilities 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. 

(b)  
TM Net Sdn Bhd (TM Net)

On 2 January 2002, TM acquired 100% equity interest in TM Net at a purchase consideration of RM2.00. TM Net officially commenced operation with effect from 1 July 2002. There will not be significant effect to the Group result.

(c)
GITN Sdn Bhd (GITN)

On 8 February 2002, TM acquired the remaining 55% equity interest in GITN, not previously held by TM for cash consideration of RM11 million. Goodwill on consolidation is RM31.8 million and current year profit consolidated is RM2.4 million.

(d)       VADS Berhad (VADS)

In conjunction with the listing of VADS on the Kuala Lumpur Stock Exchange (KLSE) on 7 August 2002, TM’s shareholding in the company has been changed from 92.69% in June 2002 to 69.52%. The gain on disposal amounted to RM3.5 million.

(e)       MySpeed.Com Sdn Bhd (MySpeed.Com)

MySpeed.Com Sdn Bhd is a joint-venture company between Pernec Corporation Berhad, Bank Islam Malaysia Berhad, HeiTech Padu Berhad and TM. On 9 September 2002, TM’s interest in MySpeed.Com increased from 15.79% on 5 June 2002 to 16.22% following the non-subscription of rights issue by a joint-venture partner.

11.
Effects of Changes in the Composition of the Group (Continued)
(f)        Telekom Malaysia (S) Pte Ltd

On 27 September 2002, TM acquired 100% equity interest in Telekom Malaysia (S) Pte Ltd at a purchase consideration of  SGD2.00.

(g) 
Celcom (Malaysia) Berhad (Celcom)

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 Celcom (listing status transferred from Technology Resources Industries Berhad on 10 October 2002). On 4 July 2002, four nominees of TM were appointed to the Board of Celcom. Consequent to that, Celcom becomes an associated company of the Group. Goodwill arising from the acquisition of Celcom is approximately RM1,173.5 million based on  provisional fair value of separable assets and share of profits from equity accounting Celcom’s results in third quarter is RM2.5 million.

(h)
Ghana Telecommunications Company Limited (GT)

TM’s effective interest in GT is 25.5%, held through TM International Sdn Bhd and G-Com Limited (G-Com). On 3 June 2002, the Extraordinary General Meeting (EGM) of GT passed a resolution to reconstitute the Board of GT consisting of four nominees from G-Com (85% owned by TM) and three nominees from the Government of Ghana (GoG) to three nominees from G-Com and six nominees from GoG. This resolution was passed despite the objection from G-Com whose consent is required under the Company Regulations of GT.

Subsequently, G-Com filed for an application in the High Court of Ghana on 13 June 2002, to seek a declaration that the EGM held on 3 June 2002 was null and void.

On 11 July 2002, the GoG unilaterally terminated the contract of employment of the Managing Director (MD) and appointed an Interim Management Committee to oversee and manage the day to day affair of GT pending the appointment of a substantive MD by the shareholders of GT.

On 31 July 2002, the High Court of Ghana dismissed G-Com’s application for a declaration to nullify the EGM held on 3 June 2002.

Following the above events, TM lost significant influence over the financial and operating policy decisions of GT. In accordance with applicable approved accounting standard in Malaysia, TM has since ceased to equity account its share of results in GT.

With the above, the carrying value of investment in GT has been reclassified from associated company to long term investment.

12.
Changes in Contingent Liabilities Since the Last Annual Balance Sheet Date

There has been no material change in contingent liabilities since the latest audited annual financial statements of the Group for the year ended 31 December 2001 except for the following and as disclosed as material litigation in note B11:

(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.

13. Capital Commitments 


Group


30/09/2002


RM Million

Property, plant and equipment:


Commitments in respect of expenditure contracted for
3,417.0

Commitments in respect of expenditure approved but not contracted for
53.5

 1.
Review of Performance  

For the current quarter under review, the Group’s revenue decreased by 0.4% from RM2,502.7 million recorded in the corresponding quarter in 2001 to RM2,493.2 million mainly due to lower revenue from data, other telecommunication and non-telecommunication services. Profit before taxation decreased by 67.9% from RM1,286.7 million recorded in the corresponding quarter in 2001 to RM412.9 million mainly due to exceptional gain from disposal of an associated company in 2001 as well as lower contribution from associated companies in the current year quarter.

For the current financial period to date under review, the Group’s revenue increased by 1.3% from RM7,175.4 million recorded in the corresponding period in 2001 to RM7,270.7 million mainly due to higher revenue from telephony, interconnect, leased, internet and multimedia as well as non-telecommunication services. However, the Group’s profit before taxation has decreased by 37.5% from RM2,052.9 million recorded in the preceding year corresponding period to RM1,283.6 million mainly due to the exceptional gain from disposal of an associated company in 2001.
2.
Comparison with Preceding Quarter’s Results 

Compared to the preceding quarter, the current quarter’s revenue has increased by RM31.7 million (1.3%) from RM2,461.5 million to RM2,493.2 million due to higher revenue from telephony, interconnect, data, other telecommunication and non-telecommunication services. However, profit before taxation decreased by RM7.8 million (1.9%) from RM420.7 million to RM412.9 million mainly due to higher operating costs.
3.
Prospects for the Current Financial Year 

Barring unforeseen circumstances, the Group is expected to perform satisfactorily for the financial year ended 31 December 2002 in line with the modest economic growth in Malaysia. In addition, the various cost efficiencies and revenue enhancement programmes that had been put in place earlier are showing positive results and will continue to assist the Group to register better performance for the rest of the year.   

4.
Variance of Actual Profit from Forecast Profit / Profit Guarantee

The Group has not provided any profit forecast or profit guarantee in a public document for the financial period to date ended 30 September 2002. 

5.
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


30/09/2002

30/09/2001

30/09/2002

30/09/2001


RM Million

RM Million

RM Million

RM Million

Malaysia








      Current year taxation
    117.6

        159.9

    396.6

        448.2

      In respect of prior year
-

          (0.1)

1.1

            0.3

      Deferred taxation
 0.8

           2.1

5.6

            3.8


    118.4

       161.9

   403.3

        452.3

Overseas








      Current  year taxation
      10.2

          (4.9)

      10.8

           2.1

      In respect of prior year
      (2.8)

          (1.0)

2.8

          (1.9)

      Deferred taxation
2.7

             -

6.3

             -


      10.1

          (5.9)

      19.9

           0.2


    128.5

        156.0

    423.2

       452.5

Share of taxation of 

     Associated companies
1.8

          15.7

      26.6

         21.6

TOTAL TAXATION
    130.3

        171.7

    449.8

       474.1

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.

6.
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 period to date ended 30 September 2002.


7.
Purchase and Disposal of Quoted Securities



(a) Total purchases and disposals of quoted securities for the current quarter and financial period to date ended 30 September 2002 are as follows:

i) Current quarter


Short Term
Long Term 
Total


RM Million
RM Million
RM Million

Total purchases 
3.3
-
3.3

Total disposals 
6.0
-
6.0

Total profit on disposal
0.1
-
0.1

ii) Financial period to date


Short Term
Long Term 
Total


RM Million
RM Million
RM Million

Total purchases 
              27.8
         1,653.7
         1,681.5

Total disposals 
              22.5
                -
              22.5

Total profit on disposal
                3.9
                -
                3.9

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


Short Term
Long Term
Total




RM Million
RM Million
RM Million

At cost
            250.8
         1,654.9
         1,905.7

At book value
            196.9
         1,654.9
         1,851.8

At market value
            196.9
         1,270.8
         1,467.7

8.
Status of Corporate Proposals 

On 28 October 2002, TM announced that it had executed a sale and purchase agreement with Celcom for the disposal of its 100% equity interest in TM Cellular Sdn Bhd to Celcom for a total purchase consideration of RM1,684 million to be satisfied by the issuance of 635,471,698 new Celcom ordinary shares of RM1.00 each at RM2.65 per Celcom share (Proposed Disposal).

In addition, it was also announced on 28 October 2002 that upon completion of the Proposed Disposal, TM’s direct and indirect interests in Celcom would increase from 31.25% to 47.93%.  Accordingly, pursuant to Practice Note 2.1 of the Malaysian Code on Take-overs and Mergers, 1998 (Code), TM and the persons acting in concert (PAC) with TM would be obligated to undertake a Mandatory General Offer for the remaining voting shares in Celcom not held by TM and PAC under Part II of the Code at RM2.75 per Celcom share.

The applications to the relevant authorities on the Proposed Disposal are presently being prepared by Celcom and are expected to be submitted for the approval of the relevant authorities prior to the end of 2002.
Apart from the above, there were no corporate proposals announced and not completed as at the date of this announcement.

9.
Group Borrowings and Debt Securities


(a)  Group borrowings and debt securities as at 30 September 2002 were as follows:


Short Term Borrowings
Long Term Borrowings


RM Million
RM Million

Secured  
                20.9
              186.0

Unsecured
755.2
6,549.6

Total
776.1
6,735.6

(b) Foreign currency borrowings and debt securities in Ringgit equivalent as at 30 September 2002 were as follows:

Foreign Currency
              RM Million

US Dollars
4,688.0

Japanese Yen
734.7

Sri Lanka Rupee
59.8

Bangladesh Taka
27.3

Guinea Franc
18.8

Euro
6.8

Canadian Dollars
4.2

Pound Sterling
1.7

Total
5,541.3

10.
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. There has been no new off balance sheet financial instruments during the interim period.

The accounting policies applied remain the same as in the latest audited financial statements and are as follows:

“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.”

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

11.
Material Litigation 

(a)
A claim against a wholly owned subsidiary company, Telekom Multi-Media Sdn Bhd (TMMSB) was initiated by the plaintiff, Excape.net Communications (1996) Inc. on 9 January 2001 vide KL High Court Suit No. D8-22-36-2001. The claim, which the plaintiff is seeking, is for damages of RM105.7 million for loss of profits and Canadian Dollars 0.9 million for expenses incurred. 

On 15 October 2002, TM announced that the plaintiff has sought an out of court settlement. Following a series of negotiation, the plaintiff accepted RM1.2 million as full and final settlement (Settlement Sum) of its claim against TMMSB. The Settlement Sum had been remitted to the plaintiff’s solicitor, Messrs. Tay & Partner’s bank account on 30 September 2002. Upon payment of the above Settlement Sum, the plaintiff and TM have filed and served on each other the Notice of Discontinuance of the claim and counter-claim dated 7 and 8 October respectively. The above matter is now discontinued with no liberty to file a fresh and each party shall bear its own legal costs.

(b)
As disclosed in note A11(h) of this announcement, the High Court of Ghana had on 31 July 2002, dismissed G-Com’s application for a declaration to nullify GT’s EGM held on 3 June 2002. On 25 September 2002, G-Com filed for an appeal in the Supreme Court of Ghana against the decision of the High Court dated 31 July 2002. The Supreme Court has yet to fix the hearing date of the said appeal.

(c) By an agreement dated 10 February 1998 made between TM and Tan Sri Mustapha Kamal Haji Abu Bakar, Eastborne Corporation Berhad, Projass Engineering Berhad and Shorefield Holdings Sdn Bhd (to be collectively referred to as “MEPS JV”), MEPS JV agreed to design, construct and complete the proposed Multimedia University Campus at Cyberjaya, Selangor Darul Ehsan.

Differences had arose between MEPS JV and TM which, amongst others include the completion of outstanding works, remedying of defects, retention of the cash performance guarantee, the deduction of liquidated damages for delay and the certification and payment of the retention money. This dispute has been referred to Jabatan Kerja Raya (JKR) of which, on 27 June 2002 JKR has awarded a compensation of RM63.8 million in favour of MEPS JV. TM is currently in the process of appealing to JKR over the said decision.

TM has filed an appeal for review of the decision by JKR in the High Court. The Court has fixed 27 November 2002 as the hearing date for the said application. However, the hearing was subsequently postponed to May 2003.

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.
12.
Dividend Proposed

No interim dividend was recommended for the current quarter and financial period to date ended 30 September 2002.

13. Earnings Per Share (EPS)


INDIVIDUAL QUARTER
CUMULATIVE QUARTER


Current year quarter
Preceding year corresponding quarter
Current year to

 date
Preceding year corresponding period


30/09/2002
30/09/2001
30/09/2002
30/09/2001

(a) Basic earnings per share





Net profit attributable to 

   Shareholders (RM Million)
269.6
1,108.7
810.7
1,566.3

Weighted number of ordinary 

   Shares (Million)
3,151.5
3,089.3
3,151.5
3,089.3

Basic earnings per share (Sen)
8.6
35.9
25.7
50.7







 (b) Diluted earnings per share





Net profit attributable to 

   Shareholders (RM Million)
269.6
1,108.7
810.7
1,566.3

Weighted number of ordinary 

   Shares (Million)
3,151.5
3,089.3
3,151.5
3,089.3

Adjustment for ESOS (Million)
22.6
12.2
22.6
12.2

Weighted number of ordinary 

   Shares (Million)
3,174.1
3,101.5
3,174.1
3,101.5

Diluted earnings per share (Sen)
8.5
35.7
25.5
50.5

Fully diluted earnings per share of the Group is calculated by dividing the net profit attributable to shareholders by the weighted average number of ordinary shares in issue during the period, adjusted to assume the conversion of dilutive potential ordinary shares. The Company has other dilutive potential ordinary shares which are deemed not dilutive under MASB 13 as the issue prices of the potential ordinary shares are higher than the fair value of the Company’s ordinary shares and hence are excluded in arriving at the fully diluted earnings per share for the period.

By Order of the Board 

Wang Cheng Yong (MAICSA 0777702)

Zaiton Ahmad (MAICSA 7011681)

Secretaries

Kuala Lumpur


29 November 2002
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