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- The result reflects

the implementation
of a major investment
program to position
the company for
further growth.

S

o
-

Macquarie Telecom achiaved an EBITDA
profit of $0.7 miflion for the year ended
30 lune 2005, in ne withy expectations.
The resuit reflects the implementation of
a reaior investment rogram 1o position
the company for further growth.

Net foss after tax was $7.4 million, down
frorm $0.8 millian for the previous year,
clue to the major investmeant program.
Total service revenue was $230.5 million,
anincrease of 1.6% compared to the
PrEvious year.

Data service revenue was $59.3 millicn,
4 healthy 16% hcrease compared to
data service revenue fur the Drevious year,
maintaining the trend of an improving
revEnLE mix.

i company highlights
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Mobile serdce revenue was $312.2 milion,
a solid 198% improvement comparad to
the previaus year.

The Singanore husiness generated
revenue af $10.9 million for the year
ended 30 lene 2005, an increase of
TA4% compared to the previous year.
Capital expenditure for the period was
147 million, as Macouarie Telecom
invested o build its capability to meet
customers increasingly sophisticatad

IF based needs.
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- 2005 was an important

year for Macquarie
Telecom in which
we commenced a
major investment
program to position
the Company for
further growth.

Macquarie Telecom now provides

services to miore than 2,970 business and
guavernment custamers iy Australia and
Singapare, As our customers’ needs change,
tacguarie Telecom continues o adapt and
develop new servicas. Adapting to changes
in the needs of sur customers 8 at the heart
of Macquarie Telecom’s business and is one
of our key strengths.

The current investrment program is vita to
the ungoing enbancement of Macouarie
Telecory's capability to meet its customers’
mcreasingly sophisticated P based needs.
We are laying the foundations to deliver
future growth and orofitability in this
mnportant investment phase, and aur
current investmend program is focused

on three main areas.

Firsthy, we are investing in buillding Macouasie
Telecory's Metre Access Network, This 1S & new
aeneration network that wil help meet our
customers converdging 1P based, as well a3
rraditional network, needs. Macquarie Telecam
will camalete the rall cat of the Metro Access
Metwork in 2006, placing the Campany at the
forefront of IF based voice and data senvices.
Secondly, we are continuing to Tnwest in our
established hosting and security services.
Information secusity is a vital requirement
in today's wortd and Macaouarie Telecom’s
strerathy i hosting and security is & key service
differentiator for the Company. Our ongoing
irvvestrments in this areg will ensure the
Cofmpany remains at the cotting edge of
infarmation security and maintains a
genuing competitive edge.

Thirdy, the Comparny has been focused
onintroducing and establishing the new
Macqaarie Telecom brand. Effective branding
Is an imaortant ongoing process, and the
phase of introducing our new trand is
lazgely complete.

As anticipated, this investment progaaln
impacted the Comparny’s short-term
profitaliiity. However, the benefits of the
irvestment program wil defver sofid retums

to sharehaiders into the future. indeed,
Macquarie Telecarss returned ko earmings
hefore interest, tax, depreciation and
arnortisation (“ERTUA™ profitability in the
second half of 2005, and we ook forward
toy solid EBITDA momentum.

Macauzrie Telecom axpects the total capital
expenditure an the Metra Access Metwork

te e approximatety $9 miion, in ne with
expectations. Of the $9 million, $7 millicn
will be spent in the 2006 financial year.

in the year ahead, Macquarie Telecom

will continue to invest in 1P based products,
services, and expertise as we consolidate

the platform te build future growth and
profitability. Recurring core capital expienditure
s expected to be approximately 5% of ravenue,
seflecting this investment In 1P infrastruactare,
differentiated hosting and security products,
and customer growth.

Macezrie Telecom expects the investiment
program will continee to impact profitabifity
in the current year. Howewver, despite these
major investments, EBITDA for the current
yedr is expected to maintain a growth trend.
W expect EBITDA for the first half of 2006
ter he similar 1o that achieved in the second
haif of 2008, We expect second half 2006
profitability to retamn to a selid growth
cunve as aur ivestiments beain to deliver
orofit benefits,

The Board, rranagement and staft at
Macauarie Telecom remain focused on the
execution of our strategies, and becoming an
integral part of osur customers” businesses.
We enter the current financial year well placed
to feverage our core skills and we have the
momenturr in place to position Macquarie
Telecam strongly in the evaling and
comwverging telecammunications market.

Robert Kaye

Chairman
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“we remain focused
on the execution of our
strategies, and becommg
an integral element of our
customers’ busmesses

Robert Kaye
Chainran
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| 2005 was a year
in which Macquarie
Telecom management
and staff were focused
on implementing our
business strategies and
laying the foundation
for future growth
and profitability.

the second hahc data result reﬂer

‘growth in IP network revenue, valida
‘Macquarie Telecom’s investment p
in developmg P based products.

”

Macquarie Telecomy’s overall results, inclading
EBITDA profit of $0.7 million, wers in line
with expectations and reflect a period in
which Macquarie Telecom commenced the
implementation of a major and planned
irwestment program to position the Comparny
for further growth. These investments
arevital to the ongoing enhancerment of
Macquarie Telecom’s canabitity to meet

its customers” increasingly sophisticated

IF based needs.

Macquarie Telecom generated total service
revenoe of 32305 million, an increase of
1.6% compared o the previous year.
Impariantly, the trend of an improving
revense mik was maintained.

Of particular nate was the continging
growth of data and s increased contribation
1o Macguarie Telecom’s overai revenue.
Macquarie Telecom’s data business, which
provides data netwarking and data hosting
services o Austzalkan business and covernment

customers, generated revenue of $59.3 miflion.

This represented 2 0% increase compared ta
the previcus year.

i chief executive’s message
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As managernent continges executing the
strategy of concentrating on higher margin
areas, it is encouraging to see the revenue
mix is impraving — particularty with the
ncregsed contribution of data. Data now
sepresents more than 25.7% of Macquarie
Telecom’s senvice revenue. This directly
seflects Macguarie Telecom'™s ongoing
transtarmatiosn into an integrated IT&T
carrier that offers a full range of voice, data,
onling and maolile sendces which address
the increasingly compliex needs of aur
husiness and government custarners.

Data recorded an EBITDA profit of 306 million
in the second half of 2005, which partially
offset the first half foss af $0.9 million,
resulting in a full year data EBITDA oss of
$G.3 mitlion. Full year data profitability was
in ling with expectations and was impacted
by inwestrments in 1P based products and
services, and investment i enhancing the
depth and level of data, hosting and security
expertise at Macquarie Telecom. The secand
halt data result reflected graath in P network
sevenue, validating Maceguarie Telecony's
vestment program in developing 1P based
oroducts and senvices.
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Faced with hackers, viruses and various
other threats, many of our business and
governimient costomers now dernand 1T
security levels that were once anly required

in such areas as defence and intelligence.
Macauarie Telecom’s data hosting faciity,
the Intefiicentre, continued ta build its
customer base and revenue momentum.
The investments made previously in the
Imteliicentre are continuing to deliver tangible
results for cur business and aur customers.

I its raditional Australian veice business,
Macguarie Telecom generated revenue af
$348.1 million in the twelve months ended
30 lune 2008, down 8.3% compared to the
previous yedr, but down only 2.6% on the
six manth perioc ended 31 December 2004,
The siowdown in voice revenue reduction was
gndearpinned by good volume. The vaics
service market was again characterised by
intense comaetition and industry wide price
pressure, which imaacted profitability.

The continuing orice pressure and decling
in carporate voice revenue is an industry wide
phenomenan and reinfosces the need for the

Company to continue reducng refiarce on
uoice service revenues and diversifying into
ather higher margin areas. The substantiat
iFwestment program being imalemented is an

irportant element: of execating this strategy.

The Singanore business generated revenue
of $10.5 millicn in the fwelve months ended
30 une 2008, an increase of 7.4% compared
ta the conesponding period. The Singanore
business 1§ expanding Lo meet castomers’
needs and the performance of the division

is encauraging, considering the continuing
competitive price envirenment. Singapare
adds an important gecyranhic dimensian

te Macquarie Telecom’s service offering
and helps attract and retain multinationals
that recire integrated service for their
regional aperations.

Mabile service revenue was $32.2 million, a
strong 198% Improvement compared to the
corresponding period. Macquarie Telecam is
confident the revenue contribution of mobiie
will continee to strengthen, although more
likedy at & slower rate.

Mabile service remains an impostant elerment
in Macquarie Telecom's full service offering
angd is a competitive necessity as part of
Macquarie Telecom’s strategy of offering
brundled solutions to customers that take care
of all ielecommunications requisements.

Regulatory matters

The Australian telecommunications sector
continues to require strong reguiatary
aversight. As competition develops or where
market failure s evident, policy makers need
0 adjust the requlatory ervironment in order
o maximise benefits of competition to
consumers and the econory.

Within this cantext, 2008 saw a re-emergence
of disputes and Australian Competition and
Consurner Comenission (“ACCC™ arbitrations
i1y the sector

The ACCC refeased findings of its review

of mobile senvices and mobile terminating
access charges. The ACCC has agreed that
the charges levied by operators to cofmpanies
sty 38 Macquarie Telecom for access should
be reciuced. Macquarie Telecom s watching




developments closely and, despite court

actions by several operators, we are confident.

the ACCCs decision wili stand, allowing
consumers to benedit from reduced prices
and a more fevel playing field.

WMore recently, the Fedesal Covernmest
announced a significant set of reform
proposals, developed in ight of the
selidown of s majority stake in Telstra.

The seform propusals aim o promote
cormpetition in the sector and ensure the
benefits of competition flow through

to Custorners.

WMacquarie Telecors: supports the brozad
principie of these proposals, farticulary in
retation o stronger eperationat separation
between Telstra Wholesale and Retail,
strongers anti-discrimination prowvisions
and reduced stalling incentives, The refarm
will fead to better competitive outcomes in
the sector. As with nast years, Macquarie
Telecom has maintained its leadership rale
in poiicy debates and requiatory processes
that affect suppliers and consumers of
telecomimunications services.

The year ahead

Gur focus for the year ahead remaing
completely an business and gqovermiment
customess. Macquarie Telecors understands
the needs of these castomers and constantly
commes ufrwith innovative ways to deliver
effective wolutions. Macquarie Telecam

is ideally placed ko offer business and
governiment custamers secure, taiored
solutions across voice, maobile, data and
hasting services.

The year ahead will be an impartant one
far Macauarie Telecom as we continue
imgtementing our strategy of buiiding aur

data services, particolarly in P based products.

Macggsarie Telecom s buiiding a platform to
generate sabstantial, ongoing retums into
the future. Remaining nimbie and flexible
and evolving to meet the needs of our
custamers has been one of Macquasie
Telecory's strenaths over the last 13 years.

¢ chief executive’s message
03

in dosing, | would ke to express my thanks
to the management tears and Macauarie
Telecam's entire staff for ther dedication
andd harchwork during the past year, and our
shareholders, busingss partners and suppliers
for theis orgoing support.

David Tudehope

1
Chief Executive
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Macquarie Telecornys execative managerment
tearm containg 3 broad range of backgrounds

and speciatities, and is a key strength of
the Comazny. The combined skifis of the
executive managernent tearm are vital in
WMacauarie Telecony's effective execution
of it usiness strategies.,

Suppaorted by the dedicated staff at
Macauarie Telecors, our execuive
managerrent team has a passion for
defivering to customers integrated

and secure solutions arzoss voice, data and
molile networks. This passion for customers
ensures they receive innovative soiutions
tzilared to their individual requirements
and situations.

The executive managernent tearm values
personal accountability, honesty and the

courage to tel i ke it is. With responsibility
for financial performance, Macguarie Telecom's
executives are accountable for autcomes and

focused an doing what they say they wili.

i management team
1

For shareholders, the executive rmanagement
team i committed ta dafivering resuits.

By being ambitious and thriving on hard
work, the executive team is the engine
driving Macquarie Telecorm's growth and
future shareholder seturns.
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| Aidan Tudehope talks

about customer benefits of
the Metro Access Network.

Business and gavernment demand for
bandwidth is on the rise.

Sophisticated applications defivered

over data networks, sech as Voke over P
yolP™, videoconferencing and streaming
Auclio, were once seen a3 “bleading edge”.
Thess convergent technologies are

nowy being adopted by many Austratian
organisations as they are proven o deliver
mcreased functionatity, reduced costs and
areater flexibility.

O the flip side howsver, these technotogies,
coupled with the widesgread use of Intermet
aceess ab work, recuirg ingreased amounts
of bandwicdth, security and redendancy to
ensure a high quality service. And this can
cofme at a price.

“Traditianally, croanisations have deployed
Wide Area Nebworks DAANS) at sub-2hbps,
However for companies running VolP,
video conferencing and centralised
server Mmaragement systems, WANS now
sequire speeds of up to 4, 10 ar 18Mbps,”
saicd Aidan Tudehope, Chief Operating
Offices, Macauarie Telecom.

“Ta date, the costs associated with increased
speeds have put comvergent technolagios
out of the reach of many Australian
organisations. There is 2 definite gap in
the market for an atfordable, high-speed
broadband offering,” he said.

Meeting future bandwidth

needs today

To meet this need, Mactuazie Telecorn
imvested in building an intelligent I Access
Metwork 1o connect major cities in Australia,
commencing with Sydney and Melboume
The Mactparie Telecom Metrs Access Network,
uses the lztest rechnology te dramatically
improve the data rates, performance, security
aned reach of access networks, 1t provides
avariety of access fine types ~ including
Leased Line, Ethernet, Frame Relay and IP
WAN — Into the core network to give basiness
and governimant customers fooy tmes the
banchidth for the same price they pay today.

“This purpuse-built network takes into

aceount the requirements of voice, data,

Internet and ISDON quality and senvice

functiosaiity. This means it supports next

gereration [P technologies such as VolP

and legacy senvices such as PSTM, or standare
fine types. It also complements aur cther
acress arywhere products including wireless
cannectivity” he said.

*Crar custormers told g8 they reqaired
mcreased bandwideh at a more affordable
cost. They also asked for dynamic performance
managernent and, above all else, simple but
complete network secusity,” he said. “The
Metro Access Nebwork was developed to
meet these needs,” said Tudehope.

“The benefit for Business and government
i they can access an affordable, high-
bandwidth data network without changing
thelr existing pramise equipment.

When they do decide to adopt new
technologies, they won't have ¢ find

& new carrien” he saic

tegion interactive signs up

One organisation guick to take advantage of
the many benefits of the Macouarie Telecom
Metro Access Network is Legion Interactive.
tegion, the premier provider of interactive

Tetephone, SMS/MMS, Internet and email

services for lmoadeast media, wofks W|Lh

toperating shows sut b as £

An inteqgration with specialist marketing
services organisation, the Fhaten Group
atong with a move to new premizes in
Sydney's CBD prompied Legion Interactive’s
Chief Operating Officer, Peter Jones to review
s elecommunications infrastructure.

*We had seven different providers offering
a range af services which is clearly not an
efficient model,” said lones.

*lwanted a single telecommunications
partner that could manage both cur voice
and data loads, provide extensive bandwidth,
offer considerable billing flexibility and assist
us in managing the spedialised termination
reguirements for our 1800 and 1300
nursibers,” he said.

“We expect our bandwidth needs to range
between 10Mbps and Hhibps,” said longs.

*Using Macquaria’s Metro Access Network
eralies us to o 2 ot more for the same
orice as our previocus dhibps access.”
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Competitive pricing and web based Macquarie Telecom's web-hased fleet
; New d DD{OE}Ch tO management tools heip DVA reduce management todd, Feet\iew enabiles the
bU S%ﬂe S mob%;es reg ps maobile costs by 55 per cent Departrment to betler o monitoy and

Any business with a large number of moblle  TANAGE usage patterns across different

rewards for Depa FEMENT  phone users undesstands the monhly burgen  C11€08 and snalyse and implesment usage

o . ; yolicies.
3 ! of Billing. Mot just the burcden of call carriage P
of Veterans’ Affairs. cnsts, but alse the detailed task of processing  “FleatView has avtornated our reporting,
and reparting on those monthily biils. piling and mobile phone imentory

management. This aivas us the flexibility to
miake ‘realtime’ changes to user profiles ta
sceommodate business travel reguirerments,
annuzl leave and a range af other changes
of circumstances,” said Fleteher.

For the Depariment of Veterans” Affairs
FDVAT, & Commmonwealth Covernment
departent with 470 mabile phone users
spread across Australia, these dificulties
presented a significant challenge.

Since rmaving 1o Macquarle Tekecom Just
six mrenths age, DVA has recorded a 55%
cdrog in call carriage costs.

Fegional branches managed their own
mobite telephony, which meant there
Was No consistency acrass the DA
on kay factors such as plans, rates and
coverage options.

Acdministration costs have alse been
sigrificantly seduced. Processing and repoesting
o manthly usage, which previously fook
between three and four days, now take

iust three hours, thanks to the anline hilling

I December 2004, DvA overhavied its
mobiie telephony fleet. I8 qaals were ho:

— ascertain whether market prices had functionality provided by FleetView.
reduced and take advantage of any cost Fleteher i now able to scrutinise the manthly
reductions as soon #s possible; reports within cateqories aligned 1o the many
— gain a reaktme ingight into moblie phone  DVA business functions. The new reporting
assets and usage pattemns; functionality enables him to assess usage

and develop user profiles to address areas

— measure comidiancea with the existing e
of concermn.

Departmental usage policies and redefine

these o better align with goals and “Motile casts can now be managed and
woridlow processes. nlanned for. We can aiso actively generate
further savings by creating and enfacing
usage pulicies more closely aligned

to Business functions,” said Fietcher.
Since maving te Macquarie Telecam and

Following an independent evaiuation of nine
prowicters, DvVA awarded Macguarie Telecom
the contract for camiage of its mabile fleat.

“Macquarie Telecom emerged as a Clear implementing FleetView, DVA has popuiated
winner due to s competitive pricing, its an asset management database that enables
high levels of service and support, and Fletuher to repart on usage patiens across
the reporting pawer of the FleetView the Department, separate cost centres and
management ool said lan Fleteher, individual users, in close to real time.
Director, Voice: Services, DVA. “Before Maccuarie Telecon’s FleetView
Maccuarie Telecom Began switching uses management we had 470 individual users
handsets over to propristary OSMand COMA - and a cumbersome, Hme-cansuming
mobite phones in December. Now, 440 administration process. Now, we manags a
phones in the DA flest are sunplied and fieet that meets our speciic Departmental
reported on by Macouarie Telecon and needs, which saves us significant time and

WA is recording signiicant cost savings. money,” said Hetcher




Macquarie Telecom
launches its’ Wireless
Data category.

In leghy 2005, Macuarie Telecos launched
its" Wireless Data cateqory with the refease of
the BiackBersy Enterprise Soiution. BlackBerry
5 an enterprise mobiity platiorm that
prowvides secure refnote access to corporate
email, calendar, contacts, tasks anc other
‘aroupware’ functions on a simple-to-use
mobile handset. BlackBerry can aiso be
extended to enable ‘Access Arywhere’ to
other core business applications. BlackBerry
gives the user the flexibility to work wherever
they are, driving significant productivity and
efficiency benefits.

Macaarie Telecom, thriough i#8 partnership
with Viadaione Australiz, is the world's

fcase studtins

first Mobile Virtual Network Onerator (o offer
the BlackBerry soiution. This partnershin was
nitlated based on our customerns feedback
with regards o oreduct reguirernents, Cur
customers” advised Macauarie Telecom,
that the only significant gap in our product
portfulio was Wireless Data. Macquarie
lelecam responded to this feedback by
introducing the Blackberry Solution in the
first Instance. Over the course of the next
financial year, Macauarie Telecom will further
extend ifs wireless and fixed-ling Access
Arywhere portfolio to ensure we offer

a complete range of solutions for

our custorers.,
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Robert Kaye Chairman
Rabiert is Chairman of Macguarie Telecom

and was anpointed as a director in 2001,

He was British Telecornsy's director of market
and business development for the Australasian
region, a farmer managing director of British

of Clear Comengnications Led in New Zealand,
until retirement in June 2002, Robert has held
CEO positions in the past with several major
IT&T companies. Robert is chairman of the
Corparate Governance, Nomrination and
Rermuneration Comimittes and a mermber of
the Audit and Risk Management Committes.

David Tudehope Chisf Executive

David is Chief Executive and co-founder of
Macquarie Telecor: 2and has bean a director
since 1992, He i respossible for oversesing
the general management and strategic
direction of the Company, and is actively
imvolved iy the Company’s participation in
regulatory issees. David was a former mersber
of the Minister for Telecommunication’s
Austraiian Information Econamy Advisary
Council. He was previcusly a director of the
Service Providers” Industry Association. David
holds a Bachelor of Commerce degree. He
i a rrember of the Comorate Covernance,
Momination and Remeneration Comimitiee.

Telecom's Australian aperations, and a director

Stephen Butler Non-Executive Director

Stephen is curmently executive vice president
for 53 Matching Technolagies, g telea billing
systems specialist based in Texas, USA. He was
formerly chief executive officer of PowerTal
Lirmited, a position he held for more than
three years entit 2003, During this tirse,
Stepshen led the transformation of PowerTel
from & constrection focused company to a
customer service comipany, driving revenus
growth and achieving positive operating
cash flow. He has held board positions

withy PowerTel and WiTel Communications
Australia, arel advisory boasd positions

with Newbridge Networks, Argon Mebwarks
and Edae Broadband thd. Stephen holds 2
Bachelor of Science {Electricat Engineering)
degree. He joined the Board on 26 July
2004 and is & member of the Audit and Risk
Management Cormmittee and the Coporate
Governance, Nomination and Bermunesation
Commigtee.

Aidan Tudehope Chief Operating Officer
Aidan is the Chief Operating Officer and
cofounder of Macquarie Telecorm and
has been a director since 1982, Aidan is
resnonsitie fur the design and delivery of
operationat excellence within Macquarle
Telecom. He has been instrumantal in
the development of Macquarie Telecom’s

Singaporean, data networking and intellicentre
stratecies. He is aiso responsible for the
direction of the Company’s infarmation
technology strateqy. Aidan holds a Bacheloy
of Commerce degree.

John Palfreyman Non-Executive Directos

Jobn's carger spans more than 20 years in
the 1T industry. He was executive chairtran of
S0East inc, an Austratian sepplier of managed
security sendoes to Federal Govarnment
agencies, until the company’s successful
tracle sale in early 2004, Previously, iohn was
managing director of Baltimaore Technologies
{Asiar Pacific}, the region’s dominant sepplier of
nulilic key infrastructure based e-commerce
and enterprise security systems. He holds

& Bachelar of Commerce degree and
cuaified as a chartered accountant in

1982, john joined the Board on 26 luly
2004 and s chairman of the Audit and Risk
Managerment Commitiee and a member of
the Carporate Governance, Nomination and
Rermuneration Commitiee.
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- | 2005 Financial Summary
¥ Investiment progsam continues
Crowth in data service revenue and imaroaved revenue ix
Custormer numbers grow
Opesating cash flow of $5.3 million

- | 2005 Financial Surnmary
T Year ended 30 June 2005, in $m

2005 2004 2003 2002 2001
Service revenge 2305 22659 2345 2284 215.4
EBITDA 0.7 79 28 (15.5} v
Esey (107} 0.8} {6.3) {25 5} (23.7)
Net loss after tax (7.4} 0.8 4. e {13.7)
Onerating cash flow 53 14.0 10.1 1.2 (4.5)
Customer nurmbers 2,970 2562 2,350 2,018 1,600
2005 Operating Results by Business Area
For the year ended 20 luene 2005, in $m
Revenue EBITDA
Yoice Semvices 3.1 84
Data Services 593 (0.3)
Singsanore 0.5 (0.8)
Mabiles 12.2 1.1}
Corporate Office® - (5.5)
2305 0.7

* The Corporate Gffice figure represents overhead costs asscciated with Macquarke Telecorn’s corporate and reguiatory activities.
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| Directors’ Report

Your directors submit their report for the year ended 30 lune 2005, John Paffreyman

DIRECTORS lub's career spans more than 20 years in the T industry. Johin s aged
46. He was executive chairman of 90East Ing, an Australizn supplier of
managed security services to federal gavernment agencies, until the
company™s successiul trade sale in early 2004, Previously lohn was
managing director of Baltimere Technologies [Asia Pacific), the region’s
dorminant supplier of public key infrastructure based e-commerce and
enterprise security systems. He halds a Bachelor of Commerce

The names and details of the directors of Macauarie Telecorn Group
Limited ("Macauarie Telecam” or the “Company™ in office during

the financial year and unti the date of this report are as foliows.
Cirectors were in office for this entire period uniess otherwise stated.
Names, qualifications, experience and special responsibilities

Robert Kaye (Chainman) degree and qualified as a chastered accountant in 1982 Juhs
Robert, aged 67, is Chainman of Mactuasie Telecorn and was joined the Board an 26 july 2004 and 1s chairmarn of the Audit and
appointed as a director in 2007, He was British Telecon’s director Risk Management Commitiee and a member of the Corporate

of market and business development for the Australasian region, a Governance, Nomination and Remunesation Commitiee.

farmer rranaging direckor of British Telecom's Australian eperations, lane Craig
ard & directar of Gear Commanications Ltd in New Zealand, until
retirement in June 2002, Rabert has held CES positians in the
rast with several magor fTAT companies. Robert is chairman of the
Corporate Covernance, Nomination and Remuneration Carmemnittee
and a member of the Audit and Risk Management Committee.

lane, aged 48, was appointed as a director in 2003 and, until her
retirernent from the Board on 26 luly 2004, was a member of the
Audit and Risk Management Committee and Corporate Governance,
Nomination and Remaneration Comimities.

Johin Priest

David Tudehope [Chief Executive)
lobin, aged 56, was appointed as a directar in 2001 and, until his

retirerment from the Boasd on 26 luly 2004, was a member of
the Audit and Risk Management Committee and chairman of the

David, aged 38, is Chiel Executive and co-founder of Macquarie
Telecom and has been a director since 1992, He is responsibile
for pverseeing the I{_;es;e_s'al zﬁanagem\eszt and stratedic d”'ECF'IOQ 91' Corporate Covernance, Nomination and Remaneration Comenities.
the Comparsy, and is actively imaoved in the Company’s participation

in reguiatory ssues. David was a former member of the Minister COMPANY SECRETARY

for Telecommunication’s Australian information Ecanormy Advisory Tim Blackwell

Council. He was previously a director of the Service Providers firm, aged 4, was appointed as company seaetary of the Campany

Inr}ysziy Association. Davd holds aIBa{:?;eIor ol Comlmerlce degree. in AugList 2000. Prior to this he held the role of Managing Director
He is & member of the Comorate Governance, Normination and Asia Pacific of Brinks incorporated for a period of over 5 years. Tim
Remuneration Committee. Blackwell has been a charterad sccountant for over 20 years.

Aidan Tudehope (Chief Operating Officer) Albert Koofrmees

Aidan, aged 33, s the Chief Operating Officer and co~f-oaerer Albert, aged 42, was appointed as company secretary of the Company
of Macguarie Telecom and has been a director since 1392. Adan in Mavernber 2001, Prior to this he held the role of general counsel

is responsible for the design and delivery of operational excelience and company secretary of Spike Networks Lirmited for a period of
within Macauarie Talecom. He has been instrumental in the over 2 years. Albert Knolemees has been a fawyer for over 15 years.

development of Mactuarie Telecorsy's Singaporean, data
networking and Intslficentre strategies, He i alse responsitie for
the direction of the Company's information fechialogy strategy.
Aidan holds a Bachelor of Cammerce degree.

Stephen Butler

Stephen, age 38, i currently executive vice president for 83
Matching Technclogies, a tefeo billing systems spacialist based in
Texas, USA. He was formerly chief executive officer of PowerTel
Limited, a position he held for more thar three years until 2003,
Daring this time, Stephen led the transfermation of PowerTel from
g construction focused company to a customer senice Company,
driving revenue growth and achieving positive operating cash
How. He has held board positions with PowerTel and Wiltel
Communications Australiz, and advisory board positions with
Mewbridege Networks, Argon Netwerks and Edge Breadband Led.
Stephen holds a Bachelor of Science (Electrical Engineering)
degresa. He joined the Board on 26 July 2004 and is a member

of the Audit and Risk Management Committee and the Corporate
Cowernance, Mormination and Remuneration Committee.
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Directors’ interests in the shares and options of the

Company and related bodies corporate

As at the date of this report, the interests of the directors in the

shares and ontions of the Company and reflated bodies carporate

were a8 follows:

(a) [ Tudehops and A Tudehope coflectively whelly own Clabward

Pty Licd, an entity which halds 125,013,900 (61%) of the ardinary

shiares of Macquasie Telecom. The relevant ownershify interests in

Claiward Pty Lbd are held by Semark Pty LEd at 84% and Fenton

Awstraliz Phy Lid 2t 16%. The shares in these latter companies

are held by & Tadehope and A Todehane respectively;

a directorrelated entity of T Tudehope and A Tudehone

helds 72,326 ordinary shares issued under the Empigyee

Discretionary Share Plan and Share Purchase Plan, and halds

an interest in 210,000 options over agdinary sharas issued

ungdar the fmployee Ooticn Plan;

a directorrelated entity of D Tudehope holds 204,500

ordinary shares;

R Kays helds an intersst in 400,000 ontions over ordinary shares.

A directorretated entity of R Kaye holds 50,000 ardinary shares;

5 Butler hedds an interest in 400,000 opticns over ardinary

shares; and

(1) 1 Pafreyrman holds an interest in 400,000 options over ordinary
shares. A directorrelatedd entity of | Palfreyrman holds 100,000
ordinary shares.

PRINCIPAL ACTIVITIES

The principal activities during the vear of the consolidated entity,

comprising kMacauarie Telecom (the parent entity) and all the entities

which Macquarie Telecom contralled from time to time during

the fingncial year and at the end of the year, were the provision of

telecornimunication services ta business and government customers

within Acstratia and Singapore.

There have been no significant changes in the nature of activities

dusing the year.

EARNINGS PER SHARE
2005
cents
Basic loss per share (3.6}
Diluted loss per share 3.6}

DIAIDENDS

There wera ne dividends recamimended or paid on ordinary shares
curing the year.

REVIEW AND RESULYS OF OPERATIONS

The consolidated entity achisved earmings before interest, tax,
depreciation and amortisation (EBITDA) profit of $0.7 milicn for the
bvelve months to 30 June 2005, The EBITDA result was in ling with
expectations and guidance and reflects a period in which Macquarie
Telecom commenced the implementation of & major investiment
pragram o position the comparry for further growth, Thig rvestrment
is vital to the angaing enbancament of Macauarnie Telecom’s capability
o mmeet its customer's increasingly sophisticated 1P bazed needs.
Macouarie Telecom generated total service revenue of $230.5 million,
an increase of 16% compared to the twelve months to 30 June 2004,
Service revenue has increased in each of the past three consecutive
halves. The Company now provides services ta mose than 2,570
buginess and government custamers, including mare than

e customess in Singanore.

Macquarie Teleconys angaing investment program i focused on
three mizgin areas:

Firstly, the program of investing in the Matro Access Network
comimenced in 2005, and wil continue inte 2006. The Meto
Aceess Network is 8 new generation nebaork that will help meet
custorners’ increasingly sophisticated and converging P basad

aswell as traditional network nesds.

Secondly, a continuing imvestinent in aur established security

serices - an angoing product and service differentiztor for
Macquarie Telecom.

Thirdly, the introduction and establishment of the Macauarie
Telecom brand. Effective branding is seen as an important ongoing
process, and the phase of introducing Macquarie Telecony's new
brand is amely camplete.

Macauarie Telecam continues to execute an its strateqy of transforming
the company inte an integrated [TRT carrier that offers a full

range af voice, data, on-ine ared mobile services which address the
increasingly complex needs of its business and governmest castomers.
The following tables summarise the revenue and EBITDA performance
of Macquarie Telecom’s major lines of business for the past three
comparable reporting perdods.
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REVIEW AND RESULYS OF OPERATIONS continged
REVENUE Full Year 2003 Full Year 2004  Full Year 2005
{AS million)
Woice 182.2 616 1481
Data 408 51.1 593
Singanore 1.2 10.1 0.5
Mobiles 0.3 4.1 12.2
TOTAL 2345 2265 2305
EBITDA Full Year 2003 Full Year 2004  Full Year 2005
{AS million)
Woice 13.6 13.2 84
Data (3.3 4.2 (0.3}
Sincapore - (1.0 (0.8}
Mabiles {16) {z.4) (1.1}
Corporate Qffice {5.3) {6.1] {5.5)
TOTAL ' 79 0.7

The twele months ended 30 June 200% represented a continued
irprovement in Macquarie Telecory's revenue mix. Data continued
o deliver positive growth and now refresents more than 25.7% of
Macquarie Telecom's semvice revenue.

Maccuarie Telecony's data business, which provides data networking
and data hosting senvces to Aostralizn business and governmeent
customers, generated revenue of $59.3 million. This represented a
16% increase compared to the twelve months ended 30 june 2004,

Data recorded an EBITDA profit of $C.6 million in the second half,
which partialy offset the fisst half loss of $0.9 million, resulting

ina fuil year Data EBTDA loss of 30.3 million.

Fuli year Data profitability was in ine with expectations, and was
impacted by inwvestments in P based products and services, and
imvestment in enhancing the depth and level of data and security
axpertise at Macouarie Telecam. The second half data result reflected
gromth in 18 network revenue, validating Macquarie Telecomy's
imvestenent prograrm in developing 1B based products and services.
Macquarie Telecom's data hosting facility, the intellicantre, continged
b baild its custamer base and revenue momentum.

I its traditional Australizn voice business, Mactjuarie Telecom
generated revenue of $348.1 milion in the twelve months ended

30 ne 2005, down 8.3% compared 16 the twetve maorths ended
30 une 2004, but anly down 2.6% an the six month period ended
31 December 2004, The volce Service market was again characterised
by intense competition and industry-wide price pressure, which
irpacted profitability.

The continuing price pressure and decling in business

voice revenue is an industry wide phenomenos and reinforces

the need for the company to continue reducing reliznce on vaice
service revenues and diversifying inta other higher margin areas.

The substantial investment prograrm being implemented is an
irportant element of exeouting this strategy.

Macouarie Telecormn’s Governmerst Business Services group, which
sells Macquarie Telecom’s services o Australian Federal and State
Covernments, cantinues to contribiute o overall revenues and belps
iy bruadening Macquarie Telecorny's available market.

The Sincanore business generated revenue of $30.9 million

ity the twehe months ended 30 June 2005, an increase of 7.4%
compared o the carresponding period. The Singapore business is
expznding to mweet customer’s needs and the performance of the
division s encouraging, considering the continaing competitive

price erviromment.

Mabiie service revenue was $12.2 million, a strong 198% improversient
compared te the corresponding perind. Macquarie Telecom i
conficient the revenue contribution of mobile wiil continue to
strengtien, athough mose fikely at a stower rate.

Mabile service rermains an important element in Macauzrie Telecom's
il service offering and is a competitive necessity as part of Macquarie
Telecom's strategy of offering bundled sciutions to customers that
take care of all telecommunications requiremerts.

Mactuarie Telecom will compiete the role out of the Metro Access
Netwaork in 2006, and expects the total capital inwesiment to be
approximatety 35 miian, in Ene with expectations. Of the $9 million,
$7 millicnwilt e spent in the 2006 financial year.

Macquarie Telecarm is continging to Invest in P based products

ard sendces, as it consolidate its platiorm o build futuse growth

and profitability. Recursing core capital expenditure 1§ expected to

be approximately 5% of revenue, reflecting this investrment in 1P
irrastructuse, differentiated security products and customes growth.
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REVIEW AND RESULYTS OF OPERATIONS continued

Macquarie Telecom expects the imastment srogram will continee
to impact profitability in the current year. However, despite these
major investrments, EBITDA for the current year 13 expected to
madintain a growth rend. £BITDA for the first half of 2006 is expected
b e siemilar to that achieved in the second hai of 2005, Second hai
2006 profitability & expected to return to g solid growth curve a3

our imvestments hegin to delver profit benefits.

The consolidated entity empioyed 406 employess at 30 June 2005
(2004: 362 ermployees).

SIGNEFECANT CHANGES IN THE STATE OF AFFAIRS

There were no significant changas in the state of affairs during
the year ended 30 June 2005.

SIGNEFECANT EVENTS AFTER THE BALANCE DATE
There were no significant events after the balnce date.
LIKELY DEVELOPMENTS AND EXPECTED RESULTS

The directors believe, on reasonable grounds, that to include in this

report detaifed information regarding likely developments i the

aperations of the consolidated entity and the expected results of

those operations i years after the current year wouid be likely

o result By unreasonable prejudice to the Company. Accardingly,

this information has not been includad in this report. Further

developments by the thme of tha Annual General Meeting will

be reported in the Chairman's address to that meeting.

SHARE OPTIONS

Unissued shares

Details of options on issee at 30 une 2005 and moverments in

aptions on issue during the year are incladed in Note 15 to the

financial staternents.

INDEMNIFICATION AND INSURANCE OF DIRECTORS

AND OFF{CERS

Buring the year, the Company paid prersiums in raspect of g contract

insuring all the directors of Macquarie Telecor against costs incursed

in defending proceedings for conduct imaiving:

{a) awiliul breach of duty; or

(b} a contravention of sections 182 or 183 of the Corparations Act
2001, a3 permitted by section 19598 of the Carporations Act 2001,

The contract of insurance prohibits disclosure of the aature of the

liablity and the amount of the premiums.

REMUNERATION REPORT

This report outlines the rermuneration arrangements in place

for directors and executives of Macouarie Telecom.

Remuneration Philosophy

The performance of the Company depends upon the quality

af its directors and senior managers. To prosper, the Compary must

attract, motivate and retain highty skited directors and executives.

To this end, the Company embodies the following principles

ify s rernuneration framewark:

- Prowide competitive rewards Lo attract high calibre senior manhagers

— Link senioy imanager rewards 1o sharehaolder value

- Signdficant partion of senigr manager remuneration ‘at risk’,
dependant upon meetisg pre-determined performance
benchsmarks

- Establish appropriate, demanding performing hardles i relation
to varabie senior manager remuneration.

Responsitility for evaluating the Board's performance falis 1o the

Corporate Governance, Nomination and Remuneration Comimittes.

The perforrnance of key executives is evaluated by the Chief Executive

arxd Chief Operating Officer and, where consiclerad appropriate, the

Board a3 a whole.

Remuneration Structure

Iry accordance with Dest practice corporate quovermnance, the structure

of non-executive director and senior manager remuneration is separate

and distinct.

Non-executive director remuneration
Objective

The Boardd seeks to set aggregate remuneration at a level which provides
the Cornpany with the ability to attract and retain non-execuiive
directors of the highest calibye, whilst incusring a cost which is
acceptable to shareholders.

Structure

The Comparny’s constitution and the ASK Listing Rules specify that the
agaredate remuneration of non-executive directors will be determined
fram tirse to time by a generat meeting. An amount not exceeding
the amoung determined is then divided between the non-executive
directors as agreed. The fatest determination was at the Annual
Gereral Meating held on 26 Novermnber 2003 when sharehaolders
approved an aggregate remuneration of $3500,000 per year.

The amaount of aggregate of remuneration sought ta be approved

tay shareholders and the manner iy which it s apportioned amongst
non-executive directors is reviewed annually. The Board considers
achvice from externat consultants as well as the fees paid to non-
executive directors of comparable comypanies when undertaking

the annuat review process.
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Ezct non-executive director receives a fee for being a director of
the Comparny. No additionat fee is paid for each Board commitiee
ahwiich a directos sits.

The non-executive directars of the Company miay hold shares
and optioss ower shares in the Company. The ssue of any options
o non-executive directons muost be approved by shareholders in
general meating.

The rernuneration of non-executive directars for the period ending
30 june 2008 is detaited in Table 1 on page 26 of this renort,
Senior manager and executive director remuneration
Objective

The Comparty aims to reward senlor managers with a level of mix of

rernuneration cormmensurate with their position and responsibilities

within the Company and so as o

- Reward senior manaaers for Comparny, business unit and individuat
nedforrance against targets set by reference to appropriate
benchimarks;

= Align the interests of the executives with those of tHhe shargholders;

- tink reward with the strateqic goals and performance of the
Campzny; and

- Enswre total remuneration is competitive by market standards.

Structure

Service agreaments have been entered into with each the Chief
Executive and the Chisf Operating Officer, bt not with any other
senier managerss, each of wham is employed under the terms of
4 letter af appointment. Details of the senice agreerments are
provided on page 26.

Rermuneration for ail senior managars consists of the following
key elements:

- Fixed remuneration

- Variable remuneration
— Short Term incentive (ST and
— Long Ters incentive (LTI,

Hinanclal statements
27

Fixed Remineration

Objective

The level of fixed remaneration is set so as ta provide a hase level

of remuneration, which s both appropriate to the position and i
competitive in the market.

Fixed rermuneration of the Chiel Executive and Chief Operating Officer
is reviewad annually by the Corporate Qovernance, Nomination
andd Rermuneration Cammittes and the process consists of a review

of Company wide and individual performance, relevant comparative
resnuneration i the market and internal and, where appropriate,
axternal advice on policies and practices. As noted above, the
Commemittes has access to external advice independent of management.
Structure

Senior managers are given the opportunity 1o receive their

fixed {primary) remuneration in certain forms including cash and
allowancas such as motor vehicles allowances. it is intended that the
ranner of payment chosen will be optirmat for the recipient withaout
creating unduoe cost for the Comparny.

The fixed remuneration companent of the 5 most highly remunerated
senior mandgers is detailed in table 2 o page 27,
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REMUNERATION REPORT continuad

Variabfe Remuneration — Short Term Incentive {STi}
Objective

The obijective of the STI program is to link the achievement of

the Comparny™s operational targets with the rermuneration received

by the senior managers charged with meeting those targets. The
tatal potential STI availabie i set at a level o as to frovide sufficient
incentive to the senior manager 1o achieve the operational targets and
such that the cost to the Company is reasonable in the circumstances.,
Structure

Actual ST payiments granted t each senior manager depend on

the extent to which specific operating targets set at the beginning

of the financial year are met. The operational targets consist of a
number of Key Perfonmance Indicatars {KPIs) covering hoth financial
and non-financial measures of performance. Typically ncleded are
megsures such as condribution o profit, operational periormance and
staff managernent. The Company has predetermined benchimaks,
which must be met in order to trigger payments ungar the short term
incentive scheme.

Oy & haif yearly basis, after congideration of perfonmance against kP,
an overdll performance sating for the Company 8 approvad by the
Corporate Governance, Nomination and Rermuneration Comenittes.
The individual performance of each senior manager is also rated

aned taken into account when datermining the amount, it any,

of the STHcomponent g0 be paid to each senior manager.

Variable Pay — Long Term Incentives {LT1)

Objective

The objective of the LT plasn i o reward senior managers in 8 mangser,
which gligns this efement of remuneration with the creation of
sharehoider wealth.

As such LT grangs are made to senior managess who are able to
influence the genaration of shareholders wealth and thus have a direct
mpact on the Company’s perforraance against the refevant long ters
performance hurdle.

Structure

LTI grants fo senios managers are delivered in the form of option and

discretionary shares.

Service Agreements

The Chief Executive and the Chief Operating Officer, are each empioyed

under a service agreermant. The current agreement commenced in

August 1959 and continues until terminated ty either the Company

ar the Chief Executive or the Chief Operating Officer {as the case may

bel. Lindes the terms of the present agreermnent:

— Each of the Chief Executive and the Chiet Operating Officer may
resign fram his posiion and thus terminate agreement by aiving
& moenths written notice.

- The Company may terminate this agreement by providing
£ months” written notice or provide payment in lieu of the notice
perind (based an the fixed component of the Chief Executive or
the Chief Operating Officer’s remuneration {as the case may be).
The Company may alse tenminate this agreement on a fesser period
of notice if, for example, the Chief Executive or the Chief Operating
Officer {as the case may be) becomes incapacitated.

- The Comgany may terminate the aqreement at any time without
notice if sericus misconduct has oecurred. Where termination
withy cause ocours the Chief Executive or the Chief Operating Officer
(s the case may be) is only entltled to that pastion of rermuseration,
which is fixed, and only up to the date of termination.

Table 1: Director remuneration for the year ended 30 June 2005

Arnnual emoluments

Long term emoluments

Base Bonus Other (i} Options (ii) Super-
salary/fees annuation

Granted Amortised cost % of

during of unvested remun-

the year options eration
5 s 3 s 5
R Kaye 146,154 - - - - - 11,585
D Tudehope 338615 48,256 26,728 - - - 11,585
A Tudehope 322497 25,99 26,728 - - - 11,585
S Butler 83,952 - - 400,000 4,665 4.8% 1586
1 Palfreyrmzn 91,538 - - 400,000 4,665 4.8% -
| Craig 7500 - - - - - 675
1 Priest 12,500 - - - - - 1,125
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Tabfe 2: Remuneration of the 5 named executives who receive the highest remuneration for the year ended 30 June 2005

Annual emoluments

Long term emoluments

Base Bonus Other (i} Options {ii) Super-
salary annuation

Granted  Amortised cost % of

during of unvested remun-

the year options eration
s s 5 s
C Grelg 254,423 100,265 16,000 130,000 2,538 0.66% 11,585
M Keishrizpillai 21,046 63,824 23,004 130,000 2970 0.95% 11,585
I Loseo 324,846 54,545 16,600 100,000 2,791 0.68% 11,585
G Thomsen 236,735 65,984 15,000 100,000 2970 0.89% 11,585
P Thomson 267,750 55,216 123,444 100,000 4,377 1.06% -

Details of shares issued to and held by spediied directors and specified

exerutives are disclosed in Note 22 o the financial statements.
The termms “director” and “executive officer” have been treated as
mutualy exclusive for the purposes of this disclosure, The elements

of emciuments have been determined on the basis of the cost o the

Compary and the corsolidated entity. Executives are those directly
accountahie and responsiie for the operational managerment and
stratedic direction of the Company and the consolidated entity.
Notes

(i) The category “Othes” includes the vaiue of any fon-cash benefits

provided including expatriate package costs and motor vehicle
Allowances.

(i) The directors have issued options over ordinary shares to a number

of eligible employees. The terms of the Bmplayee Optian Plan

stinulate that antions will vest over certain timeframes. The plan

i5 designed to encourage superior performance and provide
apportunity ta il eligible employess 1o participate in the
future success of the Comparny.

(i) The Company has adapted the faiy value measurerment

provisions of AASE 1046

sand AASB 2 & 7
sy for all opltions granted to directoss and relevant
execotives, which had not vested as at 1 july 2004, The fair value
of such grants i being amortised and disclasad as part of director
and executive ernolurmnents on & straight ne bagis over the vesting
perind. Currently these fairvaloes are not recognised as expenses
i the financial statements. No adjustments have been made or
will e made to reverse amounts previously disclosed in refation
1 aptions that never vest e forfeitares).

i

Fram 1 July 2004, all urvested options and options granted ag
part of directors and execotive emoluments have been valued
Lsing eitiier a Binomiat optios Hricing maodel, or & Monte Carlo
simulation model for those options subject to perfarmance
huredes, which takes account of fackars including the aptien
exersise price, the current level and volatility of the underdying
share fwice, the risk-ree interest rate, expected dividends on the
underlying shares, current marketl price of the underlying shares
anet the expected life of the opticns.
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DIRECTORS” MEETINGS

The numbers of meetings of directars (inciuding meetings
of committess of directors) held duning the year and the number
of meetings attended by each director were a3 follows:

Meetings of Committees

Corporate
Governance,
Audit Nomination
Directors' and Risk and
Meetings Management  Remuneration
Number of
meetings
hetd: 14 £ 3
Number of
meetings
attended:
R Kaye 14 £
L Tudehope 14 - 3
A Tudehope 14 - -
S Butler 13 ] 3
I Palfreyrman® 13 ] 3
1 Craig™ - - -
| Prigst™ - - -

* appointed to Board 26 luly 2004 and therefore only eligible to attend
13 directoss” meetings.

* resigaed from Board 26 July 2004,

As at the date of this report, the Company had an Audit and Risk

Management Cominittes and a Corporate Governance, Nomination

and Remunesation Committee.

The members of the Auctit and Risk Manzagement Committee are

I Paifreyman, S Butler and R Kaye. The members of the Corporate

GCowernance, Nomination and Remuneration Committee are R Kaye,

5 Butles, ) Palfreyman and D Tudehope. ) Palfreyman and S Butler

wese appointedd to each of these commitlees o 16 August 2004,

ROUNDING

The amounts contained in this report and in the financial report have
been rounded to the nearest $1,000 (where rounding is applicatle)
under the option availabie to the Company under ASIC Class Order
SEM0G. The Company is an entity to which the Class Order applies.
TAX CONSOLIDATION

Effective T july 2002, for the purpases of income taxation, Macquarie
Telecom and its 100% ownedt Australian subsidiarias have formed
a tax consalidated group. Mersbers af the groun have entered

irto & tax sharing arrangement in arder {6 alloeate income tax
expense 1o the wholhy-owned Australian subsidianies on a pro-rata
basis. in addition, the agreement provides for the allogation of income
tax fiabilities between the entities should the head entity default on
its tax payment obligations.

AUDIT INDEPENDENCE AND NON-AUDIT SERVICES

Refer to page 60 for the independence declaration from aur auditors,
Ernst & Young.

NON-AUDIT SERVICES

The foliowing noreaudit services were frovided by the entity’s
auditor, Ernst & Young. The directors are satisfied that the provision
of noreaudit services i campatible with the genera] standard
of independence for auditors imposad by the Corporations Act.
The natuse and scope of each type of noneaudit service provided
means that auditor independence was not compromised.

Ermst & Young received ar are due to receive the following amounts
for the provision af noreaudit services:

Tax compliance services $164,653
Business risk management $13,000
Qther 35,730

Sigred in accorddance with & resolution of directors:

Rabert Kaye
Chaireman

David Tudehope
Chiet Executive

Sydney, 1 September 2005



Corporate Governance Statement

Introduction

The Board 15 responsible for the corporate governance practices

of the Campany. The major processes by which the Boasd fulfils
that responsibitity are described in this statement.

The Board considers that except to the extent expressly indicated in
this statemest, those comporate governzance practices comaly with the
Aus{zd fan Stov%c tx{ ?;aﬂge Curpordte C{}Vr‘l'ﬂnnf e Coungil’s (“ASXCCC”}

R datec% 31 March 2003, Alsy, excent o the extent
expressty indicated in this statement, thase practices were followed
thraughout last year.

A copy of the Audit and Risk Management Camemittee Charter and the
Compary’™s Code of Conduct are available in the corpurdte QUVEITIANCE
section of the Company's website at wy E
together with all other irdormation which the ASXCGD recomisencds be
macle putiicly available.

Principle 1

Lay solid foundations for management and oversight

by the Board

The Board acts on behall of and & accountable to the shareholdess.

The expectations of sharehoiders together with regulatory and ethical

expectations and obligations are taken inte consideration when

defining the Board's responsibilities.

The Board's key responsibilities are:

= establishing, monitoring and modifying the Company™s
carparate stratecies;

- muanitering the perfermance of managerent;

- seporting fo sharehalders and the market;

— ersuring that appropriste risk management systems, intermnal
cantrol and reporting systems and compliance frameworks
are iny place and are operating effectively,

- muanitering financial rasuits;

- reviewing business results and monioring budgetary control
and corrective actions (if required);

- authorising and monitoring budgets and major investments
and strategic commitments;

- moanitaring Beard composition, director selection and Board
processes and performance;

- eviewing the performance of the Chief Bxecutive, the Chief
Operating Officer and senios management;

- endarsing key executive appoiatments and ansuring executive
succession planaing

Hinanclal statements
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- reviewing and approving remeneration of the Chiet Executive
and the Chiet Operating Officer;
- reviewing and approving remgneration policies for senicr
management; and
— ensuring best practice corporate governande.
The responsibilty for the day-to-day operation and administration
of the Company has been delegated to the Chisf Executive and the
executive team. The Board ensures that this team is apprapriatety
qualdied and experienced. The Board is also responsible for ensuring
that management's objectives and activitles are aligned with the
expectations and risks idestified by the Board
All persans who are invited and agree to act as a director do so by
a formal notice of consent. Non-executive directors have received
formal letters of appointment. Each of the executive directars is
party to a formal executive service agreement with the Company.
Directors are appointed 1o Board comimittesas by formal resolution
of the Board.
Principle 2
Structure the Board to add vaiue
The Board has adopted 2 policy of ensuring that it is composed
of a majority of non-executive directars with an aporopriate mix
ot skills to provide the necessary breadth and depth of knowledage
and experience. fach of the current non-executive directonrs
i &t independent director for the purposes of the criterda for
independence cutlined by the ASXCCO. The Chairman is selected
from the non-execative directors and apooinded by the Board.
The same person does not exercise the roles of Chairman and
Chiet Executive. The Board has agreed the division of responsibilities
between these roles. That division is sufficiently clear and understood
as to not require a formal statement of position.
Information about the directors, including their qualifications,
axperience and special responsibifities, appears in the Directors’ Report.
Principle 3
Promaote ethicat and responsible decision making
the Board is committed to the highest standards of conduct,
To ensuse that the Board, management and employess have guidance
inthe performance af their duties, the Board has adonted a Code
of Conduct that reinforces the requirement that the business be
conducted ethically and with professionalism.
Irr order to guard against the misese of price sensitive information,
the Board has established a share frading policy relating to the
Board, senior managers and other emplayees dealing in the
Compary’s shares.
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Principle 4

Safeguard integrity in financial reporting

The Chief Executive and the Chiet Financial Officer have stated to

the Board inweiting that the Company’s Bnancial reports present a
true and fair view, in all material respects, of the Company®s finandial
condition 2nd operational results and are in accordance with relevant
accourting standards.

The Board has estaliished an Audit and Risk Management Commitiee,
which eperates snder a Charter approved by the Board in September
2003 and amended by the Board in August 2005, Each of the members
of the Comunittes 18 an independant divector. The name of the
members of the Comimittes and their attendances at meetings

of the Camimittee anpear in the Girectors’ Report.

The Chiel Executive, Chief Financial Officer, Chief Operating Officer,
Company Secretary, the business sisk manager and the external
auditor attend meetings at the diseretion of the Cormmittee. The
Committee also meets privately with the external agditor without
managerment present.

Minustes of alf Committee meetings are provided to the Board.

The Board has delegated to the Committee resnonsibility for making
recomimendations on the appointiment, evalustion and dismissal of
external auditars, setting their fees and ensuring that the auditars
report to the Comimittee and the Board.

The Compary is committed to audit independence. The Committee

reviews the independence and chiectivity of the external auditors.

Those reviews include:

- seeking confirmation that the auditors are, in their professional
iudgemnent, independent of the Comypany. The extenal auditor,
Erist & Young, has declared s independence to the Board; and

- considering whether, taken as a whale, the various relationships
Between the Company and the external auditors impair the auditors’
judgement or independence. The Committee i3 satisfied that the
existing refationshiss between the Compary and the extemnat
auditors do net give rise 1 any such imoairmest.

The Comparny™s audit engagement pariners will rotate every five years.

Principle 5

Make timely and balanced disciosure

The Board has adonted a formal continuaus disciosure plan, the
abject of which is to ensure that material information & identified
and disclosed in a timely manner. The Board i3 advised of any
notifiable events. In addition, the Board has developed a guidance
paper on the Comaany's disclosure obiigations, which 18 intended
ko provide guidance for ali managers on thase obiigatians.

The Board approwes all releases that are mace fo the Austratian
Stock Exchange [*ASX™h

The Comparny Secretary is respongibie for cominunications

with the ASX.

Principle 6
Respect the rights of shareholders

In addition to complying with its continuous disclosure

abdigations under the ASX Listing Rales, the Company ensures

that shzreholdess are kept informed in a variety of other ways:

- shareholders can gain access to information abaut the
Company, inciuding the 2003 and 2004 Annual Report andd
financil staterments, 2003, 2004 and 2005 halfyear financial
statemnents, Board commerntaries on those financial statements,
irdormation provided to analysts during briefings on those financial
staternents and all relevant announcements mace 1o the market,
thraugh the website at B2 FELOOTEY

- in conducting analyst briefings, the Company takes care to ensure
that any information provided to analysts s made available to the
rerket prior b it being provided ta analysts;

- the principal method of cormmuonication with shareholders
is through the pravision of the Anaual Beport and financial
staternents, the halfyear financizl staterments and Annual General
Meetings. Shareholders are encouraged to use these meetings to
ask questions on any matters relating to the Company, its business
ard the performance of that business; and

- the Company reduests the external auditors to attend the Annual
General Meeting and be available to answer questions about the
conduct of the audit and the preparation and content of the
auditors’ report.

Principle 7

Recognise and manage risk

The Board is responsible for ensuring that the Company has in place

a systers of risk managemeant and internal compliance and control

that effectively safequards assets and enhances the value of

shareholders” investmernds.

1o this end, the Comypany has undertaken a review of its existing

internal control mechanisms to assess the efficacy of those

mechanisms and, where necessary and aporopsate, identity the means
by which thase mechanisms can be improved. As a result of that
review, the Board has adonted & formal risk managerment strategy and
poficy. I addition, the Comprany has established a formal framewsrk
for risk management and internal compliance, which includes the
astablishement of an intemal business risk managerment function. The

Audit and Risk Managerment Commities s responsible for reviewing

ard reporting to the Board on the effectiveness of the Company's

management of risk, including systems for internal controls.

The assets of the Company and its controlled entities are insurad

urler a comgrehensive insurance program which i reviewed annuaily.
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The Chief Executive and the Chiet Fisancial OMicer have stated to the

Board inwriting hat:

- the integrity of financizl statements is foundad on g scund systers
of risk management and internzl compliznee and control which
implersents the policies adopted by the Board; and

- the Comgnanmy’s risk management and internal complizrnce and
contol system, in sG far as it refates to financizl reporting risk,

i operating efficiently and effectively iss all materal respects.

Principle 8

Encourage enhanced performance

The perfarmance of the Board (including its Committess),

individuzl directors and key executives is reviewse! Gn a reqular basis.

I the case of the Board and individual directors, perfarmance is

evaluated lamgely having regard to the Boardd's key responsibilities

listed abowve.

In the case of executive directors and other key executives,

performance is evaluated against both quantitative and

guaitative indicators,

Responsibsility for evaluating the Boad's perfosmance falls to the

Corporate Governance, Normination and Remeneration Comnittee.

The performance of key executives is evaluated by the Chisf Executive

and Chiet Cperating Officer and, where considered appropriate, the

Board as a whole.

Directors have the right, in connection with theis duties and

respensibilities as direchoss, o

- hawe access to the Company Secretary, whose appointment znd
semowval is a matter for decision by the Board as & whole; and

- seek independent professional advice at the Company’s expense.
#riog written approval of the Chairman is regquired, but this will
not be unreasonably withbeald.

I ackdition, directors are provided with detailed financial information

and reports by management ona monthly basis, 2nd have the

right £ request additional infarmation whese they consider that

the information supplied by management is insufficient o support

infarmed decision making.

New directors receive speciai briefings frofm management o

assist them to rapidiy understand the Company’s business and issues.

Time i allocated at Board and Committee meetings for continuing

education on significant issues facing the Company and changes

ko the reguiatory ervironment.
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Principle 9

Remunerate fairly and responsibly

The functions of the Corporate Covernance, Nomination and
Rernuneration Committes include reviewing the rermuneration
arrangernents for aon-executive and executive directors and reviewing
and approwving the issue of shares and options under the Company's
aemployes share and aption plans. The Committee also reviews
resmuneration for the senior management team and manitars, reviews
anct makes recommendations to the Board as to the remuneration
policies of the Company generaily. The name of the members of the
Committee and their attendzances at meetings of the Comimittes
appear in the Girectors’ Report.

Mosrexecutive directors receive fees determined by the Board,

bat within the aggregate limits approved by shareholders at general
meetings of the Company.

The remuneration of senior managers consists af a combination

of fixed and variable {at risk) remuneration. The banus paid

to & seniar manager i based on & view of the individual

manages’s perfonmance,

Cetails of shares and options issued to employess of controlled entities
of the Company are included in Mote 15 16 the financial statements.
Principle 10

Recognise the legitimate interests of stakeholders

The Company had in place during the year a Code of Conduct that
sets aut the behaviour required of directors and employees. The Code
provides a mechanism o enable empioyees o report Breaches of the
Code without any fear of retribution. The Board and senior managers
are resnonsible for monitoring compliance with and dealing with
breaches of the Code.
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Statement of Financial Performance

Year encded 30 June 200%

Notes Consolidated Parent Entity
2005 2004 2005 2004
000 5'000 5000 $'000
Revenue fram ordinary activities 231,092 228,279 715 4,062
Expenses from orcinary activities (241,300) {z27535) {134) {3,291
{LossHprofit from ordinary activities
before income tax expense {9,608} Hdd 581 i
Income tax benefit{expense) refating
tey enelinsary activities 4 2,235 {1,431 {174] (366)
Net {loss}jprofit attributabie to members Tidhy {7373) (787 AT 405
Net exchange differences on translation
of financial staternents of fareign controlled entity 1642} {168} (73] - -
Total reverniues, expenses and valuation
adiustments attributabile to members
and recognised directly in equity {168) (73) - -
Total changes in equity other than those
resulting from transactions with owners
as owners (7541) (860) 407 405
Cents Cents
Basic loss per share 21 {35} (0.4
Diluted loss per share 21 {35} (0.4]
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Statement of Financial Position
AR 30 lune 2005
Notes Consolidated Parent Entity

2005 2004 2005 2004

000 5'000 5000 $'000
CURRENT ASSETS
Cash assets 23,144 31,808 9,936 15,976
Receivables 5 17,539 19,075 45 6
WWark in prrogress 5] 105,650 15,265 - -
[rwestinents 7 1,952 2558 - -
Other ! 2397 1,657 - -
TOTAL CURRENT ASSETYS 61,522 0,407 EREEY 16,042
NON-CURRENTY ASSETS
Receivables 5 - - 94 587 90,093
[rvestments 9 - - T0,400 70,400
Plant and equipment 10 31,374 27,758 - -
Deferresd tax assets 4 2802 40154 8,763 4,081
Other 11 3389 3,722 - -
TOTAL NON-CURRENT ASSETS 43 565 IBET 174,350 16,574
TOTAL ASSEYS 105,087 105,981 184,131 180,616
CURRENT LIABILITIES
Payables i 42,252 39,540 10 60
Curzent tax liabilities 4 - - - -
Prowisions 13 1,395 1463 - -
Other 14 65 14 - -
TOTAL CURRENT LIABILITIES 43,712 41,07 110 160
NON-CURRENTY LIABILITIES
Payables 1 - - 5,337 5,308
Deferred tax liabilities 4 3592 1,611 3,553 1,598
Provisions 13 #8371 R82 - -
Other 14 1,548 - - -
TOTAL NON-CURRENT LIABILITIES 5,971 2193 9,830 6,906
FTOTAL LIABILFTIES 49,683 43,216 10,000 7060
NET ASSETS 55404 62,771 174,131 173,550
EQUITY
Contributed equity 15 87025 86,851 47,025 86,851
Resenves 16 (1,.088) (920) - -
(Accumalated losses)retained profits 16 {30533} {23,)60) 87106 86,699
TOTALEQUITY 55404 62,771 174,137 173,550
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Statement of Cash Flows
Year encded 30 June 200%

Notes Consolidated Parent Entity

2005 2004 2005 2004

000 5'000 5000 $'000
CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers 250,831 256,181 - -
Payrments to supnliers and employaes (243.908) {239,353} - -
Inferest receved 1,247 1,388 736 752
Goods and senviees tax paid (2,819 {4,245} - -
NE¥ CASH FLOWS FROM OPERATING ACTIVITIES 174z} 5,261 13,967 736 752
CASH FLOWS FROM NVESTING ACTIVITIES
Acouisition of niant and eguipment (14,721) {11,312} - -
Proceeds from sale of property plant and eguipmesnt 16 25 - -
Cash infiow{outflow) for short-term depasits 60D (820 - -
NET CASH FLOWS USED IN iINVESTING ACTIVITIES (14,009} {12,107 - -
CASH FLOWS FROM FINANCING ACTIVITIES
Proceads from issue of shares 174 28 174 28
Advances to related parties - - {5,950 (28)
NET CASH FLOWS FROMHAUSED IN} FINANCING ACTIVITIES 174 28 (6,778) -
NET {DECREASEJ/INCREASE IN CASH HELD {8.664) 1,888 {5,040 52
Opening cash brought forward 31,808 20,920 15,576 15,224
CLOSING CASH CARRIED FORWARD 17(b} 23,144 31,808 9,936 15,5976




Notes to the Financial Statements
Al 30 June 2005

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
{a) Basis of accounting

{b}

{c

{d}

{e

——r

—

The financial report is & ganeral purpase firancial

repart which has been prepared in accordance with

the requirements of the Corporations Act 2001 including
appiicable Accosnting Standards. Other mandatory
professiona reporting requirerments (Urgent ssues Group
Consensus Yiews) have also beer complied with.

The financial report has been prepared in accordance
with the historical cost comvention.

Changes in accounting policies

The accounting policies adopted are consistent with
thase of the previous year unless othenaise statedh
Principies of consolidation

The consclidated financial staternents are those of the
consolicdated entity, cormprising Macquarie Telecom (the
parent entity} and ail entities that Macouarie Telecom
controdled from time to time during the year and at
Balance date.

The financial staterments of subsidiaries are prepared for
the sarme reporting period as that of the parent entity, uging
consistent accounting nolicies. Al intercamgany balances and
transactions have been eliminatad in fulh

Foreign currencies

Transactions denarminated in a foreign currency are transtatec
at the rates in existence at the date of the transactions.
Exchange gains and losses are brought to account in
determining the net profit or lass for the year.

Amounts payable to and by the entities within the
consalidated entity that are cutstanding at balance

date and are desominated in foreign currencies

Pave teen converted o local corrency using rates

af exchange ruling at the end of the year,

iy

£

The Compary™s overseas aperation is deemed self sustaining
as it i financially and operationally independent of the
Company. The finzncial reports of the overseas operation
are translated using the current rate method ang any
exchiange differences are taken directly to the foreign
currengy translation reserve.

Cash and cash equivalents

Cash on hand and in banks and short-ferm deposits are stated
at nominal value.

For the parposes of the Statement of Cash Flows, cash
irxiudes cash on hand and in banks, and money markat
iwvestments readily convertible to cash within fwo working
days, net of outstanding bank overdrafis.

{f}
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Receivables

Trade receiables are recognised and caried at original
irwoice damount ss a provision for any uncollectible debts.
An estimate for doubtful debts is made when collection of the
fuil amount 1s no fonger probable. Bad delts are written off
against the provision as incurred.

Receables from related parties are recoqgnised and carried

at the nominal amount due.

{4} Investments

{n)

{

i

{x)

Bank deposits are measured at their nominal amount.
lwestents in subsidiaries are recorded at the lower

of cost and net recoverable amount.

Work in progress

$ork in progress represents the estimated amounts of
anbilled services provided to all customer s as at the balance
date after taking inte account all discounis & applicabile.
Recoverable amount

Non-current assets are nat carmiad at an amount above their
recoverabie amount, and where carrying values exceed this
recoverabie amount assets are written down. Iy detemmining
recoveralie amoung, the expacted net cash fiows have been
disenunted to their present value using a masket determined,
risk adiusted discount rate.

Plant and equipment

Plast and equipment are recorded at the lower of cost or net
realisable value. Plant and equipment includes costs in relation
to Infarmation Technology develapment and infrastrecture
developmert frojects where future benefits are expected,
Beyond any reasonzble doubt, to excead these costs.

)

Deprecition is provided on a straight line basis on all plant
and eguipment comimending frons the time the asset & ready
for use.

2005 2004
Major depreciztion
pericds are:
Flant anet equipment 11 10 Tt 16
VEArS YEHTS

Leasehoid improvements are amostised over the lease term.
Transmission capacity

Expenditure, relating o the acquisition of ransmission
capacity, is deferred to the extent that it is expected to
provide future economic Benefits to the Compary. Defered
expenditure s amaortised over the period in which the related
Benefits are expected to be realised ar 1% years, whichever
i the sharter.
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Notes to the Financial Statements
Al 30 June 2005

1.

SUMBMARY OF SIGNIFICANT ACCOUNTING POLICIES continge!

{i} teases

Leases are classified at their inception as either operating
of finance leases based on the economic substance of the
agreement s as 1o reflect the risks and benefits incidental
to cwriership.

The minirmuem lease payments of operating feases, where
the lessor effectively retaing substantially all of the risks and
Benefits of ownership of the leased itern, are recognised
as zn expense on a straight fine basis.

In the event that iease incentives are received to enter

intey non-cancellabie operating leases, such incentives

are recognised as a liability. Lease nayments are alocated

Between rental expenses, reduction of the liability and, whese

appropriste, interest expense aver the tenm of the lease.
{m} Payables

Liabilities for carrier suppliers are carried at the net amaount

the consolidatad entity expects 1o have to pay each carrer,

iy respect of the senices received.

Liabilities for ather trade creditass and ather amounts are
carsied at cost which is the fair value of the consideration to

e paid in the future for goads and services received, whether

ur not billed to the consolidated entity.

Payables to related parties are carried at the principat amount.

{n) Provisions
A provision for dividends is not recognised as a liability
aniess the dividencds are declared, detenmined or pubilicly
recormimended an or before the reporting date.

{o

e

Contributed equity

Isssedt capital s recognised at the fair value of the
consideration received by the Campany.

Any transaction costs arsing on the issue of ordinary shares
are recognised disectly in equity as 8 reduction of the share
proceads received.

{p} Revenue recognition

Revenue is recognised by the extent that it is probable that
the economic benefits will flow to the consolidated entity
and the revenue can be reliably measured. The following

specific recognition criteria must zlso he met hefore evenue

is recngnised:

£,

Senvice revenue is recognised when the telecommmunication

services have been orovided to the customer. Senice revenue

is recognised net of custormer discounts and allowances.

Contrat of a right to recenve consideration for the provision
af, or investraent i, assets has been attained.

{g} Taxes

Tax effect accounting is applied using the lHability method
whereby income tax is regarded a8 an expense and is
cateulated on the accounting profit after allowing for
permanent differences. To the extent timing differences
accur between the time items are recognised in the financial
statements and when iterms are taken into acoount in
determining taxable income, the net related taxation benefit
ur Fabifity, calculated at aporopriate rates, i3 disclosed as a
futzre incorme tax beoefit or a provision for deferred Income
tax. The net future income tax benefit relating to tax osses
and timing differences is not camied forward as an asset
unless the benefit is virtuatly certain of being realised.
WWhere assets are revalued, no provision for potential

capital gains tax has been made,

i

Revenues, expenses and assets are recognised net of the

amount of G587 excepl:

- where the GST incurred on & purchase of goods and sendces
is not recoverabie from the taxation authority, inwhich case
the OST is recognised as part of the cost of acquisition of
the asset ar as part of the expense item as applicable; and

- receivalles and payables are stated with the amount
of GST inclaged.

The net amount of GST recoverable from, or payable to,

the taxation autherity is included as part of receivables

or ayables in the Statement of Financial Position.

Cash flows are incloded in the Statement of Cash Flows s

a gross basis and the GST companent of cash flows arising

from investing and financing activities, which is recoveralie

from, o payable to, the taxation authority are classified as
operating cash flows.

Commitments and contingandes are disciosed net

of the amaount of GST recoverabie from, or payable to,

the taxation authority.

Employee benefits

Prowision is made for emplayee benefits accumulated a5 a

result of emiployeess rendering services up to the balance date.

These benefits inciude waoes and salaries, annual leave and

long servics leave.

Lizbilities arising in respact of wages and satanes, annual

leave anxd any other employee banefits expected to be settled

within 12 months of the balance date are measored at their

nomisal amounts hased on the remuneration rates which
are expected o be paid when the liability is settied. Al other
ermployee benefits iabilities @e measured at the oresent valus
of the estimated future cash outflow to be made in respect of
services provided by emyoyess up to the balance date.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICEES continued

{s}

{t)

Employee benafit expenses and revenues ansing in respect

of the foliowing categories:

— wages and salaries, non-maonetary benefits, annual Bave,
lorg service leave and ather leave benefits; and

- other types of emaloyee henefits,

are charged against profit from ordinary activities in their

respective categories.

The value of the empioyee share schemes descrined in Note

19 is not being charged as an employes Benefits expense.
Earningsj{loss} per share

Basic earringsfiioss) per share is calculated as net profit/(loss),

adjusted to exclude costs of servicing equity {ather than

dividends), divided by the weighted average number of

ardinary shares, adjusted for any bonus element.

Drituted earnings/lioss) per share i calculated as net

profit/lloss) attributable to members, adjusted for:

- costs of servicing equity (other than dividends};

— the after tax effect of dividends and interest associated
with diletive potential ordinary shares that have heen
recagaised as expenses; and

- uther non-discretionary changes in revenues or expensss
during the year that wauld result from the dilution of
potential crdinary shares,

divided by the weighted average number of ordinary

shares and dilutive potential ordinary shares, adjusted

for any bonus elemesdt.

Comparatives

Where necessary, comparative information has been

reclassified and repositioned for consistency with

current year disclosures.
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Notes to the Financial Statements
Al 30 June 2005

Notes Consolidated Parent Entity
2005 2004 2005 2004
000 5'000 5000 $'000
2. PROF{Y FROM ORDINARY ACTIVITIES
{a} Revenue from ordinary activities
Ravanus rom obe ; ;
Revenue from senvices 230,527 226510 - 104
Bawernee From mg
Management fee 25(b} - - - 3197
Iterest — other persangf/corparations 1,149 1410 715 1
Proceeds on disposal of plant and equiprment 16 25 - -
Other - 334 - -
Total revenue from
non-operating activities 1165 1,765 7S 3,558
Total revenue from ordinary activities 231652 228,275 74 4,062
{b} Expenses from ordinary activities
Amortisation of non-current assets
teasehoid improvements 394 210 - -
Transimission capacity 333 333 - -
Gepreciation of non-cusrent assets
Blant and equinment 16,701 8,078 - -
Totat depreciation and
amortiation expense 11,428 8,078 - -
Bad and doubiful debis — trade deltors 518 11G7 - -
Operating lease rental
rEinimuem lease payments 3579 2315 - -
WWitten down valle of plant and
equipirent disposed 9 7 - -
Emiployment costs 49,644 43,091 - -
Management fee 25(b - - - 03
Carrier costs 158,226 156,408 - 3,044
Cither 18,295 15,425 134 144
228,872 218,957 134 3,291
Total expenses from ordinary activities 24 300 228635 134 3,291
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' Notes to the Financial Statements
Al 30 June 2005

Consolidated Parent Entity

2005 2004 2005 2004
$'000 $'000 $'000 5000

3. D#VIDENDS PAID OR PROVIDED
FOR ON ORDINARY SHARES
{a} There were no dividends proposed
or paict during the year {2004 aifl.
) Franking credit balance
The amaount of franking credits
available for the subsequent
financial year is:
- franking account balance
as at the end of the finandial
year at 30% 137 137 137 137
137 137 137 137

4. INCOME TAX
The prisma facie tax, asing tax rates
applicable i the countsy of operation,
on (Juss)fprofit from ordinary activities
differs from the income tax provided
in the financil staternents as foliows:
Prima facie tax on (losshprofit from
ordinary activities {2.887) 193 174 231

Tax effect of nermanent diffesences:

Etfect of lower tax rates on overseas income 224 226 - -
Singapore tax losses nat brought to account 611 03 - -
Non-deductible expensas 10 274 - -
dnderfover) provision of previous year {298) 135 - 135

Incame tax expense/(benefit] attributable
to orddinary activities {2,235 1,421 174 366
Tax assets and liabilities

Current tax payable - - - —
Prowision for deferred

income ax — noen-carrent 3592 1,641 3,553 1598
Festure income tax
benedit — non-cursent & 802 4,054 8,763 4,081

Income tax losses

Future incorme tax benefit ansing

frorn tax losses brought 16 aceount 3,005 87 3,005 &7
Future incorme tax benefit arising

from tax lasses not brouaht to account

at balance date as realisation of the benefit

i ot regarded as virkually certais. 2852 2,241 - -
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Notes to the Financial Statements
Al 30 June 2005

4,

INCOME TAX continued
Income tax losses continued
The future income tax benefit will anly be obtained if:

{
{

Tax consolidation

b} the canditions for deductibiiity imposed by the tax fegistation continues to be complied with; and
) no changes in tax fegistation adversely affect the consolidated entity in realising the benefit,

) future assessable income is derivedt of 2 nature and of an amount sufficient to enable the benefit to be realised;

Effective 1 July 2002, for the purposes of income tax, Macquarnie Telecom and its 100%- owned Acstralian sebsidiaries have formed a tax
consolidated group. Membiess af the groun have entered into a tax sharing arrangement in order to allocate income tax expernse to the
whoily-cavned Australian subsidiaries oy a pro-rata basis. in addition, the agreement provides for the allocation of income tax fiabilities
between the entitles should the head entity defaclt on its tax payment obiigations. At balance date, the possibility of default is remaote.

The head entity of the tax consolidated group is Macauare Telecom Group Limited.

There has been no material effect o the provision for deferred tax liabiities.

Notes Consolidated Parent Entity
2005 2004 2005 2004
000 5'000 5000 $'000
RECEIVABLES
CURRENY
Trade debtors 20,777 23,059 - -
Provision for doubtful debts {4,311} (4,411) - -
Other receivables 1,073 391 45 )
17539 907G 45 Gt
NON-CURRENT
Amounts other than trade debts
receivable from refated parties:
Whoth-owned grosp
- contralled eatities 250b) - - 94,987 50,093
- - 04,987 S5,003

{&) Australian dollar eguivalents
Australian dollar equivalent of
arnounts receivable in foreion
currengies not effectively hedged:
- Singapare collars 546

653

(B Terms and conditions relating to the above financial instruments:
g
(iy Credit sales are on 34 day terms; and

(i} Details of the terms and conditioss of related party receivables are set out in Note 25(b).
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Consolidated Parent Entity
2005 2004 2005 2004
000 5'000 5000 $'000
8. WORK IN PROGRESS
Work in progress HELES0 15,265 - -
7. CURRENT INVESTMENTS
Bank depogits 1,952 2558 - -
Terms and canditians refating to the above financial instromesnts:
{} Short-term depesits include interest bearing term deposit accounts for faciiities existing at 30 June 2005 and effective interest rates
of (L63% to 5.36% {2004: 0.77% to 5.16%) per annum,
{B) These bank deposits are held by financial institutions as security against bank quarantees,
8. OTHER CURRENT ASSETS
Prepayments 2197 1,697 - -
8. NON-CURRENT INVESTMENTS
Interests in subsidiaries
Percentage of equity

Name Country of interest held by the
incorporation consofidated entity
2005 2004
% %

Macquarie Telecom Pty Limited

- ordinary shares Austratia (a} 100 100 59,400 59,400
hacquarie Telecom
Semvices Py Limited

- ordinary shares Austratia (a} 100 100 1,000 11,600
Macquarie Telecom
Carrier Services Pty Limited

- ordinary shares Austraia (a} 100 100 - -
Macquarie Telecom Network
Carrier Services Pty Limited

- ordinary shares Austraia (a} 160 100 - -
Macquarie Telecom Pte Ltd

- orcinary shares Singapore (3} 100 100 - -

70,400 T0A00

Irvestirients at cost comprise:
Unlisted shares 0,400 0,400

The vaiuations of the businesses reflected in the subsidliaries are not reflected by the current share market value of the Comparny; however,

the directors believe the investments in, and advances to (Note 5), these subsidiaries are fully recoverable based upon the estimated

present value of net cash flows expected to be derved from the underlying businesses.
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8,

NON-CURRENT INVESTMENTS continued

{a) Entities subject to Class Order relief

Pursuant ko Class Order S8/1418, refief has been grantad to Macquarie Telecom Py Limited, Macauanie Telecom Services Pty Limited

ancd Macguarie Telecor Carrier Services Pty Lirited from the Corporations Act 2001 recuirements for preparation, audit and

lodgement of their financial reports.

As a condition of the Cass Grder, Macquarie Telecom Grous Limited, Macauarie Telecam Py Limited, Macquarie Telecom Services

Pty Limited, Macauarie Telecom Carrier Services Pty Hmited, Macguarie Telecors Network Carsier Sasvices Ply Lirmited and Macguarie

Telecom 2te Lted (the “Closed Group™ entered into 2 Deed of Cross Guarantee on 28 june 2005, The effect of the deed is that

Macouarie Telecom Grogp Limited has guaranteed o pay any deficiency in the event of winding up of any of its controlied entities.

The controflect entities have also given a similar guarantee in the event the Macauarie Telecom Group Limited s wound p.

The consalidated staternent of financial performance, statement of financizl position and staternent of cash flows of the entities that
are mefnbers of the Cosed Group are the same as those presented for the corsolidated group and have therefore not been repeated.

Consolidated Parent Entity
2005 2004 2005 2004
5000 5'000 5'000 $'000
10. PLANT AND EQUIPMENT
Leasehold imyprovemients
At cost 2,000 1,596 - -
Accumulated amaortisagion {1,014) (B27) - -
936 955 - -
Flant and equipment
At cost #3372 69,670 - -
Provision for data hosting facifity {10,000) {10,000 - -
73372 59670 - -
Aceurnulated depreciation {42 084) {32,881) - -
30,388 26,785 - -
Total writfen down amioung N34 24758 - -
Reconciliations
Reconcifiation of the carrying amounts of
plant and eqaiprsent at the beginning and
end of the current financial year:
Leasehold improvemnents
Opening balance 9659 576 - -
Additions 411 563 - -
Amortisation expense {304} (270) - -
985 965 - -
Plant and equipment
Opening balance 20,7859 24022 - -
Additions 14,310 10,749 - -
[isposals (1o} () - -
Depreciation expense {10,701} 8,075 - -
20,388 26,789 - -




Hinanclal statements

45
Notes to the Financial Statements
AL 30 June 2005
Notes Consolidated Parent Entity
2005 2004 2005 2004
000 5'000 5000 $'000
11. OTHER NON-CURRENT ASSETS
Transmmission canacity 5,000 5,000 - -
Accumlated amortisation 1,611 1,278) - -
3,389 3,722 - -
12. PAYABLES
CURRENTY
Trace creditors 20 36,014 3057 - -
Other creditors and acoruals 5,742 8458 s 160
Withholding tax payable 496 508 - -
42252 39,540 110 150
NON-CURRENT
Agnounts due to related parties:
Whothy-owned group — controlled engties 25 (b} - - 6,337 5,308
{&) Australian dollar equivalents
Australian dollar equivalent of
amounigs payable in foreign
currengies not effectively hedged:
- Singapaore dollars 1,085 570 - -

13.

14.

(b} Includded in trade creditors are amoungs payable o various telecammenications carriers. As outlined in Note 20, the Campany disputes
certain charges levied by some of its carriers. Included in trade creditors are the amounts the Company believes are its abligations for
the services providad, after a careful review of the carrier Billings.

(] Terms and conditions refating 1o the above finandcial instruments:

(i} Tracke liabilties are nomally seftied on 30 to 80 day terms; and
(i} Detaits of the terms and conditions of related party payables are set out i Note 25{b),

PROVISIONS

CURRENTY

Ernployes benefiy 19 1,295 1463 - -
NON-CURRENT

Ermployee Denefits 19 31 582 - -

Terms asd conditions refating to the above are autlined in Note 19,

OTHER LIABILITIES
CURRENT

Lease incentive 181y} 65 14 - -
NON-CURRENT

Lease incentive 18{b) 1,548 - - -
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Consolidated Parent Entity
2005 2004 2005 2004
000 5'000 5000 $'000
15. CONTRIBUTED EQUITY
{a) fssued and paid up capital
Crcinary shares fully pakd 27025 86,351 8025 86,851
2005 2005 2004 2004
Number Number
of shares s of shares s
{b} Movements in shares on issue
Batance at beginning of year 208,055,258 86,851,235 204,855,258 86,823,235
Corversion of share aptions 1,030,000 174,200 200,000 28,000
Balance at end of year 206,085,258 87025435 205,055,258 56,851,235
{c} Share options

i
LEEREE

ry shares

The fallowing options aver crdinary shares were issued during the year:

(i} on 22 December 2004, 800,000 ontions were issued over orddinary shares, exercisable on or befare 29 November 2009

at an exercise price of $0.19. Of the options issued, nil were forfeited during the financial year; and

(i on 1 february 2008, 1,310,000 options were issued over ardinary shares, exercisable on or before 31 lanuary 2010 at an exercise
price of $0.20. Of the options ssued, nitwere forfeited during the financial year.

At the end of the year, there were 6,755,000 (20041 7,245,000) unissued ordinary shares in respect of which options were outstanding.

Option holders do no have any right, by virtue of the option, to participate in any share issue of the Company or any related body

corporate or in the Interest issue of any ather registered scheme.

Information with respect 1o the namber of options 15 as follows:

2005 2005 2004 2004

Weighted Weighted

Number average Number average

of options  exercise price of gptions  exercise price

s Y

Balance at beginning of year 7,245,000 0.38 8,850,000 0.659
Cranted 2,110,000 020 400,000 0.24
Forfeited (1,570,000) 050 {250,000) 0.22
Exescised (1,030,000) 0.%7 {200,000) 0.34
Cancelled - - (1,555,000) 2.36
Batance at end of year 6,755,000 023 7,245,000 038

Exercisable at end of year 2,035,000 0.38 2305000 0.89
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15. CONTRIBUTED EQUITY continued
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The following ralde summarises information about tokal cotions outstanding and exercisable at 30 June 200%:

Exercisable
Exercise Outstanding Average option number of
price options life {years} options
$1.44 150,000 4.25% 150,000
236 135,000 .28 135,000
3007 460,000 142 400,000
304 3,960,000 204 1,350,000
3009 H00,000 442 -
$0.20 1,310,000 4.59 S
6,755,000 2.80 2,035,000

{d} Terms and conditions of contributed equity

Crdinary shares have the right ta receive dividends as declared and, in the event of winding up the Comparny, o participate
iy the roceeds from the sale of all surplas assets in proportion o the number of and amaoents paid up on shares held.

Orddinary shares entitle theis holder to one vote, either in persen or By proxy, at a meeting of the Comypany.

Notes Consolidated Parent Entity
2005 2004 2005 2004
000 5'000 5000 $'000
16. RESERVES AND [ACCUMULATED
LOSSESHRETAINED PROFITS
Foreiggy currency translation reserve 16} (1,088} (a2} - -
{Accurnulated fosseshretained profits 16{b} {10,543 {23,150 SEI06 86,699
{a) Foreign currency translation
i mimture aed
The foreign currency transiation
resene is used to record exchange
differences arising frof the transtation
of self sustaining fereign aperations
i ERSEIVE
Balance at beginning of vear {920) (847) - -
tass on translation of foreign
contralled entity (168) (73] - -
Batance at end of year {1,088} (920) - -
{b} {Accumulated losseslretained profits
Batance at baginning of year {23,180} {22,373) 86,599 86,294
(Lesslfprofit attributable to mermbers {7373) (787) 407 405
Totat available for anoropriation {10,533 {23,160 87106 86,600
Drviderids paict or provided for - - - -
Batance at end of year {30533} {23160 82106 86,699
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Consolidated Parent Entity
2005 2004 2005 2004
3000 5000 5000 $'000
17, STATEMENT OF CASH FLOWS
{a) Reconciliation of the {loss}/profit
from ordinary activities after
income tax benefitf{expense)
to the net cash flows from
operating activities
(Lesslfprofit from ordinary
actiities after income tax
Benefit{expense) {7373) (787) 407 405
Amortisation of non-current assets 72T 503 - -
Gepreciation of non-currert assets 16,701 8075 - -
Frafit on saie of plant and equipisent (7) (18) - -
Net forelgn corrency gaing {18} (73) - -
Changes in assets and liabilities
Trade receivalbles 2222 4975 - Hal
Other recehvables (682} 53 21 {9)
Related parly receivables - - 2056 3,455
Work i progress (1428} 2533 - 19
Prepayments {B00} (15) - -
Deferred tax assets {4,708} () {4,682 (573)
Trade and other creditoss 2,712 {2,540 (50) {2,877
Retated party payables - - 1,029 (1,224]
Other labilities 1,600 (178) - -
Geferred tax Fabilities 1982 1,367 1,955 1450
Frovision for employee heoefits 181 420 - -
Net cash fiow frorm operating activities 5,261 13,967 736 752
{b) Reconciliation of cash
Cash balance comprises:
Cash on hand 13,214 15,833 G 1
Onecall deposits with financial institutions 5,930 15,975 9,930 15975
23144 3,808 9,936 15,976

{c} Financing facilities available
Al the end of the year, there were no nancing faciiities available to the consolidated entity.
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Consolidated Parent Entity
2005 2004 2005 2004
000 5'000 5000 $'000
18. EXPENDITURE COMMITMENTS
{a) Capital expenditure commitments
Estimated capital expenditure
contracted for at balance date
et not pravided o
Bayable not later than one year 3,599 315 - -
Bayable later than one year and
aot later than five years - - - -
Payable fater than fve years - - - -
2,599 310 - -
{b} Lease expenditure commitments
Orperat H { canceiablel
WMinimum fease payments:
Mot later than ane year 2,404 2,755 - -
Later than one year and not ater
than five years 1042 3,335 - -
Later than five years 1220 - - -
672 5,938 - -
Agaregate expendituze
commitments comprise:
Armourts provided for:
tegse incentive liability — current % 14 - -
fease incentive fiability — non-current 1,548 - - -
Amounts not provided fors
Rental cosmimitiments 10672 5,938 - -
18,285 5,952 - -

Al operating leases relate to premises, parking spaces and office equiprent invarious ocations and have a lease term of between

six mmonkhs and 10 years.
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Consolidated Parent Entity
2005 2004 2005 2004
000 5'000 5000 $'000
19. EMPLOYEE BENEFITS AND
SUPERANNUATION COMMITMENTS
Employee benefits
The aggreqate emplioyee benefits liability is comprised of:
Accrued wages, salaries and an costs 3358 2557 - -
Provisions (current) 1,395 1,463 - -
Frovisions (nan-current) E31 582 - -
5584 4,542 - -

Employee share schemes

The conzolidated entity has acopted the following three employes share plans:

{a} Employes Option Plan;

(B} Discretionary Share Plan; and

{] Share Purchase Plan.

Full-tirme ancd part-time employees of Macquarie Telecom of B3 subsidlaries are eligible to participata in these plans at the discretion of
the directors. Directors {both executive and non-executive) are also efigible to particinate in the plans. However, their participation is
sulzject to the Corporations Act 2001 and the ASX Listing Rules. The plans are administered Dy the Board, which determines the direciors
or ermployess that will be made offers to particinate in the plans and the terms of those offers. There are currently 409 employees and
directors eligilie for these plans.

Each: of the plans contains provisions dealing with matiers such as administration of the plans, variation of the plan rules, and terminatior
or suspension of the plans. The alans are subiect o the overriding application of the Corporations Act 2001 and the ASX Listing Rules.
The plass restrict the total number of shares issuad under all of the plass {including as a resuit of the exercise of apticns] in the previous
five years and the number of unexercised options issued to no more than 5% of the issued share capital of Macguarie Telecors.,

During the year, there were 1,310,000 aptions (20042 nil} issued under the Employee Ontion Plan to eligible employees. At 30 lune 20085,
there were 5,405,000 (2004 4,995,000} options on Tssee under this plan. Dusing the year, 30,000 {2004: 200,000 options were exercised,
870,000 (2004: 250,000} aptions were forfeited and nil (2004: 1858,000) options were cancelled.

During the year, there were no shares (2004: nil] issued under the Discretionary Share Plan to eligibie employees, and no shares (2004
nifl issued undes the Share Purchase Plan. Ordinary shares issued ender the Discretionary Share Plan are not disposabie for two years from
the date of issuznce, and are farfeited epon termination of emplayment with Macauzarie Telecom. Ordinary shares isseed unders the Share
Purchase Plan are not disposable until the earfier of the date of termination of ermployment with Macouarie Telecorns, or three years from
the chate of ssuance.

The market value of Macquarie Telecor shares closed at 10 cents on 30 lune 2005,

Mo othar equities in any of the entities within the consalidatad entity were acouired by or issued to ermployess during the year in relation
1 any other awnership based remunesation scheme.
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19. EMPLOYEE BENEFITS AND SUPERANNUATION COMMITMENTS continued
Inforrsation in respect 1o the number of options granted under the Employee Option Man s as follows:

Hinanc
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2005 2005 2004 2004
Weighted Weighted
Number of average Number of average
options  exercise price options  exercise price
s 5
Balance at beginning of year 4,895,000 0.32 7000000 0.72
Cranted 1,310,000 020 - -
Furfeited (&70,000} 0.76 {250,000) 0.22
Exercised {20,000) .14 {200,000) 0.34
Cancelled - - (1,555,000) 2.36
Balance at end of year 5,405,000 0.20 4,995,000 0.32
Exercisable at enct of year 1,485,000 0.32 AB5 000 2.07
{a) Options held at the beginning of the reporting period
The following table summarnises information about the options held by employees as at 1 luly 2004
Weighted
Number of average
options Grant date Vesting date Expiry date exercise price
5
55,000 28 Septernber 1959 27 September 2002 27 Septernbiers 2005 2.8
240,000 1 Agrit 2000 37 Mareh 2003 and 31 March 2008 2.16
31 March 2004
30,000 24 August 2000 23 AgaLst 2003 23 August 2008 2.16
10,000 20 Octaber 2000 19 October 2003 19 Octobher 20058 2.16
3,910,000 & hday 2002 1 July 2004 and 1 July 2007 0.4
1 July 2008
200,000 15 August 2002 1 July 2005 and 1 July 2007 0.4
1 July 2006
250,000 18 June 2003 17 fune 2006 and 17 Jupe 2008 0.4
17 fune 2007
200,000 18 June 2003 & May 2005 and & ay 2007 0.4
© hiay 2006
{b} Options granted during the reporting period
The following table summarises information about options granted by the Company to employees during the year (2004 nilk:
Weighted
Number of average
options Grant date Vesting date Expiry date exercise price
5
1,310,000 1 February 2005 3 January 2007 and 31 january 2010 .20

31 January 2008
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19. EMPLOYEE BENEFITS AND SUPERANNUATION COMMITMENTS continued

{c} Options exercised during the reporting period

(i} The following table summarises information about options exercised by employees during the year ended 30 June 2005:

Weighted Proceeds Fair value
average from Number of each
Number of Grant Exercise Expiry exercise shares of shares Issue share
options date date date price issued tssued date issued
s s 5
£ May 8 March T luly 8 March
30,000 2002 2008 2007 0.14 4,200 30,000 2008 0.108
(it} The follawing table summarises information about aptions exercised by employees diring the year ended 30 lune 2004
Weighted Proceeds Fair value
average from Number of each
Number of Grant Exercise Expiry exercise shares of shares Issue share
options date date date price issued tssued date issued
s s Y
15 August 24 Octobars 31 December 24 Oetober
200,000 2002 2003 2003 0.14 28,000 200,000) 2003 (126
{d} Options heid as at the end of the reporting period
The following rable summarises information about options held by the employees as &t 30 lene 2005:
Weighted
Number of average
options Grant date Vesting date Expiry date exercise price
-3
45,000 28 Septernber 1999 27 September 2002 27 September 2005 2.16
90,000 263 October 2000 19 Octaber 2003 19 October 2005 2.16
3,360,000 & hiay 2002 1 duly 2004 and T July 2007 0.14
1 luly 2008
200,000 15 August 2002 1 july 2008 and 1 Juby 2007 0.14
1 luly 2006
200,000 18 June 2003 17 lune 2006 and 17 June 2008 0.14
17 lune 2007
200,000 18 June 2003 6 May 20085 and o May 2007 0.14
& ey 2006
1,310,000 1 February 2005 31 langary 2007 and 31 January 2010 0.20

3% January 2008

Superannuation commitments

Mactuarie Telecom Py Limited makes contributions in accordance with the superannuation law in respect of each eligible
employee. At the end of the financial year, contributions of up to 9% (2004: 9%) of emplayees’ salaries and wages are leqaily

enforceable in Austzalia,
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20. CONTINGENT LIABILITIES
(a8} The cassolidated entity cusrently disputes certain charges fevied by some of its suppliess which total $1.0 million {2004: $0.9 millon).

I each case, the supplier has indicated certain amounts it alleges are due or payable for the period t 30 lune 2005 in respect of
services provided up o that date. The consolidated entity is disputing that not all of these charges are either due or payabie.

The canselidated entity & disputing certain of these charges on the grounds of incarrect billing, incleding that the sesvices

were not provided o the consolidated entity or its customers, and services supplied were nel s accordance with agreed criteria.
The consolidated entity is curently in discussion withy each of the suppliers to resoive the disputes and expacts that satisfactory solutions
will be agreed, The consalidated entity has recorded an amount in trade creditors, being the net amount it expects to have (o pay each
supplies, in respect of the services recebved. A contingent asset or Bability could exist for the difference between the amaunt recorded
iy the trade creditors and the negotiated settlerment af these disputes, the extent of which canniat cumently be determined.

On 7 Septermber 2001, Mactuarie Telecons Pty Limited (0T} entered into a strategic alliance with PowesTel Lirsited {*PowerTel”).
dnder the terms of the alliance, Powertel provides access ta the PowerTel network which handles Macouarie Telecorsy's voice traffic.
The Company has qearanteed MTs performance, including payments owed, under the strateqic alliance.

On 25 June 2004 and in September 2002, MT entered into service agreements with twa external parties. The Comparny has provided,
by way of deed, 2 performance guarantee (o the external parties to take the place of MT or remedy any expenses incarred in the
avent that MT {zils to execute and perform its undertakings under the agreement. The guarantze will continue in foree and effect

ustit completion of MT's olligations under the agreement.
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21, EARNINGS PER SHARE

Consolidated
2005 2004
Basic: loss per share (cents per share) (3.6) (0.4
Diluted loss per share (cents per share) (3.6) (0.4)
2005 2004
£'000 $'000
The foliowing reflects the foss and share data used
in the calculations of basic and diluted loss per share:
Met ioss attributable to mermbers (7.373) {7&7)
Adjustments - -
Loss wsed in calculating basic and diluted loss per share (7,273) {77
2005 2004
Number Number
of shares of shares
Weighted average number of ordinary shares
used in calculating hasic loss per share 205,431,600 204,552,244
Effect of dilutive securities:
Share options 7,402 1,949,130
Adjusted weighted average number of ordinary
shares wsed in calculating difuted foss per share 206,079,002 206,541,377
Mamber of options that are not dilutive and nat
included in the caleglation of diluted loss per share:
Options over ordinary shares 2,795,000 1,285,000

Since the end of the financial year no ardinary shares have been issued upon the exescise of apticns.
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22. DIRECTOR AND EXECUTIVE DISCLOSURES
{a) Details of specified directors and specified executives

Specified directors

R iaye

0 Tudehone
A Tudehope
S Butler

1 Palfreyman
1 Craig

1 Priest

Chairman

Chiet Executive

Chief Operating Gfficer

Non-executive director {appointed 26 luly 2004)
Non-executive director {appointed 26 luly 2004)
Non-executive director fresigned 26 July 2004}
Non-executive director {resicned 26 July 2004}

Specified executives

T Biackwel:

C Greig

W Krishnagllzi
ILosco

G Noble

G Therrson

P Thorsan

{b} Remuneration of specified directors and specified executives

Chief Financial Officer

Sales Director

Director Strategy, Carrier and Corporate Affairs
Senior Executive

Head of Convergence Pragrams

Executive Ceneral Manager, Hosting and Security
Manaqing Director, South £ast Asia

The Corporate Govemance, Nomination and Remuneration Committee comarises all the non-executive directars and the Chiet
Executive. ks main responsibifities are o review all matters relating to the appointment, retirerment and performance of the Board,
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the Board Cormmittees and the Chief Executive and Chief Coerating Officer of the Company.

The Comfnittee addesses the people management processes and reviews the remuneration arra
executive directors and senior managers. The Cormimitlee also reviews and approves the issue of shares and opticns under the

Company’s share and aption plans. The Chief Operating Officer joins the Cormmittes to determine the remoneration policy for

the senior management team

Further detalls of remuneration policy and semvice contracts in place are ocutlined in the Directors’ Regiort under the heading

“Remunesation Repart”.

ngerments for

' ner-executive,
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Post emp-
Primary loymient Equity Other Total
Non-
Salary Cash monetary Superan- Consulting

Specified directors & fees bonus benefits nuation Options fees

s 5 5 $ s 5 s
R #aye
2005 146,154 - - 11,585 - 151,739
2004 90,000 - - 8,100 6615 - 104,715
0 Tudehone
2005 338,615 48,256 26,728 11585 - - 425184
2004 315,000 108,600 28,000 10,519 - - 459,115
A Tudehope
2005 322497 29,991 26,728 11585 - - 390,801
2004 300,000 orATE 25,000 15,519 - - 403,394
S Bugdler
2005 83,952 - - 7,586 4,665 - 96,203
I Palfreyman
2005 91,538 - - - 4,665 - 96,203
1 Craig
2005 1,500 - - 675 - - 8,175
2004 G0,000 - - 8,100 10,117 23800 132,017
IPriest
2005 12,500 - - 1,125 - - 13,625
2004 150,000 - - 10,753 16,538 - 177,291
Totat rermuneration:
specified directors
2005 1,002,756 18,247 53,456 44,141 9,330 - 1,187,930
2004 045,000 176,475 50,000 47599 23,264 23800 1,276,530
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RECTOR AND EXECUTIVE DISCLOSURES continued
H £ forr of SUTOEE B i w5 continued
Post emp-
Primary loymient Equity Other Total
Non-
Salary Cash monetary Superan- Consulting

Specified executives & fees bonus benefits nuation Options fees

3 S 5 5 s 5 3
T Blackwel:
2005 207,846 48,862 - 11,585 2,810 - 271263
2004 199,827 58,268 - 11,002 3,109 - 272203
C Greig
2005 254423 100,265 16,000 11585 2538 - 384,811
2004 241,750 79,821 16,000 11,002 1455 - 350,028
8 Krishnagilzi
2005 211,046 63,824 23,000 11,585 2,810 - 312,425
2004 201,969 60,684 22,692 11,002 3313 - 299660
I loscs
2005 324,846 54,545 16,600 11,585 2,19 - 410,367
2004 309,154 93,346 16,600 11,002 1654 - 431,756
G Noble
2005 208,708 61,943 17,000 11585 2,810 - 300,206
2004 197,885 61,545 16577 11,002 3313 - 290,322
G Thomson
2005 236,735 65,984 15,000 11,585 2,870 - 332214
2004 23221 71,634 15,000 11,002 3,108 - 332956
F Tharsan
2005 261,750 55,216 123,444 - 4,717 - 451,187
2004 250,250 - 106,515 - 4,455 - 367,220
Totat rernunersation:
specified executives
2005 1,708,354 450,639 211,044 69,510 21,986 - 2462533
2004 1,639,046 425,254 193,384 66,012 20408 - 2,344,345

{c)

Remuneration options: vested and granted during the year

During the financial year, options were granted as equity compensation benefits to certain spedified directors and specified executives
as disclosed below. The options were issued free of charge. The options may only be exercised if at any time prios to the date of exercise

the market price of ordinary shares sold on the ASX has been:

- for specified disectors, equal to or greater than the higher of ) $0.2% and (i} an amount that is 25% greater than the option exercise
price, for a continuous period of 20 trading days; and

- for specified executives, i} $0.25 for aptions exercisable two years from date of grant and (i) $0.27 for options exercisable three
years from date of grant, for a continuous period of 20 trading days.
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22, DIRECTOR AND EXECUTIVE DISCLOSURES continued
{c} Remunerzation options: vested and granted during the year

Vested Granted ‘terms and conditions for each grant
Value per Exercise First Last
option at price per exercise exercise
Number Number Grant date  grant date share date date
5 s

S Butler - 400,000 22 Dec 2004 0.0434 019 29 Nov 2006 29 Mov 2009
1 Palfreyman - 400,000 22 Dec 2004 0.5434 0.19 29 Now 2006 29 Now 2009
T Blackwel: - 50,000 1 Fel 2005 00267 .20 31 Jan 2007 31 Jan 2010
- 50,000 1 Fely 2005 00191 .20 37 Jan 2008 31 Jan 2010
C Greig - 50,000 1 Fel 2005 0.0267 .20 31 Jan 2007 31 Jan 2010
- 50,000 1 Fely 2005 00191 .20 37 Jan 2008 31 Jan 2010
M Krishnaglai - 50,000 1 Fel 2005 00267 .20 31 Jan 2007 31 Jan 2010
- 50,000 1 Fely 2005 0.019% .20 37 Jan 2008 31 Jan 2010
ILlosco - 50,000 1 Fel 2005 00267 .20 31 Jan 2007 31 Jan 2010
- 50,000 1 Fely 2005 00191 .20 37 Jan 2008 31 Jan 2010
G Nolble - 50,000 1 Fel 2005 00267 .20 31 Jan 2007 31 Jan 2010
- 50,000 1 Fely 2005 0.019% .20 37 Jan 2008 37 lan 2010
G Thormsorn - 50,000 1 Fel 2005 00267 .20 31 Jan 2007 31 Jan 2010
- 50,000 1 Fels 2005 00191 .20 371 Jan 2008 371 lan 2010
P Thefrsan - 50,000 1 Fel 2005 00267 .20 37 Jan 2007 31 Jan 2510
- 50,000 1 Fel 2005 0.0191 .20 31 Jan 2008 37 lan 2030

- 1500000

{d) Shares issued on exercise of remuneration options

Shares issued Paid Unpaid
Number % per share S per share
| Priest 1,000,000 017 -

Tootat 000,000
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22, DIRECTOR AND EXECUTIVE DiSCLOSURES continued
{e) Option holdings of specified directors and executives held directly, indirectly or beneficially
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Granted as Net
remuner- Gptions change Vested and exercisable
Balance ation exercised other Balance at 30 June 2005
Mot vested

t July 30 June nor Vested and

2004 2005 Total exercisable exercisabie
R Kaye 400,000 - - - 400,000 400,000 - 400,000
U Tudehone 105,000 - - - 105,000 105,000 105,000 -
ATudehope 105,040 - - - 105,000 105,000 105,000 -
S Butler - 400,000 - - 400,000 400,000 400,000 -
1 Palfreyman - 400,000 - - 400,000 400,000 400,000 -
1 Craig® 400,000 - - {400,000) - - - -
1 Priest 1,000,000 - (1,000,000} - - - - -
Tokat 2010,000 E00,000 (1,000,000} {400,000) 1410000 1,430,000 1,010,000 400,000
T Biackwel: 200,000 100,000 - - 300,000 300,000 250,000 RL,000
C Greig 200,000 100,000 - - 300,000 300,000 300,000 -
M Krishnapilai 210,000 100,000 - - 310,000 310,000 250,000 60,000
1 Losce 200,000 100,000 - - 300,000 300,000 250,000 5,000
G Noble 210,600 100,000 - - 310,000 310,000 250,000 60,000
G Thomson 200,000 0,000 - - 300,000 300,000 250,000 BG,000
P Thofrsan 410,000 100,000 - - 510,000 510,000 450,000 60,000
Totat 1,630,000 TO0L000 - - 2330000 2,330,000 2,000,000 330,000
Crand total 2,640,000 1,500,000 {1,000,000} (400,000) 3,240,000 3,M0000 2,010,000 730,000

* Forfelted upon resicnation as disectorn.
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22, DIRECTOR AND EXECUTIVE DISCLOSURES continued

{f} shareholdings of specified directors and specified executives held directly, indirectly or beneficially

Balance Granted as On exercise Net change Balance
1 fuly 2004 remuneration of options other 30 June 2005
Grarifie
R #aye 5,000 - - - 50,000
[ Tudehope 240,663 - - - 240,663
A Tudehope 365,563 - - - 46,163
[y anct A Tudehope (i} 125,013,500 - - - 125,013,900
S Butler (i) - - - - -
1 Palfreyman (it - - - 100,000 100,000
1 Craig {iif) 5,000 - - (50,000 -
1 Priest (i) 1549727 - 1,000,000 (2,545,727 -
5 i ¢
T Biackwel: 61,326 - - - 61,326
C Greig - - - - -
M Krishnagllai 97326 - - (25 500) 71,826
I losco 180,000 - - {180,000) -
G Nobe 220,835 - - - 220,835
G Thormson 61,326 - - - 01,326
P Thorrson 72,326 - - - 72,326
Totat 1276335092 - HOO0,000 {2,705,227) 125,528,36%

(i) D Todehope and A Tudehope collectively wholly own Clatward Py Ltd, an entity which Teld 125,013,900 (61%) of the ordinary
shares of Macquarie Telecom. The relevant awneship interests in Claiward Pty tbd are held by Sermark Pty Lid at 84% and Fenton
Australia Pty Lid af 16%. The shares in these latter companies are held by O Tudehope and A Tudehope sespectively.

(it} Appointed to Board un 26 luly 2604,
(i) Resigned from Board on 26 july 2004,

All equity gransactions with specified directors and specified executives other than those arising from the exercise of remuneration
options have been entered into undes terms and conditions no mare favourable than those the entity wouid bave adopted # dealing

at amn’s iength.
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22, DIRECTOR AND EXECUTIVE DiSCLOSURES continued
{u} Other transactions and balances with specified directors and specified executives

Services
There were na other sendces provided during the curment year. Iy the orior year, | Gaig provided consalting senvices to Macguarie Telecom.
Amounts recognised at the reporting date in relation to other transactions:

Assets and 2005 2004 Revenues and 2005 2004
liabilities $'000 000 expenses 000 S$'000

- 26 - 24
Totat liabilities - 26 Total expenses - 24

23, IMPACY OF ADOPTING AUSTRALIAN EQUIVALENTS TO INTERNATIONAL FINANCIAL REPORTING STANDARDS
Macquarie Telecom s in the progess of transitioning its accourting policies and financial reporting from current Australian Accounting
Standards (FACAAP"} to Australian equivalents of sternational Financial Reporting Standards (“AIFRS”} which will be applicable for the
financial year ending 30 lune 2006. The Company has aliocated intemal resources and engaged expert consultants to perform diagnostics
and conduct impaet assessments to isolate key areas that will be impacted by the transition to AIFRS. As a result of these proceduses,
Maceuarie Telecom has graded impact areas as high, mediom o Tow and has established dedicated project teams to address each of
the areas in arder of priority a3 presented by the gradings. An AIFRS steering committes has heen established to oversee the progress
of each of the project teams and make necessary dedisions. As Macduarie Telecom has a 30 June year end, priority has been given to
cangidering the preparation of an opening balance sheet in accordance with AIFES as at 1 July 2004 This will form the basis of accounting
for AIFRS in the futuse and is recuired when Macquarie Telecom prepare its first fuily AIFRS compliant fingncial report for the vear enciing
30 lune 20060,
Set out below are the key areas where aceounting policies are expected to change an adoption of AIFRS and managament’s best estimate
of the quantitative impact of the changes on the statements of financial performance for the year ended 30 June 2005,
The figures disciosed are management’s best estimate of the quantitative impact of the changes as at the date of preparing the
30 june 2005 financiat report. The actual effects of transition to AIFRS may differ from the estimated disclosed due o (a) ongoing
work being undertakes by He AIFRS project teams; (b} potential amendrnents to AIFRS and interpretations thereot being issued
bry the standard-setters; and (¢} ermerging accepted practice in the interpretation and application of AFFRS and UIC Interpretations.

{f} Impairment of assets
Linder AASE 136 vk of Asseds, the recoveralie amount of an asset is detersmined as the higher of net selling price and
value in uge, This will result i 2 change in the consolidated entity's current accounting policy, which determines the recoverable
amount of an asset on the basis of discounted cash flows. Macquarie Telecom has reviewed the recoverable amwounts of it's
nosecument assets on a basis that is consistent with the requirements of AASE 136. No impairment bas been identified a5 at
1 July 2004 or 30 lune 2005,

{ii} Share based payments
Lindes AASB 2 & & i 1%, the Campany will be recuired to determine the fair value of options and shares ssued o
employeas as refruneration and recognise an expense in the Statement of Financial Performance. This standard is not limited to
aotions and also extends to other forms of equity Based remuneration. it applies to all share based payments Bsued after 7 Novernbes
2002, which had not vested as at 1 january 2005, Had this standard been applied for the year ended 30 June 200%, employment
costs wouid have increased by approxdmately $21.000,
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23. IMPACY OF ADOPTING AUSTRALIAN EQUIVALENTS TO INTERNATIONAL FINANCIAL REPORTING STANDARDS continued

{ii) ncome taxes

Lincler AASE 112 fncarme Taxes, the Company will be required to use a balance sheet liability method, which focuses on the tax
effects of transactions and other events that atfect amounts recognised ineither the Stalement of Financial Position or a tax based
balance sheet. Macauzarie Telecom has prepared an analysis of the fax balances applying the balance sheet fability method and

idestified no significant differences.
{iv} Leases

AASE 11T Leases requires all fixed rental increases to be recorded on a straightline basis. Had this standard been applied for the year
ended 30 june 2005, rental expensa would have increased by approximately $100,000.

2005 2004 2005 2004
s s $ 5
24, AUDITORS' REMUNERATION
Amounts received or due and receivable
by the auditors of Macquarie Telecom fos:
— an audit or review of the financial report
af the Company and any other entigy
in the consolidated entity 210,000 195,000 210,000 198,000
— other sendcas in relation to the
Company and any other entity
in the cansolidated entity 187423 183,900 1EA23 183,800
307423 A78,900 A9TAZT 378,900

25. RELATED PARTY DiSCLOSURES

{a) The directors of Macquarie during the year were:

R iaye

[ Tudehope

A Tudehope

S Butler (appointed 26 luly 2004)

1 Palfreyrman [anpointed 26 july 2004)
1 Craig {resigned 26 july 2004}

1 Friest (resigned 26 July 2004),

{b} the following related party transactions occurred during the financiat year:

iy e o shads PR S N
ER L3 RO HEN i1 thie wholl

Business Development Agreement

On 25 June 1298, the Company enterad into a Business Devalopment Agreement with its whally-owned subsidiary, Macguarnie Telecom
Py Limmited {“MT7). Linder this agreement, the Company charged during the yvear, MY a fee for the provision of services 1o customers of
nil {2004: $3,196,725) and was charged a manzgement fee of nil {2004: $102,998} by MT for servicing customers stili contracted to
the Carmpany.

Tax consolidation

Effective 1 July 2002, for the purposes of income taxation, Macouarie Telecom and its 100%-cwned Australian subsidiaries have
farmed a tax consoliidated group. Members of the group have entered into a tax sharing arrangement in erder o allocats incomg

tax expense to the wholly-owned Aostralizn subsidiasies on a pro-rata basis. iy addition, the agreement provides for the allocation

of incame tax fabilities between the entities should the head entity default on its tax payment obligations.
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25. RELATED PARTY DiSCLOSURES continued

{c)

{d)

Ameounts due from/payable to wholly-owned entities

O 30 June 2005, the Company had a non-current net recelvable of $94,976,921 (2004: $90,093,051} due from MT, which was a
resuit of charges relating to the Business Developrment Agreement, tax consolidation and achances made to MT in refation & narmal
commercial transactions.

O 30 June 2005, the Company had a non-corment net receivable of $10,168 (2004: payable of $276,663) due from Macquarie
Tetecom Services Py Limited which was for charges relating to tax consolidation.

On 30 June 2005, the Company had an amount payable to Macquarie Telecom Carrier Services Pry timited of $6,337,409

(2004: $5,0730,886), which was a result of tax losses transtereed to the Comgpany for full consideratios: and chares relating

b tax consalication.

Equity instruments of directors

Interests in the equity instruments of entities in the consolidated entity held by directors of the reparting entity and their
directorrelated entities at 30 June 2005, being the number of instruments held, wese:

(i) Diudehope and A Tudehope collectively wholly avwn Claiiard Bty Ltd, an entity which cwns 61% (2004: 61%) of the ordinary
shares of Macouarie. The relevant ownesship interests in Clabward Pty ttd are held by Semark Pty Ltd at 84% and Fenten
Australia Pty Ltd at 16%. The shares in these [atter companias are held by D Tudehope and A Tudehope respectively;

(i) 72,326 ordinary shares and 210,000 options over ardinary shares were on issue to a directorrelated entity of 0 Tudehope
aned A Tudehone;

(ili} 204,500 ordinary shares were on ssue to & directorrelated entity af [ Tudehope;

(iv) B0,000 crdinary shares were on issue o 4 directorrelated entity of R Xaye. R Kaye also has an interast in 400,000 antions
over ardinary sharey;

(v} S Butler has an intesest in 400,000 options over ordinary shares; and

(vi) 100,000 ordinary shares were on issue to a dirsctor-related entity of 3 Palfreyrman. § Palfreyman also has an interest
in 400,000 options ower ordinary shares.,

Apart frorm the changes nated, there have been no ather changes in equity Instrurnents of directors daring the year
Director-related entity transactions
Services

| Craig was paid nil {20041 $23,800] for the provision of consLting services to the consolidated entity.
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26. SEGMENT INFORMATION
Segment description
The consolidated entity operates in three primary business segmenis. The voice seqgment refates {6 the provision of voice
telecormmunications senvices to Austratian business, Australian government and Singapore business customers, The data segment
refates to the provision of senvices tilising the Macquarie Telecom data network and data hosting facility, to Austraian business and
Austraian government custamers. The mohiles segment refates 1o the provision of maobile telecommunications services fo Australian
business and Australizn government costomers.

Geogranhically, the consolidated entity operates i two locations, being Australiz and Singapore.
Segment accounting policies

Segment accoanting policies are the same as the consolidated entity’s policies described in Note 1.
Segment information on primary business segments

Voice Data Mobites Consolidated
2005 2004 2005 2004 2005 2004 2005 2004
$'000 $’000 5000 $’000 s'000 5000 3000 S'000
Revenue
Sales to custamers autside the
consolidated entity 155,008 171,641 B9,280 50,763 12,239 4,106 230527 226510
Other sevenues from customers
outside the congolidated entity - - - 334 - - - 334
Seqment revenue 155,008 171,641 59,280 51,097 12,239 4106 230527 226844
Unaflocated revenue 1165 1425
Total consolidated revenue 2397 228270
Results
Segrment resuit before incame ax 4,004 7861 {8,150] 7 {1798} (2,508 {5344) 5360
MNuor-cash expenses ather
than arncrtisation and
depreciation - - - - - - - -
Adjusted segment result
before income tax 4,004 7861 (8,150] 7 {1,198)  (2,508) (5244) 5360
Unailocated expenses {4.264) (4,718
Consolicdated entity
{ioss}profit from ordinary activities
before income tax (9608 fd4
Incorme tax benefit/lexpernse) 2,235 {1,431}

Consolidated entity logs
fronrs ordinary activities
atter income tax {7373} {757
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26. SEGMENT INFORMATION continued
Segment information on primary business segments continued
Voice Data Mobiles Consolidated

2005 2004 2005 2004 2005 2004 2005 2004

$'000 s$'000 5'000 $'000 $'000 5'000 000 $'000
Assets
Seqment assets 45,051 A5 538 41,613 7880 3,385 1,135 90,049 84662
Unaiineated assets 15,038 21,319
Tatal assets 105,087 105,981
Liabilities
Secment fabilities 30,867 230,045 14,485 10,122 2,753 1,223 48,105 41,390
Unailocated labifities tETR 1,820
Total labilities 49,683 43,2%0
Other segment information
Acquisition of plant and
equinment, intangible
assets and other
NOF-CRITTENE 255688 514 84 1658 7051 186 41 12,358 FRF
Uraiineated acauisitions 2,363 3536
Tutal acquisitions 14,721 11,312
Denreciaticn 909 1,224 7469 4500 4 g2 2452 5825
Unailocated depreciation 2,249 2,250
Total depreciation 10,701 8075
Amortisation - - 333 32 - - 333 333
Unatlocated amortisation 394 270
Tatal armertisation 727 603
Segment information on geographic segments

Austraiia Singapore Consolidated
2005 2004 2005 2004 2005 2004
$'000 $'000 $'000 5'000 000 $'000

SeOment revenue 220827 218360 10,865 10,115 231692 228270
Seqment assets 100,615 101,436 4472 4,565 105,087 105,981

Other segment information:

Acquisition of plant and

equipment, intangible assets

ard ather non-current assets 14,292 10,850 425G 502 14,721 11,312
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27. FINANCIAL INSTRUMENTS
{a) interest rate risk
The consolidated entity™s exposure to interast rate risks and the effective interest rates of financial assets and financial lizbilities,
Both recognised and unrecognised at the batance date, are as follows:

Fixed interest rate Fixed interest rate
maturing in maturing in

Floating interest rate 1 year or less over 1to 5 years

2005 2004 2005 2004 2005 2004

S$'000 $'000 5000 5000 5000 $'000
Cash 23,144 31,808 - - - -
Receivables — trade - - - - - -
Work in progress - - - _ _ _
Short-term deposits - - 1,952 2558 - -
Other — current - - - - - -
Totat financial assets 23,144 31,808 1,952 2858 - -
Payabiles - - - - - -

Other — cugrent - - - - _ _

Cither - sofecurrent - - - - - .

Total financial liabilities - - - - - -

NIA — not applicable for noseingerest bearing financial instroments,

{b} Net fair values

o

All financial assets and liabilities have been recognised at the balance date at their net fair values.

The fuilowdng methods and assumiptions are used 1o determine the net fair values of recognised financial instruments:

No financial assets are carsied at an amount in excess of their net &l value.

{c} Credit risk exposures
The consofidated entity™ maximum exposure 2o credit risk at balance date in relation to each class of recognised? financial assets
is the carrying amount of those assets as indicated in the Statement of Financial Position.
As at 30 lune 2008, the consolidated entity had no significant concentration of credit risk with any single cousterparty or group
of counterparties.
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Fixed interest rate Total carrying amount

maturing in as per the Statement Weighted average
more than 5 years Non-interest bearing of financial Position effective interest rate

2005 2004 2005 2004 2005 2004 2005 2004
5000 %000 %000 $'000 $'000 5000 % pa % pa
- - - - 23,144 31,808 447 4.59
- - 16,466 18,GHE 16,466 BHR8 NJA N{A
- - 16,690 15,265 16,690 15,265 NiA N{A
- - - - 1,552 2558 4.76 4.55
- - 1,332 1,191 1,332 1,191 NiA N{A

- - 34,488 35,144 50,584 69,510
- - 42,252 35,540 42,252 39,540 NfA NA
- - 6% 14 65 14 NiA N{A
- - 1,548 - 1,548 - NiA N{A

- - A7 865 39,554 43,865 29,554
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Directors’ Declaration

In accordance with a reselution of the directorss of Macouarie Telecom Group Limited, we state that:
(1} 1 the opinion of the directors:
{z} the financizl statements and notes of the Company and of the consolidated entity are in accordance with the Corporations Act
2001, inchuding:
(i) giving a true and fair view of the Company's and the consolidated entity’s financial position as at 30 juse 2005 and of their
pedforance for the year ended on that date; and
(it} compiying with Accounting Standards and Corporations Regulations 2001; and
(b} there are reasonable arounds to belisve that the Company will be abie to pay its debts as and when they become due and nayable;
(23 This declaration has been made after receidng the declarations required to e made to the directors in acoordance with section 2954
of the Comporations Act 2001 for the financizl period ended 30 June 2005, and

(3} i the opinion of the directors, as at the date of this deciaration, there are reasonatie grounds to believe that the mesmbers of the Closed
Group identified in Note S wilt be able to meet any obligations or liabities to which they are or may become subiect, by virtue of the
Deed of Cross Guarantee.

O beba# of the Board:

/‘fﬂww IIIIII
Rubert Kaye David Tutiehone
Chizirmman Chief Executive

Sydney, 1 September 2005
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Independent Audit Report

to membearss of Macguarle Telecom Group Limited

The financial report comprises the statement of fimancial position, statement of financial performance, statement of cash flows, accompanying
notes to the financial statements, and the directors declaration for Macquarie Telecom Group Limited {the company} ard the cansolidated
entity, for the year ended 30 june 2005, The consolidated entity comirises both the company and the entities it controbed during that year
The directars of the company are responsible for preparing a financial repart that gives a true and fair view of the financial sosition and
performance of the company and the consolidated entity, and that camplies with Accounting Standards in Australia, in accordance with
the 1. This inclugtes resnonsibility for the maintenance of adeguate accounting records and internal controls that
are df‘b\QH{J{ to prevent and detect fraud and error, and for the accounting policies and accounting estimates inherent in the financial repart.

We conducted an independest audit of the financial report in Grder to express an opinion on it to the members of the company. Our audit
wizs conducted in accordance with Australian Acditing Standards in order to provide rezsonable assurance as to whether the financial report
is free of material misstatement. The nature of an audit s influenced by factors such as the use of professional judgement, selective testing,
the irherent limitations of internal controd, and the availability of persuasive rather than conclusive evidence. Therefore, an audit cannot
guzrantee that alf rmaterial misstaterments have been detected.

We performed procedures to assess whether in all matesial respects the financial report nresents fairy, in accordance with the :
XA mcleding comeliance with Accounting Standards in Australia, and other mandatory financial reporting reguirements in Az}stiaha
a view which i consistent with aur understanding of the company™s and the corsolidated entity’s financial position, and of theis pecformance
as represented by the results of their operations and cash flows.

We formed cur audit opinian on the basis of these procedures, which incleded:

— examining, on 4 test basis, infarmation to provide evidence supnorting the amounts and disclosures in the financial report, and

- assessing the appropriateness of the accounting policies and disciosures used and the reasonableness of significant accounting estimates
miade by the directors.

While we considered the effectiveness of Management’s intermal controls over financial reporting when determining the nature and extent

of our procedures, our audit was not designed to provide assurance on internat conirols.

We performed procedures 1o assess whether the sobistance of business transactions was accurately reflected in the financial report. These and

aur other procedurss did not include consideration or judaement of the appropriateness or reasonableness of the business plans or stratedies

adopted by the directars and Management of the company

Independence

We are HdePfldc‘rﬂ of Lze company, and have met the independence requisements of Australian professional ethical pronouncernents and
the orati . In addition to our audit of the financial report, we wese engaged to undertake the services disclosed in the
notes ta the finandcal staterments. The provision of these sevices has ot impaired our independence.

Audit opinion
I aur apinion, the finangal report of Macquarie Telecars: Group Limited 8 in accordance with:

&%, including:
i} giving a true and fair view of the financial posttion of Macquarie Telecor Groun Limited and the consolidated entity at 30 June 2005
and of their performance for the year ended on that date; and

Gi) complhying wigh Accaunting Standards in Australia and the £ ;and

(b} other mandatory financial reporting requirersents in Austraka

Eock 1 Yo

Ermst & Young Meredith Scott
Partner

Sydney, 1 September 2005
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Auditor’s Independence Declaration

ko the Directors of Macquarie Telecors Group Lirited
In redation to cur audit of the financial report of Macguasie Telecom Group Limited for the financial year ended 30 lune 2005, to the best

of my knowledge and befief, there have been ne contraventions of the auditor independance reguirements of the Corporations Act 2001
ar any applicalle code of professional conduact.

é:mﬁé' & L{m, i

Ermst & Young Meredith Scott
Partner

Syddney, 31 August 2005
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| ASX Additional Information

Additicnal information required by the Australan Stock Exchange and nob shown elsewhers in the annaal report 1§ as follows:

A. Distribution of equity securities
The number of shareholders, by size of holding, i each class of share at 19 September 2008 is:

Ordinary Shares Share PurchasePlan® Discretionary Share Plan®

Number Number Number Number Number Number

of holders of shares of holder of shares of holders of shares

T - 1000 165 109,252 49 29,158 9 G000

1001 - 5,000 951 2,534,127 a1 97508 - -
5001 - 10,000 277 2,338,693 - - 21 210,000
10,031 - 100,000 455 16,760 264 - - 33 1,165,000
100,001 and ower 72 182,731,816 - - - -
1,528 204,574,192 17 127,066 &3 1,384,000

The number of shareholdears
haiding fess than a marketabile
parced of shares 973 2,008,419 117 127,066 ) 9,000
(i) Qrdinary shares issued under the Share Purchase Plan are not disposalie until the earlier of the date of participant termination of
empioyment with the Company, or three years from the date of issuance.
G} Ordinary shares issued under the Discretionary Share Plan are not disposable for swo years from the date of issuance, and forfelt
upon participant termination of employment with the Company.

B. Twenty largest shareholders
The names of the 20 Rrgest holders of quoted shares at 19 September 2005 are:

Quoted ordinary shares

Number of

shares held % held

T Claiward 2ty Umited 124,534 500 B1.07
2 PowerTel Limited 20,270,000 .96
3 Cogent Nominees Pty Limited 10,350,000 4.96
4 Carrier Intemational Pty Limited 4,157,588 2.05%
5 Dupain Holdings 2ty Limited 1,614,503 0,79
£ Westpac Custodian Nominees Limited 1485,752 0,73
7 Elmarco Pty Limited 1,449,727 0.71
8 Merrill Lynch (Austratiz) Nominees Pty Ltd 1,280,000 063
9 W John Priest 1,000,000 .49
100 SLIM Pty Limited 980,000 (.48
11 N Martin & L Martin 560,000 a7
12 Crapain Holdings timited 911,000 .45
13 Mrs Vicky Teoh 783,703 .38
14 Citicarp Nominees Pty Limited 653,492 032
15 My Yang Yang 576,353 .28
16 Laurie lohn Newman 516,938 .25
17 Wr Denis Alan Adtken 500,000 0.24
18 Caveo Communications Pry Ltd 360,000 018
19 M hark John Michael Ditehfield 340,000 0.7
20 Costodial Services Limited 339,000 0.7
Tertal 173,404,756 8470

C. Substantial shareholders
The Compary has not received any substantial shareholding notices in accordance with section 6718 of the Corporations Act 2007
during the year.

D. Voting rights
All ardissary shares carry one wote per share without restriction.
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