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 2003
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 2002. The accounting policies, method of computation and basis of consolidation were consistent with those used in the preparation of the 2002 audited annual financial statements except for the recognition of provision for deferred taxation, goodwill, other intangible asset and associated companies.

Deferred Taxation

During the first quarter 2003, the Group changed its accounting policy with respect to the recognition of provision for deferred taxation in compliance with MASB 25 “Income Taxes”. 

In previous years, provision was made for deferred taxation, using the liability method, on all material timing differences except where it is considered reasonably probable that the tax effect of such deferrals will continue in the foreseeable future.

The Group has now changed this accounting policy to that of full provision in respect of all timing differences in accordance with MASB 25. All timing differences are now taken as provision in the financial statements in the period as and when they arise. The change in accounting policy has been accounted for retrospectively.

The effect of the change to the Consolidated Income Statement for the current quarter and financial period to date is (RM26.6) million and RM69.3 million respectively. The preceding year corresponding period Consolidated Income Statement has been restated to conform to the changed accounting policy. Accordingly, the Consolidated Balance Sheet for the preceding financial year ended 31 December 2002 has been restated to include all cumulative timing differences as at 31 December 2002 not provided for previously. 

Goodwill

During the second quarter 2003, the Group changed its accounting policy with respect to goodwill.

For acquisition completed on or after 1 January 2002, the goodwill arising in respect of  a subsidiary company is capitalised as an intangible asset or, if arising in respect of an associated company, recorded as part of the investment in associated companies. Goodwill is tested for impairment at least annually, or if events or circumstances occur indicating that an impairment may exist. Impairment of goodwill is charged to Income Statement as and when it arises. For acquisitions on or before 31 December 2001, the goodwill was written off against reserves in the year of acquisition.

The change in accounting policy has been accounted for retrospectively. Accordingly, the Consolidated Balance Sheet for the preceding financial year ended 31 December 2002 has been restated.

1.
Basis of Preparation of Interim Financial Reports (Continued)


Other Intangible Asset

During the second quarter 2003, the Group adopted a new accounting policy with respect to intangible asset. 3G Spectrum fee is capitalised and amortised over the defined period, from the effective date of commercialisation of services, subject to impairment, to the end of the assignment period on a straight line basis.

Associated Companies

During the first quarter 2003, Telkom SA Limited (TSA), an associated company of TM was listed in Johannesburg Stock Exchange (JSE) and New York Stock Exchange (NYSE). Under the provision of the JSE Listing Requirements, TSA is required to announce its financial results biannually i.e. for period ending 30 September and 31 March. Since TSA announces its results later than TM, TM has equity account TSA’s September quarter results based on TM’s estimation. Differences between actual and estimation will be adjusted in the following quarter.

The principal closing rates (units of Malaysian Ringgit per foreign currency) used in translating significant balances at 30 September 2003 were as follows:

Foreign Currency
Exchange Rate

Foreign Currency
Exchange Rate

US Dollar
3.80000

Sri Lanka Rupee
0.04031

Japanese Yen
0.03406

South African Rand
0.54827

Guinea Franc
0.00192

Special Drawing 


Bangladesh Taka
0.06524

  Rights
5.43320

2. 
Qualification of Preceding Audited Annual Financial Statements

The latest audited annual financial statements for year ended 31 December 2002 were not subject to any qualification.

3.
Seasonal or Cyclical Factors


The 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 unusual items affecting assets, liabilities, equity, net income or cash flows due to their nature, size or incidence for the financial period ended 30 September 2003.

5. Material Changes in Estimates 

There were no material changes in estimates of amounts reported in the prior interim 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 ended 30 September 2003 except for the following:

(a) The increase in issued and paid up capital of RM34.0 million of the Company from 3,167.0 million shares of RM1.00 each to 3,201.0 million shares of RM1.00 each as a result of employees exercising their options under the Employees’ Share Option Scheme (ESOS) at the exercise price of RM7.09 per share.

(b) The redemption of  USD359.9 million Euro Convertible Bond at par on 1 August 2003.

7.
Dividends Paid 

Final gross dividend of 10 sen per share less 28% income tax amounting to RM228.4 million in respect of financial year ended 31 December 2002 was paid on 23 June 2003.

8. 
Segmental Information 

Segmental information for the financial period ended 30 September 2003 and 30 September 2002 were as follows: 

By Business Segment
2003

All amounts are in 

RM Million 
Fixed line, data, internet and multimedia
Cellular


Others



Total



Operating Income

Total operating income

Inter-segment *
               6,243.0

(298.8)
      2,647.6

     (187.1)
         335.5

   (143.9)

     9,226.1

       (629.8)

External operating income
               5,944.2
      2,460.5
         191.6

     8,596.3

8. 
Segmental Information (Continued)

2003

All amounts are in 

RM Million 
Fixed line, data, internet and multimedia
Cellular


Others



Total



Results

Segment result

Unallocated income

Corporate expenses

Foreign exchange losses
                 1,240.8
         232.9
        64.8

      1,538.5

           46.4

        (177.1)

          (46.5)

Operating profit before finance cost




      1,361.3

Finance cost

Finance income




        (376.9)

           60.2

Share of profits less losses of associated companies
                    122.5
          107.9
        24.2

         254.6

Profit before income tax




      1,299.2

Income tax




        (368.8)

Profit after income tax




         930.4

Minority interests




          (39.7)

Net profit 




         890.7

2002






Operating Income
Total operating income

Inter-segment *
              6,145.0

                 (274.4)
    1,298.3

         (62.5)
      254.4

        (90.1)

      7,697.7

        (427.0) 

External operating income
             5,870.6
    1,235.8
      164.3

      7,270.7

Results

Segment result

Unallocated income

Corporate expenses

Foreign exchange losses
              1,557.7
            0.5 
          39.3

      1,597.5

           63.8

        (181.1)

          (50.9)

Operating profit before finance cost




      1,429.3

Finance cost

Finance 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




        (518.9)

Profit after income tax




         764.7

Minority interests




          (23.1)

Net profit 




         741.6

8. 
Segmental Information (Continued)

*   Inter-segment operating income has been eliminated at the respective segment operating income. The inter-segment operating income 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 was no revaluation of property, plant and equipment brought forward from the previous audited financial statements. The Group does not adopt a revaluation policy on its property, plant and equipment.

10.
Material Events Subsequent to the End of the Quarter

There were no material events subsequent to the end of the quarter that have not been reflected in the interim financial statements.

11.
Effects of Change in the Composition of the Group 

Change in the composition of the Group for the current quarter and financial period ended 30 September 2003 were as follows:

(a) Celcom (Malaysia) Berhad (Celcom)

During the current quarter, the collective interest of TM and a wholly owned subsidiary of TM, Telekom Enterprise Sdn Bhd, in Celcom has increased from 98.54% to 100% effective on 29 September 2003 pursuant to the events as disclosed in note B8(a). Goodwill on acquisition arising from the additional 1.46% is approximately RM72.16 million, being the excess of the purchase price over the Group’s share of the fair value of identifiable net assets. In line with the Group’s new accounting policy as explained in note A1, this goodwill has been capitalised as an intangible asset.

(b) TM Cellular (Holdings) Sdn Bhd (TCH)

On 15 September 2003, TM acquired 2 ordinary shares of RM1.00 each, representing 100% equity interest in TCH at a purchase consideration of RM2.00. TCH was acquired as a vehicle to pursue TM’s interest in broadband mobile data and 3G businesses.

(c) 5by5 Networks Inc (5by5)

During the current quarter, TM’s shareholding in 5by5 reduced from 10.10% to 3.01% due to TM's non-participation in the company’s new allotment of shares/stocks.

(d) Samart Corporation Public Co Limited (Samart)

During the current quarter, the shareholding of TM’s wholly owned subsidiary, TM International Sdn Bhd in Samart has reduced from 19.73% to 19.72% due to issuance of shares under Employees’ Share Option Scheme.

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

There was no material change in contingent liabilities (other than material litigation disclosed in note B11 of this announcement) since the latest audited annual financial statements of the Group for the year ended 31 December 2002 except for the following:

(a)
A corporate guarantee was granted to a financial institution in respect of the USD25.0 million (RM95.0 million) financing facility obtained by a wholly owned subsidiary company, MTN Networks (Private) Limited. The guarantee was executed in November 2003 and will expire in November 2005.

13. Capital Commitments 


Group


30/09/2003


RM Million

Property, plant and equipment:


Commitments in respect of expenditure approved and contracted for
2,689.5

Commitments in respect of expenditure approved but not contracted for
102.9

 1.
Review of Performance  

For the current quarter and financial period under review, the Group revenue increased by 32.7% (RM814.2 million) and 18.2% (RM1,325.6 million) respectively despite decline in fixed line revenue. The increase in Group revenue is driven primarily by cellular segment and data services. Significant increase in cellular revenue is mainly due to consolidation of Celcom (Malaysia) Berhad (Celcom), a subsidiary company acquired during second quarter 2003.

Despite significant increase in revenue and contribution from associated companies, the Group profit before taxation for the current quarter and financial period under review only increased by 10.3% (RM42.7 million) and 1.2% (RM15.6 million) respectively due to higher operating costs especially depreciation charge and reduction in other operating income. Lower gains on disposal of assets contributed to the reduction in other operating income.

2.
Comparison with Preceding Quarter’s Results 

Comparing with preceding quarter, the current quarter revenue increased by RM356.5 million (12.1%) from RM2,950.9 million to RM3,307.4 million mainly due to higher revenue from cellular, data services and internet and multimedia. Significant increase in cellular is mainly due to consolidation of 3 months results of Celcom as compared to 2.5 months in preceding quarter. Profit before taxation increased by RM43.2 million (10.5%) from RM412.4 million to RM455.6 million mainly due to higher contribution from cellular segment and associated companies.
3. Prospects for the Current Financial Year 

Telekom Malaysia’s current financial performance has proven to be resilient against a second quarter backdrop of global uncertainties linked to terrorism, war, unstable financial markets as well as the SARS epidemic. 

Currently, we continue to forge ahead with our strategic initiatives in the key growth areas of cellular, data, broadband and multimedia businesses. We are also happy to report that the Celcom integration with TM Cellular is on track and we are already seeing the benefits of the merger in its operations, service coverage and customer services as well as enhanced revenue streams.

With the domestic economy showing better than expected GDP growth together with a rebound in the regional economies, the Group will continue to achieve business expansion and growth in its core business activities. The Board of Directors is confident that barring unforeseen circumstances, the Group will achieve satisfactory results for this financial 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 ended 30 September 2003. 

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


30/9/2003

30/9/2002

30/9/2003

30/9/2002


RM Million

RM Million

RM Million

RM Million

Malaysia








      Current year taxation
      105.2

      117.6

        232.6

       396.6

      In respect of prior year
          0.4

           -

      (3.1)

   1.1

      Deferred taxation
      (25.4)

        43.4

         73.6

         74.7


       80.2

      161.0

       303.1

       472.4

Overseas








      Current  year taxation
         0.5

         10.2

           2.1

 10.8

      In respect of prior year
         0.1

         (2.8)

           0.5

           2.8

      Deferred taxation
           -

          2.7

           0.1

           6.3


         0.6

        10.1

           2.7

 19.9


       80.8

      171.1

       305.8

       492.3

Share of taxation of      associated companies
       22.3

          1.8

         63.0

         26.6

TOTAL TAXATION
     103.1

      172.9

       368.8

       518.9

The current year quarter effective rate of taxation of the Group was lower than the statutory rate due to higher profit registered by a few subsidiary companies in the quarter with no corresponding tax charge due to utilisation of tax losses carried forward. Higher profit of certain subsidiary companies which are enjoying tax exemption status also contributed to the lower effective tax rate.

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

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 ended 30 September 2003.

7.
Purchase and Disposal of Quoted Securities


(a) Total purchases and disposals of quoted securities for the current quarter and financial period ended 30 September 2003 are as follows:


Current quarter
Period to date


RM Million
RM Million

Total purchases 
40.4
53.6

Total disposals 
22.4
30.2

Total profit on disposal
               1.7
             2.3

(b) Total investments in quoted securities as at 30 September 2003 are as follows:




RM Million

At cost
            283.6

At book value
            244.5

At market value
            244.5

8. Status of Corporate Proposals 

(a)
Mandatory General Obligation (MGO) and compulsory acquisition of remaining Celcom shares not held by Telekom Enterprise Sdn Bhd (TESB) and persons acting in concert with TESB (PAC) 

On 19 June 2003, TM and TESB announced that acceptances had been received for more than 90% of the remaining Celcom shares not held by TESB and the PAC and that TESB would invoke section 34 of the Securities Commission Act, 1993 (SCA) to compulsorily acquire the remaining Celcom shares not held by TESB and the PAC pursuant to the MGO. 

Subsequently, on 27 June 2003 TM announced that, as at the close of the MGO, TESB and the PAC held 98.54% of the issued and paid-up share capital of Celcom.

On 1 August 2003, TESB despatched the Notice for the compulsory acquisition of the remaining Celcom shares under Section 34 of the SCA. This was completed on 29 September 2003 whereupon Celcom became a wholly-owned subsidiary of TM.   

(b)
Proposal of issuance of redeemable preference shares (RPS)

TM had announced, on 7 March 2003, a proposal for the issuance of 1,000 Class A RPS  of  RM0.01  each  in TM at an issue  price of RM1.00 per RPS and 1,000 Class B 

8. Status of Corporate Proposals (Continued)

RPS of RM0.01 each in TM at an issue price of RM1,000 per RPS as part of a fund raising exercise by TM to raise up to RM4.0 billion for the MGO and working capital of TM (Proposed Issuance). 

The submission on the Proposed Issuance was made to the relevant authorities on 25 August 2003. However, due to fluctuations in the debt capital market, TM had written to the Securities Commission (SC) on 3 November 2003 to vary certain terms of the bonds to allow TM greater flexibility in managing its borrowings.  

The proposed issuance of the RPS and bonds is presently awaiting approval of the SC.

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 2003 were as follows:


Short Term Borrowings
Long Term Borrowings


RM Million
RM Million

Secured  
                  299.4
1,735.2

Unsecured
4,508.7
6,020.6

Total
4,808.1
7,755.8

(b) Foreign currency borrowings and debt securities in Ringgit equivalent as at 30 September 2003 were as follows:

Foreign Currency
              RM Million

US Dollars
4,030.9

Japanese Yen
797.1

Sri Lanka Rupee
54.8

Bangladesh Taka
35.3

Guinea Franc
18.7

Euro
7.2

Canadian Dollars
4.7

Pound Sterling
1.6

Total
4,950.3

10.
Off Balance Sheet Financial Instruments 

The details and the financial effects of the hedging derivatives that the Group have entered into are described in note 12 to the audited financial statements of the Group for the year ended 31 December 2002. There were no new off balance sheet financial instruments since the last financial year except for the following:

10.
Off Balance Sheet Financial Instruments (Continued)

Interest Rate Swap (IRS)

Underlying Liability

USD300.0 million 8% Guaranteed Notes due 2010 guaranteed by Telekom Malaysia Berhad

In 2000, the Company issued USD300.0 million 8.0% Guaranteed Notes due 2010 through its wholly owned subsidiary in Labuan, TM Global Incorporated.

Hedging Instrument

In October 2003, the Company entered into an interest rate swap (IRS) agreement with notional principal of USD150.0 million that entitles it to receive interest at fixed rate of 8.0% per annum and obliges it to pay interest at floating rate. The swap will mature in December 2005.

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 Group’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. These hedge instruments are not recognised in the financial statements on inception. 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. Exchange gains and losses relating to hedge instruments are recognised in the Income Statement in the same period as the exchange differences on the underlying hedged items. 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 Group.
11.
Material Litigation 

There is no change in the status of material litigation since the latest audited annual financial statements of the Group for the year ended 31 December 2002 except as disclosed in (a) and (f) below. Items as disclosed in (g) to (o) below were in respect of material litigations from respective companies under Celcom (Malaysia) Berhad Group, a subsidiary company acquired during the second quarter 2003.

(a)
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.

11.
Material Litigation (Continued)

Differences had arisen 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 (the Award). 

Pursuant to the Award by JKR, TM has filed an appeal for review of the decision by JKR in the High Court by way of an Originating Motion (OM). Simultaneously, MEPS JV has filed an application to enforce the said Award by way of an Originating Summons (OS). 

On 10 November 2003, the High Court fixed 11 March 2004 as the new mention date for the OM and the OS. 

(b)
As announced to the Kuala Lumpur Stock Exchange, TM jointly with Telekom Publications Sdn Bhd (TPSB), a wholly owned subsidiary of TM, on 11 August 2003 via their solicitors Messrs. Skrine, has instituted legal proceedings against Buying Guide (M) Sdn Bhd (BGSB) relating to the infringement of TM’s and TPSB’s copyright and passing off. (Reference No.: TM-030806-43465)

On 15 October 2003, BGSB together with its 3 major shareholders served a Defence and Counter-Claim against TM and TPSB for an amount of RM114.3 million as special damages. In addition thereto, they have sought the following declaration and relief against Telekom and TPSB:

i) TM and TPSB have conspired to injure and unlawfully interfered with the business and trade of BGSB and the Shareholders in thwarting BGSB’s Corporate Exercise;
ii) Injunction restraining TM and TPSB from doing any act which causes or procures breaches by clients of BGSB of subsisting contracts and contracts made thereafter; and

iii) General, aggravated and exemplary damages, interest and costs.

As the Defence and Counterclaim may be subject to further amendments after TM and TPSB provides further and better particulars to BGSB, it was agreed on 27 October 2003 that TM and TPSB will file a Reply and Defence after BGSB and its 3 major shareholders confirm that they will not be amending their Defence and Counterclaim.

(c)
Inmiss Communications Sdn Bhd (Inmiss) has filed a Notice for Arbitration against Mobikom Sdn Bhd (Mobikom), a wholly owned subsidiary of TM, for outstanding payment on its share of message tariff revenue including interest charges and other losses in the amount of RM29.0 million. 

11.
Material Litigation (Continued)

In May 2002, the arbitration hearing commenced at the Kuala Lumpur Regional Center for Arbitration. Mobikom has filed its Statement of Defence in the Arbitration proceeding indicating that Mobikom is not liable to pay the amount claimed by Inmiss since it has established that most of the calls made in relation to the dial-up audiotext services provided pursuant to an agreement dated 10 May 1996 between Inmiss and Mobikom were fraudulent and cloned calls. On 2 September 2003, Inmiss has filed its written submission to the Arbitrator and the hearing was adjourned to 2 October 2003 for Mobikom to file and present its written submission. 

On 26 September 2003, Mobikom has submitted to the Arbitrator its application to amend its Points of Defence and adduce further evidence (Mobikom’s Application) and the said application was heard on 2 October 2003. On 20 October 2003, the Arbitrator has directed Mobikom to file and present its written submission after the hearing of Mobikom’s  Application. On 3 November 2003, the hearing of Mobikom’s Application has been adjourned to 15 and 16 December 2003 whereby Inmiss will present its reply to the said application.
(d)
In accordance with the agreement dated 20 February 1997, Business Focus Sdn Bhd (Defendant) had agreed to procure a third party to purchase TM’s shares in Penang Shipbuilding and Construction Industries Berhad (PSCI). If the Defendant failed to procure a purchaser, the Defendant agreed to purchase TM’s shares in PSCI. A Supplementary Agreement was entered into by the Defendant and TM on 1 December 1997 wherein the Defendant agreed to purchase TM’s shares in PSCI to be satisfied by the transfer of properties and cash (Consideration). However, only part of the consideration was settled in December 1997 via the transfer of certain properties.

On 21 October 2002, TM has served a sealed copy of Writ of Summons and Statement of claim to the Defendant to demand a liquidated sum of RM174.7 million together with interests and other cost until the date of realisation. Subsequently, the Defendant filed their Statement of Defence and Counter Claim and the hearing date for the said action will be duly notified by the High Court on 30 September 2003. TM has filed an Order 14 application and the court has fixed 17 November 2003 as the hearing date. 

(e)
G-Com Limited (G-Com), a subsidiary of TM, filed an application in the High Court of Ghana on 13 June 2002, seeking a declaration that the Extraordinary General Meeting (EGM) held on 3 June 2002, at which a resolution was passed to reconstitute the Board of Ghana Telecommunications Company Limited (GT) despite the objection from G-Com, whose consent is required under the Company Regulations of GT, was null and void. 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.

On 25 September 2002, G-Com filed an appeal in the Court of Appeal of Ghana against the decision of the High Court dated 31 July 2002. The Court of Appeal has yet to fix the hearing date of the said appeal. Meanwhile, the High Court Judge has provided his written Judgment and TM has been advised that the earliest hearing date of the said appeal will approximately be fixed in the first quarter of 2004.

11. Material Litigation (Continued)

(f)
TM’s interest in GT is held through its wholly owned subsidiary, TM International Sdn Bhd.

On 7 April 2000, the Government of Ghana (GoG) offered to sell to TM an additional 15% equity interest in GT. On 18 August 2000, TM paid a sum of USD50.0 million as deposit for the proposed acquisition, subject to the terms and conditions as specified in the Heads of Agreement dated 10 August 2000 (HOA). The deadline to conclude the transaction lapsed on 19 February 2002. Consequently, the deposit payment of USD50.0 million became due and payable to TM under the terms and conditions of the HOA. 

On 18 September 2002, TM issued a Notification Claim to the GoG pursuant to the Bilateral Investment Treaty (BIT) dated 11 November 1996 between the Government of Malaysia and the GoG for the parties to settle the above outstanding issues on an amicable basis on or before 18 December 2002. As at 18 December 2002, there was no resolution on the above outstanding issues. 

In protecting TM’s investment in Ghana, on 10 February 2003, TM through its counsel in London, sent a Notice of Arbitration to the GoG for the commencement of arbitration proceedings under the UNCITRAL Arbitration Rules in accordance with the provisions of the BIT. Subsequently, the arbitral tribunal was constituted in accordance to the provisions of the BIT.

Based on the preparatory meeting in relation to the arbitration between TM and GoG held on 17 July 2003 at The Hague, it was agreed that the arbitration hearing will start on 5 July 2004 for a period of two (2) weeks.
(g)
Celcom Timur (Sarawak) Sdn Bhd (“Plaintiff” or “CTS”) which is a joint venture company with Sarawak Electricity Supply Corporation (Sesco) has filed a claim against Celcom (Malaysia) Berhad (Celcom), in respect of the lease of fibre optics links for RM102.6 million with interest accruing thereon.

In February 2001, a Summary Judgment in favour of Plaintiff for RM90.6 million with interest was passed by the Kuching High Court. Celcom is disputing the claim and is taking all steps to challenge the Summary Judgment.

On 8 January 2002, Kuching High Court granted Celcom’s application for stay of all further proceedings in relation to the disputed amount of RM12.0 million pending disposal of the appeal against the Summary Judgment Order and the Conditional Stay Order by the Court of Appeal. Celcom has also made an application to the Kuala Lumpur Court of Appeal (KLCA) to set aside the Summary Judgment. The hearing date for this appeal has yet to be set by the KLCA. In the meantime, the Plaintiff has given an undertaking to the KLCA that it will not execute the judgment until the appeal proceedings are completed.

The parties are now pursuing discussions for an amicable settlement.

11.
Material Litigation (Continued)

(h)
On 3 August 2001, Sesco filed in the Kuching High Court, a Writ of Summons for a declaration that the Joint Venture Agreement dated 5 May 1994 (JVA) entered with Celcom in relation to CTS be terminated. In addition, Sesco filed an application for Summary Judgment for “disposal of case on point of law” and to enter judgment on its claim. Celcom’s application for stay of proceedings and for the dispute to be referred to arbitration has been dismissed. The parties are now pursuing an amicable settlement.

Pending an amicable settlement of the parties, Sesco’s application for Summary Judgment is postponed to 3 December 2003. 

(i)
Celcom commenced legal action against CTS, Sesco and Dr. Abang Azhari Hadari (Dr. Azhari) by way of Writ of Summons seeking various relieves inter-alia an injunction against CTS, Sesco and Dr. Azhari from terminating the Joint Venture Agreement dated 5 May, 1994 (JVA).


Celcom’s application for an injunction was dismissed by the High Court. Celcom filed an appeal and was subsequently withdrawn. The appeal has now been reinstated. The parties are now pursuing an amicable settlement.

Pending an amicable settlement of the parties, this matter has been fixed for mention on 3 December 2003.
(j)
Celcom filed a petition pursuant to Section 181 of the Companies Act 1965 in the Kuala Lumpur High Court against Sesco, CTS and 2 others (Respondents). Celcom was seeking for an interim injunction to restrain CTS from filing or proceeding with a winding-up petition for CTS’s claim for RM100.2 million and to seek other relieves from the Court.


On 14 June 2001, the Kuala Lumpur High Court made an order restraining Sesco from filing or proceeding with winding-up petition. The parties are now pursuing an amicable settlement.

Pending an amicable settlement between the parties, this matter has been postponed for hearing of the Respondents’ application to strike out Celcom’s petition to 6 January 2004.
11.
Material Litigation (Continued)

(k)
Celcom and Inmiss Communications Sdn Bhd (Inmiss) had entered into a Service Provider Agreement on 30 May 1997.


Inmiss had filed a winding-up petition against Celcom demanding a sum of RM17.7 million being payment of invoices issued to Celcom pursuant to the said Service Provider Agreement. The petition is fixed for hearing on 11 June 2003. Celcom filed an application for an interim order for stay of the winding-up petition pending hearing of its appeal in Court of Appeal. On 28 March 2003, an injunction was granted to prevent Inmiss from taking any further steps in the winding-up petition until disposal of the Company’s appeal, which has not been fixed for hearing. On 4 April 2003 Inmiss filed an appeal against the injunction. 
(l)
A subsidiary of Celcom, Technology Resources Industries Berhad (TRI) had entered into a Joint Venture Agreement on 21 January 1995 (JVA) with Integrated Services Limited (ISL) for the formation of Sheba Telecom (Pvt) Ltd (Sheba).

TRI commenced arbitration proceedings in Singapore to seek various declarations as a result of ISL’s breaches of the JVA and to address certain issues alleged by ISL in a legal suit filed by ISL in Bangladesh. ISL has also made a counterclaim amounting to USD218.0 million in the arbitration.


The arbitration has been fixed for hearing commencing from 12 January 2004 until 30 January 2004.
(m)
By a Joint Venture Agreement dated 13 September 1993 (JVA), VIP Engineering and Marketing Limited (VIP) and TRI agreed to establish TRI Telecommunications Tanzania Limited (Tritel). On 10 December 2001, VIP filed a suit against TRI claiming a sum of USD18.6 million as its share of loss of profits for mismanagement of Tritel.

Pending determination of the suit, VIP applied to the Tanzania High Court for the appointment of receiver / manager to take conduct over the running of Tritel. On 14 January 2003, Citibank of Tanzania (the Lender) appointed Receivers and Managers by virtue of a debenture issued by Tritel as a loan security to the Lender.

However, on 12 June 2003, the High Court of Tanzania had endorsed a petition by three (3) creditors of Tritel, namely Tanzania Communications Commission (TCC), Tanzania Telecommunications Company Limited (TTCL) and Tanzania Revenue Authority (TRA) to wind up Tritel. The said Petition was served on Tritel on or about 25 February 2003.
In support of the said Petition, VIP had filed an affidavit in support to the said Petition. VIP, being one of the shareholders of Tritel, has a claim for sum of USD18.6 million against Tritel in a separate legal suit filed in the High Court of Tanzania vide Civil Case No. 427 of 2001. As a result thereof, the High Court has admitted VIP as a joint creditor of Tritel.

11.
Material Litigation (Continued)

The Court also held that the debentures in favour of Citibank Tanzania Limited and Citibank Bahrain (Citibank) were invalid.

The joint Receivers and Managers, who were appointed by Citibank on 14 January 2003 were ordered to handover statements and accounts of Tritel’s affairs to the newly appointed liquidator.
Subsequently, Citibank had independently filed an application to challenge the ruling on the grounds that it was not a party to the original hearing and any order made by the Court in its absence is a nullity. On 7 October 2003 the Court struck out Citibank’s application on the ground that the application was incompetent, as it had not mentioned a specific subsection under which the application was made. Consequently, on 17 October 2002 the lawyers for Citibank have filed an application before the same Court seeking extension of time to refile the amended application quoting the correct subsection.

In the light of the winding-up order made against Tritel, on 22 July 2003 TRI filed its claim of RM123.4 million to the Liquidator of Tritel.

(n)
TRI filed a Writ of Summons in the Kuala Lumpur High Court against Tan Sri Dato’ Tajudin Ramli, Bistamam Ramli and Dato’ Lim Kheng Yew (Defendants), being former directors of TRI for the recovery of a total sum RM55.8 million which were paid to the Defendants as compensation for loss of office and incentive payment and also the return of two (2) luxury vehicles which were transferred to the first two Defendants.
TRI filed an application for Summary Judgment in respect of RM11.1 million. The Court has directed the parties to prepare written submissions for the Plaintiff’s application for summary judgment, which must be filed into Court by 15 January 2004. TRI’s application for summary judgment is fixed for decision / clarification on 12 March 2004.

(o)
On 10 March 2003, Celcom received a letter from DeTeAsia Holding GmbH (DeTeAsia) informing Celcom that it had on 10 March 2003 filed a request for Arbitration with the Secretariat of ICC International Court of Arbitration in Paris pursuant to Clause 8.6 of an Amended and Restated Supplemental Agreement dated 4 April 2002 (the Agreement).

DeTeAsia is seeking damages in an amount to be calculated by reference to the provisions of schedule 1 of the Agreement, together with interest at 8% p.a from 16 October 2002 and costs.

11.
Material Litigation (Continued)

A three-member arbitral tribunal has been constituted. The parties have drawn up a procedural timetable and the arbitration proceedings have been fixed for hearing from 12 July 2004 until 23 July 2004.

Apart from the above, the Directors are not aware of any other 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.
Earnings Per Share (EPS)


INDIVIDUAL QUARTER
CUMULATIVE QUARTER


Current year quarter
Preceding year corresponding quarter
Current year to

 date
Preceding year corresponding period


30/9/2003
30/9/2002
30/9/2003
30/9/2002

(a) Basic earnings per share





Net profit attributable to    shareholders (RM Million)
333.2
227.0
890.7
741.6

Weighted number of ordinary    shares (Million)
3,193.1
3,163.0
3,178.4
3,151.5

Basic earnings per share (Sen)
10.4
7.2
28.0
23.5

 (b) Diluted earnings per share





Net profit attributable to    shareholders (RM Million)
333.2
227.0
890.7
741.6

Weighted number of ordinary    shares (Million)
3,193.1
3,163.0
3,178.4
3,151.5

Adjustment for ESOS (Million)
20.8
22.6
19.2
22.6

Weighted number of ordinary    shares (Million)
3,213.9
3,185.6
3,197.6
3,174.1

Diluted earnings per share (Sen)
10.4
7.1
27.9
23.4

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. 
13. 
Dividend Recommended 

No interim dividend was recommended for the financial period ended 30 September 2003.
By Order of the Board 

Wang Cheng Yong (MAICSA 0777702)

Zaiton Ahmad (MAICSA 7011681)

Secretaries

Kuala Lumpur


21 November 2003
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