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7 Aprii 2004

Telstra announces plans to acquire KAZ Group Limited

Telstra today announced plans to acquire 100 per cent of the shares in Australian IT
services company, KAZ Group Limited. The plan has been unanimously endorsed by
KAZ directors and will involve Telstra paying 40 cents per share in cash via a Scheme
of Arrangement.

Teistra Chief Executive Officer, Dr Ziggy Switkowksi, said the transaction positions
Telstra well in the managed services and Information and Commusications
Technology (ICT) markets, by expanding Telstra’s IT services capability alongside its
core strength in telecommunications.

“For Telstra, the transaction delivers increased capability in the ICT services market, a
key driver of future growth for Telstra’s Business and Government division, by
enabling us to serve an increasing number of customers who are looking to
telecommunications companies as partners who deliver and manage their complex 1T
and Business Process QOuisourcing (BPO) services reguirements,”™ Dr Switkowski
said.

“The combination of KAZ and Telstra’s current managed services activities will
create a profitable business unit with initial revenues approaching $1 billion per year.”

KAZ Chief Executive Officer, Mr Peter Kazacos, who will continue to lead the
business, said the transaction would take KAZ to the next stage of its development as
a leading Australian-owned IT and BPO provider.

“We are excited about the opportunities that this transaction wiil bring by joining two
established and respected companies with superior market positions,” Mr Kazacos
said.

“This combination of KAZ’s and Telstra’s strengths increases the solutions and
services offering we can provide our customers and ensures we can be a competitive
provider of all their communications, IT and BPO needs.”

Telstra Chief Financial Ofticer, Mr John Stanhope, said that the transactiion meets
Telstra’s investment criteria, providing operational control, being cash flow positive
in year one and being EPS aceretive within fwo years.

Telstra Business and Government Group Managing Director, Mr David Thodey, said
KAZ brings experienced people with skilis in BPO, systems integration, consulting,
applications development and 1T management services to complement Telstra’s
existing managed services business and telecommunications expetrtise.
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“Our current intention is to operate KAZ as a stand-alone 1CT business of sufficient
scale to create a powerful foree in the ICT marketplace,” Mr Thodey said.

“This newly created business will allow Telstra to more etfectively combine
commusnication sclutions and [T and BPO related services that, as a trusted and secure
partaer, will be managed and maintained on behalf of customers.”

“The acquisition facilitates the delivery of end-to-end communications solutions to
business and government customers from the advisory and consulting phase through
to the delivery and management phase.”

The offer price values KAZ equity (including share options) at $333 million and
represents a 21 per cent premium to the volume weighted average share price of 33.2
cents since the announcement of KAZ’s current half year result on 24 February 2004
and a 27 per cent premium to the three month volume weighted average share price of
31.5 cents. The offer price also represents a multiple of 7.6 times FY04E normalised
EBITDA of $44 million (based on the mid point of KAZ market guidance).

KAZ directors unanimously support the proposed Scheme of Arrangement in the
absence of a superior offer and cugrently intend to vote in favour of the Scheme in
relation to their personal shareholdings. Lyndsey Cattermole and Peter Draney, who
are directors of KAZ and together own 12 per cent of the shares, have agreed fo grant
Telstra a call option over their respective shareholdings.

The transaction is subject to a number of conditions, including approval from KAZ
shareholders and the court as well as material adverse change and other common deal
closure provisions. It is expected that the scheme documents will be sent to
shareholders in late May and that sharehclders will have the opportunity to vote on
the scheme in late June.

A KAZ Shareholder Information Line has been established to address KAZ
Shareholder inquiries. The number is 1800 040 842. International calls +61 3 9413
4204,

Macguarie Bank Limited advised Telstra and N M Rothschild and Sons Limited
advised KAZ on this transaction.

Attachment A — Key terms of the Merger Implementation Agreement.

Attachment B — Key terms of the Option Deed between Telstra and Shareholder A
and Shareholder B.

Telstra Media Contact: KAZ Media Contact:
Graeme Salf Kevin Ryder
062 9298 5256 02 8263 2960
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Attachment A

Key ternis of the Merger Implementation Agreement

Teistra and KAZ Group have signed a Merger Implementation Agreement (“MIA™)
dated 6 April 2004 which imposes obligations on them to proceed with the proposed
scheme of arrangement. This attachment contains a summary only of the key points
of the MIA. (The terms and conditions of the M1A will be set out in full in the scheme
booklet.)

Conditions

Implementation of the scheme is subject to a number of conditions precedent which
must be satistied before the second court hearing, including:

(regulatory approvals) the obtaining of any approvals required from
regulatory bodies {including ASIC and ASX) and government agencies which
are necessary to implement the scheme;

(no prescribed occurrences and regulated events) there being no
“prescribed occurrence™ (broadly, the events listed in s652C of the
Corporations Act) or “regulated event” (broadly, any return of capital or
profits (other than the previously announced 2003 interim dividend}, profit
warning, disposal of the whole or a substantial part of the business or property,
the acquisition or disposal of business or property in excess of $1 million or
undisclosed capital expenditure in excess of $1 million) in relation to KAZ
Group;

(no material adverse change) there being no event which could have a
“material adverse effect” on the assets and liabilities, financial position and
performance, business, operations, financial condition {(including contingent
liabilities), profits and losses or prospects of KAZ Group but excluding any
effect arising from the termination or non-renewal of any customer confract or
which couid result in a diminution in KAZ Group’s net assets (exciuding
goodwill) of $5.7 million or more;

(no change in indices ) the S&P/ASX 200 Industrials index not falling by
15% or more, and the NASDAQ composite index not falling by 25% or more,
from the closing levels on the last trading day before the date of the MIA;

(no warranty breach) no breach of warranty under the agreement by KAZ or
Telstra;

(no restraints) there being no orders restraining implementation of the
scheme;

(no penalties) KAZ Group not receiving any notice from a government
agency that it may become liable for a penalty or breach of any law (other than
a minor breach) and there is no circumstance in which the reputation of KAZ
Group could be materially adversely etfected; and

(shareholder approval) the approval of the scheme by the KAZ Group
shareholders.

The scheme also requires Court approval.
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No solicitation

KAZ Group has agreed not to solicit any competing offer or proposal from any third
party to acquire 20% or more of the KAZ Group shares, or all or a material part of
KAZ Group’s business or property or to acguire control of or otherwise acquire or
merge with KAZ Group.

Break fee

KAZ Group has agreed to reimburse Telstra $3,300,000 of its costs, if:

. a competing takeover, scheme or other proposal is announced and the bidder
acguires a relevant interest in more than 50% of the KAZ Group shares and
that takeover, scheme or proposal is or becomes unconditional;

. a third party acquires or agrees to acquire the whole or a substantial part of
KAZ Group’s assets, business or property;
. any of the KAZ Group directors fails o make, or withdraws, a

recommendation to shareholders in favour of the scheme except in
cireumstances where an independent expert report is commissioned by KAZ
and that report fails to conclude that the fransaction is in the best interests of
KAZ Group shareholders; or

. any of the KAZ Group directors endorses or otherwise supports a competing
takeover, scheme or other proposal to acquire the shares of KAZ Group or the
whole or a substantial part of KAZ Group’s assets, business or property.

Each party has agreed to reimburse the other $3,300,000 of its costs if the other
terminates the agreement in circumstances where the non-ierminating party is in
material breach of the MiA.

Option holders

There will be a separate scheme of arrangement between KAZ Group and its option
holders which, if approved by option holders and the court, will result in all the
options being cancelled in return for an amount calculated by reference to the Black-
Scholes option valuation methodology, faking into account the terms and conditions
of the options.

Termination

The MIA may be terminated in a number of circumstances before the second court

hearing, including:

. by either party, if the other is in material breach, or the scheme is not approved
by shareholders or the court, or the scheme has been restrained by a court or
governmental agency, or the conditions precedent are not satisfied or waived
or the court has not approved the scheme before 30 September 2004 or such
other date as the parties may agree; and

. by Telstra, it a majority of KAZ Group directors withdraw or change their
recommendation of the scheme or recommend or otherwise endorse a
competing transaction, or a takeover bid is made which offers superior
consideration to that offered by Telstra under the Scheme or if a person (other
than Peter Kazacos or Telstra) acquires control over at least 25% of the votes.
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Attachment B

Key ternis of the option granted to Telstra by Lyndsey Catitermole and Peter
Draney

On 6 April 2004, Lyndsey Cattermole and Peter Draney granted Telstra an option to
acquire their respective 6.1% holdings of KAZ Group shares. (The total KAZ Group
shares which are the subject of the option deeds is 100,475,555 or 12.2%.) The key
terms of the option deeds are summarised below.

. (Consideration) - If the option is exercised, Telstra will pay to Lyndsey
Cattermole and Peter Draney the same amount per KAZ Group share as it pays
to all other KAZ Group sharcholders.

. (Exercise period) — The option can only be exercised by Telstra during a 20
business day period which ends on the earlier of:

o the date 20 business days after the date of the conclusion of the
shareholder meeting for the scheme of arrangement or, if a sharcholder
meeting is not convened by KAZ Group within 3 months after the date
of the deed, the date that is 3 months afier the date of the deed;

o ifa higher alternative proposal (which is a fakeover bid} has been
annhounced and that bid becomes or is declared unconditional and the
bidder has acquired a relevant interest in more than 50% of the KAZ
Group ordinary shares, the date that is the later of:

(i) one month after that higher alternative proposal was
announced; and

(iiy 10 business days after the later of the bidder announcing that
: (AYit has relevant interests in more than 50% of the KAZ
Group shares, and (B)the takeover bid has become
uniconditional; and

o 30 September 2004.
At the end of the exercise period, the option will lapse.

. (Scheme not approved and no alternative proposal) — [ the scheme is not
approved by shareholders or the court, and no alternative proposal has been
announced, the option will immediately iapse.

. (Effect of higher rival proposals) — Telstra may only exercise the option if a
third party has announced a higher alternative proposal and Telstra has
subsequently announced a matching or higher proposal of its own. In addition,
in order for the option to be exercised, at least one of the following must have
happened:

o athird party has relevant interests in more than 50% of the KAZ Group
shares;

o the Telstra proposal, if a scheme of arrangement, has been approved by
KAZ Group shareholders or Telstra has relevant interests in more than
50% of the KAZ Group shares; and, if the Telstra proposal is subject o
any defeating conditions {other than any condition not waivable by
Telstra or a condition the satisfaction or non satisfaction of which is
within the power of KAZ Group), Whistle waives, or announces an
intention to waive, the conditions;
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o KAZ Group has agreed to sell the whole or a substantial part of its
assets, business or property o a person other than Telstra; or

o KAZ Group has agreed to propose a capital reduction or sharehoider
hoider approval resolution under ltem 7 of section 611 of the
Corporations Act which, if approved, would result in a person other
than Telstra having relevant interests in more than 50% of KAZ
Group's ordinary shares.

(Veoting) — Lyndsey Cattermole and Peter Draney remain free to vote their
shares as they see fit.

Page 7 of 7



