TELEKOM MALAYSIA BERHAD ("TM")

(I)
PROPOSED CAPITAL REPAYMENT TO SHAREHOLDERS OF APPROXIMATELY RM3,505.8 MILLION (“PROPOSED CAPITAL REPAYMENT”); AND
(II)
PROPOSED EXTENSION OF THE DURATION OF THE EXERCISE PERIOD OF TM’S EMPLOYEE SHARE OPTION SCHEME (“ESOS”) BY AN ADDITIONAL YEAR (“PROPOSED ESOS EXTENSION”)
(COLLECTIVELY REFERRED TO AS THE “PROPOSALS”)

1.0 INTRODUCTION
1.1
On 16 February 2009, TM International Berhad (“TMI”) informed TM that it undertakes to pay the amount owing from TMI to TM of RM4,025.0 million, and any interest earned on the monies in accordance with the terms of the Demerger Agreement dated 10 December 2007, by 24 April 2009.

1.2
In view of the anticipated payment from TMI, on behalf of the Board of Directors (“Board”) of TM, CIMB Investment Bank Berhad (“CIMB”) is pleased to announce that TM proposes to carry out a proposed capital repayment to shareholders of approximately RM3,505.8 million.
1.3
The Board of TM also approved the proposed extension of the duration of the exercise period of TM’s ESOS by an additional year.

2.0
DETAILS OF THE PROPOSALS

2.1
Proposed Capital Repayment

2.1.1
The Proposed Capital Repayment involves a capital repayment to shareholders of approximately RM3,505.8 million. Shareholders, whose names appear in TM’s Record of Depositors at the close of business on a date to be determined and announced later (“Entitlement Date”), shall be entitled to receive a cash payment under the Proposed Capital Repayment of RM0.98 for each ordinary share of RM1.00 each in TM (“TM Share”) held as at the Entitlement Date.
2.1.2
The Proposed Capital Repayment is expected to be funded by the anticipated repayment from TMI.

2.1.3
To facilitate the Proposed Capital Repayment, the following is proposed to be carried out:

(i)
a bonus issue of approximately 3,577.4 million redeemable preference shares of RM0.01 each in TM (“RPS”) to TM’s shareholders, on the basis of 1 RPS for each TM Share held.  The bonus issue will be issued at RM0.01 for each RPS based on its par value and will be carried out of TM’s share premium account; and

(ii)
redemption of the RPS at a redemption price of RM0.98 for each TM Share held. The par value of RM0.01 per RPS, representing approximately RM35.8 million in total, will be redeemed out of TM’s retained earnings, whereas the premium on redemption of RM0.97 per RPS, representing approximately RM3,470.0 million in total, will be redeemed by way of capitalisation of TM’s share premium account. This will result in a cash payment of RM0.98 for each TM Share held or a total cash payment of approximately RM3,505.8 million to the shareholders of TM.
2.1.4
Based on TM’s latest audited financial statements as at 31 December 2008, TM has retained earnings and share premium of RM1,581.5 million and RM4,305.4 million respectively. TM has sufficient reserves to be capitalised for the Proposed Capital Repayment.
2.1.5
For avoidance of doubt, the RPS to be issued under the Proposed Capital Repayment will not be credited into the central depository system accounts of the shareholders and will not be listed on the Official List of Bursa Malaysia Securities Berhad (“Bursa Securities”). The RPS to be issued under the Proposed Capital Repayment shall, upon allotment and issue, rank equally amongst themselves in all respects.
2.1.6
In addition, to facilitate the Proposed Capital Repayment, it is proposed that:

(i) 
TM’s authorised share capital of RM5,000,003,021 comprising:

(a) 5,000,000,000 ordinary shares of RM1.00 each; 

(b) 1 Special Rights Redeemable Preference Share of RM1.00; 

(c) 1,000 Class A redeemable preference shares of RM0.01 each; 

(d) 1,000 Class B redeemable preference shares of RM0.01 each; 

(e) 2,000 Class C Non-Convertible Redeemable Preference Shares (“NCRPS”) of RM1.00 each; and 

(f) 1,000 Class D NCRPS of RM1.00 each,

be increased to RM5,040,0003,021 comprising:

(a) 5,000,000,000 ordinary shares of RM1.00 each; 
(b) 1 Special Rights Redeemable Preference Share of RM1.00; 
(c) 1,000 Class A redeemable preference shares of RM0.01 each; 
(d) 1,000 Class B redeemable preference shares of RM0.01 each; 
(e) 2,000 Class C NCRPS of RM1.00 each;

(f) 1,000 Class D NCRPS of RM1.00 each; and

(g) 4,000,000,000 Class E RPS; and 
(ii)
correspondingly, TM’s Memorandum of Association be amended to reflect the change in TM’s authorised share capital.
2.2
Proposed ESOS Extension
2.2.1
The Proposed ESOS Extension will involve the extension of the duration of the exercise period of granted and unallocated options under the ESOS with respect to the employees of TM group by an additional year. The current duration of the ESOS is for 18 months and will expire on 16 September 2009. The By-Laws of the ESOS stipulate that the duration of the ESOS can be extended subject to, amongst others, the prior approval of TM’s shareholders in a general meeting.
2.2.2
For avoidance of doubt, the Proposed ESOS Extension will not apply to options of TM Shares and TMI shares held by employees of TMI group, given that TMI group is no longer part of the TM group.
3.0
RATIONALE FOR THE PROPOSALS
3.1
Proposed Capital Repayment

The Proposed Capital Repayment is consistent with the objectives of TM’s capital management framework which includes returning cash in excess of TM’s requirement to shareholders, after taking into consideration TM’s level of cash, business prospects, projected levels of capital expenditure and other investment plans and current and expected obligations. TM believes that this is an opportune time to implement the Proposed Capital Repayment in tandem with its increased balance sheet strength and operational improvements from its Performance Improvement Program 2.0 efforts.

TM’s shareholders are expected to benefit from the near term value enhancement and improvement to TM’s long term rates of return arising from the Proposed Capital Repayment. In addition, TM believes that, by returning equity to its shareholders, it can further improve the efficiency of its balance sheet.
3.2
Proposed ESOS Extension
Since the implementation of the ESOS, there has been a low percentage of exercise of the options which may be attributed to the general market conditions, and that the remaining 30% of shares comprised in the options granted can only be exercised from 17 March 2009 onwards. In view of the current market conditions, the Proposed ESOS Extension will allow additional time for TM’s employees to exercise their options, reflecting continued appreciation and recognition of their contribution to the TM group.
4.0
EFFECTS OF THE PROPOSALS
4.1 
Share capital 

The effects of the Proposed Capital Repayment are as follows:
	
	No. of TM Shares 
	No. of RPS 
	Issued and paid-up  share capital

	
	million 
	million
	RM million

	Issued and paid-up share capital as 24 February 2009
	3,577.4
	-
	3,577.4

	Bonus issue of RPS under the Proposed Capital Repayment
	-
	3,577.4
	35.8

	Redemption of RPS under the Proposed Capital Repayment
	-
	(3,577.4)
	(35.8)

	
	3,577.4
	-
	3,577.4



Note:

(1)
Assuming TM purchases up to 10% of its issued and paid-up ordinary share capital and that the TM Shares purchased are cancelled.

The Proposed ESOS Extension will not have any effect on TM’s issued and paid-up share capital. 

4.2
Earnings 


The Proposed Capital Repayment will result in a loss of interest income which would otherwise be derived from the monies proposed to be distributed.
With respect to the Proposed ESOS Extension, in accordance with the Financial Reporting Standard 2 (“FRS2”) “Share-Based Payment”, TM will be required to recognise a cost arising from the incremental fair value of the options granted, if any, arising from the extension of the duration of the exercise period of TM’s ESOS. 
4.3
Net assets and gearing 

Based on TM’s audited consolidated financial statements as at 31 December 2008, the proforma effect of the Proposed Capital Repayment on TM’s consolidated net assets and gearing based on the assumption that the Proposed Capital Repayment was completed on 31 December 2008 is set out below.

	
	
	Audited as at 31 December 2008
	After the Proposed Capital Repayment(1)

	
	
	RM million
	RM million

	Share capital(2)
	
	3,456.0
	3,456.0

	Share premium
	
	4,305.4
	799.6

	Retained earnings 
	
	2,303.2
	2,267.4

	Capital redemption reserve
	
	-
	35.8

	Other reserves 
	
	183.5
	183.5

	Total capital and reserves attributable to TM’s equity holders / Net assets
	
	10,248.1
	6,742.3

	No. of TM Shares in issue (million)(2)
	
	3,456.0
	3,456.0

	Net assets per share (RM)
	
	2.97
	1.95

	Total borrowings
	
	7,000
	7,000

	Gearing (times)
	
	0.68
	1.04


Notes:

(1)
Illustrated on the assumption that TMI has paid the amount owing to TM of RM4,025.0 million to TM.
(2)
On 17 March 2008, TM issued 137,592,300 TM Shares, representing approximately 4% of the total issued and paid-up share capital of TM (“ESOS Shares”), under the ESOS to TM ESOS Management Sdn Bhd (“TEM”), a wholly-owned special purpose entity established to act as a trustee to acquire, hold and manage the ESOS Shares. The actual consideration for the ESOS Shares cannot be determined at the point of issue to TEM since it is subject to the exercise of the options under the ESOS and it is also dependent on the market price of TM Shares at the point of disposal when the ESOS expires. On this basis, the ESOS Shares are to be recorded as paid-up capital upon full receipt of underlying cash considerations.
The Proposed ESOS Extension is not expected to have any material effect on TM’s consolidated net assets or gearing.
4.4
Substantial shareholders’ shareholdings
The Proposed Capital Repayment and Proposed ESOS Extension will not have any effect on the shareholdings of the substantial shareholders of TM.


4.5
Dividends

The Proposals are not expected to have an impact on TM’s dividend policy. TM’s dividend policy remains at yearly dividends of RM700 million or up to 90% of TM’s normalised profit after tax and after minority interests, whichever is higher. Dividends will be paid only if approved by TM’s Board out of funds available for such distribution.  The actual amount and timing of dividend payments will depend upon TM’s level of cash and retained earnings, results of operations, business prospects, monetisation of non-core assets, projected levels of capital expenditure and other investment plans, current and expected obligations and such other matters as TM’s Board may deem relevant.
5.0 APPROVALS REQUIRED

5.1
The Proposed Capital Repayment is subject to the following: 

(i)
approval of TM’s shareholders at a general meeting to be convened;

(ii)
consent of Amanah Raya Berhad, as trustee for Hijrah Pertama Berhad’s Sukuk Ijarah, to vary TM’s paid-up share capital; and

(iii)
approvals/consents of other relevant authorities, if required.

5.2
The Proposed ESOS Extension is subject to the following: 

(i)
approval of TM’s shareholders at an extraordinary general meeting (“EGM”) to be convened; and

(ii)
approvals/consents of other relevant authorities, if required.

6.0
EXPECTED IMPLEMENTATION/COMPLETION DATE


Barring any unforeseen circumstances:

(i)
the Proposed Capital Repayment is expected to be completed by the third quarter of 2009; and
(ii)
the Proposed ESOS Extension is expected to be implemented upon expiry of TM’s ESOS in the third quarter of 2009.
7.0
DIRECTORS AND MAJOR SHAREHOLDERS’ INTERESTS

Dato’ Zamzamzairani Mohd Isa and Datuk Bazlan Osman (collectively referred to as the “Interested Directors”), being Executive Directors of TM, have been allocated options under the ESOS. As such, the Interested Directors have voluntarily abstained and will continue to abstain from deliberating on the Proposed ESOS Extension at the relevant Board meetings.
The Interested Directors will abstain from voting in respect of their direct and/or indirect shareholdings in TM (if any) on the resolutions pertaining to the Proposed ESOS Extension at TM’s EGM to be convened and have also undertaken to ensure that persons connected to them will abstain from voting in respect of their direct and/or indirect shareholdings in TM (if any) on the resolutions pertaining to the Proposed ESOS Extension to be tabled at TM’s EGM to be convened.

Save as disclosed above, none of TM’s Directors and major shareholders and persons connected to them have any interest, direct or indirect, in the Proposals other than their respective entitlements as shareholders of TM under the Proposed Capital Repayment.
8.0
DIRECTORS’ STATEMENT

The Board of TM (other than the Interested Directors who have abstained from deliberation in respect of the Proposed ESOS Extension), having considered all aspects of the Proposals, is of the view that the Proposals are in the best interests of TM.

9.0
ADVISER
CIMB Investment Bank Berhad has been appointed as adviser to TM for the Proposals.

This announcement is dated 24 February 2009.
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