TELEKOM MALAYSIA BERHAD (128740-P)

(Incorporated in Malaysia)

PART A : EXPLANATORY NOTES PURSUANT TO FRS 134 – PARAGRAPH 16


Notes to the announcement of results for the first quarter ended 31 March 2005
1.
Basis of Interim Preparation of Financial Reports 


The interim financial reports of the Group have been prepared in accordance with Financial Reporting Standards (FRS) 134 “Interim Financial Reporting” and paragraph 9.22 and Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad, and should be read in conjunction with the Group’s audited financial statements for the year ended 31 December 2004. The accounting policies, method of computation and basis of consolidation are consistent with those used in the preparation of the 2004 audited financial statements.

The principal closing rates (units of Malaysian Ringgit per foreign currency) used in translating significant balances at 31 March 2005 are as follows:

	Foreign Currency
	Exchange Rate
	
	Foreign Currency
	Exchange Rate

	US Dollar
	3.80000
	
	Sri Lanka Rupee
	0.03821

	Japanese Yen
	0.03548
	
	Indonesian Rupiah
	0.00040

	Guinea Franc
	0.00121
	
	Special Drawing Rights
	5.74112

	Bangladesh Taka
	0.06003
	
	Gold Franc Currency
	1.87557


2. 
Qualification of Preceding Audited Financial Statements

The audited financial statements for year ended 31 December 2004 were not subject to any material 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

During the first quarter, an accrual for Voluntary Separation Scheme amounting to RM145.4 million was made pursuant to the Group-wide Manpower Optimisation Plan. 

Other than the above, 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 31 March 2005.

5. Material Changes in Estimates 

There were no material changes in estimates reported in the 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 31 March 2005 except for the increase in issued and paid-up capital of RM3.6 million of the Company from 3,382.4 million shares of RM1.00 each to 3,386.0 million shares of RM1.00 each as a result of employees exercising their options under the Employees’ Share Option Scheme (ESOS) at respective exercise prices of RM7.09 and RM8.02 per share.
7.
Dividends Paid 

No dividends have been paid during the financial period ended 31 March 2005. 

8. 
Segmental Information 

Segmental information for the financial period ended 31 March 2005 and 31 March 2004 were as follows: 

By Business Segment
2005

	All amounts are in 

RM Million 
	  Fixed line, data, 

        Internet and 

         multimedia
	Cellular
	Others
	
	Total

	Operating Revenue

Total operating revenue

Inter-segment *
	              2,049.1

                   (42.9)
	     1,420.4

         (58.8)
	          99.1

         (52.0)
	
	     3,568.6

       (153.7)

	External operating revenue
	              2,006.2
	     1,361.6
	          47.1
	
	     3,414.9

	Results

Segment result 

Unallocated income **

Corporate expenses

Foreign exchange gains
	                 336.8
	        333.8
	           (6.3)
	
	        664.3

          60.0

       (109.9)

          20.0

	Operating profit before finance cost
	
	
	
	
	        634.4

	Finance cost

Finance income
	
	
	
	
	       (171.2)

          62.6

	Associates

- share of profits less losses

- profit on disposal    
	                       2.7
	          0.8
	        -
	
	            3.5

            3.7

	Profit before taxation
	
	
	
	
	        533.0

	Taxation
	
	
	
	
	       (143.8)

	Profit after taxation
	
	
	
	
	        389.2

	Minority interests
	
	
	
	
	         (14.7)

	Profit attributable to 

shareholders 
	
	
	
	
	        374.5


8.
Segmental Information (continued)

	All amounts are in 

RM Million 
	  Fixed line, data, 

        Internet and 

         multimedia
	Cellular
	Others
	
	Total

	2004

Operating Revenue
Total operating revenue

Inter-segment *
	              2,084.1

                  (67.9)
	    1,280.1

        (86.7)
	     105.2

       (57.8)
	
	      3,469.4

        (212.4) 

	External operating revenue
	             2,016.2
	    1,193.4
	       47.4
	
	      3,257.0

	Results

Segment result

Unallocated income

Corporate expenses

Foreign exchange losses
	                600.0
	        258.9
	            0.3
	
	         859.2

           22.5

        (110.5)

          (13.0)

	Operating profit before finance cost
	
	
	
	
	         758.2

	Finance cost

Finance income
	
	
	
	
	        (173.5)

           28.5

	Associates

- share of profits less losses 
	                    65.6
	          27.3
	      -
	
	           92.9

	Profit before taxation
	
	
	
	
	         706.1

	Taxation
	
	
	
	
	          (181.2)

	Profit after taxation
	
	
	
	
	         524.9

	Minority interests
	
	
	
	
	           (17.8)

	Profit attributable to shareholders
	
	
	
	
	         507.1


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

**
Unallocated income comprises other operating income which is not allocated to a particular business segment.

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 

(a)
Joint Venture Agreement Between TM International (L) Limited (TMIL), Mr Adnan Asdar and Mr Nasser Khan Ghazi

TMIL, had entered into a Joint Venture Deed with Mr Adnan Asdar and Mr Nasser Khan Ghazi on 16 February 2005 relating to an investment by TMIL in Multinet Pakistan (Private) Limited (Multinet). Multinet is a private limited liability company incorporated in the Islamic Republic of Pakistan in 1996. 
TMIL has acquired 780,000 shares, representing 78% of the issued and paid-up share capital from both Mr Adnan Asdar and Mr Nasser Khan Ghazi for a total cash consideration of USD5.46 million. 

All approvals from regulatory authorities in Pakistan and Malaysia and from the lenders of Multinet have been obtained on 5 April 2005 and hence the Completion of the Agreement has taken effect on the same date. Upon completion, TMIL is the legal owner of 78% equity in Multinet.

(b)
Proposed Capital Repayment by Celcom (Malaysia) Berhad (Celcom) to its Sole Shareholder, Telekom Enterprise Sdn Bhd (TESB)

On 11 May 2005, TM announced that Celcom, a wholly owned subsidiary of TM, had presented a petition for the proposed capital repayment pursuant to Sections 60, 62 and 64 of the Companies Act, 1965 (CA 1965).

Details of the Proposed Capital Repayment (Proposal) are as follows:

(i) To reduce the issued and paid-up capital of Celcom by RM261.9 million from 2,619,121,020 ordinary shares of RM1.00 each to 90.0 sen each, representing a capital reduction of 10.0 sen for every existing ordinary share of RM1.00 each.

(ii) To cancel and utilise Celcom’s Premium Account in the sum of RM738.1 million (hereinafter both amounts of RM261.9 million and RM738.1 million totalling to RM1.0 billion shall be collectively referred to as the “Distribution Sum”).

(iii) To consolidate the issued and paid-up capital of RM2,357.2 million on the basis of every one (1) share of 90.0 sen each into one (1) ordinary share of RM1.00 each, thereby consolidating 2,619,121,020 shares of 90.0 sen each into 2,357,208,918 ordinary shares of RM1.00 each credited as fully paid-up.

(iv) To distribute the Distribution Sum to TESB, a wholly owned subsidiary of TM whose name appear in the Record of Depositors as the sole registered shareholder of Celcom at the date of book closure, which date shall be determined upon the granting of the Order of the High Court in respect of the Proposal.

10.
Material Events Subsequent to the End of the Quarter (continued)
The Proposal is subject to the approvals of :

(i) the High Court, pursuant to Sections 60 and 64 of the CA 1965; and


(ii) the holders of the RM1.1 billion Al-Bai’Bithaman Ajil Bonds and lenders of the RM650.0 million Syndicated Term Loan, which were obtained on 15 April 2005 and 18 April 2005 respectively.

The above Proposal is not expected to have any material effect on the earnings and net tangible assets of the Group.

There were no other material events subsequent to the end of the quarter that has 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 ended 31 March 2005 were as follows:

(a) Indocel Holding Sdn Bhd (formerly known as Indocel Holding Sdn) (Indocel)

TM International (L) Limited (TMIL), a wholly owned subsidiary of TM, held via TM International Sdn Bhd, acquired 100% equity interest in Indocel, a private unlimited company on 11 January 2005 for a purchase consideration of USD265.7 million. 

On 6 January 2005, the company changed its name from Nynex Indocel Holding Sdn to Indocel Holding Sdn. It subsequently changed its status from a private unlimited company to a private limited company on 29 March 2005.

The goodwill on acquisition arising from the above was RM649.0 million, being the excess of the purchase price over the Group’s share of the provisional fair value of Indocel’s identifiable net assets.

(b)
PT Excelcomindo Pratama (Excelcomindo)

On 11 January 2005, TMIL through the acquisition of Indocel as mentioned in note (a) above, holds 523,215 ordinary shares of Indonesian Rupiah 250,000 each in Excelcomindo, representing 23.1% of the issued and paid-up capital of Excelcomindo. 

The transaction has been disclosed in note B8(a) of this announcement.  
 (c)
Celcom Timur (Sarawak) Sdn Bhd (CT Sarawak)

Celcom had agreed to dispose 32.85% of its total shareholding of 60% in CT Sarawak to Sarawak Electricity Supply Corporation (SESCO), at a total consideration of RM23.8 million to be satisfied by the novation by Celcom to SESCO, of an outstanding debt in the sum of RM23.8 million owed by Celcom to CT Sarawak pursuant to the Main Agreement dated 22 February 2005 between Celcom, SESCO, CT Sarawak and Sacofa Sdn Bhd (Main Agreement).

11.
Effects of Change in the Composition of the Group (continued)
Upon completion of the Main Agreement on 25 February 2005, Celcom’s shareholding in CT Sarawak has been reduced from 60% to 27.15%.


(d)
Firent Management Services Sdn Bhd (Firent)

Firent, a wholly owned subsidiary of TM, held via Celcom, had commenced members' voluntary winding-up on 5 December 2003 pursuant to Section 254(1)(b) of the Companies Act, 1965 (CA 1965). Firent was dissolved with effect from 14 March 2005 pursuant to Section 272(5) of the CA 1965.
(e)
CT Communications Sdn Bhd (CT Comm)
CT Comm, a wholly owned subsidiary of TM, held via Celcom, had commenced members' voluntary winding-up on 5 December 2003 pursuant to Section 254(1)(b) of the CA 1965. CT Comm was dissolved with effect from 14 March 2005 pursuant to Section 272(5) of the CA 1965.
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 financial statements of the Group for the year ended 31 December 2004 except for the following:

(a) A guarantee and indemnity on a USD26.0 million (RM98.8 million) financing facility granted to a subsidiary, TM International (Bangladesh) Limited (TMIB), which was executed on 26 July 2000. Telekom Malaysia had obtained an indemnity from A.K. Khan & Co Ltd, a shareholder of TMIB, their proportionate share of 30% of all obligations made under the said Guarantee & Indemnity. The exposure sum as at 31 March 2005 was USD17.1 million (RM65.0 million). This guarantee will expire on 26 January 2012.

(b)(i)
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, MTN Networks (Private) Limited. The guarantee sum as at 31 March 2005 was USD13.4 million (RM50.9 million). This guarantee will expire in March 2010.

(ii)
The corporate guarantee granted to a financial institution in respect of the USD25.0 million (RM95.0 million) financing facility obtained by a wholly owned subsidiary, MTN Networks (Private) Limited, which was executed in November 2003 was released on 18 January 2005. The facility is currently granted on clean basis. 
(c)
Guarantee of a series of Promissory Notes totalling approximately USD6.7 million (RM25.4 million) issued by Sotelgui S.A., a subsidiary, in favour of an equipment supplier on 18 April 2002. The Promissory Notes are payable during the period between November 2003 to December 2005. The guarantee sum as at 31 March 2005 was USD1.5 million (RM5.7 million). 

13. Capital Commitments 

	
	Group

	
	31/3/2005
	31/3/2004

	
	RM Million
	RM Million

	Property, plant and equipment:
	
	

	Commitments in respect of expenditure approved and contracted for
	3,003.8
	2,946.8

	Commitments in respect of expenditure approved but not contracted for
	101.0
	150.1


1. Review of Performance 

For the current quarter under review, the Group revenue increased by 4.8% (RM157.9 million) compared to first quarter 2004, mainly due to higher revenue from cellular segment and Internet and multimedia services after netting off lower revenue from data services.

Despite increase in revenue, the Group profit before taxation for the current quarter under review decreased by 24.5% (RM173.1 million), mainly due to higher operating costs as a result of accrual for Voluntary Separation Scheme of RM145.4 million and lower contribution from associates following the disposal of Telkom SA Limited (Telkom SA) in the second and fourth quarter of 2004. Telkom SA contributed RM87.5 million share of profit in the corresponding quarter of 2004.
2. Comparison with Preceding Quarter’s Results 

Group revenue for the current quarter of RM3,414.9 million decreased by RM50.2 million (1.4%) over RM3,465.1 million recorded in the preceding quarter, mainly due to lower contribution from all services except for cellular segment, in particular, the preceding quarter included higher revenue from Recoverable Work Order of RM34.8 million. Profit before taxation decreased by RM410.7 million (43.5%) from RM943.7 million to RM533.0 million in the absence of the exceptional gain from the disposal of remaining shareholding in Telkom SA of RM892.8 million reported in the preceding quarter.

3. Prospects for the Current Financial Year

The moderating economic growth since third quarter of last year is expected to continue into 2005 due to the expected contraction in public investment and decline in exports growth. Malaysia Institute of Economic Research has recently revised its GDP forecast for 2005 to 5.4% from 5.7%.

Nevertheless, services related sector is expected to remain firm with robust and intense competition in telecommunications sector. 3G services, Wireless Broadband and WiMax are expected to further drive the competition to a new height. As anticipated, cellular segment  will continue to be the main growth driver to TM. With the launching of minutes postpaid plans and the offering of 3G services, Celcom will endeavour to improve its market position.
On the international front, the business expansion of MTN Networks (Private) Limited and TM International (Bangladesh) Limited is also expected to contribute significantly to the growth in cellular segment.

Going forward, with improving customer service, continued cost saving initiatives and manpower optimisation, barring unforeseen circumstances, the Board of Directors is confident that the Group’s performance for 2005 will continue to improve.
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 in respect of the financial period ended 31 March 2005. 

5. Taxation 

The taxation charge for the Group comprises:

	
	INDIVIDUAL QUARTER AND CUMULATIVE PERIOD TO DATE 

	
	Current year quarter
	
	Preceding year corresponding period

	
	31/3/2005
	
	31/3/2004

	
	RM Million
	
	RM Million

	Malaysia
	
	
	

	Current year taxation
	            111.4
	
	             153.4

	In respect of prior year
	                1.0
	
	                 0.7

	Deferred taxation – net
	              24.5
	
	               (5.0)

	
	            136.9
	
	             149.1

	Overseas
	
	
	

	Current year taxation
	                3.4
	
	    0.8

	In respect of prior year
	                3.4
	
	   (0.8)

	
	                6.8
	
	                   -

	
	            143.7
	
	              149.1

	Share of taxation of associates 
	                0.1
	
	                32.1

	TOTAL TAXATION
	            143.8
	
	              181.2


The current quarter and financial period to date effective rate of taxation of the Group was slightly lower than the statutory rate mainly due to profit registered by subsidiaries with low or zero tax charge due to utilisation of capital allowances brought forward and tax exemption status.

6. Profit on Sale of Unquoted Investments and/or Properties

During the quarter, the Group disposed off its investment in Intelsat Ltd. This disposal resulted in a profit of RM40.0 million.

7. Purchase and Disposal of Quoted Securities 


(a) Total purchases and disposals of quoted securities for the current quarter and financial period ended 31 March 2005 are as follows:

	
	RM Million

	Total purchases 
	18.6

	Total disposals 
	18.2

	Total profit on disposal
	              0.2


(b) Total investments in quoted securities as at 31 March 2005 are as follows:

	


	RM Million

	At cost
	  235.4

	At book value
	            146.6

	At market value
	            146.6 


8. Status of Corporate Proposals 

(a)
Proposed Acquisition of 80% Equity Interest in PT Excelcomindo Pratama (Excelcomindo)

On 9 December 2004, TM International (L) Limited (TMIL), a wholly owned subsidiary of TM, entered into a Share Sale and Purchase Agreement (SPA) with Rogan Partners Inc (Rogan) and PT Telekomindo Primabhakti (Telekomindo) for the acquisition of 618,345 Excelcomindo Shares, representing 27.3% of Excelcomindo’s issued and paid-up share capital, indirectly through the acquisition of a 100% equity interest in a special purpose holding company, Indocel Holding Sdn Bhd (formerly known as  Indocel Holding Sdn) (Indocel), for a total cash consideration of USD314.0 million. 

Consequently, TMIL entered into an Amended and Restated Share Sale and Purchase Agreement (Amended SPA) on 11 January 2005 with Rogan and Telekomindo, superseding the Share Sale and Purchase Agreement dated 9 December 2004. 

The Amended SPA has split the acquisition of Excelcomindo into a 2 step process:

(i) 
The initial acquisition of 23.1% of the issued and paid-up share capital of Excelcomindo, comprising 523,215 Excelcomindo Shares through the acquisition of 100% equity interest in Indocel for a purchase consideration of approximately USD265.7 million. This acquisition was completed on 11 January 2005. 

(ii) 
The proposed acquisition by Indocel/TMIL of an additional 4.2% of the issued and paid-up share capital of Excelcomindo, comprising of 95,130 Excelcomindo Shares for a purchase consideration of approximately USD48.3 million (Proposed 4.2% Acquisition). This Proposed 4.2% Acquisition is targeted for completion on 15 June 2005. 

8.
Status of Corporate Proposals (continued)
On 11 January 2005, TMIL and Telekomindo also entered into an Option Agreement where Telekomindo may require TMIL to purchase, and TMIL may require Telekomindo to sell to TMIL, up to 52.7% of the issued and paid-up share capital of Excelcomindo. In relation thereto, TMIL, Indocel and Telekomindo entered into a Shareholders’ Agreement (Shareholders’ Agreement). 

The approvals required for the Proposed Acquisition of Excelcomindo are as follows:

(i) Bank Negara Malaysia (BNM), which was obtained on 8 December 2004.  

(ii) Foreign Investment Committee (FIC), which was obtained on 7 January 2005.  

(iii) Exemption from the Minister of Finance, through the Labuan Offshore Financial Services Authority, which was obtained on 9 December 2004.  

(iv) Badan Koordinasi Penamaan Modal Indonesia for the Proposed 4.2% Acquisition and Call and Put Option; 

(v) The Minister of Finance as Special Shareholder (as defined in our Articles) pursuant to our Article 8(6)(f), which was obtained on 20 April 2005; and

(vi) Our shareholders at the Extraordinary General Meeting (EGM), which was obtained on 17 May 2005.

(b)
Proposed Acquisition of IDEA Cellular Limited (IDEA) 
On 13 December 2004, TM announced that TM International Sdn Bhd, a wholly owned subsidiary of TM, as a part of a consortium with Singapore Technologies Telemedia Pte Ltd (ST Telemedia), through its subsidiary STT Communications Ltd (the Consortium), entered into agreements for the acquisition of 47.7% of the enlarged equity interest in IDEA, for a total cash consideration of Rupees17,396.8 million (approximately RM1,505.7 million) on 11 December 2004. 

The Consortium is to acquire a 32.9% equity interest in IDEA indirectly through the acquisition of a 100% equity interest in AT&T Cellular Private Limited and simultaneously subscribe for additional shares in IDEA, which will increase the equity interest of the Consortium in IDEA to 47.7%. 

The proposed acquisition is subject to, inter alia, regulatory approvals including approvals from the Foreign Investment Promotion Board of the Government of India, Department of Telecommunications in India and Bank Negara Malaysia. It is also subject to the approvals of the lenders of IDEA and preference shareholders of IDEA on the redemption of the preference shares of IDEA. 

The parties have agreed to extend the date for completion of the conditions precedent to 11 June 2005.

8.
Status of Corporate Proposals (continued)
(c)
Proposed Acquisition by Celcom Transmission (M) Sdn Bhd (CTX) of Additional 10% Equity in Fibrecomm Network (M) Sdn Bhd (Fibrecomm)

CTX, a wholly owned subsidiary of TM, held via Celcom, had on 18 March 2005 entered into Heads of Agreement with Tenaga Nasional Berhad (TNB) in relation to the proposed acquisition by CTX of an additional 10% equity interest in Fibrecomm (Proposed Acquisition), resulting in the increase of CTX’s equity interest to 51%. The Heads of Agreements serves as a platform for the parties to further negotiate and finalise the definite agreements for the Proposed Acquisition. 

On 29 April 2005, CTX entered into the following agreements:

(i) Share Sale Agreement between TNB and CTX;

(ii) Shareholders’ Agreement between TNB and CTX in relation to Fibrecomm; and

(iii) Deed of Assignment between CTX and Fibrecomm.

Upon completion of the Proposed Acquisition, CTX’s shareholding in Fibrecomm will increase from 41% to 51%.
(d)
Proposed Listing of MTN Networks (Private) Limited, a Wholly Owned Subsidiary of TM, on the Colombo Stock Exchange, Sri Lanka 

On 23 March 2005, TM announced the proposed listing of MTN Networks (Private) Limited (MTN Networks) on the Colombo Stock Exchange, Sri Lanka, subject to the approvals of relevant authorities and shareholders. 

MTN Networks operates Sri Lanka’s largest mobile phone network under the brand name of Dialog GSM with a market share in excess of 55%. The company is also a key player in the Internet Service Provision Market through its state of the art Internet service provider (ISP), Dialog Internet, and also operates Dialog SAT, Sri Lanka's pioneer Mobile Satellite Service Provider. Having made an aggressive entry into the International Services Market, MTN Networks has established itself as a premier provider of International Services in Sri Lanka. 

The Proposed Listing of MTN Networks is subject to the approvals of the following:
(i) Colombo Stock Exchange;

(ii) Securities and Exchange Commission of Sri Lanka;

(iii) Board of Investment of Sri Lanka;

(iv) Telecommunication Regulatory Commission of Sri Lanka; 

(v) International Finance Corporation;

8.
Status of Corporate Proposals (continued)
(vi) other lending institutions of MTN Networks; and

(vii) our shareholders at the EGM, which was obtained on 17 May 2005.
On 26 May 2005, MTN Networks changed its name to Dialog Telekom Limited.

Save as disclosed above, there are no other 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 31 March 2005 were as follows:

	
	Short Term Borrowings
	Long Term Borrowings

	
	RM Million
	RM Million

	Secured  
	                  357.7
	1,247.2

	Unsecured
	 1,040.0
	8,018.5

	Total
	1,397.7
	                9,265.7


(b)
Foreign currency borrowings and debt securities in Ringgit Malaysia equivalent as at 31 March 2005 were as follows:

	Foreign Currency
	              RM Million

	US Dollar
	4,716.6

	Japanese Yen
	607.6

	Sri Lanka Rupee
	114.7

	Bangladesh Taka
	13.0

	Guinea Franc
	11.8

	Euro
	6.8

	Canadian Dollars
	4.9

	Pound Sterling
	1.0

	Total
	5,476.4


10.
Off Balance Sheet Financial Instruments 

The details and the financial effects of the hedging derivatives that the Group has entered into are described in note 14 to the audited financial statements of the Group for the year ended 31 December 2004. There were no new off balance sheet financial instruments during the interim period.

The accounting policies applied, which remain the same as in the latest audited financial statements, 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 hedged liabilities.

10.
Off Balance Sheet Financial Instruments (continued)

Exchange gains and losses relating to hedge instruments are recognised as a component of finance costs 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 audited financial statements of the Group for the year ended 31 December 2004 except as disclosed below:

(a)        i.
On 11 August 2003, TM jointly with Telekom Publications Sdn Bhd (TPSB), a wholly owned subsidiary of TM, instituted legal proceedings against Buying Guide (M) Sdn Bhd (BGSB) relating to the infringement of TM’s and TPSB’s copyright and passing off. 

BGSB filed their Defence and Counterclaim on 15 October 2003 for RM114.3 million being their special damages for suspension of BGSB’s Corporate Exercise. BGSB also claimed for the general, aggravated and exemplary damages, interest and cost against TPSB. 
On 27 July 2004, BGSB filed their Notice of Appeal against the Assistant Registrar’s decision in dismissing BGSB’s application for Further and Better Particulars against TM with costs. On 8 April 2005, the Learned Judge has dismissed the said appeal with cost. TM and/or TPSB will file their reply to BGSB’s defence and their defence to BGSB’s counterclaim in due course. The Judge will then fix the date for Case Management.

Based on legal advice, TM has a reasonably good chance of success in winning and defending the said claim and BGSB's counter claim. 
ii.
TM and TPSB filed an application for an injunction against BGSB and BG Media Sdn Bhd (BG Media) on 10 August 2004 to pre-empt them from publishing the “Super Pages” directory and to prevent them from using the name “Yellow Pages” on their proposed 2004/05 directory. The Court had fixed 30 March 2005 for the hearing of the said application. However, on the said hearing date, BG Media’s application for an adjournment was allowed and the hearing is now fixed on 4 August 2005.

Based on legal advice, TM has a reasonably good chance of success in establishing the said claim.
(b)
Inmiss Communications Sdn Bhd (Inmiss) filed a Notice for Arbitration against Mobikom Sdn Bhd (Mobikom) for the outstanding payment on Inmiss's share of message tariff revenue including interest charges and other losses amounting to RM29.0 million. 

11.
Material Litigation (continued)
The Arbitrator published the Award on 31 March 2005 in favour of Inmiss less RM1.5 million being Mobikom’s claim for cloned calls to be calculated by Inmiss with interest at the usual rate for debit. Further, the Arbitrator allowed a reduction of 1% of the total amount of the said Award due to Inmiss’ failure to mitigate the loss immediately.
On 5 and 8 April 2005, Inmiss’ solicitor served Notices of Demand claiming the total amount of RM30.5 million being the Arbitration Award and the cost thrown away, cost of the arbitration proceedings and solicitor client costs of the arbitration proceedings respectively. Further, on 14 April 2005 Mobikom was served with a Notice of Demand pursuant to Section 218 of the Companies Act, 1965 (S. 218 Notice) by Inmiss for an outstanding sum of RM27.4 million which is due and owing by Mobikom as at 14 April 2005. 

On 22 April 2005, Mobikom filed the following Notices of Applications with the High Court:

i.
Originating Motion with supporting affidavit and a Certificate of Urgency to set aside the said Arbitration Award;

ii.
Summons in Chambers with supporting affidavit and a Certificate of Urgency to stay the execution of the said Arbitration Award;

iii.
Originating Summons (OS) with supporting affidavit to restrain Inmiss or their servants or agents or otherwise from presenting any petition under S. 218 to wind-up Mobikom in respect of the sum claimed in the said Notice of Demand or the sum of the Arbitration Award until and unless the Arbitration Award is registered pursuant to the Arbitration Act 1952 or until the High Court deems fit; and 
iv.
Summons in Chambers (ex-parte) with supporting affidavit to restrain Inmiss or their servants or agents or otherwise from presenting any petition under S. 218 to wind-up Mobikom in respect of the sum claimed in the said Notice of Demand or the sum of the Arbitration Award until the final disposal of the OS filed therein.
On 28 April 2005, Mobikom obtained an Interim Injunction from the High Court to restrain Inmiss from presenting the said winding-up petition until the final disposal of the application under the OS (inter parte Injunction) that is now fixed for hearing on 17 June 2005.

On 4 May 2005, the Learned Judge had recorded the undertaking given by Inmiss not to file any application to register the Award until the disposal of Mobikom’s application for the inter parte Injunction. Further, it was recorded that in the event the Court grants the said Injunction in favour of Mobikom, Inmiss shall continue not to file any application to register the Award until the disposal of Mobikom’s application to set aside the Award (the Motion). Based on the said understanding, Mobikom’s application to stay enforcement of the Award was withdrawn with no order as to costs. 

11.
Material Litigation (continued)
This essentially means that no form of enforcement or execution proceedings can be initiated against Mobikom until the disposal of the Motion, other than winding-up proceedings (which is presently restrained). 

The Court then fixed the Motion for further mention on 22 June 2005 to facilitate the exchange of all affidavits between Inmiss and Mobikom. On that date, the Court will fix a hearing date of the Motion provided that the said affidavits have been filed by the parties.  

Based on legal advice, Mobikom has a reasonably good chance of success in its applications to the High Court for the setting aside of the Arbitration Award and for an inter parte Injunction in restraining Inmiss from presenting the Winding Up Petition under S. 218 of the Companies Act, 1965 against Mobikom.
(c)
On 21 October 2002, TM served a sealed copy of Writ of Summons and Statement of Claim to Business Focus Sdn Bhd (Business Focus) to demand a liquidated sum of RM174.7 million together with interests and other cost due to Business Focus’s failure to procure a third party to purchase TM’s shares in Penang Shipbuilding and Construction Industries Sdn Bhd (PSCI) in accordance with the Buy Back Agreement of PSCI shares dated 20 February 1997. 

i. On 26 April 2004, TM’s application for Summary Judgment was heard and the High Court Kuala Lumpur allowed TM’s application for Summary Judgment with costs.

ii. Business Focus’s Notice of Application for Stay of Execution was dismissed with cost on 20 October 2004.
iii. On 17 January 2005, the Learned Judge has dismissed Business Focus’s Appeal on the Summary Judgment’s Order granted to TM on 26 April 2004 with costs. Business Focus has filed an Appeal against the said decision in the Court of Appeal on 24 January 2005. The Court of Appeal has yet to fix the hearing date for this Appeal.

iv. On 26 May 2005, the Learned Judge has dismissed Business Focus’s application for Stay of Execution pending Appeal to the Court of Appeal for the Summary Judgment Order granted to TM on 26 April 2004 with cost.
v. Based on the above development, TM will proceed with further action under Section 218 of the Companies Act, 1965 accordingly.
(d)
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 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.

11.
Material Litigation (continued)
Following the execution of the Settlement Agreement dated 7 May 2005 as disclosed in sub-note (e), the appeal has been withdrawn accordingly.
(e)
TM’s interest in Ghana Telecommunications Company Limited (GT) is held through its wholly owned subsidiary, TM International Sdn Bhd.

On 10 February 2003, TM sent a Notice of Arbitration to the Government of Ghana (GoG) for the commencement of arbitration proceedings under the UNCITRAL Arbitration Rules in accordance with the provisions of the Bilateral Investment Treaty.

The Government of the Republic of Ghana (GoG) and TM have reached an amicable settlement of their international arbitration proceedings. The Settlement Documents were executed on 7 May 2005 between TM, TM International Sdn Bhd (TMI), G-Com Limited (G-Com), GT and the GoG. TMI is the wholly owned subsidiary of TM, whilst TMI holds eighty five percent (85%) equity in G-Com. G-Com in turn holds thirty percent (30%) equity in GT.

The settlement sum to be paid by the GoG to TM under the settlement terms will be payable over approximately two (2) years. Once the full and complete payments are made by the GoG within the abovesaid stipulated period, G-Com's thirty percent (30%) shares in GT will revert to the GoG.

The principal Conditions Precedent to the Settlement Agreement include:

i. The adoption of new regulations (articles of associations) of GT;

ii. The engagement of KPMG to act as valuation experts on the determination of value of G-Com's thirty percent (30%) shares in GT;

iii. The execution of an escrow deed between Deutsche Bank, TM and GoG for acting as escrow agent for G-Com's thirty percent (30%) shares in GT; and

iv. Issuance of a letter from the Commissioner of the Internal Revenue Service of the Republic of Ghana in relation to the tax provision under the settlement.

Upon fulfillment of the conditions precedent to the Settlement Agreement, the settlement will be recorded in an Award of the Arbitral Tribunal effectively putting an end to the international arbitration proceedings.

(f)
Kabel Pantai Timur Sdn Bhd (KPT) had suspended the remedial work contracted resulting in termination of their service under the “Perlaksanaan Projek Rangkaian Tempatan secara JKH for Pahang, Terengganu & Kelantan”. TM has called for the Performance Bond in the form of a Bank Guarantee in view of KPT’s failure to rectify the works in accordance with the required specifications. TM also demanded KPT to return the material supplied. KPT challenged the above action taken by TM by initiating arbitration proceedings in accordance to contracts executed for RM10.4 million (pleaded) (RM41.1 million - unquantified costs). TM has also filed its counter-claim for RM19.1 million.

11.
Material Litigation (continued)
During the Arbitration hearing on 18 and 19 May 2005, the Plaintiff's 4th witness (PW4) was requested by the Arbitrator to verify the correctness of TM's proposed amendments to the Arbitrator's notes which were disputed by the Plaintiff's counsel. At the end of the session, PW4 agreed to a substantial portion of TM's proposed amendments. 

The Arbitrator was also informed that both parties have replied to each other's documents in respect of all works carried out in Pahang, Kelantan and Terengganu under the Arbitrator's direction. For purposes of identification and future reference, the parties have agreed to prepare and file a common bundle of documents consisting of all documents exchanged between the parties under the Arbitrator's direction as well as the parties' respective replies to the said documents which must be completed before the next hearing date. 

The next hearing date is fixed on 13 to 16 June 2005 respectively.  
(g)
Bukit Lenang Development Sdn Bhd (BLDSB) had instituted legal proceeding against TM, Tenaga Nasional Berhad and SAJ Holdings Sdn Bhd (collectively referred to the “Parties and/or Defendants”) by way of a Writ of Summons dated 27 November 2004 and Statement of Claim dated 15 December 2004 in the High Court of Malaya at Kuala Lumpur. 

BLDSB is seeking special damages for the sum of RM29.4 million and other damages and reliefs from the Parties for:

i.
wrongfully conspiring with the occupants on Mukim Plentong, Daerah Johor Bahru, Johor Darul Takzim (the Land) by facilitating the occupants with telecommunications, electricity and water services and illegally assisting the occupants in their occupation with the obvious and foreseeable consequence of adversely affecting and seriously prejudicing BLDSB; 

ii.
joint tortfeasor with the occupants in the commission of the wrongs committed by the occupants;

iii.
jointly and independently trespassing and continue to trespass the Land by reason of emplacement of the telecommunication, electricity and water equipments to the occupants;

iv.
wrongfully and/or unconscionably derived and still deriving pecuniary benefits from its wrongful actions and the wrongful use of the Land and that the same amount to unjust enrichment of the law; and

v.
loss of opportunity in that the Plaintiff has been wrongfully prevented from developing the Land and as such has not had the benefit of the full potential of the development and the advantageous economic circumstances in the period immediately following the acquisition of the Land by the Plaintiff.

11.
Material Litigation (continued)  
On 19 January 2005, TM filed an application to transfer this matter from Kuala Lumpur to Johor Bahru High Court on the basis that the cause of action has arisen in Johor as the Land is situated in Johor Bahru, Johor Darul Takzim. The Court has fixed the same for hearing on 11 July 2005.

On 26 January 2005, TM had also filed an application to strike out BLDSB’s Summons on the ground, inter alia, that BLDSB has failed to provide the further and better particulars of the pleadings. The hearing date of this application is fixed on 22 June 2005. In the event that the decisions for the application to strike out BLSDB’s summons is not in favour of TM, TM must file the Statement of Defence in due course.
  (h)
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 application was partially heard on 27 January 2005. The Court then fixed 23 March 2005 for continued hearing of the Summary Judgment application but was adjourned as subsequently, TRI filed an application to adduce TRI’s minutes of the 8 August 2001 Board Meeting. Court has fixed 30 June 2005 to hear both of TRI’s applications.

(i)
On 10 March 2003, Celcom received a letter from DeTeAsia Holding GmbH (DeTeAsia) informing Celcom that it had initiated arbitration on 10 March 2003 with the Secretariat of the International Court of Arbitration of the International Chamber of Commerce in Paris (ICC) pursuant to Clause 8.6 of the Amended and Restated Agreement. 

DeTeAsia is essentially claiming damages for breach of the Amended and Restated Agreement. By a letter dated 20 August 2004 to the Tribunal, DeTeAsia has quantified its principal claim as USD177.2 million (amounting after currency conversion to RM673.5 million). Subsequently DeTeAsia in its Post Hearing Brief dated 29 November 2004 claimed interest in the sum of USD16.3 million (amounting after currency conversion to RM61.8 million) for the period between 16 October 2002 to 27 June 2003, and interest at the rate of 8% per annum on USD177.2 million from 28 June 2003 until full settlement. 
The evidential hearing was held from 12 July 2004 to 16 July 2004 in Geneva. The Post Hearing Briefs were submitted by the parties on 29 November 2004. 

The parties submitted their oral submissions in London on 7 and 8 January 2005.  Written submissions on the issue of costs were exchanged on 21 March 2005. Submissions in reply were simultaneously exchanged on 22 April 2005. 

11.
Material Litigation (continued)  
The members of the Tribunal held a meeting on 11-12 May 2005 to pursue their deliberations in advance of issuing a final award. The Tribunal will notify the parties once it is ready to hand down its award.

(j)
On 16 February 2005, Rego, a wholly owned subsidiary of TRI, which is also a subsidiary of Celcom, has filed a civil claim in the High Court of Kuala Lumpur against Aras Capital Sdn Bhd (Aras Capital) and Tan Sri Dato’ Tajudin Ramli (TSDTR).

The claim is made for recovery of sums due and owing to Rego from Aras Capital and TSDTR pursuant to:

i.
the Investment Management Agreement dated 10 January 1997 (the Investment Agreement) and the Supplemental Agreement dated 21 April 1997 (the Supplemental Agreement) between Rego and Aras Capital; and

ii.
the Letter of Indemnity dated 1 April 1998 (the Letter of Indemnity) given by TSDTR to Rego relating to the investments made by Rego under the Investment Agreement and the Supplemental Agreement.

The sum claimed in the proceedings is RM261.8 million as at 30 November 2004 together with interest and cost. The Writ of Summons and Statement of Claim have been extracted from the Kuala Lumpur High Court and have been served on the Defendants.

On 13 May 2005, TSDTR filed its defence and instituted a counterclaim against (i) Rego, (ii) Technology Resources Industries Berhad (TRI), (iii) Mr Tan Poh Keat, YBhg Datuk Azzat Bin Kamaludin, Encik Bazlan Bin Osman* (iv) Encik Ismael Fariz Bin Ali and YBhg Dato’ Mohamed Yunus Ramli Bin Abbas**. (*All currently directors of Rego and TRI and ** both currently directors of TRI).

In the counterclaim, TSDTR seeks, inter alia, (i) a declaration that the Letter of Indemnity given by TSDTR to Rego relating to the investments made by Rego under the Investment Management Agreement and the Supplemental Agreement between Rego and Aras Capital is void or alternatively is avoided, (ii) rescission of the Letter of Indemnity, (iii) the return of the sum of RM100.0 million as being a  sum allegedly paid by TSDTR to Rego and (iii) general, exemplary and aggravated damages to be assessed. The claim against the Rego/TRI directors is for general, exemplary and aggravated damages to be assessed arising from a claim of alleged conspiracy.

Apart from the above, the Directors are not aware of any other proceedings pending against the Company and/or its subsidiaries 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 subsidiaries.
12.
Earnings Per Share (EPS)

	
	INDIVIDUAL AND CUMULATIVE PERIOD TO DATE

	
	Current year quarter
	Preceding year corresponding period

	
	31/3/2005
	31/3/2004

	(a) Basic earnings per share
	
	

	Net profit attributable to shareholders (RM million)
	374.5
	507.1

	Weighted average number of ordinary shares (million)
	3,384.8
	3,284.5

	Basic earnings per share (sen)
	11.1
	15.4

	
	
	

	 (b) Diluted earnings per share
	
	

	Net profit attributable to shareholders (RM million)
	374.5
	507.1

	Weighted average number of ordinary shares (million)
	3,384.8
	3,284.5

	Adjustment for ESOS (million)
	12.8
	34.4

	Weighted average number of ordinary shares (million)
	3,397.6
	3,318.9

	Diluted earnings per share (sen)
	11.0
	15.3


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 

(a)
The shareholders at the Twentieth Annual General Meeting of the Company held on 17 May 2005 have approved the final tax-exempt dividend of 20.0 sen per share  (2003: a final dividend of 10.0 sen per share less tax at 28% and a special dividend of 10.0 sen per share less tax at 28%) for the financial year ended 31 December 2004. The dividend will be paid on 20 June 2005 to shareholders whose names appear in the Register of Depositors on 24 May 2005.
(b)
No interim dividend was recommended for the financial period ended 31 March 2005.
By Order of the Board 

Wang Cheng Yong (MAICSA 0777702)

Zaiton Ahmad (MAICSA 7011681)

Secretaries

Kuala Lumpur
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