TELEKOM MALAYSIA BERHAD (128740-P)

(Incorporated in Malaysia)

Notes to the accounts for the third quarter ended 30 September 2000
1.1 Accounting Policies


The quarterly financial statements of the Group are prepared using the same accounting policies, method of computation and basis of consolidation as those used in the preparation of the 1999 Annual Report except for the treatment of foreign currency exchange differences.

During the first quarter, the Company changed the accounting policy with respect to the treatment of exchange differences arising on long term foreign currency monetary items. Pursuant to the Directors’ decision on early adoption of MASB 6, the Company now recognises foreign exchange gains or losses arising on revaluation of long term foreign borrowings to the Income Statement as when it occurs rather than deferring and amortising such exchange differences over the remaining lives of these borrowings. This change in accounting policy has been accounted for retrospectively.

The effect of the change to the Income Statement for the current quarter and year to date is a saving in the amortisation of foreign exchange losses of RM60.9 million and RM184.1 million respectively. The preceding year corresponding period Income Statement has been restated to conform to the changed accounting policy. There is no effect on the Balance Sheet as the deferred portion of the exchange differences has been included in Group Reserves.

The main closing rates used as at 30 September 2000 in translation (units of Malaysian Ringgit per foreign currency) are as follows:

Foreign Currency
Exchange Rate

Foreign Currency
Exchange Rate

US Dollars
3.80000

Ghanaian Cedi
0.00058

Japanese Yen
0.03521

Guinea Franc
0.00217

Deutche Mark
1.71200

Indian Rupees
0.08265

Canadian Dollars
2.53080

Malawi Kwacha
0.05067

Pound Sterling
5.56340

Sri Lanka Rupees
0.04801

Bangladesh Taka
0.07037

South African 


Thai Baht
0.09017

Rand
0.52523

1.2 Reserves

The current year opening reserves and the preceding year reserves have been restated to adjust for post retirement medical benefit, retirement and pension fund liability as well as interest expense, which were inappropriately treated by certain associated companies prior to 31 December 1998. These matters have no effect on the Income Statement for the current financial period and preceding financial year.

2 Exceptional Items


Exceptional items comprise:-











     RM Million

i)
Profit on disposal of an associated company


 

  197.4

ii) Provision for diminution in value of investment in an


International Satellite Organisation



            
(  77.7 )

iii)       Provision for impairment of assets of a subsidiary company

            ( 304.0)













_______

Total









( 184.3 )











_________












3 Extraordinary Items


There were no extraordinary items for the financial period under review.


4 Taxation

The taxation charge for the Group comprises:


INDIVIDUAL QUARTER 

CUMULATIVE QUARTER


Current year quarter

Preceding year corresponding quarter

Current year to date

Preceding year corresponding period



30/9/2000

30/9/1999

30/9/2000

30/9/1999



RM Million

RM Million

RM Million

RM Million


(i)   Malaysian taxation:









          Current  year taxation
141.2

(3.4)

404.9

(3.4)


          Deferred taxation
   0.0

3.4

   4.8

3.4



141.2

0.0

409.7

0.0


(ii)  Overseas:









          Current  year taxation
  9.4

0.4

 10.3

2.4


          Associated companies:









             - Current  year taxation
24.9

7.4

38.2

28.6


             - Prior  year taxation
4.5

0.0

4.5

0.0



38.8

7.8

53.0

31.0












        
180.0



7.8

462.7

31.0


5 Pre-acquisition Profits or Losses

There were no pre-acquisition profits or losses for the financial period under review.

6 Profit on Sale of Investments and/or Properties

There were no other profits on sale of investments and/or properties (except as disclosed in note 2 above) other than in the ordinary course of the Group's business for the financial period under review.


7 Purchase and  Disposal of Quoted Securities



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


RM Million

Total purchases during the year
3.2

Total disposals during the year
8.8

Total profit on disposal
3.2

(b) Total investments in quoted securities as at 30 September 2000 are as follows:


RM Million

At cost
169.0

At book value
169.0

At market value
192.6

8 Changes in the Composition of the Group


There were no changes in the composition of the Group as at 30 September 2000 except for the following companies:

(a)
 Acquisition:

 Name of Company


Percentage Acquired 
Equity Held






During the Quarter (%)
To Date (%)

Telekom Research & Development

100.0


      100.0

Sdn Bhd


         
(formerly known as Telekom Laboratories

        
 Sdn Bhd)

8 Changes in the Composition of the Group (Continued)

(b) Disposal:

Name of Company


Percentage Disposed 
Equity Held






During the Quarter (%)
To Date (%)

Usha Martin Telekom Limited:






Direct




37.71



-


Indirect



17.02



-
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Status of Corporate Proposals




There were no corporate proposal announced and not completed as at the date of this announcement except for the proposed acquisition of additional 15% stake in Ghana Telecommunications Company Limited which is pending completion of condition precedent as stipulated in the agreement.
10
Seasonal or Cyclical Factors


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

11
Issuance and Repayment of Debt and Equity Securities

There were no issuance and repayment of debt and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares during the financial year to date except for the increased in issued and paid up capital of RM58.2 million of the Company from 3,028.2 million shares of RM1.00 each fully paid to 3,086.4 million shares of RM1.00 each as a result of employees exercising their option under Employees’ Share Option Scheme (ESOS) at the exercise price of RM 7.80 and RM10.50 per share.

12 Group Borrowings 



(a)   The tenure of  Group borrowings as at 30 September 2000 are as follows:


Short Term Borrowings
Long Term Borrowings


RM Million
RM Million

Secured  
  86.1
   321.4

Unsecured
570.4
7,033.0

Total
 656.5
7,354.4

12
Group Borrowings (Continued)


(b) Foreign currency borrowings in Ringgit equivalent are as follows:

Foreign Currency
RM Million

US Dollars
4,730.3

Japanese Yen
747.0   

Deutche Mark
7.3

Canadian Dollars
4.6

Pound Sterling
2.1

Total
5,491.3

13
Contingent Liabilities

Contingent liabilities of the Group comprises:

(i)
A guarantee on credit facility of  USD84.0   million  (RM319.2 million)  granted to an associated company, Digital Phone Company Limited (DPC) has been withdrawn on 3 November 2000 pursuant to full settlement of the said facility by DPC.

(ii) A guarantee and indemnity on loan of USD17.2 million (RM65.2 million) granted to an associated company, Digital Phone Company Limited for a 3-year loan expiring on 19 April 2003. This guarantee shall be discharged or released upon full payment of the Guaranteed Amount. TM has obtained an indemnity from Shin Corporations Public Co. Ltd., a shareholder of DPC, their proportionate share of 48.2% of all obligations made under the said loan.

(iii) A guarantee and indemnity on a USD26.0 million (RM98.8 million) financing facility granted to a subsidiary company, TM International (Bangladesh) Ltd. which has been executed on 26 July 2000 and expiring on 26 January 2012. TM has obtained an indemnity from A.K. Khan & Co. Ltd., a shareholder of TM International (Bangladesh) Ltd., their proportionate share of 30% of all obligations made under the said Guarantee & Indemnity. 
(iv) A bank guarantee facility of RM15.0 million granted by a financial institution to a subsidiary company, Telekom Smart School Sdn. Bhd., to guarantee the due performance under the Smart School Integrated Solution contract. This guarantee shall remain in force and effect until 27 January 2004.

14
Off Balance Sheet Financial Instruments

The Group financial instruments with off Balance Sheet risk are as follows:   

I. Long Dated Swap

Underlying liability

30-year USD300.0 million Debentures 

In 1998, the Company has entered into a Long Dated Swap, which will mature on 1 August, 2025.

Hedging instrument

The Company made a payment of USD5.0 million and is obliged to pay fixed amounts of JPY209.9 million semi-annually on each 1 February and 1 August, up to and including 1 August 2025.

Prior to February 2004, the counter-party is not obliged to agree to any request by the Company to terminate the transaction. Commencing 1 February 2004, the Company has the right to terminate the transaction at a rate mutually agreed with the counter-party. However, the Company intends to hold the contract to maturity. 

On 1 August 2025, the Company will receive RM750.0 million from the counter-party. These proceeds shall be swapped for USD300.0 million at a pre-determined exchange rate of RM2.5 to USD1.0, which will be used for the repayment of the USD300.0 million 7.875% Redeemable Unsecured Debentures. The effect of this transaction is to effectively build up a sinking fund with an assured value of USD300.0 million on 1 August 2025 for the repayment of the Debentures.

II. Interest Rate Swap (IRS)

Underlying liability 

USD350.0 million unsecured Syndicated Term Loan

In 1998, the Company entered into a 5-year USD350.0 million unsecured syndicated term loan, paying interest at floating rates, to mature on 11 May 2003. During the quarter, the facility was refinanced into two tranches comprising USD200.0 million due on 30 June 2003 and USD150.0 million due on 29 June 2007.

Hedging instrument

In 1998, the Company had entered into an IRS agreement with notional principal of USD400.0 million that entitles it to receive interest at floating rate and obliges it to pay interest at fixed rate of 6.75% per annum.

The Company unwound USD200.0 million notional principal of the swap at zero cost by embedding an  interest rate ‘cap’ of 7.25% per annum on the floating rate leg of the remaining 

14      Off Balance Sheet Financial Instruments (Continued)

USD200.0 million notional amount of the IRS. With the cap, the floating rate interest receivable from the counter-party has effectively been limited to a maximum rate of 7.25% per annum. The effect of this transaction is to fix the LIBOR interest rate payable on USD200.0 million of the above USD loan, to 6.75%  per annum  as long  as  interest  rates  are 

below 7.25% per annum. If market interest rate exceeds that level, the interest rate payable reverts to a floating rate. The swap matures on 14 January 2005.

III.
Cross-currency Interest Rate Swap (CCIRS)

Underlying liability

10-year USD200.0 million Notes 

In 1995, the Company issued USD200.0 million 10 year 7.125% per annum Unsecured Notes. The Notes are redeemable in full on 1 August 2005.

Hedging instrument 

In 1999, on a USD50.0 million tranche of the above Notes, the Company entered into a CCIRS, for the period from 5 March 1999 to 1 August 2005. The effect of the transaction is to convert USD50.0 million of the fixed rate Notes to a fixed rate JPY liability of 1.25% per annum with a premium on redemption. The premium on the redemption of the JPY leg is dependent on the USD/JPY exchange rate on the date of maturity. Nevertheless, the final redemption amount is ranged between a minimum of JPY6.08 billion plus coupon repayment of maximum JPY7.60 billion.

The Company has recognised the maximum coupon repayment based on a constant rate of return over the life of the instrument with the assumption of the final redemption amount being the maximum amount payable. However, should the final redemption amount be less than that, there would be a write-back of any over-accrued amount.

15
Material Litigation

The Group is not engaged in any material litigation as at the date of this announcement other than that arising in the normal course of business. 

16 Group Segmental Reporting

By Geographical Location
Turnover              

RM Million 
Profit Before Taxation                      RM Million
Assets Employed                      

RM Million

Malaysia
6,258.8
1,011.8
24,368.7

Overseas
243.3        
37.8
1,654.4

Total
6,502.1
1,049.6
26,023.1

17
Comparison with Preceding Quarter’s Results
Compared to the preceding quarter, the current quarter turnover has increased by RM162.9 million (7.6%) from RM2,152.7 million to RM2,315.6 million. Profit before taxation increased by RM120.9 million (43.1%) from RM280.4 million to RM401.3 million due to higher turnover. 

18
Review of Performance  

The Group turnover for the current quarter increased to RM2,315.6 million from RM1,886.8 million recorded in the corresponding quarter in 1999, representing 22.7% increase. The profit before taxation increased to RM401.3 million from RM130.3 million recorded in the corresponding quarter in 1999, representing an increase of 208.0%.

The Group turnover of RM6,502.1 million for the current year to date was 13.7% higher than RM5,716.9 million recorded in the corresponding period in 1999. Whilst the profit before taxation of RM1,049.6 million reflected an increase of 24.9% over the preceding year corresponding period. In view of the fact that 1999 was a tax waiver year, the profit after taxation of RM586.9 million was 27.5% lower than the preceding year corresponding period.

19
Prospects for the Current Financial Year

The Malaysian economy continues to recover and the prospects going into 2001 are encouraging. In line with this recovery, the Group will continue to develop the overall network and improve the quality of services, with the main emphasis on cellular and multimedia segments, which are high growth areas. Much progress has already been made in these areas as evident from the growth in subscribers. With the current positive trend and growing economy, the Board is confident that the Group’s target will be achieved despite increasing operating costs as a result of competition in the market.

20
Variance of Actual Profit from Forecast Profit / Profit Guarantee

Not applicable. 

21 Dividend

No interim dividend was recommended for the financial period under review.

By Order of the Board 

Wang Cheng Yong (MAICSA 0777702)

Zaiton Ahmad (MAICSA 7011681)

Secretaries

Kuala Lumpur


7 November 2000
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