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Appendix 4E
Preliminary final report
Telstra Corporation Limited ABN 33 051 775 556 |
Financial year ended
| 30 June 2004 |
Results for announcement to the market
Tetstra Group
Year ended 30 June
2004 2003 Movement Movement
$m $m $m %

Extract from the statement of financial performance

Salesrevenue 26,737 20,495 242 1.2%
Revenue from ordinary activities {including interest revenue) 21,335 21,700 {365) (2.7%)
Net profit available to Telstra Entity shareholders 4,118 3,429 885 28.1%

For fiscal 2004 and fiscal 2003, all ttems included in our statement of financial performance are considered to be from ordinary activities.
As o result, our profit from ordinary activities after tax available to Telstra Entity shareholders is the same as our net profit available to
Telstra Entity shareholders.

During fiscal 2004, the following significant items impacted on the results recaorded in our statement of financial performance:

- On 28 August 2003, we sold our 22.6% shareholding in our assecigted entity 1BM Global Services Aystralia Lid {IBMGSA) with a book
value of 55 mitlion. Proceeds from the sale of this investment amounted to $154 mitlion, resulting in a profit before income tax expense
of 5149 million. As part of the disposal, we negotiated chaniges to a 10 year contract with IBMGSA to provide technology services. This
maodification to our service contract resutted in an expense of $130 million being recognised and the removal of $1,596 million of
expenditure commitments disclosed ot 30 lune 2003, The net impact on our profit before income tax expense of this transaction was ¢
profit of $19 million ($58 million after taking into account income tax benefits).

- One 17 June 2004, Telstra and PCCW Limited bought out a loan facitity previously owed to a banking syndicate by our 50% owned jolnt
venture Reach Ltd (Reach). Our share of the payment in relation to this acquisition amounted to US$155.5 mitlion. At 30 june 2004, we
have provided for the non recoverabitity of the debt, amounting te $226 miltion, as we consider that Reach is not in a position where it
will be abte o repay the amount ptus accrued interest in the medium term.

During fiscal 2003, the following significant items impacted on the resubts recorded in our statement of financial performance:

- Our revenue from ordinary activities included $570 mitlion from the sale of a portfolio of seven office properties. The carrying value of
these properties was $439 million at the time of sale. The profit on sale of these properties was $131 mitlion before income tax expense
and $90 mittion after income tax expense.

- Qur share of net toss from associates and joint venture entities included a $965 million write down of the carrying amount of our
investmertt in Reach. The decision to write down our investment was due to depressed conditions in the global market for international
data and internet capacity resulting in high levels of excess capacity, intense price competition and lower than expected revenues.

- Qur income tax expense includes 0 once-off benefit of 5201 million relating to our election to form a tax consolidated group from 1
July 2002 under tax consolidation legisiation. Under this legistation, tax values of assets for certain subsidiaries are reset according to
set aliocation rules. Subsequent analysis of this adjustment has resulted in a further tax benefit of $58 million being recognised in

fiscal 2004. The once-off benefit reflects the increase in the future income tax arising from these reset tax valves.
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Telstra Corporation Limited ABN 33 051 775 556 |

Financial year ended
| 30 June 2004 |

Results for announcement to the market (continued)

Capital management program

On 21 june 2004, we announced a capital management program, whereby the Company intends to return approximately $1.5 billion to
ordinary shareholders through special dividends andfor share buy backs each year through to fiscal 2007.

On 12 August 2004, we announced an intention to pay a speciat dividend of 6 cerits per share, fully franked, to be paid to ordinary
shareholders with the interim dividend in fiscal 2005 and an intention to undertake an off-market share buy-back up to $750 mittion.

Telstra Group
Year ended 30 June

2004 2003
¢ ¢

Dividends per share
Irrterim dividend paid 13 1z
lrvterim special dividend paid - 3
Final dividend 13 12
Total dividend 26 27

Our interim, special and final dividends for fiscal 2004 and fiscat 2003 are fully franked ot a tax rate of 30%.

The interim dividend for fiscal 2004 had a record date of 26 March 2004 with payment being made on 30 April 2004,

The final dividend is declared sybsequent to balance date and paid in the foltowing Binancial year. Our final ordinary dividend for fiscal
2003 that was provided for and paid during fiscal 2004 had a record date of 26 Septernber 2003 and payment was made on 31 October

20063,

Our finol ordinary dividend for fiscal 2004 has been disclosed as an event after balance date. This dividend will have a record date of 24
September 2004, with payment to be made on 29 October 2004.
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Contents and reference page

Appendix 4E requirements

Reference

1. Repaorting period and the previous corresponding period.

2. Results for announcement to the market.

3. Statement of financial performance with notes to the
statement.

4. Statement of financial position with notes to the statement.

5. Statement of cash flows with notes to the statement.

&. Details of individual and total dividends or distributions and
dividend or distribution payments.

7. Details of dividend or distribution reinvestment plansin
operation and the last date for the receipt of an election notice
for participation in any dividend or distribution reinvestment
plan.

8. Statement of retained earnings.

9. Net tangible assets per security.

10. Petails of entities over which control has been gained or lost
during the period.

11. Petails of associates and joint venture entities.

12. Any other significant information needed by an investor to
make an informed assessment of the entity’s financiat
performance and financial position.

13. Accounting standards used in compiling reports by foreign
entities (e.g. International Accounting Standerds).

14. A commentary on the results for the period.

15. A statement as to whether the report is based on accounts
which have been qudited or subject to review, are in the process
of being audited or reviewed, or have not yet been audited or
reviewed

16. If the accounts have not yet been audited or subject to review
and are likety to be subject to dispute or qualification, a
description of the likely dispute or qualification.

17. if the accounts have been audited or subject to review and are
subject to dispute or qualification, a description of the dispute or
quadlification.

Refer to the 30 fune 2004 financial report lodged with this
decument.

Refer page 1 for “results for announcement to the market”.

Refer to the statement of financial performance on page 4 of this
report.

Refer to the statement of financial position on page 5 of this report.

Refer to the statement of cash flows on page 6 of thisreport.

Refer to the "results for announcement to the market” on page 2 of
this report. Also refer to note 7: Dividends and note 28: Events after
balance date inthe 30 June 2004 financiel report lodged with this
document for additional information, including discussion on
franking credits.

Refer itemn 1 on page 8 of this report.

Refer statement of changes in shareholders’ equity on page 7 of thig
report.

Refer item 2 on page 8 of this report.

Refer itemn 3 on page 8 of this report.

Refer item 4 onpage 9.

Refer item 5 on page 10 of this report.

Mot applicable.

Refer item 6 on pages 10 to 13 of this report.

Refer item 8 on page 14 of this report.

Mot applicable.

Mot applicable.
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Staternent of Financial Performance
for the year ended 30 june 2004

Telstra Group
Year ended 30 June
2004 2003
sm $m
Ordinary activities
Revenue
Sales revenue 20,737 20,495
Other revenue (excluding interest revenue) 543 1,121
21,280 21,616
Expenses
Labour 3,218 3,204
Goods ond services purchased 3,420 3,615
Other expenses 4,389 4,602
11,027 11,421
Share of net losses from joint venture entities
and assacioted entitles 78 1,025
11,105 12,446
Earnings befote interest, income tax
expense, depreciction and amortisation {EBITDA) 10,175 9,170
Depreciation and amortisation 3,615 3,457
Earnings before interest and income tax expense (EBIT) 6,560 5,722
Interest revenue 55 84
Borrowing costs 767 879
Met borrowing costs 712 795
Profit before income tax expense 5,848 4,928
[ncome tax expense 1,731 1,534
Net profit 4,117 3,394
Outside equity interests in net loss i 35
Net profit available to Telstra Entity shareholders 4,118 3,429
Other valuation adjusiments to equity
Met exchange differences on transtation of fingncial statements of
non-Australion controlied entities 21 {161)
Reserves recognised on equity accounting our interests in associates and joint ventures {5) {18}
Increase to opening retained earnings oh adoption of new accounting standard - 1,415
Valuation adjustments attributable to Telstra Entity
shareholders and recognised directly in equity 16 1,236
Total changes in equity other than those
resulting from transactions with Telstra
Entity shareholders as owners 4,134 4,665
¢ ¢
Basic and dituted earnings per share (cents per share) 32.4 26.6
Total ordinary dividends per share (cents per share) 26.0 27.0

The above statement of financial performance is an extract from our full financial report. Refer to the 30 June 2004 finandial
report lodged with this document for the detailed notes o this statement.
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Staternent of Financiat Position
as ¢t 36 fune 2004

Telstra Group

Asat 30 June
2004 2003
sm im

Current gssets
Cash gssets 687 1,300
Receivables 3,608 3,619
lnventories 229 260
Qiher asseis 803 578
Total current assets 5,327 5,757
Nom current assets
Receivables A 877
lnventories 10 14
[nvestments - accounted for using the equity method 40 153
lnvestments - other 80 96
Property, plant and equipment 22,863 23,012
Intangibles - goodwilt 2,104 2,018
Intangibles - other 1,501 1,146
Qiher assets 2,328 2,520
Total non current assets 29,666 29,842
TFotal assets 34,993 35,589
Current Habilities
Payables 2,338 2,525
Interesi-bearing ligbilities 3,246 1,323
[ncome tax payable 539 660
Provisions 358 353
Revenue received in advance 1,095 973
Total current ligbilities 7,576 5,834
Nom current Habilities
Payables 48 51
Interesi-bearing ligbilities 9,014 11,232
Provision for deferred income tax 1,807 1,814
Provisions 778 814
Revenue received in advarnce 408 432
Total non current liabilities 12,056 14,343
TFotal licbilities 19,632 20,177
Net assets 15,361 15,422
Shareholders’ eguity
Telstra Entity
Contributed eguity 6,073 6,433
Reserves {105) (150}
Retained profits 9,391 9,137
Sharehclders’ equity ovailable to Telstra Entity shareholders 15,359 15,420
Outside equity interests
Contributed eguity 2 1
Retained profits - 1
Total outside equity interests 2 2
Total shareholders' equity 15,361 15,422

The above statement of financial position is an extract from our full financiol report. Refer to the 30 June 2004 financial report
lodged with this document for the detailed notes to this statement.
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Statement of Cash Flows
for the year ended 30 june 2004

Telstra Group

Year ended 30 June

2004 2003
$m $m
Cash flows from operating activities
Receipts from trade and other receivables {inclusive of goods and services tax} (GST) 22,854 22,511
Payments of accounts poyable and to employees (inclusive of GST) {11,816) (11,920)
Interest received 51 70
Borrowing costs paid {B46) {999)
Dividends received - 7
lncome taxes paid (1,856) {1,536)
GST remitted to the Australion Taxation Office (ATO) (1,056) (1,076)
Net cash provided by operatling activities 7,433 7,057
Cash flows from investing activities
- property, plant and equipment (2,572) {2,704)
- internal use software assets {435) {555)
- patents, trademarks and licences (2) (2)
- deferred expenditure (6) -
Capital expenditure {before investments) (3,015) (3,261)
- shares in controtied entities {66T) (25)
- investment in joint venture entities (1) (45)
- investment in associated entities (including share buy-back} 1 -
- shares in listed securities and other investments (1) {1)
Investment expenditure {668) (71)
Total capital expenditure (3,683) {3,332)
Proceeds from:
- sale of property, plant and equipment 168 797
- sale of shares in controlled entities - 12
- sale of joint venture entities and associaied entities 221 20
- sale of listed securities and other investments 24 7
- sale of business - &
Net cash used in investing activities (3,270) (2,492)
Cash flows from financing activities
Proceeds from:
- botrowings 4,119 5,914
Repayment of:
- botrowings (4,274) {6,315)
- Felstra bonds {211) {582)
- finance leases principal amount {13) (22)
Employee share loons {net} 24 33
Loan to joint venture entity {226) -
Dividends paid (3,186) {3,345)
Share buy-back (1,009) -
Net cash used in financing activities (&4,776) (&,317)
Net increasef(decrease) in cash {613) 248
Foreign currency conversion " {18)
Cash at the beginning ofthe year 1,300 1,070
Cash ot the end of the year 687 1,300

The gbove statement of cash flows is an extract from our full financial report. Refer to the 3¢ June 2004 financial report lodged

with this document for the detailed notes to this statement.
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Statement of Changes in Shoreheiders' Equity
for the year ended 30 June 2004

Teistra &roup
Reserves
Asset Fareign Consolid- Quiside
Contributed revaluc- curTency ation Retained equity
equity tion tronslation  Genercl fair volue profits interests Total
$m sm s $m $m $m $m $m

Balance at 26 June 2002 6,433 32 {55} (17} 54 7,661 {# 14,106
- increase to opening retained profits
on adoption of new accounting - - - - - 1,415 - 1,415
standard
- change in outside equity interesic
capital, reserves aa’lwl accumlumted ) ) ) ) ) (8) 30 31
losses {apart from interests in net
Loss)
- net profitfiioss) - - - - - 3,428 {35} 3,394

- reserves recognised on equity
accounting our interest in assodates - - {213} 3 - - - (18}
and jeint ventures entities

- adjustment on transiation of

finoncial staterments of non- - - {161} - - - - {161}
Ausiralicn controtted entities

- fair value adjustment on

acquisition of controlling Interest in - - - - {4 4 - -
joint venture entity

- transfer of foreigh currency
transtation reserve and generat
reserve on sale of controlied entities
and ossociotes

- dividends - - - - {3,345) - (3,345}
Balance ot 36 June 2003 5,433 32 {246) 8 56 9,137 2 15,422

- change in outside equity interesis’
capital, reserves and accumutoted
losses {apart from interests in net
Loss)

- net profitfiioss) - - - - - 4,118 {1} 4,117

- - 3 22 - {13 - .

- reserves recognised on equity
accounting our interest in assodates - - {5} - - - - £E3)
and jeint ventures entities

- ndjustment on transiation of

financial statements of non- - - 21 - - - - 21
Ausiralicn controtted entities

- fair value adjustment on

acquisition of controlling Interest in - - - - {8} & - -
joint venture entity

- transfer of foreigh currency
transtation reserve and generat

reserve oh sale of controtied entities ) ) 38 @) ) 53 i )
and gssociotes

- share buy-back £360) (849} (1,009}
- dividends - - - - - {2,186) - (3,188}
Balance at 36 June 2004 5,673 32 {186) 5 Lh 9,391 2 15,361

The above statement of changes In shareholders' equity Is an extract from our full finandal report. Refer to the 20 June 2004
finoncial report lodged with this decument for the detalled notes to this statement.
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i.  Details of dividend or distribution reinvestment plans in operation

During fiscal 2004 and fiscol 2003, we had no dividend or distribution reinvestrment plans in operation.

2. Nettangible assets per security Telstra Group
Year ended 30 June
2004 2003
d ¢
Net tangible assets per security 107.4 109.4

3. Details of entities which control has been gained or tost having a material affect

Buring fiscal 2004, we gained control of the following entities:

On 5 March 2004, we purchased 100% of the share copital of Trading Post (Austrolio) Holdings Pty Ltd and its controlled
entities {Trading Post Group) for totel consideration of $638 million. This induded payments for shares (including
associated acquisition costs) of $448 million and the repayment of Trading Post Group loans of $190 million. We
recorded goodwill of $179 million as a result of this purchase.

The Trading Post Group contributed $44 million to soles revenue for the 4 month perlod ended 2¢ June 2004, The
contribution to profit before income tax expense was $9 mitlfon and profit after income tux expense was $6 million.
The Trading Post Group previously had o financiol year end of 31 Decernber 2003, For the yeor ended 31 Decernber
2002, the Trading Post Group hod sales revenue of $129 million, with profit before income tax expense of $2 millfon
fprofit ofter income tox expense of $0.2 million).

Refer note 23: Investrments in controlled entities of our 30 June 2004 financial report lodged with this docurnent for
additionol details regarding our investment in controlled entities.

4.  Details of investments in joint ventures and associated entities

Ownership Interest

2004 2003
Name of joint venture entity % %
FOXTEL Partnerships # 50.¢ 50.0
Custormner Services Pty Ltd 50.¢ 50.0
FOXTEL Management Pty Lid 50.0 50.0
FOXTEL Cable Television Pty Ltd 80.0 80.0
Reach Ltd 50.¢ 50.0
Stettar Call Centres Pty Lid 50.¢ 50.0
Xantic BV, 35.0 35.0
TNAS Limited 333 333
1300 Australio Pty Ltd 50.¢ -

# This includes both the FOXTEL partnership and the FOXTEL television partnership.

Appendix 4E page 8



Telstra Cotporation Limited Preliminary finat report

&, Details of investments in joint ventures and associated entities {continued)

Ownership Interest

2004 2803
Name of associated entity % %
1Mt Global Services Australia Ltd - 22.6
Australian-lapan Cable Holdings Limited 3.9 39.9
Ecard Pty Ltd 50.0 50.0
FT Mitra Global Telekomunikasi indonesia - 20.4
Telstra Super Pty Ltd 100.0 104.0
muyinternet Limited - 211
Keycorp Limited 47.9 47.9
Telstra Foundation Limited 100.0 106.0
Citylink Limited - 271

Buring fiscal 2004, we sold our shareholding in the following significant assodiated entities:

- On 28 August 2003, we sold our 22.6% shareholding in our assodated entity 1BM Global Services Australia Limited
(IBMGSA) for $154 miltion.

- On 20 Jonuary 2004, we completed the sale of our 20.4% shareholding in PT Mitra Global Telekomunikasi Indonesia
{MGTH. Revenue from the sate of this investment amounted to $50 mittion, resulting in a profit before income tax of $21
million.

Refer note 24 In our financiat statements todged with this decument for further detalls of our joint venture entities and
assaciated entities.

Share of joint venture entities’ and associated entities' net profitsf{losses)

Year ended 36 lune
2004 2003
$m $rm
Qur net profiti{toss) from joint veniture entities and
assacicted entities has been contributed by the
following entities:
Joint venture entities
FOXTEL Partnerships ¢ (44]) (4T3
Stellar Call Centres Pty Lid 2 z
Xantic B.Y. (43) (24)
Reach Lid - {G46)
[85) {1,015)
Associated entities
1BM Global Services Australia Limited 3 6
Australien-lapan Cable Heldings Limited - {6)
Solution & Holdings Ltd - {2)
Ecard Py Lt {2) {10)
FT Mitra Global Telekomunikasi indonesia 6 z
7 {10]
78] {1,025)

# This includes both the FOXTEL Partnership and the FOXTEL Television Partnership.

The significant decrease Tn our share of net toss from joind venture entities and associated entities in fiscal 2004 is
mainly due to the write down of the carrying amount of our investment in Reach, amounting to $965 mitlion, in fiscal
2003,
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5. Any other significant information needed by an investor to make an informed assessment of the entity’s financiat
performance and financiak position

Statemnent of Financial Position

We continued to maintain o strong financial position with net assets of $15,361 mitlion.

Our net assets decreased by $61 mitlion, comprising o decrease In our total assets of $606 million and o decrease in
total Hobilitles of $545 million,

The decrease in total assets of $606 million was primarily due to the following movements during the year:

- Cash ossets decreased by $613 million due to our working capital requirements and the off market share buy-back
completed in November 2003;

- Our property, plant and equipment decreased by $145 million, due mainly to depreciation and amortisation charges;
and

- Offset by current other assets being higher due to increasing deferred mobile handset subsidies of $84 milllon.

The decrease in total Habilitles of $545 milion was primarily due to a reduction in total interest-bearing Habilities,
which was attributable to the repayment of loans from free cash flow generated during the year.

The group continyed to maintain a strong free cash flow position, which enabled the company to Increase ordinary
dividends, fund an increase In investing activities and complete an off market share buy-back. We have goined cash
through continued strong company operating activities and through careful capitat and cash management. We have
also acheived a sustainable reduction in capital expenditure,

Statement of Cash Flows

We continued to generate strong cash flow from aperating activities of $7,433 million (20031 $7,057 million). This
position was the resutt of continued tight conftrol of expenditure and improved waorking capital management,
partioily offset by higher tox payments.

Cash used in investing activities was $3,270 million, representing an increase of $778 miltion from the prior year. The
increase is mainly attributable to the acguisition of the Trading Post Group for $834 million and the Cable Telecom
group for 331 mitlion net of cash batences acquired. In addition, o decrease of $629 mitlion in our proceeds from
property, plant and equipment was due malnly to the sote of g portfolio of seven office properties in fiscal 2003, The
current year proceeds on sale included $154 mitlion from the sale of our Interest in IBMGSA, $50 mittion from the sale
of pur interest In PT Mitra Global Telekomunikast indonesia (PT Mitra) and $168 mitlion fromn the sate of property,
plant and equipment.

Total cash flow before financing activities (free cash flow) decreased to 54,163 mitlion {2003: $4,565 million).
Our cash used in financing activities was $4,776 mitlion (2003 $4,317 miltion) after dividend poyments of $3,188

miltion {2003: $3,345 million)}, share buy-back of $1,009 million (2003: nil} and net repayment of borrowings of $581
mitlion {2003 $972 million).

€.  Commentary on the results for the period

Our net profit after outside equity interests for the year was 34,118 million, representing an incregse of 20.1% on the
prior year's net profit of $3,425 milien. The increase in net profit arose largety due to o $965 million write down of
the Tnvestment in our 50% owned joint venture Reach Ltd (Reach) during fiscat 2003,

Earnings before interest and income tax expense (EBIT) for fiscal 2004 waos $6,580 mitlion {2003: 55,723 mitlion).

Total revenue {including interest revenue) for the year decreased by 1.7% to $21,335 million (2003 $21,700 million).
This decrease was primarily due to revenue in fiscal 2003 including proceeds from the sale of seven office properties,
which contributed gross proceeds of $570 million.

Sates revenue was $20, 737 milllon, representing a 1.2% increase on the prior gedr soles revenue of $20,455 million,
This increase was attributable to growth in mobiles, internet and IP solutions, PSTN products and advertising and
directaries, offset by a decline In revenues from (5L,
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6. Commentary on the results for the period (continued)

We operate ¢ full service telecommunications model. Basic access revenue increased due to the introduction of
pricing packages with higher access charges and lower calt rates, but was offset by tower locat call, international
direct and national long distance revenues. Mobite services and fixed to mobite call revenue increased, largely due
to the strength of mobite’s data revenue and the continued growth in the number of mobiles in the Australian
market. The higher mobile services and fixed to mobile call revenue was, however, particlly offset by lower
revenue from mobile handset sales. Internet and IP solution revenue experienced significant growth due to
increased numbers of broadband subscribers. Advertising and directory services revenue grew due to the continued
take up of new advertising offerings. 15BN revenue decreqsed mairdy due to the migration of corporgte customers
to other products such as ADSL and frame relay. Inbound calling products alse decreased due to intense price
competition and a dectining customer base.

Our total revenue from other controlied entities was tower due to ¢ decline in revenue from (51 as aresult of
unfavourable corrency fluctugtions and extremely competitive market conditions in the region. This was
moderated by increases achieved by our New Zealand subsidiary, Telstrallear.

Other revenue decreased by $578 million to $543 mitlion, due primarily to the sale of the seven office propertiesin
fiscal 2003 referred to above. In fiscal 2004, other revenue included the sale of our sharehelding in our assodiated
entity, tBM Globat Services Austratia Limited (IBMGSA), contributing proceeds on sale of $154 mittion.

We continued to focus on cost control in fiscal 2004, Overall expenses decreqsed by 7.7% to 515,487 mittion from
$16,772 mittion in the prior year. A significant portion of this decrease was due to the $565 mitlion write down of
the investment in our 50% owned joint venture, Reach, and the cost of gssets and investments sold during fiscal
2003,

Labour expenses were in tine with the prior year at $3,218 million (2003: $3,204 million). Goods and services
purchiased decreased by 5.4% to $3,420 mittion in fiscal 2004 (2003: $3,615 million) due to a reduction in handset
sates, lower network payments and lower commercial project payments. Depreciation and amortisation expense
increased by 4.9% to $3,615 mittion (2003: $3,447 mittion), due mainly to the growth in communications asset
additions. Other expenses decreased by 4.6% o $4,389 million (2003: $4,602 mitlion), mainly due to the carrying
value of assets and investments sold in the prior year being significantly larger than the current year . This
decrease in other expenses was partly offset by a write down of additional funding to Reach of $226 miltion and
$130 million to exit our contracts for information technology services with IBMGSA, corresponding with the sale of
our fnterest in this business.

income tax expense increased by 12.8% to $1,731 million in fiscal 2004, primarily due to a $201 mitlion tax benefit
recognised in the prior year on initial adoption of the tax consolidation legislation. Tax expense alse increased due
to the higher profit of the group, giving an overall effective tax rate of 29.6%.

HEt e

Qur earnings per share increased to 32.4 cents per share in fiscal 2004 from 26.6 cents per share in the prior year.
This incregse was due to improved earmnings and a reduction in the number of shares on issue as g result of the off
market share buy-back completed during fiscal 2004.

The directors have declared a final fulty franked ordinary dividend of 13 cents per share, bringing dividends per
share for fiscal 2004 to 26 cents per share. The prior year dividends amounted to 27 cents per share, which included
a special dividend of 3 cents per share. The directors alse returned $1,001 mittion to shareholders through an off
market share buy-back.

Other refevant measures of return to tnvestors include the following:

- Return on average assets - 20041 19.4% {2003: 16.3%)

- Return on average equity - 2004: 26.8% (2003: 23.2%)

- Earnings before interest, income tax expense, depreciation and amortisgtion (EBITDA} - 2004: $10,175 mitlion
{2003: $3,170 mitHon)

Return on average assets is higher in fiscal 2004 primarily due to the write down of the investment in Reach in fiscat
2003, Return on average equity was higher partinlly due to the share buy-back in fiscat 2004 and for the reasons
noted in the discussion and anaclysis on our statement of financial position and statement of financiat
performance.
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6. Commentary on the resutts for the period (continued)

Share Boy-fock

On 24 November 2003, we completed an off-market share buy-back of 238,241,174 ordinary shares as part of our
ongolng capital management program. The ordinary shares were bought back at $4.20 per share, comptising o fully
franked dividend component of $2.70 per share and a capital component of $1.50 per share. The Commonwealth of
Austratia did not participate in the share buy-back.

The shores bought back were subsequently cancelled, reducing the number of fully patd ordinary shares on issue. In
totat, 1.85% of our total issued ordinary shares, or 3.71% of our non Commeonwealth owned ordinary shares, were
bought back.

hegrmert information

For segment reporting purposes, the Telstra Group is organised along the fotllowing segments:
+ Telstra Consumer and Marketing;

« Telstra Country Wide;

« Telstra Business and Government;

« Telstra International;

« Infrastructure Services;

« Telstra Wholesale;

+ Telstra Technology, Innovation and Produds;

+ Bigpond, Media Services and Sensis; and

+ Corporate aregs.

Refer note 5 to our finandal statements for details on the nature of the products and services provided by these
segments,

The majority of our sales revenue from ordinary activities is derived from Telstra Consumer and Marketing, Telstra
Business and Governrnent and Tetstra Country Wide.

Tetstra Consumer and Marketing's sates revenue increased by 2.4% infiscal 2004 to $5,719 million due mainky to the
continued strong performance of its mobile services, especially in data end prepaid usdage. We also experienced strong
growth in data and internet which was mainty driven by Increased broadband customers, slightly offset by tower ylelds
with our new broadband plans. Despite intense competition in fixed line calling services, and migration to other
products, fixed line revenues only declined stightly for this segment.

Tetstra Consumer and Marketing earnings before interest and income tax expense (EBIT) Increased by 0.9% in fiscal 2004
us the revenue growth was offset 1o some extent by the growth in expenses. Expense growth resulted from an increase
in labour costs driven by increased staff numbers to support the higher customer base and growth in FOXTEL bundting
costs. This was offset by decreased domestic and international network poyments due to lower termination rates and
the stronger Australian dollar.

Telstra Country Wide sales revenue totalled $5,224 million in fiscal 2004. Sales revenue growth of 3.3% was schieved in
fiscal 2004, predominantly due to solid growth in data and internet services, fixed to mobile and mobiles revenue {due
to the increased volumes and the number of services) and national tonyg distance calls, as well as new revenue streams
from Pay TV. This growth was partially offset by a reduction in basic access, tocal calling and international tong
distance revenues due to increased competitor activity and product substitutions.

Telstra Country Wide EBIT Increased 2.7% compared with fiscal 2003 with sotid growth in revenue, which was partially
oftset by increased costs. The main contributing factors to the incredsed costs in fiscal 2004 were increased volumes for
colls terminating on other catrlers’ networks and costs associated with new Pay TV revenue streams.
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6. Commentary on the results for the period (continued}

i

contieeds

Tetstra Business and Government sales revenue totolled $4,335 million in fiscal 2004, Sales revenue growth in fiscat
2004 remained flat compared with fiscal 2003, predominantly due to an environment of on-going price re-balancing
initictives and tough competition. Solid growth infixed to mobile revenue in fiscal 2004 was achieved, due to increased
call volumes and growth in the number of mobite phone ysers in the Australion market and continued growth in
internet and 1P solutions related revenue, Basic access revenue incregsed in fiscal 2004 due to higher rertal and
subscription, however local call revenue, national lang distance calt revenue and internationot direct revenue
decreased, mainly due to migration to other telecommunication solytions. Further contributions to sales revenue
occurred in fiscal 2004, os g result of the acguisition of the United Kingdom bosed Cable Telecom Limited group in
February 2004 and the business assets of Powergen in October 2003,

Tetstra Business and Government EBIT grew by 4.5% to $3,118 million in fiscal 2004, This growth was driven by profits
maode on the disposal of IBM Global Setvices Australio Limited (IBMGSA) and Commander Communications Limited,

Cithar Tnformration

Mo significant events have occurred after balance dote for the year ended 30 June 2004, other thon:

Divigend deckrotion

Om 12 Auqust 2004, we declared o fully franked final ordinary dividend of 13 cents per ordinary share, poyable on 29
October 2004 to those shareholders on record at 24 Septemnber 2004, A provision for dividend payable has been raised as

at the date of declaration, amounting to $1,642 million. The financial effect of the dividend declaration was not
brought to decount ds at 30 fune 2004,

UL GILGEL

On 19 tuly 2004, we finalised the acquisition of 100% of the issued share capital of KAZ Group Limited and s controtled
entities (the KAZ Group). We paid 40¢ per share via o Scheme of Arrangement, resulting in the payment of cash
consideration of $333 million,

The KAZ Group is o provider of business process oulsourcing, systems integration, consuling, spplications development
and T monagement services. it operates mainly in Australia but also conducts business in the United States and Asia.

The financial effects of the acguisition of the KAZ Group were not brought to account ds at 30 fune 2004, The operating
results and assets and licbilities of the KAZ Group will be consolidoted into our statement of financial performance and
staternent of financial position from 19 July 2004, No provision for restructuring has been ralsed on acquisition.

Special dividend o uig-back

Om 12 August 2004, we disclosed the intention to pay a fully franked special dividend of 6 cents per share
{approximately $750 million), as part of the interim dividend in fiscal 2005 and the intention to undertake an off-market
share buy-back to o maximum of $750 mitlion, which is expected to be completed in the first half of fiscal 2005, The
proposed special dividend and share buy-back are in accordance with our copitel manogement program and intention
ta retyrn approximately $1,500 million to shareholders eqch year through to fiscal 2007, The financial effect of the
special dividend and share buy-back will be reflected in the financial stotements in fiscal 2005,

EEENE

On 4 August 2004, we announced the signing of e Heads of Agreement to establish g 50/50 joint veniure with Hutchison
3G Australio Pty Ltd (H3GA), o subsidiary of Hutchison Telecommunications (Austratia) Limited, to jointly own and
operate H3GA's existing 36 radio access network and fund future network developrment. The arrangement is subject to
due diligence by us, consent from the Australian Competition and Consumer Commission and final approval of the
arrangement by the boards of both companies,

Under the Heads of Agreement, the H3GA radio access netwotk is proposed to became the core asset of the joint
venture, In return for 50% ownership of the asset, it is proposed that we will pay H3GA $450 million under o fixed

payment schedule In four instalments beginning in November 2004,

The financial effect of the arrangement was not brought to account as at 30 June 2004,
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Gther fuctors Hhely o offect results bn the future
Adoption of International Financial Reporting Standards

infiscal 2004, Australian Accounting Standard AASB 1047: “Disclosing the Impacts of Adopting Australian
Equivalents to International Financial Reporting Standards” was introduced. This standard requiresuste
expiain how cur transition to international financial reporting standards (FRS) is being managed and ¢
narrative explanation of the key differences in accounting petlicies that are expected te arise from adoption of
Australion equivalents of tFRS.

We have established a formal IFRS project team to manage the convergence to IFRS and ensure we are prepared
to report under {FRS as adepted by the Australian Accounting Standards Boord for the holf-year ended 32
December 2005 and full year ended 30 June 2006. The IFRS project team is monitored by a governance
committee comprising senicr members of management, and reports regularly to the audit committee on the
progress towards adoption.

The pianning and technical evalugtion phases of the IFRS project have largely been completed, and we are well
advanced in determining the impact of adopting IFRS. We expect the impact analysis phase te be completed
during fiscat 2005, enabling us to effectivety manage the imptementation of changes required ahead of its
application date.

The follewing areas have been identified as significant in terms of level of activity to substantiate the impact en
cur financial report andfor the potential transitional adjustment:

+ share based payments;

+ income taxes;

« employee benefits;

+ changes in foreign exchange rates;

+ borrowing costs;

* investment in associates:

+ intangibie assets; and

+ financial instruments.

Refer to note 1.4 of our financial report for further details regarding our management of the convergence te
RS and explanation of key differences in accounting policies expected to arise on adoption of Australian
equivalents of IFRS.

B. Statement about the cudit status

Cur preliminary finat report is based on the Telstra Corperation Limited and controlled entities financial report
as at 30 June 2004, which has been audited by the Australian National Audit Office (ANAD). Refertothe30

June 2004 financial report for the independent audit report te the members of Telstra Corporation Limited.
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Financial Highlights
Year ended 30 June 2004

RECORD PROFIT
Momentum continues with revenue growth, cash growth and earnings growth

Reported earnings before interest and tax{EBIT) increased by $0.8 billion or 14.6% to $6.6 billion,
comprising ¢ decline in reported revenues of 1.6% to $21.3 billion, and a reported expense decline of 7.4% to
$14.7 billion. Reported profit after tax and outside equity interests (PAT) was a record $4.1 billion.

Underlying” sales revenue increased 1.0% to $20.7 billion. Growth occurred across mobiles, internet and IP
solutions, advertising and directories and Pay TV, partly offset by a decline in revenues from Hong Kong CSL,
which included a foreign exchange impact, other sales and service and other controlled entities.
Underlying’ domestic sales revenue increased 1.7%. Excluding revenue from NDC construction activity and
cable recovery and recycling project, underlying domestic sales revenue increased $451 million or 2.4% to
$19.2 billion. Underiying’ total revenue (exciuding interest) increased 6.7% to $20.9 billion.

Underlying’ operating expenses (before depreciation, amortisation & interest) declined $150 mittion or 1.4%
to $10.6 billion, driven by lower network payments. Underlying” total expenses (before interest and tax)
increased by $14 million or 0.1% to $14.2 billion with underlying depreciation and amortisation growth of
4.8%.

Underlying ' earnings before interest and tax increased $135 million or 2.1% to $6.7 biltion, from reduced
expenses, pariicularly network payments and the impact of cost reduction programs.

Underlying’ EBIT margin has increased by 0.3% to 32.3% and underlying EBITDA margin has improved 1.0%
tc 49.8%.

Domestic core operating capital expenditure” declined by $282 mitlion or 8.9% to $2.9 billion.

Operating cashflow less cashflow used in investing activities (free cashflow) declined 8.8% to $4.1 billion,
driven by the acquisition of Trading Post Limited, a reduction in proceeds from asset sales and offset by
improved working capital management and increased cash profits before tax paid. After removing the
impact of the Trading Post acquisition and the prior year sale of commercial properties, free cashflow
growth was 20.2%.

A fully frenked final ordinary dividend of 13¢ per share has been declared and is payabie on 29 October
2004. This was arn increase of 8.3% on the final ordinary dividend declared in the prior year and brought the
full year ordinary dividends to 26¢ per share.

Additional capital returns to shareholders in the 2004/05 year will comprise an off market share buyback of
up to $750 million and the intention to pay a special dividend of 6¢ per share with the interim dividend of
2005/04.

Customer Service performance was again ot high levels as seen in the March ACA repert and continued
throughout the final quarter. The company strateqy is to drive further service improvements to meet
customers’ expectations.

Astrong Statement of finandial position (Balance Sheet) with strong capital settings was maintained.

All results stated in $A unless otherwise indicated,

N/M refers to not meaningfut,

All statistical dota represents management’s best estimetes and excludes olt Telstra internal usage statistics.

Footnotes:

1. Underlying resuits are produced to altow like for like compatison by removing those items which are either not of @ comparable nature owing to
structural changes to the business e.g. acquisitionsfconsolidations, significant and non recurring or not part of the core operations of the
business,

The years ended 30 June 2004 and 2003 underlying results EXCLUDE:

The impact of the acquisition of Trading Post, proceeds from assetfinvestment sales and book value of assetfinvestment sales, the diminutionin
value of investrments, the non-cash write down of the investment in Reach and Reach contract exit transdactions, and the tax benefit from the
atcounting impact of ta consolidation.

2. Domestic core operating capital expenditure Is operating capitel expenditure excluding HKCSL & Telstra Clear aperating capital expenditure.
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Statement of financial performance
for the year ended 30 June 2004

Year Ended 30 June 2004
2004 2003 Reported Undergying'  Heported Underlying”
Reported l.}!'“(-m'iging:l Reported Unde;igingl Change Change Change Lhange
(in § milltons) $m $m i %
Mobiles
Mobile services 3,453 3,455 3,237 3,237 st 2B S 71
Mobile hondsets 5% 352 386 385 {34 [24] (8.8 8.8
Total Mobies 3,807 3,807 I613 3813 184 194 54 5.4
BigPond norrowband 287 297 298 198 {15 {1) (0.3 (0.3
BigPond broadband 274 274 21z 212 &2 62 29.2 222
‘Wholesale broadbond 142 142 e w3 &3 9% 1298 1898
Wholesate internet direct 14 14 20 i} [GH {8] (2004 (3000
Internet direct 117 117 11 1:1 & [ 54 54
IP salutions 168 163 120 1290 4 40 333 333
{ither & & H H 13 1) (1433 {14.3)
Internet and iF solutions 1,018 1,518 817 817 183 193 3.6 238
PSTH Products
Basic aceess 3,437 3,257 3,083 083 154 154 50 5.4
Lacal calis 1,504 1,504 1,567 1567 63 0] (4.0 (4.0
PSTM valus odded services 159 239 280 280 {215 [21) (7.5} {7.5)
Maotienak iong distonce calls 1,181 1,121 1,162 1,162 {415 [43) (3.5} {3.5)
Fixed to mobile 1,507 1,397 1,547 1,517 B0 ) 53 5.3
Intesnational direct 166 269 307 307 {413 [43) (17,43 {13.4)
Totat PSTH 7,984 T 7816 7.816 &8 68 ) 0%
Speciatised Bata 1,018 1,018 1,051 1,051 {353 (23] (3.3 (1.3
|1SEN (Access and Calls) 2ET 927 451 451 {26} [24] (2.5} (25
Advertising and Directories 1,351 1,307 1,217 1,217 134 [:1¢] 110 7.4
Intercarrier services 1,138 1,158 1,15% 1,15% {173 (17 (1.5 {1.5)
Irbound calling praducts &476 479 £94 434 {18} (18] (385 {3.6]
Solutions mandgement 489 489 48T 48T 2 z G4 0.4
{rher Contrafled Entities { excluding FH 51 & TCear) 194 184 22 223 {285 [28) (12.63 {12.6)
H¥ 5L THE 725 08 08 (1823 (182 (2003 (2000
Telstraliear 574 574 548 S48 H 6 &7 4.7
Lustomer premises eguipment 184 184 194 1%4 {165 (10) [3.25 {5.21
Pauyghones 141 141 148 144 Ty Ied) (4.7 4.7
{ther sales & sarvice Tig 718 772 ITe {545 [Z4) (7.0 {74
Sales sevenue 20,737 206,683 20,495 20,495 242 198 1.2 14
Other revenue 543 FEE] 1,121 - (578} [45] (518} {18.7)
Total revenue t1, 280 20,506 11616 20,757 (238} 148 (1.5} 3.7
Expenses:
Labour 3,418 3,204 3,204 3,204 14 o 0.4 i
Goods and services purchased 3,420 3,408 3,613 3,550 (185} (141) (5.4} (4.0
Other expenses 4384 3,812 4,608 3,815 (2173} 1) (4.5 0.1
Experses bafore equity aco/depnfamortiinterest 11,027 16,323 11,421 10,569 (3845 (144] [T.45 {1.3)
Shaye of net loss from ossociotes end joint venture
entities ki 14 1,025 w4 (347} 6] (9243 7.1
Totel operating expenses before
depnjamortfinterest 11,103 15,603 12,446 10,753 (3,34L] (1%0) (10.8) {1.4)
EBITOA 10,175 18,503 o,170 10,004 1,008 88 154 B4
EBITDA exct share of net boss from associates &
joint venture entities 10,253 14,581 10,18% 10,088 S8 283 0.8 48
Depreciation 4,873 LETE 2,754 2,754 11% 118 A3 A3
Amortisation (excl geodwill} 619 619 577 577 42 42 7.3 73
Gocdwill amortisotion 123 120 116 116 7 k) 5.0 34
Totat depreciotion/omertisction 3,615 3,611 1647 3447 168 164 4.9 48
Totat operating expenses before intesest 14,720 14, 214 15,893 14,200 {1,173} 14 (¥.461 0.1
EBIT 6, 560 5,602 5,7i3 6,857 B3T 138 14.6 21
EBIT exci share of net foss from associafes & joint
venture entities 6,638 8,770 5,748 6841 (119} 1% (1.6} 1%
MNet borrowing costs Fiz Tid T 7a9% (B3 {83) (10,4} (10,45
Profit before income tax 5,848 5,980 4,28 5762 g 218 18.7 38
Tox 1,731 1817 1,534 1723 157 104 12,8 5.0
Profit after tox (bef. utside equity intarests) 4,117 4, 153 1,304 5,038 T2 114 343 bE]
Gutside equity interests 1 1 I8 3% (34 {343 (97,1} (47,15
Profit after tax A, 118 4, 154 I435 5,074 583 Bl 1 20
Effective tax rate 26.6% 30.6% I1.1% 29.5% (2.5%} 5.7%
EBITDA margin on sales revenve ™ 4515 49.8% 44,75 5B.5% 4% 1.0%
ESIT margin on sales reve fii} 31.6% 3E.3% 27.9% B2.0% 3% 3%
Earrings per share {cents} 34 2.6 6.6 1.7 5.8 2.8 218% 2.8%

{it Underlying tax calculations represznt management's best estimates

{it; The reported and undestying percentoge growth represents the percentage movement from the prior eorresponding period.

Product definitions hove been reviewed and where necessary in the Year Ended 26 fune 2003, compaorative figures have been adjusted to align with chonges in
presentation in the Year Ended 30 lune 2004, {Kefer reconcitiation on page 575

{ii) 2004 EPS uses o weighted agverage of 12,723 million shares following the share Buy Back, 2003 EPS was bosed on 12,866 million shores,
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Cash flow summary
For the full year ended 30 June 2004

Table 1 - Cashflow Summary

Year Ended 30 June 2004

2004 2003 Change Change
{in § millions) %
Receipts from Customers 22,554 22,511 443 2.0
Payments to SuppliersfEmplogees {11,8186) {11,920; 104 (8.5}
Net interest and Finance Charges {7a5} {929} 134 {14.4)
Income Tax Paid (1,858) {1,536} {320% 20.8
bBividends Received 2 7 {5} {71.4)
GST Remitted to the ATO (1,856) {1,076} 20 (1.9
Operating Cash Flow 7,433 7,057 376 53
Operating Capital Expenditure (3,087) {3,364} 297 (8.2
Less Capitatised Interest T4 105 (31} {29.1)
Operating Capitol Expenditure (3,013) {3,259 2468 (7.5
Investment Expenditure {668} (¥1} {597} B40.8
Patents, Trademarks and Licences (including 3G spectrumy) {2) 3] - 8.0
Capital Expenditure - excluding Capitalised Interest {3,683) (3,332} {351} 1.5
Receipts from Asset SalesfOther Proceeds 413 840 {427} {50.8)
Cash flow used in Investing Activities (3,270} (2,492} {17EY 31.2
Operating Cash Flow less Cash Flow used In Investing Activities 4,163 4,565 {402} {8.8)
Movemnents in Borrowings/Finance Leases (379} {1,005} &£26 {82.3)
Employee Share Loans {MNet) 24 33 {93 {27.3)
Lean to foint Venture Entity (226} - {226} A
Dividends Paid {3,188) {3,345} 159 (4.8)
Share Buy Back {1,809) - {1,008} 3l
Net Financing Activities (4,776) {4,317} {459} 10.6
Net Cash Flow {613) 248 {861} {347.2)

Statement of financial position summary
As at 30 june 2004

Table 2 - Statement of Financial Position

Year Ended 30 June 2004

2004 2003 Change Change

{in $ millions) %

Current Assets 5,327 5,757 {430) {7.5)
Intangibles 3,605 3,164 441 13.5
Property, Plant and Equipment 22,863 23,012 {149} {36}
Total Non-Current Assets 28 666 29,842 {176) {36}
Met Bebt 11,167 18,572 195 1.8
Total Liabilities 18,632 20,177 {545} f2.73
Gross Debt 11,854 12,272 {418} £3.4)
Net Assets/Shareholders’ Equity 15,381 15,422 (a1} (0.4}
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Statistical data summary
For the full year ended 30 June 2004

Table 3 - Statistical Surmmary

Year Ended 20 June 2004

2004 2003 Change Change
%
Billable traffic data {in millions)
tocat calls (number of calls) 9,397 8,794 {397} {4.13
National tang distance minutes o B,520 8,161 {641) (7.0}
Fixed-to-mobile minutes 4,226 3,944 282 7.2
International direct minutes 651 140 {89) {12.0)
Mobite voice telephone 1':':Er':utes':§i'J 86,145 5,255 890 16.5
Inbound Calling Products - B Party Minutes 2,708 2,855 53 2.8
Network and eperations data
Basic access Hnes in service ™
Residential 5.96 6,20 {0.24) (3.9}
Business .57 271 0.143 (5.2
Total retall customers 8.53 881 {0.38) (4.3
Bormestic wholesate 1.84 1.55 8.25 187
Total basic access Hines in services {in millions) 18.37 1046 {0.049) (8.5
ISDN access (basic lines eguivatents) (in thousands}“"} 1,288 1,213 75 8.2
Mebile services in operation (SI0} {in thousands) @
G5 6,653 5,812 841 14,5
CBMA 551 87 194 256
Meobile services in operations 7,604 6,569 1,635 15.8
Mumber of SMS sent (in millons) 1,503 1,413 440 34,7
Online subscribers {in thousands)
Narrowband subscribers 1,194 1,158 36 3.1
Broadband subscribers ™V 803 361 442 122.4
Total oniine subscribers 1,957 1,519 478 31.5
FOXTEL subseribers (in thousands)
FOXTEL cable subscribers &TT 478 e} (0.2)
FOXTEL satellite subscribers h24 358 &6 18.4
Total FOXTEL subscribers 541 B36 &5 .8
Empleyes data
bomestic full-time staff " 36,159 37,168 {1,010} (2.7
Full-time staff and equivalents™ 41,941 42,064 {123) (8.3)

W srequdes national tong distonee minutes from our publie switched telephane network (PSTNY and independently cperated payphones to
Austradian fixed telephones, Exclodes minutes retoted to catls from nen-PSTH networks, such s ISDN and virte ot privote networks, ond
FrnSiream® services.

Hincludes ali calls made from mobite tetephones induding long distance and international calis, exclodes Batg, messagebank,
Interndtional rogming and Hong Keng CSL

i3]

Excludes aedvanced gocess services, sieh os 1SDM services
fiv Expressed in equivatent number of clear voice channels.

M Eeludes Hong Keng CSL 5108 and inclodes the impoct of the decctivation pelicy charge te stondeard re-charge period.

Hhyhithin Broadband, retail products include cable, sotellite, |5F, HyperConnect and ADSL, while wholesale prediscts include Flexsirearm,
DSE Lager Z and DSL teyer 35

i Exetudes offshore, casuat and part time employees

Pl etndes alt domestie and offshore ernployees, incuding controlied entities,
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Summary of operating results
For the year ended 30 June 2004

Telstra Cotporation Limited reported a profit after tax and outside equity interests (PAT) of $4,118 million
for the year ended 30 June 2004, an increase of $689 million or 20.1% on the prior year.

After adjusting to allow like for like comparisens with the year ended 36 June 2003, as detailed on the
normalisation schedule, underlying® PAT increased $80 million or 2.0% to $4,154 million, and earnings
per share grew 2.8% to 32.6 cents. Underlying’ EBIT increased by $135 mitlion or 2.1% to $6,692 million,
and underlying’EBITDA increased by $299 million or 3.0% to $10,303 million. EBITDA Margin improved 1%
to 49.8%.

Revenue

Reported total revenue deciined by $336 million or 1.6% which was impacted by the inclusion of revenue
from the sale of seven commercial properties of $570 million in the year ended 30 June 2003,

Underlying’ total revenue increased $149 million or 0.7%. Underlying’ sales revenueincreased $198 mitlion
or 1.0%, and benefited from growth in mobiles, Internet and IP solutions, advertising and directories and Pay
TV, offset by a deciine in revenues from Hong Kong (5L, ether sales and service and other controlled entities.
Underlying’ domestic sales revenue increased by $318 million or 1.7% to $19,247 million. Underlying’
domestic sales revenue, excluding external construction and cable recovery and recycling revenues,
increased by 2.4% to $19,165 million.

Expenses

The decrease in reported total expenses (before interest and tax) of $1,173 mitlion or 7.4% includes the non
cash write down of the investment in Reach Lid and the cost of assets and investments sold in the year
erided 30 June 2003.

Underlying’ operating expenses (before depreciation, amortisation and interest) declined by $150 million
or 1.4%, iargely due to the impact of cost reduction programs, reduced network payments for services
provided by Reach and the integration of NDC. Underiying” operating expenses (including depreciation and
amortisation but before interest and tax) increased $14 million or 0.1%, and included depreciation and
ameortisation growth of 4.8%.

Net borrowing costs declined by $83 million or 10.4% due to iower interest expenses resulting from a
reduced debt portfolio over the current year and prior year closure of interest rate swaps, offset by lower
interest receipts from the PCCW convertible note and a decline in short-term liquid assets held over the
current year.

Reported tax expense increased by $197 million or 12.8% primarily due to the $58 miliion benefit arising
from the adoption of the tax consolidation legislation in the current year being lower than the $201 million
benefitin the prior year. Underlying' tax expense has increased by $104 million or 6.0% attributable to the
increase in underlying’ profit before tax of 3.8% and a prior year under provision of $24 million for income
tax expense.

Cash flow

Free cash flow declined 8.8% and includes the acquisition of the Trading Post in the current year and the
prior year proceeds from the sale of commercial properties. After removing these impacts free cashflow
growth was 20.2%.

Treasury operations
Telstra’s financiol pesition remained strong with current loeng-term credit ratings of A+, Al and A+ from S&P,

Moody's and Fitch respectively. The Net debt position was $11.2 billien, an increase of $195 million or 1.8%,
following on from share buybacks and domestic acquisitions in the current year. As previously annou
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the Lompany expects to continue to return $1.5 billion to sharehoiders each year for the next three years,
subject to the Company’s target balance sheet ratios being maintained.
Dividend

A fully franked final ordinary dividend of 13¢ per share has been declared and is payable on 29 October 2004.
This was an increase of 8.3% on the finat ordinary dividend declared in the prior year and brought the full
year ordinary dividends to 26¢ per share.

Capital Management

Additional capital returns te shareholders in the 2004/05 year will comprise an off market share buyback of
up to $750 million and the intention to pay a special dividend of 6¢ per share with the interim dividend of
200405,

For enquiries on these results contact:

John Stanhope David Anderson
Chief Financial Officer General Manager, Investor Relations
Telstra Corporation Limited Telstra Corporation Limited

Phone: 61 3 9634 2410
Email: Investor refations@team telstra com
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Operating and Financial Review

Results of operations

The following table illustrates reported and underlying' results for the years ended 30 June 2004 and 2003.

Tabie 4 - Results of operations

Year Ended 26 June 2004
2604 2001 Reported nderlying'
Reparted Underying’ Reported  Underlying’ Change  Change
% %
{iry % millions)

Sules revenue 20,737 20,693 20,495 20,5495 1.2 1.0
Other revenue 543 213 1,121 262 (51.8) {184}
Total revenue 1,280 205,906 21,616 20,157 (1.5} o
Expenses before equity aco/depnfamortfinterest 11,027 10,525 11,421 10,6649 {3.8) (1.3}
Shuore of et boss from assodiates and joint venture entities 18 8 1,025 4 (n2.4) {113
Totul operoting expenses before depnfomortfinterest 11,105 10,603 12,446 10,753 {10.¢) {1.4)
Totul depreciationfarortisation 3,615 3,811 3,447 3447 4.9 A8
Totul operoting expenses before interest 14,720 4,214 15,8403 14 260 (1.4} 0.1
farmings before interest & tax (EBIT) 6,560 5,892 5,723 EEEY 14.6 21

Reported earnings before interest and tax (EBIT) grew 14.6%, impacted by a number of items that oceurred in
the current year and in the year ended 30 June 2003, making like for like comparisons difficult. After
adjusting for these items, underlying® EBIT increased by 2.1% or $135 million.

The items that required adjustment for this comparison are reflected on the normalisation schedule on page
54, and consist of:

#  The exclusion of the EBIT generated by Trading Post in the year ended 30 June 2004, reducing EBIT by $9
million. Trading Post was acquired by Sensis Ltd in March 2004;

s The exclusion of IBMGSA contract exit costs of $130 million incurred in the year ended 3¢ June 2004 and
EBIT generated from the sole of assets and investments of $216 million in the year ended 30 June 2004
and $198 million in the year ended 30 June 2003;

= The exclusion of the provision for recoverability of the Reach loan of $226 miltion in the year ended 30
June 2004;

= The exclusion of the reduction in value of investments of $1 miltion in the year ended 30 June 2004 and
$991 million in the prior year, including the nen-cash write down of the investment in Reach Ltd of $865
million; and

#  The exclusion of Reach contract exit expenses of $41 million in the year ended 30 June 2003.
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Operating revenues

The following table includes reported and underiying® operating revenues for the years ended 30 June 2004
and 2003.

Tabie 5 - Operating revenue by major product and service cotegory

Year Ended 36 June 2004
2004 2003 Reported  ynderying'
Reported Underlying® Reported tnderlying (h(;nge Chuf\ge
(i 5 mﬁons) *

Mobiles

Mobile services 3,455 3,455 3,227 3,227 T.1 Tl

Mobile handsets 352 352 386 384 (.8 (&8
Total Mobiles 3,807 3,807 3,613 3,613 5.4 5.4

BigPond narrowband 257 257 258 298 (5.3 {6.3)

BigPond broadbond 274 274 212 212 29,2 2%.2

Wholesate broadband 242 242 44 44 184.8 184.8

Whelesale internet direct 14 14 20 20 (36,59 {36,657

internet direct 17 17 111 111 EX 3 5.4

P solutions 60 160 13 13 333 133

Other & & ki ki (14.3) {14.3)
Total Internet and 1P solutions 1,010 1,010 i a1 3.6 236
PETH Products

Basic gocess 3,287¢ 3,28¢ 3,683 3,683 5.0 5.0

Local calls 1,504 1,504 1,567 1,567 (5.0} (5.0

BSTN value added services 259 250 280 280 {r5) {rE)

Mutional long distance calls 1,221 1,221 1,162 1,162 (3.5} {3.5)

Fixed to mobile 1,587 1,587 1,517 1,517 5.3 53

tnternational direct 266 266 ElsH 307 {13.4) {13.4)
Total PSTN 7,984 1,084 416 7,416 5.9 ]
Speciclised Date 1,018 1,018 1,053 1,05% (3.3} 3.3
|ISDN (Access and Calls) o2t o2t 481 451 (2.5 {2.8)
Advertising and Directories 1,351 1,307 1,217 1,217 1.0 Té
Intercarrier services 1,138 1,138 1,155 1,155 (1.5} 15
Inbound calling products 478 478 &%4 594 {3.8) (3.8
Seolutions management 489 489 &8Y 58Y .8 B4
Other Controlled Entities (excluding HLCSL &
Tllear) 154 154 22 232 (12.8) (12.8)
HEC5E 726 26 G0 B (36,6 (26,6
TelstraClear 514 54 548 548 &7 &7
Customer prermises equipment 84 184 194 194 {5.2) {5.2)
Payphones 141 141 148 148 (8.1 (8.7
Other sales B service 718 718 T T (1.0 {1.5)
Sales revenus 20,737 20,653 26,4095 20,495 1.2 1.6
Other revenue 543 213 1,121 2632 (51.6) (18,7}
Tetal revenue 21,2806 20,506 21,616 20,757 {1.8) 6.7
Domestic sates revenue T 19,247 T 18,929 - 17
Domestic sates revenue {excl NDC & cable recovery) m —18,?14 - 7&

Reported revenue decreased by 1.6% predominantly due to reduced asset and investment sales of $330
million. The prior year usset and investment sales of $859 million included the sale of seven commercial
properties for $570 mitlion. This decrease was partielly offset by the inclusion of Trading Post revenue of $44
millien in the current year.

After excluding these items, underlying’ total revenue increased by 0.7% for the year and 1.8% in the second
half.

Revenue growth was due to increases in mobiles, internet and IP sotutions, advertising and directories and
Pay TV offset by declines in revenues from Hong Kong (5L, including foreign exchange impacts, other sales
and services, primarily construction revenues and other controlled entities.

Domestic revenue {excluding NDC and cable recovery) grew 2.4% for the year and 3.0% in the second half.
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Mobiles
Table 6 - Mobites
Year Ended 30 June 2004
2004 2003 Change Change
fin % milllons except for statistical datay %
Access fees and call charges 2,649 2,578 k] 3.1
Vaolue added services
Internationat roaming 174 153 21 137
Mobile messagebank 178 166 12 1.2
Mobile data 454 338 116 343
Total value added services 306 857 149 227
Mabile services revenue 3,455 3,227 228 7.1
Mobile handset sales 352 386 {34} {8.8)
Total mobiles goods and services revenue® 3,807 3,613 194 5.4
GSM mobile 510 {in thousands} 6,653 5,812 841 145
COMA mobile St0 (in thousands) 851 157 194 258
Total mobile SIO (in thousands)™ 7,604 6,569 1,035 15.8
Prepaid mobite SIO {in thousands)™ 3,102 2,288 814 356
Pastpaid mobile SIO (in thousands) 4,502 4,281 221 5.2
Total mobile SIO (in thousands) 7,604 6,569 1,835 15.8
Mumber of SMS sent (in mitlions) 1,503 1,413 450 387
Deactivation rate 17.1% 18.4% {1.3%)
Maobile voice telephone minutes (in millions) 6,145 5,25% 880 16.8
Averqge revenue per user per month “& 50,62 42,89 {237} {5.5)
Averaqe prepald revenise per user per month' 13.84 13.78 0.08 0.4
Average postpaid revenue per user per month™" 57.95 57.59 {0.54} {0.9)
Average Mobile data revenue per S10 per month 5.34 4,51 0.83 18.4

" Excludes revenue from:
- call termination charges, including calls from our fixed network which we categorise as fixed to mobile;
- resale of GSM and COMA services to other carriers which is recagnised as intercarrier services revenue; and
- HK CSE which [s recognised as various controlled entity revenue,
" peactivations have been impacted by the “recharge only” petiod for prepaid services being extended fo six months in line with
general market position. This change haos resulted In the continuation of approximately 202,000 prepaid services which would
have been deactivated under the previous contract terms,

]

Average revenue per user per month is calculated using average SI0s and includes mobile data and messagebank revenues.

The increase in mobiie services revenue of 7.1% or $228 million wes largely driven by:

«  Mobile Data revenue increases of 34.3% or $116 million due to growth in:

“  Short Message Service (SMS) revenue of 30.5% or $98 million, due to an increase in the number of
messages sent of 34.7% to 1,903 million. This was offset by moderate yield reductions from increased
discounting initiatives such as Telstra Rewards with up to 150 free SMS per month per customer, and
other prepaid promotions.

v Other mobile data increases of 114% or $16 million due to growth in the General Packet Radio Service
{GPRS) product including Telstra wireless access protocols (WAP) and Blackberrys which drove
increases in data transmission volumes;
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«  Access fees and cail revenue increases of 3.1% or $79 million comprised of:

“  Growth in prepaid revenues of 25.2% resulting from the increase of 35.6% or 814,000 prepaid services
in operation and increases in calling minutes of 52.2%. Growth in services has been driven by
successful promotions including “Double your first recharge”, “$100 Bonus” and the
Coke/McDonalds promotion. This increase in services includes approximately 202,000 services
impacted by the change in the deactivation poticy ™ which also impacts prepaid average revenue
per user;

#  Growth in postpaid revenues of 0.9% resulting from the increase of 221,000 postpaid services, which
includes a 25.6% growth in COMA services in operation, and increases in total postpaid calling
minuies of 14.5%. However, this growth has been substantially offset by increases in loyalty
bonuses of $136 million and increased discounting due to Telstra Rewards offers such as free family
call credits.

v International reaming revenue increased 13.7% due to increased volumes during Rugby Worid Cup
and recovery in international travet after the SARS outbreak and other world events.

»  Messagebank® revenue increase of 7.2% driven by the 8% increase in Messagebank® minutes offset
by reduction in retrieval revenues charges and memeo usage.

v Average revenue per user (ARPU) has deciined 5.5% as prepaid services become a higher propertion
of total services in operation. Mobiie data ARPU continued to grow and has helped maintain ARPU
tevels across prepeid and postpaid.

Mobile handset sales declined by 8.8% targely driven by the move to lower value-prepaid handsets and
higher volumes of subsidised handsets expensed particulariy in the second half of the current year.
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Internet and IP solutions

Tablez 7 - Internet and I solutions

Year Ended 30 June 2004

2004 2003 Change Change
{in % mitlions except for statistical data} %

Intermet & 1P solutions revenue
BigPond narrowband 287 298 {1 {0.3)
BigPond broadband 274 212 62 29.2
Wholesale broadband 142 49 93 188.8
Wholesale internet direct 14 20 (&8} {30.0)
Internet divect 117 111 & 5.4
IP sotutions 160 120 40 333
Other ] 7 {1) {14.3}
Total Internet & P solutions revenue 1,010 B1Y 193 236
Broadband subscribets - Wholesale (in thousands) 379 121 258 213.2
Broadband subscribers - Betall{in thousands) 424 240 184 767
Totat Broadband subscribers {in thousands) 843 36t 452 1224
Narewband subscribers - Retail {in thousands) 1,154 1,158 36 31
Totat online subscribers {in thousands) 1,887 1,519 47H 315

Broadband, Internet and IP sciutions revenue increase was driven by:

«  Continued strong growth in BigPond " broadband revenue was driven by subscriber growth of 76.7%
with growth in both ADSL und cable. The accelerated growth of this product in the second helf was
attributable to increased internet usage, self instaii kits and successful broadband marketing
campaigns. This increase was offset by a decline in the average revenue per user due to two weeks of
rebates io customers as a result of performance issues in Gctober, the introduction of the usage tootbar
in May 2003 reducing excess usage billing, unlimited usage and higher volume capped plans, new
pricing plans and two menths free broadband offer.

«  Wholesale breadband growth was driven by Wholesale DSL Layer 2 revenue growth of $79 million. DSL
Layer 2 has seen an increase in the number of 510’s of 363%. Twelve months ago, wholesale DSL was
only sold to the business market, but in the current year there was increased take-up in the residential
and small business market by on-selling a price-competitive broadband DSL service provided by Telstra’s
ADSL network. Growth was alse seen inwholesale access other of $10 mitlion in tine with Wholesale DSL
product growth and Flexstream DSL Layer 3 $6 million in line with growth in services.

«  Narrowband growth was flat. Subscribers grew by 3.1%, however revenue generated from new
customers was offset by two weeks of rebates to customers as a resuit of performance issues in October.

«  Growthin iP solutions of 33.3%. These preducts have been in the growth phase of the product life cycle
with revenue increases in IP WAN and IP MAN/Ethernet. There was migration to these producis from
ISDN access and ATM accelerate products. increased growth was also due to wins and winback rate,
service innovation and customers adding applications to their {P networks. Though yields decreased ina
price aggressive market, they were offset by growth in physicals.
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PSTN Products

The following tables explain the increase in total PSTN products revenue of 0.9% or $68 million.

The continued impact of rebalancing initiatives has resulted in an increase in basic access revenue, partly
offset by reductions in local calls, international direct® and national long distance revenues. Fixed to mobile

revenues continued strong arowth as mobile services in operation continue to grow.

Basic access

Table & - Basic access

Year Ended 30 lune 2004
2004 2003 Change Change
{in $ mitlions except for statistical dota) %
Basic gecess revenue

Reteit 2717 2,689 48 1.8
Domestic wholesale 520 414 106 25.8
Total basic access revenue 3,237 3,083 154 5.0

Basic gecess lines in service (in millions)
Residential 5,86 6.20 {0.24) {3.9)
Business 2.57 271 {0.14) (8.2}
Sub-total 8.53 8.91 {0.38) {4.3)
Domestic wholesale 184 1.55 0.29 8.7
Total decess lines in service {in millions) 16,37 10,46 {0.09) (3.9}

Retail revenue has increased primarily due to the introduction of pricing packages with higher basic access
charges and lower calling rates. These increases have been offset by a decline in the number of basic access
lines due to competition and migration to other products such as ISDN, broadband and moebiles. The yield
increases have been offset by pensioner discounts applied to basic access charges after these discounts were
removed from PSTN calling preducts in March 2003.

Wholesale revenue growth was driven by an increase in the number of access lines as wetll as price increases.

Local Catls

Table & - Locat calls

Year Ended 30 June 2004
2004 2003 Change Change
{in % mitlions except for statistical data} %
Local call revenue

Retait 1,263 1,348 {85} {6.3)

Domestic wholesale 241 219 22 10.0
Total local coll revenue 1,504 1,567 {63} {4.0)
Mumber of local calls {in mitlions) 9,387 9,794 (397} {4.1)

Local call revenue declined as a result of the 4.1% reduction in the number of locel calls due o product
substitution to mobiles, fixed to mebile, internet and ISDN products. The yield has been impacted by
rebalancing initiatives offering classes of service with reduced calling rates including a reductionin
Hormeline ™ call rates from 22¢ to 20¢ and the introduction of T-time, a free call offering. These price
reductions have been offset by the transfer of pensioner discounts to basic access and the removal of
neighbourhood calls for Businesstine Complete, Homeline Complete and Hometline Plus customers.
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PSTN value added services

Table 18- PSTN value added services

Year Ended 30 lune 2004
2004 2003 Change Change
{in $ rillions) %
PSTH vatue added services revenue
Retait 221 247 {26 f18.5)
Bomestic wholesale 38 33 5 15.2
Total PSTH value added services revenue 258 280 {21} (7.5}

Reduction inrevenue for PSTN vaiue added services was driven bg a decline in Messagebank® usage due to
migration to the free product offering Telstra Home Message 101" and a price decrease in May 2003. Call
Return (*10#) usage has also declined after a price increase and new campaigns now focussed on new

: : ™ ™
product offerings such as Call 14 Feature Assistant ™ and Teistra Home Message 101 .

National iong distance calls

Table 11 - National tong distance catls

Year Ended 30 lune 2004
2004 2003 Change Change
{in 5 mitlions except for statistical dota) %
Nationat tong distance revenue

Retait 1,113 1,156 {43} (3.7
Bomestic wholesale ] & 2 33.3
Total national long distance revenue 1,121 1,162 {41} {3.5)
Nationat tong distance minutes {in millions) 8,520 8,161 (641} (7.0

The reduction in natienal long distance revenue was attributable to the 7.0% decline in call minutes due to
shorter call durations, the cessation of the t¢ Saturday offer which increased minutes of use in the previcus
year and product substitution te mobiles, fixed to mobile, internet, and ISDN. This decline was partly offset
by anincrease in yield as a resuit of flagfall increases, the cessation of the 1c Saturday offer and the transfer
of pensioner discounts fo basic access offset by reduced capped calling rates.
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Fixed to mobile

Table 12 - Fixed to mobile calls

Year Ended 30 lune 2004
2004 2003 Change Change
{in % millions except for statistical data) %
Fixed to mobile revenue

Retait 1,576 1,501 75 5.0
Domestic wholesale 21 16 5 313
Total fixed to mabile revenue 1,587 1,547 89 5.3
Fixed to mobite minutes (in millions) 4,226 3,844 282 7.2

Fixed to mobile volumes have increased 7.2% largely due to continued growth in the number of mobile
services in the Australion market. Yields decreased slightly due to lower capped calling and reduced rates

offset by flagfall increases.

International direct

Table 13 - iInternational direct

Year Ended 30 June 2004
2004 2003 Change Change
{in $ mitlions except for statistical dota) %
International direct revenue 266 307 {41} {13.4)
lrtermational direct minutes {in millions) 651 140 (89} (12.0

The International direct® revenue deciine was mainiy driven by the reduction in minutes of 12.0%. This
reduction was due to migration to aggressively priced prepaid calling cards and customers using other
products such as e-mail and internet chat facilities. The yield has declined as a result of further capped cell
usage and increased discount plans offered offset by the removal of pensioner concessions frem calling

products and a flagfall increase.
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Specialised Data

Table 14 - Specialized Data

Year Ended 30 June 2004
2004 2003 Change Change
{in § millions except for statistical deta) %
Data revenue

Frame reloy 371 354 17 4.8
ATM 62 3 {11} {15.1)
Digital dato services 256 287 {31} {10.8)
Leased lines 258 27l {13y {4.8)
International private lines 32 37 {53 {13.5)
Other specialised data 39 31 8 258
Total data revenue 1,018 1,083 {35) {3.3)

Permanent Virtual Cireuits (in thousands)
Frame 30 28 2 i1
ATM {incl Wholesale) 10 1% {5} {33.3)

Data revenue declined 3.3% due to product substitution driven by technolegically advanced IP and DSL based
product options.

Frame reloy revenue growth was driven by strong performance domestic frame relay, as there was a migration
from digital data services, leased lines and international private lines.

ATM revenue declined due to the loss of a significant contract in the first haif of the year, anincrease in
discounting of 8%, signalling the maturity of this product as it competes with the migration to newer IP based
options and movement of wholesale custormers to ¢ new wholesale ATM product.

DDS {Digital Data Services) revenue drop was due to the product being a mature product with customers now
migrating to newer technologies such as frame relay, exploring other options such as outsourcing and
building their own IP platforms.

Leased Lines is @ mature product that saw declines in megalink and voice graded dedicated lines revenue.

International privaie lines revernue decreased due o intense competition and excess capacity in the market
driving prices/yields down in the Asian region.

The increase in other data revenue was attributable to EFTPOS product migration to Argent diat-up from the
Transend platform.
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ISDN
Table 15- ISDN
Year Ended 30 lune 2004
2004 2003 Change Change
{in § millions except for statistical data) %
ISON revenuse
Aecess 401 a0 11 28
Calls
Data 221 282 {61} {21.8)
Voice 305 279 26 4.3
Totad calls 526 561 {35} {6.2)
Totat ISDN revenue 927 551 {24} {2.5)
ISDN aecess lines{basic aecess line eguivalents) (in thousands) 1,288 1,213 5 6.2

ISDN access revenue has grown 2.8% due to the penetration inte the SME and consumer market as corporate
customers migrate to more advanced data products such as frame relay and the use of ISDN where ADSL
coverage limifations exist. Consequently, the number of ISDN access tines has grown 6.2%.

The 6.2% call reduction comprises a 21.6% drop in data call revenue. 1SDN data corporate customers have
been migrating to products such as ADSL, frame relay and {P solutions as well as competitors’ offerings on
new technologies ot reduced tariffs. This was offset by an increase in voice call revenue of 9.3%. This
increase was driven by a greater proportion of customers using ISCN for voice instead of data as this product
moves into SME and consumer segments and the introduction of a new pricing structure including a thirty
minute block time, rather than per minute charging.
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Advertising and directories

Table 16 - Advertising and Birectories

Year Ended 30 fune 2004
2004 2003 Change Change
{in § millions) %
Advertising and Directories - Reported 1,351 1,247 134 11.0
Less Adjustments b 8 44 N
Advertising and Directories - Underlying 1,387 1,247 Bl 1.4

Reported advertising and directories revenue increased 11.0%. After excluding the Trading Post, underlying
advertising and directories revenue increased 7.4%. White Pages revenue increased 12.9% or $27 million due
te the continued success of additional colour listing eptions and continued growth in e-mail and web
listings. Yeliow Pages revenue increased 3.8% or $37 million due to growth in non-metre publications and
the full and half page advertising eptions and online display advertising options. In addition, other
directory products including online and Yellow Pages Connect experienced growth of 41.4% or $27 million
targely due to new customer take up and new and attractive product enhancements.

Intercarrier services

Table 17 - Intercarrier services

Year Ended 30 June 2004
2004 2003 Change Change
{in § millions) %
Iptercarrier services revenue 1,138 1,155 {17} (1.5}

The decline in intercarrier services revenue was driven by:

« A reduction in wholesale transmission products due to pricing pressures from an eversupply of capacity
in the market, including a 30% increase in discount on access network transmission contracts and the
cancellation of the Optus Nullarbor service; and

« A wholesale long distance and internatienal revenue decline of 67% as velumes were down.

These have beer partly offset bu:

«  Anincrease in SMS interconnect revenues of 32% or $15 million driven by a 36.9% increase in traffic
reflecting a marginally lower yield; and

« Increase in wholesale ATM 197% or $11 million reflecting a steady take-up of the wholesale ATM offer.

Full Year 03f04 Financial Highlights Page 19
12 August 2004 9




Telstra Corporation Limited and controtled entities

Inbound calling products

Table 18 - inbound calling products

Year Ended 30 June 2004
2004 2003 Change Change
{in % mitlions except for statistical data} %
Inbound calling products revenue 476 404 {18} {2.8)
B party minutes (in millions) 2,708 2,655 53 20
A party catls (in millions) 038 518 28 22

Inbound calling products revenue has declined 3.6%, driven primarily by the 12.7% or $12 million decline in

Freecait™ 1800. Intense pricing competition leading to yield erosion and a declining customer base has
significantly impacted this product. Though call minutes have been down only slightly, usage yield was down
16.7%.

A Party revenue grew $3 miilion driven by growth in Priority® 1300 cali revenue, which has increased 9.9% as
reflected by a 2.2% increase in the number of A Party calis and offset by a decline in Priority® One3™ call
revenue.

B Party revenue declined $2 million driven by a decline in Priority® One3™. Call minutes grew 2.0% reflecting
the revenue growth in Priority® 1300 of $3 million.

Other Inbound product revenue, including Infocall {199) and Infocali Cascade was down 15.7% to $37 million due
to the exit of internet dialler applications in August 2003.

Solutions management

Table 19 - Solutions management

Year Ended 30 fune 2004
2004 2003 Change Change
vire § millions) %
Selutions manogement revenue 489 487 2 0.4

Revenue from solutions management was derived from managing oll or part of a customer’s information
technoiogy or telecommunications services as wetl as providing hosting selutions.

Marnaged soiutions grew 0.4% due to the signing of ¢ whole of business contract with a large banking institution,
incremental growth in existing contracts and the commencement of other new contracts in 2003/2004. These
wins have been offset by a revenue decline due to the close out of some contracts.

Managed WAN is a growth product offering design, install and management of a tailored wide area network.
Preduct revenue growth was 12.3% driven by increased activity in twoe major corporate contracts.

Radio Services revenue has declined, due to the completion of a major design & construction contract.

Corporate and SME hosting services experienced growth of 24.2% off a iow base of $17m.
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Other controlled entities

Table 20 - Other controlled entities

Year Ended 30 June 2004
2004 2003 Change Change
{in § millions) %
Total other controlled entity revenue 1,494 1,678 (184} {11.00
Comprising:
Hong Kong (5L 126 B08 (182} {20.00
TelstraClear 574 E: 26 47
Telstra Europe B8 40 48 120.0
Telstra Ine 35 34 i 2.9
Other CF i 148 {77} {52.0)
1,404 1,678 (184} {11.09

Revenue from controlied entities declined by 11.0%, driven by:

«  Declined sales revenue in Hong Kong CSL due to unfavourable currency fluctuations, $149 million
and pricing competition, $32 million;

o Other controlled entities revenue deciine of 52.0%. Telstra Multimedia sales revenue declined $74
million due to customer sales and service centres now being directly operated by Foxtel and
reduction of Foxtel share of cable revenue. The sale of Mobitel in October 2002, represented a decline
of $8 million.

These decreases were partly offset by:

o Telstra Europe revenue growth due to the acquisition of customer & network base from Powergen
arid Lable Telecom in the UK;

o Telstra Clear’s revenue grew 4.7%. Retail revenue growth of 8.7% was offset by a declinein
wholesale revenue of 8.4 %;

o Other controlled entities increases include Global Business Asia Group §7 million as Singapore and
Hong Kong operations were set up toward the end of last financial year and InsNet revenue growth
of 5.4 million, was driven by new service initiatives including eTrading and ePayments.
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Customer premises equipment

Table 21 - Customer premises equipment

Year Ended 30 June 2004
2004 2003 Change Change
{in § millions) %
Customer premises eguipment revenue 184 194 {18} (5.2

Revenue from custemer premises equipment has declined by 5.2% due to the coniinued retail competition
for fixed line handsets.

Payphones

Table 22 - Payphones

Year Ended 30 June 2004
2004 2003 Change Change
{in 5 mitlions except for statistical dota) %
Payphones revenue 141 148 &) (4.7}
Payphones {in thousonds) [T &¥ 3} {4.5)

Revenue decline in Payphones 4.7% was driven by a decrease in the number of Telstra operated payphones
2.0% and privately operated payphone services 7.2%. The decrease in services was due to the gradual
removal of older technology phornes such as coin only payphones and the substitution of payphone usage
with mobile phones.
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Other sales and services

Table 23 - Other sales and services

Year Ended 30 June 2004
2004 2003 Change Change
{ir $ millions) %
Total other sales and services

Telstra information and connection services 118 128 {10} (7.8}
Customnet & spectrum 113 11z i 8.9
Virtual private network P31 27 {6} {22.2)
Card services 19 &4 {20} {23.8)
Security Products 51 48 3 8.3
Canfertink 48 48 {2y (4.2}
Commerdat works 41 36 5 13.9
Cable Recovery 11 36 {45} {804}
Bundling Pay Ty 150 23 127 5522
Externat Construction T8 158 (89} {56.0}
Other 33 51 {18} {35.3}
Total other sales and services 718 T {54} (7.0}

Telstra information and connection services have been declining as custoemers move to online directory
services rather than using the traditional operator assisted directory services.

Virtual private network (VPN) revenue declined as customers are being offered new tariff options to migrate
to IP technology. international VPN decline was due to a large banking institute no langer using VPN, they
have moved to an alternative product and tariff option.

Card services have declined largely due to a reduction in Phoneaway® revenue from international calls, as
customers migrate to cheaper calling cards. Telacard usage declined as substituies are now available such
as mobiles, prepaid card and direct dial. Homelink revenues have also declined as the product was
substituted by mobiles and reverse charge product by competitors, whilst Say G’day call revenue declined,
impacted by a highly competitive and price driven market.

Cable recovery has declined due to the winding down of work to recover and recycle disused copper cable.

Revenue from Pay TV has grown $127 million attributable to the introduction of bundiing of Foxtel and
Austar services by Telstra in December 2002. Teistra bundied S10s have increased 85% to 235,000 at June
2004,

External construction revenue has declined 56.0% due to lower industry construction activity levels both
domestically and internationally and the break up and re-integration of the network, design and
construction {NDC) business.

Gther represents miscellanecus products, and includes a prior period accounting adjustment.
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Other Revenue

Table 24 - Other revenue

Year Ended 30 June 2004
2004 2003 Change Change
{in § millions) %
Total other revenve - repotted 543 1,121 (578} {51.8}
Less adfustmerits 330 #59 (528} {61.68)
Total other revenve - underlying 213 262 {49} {18.7)
Comprisineg:
Dividends received/receivable 1 1 1] a.0
USO Levy Receipts 71 2 {1} {1.4)
Rentalfleases 23 33 {10y {30.3)
Miseellaneous revenue 118 158 {38} {24.4)
213 262 {49} {18.9)
Where adjustments comprise:
Reveriue from sale of:
Property, plant and equipment 162 811 (709} {87.4)
Controlled Entities a 1y (17 M/nt
Listed securities and other corporations 24 7 17 242.9
Joint Ventures i} 3 {3 NimM
Associates 204 17 187 1,100.0
Business [ 4 {4} NiM
Total adjustments 330 BRQ (520} {61.6)

The reported other revenue reduction was primarity due o the sale of seven commercial properties for $570
million in the prior year. Sales this financial year inciude the divestment of IBMGSA, PTMitra, Commander
Communications and the write-down in fleet asset value.

Excluding this revenue and other revenue generated from sales of assets and investments, other revenue
declined 18.7%.

This decline was due to the completion of the rural telecommurications infrastructure fund project, a
decline in IBMGSA Loyalty Receipis and a decline in misceilaneous bitlings.

The reduction of $10 million in other rentaifleases relates to lower levels of Telstra fleet hire and property
rental.
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Operating expenses

Tabie 25 - Operating expenses

Year Ended 30 June 2004
2004 2003 Reported Underlying®
Reported Underlying” Reported Underlying’ Chanae Change
% %
(it 5 mitlions}

Expenses

Labour 3,218 3,204 3,204 3,204 0.4 0.0

Goods and services purchased 3,420 3,400 3,615 3,550 (5.4) (4.0}

Other expenses 4,389 3,912 4,602 3,815 (4.6} (0.1}
Expenses before equity accfdepnfamortfinterest 13,027 10,525 11,421 10,669 (3.4) {1.3}
Share of net loss from assodiates and joint venture
entities 78 78 1,028 24 (92.4) (7.1}
Total operating expenses before
depnfamortfinterest 11,3105 14,603 12,445 10,753 (10.8) {1.4)
Total deprecintionfamertisation 3,615 3,611 3,447 3,447 4.9 4.8
Total operating expenses before interest 14,720 14,214 15,803 14,200 {7.4) 0.1

Reported operating expenses decreased by 7.4%. Operating expenses in the year ended 30 June 2004
included the net book value of assets sold of $114 millien, operating expenses of Trading Post $35 mitlion
{Sensis acquired Trading Post in March 2004}, IBMGSA contract exit costs of $13¢ miltion, the provision for
recoverability of Reach loan of $226 mitlion and the reduction in value of investments of $1 mittion. The year
ended 30 june 2003 included net book value of assets sold of $661 million which included the proceeds from
the sale of seven commercial properties, a reduction in value of investments of $991 mitlion, including the
non-cash write down of the investment in Reach Ltd of $965 millien, and one-off Reach contract exit costs of
$41 mitlion.

After excluding these items, the full year operating expenses increased by 0.1%. Excluding depreciation and
amertisation, operating expenses decreased by 1.4%.

The decrease in expenses was driven by cost reduction programs of $313 million and lower network
payments, redundancy costs, and foreign exchange impacts, offset by increased cost of sales, including Pay
TV bundiing, costs associated with improved customer service and salary rises.

Gperating expenses were consistent acress the two halves of the current financial year. The operating
expense decrease of 1.4% in the current year predominantly resulted from cost levels being higher in the first
half of the prior year. The first half of the year ended 3¢ June 2003 was prior to the renegotiation of
international network payments in January 2003, and was at a time of higher levels of mobile handset
subsidies.

Full Year 03f04 Financial Highlights

12 August 2004 Page 25




Telstra Corporation Limited and controtled entities

Labour expense

Table 26 - Labour expense

Year Ended 30 June 2004

2004 2003 Change Change
{in % millions except for statisticol dota) %

Total labour esipense - reported 3,218 3,204 14 0.4
Less adjustrnents - Trading Post i4 o 14 NM
Labour expense - underlying 3,204 3,204 Y 6.6
Full time stoff & equivalents - reported 41,041 42,064 {123 10.33
Less adjustments - Trading Post 598 Y 538 NM
Full time staff & equivatents - underlying'” 41,343 42,064 (721} (1.7}

®inctudes NDC fult time & eguivalents. Corresponding labour expense for NDC were recorded in costs of externol contracting and
cost of sales priof to integration in August 2003,

Reported labour expenses increased slightly, however after excluding Trading Post underlying labour
expenses remained flat due to:

o Selary increases of $132 million or 4% due to enterprise agreements and annual reviews;

o Increasesin the use of part time, casual staff and overtime, to provide flexibility in meeting
customer service demands;

»  Achange in the accounting treatment of NDC labour, from service contracts and cost of sales to
tabour expense following integration.

These were offset by reductions in:

»  Adecline in underlying full time staff and equivalents of 721 or 1.7%;

e  Areductionin redundancy expense of $111 mitlion;

»  Areductionin Hong Kong (5L lebour expernse of $12 million due to exchange rate movements;
o Higher prior year superannuation charges in Hong Kong CSL

An actuarial investigation of Telstra Super based on the fund's position as at 30 June 2003 confirmed that a
surplus continued to exist in the fund. As per the recommendations of the actuary, a contribution is not
expected to Telstra Super during 2004-05.

The continuation of the holiday is dependant on the performance of the fund and the situation will be
closely monitored in the light of the current financial market performance.
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Goods and services purchased

Table 27 - Goods and services purchased

Year Ended 30 June 2004
2004 2003 Chonge Change
{irt § ritlions) £
Total goods and services purchased - reported 3,420 3,615 {195} (% .43
Less adjustments il &5 {54} {83.1)
Totl goods and services purchased - underlying 3,400 3,550 {141} (4.0)
Comprising:
Goods and services purchased - underiying
Cast of goods sold 543 558 {13) (2.3}
Usage commissions 241 235 8 26
Harwdset subsidies 2856 282 4 1.4
Network pagments 1,788 1,828 {140} 7.3)
Commercial Project Payments 1285 234 {108} {46.6)
Other 426 315 111 352
3,400 3,550 {141} (4.0}

Reported goods and services purchased decreased 5.4%. After adjusting for the exit costs of the old Reach
contract in the year ended 3¢ June 2003 and Trading Post cost of goods sold in the cutrent year, underlying
goods and services purchased declined by 4.0% or $141 mitlion. The reductions mostiy comprise:

«  {ostof goods sold declined by $13 million or 2.3 % from reduced purchases due to lower sales of
handsets with the continual take-up of the mobite repayment option and a shift in product mix towards
lower cost prepaid phones. in addition, favourable exchange rate movements impacted the Hong Kong
(5L business and contributed to the reduction in cost of goods sold.

«  International network payments declined, driven by a reduction of $125 million in charges from Reach
for international network connections following the commencement of a new pricing structure from
January 2003. Additional reduction of $63 million was due to favourable $US exchange rates this
financial year, together with a $35 miltion reduction from lower in internationat call volumes.

«  Commercial project payments expenditure reduced, which largely comprised costs of construction
activities provided by NDC and external parties. The reduction was primarily due to the closure of the
international business and the reduction in the domestic construction market. in addition, NDChas
been integrated into other Telstra activities, which has resulted in external works costs being classified
as labour and other expenses from goods and services purchased.

«  Other goods and services decreases inciude mobile dealer administration fees, $11 mittion iower from
renegotiated rates and the deferment and amortisation over average contract life.

Increases in goods and services purchased comprise:

«  Domaestic network pagments increased $78 mitlion from higher volumes of mobile and SMS terminating
traffic. Cther network payments, including offshore subsidiaries, increased $4 million.

«  QOther goods and services purchased includes an increase in PayTV service fees of $127 million due to the
increase in bundied Foxtel and Austar subscribers.

« Increased expenditure for usage commissions of 2.6% due to an increase in dealer sales of prepaid and
CDMA products

« Increases in handset subsidies expenditure, primarily due to the expansion of market offerings in the
second half of the current year.
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Cther expenses

Table 28 - Other expenses

Yeor Ended 30 fune 2004
2004 2003 Chonge Change
{in § mitlions) %
Total other expenses - reported 4,389 4,602 {213} (4.6}
Less adjustments Yxd &a87 {210} {30.6}
Total other expenses - underliting 3,912 3,515 {3 (5.13
Camprising:
Rentol expense on operating legses 529 S84 {55) (9.4}
Bad debts/recovery costs{doubtful debts 182 153 (i1 (5.7}
fnventory Writedowns 5 5 o 8.0
Net foreign currency conversion losses{gains) iV N 34 200.0
Audit fees 8 4 2 333
Service contracts and other agreements 1,547 1,706 {155} (9.3}
Marketing 333 318 17 5.4
Genercl administration Be3 T 53 1z2.1
Other operating expense 428 3582 i 216
Total other expenses - underiying 3,912 3,515 {3y 0.4y
Where adjustments comprise:
Met book value of assets sold:
Property, plant and equipment 64 838 {5743 {90.0}
vestments in controlled entities a 1z {12) Bt
Investments in gssociated entities 34 8 28 325.0
fnvestmnents in listed entities ond other corporations i6 ] 1 EEE:]
Bysiness [ {8) 3 N
Met book value of assets sold: 114 &81 {541 (B2.H)
Trading Post & 8 8 NiM
Reduction in valve of investments 1 26 {28} {982}
Reduction in value of amounts owed by Joint Venture 2286 8 226 NM
Other gdjustments (IBMGSA Exit Costs) 1380 0 130 Bt
Total Adjustment [Y£d (274 {210} (30.6)

The decrease in reported other expenses has been driven by the cost of asset and invesiment sales, with the
financial year ended June 2003 including the saie of seven commerdial properties. This decline was offset by
a ene-off payment made to exit the IBMGSA 1T services contract, the disposal of interests in several
associated entities and the provision for the recovery of Reach toan in the current year.

Underlying other expenses decreased 6.1% with:

«  Service contracts and other agreements reducing $159 million or 8.3% largely due to:

» Costreduction initiatives in the IT services areaq;

“  The reclassification of wideband and associated recovery costs capitalised in prior periods;

v The cessation of the cable recovery and recyciing project in the year ended 30 june 2003;

»  Foxtel customer sales and service centre costs incurred in the year ended 30 June 2003, now
operated directly by Foxtei; and

“  Theintegration of NDC inio Telstra activities, with these savings offset across various expense
categories.

Offset by increases in:

v Field work out-sourced due to increased volumes across pre-provisioning, faults arising from bad
weather, Foxtel digital migration program and additional broadband demand;

v Consultancy costs for special project work including market research, benchmarking, feasibility
studies, productivity projects and to implement changed legislative and regulatory requirements;
and

»  Expenditure aimed at imgroving customer service standards and customer retention rates in rural
areas.
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= Adeclineinrental expenses on operating leases, which has eventuated from the reclassification of some
Telstra Enterprise Services 1T costs on integration inte Teistra activities, resuliing in an offsetting
increase in general and administration costs.

# A decrease in bad and doubtiful debts due to iower provisions and write offs, offset by a decrease in
recoveries as there was nio sale of debt in the year ended 30 June 2004.

The decreases were offset by the following increases:

= Anincrease in other operating expenses primarily due to:
» integration of NDCinto Telstra activities and the removal of the inter-company profit adjustment
offset in service contracts and other agreerments;
¥ increases across repairs and maintenance, materiols usage and vehicle operating costs, also
impacted by the NDC integration; and
u  reduction in overhead costs capitalised due to a change to the IT overhead capitalisation
methodoioqy and reduction of support costs subject to capitalisation.

= Anincrease in general and administration costs, which has eventuated from the reclassification of some
Teistra Enterprise Services 1T costs onintegration into Telstra activities, and is offset in rental expenses
on operating leases. increases across light & power, training/seminars, postageffreight/courier and
travel have also contributed to the increase.

= Cufrency conversion costs increased primarily due to the currency gains in the year ended 30 June 2003
from the revaluation of borrowings to reflect the fluctuation in exchange rates, with no such borrowings
exposure inthe year ended 30 June 2004.

= Marketing costs increased primarily due to new initiatives and sponsorships. With the Corporate focus
on the broadband product set us a major growth opportunity for Telstra, considerable resources have
been devotied to the promotion of broadband through various media advertising outlets, relative to the
corresponding period.
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Share of net loss from associates and joint venture entities

Table 29 - Share of net loss from associates and joint venture entities

Year Ended 30 June 2004
2004 2003 Change Change
{in 3 millions) %
Share of net loss from associates and joint venture entities -
reported Fi 1,025 {947} (92.4%
Less adjustments O 541 {941} MM
Share of net loss from associates and joint venture entities -
undertying 78 B4 {8} (7.4}

Reported net equity accounted losses decreased as a result of higher activity in the prior year, including o
non-cash write-off of the investment in Reach Ltd of $965 million, which was partly offset by the impact of
Reach contract exit benefit io the equity accounted resuit for the year ended 30 June 2003.

After excluding these items, equity accounted losses remained relativeiy flat and comprised of:

« decreased losses in E-card of $8 millien as it was in the process of being liquidated and Solutienn 6 $2.6
million due to the sale of the investment;

#  reduced losses in Australian Japan Cable {A3C}, Reach and Foxtel following the suspension of equity
accounting when the carrying value of the investment was written-dows to zero; and

« increased profits in PT Mitra Global Telekomunikasi Indonesia of $3.5 million refates to normal trading
activity growth over the financial year.

These were offset by:
«  increased losses in Xantic due to an abnormal write-off as a result of restructuring; and

« reduced profits in IBMGSA following the divestment of a 22.6% interest in IBMGSA in Sepiember 2003.
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Depreciation and Amortisation

Table 30 - Depreciation and amortisetion

Year Ended 30 June 2004

2004 2003 Chonge Change

{in § mitlions) %

Total depreciation and amortisation - reported 3,615 3,447 168 43

Less adjustments 4 0 4 NiM

Total depreciation and amortisation - underiying 3,611 3,447 164 4.8
Comprising:

Depreciotion 2,872 2,754 118 43

Amortisotion {exct goodwill) 619 577 42 7.3

Goodwill emortisation 120 116 4 34

3,611 3,847 164 48

Depreciation and amortisation increase of 4.8% was due to an increase in depreciation on comrmunications
plant and software, attributabie to asset additions of $2.4 billion, which was consistent with the level of
capitel expenditure over recent years. This was partially offset by a decrease in depreciation on
communications piant following service life changes, reclassification of assets, lower IT Server depreciation
from the saie of leaseback transactions and the retirement of test equipment.
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internationat

Hong Kong CSL financial summary

Table 31 - Hong Kong CSL Financial Summary

Yeor Ended 30 June 2004

2004 20403 2004 2003

{in A% millions) {in HK$ millions)

Totad revenue 126 420 4,022 4,226
Total opex 492 568 2,729 2,610
EBITDA 234 382 1,203 1,614
EBIT -] 108 41T Ti0
CAPEX 94 &8 524 320
EBITDA margin 32.2% 38.3% 32.1% 38.2%

Armounts presented in HK$ have been prepared in accordaonce with AGAAP,
Armounts presented in Af represent amounts included in Telstra's consolidated result.

Hong Kong (5L continued o perform in ¢ challenging market, mainly due to significantly increased market
competition and {ocal voice price erosion.

The results in HK$ for the year ended 30 June 2003, included HK$234 miition in one-offs, being proceeds of
asset seles of HK$56 million, decreases in labour provision of HK$44 million and gain on Treasury Fund of
HK$222 mitlion. When these transactions are excluded, Hong Kong C50’s EBITDA decreased 6.3% as opposed
to a decrease of 19.9% when included.

Hong Kong CSL has maintained its brand and technology lead in Hong Kong despite the recent Hutchinson
3G launch.

Seles revenue has declined HK$ 147 million year on year as a result of aggressive competitive pricing,
including prior year asset sales, total revenue decreased HK$202 mittion. Voice revenue declined
significantly and was partially offset by sirong growth in handset sales, attributable mainly to the
introduction of new handset models. As well as data revenue through the launch of new MMS handsets and
inpovative centents and applications and recovery in International revenue to pre SARS levels.

The decline in total revenue has been exaggerated by the depreciating HK$ against A$. A$ EBIT includes
ameortisation of goodwill.

Hong Kong (5L is Hong Kong's leading provider of mobite voice and data services, serving over one mitlion
customers, equating to approximately 32% of the value of Hong Kong’s mobile market.
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REACH financial summary

Table 32 - REACH Financial Summary

Year Ended 38 June 2004

2804 2003
(fn USS millions)
Total revenue 858 1074
EBITDA 85 248
EBIT (2,719) 61
Net Profit (2,744) {48
(in A% millions)
Telstra 50% Share RfA 57
Less Amortisation of Goodwill RfA {60)
Add Amortisation of Unrealised Profit R{A s
Equity gecounted profit {Excl Investment Write off) BA 15
Met write down of investrment in reach M {5565)
Equity accounted profitf{loss) NfA {948)
Less Adjustrnents
Met write off of investment in reach BefA BE5
Reach contract exi NJA {243
Equity Accounted profitf{loss) - underlying T £
Provision for recoverability of REACH loan 2286 BA

Armounts presented in US$ have been prepared in accordence with USGAAP,
Armounts presented in A$ represent amounts included in Telstra's consolidated result,
Equity occounting of REACH ceased as ot 31 December 2002,

REACH has been operating in a difficuit environment for a sustained period and the industry is expected io
remain chollenged for a period of time. This has been mainly due to aggressive pricing; due to excess
capacity in the internationel cable industry. However there has been some evidence of improved pricing
stability on certain routes

During 2004, REACH took an impairment write-down on property, plant & equipment and intangibles of
LiS$2.6 bitlion as a result of the continued deterioration in the global wholesale communications industry, as
well as other one-off provisions of US$80 million.

Total revenue has declined 20% due to prices for International voice and data carriage falling at a rapid rate
and the growth in usage not being sufficient to compensate for the {oss in revenue due to price reductions.

Revenue declines have been partially offset by increases in internet volumes of 110% and private lines
bandwidth volumes of 85% . Progress has been made on cost containment of key operating expense drivers

REACH is Asia’s largest international whelesale carrier of combined veice, International Private Leased Lines
and Internet protocel data services. It has been ranked among the top carriers of international veice traffic
in the world as well as being named Asia Pacific’s best IP backbone operator for three years in succession.

Telstra and its joint venture pariner PLCW have agreed with REACH's banking syndicate to buy REACH's
$US1.2 billion term loan for $US311 million. This places REACH on a more equal footing with its competitors.

Telstra has raised a provision for the recoverability of a $226 million loan made to REACH.

The outlook for the REACH business is expected to remain challenging for a period of time. The focus will
continue to be on improvements in customer service and productivity, which includes a suite of new 17
systems platforms aimed at enhancing operational perfermance and customer satisfaction.

Full Year 03f04 Financial Highlights

12 August 2004 Page 33




Telstra Corporation Limited and controtled entities

TelstraClear financial summary

Table 33 - TelstraClear Financial Summary

Yeor Ended 30 June 2004

2004 2003 2004 2003
{in A3 millions) {inn N7§ millions)

Teotad revenue 574 548 G52 615
Total opex 469 467 533 524
EBITDA 105 81 119 91
EBIT (33) {80) {33} {70y
CAPEX -1 115 106 134
EBITDA margin 18.3% 14.8% 18.3% 14 8%

Arnounts presented in NZ§ have been prepared in accordance with AGAAP,
Armounts presented in A$ represent amounts included in Tetstra's consolidated result,

Revenue growth of NZ$37 miilion or 6.0% has been achieved from continued strong retait revenue growth of
8.5%. This was partially offset by a wholesaie decrease of 7.1% due to rate reductions in the wholesale
market with international carriers. The company is now performing ahead of expectations when acquired
and is serving over 400,000 residential, business and government customers.

Improved year on year EBIT reflects continued focus on growing revenue, driving expense efficiencies and
investing capital wisely

Breadband leadership has led to a 10% uptake for TeistraClear's residential network customers due to their
pricing and traffic plans.

Leadership in Internet Protocol network has been maintained with 100% customer growth.

Telstrallear has achieved and continues to seek improved requlatory and commercial cutcomes to help
access and service customers in all market segments. An example of this has been the ability to begin
reseiling residential services to the 80% of New Zealand hemaes that have had no choice of service provider.

Telstrallear continues to be the second fargest full service carrier in New Zeoland with approximately 12%
revenue market share.
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Net borrowing costs

Table 34 - Net borrowing costs

Year Ended 30 June 2804

2504 2003 Change Change

{in $ millions} %

Gross borrowing costs 841 Ga4 {143} {14.5%
tess capitatised interest (74) {105} 31 {295}
Borrowing Costs 757 879 {112} {127}
Intarest recaivedfreceivable 55 84 (29} {34.5)
Net borrowing costs Tid 785 {83} {104}

Net borrewing costs declined for the year ended 30 June 2004 due to:

«  Reduction of interest expense as a result of the reduced average debt portfolio in the current year and
close out of interest rate swaps in the prior correspending period;

Gffset by

#  Reductions ininterest received as a result of iower holdings of shori-term liguid assets and interest
revenue generated by the PCOW convertible note following partial redemption in the prior year.

Income tax expense

Table 35 - Income Tax Expense

Year Ended 30 fune 2004

2004 2003 Change Change

{in § mitlions} %

Income Tax Expense - Reported 1,731 1,534 197 128
Add adjustments o6 188 {93} {49.2)
Income Tax Expense - undertying 1,827 1,123 104 5.0

Reported income tax expense increased by 12.8% due to:

= the $58 million benefit arising from the adeption of the tax consolidation legistation in the current year
being lower than the $201 million benefit recognised in the prior year. These once off benefits reflect the
increase in the future income tax benefit arising from the resetting of taxable vatues of the subsidiary’s
assets;

s Offset by increase of non deductible expenses in the current year including the non-deductibility of the
provision of recoverability of the Reach loan;

After taking into account the tax consolidation benefit, the tax effect on asset and investment sales, IBM
GSA contract exit costs in the current year and Reach contract exit cost in the prior year, underlying income
tax expense increased by 6.0% which was attributable to an increase in the underlying profit before tax of
3.8% and an under provision for income tax expense of $24 million from the previous year.
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Cash flow

Table 36 - Cash flow data

Year Ended 30 June 2004

2804 2003 Change Change
{in § millions) k3

Net cash provided by operating activities 7,433 7,057 376 53
Net cash used in investing activities {3,270) (2,492} {17EY 312
Operating Cash Flow less Cash Flow used in investing Activities 4,163 4,565 {402} {8.8)
Net cash used in financing activities {4,776) (4,317} {459} 10.6
Net increasef{decrease) in cash {613} 248 {BBL} {347.2)
Operating Cash Flow less Cash Flow used in Investing Activities 4,163 4,565 {402} (8.8)
Less Adjustment Large one off acquisition and asset or investment
sales (638} 570 {1,208} WM
Operating Cash Flow less Cash Flow wused in investing Activities
(excl Large one off acquisition and asset or investment sales} 4,801 3,095 206 268.2

Operating cash flow less cash flow used in investing activities (free cashflow) declined 8.8% for the year
ended 30 june 2004, and included the acquisition of Trading Post. In the prier year investing cashflows
included the proceeds from the sale of commercial properties. After removing the impact of the Trading Post
acquisition and the prior year sale of commercial properties, free cashflow growth was 20.2% or $806 million.

Operating cashflow of $7.4 billion increased by 5.3% due to improvements in working capital, reductions in
interest paid from lower debt levels and prior year closure of interest rate swaps, offset by growthinincome
tax paid due to a higher instaiment rate drivern by lower tax depreciation levels.

Cash used ininvesting activities increased 31.2% or $778 millioen and included the Trading Post acquisition
and lower asset sales offset by lower operating capital expenditure.

Net cash used in financing activities increased due to the $1.0 billion share buy back in November 2003.

Full Year 03f04 Financial Highlights

12 August 2004 Page 36




Telstra Corporation Limited and controtled entities

Table 37 - Net cash used In investing activities

Year Ended 30 June 2004

2004 2003 Change Change

{in § millions) %

Switching 298 E¥(:) {ras {2073
Transmission 378 378 " 8.0
Customer access Bi4 959 {115} {12.0)
Muobile telecommonications networks 416 448 {33} (7.3}
International assets 192 193 [§3] {0.5)
Copitalised software" 452 583 {131} {22.5)
Other 507 426 81 1%.0
Operating capitat expenditure 3,087 3,364 {277} (8.2}
Capitalised interest included in above (74} {105} E} {29.5)
Copital expenditure excluding capitalised interest 3,013 3,259 {248} (7.5}
Add: patents, trademnarks and licences {including 3G spectrum} 2 2 - 8.0
Add: Investments 668 i 597 B40L5
Capitalised expenditure {excl inL} and investments 3,683 3,332 351 185
Sale of capital equipment, investments and other {413) {840} 427 {50.8)
Net cash used in investing activities 3,270 2,492 178 31.2
Capital expenditures (including interest) and investments 3,757 3,437 320 9.3
Deomestic core operating capitat expenditumm 2,895 3,177 {282} (8.9)

(i} Domestic core operating vapitat expenditure is operating copital expenditure excluding HKCSL & TelstraCiear operating
copital expenditure.
(H)Capitalised software for 2003 includes capilalised interest of $28 million which wos previeusly classified in other.

Operating capital expenditure for the year ended 30 June 2004, declined 8.2% to $3.1 billion. Domestic core
cperating expenditure reduced 8.9% to $2.9 billion due to tighter control over the capital expenditure
program resulting from process efficiencies. The key areas of movement on capital expenditure for the full
year include:

«  lower domestic switching expenditure due to lower demand for specialised services and a more efficient
utilisation of existing infrastructure to support high-speed products and headroom to meet customer
demand. Underpinning the reduction was the continued trend to deliver services utilising broadband
technology alternatives. The lower spend was alse due to some major software upgrade programs in
the 2003 year including AXE switching equipment and the SAS 7 operating system for the system 12
switch;

« expenditure on developing the transmission assets was flat including the acguisition of the 1P1
transmission system from Perth to Adelaide, providing additional capacity supporting the full range of
Telstra products.  Transmission based solutions have trended down with Telstra offering its traditional
services using newer tachnelogies such as Broadband based solutions;

« decreased expenditure in mobile technologies as the current CDMA iXRTTdeployment program and
government sponsored works near compietion. Aiso, completion of the CDMA wireless local toop (WLL)
project and the maiority of cusiomer demand capacity and core installation requirements for data
bearer networks has reduced expenditure. Cffsetting the reduction wes the one off purchase of the
ixEVolution data only equipment. This broadband-like wireless service creates ‘Hot Regions’ of high
speed data in capital cities, key regional cities and all major airports.

« decreased expenditure on the customer access network (CAN) mainly due to increased efficiency of the
combined broadband and narrowband program. This reduction has been achieved in part due to an
improved focus on pro-active works programs and improved processes resuiting in lower unit costs and
reduced held orders, as well as more targeted technology deployment. The remote network program
targeted the worst performing network tails in 02/03 and the reactive rehabilitation work previcusly
done consisted of large improvement jobs. Offsetting the reduction was the increase in demand for new
estates and redevelopment programs particularly in regional areas and increased demand for ADSL
broadband technology.
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«  expenditure on software development has reduced primarity due to the reciassification of prior year
expenditure in the current year. There have also been improvements in productivity, reduced cycle times
as the IT transformation beqins to take effect. Expenditure in the prior year included the roliout of some
significant projects such as FuturEdge (amaigamation of the field workforce systems).

Investments for the period ending 30 June 2004 of $668 million include the acquisitions of Trading Post for
$638 mitlion and Cabie Telecom $31 million. investment expenditure of $71 million for the prior year
included Foxtet Equity injections and purchase of the remaining interest in Teistra Clear.
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Corporate Governance and Board Practices

The Telstra Board aims for best practice in the area of corporate governance. This section describes the main
corporate governarnce practices in place during fiscal 2004. Further information in relation to our corporate
governance and board practices will be included in our 2004 Annual Repert, including information as to our
adoption of the best practice recommendations of the Austratian Stock Exchange (ASX).

Further information regarding our corporate governance and board practices can also be found on our
website, www.ieistra.com.aufcommunicationsfcorpjgovernance.cfm.

1. The Board of Directors
Role and responsibilities of the Board

Telstra Directors are accountable to shareholders for the management of Telstra’s business and affairs and
the Board is responsibie to shareholders for the overall strategy, governance and performance of the
Company. The Board’s role inciudes:

» providing strategic direction to the Company by working with management o establish, menitor,
develop and modify the Company’s strateqy and perfermance objectives;

» approving significant business decisions;

s approving the annual corporate plan;

» establishing procedures for best practice corporate governance;

» appointing and monitoring the performance of the CEQ and approving succession plans and senier
management remuneration policies and practices;

» reporting to shareholders;

+ overseeing the establishment of appropriate compliance frameworks and controls and monitoring their
operational effectiveness;

+ monitoring the integrity of internal control and reporting systems and monitoring strategic risk
marnagement systems;

» reviewing and approving statutory accounts and monitoring financial resulis;

» approving decisions concerning the capital of the Company, including capital restructures and dividend
policy; and

» complying with the reporting and other requirements of the Telstra Corporation Act.

The Board has adopted a charter and operating principles that detail the role and responsibilities of the
Board and its members.

The Board delegates responsibility for day-te-day management of the Company to the Chief Executive
Gfficer (CEC) and has put a formal delegations structure in place which sets out the powers delegated o the
CEC and those specifically retained by the Board.

Board membership, size and composition

The maximum number of Directors provided for by our constitution is 13 and we currently have 10 Directors
onthe Board. A casual vacancy to the Board may be filled or an additional Director appointed, up to the
maximurm number of Directors, either:

» by the Directors after consulting with the Communications Minister; or
» by an ordinary resclution of shareholders.

The tenure of the CEQ is linked to his executive office, while one third of all other Directors are subject to
retirement by rotation each year. Directors who retire by rotation may be re-elected. A Director appointed
by the Directors is subject to re-election at the next annual general meeting. The Board’s general policy on
Board membership for non-executive Directors is:

» the maximum retirement age is 72 years; and
» the maximum tenureis 12 years (ie. four terms of three years).
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A brief biography for each Director setting out their experience and expertise, together with details of the
year of initial appointment and re-election {(where applicable) of each Director, is outlined in the Directors’
Report.

Role of the Chairman
The Chairman is appointed by the Board. The Chairman’s responsibilities include:

* chairing Board meetings and shareheider meetings;

»  providing the appropriate leadership to the Board and the Company;

*  determining that membership of the Board is skilled and appropriate for the Company’s needs;

» facilitating Board discussions with the aim of ensuring that the core issues facing the Lompany are
addressed;

*  maintaining a reqular diologue and mentoring relationship with the CEO and Group Managing Directors;

*  monitoring Beard performance; and

* guiding and promoting the on-going effectiveness and development of the Board and individual
Girectors.

Director Independence

With the exception of the CEO, all Directors are non-executive Directors and each non-executive Director is
considered by the Board to be independent.

Generally speaking, an independent Director is a Director who is independent of management and free of
any business or other relationship that could materially interfere with, or could reasonably be perceived to
materially interfere with, the exercise of the Director's unfettered and independent judgment.

The Board assessed the independence of each Director at the end of fiscal 2004. The Board considered the
effect of a Director’s business and other relationships and interests from the perspective of both the
Company and the Director and had regard to a specific set of criteria set out in the Board’s charter which are
consistent with the definition of independence set out in the best practice recormmendations of the ASX.
Materiality was assessed on a case-by-case basis from the perspective of both the Company and the relevant
Director and having regard to the Director’s individual circumstances.

Meetings of the Board

The Board meets for both scheduled meetings and on other occasions to deal with specific matters that
reguire attention between scheduled meetings.

The requiar business of the Board includes business investments and strategic matters, governance and
compliance, the (EC's report, financial reports and, on a rotational basis, business unit reviews. The Board
also liaises with senior management as required and may consult with other Telstra employees and advisers
and seek additional information.

Performance Evaluation

The Board reqularly reviews its performance. In fiscal 2004, the Board engaged an external
consultant to conduct interviews with each of the Directors to assist in evaluating the performance
of the Board and the external consultant’s report was provided to each Director.

Conflicts of interest

The Corporations Act and our constitution reguire Directors to disclose any confiicts of interest and to
generally abstain from participating in any discussion or voting on matters in which they have ¢ material
personal interest. A Director who believes he or she may have a conflict of interest or materiat personal
interest in a matter is required to disclose the matter in accordance with the relevant Corporations Act and
constitutional requirements.
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Board access to management and independent professional advice

Directors have complete access to the Company’s senior management. In addition to regular presentations
by senior management to Board meetings, Directors may seek briefings from senior managerent on specific
issues. Directors and Board compmittees are aiso able to obtain independent professional advice at Telstra’s
cost.

2. Committees of the Board

The Board also operates threugh committees that hold responsibility for particular areas. The two main
committees are the Audit Commitige and the Nominations & Remuneration Committee. Each commitiee
operates in accordance with a written charter, operating principles and Telstra’s constitution. There s also
a Technology Committee which provides a forum to brief Directors on emerging technoloegies and the
Company’s technology strateqgy. Meetings of the Technology Committee are open to all Directors.

Audit Committee
Role and responsibilities of the Audit Committee
The Audit Committee is a committee of the Board whose primary functions are to:

. assist the Board in its oversight of the reliability and integrity of accounting policies and financial
reporting and disclosure practices;

. provide advice to the Board on financial statements, due diligence, financial systems integrity and
business risks to enable the Board to fuifil its fiduciary and stewardship ebligations; and

. assist the Board in establishing and maintaining processes intended to ensure that there is:
. compliance with all applicable laws, regulations and cempany policies; and
. an adeguate system of internal control, management of business risks and safeguard of assets.

Subject to the reie of the Auditor-General {as explained below}, the Audit Committee {noi management}is
also responsible for approving ail audit engagement fees and programs, as well as all non-audit
engagements by Teistra’s external auditors.

Composition ond membership of the Audit Commiittee

The Audit Committee is comprised of at least three members who must be non-executive Directors who are
independent of Telstra management and free from any relationship that, in the business judgmaent of the
Board, would interfere with the exercise of their independent judgment as a member of the committee
Members of the committee must also be financially fiterate and have sufficient financial knowiedge and
understanding to allow them {o discharge their duties.

In addition, the chairman of the Audit Committee must not be the chairman of the Board of Directors and no
Director may serve as a member of the committee if such Director serves on the audit committees of more
than two other public companies.

The members of the Audit Committee during fiscal 2004 were:

. John Stocker {Chairman);
. John Raiph;

. Charles Macek;

. Anthony Clark; and

. Catherine Livingstone.

Details of the qualifications of each member of the Audit Committee are outlined in the Directors’ Report.

John Ralph steod aside from the Audit Committee while he held the position of interim Chairman from
14 April 2004 to 20 July 2004.
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During fiscal 2004, Telsira together with the Lommonwealth Auditor Generai {acting through the Austraiian
National Audit Office) conducted a tender process in respect of Telstra’s audit services requirements (the
tender process sought tenders for the audit services sought by both Telstra and the Auditor-General).  John
Stocker and Anthony Clark did not participate in the deliberations of the Audit Committee as a resuit

of associations with the tendering firms. Belinda Hutchinson and Donald McGauchie were appointed to

the Audit Committee for the purposes of assisting in consideration of the audit tenders and such
appointments terminated on completion of the tender process.

Meetings of the Audit Committee

The Audit Committee meets at least four times a year or more frequently as circumstances require. Board
members are entitled o attend Audit Commitiee meetings and the committee may ask management, the
external auditors andfor others to attend meetings and provide such input and advice as required. The
committee aiso regularly meets with the internal auditor and the external auditors in the absence of
management.

Details of the number of meetings held by the Audit Committee during fiscol 2004 and attendance by the
committee members are set out in the Directors’ Report.

Nominations & Remuneration Committee

Role and responsibilities of the Nominations & Remuneration Committee

The Nominations & Remuneration Committee (N&RC} (previously known as the Appointments and
Compensation Committee) is o committee of the Board whose primary functions include advising the Beard
on matters regarding the composition and remuneration of the Board, remuneration, appointment and
performance of the CEQ, remuneration of senior management and Teistra remuneration strategies and
practices generally.

Composition and membership of the N&RC

The N&RC is comprised of at least three members and all members must be independent non-executive
Directors, as determined by the Board. The members of the N&RC during fiscal 2004 were:

. Donald McGauchie {Chaigman from December 2003);

. John Ralph;

. Robert Mansfield (Chairman from 1 July 2003 to December 2003)(resianed in April 2004);
. Charles Macek {appointed in December 2003); and

. John Stocker {appointed in March 2004).

Rebert Mansfield resianed as a member of the N&RC prior to his resignation as Chairman of the Board and as
a Director of the Company on 14 April 2004.

Details of the qualifications of each member of the N&RC are outlined in the Directors’ Report.

Meetings of the N&RC

The N&RC meets at least twice a year or morg frequently as required. The N&RC may request any Telstra
employee to attend any meeting as it considers appropriate. However, if an employee has a materiat
personal interest in a matter thatis being considered at a meeting, he/she must not be present for
consideration of that matter.

Details of the number of meetings held by the N&RC during fiscal 2004 and attendance by the committee
members are set out in the Directors’ Report.
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3, Teistra’s Remuneration Framework

Information in relation to the Company’s remuneration framewaork {inclisding information regarding our
remuneration strateqy and policies and their relationship to company perfermance), together with details
of the emoluments paid to Board members and senior executives during fiscal 2004, can be found in the
Directors’ Report.

4. Audit Governance and Financial Reporting

Relationship with external auditor

Iy accordance with section 36 of the Telstra Act, it is a legisiative requirement that the Auditor-General of
Australia is the auditor of Telstra Corporation Limited for Australian Corperations Act purposes. The Auditor-
General has appointed an agent, Ernst & Young, to assist in performing independent externatl audit duties ot
Telstra.

The Audit Committee has the autherity and responsibitity to select, evaluate and, where appropriate,
replace the external auditor for filings outside of Australia. Telstra, through the Audit Cormmittee, has
appointed Ernst & Young as its external auditor for filings outside Australia and in this respect and for the
purposes of these audits, Ernst & Young is responsible for financial reporting purposes rather than the
Auditor-General.

The Auditor-General, as auditor of Telstra, owes duties to Telstra and its shareholders as g whole. The
Auditor-General also owes statutory duties as an independent officer of the Lommonwealth. Emst & Young,
as the external auditor appointed by Telstra for filings outside Australia, is accountable to the Board, the
Audit Committee and shareholders.

Restrictions on performance of non-auvdit services and avditor independence

The Auditor-General and Ernst & Young are authorised to perform all “audit services”, being an examination
or review of the financial statements of the Company in accordance with the lews and rules of each
jurisdiction in which filings are made for the purpose of expressing an opinion on such statements. The Audit
Compmitiee approves the provision of audit services as part of the annual approval of the audit plan.

The Auditor-General does not provide non-audit services. Telstra does not engage Ernst & Young to perform
any of the following non-audit services:

. bookkeeping services and other services related to preparing Telstra’s accounting records or
financial statements;

. financial information system design and implementation services;

. appraisal or valuation services, fairness opinions, or contribution-in-kind reports;

. actuarial services;

. internal audi services;

. management functions or hurman resources;

. broker or dealer, investment adviser, or investment banking services; and

. tegal services or expert services unrelated to the audit.

I addition, Ernst & Young does not provide taxation advice of a strategic or tax planning nature.

All other non-audit services may only be provided by Ernst & Young if the Audit Committee and the Auditor-
General have expressly approved the provision of the non-audit service and the performance of the non-
audit service will not cause the totol annual revenue to Ernst & Young from non-audit work to exceed the
aggregate annuel amount of Ernst & Young's audit fees. The Audit Committee will not approve the provision
of a non-audit service by Ernst & Young if the provision of the service would compromise Ernst & Young’s
independence.

The Audit Committee expects the Auditor-General and requires Ernst & Young to submit annually to thg
Audit Committee a formal writfen statement delineating oll relationships between the Auditor-Genera
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Ernst & Young and Telstra or any of its controlled entities. The statementincludes a report of all audit and
non-audit fees billed by the Auditor-General and Ernst & Young during the mosi recent fiscal year, a
statement of whether the Auditor-General and Ernst & Young are satisfied that the provision of the audit and
any non-audit services is compatible with auditor independence and a statement regarding the Auditor-
General’s and Ernst & Young’s internal quelity contrei procedures.

The Audit Committee considers whether Ernst & Young's provision of non-audit services to the Company is
compatible with maintaining the independence of Ermst & Young. The Audit Committee also submiis
annually to the Board a foermal written repert describing any non-audit services rendered by Ernst & Young
during the most recent fiscal year, the fees paid for those non-audit services and explaining why the
provision of those non-audit services is compatible with auditor independence. If applicabie, the Audit
Compmittee recommends that the Board take appropriate action in response to the Audit Committee’s report
to satisfy itself of Ernst & Young’s independence.

External Auditor Rotation

Asitis a legislative requirement that the Auditor-General is the Company’s auditor for Australian
Corporations Act purposes, the Auditor-General is not subject to rotation. As noted above, during fiscel 2004
Telstra and the Auditor-General conducted a tender process in respect of the Company’s audit requirements.
On 22 june 2004, Telstra in conjunction with the Auditor-Generel announced that Ernst & Young had been
reappointed as the Auditor-General’s sub-contractor to assist it with audit functions for the Company in
Australia and as Teistra’s auditor for its US and other overseas auditing requirements. In accordance with a
practice of 5 yearly rotation of the lead audit partner, during fiscal 2004 Ernst & Young appointed a new lead
audit partner.

Externai Auditors’ Attendance at Annual General Meeting

Our external auditors attend our annual general meeting and are available to answer shareholder guestions
about the conduct of our audit and the preparation and content of the auditor’s report.

Audit Committee Processes
The Audit Committee, on an annual basis:
. reviews its charter and operating principles to determine their adequacy for current circumstances

and recommends to the Board the formal adeption of the revised charter and operating principles for
future operations of the Audit Committee;

. meets separately with the internal auditor, the Auditor-General and Ernst & Young, with and without
management, to discuss the results of their audits;
. considers reports and other disclosures to be included in the Company’s annual report or other

communications to shareholders on the relationships between the Auditor-General, Ernst & Young and
the Company; and

. reviews with management, the Auditor-General and Ernst & Young, the financial report to be included
in the annual report, incliding the Auditor-Generel’s and Ernst & Young’s responsibilities under
generally accepted auditing standards, significant accounting policies, management judgments and
accounting estimates and adjustments arising from the audit, and discusses the Auditor General’s and
Ernst & Yourng's judgments about the quality, not just the acceptability, of accounting principles as
applied in the financial report.

Adoption of international Financial Reporting Accounting Standards

We will be required to comply with the Australien equivalents of the International Financial Reporting
Standards (IFRS), as issued by the Australian Accounting Standards Board, when the Company reports for
the half-year ending 31 December 2005 and year ending 30 fune 2006. Further information regarding IFRS
can be found in note 1.4 to our financial statements.

Full Year 03f04 Financial Highlights

12 August 2004 Page 44




Telstra Corporation Limited and controtled entities

5. Risk oversight and management

Some of the significant risks that could affect the Company are described in our annual reports.
Additionatly, some risks may be unknown to us and other risks, currentiy betieved to be immaterial, could
turn out to be material. We are committed o the management of risks throughout our operations. The role
of the Board includes monitoring the integrity of internal control and reporting systems and moenitoring the
effectiveness of how strategic, financial, operational and compliance risks are being managed. The Audit
Committee provides advice to the Board on the status of business risks to the Company and relies on the
work undertaken by the risk management and assurance function, which independently assesses the
adeguacy and operating effectiveness of the controls in place surrounding the management of risk.

Primary responsibility for risk oversight and management lies with Company management, who
periodically review and update their significant business risks. The risk management and assurance
function also plays a key role in this process, developing and promoting a common language and
approach to be used by business units to enable them to proactively identify, manage and control
their risks and transferring risk management expertise to them. The Audit Committee reqularly
receives reports independently prepared by the risk management and assurance function on
significant business risks with an evaluation as to the adequacy and effective operation of controls
that are in place surrounding the strategies applied by business units to manage these risks.

The financial risk arising from the Company’s underlying business activities is largely managed
through a central treasury function which applies a prudential approach. Insurance is used to transfer
significant risk exposures arising in the key areas of properties, public and product liabitity, and
directors and officers. However, in view of its size, the Company accepts substantial "excess levels” and
does not insure for risks that it can readily accommodate. Some risks cannot be effectively insured
such as claims in relation to electromagnetic energy and business interruption. The central treasury
function manages the liquidity, cash flow, foreign exchange, interest rate, borrowing and other
financial terms and conditions, financial support arrangements, counterparty credit risk and
derivatives, with the principal objectives being to minimise the volatility of economic and financiat
outcomes and to establish sound operational controls.

Evaluation of disclosure controis and procedures

The CEO and CFO have provided the Board with confirmation that, in all material respects, the Company’s
risk management and internal compliance and control systems are sound and operating efficiently and
effectively. The CEG and CFO have also provided the Board with confirmation that, in all material respects,
the Company’s financial reports for the year ended 3¢ fune 2004 present a true and fair view of the
Company’s financial condition and operationat results.

6. Business values, code of conduct and other company policies

Telstra has a number of internal operating policies and principles which promote ethical and responsible
decision making and timely and balanced disclosure.

Telstra Values and Code of Conduct

We provide quidance to our Directors, senior management and employees on the standards of personal and
corporate behaviour required of all Telstra officers and employees and how to deal with business issues
through cur company values and code of conduct policies. Through these policies we reinforce the
standards of ethical behaviour we expect from all employees, which are aimed at understanding and
complying with the spirit and letter of legael and reguiatory standards. We have a mandatory ethics training
program for all employees to reinforce these standards. We also provide assistance to employees on the
application and interpretation of the Telstra Values and code of conduct pelicies through employee help
lines.
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Whistleblowers

We have in place a Telstra Whistleblowing Service and whistleblowing policy which give Telstra staff the
opportunity to raise concerns they might have with respect to actual or suspected iflegal, unethical or
improper business behaviour within Telstra. The service is operated by an independent third party and
matters may be notified to the service confidentially and, if the employee wishes, anenymously. This
service and policy provide protection for peopie who make disclosures, as well as the righis of anyone who
may be named or affected by a report. They are also designed to complement existing policies and
procedures such as the Telstra code of conduct policy and the fair treatment and equal employment
opportunity procedures.

Share Trading

We have in place a share trading policy that prohibits Directors, senior management and certain other
employees (and their associates) from engaging in short-term trading of our securities {including the
acquisition of derivatives and financial and other products issued or created over Telstra’s shares by Telstra
or ary third party). This policy also restricts the buying or selling of our securities to three “window” periods
{between 24 hours and 1 month following the release of our annual resuits, the release of our half-yearly
resulis and the close of our annual general meeting) and at such other times as the Board permits. Trading
during these window periods is subject to the overriding requirement that buying or selling of our securities
is not permitted at any time by any person who possesses price-sensitive information which is not generaliy
available in relation to those securities.

In addition, Directors, senior management and relevant employees must notify the Company Secretary
before they or their close relatives buy or sell our securities. Changes to the interests of Directors in our
securities are, as required by taw, notified to the ASX.

Market disclosure

We have established procedures intended to ensure that we comply with our market disclosure ebligations.
In particular, we have in place a comprehensive continuous disclosure procedure which is reviewed and
updated en a regular basis. The aim of this procedure is to ensure that we release price-sensitive information
in a timely fashion to the various stock exchanges on which our shares and debt securities are listed. Gur
procedure runs as follows:

. uiimate management responsibility for continuous disclosure rests with the CEOQ and the Chief
Financial Officer (CFOY;
. our Continuous Disclosure Committee (Committee), chaired by the Company Secretary, advises the

CEC and the CFO on disclosure matters. The Committee is responsibie for an internal disclosure
system, which aims to ensure that information that might be discloseable is identified and reviewed
quickly. The Committee’s membership includes the (FO, the Company Secretary, the Managing
Director - Corporate Relations, the General Counsel - Finance & Administration, the Director - Business
and Finance Services and the General Manager - investor Relations;

. senior management {including the CED, the CFO, all other Group Managing Directors and their direct
reports, all group financial controllers and all iegel and requlatory counsel} must immediately inform
the Committee of any petentialiy price-sensitive information or proposal as soon as they become
aware of it;

. a collective recommendation regarding disclosure is then made to the CEC and the CFO. If the matter
is disciosable, an anncuncement is prepared and immediately sent via the Company Secretary’s office
electronicaily to all relevant stock exchanges.
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We implement several practices internally to reinforce the importance of Telstra’s continuous disclosure

obligations and the need to keep the Committee informed about potentially discloseble matters. These

practices are reviewed requlariy and include the following:

. every Director is made aware of our continuous disclosure ebligations upen taking office and each
member of senior management undertakes training with the General Counsel - Finance and
Administration, in relation to Telstra’s continuous disciosure obligations;

. a weekly e-mail is sent to all senior management reminding them to netify the Committee
immediately if they become aware of any potentially price-sensitive information or proposals;

. the Committee maintains a tist of issues which, aithough not yet disclosable, are monitored in case
they become disciosabie;

. alf proposed media releases and external speeches and presentations to be made by senior
management are reviewed by internal legal counsel te determine whether they should be disclosed;

. an internal policy is in place governing communications with and provision of infermation to

shareholders, brokers, analysts and financial media;

. the Legal and Regulatory Compliance and Risk Report prepared for the Audit Committee every quarter
includes reporting on continuous disclosure; and

. the Office of the Lompany Secretary maintains a record of all market anncuncements made. The
announcements are aise posted on ocur website after market release is confirmed.

We also have in place an investor retations policy in relation to our dealings with external parties, including
shareholders, brokers and analysts. The aim of this policy is to ensure that we provide investors and the
financial community with appropriate and timely information whilst at the same time ensuring that we
fuifil our statutory reporting obligations under the Corporations Act and the ASX Listing Rules.

Legal and Reguliatory Compliance

Telstra is committed to conducting its businesses in compliance with oll of its legal and regulatory
obligations. Compliance with these obligations is not just a legal requirement but is integral to Teistra’s
commitment te its employees, customers, shareholders and the community.

The Board is responsible for overseeing the establishrent of appropriate compliance frameworks and
controls and monitoring their operational effectiveness. The Audit Committee has been delegated specific
responsibility for assisting the Board in discharging this responsibitity and in the eversight of the Company’s
compliance programs. This oversight is facilitated by the preparation of a quarterly legai and regulatory
compliance and risk report summarising compliance initiatives and issues across the Company.

Telstra has a number of compliance programs in place to address specific legal and reguiatory obligations.
These include programs directed to heaith, safety and environment, equal employment opportunity,
privacy, trade practices and industry reguiation.

The principles of the Australian Standard on Compliance Programs, AS 3806, have been incorporated into
these programs and a number of programs, including the privacy compliance program, are subject to
periodic, independent external audits which are intended to ensure that the Company's approach is
comprehensive, robust and rigorous.

This program based approach is supported by the corporate wide, legal and regulatory compliance
framework and a network of compliance managers. This structure has been designed with the aim of
ensuring that each business unit's operations are conducted in accordance with Telstra's obligations. This s
achieved through a focus on policies, procedures and work instructions that is intended to ensure that
Telstra and its employees achieve transparent compliance with these obligations. There is a complementary
focus on training, dissemination of information and monitoring of compliance outcomes.

These initiatives reflect the Company's commitment to maintaining a strong compliance record and
reducing the risk of future legal and reguiatory compliance issues.
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Corporate Social Responsibility

At Telstra, we believe that corporate social responsibility (CSR} is a values-based approach to how we do
business, leading us beyond legal compliance to make a positive contribution to the industries and
communities in which we participate. Being a successful company is not just about financial perfermance, it
is also about being a good corporate citizen, living our Telstra Values in every decision we make, every day.

GOn 31 October 2003, we released our first report on our performance in areas that fall into our definition of
CSR. The report aimed to provide an overview of Telstra’s impact, perfermance and future commitments
across four categories - the community, environment, economy and industry. The report was presented as a
short booklet which can be found on our website, www .telstra.com.aufcommunicationsfesr. We intend te
produce an online report for this year's (SR performance and commitments.

During fiscal 2004, CSR was allocated as a respensibility to the Community Relations Group of Corporate
Relations, part of the Requlatory, Corporate and Human Relations business unit. However, all parts of the
business have accountebility for their own (SR activities. Telstra has begun working through how (SR may
be integrated iong-term into our operations. We participated in the first Australian CSR Index survey devised
by Busingss in the Community in the UK and conducted by St James Ethics Centre. The results of this review
will contribute to Teistra’s future considerations and planning.

Political and Other Donations
Telstra does not make political donations. However, in line with other major publicly listed companies, we
de pay fees to attend a range of functions organised by the major political parties where those functions

allow for discussion on major policy issues with key opinion leaders and policy makers.

Telstra does make donations and contribute funds to community and other organisations as part of our
approach to corporate sacial responsibility.

Sharehoider Communications Strategy

We have implemented a number of initiatives to promote effective communication with our shareholders.
These include:

. maintaining an investor relations website;

. placing all relevant anncurncements made to the market and related infermatien on our website;
. webcasting certain events such as briefings and our annual general meeting; and

. using electronic communications te advise certain investors of significant matters that may be of

interest to them.

We are also seeking to encourage our shareholders to receive their communications from us electronically
through cur participation in the eTree program, of which we are a foundation member. Through the eTree
program, we currently donate to Landcare Australia:

. $2 for every shareholder who chooses to receive all of their communications from us electronically ;
and
. $1 for those shareholders who choose just to receive electronic shareholder reports and notices of

meetings from us.
During fiscal 2004, we donated over $125,000 to Landcare Australia through this initiative.
Review of Corporate Governance and Board Practices

Telstra is committed to continually reviewing and updating its practices. As new corporate governance
reguirements and guidance noies are issued by the New York Stock Exchange, the US Securities and
Exchange Commission or the ASX, the Board evaluates and, where appropriate, implements the relevant
proposals with the aim of ensuring that we maintain best practice in corporate governance.
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7. Other Considerations

While the Commonwealth owns more than 50% of the shares in Telstra, we will remain subject to various
ministerial and other controls which other publicly listed companies are not subject to. Thisincludes a
ministerial power to give us written directions that the Communications Minister believes are in the public
interest (section 9 of the Telstra Corporation Act). The Beard continues to strive to achieve best corporate
governance practice, in the context of this shareholding structure.
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Application of critical accounting policies

Gur conseclidated financial statements have been prepared in accordance with accounting principles
generally accepted in Australia. Our significant accounting poticies are more fully described in note 1 to our
financial staternents. The preparation of our financial statements requires management o make estimates
and judgements that affect the reported amounts of assets, liabilities, revenues and expenses and the
disclosure of off balance sheet arrangements including contingent liabilities. We continuatly evaluate our
estimates and judgements including those related to investments, intangible assets, capitalisation of costs,
property plant and equipment, software assets developed for internat use, receivables, revernue recognition
and provisions. We base our estimates and judgements on historical experience, varicus other assumptions
we believe to be reasonable under the circumstances and, where appropriate, practices adopted by
international telecommunications companies. This forms the basis for making judgements about the
carrying vatues of assets and liabilities that are not readily apparent from other sources. Actual results may
differ from these estimates in the event that the scenario on which our assumptions are based proves to be
different.

Our accounting policies have been developed over many years as the telecommunications industry and
Generally Accepted Accounting Principles or “GAAP” have evoived. As ourfinancial statements are prepared
under AGAAP our accounting policies are necessarily compliant with all aspects of AGAAP.

I developing accounting policies, in addition to AGAAP requirements, we also consider telecommunications
industry practice ins other countries. Further to this, where there is no conflict with AGAAP, we alse align our
accounting policies with USGAAP. This reduces the number of AGAAP/USGAAP reconciliation differences
required to be adjusted in note 30 to our financial statements.

I all material respects, our accounting policies are applied consistently across the Telstra group of
companies. To the extent that the accounting policies of entities we account for under the equity
accounting method differ materially from ours, adjustments are made to the results of those entities to align
them with our accounting policies. The critical accounting pelicies discussed below apply to all segments of
the Company.

The following are the critical accounting policies we appiy in producing our AGAAP financial statements.
Carrying vaive of investments, goodwill and other intangibles

We assess the carrying value of our investments in controiied entities, associates, partnerships and other
investments, including acquired goodwill and other intangible assets, for impairment bi-annually. Our
assessments vary depending on the nature of the particular investment concerned and generally include
methedoiogies such as discounted cash fiow analysis, review of comparable revenue or earnings multiples,
or in the case of listed investmentis, monitoring of market share prices. These methodologies rely on factors
such as forecasts of future operating performance and long-term growth rates in the business, and the
selection of appropriate market determined, risk adjusted, discount rates.

If these forecasts and assumptions prove fe be incorrect or circumstances change, we may be required fo
write down the carrying value of our investments and intangibles. In applying our assessments, we have not
writien down significant amounts of investments, goodwiil and other intangible assets during the three-
year period except for the write down of our joint venture investment, REACH, amounting to A$965 millionin
fiscal 2003. This investment was written down due to the strong competition and excess capacity in the
market that adversely impacted the recoverability.

The carrying value of ourinvestments in joint venture entities and associated entities and other listed and
unlisted entities was A$120 miilion at 30 June 2004, A$255 million at 30 June 2003 and A%1,302 million at 30
June 2002. The reduction in the value of our investments in fiscal 2003 reflects the impact of the write down
of ourinvestment in REACH.

The carrying vaiue of goodwill was A$2,104 miltion at 3¢ June 2004, A$2,018 million at 30 June 2003 and
A$2,063 million at 30 June 2002. On initial acquisition and at each subsequent reporting date, we assess the
useful life of goodwill and other intangible assets as part of our assessment of the carrying value of the
investments.
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The carrying value of our patents, trademarks and licences, brand names, customer bases and mastheads
was A$1,501 million at 30 June 2004, A%1,146 mitlion at 30 june 2003 and A$1,358 million at 30 june 2002.
The patents, trademarks and licenses are amortised on a straight-iine basis over the period of expected
benefit (average 12 years). The 3G-spectrum license amounting to A$302 million of this baiance has been
held sirice 22 March 2001 and is not yet being amortised. Amortisation of this license will commence as soon
as the first customer is connected or within 5 years from date of payment of the license fee, whicheveris
sooner. Brand names are amortised on a straight-line basis over an average life of 20 years and customer
bases are amortised on a straight-line basis over an average life of 13 years. The mastheads were acquired
as part of our acquisition of the Trading Post Group during the current year. The mastheads have been
assessed as having an indefinite life and is not being amortised, however the carrying value will be re-
assessed at each reporting date.

Based on our most recent assessment of recoverable amount, we believe that as at 30 June 2004 our
investments and intangible assets are recoverable ot the amounts at which they are stated in our financial
statements.

Capitalisation of costs

When we incur costs, we classify them as either operating expenses or capital costs. We expense operating
expenses to the statement of financial performance as they are incurred. We only capitalise costs where we
consider that they will generate future economic benefits. Capital costs are recorded as assets and shownin
our statement of financial position based on the asset class considered most appropriate to those costs.
Marnagement judgement is used in determining costs to be capitalised in relation to the following major
asset cateqories:

o  Deferred expenditure

We defer expenditure where it is probabie that the future benefits embodied in the particular asset will
eventuate and can be reliably measured. Otherwise expenditures are expensed as incurred. We amortise
deferred expenditure over the average period in which the related benefits are expected to be realised.
Expenditure is not deferred if it oniy relates to revenue that has already been recorded. Each year we
also review expenditure deferred in previous perieds to determine the amount, if any, that is no longer
recoverable. The amount of deferred expenditure that is no longer recoverabie is written off as an
expense in the statement of financial performance. A substantial portion of our deferred expenditure
relate to costs deferred under SAB 104 “Revenue recognition.” These costs directly relate to the deferred
revenue associated with basic access connection costs and are taken to the statement of financial
performance in line with the release of revenue as earned. Our deferred expenditure after amortisation,
inctuding deferred mobile handset subsidies, was A$894 million at 30 June 2004, A$7%6 million at 3¢ June
2003 and A$819 million at 3¢ June 2002.

o  Capitalisation of software assets developed for internal use

We capitalise direct costs associated with the development of network and business software for internal
use where we regard the success of a project to be probable. Management applies judgement to assess
this probability.

We capitalise costs such as external direct costs of materials and services consumed, payroll and direct
payroll-related costs for employees directly associated with a project and borrowing costs incurred while
developing the software.

Our capitalised software assets for internal use, after amortisation, were A$1,923 million at 30 June 2004,
A$2,001 million at 30 June 2003 and A$1,804 million at 30 June 2002. If management has incorrectly
assessed the probability of the success of a project we may be required to write down the value of the
software asseis we have recorded.
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o indirect overheads and borrowing costs related to construction activities

The cost of our constructed property, plant and equipment includes purchased materials, direct labour,
direct and indirect overheads and borrowing costs. indirect overheads are generally attributabie to the
construction of assets, but can onty be aliocated to specific projects on an arbitrary basis, as they do not
usually vary with construction activity velumes. Exampies of indirect costs include planning and design
of construction projects and the management of construction contracts.

Where a part of a business unit consists of a work force whose role is predominantly the management,
design and construction of communication assets, then all indirect overheads associated with the
operations and management of that work force are allocated to the projects undertaken by them.
Where some projects undertaken by an organisational area do not relote to capital projects, indirect
overheads are only aliccated to capital projects based on the propertion that capital projects make up of
the total costs of that organisational area. The remaining costs of that work force are expensed as
incurred.

Borrowing costs are capitalised on all assets constructed up to the point of completion of construction.
We do not specifically borrow to fund construction of assets due to the constant nature of our
construction process. As a result, the allocation of borrowing costs to these assets is general and does
not reflect funds specifically borrowed for each asset.

Carrying value and depreciction of property, plant and equipment assets and software assets developed
for internal use

Property, piant and equipment assets made up 65% of our total assets in fiscal 2004, 65% in fiscal 2003 and
61% in fiscal 2002. We therefore consider our accounting policies arcund the carrying value and depreciation
of these assets to be critical. We have adepted the cost basis of recording our property, plant and
equipment, rather than the fair value besis. Land and buildings are subject to a valuation Tor disclosure
purposes at ieast every three years or earlier if required, except properties that are on a disposal program,
which are subject to valuation every year.

We assess the recoverable amounts of our preperty, plant and equipment bi-annually, based on expected
future net cash flows discounted to present value. Where assets can be shown to be working together to
generate niet cash flows, this assessment is performed over the group of assets rather than individually.
Whern considering this assessment, we exclude the broadband network asset, as we do not consider the
broadband Hybrid Fibre Cable (HFC) network to be integrated with the rest of our telecommunications
infrastructure. if our estimates of future cash fiows prove to be incorrect we may be required to write down
our assets in the future. In applying this policy we have not written down significant amounts of property,
plant and equipment assets during the three-year period.

I addition, we assess the appropriateness of the service lives of our property, plant and equipment assets on
an annual basis. This assessment includes a comparison against our service life estimates and international
trends for other telecommunications companies. in relation to communications assets, this assessment
includes o determination of when the gsset may be superseded technologically. We use an *end date lifing”
methodoiogy where we believe technologies will be replaced by o certain date. Assets are grouped into
clusses based on technologies when making the assessments of useful lives. The review of service lives is
carried out prior to commencement of each new financiel year. If our assessments of useful lives prove to be
incorrect we may incur either higher or lower depreciation charges in the future or, in certain circumstances,
be required to write down these assets.

Software developed forinternal use is an exception to the above annual revision of service lives. With
reference to globalindusiry practice it was judged that for administrative simplicity, internally developed
software would, on average, have a useful life of 6 years in fiscal 2004, 6 years in fiscal 2003 and 5 yearsin
fiscal 2002. In fiscal 2003, the weighted average useful life increased to 6 years due teo a reassessment of
useful fives for some major software assets. The increase in average useful life resulted in the amortisation
of these assets being spread over a ionger duration, decreasing our yearly amortisation charge in the
statement of financial performance. However, this decrease has been offset by our growth in capitalised
software assets resulting in an overall increase in amortisation expense for these assets.
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Valuation of receivables

We maintain provisions for doubtful debts based on an estimate of the inability of cur customers to pay
amounts due to us for services rendered to them. These provisions are based on historical trends and
management’s assessment of general economic conditions. A provision for doubtful debts is raised when it
is considered there is a credit rigk, insolvency risk or incapacity to pay a legally recoverable debt. If the
financial condition of our customers deteriorates, these provisions may not be sufficient and may lead to an
increase in bad and doubtful debt expenses. We have no reason to believe that the provisions we have raised
will not sufficiently cover bad debts arising out of the receivables we currently have or hand.

Gur provision for doubtfisl debts was A$196 million at 30 June 2004, A$199 million at 30 June 2003 and A$221
million at 3¢ June 2002. Trade debtors before any provision for doubtful debts were A$2,459 miltion at 30
June 2004, A$2,436 million at 30 June 2003 and A$2,535 million at 30 June 2002.

Revenue recognition

We generally recognise revenues whern they are earned through the delivery of a product or service.
Telecommunications revenues are recorded at amounts billed pius an appropriate accruel for calls made
since the last billing date.

Revenues that relate to more than one period, such as installation and connection fees, are deferred and
amertised into sales revenue over the expected period of benefit in accordance with SAB 104. Deferred
revenue comprises deferral of revenue from Sensis Pty Ltd relating to White Pages® and Yellow Pages®
products, deferral of connection fees over the period of service and deferral by our billing system of
telephone rental paid in advance.

Our Yellow Pages® and White Pages® directory advertising revenue are recognised on delivery of the
published directories. We consider our directories delivered when they have been published and delivered to
customers’ premises. Revenue from online directories is recognised over the life of service agreements,
which is on average 1 year. Voice directory revenues are recognised at the time of providing the service to
customers. Classified advertisements and display advertisements revenues are recognised when the
advertisement is published.

Accrued revenue comprises mainly the recognition of unbilled amounts relating to telephone usage, service
and maintenance. Gur billing system generates most of the accrued revenue and automatically acerues
revenue for billing cycles that remain unbilled at the end of each month.

Provisions

Gur calculation of annual leave entitlements is based on remuneration rates expected to be paid when the
obligation is settled. We determine the accruel for ennual leave entitlements using estimated remuneration
rates at the time leave is expected to be settied or taken. We accrue for iong service leave entitlements not
expected to be paid or settled within 1 year of balance date at present values of the future amounts
expected to be paid. The calculation is actuarially determined based on estimated projected increases in
wage and salary rates over an average of 10 years and the probability of employees reaching their long
service leave entitlement. We apply the weighted average government bond rate for the 1-year period
ended on the reporting date as the discount rate. This appreach was taken to limit the impact of volatility in
government bond rates experienced in recent times. Qur provision for employee benefits predominantly
relates to the provisions for annuel leave and long service leave entitiements. Our provision for empioyee
benefits was A$871 million at 30 June 2004, A$851 million ai 30 June 2003 and A$945 million at 30 june 2002,
We self-insure for workers’ compensation liabilities. A provision is taken up for the present value of the
estimated liabitity, based on an actuarial review of the liability. This review inciudes an assessment of
actueal accidents and estimated claims incurred but not yet reported. Our provisien for workers’
compensation was A$216 million at 3¢ June 2004, A$236 million at 30 June 2003 and A$270 million at 30 June
2002,
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Telstra Corparation Limited and controtled entities

Statement of Financial Position ~ detail

Table 38 - Staterment of Financlal Pesition - detail

Year Ended 30 June 2004

2004 20603 Change Change
tin $ millons) %
Current Assets
Cash Assets 687 1,300 613} (47.2)
Receivables 3,608 3,619 {11} {0.3)
fventories 229 280 {31y {11.8)
COther Assets 803 578 225 38.5
Total Current Assets 5,327 5,957 {430} (7.5}
Non-Currernt Assets
Receivables 740 877 {137} {15.8)
|nventories 15 14 {4} {28.8)
Investments - accounted for using the eguity method f 1 159 {119} (¥4.8)
fvestrments - other -0 96 {16} {16.7)
Property, Plant and Equipment 32,863 23,012 {1493 (0.6}
intangibles - goodwilt 3,184 2,018 86 43
Intangibles - other 1,501 1,146 35% 1.0
Other Assets 2,328 2,520 {182} {7.6)
Total Non-Current Assets 5,668 29, B42 {178} {36}
Total Assets 34,8993 35,559 {506) {1.7}
Current Liabiiities
Payables 2,338 2,525 (187} 7.4}
Interest-bearing Habilities (borrowings) 3,248 1,323 1,823 145.4
Income Tax Payable 538 660 {121} {18.3)
Provisions 358 353 8 1.4
Revenue Received in Advance 1,085 av¥3 122 12.5
Tatal Current Liabilities 7,574 5,834 1,742 28.5
Non-Currernt Liabilities
Payables &Y 51 3] (3.5}
Interest-bearing labilities (borrowings) 5,014 11,232 {2,218) (1.7}
Provisions T8 814 {38) {443
Provision for Deferred Tax 1,807 1,814 N (0.4}
Revenue Received in Advance 408 432 {24} (5.8)
Total Non-Current Liabilities 12,084 14,343 {2,287} {15.5)
Total Liabilities 19,632 20,177 {545} (2.7
Met Assets 15,361 15,422 {61} (0.4}
Shareholders Equity
Contributed Eguity £,073 6,433 {360) (5.8}
Reserves {105} {150} 45 (30.0)
Retained Profits 4,351 137 254 28
Shareholders equity available to Telstra Entity Shareholders 15,359 15,420 {81y (0.4}
Qutside Equity Interest
Contributed Eguity 2 1 1 160.¢
Reserves (0} {0} - 8.0
Retained Profits o 1 {14 b
Total Outside Eguity interest 2 2 - 8.8
Total Shareholders Eguity 15,361 15,422 {61} (0.4}

Full Year 03f04 Financial Highlights
12 August 2004
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Telstra reports record net profit and strong free cash flows

Highlights

» Highest ever reported net profit of $4.118 billion

» Nearly 3 per cent growth in underlying earnings per share

» Free cash flow from normal eperations (excluding acquisitions of the Trading Post
Group and the effect of sale of office properties) up 20 per cent

» Higher [underlying] EBITDA (49.8 per cent) and EBIT (32.3 per cent) margins
Improved [underlying returns| on capital
On track with $800 millien cost reduction program before additional investment in
improved customer service
3 per cent underlying domestic revenue growth rate in last 6 months
Outstanding performances in Sensis and Telstra Broadband

» Total cash returned to investors in FY2004 of $4.18 billion being 6.6 per cent of
Telstra’s market value

» First stage of the 54.5 billion capital return program announced with $1.5 billion to
be returned to shareholders in FY2005

» Toetal ordinary dividend declared on the FY2004 profit of 26 cents per share, up 8.3
per cent on prior year

Telstra today announced a record net profit after minorities of $4.118 billion for the 2003/2004 financial
year, an increase of $689 million or 20.1 per cent, on the prior correspondiag period.

The reported net profit which reflected a continued focus on margins and the impact of the Telstra share
buy back enabled uaderlying earnings per share to grow by nearly three per cent 1o 32.6 cents per share.

Usnderlying sales revenue was $20.693 billion, up 1.0 per cent for the Teistra Group with the company
seeing growth across mobiles, internet and IP solutions, PSTN products and advertising and directories.
Usnderlying domestic sales revenue was $19.165 billion, an increase of $451 million or 2.4 per cent,
excluding revenue from construction activity and cable recovery.

Telstra’s domestic revenue grew by 3 per cent in the second half of the financial yvear, demonstrating a
solid two quarters of growth.

Underlying earnings before interest and tax (EBIT) was up $135 million or 2.1 per cent to $6.692 billion
with reported EBIT increasing by $837 million or 14.6 per cent io $6.560 billion. This comparison is
alfected by Reach-refated adiustments in both vears. Underlying net profit after minorities grew by $80
million or 2.0 per cent 1o $4.154 billion.

Reported return on equity increased by 3.6 per cent points 1o 26.8 per cenl.

Telstra Carporotion Limited
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The Telstra Board of Directors declared a final ordinary dividend of 13 cents per share, bringing the total
ordinary dividend declared for the year to 26 cents, a total o §3.28 billion, up 8.3 per cent excluding
special dividends on fast yvear.

As part of the recently announced three year $1.5 biflion per year capital management program, Telstra
plans to conduct its second off-market share buy back of around $750 miflion.

This is expected to further improve both the company's earnings per share and o increase returns to
shareholders. Details of the buy back are planned to be announced towards the end of September.

Telstra alse plans to pay a fully franked special dividend of 6 cents per share with the 2004/2005 interim
dividend scheduled for payment on Friday, 29 April 2005,

The combined effect of the company’s ordinary dividends aad the first instalment of the capital
management progran mean that total cash returns to shareholders in respect of the 2604 financial year
will be in excess of 6.6 percent of the company’s market capitalisation, before franking credits.

CEQ, Dr Ziggy Switkowski said the full year result, the share buy back and the special dividend payment
announcemesnt reflected Telsira’s very sound financial settings and confidence in solid fuiure
performance.

“Telstra has one of the strongest financial positions of any corporation in Australia. The indication of iis
free cash flow strength is demonstrated by the fact that Telstra spent $636 million on Trading Post, $3.2
biflion on dividends, $1 billion on the share buy back and increased net debt by only $195 miliion,” he
said.

“Importantly, Teistra’s commitment to customer service has been reinforced with additional capital and
operating expendifure being dedicated to the customer access network to ensure ongoiag improvement ia
customer service, as well ag an additional commitment to #ts email plaiforms.

“Resourcing and training have also been increased in call centres to meet sharp rises in broadband and
other product demand and enquiries,” he said.

Other financial highlights included:

*  Underlying operating expenses (before equity accounied losses, depreciation and amortisation
and interest) declined by $144 million or 1.3 per cent to $10.525 billion, driven by a decline in
goods and services purchased. Underlying total expenses (before interest and tax) increased by
$14 million or 0.1 per cent to $14.214 billion driven by underlying depreciation and amortisation
growth of 4.8 per cent;

*  Underlying EBIT margin has increased by 0.3 per cent to 32.3 per cent with underlying EBITDA
margin increasing 1.0 per cent to 49.8 per cent;

= Domestic core operating capital expenditure decreased by $276 million or 8.7 per cent to $2.895
billion: and

= Free cash flow decreased by $402 million or 8.8 per cent to $4.163 billion. Excluding investment
in the Trading Post Group and sale of office properiies free cash flow grew by 20.2 per cent from
normal business activity.

Telstra Carporotion Limited
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Operational highlights for the full year included:

= PSTN revenses continue to grow, albeit modesily (0.9 per cent), even as competing wireless and
IP communications surge, which is a best in class performance amongst Telstra’s peers:

= The Business and Government portfolio produced its best year since the Y2K inspired boom era
with profitable revenue growth in the second half;

= The Consumer Group substantiaily strengthened its marketing activities with the faunch of
programs aimed al the prepaid mobiles segment, an upgraded integrated suite of compelling
consumer offers, and improved disiribution arrangements;

= Similarly, contributions from Telstra Wholesale and Sensis were exceptionally siroag;

= Mobile services revenue grew by 7.1 per cent or $228 million driven by increases in subscriber
numbers and usage of SMS and GPRS. Total mobile services including handsets revenue grew by
5.4 per cent to $3.807 billion, up $194 miliion on the prior year. Mobile services in operation
grew by 15.8 per cent to 7.664 million, with prepaid mobile growth of 35.6 per cent up from 2.3
million in 2603 to 3.1 million in 2004;

= Data usage (SMS, WAP, GPRS and managed services) grew by 34.3 per cent and represents
approximaiely 13.1 per cent of mobiles services revenue;

= The number of Mobile SMS sent in 2604 grew by 34.7 per cent to 1.903 biilion;

= |nternet and 1P solutions revenue grew by 23.6 per cent to $1.010 bitlion up by $193 million from
the previous year;

= Retail Broadband subscribers grew by 77 per cent from 240,000 in 2003 1o 424,008 with total
broadband subscribers increasing from 361,000 in 2003 1o 803,000 in 2064 up by 122 per cent.
The one million subscribers goal will be attained well withia out target dates;

» Reporied advertising and directories revenue increased by 11.0 per cent. After excluding Trading
Post, underlying advertising and directories revenue increased 7.4 per cent driven by continued
innovation; and

= Six Sigma process improvement projects continue to drive further improverments to meet
customers’ expectations and coniribute to the achievement of $800 million to the cost reduction
by 2606,

On the international front, Telstra’s coatrolied entities had a mixed performance. Hong Kong CSL
continued to perform in a challenging market but its revenues declined due to unfavourable fluctuations in
currency and aggressive competitive pricing. TelstraClear revenue grew by NZ$37 million or 6 per cent
from NZ§615 miltion to NZ$652 million, and when mncluding inter-company trading, its focus upon the
trans Tasman market delivered a profit result for the first time.

Telstra Carporotion Limited
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Telstra today also advised that it had addressed its investment in Reach and had elected to fully provide
for the $US155.5 million Reach loan from the banking buyout, but would maintain its $US143 million
capacity prepurchase rights as a receivable.

Dr Switkowski commended the ongoing commitment and contribstion of all Telstra siaff towards the
positive financial outcome for the company and recognized the integral role they play in delivering
guality customer service, one of the company’s key priorities.

Commenting on the company’s outlook, Dr Switkowski said that he expecis:

» Telstra’s underlying revenue growth will be positive in 2004/2065 and on a trajectory consistent with
the company’s goal of achieving industry growth levels during 2006;

» Any growth in costs will arise from improving customer service, supporting revenue growth and
churn reduction. Underlying cost growth will be kept below revenue growth;

»  Asaresult EBITDA margins will at least be maiatained;

»  Planned domestic CAPEX will be about $§3 billion plus any addi#tional expenditure arising from the
recently announced Hutchison 3G infrastructure sharing arrangement; and

»  Service will be a priority and customer satisfaction trends are expected to improve.

In the context of this outlook for 2604/2005, Dr Switkowski confirmed that the trading resulis for the firs¢
six weeks of the 200472005 year are consistent with these comments.

The dividend will be fully franked at a tax rate of 30 per cent. The dividend will have a record date of
Friday, 24 September 2604 with payment to be made on Friday, 29 Qctober 2004.

Telstra Media Contact
Kerrina Lawrence

Tel: 03 9634 5611

Mbl: 0419 352 313

Telstra’s national media inquiry line is 13 1639 and Telstra's Media Centre is located at:
www telstra.com.au/communications/iedia
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Telstra Corporation Limited and controlied entities

Statement of Financial Performance

for the year ended 30 June 2004

Telstra Group Telstra Entity
Year ended 30 lune Year ended 30 June
2004 2004 2003 2002 2004 2003
Note $m USsm sm $m $m sm
Orpebiriepryy setivities
UL
Solesrevenue. . . ... L. i e 2 20,737 14,518 20,495 20,196 18,996 18,627
Other revenue (excluding interestrevenue) . ... ... . 2,3 543 380 1,121 &06 391 §53
21,280 14,806 21,616 20,802 19,387 19,580
Erpenies
BOBOUT . . o e e e e e e 3 3,218 2,253 3,204 3,240 2,807 2,681
Goods and servicespurchased . . ... ... L L. 3 3,420 2,394 3,615 3,933 2,543 2,730
Otherexpenses. . ... . ... ... ... ... ... ... 3 4,389 3,072 4,602 4,065 3,985 6,634
11,027 1,719 11,421 11,238 9,335 12,045
Share of net toss from jolnl venture endilies
and associetedentiies L. L oL L L L o oL L. 24 8 EE 1,025 81 - -
11,108 1,714 12,446 11,319 9,335 12,045
Earnings before interest, income tax
expense, depreciation and amortisation (EBIDA) . . . . . .| 10,178 7,122 2,170 9,483 10,052 7,535
Deprecistionand amortisation. . ... . ... L0 L 3 3,618 2,531 3,447 3,267 3,228 2,593
Earnings before interest and income tax expense (EBIT) . . . 6,560 4,591 5,723 6,216 6,824 4,542
Inferestrevenue . ... ... L L ool 2 58 Ef) 84 126 95 202
Borrowingeosts . . .. L. Lo oL oL oLl 3 787 537 879 896 843 935
Nethorrowingcosts. . ... .. .. oo L oL 712 498 755 770 T48 733
Profit befors noowme Sax @nmente . © . L L. L. L. L. 5,848 4,003 4,528 5,448 6,076 3,809
cometaxXexpense. . ... L. L oo oL, 3,4 1,731 1,212 1,534 1,796 1,687 1,558
Matprafif . oL L 4,117 2,881 3,384 3,650 4,379 2,251
Outside equity interestsinnetloss ... ... ... . ... .. 1 1 35 11 - -
Mot profit ovailable to Telsteo Bttty shoreholders. . .. L 4,118 2,882 3,429 3,661 4,379 2,251
Obbver vodgation adivstments Yo eguity
Net exchange differences on transtation of finandal
staternents of non-Austratian controlled entitfes . .. . . .. 21 15 {161) {87} - -
Reserves recognised on equity accounting ourinterest in joint
verture entities and associated entities . . . ..o oL L. {5) {4} {18) 41 - -
Fair value reserve recognised on acquisition of controlling
interestinjointventureentity . . ... .o L. oL 0L - - - 54 - -
increase to opening retained edrrings oh adoption of hew
accountingstandard . ... oL L L oL oL oL - " 1,415 - " -
Sakuation adivstoenis obbribotobte o Yelstre Briiy
sharetoiders ond recogeised drectiy by eguity. L L L L 18 11 1,236 8 - -
Vetol charges i wguity othar than those
visuting frovm transections with Telstro
Eeybity shareholders as owners . L. L0000 L 4,134 2,893 4,665 3,669 4,379 2,251
¢ USq [ ¢
FBaste g dituted soredngs per share (cents perabare) . . 6 32.4 23.0 26.6 28.5
Yool ordinery dividends per shore {oents per shore) . 7,28 26.0 18.0 7.0 22.0

The notes following the financial statements form part of the finandal report.



Telstra Corporation Limited and controlled entities

Statement of Financial Position
as ot 30 June 2004

Telstra Group Telstra Entity
As ot 30 june As at 30 June
2004 2004 2003 2004 2043

Note $m UJSsm $in $m $m
Corrent gssely
Cashassefs . . . . .. e e e 8 687 481 1,300 543 1,152
Receivables . . . L . o e e e ] 1,608 2,528 3,619 3,258 3,374
ventorfes © . L e e 10 229 180 260 208 225
Otherassets. . . . .. L e e e 14 803 562 578 687 466
Total crrent Gssets . . . . L L L e 5,327 3,729 5,757 4,694 5,217
Bhor current assets
Receivables . . . L . o e e e ] T4D 518 877 1,047 1,319
ventores . . L e 10 19 ¥ 14 16 14
investments - accounted for using theequitymethod . ... ... . .. it 40 28 159 32 10
nvestments-other, . ... . L L L 1t 88 56 86 5,638 4,204
Propetty, plantandequipment. ... . ... Lo Lo oL L 12 22,883 16,004 23,012 21,600 21,7594
Intangibles-goodwill . ... oL o o oo o 13 2,104 1,473 2,018 16 4
intangibles-other. . ... 0oL L oL ool ool ol 13 1,501 1,051 1,146 22p 236
Otherassets. . . ... L e 14 2,328 1,629 2,520 2,160 2,371
Totalnoncurrent assets . .. . L L L L e 29,686 20,766 29,842 30,520 29,952
L i T 4 34,993 25,495 35,589 35,214 35,169
Corrent Hobitities
Pagables. . ... o e 15 2,338 1,636 2,525 1,891 2,030
nterest-bearing liabilities. . ... ... ... oL oL oo oL 16 3,248 2,272 1,323 5,527 3,327
eometaxpaygable. . . oL L oL Lo oL oo 539 377 660 §12 614
Provisions . o . . L L L e e 17 358 250 353 331 284
Revenuereceivedinadvance . . ... . ... L L oo 1,088 T8 973 ass 758
Total current Habilities . . ... 0oL oo oL 1,576 5,302 5,834 9,146 7,053
Bher ciavent Hobitities
Pagyables. . ... . ... L. 15 49 34 51 46 48
interest-bearingliabilities. . ... ... . ... .. o oL i6 9,014 6,310 11,232 9,014 11,232
Provision for deferred incometax . . .. . . .. . o i L c . 1,807 1,268 1,814 1,748 1,753
Provisions . o . . . oL e e e e e e 17 k#t: 568 814 140 727
Revenuereceivedinadvance . . ... . ... L L oo 408 288 432 398 418
Total noncurrent labilitles . . 0 .. 0oL oL L o 12,088 8,440 14,343 11,948 14,178
Vodeh BoBBEEE L L o L e e 19,632 13,742 20,177 21,002 21,231
MY @EEEEE. .. L e e 15,361 10,753 15,422 14,122 13,938
Sharreboidens eguity
Yelbatra Entity
Contributedequity . . ... ... .. L L il oo, 18 6,073 4,251 6,433 6,073 6,433
BBSBEVES . . . . i e e e e e {108} {73) {15G} 21t 277
Retainedprofits . ... ... . .. . oL L ol ol n o 9,391 6,574 9,137 1,012 7,228
Shareholders’ eguity avoilable to Telstra Entity shareholders. .. . .. .. 15,359 10,752 15,420 14,122 13,938
Osbabde eguity interests
Contributedequity . . ... . .o L. oL L il ool 2 1 1 - -
Retalmedprofits . ... .. 0 o oL o - - 1 - -
Total outside equityinterests . .. ... oL Lol oL ool oL 2 1 2 - -
Yotolshorebodders egudla Lo oL L L 15,361 10,753 15,422 14,122 13,938
Expenditure commitments, contingent Liabilities and assets . . . .. 20,21

The notes following the financial statements form part of the finandal report.



Telstra Corporation Limited and controlied entities

Statement of Cash Flows

for the year ended 30 June 2004

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 lune
2004 2004 2603 2002 2004 2603

Note $m Ussm $m $in $m $m
Cessby Fhawrs From operating activities
Receipts from trade and other receivables {inclusive
of goods and services tax (GSTH(G ... . ... .. oL 22,954 16,067 22,511 22,291 20,926 20,327
Payments of accounts payable and to employees
finclusive of GSTY(CL. . . ... o Lo o (11,818) (8,271} {11,920} {11,837} (5,862) {9,841}
Interestreceived . . . . ... . L. L e 51 36 70 52 82 140
Borrowingceostspaid . . ... ... L oL L (848) {592) {999) {ga7) {922) {1,060}
Dividendsreceived. . . .. .. ... L L L oo 2 1 7 16 1 P
ficometaxespaid. . ... . L. L. oL oo {1,856) {1,299) {1,536) {1,5G3) {1,804) {1,487}
GST remitted to the Austration Taxation Office{ATO) . . . .. {1,056) {739) {1,076) {1,018) {1,044) {1,019}
Met cosh provided by operoting octivities(a) .. o L. L 7,433 5 203 7,057 7,098 7,387 7,062
sl Flowes from investing activities
Payments for:
- property, plantandequipment. ... ... Lo L. {2,8712) {1,800} {2,704) {2,958} (2,508) {2,662}
-internal usesoftwdreassets. _ ... Lol oL oL (438) {308) {555) {527} {385) {606}
- patents, trademarks and ticences .. . ... 0 L0 oL {2) {1) {2 - - -
-defervedexpenditure . L. L Lo Ll oL L {8) {4) - {8} {8) -
Capital expenditure (beforeinvestments) . . . ... ... ... {3,015) {2,116) {3,261) {3,491) {2,896) {3,268}
-sharesin controlledentities . . . ... ... o L0 L. (687) {667} {25} {50} {637) {25}
- ihvestment in joint ventureentities . . ... 0 L. L. {1) {1} {45) {867} - 5
- investment in assodated entities {including share buy-back} 1 1 - {40) 1
- shares in listed securities and other investments . . . . . .. {1) {1} {1) {14) {1) -
Investmentexpenditure . . . ... L. oL oLl 0oL (668) {468) {71) {171} {637) {20)
Total capital expenditure . . . ... ... o L0 L. {3,683) {2,578) {3,332} {3,662} (3,533) {3,288}
Proceeds from:
-sale of property, plantand equipment .. . ... .o 168 118 787 194 197 794
- sale of patents, trademarks and licences . . ... ... .. L. - - - 1 - -
- sale of shares incontrolled entities . . ... ... ... ... - - 12 - - -
- sale of joint venture entities and assodlated entities. . . . . 221 158 20 - " 1
- sale of listed securities and otherinvestments . . .. . . .. 24 17 7 176 41 -
-saleofbusineEss. L. L L L L e - " % 33 - 2
Met cosh used Inbvesing activities . oL 0L 0oL 0 {3,270} {2,288) {2,492) {3,258} (3,298) {2,491}
sl Floves From Hnoncing ootivities
Proceeds from:
ShorTOwINgS L. L. L L e 4,119 2,882 5,914 13,487 4,329 6,521
-Telstrabonds . L. - - - 987 - -
Repayment of:
Shormowings ... L. L {4,274) {2,992} {6,315} {15,441} {4,611) {6,527}
-Telstrabonds . L. L e (211) {148) {582) {41) {211) {582}
-finance leases principalamount .. .. ... L L {13) {8} {22} {18} {11) {8}
Emplogeeshareloans{mety . .. . ... . ... ... ... .. 24 17 33 40 24 33
Loantojointventureentity. ... .. oL L. oL (228) {158) - - {228) -
Dividendspaid . ... ... .. L Lo o 7 {3,186) {2,230) {3,345) {2,831} (3,188) {3,345}
Sharebuy-back . ... .. {1,009) {106} - - (1,009) -
Mk cash wsed I fremeing ackbvlfes, 0L 0oL 0oL 0 {&4,776) {3,344} {4,317) {3,817} {4,701) {3,908}
Met baorposef{decreaseynaash . L oL L oo oL (613) {429) 248 23 {609) 663
Foredge Correneg SoBVErSION. L L L. L L L e B - {18) {20} - -
Coshatthe beghnmingefthayadr L. o000 L 0oL 1,300 910 1,070 1,067 1,152 489
Coshoatthe end ofthe gear (B . L oL Lo 0 0 L 687 481 1,300 1,070 843 1,152

The notes following the financial statements form part of the finandal report.




Telstra Corporation Limited and controlled entities

Statement of Cash Flows (continued)
for the year ended 30 June 2004

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 lune
2004 2004 2603 2002 2004 2603

Note $m USsm $m $im $m $rm
Cosaby Fhowr otes
(o) Becoraciiiotion of wet profl o net
coshy provided by ooeroting selivities
Netprofit . . . .. ... ... ... 4,117 2,881 3,384 3,650 4,375 2,251
Adddf (subiracty the following tronsoctions
Deprecigtion and amortisation. . ... . ... ..o L. 3 3,618 2,531 3,447 3,267 3,228 2,993
Accryed interest onnotesissued by PCOW . . .0 L 0L L. {4) {3) {15) {85} {&) {15)
Dividends received from ossocdiated entities . ... ... .. 24 1 1 6 g {142) -
{Profitifloss on sale of property, plant and eguipment . . . 3 {&0) (28) {173) 4 {40) {160}
Profit on sule of patents, trademarks and licences . . . . .. 3 - " - {1} " -
Profit onsale of controlled entitles . . . ... ... o ... 3 - - {5) {3} - -
{Profitifloss on sale of joint venture and associated entities 3 (170) {119} {12) - - 1
{Profitiloss on sole of listed secutrities and other
CORpOFAtions . .. ... ... L L o 3 {8) {8) P 5 {8) -
Profit onsaleofbusiness. . . ... ... ... .. ... 3 - - £10) - - {8}
Borrowing costs included in the cost
of constructedassets . . ... ... L. o o oo L 3 {74) (52} {105} {115} (74) {105}
Share of joint venturg entities'netlosses. . . . .. . . ... 24 8% 60 1,015 79 - -
Shaore of associgted entities' netlosses . ... .. ... ... 24 {n {8) 10 2 - -
Provision for reduction in value of investments. . ... . .. 3 - - 26 26 {7o09) 3,056
Provision for reduction in value of convertiblenote . .. . . 3 - - - 96 - -
Provision for reduction in value of controlled entity
recedvables . . L L L L e 3 - - - - 0% {587}
Provision for reduction in amount owed by
Jointventureentity . . ... oL L oL oL oL 3 228 158 - - 228 -
Net foreign cuttency conversion differences. . ... . ... .. 3 2 £37) {14) - -
Becrease in non cash revenue received in advance. . .. . .. - - - 225 - -
Decrease In non cash operating deferred expenditure. . . . . - - {8} {7} - {11}
Other. . e e e & & 55 31 13 {24)
Movements in operating assets ared Hobilittes
{Increase){decrease in trade debtors and other debtors . | | . 143 100 4 233 75 {99)
{Increaselfdecreaseininventories . . . . ... ... L. 35 26 {52} G4 60 {71}
{Increasel{decrease in deferred expenditure and prepayments 6 & 48 {45} 3 77
{Increasel{decrease in deferred mobile phone handset subsidies (1D4) (72} {42) 52 {104) {42)
Decrease in accounts payable and other creditors . ... . ... {33%) {235) {271} {218} {168) {156}
ncreasef{decrease) in revenue received in advance . . . L L. 98 69 {66) {338} 69 {50)
ncreasef{decregse} in net taxes pagable. . .. 0. 0oL (12%5) (88) 9 293 {107) 70
Becreaseinprovisions . ... ... ... ... L oL {3%) (28} {161) {176} {21) {58)
Movernent In forelgn cyrrency conversion reserve . . . . L L. - - {2} 35 - -
Mt cosh provided by opersting setivities . Lo L L 7,433 5,203 7,057 7,098 7,387 7,062
(b Bavericiitation of cosh
Cash at the end of the year as shown in the statement of
cash flows agrees to the net amount of the following
iterns in the notes to the finandal statements:
Cashassets . . .. ... .. . . ... .. e 8 687 481 1,300 1,070 543 1,152




Telstra Corporation Limited and controlied entities

Statement of Cash Flows (continued)

for the year ended 30 June 2004

Coash Tlowe notes (oontinued)

(o Groods ard Servies Tox (68T

Our receipts from trade and other recelvables includes estimated GST
of $2,030 milllon {2003: $2,072 million; 2002: $1,975 million; 2001}
collected by us as agent for the ATO. Gur payments of accounts
payabte and to employees include estimated 65T pagments made by
us far goods and services obtained in undertaking both operating and
investing activities. GST paid associated with operating activities
amounted 1o $750 million (2003: $635 million; 2602: $615 million} and
GST paid relating to investing activities amounted to $224 million
{20063: $356 million; 2002: $342 mitlion).

Property, plant and equipment

Our property, plant gnd equipment inclydes botrowing costs of
$57 mitlion {2003: $77 million; 2002: $83 million) which have been
included in the cost of constructed assets. These amounts are
included in borrowing costs paid in our staterment of cash flows,

Sate and leaseback transoctions

There wete no significant sale and leaseback transactions entered
into during fiscal 2004,

Duting fiscal 2003, we entered Into o sate and leaseback on a portfolio
of seven office properties for $570 million. We entered into operating
leases totalling $518 mitlion Tn relation to these properties on normat
commercial terms of between five and twelve years. The profit onthe
sale of this property, plant and equipment was $131 mitlion before
tax. The cash inflow from this sale is recognised in our proceeds from
the sate of property, plant and equipment {refer note 3 for further
information).

There wete no significant sale and leaseback transactions entered
into during fiscat 2002.

Software assets (internal use software assets)

Our software assets incdude borrowing costs of $17 million (2003: $28
mitlion; 2002: $32 million} which have been included in the cost of
constructed assets. These amounts areincduded in borrowing costs
paidin oyr statement of cash flows.

{ed Finoncing fucilities

Details of credit standby arrangements and loan facilities are shown
in note 16.

1

{fyAcouisitions

Figcal 2004 - Telstra Group
Trading Post Group, Invizage, and Cable Telecom

On 13 Februdry 2004, we acquired 100% of the share capital of Cable
Telecom (GB) Limited {Cable Telecom) for initial cash consideration of
$31 million {GBP 13 million) and deferred consideration of $7 million
{GBP 3 million) to be paid in fiscal 2605,

On 5 March 2004, we dequired 100% of the share capital of Trading
Post {Australia) Holdings Pty Ltd and its controlled entities (Trading
Post Group) for initial cash consideration of $636 miltion and an
additional $2 millioh to be paid in fiscal 2005.

0On 31 Mareh 2004, we acquired 75% of the share capital of Invizage Pty
Ltd (Invizage) for initial cash consideration of $4 mitlion and deferred
consideration of $3 million to be paidin fiscal 2005, The outside equity
interest in Invisage is insignificant.

Details of the acquisitions are as follows:

Year ended
30 June
2004
Acquisition of controtled entities $m
673
11
1

685
Fairvolue of
aoguired by major cliss
Cash ..o oo o o ool o 7
Receivables . . . . ... ... ... ... .. 9
Property, plontand equipment . ... .. .. 8
Identifiable intangible assets. . . . .. ... &T7
Otherassets ... ... ... ... ...... 5
Deferredtaxassets . . ... ... ... ... .. 2
Payables. . ... ... . ... L L., {28}
Pravisions. . . ... . .. Lo ... {2}
Finaheeleaseliability ... ... ... ... {1}
Fair vatue of net assets oh gaining control. | 476
Goodwillonacquisition .. ... ... L. 209

685
Outflew of tash o acguisitions
Consideration for acquisition. . . ... . ... {673}
Cosh balancesacquired .. . ... . ... 7
Costsofacqguisition . . . ... ... ... ... 1)

{667}
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Telstra Corporation Limited and controlled entities

for the year ended 30 June 2004
Cosh Tow notes (oontinued)

13 Al

115 (Contiued)

“iaiesd 2004 - Velsira Er

NDC and Telstra New Wave

Buting the year, the Telstra Entity acquired the NDC construction
business from our whotly owned subsidiary Network Design and
Construction Limited{NDC). This involved the transfer of NDCs assets,
including customer bases and the recognition of $16 million in
goodwill which is eliminated on consolidation.

The Telstra Entity also acquired the assets of 1ts wholly owned
subsidiary Telstra New Wave Pty Ltd {Telstra New Wave), which
involved the acquisition of $14 million in identifiable intangible
assefs,

Details of the acquisition is as follows:

Year ended
30 lune
2004
Acquisition of business $m
Consideration for avguisition
ntercompanyloan . . ... . L.l 39
Fisir value of sl lidbiliiies
aoglired by ma
ConstructionWiP . .. ... ... ... ... .. 34
ventory . ... Lo oLl 3
Property, plant and equipment. .. .. . . .. 49
identifigble intangibleassets . . . .. . .. .. 18
Software. . . ... .o L L oL 6
Othergssets. . .. ... ... ... ... .. 1
Pagables. . . ... ... ... ... . ... .. (3
Provisions . . ... ... .. oo {65}
Accruedexpenses . .. ... L. L L. {12}
Financelegseliability . ... ... ... .. {8)
Fair value of net assets an gaining control. | 23
Goodwilloh acguisition ... .. .. ... 16
39

There was no cash consideration paid os part of these acquisitions.

Fiaoal 2003
Telstrallear

On 9 Aptil 2003, we acquired an additional 41.6% interest in
TelstraClear Limited {TelstraClear) giving us 100% ownership of this
company and its controtled entities.

Cash consideration for this additional acquisition was $25 miltion
{NZ$26.9 mitlion). As we controlled TelstraClear prior to this
transaction, we were already consolidating their results, financiol
position and cash flows in to the Telstra Group.

Fiseal 2002
TelstraClear, (tySearch and the Telstra (SL Group

On 12 December 2001, we increased our holding Tn our joint venture
entity TelstraClear Limited (TelstraClear} by 8.4% to 58.4%. We
consequently ceased equity accounting and consolidated the
financial position, finandial performance and cash flows of the
TetstraClear Group from 1 December 2001. Cash consideration forthis
acquisition was $40 million {NZ$50 mitlion} for which we received an
additional 52,500,000 shares in Telstrallear.

On 23 May 2002, we acquired 100% of the share capital in CitySearch
Australia Pty Ltd ((tySearch). Cash consideration for this acquisition
wids $17 mittion,

On 28 June 2002, we acquired an additional 40% interest in the Telstra
(5L Group giving us 100% ownership of this company and its
controlled entities. As consideration for this acquisition, PCCW
Limited {PCCW) redeemed the US$750 million convertible note and
Issued a hew US$190 mitlion mandatorily converting note. The fair
vatue of consideration for this acquisition amounted to $992 mitlion.
As no cash was involved, this transaction Is not reflected In our
statement of cash flows. In addition, as we controlled the Telstra (5L
Group prior to this transaction, we were dlready consolidating their
results, finahdial position and cash flows in to the Telstra Group.
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Statement of Cash Flows (continued)

for the year ended 30 June 2004
Cosh Tlow notes (oontinued)
oy

i Acouisitions (oo

el

The amount of cash, other assets and liabilities acquired as a result of
obtaining our additional 8.4% controtling interest in TelstraClear and
our shareholding in CitySearch was as follows:

Year ended
30 June
2002
Acquisition of controlled entities $m

Consideration for avguisitions
Cash ... ... o oo o i 56
Costsofocquisition . . ... .. ... ... ... 1

57
Fsirvalue of
aogtired by malor cluss
Net averdraft held oh acquiring control . . . {5
Receivables . . . . ... ... .. ... ... .. 64
Inventoties ... ... L L oL oL 17
Property, plantand equipment. . ... . . .. 777
identifigble intangibleassets . . . .. . . ... 249
Othergssets. . .. ... ... ... ... .. 8
Pagables. . ... . ... . ... .. ... ... .. {55)
Borrowings . .. . ... . ... .. L. {406)
Amounts owed to Telstra Corporation Ltd {g} (367}
Provisions . . .. . . L L e e {72}
Finoncelegseliobility . ... ... ... .. {1G)
Otherbighititles. . . ... ... . .. ... .. {aa)
Fair value of net assets an gainhing control. | 120
Outside equity interest relating to
Telstrallear . . . . ... ... .. .. ... {47}
Originat 50% interest in falr value of
TelstraClear’s net assets priof to obtaining
increased shareholding .. . ... oL 0 L. {56}
Netassetsacguired . . ... ... L. L. 17
Goodwill ohacguisition{b) . . . .. ... .. 40

57
Cutfiow of cash on acouisizions
Consideration for acquisition . . . .. . ... {56}
Net averdraft held by TelstraCllear on gaining
COMMTob. . . .. e {5}
Costsofacquisition . . . .. . ... ... ... {1}

{62)

fa} Included in our repagment of borrowings line in the statement of
cash flows is g §367 million loan provided to TelstraClear. This funding
was used to fadlitate the purchase of the Clear Communications
Limited Group.

(b} Included in our goodwill on acquisition s $31 million relating to
TelstraClear. Goodwill recognised from the original acguisition of our
50% interest in TelstraClear was $49 miltion as at 1 December 2001.

Upon acquisition of our additional 8.4% controlling interest, the totat
goodwill relating to TelstraClear was $80 million.

Flocdl 2004 and fiscal 2003

There were no significant disposals of investments duting fiscal 2004
of fiscal 2003,

Fioeal 2002
Keycorp and Vishesh Communications

During fiscal 2002, we deconsolidated our interests in Keycorp Limited
{Keycorp) and Telstra Vishesh Communications Private Limfted
{Telstra VComm). We signed a deed poll effective 28 June 2002, which
gave up out rights to appoint ¢ majority of the directors to the Board
of Keycorp. As a result, we no longer had the capadty to control the
company and deconsolidated its statement of finandal position as at
that date.

On 13 May 2002, we sold our ordinary shareholding in Telstra VComm
and acquired non voting preference shares for $11 mitlion onthesame
date. As dresult of this transaction, we no lohger control this
company and deconsolidated its statemnent of finandal position.

The cash, other assets and ligbHities deconsolidated as a result of
these transactions were as follows:

Year ended
30 June
Assets and llabilities 2002
deconsolidated by major class $m
olass
Net averdrafts held on deconsolidation . . . {123
Recelvables . . . ... . ... ... ... 17
Invertories . .. ... L. oL oL 24
Praperty, plant and equipment . . .. 0L 11
Intangibleassets ... . ... .. L 18
Otherassets ... ... ... ... . ... ... 1
Payables. . ... ... .. ... ..., {(27)
Botrowings .. . ... .. .. L L. {47}
Pravisions. . . ... . .. L oL {2)
Net assets deconsolidated. . . . ... ... .. {18)
iflesw of cash on deconsolidaiion
Net overdraftsheld . . ... ... . ... .. {12}

The inflow of cash relating to overdrafts held on deconsolidation has
been offset against our pagments for shares in controlied entities in
the statement of cash flows,



Statement of Changes in Shareholders’ Equity

Telstra Corporation Limited and controlled entities

for the year ended 30 June 2004

Telstra Group

Reserves

Foreign
Contributed  Asset currerncy
equity revaluation translation
(® i) (i)

$m $m $im

Consolid-
ation Qutside
General fairvalue Retained equity
{iv) {v) profits interests Total
$m $m $m $m $m

Bobarce of 30 Juwe MM . 0 0L L L 6,433 32 {25}
- chahge in outside equity interests’

capital, reserves and dccumulated losses

fapart from interests innet loss) . . . . - - -

-netprofitfflossy. ... oL oL, - - -

- reserves recognised oh equity accounting

our interest in joint venture entities and

associcted entities . . ... ... L. - - 62

- adjustment on translation of financial

statements of non-Austration controlied

entities. . . ... . L oL - - {87}
- ditution of outside equity interest on

acquisition of controlled entity through

additionat shareissue ... . ... ... - - -

- fuir value adjustment on acquisition of

controtling interest in joint venture entity - - -

- transfer of farelgn currency transtation

reserve ot sale of controtied entities . - - {5}

& - 6,755 483 13,722

- - - (445) {445}
- - 3,661 {11} 3,650

{21} - - - &1

- - - - (87)

- - 29 {28} -

- - {2,830} - {2,830}

Broboece of 20 Juwe BIEE. . 0 0L L L 6,433 32 {55}
- increase to opening retained profits on

adoption of new accounting standard {vij - - -
- change in outside equity interests’

capital, reserves and accumulated losses

fapart from interestsin net loss) . . .. - - -
-netprofitf{llossy. ..o 0L oL, - - -
- reserves recognised oh equity accounting

our interest in joint venture entities and

associated entities . . ... L. L. - - {21}
- adjustment on transiation of financial

statements of non-Australion controlled

entities. . . ... ... L. . - - {161}
- fair vatue adjustment on acquisition of

controtling interest in joint venture entity - - -
- transfer of foreign currency transtation

teserve and genetral reserve on sale of

controtled entities and associates . . . - - {3}
-dividends{note 7} ... ... ... ...

(17) 54 7,661 (2 14,106

- - 1,415 - 1,415

- - (8} g 31
- - 3,429 {35} 3,394

3 - - - {18}

- - - - {161)

- {4) & - -

22 - (19) - .
- - {3,345} - {3,345}

Brosbovmne of 20 Jrame BBER. . 0 0L L L L 6,433 32 {240}

{continued over page}

The notes following the financial statements form part of the finandal report.

8 50 9,137 2 15,422



Telstra Corporation Limited and controlied entities

Statement of Changes in Shareholders’ Equity (continued)

Telstra Group
Reserves
Foreign Consolid-
Contributed  Asset Currency atioft Outside
equity revalvation translation General fairvalue Retained equity
(3] {ib) (£113] {iv) {v) profits interests Total
sm $m sm $m $m $m $m $m
Rolaroe o B Fume 2003, . 0L L 6,433 32 {240} 8 50 9,137 2 15,422
- chahge in outside equity interests’
capital, reserves and accumulated losses
fapart from interests innet loss) . . . . B - B - B - 1 1
-netprofitfflossy. ... oL oL, B - B - B 4,118 {1) L4117
- reserves recognised oh equity accounting
ourinterest in joint venture entities and
associated entities ... ... ... L. - - {5) - - - - {5)
- gdjustment on transiation of financiat
statements of non-Austrolien controtied
enfitfes. . . ... oL oL Lo . - 21 - . - - 21
- fair vatue adjustment on acquisition of
controtling interest in joint venture entity . - . - {8) & - -
- transfer of foreign cutrency transtation
teserve and gehetal reserve on sale of
controtled entities and associates . . . - - 38 {3} - {3%) - -
-sharebuy-bock {vil) . ... .. .. .. {360) - B - B (649) - {1,009)
-dividends{note?) .. ... ... L. * - * - - {3,186} - {3,186}
Boshommne of 20 Juwee 3L, . 0 L L. L L. 6,073 32 {186) 5 L4 4,391 15,361
Babaroe of 20 fume pods BSSre L L. 4,251 22 {130} 4 31 8,574 10,753

{i} Refer to note 18 for details of our contributed equity.

{H} The gsset revaluation reserve was previously used to record
revaluations in the value of non current assets. Under AASE 1041:
“Revaluation of Non-Current Assets”, we have previously deemed the
carrying value of our property, plont and equipment assets (refer to
hote 12) 1o be cost. As o result, the asset revaluation reserve may no
longer be sed to record the writedownhs of these assets torecoverable
amount. Anywritedowns of these assetsto recoverable amount must
be made through the statement of finandial performance.

Asa consequence of applying the cost method of accounting, we have
discontinued our policy of revaluing property, plant and equipment
upwards. The asset revaluation reserve can no longer be used for
distribution to shareholders or for offsetting revaluation decremnents
due to legat and decounting restrictions.

{Hi} The foreign cutrency translation reserve is used o record
exchange differences arising from the conversion of the finghdial
statemnents of our self sustaining non-Austratian operations into
Austratian dollars. Conversion of operations where entities operate
on their owh dre taken to the foreign currency translation reserve,
while conversion of those entities that operate with us aretaken to
the statement of financial performance.

10

This reserve Is also ysed to record our percentade share of exchange
differences arising from equity gccounting our hon-Australian
investments in joint venture entities and associated entities. The
faretgn currency translotion reserve applicable to joint venture
ehtities ahd associated entitles is shown in note 24.

{iv} The general reserverepresents our share of the capital reserve of
joint venture entities and associated entities as a result of equity
accounting. The amount of reserves applicable to these investments
is showh ih note 24.

{v) The consolidation fair vatue reserve represents our share of the fair
vatue adjustments to TelstraClear Limited net assets upon acquisition
of a controlling interest. The reserve bolance is armnortised over the
useful life of the undertying revalued assets {dverage 18 yeatrs).

{vi} Due to the first time application of accounting standard AASE
1044: “Provisions, Contingent Liobilities and Contingent Assets”
during fiscal 2003, we adjusted the opening bolance of retained profits
at 1 July 2002 by the amount of the dividend provided for as at 30 June
2002,

{vii) On 24 November 2003, we completed an off-market share buy-
back of 238,241,174 ordinary shares as part of our engoing capital
management program. Refer to note 18 contributed equity for details
oh our share buy-back.



Telstra Corporation Limited and controlled entities

Statement of Changes in Shareholders’ Equity (continued)

for the year ended 30 June 2004

Telstra Entity
Asset
Contributed revalvation Retained
equity reserve profits Total
S $m S $m

Brorborrboa 88 20 R BEHEL. L L L L L L L L e e e e e e e e e e e 6,433 277 7,012 13,722
-netprofite (oL L - - 2,725 2,725
Sdividends{note 7). . L L L e e e - - {2,830} {2,830}
Broaborroe o 30 Furie 200, . L L L e e e e e e 6,433 277 6,907 13,617
- increose to apening retained profits on adoption of new accounting standard . . . . .. - - 1,415 1,415
-netprofite (oL L - - 2,251 2,251
Sdividends{note 73 . o L L e - - {3,345} {3,345}
Breaaberrog o B0 Tt ZIMIE. L L L L L L e e e e e e 6,433 277 7,228 13,538
SERLPIOTHE. L L L e - - 4,379 4,379
-sharebuy-back. ..o L e {380} - {649) {1,669}
sdividends{note 7) . . L L L e e e e - - {3,186) {3,188)
Brobomoe o 20 0me B . L L L L L L e e e e e e e e e 6,073 270t 1,012 14,122

11



Telstra Corporation Limited and controlied entities

Notes to the Financial Statements

1. Burerrory of accounting policies

in this fingndal report, we, us, our, Telstra and the Telstra Group - all
meadn Telstra Corporation Limited, an Austratian corporgtion and its
controlled entities as awhole. Telstra Entity isthe legal entity, Telstra
Corporation Limited.

Our finandal or fiscal year ends on 30 June. Unless westate
differently, the following applies:

» yedt, fiscal year or financlal year means the year ended 30 Juhe;
» balance date means the date 30 June; and
» 2004 means fiscal 2004 and simitarty for other fiscat years.

The maih accounting policies weused in preparing the finandial repott
oftheTelstra Entity and the Telstra Group are listed betow. These are
presented to assist your understanding of the financial reports. These
accounting policies are consistent with those adopted in previous
periads, untess a change in accounting policy has been made and
brought to your attention.

1.4 Basis of preparation of the financial repore

This financiol report is d general purpose financial report prepared in
accordance with:

» the Australian Corporations Act 2001;

»  Accounting Standards applicable in Australi;

» other authoritative pronouncements of the Australion Accounting
Standards Board;

»  Urgent Issues Group Consensus Views; and

» Australian generolly sccepted accounting principles (AGAAP).

This financigl report is prepared in accordance with historical cost,
except for some categories of investments that are equity gecounted.
Cost is the fair value of the consideration given in exchange for het
assets aeqUired.

in preparing this finandlal report, we have been requited to make
estimates and assumptions that affect:

» thereported omounts of assets and tabilities;
» the disclosure of contingent assets and Uabilities; and
» revenues and expenses for the yeaor.

Actual results could differ from those estimates.
Note 30 contains a recondliation of the major differences between our
finandial report prepared under Austratian generally accepted

accounting principtes {AGAAP) and those applicable under United
States generally accepted accounting principles (USGAAPR).

12

Linited Stotes dodlar comversions

This finandcial report has been prepared using Australian dollars (Ag)
For the convenience of readers outside Australio we have converted
our staternent of financial performance, statement of financial
position, staternent of cash flows and USGAAP disclosures from A to
US55 for fiscal 2004.

These conversions appear under cotumns headed “US§m” and
represent rounded mitlions of US dollars. The conversion has been
made using the noon buying rate in New York City for cable transfers
in hon-US currencies. This rate s certified for custom purposes by the
Federal Reserve Bank of New York. Therate on 30 June 2004 was
A$1.00 = US$0.70.

These conversions dre indicative only and do hot mean that the A
amoynts could be converted 1o US4 at the rateindicated.

1.2 Change in arcounting policies

The following sccounting policy changes occusy 3 faonl 2004,

Revenue arrangements with multiple deliverables

It is our policy to prepare our financial statemnents to satisfy both
AGAAP and USGAAP in telation to revenue recoghition and, in cases
where there is no conflict between the two, we ensure that we
incorporate the more detailed requirements in both AGAAP and
USGAAP finandal statements.

In November 2002, the Emerging Issues Task Forcein the US reached o
consensus on lssue No. 00-21 (EITF 06-21}, "Revenue Arrangements
with Muttiple Deliverables®. EITF 00-21 is applicable to us from 1 July
2003.

EITF 00-21 requites that where two of more revenue-generating
activities or deliverables are sold under a single crrangement, each
detiverable that is considered to be a separate unit of accounting
under EITF 00-21 should be accounted for separatety. When the
deliverables in a multiple deliverable arrangement gre not considered
to be separate units of accounting, the arrangement is dccounted for
as a single unit.

We allocate the consideration from the revenue arrangement to its
separate units based on the relative fair vatues of each ynit. ifthe fair
vatue of the delivered item is not available, then revenue is ollocated
based on the difference between the total arrangement consideration
and the fair value of the undelivered item. The revenue allocated to
each unit under ETF 00-21 is then recagnised in accordance with our
revenue recagnition policies described in note 1.21 "Revenue”.



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

L. Sumrmary of accounting policies (continued)

1.2 Change by acceunting pelicies {continued}

We currently have a number of arrangements with our customers that
are considered to be distinguishable into separate units of cecounting
under EITF 00-21. These ave:

» mobile handsets that are offered ds part of a mobile netwark
contract of sold as part of a prepaid phone package,;

» broadband internet installation Kits, where a modem is provided,
and satetlite internet packages; and

» advertising in the Yellow Pages ptinted and online directoties.

We have assessed the requirements of EITF 00-21 and determined that
thereis nomatericl impact on our statement of finandal performance
orstatement of financial position as at and for the year ended 30 June
2004 in relation to these arrangements.

The following acoounting policy chandes ocourred during Beced 2007
Provision for dividends

Buetothe application of accounting standard AASB 1044: “Provisions,
Contingent Liobilities and Contingent Assets” for the year ended 30
June 2003 and subsequent repotting periods, a provision can no
longer be raised at balance date if the dividend is declared after that
date. As g result, during the year ended 30 June 2003, we changed our
accounting policy to reflect this position and we now provide for a
dividend in the period in which it s declared. There has been no
change in the timing of dividends declared by the directorsand as a
result we will continue to make d public announcement of the
dividend after balonce date.

When the declaration datels after balance date but before completion
of the finandial report, we disclose the dividend as an event occurring
after balance date, refer note 28.

The transitional provisions of this standard required o wtite-back of
the provision raised as at 30 June 2002 1o opehing retained profits in
fiscal 2003, The effect of the revised policy was to increase
consolidated retained profits and decrease provisions at the
beginning of the year ended 30 June 2003 by $1,415 millioh. No
adjustiment has been made to the year ended 30 June 2002 statement
of financiol performance, statement of finandal position or cash
flows.

The restatement of our retained profits and provisions for the years
ended 30 June 2003 and 30 June 2002 is disclosed as follows to show
the information as if the accounting policy had always been applied:

Telstra Group Telstra Entity
As ot 30 June As at 30 June
{Restated} {Restated)
2003 2002 2003 2002
$m $tn $m $m
et of retained
orelils
Previousty repotted
retained profits at
beginning of year . . . . 7,661 6,785 6,507 7,012
Revetrsat of prior year
dividend provided for. . 1,515 1,416 1,41% 1,416
Profit after income tax
eXpense . . ... ... 3,429 3,661 2,251 2,725
Other movernents in
retained profits . . . .. {21} 35 B -
Dividends - interim
dividend and prior year
final ordinary dividend
paid (refernote 7). . . . {3,348} {2,831) {(3,34%) {2,831)
Restated retained profits
atendofyear . ... .. 9,137 9,076 7,228 8,322
DL 15T
Cyrrent provisions at end
of year {refer note 17} . 353 1,903 284 1,723
Adiustment for change
in accounting policy . . - {1,415) B {1,415}
Restated current
provisions at end of Year 353 438 284 308

There were no accounting policy changes made during fiscal 2002,

1.3 Recentlyissued accounting standards to be applied
fre Austratio in future perieds

The adoption of the Australian equivalents of international finandal
reporting standards {IFRS} will apply in future finandlal reports. The
impact of these Australian accounting standards has not yet been
determined. Referto 1.4 Adoption of international Financial
Reporting Standards below.
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Telstra Corporation Limited and controlied entities

Notes to the Financial Statements (continued)

1. Summary of accounting policies (cortinuved)

L4 Adoptien of international Finarcial Reporting
Siardards

We will be required to comply with the Australion eguivalents of the
international Finandal Reporting Standards (IFRS), as issued by the
Austratian Accounting Standards Board, when the company repotts
for the half-year ending 31 December 2005 and year ending 30 June
2006.

Thetransitional rutes for adoption of IFRS for thefirst imerequire that
we restate our comparative finandial statements using Austration
equivalents of IFRS, except for AASB 132: "Finandal Instruments:
Disclosure and Presentation” and AASE 139: "Finandal instruments:
Recognition and Measurement”.

Currently we provide two Years of comparative financiat information
inour finandal statements to comply with the US Securities and
Exchange Commission (SEC) requirements. However the SEChas
proposed relief from this requirement. Under the SEC proposal,
foreign registered companies will have the option to provide ohly one
yeadr of comparatives when applying the Australian equivalents of
RS, This means we may have the option to apply the Australian
equivalents of IFRS retrospectively from 1 July 2004, if the proposal of
the SECTs not approved, we will determine the transitional impacts of
applying the Australion equivalent of IFRS as ot 1 July 2003. The
transitional impacts will be different at each of the potential dates for
compatative reporting.

Most of the adjustments required on transition are required to be
trade to opening retained earnings at the beginning of the first
camparative period, however transitional adjustments relating to
those standards where comparatives are not required will only be
made at 1 July 2005. The key differences between out accounting
policies under AGAAP and IFRS identified to date are summarised
below. This summary should not be taken as an exhaustive list of all
the differences between curtent AGAAP and the Australian
equivalents of {FRS, but it does represent our major transitiohal
impacts,

We have established a formal IFRS project team to manage the
convergence to IFRS and ensure we dre prepared to report for the first
titne i accordance with the timetable outlined above. The IERS
project team is monitored by d governance committee comprising
senjor members of management, and reports reqularly to the Audit
Committee of the Telstra Board on the progress towards adoption.

Plannhing and technical evaluation have largely been completed, and
we dre well advanced in determining the impact of adopting the
Austration equivalents of IFRS. We expect theimpact anolysis to be
completed during fiscal 2005, enabling us to effectively manage the
implementation of changes required ahead of the 1 July 2005
application date.
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The following areds have been identified as significant in terms of
levet of activity to substantiate the impact on our finandal report
andfor the potential transitiondl adjustment.

{0y BALE 2 *Shdre-Bused Pogrment” (AALE 23

We currently recognise an expense for all restricted shares,
performance rights, deferred shares, and Telstra shares {consisting of
"directshares” and "ownshares”} issued. This expense s equal to the
funding provided to the Telstra Growthshare Trust to purchase Telstra
shares on market to underpin these equity instruments, and s
recognised in fult in the statemnent of finandial performance when the
funding is provided. We do not currently recognise an expense for
optionsissued. Forfurtherinformation regarding our employee share
plans, refer to note 19,

On adoption of AASE 2, we will recoghise an expense for all share-
based remuneration, determined with reference to the fair volue of
the equity instrumentsissued. Atransitionel adjustment to recagnise
the difference between the expense recognised for AGAAP and the fair
vatue of all equity instruments issued will be made retrospectively
against opening retained earnings at transition date. We currently
apply asimilar concept of expensing share-based remuneration in our
USGAAFP reconciliation. For information on the approach applied in
the USGAAP reconciliation, refer to note 36{k}.

{0 ARLE 112 Yincome Taxes™ (ARSI 1123

On transition to AASB 112, a new method of accounting for income
taxes, krown as the "bolance sheet liability method”, will be adopted,
replacing the "tax effect income statement” approach cutrently used
by Australion companies. Under the new method we will recognise
deferred tax balances in the statement of finandal position when
there is o difference between the carrying vatue of an asset or Liability
and its tax base. It is expected that gdoption of AASB 112 may require
us to carry highet tevels of deferred tax assets and Habilities, although
ot this stage our IFRS project has not identified o material transitional
adiustment. The most significant area where the carrying value of an
asset will differ from its tax base is expected to be assets that have
been revalued in past reporting pertads.

(e AALE 138 Y Emiployes Beaelits” (AASE 124}

We do not currently recognise an asset or liability in our statement of
financial position for the net position of the defined benefit schemes
we sponsor in Australia and Hong Kong. Adoption of the Austratian
equivalent of IFRS, AASE 119, will cause us to recognise the net
position of each scheme as atransitionadl adjustment inthe statement
of finandial position, with a cortesponding entry to the statement of
financiol performance. The transitional adjustment will be based on
actuarial valouations of each scheme at transition date determined in
accordance with AASE 119,



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

L. Surmrary of accounting policies (cortinued)

L4 Adoption of international Finandial Reporting
Srandards {fcontimneed)

fod ARSE 119 “Employes Be Heontinued

The transitional adjustment could be an incredse or decrease in
retained earnings, depending on the funding position of each scheme
at the date of transition. After the application date of 1 July 2005,
moverents reflecting the change in volue of the schemes will be
recognised in the statement of finandal performance and is likely to
tesult inincreased earnings volatility.

For aur USGAAP reconciliation, we recognise the impact of defined
benefit schemes as required by 5FAS 87 “Employers’ Accounting for
Behefits”. The approach under existing US requirements does
however differto some extent from the requirements of AASB 119, For
information on our existing dpproach under USGAAP, refer note 30{f).

fold A&SE 121 *Changes i Foreign Exchange Rutes” {AASE 1213

Under the transitional rules of AASB 1 "First Time Adoption of
Austratian Equivalents to International Finandal Reporting
Standards” we can take advantage of an exception that permits the
resetting of the forelgn currency translation reserve (FCTRtonil as at
the date of transition to the Australian equivalents of IFRS. As at 3¢
June 2004 we had a debit balance of $187 million in the FCTR. Should
we elect to apply this exemption on transition to AASE 121, the
balance in the FCTR witl be reset to nil, taking a debit transitiohat
adjustment to retained earnings.

Transtation differences in relation to our foreign controtled entities
subsequent to transition to IFRS will continue to be recorded in the
FCTR. The gain or toss oh d future disposal of a foreign controlled
entity will exclude the transtation differences that arose before the
date of transition to IFRS.

AASE 121 requires goodwill arising on the acauisition of a foreign
controlled entity, and any other fair value adjustments to the
carrying volue of assets and Labilitles arising on acquisition, to be
expressed in the functional currency of the foreign operation. Asat 30
June 2004 we had goodwill of $2,104 million, representing goodwill on
the acquisition of our foreign controlied entities, Hong Kong (5L
Limited {HKCSL) and Telstrallear Limited {TelstraClear). Under
AGAAP, these goadwill batances are fixed in AUD.

On transition to AASB 121 we will restate these goodwill balances
using the functional corrency of HKCSL and Telstrallear at the
original date of acquisition of theinvestment. The financial impact of
restating the goodwill bolances will be taken gs ¢ transitionat
adjustment against retained earnings and will reduce the balance of
intangible assets. As dresult of applying AASE 121 in relation to
foreign denominated goodwill there is the potential for increased
volatitity in the FCTR.

(el AASE 125 “Bon & (AASE 123)

In accordance with AGAAP, we capitalise borrowing costs incurred Tn
respect of internally constructed property, plant and equipment that
meets the criteria of ‘gualifying assets’. The benchmark treatment
required under IFRS is to expense borrowing costs, however AASE 123
does gllow the alternative treatment of capitalising these costs where
they relate to qualifying assets. A dedsion to write off the capitolised
amount of borrowing costs on transition to AASE 123 would give rise
to a reduction in opening retained edrpings and would have the
impact of reducing depreciation andincredsing ourinterest expense in
subsequent reporting perfods. As ot 30 June 2004, the Telstra Group
had accurulated uhamortised capitalised interest of $430 million. At
this stage there has been no dedision on whether we will continue to
capitalise interest or expense it as incurred.

ignt in Associates” (RASE 128}

(11 AASE 208 irive

AASE 128 requires amounts that arein substance part of the net
investment in assoclates to be accounted for ds part of the cartying
vatue of the investment for the purposes of equity-accounting the
results of the assodiate. Accordingly, we may be required to dlassify
amounts that are not currently recorded in the carrying vatue of our
investment in assoclates as an extension of our equity investment.

This treatment would give rise to the continuation of equity
accounting of our share of the operating profits and tosses of our
associates where they are incurring losses and have balances as
desctibed above. This may result ina reduction ih our het
consolidated assets,

As gt 30 June 2004 we have d non-current dsset of $208 million,
representing ¢ capacity prepayment with our associate Reach Lid
{Reach}). On transition to AASE 128 this non-current asset may be
deermned tobe an extension of our investment in Reach and reclassified
as d hon-cyrrent investment in an associate. This reclassification
would trigget equity accounting. As at 30 June 2004 we have sufficient
accumulated equity accounting losses from Reach to eliminate this
investrent balance on transition to AASE 128.

A similar approach to that required under AASE 128 is currently
applied in our USGAAP reconcitiation. Refer to note 30{o}for
additionalinformation on the impact of this approach on our USGAAP
results.
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Telstra Corporation Limited and controlied entities

Notes to the Financial Statements (continued)

L. Surmrary of accounting policies (continuved)

L4 Adoption of International Financial Reporting
Standards {continued)

{3y AASE 138 YInlangible Assets” (ARSE 134)

Our current accounting policy is to amortise goodwill over the period
of expected benefit. Goodwill acquired in a business combination wilt
ho longer be amortised under the Australian equivatent of IFRS, but
instead will besubject to impadirment testing at each reporting date, or
upon the occurrence of triggers that may indicate a potential
impairment. If thereis an indication of impairment, it will be
recognised immediately in the statement of financial performance.
The prohibition of amortisation of goodwill will have the effect of
reducing operating expenses and therefore improve reported profits
of the Telstra Group, subject to any impairment charges that may be
tequired from time to time. The amortisation charge for the Telstra
Group in the financict year ended 30 June 2004 was $123 miltion.

Bevelopment expenditure on internally developed softwore that
meets certain criteria set ot in AASS 138 will continueto be
capitatised. These costs will be reclassified from other non-current
assets to Intangible assets oh transition to AASB 138. We do not
expect ¢ transitional adjustment in our statement of financial
performance in relation to this development expenditure.

inclosure grd Presentotion”

Aents: Becognition and

Application of AASB 132{139 is required to be adopted prospectively
from 1 Janudry 2005, Telstra will therefore not be required to apply
these standards yntit 1 July 2005, Transitioning to AASB 132{139 prior
to this date may be permissible, subject to belng In a position to meet
the requirements of these standards as at the earlier transition date.
An early transition to AASB 132/139 would provide relevant
compatative financial information in the first financial statemnents
presented in accordonce with the Australian equivatent of IFRS
standords. We have not yet determined whether we will make an
early transition.

Under AASE 132{135, our accounting policy will change to recognise
ourfinancial instruments in the statement of financial position and to
tecord abl derivatives and most finandal assets at foir market voiue.
AASE 139 recognises fair value hedge accounting, cash flow hedge
accounting and heddes of investments in foreign operations. Fair
value and cash flow hedge accounting can only be considered where
effectiveness tests are met on both a prospective and retrospective
basis. Ineffectiveness outside the prescribed range precludes the use
of hedge accounting, which may result in sighificant volatility in the
statement of financlal performance.
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We will carry alt derivative contracts, whether used ds hedging
instruments or otherwise, ot falr value in the staterment of financial
position. We expect to use ¢ combination of fair value and cash flow
hedqinginrespect of our foreigh currency and interest raterisk hedges
of foreign currency borrowings. The use of cash flow hedging will
create some volatility in equity reserve balances. The impacd on our
opening retained earnings at transition will depend on the vatue of
our detivatives at that date.

The change in accounting for derivative instruments required by AASE
139 is reasonably consistent with the approach used under USGAAP.
The impact of appiying SFAS 133: "Accounting for Derivative
Instruments and Hedging Activities” s described in note 30{m). In
applying AASB 139 we do, however, expect to have maore qualifying
cash flow hedges than under USGAAP and o higher degree of
effectiveness, minimising the transitional adjustment against
retained earnings.

1.5 Principles of consolidation

Our consolidated financiat report indudes the assets and tiabilities of
the Telstra Entity and its controlled entities as awhole as at the end of
the financial year and the consolidated results and cash flows for the
financiol year. The effect of all intergroup transactions and belances
are eliminated in full from our consolidated financiol report.

Where we do not control an entity for the whole year, results and cash
flows for those entities are only included from the date on which
control commences, or up untit the date on which therelis aloss of
cohtrol.

Qur consolidated retained profits include controlled entities’ retained
profits/accumutated tosses from the time they became o controtied
entity untit control ceases. Outside equity interests in the results and
equity of cantrolled entities are shown separately in our consotidated
statement of financlal performance and consolidated statement of
finandial position.

The finandial statements of controlled entities are prepared for the
sume reporting period as the Telstra Entity, using consistent
accounting policies. Adjustments are made to bring into line any
dissimitar accounting policies.

An entity is considered to be a controtied entity where we are able to
dominate decision making, directly or indirectly, retating to the
finandal and operating policies of that entity to enable it to operate
with Usin achieving our objectives. Our controlled entities arelistedin
note 23.

Investments in assoclated entities and joint ventures are accounted
for s set outin note 1.11.



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

1. Summary of accounting policies (continued)

1.6 Foreign corrency translation
foir Transariions

Foreign currency transactions are converted into Australian currency
at market exchange rates applicable ot the dote of the transactions.
Amounts payable of receivable in foreign currendies at balance date
are converted into Australion currency at market exchange rates ot
balance date. Any currency translation gains and losses that arise are
included in our net profit or loss fot the year. Wherewe enterintoa
hedge fot d spedific expenditure commitment or for the construction
of a qualifying asset, currency transtation gains and tosses and
hedging costs on forward foreign curtency contradts are deferred and
included with the expenditure commitment or cost of the asset.

Where we enter into o hedge for general expenditure commitments or
for the construction of g nor-qualifying asset, currency transiation
gains and tosses are recorded in the statement of financial
performance in the same period as the currency translation
differences on the underlying transaction being hedged. Costs of such
contracts are amottised over the life of the hedge contract.

Premiums and discounts on forward forelgn currency contracts
arising at the time of entering into the hedge are deferred and
armortised over the life of the contract and included in borrowing
costs,

by Tran nof financial reports of Forelan oparations

Non-Australion entities that operate with us (Yintegrated” entities)

Where our non-Australion operations, either directly orindirectly, rely
on us financiolly ond operationally, we transtate their financiat
reports to Australian dollars using a method known ds the temporal
method of accounting.

Lnder this method:

»  monetary statement of finandal position ttems, such as cash and
receivables, are transtated into Australion dollars using market
exchange rates at balance date;

» non monetary statement of financiat position items {including
equity ot the date of investment} are transiaoted at market
exchange rates applicable at the date of thetransacions (or at the
date of revaluation);

» statements of finandal performance are tronhstated into Australian
dollars at average exchange rates for the year, unless there are
significant identifiable transactions, which are transiated at the
exchange rate that existed on the date of the transaction; and

» currency transtation gains and tosses are recorded in the
staterment of financial performance.

Non-Australian entities that operate on their own (“self-
sustaining” entities)

Where our non-Australian operations operate independently of us
both financially and operationatly, we translate their financial
repotts to Australion dollars using the current rate method of
accounting.

Under this method:

+ assets and Uabilities are transtated into Australion dollars using
market exchange tates at balance date;

+ shareholders’ equity ot the dote of investment is transtated into
Austratian dollars at the exchange rate current af that date.
Movements post-acquisition {other than retained profits/
accumulated losses) are transtated at the exchange rates current
at the dates of those movements;

+ statements of finandal perfermance are transtated into Australian
dollars at average exchange rates for the year, unless there are
significant identifiable transactions, which gre transtated at the
exchange rate that existed on the date of thetransaction; and

+ currency transtation gains and losses are recorded in the foreign
currency transtation reserve.

Exchange differences relating to foreign currency monetary items
farming part of the net investment in a self sustaining foreign entity,
together with hedges of such monetary items and related tax effects,
are eliminated against the foreign currency translation reserve on
consolidation of the foreign entity’s finandial report.

Upor disposal or partial disposal of o self sustaining entity, the
batance of the foreign currency translation reserve relating to the
entity, or the part disposed of, Is transferred {o retdined profits.

1

1.7 Coshoond casty equivalents (note 2)

Cash includes cash at bank and on hand, bank deposits, bills of
exchange and commercial paper with an original maturity date not
greater than three months.

Bank deposits dre recorded at amounts to be received and interest
revenue is recognised on an effective yleld to maturity basis,

Bitls of exchange and commerdial paper dre valued at amortised cost
with interest revenue recognised on an effective yield to maturity
basis.

The statement of cash flows discloses cash net of outstanding bank

overdrafts. There were no bank overdrafts gs at balance datein fiscal
2004 o fiscal 2603,

17



Telstra Corporation Limited and controlied entities

Notes to the Financial Statements (continued)

L. Suremary of accounting pelicies (continued)

1.8 Recebvables (note )

Trade debtors are recotded at amounts to be recelved. A provision for
doubtful debtsis roised based on ¢ review of outstanding emounts at
balance date. Bad debts specifically providedfor in previous years are
tecarded against the provision for doubtful debts (the provision is
reduced). inall other cases, bad debts are wiitten off as an expense
directly in the statement of financial performance.

Bills of exchange and commerciol paper are valued at amortised cost
with interest revenue recognised oh an effective yield to maturity
basis.

Receivables from related parties are recognised and carried ot the
hominal amount due. Interestis taken Up as income on an accroal
basis.

Employee share loans are carried ot the amount advanced to each
employee, less after tax dividend repayments and loan repayments.
The outstanding principal on these loans is mainly interest free. The
current portion of the loan receivable Is caleulated using estimated
loan repayments expected to be received from tax adjusted dividend
payments and estimated loan repayments as a result of staff exiting
the employee share plans described in note 19,

1.9 Inventories fnote 190]

Out finished qgoods include goods avallable for sale, ahd material and
spare parts to be used in constructing and maintaining the
telecommunications network. We value inventories at the lower of
cost and net realisable value.

We dllocate cost to the majority of inventory items on hand at
balance date using the weighted average cost basis. Forthe

remaining quantities on hand, actual cost is used.

Current inventories are inventory items held for resale or items to be
consutned into the telecommunications network within one yeat.

Non cutrent inverdoties are itemns which will be consumed into the
telecommunications network after one yeat.
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1,10 Construction cortracts (note 10}

We record construction contracts in progress ot cost (net of any
provision for foreseeable losses) less progress billings where profits
are yet to be recognised.

Cost includes:

+ both variable and fixed costs directly related to specific contracts;

+ amountswhich can be allocated to contract activity in general and
which can be allocated to specific contracts on d reasonable basis;
and

+ costs expected to beincurred under penalty clauses, warranty
provisiohs and other varionces.

Where a significant loss is estimated to be made on completion, o
pravision for foreseeable losses is brought to account and recorded

against the gross amount of construction work in progress.

{ Reeognition of profit

Profitis recoghised on anindividual project basis using the percentage
of completion method. The percentage of completion is calculoted
based on estimated costs of completion (refer to note 1.21(d)).

Profits are recognised when:

the stage of contract completion can be rellobly determined;

+ costs to date can be clearly identified; and

+ totaleontract revenuestobereceived and coststo complete canbe
retiably estimated.

{o) Biarlosure

The construction work in progress balance is recorded in current
inventories after deducting progress billings (refer note 10). Where
progress billings exceed the balance of construction work in progress
the net amount is shown as a current Lability within other creditots.
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Telstra Corporation Limited and controlled entities

L. Surmmary of accounting pelicies (continued)

140 Ivestments (note 11)

ferntivies

{ay Controlle

Our investments in controlled entities are valued ot cost less any
amoynt provided for reduction In the Investment value.

iy foinl veniure entities ond msocinted antities

(i} Joint venture entities

A joint venture entity is a contractual arrangement {in the form of an
entity) whereby two ot more pdrties take on an economic activity
which is governed by joint control. Joint control invelves the
contractuatly agreed sharing of control over an entity where two or
more parties must consent to all major decisions. Ourinterestsinjoint
venture entities that are:

» pdrtnerships dare accounted for using the equity method of
accounting in the Telstra Group and Telstre Entity finandial
statements; and

» not partnerships dre accounted for using the equity method of
accounting in the Telstra Group finandial statemnents and the cost
method in the Telstra Entity financiol statements.

Out policy for accounting for joint venture entities is otherwise
consistent with that detalled for our associated entities below.

{H) Associated entities

Whete we hold an interest in the equity of an entity and are able to
apply significant influence to the dedsions of the entity, that entityis
an associated entity. Associcted entities are accounted for using the
equity method of accounting in the Telstra Group finandal
statements and the cost method in the Telstra Entity financiat
staternents.

Under the equity method of accounting we adjust the initict recorded
amount of the investment for our share of:

» net profits of losses after tax since the date of investment;
»  reserve movernents since the date of investment;

» unredlised profits or Losses;

» notiohal goodwill amorttisation;

» dividends or distributions received; and

» deferred profit brought to account.

Our share of all of these items, apart from dividends or distributions
received and reserves, Is recorded in the statement of financiat
performance.

Notional goodwill on acquisition of an interest in a joint venture
entity or associated entity is amaortised over the expected period of
benefit, limited to o maximum of 20 years from the dote of acquisition.

This amortisation is recorded in the share of net profits ot losses of
joint venture entities and associated entities linein the statement of

finandal performance.

Where we contribute ot sell businesses or assets to g joint venture
entity ot assaciate in which we retain an ownershipinterest, a portion
of the profit arising on contribution or sale is deferred. The amount
deferred is determined with reference to our ownership percentagein
the joint venture entity or associated entity. The deferred amountis
released to the statement of finandial performance through the
equity accounted results over o petiod consistent with the utilisation
of the underlying assets.

We also assess the recoverable amount of our equity accounted
investments at each reporting date to ensure the eguity accounted
cartying amount does not exceed therecoverable amount. Where the
equity accounted amount of an investment has been reduced to
recoverable amount, weonly reverse reductionsto the extent the new
recoverable amount at balance date exceeds the carrying amount at
that date.

Where the equity accounted amount of our investment in an entity
fatls below zero, we suspend the equity method of accounting and
record theinvestment at zero. Whenthis occurs, the equity method of
accounting does not recommence until our share of profits and
reserves exceeds the cumulative prior year share of bosses and reserve
reductions.

{o) Joint ventureg operalions

A joint venture operation means d contractual arrangement {that is
not d joint venture entity) whereby two or more parties undettake an
economic activity that is governed by joint control. This usually
involves the shared use of assets. Joint control involves the
contractudlly agreed sharing of control where two or motre parties
must consent to all major decisions. Where the investment is
significant, we record assets and labilities retating to our share of
each asset and lfability used in the joint venture operation. Werecord
expenses based on our percentage ownership interest in the joint
venture. We record revenue from the sale or yse of out share of the
output as described in our revenue policy {refer note 1.21).
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Notes to the Financial Statements (continued)

L. Surmmary of accounting policies (cortinued)

18t Investments (note 11 {continued)

fdd Listed seourities and investments in gther corporationy
Listed secutities and investments in other corporations arevalued at
cost less any amount provided for permanent reduction in thelr value.

Net fair vatues of our Investments are calculated on the following
bases:

» forlisted secutities traded in an organised financal market we use
the current quoted market bid price ot balance date; and

» forinvestments in unlisted securities not traded in an organised
financial market, fair value is determined by reference to the net
assets of the unlisted security.

1,12 Recoverable amount of non current assets

Non cutrent assets measured using the cost basis are written down to
recaverable amount where their carrying value exceeds this
tecoverable amount.

The recoverable amount of an asset is the net amount expected to be
tecovered through the cash inflows and outflows arising from its
continued use and subsequent disposal. Where net cash inflows are
derived from a group of assets working together, recoverable gmount
is determined on the basis of the relevant group of assets. We
tecognise any decrement in the carrying value as an expensein the
statement of financlal petrformance in the reporting period in which
the recoverable amount write dowh occuts.

The expected net cash flows included in determining recoverable
amounts of non current assets are discounted to thelr present values
using a market determined, risk adjusted, discount rate.

183 Property, plant and equipment (note 12)
Loy Acouisition

Hems of property, plant and equipment are recorded at cost and
depreciated as described in note 1.13{¢). The cost of our constructed
propetty, plant and equipment includes:

» the cost of material and direct labour;
» an appropriate proportion of direct and Tndirect overheads; and
» botrowing costs up to the date the asset is instatled ready for use.

Our welghted average capitalisation interest rate for botrowing costs
for fiscal 2004 was 7.7%{2003: 7.5%, 2002: 7.2%). Interest revenueis
hot deducted in the colculation of borrowing costsincludedin the cost
of constructed assets when those borrowings are not for a specific
asset.

20

{i Bevoiuorion

We obtain valuations of all our land and buildings af least once every
three years, or more frequently if necessary, in accordance with the
note disclosure requirements in AASE 1040: “Statement of Financial
Position”. ftis our policy to apply the cost basis of recording property
plant and equipment. Any notional increase nbook value as  result
of the triennial vatuation will therefore be disclosed in o noteto the
financlal statements but not booked.

When AASB 1041: “Revaluation of Non-Current Assets” was
introduced, we elected to deem all our revatued property, plant and
equipment carrying amounts as at 30 June 2000 to be their cast going
forward. This means that the asset revaluation reserve of $32 million
is fixed as at 1 July 2000 and writedowns of previously revalued assets
may no longer be made through the asset revaluation reserve.

We reduce the vatue of our property, plant and equipment toits
recoverable amount where our carrying amount is greater than
recoverable amount. Any writedown of this type is charged to the
statemnent of financial performance.

The profit or loss on disposal of assets written down to recoverable
amount is calculated as the difference between the carrying amount
of the asset at the time of disposal, and the revenue received oh
disposal. Thisis included in the statement of financial performancein
the year of disposal.

The effect of capital gains tax has not been taken into account in
calculating the revalued amounts of property, plant and equipment.

{iy Bapreciotion

ltems of property, plant and equipment, including buitdings and
leasehold property, but excluding freehold land, are deprediated on a
straight line basis over their estimated service lives. Westart
depreciating assets when they are instalied and ready for use.
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Telstra Corporation Limited and controlled entities

I3

1. Summary of accounting policies (cortinued)

10E Proparty, plant and eguipment (note 12)
{rontinued)
{iy Deprecivtien [centinued)

The service lives of our significant items of property, plant and
equipment are listed as follows:

Telstra Group
As ot 30 June
2004 2003
Servicelife  Servicelife

Property, plant and equipment {years) fyears)
Buildings - buitding shell. ... .. .. 55 55

- general purpose . . . .. 8- 40 8-40

SR E15+1 S 10-20 10-20
Corrnunication gssels
Buildings -buildingshelt . ... .. 1 55

-hetwork . oL 8- 40 8- 40

Sfitout. oL Ll 1020 10-20
Customer premises equipment . . . 3-8 3-8
Transmission equipment. . . .. .. 3.28 4&-20
Switching equipment. . ... .. .. 1-10 2-10
Cables ... ... .. ... .. .. 8-25 8-25
Ducts and pipes - main cables. | . | 40 40

- distribution. . . . 30 30

Other communications plant . . . . 3-18 3-16
e assats
Leasehold plant and equipment | . 7-18 7-15
Other plant, equipment and motor
wehickes .. ... oL oLl 3-15 3-15

The service lives and residual vatues (where applicable) of all assets
are reviewed each Year.

We account for our assets individually where it s practical and
feasible and in line with commercial practice. Where it s not practical
and feasible, we account for assets in groups. This is the case for
certaln communication assets. Group assets are automaticatly
removed from our financial statements on reaching the group tife.
Therefore, any individual asset may be physically retired before or
after the group tife is atiained.

Our major repairs and maintenance expenses relate to maintaining
our exchahge equipment and the customer decess network (CAN). We
charge the cost of repaits and maintenance, including the cost of
replacing minor items, which are not substantial improvements, to
operating expenses.

104 Leased plont and egquipment (note 12]

We account for leases in accordance with AASE 1008: "Leases”. We
distinguish between finance leases, which effectively transfer
substantially all the risks and benefits incidental to ownership of the
leased asset from the lessor to the lessee, from operating ledses under
which the lessor effectively retains atl such risks and benefits.

Where we dcguire noh current assets by using a finance lease, the
present value of future minimum lease payments is disclosed as
equipment under finance lease at the beginning of the lease term.
Capitalised lease payments are amortised on o straight Hine basis over
the shorter of the lease term or the expected useful life of the assets.
Acorrespanding Uability is also established and each lease payment is
ollocated between the liability and finance charges.

Operating lease payments are charged to the statermnent of finandial
performance in the periods In which they are incurred. Operating
lease rentul expense is disclosed in note 3.

Where we lease properties, costs of improvements to these properties
are capitalised and are disclosed as leasehold improvements and
amortised over the sharter of the useful life of the improvements or
the term of the lease.

1185 Intangible assets (note 13)

Intangible assets are assets that have value but do hot have physicat
substance.

{0 Goodwdill

On acquisition of investments, wheh we pay an emount greater than
the falr value of the net identifioble assets of an entity, this excessis
recorded as goodwill in the Telstra Group statement of finandat
position. We calcylate the amount of goodwill as at the date of
purchasing our ownership interest in the entity.

When we purchase an entity that we will control, the amount of
goodwill is recorded in intangible assets. Goodwill Is amortised on o
straight line basis over the period of expected benefit. This periodis
subject to a maximum of 20 Years from the date of gaining contral.
The carrying amount of goodwill is reviewed every six months and
adjusted to the extent that future benefits are not considered
probable. The weighted average goodwill amortisation period for
fiscal 2004 was 20 years {2003: 20 years).
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coritinued)

118 intongible oss

foir Goodwil L {continued;

We continually assess whether changes have occurred that would
tequire revision of the remaining estimated vseful life of qoodwill, or
whether changes will render the goodwill notrecoverable. If such
dreumstances grise, the recoverable amount of goodwill is
determined based on estimates of the discounted volue of expected
future cash flows of the business. Market interest rates and discount
tates are considered when caleulating discounted cashflows.

We also calculate goodwill whenwe acguire joint venture entities and
associoted entities. However, for these entities the goodwill amount
isincluded as part of the cost of the investment and not shown
separately as an intungible asset. The amortisation of this notionatl
goodwill is included in the share of net profitftoss} of joint venture
ehtities and assocdiated entities line in the staterment of finandal
performance. Refer to note 1.11 for information regarding goodwill
for joint venture entities and associated entities.

by ldentifioble intangible assels
{1} Patents, trademarks, Heences, brandnames and customer bases

tdentificble intungible assets include patents, trademarks and
licences {including network and business software and spectrum
licences), brandnatmes and customer bases. Where the costs of such
assets have a benefit of relationship to more than one accounting
petiad, these costs are deferred and amortised oh a straight line basis
aver the period of expected benefit.

The average amortisation periods of our identifioble intangible assets
are listed as follows:

Telstra Group
As ot 30 June
2004 2003
Expected Expected
benefit benefit
ldentifiable intangible assets {years) fyears)
Patents, trademuarks and Heences. | 12 14
Brandmames . .. ... ... ... 20 20
Customerbases . .. ... .. .... 13 12

The recoverable amounts of identifiable intangible assets are
reviewed every six months and the carrying amount s adjusted down
where it exceeds recoverable amount. Recoverable amount of
identifioble intangible assets is determined based oh estimates of the
discounted value of expected future cash flows to be derived from the
use of those assets.
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{ii) Mastheads

Mastheads, being the titles of newspapers ond magozines, are also
cohsidered to be anidentifiable intangible asset. Wherewe acquirean
entity that is considered to hold volue in thelr mastheads, we
recognise dh asset ih our statement of finandal position at the fair
vatue determined at the date of acquisition.

We do not currently amottise the cost of our mastheads as they have
been assessed to have an indefinite useful life. We do not expect o
usefyllife to be determined in the foreseeable future. Thestatus ofthe
useful life and the need to amortise the carrying amount of the
mastheads is, however, regssessed every six months.

Ity addition, an assessment of the recoverable amount of the
mastheads is made every six months to ensure this is not less than its
carrying amount. The recoverable amount is determined based on
the amount expected to be recovered through the cash inflows and
outflows arising from the mastheads, discounted to theit present
value using a market determined, risk adjusted discount rate.

116 Other gasets (note 14)
{oh Besearch and developrmen? costs

Research costs arerecorded as an expense as incutred. Development
costs are recorded as an expense as incurred, untess fJuture ecohomic
benefits are attainable from the expenditure, in which case they are
capitalised {refer to note 1.16{d} for policy on software assets
developed for internal yse).

{bh Deferred mobile hondset subsidies

Mobkile handsets that are sold as part of service contracts are
accounted for as separate transactions based on the requirements of
EITF 00-21. The revenue allocated to a subsidised mobite handset
under EITF 060-21 is contingent Lpon detivery of the contracted
services and is therefore recognised over the life of the controct.
Similarly, the cost of any associated subsidy is deferred and written
off aver the contract term.

As a result, the expense s recoghised over the life of the contract,
cohsistent with the timing of revenue earned.

{o) Deferred expe

Deferred expenditure mainly includes upfront payments for basic
access installation and connection fees for in place and new services,
and loan flotation costs.
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106 Other gssets (note 14 (comtinued)
Significant items of expenditure:

» are deferred to the extent that they are recoverable from future
revenue dhd will contribute to our future earning capadity; and

» cannot be deferred ifthey onlyrelate to revenue which has already
been recorded.

We amortise deferred expenditure over the averade period in which
the related benefits are expected to be reolised. This periodisa
welghted average of 4 years for fiscal 2004 (2003. 5 yedrs). Each year
we dlso review expenditure deferred in previous periods to determine
the amount {if any} that is no longer recoverable. The amount of
deferred expenditure thatis no longer recoverable is written off as an
expense in the statement of financial performance.

{od Software assets developed for intern vee

We record direct costs associated with the development of netwaork
and business software for internal use as software assets. These
amounts dre recorded as software assets where project success is
regarded as probable.

Costs included in software assets developed for internal use are:

»  externcl direct costs of materials and services consumed;

» payroll and direct payroli-related costs for employees (including
contractors) directly assoclated with the project; and

» botrowing costs incurred while developing the software.

Software assets developed for internal use are amortised on a straight
line basis over their useful lives to us. This period is o weighted
average of 6 years for fiscal 2004 (2003: 6 years). Amortisation starts
once the software is ready for use.

The carrying values of these assets are reviewed regularly and at each
reporting date, to ensute they are recoverable. Where such costs are
hio lohger considered recoverabte, they are written off to the
statement of fingnclal performance.

147 Padobtes inote 13}
Accounts payeble, including accruals, ore recorded when we are

tequired to make future payments as ¢ result of a purchase of assets
OF SerVices,

1.8 Interest-bearing Habllities {note 16}

Bills of exchange and commerdial paper are recorded as bortowings
when issted, at the amount of the net proceeds recelved. They dre
carried at amortised cost until the lobilities are fully settled. Interest
is recorded as ah expense on a yield to maturity basis.

Bank loans are carried at cost.

Telstra bonds are carried at cost or ad]usted cost. Adjusted cost isthe
face value of debt adjusted for any unamorttised premium o discount.
Interest is calculated on a yleld to maturity basis, Bonds repyrchased
are cancelled against the original liobility and any gains ot losses are
recorded in the statement of finandal performance as borrowing
costs.

Other loans are cartied ot cost or adjusted cost. Discounts and
premiums dre aimortised oh d straight line basis over the period to
matutity. Interest is calculated on a yield to maturity basis, Our other
loars include both Austratian dollar loans and foretgr currency loans.
Amounts denominated in foreign currency are revalued daily. Any
exchange gains or tosses are taken to the statement of financdial
performance.

108 Provistorns {rote 17)

Provisions dre recognised when the group has a present legal,
equitable or constructive obligation to make o future sacrifice of
economic benefits as a result of past transactions or events, itis
probable that a future sacrifice of economic benefits will arise and a
relioble estimate can be made of the amount of the obligation.
However, the amount of timing of the future sacrifice of economic
benefits tosatisfy the present obligation is uncertain.

{o) Brapleyes benefits

We accrue liabilities for employee benefits to wages and solaries,
annugl leave and other current emplogee benefits ot their nominal
amounis. These are colculated ontheremuneration rates expectedto
be curtent at the date of settlement and include retated on costs,

Employee benefit on-costs, including payroll tax, are recognised and
included in employee benefit Liabitities and costs when the employee
benefits to which they retate are recognised as liabilities.

Telstra Entity employees who have been employed by the Teistra
Entity for ot least ten Years dre entitled to long service leave of three
months (or more depending on the actual length of employment},
which is included in our emnployee benefits,
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10 Provisions note 173 (continued)

L
B

fay Brnployes benefils loontinued

We acerue liabilities for other employee benefits not expected to be
paid or settled within 12 months of balance date at the present volues
of future amounts expected to be paid. This is based on projected
increases in wage and salary rates over an average of 10 years.

We calculate present values Lsing rates based on government
guaranhteed secutities with simitar due dates to our Liabitities,

Liabilities for redundancies are recognised when d detalted formal
plan for the redundancies hos been developed ond a valid expectation
has been created that the redundancies will be cartied out with those
employees affected. The liabilities for redundandies are recoghised in
payabtes unlessthe amount or timing of the paymentsis uncertain, in
which case they are recognised as provisions.

YWorkers' compensation

The Telstra Entity and certoin controtled entities self insure thelr
workers’ compensation liabilities. We take up a provision for the
present value of these estimated liabilities, based on an actuarial
review of the liabllity. Thisreview includes gssessing actuol accidents
and estimating claims incurred but not reported. Present values are
cateulated using approptiate rates based on government quaranteed
securities with similor due dates. The majority of our controlled
entities do not selfinsure, but pay annual premiums to third party
insurance companies for thelr workers' compensation liabilities.

fod Restorabion oosks

We provide for our future obligations in relation to the fitout of our
general purpose leased bulldings when we have ¢ legal, equitable or
constructive responsibility. These costs include our obligations
relating to the dismantling, removal, remediation, restoration and
other expenditure associated with these fitouts. Restoration
provisioh Is initially recorded based onh a relioble estimate of the costs
to beincutred. Qur estimates are based upon d review of ledse
contracts, legat requirements, historical information and expected
future costs. Any changes to these estimates dre adjusted on g
progressive basis as required.

Restoration costs gssociated with moblle tower communication
assets that are situated on land held under operating leases are
expensed in the statement of financial performance when they

become payable as they are insignificant to our financial report,

Loy Bividends

We provide for dividends in the petiod in which they are declared.
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When the declaration dote is after balance date, but before
completion of the finandal report, we disclose the dividend as an
event occurting after balance date.

1.20 Contributed Equity (note 18}

Issued gnd patd Up capital Ts recoghnised at the fair value of the
consideration received by the company.

Any transaction costs arising on the issue of ordinary shares are
recognised directly in equity as a reduction of the share proceeds
received.

1.21 Revere {note 23

It is our policy to prepare our financial statements to satisfy both
AGAAP and USGAAPR, and in cases where there is no conflict between
the two, we incorporate the more detailed requirements in both
AGAAP and USGAAP finandicl statements.

The underlying accounting principles of revenue recognition dare the
sume for both AGAAP and USGAAP. As suchwe have applied the more
detailed guidance under USGAAP to the timing of revenuerecoghition
for both AGAAP and USGAAP financial statements,

Sales revenus

Our categoties of sales revenue listed in note 2 are recorded after
deducting sales returns, trade allowances, duties and taxes.

{a) Delivery of services

Revenue from the provision of our telecommunications setvices
includes:

+ telephone calls; and
+ other services and fadilities provided such as internet and data.

We record revenue earned from:

+ telephone calls on completion of the call; and
+ athetservices generally at completion, or overthe period of service
provided.

Installation and connection fee revenues are deferred and recognised
over the average estimated customer contract ife. For basic access
installation and connections thisis an average of five years. For
mobile phone connections, this is an average of two Years.
Incremental costs directly related to these revenues are also deferred
and amortised over the custamer contract life. Any costs in excess of
the revenue deferred are recognised immediately.
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1T Bevenue (note 2} {continyed)
{b} Sale of goods

Our revenue from the sale of goods includes revenue from the sale of
customer equipment and similar goods. This revenue is recorded oh
detivery of the goads sold.

{c} Rent of network focilities

We earh rent mainty from access to retail and wholesate fixed and
mobite networks and from the rent of dedicated lines, customer
equipment, property, plant and equipment and other facilities. The
revenue of providing dccess to the network is recorded on an accrual
basis over the rentat period.

{d) Construction contracts

We record construction revenue on a percentage of contract
cormpletion basis. The percentage of completion of contractsis
catculated based on estimated costs to complete the contract (refer
note 1.10 for further information).

Our construction contracts are classified according to thelr type.
There are three types of constriction contracts, these being material
intensive, labour intensive and short duration. Revenue is recognised
on d percentage of completion basis using the appropriate measures
as follows:

» {actual costs { plannhed costs) X planned revenue - for material
intensive projects;

» {actuct labour hours { planned labour hours) X planned revenue -
for labour Intensive projects; and

» short duration projects are those that dre expected to be
completed within a month and revenues and costs are recognised
on completion.

{e) Advertising and directory services

Classified advertisements and disptay advertisements are published
on d daily, weekly and monthly basis for which revenues are
tecagnised at the time the advertisement is published.

All of our Yellow Pages and White Pages directory revenues are
tecognised on detivery of the published directories using the delivery
method. We consider out directories delivered when they have been
published and delivered to customers’ premises. Revenue from online
directoties is recognised over the life of service agreements, which is
on averdge ohe Jear. Voice directory revenues are recognised at the
time of providing the service to customers.

Oiher ravernss
{fy Dividend revenue

Werecord dividend revenue in the statement of financial performance
from the following entities when declared by them:

+  controlled entities;

+ Jointventure entities and associated entities (when received by the
Telstra Entity); and

» listed investments and other investrents.

We record distributions from trusts when the distribution is recelvable.

For our consolidated financlal statements, dividends and distributions
received fram joint venture entities and associated entities are
recorded as a reduction of the balance in the investment account as
per equity accounting requirements and not as dividend revenue of
the Telstra Group.

{g) Revenue from the sule of noh current assets

Revenue from the sale of our non current assets is recorded when all
conditions required to complete the sdle have been settled and
finalised.

{h} inferest revenue

We record interest revenue on an accruals basis. For finandal gssets,
interest revenueis determined by the effective yield on theinstrument
{total returm).

Beare recsivid i1 gdvanos

Revenue received in advance consists mainly of revenue from
providing access to the fixed and mobite network and directories
advertising revenue. This revenue is initiolly recorded as a Lebility
and then transferred to earned revenue in line with the revenue
palicies described above.

Acrued revenue
Accrued revenue represents revenue earned that has not been billed
to the customer. This revenue is recorded in accordance with the

revenue policies described.

Hevenue grronge

it it l muliipie deliverables

Refer to note 1.2 for information regarding our accounting policy for
revenue arrangements involving muttiple deliverables,
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122 Advertising expenses

Costs for advertising products and services of promoting out corporate
imdge are expensed gs incurred. These costs are included in the
marketing expenses line in note 3 to the finandal statements.

1.23 Share of net profitsflosses) of joint venture entities
and assoclated entities (note 243

We record our share of the net profitsf{losses} of joint venture entities
and associated entities by taking the profitf(loss) after income tax
expense, multiplied by our ownership interest after adjusting for:

» amotrtisation of hotional goodwil;

» deferral and subsequent amortisation of unrealised profits after
income tax expense drising from transactions and the sate of
dssets from Us to our associdtes; and

» deferral and subsequent amortisation of unrealised profits after
income tax expense arlsing from trading and the sale of assets
from our associgtes to us.

Refer to note 1.11(b] for Information regarding deferral of unreatised
profits and amortisation of notional goodwill n relation to joint
venture entities and associated entities.

124 Towation (note 4)
Irscersie Tox

We apply tax-effect accounting using theliability method to colculate
incometax. Income tax expense is calcutated on accounting profit
after allowing for permanent differences and is recorded as an
expense.

Permanent differences gre:

» items of revenue or expense that are included in toxable income
but witl hever be included in accounting profit; or

» items of revenye or expense that are included in accounting profit
but witl never be included in taxable income.

To the extent timing differences occur between the time items are
recognised in the financiol statements and when items aretaken into
accountin determining taxable income, the related taxation benefit
or liability, calculated at current rates, is disclosed as afuture income
tax benefit or o provision for deferred income tax. These items are
hetted within the tax consolidated group of other controlled entities
when the timing differences are expected to reverse in the same
financial years. We do not net deferred tax bolances between
controlled entities apart from those within the tax consolidated

group.
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The future income tax benefit refating to tax losses is not carried
forward as an asset unless the benefit is virtually certain of being
realised.

During fiscal 2003, the Telstra Entity elected for its resident wholly
owned controlled entities to Join it in a tax consclidation group. The
Telstra Entity recognises all current and deferred tax amounts in
relation to its resident wholly owned controlled entities in its own
financial statements in addition to the current and deferred tax
batances arising from its own transactions and events (refer hote 4 for
further information).

Guods and Services Ton (GETH including ether vilue added taxes)
We record our revenue, expenses and assets net of any applicable
goods and services tax (G5T), except where the amount of G51
incurred is not recoverable from the Australian Taxation Office (ATO).
In these circumstances the G5Tis recognised as part of the cost of
acquisition of the gsset or as part of the expenseitem.

Receivables and payables balances include GST where we have either
included GST in our price charged to customers or g supplier has
included GSTin their price charged to us. The net amount of G5T due,
but not paid, to the ATG is included under payables.

We do not include any estimate for 657 in either acerued revenue or
accrued expense balances, Qur accruals refer to o combination of
itetns some of which will be supported by the issue or receipt of a tax
invoice at a later time depending on the nature of the item. Ingenerat,
no tax inveice has been received or issued at the time the gccrual is
recorded.

Toaccord with Urgent Issues Group Abstract 31 - Accounting for Goods
and Services Tax {GST), which requires cash flows to be determined on
& gross basis, we have completed our cash flow statement inthe
following manner:

+ we have derived from out accounting records the amounts which
we have shown in our statement of finandal performance and
statement of finandal position, which are onh ahet G5T basis where
the GSTis recoverable from the ATO; and

+ wehave estimated the amount of GST that is required to be added
to varioys tine itemsin the cash flow statement by reference to our
business activity staternents prepared for the ATO.

Our commitments are recorded net of G5T, except where there is non-
recovergble GST (refer note 26).
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125 Earnings per share (note 6)
Basic earnings per share

Basic earnings per share (EPS} is determined by dividing net profit
after income tax attributable to members of the company, excluding
any costs of servicing equity other than ordinary shares, by the
weighted average number of ordinary shares outstanding during the
yedr.

Diluted earnings per share

Whete an entity has on issue potential ordinary shares which are
dilutive, diluted EPS must be catevlated. Aswe do hot have any
ordihary shares which are considered dilutive, diluted EPS is the same
as basic EPS.

126 hupergnnuatiorn {rote 223

Defined benefit funds

For funding purposes actuarial veluations are tequired to be
performed ot least every three years. In prior years, if there has been
o shortfall in the net market vatue of scheme assets when compared
to members’ vested entitlements, we have provided for the amount to
the extent that a present obligation exists to rectify the finandal
position of the schemes.

Accumulation schemes

Our commitment to accumulation type benefits is imited to making
the contributions specified in thetrust deed in accordance with our
minitum statutory requirements. We recognise o liobility when we
arerequired to make future pagments as d result of employee services
provided.

Al superannuation schemes

Contributions to employee supergnnuation schemes dre recorded as
an expense in the statement of Ainandal performance as the
contributions become payable.

127 Employes share plons (note 18)

We own 100% of the eqUity of Telstra ESOP Trustee Pty Ltd, the
corporate trustee for the Telstra Employee Share Ownership Plan
Trust {TESOPS7) and Telstro Employee Share Ownhership Plon Trust
{TESOPSS). We do not control or significantly influence these trusts as
beneficial ownership and control remains with the employees who
participate in the share plans administered by the Trustee on thelr
behalf. As aresult, we do not consolidate the operations of the trust
into the Telstra Group.

Telstra incurs expenses on behalf of both the TESOPST and the
TESOP99. These expenses areinrelationto administration costs ofthe
trusts and are recorded in our statement of financial performance as
incutred.

The Telstra Growthshare Trust was established to allocate equity
based instruments as required. Current equity based instruments
include options, restricted shares, performance rights, deferred
shares, directshares and ownshares. Options, performance rights,
and restricted shares dre subject to performance hurdles. Deferred
shares are subject to o specified period of service.

We own 100% of the equity of Telstra Growthshare Pty Ltd, the
corporate trustee for the Telstra Growthshare Trust {(Growthshare).
We do not control or significantly influence the trust as beneficiat
ownershipdnd control remains with the employees who participate in
the share plans administered by the trustee on their behalf.

Anoption, restricted share, performance right or deferred share
represents g right to acquire a sharein Telstra.

Telstra provides loans to the Growthshare trustee to enable it to
purchase shdres an market to underpin options issued. When
exercised, the eligible employee pays for the shares at the exerdise
ptice and the loan Is repaid to us. On the basis that theloanis fully
repdid by the employee, there is no expense associated with the
ollocation of options. Telstra receives interest on the loans tothe
trust. From 1 July 2002, the company suspended its option plan.

Restricted shares, performance rights and deferred shares are
recorded ds an expense to Telstra when we provide funding to the
trust to purchase the shares. The expense recorded in the statement
of financial performance represents the market price of the shares at
the time of purchase on market.

Directshare enables non-executive ditectors 1o recelve up to 20% of
their fees in Telstra shares. Ownshare enables eligible employeesto
be provided part of their remuneration in Telstra shares. Telstra
purchases shares to meet the requirements of directshare and
ownshare and expenses these costs as part of the participant’s
remuheration.

We have also provided funding to the Trustee to enable it to meet its
other obligations under the trust deed.
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AR Derivative finoncial imstruments (note 293

As we only Use derivative financlal instruments for our hedging
activities, the gains and losses oh our derivatives dre accounted for on
the same basis as the undertying physical transactions. Therefore,
hedqe gains and losses are recorded in the statement of financial
performance when the gains ot tosses arising from the related
physical exposures are recorded in the statement of financiat
performance.

Forelgn exchange gains and losses on the principal value of cur cross
currency swaps are recorded in the statement of financial
performance and determined through reference to the change inspot
rates over the relevant reporting period. Where appropriate, these
foreign exchange gains and losses offset the gains and losses recorded
on the undertying hedged transaction.

We account for our interest rate swaps and crass currency swaps that
hedqge an underlying physical exposutre using the accrual method of
accounting.

interast receivable and payable under the terms of the interest rate
swaps dnd cross cukrency swaps dre dccrued over the period to which
the payments ot receipts relate. The interest receivable and poyable
under the swaps is also recorded as part of cur borrowing costs.
Changes to the underlying market value of theremaining interest rate
swap and cross currency swap payments and receipts are not
tecorded In the financial statements.

We do not include the principal amounts of our cross currency swaps
and interest rate swaps in our statement of finandial position. Where
we have d legatly recognised right to set off the finandal asset and
financiol liability and we intend to settle on d net basis or
simuttaneously, we record this position on o net basis in oyr
statemnent of financial position. Where we enter into master netting
arrangerments relating to a number of financdial instruments, have ¢
leqol right of set off, and intend to do so, we also include this position
on o net basis in our statement of finandal position.

The net position in relation to our cross cutrency swaps refers to the
revalued component of our foreign currency recelvable or payable
under the swap cohtract. We record this component as d hedge
receivable or hedge payable in our statement of financial position.
We do not offset the hedge receivable or hedge payable with the
underlying financial asset or financial liobility being hedged as the
transactions are with different counterparties and dre generatly not
settled on a net basis.

Forward foreigh cutrency contracts are accounted for as outlined in
hote 1.6{a}. Gains and losses on forward foreign currency contracts
intended to hedge anticipated future transactions are deferred and
tecagnised when the anticipated future transaction occurs.
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1,29 Inswrance

We specifically carry the following types of insurance:

+ property;

+ travel/personal accident;

+ third party Hability,;

» directors’ and officers’ liability;

+ company reimbursement; and

+ other insurance from time to time,

For risks ot covered by insurance, any losses are charged to the
statemnent of financlal performance in the year in which the loss is
reported.

The Telstra Entity and certoin controlled entities are self insured for
workers' compensation. Further details are provided In note 1.19(b).

1.3¢ Further darification of terminniogy used inowr
staterment of financial performance

Under the requirements of AASE 1018: “Statement of Financial
Performance” we must classify all of our expenses {apart from any
borrowing costs and out share of net losses of associates and joint
venture entities} decording to either the nature (type} of the expense
or the function (activity to which the expense refates). We have
chosen to classify our expenses using the nature classification as it
mote accurately reflects the type of aperations we undertake.

Our expense cateqgories represent an aqgregation of expenses
classified by nature {type). These categories do notinclude any
indirect or fixed costs and therefore are not identical to their
functionat expense category. Specificatly this includes:

+ our goods and services purchased; and
+ our mdrketing expenses and generdl and administration expenses
included within the reconciliation of other expenses (refer note 3},

Earnings before interest, income tax expense, depreciation and
amortisation {EBITDA] reflects our net profit prierto including the
effect of interest revenue, borrowing costs, income taxes,
depreciation and amaortisation. We believe that EBITDA s o relevant
and useful financiol measure used by management to measure the
company's operating profit. Our management uses EBITDA, in
combination with other financigl measures, ptimarily to evaluate the
company's operating performance before financing costs, incometax
ahd non-cash capital related expenses. Ih consideration of the capital
intensive nature of our business, EBITDA Is a useful supplement to net
Incorne in ynderstanding cash flows generated from operations that
are avdilable for pagment of income taxes, debt service and capital
expenditure.



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

L. Surmmary of accounting policies (cortinved)

130 Further clarfication of terminology used in our
stotement of finarcial performance {cordinued)

Notwithstanding, we believe EBITDA Is useful to investors because
analysts and other members of the investment community largely
view EBITDA as a key and widely recognised measure of operating

performance.

EBITDA s not a USGAAP measure of income or cash flow from
operations and should not be considered as an glternative to net
income as an indication of our financial performarnce or as an
atternative to cash flow from operating activities as a measure of our
liguiditu.

Earhings before interest and income tax expense (EBIT) is a similar
measure to EBITDA, but takes into account the effect of deprediation
and amortisation.

Whet d specific revenue or an expense from ordinary activities is of
such o size, natyre of incidence that its disclosure is relevant in
explaining our finandal performance for the reporting period, its
nature and amount has been disclosed separately in note 3(c).

151 Rounding

All dollar atounts in this financdal report {except where indicated)
have been rounded to the negrest mitlion dotlars {$m or Asm) for
presentation. This has been donein accordance with Australian
Securities and Investrnents Cormmission (ASIC) Class Order 98/100,
dated 10 July 1998 ondissued undersection 341{1) of the Corporations
Act 2001,

132 Comparative figures

Where necessary, weadjust comparativefigures to aligh with changes
in presentation in the current year.

in addition, we have quantified the effect on comparatives of any

changes in accounting policies where such changes have arisen (refer
note 1.2).
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Telstra Group Telstra Entity
Yedr ended 30 fune Year ended 30 lune
2004 2603 2002 2004 2603
Note $m $m $in $m $m
2. Reversse
Revenue from ondingry operating octivities (ocluding
anns cisclosed o nete 31 i mode up of revenue from
Ehe fotlowing aotivities:
Loles ravare
Beliveryofservices . . ... . L. L Lo 12,117 12,387 12,719 11,554 11,228
Seleofgoods. . . ... L. L L L i 531 572 439 383 430
Rent of network facilities . . .. ... L. L e . 6,648 6,108 5,667 6,648 6,086
Constructioncontracts. . .. . . L. L L e 90 201 236 bid 42
Advertising and directorgservices . .. . L. oL oL ool Lo 1,351 1,217 1,135 324 840
20,737 20,495 20,196 18,996 18,627
Orhver vevenue (enctudivng interest revenue}
Dividend revenue
-wholly owned controlledentities . .. ... ... oo oL 0 - - 142 -
-otherentities . .. L. L L 1 1 1 - 1
1 1 1 142 1
Revenue from the sale of non current assets
- property, plantendeguipment. ... o L. oL oL 0oL oL 3{c) 02 811 2486 131 792
- investments incontrolled entities . . . L L. o L L oo oL, - 17 - - -
-investmentsinjointventureentities ... . .o L 0oL oL oL - 3 - - -
- investments indssodidted entitfes . . . oL oL oo oL 36} 204 17 - - 1
- investments in listed securities and other corporations . .. . .. . (... 24 7 22 24 -
- patents, trademarksand bicences .. . ... Lo oL ool o 0oLy - - 1 - -
SBUSTRESSES . L L L L e - 4 33 - P
330 859 302 158 785
Other sources of revenue
Rent from property and motorvehicles. . .. ... . ..o o oL 23 33 4d 22 33
Oher Tevene . . . . . L L e e 189 228 259 12 124
212 261 303 84 157
543 1,121 606 391 553
Revenue from ordinary activities (excluding interest revenue} .. . . . .. 21,280 21,616 20,802 19,387 19,580
berest revenog
-eontrolledentities . . . L. L L L - - - 43 124
- joint vertures entities and associatedentities. . . .. . ... 0oL 0L 2 2 2 2 2
-otherentities . . .. L. L L e e 53 82 124 50 76
58 84 126 85 202
Yool revenue frovy ordinorg gotiviies L. L L oL L L L 21,3385 21,7090 20,228 19,482 19,782
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Notes to the Financial Statements (continued)

Telstra Group Telstra Entity
Yedr ended 30 fune Year ended 30 lune
2004 2603 2002 2004 2003
Note $m $m $in $m $m
3. Profit fram ordinary activities
(e} Profit before indo g b exgendge Gnckoding ey
disclosed by note Mok bos been colvuloted ofter
chargingf {orediting) the fallowing eme:
Lastsorar
inctuded in our labout expenses are the following:
Ownership based remunerationschemes .. ..o L. Lol L 0L 23 23 @ 23 23
Emplogeeredundancy . .. .. .o L Lo e e ite 281 289 i61 205
Gruezeds avved sevvices purchosed
ncluded in our goods and services purchased and relating to sate of
goods is:
Costofgoodssold. .. ... ... ... .. L oL ool 844 556 503 428 432
Ober enpenses
Net book value of assets we have sold:
- property, plantandeqguipment. . ..o oL o L oL oL 3{¢) 84 638 250 50 632
- investments incontrolled entities . . . L L. o L L oo oL, - 12 {3} - -
-investmentsinjointventureentities ... . .o L 0oL oL oL - - - - -
- investments indssodidted entitfes . . . oL oL oo oL 36} 14 8 - - 2
- investments in listed securities and other corporations . .. . .. . (... is 9 27 16 -
- patents, trademarksand ticences .. . ... oL oL oL o oL - - - - -
SBUSTRESSES . . L L L L e e e e e e e " {6} 33 " {6}
114 661 307 106 628
Rental expenseonoperatinglesses. . .. .. ... . .. L L0 530 584 597 399 404
Bod debts written off-trade debtors . . . .. L oL oo L oL 168 172 185 149 154
Movement in provisions - increasef{decrease}:
-doubtful debts - tradedebtors . . ... L. L L oo o 15 21 28 8 P
- reduction In volue of inventorles {finishedgoods} . ... ... . ... ... 5 3 1 H 5
-reduction invalue ofinvestments . . . ... L. L. L L. 3e) - 26 26 {7o09) 3,056
- reduction in value of convertiblenotelssued by PCCW . ... ... L L. - - 96 - -
- reduction in value of amounts owed by controlled entities. . .. . .. 3fc) - - - 0% {587}
- redyction in value of amounts owed by joint ventures . ... ... .. 3{c) 228 - - 228 -
- reduction invalue of capitalisedsoftware . . ... ... .. L - 2 - - 2
Net foreign cutrency transtation lossesf{gains} . . . ... ... oL 17 {17) 17 41 {14)
Auditors’ fees . . . . . L e 3{b) -] 6 5 5 5
Service contracts and otheragreements . .. ..o L. o Lo oL L L 1,678 1,706 1,400 1,664 1,606
Marketing. . .. ... L. L 338 316 284 278 255
General and administration. . ... ... L L oL Lo o o 889 780 678 37 584
Otheroperatingexpenses . . ... ... .. ... ... . ... 0. 408 330 440 370 534
4,388 4,602 4,065 3,988 6,634
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Notes to the Financial Statements (continued)

Telstra Group Telstra Entity
Year ended 30 fune Year ended 30 June
2004 2003 2002 2004 2003
Note $m sm $m $m $m
3. Profit fram ordinary activities (continued)
(e} Profit before fnoray tow exprende (nctoding e
digclosed o omote 3ok bos beern colouluted afier
chiarging/ (crediting) the following fems
Lrgpreciution of property plont end equipmment
- generdl purpose bulldings and leasehold improvements . . ... . .. 12 58 75 84 55 57
- communication assets including teasehold improvements. . .. . .. 12 2,602 2,436 2,373 2,504 2,282
- commnunication assets under financelease ... ... L L L 12 82 82 73 82 82
-equipment under finoncelegse. . . oo oL Lo L iz 13 7 2 i1 2
- other plant, equipment and motorvehictes . .. .. ... o L0 L 12 121 154 115 64 106
2,873 2,754 2,653 2,716 2,529
Spnortisoion of intongibie ossety and other ozsets
—goodwill L oL L oL 13 123 116 87 4 1
- patents, trademarksand ticences .. . ... oL oL o0l 35 38 40 18 32
Shramdnames Lo L L L e e e 19 12 12 - -
-customerbases. L. L. L L e e T2 82 86 is -
-deferredexpenditure ..o o Lo oLl L oo ool oL 1 1 1 1 1
-softwarensses. L. L L e 501 b4k 388 473 430
ThZ 693 614 512 464
3,615 3,447 3,267 3,228 2,993
B eosts
-eontrolledentities. . . oL L Lo L oo - - - 81 80
-otherentifles . L o L. L e e 841 583 1,009 236 960
- finance charges relating to financetlegses . ... ... L. L. 0L - 1 2 - -
841 584 1,011 917 1,040
- borrowing costs included in the cost of constructed assets. . .. . .. .. {74} {105) {115} {74) {105}
187 879 896 843 535
Obbver diisciosures
Research and development expenses (before crediting ang grants) . . . | 26 41 28 26 &1
Net profitf{loss) on the sale of:
- property, plantendeguipment. ... o L. oL oL 0oL oL 3{c) 40 173 {4} 40 160
-investmentsincontrolledentifies . . . ... L oL Lo oL - 5 3 - -
-investmentsinjointventureentities ... . .o L 0oL oL oL - 3 - - -
- investments indssodidted entitfes . . . oL oL oo oL 36} ito 9 - - {1}
- investments In listed securities and other corporations . .. ... ... .. 8 3] {5} 8 -
- patents, trademarksand ticences .. . ... oL oL Lol L L - - 1 - -
-husinesses . L L L e e - 10 - - 8
218 198 {5} 48 167
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Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2004 2003 2002 2004 2003

Note $m tm $m $m $m
3. Profit from ordirary activities (continued}
() Baditors’ feey
The Australion statutory auditor of the Telstra Entity has charged
the following amounts for:
Auditing and reviewing thefinandialveports{ay . . . ... ... ... 4.412 4.445 3.753 4.183 3.974
Auditors other than the Australian statutory auditor
have charged the following amounts for:
Auditing and reviewing thefinandialreports . .. . ... .0 L0 oL 1.904 1.440 1.553 1.001 0.528
Total auditors fees . . 0 . . o L L e e 3{a) 6.316 5.885 5.306 s.i84 4.502
in addition to auditing and reviewing the financial reports, other
services have been provided by Ernst & Young in their own right as
follows:
Otherservices (Bl . . . .. . e e 3.490 5.334 5.714

{a) Our Australian statutory auditor is the Australion National Audit
Office (ANADO). The audit provided by the ANAD has been
subcontracted to Ernst & Young (EY) since fiscal 2000.

{b} We have processes in place to maintain the independence of the
external auditor, including the level of expenditure on other services.
Fees earned by EY for non audit work are capped at a maximum of 1.0
titnes (2003: 1.0 times, 2002: 1.5 times) total cudit fees. In addition to
the establishment of this cap, there s a requirement for the Audit
Committee to pre-approve atl proposals involving the provision of
services by EY. As part of the approval process, an assessment is made
by the Audit Committee on the approptiateness of the services from an
independence stand point. Monthly meetings are held between £Y
and the Director, Business and Finance Services to monitor the process.

EY also has specific internal processes in place to ensure auditor
independence.
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Telstra Group Telstra Entity
Year ended 30 fune Year ended 30 June
2004 2003 2002 2004 2003

Note $m sm $m $m $m
3. Profit fram ordinary activities (continuwed)
{g) Hems reguiring specific disclosure
The following items form part of the ordinary operations of our
business and thelr disclosure is relevant in explaining the finandal
performance of the group.
Our net profit has been calculated after {charging)crediting
specific revenue and expense items from our ordinary
activities as follows:
s icteded i revenue:
Other revenue {excluding interest revenue)
- proceeds on sale of our investment in IBM Global Services
Avstralialimited {1y . . . . . . . .. L . 154 - - " -
-proceeds onsaleofpropetties(Ivy .. . ... oL oL ool o Lo - 570 - " 570
Totalrevenueitems. . ... . ... L L i e 184 570 - " 570
Herns ncluded iy enpensas:
Other expenses
- net book value of investment and modification of the Information
technotogy services contract with IBM Global Services Australia Limited (i) {135) - - - -
- pravision for the non recoverability of the loan to Reach Ltd (it} . . . 27 {226) - - {228) -
-book valueonsate of propertiesfivy . . .. . .o oL oL oL o o - {439) - - {4349}
- movement in provision for reduction invalueofour. . . . ..o L. L.
controtted entitfes IOV, . 0 L o L L L e e - - - 0% {2,981}
- movement inprovision foramountsowed by . .. 0oL oL o Ly
controtted entities (Y (WY . . . oo oo oo oL 27 - - - {709) 570
Totalexpenseitems. . ... ... Lo L oL oo i {361) {439) - {226) {2,850}
in our share of net losses of joint venture entities and assodated
entities is:
- write down of the carrying value of our investment i Reach Led {v} . . . " {965) - " -
Nt fems . . e e e e e {207) {B34) - {226) {2,280}
income tax benefitf{expense} attributable to those items
tequiring specificdisclosure. . .. ..o L oL oL ool oL 19 {41) - - £41)
Effect of reset tox volues on entering tax consolidation{vi} . . . .. . . .. 58 201 - 58 201
Net items after income tax {benefit)fexpense. . . . . ... ... ... .. {110) {674) - {168) {2,120}
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Telstra Corporation Limited and controlled entities

3. Profit from ordinary activities (continued)

{oy Hems reauiving specitic disclosure [rontinued}
Buring fiscal 2004, we recognised the following transactions as
requiring specific disclosure:

{1} Sale of shareholding in IBM Global Services Australia Limited
{IBMGSA)

On 28 August 2003, we sold our 22.6% shareholding In our dssociated
entity IBMGSA with o book value of $5 million. Proceeds from the sale
of this investment amounted to $154 million, resulting in a profit
before income tax expense of $149 million.

As part of the disposal we negotiated changes to d 10 ear contract
with IBMGSA to provide technolagy services. This modificationto our
service contract resulted in an expense of $130 million being
tecognised and the removat of $1,596 million of expenditure
commitments disclosed as at 30 June 2003. The net impact oh our
profit before income tax expense of this transaction was a profit of $19
mitlion {$58 million after taking into sccount income tax benefits).

{H) Provision for the non recoverability of the loan to Reach Lid

0On 17 June 2004, Telstra and PCOW Limited (PCOW) bought out a loan
facllity previously owed to a banking syndicate by our 50% owned
Joint venture Reach Lid and its controlled entity Reach Finance Lid
{Reach). Our share of the payment in relation to this acquisition
armounted to US$155.5 million. At 30 June 2004, we provided for the
hioh fecoverability of the debt, amounting to $226 mitlion, as we
considerthat Reach will not be in d position to repay the amount prior
to maturity. Refer to note @ for further details,

{iil} Movernent in provision for reduction in volue of controlled entities
and amounts owed by controlled entities - Telstra Entity

tnctuded in our profit before income tax expense for fiscal 2004 for the
Telstra Entity was a gain of $709 mitlion relating to a movement in our
provision for diminution of investments in controlled entitfes. This
gain was offset by an expense of an equivalent amount relating to ¢
provision for amounts owed by a controlled entity. This gainflossis
effectively d reallocation of provisions within the Telstra Entity. The
balances are eliminated on consolidation for the Telstra Group.

During fiscol 2003, we identified the following transactions as
requiring specific disclosure:

{iv} Sate of office properties

On 1 August 2002, we sold d portfolio of seven office properties for
$570 million. The carrying value of these properties was $439 mitlion
at the time of sale. The profit on sale of these properties wos $131
mitlion before Income tax expense and $90 mitlion after income tax
expense.

We entered into operating leases totatling $518 million in relation to
these properties on normal commercial terms of between five and
twelve years, maost of which commenced on 18 August 2002.

{v} Write down of investment in Reach Lid

During fiscal 2003 we wrote down the carrying amount of the
investment in Reach Ltd. The write down occutred dueto the
depressed conditions in the global market for international data and
internet capacity resulting in high tevels of excess capacity, intense
price competition and lower than expected revenues. This resulted in
a reduction of our investments accounted for using the equity method
ir our statement of financial position and an incredse to our share of
net losses of joint venture entities and associated entities inthe
statemnent of financlal performance, amounting to $865 mittion.

{vi} Effect of reset tax values on entering tax consolidation

During fiscat 2003, legislation was enacted which enabled the Telstra
Entity and its Australion resident wholly owned entities to be treated
as a singte entity for income tax purposes. The Telstra Entity (or head
entity] elected to form a tax consolidated group from 1 July 2002. On
farmation of the tax consolidated group, the head entity had the
option to bting the assets of each subsidiary member into the tax
consolidated group by choosing between two alternative methods,
the Allocable Cost Amount {ACA} method or Transitional Method. We
chose the ACA method for g number of our subsidiaries. Under this
method, the tax values of g subsidiary’s assets were reset according to
certain aliocation rules, which consequently impacts future tax
deductions and our deferred tax batances. The once-off benefit of
$201 million reflected the increase in future tax deductions arising
from these reset tax values. Subsequent analysis of this adjustment
has resutted in o further tax benefit of $58 million being recognised in
fiscal 2004 (refer to note 4 for further details).

{viiy Moverent in provision fot reduction in vatue of our controlled
entities - Telstra Entity

Induded in our profit before income tax expensein fiscal 2003 for the
Telstra Entity was ¢ movement of $2,981 million relating to a
pravision for reduction in value of cur investments in two controlled
entities. This balance was eliminated on consolidation for Teistra
Group reporting purposes.

{viii) Movement in provision for amounts owed by controtied entities -
Telstra Entity

The profit before income tax expense of the Telstra Entity included o
$570 million net gain inrelation to the provision for amounts owed by
the controlled entity. This gain occurred due to capitalisation of an
intercampany loan fadlity. This batahce was eliminated on
consolidation for Telstra Group reporting purposes (refer note 27 for
further information).
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Telstra Group Telstra Entity
Yedr ended 30 fune Year ended 30 lune
2004 2603 2002 2004 2603
$m $m S S $rm

G Incorne tox expense
Melomed bacommne Tax dxprange on ettt differs from
aotual incore tax ensense recorded os foliows
Profit beforeincometaxexpense ... .. ... L. L. oL 5,848 4,528 5,446 6,076 3,809
Profitf{loss) before income tax expense of subsidiary companies that form
part of the Telstra Corporation Limited tax consolidation group i}, . . .. {197) {856}
Profit before income tax expense for the tax consolidated group. . . . .. 5,879 2,953
Notional income tax expense on profit colcvloted at 30% . ... L. L. 1,784 1,478 1,634 1,764 886
Wiegkdeh is endjusten by the tax effect of (1
Effect of different rates of tox on overseasincome . . ... ... . ... .. {15} £30) {13) - -
Research and development concessions . ... ... .., L. {7 {a) {8} {8) {6}
Share of net loss from joint venture entities and associgted entities. . . . it 286 o - 2
{Profitifloss onsole of non currentassets. . . ... o .. oL L. (65} {34) {8) (59) 52
Non deductible depreciation and amortisation. . ... .. .. o0, 64 58 {4) 11 10
Reduction in the value of Tnvestments and intercompany recelvables. . . 88 - 4 87 810
Assessable foreign source income not included in accounting profit. . . | 18 43 22 i8 43
Underfiover) provistonof taxinpriorYears .. ... . ... L L. 26 {28) 16 21 £23)
Effect of reset tax velues on entering tax consolidation (fily . . . .. . . .. (s8) {201) - (58) {201}
Otheradjustments . . ... .. . L L oL ol oL {63) {42) 142 {79) {15)
fncometaxexpenseonprofit . ..o oL Ll oL ool 1,731 1,534 1,796 1,687 1,558

{i} Net of consolidation entries and other applicable adjustments.

{H) For the Telstra Entity, adjustments include those for the tax
consolidation group.

{Hi} As part of the etection to enter tax consolidation {refer following
for further details), the head entity in the group was able to elect to
reset the tax values of o subsidiary member under certain allocation
rules. In fiscal 2003, the reset of tax volues resulted in o tax benefit of
$201 milkion {refer note 3 for further information). Infiscal 2004,
subsequent analysis resulted in ¢ further reset of tax values and an
additional tox benefit of $58 million. These benefits reflect the
incregse in future tax deductions available from these reset vatues.

Tax consolidation

Buting fiscat 2003, legislation was enacted that enabled the Telstra
Entity and its Australian resident wholly owned entities to be treated
as o single entity for income tax purposes. The Telstra Entity etected
toform a tax consolidated group from 1 July 2002, As g result, the
Telstra Entity, as the head entity in the tax consolidated group,
recagnises tax entries for all entities in the group in addition toits
awr.
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The entities within the tox consolidated group have entered nto atax
sharing agreement. The terms of this agreement specify the methods
of gliocating any tax ability in the event of defauit by the Telstra
Entity on its group payment obligations and the treatment where o
subsidiary member exits the group. The tax Liability of the group
otherwise remains with the Telstrg Entity.

Agreements which formalise thetransition of subsidiaries into the tax
consolidated group were also entered into by group members. These
agreements covered the transfer of deferred tox batances to the
Telstra Entity s at 1 July 2002 and the treatment of any PAYG
instalments made.

The election to tax consolidate on 1 July 2002 did not have o
significant impact on the assets and liabilities of the Telstra Group,
apart from the resetting of certain tax values (refer to item {ili) above
and note 3 for further details regarding this impact}.
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&, Incorme tax expense {(continued)

Telstra Group Telstra Entity
As at 30 June As at 30 lune
2004 2603 2002 2004 2003
$m $m $im $m $m
Fust g ingome taw bevetibs as of 30 June
rest recordad b the statement of Hnondial
parsithon for
eometaxX BOSSes .. L L L e e e e e e 208 209 148 - -
Copitaltaxiosses ... ... . o L oL L oo ool 208 132 42 165 94
Timingdifferences. (... ... L oL Lo Lo L oL 42 &2 8 - -
483 383 196 168 84

Out benefit for tax losses may be used in future years if the following
criteria dre met:

» our controlied entities have sufficient future assessableihcometo
enable the tux losses to be offset against that assessable income;

» oyt controlled entities continue to satisfy the conditions required
by tax legislation to be able to use the tax losses; and

» there dre no future changes in tax legistation that will adversely
affect us in using the benefit of the tax losses.

Our staternent of finandal position includes the following:

Telstra Group
As at 30 June
2004 2003
$m $m
Future incorne tax benefit bolance . . . .. 2 -
Amount of future income tax benefit related
to tax losses carvied forward . L0 oL L L 2 -

Qur future income tax benefit isincluded within our other non current
assets (refer note 14).
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%, Segmendt information

We report our segment information on the basis of business seqments
as our risks and returns gre affected predominantly by differences in
the products and services we provide through those segments.

Busbrw s segments

Buring the year, we formed o new group being Telstra Technolagy,
inhovation and Products. This brings together product development
areds, network technologies, information technology systems and
Telstra Research Laboratoties.

in fiscal 2003, three pre-existing business units of Telstra Retail,
Telstra Mobile and Telstra Country Wide were restructured. Thescope
of Telstra Country Wide was increased as a result of the restructure
and two new groups were formed, namely Telstra Consumer and
Marketing and Telstra Business and Government.

A separate group was established which comptised Telstrd's
broadbond and online activities, os well as Telstra's directories
business, Sensis Pty Ltd, and Telstra’s media activities. This business
is pow known ds Bigpond, Media and Sensis. Thase segments not
impacted by the restructure were consistent in their structure to
previous Yedrs.

Bue to this extensive restructure of the customer base in fiscal 2003, it
was impracticable to restate our comparative information for fiseal
2002 to reflect the position as if these business segments and segment
accounting policies existed in thot finandal year. In accordance with
applicable accounting standards, for both AGAAP and USGAAP, we
have provided compadratives for fiscal 2002 as they were under the
previous organisational structure, as well as restating those lines that
could be restated under the new structure,

For segment reporting purposes, the Telstra Group is now organised
atong the following segrments:

Teistra Consumer and Marketing (TC&M) is responsible for:

»  serving consumer customers with fixed, wireless and data
products;

»  manadement of Telstra brands, advertising and sponsorship; and

»  Implementing our bundling inftiatives.

Teistra Couniry Wide (TCW) is responsible for:

» customers outside the mainland state capital cities, in outer
metropolitan areas and in Tasmania and the Northern Territory.
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Telstre Business and Government (TB&G) is responsible for:

» theprovision of the full range of products and services to
cotporate, small to medium enterprises and government
customers; and

+  managing out interests in our North American, Jopanese and
European retail operations.

Teistre international (Tint.} is responsible for:

+  managing our international investments, particularly our
operations in Hong Kong and New Zealand,; and

+ generating profitable growth by enhancing the vatue of our
existing investments and participating in new growth
opportunities primarily in the Asia-Pacific region.

+  The Telstrallear group in New Zealand is reported as part of Tint.
for segment reporting purposes, even though itis included in
TB&G for internat management reporting purposes due to the
requirements of the applicoble accounting standard. For the
purposes of the applicable accounting standard, the risks and
returns of TelstraClear are considered to be similar to those of our
international business.

infrastructure Services (IS) s responsible for:

+ operational setvice, delivery and maintenance of Telstra’s fixed,
mobile, IP and doto networks. This includes voice and dotg,
product and application platforms, and service management of
the ontine space; and

+ end-te-end project construction and integration of
communications networks and systems for Telstra and other
tetecormmunications companies.

Teistre Wholesate (TW) is responsible for:

+ theprovision of telecommunicotions services, infrastructure
sharing solutions und related services that are based on the
Telstra networks and delivery systems to other cartiers, carriage
service providers and ISPs.

Teistra Technology Innovation and Products (TTIP} is responsible for:

+ the overall planning, design end construction management of
Telstre's communication networks;

« thedelivery of information techrology solutions to support our
products, services and customer support function;

+ product development and management;

+  the office of the Chief Information Officer; and

+ theTelstra Research Laboratories.
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Telstra Corporation Limited and controlled entities

. Seqgrmert infermation {continsed)

Bigpond, Media end Sensisis responsible for:

»  management and growth of Telstra'’s internet products, services
and content, for both broadband and narrowband delivery;

»  management of Telstra's broadband cable network;

»  management of Telstra's interest in the FOXTEL partnership; and

»  manhagement and growth of the information, advertising and
directories busihess, including printed publications, voice and

online products and services.

Corporate areas include:

+  Legaol & Office of Company Secretary - provides legal services and
coinpaiy secretarial services across Telstra and is responsibte for
corporate security and Liaison with taw enforcement agendes;

*+  Requlatory, Corpotate and Human Relations - responsible for
managing our relationships and positioning with key groups
such as our customers, the media, governments, community
groups and staff. It manages personnel, health and safety,
environment, remuneration and training. it also has
tesponsibility for requlatory positioning and negotiation;

*  Human Resources - responsibilities include recruitment, learning
and development, and human resources management;

+ (orporate Development - encompasses the functions of business
development, commercial analysis, corporate strateqy, mergers
and acquisitions, strateqic projects and investor retations; and

+  Finance & Administration - encompasses the functions of
business and finance services, treasury, productivity, risk
managernent ahd assurance, and corpordte services. it also
includes the finandial management of the majotity of the Telstra
Entity fixed assets (inclyding network assets) through the Asset
Accounting Group. TTIP manages the anhual capitat expenditute
of these assets on behalf of our other business segments.

The Corporate areds and the Bigpond, Media and Sensis group are not
reporiable segments and have been dggregated in the "Other”
segrmernt.

Charge iy segment gocounting policies

The following segment accounting policy changes occutred during
fiscal 2004:

Outpagments for the use of network facilities

Previously, outpayments for the use of network facilities were
aliocated to each segment via transfer pricing.

As o result of the cessation of transfer pricing in fiscal 2003, these costs
are now incurred by TW and then allocated to the appropriate
segments. Prior year comparatives have been adjusted to reflect this
chahge in policy.

Provision for reduction in value of controlled entities and
intercompany receivables

In previous financiat years, our segment accounting policy was that
the provision for reduction in volue of controlled entities ond
intercompany receivables be raised in our corpotate areds and
eliminated on consolidation of the Telstra Group. In fiscal 2004, both
the provision and elimination of the provision on consolidation were
directly aliocated to the appropriate segments. Prior year
comparatives have been adjusted to reflect this change in policy.

Deferred expenditure relating to basic access installation and
connection fees

In previous financiat years, our segment gccounting policy was to
recognise deferred expenditure relating to basic access installation
ahd connection fees in the TC&M segment. In fiscol 2004, we have
determined a reasonable basis for the allocation of this asset to the IS
segment. Ptior year comparatives have been adjusted to reflect this
chahge in policy.

The following segment accounting poticy change occurred during
fiscal 2003:

Transfer pricing

In fiscal 2003, all transfer pricing was eliminoted and is no longer used
within the group. Assuch, the inter-segment revenue line purely
relates to intercompany revenue for fiscal 2003 and subseqguent
reporting periods.

Prior to fiscol 2003, segment revenues, segment expenses and
segment results included demand deiven transfers between business
segments. Generally most internal charges between business
segments weremade on a direct cost recovery basis. We have restated
our comparatives to reflect the current basis of recognition.
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%, Segmert information (cortinsed)

Inter-segrent transfers

We account for all Telstra Group transactions induding internationat
transactions between Austratian and non-Australian businesses at
market valve. Allinternat telecommunications usage of our own
products and transactions between Australian businesses is also
accounted for at market value.

The Asset Accounting Group does not allocate depreciation expense
related to the use of assets owned at the Corporate levet to other
business segments.

Seqrnent assels gnd Bobilities

Segrent assets and segment Liabitities form part of the operating
activities of a segment and can be allocated directly to that segment.

The Asset Accounting Group petforms d company wide function in
relation to the finandal management of certain assets. These assets
are accounted for at the Corporate level {aqgregated in the “Other”
segment) and not allocated across segments.

&Q
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Notes to the Financial Statements (continued)

%, Segmert infermation (cortinsed)

Telstra Group
T M TCW TB&G Tint. IS W TTIP Other Elimina- Totalof
{a) {a) {a) {b}) {c) (d) tions alk
segments
S $m $m $m $m $m $m $m $m $m

Year ended 306 June 2004

Sales revenue from external

CUSEOMIENS. . . .. oottt 8,719 8,224  4,33% 1,301 80 2,604 1 1,483 . 20,737

Other revenue from external

customers. . ... ... L. 2 136 199 81 iz - 4 148 {7 543

Total revenue from external

customers (excluding interest

FEVEnUEY L L L L L. 5,721 5,360 4,534 1,352 T2 2,604 5 1,639 () 21,280

Less sole of investrment{dividend

FEVERE . . L. . L - - 184 81 - - - - {?) 228

Segrnent revenue Foan external

CUBEOEEEE L. L. 5,721 5,360 4,350 1,301 T2 2,604 5 1,639 - 21,082

Add inter-segment revenue. . .. .. - - 38 36 54 271 51 11 {461) -

Forlert segraent revenue . . L. L. 85,721 5,360 4,388 1,337 126 2,878 56 1,650 {461) 21,082

Segnant result under AGASE L L L. 3,320 4,609 2,560 (18) (1,568) 2,649  (1,485) (4,007 61 6,460

Less share of equity accounted net

tossesf{profits}. . ... ... L. {2) - {2) 38 - - - L - 78

Less net book velue of investiments

sold ... L. - - 28 29 - - - - {1 50

Add sale of investment/dividend

FEVERIU® . . L .. - - 184 81 - - - - {7 228

Earnings before interest and income

tax expense (EBIT) - segment result

under USGAAP. . ... ... ... ... 3,331 4,608 3,118 (34) (1,568) 2,649  (1,485) (4,121) 61 6,560
Earnings has been calculated after

charging/(crediting) the foltowing:

Depreciation and amaortisation . .. - - 20 383 3 - - 3,272 (43) 3,618
Non cash expenses excluding
depreciation and amortisation . . . 255 - 29 29 - - - 284 {?) 590

Mon currant assels gogaired
fewctuding those genuired on

yrining contred of o investient) . 21 - 35 161 1,718 35 832 881 - 3,683
As at 30 June 2004

Segrent gssels (e}, L. L. L. .. 1,702 eat 843 4,000 1,183 357 561 27,336  (1,676) 34,993
Segment assets include:

Investment in joint venture entities. 11 - - 29 - - - - - &0
Goodwill{net) . ... .......... - - 58 1,822 - - “ 224 “ 2,104
Segment Hebilities, . L. 0L L 931 219 488 165 864 282 534 18,154  (2,608) 19,632

&1
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Notes to the Financial Statements (continued)

%, Segmert infermation {cortimnsed)

{a) Segment revenues, segment expenses, segment assets and
segment liabilities do not reflect actual aperating results achieved for
TCaM, TBRG and TOW.

For all three of these segments, our sdles revenue associated with the
activation of mobite handsets and the majotity of costs of qoods and
services associated with our mobile revenues are allocated totaliy to
the TCaM segment. As g result, the TCAM segment also hold segment
assets and segment Habilities reloted to these revenues and expenses.
in addition, out revenue received in advance in relation to installation
and connection feesis also allocated totally to TCAM. These
aliocations reflect manhagement's accountability framework and
interhat reporting system and accordingly no reasonable basis for
aliocation to the three segments exist.

Ongoing revenue derived from our maobile handsets once activated is
tecorded in TC&M, TB&G and TCW depending on the type and location
of customer serviced.

{b) tncluded in revenue from sale of investments and dividends is the
sale of cur 22.6% shareholding Tn our associated entity 1BM Global
Services Austratia Limited (i8BMGSA}, amounting to $154 million. Refer
niote 3 for further information.

{€) Sales revenue for the other segment relates primarily to revenue
earned by our subsidiary Sensis Pty Ltd. The Asset Accounting Group
is the main contributor to the segment result for this segment, which
is ptimatity depredation and amortisation charges.

fdy Included in the segment resutt for the other segment is the write
down of our loan to our 50% owned joint venture, Reach Ltd (Reach),
amounting to $226 mitlion. Refer note 3 for further information.

{e} Segiment assets for the other seqgment includes Telstra Entity fixed

assets (ihcluding hetwork dssets) managed through the centratised
Asset Accounting Group.

&2
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Notes to the Financial Statements (continued)

%, Segmert infermation (cortinsed)

Telstra Group
T M TCW TB&G Tint. IS W TTIP Other Elimina- Totalof
{a) {a) {a) ({23] {c) (d) tions alk
segments
$m $m $m $m $m $em $m $m $m $m

Year ended 306 June 2003

Sales revenue from external

CUSEOITIETS. . . . . 0. vt 5,587 5,057 4,340 1,471 138 2,488 1 1,413 - 20,485

Other revenue from external

CUSEOMETS. . ... ... 7 136 33 54 11 - 22 858 - 1,121

Total revenue from external

customers (excluding interest

revenuey . . ... ... ... ... 5,584 5,183 4,373 1,525 148 2,488 23 2,271 T 21,616

Less sole of investrment{dividend

FEVERUE . . L e e 1 - 19 25 - - - - - 49

Segrrent revenue foan external

CHEBOEEEE L L L L .. 5,583 5,193 4,354 1,496 148 2,488 23 2,271 - 21,567

Add inter-segment revenue. . .. .. - - 55 33 754 258 40 46 {1,186} -

Yorlerd segraent revenue . L. .. 5,593 5,183 4,400 1,529 §903 2,746 63 2,317 {1,186} 21,547

Segment resull undey AGASE | L L 3,297 4,486 2,974 i3 {1,399) 2,547 {1,367)  {3,584) {244) 6,723

Less share of equity accounted net

tossesf{profits}. . . . ... Lo {2 - 3 974 - - - &7 - 1,025

Less net book velue of investiments

sold ... L. - - 2 22 - - - - - 24

Add sale of investment/dividend

FEVERUE . . oL e 1 - 19 29 - - - - - 49

Earnings before interest and income

tax expense (EBIT) - segment result

underUSGAAP. . .. ... ... ... 3,300 4,486 2,985 fos4) (1,388) 2,547 {1,367} {3,631) f244) 5,723
Earnings has been calculated after

charging/(crediting) the foltowing:

Depreciation and amaortisation . .. - - 19 388 - - - 3,043 {3} 3,447
Non cash expenses excluding
depreciation and amortisation . . . 207 - 11 52 - - 4 637 - 911

Mon currant assels goguired
fawctuding those goguired on

yrining contred of o investient) . 8 {2) 5 187 2,169 46 787 256 {164} 3,332
As at 30 June 2003

Segrent assefs (o). oo 0oL L L 1,442 677 391 4,256 1,333 387 628 27,331 {1,356) 35,599
Segment assets include:

Investment in joint venture entities. 11 - - 74 - - - & - 129
Investment in associated entities . . - - 5 25 - - - - - 30
Goodwill{net) . ... ... .. ... ... - - 43 1,930 - - - 46 {1} 2,018
Segment Hebilitles, .. oL L 586 224 &hd 817 980 242 547 18,360 {2,423} 20,177
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Notes to the Financial Statements (continued)

%, Segmert infermation {cortimnsed)

{a) Segment revenues, segment expenses, segment assets and
segment liabilities do not reflect actual aperating results achieved for
TCaM, TBRG and TOW.

For all three of these segments, our sdles revenue associated with the
activation of mobite handsets and the majotity of costs of qoods and
services associated with our mobile revenues are allocated totaliy to
the TCaM segment. As g result, the TCAM segment also hold segment
assets and segment Habilities reloted to these revenues and expenses.
in addition, out revenue received in advance in relation to installation
and connection feesis also allocated totally to TCAM. These
aliocations reflect manhagement's accountability framework and
interhat reporting system and accordingly no reasonable basis for
aliocation to the three segments exist.

Ongoing revenue derived from our maobile handsets once activated is
tecorded in TC&M, TB&G and TCW depending on the type and location
of customer serviced.

{b} included in the share of equity accoynted net losses{{profits} is the
write down of our investment in Reach, amounting to $965 mitlion.
Refer note 3 for further information.

{c) Included in other revenue from externat customers is the sate of
seven office propetties for $570 million. Refer note 3 for further
information.

{d) Sales revenue for the other seqment relates primarity to revenue
earned by our subsidiary Sensis Pty Ltd. The Asset Accounting Group
is the main contributor to the segment result fot this segment, which
is primarity depreciation and amortisation charges.

{e} Segment assets for the other segment includes Telstra Entity fixed

assets (ihcluding hetwork dssets) managed through the centratised
Asset Accounting Group.
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Notes to the Financial Statements (continued)

%, Segmert informotion (cortinsed)
Fiscat 2002 comparatives

Bue to the extensive restructure of the customer base Tn fiscal 2003, 1t
was impracticable to restate our comparativeinformation for fiscal
2002 as if the curtent business segments and segment accounting
policies had existed in that finandal year.

in accordance with applicable accounting standards, both AGAAF and
LUSGAAP, thoselines that could berestated under the current structure
for fiscal 2002 are presented below.

Telstra Group
TCeM TOW TB&G Tint. IS T™W TTIP Other Elimina- Totalof
tions all
segments
$m $m $m $m $m $em $m $m $m $m
Year ended 30 June 2002
Depreciation and amaortisation . .. - - 27 421 - - - 2,823 {4} 3,267
Non cash expenses excluding
depreciation and amortisation . .. 255 - &6 i5 - - &0 316 1 717
Mon currant assels gogaired
{encloding those soaubred on
waining eorired of an nvestmenty | 13 & 15 258 2,209 50 308 263 - 3,662
As at 30 June 2002
Segmentassels. L L. L. 1,430 827 997 6,074 1,441 &36 845 29,640 {3,275) 38,215
Segment assets include:
Investment in joint venture entities. 2 - - 1,059 - - - 42 - 1,110
Investment in associated entities . . - - 25 62 - - - - - 87
Goodwill{net) . .. ...... ... ... - - 50 1,963 - - - 50 - 2,063
Segment Hebiligles, . L0 L 1,212 185 510 1,647 1,658 250 567 21,214 {2,530} 24,113
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Notes to the Financial Statements (continued)

%, Seqgmert information {cortined)

Fiscat 2007 comparatives {continued)

The comparatives for fiscal 2002 under the structure that existed as at
30 June 2002 is presented below.

Telstra Group
Telstra Telstra Telstra  Infrastroe-  Telstra Other Elimina- Total
Retail Mobile Interna- ture Wholesate {b) tions of atl
{a) tional Services {e} segments
$m $m $m $m $m $m $m $m
Year ended 30 fune 2002
Sales revenue from external customers 12,560 3,501 1,497 253 2,334 67 {16} 20,196
Other revenue from external customers 227 - 34 29 11 305 - G606
Total revenue from external customers
{exclyding interest revenue). . . . .. 12,787 3,501 1,531 282 2,345 372 {16} 20,802
Less sale of investment{dividend revenue 42 - 14 - - - - 56
Segumarnd rovente frows axiernol
CRREROWBENS. L L. oL e 12,745 3,501 1,517 282 2,345 372 {16} 20,746
Add inter-segment revenue . . ... L. 44T 38 1 1,853 1,001 957 {4,298) -
Vool seepnend revanme .. ... .. 13,192 3,540 1,518 2,135 3,346 1,328 {4,314} 20,746
Seqrnerd resebt wider AEASP L. L 7,318 1,542 {22} {1,371} 2,076 {4,267} 1,022 6,298
Less share of equity accounted net losses 42 - 3% - - - - 81
Less net book value of investments sold 40 - g - - 8 - 57
Add sale of investrnent{dividend revenue 42 - 14 - - - - 56

Earnings before interest and income tax
expense (EBIT) - segment result under
USGAAP . . ... ... ... . ... ... 7,278 1,542 {56} {1,371} 2,076 {4,275} 1,022 6,216

Earnings has beern calculated after
charging/{crediting) the following:

Depreciation and amottisation. . . .. 85 - 421 - - 2,765 {4} 3,267
Non cash expenses excluding depreciation
endamortisation ... ... .. ... .. 36 45 25 - - 1,360 {1,018} 448

Mon currgnt segrment gssets ogubned
{eetuding those acquired on galning

codrel of e brventment, oL L L 335 110 352 2,740 50 75 - 3,662
As al 30 June 2002

Segmentossels (. oL L 4,251 1,098 6,085 1,436 414 26,358 {1,473} 38,219
Segment assets include:

investment in joint venture entities . . 51 - 1,059 - - - - 1,110
investment in associated entities . . . 26 - 61 - - - - 87
Segepent Bobibithes . . oL Lo L 2,763 234 1,671 1,530 252 26,313 {2,650) 24,113

{a) Teistra Retail segment revenue from external customers includes {c) Included in segment result is an elimination for the charge of $855

$2,406 million retating to Telstra Country Wide. mitlion relating to a provision for amounts owed by a controlled entity
{refer note 3).

(b} included in the other segment result is a charge of $855 million

relating to a provision for amounts owed by a controlled entity (refer  {d) Segiment assets for the other segment includes Telstra Entity fixed

hote 3). assets {including network assets) managed through the centralised
Asset Accounting Group.
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Telstra Corporation Limited and controlled entities

%, Segmert infermation (cortinsed)

Telstra Group
Year ended 20 June
2004 2003 2602
Note $m $im $tn
Tololsemment reVamiumg o . L L e e e 21,082 21,567 20,746
Add sole of investrment{dividend revenue . . . ... ... L L L L 228 49 56
Totak revenue from external customers (excluding interest revenue} . . . .2 21,280 21,616 20,802
Addinterest FEVERIUE . . L . L L L L e e e 55 84 126
Yool vevenue from ordivary aelhdtios oo o0 0L L L L 2 21,33% 21,700 20,928
Earnings before interest and income taxexpense (EBIT) . . . .. . . ... .. 6,560 5,723 6,216
Addinterest FEVERLE . . .. . . L. L L e e 55 84 126
Lessborrowing costs .. ... L. L Lol i 767 875 896
Profit before Incorma S @MBETISE . L L L L L L L L e e e 5,848 4,928 5,446
LessINCOMETa @dpPeanse. . . ... ... .. L i i e 1,731 1,534 1,756
Metorofil . oL L e 4,117 3,354 3,650
baformation obout soles revenus fromw products ond services:
PETH prodiucts
2T Tl e o o <L ORI 3,237 3,083 2,878
Localoalls . L L. . e 1,504 1,567 1,643
PESTN value added services. . . . .. L . L e 259 289 262
Nationallongdistancecalls. . ... ... o L oL oo oo oL 1,121 1,162 1,216
Eixedtomaoblle. . .. . .. . e e e 1,597 1,517 1,419
Internationaldirect . . . . .. o L L e 266 307 336
7,984 7,916 7,755
Mabiles
Mobileservices. . . . . L. L e e 3,458 3,227 3,242
Mobilehandsels. . . . ... L L L e 352 386 226
3,807 3,613 3,468
Pleska angd internet services
Internet and IPsolutions. . . . . . o .. L L. L e e 1,610 817 606
ISBN{accessand calls} . . . . . . .. . L -3¥ 851 1,037
Specialiseddata. ... ... L. L L 1,018 1,053 1,051
2,955 2,821 2,694
Oher prodocts amd services
Advertising and divectories . . ... L. L Lo L oo ol oLy 1,351 1,217 1,135
Customer premisesequipment . . ... (L. L L oL Lol 184 194 204
Payphores .. ... L. L e e 141 148 154
tercarrier SerVICES . L L L L L e e e e 1,138 1,155 1,123
inboundeallingproducts . . ... L. L oLl ol 478 494 562
Solutionsmanagement . . . ... L. L. L o oo o 489 487 478
Various controlledentities{a). . . . ... ... . .. .. e 1,494 1,678 1,826
Othersalesandservice. . . .. ... L L L e 718 72 757
2 20,737 20,495 20,196
{a} Sales revenue from our various controtled entities is split between the
following products and services
nterhational -PSTNproducts .. ... o oL oL ool ol o 289 285 162
International-Moebles. . . . . . L L L e e e 744 921 1,675
international - Dataand internetservices . . ... oL L L oL 132 122 &8
international - Intercarriersenvices . . L. L L o L i &8 75 28
International - Other . ... . oL L L e &8 68 163
Other. L. e e 193 207 325
1,494 1,678 1,826
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%, Segmert infermation (cortinsed)

Telstra Group
As at 30 June
2004 2003 2602
Note $m $im $tn
infarmation obout our geagraphic operations (8}
Sales revenve from
Australlan CUStOMBES . L L . L L L e e e e e 19,436 18,024 18,698
International CUSEOMErs . . . L . L L. e e e e 1,301 1,471 1,497
2 20,737 20,495 20,156
Carrying amount of segment assets
Australlan CUStOMBES . L L . L L L e e e e e 30,993 31,343 32,145
International CUSEOMENS . . L L . L L. e e e &, 600 4,256 6,074
34,593 35,595 38,219
Non current segment assets acquired (excluding those acquired on
gaining control of an investment)
LocotedinmAustraliad. . . . . o .. e e 3,522 3,145 3,364
Locatedininternational countries. © . . ... ... L Lo oL 161 187 258
3,683 3,332 3,662

{i} Our split by geographical segment reflects our internationat
segment Used i our business segment disclosures and represents our
interests in non Australian countries. This primarily includes our
aperations in Hong Kong and New Zealand.
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Telstra Group
Year ended 30 June
2004 2003 2002
¢ ¢ g
. Ernings per share
fanic ond difufed eorsmgs per share . . .. L L Lo e 32.% 26.6 28.5
$m $m $m
The following reflects the edrnings ond share information used in
determining our basic and diluted earnings per share:
Netprofit L o . e 4,417 3,364 3,650
Adjustments:
Outsideequityinterestsinmetloss .. . ... . ... L L ol Lo oo 1 35 11
Earnings used in the calculation of basic and diluted earningspershare. ... . ... . ... 4,118 3,429 3,661
Number of
shares
{miltions)
Welghted average number of issued ordinary shares used
in the calculation of basic and diluted earnings pershare{a}{b) . . .. . ... ... ... .0 12,723 12,867 12,867

{a}) As at 30 June 2004, we have issued, fully pold ordinary shares of
12,628,359,026 {2003: 12,866,600,200; 2002: 12,866,600,200).

On 24 November 2003, we completed an off-madrket share buy-back of
238,241,174 ordinary shares ds part of our ongoing capital
management program. The ordinary shares were brought back at
$4.20 per share, comprising a fully franked dividend component of
$2.70 per share and o capital component of $1.50 per share. The
Commonweatth of Australia did not participate in the share buy-back
{refer note 18 for further information).

{b) Thete are no potential ordingry shares or dilutive ordinary shaves,
We are precluded from issuing instruments that gives rise to the issue
of new shares by the Telstra Corporation Act 1991 {Cwth}. TheTelstra
Growthshare Trust was established to allocate options, restricted
shares, performance rights, deferred shares, directshares and
ownshares to executives and employees. The Telstra Growthshare
trustee purchases shares on market to underpin the various
instruments issued (refer to note 19 for further information).
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Telstra Group Telstra Entity
Year ended 30 fune Year ended 30 June
2004 2003 2002 2004 2003
$m $m $m $m $m
¥ Dividerds
Oreabinapry shores
Previous year final dividend paid ... .. .. ... oo oo 1,544 - - 1,544 -
interimdividendpaid. . ... . .o oL oL oo oo 1,642 1,544 1,415 1,642 1,544
nterimspeciat dividendpald . . . ... oo oo ool oL o " 386 - " 386
Bingl dividend provided forfi}. . ... ... ... .. oL ool - - 1,415 - -
Total dividends providedfororpald. ... ... . oL oL o 1,186 1,930 2,830 3,186 1,530
Pbvidends per ordbrony share provided for o pald ¢ g4 s
Previous year final dividendpaid ... ... . L oL oL 12.0 - -
nterimdividendpaid. ... .. L L oL L oL ool oo 13.0 12.0 11.0
nterimspeciat dividendpald . . . ... oo oo Lol oL o " 3.0 -
Fingl dividend provided forfi}. . ... ... ... .. oL oL - - 11.0
Total dividends providedfororpaid. .. . ... .. oL o0 L 0L 25.0 15.0 22.0

{i} Due to the application of accounting standard AASB 1044:
“Provisions, Contingent Liabilities and Contingent Assets” for the year
ended 30 June 2003 and subsequent repotting perfods, d provision for
dividend can no tonger be ralsed at balance date when the dividendis
declared ofter that date. As g result, during fiscal 2003 we changed
our accounting policy to reflect this position and fiscal 2002 was the
last year that o dividend was provided for at balance date. There has
been no change in the timing of the dividends declared by the
directors and as a result we will continue to make a public
announcement of the proposed dividend after balance date.

As the final ordinary dividend for fiscal 2004 was not declared,
determined or publidy recommended as ot 30 June 2004, no provision
has been raised in the statement of financial position. The final
ordihary dividend is reported ds an event after balance date (refer
hiote 28) and the pravision for final ordinary dividend is raised at the
dectaration date.

We have paid dividends os listed in the table below:

Telstra Group
Year ended 30 June
2004 2003 2002

$m $m $m
Ordinary dividends paid
Previous Year final dividend
paid. ... L. oo 1,564 1,415 1,416
interim dividend paid ... .. 1,642 1,544 1,415
Special interim dividend paid . - 386 -
Total dividendspaid. . . .. .. 3,186 3,345 2,831
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Our dividends paid have been franked in aggreqate and per share to
the extent detailed in the table below:

Telstra Group
Year ended 30 June
2004 2003 2002
% % %
Franking credit percentages
Previous year final dividend paid 100 160 100
Interim dividend paid. ., . ., .. 100 160 100
Spedal interim dividend paid. . . - 100 -

Our dividends were franked at a tax rate of 30% for the tast three years.



Notes to the Financial Statements (continued)

Telstra Corporation Limited and controlled entities

¥ Dividerds (continued)

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2004 2003 2002 2004 2003
$m $m $m sm $m
The combined amount of exempting and franking credits
avaitable to us for the next fiscal year are:
Combined exempting and franking account batance as at 30 June(i) . . . 825 585 530 625 585
Franking credits that will arise from the payment
ofincometaxpayableasat30dyne (it} .. .. ... L ool £12 614 632 512 614
Franking debits that will arise when we pay our final dividend
providedforasat30dune(iii}. . .. ... Lo oo oo oL - - {608} - -
Franking credits and exempting credits that we may be
prevented from distributing inthe next fiscalyear. ... . ... L. 0. (25) {1) {15} (25) {1}
1,112 1,198 541 1,112 1,198

{1} During fiscal 2003, legistation was enacted which enabled the
Telstra Entity and its Australian resident wholly owned entities to be
treated gs a single entity for income tax purposes. The Telstra Entity
elected to form a tax consolidated group from 1 July 2062, On entry
into tax consolidation, the franking credits held in the franking
accounhts and exempting daccounts of the subsidiary members were
transfetred to the Telstra Entity. Therefore, onefranking account and
one exempting account is maintained by the Telstra Entity for the tax
consolidated group.

As at 30 June 2004, the Telstra Entity had a combined exempting and
franking account bolance of $625 miltion (2603: $585 mitlion; 2002:
$457 million}. This total combines the surplus inits franking account
of $600 million (2003: $584 miltion; 2002: $457 million) and asurplus of
$25 mitlion (2003: $0.6 million; 2002: $06.1 million} in its exempting
account. The franking account balance of $600 million represents the
amount of Lax paid by the entity that is gvaitable tor distribution to
shareholders and equates to o fully franked distributable dividend of
$1,400 million {2003: $1,363 million; 2002: $1,066 million). There are
statutory restrictions placed on the distribution of exempting credits
fram the exemnpting account.

Additional franking credits will arise when the Telstra Entity pays tax
instalments during fiseal 2005, relating to the fiscal 2004 and 2005
incotne tax years. Franking credits will be used when the Telstra
Entity pays its 2004 fingl ordinary dividend in fiscal 2005,

{H) Franking credits that arise from the payment of income tax are
expressed at the 30% tax rate on a tax paid basis.

{HI} The franking debits that arise when we pay our final ordinary
dividend have been expressed as the amount of franking credits that
will be attached to a fully franked distribution.

Duetothe application of accounting standard AASE 1044: “Provisions,
Contingent Liabilities and Contingent Assets” for the year ended 30
June 2003 and subsequent repotting periods, a provision for dividend
cannolonger be raised at balance date ifthe dividend is declared after
that date.

As the final ordinary dividends for both fiscal 2004 and fiscol 2003
were not declared, determined or publicly recommended as at 30
June, no franking debits arise priot to that date in the franking
account. The franking debits that arose in fiscal 2002 from our final
ordingry dividend provided for amounted to $606 million.
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Notes to the Financial Statements (continued)

Telstra Group Telstra Entity

As at 30 lune As at 30 June
2004 2003 2004 2603
Sm $im Sm b1t

&, Cosh gssets

Cashatbankandonhand. . ... .. . . e 149 199 32 102
Bank deposits, bills of exchonge and commerdalpaper{a) . . . ... ... .. ... ... 538 1,101 511 1,050
687 1,300 543 1,152

{a) Bank deposits are held in the short term money market. The
carrying amount of bank depasits, bills of exchange and commercial
paper approximotes net fair value due to their short term to maturity.
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Telstra Corporation Limited and controlled entities

Telstra Group Telstra Entity
As at 30 lune As at 30 June
2004 2003 2004 2003
Nate $m $im S $rm
. Recebvalbies
Curvent
Trade debtors (d). . . o . L 0 e e e e e 2,459 2,436 1,894 1,849
Provision for doubtfuldebts. © . . 0 L L e e (196) {199} {161) {157}
2,263 2,237 1,733 1,692
Amounts owed by controlled entities {other than tradedebtors}. .. ... ... .. .. 27 - - 1,265 689
Provision for amounts owed by controlled entities (other than trade debtors} . . . .27 - - {994) {285}
- - 27t 404
Amounts owed by joint venture entities and associated entities . . . ... ... L. 27 - 33 - 33
ACcrUed TeVRIIE . . . . . L e e e e e e 1,043 1,068 1,001 1,036
Shareloanstoemployees(b}. . ... . ... . ... oL Lo ool 19,27 24 24 24 24
Cross curvency swaphedgerecelvable (L L. 0L 0 o oL oL ool oo 29 169 1¢ 169 10
Otherrecelvables {R) . . . . . . L . L e e 109 247 60 175
1,34% 1,382 1,254 1,278
3,608 3,619 31,258 3,374
Blesrr carvest
Amounts owed by controlled entities {other thantradedebtors}. .. ... ... .. .. 27 - - 362 511
Provision for amounts owed by controlled entities (other than trade debtors} . . . .27 - - (45) {69)
- - 317 442
Amounts owed by joint venture entities and assoclated entities(cj . . .. .. .. ... 27 228 29 228 29
Provision for amounts owed by joint venture entities and associated entities . . . . | 27 (228) - {228) -
- 29 - 29
Shareloanstoemployees(b}. . ... . ... . ... L L oL ool 18,27 150 174 158 174
Reachcapadtyprepagment {d} .. . ... .. L. oL oo oo oo oL 27 208 214 208 214
Cross curvency swaphedgerecelvable (L L 0L oo L oL ool oo 29 237 273 237 273
Otherreceivables (B) .« . . . . L L e e e 148 187 138 187
140 848 T30 848
740 877 1,047 1,319

fa) Our policy requites trade debtors to pay us in accordance with
agreed payment terms. Depending on the customet segment, our
settlemnent terms are generatly 1410 30 days from date of invoice. Al
credit and recovery sk assoclated with trade debtors has been
pravided for in the statement of financial position.

{b} Share loans to employees represent amounts receivable from
employees under the Telstra Employee Share Ownership Plan
{YESOPET} and the Telstra Employee Share Ownership Plan il
{TESOPSS). Refer to note 19 for details reqarding the share plans,

{c} On 17 June 2004, Telstra, tagether with our co-sharehotder PCOW
Limited (PCCW), bought sut a loan faditity previously owed to o
barking syndicate by our 50% owhed joint venture Reach Ltd and its
controlled entity Reach Finance Ltd (Reach). The original value of the
syndicated bank facility was US$1,200 mitlion and it was acquired for
US$3tt million by the Reach shareholders. Qur share of the
acquisition cost was US$155.5 million, which was recognised as a
receivable.
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Notes to the Financial Statements (continued)

4. Receivables (continued)

The loan earns interest equivalent to the 3 month US LIBOR rate plus
an additional 2.50%. However, ho interest accrues of is payable until
after 17 December 2004. Otherwise, the terms of the loan remain the
sarne as that of the otiginat loan facility with o full repayment of the
principal due on 31 Becember 2010. We have provided for the non
recoverability of theloan at year end os we consider that Reach Ltdis
hot in a position where it will be able to repay the amount plus
accrued interest in the medium term.

{d) On 25 April 2003, we entered into a capacity prepayment
agreement with our 50% owned joint venture entity, Reach Lid. Our
prepoyment gmounted to $230 mitlion {US$143 million} and was
funded by the partial redemption of our converting note with PCCW,
The prepayment earns compounding nterest equivatent tothe3
month US LIBOR rate plus an additional 2.50%, and provides the right
to recelve future carriage and retated services capacity equivalent to
the amount of the payment and accrued interest.

We have classifled the capacity prepagment as nonh curfent dsno draw
down s expected In the next 12 months. The prepayment is
considered fully recoverabte from the future usage of corriage and
related service capacity.

{e) Included in our other non current receivables s an amount of $65
mittion {2003: $88 million) from Telstra Growthshare. This non current
recelvable represents amounts provided to the Telstra Growthshare
Trust to enable it to purchase shares oh market to facititate the senlor
executive equity participation scheme. Refer to note 19 for further
information on Teistra Growthshare.

Also included in our ather noh curtent receivables is an amount of $69
mittion which relates to customer deferted debt. This amount relates
to eligible post pald customers that we allow to repay the cost of their
mobile handset and approved accessoties in monthly repayments
over 12, 18 or 24 months. This receivable is non interest bearing.

Telstra Group Telstra Entity
As at 30 lune As at 30 June
2004 2003 2004 2603
$m $m $m $m
10, Invertories
Curvent
Finished goods recorded at net realisablevalue . . ... . .. L. L L L. 30 12 30 12
Finished goods recordedatcost . ... ... oL oL oo oo 204 235 167 202
Provision forstock obsolescence . . .. . L. L L L L e e {29) {28} (15) {10}
Totalfinishedgoods . ... .. . L. L L o i 208 221 i82 204
Raw materials and stores recordedateost. . . .. oL L oL oL oL 18 21 16 21
Constructioncontracts{a). . . . .. . o L e e e 8 18 8 -
229 260 208 225
e current
Finished goods recorded at net realisable value . . ... . ... L. L L L. 9 2 g 9
Finished goods recordedatcost . ... ... oL oL oo o oo & 14 & 14
Provision forstock obsolescence . .« . . L L. L L L e e {5) {9} {8) {9}
1o 14 10 14
{a} Construction contract disclosures are shown in the table below:
Gross amount of constructionwotkinprogress. . . ... . L. L oL L L 33 92 33 -
Profitsrecognisedtodate . . ... ... L L oL ol oo oL oo 3 18 3 -
35 110G 36 -
Progress billings and advancesteceived . . . ... Lo Lo oL ool 0oL {28) {92} {28) -
8 18 B -
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Telstra Group Telstra Entity
As at 30 lune As at 30 June
2004 2003 2004 2603
Nate $m $m S $rm
LA Investimerts
vestments - sooounted for vsing the egutty method
nvestment injoint ventureentities. . .. .. o Lo L oo oL oo 40 129 81 3
Provision forreductioninvealue. .. . L. 0oL L Ll L e - - {49) -
Carrying amount of investiments injoint ventureentities . . .. ... ... 0. . 24 40 129 3z 3
Investmentin associated entities . .. . ... oL L Lo i e e 24 56 25 26
Provision forreductioninvalue. .. .. . o L L e e {24) {26} {25) {19
Carrying amount of investments in associatedentities. . . ... ... . .. .. 24 - 30 - 7
L0 15% 32 10
brerestrrrerds - other now currend
Linted securitios
investment in listed corporationsfateost). .. ... o oL o ool oL 1% 46 11 41
Provision forreductioninvaloe. .. ... o L L e e - {14) - £14)
Totat Usted securities excluding Investments in associated entities (). . . .. . ... .. 1% 32 11 27
Lheikisted secwrities arud othey investreents
Investment in controlled entities{gtcosty . . ... ... Lo o oo oL 23 - - 12,837 12,028
Provision forreductioninvalue. . . L. L L L e e e - - (7,173) {7,912}
Total investrnent in controlled entities{atcosty . . . .. . ... .. L L. - - 5,364 4,116
investment in other corporationsfatcost). . . ... ... L oo L oL oL &8 &6 62 62
Provision forreductioninvalue. . . . L L L e e e {3) {2} {2) {1}
Totatinvestmentinothercorporations (i}, . . ... .o L oo oL oo oL &% 64 60 61
BO 86 5,438 4,204
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Notes to the Financial Statements (continued)

14 nvestments (continued)

Listed securities and investments in other corporations are as follows:

Name of investment Principal Ownership Telstra Group’s recorded  Telstra Entity’s recorded
activities interest amount of investment (*) amount of investment {*)
As at 30 June As at 30 lune As at 30 June
2004 2003 2004 2603 2004 2603
% %, $m $im $m $m

0y Listed securitiss
International
comynunications and

infonet Services Corporation  computing services 53 5.3 i1 11 11 11

Commander Voice and data transmission

Communications Limited {g}  services - 16.4 - 16 B 16

Other Listed investments. . . 4 5 - -
15 32 11 27

ta st other

carpnralions

Provision of satetlite
intelsat Limited . . .. . ... capacity 1.7 1.7 60 60 60 60
Otherinvestments, . ... .. 5 4 B 1

65 &4 60 61

{*} Amounts shown net of provision for reduction in value.

{a) On 18 July 2003, we disposed of our investment in Commander
Communications Limited for $24 mitlion.
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12, Property, plant and eguiprrent

Telstra Group Telstra Entity
As at 30 June As at 30 June
2004 2003 2004 2003
$m $m Sm $m
Land and site improvements
Abcost L. L e 43 48 42 48
Buildings (including leasehold improvements)
ALcost L. e e 82 6598 T086 653
Accumutated depreciation. . . .. L. L oo oL oo oL ool o (348) {279} {318) {267}
4ot 419 388 386
Communication assets {Including leasehold improvements)
AL COSt L L 51,228 39,492 39,664 38,086
Accumutated depreciation. . . .. L. L oo oL oo oL ool o (19,728) {17,971) {19,214) {17,558)
21,499 21,521 20,450 20,528
Communication assets under finance lease
ALcost L. e e 858 858 858 858
Accumutated depreciation. . . .. L. L oo oL oo oL ool o (359) (277} {359) {277}
499 581 499 581
Other plant, equipment and motor vehicles
AL COSt L L 1,384 1,449 1,004 1,064
Accumutated depreciation. . . .. L. L oo oL oo oL ool o (280) {1,019} {r92) {820}
404 430 212 244
Equipment under finance lease
Abcost L. L e 48 52 ig 9
Accumulated depreciation. . . ... oL oL oL L o oo {31 {40} {10) {2}
11 12 9 7
Totak property, plant and equipment
AL COSt L L 44,310 42,538 42,293 40,718
Accumutated depreciation. . . .. L. L oo oL oo oL ool o (21,447) {19,586) {20,693) {18,924}
22,863 23,012 21,600 21,794
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12, Property, plant and eguipreendt (continued)

Telstra Group Telstra Entity
Year ended 306 June Year ended 30 lune
2004 2003 2004 2003

Note $m $m $m $m
Land and site improvements
Opandrg tsh. L L L e e e 49 81 48 30
—additions. © L. L e - 1 - 1
Sdisposals. L L e {6) {33} {6) {33)
Clasbvd €08 L L L e e 43 48 42 48
Buitdings {including leasehold improvements)
Opendng et bookwolue, o000 L L o e e 419 513 388 463
Opandrg tsh. L L L e e e 698 778 653 710
—additions. © L. L e &5 43 83 38
-disposals. L. L e {18) {103} {11) {96)
-ocquisitions ofbusinesses . .. L oL L o Ll L oL oL oo i 2 - - -
- net forelgn currency exchange differences oh
transiation of finandial statements of self-sustaining operations . . ... ... ... 2 {5} - -
4 1. 3 {15} 1 1
Cloghog COBE L L L e e 752 6598 708 653
Opendng aooumededed depreciofion © 0 Lo L L L L Lo Lo oo {279) {265} {267) {247}
-disposals. L. L e 9 42 1 35
- deprecigtion and amortisationexpense ... ... oL Lo Lo oL 3 {5%) {75} (55) {57)
- net forelgn currency exchange differences oh
transtation of financial statements of self-sustaining operations . . ... ... .. ... (1) 1 - -
24 1. {19) 18 3 2
Clostwg aecumuloted deprechation. . L Lo 0oL L L L oL Lo o {345) {273} {318) {267}
Clasiogmet Bookwaleg L L L L L e 407 419 388 386
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12, Property, plant and eguipreendt (continued)

Telstra Group Telstra Entity
Year ended 20 June Year ended 30 June
2004 2003 2004 2003

Note $m $m $m $m
Communication assets {including leasehold improvements)
Opendngmet ook volse . L L L e e 21,521 21,486 20,528 20,270
Opandrg tish. L L e e 39,492 37,272 38,086 35,635
B T 12 15 € T O O N 2,654 2,486 2,519 2,525
-disposalsfretirements . L. L L oL oL o Lo L oL {1,010} {286} {1,001) {152}
-ocquisitionsofbusinesses L L oL oL Lol oL oL ol 1 - - -
- net foreign currency exchange differences on
transiation of finandial statements of self-sustaining operations . . ... ... ... 33 {72} & -
21137 5% 92 56 78
Cloghog COBE L L L e e 41,228 39,492 39,664 38,086
Opendng acommutefed depradoflon . L oL L L L L L e (17,971) {15,786} {17,558) {15,365}
-disposalsfretirements . L L oL L L L 866 197 859 80
-ocquisitions ofbusinesses . .. L oL Lo L. L L L oLl oo oo {1) - - -
- deprecigtion and amortisationexpense ... ... oL Lo Lo oL 3 {2,802) {2,436} (2,504) {2,282}
- net forelgn currency exchange differences oh
transtation of financial statements of self-sustaining operations . . ... ... .. ... {11) 58 - -
21137 {n {4) (11} {1}
Closteg aecurmuloted deprechatiom. . L Lo L L0 L L L L i (19,728) {17,971} {19,214) {17,558)
Closiogmet Book wadeg L L L L L L e e e 21,499 21,521 20,4650 20,528
Communication assets under finance tease
Openthgoetbooh valafd. L L L0 L e 581 663 581 663
Opendng and ebosingcosb{ad. o . L L L e e 858 858 858 858
Opendng sooomuboded deprethollon . L oL L L L L (277) {125} {277} {195}
- depreciation ond amortisationexpense . ... ... L. oL L oL L 3 {82) {82} {82) {g82)
Cloghog accurmsboted deprechobiom. . L. 0 L L e (359) (277} {359) {277}
Closiog met Book waleg L L L L e 489 581 499 581

{a} n fiscal 2004 and fiscal 2003 there wete ho additions or disposals to this class
of asset. As aresult, our opening and dosing cost has remuined unchanged.
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12, Property, plant and eguipreendt (continued)

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2004 2003 2004 2003

Note $m $m $m $m
Other plant, equipment and motor vehicles
Openingretbookvale, Lo Lo L L e 430 651 244 376
Opandrg tsh. L L L e e e 1,449 1,757 1,064 1,296
Sadditons. L L e 166 72 63 17
-disposals. L. L e (239) {232} {123) {195}
-ocquisitionsofbusinesses L L oL oL Lol oL oL ol 5 - - -
- net foreign currency exchange differences on
transiation of finandial statements of self-sustaining operations . . ... ... ... 4 {10} - -
21137 {1) {138} - {54}
Cloghog COBE L L L e e 1,384 1,449 1,004 1,064
Opendng acommdeted depreddofion . L oL L L L L {1,019) {1,106} {820) {520}
-disposals. L. L e 169 188 91 154
-ocquisitions ofbusinesses . .. L oL Lo L. L L L oLl oo oo {1) - - -
- deprecigtion and amortisationexpense ... ... oL Lo Lo oL 3 (121) {154} (64) {106}
- net forelgn currency exchange differences oh
transtation of financial statements of self-sustaining operations . . ... ... .. ... {4) & - -
21137 {#4) 47 1 52
Cloghog accumihoted deprechobiom. . L. 0 L L L e L {280) {1,019} {792) {820}
Clasiogmet Book waleg L L L L e 404 430 212 244
Equipment under finance lease
Opendng et bookwolue, o000 L L o e e 12 27 7 -
Opandrg tsh. L L L e e e 52 47 ] -
Sadditons. L L e 48 - - -
-disposals. L. L e {38) - (&) -
-ocquisitionsofbusinesses . L. o L. L L oL e e - - 14 9
21137 {18) 5 - -
Cloghog COBE L L L e e 48 52 19 9
Opendng acommutoted depreckadion . oL oL L L L L e {40) {20} {z) -
-disposals. L. L e 15 - - -
- deprecigtion and amortisationexpense ... L. 0oL oL oL oo oL 3 {13) {7} {11) {2}
21137 1 {13} 3 -
Cloghog accumihoted deprechobiom. . oL L 0 L L {3n {40) {10) {2}
Clasiogmet Bookwaleg L L L L L e 11 12 9 7
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12, Properiy, plant and eguipreendt (continued)
Communication assets

Communication assets include certain network land and buildings
which are essential to the operation of our communication assets.

Current value of afl land and buildings

We obtain valuations of all of our lond and bultdings ot least once
every three years and the current value as at 30 June 2004 was $2,869
million for both the Telstra Group and Telstrg Entity (2003: $2,425
mitlion).

These current values were not an independent vatuation. The
following bases dre used in determining the current value of property,
plant and equipment:

Property, plant and equipment
category

Valovation Valuation
basis PBate

Gerzei’aipurpose tand and Mearket value 31 March 2002
buildings

Communication assets and

other plant and equipment

Network land Market value 31 March 2004
Network buildings Deprecigted 31 March 2004
replacemnent
cost

Details of our capitol expenditure and finance lease commitments are
shown in note 20 to these financial statements.

Work in progress

in fiscal 2004, the Telstrg Group has gssets under construction
amounting to $987 miltion {2003: $1,024 mitkion}. [n fiscal 2004, the
Telstra Entity has assets under construction amounting to $947
mitlion {2003: $875 million). As these assets are not instatled and
teady for use, there is no depreciation being charged on the amounts.
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Telstra Group Telstra Entity
As at 30 lune As at 30 June
2004 2003 2004 2603
$m $m $m $m
13 Intangible assets
ibarngtbtes - goodwill
GoodwHE(d (b)Y, . . . e e 2,488 2,290 22 6
Accumutated amoartisation . . . .. L L L L L e e (394) {272} {8) {2}
2,104 2,018 16 4
intangibles - other
Masthedds (€} . . o . e e e e e e 458 - " -
Patents, trademarks and Heences . . o L L L L L e e [3:¥4 685 287 274
Accumutated amortisdbion . . . L L L L e e e (154) {121} {102) {82)
533 564 188 152
Brandndiies & . . . L e e e 211 216 - -
Accumutated amortisdbion . . . L L L L e e e {34) {24) - -
177 192 - -
CUStomer BOBES . . . . L L e e e e e 581 559 70 65
Accumutated amortisdbion . . . L L L L e e e {238) {169} {35) £21)
343 380 15 bid
1,501 1,146 220 236

fa) The movement in the carrying volue of our net goodwill batanceis
summarised as follows:

{b} As at 30 June 2004, the net goodwill was attributable to
investments made in the following controlled entities:

Telstra Group Telstra Group
As at 30 June As at 30 June
2004 2003 2004 2003
$m $m $m $m
Lerr j arnoutst of begin PO 2,018 2,063 Telstra CSLiimited . . ... ... . ... 1,685 1,784
Additional goodwill recognised (1) (i) . . 209 T Telstrallear Limited . ... ... ... .. 137 145
Amoriisation expense {123} {116) SensisPrtybtd. . ... ... ... ... 38 38
Carrging driount o end of year 2,104 2,018 Telstra Enterprise Services Py Ltd . . . . 25 32
Telstra eBysiness Services Pty Ltd
(1) Ot 5 March 2004, we acquired 160% of the share capftal of the {formerly insNet Pty Lid) . ... ... .. 10 1o
Trading Post {Australia) Holdings Pty Ltd group. As a result of the Cable Tetecorm {GB) Limited . . . . .. .. 23 -
acquisition, we recognised goodwill of $179 million. Additional Trading Post {Australia} Holdings
goodwilt has been recognised on our sequisitions of Cable Telecom Pyled. .. ..o 177 -
(68} Limited ($23m) and Invizage Pty Ltd ($7m} (refer note 23 for Other. ... ........ ... ... ... 11 8
further details). Netgoodwill . . ... .. ... ... ..., 2,104 2,018

{H) On 8 Aptit 2003, we acquited the remaining 41.6% shareholding of
Telstralear Limited that we did not hold, resulting in additional
goodwilt of $71 mitlion in fiscal 2003.
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{1 On 5 March 2004, we acquired the Trading Post {Australia) Holdings
Pty Ltd group. As part of the gequisition, we haverecognised the value
of the associated mastheads amounting to $448m {refer note 23 for
further information). The mastheads have an indefinite life and as o
result there is no amortisation attributable to this intangible asset.
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Telstra Group Telstra Entity
As at 30 June As at 30 June
2004 2003 2004 2003
Note $m $m $m $m
14, Gther assets
Current
Net deferred mobile phonehandset subsidies. .. ... o .o 0o 0oL oL 208 111 208 111
DeferredexpenditUre. . .. .o L L L e e 288 249 249 213
Prepoyments . . L Lo L L e e 227 218 148 142
Convertingnoteissued by PCCW( a}. . . ... oo o oo o oo 8% - 85 -
803 578 887 466
o curvend
Defervedexpenditure. . .. . . L L i e e 380 382 345 385
Accumutated amortisdbion . . . L L L L e e e {8) {5} {8) {5}
344 387 339 380
Software assets developed forinternaluse(b) . . . ... ... L oL oL, 3,338 3,181 3,13% 3,016
Accumutated amortisation . . o . L L L L e e e e {1,412) {1,180} {1,373) {1,157}
1,923 2,001 1,762 1,859
Butureincometaxbenefit. . . ..o L oL L oL ool oo oo 4 2 - " -
Net deferred mobile phonehandset subsidies. .. ... . ... .. oo o000 59 49 59 49
Convertingnoteissued by PCCW( a}. . . ... oo Lo oo oo oo, - 83 - 83
2,328 2,520 2,160 2,371

{a) The converting note issued by PCOW Limited {PCOW) has o face
value of US$54 million. This note otiginally had a three year term.
interest {s compounding at g rate of 5% per annum. The converting
note will expire and become payable on 30 June 2005, PCCW's
obligations under the note are secured by an equitable mortgoge of
shares over its 50% shareholding in Reach Ltd.

{b} tn fiscal 2004, the Telstra Group has assets under construction
amounting to $337 mitlion (2003: $242 million}. In fiscal 2004, the
Telstra Entity has assets under construction amounting to $278
mitlion {2003: $202 mitlion). As these assets are not instatled and
teady for use, there is no amottisation being charged on the amounts.
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Telstra Group Telstra Entity
As at 30 lune As at 30 June
2004 2003 2004 2603
Note $m $im $m $rm
15, Payables
Current
Trade creditors (8} . . o L . . e e e e 624 640G 493 470
ACCrUEd eXPERSES . . . . L. L e 1,080 1,254 824 964
Accrued capitalexpenditure . .. L. Lol L ol ol 268 181 216 240
Accruedinterest © . . L e e e 179 195 179 185
Other ereditore {0} . . . . L . L L e e 219 255 174 161
Amounts owed to wholly owned controlled entities (other than trade creditors). . .27 - - s -
2,338 2,525 1,891 2,030
P Ciarrend
Other creditors . . . . L e e e &9 51 46 48

{u} Trade creditors and other creditors are noninterest bearing
ligbilities. We generally process trade creditor payments once they
have redched 30 days from the date of invoice for electronic funds
transfer payments, or 30 daysfrom the end of the month ofinvaice for
othet payments.
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Telstra Group Telstra Entity
As at 30 lune As at 30 June
2004 2003 2004 2603
Note $m $im $m $rm
16, Interest-bearing liabilities
Curvend
Short term debt
Loan from joint venture entities and assodiatedentitfes{aj . . . ... oL 0oL 0. 27 1 1 1 1
Bitls of exchange and commercialpaper{b}. . .. ... ... . .. L0000 869 643 869 643
870 644 870 64b
Long term debt - current portion
Loans from wholly owned controlled entities. . . . ... 0 .. o 0oL L 0L, 27 - - 2,282 2,015
Telstro bonds (o) . .. o . .. e e e e 273 210 2713 210
Otherloans{d). . . . .. e 2,096 449 2,096 449
Fingnceledses{e) . . . . .. L e e 20 ¥ 20 -] g
2,378 678 4,657 2,683
3,248 1,323 5,527 3,327
perr cirrend
Long term debt
Telstro bonds (o) . .. o . .. e e e e 2,138 2,403 2,138 2,403
Otherloans{d). . . . . e e 6,458 8,403 6,458 8,403
Finance ledses (B . . o o .. L e e e e e 20 10 - 1o -
Cross currency swaphedgepayable. . o oL oL oL oo oo oL 29 410 426 410 426
9,014 11,232 9,014 11,232
Verkerd dabt poyable
Short term debt
Loan from joint venture entities and assodiatedentitfes{aj . . . ... oL 0oL 0. 27 1 1 1 1
Bitls of exchange and commercialpaper{b}. . .. . ... ... . .. L0000 869 643 869 643
870 644 870 64b
Long term debt (incloding current portion)
Loans from wholly owned controlled entities. . . . ... 0 .. o 0oL L 0L, 27 - - 2,282 2,015
Telstro bonds (o) . .. o . .. e e e e 2,408 2,613 2,409 2,613
Otherloans{d). . . . . e e 8,554 8,852 8,554 8,852
Finance ledses (B . . o o .. L e e e e e 20 17 2G 16 9
Cross cuvency swaphedgepayable. . o oL Lo oL Lo oL oo oo 29 410 426 410 426
11,390 11,811 13,671 13,515
12,260 12,555 14,541 14,559
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16, Interest-bearirg liabilities {cortinued)

Our long term debt (excluding cross currency swap hedde payable) is
repayable over Years ending 30 June as follows:

Telstra Group
after
2008 2008 2007 2008 2009 2009 Totak
Sm $m Sm $m Sm $m Sm
Longtermdebtpagable . . ... ... ... ... ... 2,378 1,103 403 1,413 595 5,448 11,040
Unamortised discount ... . ... L0 oL L. {60)

10,980
Assets pledged as security

On 8 January 2004, our 50% owned pay television joint venture
FOXTEL entered into a $550 million bank facllity arrangement to fund
its full digitat conversion and launch of new digital services. The use
of this facility is subject to certain conditions being met and full
tepayment is due on 3¢ September 2008,

As part of this arrangement, our controlled entity Telstra Media Pty
Ltd as o FOXTEL partner, and FOXTEL itself have pledged their retative
assets as collateral in favour of the banks. The carrying value of the
assets pledged in Telstra Media Pty Ltd as at 36 Juhe 2004 was $nil.
Refer to note 21, for details of an equity contribution deed entered as
part of this agreement.

Our Interest-bearing Uabilities are unsecured, except for finance
leases which are secured, as the rights to the leased asset transfer to
the lessor in the event of a default by us. Refer to note (@) below.

Loy Lodn from foint venture entities dand associated eniities

Asaf30 June 2004, we owed d joint venture entity $1 million (2603: 31
million)for an amount deposited with the Telstra Entity. The amount
is repayable on demand and has an interest rate of 4.70% (2003:
&.TD%).

by Bills of exchange end commerced poper

We have issued bills of exchange and commercial paper of $869
million {2003 $643 million) to financial institutions with an otiginal
maturity of less than 180 days. Some of our commercial paper is
issued inforeign curtendies and swapped into Austratian doltars. At 30
June 2004, $651 millfon {2003: $643 mittion} of the commerdal paper
matures in tess than three months.

The weighted average effective interest rate applicable to the

cornmercial paper (in corrency of issue) at 30 June 2004 was 5.21%
{2003: 3.22%).
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16, Interest-bearireg liabilities (continued])
(o) Telstro bonds

Telstra bonds have been issued to both retail and wholesale investors
and in a range of currencies. They have effective Interest rates
tanging from 7.23% to 12.67% {2003: 3.50% to 12.67%) and mature up
uhtilthe year 26206{2003: 2020}. Duting fiscal 2004, $210 mitlion{2003:
$582 million) of Telstra bonds matured. Our Telstra bonds are
repayeble in the yeors ending 30 June as follows:

Telstra Group
R upto up to up to up to up to
Cavpen interest rafe 6.0% 8.0% 10.0% 12.0% 16.0% Total
$m $m $m $m S $m
Bue in the year ending June 30
2005 L e e e e e e e w 250 3 20 " 273
2006 . . . . e e e e e e w - 12 504 " 516
2007 . e e e e e e - - - - - -
2008 . .. e e e - - - - - -
2009 . L e e e e e e e e e - 500 - w " 500
AFEET 2005 . . L L . e e e e e e e 35 1,010 28 [ 3z 1,149
35 1,760 43 568 3z 2,438
Unamortiseddiscount . ... ... L oL oo Lo {29)
2,409
Lol Othar foons
Our other loans are repayable in the years ending 30 June as follows:
Telstra Group
after
2008 2008 2007 2008 2009 2009 Totak
$m S $m S $m S $m
Otherloans . . . ..ottt e e 2,088 581 401 1,411 94 3,999 8,584
Unamortised discount . . . ... L. L. L. {30)
8,554
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16, Interest-bearirg liobilities (cortinued])
Lol Dther foons fooniinued)

Detuails of our other loans Including curvency of borrowing, interest
rates and maturity dates are presented in the table below:

Telstra Group - Other loans details A$ amount Interest rates Maturity dates
Asat 30 June Year ended 30 lune As at 30 June
2004 2003 2004 2003 2004 2003
A$m Asm % %
5.45% to 4.60%t0  between fune 2005  between July 2003
Auvstralian dollertoans. .. .. ... L. 250 250 7.058% 7.87% and August 2014 and August 2014
1.48%to 1.65%1t0  between Nov 2005 between July 2003
Usdollarloans. . . ... ... . ... ... 1,453 1,946 6.50% 6.50% and April 2015 and Aprit 2012
2.56% 10 2.58%t0 between June 2005 between June 2005
Euroeurshondloan. . ... . ... ... .. 4,368 4,261 6.38% 6.38% and fune 2011 and June 2011
Deutschemark eurobondloan .. ... . .. 894 872 5.13% 5.13% Aprit 2008 Aprit 2008
Frenchfrancloan .. 0oL 0 L0 400 351 6.00% 6.00% Becember 2006 December 2006
Swiss franc eurobondloan. . . .. ... L. 344 332 3.38% 3.38% June 2005 June 2005
0.30%to 0.31%to between July 2007  between July 2007
Jopaneseyenloans. . ... ... oL L L. 241 225 1.65% 1.65% and Sept 2010 and Sept 2010
Singaporedollarioans . . . . ... L. a5 85 3.80% 3.80% March 2008 March 2008
5.16% 1o 4.31%to
British pound sterlingloghs. . . . ... ... 519 450 6.13% 6.13% August 2014 August 2014
Total other Logns including current portion 8,554 8,852

To apprapriately assess our forelgn currency borrowings included in
othet Lloans, the hedge receivables and hedge payables arising from
aur cross currency swaps entered to hedge this position should alse
be considered. The following table shows our other loan position, net
of aur outstanding cross currency swap contracts:

Telstra Group

As at 30 June
2004 2003
$m S
Otherloans . .. ... ... . .. ... 8,554 8,852
- less hedge recelvable - current .. L L. {169) {10}
- less hedde vecelvable - non cutrent. | | {237%) {273)
- add hedge payable-non cutrent. . . . 410 426
Other loans net of cross currency swaps 8,558 8,985
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L6, Interest-bearirg liobilities (cortinued])
fe Finonoe legses

Details of minimum lease pagments due under finance leases are
presented as follows:

Telstra Group
2008 2006 2007 2008 2009 after 2009 Total
$m $m $m $m $m $m $m
Fihanceleases . . ... ... . ... ... . ... .. T & 2 2 1 - 18
Futurefingncecharges. .. .. .o oL oLl {1}
17
i Finoncing drrongements
Telstra Group Telstra Entity
As at 30 June As at 20 June
2004 2003 2004 2003
$m $m $m $m
st Frrmcing arrongernienis
We have access to the following lines of credit:
Credit stardby arrongermsents
Unsecured committed cash standby fadlities which are subject to annual review . . . 849 894 818 850
Amountofereditunused. . . ... L L L L e 820 855 815 850
Loars Fociities
Unsecured bank termloanfacilities. . . . . .. o .. L L L L L L o e - 2,14% - 2,149
Amountofcredit unmused. . o L L L L e e e - 2,14% - 2,149

We cancelled ourloan facility arrangement during fiscal 2004 as it was
ho longer required.

We have commercial paper fadlities in place with finandial
institutions under which we magy issue up to $15,000 million (2003:
$15,058 mitlion). As ot 30 June 2004, we had drawn down $869 mitlion
{2003: $643 million} of these commerdal paper facilities. These
facilities are not committed or underwritten and we have no
guaranteed access to the funds.

Generally, our facilities are available untess we default on any terms
applicable under therelevant agreements ot become insolvent.
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Telstra Group Telstra Entity
As at 30 June As at 30 June
2004 2003 2004 2003
$m $m Sm $m
1. Provigions
Currgrt
Emplogeebenefits(a) . ... ... .. . ... L e 312 279 288 234
Workers compensation{bj(cj. . . ... . L. oo oL oo ool oo 32 39 31 36
Otherprovisions{blfcy . . . .. .o L. L L 14 35 12 14
358 353 331 284
Mo cinverit
Emplogeebenefits(a) ... . ... L. L L oL o 559 572 549 522
Workers compensation{bj{c). . . ... . L. oo oL ool oo oL 184 197 176 184
Otherprovisions(b}{c) . . . . . . .. L o e 3% 45 15 21
T8 814 T40 727
{ay Adgreaote employee benefits and relulad on-tosts liabilizy
Current provision foremplogyesbenefits .. .. .. ... o Lo oL oo oL 312 279 288 234
Non cutrent provisionforemployeebenelits . ... 0. o oL oo 0 559 572 549 522
Accrded labour, redundancyondon-costs (i) . .. oL Lo Lo ool oL oL 179 242 irs 236
1,050 1,093 1,012 552
{i} Accrued tabout, redundancy and related on-costs are included
within our current payables {refer note 15).
Provision far employee benefits consist of amounts for annual teave,
long service leave accrued by employees and provision for
redundancy pagments.
Non curtent employee benefits for long service leave are measured at
theilr present value. The following assumptions were adopted in
medsuring this amount:
Telstra Group Telstra Entity
As at 30 fune As at 30 fune
2004 2003 2004 2003
Weighted average projected increase in salaries, wages and associated on-costs. . | . 4.0% 4.0% 4.0% 4£.0%
Weighted average discountrates © .. 0 ... L L oL L oL ool oL 5.7% 5.46% 57% 5.4%
begvetakingrotes. ... .. ... L L e 13.2% 13.0% 13.3% 13.3%

LY information about our o

Workers' compensal

The Telstra Entity and certain controtled entities self insure their
workers’ compensation liabilities. We provide for our obligations
through an assessment of accidents and estimated daims incurred.
The provision is based on o semi annual actuarial review of our
workers' compensation liability. Present values are calculated using
appropriate rates based on government quaranteed securities with
similar due dates.

7a

The majority of our controlied entities do not self insure, bui pay

annual premiums to third party insurance companies for their

workers' compensation Habilities,
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L. Provisions (continued)
Cthr

Other provisions include provision for restructyring, provision for
warranties, provision for restoration costs and other general
pravisiohs. The provision for restructuring relates to restructuring
costs expected on acquisition of controlled entities and ourinternal
restructures. The provision for warranties relates o our best estimate
of warranty costs expected to meet our products’ future repairs and
reptacement based on current sales levels and past historical
information. Provision for restoration costs relates to our future
expected restoration obligations in relation to the fitout of our
gernerdl purpose leased buildings. Other general provisions dre to
meet future costs that we are obligated to meet as a result of past
transactions entered into.

o Movernentin provisions, other thon empleyee benefits

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2004 2003 2004 2003
$m $m $m sm

Dividends payable
Operdrg BOlenog L o e e - 1,415 - 1,415
- adjustments dueto changeinaccountingpoliey . . ... oL oL oL L - {1,415} - {1,415}
Clasbrg BOMOFIZE L L L L e e e - - - -
Workers' compensation
Opendrg Bofonce L. oL e e 238 270 220 256
-additionalprovisions . . oL L L0 Lo L L 4 16 3 8
-amountused L L L e i {1) - - -
-reductions dyetoremeasturements oL L L L L L L L e {21) {44) (18) {44)
112 = {2) - 2 -
Clastog Baloibcl L L L e e 218 236 207 220
Other
Opendrg Bofonce L. oL e e 80 121 35 38
-additionalprovisions . . oL L oo L oL T 24 & 6
amount used Lo L L e e e e {30) {44} (18) {7}
-reductions dyeto remeasturements oL L L L L L L oL e {11) {22} {2) {4}
112 = 3 1 & 1
Clastog Baloibcl L L L L e e 49 80 27 35
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Telstra Group Telstra Entity
As at 30 fune As at 30 fune
2004 2003 2004 2003
$m tm $m $m
L&, Contributed equity
issued and paid up capitat
Fullypaid ordinary shares{a}fb). . . . ..o oo 0oL ool oo ol oL oL 6,073 6,433 6,073 6,433

fa) Each of our fully pald ordinary shares carries the tight to one vote
atameeting of the company. Holders of ourshares also havetheright
to receive dividends as declared, and to patticipate in the proceeds
from sale of all surplus assets in proportion to the total shares lssued
inthe event of the company winding up. In fiscal 2004 and fiscal 2003
we had no outstanding equity that could have been colled up in the
event of the company winding up.

{b} On 24 Novemnber 2003, we completed an off-market share buy-back
of 238,241,174 ordinary shares as part of our ongoing capital
management program. The ordinary shares were bought back at
$4.20 per share, comprising a fully franked dividend component of
$2.70 per share and o capital component of $1.50 per share. The

Commonwealth of Australia did not participate in the share buy-back.

The shares bought back were subsequently cancelled, reducing the
humber of fully pald ordinary shares onissue. Ih total, 1.85% of our
total issued ordinary shares, or 3.71% of our non Commonweakth
owned ordinary shares, were bought back.

The movementinthe number of issued, fully pald ordinary shavesisas

follows:
Number of
shares
Bolanceat30dune2003 . . . ... ... .. ... 12,868,600,200
Sharesboughtback. . ... . L. L. 0L (238,241,174)
Balanceot30June2004 . . .. ... ... .. .. 12,628,359,026

it fiscal 2003 the number of issued, fully paid ordinary shares was
12,866,600,200.

72

The cost of the share buy-back comprised d purchase consideration of
$1,001 mitlion end associated transaction costs of $8 mitlion.

I accordance with the substance of the buy-back, shareholders’
equity decreased as follows:

Year ended
30 lone
2004
$m

Contributedequity . . ... .. L. 0L 360
Retainedprofits . . .. .. ... .. ... ... . ... 649
1,008
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19.Eraployee share plars

The company has a humber of employee shate plans that gre
avaitable for directors, senior executives and employees, these
include:

» theTelstra Employee Share Ownership Plans (TESOPSS and
TESOPS7); and

» those conducted through the Telstra Growthshare Trust.

The nature of each plan, details of plan holdings ahd movements in

holdings, and other retevant information Is disclosed in the following:

(TESOPSS and TEROPGY
{1y Noture of TESOPOS and TESTPSY

As part of the Commonwealth’s sate of its shareholding in fiscal 2000
and fiscol 1998 we offered our eligible employees as defined by the
employee share plans the opportunity to buy Telstra shares. The
shares were ordinary shares of the Telstra Entity at the time of the
offer.

These share plans were:

» theTelstra Employee Share Cwaership Plan I {TESGP99); and
» the Telstra Employee Share Ownership Plan {TESOPS7).

All eligible employees of the Telstra Entity and of companies that
Telstra owned greater than 50% equity were able to participate in the
plans. Certain employees who were part time, casual, fixed term, on
leave without pay or living outside Australia and contractors were not
eligible to participate.

Generally, employees were offered interest free loans by the Telstra
Entity to acquire certain shares and in some cases became entitied to
certain extra shares and logalty shatres as a result of participating in
the plans. All shares acquired under the plans were transferred from
the Commonwealth either to the employees or to the trustee for the
benefit of the employees. Telstra ES0P Trustee Pty Lid s the trustee
for TESOPSS and TESOP97 and holds the shares on behalf of
participants. This company is 100% owned by Telstra.

While a participant remains an employee of the Telstra Entity, o
compahy in which Telstra owns greater than 50% equity, ot the
campany which was thelr employer when the shares were acquired,
there is no date by which the employee has to repoy the loan. The
loan may, however, be repaid in full at any time by the employee
using his or her own funds.

The loan shares, extra shares and In the case of TESOPoS, the loyalty
shares, were subject to d restriction on the sale of the shares or
transfer to the employee for three years, ot until the relevant
employment ceases. This restriction period has now been fulfitied
uhder each plan.

Given concluston of the restriction period, the employee can now sell
the shares provided the loan is repaid in full for the loan shares and
TESOPO7 extra shares. Approximately 70% of the dividends on the
loan shares and TESOPST extra shares held for the employees uhder
the plans are used to repay their loans.

It a participating employee leaves the Tetstra Entity, o company in
which Telstra owns greater than 50% equity, or the company which
was their employer when the shares were acquired, to acguire the
relevant shares the employee must repay their loan within two
months of leaving. Thisis the case except where the restriction period
has ended because of the employee’s death or disablerment (in this
case the loan must be repaid within 12 months).

If the employee does not repay the loan when reauired, the trustee
con sell the shares if the sale proceeds cover the amount outstanding
on the loan plus retevant costs. Thesale proceeds must then be used
to pay the costs of the sale and any amount outstanding on the loan,
after which the balance will be pald to the employee. The Telstra
Entity’s recourse under the loan is limited to the amount recaverable
thraugh the sale of the employee’s shares.

For TESOPag, the Government guaranteed on dllocation of up to 5,000
shares for employees using their own funds to purchase shares in the
public offer. These shares are directly held by the employees.

Further details oh edch of the plans are highlighted in the table
foltowing in section {a) (i)

Telstra incurs expenses in relation to the administration of the trusts
for TESOPoS and TESOPR7. These are recognised in the statement of
financial performance of Telstra gs incurred. The allocotion of shares
under these plans did not give rise to any other expense to be
recognised by us in the current o prior period.
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19, Employee share plars (continued)
(1 TESOPOY and TESOPOTY [continuead)
(Y TESOPYD and TESOPSY - Share plom informotion

The table below provides information about our TESOPSS and

TESOPST share plans:

TESOP9s TESOPs7
Date used to determine number of eligibleemployees . ... ... .. 27 Augyst 1999 20 Septemnber 1997
Datetheplonstarted. ... .. ... .. L Lo Lol 16 October 1999 15 Novemnber 1997
Number of employees eligibletoparticpate . .. . ... . ... ... 53,900 64,309

Price paid by employee - firstinstabment. .. ... . .. L L.
Price paid by employee - second instalment. ... . ... . .. L.

{16 Gctober 1999) $4.50
{2 November 2000) $2.90

{15 Novernber 1997) $1.95
{17 Novernber 1998) $1.35

Totat price paid by employee and market price on date of isspe L . . $7.40

$3.30

Number of shares each eligible employee was able to buy with

interest freeloan{loanshares) . .. . ... L L oL oo 400

Number of extra shares received by each eligible employee. . .. .. one extra share for every four
quaranteed attocation shares
putchased up to a limit of 200

2,000

one extra share for every four
toan shares of non-togh shares
purchased up to a limit of 500

The date participating employees have full ownership of the toan
sharesand extrashares{a) . ... .. oL L L o oL
Number of employees who purchased loanshares . .. ... . ...
Totat number of loan shares initietlypurchased . .. .. 0 0L L.
Total number of extra shares initiolly acguired relating to loan

16 October 2002
42,439
16,939,000

15 Novernber 2000
55,748
109,879,100

SR S L L L L e e e e e e {b} 27,494,775
Number of employees who used their own funds to buy sharesin the

TESOP’s and recelved extrashares. . . . ... ... . o ... 21,424 2,282
Number of shates initially purchased under the TESOP's with own

L7 ¢~ -3 (s3] 3,776,732
Number of extrg shares initiokly acquired by employees from using

theirownfunds © .. ... L e e {b} 3,803,314 944,183

Total market value of shares at Tssue date
fincluding extrashares) . ... ... .. i e

493,790,413 {first instalment)
$58,832,88%9 (second instalment)

$277,275,841 {first instalment)
$181,936,265 [second instalment)

Total initial loan madetoemployees . . . ... L. oL L0 L. $76,225,500 {first instaiment)

$48,556,440 {second instalment)

$221,823,872 {first instalment)
$144,401,940 {second Instalment)

Loan discount paid oh behalf of employees (St perloan). ... . ... $42,43%

$55,748

Number of Commonwealth loyaolty shares availoble to each eligible
employee af no additional cost {shares need to be held for 12

monthstoqualify) .. ... oo o L oL oo oo o o ool
Number of employees who received Commonwealth loyalty shates
Numberofloyaltysharesissued . . . ... ..o L oL oL
Market value of Commonweaith loyalty sharesissued. . .. ... ..

one for every 10 shares
putchased up to o limit of 80
{d} 17,138

{d} 1,243,305

{d) $7,696,058 ($6.19 per share)

ohe for every

10 ron Loah shares purchased in
the public offer up to a limit of 200
21,761

3,162,222

$20,363,290 {$6.46 per share)

fa) in the case of all loan shores, and extra shares acquired under
TESOF97, the loah must be repatd In full before shares may be
transfetred to the employee.

{b) Eor TESOPSS, the extra shares were gequired under the
Commonwealth component as a result of employees acquiting
guaranteed allocation shares in the public offer using their own funds.

{c} Guaranteed allocation shares not included os these were acquired

by employees from the Commonwealth under the Commonwealth
campohent.

T&

{d) TESOP9S loyalty shares were Issued to eligible employees stilt
holding thelr Commonwealth component shares on 2 November 2000
and did not prepay the final instalment.
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19, Employee share plars (continued)
(o TESOPOY and TESOFOTY {continued)
(Y TESOPse and TESOPSY - Share plon informotion {continued)

The following information details the number of outstanding equity
instruments and loan balances relevant to the TESGPe9 and TESOPS?
plans.

Employee share plans

As at 30 lune
2004 2003

Market priceof Telstrashares. . . ... ... o 0o 0oL, $5.03 per share $4.40 per share
Employee share loan balance {total indluding current and non

current, excluding Growthshare option toans -hote®) . . . . .. $174 miltion $198 mitlion
TESOPus

Remaining employees withloanshares{e} . ... . ... ... .. 35,628 37,148
Remaining humber ofloanshares. . ... ... .0 L. 0L 14,822 000 14,828,600
TESOPYY

Remaining employeeswithloanshares . . . ... ... ... .. 19,528 21,960
Remaining humber oflognshares. . . .. ... .0 oL oL 38,661,600 43,465,700
Remaining humber of extrashares . ... ... .0 L. L. 9,665,500 1G,866,425

{a} The number of employees with loan shares includes 13,238 {2003:
11,258} employees that have ceased employment and etected not to
tepay their loan. The Telstra S0P Trustee continues to hold the
shares relating to those loans until the share ptice is sufficient to
tecover the loan amount and assodiated costs. The Trustee will then
sell the shares. As ot 30 June 2004, there were 5,285,200 shares held
for this purpose {2003: 4,503,300}

{Hiy TESOPYD and TESDPS7? - other information

Shares held by the TESCPge and TESOPe7 trusts for the purposes of
facititating the operations of the relevant share plans amount to
62,949,000 shares (2003: 69,160,725 shares). The fair value of these
shares ds at 30 June 2004 based on the matket value of Telstra shates
ot balance date amounts to $317 mitlion (2003: $304 million). As the
final restriction petiod for these shares was completed on 16 October
2002, they are now considered fully transferable to the employees
once the loan has been repaid in full,
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19, Employee share plars (continued)
(b) Telstra Growthshore Trust

The Telstra Growthshare Trust commenced in fiscal 2000, Under the
trust, Telstra operates a number of different share plans whereby the
following equity based instruments may be altocated:

» deferred shares;

» performance rights;
»  restricted shares;

» options;

» directshares; and

»  ownshares.

The trustee for the trust is Telstra Growthshare Pty Ltd. This company
is 100% owned by us.

Deferred shares, performance vights, restricted shores
and aptions

iy Mature of the shorg plons

The purpose of the deferred shares, performance tights, restricted
shatres and option plans is to align key executives’ rewards with
sharehotders’ interests, and reward performance improvement
supporting business plans and corporate strategies. Theseplans dre
administered by the trustee.

The Board determines whao is invited to participate in the share plans
administered through the Telstra Growthshare Trust. Allocations
have beeh made over ¢ number of Years in the form of options,
trestricted shares, and performance tights under our long term
incentive plan, and deferred shares under our deferred remuneration
plan. Instruments issued represent a right to acquire a share in
Telstra. Generolly, the options, restricted shores and performaonce
tights may only be exercised to acquire Telstrashares if a performance
hurdieis satisfied inthe performance perfod and in the case of aptions,
the exercise ptice is paid by the executive. Deferred shares may only
be exercised when o presctibed period of setvice has been completed.

Deferred shores

The chief executive officer and senior executives are provided part of
their annual fixed remuneration in the form of rights to Telstra shares
that vest upon completing certaln employment requirements. These
deferred shares are considered to be a method of deferring o
component of the executives remuneration. Generatly, f an executive
continues to be employed by an entity that forms part of the Telstra
Group three years ofter the commencement date of the instrument,
the deferred share will become a vested deferred share. The vested
deferred shares can then be exercised at any time before the expiry
date, otherwise they will lapse. Once exerdised, Telstra shaves will be
transfetred to the executive.
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Until thistime, the executive con not use the deferred shares or vested
deferred shares to vote or recelve dividends or other entitiermnents.

Telstra shares wil be transferred to the executive on exercise of vested
deferred shares. The executive may exerdise the deferred shares at
cost of $1 in total for the number of deferred shares exercsed on g
particulor day.

Theissue of deferred shares Is recorded ds an expense to us when we
provide funding to the trust to purchase Tetstra shares on market to
underpin them. In fiscal 2004, we recorded an expense of $10.7
miktion (2003: $10.3 million).

srformance huerdle foroptions, restricted shares and performance

The exercise of options, restricted shares and performance rights is
subject to certain performance hurdies. For altocations of
performance rights made during fiscal 2004, fiscal 2003 and fiscal
2002, and optiohs issued during fiscal 2002, the applicable
performance hurdleis based on compating Telstra’s total shareholder
return (TSR} with the TSRs of the companies in the S8P{ASX 200
{industrial} Index {peer group} within the performance period.

The compaonies in the peer group are anchored at the effective date of
allocation, and this same peer group of companies are then tracked
during the performance period. At the end of each quarter duting the
performance period, the 30 day average TSR is calculated for Telstra
anhd the companies in the peer group for each trading day during that
quarter.

The number of options and performance rights exercisgble is
dependant on whether, duting the performance petiod, the Telstra 3o
day average TSR achieves or exceeds the 50th percentile ranking
when compared to the 30 day average TSR of the peer group, and the
timing of when or if this occurs.

Both the number of options and the number of performance rights
potentially exercisable are based on the following:

+ Hinthefirst guarter of the performance period, Telstra’s percentite
tanking is the 50th percentile or above then:

{i) the number of options and performance rights that become
exercisable for that quarter is scaled proportionately from the
s0th percentile {at which 50% of the altocation becomes
exercisable) to the 75th percentile (at which 100% of the
atlocation becomes exercisable); and

{il} in subsequent guarters, the number that become exerdsable is
based on the same proportionate scale, butis reduced by the
number of options or performance rights that have previously
become exercisable. The percentile ranking achieved needs to
be above that achieved in previous quarters for additiohat
options and performance tights to become exercisable.
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Telstra Corporation Limited and controlled entities

19, Employee share plars {continued])
(bl Yelstra Growthshore Trust (oontinued)

iy Mature of Telstro Growthshare {continged

» ifinthe first quarter of the performance period, the percentile
ranking is less than the soth percentile then:
(i) half of the allocation will lapse; and
(it} in sUbsequent quarters, the remaining 50% of the options or
performance tights will become exercisable if the ranking is the
soth percentile or above for that guarter.

» ifTelstra does not achieve or exceed the 50th percentile ranking in
any guarter of the performance period, all options and
performance rights will lapse.

For alt altocations prior to 30 June 2001, the applicable performance
hurdle was that the average Telstra Accumulation Index must exceed
the averade S&PIASX 200 {Industrial} index {reptacing the superseded
All Industriats Accurnulation index) for thirty consecutive days within
the performance period. Hthe performance hurdle Is satisfled for
these atlocations, allof the retevant options orrestricted shares would
become exercisable {i.e. they do not become exercisable sh a
proportionate bosis).

Performancs rights

An executive is not entitled to Telstra shares before the performance
tights allocated under Telstra Growthshare become vested
performance rights and are therefore exercisable. If the performance
hurdle is satisfied in the performance period, d specified number of
performance rights as determined in accordance with the trust deed
andterms ofissue, will become vested performancerights. Thevested
performance rights can then be exercised at any time before the
expiry date, otherwise they will lopse. Once the vested performance
tights are exerdised, Telstrashares will be transferred to the executive.
Unti this time, the executive cannot use the performance rights {or
vested performance rights) to vote of receive dividends.

Telstrashares will betransferred to the executive on exercise of vested
performance rights. The executive may exerdise the performance
tights at a cost of §1 in total for the humber of performance rights
exercised on d particular day. Theissue of performance rights is
tecarded as an expense to us when we provide funding to the trust to
purchase Telstra shares on market to underpin them. infiscal 2004,
we recorded an expense of $8.6 miltion (2003: §8.5 million).

Restictad shres

The executive is not entitled to Telstra shares before the restricted
shares allocated under the trust are exercised. if the performance
hurdle is satisfied in the performance period, the restricted shares will
vest and may be exercised at any time before the expiry date,
othetwise they will lapse. Once the restricted shares have vested,

they become restricted trust shares, which will generally be held by
the trustee for the executive for d certain period. Onhce converted Into
restricted trust shares, the executive has an interest in Telstrg shares
and s entitied to dividends, other distributions, and voting rights.

Restricted trust shares dre held by the Trustee until the earlier of:
+ theperiod determined in accordance with the trust deed;

+ the executive finishes employment with Telstra; or

+ adate hominated by the Board.

The executive may exercise restricted shares at d cost of $1 intotal for
the number of restricted shares exercised on a particular day. These
shares were recorded as an expense to us when we provided funding
tothetrustto purchasethem onmarket. Infiscol 2004 and fiscal 2003,
there were ho restricted shares allocated and therefore no associgted
expense.

Options

An executive is not entitled to Telstra shares before the options
aliocated under Telstra Growthshare inftially vest, and then are
exercised. This means that the executive cannot use options to vote
of receive dividends. lfthe performance hurdle is satisfied in the
performance perlod, options may be exercised at any time before the
expiry date; otherwise they will lapse. Once the options are exercised
and the option price paid, Telstra shares will be transferred to the
executive,

We provide loans to the trustee to enable it to purchase Telstrashares
on market to underpin the options. When exercised, the executive
pays for the shares at the exerdse price and the loan is repaid to us.
We receiveinterest on the loans to the trust. On the basis that the
executives must pay the exercise price of the options, which repays
theloans made by Telstra, thereis no cush expense incurred by us and
included in our statement of financial performance. We have not
issued aptions during fiscal 2004 or fiscal 2003, Previoushy issued
options remain outstanding and valid.

SR QBOUT

[tz Crr e sedd for USGEAAP purpases

Tels O[3
For the putposes of the United States generally accepted accounting
principtes (USGAAP) disclosures, the estimated foir value of the
options, restricted shares, performance rights and deferred shares is
made at the date of grant. We have used an option priding model that
takes into account vatious factors including the exerdse price and
expected life of the instrument, the current price of the underlying
share and its expected volatility, expected dividends, the risk-free
interest rate for the expected life of the instrument, and the expected
volatility of Telstra’s peer group companies. This approach has also
been used for the purposes of determining a valuation for Australian
reporting purposes. There was no additional compensation expense
recognised for USGAAP for elther Hiscal 2004 or fiscal 2003, Refer to
note 30 for additional information.
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19, Employee share plars {continued)

(bl Telstra Growthshore Trust (oontinued)

{0 instriments outsbond - th bagi pof fiacal 2004
The following options, restricted shores, performance rights and
deferred shares had been issued at the start offiscal 2004, but were yet

to vest with executives.

Number of Exercise date
instruments Commencement Performance Exercise {once performance
oulstanding date hurdle period price hurdle met)

Growthshare 2060 - Sep G ptioralion
Options . . ....... ... ... 1,533,722 13 Sept 1999 between 13 Sept 2002 $8.02  anhytimebefore
and 13 Sept 2004 13 Sept 2009
Restrictedshares. . ... ... ... 260,278 13 Sept 1999 between 13 Sept 2002 $1perparcel  anytime before
and 13 Sept 2004 exercised 13 Sept 2004

Grrowthshare 2000 - Sent 2000 aliotetion
Options . . . ... ... ... ... 3,370,660 8 Sept 2000 between 8 Sept 2003 $6.28  anhytimebefore
and 8 Sept 2005 8 5ept 2010
Restrictedshares. . .. ... .. .. 697,960 & Sept 2000 between 8 Sept 2003 $1 per parcel  anytime before
and 8 Sept 2005 exercised 8 Sept 2005

Growihshore 2001 - March 2600 ollocation

Options . . ....... ... ... 150,000 16 March 2001 between 16 March 2004 $6.55  ahytimebefore
aid 16 March 2006 16 March 2011
Restrictedshares. . ... ... ... 40,000 16 March 2001 between 16 March 2004 $1perparcel  anytime before
and 16 March 2006 exercised 16 March 2006

Growethsharg 2062 - Sept 2001 sliocation
Options . .. ... ... ... ... 32,416,945 & Sept 2001 between & Sept 2004 $4.90  anhytimebefore
and 6 Sept 2006 6 Sept 2011
Performancerights . . ... ... 3,098,155 & Sept 2001 between & Sept 2004 $1perparcel  anytime before
and 6 Sept 2006 exercised 8 Dec 2006

Grrowthshore 2002 - March 2002 cation

Options . . ....... ... ... 1,854,000 14 March 2002 between 14 March 2005 $5.63  ahytimebefore
aid 14 March 2007 14 March 2012
Performancerights . . ... ... 149,600 14 March 2002 between 14 March 2005 $1perparcel  anytime before
and 14 March 2007 exercised 14 June 2007

Grro 2re 205% - Sent 2007 dioration
Beferredshares . ... ... .. .. 2,022,498 5 Sept 2002 None {g}
Performancerights . . ... ... 4,034,226 5 Sept 2002 between 5 Sept 2005

and 5 Sept 2007

pre BLLE

Gy cuition

$1 per parcet
exercised
$1 per parcel
exercised

any time before
5 September 2007
any time before
5 December 2007

Beferredshares . ... ... . ... 22,100 7 March 2003 None {g}

Performancerights .. .. ... .. 44,200 7 March 2003 between 7 March 2006
and 7 March 2008

§1 per parcel
exercised
$1 per parcel
exercised

ahy time before
7 March 2008
ahy time before
7 June 2008

a} As deferred shares are allocated as annuat fixed remuneration,
there is no performance hurdle. Generally, deferred shares will
become vested deferred shares ofter a specified service period.
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19, Employee share plars {continued])
(bl Yelstra Growthshore Trust (oontinued)
iy Instruments granted doring the Enancicl yeor

The following instruments were granted in September 2603:

Growthshare 2004 Growthshare 2004
deferred shares performance rights
Nummber of executives who were ollocated deferred shares and
performancerights . . ..o 0 L oL oL oo oo, 176 176
Effective commencement date of deferred shaves and performance
Hghts, .o L e 5 September 2003 5 September 2003

Performance hurdle period - Le. over what time period executives
have to satisfy the performance hurdle for the instruments to vest .

{a)

period between 5 September 2006
and 5 September 2608

Number of defetred shares and performance rights (representing o
100% allocation or maximum entitlement available) issued

2,206,400

4,412,800

Exercise price (once the instruments become exerdsable)

$1 per parcel of
instruments exercised

$1 per parcel of
instruments exercised

Muarket price of Telstra shares on commencement date
Exercise date {once the instruments become exercisable)

$5.06 per share
any time before 5 September 2008

$5.06 per share
any time before 5 December 2008

The following instruments were granted in February 2004:

Growthshare 2004 Growthshare 2004
deferred shares performance rights

Nurnber of executives who were allocated deferred shares and
performance rights 3 3

Effective commencement date of deferred shaves and performance

Performance hurdle period - Le. over what time period executives
have to satisfy the performance hurdle for the instruments to vest .

20 Febtuary 2004

()

20 February 2004

petiad between 20 February 2007
and 20 February 2009

Number of defetred shares and performance rights (representing
100% allocation or maximum entitlement available) issued

18,350

36,700

Exercise price {once the instruments become exercisable)

$1 per parcel of
instruments exercised

$1 per parcel of
instrurnents exercised

Muarket price of Telstra shares on commencement date
Exercise date {once the instruments become exercisable)

$4.71 per share
any time before 20 February 20009

$4.71 per share
any time before 20 May 2009

{a) As deferred shares are allocated as annual fixed remuneration,
there is no performance hurdle. Generatly, deferred shares will vest if
the participating executive continues to be employed by an entity
that forms part of the Telstra Group for three years after the effective
commencement date. No consideration is required to be provided by
the participating executives on the granting of these deferred shares
and performance tights.
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19, Employee share plars {continued)
(bl Yelstra Growthshore Trust (oontinued)

fiiy Instruments granted during the financial ye

r{continued:

in the ptior year, the following Instruments were granted during
September 2002:

Growthshare 2003 Growthshare 2003
deferred shares performance rights
Number of executives who were allocated deferred shares and
performancerights . . ... L0 Lo oL oL oo ool 166 166
Effective commencement date of deferred shaves and performance
Hghts, .o L e 5 September 2002 5 Septemnber 2002

Performance hurdle period - Le. aver what time period execotives
have to satisfy the performance hurdle for the instruments to vest .

()

period between 5 September 2005
and 5 September 2007

Number of defetred shares and performance rights (representing o
100% allocation o maximum entitlement available) issued. . . . . .

Exercise price (once the instruments become exercisable) . . ... .

Muarket price of Telstra shares on commencementdate. ... ... ..
Exercise date {once the instruments become exercisable) ... . ...

2,123,600

4,246,000

$1 per parcel of
instruments exercised

$1 per parcet of
instruments exercised

$4.87 per share
any time before 5 September 2007

$4.87 per share
any time before 5 Decernber 2007

in the ptior gear, the following instruments were granted during
Muarch 2003:

Growthshare 2003 Growthshare 2003
deferred shares performance rights

Nurnber of executives who were allocated deferred shares and
performancerights . . .. L o0 Lo Lol oo ool 4 4

Effective commencement date of deferred shares and performuance

Performance hurdle period - Le. over what time perlod executives
have to satisfy the performance hurdle for the instruments to vest .

7 March 2603

()

7 March 2003

period between 7 March 2006
and 7 March 2008

Number of defetred shares and performance rights (representing o
100% allocation or maximum entittement available) issued. . . . | .

Exercise price (once the instruments become exercisable) . . ... .

Market price of Telstra shares on commencement date. . .. ... ..
Exercise date {once the instruments become exercisable) ... ... .

22,100

44,200

$1 per parcel of
instruments exercised

$1 per parcet of
instruments exercised

$4.11 per share
any time before 7 March 2008

$4.11 per share
any time before 7 June 2008

(a1} As deferred shares gre gllocated as annual fixed remuneration,

there is no performance hurdle. Generatly, deferred shares will vest if

the participating executive continues to be employed by an entity

that forms part of the Telstra Group for three years after the effective
commencement date. No consideration is required to be provided by
the participating executives on the granting of these deferred shares

and performance tights.
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19, Employes share plars {continued)

(bl Yelstra Growthshore Trust (oontinued)

Pistroments exsn

fiduring the ¥ il e

Buring fiscal 2004 and fiscal 2003, there were ho options, restricted
shates of performance rights exercised and no fully paid shares
distributed relating to these plans as d result.

in fiscal 2004, there were 32,586 deferred shares {2003: 8,925) that
were exercised from the September 2002 allocotion and 3,008 deferred
shares {2003: nil} that were exercised from the September 2003
allocation at the exercise price of $1. The fair value at the date of the
transfer of Telstra shares retating to this exerdse was $170,199 {2003:
$39,359), based on the closing market price at that date.

Devinstrdments which hove lopsed during the findnciol year
The following instruments issued to participating employees have

lapsed during the financial year due to cessation of employment or
the relevant performance hurdle not being met:

Instruments tapsed

during year ended
Allocation 30 lune

2004 2003
Opttons
September1999 . ... ... ... .. 138,722 591,945
September2000 . ... . ... . ... 537,313 650,181
March 2061 .. .. .0 - 18,710
September2001 . ... . ... . ... 613,868 4,084,750
March2o62 . ... ... .. .. 172,000 214,000
Restrictzd shares
September1999 . ... ... ... .. 23,718 50,410
September2000 . ... . ... . ... 110,752 128,923
March2081 ... ... ... L “ 3,817
Performance rights
September2001 . ... . ... . ... 58,545 388,086
March 2062 .. .. . ... 6,200 18,200
September2002 . ... ... ... L. 123,906 211,774
September2003 . ... . ... . ... 68,606 -
[efurrad shores
September2002 . ... ... ... 60,199 91,577
September2003 . ... ... .. ... 34,303 -

struragnts outstanding ¢l the end of fiscal 2004

After movements in our share plans during the finandal year, the
foltowing instruments remain outstanding as at 30 June 2004

No. of instruments

outstanding

as al 30 lune 2004
Growihshare 2000
Options . . ... ... L. Lo ool 1,39%,000
Restrictedshares . . . . ... ... ... L. 236,500
Growihshare 2001 - Sept 2000 dllocation
Options . . ... ... L. Lo ool 2,833,347
Restrictedshares . . . . ... ... ... L. 587,208
Growwihshore 2000 - March 2001 olooaiion
Options . . ... ... L. Lo ool 150,000
Restrictedshares .. .. ... . ... . ... . ... . 40,000
Growihshare 2007 - Sept 2001 gdllecation
Options . . ... ... L. L ooy 311,803,277
Performancerights . . . ... ... oL 0L 3,039,610
Growihshare 2007 - March 2002 aloration
Options . . ... ... L. L ooy 1,682,000
Performancerights . .. ... ... oL 0oL 142,800
Growihshaore 2003 - Sept 2002 dllocation
Deferredshares . .. . ... .. L. ... 1,929,713
Performancerights . . . ... ... oL 0oL 3,910,320
Growethshore 2003 - March 2003 olloraiion
Deferredshares . .. . ... .. L. ... 22,100
Performancerights . .. ... ... oL 0oL Gk, 200
Growihshore 2004 - S2pt 2003 allocation
Deferredshares . .. . ... .. L. ... 2,169,089
Performancerights . . . ... ... oL 0L 4,344,194
Growihshore 2004 - Februeny 2004 allocstion
Deferredshares . .. . ... .. L. ... 18,350
Performancerights . . . ... ... L. L. 36,700

Nohe of the above instruments have become vested instruments at
balance date. The grant dates, performance hurdles, exercise prices
and other terms relating to the above instruments have not changed
from initial allocation dote of from those terms disclosed at the
beginning of fiscal 2004,
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{b) Telstra Growthshore Trust (continued)

FRumimany of movements

Number of Number of Number of Number of
options restricted performance deferred
shares rights shares
Equity instruments outstandingasat30dune 2001 . . .. ... . ... L. 6,748,835 1,303,758 - -
Granted L e e e e 39,102,000 - 3,704,300 -
Lapsed . . . ... e e {965,522} {82,370) {50,859) -
Equity instruments outstandingasat30dune 2002 . . .. ... ... .. 44,884,913 1,221,388 3,653,441 -
Granted . L L e e e e - - 4,290,200 2,145,100
Lapsed . . L. e e {5,559,586)} {223,150} {618,060) {91,577}
Extercised. . . . . .. e e e - - - {8,925}
Equity instruments outstandingasat30dune 2003 . . .. ... .. ... .. 35,325,327 598,238 7,325,581 2,044,558
GranERd . . L L e e e - - 4,449,500 2,226,750
LODSEE . o oot e e {1,461,703) {134,530} (287,257 {94,502)
Exercised. © . . . e e e e e e - - - {35,594}
Equity instruments outstanding asat30dune 2004 . . .. ... . ... .. 37,863,624 861,708 11,517,824 4,139,252
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19, Employee share plans (continued)

(bl Yelstra Growthshare Trust (oontinued) For purposes of aur Australion reporting requirements, we have used

' ' the foltowing valuations, which are based on the same methodologles
Peitiy Other information relevant to our employes share plans as those used in the USGAAP disclosures, but in alt cases, exclude

adjustments for the effect of non-retention of participants and non-

Options, restricted shares, and performance rights are subject to o transferability of the instruments.
performance hurdle. Deferred shates require a prescribed period of
serviceto be completed. Generally, if these requirements are not Restricted Performance  Deferred
achieved the instruments will have o nil value and will tapse. Under Offers Options shares rights shares
Austratian Accounting Standards and USGAAP, the required Sept 1999 . . $1.38 $5.64 {e) )
methodology for valuing equity Instruments differs in regard to Sept 2000 . . $1.58 $3.62 (@) )
incorporation of adjustments for the effect of non-retention of March 2001 . $1.53 $3.77 {a) )
participants and the non-transferability of the instruments. Under Sept 2001 . . $1.13 (a) $2.86 {a)
both we have used an option pricing modet that takes into account March 2602 . $1.19 (@) $3.08 (e}
various factors including the exercise price and expected life of the Sept2002 . . (a) (a) $2.99 $4.41
instrument, the current price of the underlying share and its expected  March 2003 {a {aj $2.60 $3.60
volatifity, expected dividends, the risk-free interest rate for the Sept 2003 . . (@) (@} $3.07 $4.29
expected life of the instrument, and the expected average volatility of ~ Feb 2004, .. (a) (a) $2.73 $2.39

Telstra’s peer group companies.
{a) There were no allocations of options, performance rights,
The value of the aliocations per secutity as used Tt our USGAAP restricted shares or deferred shares in the relevant offer periods.

disclosures is as follows:
Shares held by the Telstra Growthshare Trust for the purposes of

Restricted Performance Deferred facilitating the aperations of our share plans involving options,

Offers Options shares rights shares  restricted shares, performance rights and deferred shares amount to
Sept 1999 . . $1.38 $5.64 {a} {a} 20,556,641 shares (2003: 21,678,535 shares). The fair value of these
Sept 2000 . . $0.89 $2.05 {a} {at} shares as at 30 June 2004, based on the market value of Telstra shares
March 2001 . $0.80 $2.15 (o} {a} ot bolance date, amounts to $105 million {2003: $85 million}.
Sept 2001 . . $0.99 {a} $2.33 {a}
March 2007 . $0.97 {a} $2.51 {a} The following weighted average assumptions were used in
Sept 2002 . . fa) {a} $2.54 $3.77 determining the above current year valuations:
March 2003 . fa) {a} $2.15 $3.08
Sept 2003 . . fa) {a) $1.78 $2.49 Growthshare deferred shares
Feb 2004 . . . fa) {a} $1.62 $2.39 and performance rights
Sept 2003 Feb 2004
{a} There were no allocations of options, performance rights, Riskfreerate .. ... ... ... 5.39% 5.57%
restricted shaves or deferred shares in the relevant offer periods. Dividendyield . . ............ 4.5% 5.5%
Expected stock volatility . ... ... 13.9% 14%
Expected life - performance rights . . 5 years 5 years
Expected life - deferred shares . . . . 3 yedrs 3 years
Average forfeiture rate per annum-
performancerights . . ... ... ... 10% 10%
Average forfeiture rate per annum-
deferred shares . .. . ... ... .. 17% 15%
Expected rate of achievement of
performoncehurdles . . .. . ... .. 69% 67%
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Telatrag directshiore and awnshore

iy Mature of Telstrs direcishare arnd ownshdre

Telstra direrishars

Non-executive directors may be provided part of their feesin Telstra
shares. Directors will receive a minimum of 20% of their fees by way of
directshares. Sharesare acquired by the trustee from time to time and
allocated to the participating directors on a 6 monthly basis, on dates
determined by thetrustee at its discretion. Although the trustee holds
the shares intrust, the participant retains the beneficial interest inthe
shares (dividends, voting rights, bohuses and rights issues} until they
are transferred at expiration of the restriction period.

The restriction period continues:

» forfive years from the date of allocation of the shares;

» until the partidpating director is no longer a director of, oris no
tonger employed by, a company i the Telstra Group; or

» until the Board of Telstra determines that an *event’ has occurred.

As a result, these instruments will not lapse.

Atthe end of therestriction period, the directshares will be transferred
to the participating director. The participating director is not able to
deal in the shares uhtil this transfer has taken place. The expense
associated with shares allocated under this plan is included inthe
disclosure for directors’ fees.

Certain eligible employees may be provided part of thelr
remuneration in Telstra shares. Those employees indicatea
preferencetobe provided Telstrashares as part of thelr remuneration.
Shares are acquired by the trustee from time to time and allocated to
these employees at the time their application is accepted. Although
the trustee holds the shares in trust, the participant retains the
beneficial interest in the shares {dividends, voting tights, bonuses or
rights issues) until they are transferred ot expiration of the restriction
period.

The restriction period continues:

» forthreeyears or five years depending on the elections avatlable to
the participant at the time of allocation;

»  untitthe partidpant ceases employment with the Telstra Group; or

» untilthe Board of Telstra determines that an "event’ has occutred.

As a result, these instruments will not lapse.

At the end of the restriction period, the ownshores will be transferred
to the participant. The participant is not able to deal in the shares
until this transfer has taken place. The expense assocdiated with
shares atlocated under this plan is included in the disclosure for
employees remuneration.
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il instruments outstanding of the be o of acol 2004

The following directshares ahd ownshares had beeh issued at the start
of fiscal 2004 but were held by the trustee for the benefit of the
relevant directors or employees pending expiration of the restriction
period.

Number of
instruments
outstanding

DireciShores

15 September 2000 allocation . . ... ... .. 7,585
18 March 200t allocation . . ... L. L 11,104
14 Septernber 2001 allocation . .. ... .. .. 14,453
14 March 2002 glloeation . . ... L. L. 18,117
5 September 2002 allocation . .. ... .. ... 19,713
TMarch 2003 gllocation . . . ... L. L. 40,709
Owenblwres

15 September 2000 allocation . .. ... .. .. 276,725
14 September 2001 allocation ... (... L. 287,763
2 Novernber 200t aliocation . ... ... . ... 88,518
5 September 2002 allocation . .. ... L. 565,466
28 October 2002 altocation . ... ... ... 155,600

Participants in the ditecishare and ownshare plans are only able to
deal in these instruments at the end of the restriction period.
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19, Employee share

{b) Yelstra Growthshore ¥

plerss (contirued)

rust (oontinued)

The following directshares were granted in September of fiscal 2004

and fiscol 2003

BirectShare Equity Plan 2004

BirectShare Equity Plan 2003

Number of etigible participants

Number of participants in the plan

Allocation date of shares. . . .
Number of shares allocated . .
Ealr value of shares cllocated .

Total fair vatue of shares allocated

The following directshares were granted in February of fiscal 2004 and

Mearch of fiscal 2003

11 11

10 10

5 September 2003 5 September 2002
31,630 18,713

$5.06 per share $4.87 per share
$160,048 $96,002

BirectShare Equity Plan 2004

BirectShare Equity Plan 2003

Number of eligible non-executivedirectors . ... . ... L0 L

Number of participants in the plan

Allocation date of shares. . . .
Number of shares allocated . .
Ealr value of shares cllocated .
Total fair vatue of shares allocy

The following ownshares were
and fiscol 2003:

ted

granted in September of fiscal 2004

1t 11

10 10

20 February 2004 7 March 2003
35,499 40,708

$4.71 per share $4.11 pershare
$167,200 $167,314

OwnShare Equity Plan 2004

OwnShare Equity Plan 2003

Number of etigible participants

Number of participants in the plan

Allocation date of shares. . . .
Number of shares allocated . .
Ealr value of shares cllocated .
Total fair vatue of shares allocy

The following ownshares were
fiscal 2003:

ted

granted in October of fiscal 2004 and

9,868 6,788

369 406

5 September 2003 5 September 2002
397,076 574,899

$5.06 per share $4.87 pershare
$2,009,205 $2,799,758

OwnShare Equity Plan 2004

OwnShare Equity Plan 2003

Number of eligible employees

Number of participants in the plan

Allocation date of shares. . . .
Number of shares allocated . .
Ealr value of shares cllocated .
Total fair vatue of shares allocy

ted

On an altocation of directshares and ownshares, the participants in
the plans are not required to make any pagment to the Telstra Entity.

Patticipants may be provided o
form of directshares of ownsha
allocation relates to executives

portion of their remuneration in the
res gs applicable. The September
short termincentive payment and the

October allocation relates to shares salary sacrificed by executives.

14,151 12,216

180 179

31 October 2603 28 October 2002
222,095 166,676

$4.75 per share $4.78 per share
$1,054,951 $796,711

The fair value of the instruments issved is determined by the
remuheration foregone by the participent. The number of
directshares of ownshares allocated is based on the welghted average
price of d Telstra share in the week ending oh the day before
allocation date, in conjundion with the remuneration faregonhe.
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19, Employee share plars {continued)

(bl Telstra Growthshore Trust (oontinued)

nstraments exercised during the financiol year

Birecishares and ownshares are notrequired tobe exercised. The fully
paid shares held by the Telstra Growthshare Trust relating to these
instruments are merely transferred to the participants at the
cormnpletion of the restriction period.

The foltowing fully poid shares have been distributed from the Telstra
Growthshare Trust during fiscal 2004 to directors and executives
under the directshare and ownshare plans respectively, dueto
expiration of the applicable restriction period:

No. of
shares
distributed Fair value

39,683  $1B4,526
357,453 $1,711,160

DirectShares . .. ... ... ... ...
OwnShares . . . ... .. L oo

The following fully pald shares relating to the same plans were
distributed duting fiscal 2003:

No. of
shares
distributed Fair value

DirectShares . .. ... ... ... ... - -
OwnShares . . . ... ... ... ... ... 101,146  $460,843

The tair vatue of ownshadres ghd direcishares distributed is determined
through reference tothe closing market price of a Telstra share on the
date of transfer.

D instruments cutstonding ot the end of fracal 2004

MNo. of instrurnernts

outstanding

as at 30 June 2004
Direcibhares
15 Septernber 2000 allocation .. ... . L. 4,364
19 Mareh 200t alloegtion . . ..o oL 7,439
14 September 2001 gllocation .. ... L. 9,463
14 Mareh 2002 allocgtion . . L. o L oL 13,854
5 September 2002 allocation . ... ... ... 14,788
7 March 2003 glfocation . . .. ... .. ... 33,572
Septernber 2003 allocation . . ... L L. 26,096
March 2004 allocation . .. .. .. .. ... 29,554
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No. of instrurments

cutstanding

as at 30 June 2004
Owenblhures
15 September 200G allocation .. . ... ... .. 59,247
14 September 2001 allocation . . . ... L L. 280,718
2 Novernber 2001 alfocation ... . ... . L L. 79,691
5 September 2oz allocation . ... ... L. 516,487
28 October 2002 gllocation . ... . ... ... ... 146,945
sSeptember 2003 allocation . ... ... L L. 374,974
31 October 2003 allocation . ... . ... ... .. 213,671

The grant dates, restriction period and other terms relating to the
above instruments have not chonged from initial allocation.

it Oiherinformation relevant to our employes shore olons

Shares held by the Telstra Growthshare Trust for the purposes of
facilitating the operations of directshare und ownshare plans amount
to 1,778,917 shares {2003: 1,489,753 shares). The fair value of these
shares as gt 36 June 2004 based on the market vatue of Telstra shares
ot balance date amounts to $9 mittion (2003 $7 million).

Holdings by individual divectors and specified
executives

Qur directors and executives hold the following Instruments for each
share plan:

Holding at the beginning
and the end of fiscal 2004
Restricted
Options shares
Lygmunt Switkowskd . ... L. 0oL 3,456,000 146,000
Broce Akhuest . ..o L L L. 1,542,000 60,000
Douglas Campbetl. . . ... ... L. 1,597,000 68,000
David Moffatt . ... . ... ........ 1,630,000 40,000
TedPretty. .. ... ... . . ... . ... 1,722,000 21,000
MichaelRocea . ... 0 ... .. ... 640,600 22,000
BiltbSeates . . . ... . .. L L. 465,000 £,000
JohnStanhope. . ... L. L.l 616,000 25,000
DovidThodey . . .............. 1,068,000 "

There have been no options of restricted shares that were issued,
exercised ot lapsed during the year.
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19, Employee share plars {continued)

(bl Yelstra Growthshore Trust (oontinued)

Metdings by individust directors and specifiad executives {continued)

The tollowing table shows the balance and changes n instruments
issted from the Telstra Growthshare Trust for all directors and

specified executives throughout fiscal 2004,

Instrument type Total held Exercised Total held
Jdirectorjspecified executive asat3o0 during Other asat 30 Vested and
June 2003 Altocation the year changes June 2004 exercisable {a)
Number Number Mumber Mumber Mumber Mumber
Direct Shares
PBonald G McGauchie . . .. .. .. L. 9,479 6,149 w w 15,628 w
JobhnTRalph ... ..o 0oL o 0. 14,104 5,739 - - 19,843 -
Robert {Mansfletd () . ... ... ... 28,204 11,4719 - {39,683) - 19,683
Sam M Chisholm . ... ... L. L. - - - - - -
AnthongtdCark . ... 0oL oL 8,609 3,894 - - 12,503 -
JohnEFetcher. . ... ... L. L. 8,850 7,210 - - 16,060 -
Belinda JMutchinson . ... . ... ... 5,380 2,887 - - 8,237 -
Catherine BLivingstone . . . ... ... 7,147 3,894 - - 11,041 -
ChartesMacek . . ... ... ... .. 5,568 3,884 - - 9. 462 -
Witliam Owens{e) . . . . ... ... ... 7,495 6,149 - {13,844) - 13,644
JohnWStocker. . ... ... L. 16,845 15,864 - - 12,109 -
Deferred Shares
Zygmunt Switkowski . .. oL o001, 249,160 251 600 - - 500,700 -
Broce Akhurst, . . ..o L L. 66,900 68,400 - - 135,360 -
BouglasCampbell. . .. .. ... ... 66,900 68,400 - - 135,300 -
PavidMoffatt. . . . ... . ... ... .. 76,300 16,100 - - 152,400 -
TedPretty. ... . ............. 79,000 16,100 . . 185,100 -
MichaelRocea . . ..o .. L. 47,400 53,200 - - 109,660 -
BillSeabes . ... . .o L L 38,500 45,700 - - 84,200 -
JohnStanhope. . ... oL Lol 23,800 98,8040 - - 122,600 -
DavidThodey. . . ... .......... 59,000 62,600 . . 121,600 .
Performance Rights
Zygmunt Switkowski . .. oL o001, 756,200 503,200 - - 1,259,400 -
Broce Akhurst, . . ..o L L. 251,809 138,800 - - 388,600 -
BouglasCampbell. . .. .. ... ... 251,800 136,800 - - 388,600 -
PavidMoffatt. . . . ... . ... ... .. 294,000 152,200 - - 446,200 -
TedPretty. ... . ............. 294,000 152,200 - - 446,200 -
MichaelRocea . . 0.0 .. L. 144,800 106,400 w w 251,200 w
BillSeabes . ... . .o L L 119,069 91,400 - - 210,400 -
JohnStanhope. . ... oL Lol 93,600 48,400 - - 143,000 -
DavidThodey. . . ... .......... 220,000 125,200 - - 345,200 .

{a) Generatly, all instruments become exercisable when they vest.

{b} Robert Manstield resigned as ¢ Director and Chairman on 14 Aptil

2004,

{c} Wittiam Owen resigned as o Director on 6 May 2004,

a7
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Telstra Group Telstra Entity
As at 30 June As at 30 June
2004 2003 2004 2003
$m $m $m $m
20. Expenditure corurnitments
{en) Copriterd ewpenditure conmniliments
Totat capital expenditure commitments contracted for ot balance date but not
recorded in the financial statements:
Withindgedr. . . L e 511 365 466 434
Within2-2years . ... .. 0 i 37 168 a3 140
Within2-3gears . ... .. 0 0 L i i T 127 & 122
WIthIn3-4years . . .. ... L i 4 140 & 135
Withing-54ears . ... ... 0 L i 3 - 3 -
AFERISURUIS . . . L L. L e e e i 3 - 3 -
565 801 513 831
The capital expenditure commitments above include contracts for building and
improving our networks and software enhancements.
included in the amounts above are capital commitments relating to information
technology services (i)
Withindgedr. . . L e too 157 93 149
Within2-2years . ... .. 0 i 34 129 it 124
Within2-3gears . ... .. 0 0 L i i & 127 3 122
WIthIn3-4years . . .. ... L i 3 140 3 135
Withing-54ears . ... ... 0 L i 3 - 3 -
AR UEArS . . . L. L 3 - 3 -
149 553 136 530
{1} in fiscal 2003, information technology commitments predominantly retated to
commitments for software assets to be developed for internal use under 0 10 year
contract with IBM Global Services Australia Limited (IBMGSA). During fiscal
2004 we sold o nvestment in IBMGSA. As part of the sale, we negotiated the
termination of our originat commitment obligations. {Refer note 20{d)(H) for
further details of the sale of IBMGSA)
(B3 Dpreresbivng bease comnitimerts
Future lease payments for non-cancellable operating leases not recorded in the
financial statements:
Withindgedr. . . L e 311 298 283 184
Within2-2years . ... .. 0 i 24% 209 156 122
Within2-3gears . ... .. 0 0 L i i 182 161 i1t 81
WIthIn3-4years . . .. ... L i 183 131 86 50
Withing-54ears . ... ... 0 L i 139 113 13 34
AFRrSUUIS . . . L .. L e e 373 452 i58 a3
1,403 1,364 T84 554

in addition, in fiscal 2004 the Telstra Group has total future
commitments under cancellable aperating leases of $375 million
{2003: $366 million}. In fiscal 2004, the Telstra Entity has total future
cammitments under cancellable operating legses of $330 mitlion
{2003: $322 rmillion).

a8
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20. Experditure comraitments (corntinued)
Description of our operating leases
We have operating leases for the following major services:

» rental of tand and bultdings;

» rentol of motor vehicles, caravan huts and trailers, and mechanical
dids; and

» rental of personal computers, laptops, printers and other related
equipment that are used In noh communications plant activities.

The avergge lease term is:

» seven yedrs for land and buildings;

» four years for rmotor vehicles, five years for light commercial
vehicles and seven to twelve years for trucks and mechanicaol aids;
and

» three years for personal computers and related equipment.

Contingent rental pagments only exist for motot vehicles and are not
significant compared with totat rental payments made. These are
based on unfair wear and tear, excess kitometres travetled, additional
fittings and no financial 1oss to be suffered by the leasing company
from changes to the otiginal agreements. Our motor vehictes and
related equipment must also remain in Austratia.

We do not have any significant purchase options or non-cancetlable
sub-teases in our operating leases.

Operating leases related to our personal computers and associated
equipment had average interest rates of 5.8% for fiscat 2004 (5.1% for
fiscal 2003).

Telstra Group Telstra Entity

As at 30 June As at 30 June
2004 2003 2004 2003
Note $m $m $m $m

{o) Finamoe lense comrnibsants

Withindgedr. . . L e T 21 & 9
Within2-2years . ... . L 0 i & - & -
Within 2-3gears . . .. .. e e 2 - 2 -
WIthIn3-4years . ... ... o i 2 - 2 -
WIthIR4-54ears . . ... .. o e e 1 - 1 -
Totat minimumileasepayments . ..o L. oL oL oL oo i8 21 17 9
Buture finance charges onfinanceleases .. . .. o oL oL oL oL oL {1) {1} {1) -
Present value of net future minimum leasepayments © ... ... L. oL 0oLl 17 20 16 9
Recorded gs current interest-bearing liabilites . . . ... o oo oo 16 T 20 & 9
Recorded as non current interest-bearing liabilities . . . . ... 0. oL L0 16 10 - 10 -
Total financeleaseliabilities . . . 0 ... 0oL oL oo ool oL ol 16 17 20 16 9

in addition to the above finance lease commitments, we previously
entered into US finance leases for communications exchange
equipment with various entities. We have prepald all lease rentals due
under the terms of these leases.

These entities lease the communications exchange equipment from
the uttimate lessor and then sublease the equipment to us. We have
guaranteed that the lease payments will be pdid by these entities to
the uitimate lessor gs scheduted over the lease terms (refer note 21 for
further information).

Theleases will expireinfiscal 2012, As part of thelease arrangements,
we received guarantee fees, which have been recorded in revenue
teceived in advance. The total received is insignificant and is being
released to the statement of finandial performance over the life of the
leases.

i)
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20. Experditure comrasitments (corntinued}

Description of our finance leases
We have finanhce leases for the following major services:

» communications exchange equiprment denominated in US dollars;
and

» computer mainframes, computer processing equipment and other
related equipment.

The average lease termis:
» 12 years for communications exchange equipment denominated

i US dollars; and
» three years for computer mainframe and assoclated equipment.

Interest rates for our finance leases dre:

+  US dolldr communication gssets between 4.3% and 5.1%; and
computer mainframe, computer processing equipment and
associated equipment between 7.4% dand 15.0%.

Refer note 12 for further detals on commuonication assets and
equipment that are held under finance tease.

We do not have any significant contingent rentals in our finance
leases,

Telstra Group Telstra Entity
As at 30 lune As at 30 June
2004 2003 2004 2003
$m $m Sm $m
{e8) Uither conanitmenis
Other expenditure commitments, other than commitments dealt
with in {a}, {b) and {c} above, which have not been recorded in
the finandal statements gre:
Withindgedr. . . L e 581 920 307 635
Within2-2years . ... .. 0 i 286 582 36 350
Within2-3gears . ... .. 0 0 L i i 228 521 27 308
WIthIn3-4years . . .. ... L i 183 515 20 313
Withing-54ears . ... ... 0 L i 132 156 1z 10
AFRIDURAIS . . . o L. i e 1,448 1,547 16 %
2,838 4,241 418 1,620
The other expenditure commitments above include contracts for purchase of
capacity, printing, engineering and operational support services, software
maintenance license fegs, naming rights and building maintenance. The above
commitments also include commitments relating to out investment in FOXTEL
frefer note 24) and commitments relating to information technology services
{other than those disclosed as capital commitments) as follows:
EOXTEL commitiments {i):
Withinlyear. . .o . 0 . 0 e e 198 193 - -
Within2-2years . ... .. 0 i 178 194 - -
Within2-3gears . ... .. 0 0 L i i 184 174 - -
WIthIn3-4years . . .. ... L i 160 163 - -
Withing-54ears . ... ... 0 L i p1:¥ g 133 - -
AFRIDUEANS . . . o L. . e 1,274 1,352 - -
2,078 2,209 - -
Commitments relating to information technology services (i) . . . .. .. L. L.
Withindgedr. . . L e 174 3%9 123 338
Withind-2years . ... .. L 0 i 37 306 & 277
Within2-3gears . ... .. . 0 i 27 297 1 270
WIthin3-4years . ... ... o i i 1 308 1 279
Withing-54ears . ... ... 0 L i 1 - 1 -
AR UEArS . . . L. L 1 - 1 -
241 1,316 131 1,164

14
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20. Experditure comraitments (corntinued)

{i} Our Joint venture entity, FOXTEL, has commitments amounting to
approximately $4,150 million{5§2,770 mittion) (2003: 34,418 miltion,
US$2,960 mitlion). The majority of our 50% share of these
comrmitments relate to minimum subscriper guarantees (M3G) for pay
television programming agreements. These agreements are for
petiads of between T and 16 years{2003: 1 and 17 Years) and are based
on current ptices and costs under agreements entered into between
the FOXTEL Partnership and various other parties. These minimum
subscriber payments fluctuate in accordance with price escalation
reduction formulas contained in the agreements,

Refer also to note 21 'FOXTEL minimum subsctiber guarantees’, for
further information.

{H) In fiscal 2003, commitments for information technology {IT}
services predominantly resulted from o contract with IBMGSA. Under
this contract, IBMGSA provided IT services to the Telstra Entity and
selected Australion controlled entities from 24 july 1997. The original
contract was for d period of 10 years. During fiscal 2004, we disposed
of our investment in IBMGSA and we negotiated changes to the
contract for 1T services. As a result, we no longer have any lohg term
commitments with this company. The modification of the service
contract resulted in the removat of $1,596 million of expenditure
commitments disciosed as ot 30 Juhe 2003. Refer 1o hote 3 for further
information.

Commitments with Reach Ltd {(Reach)

Under an International Services Agreement Australia (AISA)
previousty signed with our joint venture entity Redch, we are
committed to the purchase of switched voice, international
transmission and global internet access services to meet certain
percentages of our annual capadty requirement (“committed
services”). The committed services may also include the services for
the carriage of calls or data between places outside of Australia.

it fiscal 2003, the AlSA was updated to extend our commitment until
31 December 2010 in accordance with the terms of the new capacity
prepayment agreement (refer note 9 for further information). Under
the revised AISA, we are committed to the purchase of switched voice,
international transmission and global internet dccess services to meet
50% of out annugl capadty reguirement.
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21. Contingent liabilities and contingent assets

We have no significant contingent assets as at 30 June 2004. The
details and maximum amounts (where reasonable estimates can be
made) are set out below for our contingent Liabilities.

Talstro Bality
Cornenon law claims

Certain common law claims by employees and third parties are yet to
beresolved. As at 3¢ June 2004, management believes that the
resolution of these contingencies will not have a significant effect on
the Telstra Entity's financial position, results of operations ot cash
flows. The maximum gmount ofthese contingent liabilities cannot be
reasonably estimated.

Included In our common low claims is a litigation case made by the
Seven Network Limited and (7 Pty Ltd {Seven). In November 2002,
Seven commenced litigation against us and various other parties in
telation to contracts and grrangements between us dnd those other
parties. These contracts and arrangements relate to theright to
broadeast the Australian Football League and the National Rugby
League, the contract with FOXTEL for the provision of broadband
hybrid-fibre cooxial services (the Broadband Co-operation
Agreement], and other matters.

Seven seeks unspedfied damages and other relief, inctuding that
these controcts and arrangements are vold. Seven also seeks orders
which would, in effect, require a significant restructure of the
subscription televisionfsports rights market in Austratic. The matteris
proceading before the courts but is hot expected to have any
significant effect on our business, financial position, results of
aperations or cash flows.

Indemnities, performance guarantees and financial support

We have provided the following indemnities, performance guarantees
and financiat suppott through the Telstra Entity as follows:

» Indemnities to finandial institutions to support bank guaranteesto
the value of $350 mitlion {2003: $276 miltion) in respect of the
performance of contracts,

» Indemnities to finandal institutions in respect of the abligations of
our controlled entities. The maximum amount of our contingent
tiabilities for this purpose was $207 million (2003: $249 mitlon).

» Finandial suppott for certain controlled entities to the amount
necessdry to enable those entities to meet their obligations as and
when they folt due. The financiol support is subject to conditions
including individual monetary limits totalling $36 million (2003 $7
million) and a requirernent that the entity remains ocur controtled
entity.
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+ Guarantees of the performance of joint venture entities under
contractual agreements to o maximum amount of $213 million
{2003 $247 mitlion}.

+ Guarantees over the performance of third parties under
defedsance arrangements, whereby lease payments dre made on
our behatf by the third parties over the remaining terms of finance
leases. Thelease payments over the remaining period of the leases
faverage 12 years) amount to $981 mitlion {US$675 million) (2003:
$1,042 million {US$6%28 million)).

Refer note 20 for further details on the obove finance leases,

+ During fiscal 1998, we resolved to provide iBM Global Services
Austratia Limited (IBMGSA} with gudrantees issued on g several
basis up to $210 miltion as a shareholder of IBMGSA. Weissued o
guarantee of $68 million on behalf of IBMGSA duting fiscal 2000.
On 28 August 2003, we sold our shareholding In this entity (refer
note 3 for further information). The $68 million gquaranteelis
provided to support service contracts entered into by IBMGSA and
third parties, and was made with IBMGSA bankers, or directly to
IBMGSA customers. As at 30 June 2004, this guarantee hos still
been provided ond $142 million (2083: $142 million) of the 210
million guorantee facitity remains unused.

Upoe sale of our shareholding In IBMGSA and under the deed of
indemnity between shareholders, our liability under these
performance guarantees has been indemnified for all quarantees
that were in place at the time of sale. Therefore, the overall het
exposure to ahy loss associated with o claim has effectively been
offset.

+ Indemmnities to Telstra Growthshare Pty Ltd for all liabilities, costs
and expenses incurred by the trustee in the execution of the
powers vested in it. These indemnities are currently insignificant
to the Telstra Entity's finandal position, results of operations or
cash flows.

Controtied entities

Indemnities provided by our controlled entities

In fiscal 2004 and fiscol 2003, our controlled entities had no significant
outstanding indemnnities in respect of obligations to finandal
institutions and corporations.

Other

On 20 Jahuary 2004, we completed the sale of our 20.4% shareholding
in out associated entity PT Mitra Global Telekomunikasi Indonesia

(MGTI). Asaresult, wewere released from our contingent Habilities in
relation to MGTLL
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21. Contingent liabi

Controlled entittes feontinuedl

Other {continued)

The MGTH joint venture agreement (JVA) was reneqotiated during the
financdlal year ending 30 June 2000. As ot 30 June 2003, our controtied
entity Telstra Global Limited {TGL), under the JVA, was severally ligble
for calls against standby equity that would be made by MGT! if certain
conditions were met.

These contingencies included our tiability for calls against standby
equity under the JVA of $25 million (US$17 million} and our several
liobility if the other shareholders defaulted on their share of the
standby equity call of $162 million (US$68 million).

in addition, in fiscal 2003 our contingent labilities included a limited
recourse pledge over our shareholding in MGTl to support MGTI's
obligations uhder a previous loah agreement entered into between
MGTI and various lenders. The outstanding debt under this facility at
30 June 2003 amounted to $106 mittion (US$71 million).

Gthar
FOXTEL minimum subscriber guarantees

The Telstra Entity and its partners, News Corporation Limited and
Publishing and Broadeasting Limited, and Telstra Media Pty Lid and
its partner, Sky Cable Pty Ltd, have entered into agreements relating
to pay television programiming with various parties. Qur
commitments under these agreements relate mainly to minimum
subsctiber guarantees (MSG) {refer hote 20 for details of MSG
comrnitiments).

Aswe are subject to joint and several liability in relation to
aqgreements enterad into by the FOXTEL partriership, we would be
contingently liable f our partners in this relationship foiled to meet
any of their obligations. As d result, our contingent Habilities arising
from the above agreements are $2,075 million (2003: $2,208 million).

FOXTEL Equity Contribution Deed (ECD)

On @ January 2004, FOXTEL entered into & $550 mitlion bank facility
arrangement to fund its full digitel conversionh and launch of new
digital services. As part of this arrangement, we and FOXTEL's other
ultimate shareholders, News Corporation Limited and Publishing and
Broadcasting Limited, entered into an ECD. Under the ECD, FOXTEL1s
teqguired to call on d maximum of $200 million in equity contributions
in certain specified circumstances gs necessary to avoid default of a
finandlal covenant. These equity contributions are based on
ownership iterests and, as a result, our maximum contingent
Hability s $100 million.

ities and cordingent assets (continued)

We have no joint or several Hability relating to our parthers
contributions under the £ECD. The ECD expires oh 30 Aptit 2008,

Reach Ltd working capital facility

0117 June 2004, Telstra, together with our ca-shareholder PCOW
Limited (PCOW), bought o lodn facllity previously owed to a banking
syndicate by our 30% owhed joint venture Reach Lid and its controlled
entity Reach Finance Ltd (Reach). As part of this arrangement, the
shareholders olso agreedto provide a US$50m working capital facitity
to Reach. Under the facility, Reach is entitled to request from Telstra,
a maximum of US$25 million to assist in meeting ongoing operationat
reguirements. Drawdowns under this fadlity must be repaid gt the
end of each interest period as agreed between the parties and the loan
must be fully repaid by 31 December 2007, The applicableinterestrate
is LIBOR plus 2.5%. As at 30 June 2004, Reach has not made any
drowdown under this facility.

We have o jolnt of severdl liability relating to PCOW's US$25 mitlion
share of the working capital facility.

ASIC deed of cross guarantee

Adist of the companies that are part of our deed of cross guarantee
appeat in note 23. Each of these companies (except Telstra Finance
Limited} guarantees the payment in full of the debts of the other
named companies in the event of their winding up. Refertonote23for
further information.
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22. Buperannuation cormitiments

The employee superannuation schemes that we participate in or
spansar exist to provide benefits for out employees and their
dependants after finfshing employment with us. Itis our policy to
contribute to the schemes at rates specified in the governing rules for
accutmutation schemes, or af rates determined by the actuaries for
defined benefit schemes.

Superannuation Scheme {Telstra

Before 1 July 1990, eligible employees of the Telstra Entity were
members of the (55, The (55 1s a defined benefit scheme for
Commaonwealth Public Sector employees. Under the (55, we were
responsible for funding all employer financed benefits that arose from
1 July 1975 for our employees who were {55 members. As at 30 June
2004, we have no further obligations for the {55 members as the
Commonweadlth have assumed responsibility for this fund during the
current financlal year (refer below for details). Previously, employer
contributions by us, and other employers that participated in the (55,
were paid to the Commonwealth Consolidated Revenue Fund.
Employee contributions to the (585 were separately managed.

On 1 July 1990, Telstra Super was established. Telstra Super has both
defined benefit and accumulation divisions. A majority of our 55
members transferred to Telstra Super wher it was first established. As
(55 members transferred, the liability for benefits for their past
service wds transferred to Telstra Super and a transfer of assets was
payable from the Commonwealth to Telstra Super {otherwise known
as the deferred transfer value or DTV,

The benefits received by members of edach detined benefit scheme
take into account factors such as the employee’s length of service,
final average satary, employer and employee contributions.

i June 1999, the Minister for Finance and Administration signed o
document which allowed the (85 surplus {otherwise knowh as the
residuat notiondl fund surplus or RNES) based on the scheme’s
financial position at 20 June 19987 to be transferved to Telstra Super
over d 40 Year period. This amounted to $1,428 million at this date.
RNES amounts transferred to Telstra Super were taxed at the rate of
15%.

As at 30 Junhe 2003, Aleung FIAA completed an actuarial investigation
of Telstra's obligations under the {55 and K O"5ullivan FIAA completed
an actuarial investigation of Telstra Super. The next actuarial
investigation of Telstra Super is due to be completed by 30 June 2007
based on the scheme's financial position as at 30 June 2006.

The actuariat investigation of our obligations under the (S5 reported
that @ syrplus continued to exist. We restated the net scheme assets,
accrued benefits and vested benefits of our notiohal fundinthe (85 as
at 30 June 2003 based on the results of this investigation.
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0On 17 June 2004, the Commonwealth paid Telstro Super $3,125 million
in exchange for the removal of DTV or RNES payments and obligations
after 1 January 2004, This amount is equal to the volue of the DTV
asset of $1,890 mitlion and RNFS asset of $1,235 million, as reported in
the Telstra Super audited financial report as at 30 Juhe 2003. The
payment to Telstra Super is taxed at the rate of 15%.

As part of the settlement arvangement, the Comimonweatth has
assutned responsibllity for past, present and future liabilities in
respect of former and current Telstro employees who remain in the
{55, As aresult, we have no further ohgoing obligations for these {55
members.

The actuarial investigation of Telstra Super reported that a surplys
continued to exist. Asreported inthe recommendations within the
actuarial investigation, we are not expected to be required to make
employer contributions to Telstra Super for the financial year ending
3¢ June 2005. This contribution holiday includes the contributions
otherwise payable to the accumuotation divisions of Telstra Super. The
continuance of the holiday, is however, dependent onthe
performance of the fund and we will continue to closely monitor the
situgtion in light of the current market performance.

0On 31 August 2000, we aqreed with the trustee of Telstra Super to
make such future employer payments to Telstra Super ds may be
required to maintain the vested benefits index {VBI - the ratio of fund
assets to members' vested benefits) of the defined benefit divisions of
Telstra Super in the range of 100-110%. On 17 June 2004, the funding
deed wds subsequently revised and our contributions to Telstra Super
will now recommence when the VBl of the defined benefit divisions
fatls to 103%. Our actuary is satisfied that contributions to maintain
the VBI at this rate In accordance with the revised funding deed wilt
maintain the financial position of Telstra Super at o satisfactory tevel.
The VBl of the defined benefit divisions was 111% as at 30 Juhe 2004
{113% at 36 June 2003}

Other supgrannuotion sthemes

Our controlled entity, Hong Kong (SL Limited (MK C5L}, participatesin
a superannuation scheme known as the HK C5L Retirement Scheme.
The scheme has both defined benefit and accumulation divisions.

The HK (5L Retirement Scheme is established Under trust and is
adiministered by an independent trustee. The benefits received by
metnbers for the defined benefits scheme are based on the employees’
remuneration and length of service.

Before 1 Decemnber 2002, the employee liability of HK G5l formed part
of g scheme in the name of Pacific Century CyberWorks (PCOW)-HKT
Limited, which was HK CSL’°s previoys immediate parent. On 1
Decemnber 2002, HK (5L established the new HK (5L Retirement
Scheme.



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

22. Buperannuation cormitreents (cortinued)

Cthar superonnuation schames {oontis

The assets attributable to HK (5L of the previous scheme were
transfetred to the hew HK CSL Retirement Scheme along with an
additiohat lump sum contribution from HK CSL. This equated to the
aggreqote past service ligbility of the previous scheme and ensured
that the HK (5L Retirement Scheme was fully funded. Thetransfers
as at 1 December 2002 were based on an actuarial investigation
conducted by Watson Wyatt Hong Kong Limited. Annual actuarial
investigations are cutrently conducted for this scheme.

Firarciot position
The financial position of the defined benefit divisions of Telstra Super,

our notional fund in the €55, and the defined benefit divisions of the
HK 5L Retirement Scheme is showh as follows:

Met scheme assets Accrued benefits Net surplus {a)} Vested benefits

As at 30 June As at 30 June As at 30 June As at 30 June
2004 2003 2004 2603 2004 2603 2004 2603
$m $m $m $m $m $rn $m $m
TelstraSoper{l} . ... ... ... .. .. 4,113 4,222 2,992 2,847 1,121 1,375 3,710 3,729
COSEHY .. o B 6,630 B 4,234 - 2,356 - 4,409
HK 5L Retirement Scheme (iH). . . .. 76 &7 68 &7 8 - 67 &6
4,189 15,818 3,060 7,148 1,129 3,771 3,777 8,204
Less 85% residual notional fund surplus (i) B {1,050} B - B {1,059} - -
Total . ... .. L o oL 4,189 9,869 1,060 7,148 1,129 2,721 3,777 8,204

{u) Net surplus is the excess of net scheme assets over dccrued
benefits.

{ii) As ot 30 June 2004, the net scheme assets, deccrued benefits and
vested benefits of our notlonal fund in the {55 1s $nil. Subsequent to
the Commonwealth settling our obligations in the (85, we have no
further responsibility for our former and current employees who are
members of the (55,

(i} Amounts for the defined benefit divisions of Telstra Super have
been taken from the audited financial report of the scheme as at 30
June 2004 and 30 June 2003, The scheme gssets are stated at net
market values. As gt 30 June 2003, the (55 amounts show our share of the benefit
liability in respect to past service of out former and current employees
who are rmermnbers of the (85, The (55 amounts for 30 June 2003 are
based on hotional amounts determined in the actuarial valuation as

ot 30 June 2003, subject to the following:

As at 30 June 2003, Telstra Super net scheme assets included the
carrying value of the RNFS of $1,235 miltion. The RNFS balance
represented the {55 surplus position recognised as a receivable by
Telstra Super. This balance was based onh an approximation of the

vatue of the RNFS carried forward from an actuarial investigation
conducted as at 30 June 1997, infiscal 2004, the RNFS bolance was
settled by the Commonwealth and replaced with cash and
investments in the net scheme assets of Telstra Super.

BTV of $1,850 million were excluded from the (55 net scheme
assets, decrued benefits and vested benefits as Telstra Super were
responsible for {55 members that transferred to Telstra Super.
Amounts for the DTV have been recognised by Telstra Super. The
actugrial investigation condudted during the finandal year

As at 30 June 2003, the adjustment in the tablerepresented 85% of the
RNES which should bereduced from net schemme assets and net surplus
to eliminate the recognition of the C55 surplus by Telstra Super. Any

tesulted in the DTV refating to the (85 position being updated to
the amount recognised in the Hinandal statements of Telstra Super
as af 30 June 2003; aid

amounts transferred from the (55 to Telstra Super are taxed at the
rate of 15%.

the et surplus of $2,396 million excludes $502 milllon relating to
the present vatue of future service labilities. Byinduding the $502
million, the surplus of notionat assets over total iabilities for the
85 was $1,894 million.
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22. Buperannuation cormitreents (cordinued)
Firarciol pesition {fcontinued} Employer contributions
{HIY Amounts for the defined benefit divisions of the HK CSL Retirement Employer contributions made to

Scheme have been taken from the actugrial valuation of the scheme
as ot 30 June 2004 and 30 Juhe 2003. The scheme assets are stated at + the defined benefits divisions of Telstra Super were $nil for the past

het market values. three fiscal years;

+ the{SSwere$nil forthe past threefiscal years through to the date
investment types and estimated returns on those asset groups held of settlement;
by our significant superannuation schemes + the defined benefit divisions of the HK (5L schemae for fiscal 2004

wete $4 million {2003: $8 million; 2002: $7 million); and
Telstra Super/CSS {T)(il) + the decumulation divisions of Telstra Super for fiscal 2004 were 3

Estimated returns million {2003: $4 miltion; 2002: $6 mittion), including voluntary
As at 30 June satary sacrifice contributions made ¢t the discretion of the
2004 2003 employee of $1 miltion {2003: $1 million; 2002: $1 million}.
% %
These employer contributions are reftected in our statement of
Australianshares ... ... . ... ... 8.6 9.3 financlol performance. In addition, no asset has been recorded in our
internotionalshares . ... .. ... ... .7 8.7 statemnent of finandial position for any surplus ofthe superannuation
Listedproperty. . ... ... . ... L. 6.2 6.2 schemes.
Birectproperty. . ... ... . L. 6.2 7.5
Austratian fixed interest . . . .. ... .. &7 4.8
international fixed interest . .. . .. .. &7 4.6
Cash ... L. oL o oo 3.7 4.3

{i} Our estimates are based on expected 10 Year after tax returns.

{H) Until now, our actuaries catculate the financial position of our
hotional fund in the {55 as part of their actuarial investigation every
three years. In fiscal 2003, the assets of this scheme were
accumulated at the same rate of reture as that earned by Telstra
Super. As dresult, the expected after tax returns of the (55 were
identical to those returns expected to be generated by Telstra Super.
As ot 30 June 2004, we no longer have any involvemnent in the (55 as
previousty described.

The estimated period over which the benefits of our members willbe

returned Is 13 Years (2003: 13 years) for Telstra Super and 12 years in
fiscal 2003 for the (85
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Telstra Corporation Limited and controlled entities

2%, Investments by controtied erntities

Below is a list of our investments in controlled entities.

Country of Telstra Entity's recorded % of equity held by
Name of entity incorporation amount of investment {a) immediate parent
As ot 30 June As at 30 June
2004 2003 2004 2003
$m $m % %
Prarert antity
Telstra Corporationlimited (1} . . . .. . ... . ... . ..., Austratia
Controllad antities
Telecommunications Equipment Finance Pty Ltd * (9) Australia - - - -
Telstra Finance Limited (1368} . . . .. . ... . L. Australia - - 100.0 160.0
Telstra Corporate Services Pty Ltd {2} . . ... . ... ... . Australia & & 106.9 160.0
Transport Communications Australia Pty btd > .. 0 L o Austrabia 4 4 100.0 160.0
Telstra ESCP Trustee Ptyltd*{g8). .. . ... ... ... .. Australia - - 100.0 160.0
Telstra GrowthsharePtyltd*(8). . .. . ... .. ... . ... Australia - - 100.0 160.0
OnAustraliq Pty btd " (33{6)(12) .. ... . ... .. oL Austratia - 11 100.0 100.0
TelstraMedia Ptyltd* (3} . ... . ... .. Lo L0 Austratia 381 381 100.0 100.0
Telstra Multimedia Ptyltd{1). . . ... ... .. 0.0 Australia 2,678 2,678 100.0 160.0
Telstra International bimited {1y . . . ... oL oo L. Austrabia B84 B84 100.0 100.0
Telstra New Wave Ptybtd (1) . . ... ... .o o0 Australia 1 1 100.0 160.0
Hypertokens Pty ltd*{8}{18}. . ... .. ... .. ... ... .. Australia - - 100.0 100.0
Customer Contact Technologies Piy Ltd *(8){16). . . . . . .. Australia - - 100.0 100.0
Datad & Text Mining Technologies Pty Lid " (8] {16} . . . . . .. Australia - - 100.0 160.0
Lyrebird Technologies Pty Ltd "(B)(16). . . . . ... ... .. Australia B - 100.0 160.0
Telstra OnAirHoldings Pty Ltd*. . ... ... 0oL Aystralia 302 302 100.0 100.0
 Telstra OnAlr Infrastructure Holdings Pty ttd ™ . .. . L. Australia - - 106.9 160.0
+ Telstra 3G Spectrum HoldingsPtyltd "L . ... . .. Australia - - 106.9 160.0
Telstra Holdings Pty Led {1} . . . .. ... L. oL 0.0 Austratia i ¥ 7,293 100.0 100.0
+ Beijing Austratic Telecommunications Technical
Consutting Services Compony Limited (7}{11). . .. . .. China - - 100.0 160.0
* Telstra Holdings (Bermuda) No. 2 Limited (11} . ... .. Bermuda - - 100.0 100.0
o Telstra CSL Limidted (113, . . .. . ... oo Bermuda - - 100.0 100.0
» Bestelass Holdings Lkd {21} ... . ... .. L. British Virgin Islands - - 106.9 160.0
» Hong Kong CSL Limited {225, . ... ... .. .. Horg Kong - - 106.9 160.0
+ Integrated Business Systems Limited {11) . Honhg Kong - - 106.9 160.0
+ One2free Personalcom Limited (21}, . . . . Hong Kong - - 106.9 160.0
« CSliimited {21} ... ..o oL oL Hong Kong - - 106.9 160.0
+ Telstra Holdings (Bermudao)} No 1 Limited {11} . . . .. .. Berrmuda - - 100.0 160.0
+ Telstra International HK Limited (11} . .. . ... ... .. Horg Kong - - 106.9 160.0
» Tefstra IDC Holdings Limited {83 {11y . . . . ... . ... .. Bermuda - - 100.0 160.0
sTelstraJapanRetall KX {21} . ... 0oL oL 0oL Japan - - 106.9 160.0
» Telstra Singapore Preltd {11}, . . . . .. ... . ... .. Singapore - - 106.9 160.0
+ Telstra Global Limited {21}, . . . ... ... .. ... United Kingdom - - 100.0 160.0
+ Telstra Europe Limited (21) ... ... . .. ... .. United Kingdom - - 100.0 100.0
» Cable Telecomn {GB) Limited {213 {15L . . . . . . .. United Kingdom - - 100.0 -
» {able Telecom Europe Limited {11} {15). . . . . United Kingdom - - 100.0 -
« Cable Telecommunication Limited {11} {15} . . United Kingdom - - 100.0 -
» PT Telstra Nusantara {13} ... . ... . oo . Indonesia - - 100.0 100.0

{continued over page}
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23, Investments tre controtled entities (continued)

Country of Telstra Entity’s recorded % of equity held by
Narme of entity incorporation armount of investment {a} imimediate parent
As gt 30 fune As at 30 fune
2004 2603 2004 2603
$m $m % 9%
Contalled entities (coniinued)
sTelstralne {31}, . 0 L .. 0 L L e e United States - - 100.0 106.0
+ Telstra India {Private} Limdted {32} . . . . . . .. . ... .. India w - 100.0 100.0
# Telstra Limited (T1){16) . ... ... .. ... ... ... .. New Zeatand - - 100.0 100.8
+ Telfstra New Zeatand Holdings Limited {formerly
NDC New Zectand Limited) (5)011Y ... ... . ... ... New Zeatand - - 100.0 100.0
+ TelstraClear Limited {22} . . . . .. ... .o .. New Zealand - - 100.0 100.0
» TelstraSaturn Holdings Limfted (22}, . . . .. . .. New Zealond - - 100.0 100.0
« CLEAR Communications Limited {11} . . . . .. New Zeatand w - 100.0 100.0
Telstra Communications Limited {1} . . ... .. ... ... .. Australia 29 25 100.0 1006
* Telecom Austratia (Saudi) Company
Limited (6}{73(10) {11y . . .. ... ... Lo L. Saudi Arabia - - £0.0 56.0
Telstra Rewards Pty ltd *. .. . ... ... o o L oL Australic 14 14 io00.0 100.0
sTelstraVisaCard Trust {6} . .. . .. . ... .. ... .. Australic - - 100.0 100.0
«Qoantas Telstre Card Trust{e) . . ... . ... ... ... Australia - - 100.0 100.0
* Telstra Visa Business Card Trust (8 .. . ... ... . ... Austratia - - 100.0 100.0
Telstra Media Holdings Ptybtd {1y . .. . oL 00000000 Austratia 29 29 i00.0 100.6
+ Telstra Enterprise Services Pty Ltd (1) . . ... . ... . .. Austratia - - i00.0 100.6
sTelstraPay TVPIY LI (L), .o oo Australia - - 100.0 100.6
Telstra Services Solutions Holdings Limited (formetly Telstra Austratia aos 358 100.0 106.0
(B Holdings L¥d}{23{5). . . . ... ... o L. L oy
s Telstra CB.net Limited 1), .. ... oL oL . Austratia - - 100.0 100.0
* Telstra (B.Com Limited {1}, . . .. . ... . ... ... Austratia - - 100.0 100.6
* Telstro CBisbimited {1, . . .. ... o oL Australia - - 100.0 100.0
+ Telstra eBusiness Services Pty Ltd (formerly InsNet
PryLed) (13{(5) . .. ... ... ... L Austratia - - 160.0 100.0
» Austratasian insurance Systems Pty Lid (1) . . .. Australia - - i00.0 100.6
» TRCComputer Systems Pty Lid (1. . ... .. . L. Austratia - - i00.0 100.6
fDBALIMmited {1}, . . ... ... ... L. ... Austratia - - 106.0 100.6
« Brokerlink Prglad{t} . . . . ... ... ... .. Austratia - - 81.3 g81.3
= DBA Computer Systems Ptyltd(1). . . ... .. Austratia - - 100.0 100.6
+ Brokertink Pty Led (1) . ... . ... oL Austratia - - 18.7 18.7
+ Uniink Group Pty LEd " (3} . . .. ... . ... Austratia - - i00.0 100.6
Network Design and Construction Limited (2} .. . ... . .. Austratia 177 177 100.0 100.0
+» NDU Global Holdings Prg Ltd {2} . . . ... ... . ... Australia - - 100.0 100.6
« NDC Telecommunications India Private Limited {11}, India - - 88.0 6.0
«PTNDRCindonesiaf11) .. ... . ... .. ... .. Indonesia - - 85.0 $5.0
» NDC Global Philippines, Inc (8} {7} (11} ... ... ... Philippines - - 100.0 100.0
» NDC Global Services {Thailand) Limited (6} {11}. . . . Thaland - - 49.0 48.0
+ NDC Globat Holdings {Thailand} Limited {6} (11} . . . Thailand - - 49.0 43.0
» NDC Global Services { Thailand) Limited (6) {11). . Thatland - - 1.0 51.0
» NDC Globat Services Malaysia Sdn. Bhd (8} (11} . . . Mataysia - - 160.0 100.0
+ NDU Global Services Pry btd(ay. . . ... ... 0 L. . Austratia - - 100.0 100.8
+« NDC Telecommunications India Private Limited {11}. India - - 2.0 -

{continued over page}
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23, Investments tre controtled entities (continued)

Name of entity Country of Telstra Entity's recorded % of equity held by
incorporation amount of investment {a) immediate parent
As ot 30 June As at 30 June
2004 2003 2004 2003
$m $m % 9%
Contalled entities (coniinued)
SenmslsPRybtd (1) ... ... ... L L Austrabia 87 121 100.0 100.0
» (itySearch Australia Ptyltd*. .o oo 0oL 0oL Australia - - 100.0 100.0
 CitySearch Canberra Ptyitd ™. . ... 000 0L 0 Austrabia - - 100.0 100.0
+ Trading Post Group Pty btd (13{(2) (14 ... ... ... .. Australia - - 33.0 -
+ Trading Post {Australia} Holdings Pty Lid (13 {14). . . . . Australia - - 100.0 -
+ Trading Post Group Pty Ltd (1) {2} (14} Australia - - &7.0 -
» The Melbourne Trading Post Pty Ltd{1) (2} {14} . . Australia - - 100.0 -
» The National Trading Post Pty Ltd * (1) (2} {14} Australia - - 1006.0 -
= Australion Retirement
Publications Pty Ltd * {2} {2) {14} . . . . . .. .. Australia - - 100.0 -
» Collectormania Australia Pty Lid * (1} (2 (14} . . . Australig - - 100.0 -
» The Personal Trading Post Pty Lid {13{2}{14) . .. Australig - - 100.0 -
» Auto Trader Austratic Pty Ltd (2} (23(24) . .. . .. Australig - - 100.0 -
= WA Auto Trader Pty Lid (1) (23{14} . . . .. . .. Australia - - 100.0 -
= Sydney Buy & Sell Pty btd " (2) {14} . . ... .. Australia - - 100.0 -
« Sydney Auto Trader Pty Lid " (2){14) . . .. .. Australia - - 100.0 -
»AdMag SAGNSW Pty Lid *(23{14). . . . ... . .. Australia - - 100.0 -
»AdMag AGI Pty Ltd *(2)(14). . . . .. . ... .. Australia - - 100.0 -
» Trading Post (AW} Pty ltd (23 (24). .. . . ... .. Australia - - 100.0 -
« Warranty Direct (Australia} Py Lid * (25 (14] . . Australia - - 100.0 -
» Just Listed Pty Lvd * (13€23(14) . ... ... ... .. Australia - - 100.0 -
» Trading Post (TCA} Pty Ltd {13 (2} {14} . . . .. . .. Australia - - 100.0 -
» Research Resources Pty Ltd *{23(14). . .. . .. Australia - - 100.0 -
+ Queensiand Trading Post Pty Lid * (2} {14) . Australia - - 100.0 -
+ Trading Post Marketing {(Qld)
Prultd (2j(1a) ... . ... .. . ... . Aystratia - - 100.0 -
+ Trading Post on the Net Pty Ltd * {2} {14) Australia - - 100.0 -
= Trading Post Austratia Pty Lid (1}{2)} (14} . . . . Australia - - 100.0 -
= Appraised Stoff Agency Pty itd *(2)(14) . . .. Australia - - 100.0 -
« Tradernet Pty Lid *{23{14)}. . . . ... . ... .. Australia - - 100.0 -
= Trading Post Classifieds Pty Ltd *(2)(14) . . . . Australia - - 100.0 -
= Trading Post On Line Pty Lid *{2){14) . . . . .. Australia - - 100.0 -
sTelstraRetail Ptyltd*(6) . .. ... ... .. ... .. ... Australia - - - 160.0
*SensisHoldingsPrylid*. . ... . ... .. oL Australia - - 100.0 100.0
sinvizage Prybbd "(13). .. .. .. oL oL oLl Austratia - - 5.0 -
» Padific Access Enterprises Ptyltd *(6). . . .. . ... .. Australia - - - 160.0
+ WorldCorp Holdings (8} Pte Ltd{a) {22} . . .. . . ... .. Singapore - - - 100.0
» WorldCorp Publishing Ptelid{e){11) . .. . . ... .. Singapore - - - 100.0
Total investment in consolidatedentitfes . .. ... 0 L. . 12,537 12,028
{a) The amounts recorded are before any provision for reduction in * These entities dre Australian small proprietary limited companies,
vatue. which gre not required to prepdre and lodge individual audited
financial reports with the Austratian Securities and Investment
Lommission.
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23, Investments tre controtled entities (continued)

ASIC deed of cross guarantee

{1} The following companies have entered into o deed of cross
guaranteedated & June 1996 {or have been subsequently added tothis
deed by an assumption deed):

»  Telstra Corporation Limited;

»  Telstra Holdings Pty Ltd;

»  Telstra international Limited;

»  Telstra Communications Limited;

» Telstra New Wave Pty Ltd;

»  Telstra Multimedia Pty Lid;

» Telstra Media Holdings Pty Lid;

»  Network Design and Construction Limited;

»  Sensis Pty Lid;

»  Telstra Services Solutions Holdings Ltd (formerly Telstra (B
Holdings Limited);

»  Telstra CB.net Limited;

»  Telstra CB.Com Limited;

»  Telstra CB.fs Limited,;

»  Telstra eBusiness Services Pty Lid {formerly InsNet Pty Lid),

»  Austrolasion Insurance Systems Pty Ltd;

» TRC Computer Systems Pty Ltd;

» DBA limited;

» Brokerlink Pty Ltd;

» DBA Computer Systems Pty Lid;

»  Telstra Enterprise Setvices Pty Lid;

» Telstra Pay TV Pty Lid;

» NDC Global Holdings Pty Ltd;

» NDCGlobal Services Pty Ltg;

» Telstra Corporate Services Pty Ltd;

» Trading Post (Austratic) Holdings Lid #;

» Trading Post Group Pty Ltd #;

» The Melbourne Trading Post Pty Lid #;

» Collectormania Australia Pty Lid #;

» The Personat Trading Post Pty Lid #

» Auto Trader Australia Pty Ltd #;

» WA Auto Trader Pty Ltd #;

» The Nationat Trading Fost Pty Ltd #

»  Australian Retirement Publications Pty Ltd #

» Just Listed Pty Lid #,

» Trading Post {TCA) Pty Ltd #; and

» Trading Post Australia Pty Ltd 4.

Telstra Finance Limited is trustee to the deed of cross quarantee.

# These entities were added to the deed of cross guarantee during
fiscal 2004 by an assumption deed dated 11 June 2004,

100

The deed of cross guarcntee was formed under ASIC Class Order 98/
1418, Tnctuding those subsequent amendments made. This class order
was dated 13 August 1598 and has been subsequently amended by
class ordets 982017, 60321, 01{1087, 02/248 and 02{1017. Under this
class order and the deed of cross guarantee, the compadnies lsted
above, except for Telstra Finance Limited:

+ form a dosed group and extended closed group as definedin the
class order;

+ donot have to prepare and lodge audited financial reports under
the Corporations Act 2001, This does not apply to Telstra
Cotporation Limited, and

+ guarantee the payment in full of the debts of the other named
coimpanies in the event of thelr winding up.

The consolidated ossets and liabilities of the closed group and
extended closed group at 30 June 2004 and 30 Juhe 2003 are presented
according to ASIC class order 981418 {as amended} as follows. This
excludes Telstra Finance Limited. Altsignificant transactions between
members of the closed group have been eliminated.
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23, Investments tre controtled entities (continued)

ASIC deed of cross guarantee (continued)

Closed Group Statement of Financial Position Closed Group
As at 30 June

2004 2603

$m s

Current assets

Cash assels | . . . L L e e e e e e e 604 1,187
ReECeivabEes . . . L L L e e e e 3,856 3,509
RO S L . L L e e e e e e 200 238
Other dssets. . . L e e e e e 697 783
Total clrrent GsseES . . L L L L L e e e e e 5,087 5,717

Wor currend gssets

ReECeivabEes . . . L L L e e e e 1,760 1,848
wventories L. oL L L L e 10 14
investments - accounted for using theequitymethod . ... ... 0 L oo 0oL 41 59
vestments-other ., . . . . L L e e e 2,596 2,632
Property, plantandequipment. . .. .o L Lo oL o L oo oo 21,567 21,766
Intangibles-goodwill ... ... L oL L L 248 81
nfangibles-other. . _ .. 0oL oL oL ol 817 189
Other dssels. . . . L e e e e e 2,324 2,515
Totalnoncurrent assels . . . o L L L L e 29,163 29,108
L i T 4 OO A 34,220 34,825

Cuyrent Hobitities

Pagables. . ... . . L 1,999 2,194
nterest-bearing liabilities. . ... ... ..o Lo L L oo oo oL oio oL 3,753 1,650
cometaxpaygable. . . L. Lo Lo o 509 614
PrOVISEONS . o L L L e e e e e e e 350 348
Revenuerecelved In Gdvdiice . . . .. . L L L L e e e 1,075 1,180
Total current Habilities . . . . . 0 L 0 L e e 7,686 5,986

W cinvent Bobitities

Pagables. . ... . . 47 48
nterest-bearingliabilities . . .. . ... .. L L L 9,014 11,231
Provision for deferred Tncometdx .« . . . L L e e e 1,748 1,753
PrOVISEONS . o L L e e e e e e e 58 780
Revenuereceived inadvadnce . . .. . L L L . L e e 408 433
Total noncurrent ligbilithes . . 0 0. 0 L L L 11,975 14,255
o R 19,661 20,241
L R 14,559 14,584

Sharetuiders equity

Contributedequity . . ... ..o . L o 8,073 6,433
RESBEVES . L L . L e e e 41 38
Retalnedprofits . ... .. 0 L L ol 8,445 8,112
Shorebolders eguity ovaliobletothe dosedgrowss 0oL L o Lo . 14,559 14,584
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23, Investments tre controtled erntities (continued)
ASIC deed of cross guarantee (continued)

{1} {continued}

The consolidated net profit of the Closed Group ond Extended Closed

Group for the fiscal Years ended 30 June 2004 and 30 June 2003 is

presented according to ASIC class order 981418 {as amended} as

follows.

This excludes Telstra Finance Limited. All significant transactions
between members of the Closed Group have been eliminated.

Closed group statement of financiat performance and retained profits reconciliation Closed Group
Year ended 30 June
2004 2603
Note $m $m

Chreknry aottvitios

Profit before Incorpe F0m @RBETIIE . L . L L L L L i e e e e 5,867 3,949
HICOMEION @XPETISE. L L. L. e e 1,700 1,502
Mot profitavaitoble tothe closed groun ..o 0 L L L L 4,167 2,447
Retained profits at the beginning of the finandal year available to the closed group . . . 8,112 7,623
Sharebuy-back . ... L. oo L e 18 {649} -
Tramsferoutofclosedgroup. . . .0 o .. 0 L L L L oL 1 -
Transferstoretainedprofits{a). . . .. . (.. L. L oo Lo o B {22}
Effect on retained profits from additions of new entitiestothedosed group . . . . .. .. - {6}
Fetobavoelilobie for dialelbulors . L L. L L e e e 11,631 10,042
Dividendspald . . ... L. L e i 7 3,186 1,930
Retaliraed profis af the end of the financiet geor aveiloble to the closed group . L. L. 8,648 8,112

{2} On similar terms to the deed of cross guarantee formed by certain + Trading Post on the Net Pty Ltd;

companies of the Telstra Group in {1}, the following wholly owned + Trading Post Australia Pty Lid;
compahies of Trading Post Group Pty Ltd have also entered into a deed +  Appraised Staff Agency Pty Ltd;
of cross guarantee dated 11 December 2001: + Tradernet Pty itd;
+ Trading Post Classifieds Pty Ltd; and
» The Melbourne Trading Post Pty Ltd; + Trading Post On Line Pty Ltd.
» The National Trading Post Pty Lid;
»  Australion Retirement Publications Pty Ltd; The Trading Post Group Pty Ltd and its controlled entities are no
» Collectormania Australia Pty Lid; lehger required to prepare and todge audited financial reports under
» The Personal Trading Post Pty Ltd; the Corporations Act 2001 due to theinclusion of various companiesin
» Auto Trader Australia Pty Ltd; the group in our deed of cross quarantee via an assumption deed
» WA Auto Trader Pty Lid; dated 11 June 2004,

»  Sydney Buy 8 Sell Pty Lid;

»  Sydney Auto Trader Pty Lid;

»  AdMag SA & NSW Pty Ltd;

»  Ad Mag AGE Pty Lid;

» Trading Post {(AW) Pty Ltd;

»  Warranty Direct {Australia} Pty Lid;

» Just Listed Pty Lid;

» Trading Post {TCA) Pty Lid;

» Research Resources Pty Lid,;

» Queensland Trading Post Pty Ltd;

» Trading Post Marketing (Qld) Pty Ltd;
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{3} The following companies ceased 10 be party to the deed of cross
guarantee due to d revocation deed dated 24 October 2003:

+  OnAustratic Pty Ltd;
+ Telstra Media Pty Ltd; and
+  Unilink Group Pty Lid.
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23, Investments tre controtled entities (continued)

ASIC deed of cross guarantee (continued)

{4} Buring fiscal 2003, we sold our remaining shareholding in Solution
6 Holdings Limited {(Solution 6). As a result, the foreigh currency
transtation and general reserves arising from equity accounting our
investment in Solution 6 were transferred out of reserves and into
retained profits.

Change of company names
{5) The following entities changed names during fiscal 2004:

» NDUNew Zealand Limited changed its hame to Telstra New
Zeatond Holdings Limited on 1 July 2003;

» InsNet Pty Ltd changed its name to Telstra eBusiness Services Pty
Ltd ot 28 Novernber 2603, and

» Telstra CB Holdings Limited changed its name to Telstra Services
Saolutions Holdings Limited on 6 April 2004,

Liquidations

fe) As at 30 June 2004, the following companies were in voluntary
liguidation:

»  On Australic Pty Litd;

» Telstra IDC Holdings Limited,

»  Telecom Austratia {Saudi} Company Limited;
» NDC Global Philippines, Ing

» NDCGlobal Services (Thatland) Limited;

»  NDC Global Holdings {Thattand) Limited; and
» NDC Global Services Malaysia Sdn. Bhd.

The following companies were liquidated during fiscal 2004:

» Worldcorp Holdings {5) Pte Ltd on 17 October 2003; and
» Worldcotrp Publishing Pte Ltd on 17 Getober 2003.

The following compuanies were deregistered during fiscal 2004:

» Pacific Access Enterprises Pty Ltd; and
» Telstra Retall Pty Ltd.

Buting fiscal 2002, we entered into arrangements to transfer
responsibility for the operation and funding of the Telstra Visa Card,
Quantas Telstra Visa Card and the Telstra Visa Business Card loyalty
programs and related trusts from Telstra. Telstra’s Involvement with
these trusts will be dissolved during fiscal 2005.

Controlled entities with different balance dates

{7} The following companies have different balance dates to our
batance date of 30 June for fiscal 2004:

+  Telecom Austratia (Saudi) Company Limited - 31 December;

+ Beijing Austrolia Telecommunications Technical Consulting
Setvices Company Limited - 31 December; and

+ NDC Global Philippines, Inc - 31 December.

Finandal reports prepared as af 30 June are used for consolidation
purposes.

Rounded investments
{8} The cost of the Telstra Entity's investments in controlied entities,

which are not shown when rounded to the nedrest million dollarsis as
follows:

As at 30 June
2004 2003
$ $

Telstra Finance Limited. . . ... ... 5 5
Telstra ESOP Trustee Pty Lid. . . . .. 2 2
Telstra Growthshare Pty Lid. . . . .. b3 i
Hypertokens Ptyltd(1e). .. . .. .. 40,002 *
Customer Contact Technologies
Prylid{is} . ... ... ... ..... 2
Data & Text Mining Technologies
Prylid{is} . ... ... ... ..... 2 *
Lyrebird Technologies Pty Lid (16} . . 2 *

* These entities were not directly owned by the Telstra Entity as at 30
June 2003,

Controlled entities in which we have no equity ownership

{9} We do hot have an equity investment in Telecommunications
Equipment Finance Pty Ltd. We have effective control over this entity
through economic dependency and have consolidated it into our
group financial report. This company does not havesighificant assets
of tiabilities,

Controlled entities in which our equity ownership is less than or
equal to 50%

{10) We own 50% of the issued capital of Telecom Austratia {(Saudi}
Company Limited. We can exercise control overthe Board of Directors
of this entity in perpetuity, and therefore we have consolidated the
finandial results, position and cash flows of this entity into our group
finandal report.
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23, Investments tr: controtled ertities (continued)

Controlled entitles not individualty audited by the Australian
National Auvdit Office

{11 Companies not audited by the Australion National Audit Office,
our Australian statutory auditor.

Dividends and distributions received by the Telstra Entity

{12} The Telstra Entity received o distribution of $153 mitlion from On
Australia Pty Ltd during fiscal 2004, of which $142 million was
classified as dividend revenue and $11 million as d return of capital.

There were no significant dividends recelved by the Telstra Entity
during fiscal 2003 from our controlled entities.

New incorporations and investiments

{135 On 31 March 2004, we acquired a 75% controtling interest in
invizage Pty Ltd. The amount initially invested was not significant.

{143 On 5 March 2004, we purchased 100% of the share capital of
Trading Post {Australia) Holdings Pty Ltd and Tts controlled entities
{Trading Post Group} for total consideration of $638 miltion. This
included payments for shares {including associated acquisition costs)
of 5448 miltion and the repayment of Trading Post Group loans of $196
mitlion. We recorded goodwill of $179 million as a result of this
putchase.

Qur investment in Trading Post {Austratia) Holdings Pty Ltd includes
its controtied entities os listed below:

» Trading Post Group Pty Ltd;

» The Melbourne Trading Post Pty Ltd;
» The Nationat Trading Post Pty Ltd;

»  Australian Retirement Publications Pty Lid;
» Collectormania Austratia Pty Lid;

» The Personal Trading Post Pty Ltd;

» Auto Trader Australia Pty Lid;

» WA Auto Trader Pty Lid;

» Sydney Buy & Sell Pty Lid;

»  Sydney Auto Trader Pty Lid;

»  AdMag SA & NSW Pty Ltd;

»  Ad Mag AGE Pty Lid;

» Trading Post (AW) Pty Lid;

»  Warranty Direct {Australia} Pty Lid;
» Just Listed Pty Lid;

» Trading Post {TCA) Pty Lid;

» Research Resources Pty Lid,;

» Queensland Trading Post Pty Ltd;

» Trading Post Marketing (Qld) Pty Ltd;
» Trading Post on the Net Pty Ltd;

» Tradihg Post Australia Pty Ltd;

»  Apprdised Staff Agency Pty Ltd;

» Tradernet Pty Ltd;
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+ Trading Post Classifieds Pty Ltd; and
+ Trading Post On Line Pty Ltd.

Trading Post (Australia} Holdings Pty Ltd andits controlied entities are
publishing and internet classified businesses i Australia. The group
operates 22 print publications, 5 online sites and two automative
inserts,

{15) On 13 February 2004, Telstra Europe Limited purchased 100% of
the sharesin Cable Telecom (GB) Limited for 35 million. Thisresulted
in the recognition of $23 million of goodwill on consolidation.

Qur investment in Cable Telecom {GB) Limited includes its wholly
controlled entities as listed below:

+ Lable Telecom Europe Limited; and
+  {able Telecommunication Limited.

Cable Telecom {GB} Limited is a reseller of voice services to companies
in the United Kingdom.

Sales and disposals

{16) The following entities were sold between entities within the
Telstra Group:

+ 0n 13 November 2003, Telstrd Enterprise Services Pty Ltd sold its
investment in Telstro Limited to Telstra Holdings Pty Lid; and

+ The following entities were sold by Telstra New Wave Pty Ltd to
Telstra Corporation Limited on 30 June 2004:
+ Hypertokens Pty Ltd;
+ Customer Contact Technologies Pty Ltd;
+ Data & Text Mining Techhologies Pty Ltd; end
+ Llyrebird Technolagies Pty Ltd.
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24, Investments in joint verdure entities and vssocioted entities

Our investments in joint venture entities are (isted below:

—

Name of joint venture Principal Ownership Telstra Group’s carrying Telstra Entity’s carrying
entity activities interest amount of investment ) amount of investment (*)
As at 30 lune As at 30 June As ol 30 lune
2004 2003 2004 2003 2004 2003
% % $m $m $m $m
0y doint venturs entities
FOXTEL Partnerships(#)({c) . ... Paytelevision 500 50.0 B L3 - -
Customer Services
Plultd{c) . . ... ... . ... .. Customer service 500 50.0 B - - -
EOXTEL Management Management
Prylid{t}. .. ............ SETVICes 0.0 50.0 " - - -
FOXTEL Cable Television Pty Ltd
€3 13 H RN Pay tetevision 80.0 80.0 B - - -
interngtionat
Reach Lid {incarporated in cohnectivity servicesto
Bermuda)(a) {13y . ... .. .. wholesale customers 500 50.0 B - - -
Call centre services and
Stellar Call Centres Pty Lid (2). . . solutions 500 50.0 11 11 3 3
Xantic BV. (incarporated in The  Global satellite
Netherdands}{a} (7} . . . .. . ... communications 150 35.0 29 T4 29 -
Toll free nurmber
TNAS Limited {incorporated in portobility n New
New Zealand){(bi{e) . .. ... .. Zevland 33.3 33.3 - - - -
Acquisition and
marketing of 1300
1300 Austratia Pty Lid {1}{6}. . . . “phone wards” 500 - B - - -
note 11 40 129 32 3

Unless noted above, all investments have a balance date of 30 June
and are{ncorporated in Austratia. Where thereis a different balance
date, financiat reports prepared os at 30 June dre used for equity
accounting purposes. Our ownership interest in joint venture entities
with different bolance dates is the same as above unless otherwise

noted.

{#) This includes both the FOXTEL Partnership and the FOXTEL

Television Partnership.
{1} Balance dote s 31 Decemnber.

{b)} Batance dote ls 31 March.

{e) Equity accounting of these Investments has been suspended and
the investment is recorded at zero due to losses made by the entities

andfor reductions in the equity accounted carrying amount.

{*}The Telstra Group carrying amounts dre caleuloted using the equity

method of accounting. The Telstra Entity’s carrying amounts are ot
cost less any provision for reduction In value.
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2&. Investments in joint verdure erntities and associoted entities (continued)

Our investments in assoclated entities are listed below:

Name of associated Principal Ownership Telstra Group’s carrying Telstra Entity’s carrying
entity activities interest amount of investment ) amount of investment (*)
As at 30 lune As at 30 June As ol 30 lune
2004 2003 2004 2003 2004 2003
% % $m $rm $m $rm
(d Associaled entlities
IBM Global Services infarmation
Australia Limited (g} (2} (8} . . .. technoloqgy services - 226 B 2 - -
Austraian-Japan Cable Holdings
Limited (incorporated in
Bermuday(a}{cy . ... ... .. .. Network cable provider 39.9 39.9 " - w -
Sraart card transaction
ECard Pty Ltd{1){2} . . ... . ... processing 500 50.0 B 3 - 7
PT Mitro Globat Telekormumnikasi
indonesia (incorporated in Tetecommunications
ndonesiad {ad {2}y, ... . ... .. services - 20.4 B 25 - -
Superannuation
Telstra Super Pty lid(c){1j44) .. trustee 100.0 100.0 B - - -
myinternet Limited (¢j {10} . . . . Educational portal - 211 B - - -
Electronic transactions
Keycorplimited(c) . . ... . ... solutions 47.9 47.5 . - - )
Charitable trustee
Telstra Foundation Limited {5} . . organisation 100.0 100.0 B - - -
Citylink Limited (incorporated in  Provider of wholesale
New Zealand) (bI{e)(1}{8). . . .. fibre bandwidth - 27.1 B - - -
note 11 - 30 - 7

Unless noted above, all investments have a balance date of 30 June
and are{ncorporated in Austratia. Where thereis a different balance
date, financiat reports prepared os ot 30 June are used for equity
accounting purposes. Our ownership interest in associated entities
with different balance dates isthe same as that bolance date as above

unless otherwise noted.

{1} Balance dote s 31 Decemnber.

{b)} Batance dote ls 31 March.

{e) Equity accounting of these Investments has been suspended and
the investment is recorded at zero due to losses made by the entities

andfor reductions in the equity accounted carrying amount.

{*}The Telstra Group carrying amounts dre caleuloted using the equity
method of accounting. The Telstra Entity’s carrying amounts are ot
cost less any provision for reduction In value.
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2&. Investments in joint verdure entities and associoted entities (continued})

Share of joint venture entities’ and associated entities’ net losses/
{profits)

Year ended 30 June
2004 2003 2602
Sm $m sm
Qur net loss{(profit) from joint venture entities and assocdiated entities
has been contributed by the following entities:
odrd ventore entifiey
-FOXTELPavtnerships (). ... 0. oL oL oL oL L 47 &7
-StetlarCall Centres Phy btd (2. . L. o000 oo oo oo o oo {2} {2} {4}
SXaRtC B Y (Y. e e e 453 24 -
SReach L3d (13). . L L L L e o e - 946 {53}
- TelstraClear Lirndted {14) . . . . . 0 .. 0 . e - - 75
-DynergylonnectlP. L L oLl oo - - 12
- DataOre CorporationPteltd ... ... 0 oL oL oo oL - - 2
8% 1,015 79
Aupociated eriitien
- IBM Global Services Australio Limited (2}(8) . . . . . . . . L. L. {3) {6} {7
- Austrolian-Japan Cable Holdings Limited. . . ... ... o000 L - & 12
-Solutione Holdings Limidted (22} ... . ... .. oL Lo - 2 {9y
SECard Prylyd {1362} . ... L 2 10 i5
- PT Mitra Global Telekomunikasi Indonesia {11} . . ... . ... ... . {6) {2} {9}
{?) 10 2
78 1,025 81

{#) This includes both the FOXTEL Partnership and the FOXTEL
Television Partnership.
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2&. Investments in joint venture erndities and o

Raunded investments

{1} The carrying amounts of cur investments in joint venture entities
and associated entities which are not shown when rounded to the
nearest million dollars gre shown below:

socioted ertities (continued)

Carrying amount of investment

Telstra Group Telstra Entity
As at 30 lune Asat 30 June
2004 2003 2004 2003
$ % $ %
{1y Joint venture entities
FOXTELManagement Ptylid. . ... 0 L0000 1 1 - -
1300 Australia Py Lid(e)y .. ... ... ... L L 398,853 - 500,000 -
{1} Associated entities
BCordPtyltd (2. . .. .o 100,001 * 100,001 *
TelstraSuper Ptyltdf4) .. . ... .. oL L oo * * 2 2
Gitylinklimited{s} . . ... ... ... .. L. .. * 299,403 * -

* Equity decounted omount of investment is suspended and the
investment is recorded at zero due tolosses made by the entitfes oras
¢ result of reducing the equity accounted amount to zero.

** Investment rounded to grester than $1 million in fiscat 2003,

Dividends received from joint venture entities ond associated
entities

{2y Wereceived dividends ond distributions from the following entities
during fiscal 2004:

» Stellar Call Centres Pty Ltd $1.2 million (2003: $1.2 million};
» BM Global Services Austratio Limited $nit (2003: $4.9 million); and
» ECord Pty Ltd $1.4 million {2003 $nil).

Associnted entities and joint venture entitiesin which we own more
than 50% equity

{3} We own 80% of the equity of FOXTEL Cable Television Pty Ltd. This
entity is disclosed as d joint venture entity as the outside equity
sharehotders have participating rights that prevent us from
dominating the decision making of the Board of Directors. Effective
voting power is restricted to 50% and we have joint contral,

{4) We own 100% of the equity of Telstra Super Pty Lid, the trustee for
the Telstra Superannuation Scheme {Telstra Super). We do not
consolidate Telstra Super Pty Ltd, as we do not control the Board of
Directors. We have equal representation with employee
representatives on the Board. The entity is therefore classified as an
associoted entity as we have significant influence over it.
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{5} We own 100% of the equity of Telstra Foundation Limited {TFL). TFL
is limited by guarantee {guaranteed to $100} with Teistra Cotporation
Limited being the sole member. We did not contribute any equity to
TFL on Tncorporation. TFLis the trustee of the Telstra Community
Developtnent Fund and manager of Telstra's Kids Fund. We do not
consolidate TFL as we do not controt the Board of Directors. However,
due to our Board representation we significantly influence this entity.

New incorporations and changes in investments

{6} On 12 May 2004, we acquired 50% of the share capital of 1300
Australia Pty Ltd. The amount invested was hot significant.

{7} On 23 December 2003, ownership of our interest in Xantic BV, was
transferred to Telstra Corporation Limited from Telstra GlobalLimited.

Sale of investments

{8) On 28 August 2003, we sold our 22.6% shareholding in our
associgted entity 1BM Global Services Aystratia Limited (IBMGSA) for
$154 million {refer to note 3 for additional details).

{5} On 1 October 2003, we sold our 27.1% shareholding in Gitylink
Limited for $0.7 million.

{10} On 19 Decernber 2003, we participated in d share buy-back
undertaken by myinternet Limited that resulted in us disposing of our
entire ownership interest in this entity for nominal consideration.
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24, Investments in joirnt verture entities and associoted entities (continued)
Sale of investments (continued)

{113 On 20 January 2004, we completed the sale of our 20.4%
shareholding in PT Mitra Global Telekomunikasi Indonesia{MGTI).
Revenue fromm the sale of this Investrment amounted to $50 million,
resulting in a profit before income tax of $21 mitlion.

{123 On & May 2003, we sold 1 million of our shares in Solution 6
Holdings Limited {(Solution &) for $0.5 miltion, reducing our ownership
interest from 13.2%to 12.7%. On 19 Juhe 2003, we sotd our remaining
32 million shares for $16.7 mitlion.

As we were the largest single shareholder and had entitlement to
appoint a director to the Board of Solution 6, we had the capacity to
affect substantially the financdal and operating policies of the entity
and up untit the sale of the investment, we continued to equity
account this investment.

{13) During fiscal 2003 we wrote dowh the carrying amount of the
investment in our 50% owned joint venture, Reach Ltd. Equity
accounting of the investment is suspended and the investment s
tecarded at zero.

Thewrite down occurred due to the depressed conditfons inthe global
market for international data and internet capacdity resulting in high
levels of excess capacity, intense price competition and lower than
expected revenues. Refer note 3 for further information.

Other

{14} In fiscal 2002, we acguired a controlling interest in TelstraClear
Limnited (TelstraClear). Subseguent to this, TelstraClearis a controlled
entity and as such, nil share of (profits}{losses was recorded for equity
accounting purposes.
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24, Investments in joint verdure entities and associoted entities (continued)

The mavements in the consolidated equity accounted amount of our
Joint venture entities and assocdiated entities are summarised as

foltows:
Btk venture entities Bgnecioted entithes
Telstra Group Telstra Group
Yeor endedfAs at Year ended/As at
30 June 30 fune
2004 2003 2004 2003
Note $m $m $m i

Carrying amount of investments at beginningofyear . .. ... . . ... ... . ... 129 1,110 30 87
Additional investments made duringtheyear . .. . ... L L. oL ool - 49 - -

129 1,159 30 87
Share of profitsf{losses} beforeincometaxexpense . . . . ... ... oLl {81) {1} 10 {5}
Share ol MCOMeTAX EXPENSE . . . L. . .. . i e e e {4) {12} {3) {5}
Share of net profits/{iosses) afterincometaxexpense . ... ... . L. oL L {8%) {13} 7 {10}
Amortisation of uhrealised inter-entity profits after incometax . . . ... ... L. 2 24 - -
Write down of notional qoodwill and release of deferred profit of Reach btd. . . . . .. - {965} - -
Amortisationof notionalqoodwlll. . . . ... Lo L oo oL oL oL oL {2) {81} - -
Shareofnetprofitsfflosses) . . . ... . ... ... . .. L L o oL, {8%) {1,615} e {10)
Dividends and distributionsreceived . . . .. ... L L L o e e {1) {1} {1) {5}
Shareofreserves. .. . ... L L L i e - - - 3
Share of foreigh currency transtation reserve and movements due to exchange rote
ranslations. . . L e e {3) {14) {2) {7}
Sale, transfers and reductions of investments duting theyear .. . ... .. ... - - {34) £13)
Carrying amount of investments before reduction to recoverableamount . . . ... .. 40 129 " 55
Reduction in value of investrments to recoverableamount. . . ... o oo oL oL - - - {25)
Carrying amount of investmentsatendofyear . ... . ... .. . .00 11 40 129 - 30
Our share of contingent liobilities of joint venture entities
and assaciated entities - we are not directiylicbleforthese. .. . ... . ..o L. 2 3 " 28
Our share of capital commitments contracted for, by our joint
venture entities and assodiated entities - we dre not directly lable for these{a) . . . . 84 115 - 2
Qur share of other expenditure commitments contracted
for (other than the supply of inventories), by our joint verture entities
and associated entities - we are not directiy tiobleforthese{a}. . . . ... ... L. &7 147 & 55

fa) Qur share of commitments and guarantees of our joint venture
entities for which we are directiy lable are included within hote 20
and hote 21 respectively.
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24, Investments in joint verdure entities and associoted entities (continued)

Other disclosures for joint venture entities

Summarised presentation of our share of all of our joint venture
entities’ and assodiated entities’ assets, Habilities, revenye and
expense items (including joint venture entities and assodated entities
where equity accounting has been suspended):

bk veniure entities

Bnmoroioted antities

Telstra Group Telstra Group
Yeor endedfAs at Year ended/As at
30 June 30 fune
2004 2003 2004 2603
$m $m $m $m
Current assels . . . . L L L e e e e 297 461 27 105
Noncurrent asseES. . . L . . L L L e e e e 526 1,190 198 308
Total Gssets . L . L e e e e e e e 823 1,651 228 413
Current liabilitles . . . . o L. L e 598 556 38 152
Non current ligbilithes. . . .. 0L L L e 1,316 1,376 221 223
Total Uabilitles . . L . L L . e e e e 1,911 1,932 259 380
Nt 8BS . . . . L e e e e e e e e e {1,088) {281} {34) 33
Total FEVEIUES | L L L e e e e 1,383 1,721 76 438
Totalexpenses . . ... ... L L. 2,240 1,789 116 513
Losses beforeincometaXexXpense. . . . ... . ... .. L i e (887) {68} (40) {75}
Incometax expenseffbenefity. . . ... o L L L Lo Lo e {38) 23 - 7
Nt LOBES . L L L . . e e e e e e e (821) {91} {40) {82)
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26, Investments in joint verdure entities and associoted entities (continued)

included n the consolidated finandal report of the Telstra Group ore:

Japbret venture endithes

Aasirciated entithes

Telstra Group Telstra Group
As at 30 June As at 30 fune
2004 2003 2004 2003
$m $m $m $m
Amount of our recorded retained losses balance refating to
equity accounting our Joint venture entities and associoted
entities(i} . ... . .. oL o oLl (2,630) {2,545) (172) {179}
Amount of our recorded foreign currency transiation reserve
creditf{debit) balance relating to equity accounting our joint
venture entities and assoclatedentities . . ... 0oL L L. L. (16) {13} {6) {42)
Amount of aur recorded general reserve creditf{debit} balance
relating to equity accounting our joint venture entities and
assacigtedentities . . ... L L Lo Lol oo L - - 5 8

(i} The following items are included in this amount:

» share of net {losses)fprofits;

» adjustrent for initial unrealised inter-entity profit after income
tax expense;

» notiohat goodwitl amortisation and writedowns;

» deferred profits amortised; and

» reduction in value of investments to recoveroble amount.
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25, Directors’ rersuneration - salories and other bevefits

Fiscal 2004 is the first year we have been required to apply AASB 1046:
“Director and Executive Disclosures by Disclosing Entities”. The new
standard requires the disclosure of the remuneration relating to the
directors of the Telstra Entity. These disdosures arein more detalt
than previously required and now include a value attributed to equity
compensation.

The specified directors of the Telstro Entity for the year ended 30 Juhe
2004 were:

Donatd G McGauchie - Chalrman, Non Executive Director, appointed 1998, appointed Chairman 20 July 2004
John T Ralph - Deputy Chairman, Non Execotive Director, appointed 1996

Robert { Mansfield - Former Chairman, Non Executive Director, appointed 1999, resigned 14 April 2004
Zygmunt E Switkowski - Chief Executive Officer and Managing Director, appointed 1999

Samuel 4 Chisholm - Non Executive Director, appointed 2000

Anthony .} Clark - Non Executive Director, appointed 1996

John E Fletcher - Non Executive Director, appointed 2000

Belinda § Hutchinson - Non Execotive Director, appointed 2001

Latherine B Livingstone - Non Executive Director, appointed 2000

Charles Macek - Noh Executive Director, appointed 2001

Wiltiam A Owens - Non Executive Director, appointed 2001, resigned 6 May 2004

John W Stocker - Non Executive Director, appointed 1956

Birectors’ remuneration for the year ended 30 June 2004 is as follows:

Year ended fotal
30 June 2004 Primary benefits Post employment Equity compensation Other  Remoner-
ation
Deferred Other
Specified Sclary & Short term Nar- Superan- Other remune- Direct- Other Fees
Directors fees incentive monetary nuation {a} ration share equity [{3]
$ $ $ $ $ $ $ $ $ $

B MeGauchie . . . . . 45,871 “ 5,285 8,629 30,908 " 30,000 " 50,000 170,693
JRalph. . . ... L. 141,852 - 4,172 - 78,896 " 28,000 " - 252,920
R Mansfield (d). . . . 144,200 - 139 19,800 82,180 . 56,000 . - 302,319
ZSwitkowski{b) . .. 1,339,314 627,300 1,391 98,437 " 660,854 w 1,663,245 - 4,390,541
S Chisholmie) . . .. - B - - - - - - - -
Allork ... ... ... 87,650 - 5,338 8,550 47,932 - 19,000 - - 148,270
JEtetcher . . ... .. 37,800 . 1,720 1,200 24,008 - 35,000 - - 105,818
B Hutchinson . . . . . 59,661 - 3,512 6,480 71,790 - 13,859 " - 155,302
Clivingstone . . . .. 67,650 E 3,607 8,550 30,004 - 19,000 - - 128,611
ChMacek . .. ... .. 67,450 - 3,192 8,550 71,189 - 19,000 " - 175,981
W Owens(fl. . .. .. 46,156 - - . 74,083 . 30,000 . 31,529 181,766
JStocker. . ... ... 34,499 - 4,501 3,105 60,590 . 7,396 . - 180,091

2,051,761 627,300 32,887 169,301 578,270 660,854 327,285 1,663,24% 81,529 6,192,312
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25, Directors’ remureration - salories and other benefits (continued)

Directors’ remuneration for the year ended 30 June 2003 is as follows:

Year énded Primary benefits Post emplogment Equity compensation Dther Re.r::::e«
30 June 2003
ration
Deferred Other
Specified Solary & Shortterm  Non- Superan- Other remune- Direct- Other fees
Birectors fees incentive monetary nuation fa) ration share equity {c}
$ $ % % % % % % % %

DMcGauchie . .. .. 44,761 - 3,803 5,215 46,209 - 22,000 - 50,000 171,988
JRalph. ., ... .. 103,067 - 2,740 3,600 69,066 - 26,667 - - 205,140
RManstield. . . . .. 173,373 - - 24,000 99,101 - 53,333 - - 349,807
ZSwitkowski{b) . .. 1,343,880 750,000 8,551 10,520 - 298,920 - 1,356,276 - 3,768,247
S Chisholmie) . . .. - - - - - - - - - -
Allark . .. ... .. 57,302 - 3,531 7,850 44,279 - 17,667 - - 130,729
JEetcher . ... ... 44,290 - - 11,150 66,437 - 16,600 - - 132,477
B Hutchinson . . . .. 53,506 - 4,183 7,399 - - 15,8948 - - 81,037
Clivingstone . . . . . 49,372 - 4,284 6,848 66,854 - 15,000 - - 142,359
CMaocek . ... ... 57,302 - 2,746 7,950 - - 17,667 - - 85,665
WOwens, . ... ... 66,000 - - - - - 24,000 - 50,691 140,691
JStocker. . ... ... 49,225 - 2,562 5,978 81,963 - 48,531 - - 188,259

2,042,178 750,000 32,400 90,611 473,909 299,920 251,414 1,356,276 100,691 5,397,399

{u)} We have not paid any post employment benefits that are
prescribed benefits during fiscal 2004 or fiscal 2003.

{b} The managing director, Zygmunt E Switkowski is also chief
executive officer (C£0) of the company and is remunerated in g
manner consistent with senior executives. Please referto note 26 for
details of the components of the (£0°s and specified executives’
remuneration.

{c) These items relate to fees for services in addition to the director’s
Board duties.

{d) Mr Mansfield received a pagout of his accumulated retirement
benefits (Post employment - Other) of $396,644 after his resighation
from the Board on 14 April 2004, The retirement benefits of non-
executive directors are recognised in ditectors’ remuneration
disclosures each year over the period from first accruat to full
entitlement. The amount of $82,186 in the fiscal 2004 remuneration
table showh as other post employment remuyneration, represents the
amount of retirement benefit that Mr Manstield accrued during fiscal
2004 through to the date of his resignation.

{e) Mr Chisholm declined to receive fees for his Board dutiesto Telstra.
Mr Chisholm received fees of $150,000 (2003 nil) from FOXTEL for
services to that entity as a director,

{f) Mr Owens became eligible to receive post employment benefits for
the first time in fiscal 2004 and he therefore accrued $74,083 1n
benefits {Post employment - Other). This amount was paid out to him
after his resighation from the Board on 6 May 2004.
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25, Directors’ remureration - salaries and other benefits {continued)

Seilary ond fees

Telstra directors are remunerated in accordance with our constitution
which provides for the aggregate limit for directors’ fees tobeset and
varied by approval of a resclution at the annuat general meeting of
sharehotders. Qur constitution provides that the allocations of fees to
directors within the pool limit shall be determined by the Board.
Directors are required to take ot least 20% of their fees i shares, which
are purchased on market and included in equity compensation -
directshare in the remyneration table.

[t o (iry Bt
We provide directors with telecommunications and other services and
equipment to assist them in performing their duties, Fromtimeto
time we also make products and services avatiable to directars
without charge to allow directors to familiarise themselves with our
products and services and recent technological developments. Tothe
extent it is considered that this provides g personal benefit to a
director, it is included in primary benefits in the remuneration table.

Supgrannugtion

The directors may state a preference to increase the proportion of
thelr fees taken as superannuation. Where this occurs, we may
provide o greater percentage of the director’s fees gs superanhuation
conttibutions, subject to normal tegislative requirements, in order to
meet superanniation quarantee and other statutory obligations.

Hhigr post emplournant benefits

Telstra does not provide other post employment benefits to directors
appointed to the Board after 30 June 2002. The directors dppointed
priot to this date receive post employment benefits in the form of
retiremnent benefits. Directors become eligible for retirement benefits
on leaving office as ¢ director. Directors who have served @ years or
maore gre entitled to receive a maximum amount equal to their total
reruneration in the preceding 3 years. Directors who haveserved less
than ¢ years, but more than 2 years, are entitled to recelve d pro-rated
amount based on the total years served as o director. We disclose the
increment edrped for the current Year of service in post employment -
cthet.

Dirgcishore
Non- executive directors will receive a minimum of 20% of their fees by

way of d scheme known as directshare. Further details regarding the
aliocation of shares under directshare are included In note 15,

Other squity compensation

The remuneration of directors is not linked to performance of the
cotapany apart frotn any movement in share price reflected in the
directshare program. The items incduded in other equity
compensation in the remuneration table relate to Zygmunt £
Switkowski, the managing director and chief executive officer {CEQ) of
the compahy who is remUnerated in d manner consistent with senior
execytives. Please refer to note 26 for explanations regarding the
compohents of the CEQ's and specified executives’ remuneration.

ooty forserdices

iciviciol oo

There are no individual contracts for service with our non-executive
directors. Ihregard to the CEQ, where Telstra terminates his
employment prior to the expiration of his employment contract for
regsons other than for misconduct, hels entitied to 6 months notice,
ot payment in liev of notice, and an amount equal to 12 months pay.
Both elements are caleulated on fixed remuneration at the time of
termination.
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26, Executives' revnuneration - salaries and other benefits

Fiscal 2004 is the first year we have been required to apply AASB 1046:
“Director and Executive Disclosures by Disclosing Entities”. Inrelation
to executives, the new standard requires we disclose the
remuneration retating to certain spedfied executives. These
disclosures are In mare detail than previousty required and now
include g value attributed to equity compensation.

There were no specified executives that retired during the year ended
30 june 2004, The specified executives for the Telstra Group for the
year ended 30 June 2004 were as follows:

Bruce Akhurst - Group General Counsel and Group Managing Director, Telstra Wholesale, Telstra Broadband and Media
Douglas Campbell - Group Managing Director, Telstra Country Wide

David Moffatt - Group Managing Director, Telstra Consumer and Marketing, Fresident Telstra international

Ted Pretty - Group Manaqging Director, Telstra Technology, innovation and Product

Michael Rocca - Group Managing Director, Infrastructure Services

Bill Scates - Group Managing Director, Regulatory, Cotporate and Human Relations

John Stanhope - Chief Financial Officer and Group Managing Director, Finance and Administration

David Thodey - Group Managing Director, Telstra Business and Government

Specified executives’ remuneration for the year ended 30 June 2004 (s

as follows:
Year ended Primary benefits Post Equity compensation Total
30 June 2004 employment remuneration
Deferred
Specified Executives Salary & fees S.hort t?rm Non- Other Supet:an— remihme— f)ther equity
incentive  monetary nugtion ration instruments
$ % $ $ % % $ %
BAkhurkst . ... ... 157,632 299,700 489 - 129 368 178,454 640,027 2,005,670
D Campbett . ... ... .. 801,559 263,800 2,132 - 85,441 178,454 709,521 2,040,907
BMoffatt . ... .. ... . 980,248 267,600 - 400,000 11,002 201,290 165,972 2,626,112
TRretty .. ....... .. 963,700 247,600 1,677 240,000 36,300 205,258 692,897 2,387,432
MRocca . .. ... ... .. 603,770 276,800 2,112 . 71,230 131,998 486,561 1,567,011
BScales .. ......... 479,907 234,200 1,380 - 91,968 110,129 266,482 1,184,066
JStenhopefa) . . ... .. 546,820 250,000 657 - £6,120 92,854 409,182 1,385,633
DThodey . ......... 738,731 327,600 1,724 . 87,020 160,049 433,249 1,728,313
5,872,367 2,161,300 10,831 640,000 548,649 1,258,486 4,403,771 14,895,204

{a) Appointed Chief Financial Officer and a Group Managing Director,
Finance and Administration on 1 October 2003,
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26. Executives’ remuneration - salories and other benefits (continued)

Specified executives’ remuneration for the year ended 30 June 2003 1s
as follows:

Year ended Post . Totat
30 June 2003 Primary benefits emptoyment Equity compensation remuneration
Deferred
Specified Executives Salary & fees S.hort t?rm Non- Other Supet:an— remihme— f)ther equity
s incentive tnonetary nugation ration instruments
$ $ $ $ $ $ $
BAKhurst ... L. 728,797 356,000 835 - 94,703 80,549 556,752 1,817,636
BCampbelt ... ... L. 812,980 426,000 2,123 - 10,528 80,549 580,374 1,912,546
DMoffatt . ... ... .. 938,230 371,000 - 400,000 10,520 91,866 672,918 2,484,534
TPretty .. ......... 989,480 291,000 1,583 220,000 10,520 85,117 599,258 2,206,959
MRocco . ... L. 516,751 212,000 1,419 - 64,153 57,079 422,673 1,274,075
BScales .. ... ... L. 426,489 209,000 - - 10,520 46,361 212,184 504,554
BThodey . ......... 712,980 212,000 1,806 - 10,520 71,037 357,516 1,365,859
5,125,707 2,077,000 7,766 620,000 211,456 522,558 3,401,676 11,966,163
Totol compensation Stigrt ferm incentive

The Telstra Entity has o Nominations and Remunerationh Committee,
which is a committee of Board members accountable for reviewing
and recommending to the Board the remuneration arrangements for
the chief executive officer {CEQ) and senior executives repotting to the
CEC which includes the specified executives above. The committee
compares both the structure of the remuneration package and the
overdll quantum on d periodic basis by comparison to other major
corpotations in Australio. Additionally, the committee seeks advice
from an independent specialised remuneration consultant to ensure
that payments dre in line with general market practice and are
competitively placed to attroct and retain the necessary talent for the
critical work required by these roles.

The committee has adopted dset of principles used to quide decisions
telated to theremuneration of the (EQ and spedified executives which
are designed to link the level of remuneration with the financial and
aperational performance of the company. The arrangements must
be:

» simple and easy to communicate;

» transparent so thot alt elements are visible;

» linked to the performance of the company;

» differenticted based on individual performance;

»  market competitive to attract and retain talent;

»  fair and equitable; and

» oligned with the achievemnent of the company’s long term
business objectives.

The shott term incentive rewards the CEO and specified executives for
meeting or exceeding specific key annual business objectives linked to
the annual business plon at ¢ corporate, business unit and individual
level. Measures and targeted achievement levels are reviewed each
year to reflect changes in the business priorities for the forthcoming
year. The measures indude financial, custamer service, employee
opinion and individual measures that suppott our key business
objectives. Before any incentive is payable, o threshold must be
reached, according to the predefined measures. The plan also
provides that pagments are capped at d specified level.

fite

Han manst itn

rig b

We provide executives with telecommunications and other setvices
and equipment to assist them in performing their duties. Fromtimeto
time we also make products and services avattable to executives
without charge to allow executives to familiarise themselves with our
products and services and recent technological developments. Tothe
extent it is considered that this provides d personal benefit tothe
executive, it Is included in Primary benefits in the remuneration table
ahove.

Oth berafits

il

Relates to annual contract poyments made Lo executives for
continued service with Telstra or as part of their employment
contract. These payments were determined at the execotives’ initial
entry into their contract for employment with Telstra,
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26. Brecutives' remuneration - salaries ard otlher benefits (continued)
Fezsity bosed compensaiion

The Telstra Growthshare trust commenced in fiscal 2006, Throughthe
trust, Telstra provides for selected senior executives who contribute
significantly to sustained improvement in shareholder value to be
invited to participatein an equity based Long Term Incentive (LT plan
andfor an equity based deferred remuneration plan, on an annual
basis. Since the commencement of the plan, those selected senior
executives have been eligible to receive an allocation of options,
testricted shares, performance rights or deferred shares, or a
cambination of each in o given fiscal year. The options, restricted
shares and performance rights can only be exercised to obtain normat
ordinary shares between certain time periods and if spedificlong term
company performance hurdles have been achieved. Generally,
deferred shares can only be exercised after d certain period of service
has been completed. 12the hurdieis not achieved or theservice period
hot completed, the instrument will have a $hil value and will lapse.
For further detalls of the LTI plan and equity based deferred
remuneration plan, including detailed explanations of performance
hurdles and allocations, refer to note 19,

There is currently no AGAAP requiremnent to record an expense for the
fair value of the options, restricted shares, performance rights and
deferred shares issued in fiscal 2004 or fiscal 2003, However, AASB
1046: “Director and Executive Disclosure by Disclosing Entities” and
USGAAF require us to derive a value for these items and include the
vatue in out director and executive remuneration disclosures. An
optioh pricing model that takes into account various factorsincluding
the exercise price and expected life of the instrument, the current life
of the underlying share and its expected volatility, expected
dividends, the tisk-free interest rate for the expected life ofthe
instrument and the expected average volatility of Telstra’s peer group
compahies was adopted to derive a value.

Betails of the valuations derived since the commencement of the
Telstra Growthshare trust and the assumptions used In deriving those
vatues for fiscal 2004 are detailed in note 19, For further details on our
USGAAP disclosures, refer to note 30,

Irsdividual contracts for services

Wherte Telstra terminates the CEQ’s or other senior executives'
employment prior to the expiration of their employment contract for
reasons other than for misconduct, they are entitled to 6 months
hotice of payment inlieu of notice and an amount equalto 12 months
pay. Both elements are calcutated on fixed remuneration at the time
of termination.
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27. Retated party, directors’ and specified executives’ disclosures

LHeimeate controlling entis

The Commonwealth is the ultimate parent and controlling entity of
the Telstra Group. Telstra Corporation Limited is the parent entity in
the group comprising the Telstra Entity and its controlled entities.

Wesupply telecommunications services to, and acguire other services
from, the Commonwealth, its Departments of State, trading end other
agendes. These transactions are made within notmal customer/
supplier relationships on terms and conditions no mote favourable
than those available to other customers or suppliers. There areno
exclusive rights to supply any of these services. Services provided to
any ohe governmental department of gagency or the combination of
all of these services in total, do not represent d significant component
of our operating revenues, For these reasons, the financial reports do
hot disclose transactions relating to the purchase and sale of goods
and services from or to the Commonweatth, its Departments of State,
trading and other agencies.

aod wEeculi

Direciars dnd speci a5 of the Telsira Ervity

Refertonote 25 for details of the names of each personwhoheld office
as o director of the Telstra Entity during fiscal 2004 and refer to note
26 for details of the specified executives for the Telstra Group. Refer
alsa to these notes for detalls of directors’ and specdified executives’
remuneration, superannuation and retirement payments.

Loans to directors and spacified exacotives of the Telstro Ertity

No non-executive director of the Telstra Entity had a loan with the
Telstra Entity or any of s controlied entities at any time during fiscal
2004 ot fiscal 2003,

Telstra provided loans to senior executives, including the chief
executive officer, as it did for all employees, as part of their
participationin the Telstra Employee Share Ownership Plans
{TESOPST and TESQPes). Further details of the share plans and the
terms under which these loans were provided are containhed in hote
18. Theloahs were provided interest free and on the same terms as all
other eligible employees who participated in TESOPe7 and TESOPSS.
There were 5 specified executives who held loans during the year,
Details of the batance of theloans provided to specified executives are

as follows:
Year Ended
30 June
$
Balancegsati1July2003 . ... . L. L. 32,981
Amountsrepaid dutingtheyear . . ... . ... ... {2,593)

Bolanceosat 30 June 20084 . . ... ... L . 30,388

The balance gs at 1 July 2003 represents the highest amount of
indebtedness of specified executives during the year.

If the loans had not been provided free of interest, theinterest charged
oh an atrre's length basis would have been $2,255 for the year ended
30 Juhe 2004.

There were no hew loans provided during the fiscal year and there
were no lodns greater than $100,000 during the year.

pect execUiives of the

wloted entities

Each of the directors of the Telstra Entity and specified executives of
the Telstra Group have telecommunications services transactions
with the Telstra Group, which are not significant and are both trivial
and domestic in nature. The directors’ and specified executives’
personatly refated entities also have telecommunications services
with Us on notmal commercial terms and conditions.

Directors and specified executives are provided with
telecommunications and other services and equipment to assist them
in performing their duties. From time to time, we also make products
anhd services available to directors and specified execytives without
charge to enable them to familiatise themselves with our products,
servires and recent technological developments. Tothe extentitis
conhsidered that this provides o benefit to a director or specified
executive, it is included in their remuneration. Details greincluded in
notes 25 and 26.
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27. Retated party, directors” and specified executives” disclosures (continued)

tar's dned specified exacutive’s interests in shares of the

[hirec
[ttt
As af 30 Juhe 2004 and 30 June 2003, the directors and thelr personally
telated entities held share capital of the Telstra Entity divectly,
indirectly or beneficially os follows:

Total shares held
Shares acquired or as of 20 June 2004
Totat shares held Directshare disposed of by oratdateof  Shares that are
as at 30 June 2003 allocation other means leaving office held nominally
No. of shares No. of shares Mo. of shares No. of shares No. of shares
Bonald G McGavochie . . ... . ... 28,179 6,149 - 35,328 34,328
JobhnTRalph .. ... oL 00 52,204 5,739 - 97,943 96,943
Robert CMansfield (). . .. . ... .. 130,604 11,478 - 142,083 82,400
Zygmunt E Switkowski. . . . ... L. 155,810 - - 155,810 109,010
Sam M Chishobm {Ey. . ... ... ... - - - - -
AnthonytdCark . ... 0 ... L. 52,609 3,894 {7,307} 89,196 79,196
JobhnEFetcher . ... ... ... ... 40,850 7,210 - 48,060 48,060
Belinda I Hutchinson . . . .. .. ... 62,091 2,857 - 64, 948 27,837
Catherine B Livingstone .. . ... .. 34,297 3,894 {1,000} 37,191 26,791
ChartesMacek . . ... ... ... .. 37,568 3,894 - 41 482 41,462
Wittlam A Owens (i} . .. ... .. .. 7,495 6,149 - 13,844 13,644
JohnW Stocker. . ... ... L. 85,670 15,864 - 101,534 100,734
767,377 67,129 {8,307} 826,199 660,405
{i} Robert Mansfield resigned from the Boord on 14 April 2004.
fHy As fees are declined by the director, no directshares have been
altocated during fiscal 2004.
{Hi} William Owens resighed from the Board on 6 May 2004.
As gt 30 June 2004 and 30 June 2003, the specified executives and
thelr personally related entities had interests in the share capitol of
the Telstra Entity as foltows:
Total shares Shares acquired Total shares
held as at Ownshare Exercise of ordisposed of held as at Shares that are
30 June 2003 atlocation options by other means 30 June 2004 held nominally
Mo. of shares  No.ofshares  No.ofshares  No.ofshares  No.ofshares  No. of shares
Broce Akhurst, . . ... ... 62,491 - - - 62,491 54,711
Bouglas Campbell. . ... .. ... 37,200 - - - 37,200 27,500
BavidMoffatt. . . ... . ... .. 3,700 - - 3,700 3,100
TedPretty . ... . ... ... ... 152,400 - {150,000} 2,400 2,400
MichaelRocea . . .. 0oL L. 14,000 - - {2,000} 12,000 -
Bl Seabes . . ... 0.0 L L. 9,916 - - - 9,916 1,400
JohnStanhope. . ... L oL 10,840 - - - 16,940 3,960
PavidThodey. . . ... ... .. .. 4,787 10,475 - 3,000 18,262 5,800
295,434 10,475 - {148,000} 156,909 98,871

Total shareholdings include shares held by the directors, specified
executives and thelr personally related entities. Unless related to
TESOPgs, TESOPST or Telstra Growthshare, shares gequired or
disposed by directors during the year were onan arm’s length basis at
market price.
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&
Yholly owned greun disclosares

Amounts recelvable from and payable to entities in the wholly owned
group and othet controlled entities are as follows:

fretated party, directors’ and specified executives” disclosires (continued)

Telstra Group Telstra Entity
As at 30 June As at 20 June
2004 2003 2004 2003
Note $m $m $m $m
Yotolamounts recebvable g€ 20 Jene fowm:
Curyent
Wholly owned controlledentities . ... . ... o oL Lo oL oo oo 9 - - 1,288 689
Provision for amounts owed by wholly owned controlled entities (I} ... ... .. .. g - - {994) {285}
- - 2Tt 404
Mo current
Wholly owned contrclledentities . . .. . ... L. oL oo o on oL, 9 - - 362 ST1
Proviston for amounts owed by wholly owned controlled entities . . . .. . ... . .. 5 - - (45) {69)
- - 317 442
- - 588 846
Yotol omounts pogoble of 36 June to
Currant
Wholly owned controlled entities-pagables . .. .. .. . .. Lo 0oL 15 - - 5 -
Wholly owned controlled entities-loans . . ... ... oo Lo Lo L 16 - - 2,282 2,015
e - 2,287 2,015

Transactions with our wholly owned controlled entities

{8} included in the profit before income tax expense of the Telstra
Entity was a charge of $708 million (2003: $570 million gain} in
telation to the provision for amounts owed by d controtled entity.
This balance is offset by an equivalent gain in our provision faor
reduction in value of investments. Both balances are eliminated on
consolidation for Telstra Group reporting purposes (refer note 3 for
further information).

{H) Infiscal 2004, anutmber of purchase and sale transactions occurred
between the Telstra Entity and its wholly owned controlled entities.

»  The Telstra Entity sold services, purchased qoods and
communications dassets, poid fees and recelved and paid interest to
entities in the wholly owned group during the year. These
transactions are in the normal course of business and are oh
normal commercial terms and conditions.

» Our controlled entity, Network Design and Construction Limited
{NDC}, constructs communication assets on our behalf. During
fiscal 2004, we paid for the purchase and maintenance of
communication assets from NDC totalling $79 mitlion (2083: $737
million). Duting fiscol 2004, the operations of NDU were purchased
by the Telstra Entity and incorporoted back into the business of
Telstra Corporation Limited.

Refer to the accompanying notes to our statement of cashflows for
details of the balances acquired by the Telstra Entity.

+ Inciuded in the revenue received in advance amount ot 30 June
2004 is $247 million (2003: $228 million) for the use of our Yellow
Pages ® trademark and $92 million {2003:584 mitlion) for the use of
out White Pages ® trademark that were received from a controlled
entity.

121



Telstra Corporation Limited and controlied entities

Notes to the Financial Statements (continued)

27. Refated party, directors’ and specified executives” disclosures (continued)

Hher related entity disclosures

Amounts receivable and payable to other related entities:

Telstra Group Telstra Entity
As at 30 june As at 30 June
2004 2003 2004 2003
Note $m $m $m $m
Yotol emounts recebvable ot 20 I Fromm
Cupvend
Joint venture entities and associoted entities -tradedebtors . . .. . ... L o L 25 28 16 15
Joint venture entities and gssocisted entities-loans . . . ... .. L L L. g - 33 - 33
25 61 16 48
Mo ctaryesrd
Joint venture entities and associoted entities-loans . . . ... ... L oL 9 228 29 228 28
Provision for amounts owed by joint venture entites and assodiated entities . .. .. 9 (228) - {228) -
- 29 " 25
Yotal amounts poyable of 36 fune foo
Cupvend
Joint venture entities and associated entities -accountspayable . . ... 0.0 L L 48 62 38 55
Joint venture entities and associoted entities-other . . . ... ... L L L. 16 1 1 1 1
&7 63 19 56
Buring fiscal 2004, 2003 and 2002, we had the following transactions
between members of the whaotly owhed group and other related
entities:
Telstra Group Telstra Entity
Year ended 30 fune Year ended 30 June
2004 2003 2002 2004 2003
Note $m sm $m $m $m
Yrommactions between other veloted epditios
Profit before income tax expense for the year includes
the following transactions:
Sole of goods and services for
Joint venture entities and associated entitfes. . . ... . ... 0.0 L 130 232 370 i1t 124
Farchee of goods and services frome
Jolnt venture entities and associatedentities. . . ... . ... L. L. 394 1,113 1,332 334 985
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Cthar reloted entity disclosures feomtinued)

in fiscal 2003, we entered o capacity prepayment agreement with our
Joint venture entity Reach Ltd (Reach). Included in nonh cutrent
teceivables for the year ended 30 June 2004 is o receivable of $208
million {US$146 million) for aright to recelve future carriage and
related services capacity. Thisnon current receivable earnsinterest ot
market rates (refer note 9 for further information).

Buring fiscal 2004, purchases were made by the Telstra Group of $231
million {2003: 5506 million} and Telstra Entity of $177 million {2003
$471 million} from Reach. These amounts were for both the purchase
of, and entitlement to, capacity and connectivity services. These
putchases were made in line with market prices. Entitlement to
capacity with Reach takes into account our future needs and growth
apportunities. Sales were made for international inbound call
termination services, constriction and consultancy by the Telstra
Group of $88 mitlion (2003: $109 million} and Telstra Entity of $79
mitlion {2003: $105 million)to Reach.

Buting fiscal 2004, purchases were made by the Telstra Group of $73
mitlion {2003: $413 million) and Telstra Entity of $71 miltion (2003:
$403 million) from our associated entity IBMGSA. These amounts
were fot information technology services predominately resulting
from d contract with IBMGSA. These purchases were made oh normal
comrnercigh terms and conditions {refer note 26 for further
information).

Buting fiscat 2004, we paid for operating expenses on behalf of the
foltowing entities:

»  Telstra Foundation Limited,

»  Telstra Community Development Trust;

»  Telstra Growthshare Trust;

» Telstra Employee Share Ownership Plan {(TESOPaT7); and
»  Telstra Emplogee Share Ownership Plan il {TESOP9S).

We own 100% of the share capitol of Telstra Foundation Limited (TFL).
TFL is limited by guarantee {guaranteed to $100) with Telstra
Corporation Limited being the sote member {refer hote 24 for further
details). In respect of the other entities we have no direct ownership
interests. These entities are operated by corporate trustees (of which
we owrt 100%) and are run for the benefit of the beneficiaries.

Loos to the Teistro Growthslwars Trust

Buring fiscal 2000, Telstra created the Telstra Growthshare Trust,
fwhich facilitates the senior executive equity particpation plan}. The
trustee for the trust is Telstra Growthshare Pty Ltd. This companyis
100% owned by us. In prior finandal gyears, we have advanced funds
to the trust to enable it to purchase shares in the Telstra Entity.

Theloan balance at 30 June 2004 of $65 million {2063: $88 million}was
used to acquire Telstra Entity shares over which certain senior
executives are granted options. Theinterest rate applicable to the
loan balgnce ot fiscal 2004 18 4.0% {2003: 2.5%). Telstra Growthshare
also holds in trust certain shares allocated to senior executives and
noti-executive directors under the ownshare and directshare schemes
{refer note 12 for further information).

Loans to ampployess

Wehave two employeeshares schemes, being TESOP9T and TESCPgs.
At the commencemnent of the scheme, loans were advanced to
patticipating employees to enable the purchase of Telstra shares.
Loans under TESOP97 and TESOPSS are provided interest free. During
fiscal 2004, $24 million {2003: $32 million) of the toans under TESOPSY
and TESOP99 was repaid. At 30 Juhe 2004, the outstanding toan
batance for both schemes was $174 million {2003: $198 million). Refer
to note 19 tor further information.

Birectors of controllad entities

Each of our controlied entity directors and their director related
entities have telecommuonications services transactions with us,
which gre on normal commercial terms and conditions and are trivial
and domestic in hature.

Loans o dirgctors of controlisd ent

Certain employees of the Telstra Group who were eligible to
participatein TESOP89 and TESOP97 (refer note 19) were also directors
of controlled entities. The directors of the controlied entities were
provided with an interest free loan to enable the purchase of shares
from the Commonhwealth on the same terms and conditions as alt
other employees eligible to participate in TESOP99 and TESOPS7.
During fiscal 2004, certain employees became directors of controtied
entities in the Telstrg Group. These directors brought with them
existing loans of $22,020.
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Gl releded entity discdosures loontinued)

Loans to direciors of controiiad entities lcontinued)

There were no new loans issued during fiscal 2004, Loan repayments
of $15,709 {2003: $45,078) were made during the current fiscal year.
For TESGP99 shares, directors that have resigned from the company,
continue to be the beneficial owner of the shares. The balonce of the
director loans outstanding at 30 June 2004 was $185,277 (2003:
$211,046). All controlled entity directors listed below made loan
repayments during fiscal 2004 and 2003:

R Baxter i Hibbard D Pitt

K Berison H Kelly J Price

B Beros D Kirton M Robey

H Bradiow D Koroneos M Rocca

T Bundrock P Law 3 Rotland

J Burke Siee C Rowles

{ Cameron A Lockwood L Saly

A Cherubin P McConnelt H Sawczak
T Crossley G Mortarty B Scates
CDavis C Nanavalf G Shepherd
AbDay G Nicholson & Simmonds
A B i Paitaridis R Simpson
W Donaidson T Pearson P Wallis

G Embleton N Peckhatn P Whotlow

L Etienne P Pickering K Wijeyewardene
B Grisdale B Pitbeam G Witlis

P Hastings B Pineau L Wood

There were nil directors (2003:5}) who repaid their TESOPe7 loan in full
during the year. In 2003, the directors who repaid their loan in full
were C Cameron, G Motiarty, B Pineau, M Robey and G Shepherd.
There were also nil directors (2003: 2) who repaid thelr TESOPSS loans
infull. In fiscal 2003, the directors who repdid their loan infull were G
Motlarty and G Shepherd.

o shiaras owned by the Telstra Superannuation Schemae {Talsirg

T
b

Telstra Super owns shares in Telstra Corporation Limited. We own
100% of the equity of Telstra Super Pty Ltd, the trustee for Telstra
Super. As at 30 June 2004, Telstro Super owned 15,176,724 (2003:
5,975,761) shares at ¢ cost of $71 miltion (2003: $46 million}and a
market vatue of $76 million {2003: $44 million). In fiscal 2004, we paid
dividends to Telstra Super of $2 million (2603: $3 million}. In addition,
Telstra Super holds bonds issued by Telstra Corporation Limited. Asat
30 June 2004, Telstra Super holds bonds with o cost of $13 million
{2003: $8 million} and ¢ market velue of $12 mittion {2003: $8 million).
All purchases and sales of Telstra shares and bonds by Telstra Super
are determined by the trustee andfor its investment managers on
behalf of the members of Telstra Super.
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2%, Fwerds after balace dote

We are not aware of any matter of circumstance that has occurred
since 30 June 2004 that, in our opinion, has significantly affected or
may significantly affect in future years:

» out aperations;
» theresults of those operations; or
» thestate of our affairs;

ather than:
Dividend declarotion

On 12 August 2004, we declared a fully franked final ordinary dividend
of 13 cents per ordinary share, payable on 28 Cctober 2004 to those
shareholders onrecord at 24 September 2004. A provision for dividend
payabte has been raised as at the date of declaration, amounting to
$1,642 million. The financial effect of the dividend decloration was
tot brought to account as at 30 June 2004,

Compdny goguisition

On 19 July 2004, we finalised the acquisition of 100% of the issued
share capital of KAZ Group Limited and its controlled entities (the KAZ
Group). We pold 40¢ per share via ¢ Scheme of Arrangement, resulting
in the payment of cash consideration of $333 mitlion.

The KAZ Group is o provider of business process outsoutcing, systems
inteqration, consulting, applications development and IT
management services, it operates mainly in Australia but also
conducts business inthe United States and Asig,

The financial effects of the gequisition of the KAZ Group were not
brought to account as ot 30 June 2004. The operating resuits and
assets and lobilities of the KAZ Group will be consolidated into our
statemnent of financiat performance and statement of financial
position from 18 July 2004. No provision for restructuring has been
taised on acquisition.

Special dividend and share buy-bock

On 12 Auqust 2004, we disclosed the Intention to pay o fully franked
special dividend of 6 cents per share {approximately $750 million}, as
part of the intetim dividend in fiscal 2005, and the intention to
undertake an off-market share buy-back to ¢ moxitmum of $750
taitlion, which s expected to be completed in the first half of fiscal
2005. The proposed special dividend and share buy-back are in
accordance with our capitol management program and intention to
return approximatety $1,500 million to shareholders each year
through to fiscal 2007, The finandal effect of the specdial dividend and
share buy-back will be reflected in the finandal statements In fiscal
2005.

Third aeneration (363 nebwork sharing dreangement

On 4 Algust 2004, we dnnounced the signing of o Heads of Agreement
to establish a 50{50 joint venture with Hutchison 3G Austratia Pty Ltd
{H3GA}, o subsidiary of Hutchison Telecommunications {Austratia)
Limited, toJointly own and operate H3GA’s existing 3G rodio access
network and fund future network development.

The arrangement is subject to due diligence by us, consent from the
Australian Competition and Consumer Comimission and finat approval
of the arrangement by the Boards of both companies.

Under the Heads of Agreement, the H3GA radio decess network s
proposed to become the core asset of the joint ventyre. I return for
50% ownership of the asset, it is proposed that we will pay H3GA $450
mitlion under a fixed payment schedule in four instalments beqginning
in November 2004.

Thefinandol effect of the arrangement was not brought to account as
ot 30 June 2004,
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We undertake transactions in a range of finandal instryments which
can be classified as either primary{physical instruments) or secondary
instruments (derivetive instruments).

Our primary instruments include:

»  cash assets;

» receivables;

» payables;

»  bank deposits;

» bills of exchange and commerdal paper;

» listed investments and investments in other corporations; and
» various forms of borrowings, both receivable and payable.

These primary financial instruments enable us to achieve company
objectives through facilitating our ohgoing aperating activities and
ensuring that oll entities within the Telstro Group remain solvent at all
times.

Secondary instruments, or derivative instruments, create an
obligation or right that effectively transfers one or more of the risks
assaciated with an underlying primary financial instrument. We use
derivatives to manage our exposure within levels considered
accepiable to the group as determined by guidelines and policies
approved by our Board of Directors. instruments that we useto
achieve this include:

» forward foreign currency contracts;
*  CTOSS cUtrency swaps; ahd
» interest rate swaps.

Primary instruments create underlying exposures for the group. The
maih risks associated with these instruments include:

» interest rate tisk;

» foreigh currency tisk;
» credit risk; ond

»  liguidity risk.

Interest rate risk vefers to the visk that the value of a finandial
instrument will fluctuate dueto changes in maorket interest rates. Qur
interest rate risk arises from the Interest bearing financial assets and
liobilities that we use, whether the primary instrument has o fixed or
vartable rate attached. We monitor this risk on our net debt portfolio
which includes our finandeal liabilities Less matching short term
financial assets. We manage interest rate risk by:

» controlting the settings of the group financial position to target
tevels of fixed and variable interest propottions of the net debt
portfolio; and

»  ensuring decess to diverse sources of funding, minimising risks of
refinancing.
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We use suitable devivative instruments as part of the management of
this risk.

Foreign currency rigsk refers to the risk that the value of a financial
commitment or investment will fluctuate due to changes in foreign
currency exchanhge rates. Our foreign currency risk arises due to:

+ firm or anticipated transactions for receipts and pagments for
international telecommunications traffic settled in foreign
currencies;

+ purchase commitments priced in foreign currendes;

+ investiments denominated in foreign currencies; and

+ aportion of our borrowings denominated in foreigh cutrendies.

We rmanage this risk by inftially seeking contracts effectively
denominated in Australion dollars where possible and economicatly
favourable to do so. Where Hinandlal commitments are effectively
denominated in foreigh currendes and do not form part of ¢ natural
hedging position, we manade exposure to rate movements through
the use of detivative Instruments.

Credit risk s the risk that o contracting entity will not complete its
obligations under o financial instrument and cause ys to make a
financial loss. We have exposure to credit risk on all financial assets
included in our statement of financial position. To help manage this
Fisk:

+ we have a policy for establishing credit limits for the entities we
deal with;

+ wemay require collateral where appropriate; and

+  werminimise exposuretoindividual entities we elther transact with
or enter into derivative contracts with {through a system of credit
limits).

Liguldity risk includes the risk that, as a result of our operational
liquidity reguirements:

+  wewill not have sufficient funds to settle o transaction on the due
date;

+  wewillbeforced tosell financial assets at a valuewhich is less than
what they are worth; or

+ wemay be unable to settle or recover a finandial asset at all.

To help reduce these risks we:

+ have aliquidity policy which targets a minimum and average level
of cash and cash equivalents to be maintdined;

+ havereadily accessible standby facilities and other funding
arrangements in place; and

+ generally use instruments that are tradeabte in highly tiquid
markets,
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After we have minimised the initfal potential risk associated with
enteting into a primary Hinandal instrument, any remaining risk is
then hedged through the use of derivative Instruments within
guidelines approved by our Board of Directors. These instruments
enable us to minimise our exposure to:

» interest rate tisk;
» forelgh currency risk; andfor
» other market risk.

After hedging risk through derivatives, the remaining potential for
gain ot loss s managed. Thisis dueto the gains or losses onthe
underiying physicol transactions being offset by the qains or losses oh
the related derivative instrument. Hedging activities also enableusto
minimise the volatility of our cash flows due to changes Ininterest
rates and forelgh currency exchange rates.

We do not speculatively trade in derivative instruments. All our
derivative transactions are entered into to hedge the risks relating to
uhderlying physical transactions.

To hedge our interest rate risk, we mainty Use interest rate swaps and
cross curtency swaps. Our interest rate risk is colcutated on our net
debt portfolio, which includes both physical botrowings such asbonds
and commercial paper and associoted derivative instruments, We
manage our net debt in accordance with set targeted interest rate
profiles and debt maturity profiles.

To hedge our foreign curtency risk, we predominantly use crass
currency swaps and forward foreign curtency contracts,

OQur currency risk arising from translation of foreign currency
borrowings and investments is determined by reference to the
uhderlying primary instrument. In relation to borrowings, we
effectively remove the currency risk by fully converting them to
Austratian dotlar borrowings ot drawdown by dpplying cross currency
swaps, unless a natural hedge position exists. Inretation to
investments, we hedge using borrowings in the same currency and
with the same interest rote characteristics where appropriate. We
alsg enter into forward forelgn currency contracts on antidpeted
future transactions in order to reduce our risk to ¢ level considered
acceptable by the company.

Foreign currency risk on transactions (i.e. excluding translation risks}
is caleulated on a net foreign exchange basis for individual currencies.
This undertying forelgn exchange risk is combined {offset) with the
associated foreign exchange derivatives used to hedge these risks
generating our net foreign exchange risk.

Forelgn currency risk alse arises on translation ofthe finandal reports
of our non-Australian controlled entities. Our significant non-
Australion controlled entities operate independently from us both
finandally ond operationally. As aresult, the majority of the forelgn
currency qgains or losses arising from this risk are recorded through the
fareign currency translation reserve. Whete hedging of this riskis
undertaken, we prefer to use foreign currency borrowings to provide o
natural hedde position. Where this is not an option, other detivative
instruments are used {e.qg. forward foreign currency contracts)

We enter into, and hedge trahsactions in the following significant
fareign currendies:

+  United States dollars;

+ British pounds sterling;
+  New Zealand dotlars;

+ Euro;

+  Swiss francs,;

+ Hong Kong dollars; and
+ Japanese yen.
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Irsterest robe risk

Our exposure to interest rate risk and the effective interest rates on
finandal instruments at 30 June 2004 are shown in Table A below.
This infarmation incdudes all finandial instruments both recoghised
and unrecoghised in the statement of financial position. The
information as at 30 June 2003 1s shown in Table B,

Table A Telstra Group
As at 30 June 2004
Weighted Interest rate Non
average  Floating Fixed due dates intarast
effective iyrorless 2toSyrs. overSuyrs. bearing  Total(r)
interest rate
% S $m S $m S $m Note
Fiorcial assets
Cashassets . ... ... ........ [£5); 4.81 538 B - B 149 687 8
Trade debtors and accrued revenue | . - - B - B 3,306 3,306 o
Shareloanto emplogees. . .. ... .. - - - - - 174 174 9
Otherreceivables .. . ... ... .. 1{eH 4£.80 - B - 65 189 254 o
Loans to joint ventures entities and
associated entities . . ... ... .. {a) - - B - - - - o
Cross currency swaps . ... ... .. 1£5); B {1,789) 342 1,877 (24) - 406 o
Ivestments ... L. ... {z)] - - - - B :15] 80 1t
POOW convertingnote . . ... ... {a) 5.00 - 85 - - - 85 14
Yovol fnanciol evsets/abiiities
graf B Ie EG L L L. ... .. {1,251) 427 1,871 41 3,898 4,992
Fioagriciel Hobi iy
Trade creditors and accrued expenditure B - B - B 2,118 2,119 15
Othercreditors . ... ... .. ... ... B - - - - 268 268 15
Loan from joint ventyre entity . . . {4} 4.70 - 1 - . - 1 16
Bitls of exchange and commercial
POPr. .. . L. L {aj 5.21 869 . - - - 869 16
Telstrabonds . . . ... ... .... [£5); B.hk - 213 1,041 1,128 - 2,609 16
Otherloans . .. . ........... fa) 5.90 - 2,096 2,482 3,976 . 8,554 16
Cross currencyswaps. . ... ... . {a) B 589 - {151) (28) - 410 16
Finance lease Liabilities, . . . . ... fa) 6.47 - 7 b 1 - 17 i6
Interestrateswaps . . ... .. ... fa) “ 1,039 {574} 1,045 (1,510) . .
Ferterd finerchol Hobilities o3 of
BT ENGL L L. ... 2,497 1,803 4,396 3,564 2,387 14,647
Mt finavhol assels{obiiies)
amat Bl lune BE L L. ... ... {3,748) (1,276) {2,516) (3,523) 1,511 (9,655)

{a) The effective yletd (effective interest rate) on our net debt ot 30
June 2004 was 7.74%, after taking into account the impact of interest
rate swaps and Cross currency swaps.

(b} This excludes investments in joint venture entities and associated
entities.

{e} Carruing amount as per statement of finandal position.
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Irsterest robe fcontined:
Table B Telstra Group
As at 30 June 2003

Weighted Interest rate Mon

average  Floating Fixed due dates interest

effective iyrorless 2toSyrs. overSyrs. bearing  Total(c)

interest

rate
% $m S $m S $m $m  Note

Fiorcial assets
Cashassets . ... ... ... ... ... {a) 448 1,101 - - - 199 1,300 8
Trade debtors and accrved revenue . . L L . - - - - - 3,305 3,305 e
Shareloanto employees. . . ... ... ... - - - - - 198 198 9
Otherreceivables . .. ... . ... ... {a) 2.50 - - - 88 346 434 o
Loans to joint ventures entities and
associgted entities . . ... ... ... {a} 5.23 - 33 28 - - &2 o
Cross currehcyswaps . . .. . ... ... 1{eH - {1,892) 10 2,192 {27} - 283 o
Investrments . . . ... L. ... {b} - - - - - 96 96 it
BOOW convertingnote .. ... {a} 5.00 - - 83 - - 83 14
Yotol fnorciol assets/{Uobilities)
me ot B b BOGR L. L L. L. L {791) 43 2,304 61 4,144 5,761
Fioagriciel Hobi iy
Trade creditors and accrued expenditure. . - - - - - 2,275 2,275 15
Othercreditors . . .. ... . ... ... .... - - - - - 301 301 15
Loan from joint vertureentity . . .. .. {a} 470 - 1 - - - 1 16
Bitls of exchange and commercial
POP@r. ..o L Lo {a} 3.22 643 - - - - 643 16
Telstrabonds . . . ... ... ... ... {a) 8.19 - 219 784 1,619 - 2,613 16
Otherloens . ... ... ... .. ... .. {a} 5.65 - 449 4,409 3,994 - 8,852 16
Cross curvencyswaps . . .. . ... ... 1{eH - 593 - {148) {18} - 426 16
Finance lease babilitfes. .. . ... . ... {a} 7.55 - 18 2 - - 20 i6
nterestrateswaps . .. ... . ... ... {a) - 2,222 230 {149) {2,303} - -
TFerted finorciol obilities as ot
B fuwwe EO8E 3,458 908 4,898 3,291 2,576 15,131
Mt firwinhat gssets/{abitities)
as ot 30 dune BOWE {4,249} {865} {2,594} {3,230} 1,568 {9,370}

{a) The effective yleld (effective interest rate) on our net debt ot 30
June 2003 was 7.45%, after taking into account the impact of interest

rate SWwaps and cross Currency swaps.

{b} This excludes investments in joint venture entities and associated

entities.

{e} Carruing amount as per statement of finandal position.
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Creditrish
Credit risk dssoclated with the statement of finandal position

The recorded amounts of financial assets included inthe consolidated
statement of finandal position, net of any applicable provisions for
loss, represent our maximum exposure due to credit risk for these
assets. Where entitles have a right of set-off and intend to settle ona
het basis under master netting drrangements, this set-off has been
tecagnised in the financial statements on ¢ net basis. Accordingly,
our maximum credit risk exposure amounts to $4,992 million {2003:
$5,761 miktion).

We have credit risk exposure to an individual contracting entity
through a converting note we hold in PCOW Limited (PCOW). Our
maxitum credit risk exposure relating to this transaction amounts te
$85 mitkion (2003: $83 million) (refer to note 14 for further
information).

Ouiside of the above transaction, we do not have any other significant
aperating exposure to any individual contracting entity.

Overall credit risk

The major concentrations of credit risk for the group arise from our
transactions in money market instruments, forward foreign currency
contracts, cross curtency and interest rate swaps. Oneofthe methods
that we use to manage the risk relating to these instruments is to
monitor our exposure by country of institution. When reviewing
concentrations of risk, we adjust for the period to maturity of relevant
instruments in out pottfolio to accurately consider our exposure at o
point intime. On this basis, our credit risk exposure {whichincludes a
time based volatility allowance (VAR]) by country of institution is
included in Table Cbelow.

Table C Telstra Group
Credit risk concentrations (VAR based)
As at 30 June
2004 2003
% $m 4% $m
Australia. . . ... 27 1,811 30 2,232
United States. . . &3 3,663 51 3,876
Japan .. ... - 17 - 16
Europe. . ... .. i1 Tro g 680
United Kingdom . 4 257 3 237
Canada. . ., ... 2 152 2 148
Switzeriand. . . . 2 134 & 313
Other. ... .... 1 63 i 69
100 6,867 100 7,571
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Mot Toisvalue of our finoencisd sesets and fnancial Sobilities

Apart from those items referred to below, our finandal assets and
financial liobllities recorded in the statement of financial position
approximate net fair value.

Table D Telstra Group
Carrying amount Net fair valoe
As at 30 fune As at 30 June
2004 2003 2004 2003
$m $m $m $m
Not readily traded
Financial assets
Employee share
ownetship plan loans {a) 174 198 150 161
Converting note issued
byPCCW. . ... L. 88 83 a5 85
Traded on organised
markets
Financial assets
Listed investments . . . 15 32 71 89
Finandial liabitities
Telstrabonds. . ... .. 2,487 2,663 2,821 2,990
Otherloans. . . ... .. 8,647 8,957 9,159 9,707
11,104 11,620 11,780 12,657

{a) Share loans to employees represent amounts receivable from
employees under the Telstra Employee Share Ownership Plan
{TESOPs7) and the Telstra Employee Share Ownership Plan
{TESOPe9). Refer to note 19 for details regarding the share plans. The
loar balance has not been written dowh to net fair value as the loan
is considered fully recoverable over the petiod of the employee share
schemes.

Unless thereis evidence to suggest otherwise, finandal assets and
finarncial Liobilities with a short term to maturity are considered to
approximate net fair value. This indudesitems such as bank deposits,
trade debtors, payables, bills of exchange and commerdal paper.

The net falr vatues of other financial assets and fingndel Habilities
{apart from our tisted investments) are determined through reference
to discounted cash flows, current risk adjusted market interest rates
and any rights specific to edch instrument or group of instruments.
The net fair values of our listed investments ate determined by
reference to prices quoted on the relevant stock exchanges where the
securities are traded.
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e of our finoncol cssets and Anancial Habilities

Net fair vatues of interest rate swaps, cross currency swaps and
forward foreign currency contracts are calculated at prices based on
amounts quoted on Reuters to close out existing contracts {both
favourable and unfavourable).

The net falr value of our derivative instruments is included in the
following discussion on derivatives.

Hthar information on cur prisnary findncial instroments

Until 28 June 2002, we held a US$750 million convertible note issued
by PCCW. On this date, PLOW redeemed the note in full and the fair
vatue of the redemption was applied to acquire PCOW's 40% Tnterest in
Telstre €54 Limited and to subscribe to o new U5$190 mitlion
mandatorily converting secured note. Wevalued the original hote on
a yleld to moturity basis which resulted in @ $86 mitlion expense
tecarded in our statement of financial performance in fiscal 2002,
Alsoincluded in interest expense for fiscal 2002, was $66 million
relating to o mark to market adjustment for interest rate swaps taken
out over the convertible note where the underlying exposure was no
longer present.

On 25 April 2003, the converting note was partially redeermed by PCOW
as part of our entry into d capacity prepoyment arrangement with our
50% owned joint venture, Reach Ltd. The remaining converting note
at the time of entry into this arrongement was US$54 miltion (A$87
million). Refertonote 9 and note 14 for additional information. There
has been no change to the terms and face value of this instrument in
2004 and it is due for maturity on 30 June 2005,

Addizional infermation dbout out derivative inslnaments
Asindicated, we enter into contracts for derivative instruments to
hedqe risks relating to underlying transactions. The following
information provides further details on terms and conditions relating
tothosederivativeinstruments. To appropriotely dssess our exposure
to risk, these secondary instruments should be viewed in the context
of the underlying transactions and balances being hedged. As a
result, net market velues and other datd should not be assessed on
thelr owr.

Our major exposure to interest rate risk and foreign currency risk
arises from our loans and borrowings. Itis our policy to hedge the
interest rate exposure on our debt portfolio to adjust the ratio of fixed
interest debt to varicble interest debt, as required by our debt
management policy. We also hedge currency expaosure on our foreign
currency toans and borrowings remaining after considering any
haturat hedging positions. We mainly use cross cutrency swaps,
interest rate swaps, and forward foreign currency contractsto
achieve this position.

The terms and conditions in relation to interest rate and maturity of
the cross cutrehcy swaps dre simitar to the terms and conditions ofthe
undertying hedged borrowings in note 16.

The due dotes of interest rate swaps match the due dotes of the
undertying debt within the requirernents of our debt management
policy. Netinterest receipts and payments are recognised ds an
adjustment to borrowing costs.

At 30 June 2004 and 2003, the Australian dollar interest rates
applicable to our derivatives varied as shown in Table E below.

Table E Telstra Group
Interest rate variations
As ot 30 June
Cross CUTTencLy swops 2004 2003
Fixed............ 7.05% from 7.05% to
7.87%
Varigble . . ... ... .. from 5.45% to from 4.60% to
B.94% 6. 14%
fterast role seaps
Fixed............ from 5.27% to from 5.25% to
10.146% 10.11%
Variable . . ... ... .. from 5.48% to from 4.42% to
5.64% 5.21%

The notional principal amounts of interest rate swaps represent the
face volues of swap contracts entered Tnto by us that are outstanding
at balance date. The notional ptincipal amounts do hot represent
amounts exchanged or to be exchahged by the parties tothe contract.
They gre not a true reflection of the credit risk and are therefore not
recorded in the statement of financial position.

The maturity dotes, net notionat principal amounts, net fairvelue and
carrying amounts of our outstanding interest rate swaps ot balance
date are shown in Table F following.

The gross notional princpal omourts of our interest rate swaps are
$12,884 mitlion {2003: $11,551 million). The gross notional principal
amounts of interest rate swaps Is sighificantly larger than the net
notional principal amounts shown. Thisis due to the net notional
ptincipal amount taking into account out offsetting positions. Gross
positions have dlso been modified over time us volumes and positions
have changed.
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29, Additioral Frondal irstraments disclosures (continued)

Addizional information about our derfeative instruments {continued)

Table F Telstra Group
Met notional Met
principal amount (a) fair value (b} Carrying amount (¢}
Asat 20 June
2004 2003 2004 2003 2004 2003
$m $m $m §m $m $tn
Imtergst rate sweaps with Heating interest rotes
- Less than one year receivablef{payable) . . . ... ... .. 874 {230} 39 {4) - {2)
- One tofive years receivablef{pagable} ... ... ... ... {1,048) i49 {14} (71) {8 {8)
- Greater than five years receivablef{payabley . .. . ... . 1,510 2,303 227 119 30 31
1,038 2,222 192 244 25 21

{u) At 30 June 2004 and 30 Juhe 2003, we had ¢ het interest rate swap
position of pay fixed. This means that on d net basis we receive
interest on the interest rate swap at variable rates and pay interest on
the interest rate swaps af fixed rates. As aresult our exposureto
movements in interest rates is managed.

The maturity profile, notional principal amounts, net fair values and
carrying amounts of our outstanding cross currency swaps at balance
date are shown in Table G below.

{b} The net fair value represents the market value of both the fixed
and floating components of our interest rate swaps.

{c} The carrying amount represents the accrued interest payable on

interest rate swaps which is included in current payables.

Table & Telstra Group
Motionat Net
principal amount (a) fair value (b) Carrying amount (¢}

Asat 30 June
2004 2003 2004 2003 2004 2003
$m $m $m $m $m $m

LFO%S CUTTENCY BWDp

-lessthatoneyedr. . ... oL L oL oo 1,927 440 171 8 167 ki
-Ghetofiveyears .. Lol oL ol oo 2,212 4,024 161 3548 54 172
-Gregterthanfivegears . .. . oo o Lo Lo oL 4,112 4,287 {253) {5677 {212) {308)
8,311 8,751 19 {121} 9 (129)

{a) The notional principal amount represents the face value of the
payable leg of our swaps we have entered Into, denominated in
Australian doltars.

{b} The net fair value represents the market value of our outstanding
CHOsS cUrtency swaps,

{c} The carrying amount represents the het principal which is recorded
infnterest bearing ichilities, current receivables and non current
teceivables and acerued interest which is recorded in current
teceivables.
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29, Additional fronclal irstraments disclosures (continued)
Addtional informeation about our derfeative instrumends {continued)

We also have exposure to foreign currency risk through our ongoing
business activities where we have purchase of setttement
commitments in foreign currencies. This includes equipment and
material purchases o other currency conversion exposures on
ongoing receivables and payables, excluding loon and borrowing
balances. In addition, we have exposute to foreigh currency tisk as o
resutt of our investments in offshore activities, including our
investments in TelstraClear Limited and Hong Kong CSL Limited. This
tiskis created by the transtation ofthe net assets of these entities from
their operating currency to Australian doltars. Qur exposures before
and after hedging are detailed in Table H below:

Table H Telstra Group
Exposure Exposure
before hedging after hedging
As at 30 fune As at 30 fune
2004 2003 2004 2003
$m $tn $m $m
Net anticipated future transactions{amountspayable} . .. ... ... ... ... ... {178} (273) {82) {139)
Net transaction exposure (oh amounts payaoble recorded
inthestatement of financigbposition) . .. . ... oo oL o Lol oo oo (40} {178) {23} {r9)
Transtation exposure {offshoreinvestments) . .. . ... .. L 0 ool 2,301 1,802 763 1,065
2,088 1,383 658 B4&7
The maturity dates of the anticipated future transactions are as follows:
LessthanoneUear . ... . ... L. i e e {176) (264)
Onetofivedears. ... ... .. L. L i e - {9)
{178} (273)

Our hedging policy provides effective hedging for all our forelgn
currency exchande exposures within tevels considered acceptable to
the company.

Detyils of forward foreign cutrency contracts we have entered into to
hedge our trading activities are combined with forward foreign
currency contracts entered into to hedge our lbans and borrowingsin
Table t below. Details include net Austration dotlor amounts
receivablef{payable), settlement dates and average contractual
forward exchange rates.

Tablel Telstra Group
As al 30 lune
2004 2003
$m $m

Lnited States dollars

- less than three months, af rotes averaging United States dollars $0.6551 {2003: US50.5465} . . . {388) &
- 3to 12 months, at rates averaging United States dollars $0.7369 (2003: US$0.6112}. . .. . ... 168 g7
- 12 to 18 months, at rates averaging United States dotlors $0.6046 (2003: U550.6046) . .. . . .. ] 5
- over 18 months, ot rates averaging United States dollars $0.6135{2003: US$0.6716). . .. . . .. 19 16

{256) 124
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29, Additional frondal irstraments disclosures (continued)

Addizional informeation about our derfeative instruments {continued)

Table | {continued) Telstra Group
As al 30 lune
2004 2003
$m $m
British pounds sterling
- less than three months, ot rates averdging British pounds sterling nil (2003: British pounds
sterling O3560). . . L o L. e e - 1
-3 to 12 months, af rates averaging British pounds sterling 0.4181 (2003: British pounds sterling
L1113 7 -
7 1
Euto
- less than three months, af rates averaging Euro nil {2003: Euro 03430 . . . . ... .. ... ... - kS
New Zealand dollars
- less than three months, ot rates averaging New Zealand dotlars $1.1679 {2003: New Zealond
dollars $11EB5) . . . L L L L e e {130) {148)
Hong Kong dollars
- less than three months, at rotes averaging Hong Kong dollors $4.8184 (2003: Hong Kong dollars
1 {128) {255)
Qur offshore controlled entities have also entered into the following Austratian dollar forward
foreign currency contracts:
- less than three months, at rotes aversging Australion dotlars $0.8505{2003: Australian dollars
SOBTBAY . . L. L e 2 {1i)
- 3 to 12 months, at rates averaging Australian dollars $0.8748 (2003: Australian dollars $0.5702} 4 {4)
8 {5)
The net fair value of forward foreign currency contracts at 3¢ June Table Telstra Group
2004 is a $1 mitlion gain (2003: $22 million gain). Net falr valoe
As at 30 fune
For interest rate swaps, cross corrency swaps and forward foreign 2004 2003
currghcy contracts where the carrying amount is in excess of net fair $m tm
vatue gt balance date, no reduction to net fair value is made since
these derivatives act as hedges of underlying physical transactions. Interest rate SWaps . . . ... ... ... .. 248 621
. e . . . Cross cutrency swaps. ... ... L. . 528 431
in addition to the credit risk on our primary finandal instruments, we Forward foreign currency contracts . . . . 24 50
also have exposute oh our derivative instruments. The values shown ags 1,104

in Table J include alf transactions where the net folr value is
favourable. For credit purposes, therels only a credit risk where the
contracting entity is tioble to pay us in the event of a closeout. The
amounts disclosed in Table J are different from those shown inthe het
fair value amountsin Tables F and G as these show the net fakr value
after netting favourable against unfavourable transactions. Table
only shows the favourable transactions.
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)

iy preporsd using USGARP gererally accepted in the United States (USGAAP). The significant

differences between AGAAP and USGAAP are presented throughout
Our consolidated financiat report s prepared in accordance with note 30. Additionatly, where thereis no conflict with AGAAP
accounting ptinciples generally accepted In Australio (AGAAP]. reguirements we have incorporated some of the additiohat USGAAP
AGAAP has significant differences from the accounting principles reguirements throughout the AGAAP finandal statements.
Telstra Group
Year ended 30 June
2004 2004 2003 2002
Note $m ussm $m $m
Reconciliation of net income to USGAAP
AGAAP net income reported in statement of financial performance . . ... 0oL 0oL 4,118 2,882 3,429 3,661

Adiustmends regubred To gores
Property, plant and equipment (86) {60} {323) {204}
Retirement benefit {expenselfgain. . . . ... . .o Lo L L ool oL 36{f} (3,968) {2,775) 130 472
Mobilephonesubsidies ... ... L. L L oL oL ool oo 3660} - - - 30
incometaxbenefitflexpense}. ... ... L. Lo L Lo oL L 30{}} 1,228 860 164 {59}
Emplogee compensotlon expense. . . . ... . L il i s i 30k} . - - {41}
Redundancy and restructuring provision - fiscal 2000 reversal .. . .. .. ... L. 30(l} - - - {94}
Derivative financial instruments and hedging activities . . ... ... 0oL L 0. 36{m) 264 188 {420G) {17}
BCOWeonvertingnote ... . L. L L L oo 30{rr} {2) {1} 12 198
Equity aecounting and write down adjustments for Reach ltd{Reach) . . .. . ... 36{c} {264) {18%) 665 36
Consolidation adjustment for Telstra CSL Limited (CSL}. . .. . .. 0oL oL 30{p} - - - {13}
Fair value f generalreserveadjustments. . . ..o L oL oL oL oL 30{q} (35) {25} ] {19)
Goodwill and other intangible gsset adjustments . ... ... L. oL L oL 30{r} 122 88 {218} {52)
Consolidation of variable Interestentities . . . . . L0 L L L L. 30(s} 1 1 - -
R Lt 1,381 967 3,450 3,858
Statement of financial performance measured and classified per USGAAP
Operatingrevenue(ij. . ... .. .. .. L L L i o 20,737 14,516 20,495 20,156
Operating expenses:
Labour (Vi) . . L e e 7,183 5,029 3,074 2,862
Goods and servicespurchased{v) .. . ... . L Lo oLl oL o 2,924 2,087 3,236 3,613
Depreciationandamortisation. . ... o L L oL oo oo oL oL oo 3,609 2,526 3,532 3,536
Other opemtmg expenses ........................................ 4,756 3,329 4,337 4,072
; x 18,472 12,931 14,179 14,083
¥ . : 2,265 1,588 6,316 8,113
Ne’z interest expense(u) ......................................... {715} (500) {823} {851}
Dividend INCOME. . . . . L . L e e e e 2 1 1 1 1
{253} {178) {114} {41}
671 470 {297} 537
1,969 1,378 5,083 5,759
Encome tax expense. K93 418 1,35% 1,859
Bt s fanet i : _ ; 1,376 963 3,724 3,500
Mmoritg mterests ......... P 1 1 35 {2}
1 1,377 964 3,759 3,898
& 3 {30%) -
1,381 967 3,450 3,858

135



Telstra Corporation Limited and controlied entities

Notes to the Financial Statements (continued)

vy

Telstra Group
Year ended 30 June
2004 2004 2003 2002
Note $m ussm $m $m
Reconiciliation of certain statement of financial performance components
in order to present the statement of financial performance according to USGAAP,
the following components have been reconciled from AGAAP to USGAAP:
Reveruy from fmrner AUAAF L L0 0L Lo L e e e 2 21,280 14,896 21,616 20,802
Less:
Bividendincome. .. ... L L e 2 1 i 1 1
Revehuefromthesaleofnoneurrentassets ... ... 0 ... o oo oL o oL 2 330 3 859 302
Other revenue per AGAAP (N} ..................................... 2 212 148 261 303
(0 = 20,737 14,516 20,485 20,196
{712} (498) {res) (770}
. - {15} {20}
& 3 2 -
(&) (3) (15) (61)
3) (2) - -
{715} (500) {823} {851}
vyOthwrveeenee sy AGAAF L Lo 0000 L L 2 212 148 261 303
AGAAP Net profitf{loss) on sate of:
-property, plantandeguipment. ... L L. oL oL oL ol oo 3{a) 40 28 173 {4}
-investmentsincontrolledentities . . . ... L L L L L 3fa) B - 5 3
-investmentsinjointverdureentities ... L L L Lo oo oo 3fa) - - 3 -
-investmentsindssociated entities . . L L L oL L L L oL oo 3fa) 178 119 g -
- investmentsin listed securities and othercotporations. .. ... o L. oLl 3fa) 8 6 {2} {5}
- patents, trademarks and licences .. . ... L L Lo oL oo oo 3fa) B - - 1
S BUST RS . L L L e e e e e e 3fa) - - 10 -
USGAAP net profitf{lossjonsaleofnoncurrentassets . ... ... ... L oL {26) {18) 48 {7
USGAAP wirite down of Reachinvestrment . . ... .. 0. . . i e 35{0) " - {203) -
USGAAP impairmentof CSLgoodwill . . ... .o oo oo 30{r} “ - {85} -
USGAAP reversal of gain on salefleaseback and subsequent amortisation . . . ... . 30{a) 18 13 {162) -
Derivative financial instruments and hedging activities . . ... .0 L oL 0oL 265 186 {404} 4
BOlWeonvertingnote . .. . ... L. L oL L oo 2 i 27 259
Net foreign currencg tramslation{lossesifgains. . ... oL Lo Ll ool {18) {13) 23 {17}
(Y Ofherincomefeapenseiper USGAARF L L L0 L 0oL L Lo [¥a3 470 {207} 537
{v} Cost of sales includes both direct and indirect costs involved in the » Network service capacity from external communication service
sale of the company’s goods and services. For a service company this providers;
would commonly incdude depreciation and other indirect costs » Mabile handsets sold to customers;
associated with the provision of services. However, we do not report » {ost of goods sold {other than mobile handsets); and
our costs according to this description and classify ol of our expenses »  Directory poper costs.
according to the nature of the expense, referred to as “goods and Goods ahd services pyrchased does not equate to cost of sales dueto
services purchased” in retation to the sale of goods and services. the non inclusion of depreciation and other indirect costs associated

Gooads ond setvices purchased mainty comptises:
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Telstra Group
Year ended 30 June
2004 2004 2003 2002
Note $m US$m $m $m
USGAAP Earnings per share
Netincomeper USGAAP . . . .. . . oL oL L. L il 1,381 987 3,450 3,898
g Us¢ g 4
Basic earnings per share before cumulative effect of change in accounting prindiples . . i0.9 7.6 29.4 30.5
Cumulative effect of change in accounting principles {net of tax):
Transition impairmentof CSbgoodwill. .. . ... o oo o oL 30{p},30{r} - - {2.4) -
Consolidation of varlable Interestentities . . . ... ... o L. o o oL L. 30(s} - - - -
Basic earnings per share per USGAAP (cents) (viil) . . . . ... ..o Lo oo ooL 10.9 7.6 27.0 30.5
Dilutive earnings per share before cumulative effect of change in accounting principles. 0.9 7.6 29.3 30.4
Cumulative effect of change in accounting principles {net of tax):
Transition impairmentof (Sbgoodwill. .. . ... o oo o oL 30{p},30{r} - - {2.4) -
Consolidation of variable Interestentities . . . .. o . .. 0 L. . L oL L. 30{s} B - - -
Diluted earnings per share per USGAAP (cents) (viil). . . ... ... . ... .. ... ..... 109 7.6 26.9 304

MNurmber (i mitlions)

Weighted average number of ordinary shares and commeon share
equivalents used for basic earnings persharecoleutations (v} ... ..o L 12,636 12,636 12,793 12,783

Effect of dilutive employee shareoptions{vil} . ... ... ... ... oL L 0oL 38 38 36 bd

Welighted average number of potential ordinary shares and
common share equivalents used for diluted earnings per share calcslations .. . ... L. 12,674 12,674 12,829 12,827

{vi) Reconciliation of weighted average number of ordinary shares and common share

equivalents used for basic earnings per share calculations Number (in mitlions)

Number of shares used for AGAAP earnings per shave caleslations. ... 0. oo .. 6 12,723 12,723 12,867 12,867
Adjusted for:

- weighted average TESOPe7 and TESOPae options outstanding duting the year. . . 30k} {66} {66) {74} {84}
-stock held by employeeshareplantrusts . ..o oL 00 0oL o oo oo 0oL 30{s} {21} {21) - -
Number of shares used for USGAAP basic earnings per share calestations . . . ... 0L .. 12,636 12,636 12,793 12,783
{vii} in fiscal 2004, only the TESOPeT options and the deferred share {vitl) Labour expense in fiscal 2004 includes the additional expense
options are diutiveto dilutive earnings per share per USGAAP. Infiscal  recognised on the settlement of the (85 defined benefit fund (43,870
2003 and 2002 only the TESOPS7 options were dilutive to dilutive mittion). This has impacted net income per USGAAFP and the
earnings per share per USGAAP. Refer to note 36k} for further catcutation of basic and diluted earnings per shate per USGAAP. Refer
information reqarding the impact of the options, restricted share to hote 30{f) for further information.

aptions, performance right options and TESOPes options on the
earnings pet share caleulation.
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Telstra Group
As at 30 June
2004 2004 2003 2602
MNote $m USSm $im $rm
Reconciliation of shareholders' equity to USGAAP
AGAAP shareholders’ equity per statement of inandalposition .. . ... ..o oo 15,361 10,753 15,422 14,106
Curmudative adivstmenis reg
Property, plant and equipment 1o 7 96 419
Listed investrments {ovailable-for-salesecurities)y . ... . ... .. Lo L L. 30{b} 56 39 57 103
Dividendpayable . .. ... oL L 0 L e e 7,17,30{¢) " w - 1,415
Minotityinterests . .. ... . L L L o 36{d} {2) {1} {2} 2
Retirement benefits. . . L . e 36{f} 253 177 4217 4,087
HICOMEBEOX .« . . L. i e e e e e e e 30{}} 144 101 {1,031} {1,293}
Emplogeeshareloans ... . ... . L L oL il oo 30{k} {174) {122) {198} {230}
Derivative financial instruments and hedgingactivities . . ... .0 0oL 0. 30{m) {274) {182) {538} {133}
PCOW converting note {availablefor-salesecority) .. .. ... oL 0oL oL 0L 30{m} - - 2 -
Sale of Global Wholesale Business to Reach Ltd {Reach) - fiscal 2001 . .. ... . ... 30(n) {882) (617) {gaz} {882}
11:1% 409 696 41
4938 B5% 836 836
(54) {28} {54} {54)
{605} {424) {696) {115}
{62) {43} - -
18,291 10,704 18,025 18,402
690 483 1,300 1,070
Accountsreceivable, net. . L L L L L L e e e 3,336 2,338 3,561 4,038
HIVBIHOMES . . . o L e e e e 10 228 160 260 204
Beferred tax G8set . . . . L . L L e e 30{}} 200 140 166 301
Other dssels. . . . L . e e e e 718 503 578 604
Total current assels. .« . L . . L L L e e e e 5,173 3,621 5,865 8,217
Mo current assets
Receivables . . L L e e 8¢ 56 259 178
Berivative financial instruments. . . . . . . oL L . 664 465 694 637
HIWRIHOMES . . . L L o L o e e e e e 10 16 t 14 20
investments - accounted for using theequitymethod © .. 0oL 0 L 0000 4l 31 161 386
Investments-other ROh CUETENt . L . L L L L L L e e e 221 158 238 545
Property, plantand equipment . ... ... L L ol oL e 46,184 32,329 44,635 43,800
Accumulated depreciation of property, plantandequipment. . . . . ... oL L0 {23,160) (16,212} {21,356} {19,515}
Goodwill, et . . . L e e e e e 2,273 1,591 2,112 2,800
Otherintangibleadssets, net. .. . ... 0 L. L L oLl 1,812 1,088 1,146 1,358
Prepatdpension assets . .. . .. L. L L oL e 36{f} 253 177 4,217 4,087
Other ASSELS. & . . L L e e e e e e e 2,326 1,628 2,437 2,206
Total ol clurrent assets © . . L L L L e e e 30,407 21,288 34,557 36,502
Tt e e e e e e e e e e e e e e e e 35,580 24,906 40,422 42,718
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Telstra Group
As at 30 June
2004 2004 2003 2602
MNote $m USSm $im $rm
Statement of financial position measured and classified per USGAAP (continued)
Payables 2,338 1,636 2,525 2,793
Bortowings-shorttermdebt . . ... . .. oL oL oLl ool oa oL 16 870 609 644 606
Borrowings - tong term debt duewithinoneyear . ... . ..o oL oL oL L 16 2,378 1,663 679 1,260
cometaxpayable. . . L. L L oL L £39 377 660 632
PR OVISEONE L L L L L L e e e e e 17 358 250 353 488
Reventereceived IN advance . . .. . . o L . e e 1,113 9 491 1,037
Totol current Uabilities . . . . o oL L 0 e 7,594 5,314 5,852 5,816
Mo gairrant 31T
Bagables. . ... . L L e 35 25 13 129
Berivative financial instruments. . . . . . . 0L L . 390 273 549 267
Borrowings-ltongtermdebt .. L. L L oL oo oo oo 9,088 6,367 11,580 12,372
Peferredtaxtiability . . ... . . L oL L oL 30{j} 1,861 1,303 3,011 3,449
PR OVISEONE L L L L L L e e e e e 17 T8 548 814 848
534 374 576 438
12,6083 8,887 16,543 17,503
20,287 14,201 22,395 24,318
2 1 2 {2}
18,291 10,704 18,025 18,402
ontributed equity - 12,628,359,026 shares issUed at 30 June 2004 (2603 and
2002: 12,866,600,200 shares) {iX). . . . . L L e 18 6,073 4,251 6,433 8,433
Share loan to employees - 62,549,000 shares at 30 June 2004 {2003: 69,160,725
shares; 2002: 78,438,375 shates) . . . . . . . . L L e e 30{k} {174) {122) {198} {230}
Stock held by employee share plan trusts - 20,956,641 sharves at 30 June 2004 . . . . 30(s} {117} {82} - -
Additional paid in capital from employeeshareplans . o oL o0 oL 0oL 30(K] 382 268 333 333
Totalsharecapital ... ... o0 L oL L 6,164 4,31% 6,568 6,536
Accumulated other comprehensiveloss{reserves}{x}. . . ... . ... ... . L. {435) (304) {554} {27)
Retained egrnings 9,562 6,693 12,011 11,883
Feotol ghorst ' h 15,291 10,704 18,025 18,402

{ix} Number of shares issued includes shares issued to employees
under share loans and shares held by employee share plan trusts. Net
balance of shares issued and outstanding at 30 June 2004 is
12,544,453,385 (2003: 12,797 439,475 shares; 2002: 12,788,161,825
shares).
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Accumulated other comprehensive loss, net of related tax, for
USGAAP consists of the following components:

Telstra Group
As at 30 June
2004 2003 2002
$m $m $m
Foreign cutrency transtation reserve . {475} {644} fes)
ftaxeffecty ... ... ... ... .. 21 72 17

%54y (572 (8L

Berivative financial instruments ., . . . {19} {22} {27}
ftaxeffecty ... ... ... ... .. 6 7 g
(13) (15  (18)

Unteatised gain on available-for-sale

secUtities . oL L. oL L. 46 &7 103
ftaxeffecty ... ... ... ... .. {14) {14) {31}
3z 33 72

Accumutated other comprehensive
loss{netoftax) . ... ... .. ... .. {435} {554) {273

140

Other comprehensive incomef{loss) Is calculated by totalling
movermnents in shareholders' equity that are not related to
contributions from owners or payments to ownets,

Telstra Group
Year ended 30 fune
2004 2003 2002

$m $m Sm
Generalreserve ... .. ... .. - - {43
Forelgn currency translation
reservefaftertend . . . ... ... 118 {491} {254)
Detivativefinancistinstruments
faftertexi. .. . ... . ... 2 3 4

Unreatised gainf{ioss) on

avaiiable-for-scle securities

fafferfaxj. ... ... . ... ... & {50} {302}
Realised {(gain}ftoss on sole of

avdilgble-for-sale securities

{after tax) transferred to net

MCOMe. . ... o .. {5) 11 {3}
USGAAP other comprehensive
ncomef(lossy . ... .. ... .. 119 {527} {55%)

The re-classification out of accumulated other comprehensive
incomef{oss) to net income was determined on the basis of specific
identification.

In fiscal 2004, the proceeds from sales of available-for-sale equity
secutities were $24 mitlion (2003: $7 million, 2002: $22 mitlion}.

The loss recorded as part of other comprehensive incomef{loss} in
relation to detivative and nonderivative instruments that hove been
desighated as hedges of the forelgn currency exposure of our het
investments in foreign operations for fiscal 2004 is $24 mitlion (2003:
$11 million gain).

Total comprehensive income is calculated by adding het income and
other comprebensive incomef{loss).

Telstra Group
Year ended 30 fune
2004 2003 2002

$m $m tm
Net income per USGAAP . . . .. 1,381 3,450 3,858
USGAAF ather comprehensive
incomefflossy. . .. ..... ... 119 {327} {559}
USGAAP total comprehensive
income .. ... ..... ..... 1,500 2,923 3,339
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3o{a) Property, plant and equipment

Prior to 1 July 2000, AGAAP allowed property, plant and equipment to
berevalued upwards. increasesinrevalued amounts were recorded in
an asset revatuation reserve, unless they reversed a previous
tevaluation decrease charged to the statement of financial
performance. impairments (decreases) to asset values were recorded
in the statermnent of finandal performance, unless they reversed o
previous incredse still remaining in the asset revaluation reserve.

Revoluations of property, plant and equipment are not allowed under
USGAAP, except for permanent impaliments. Including the
broadband network described below, the net adjustment Included in
the reconciliation to shareholders equity to reduce revalued property,
plant and equipment to historical cost for revaluations and
impairments not allowed under USGAAP Is $413 million for fiscal 2004
{2003: $401 million; 2062: $407 mitkion). For fiscal 2004, net
adjustments for depreciation and disposals of $12 million expense
{2003: $6 mitlion benefit; 2002: $36 million expense) has beenincluded
in the reconciliation 6f net income ta USGAAP.

USGAAP Impairment loss reversal - broadband network

in fiscol 1997, under AGAAP we wrote down the value of our
broadband network. We recognised ah impairment loss of $342
million in net income and $245 mitlion was adjusted against the asset
revalugtion reserve. Under USGAAP, the initiol future undiscounted
cash flows derived from our broadband netwotk were greater than the
recorded valde and eontinue to be as at 30 June 2004. The reversal of
theimpairment toss has been adjusted for intherecondliations of net
income and shareholders’ equity to USGAAP and additional
depreciation of $26 million was recorded in the reconciliation of net
income to USGAAP in fiscal 2004 {2003 $62 million,; 2002: $62 mitlion),
included in the net adjustments above.

Depreciation expense for AGAAP and USGAAP has been calculated
using the straight line method of depredation. Under AGAAP,
deprecigtion expense is based on the recorded amount of the asset
and is therefore higher for assets that have been revalued upwards.
Depreciation expense has been adjusted to reflect depreciation based
on original cost in the recondiliations of net income and shareholders’
equity to USGAAP.

Under AGAAP, before 1 July 1996 werecorded overhead costs directly
associgted with the construction of our communication assets as part
of the cost of those assets. We expensed all indirect overhead costs as
incutred. From 1 July 1996, indirect overhead costs {as well s direct
overhead costs) associated with operations and management
personnet directly involved inthe construction of our communication
assets have been recorded as part of the cost of those assets. This
policy is now the same as USGAAP.

To reflect the current policy, as if it had always been in place for
USGAAP purposes, before 1 July 1996, copitalised overheads with a net
book value of $441 mitHon (2003: $515 million, 2002: $638 million)
have been included in the recondiliation of shareholders’ equity to
USGAAP as at 30 June 2004. For fiscal 2004, additional depredation
and disposats of $74 million {2003: $123 mitlior; 2002: $144 mitlion)
have been included in the recondiliation of net income to USGAAP.

Under AGAAP, before 1 July 1996, we expensed all borrowing costs
when incdrred. From 1 July 1996, borrowing costs relating to the
cohstruction of property, plant and equipment for internol use are
recorded as part of the asset cost, consistent with USGAAP.

To reflect the current policy, as if it had always been in place for
USGAAP purposes, before 1 July 1896, capitalised interest with a het
book value of $126 milHon (2003: $144 million, 2002: $188 million)
have been included in the recondiliation of shareholders’ equity to
USGAAP as ot 30 June 2004. For fiscal 2004, additional deprediation
and disposals of $18 million (2003: $44 million; 2002: $24 million) have
been included in the recondliation of net income to USGAAP.

Under AGAAP, infiscal 2002 we classified someland and bultdings held
farsate as other current assets. Under USGAAP, usually assets hetd for
sale should be classified as current assets. However, as these assets
were part of o sale and leaseback transaction, the land and buildings
remained in property, plant and equipment unti the sale was
complete. infiscol 2002, these assets were reclossified, with a net
increase to property, plant and eqguipment of $435 miltion.

The property held for sale under AGAAP in fiscal 2002 was sold in fiscal
2003, Under AGAAP the net gain was recognised in net income.

Under USGAAP, any gains made on assets gs part of d sale and
leaseback transaction must be deferred and recognised over the
period of the yndertying leases. For fiscal 2003, the net gain reversed
wias $113 mittion. Of this balance, anet gain of $12 miltion has been
recognised in fiscal 2004 in the recondiliations of net income and
shareholders’ equity to USGAAP.
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30(a) Property, plant and equipment {continued)

Under AGAAP, proceeds on sale of non current assets are recorded ds
revenye from ordinary activities - other revenue, and the net book

vatue of assets sold is recorded as other operating expenses, with the
hetimpact representing the profit orloss onsale of hon cutrent assets.

For USGAAP, the sale of non current assets is not considered to be an
operating activity and as a resutt the net profit or loss on the sale of
hon current assets is reclassified to other income below operating
income.

AGAAP reported profits or losses on the sale of revalued assets are
based on revenue received less revalued net book value. For USGAAP,
profits or losses are based on revenue received tess historical net book
vatue. Adjustrments dre made to the reconciliation of net Income to
USGAAP to record this difference in the profit of Loss oh sale.

Asset retivernent obligations exist on our general purpose ledsed
bitldings and certain mobile tower communication assets that are
situated on land held under operating leases. USGAAP requires us to
recagnise the fair value of these legat obligations as o Hability, with
the cost capitalised as part of the asset carrying value. Durtrestment
uhder AGAAP of these obligations is detailed Tn note 1.19{c).

We have determined that the difference in cur AGAAP and USGAAP
accounting policies for these asset retirement obligationsis not
material to us. Therefore, no adjustment has been made to the
USGAAF reconciliation.
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30(b) Investments

For o description of the USGAAP treatment of our investment in Reach,
refer to note 30{o).

Under AGAAP, temporary changes inthefair values of debt and equity
securities are hot required to be adjusted and recorded in the finandal
staternents. AGAAP however does require permanent impairmentsin
the value of debt and equity securities to be recorded inthe statement
of financial performance.

Under USGAAP, Statement of Finandal Accounting Standards No.115
{SEAS 115) “Accounting for Certain Investments in Debt and Equity
Secutities,” we are required to account for debt and equity securities
based or our Intention to hold o sell the securities, Securities
classified as held-to-maturity are stated at cost unless thereis g
decline in fair value that is considered permanent. This reductionis
recorded in the statement of financial performance. Securities
classified gs available-for-sale are recarded af fair value with changes
infairvalue, other than a permanent reduction, recorded inaseparate
compohent of shareholders’ equity (accumutated other
comprehensive income} untit realised. Realised gains and losses are
then recorded in the statement of finandial performance.
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30(b) Investments (continued)

The following is ¢ summary of our available-for-sate debt and equity

secutities:
Telstra Group
As at 30 lune 2004
Net
Accrued  Amortised unreatised
Note Principal interest cost  Fair value gain
$m $m $m $m $m
Marketoble securities included in cash:
Bonk bills and promissorynotes . . ... ... L. oL 8 538 i 539 539 -
Equity securities:
Listed investments . . ... . L. L L 11 i85 - - 71 56
HCOMeTEX @XPRNSe. . . .. . . ..o (17}
35
Debt securities:
BLOW converting note - US$47 mitlionfacevalue . ... . .. 30{m} 95 w " 85 {10}
ncometaxbenefit . .o L L L o 3
{n
Total unrealised gain {het of tax) oh availlable-forsalesecurities . ... . .. oL oo oLl oL oLl oL 32
Telstra Group
As at 30 fune 2003
Net
Accrued  Arnortised unreatised
Note Principat interest cost  Fair value gain
$m $m $m $m $rn
Marketoble securities included in cash:
Baonk bills and promissoryhotes . ... ... Lo L. 8 1,101 3 1,104 1,104 -
Equity securities:
Listed investments . . ... . L. L L o 11 32 - - 89 57
HCOMRIEX EXPRNSe. . . .. . .. .. Lo {17}
40
Debt securities:
BLOW converting note - US$47 mitlionfacevalue . ... . .. 36{m} a5 - - 85 {10}
ncometaxbenefit . .o L L L o 3
{7
Total unrealised gain {het of tax) oh availlable-forsalesecurities . ... . .. L. oo oL oL oL ool 33
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30(c) Dividend payable recognition

n fiscal 2002, under AGAAP, dividends declared after balance date and
befare approval of the financial reports were recognised as o liability
in those financiol statements.

Under USGAAP, provisions for dividends are only recognised as
liobiities if the dividends are formally declared before balance date.
The effect of this adjustement Is disclosed in the reconcitiation of
sharehotders’ equity to USGAAP. In fiscal 2003, due to a change in
AGAAP, AGAAP is now consistent with USGAAP and this adjustment is
ho lohger required. Refer to note 7 for additional disclosures on
dividends,

The dividends per share for USGAAP (Tncluding the TESOPO7 and
TESOP99 options outstanding {refer note 30{k) below) as issued
shares) in Australian dollars for the last three years are:

Telstra Group
Year ended 30 June
2004 2003 2002
g g 4
Dividends paid per share:
Total dividends paid per share
per USGAAP . .. . ... ... .. 25.0 26.0 22.0

30(d) Minority interests (defined as outside equity interests per
AGAAP)

Under AGAAF, minotity interests are induded In shareholders’ equity
in ‘Qutside equity interests’. Under USGAAP, mihority interests are
disclosed as o separate component of net assets rather than Tncluded
inshareholders’ equity. The effect of this adjustment has been
disclosed In the reconciliation of shareholders’ equity to USGAAP.

30{e) Deater commissions and bonuses classification

Under AGAAP, dealer commissions and bohuses dreincluded in goods
and setvices purchased as they are directly reloted to our sales
tevenue. Under USGAAP, they are classified as other operating
expenses. In the statement of financial performance meadsured and
classified under USGAAP, we have reclassified $496 million of dealer
commissions and bonuses from doods and setvices purchased to other
operating expenses (2003: $378 millioh; 2002: $353 million).
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30({f) Retirement benefits

Pension costs{benefits {defined as superannuation expense under
AGAAP) for our defined benefit plans are based on contributions
payable to the plans for the year, ot rates determined by the actuary
of the defined benefit plans. Refer to note 22 for details of our
superannuation plans.

Under AGAAP, where there has been o shortfollin ptior years of the net
market vatue of our defined benefit scheme’s assets when compared
to members’ vested entitlements, we have provided for the present
vatue of any shortfall, to the extent that the shortfall represents o
present obligation. We do not record @ pensioh dsset where scheme
assets gre greater than members’ vested entitlements.

Under USGAAF, pension costsfbenefits for defined benefit plans are
accoynted for under Statement of Financial Accounting Standards
No. 87 {SFAS 87} “Employers’ Accounting for Pensions” and are
colcutated by an actuary using the projected unit credit method. This
method includes current service cost, interest cost, return on plan
assets and amottisation of transition assets. Aggregated unrecorded
gains and losses of the plans exceeding 10% of the greater of the
aqggregated projected benefit obligation or the market value of the
plan assets are amortised over the average expected service petiod of
active employees expected to receive benefits under the plan.

We adopted SFAS 87 on 1 July 1992, as it was not feasible to adopt
SFAS 87 from its effective date of 1 July 1985, The transition asset
recorded under SFAS 87 1s being amortised from 1 July 1992 over 12
Years, ending 30 June 2005. Where scheme assets are greater than the
present obligations relating to members’ vested entitlements, the
difference is recoghised as an asset in accordance with USGAAP.

We use the following measurement dates for our defined benefit

plans:
Measurement
Date
TelstraSuper. . . ... ... .. . L. 30 June
T8 . L e (1}
HK {51 Retirement Scheme . .. . ... L. 31 May
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30(f) Retirement benefits (continued)

The effect of the adjustments required by SFAS 87 to retirement
benefit expensefgain has been disclosed in the USGAAP
recanciliotions. If we had reported our net periadic pension costf
benefit ahd the funded status of the defined benefit superannuation
plans inaccordance with the accounting prindples and actuatial
assumptions under USGAAP, the disclosures requitred are gs follows:

Telstra Group
Year ended 30 fune
2004 2004 2003 2002

MNote $m US$m $m $m
Mot periodic pension costfDene 1) {oll funds vombingdd
The camponents of net periodic pensioh cost for our defined
benefit superannuation plans are as follows:
Servicecostonbenefitfsearned. . . ... L L L L L e e e 351 246 337 333
interest cost on projected benefitobligation . . ... .. o oL oL oo ool £58 391 657 716
Expectedreturnonassets . . . .. L. L oL e {834} (584) {1,003} {1,292}
Expensesandtoxation . .. o L. L L L L oL e 59 41 74 74
Member contributions for defined benefits . . .. . L . L L Lo L L o {109} {18} {113} {109}
Amortisation of tramsitionasset . . .. 0 oL Lo L (84) {59) {84} {85)
Amortisationoffundloss . ... . oL oL L i64 118 35 -
Transfers to HK CSL Retirement Scheme{il) . . oL o o 0 oL o o o i - - & -
Settlement Lcssi(gam) {i} 1,865 2,708 {286} {107}
Mot g rodic pengior 1,970 2,778 {122} {470}
Reverse gmount expensed for AGAAP {tabour expense) ...................... (5) {4} {8) (2}
Total USGAAP adjustment - retirement benefit expensef(gain). . . . .. ... .. ... .. 1,965 2,778 {136} {472}
We used the following major assumptions to determine net periodic pension
costi{benefit) for the years ended 30 June:
Discountrate. . . ... e 5.00% £.00% 6.50% 6.00%
Expected rate of increaseinfuturesalaries . .o o0 oL Lo oo oL ool oL 3.49% 3.49% 4.00% 3.50%
Expected long-termrateof retuinonassels. . ... . L. Lo o oLl oL L 7.50% 7.50% 8.50% 8.50%

in order to project the expected long term rate of return on dssets,
estimates are prepared for the return of each major asset class aver
the subsequent 10 Year period, or longer. Those estimates are based
on d combination of factors including the curvent market outlook for
interest rates, inflation, earnings growth and currency strength.

To determinethe aggregatereturn, the expected future return of each

asset classisthen welghted according to the strategic asset allocation
of total plan assets.
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30{f) Retirement benefits (continued)

Telstra Group
Year ended 30 fune
2004 2004 2003 2602
Mote $m US$m $im $rm
Banafiy obi
10,249 7,114 9,537 9,146
351 246 337 333
558 391 657 716
Transfers to HKCSL Retirement Scheme (i) . 0 0. L oo 0 oL 0L oo i B - 80 -
Member contributions . . . L L L e e 81 LY 122 117
Benefitpayments . .. . ... L e {971} (680) {945} {902}
Curtalbment {gainjfloss. . . . ... .. L L e e {3) {2} g 32
Foreign cutrency exchangeratechanges .. ... 0 L. oL L oL oL oo (3) (2} {12} -
Setttement of C8S () . . L . L L e (3,687) {2,581) - -
Actuariabfgainifloss. . . ... o L L Lo {166} {116) 464 g5
Projected benefit obligationatendofyear . . .. . ... oL o L oL 0oL 6,409 &L 487 10,249 9,537
We used the following major assumptions to determine benefit obligations
at 30 June:
D ISCoUNE b . . . e e e 5.99% §.99% 5.00% 6.50%
Expected rate of increase infuturesalaries . . ..o oL oo o oL oL 0oL 3.97% 3.57% 3.49% 4.00%
Accumidated benefit obligation at end of year{oli fundscombined) . .. ... .. ... .. 5,032 3,522 8,041 8,111
ey sy fatl funds combined
4 : et chonge i fuly volue of
Fairvalue of plan assets at beginningofyear. .. o .. 0oL oL oo 0oL 0oL 11,546 8,082 12,208 13,502
Actudlreturnonplanassets .. L. Lol L oL L e 1,270 889 53 {544}
Transfers to HK CSL Retirement Scheme (i) . 0 0. 0 oo 0 oL oL oo i B - 74 -
Emploger contributions . . . ... oL L L o 5 & 8 z
Member contributions fordefined benefits . . .. . ... oL o Lo o oo 109 76 113 108
Transfers{member contributions for accumulationbenefits. . .. . oo oL o oL 81 87 122 117
Benefitpayments . .. . L. L e {871} (680) {945} {904}
Plan expenses . . ... .. L L e e {15) {11} {13) £13)
Foreign cutrency exchangderatechanges .. ... 0 L. oL L L oL oL oo {2) {1} {13} -
Setttement of (85 (i) {4,832) {3,382) - -
Contribution tax {44) {31) {61} {61}
ainie of plar ¢ et BN L L e e e e e 7,147 5,003 11,546 12,208
Our welghted-average asset gllocations by asset category ot 30 June are as follows: Target 2004 2003 2002
Eguitysecuritbes (ili). . ... . L. L L Lo T4.8% £3.0% 55.0% 63.6%
Bebtsecurities (HiY. . . . . . o L e e 13.2% 29 5% 25.4% 17.7%
Property{ili) .. . ... L e 10.0% 12.1% 16.8% 15.1%
Other () L o Lt e e 2.0% 5.4% 2.8% 3.6%
100% 100% 160% 100%
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30{f) Retirement benefits (continued)

Telstra Group
Year ended 30 fune

2004 2004 2003 2602
$m US$m $m $m

Reg 1 of funded 51 ; 4 3
Projected benefitobligation. ... ... oo o oo oo oo oL (6,409) {4,487} {10,249} {9,537}
Planassets et fair value . . L L 0L e 7,147 5,003 11,546 12,208
Funded shabts . o L . L e e e e e e e 738 516 1,297 2,671
Unrecognised net transitionasset vy ... .. o o oo oL e & 3 {79} {169}
Unrecogrised net actuarial{gainffloss{ivi. . .. .. ... L o oL oo L {489) {342) 2,899 1,585
Frapaid pension S L £ O N 253 177 4,217 4,087

Our defined benefit plans investment strategyis to control thelevel of
tisk by investing In o broad range of quality investments, and using a
range of Australian end international investment managers who
speciatise in cash, fixed interest, shares and property. We constantly
review aut investments and adjust ourinvestment strategy in ordet to
maxitnise returns within this controlled tisk profile and take
advantage of perceived market efficiencies.

investment godls are to earn the best possible returns within the
appropriate strategic tevel of risk, and maintain the funds financiat
viabitity by ensuting plan assets exceed benefit obligations.

Derlvatives are used to limit exposure to market fluctuations and are
used within appropriate control environments for direct and
externally managed investments. Derivatives are not used for
specutative purposes.

We expect to contribute $4 mitlion to our HK (51 Retirement Scheme
infiscal 2005, Based on the latest actuarial investigation, we do not
expect to make any contributions to Telstra Super during fiscal 2005,
Refer to note 22 for further information.

The following benefit payments, which reflect expected future
service, are expected to be paid.

Telstra Group
Yedar ended 30 June
2010 -
2005 2006 2007 2008 2009 2014
$im $m $im $rm $m $m
Expected benefit
payments . ... ... 178 189 206 227 260 1,710

(i) On 17 June 2004, the Commonweatth paid Telstra Super $3,125
mittion as settlement for the previous transfers of (55 members to
Telstra Super. As part of the settlemnent arrangement, the
Commonwealth has assumed responsibility for all Habilities inrespect
of former and current Telstra employees who remain in the (55, Refer
to hote 22 for further information.

As we have ho further abligations for these (55 members, we have
recorded a settlement loss for USGAAP in relation to the (55 of $1,145
mittion. Inaddition, we have recognised the previously unrecoghnised
et actuarial loss in relation to the (585 of $2,725 milktion.

{H) On 1 Becember 2002, Hong Kong (5L Limited (HK (51} established o
new scheme khowh as the HK (5L Retirement Scheme. Previously, HK
5L participated in the Pacific Century CyberWorks (PCOW) Retirerent
Scheme, the scheme of it previous immaediate parent. The assets
attributable to HK (5L of the previoys scheme were transferred to the
HK C51 Retiremnent Scheme. Refer to note 22 for further details.

(i) The (55 was a netional fund that did not hold physical managed
assets. This notional fund accumulated the same returns as that
earned by Telstra Super. As such, for the purposes of disclosing our
welghted average asset allocations by asset category, the asset
altocations of the (55 for fiscal 2003 and fiscal 2602 have been
assumed to be the same as the asset allocations of Telstra Super.

{iv} Settlements recarded in net periodic pension cost/benefit have
effected the unrecognised net transition asset and the unrecoghised
net actuarial {gain)/loss as follows:

{a) unrecognised transition asset; 2004: $nil; 2003: 51 million gain,
2002: $1 million gain.

(b} unrecagnised net actuarial gainfloss; 2004: $2,725 million loss;
2003: $26 million gain, fiscal 2002: $110 mitlion goin.
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30{g) Employee entitlements - Long Service Leave

Our employee entitlement provisions include a liability for long
service leave. Refer to note 1.198{a) for o definition of long service
leave. The assumptions used to colculate this Hability for AGAAP are
consistent with those used under SFAS 87 for USGAAP.

3o(h) Enterprise bargaining agreements

Telstra currently hassix separate business bhit enterprise agreements
ir operation which provided staff covered by these agreements with o
2% salaty increase in July 2003 and another 2% salary increase in
Junuary 2004, Further increases are scheduled for July 2004 and
Jonhuary 2005 In accordance with these agreements.

These aqgreements are due to expire in June 2005. As at 30 Juhe 2004
approximately 57% of full time staff were covered by the Business Unit
Enterptise Agreements and the Telstra Shop Agreement.

30{i) Mobile phone subsidies

Under AGAAP, fram 1 July 1999, we changed our decounting policy
relating to subsidies provided to our customers when they purchase
maobile phones. From this date, we deferred the subsidy provided to
customets who enterinto mobile phone contracts with atength of two
yeadrs o greater. This policy was considered to be inconsistent with
industry practice in the United Stotes and therefore $174 million of
costs were expensed under USGAAP in fiscal 2000 and reversed gs an
expense ds the amounts were amortised under AGAAP during fiscal
2001 and fiscal 2002,

Due to changes in industry practice in the United States, this policy is
how consistent with USGAAP from fiscal 2001, The amounts
tecognised in the USGAAP recondiliation of shareholders equity in
fiscal 2000 have now been fully reversed in fiscal 2002.

We have adopted EITF 60-21, "Revenue Arrangements with Multiple
Deliverables”, from 1 July 2003, ENTF 00-21 requires us to account for
the sale of mobile phones with subsidies as separate transactions
from the mobile phone contracts. We have adopted EITF 06-21 for
both our AGAAP and USGAAP finandial statements and as such there
are no USGAAP adjustments. Refer to note 1.2 and 1.16(bj for further
information.
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SesuTes (Lo

30(}) Income tax

Under AGAAP, timing differences are recorded in the statement of
financiol position as deferred tax assets and liobilities using the
liability method of tax effect accounting. Futureincome tax benefits
relating to tax tosses and timing differences are not recorded as an
asset Unless the benefit is considered virtually certain of being
realised.

Under USGAAPR, deferred tax assets and tabilities are created for oll
temporary differences between the accounting ond tax bases of
assets and Habilities that will reverse during future taxable periods,
including tax losses. Deferved tax assets are reduced by o valuation
allowanceif, in the opinion of management, it is more tikely than not
that some portion, or all of the deferred tax asset, will not be recatised.
Weincrease of decrease our deferred tax balances for the income tax
effect of accounting differences Tncluded in our reconcitiations of net
income and shareholders’ equity to USGAAP.

AGAAP requires the effect of a change in the income tax rate to be
included in the calculation of deferred tax balances when the change
has been announced by the Treasurer of the Commonweatth.
USGAAP requires the tax rate change to be recoghised Inthe year that
the Auystralian Parliament has approved the legistation and it has
recelved royal assent from the Governor General of Austratia {Head of
State}.

For AGAAP, we classify all deferred tax batances as non current. For
USGAAP, the classification between current and non current is based
oh the statement of finandal position classification of the underlying
net curtent and non current asset of Liability. Wherg thereis no
undertying asset or liability the classification s based on when the
temnpaorary difference s expected to reverse. The effect of this has
been disclosed In the statement of finandal position medsured and
classified per USGAAP.

Under AGAAP and USGAAP we do not create deferred tax assets of
liabilities for temporary differences retating to investments where
there is no intention of disposing of the ihvestment or where we are
Incapable of realising any benefit or incurring any obligations due to
tax baw restrictions.
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30{j} Income tax {continued)

Telstra Group
As at 30 June
2004 2004 2003 2002
$m US$m $m $m
Frbe 1 {dufe

Property, plant and equipment 33 23 33 33
Foreign exchange translation, hedge and other fingncecosts ... .. oo 0oL . 134 94 238 58
Emplogeeentitlements . . . ... .. L L oL L e 287 208 252 331
Revenuereceivedinadvance . . ... . .. oL L L Lo oo c 60 42 49 7
ventoryvaluation. . o oL 0 L L oL 9 & 9 -
PEOVISIONS . L L. L e e 86 46 99 212
Marketablesecurfties. . . . ... L. L L e 88 &2 - -
207 14% 219 148
211 148 212 110
{247} (173) {2513 {154}
859 601 851 745

Brefavrad oo tun {deferved o Uahiiy
Broperty, plant and equipment 2,351 1,646 2,366 2,521
Foreign exchange transtation, hedge and other fingncecosts ... ..o .0 L. . i1 8 - 1
Prepatdpension cost . ... . L L L L 16 53 1,265 1,226
Prepagments. . . ... L L e " - 3 &
Expenditureaccruals . ... 0oL L oL e 82 57 - &9
Marketablesecurfties. . . . oL L. L. L L e . - 1 27
- - 61 &3
2,520 1,764 3,696 3,893

(1,661) (1,163} (2,845} (3,148)

z 1 - 132
(1,807) (1,2658) (1,814} {1,987)
144 1601 (1,031} {1,293)

(1,661) (1,163) (2,845} (3,148)

#boternent of faay

Revorted s follows for the U8

Current deferred tax asset {futureincometaxbernefity . . .. . .. o o Lo L. 263 142 169 307
Cyrrent deferred taxliability {deferred incometas . ... oL o oL oL oL oL {3) {2} {3} {6}
Net current deferred tax asset (future incometaxbenefity . . .. . ... ... .. ... .. 200 140 166 301
Non current deferred tox gsset {future incometaxbenefity .. ... . ... oL L. 856 459 682 438
Non cutrent deferred tax liability {deferredincometeny . ... oL oo o 0oL (2,517) {1,762} {3,693) {3,887}
Net non current deferred tax Hability (deferredincometax) . ... . ... ... . ... .. (1,861) {1,303) {3,011} {3,449}

(1,661) (1,163} (2,845} (3,148)

The componaends

Current aX @XPense. . . .. . ... L. i 1,704 1,193 1,567 1,608
Deferredtaoxexpense. . ... .. ... ... L. L. L (1,077 (754) {180} 235
{Overffunderprovisioninprioryear. .. . ... L L L o oo {34) {24} {28} 16
it S N 593 418 1,359 1,859
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3o{k) Employee share plans and compensation expenses

Our employee and executive share plons are described innote 19,
AGAAP does not require certaln employee compensation and option
expenses to be recorded in the statement of financial performance for
our employee share plans.

Under USGAAP, we have adopted Statement of Financial Accounting
Standards No.123 (5FAS 123) “"Accounting for Stack Based
Compensation,”. Under this method, compensation expensels
catculated based on the fair value of options on the grant date and
tecagnised over the associated service period, which is usually the
vesting period. USGAAP requires that shares issued under TESOP97
and TESOPSS in conjunction with nonh-recourse loans be accounted for
as options. The outstanding balance of the toans for TESOP97 and
TESQF9s provided to employees is deducted from shareholders'
equity rather than classified as a receivable. In addition options,
testricted shares, performancerights and deferred sharesissued under
the Telstra Growthshare executive compensation scheme are also
accounted for as optiohs.

in fiscol 2004, there was no additional compensation expense
inctuded in the reconciliation of net income for USGAAP (2003: $nil;
2002: $41 million). Alife to date expense of $382 millionis recorded as
additional paid in capital in total sharehotders equity for USGAAP
{2003: $333 million; 2002: $333 million}. Theincrease of $49 mitkion in
fiscal 2004 retates to the consolidation of the Telstra Growthshare
Trust and the recognition of contributions to the trust as additional
paid in capital. Refer to note 30(s).

Thereis no income tax effect on the additional compensation expense
for USGAAP as it Is a permanent difference (non taxable} for TESOPS7,
TESQOP99 and Growthshare schemes.

Options allocated to employees under the TESOP schemes all vested
immediately upoh grant and will expire at the earlier of repayment of
the loan bolance of the termination of employment. Employee
compensation expense has been recognised on inception of the
TESQP97 scheme (fiscal 1998 and subsequent loyatty share issues)
and TESOP99 scheme {fiscal 2000 and subsequent loyalty share
isstes). Dividends on both TESOPR schemes are not recorded as further
compensation expense as their forecasted vatue was included when
cateulating the initial option valuations.

For fiscal 2004, 2003 and 2002, only the TESOPST options are dilutive

for the USGAAP earnings per share calculation as the exerdise price of
the TESOP3S aptions was above the average Telstra share price.

150

4&.
e

NS T
Eh L

LR B

Telstra Group
As ot 30 June
2004 2003 2602
Number Number Number
Options outstanding at
beginningof year . . . . .. 84,332,128 63,473,375 74,223,125
Options exerdised . . . . .. (6,008,128} {9,141,250} (10,745,750}
Options outstanding at end
ofyear. . . ... ... 48,327,000 54,332,125 63,473,375
Options outstanding at
beginningof year , . . . .. 14, 828 600 14,965,500 15,666,400
Options exercised . . . . .. {206,600} {136,500} {700,500}
Options outstanding at end
ofyear. .. ... ... 14,622,000 14,828,600 14,965,500

For TESOP97, the weighted average price of the option ot 36 June
2004, 30 Juhe 2003 and 30 June 2002 was $1.58.

For TESOPgs9, the weighted average price of the optioh at 30 Juhe
2004, 30 Juhe 2003 and 30 June 2002 was $3.53.

The Telstra Growthshare options issued under oll schemes become
vested options when the performance hurdles have been reached and
the executive pays the exercise ptice per share. The Growthshare
restricted share options, performance tight options and deferred
share options allocated to employees under oll schemes vest when
the performance hurdles have been reached or period of service
completed.

For USGAAP compensation expense is meadsured in the year that the
options are granted less any compensation expense paid under
AGAAP buased on calculated “option values” for Growthshore options,
restricted share options, performance right options and deferred
share options. An allowance is made for expected resignations and
concellations when caolculoting the various option values.

For fiscal 2004, only the deferred share options are considered dilutive
for the USGAAP earnings per share catculation. For fiscal 2003 and
fiscal 2002, the optiohs, restricted share options, performance right
options and deferred share options were not dilutive for earnings per
share calctlations.

For the details of Telstra Growthshare options granted, lapsed and
outstanding, as well as the valuation methodology and assumptions
regarding Telstra Growthshare issues, refer to note 19,
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30(l) Redundancy and restructuring provisions

in fiscal 2000, under AGAAP, we recorded d provision for redundancy
and restructuring of $486 million before tax. The amount charged for
income tax expense was $175 million with a net amount after tax of
$311 million. We satisfied the AGAAP requirements for recording this
provisioh. However, under USGAAP, we did hot meet the stricter
teguirements imposed on us to be able to record the provision. By
fiscal 2002, this provision had been fully vtilised. Therefore, we
reversed the AGAAP provision in the recondliation of shareholders’
equity to USGAAP for fiscal 2001 and recoghised the movement inthis
provision in fiscal 2002 as an expense in the reconcitiation to net
income of $94 million.

The disclosures required by USGAAP for the redundancy and
restructuting provision recorded by us are as follows:

i fiscal 1997, we approved a plan to reduce the humber of employees
by approximately 25,500 to approximately 51,000 emnployees by 36
June 2000, Ih June 1998, we also approved a three year plam, to 30
June 2001, which Included an additional reduction of approximatety
2,000 employees by redundancy. We effected the reduction in
employees through a combination of natural attrition and
outsourcing (approximately 6,700 employees) and voluntary
redundancy offers and involuntary terminations {approximatety
20,800 employees). Reductions have occurred primarily in sates and
service greas, communicotion assets, broadband rotlout construction
areds and field operations and maintenance staff.

The total estimated cost of the fiscal 1997 redundancy program was
$1,320 mitlion including estimated severance and award poyments of
$1,043 million and estimated career and transition costs of $277
mitlion. There has been no reversal of costs no longer reguired to the
statement of financlal performance.

Career transition costsinclude payments to employees who are inthe
outplacement process and amounts paid to third parties for the
outplacerent program.

in future periods, the expected number of 22 redundandies and
payments of $2 million still remains gs o provision balance {2003: $3
mitlion; 2002: $3 million). For fiscal 2002, staff unrelated to the 1997
program were made redundant and their costs were charged as an
expense.

NP VR JUG SPDRY: 3 ST SV T S
VIR O SO (O

Telstra Group
As ot 30 June
2004 2003 2002
Number Number Number
Expected redundancies . . . . 22 80 30

We have made the following payments which have been charged
against the provision for redundancy and restructuring:

Telstra Group
As at 30 June
2004 2003 2002
$m frm &m
Career transition and other
employeecosts . ... .. .. 1 - 1

The fiscal 1997 redundoncy and restructuring provision has been
substantiatly utilised as at 36 June 2004. The $2 million provision
batance remains due to contractual obligotions Telstra has with third
parties in relation to outsourdng agreements, superannuation
arrangements and surplus leased space.

The impact of redundandes has been taken into consideration in the
SFAS 87 calculation in note 36{f) Retirement benefits,
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3o({m) Derivative financial instruments and hedging activities

Our risk management policies and objectives of entering into
derivative fingncial instruments have been disclosed in note 28,
“Additional financdial instruments disclosures.”

in June 1998, the Financlal Accounting Standards Board issued
Staternent of Finandal Accounting Standards No. 133, "Accounting
for Derivative Instruments and Hedging Activities” (SFAS 133}, as
amended by Statement of Finandial Accounting Standards No. 138,
“Accounting for Certain Derivative Instruments and Certain Hedging
Activities”. SFAS 133 requires us to recoqnise all of our derivative
instruments as efther assets or Liabilities In the statement of financial
position at fair value. The accounting for changes in the fair value (e,
gains or losses) of a derivative instrument depends on whether it has
been designated and qualtifies as part of a hedging relationship and
further, on the type of hedging relationship. For those derivative
instruments that are designated and qualify as hedging instruments,
we must desighate the hedging instrument, based upon the exposure
being hedged, as a fair value hedde, cash flow hedge or a hedge of a
het investment in o foreign operation.

For derivative instruments that are designated and qualify as o fair
vatue hedge{i.e., hedging the exposure to changes in the falr value of
an asset or d Lability or anh identified portion thereof that is
attributable to a particular risk), the gain or loss on the detivative
instryment, as well as the offsetting loss or gaih on the hedged item
attributable to the hedged risk, gre recognised in other incomef
expense das part of net income during the period of the change in fair
vatues. For dertvative instruments that are designated and qualify as
o cash flow hedge(i.e, hedging the exposure tovariability in expected
future cash flows that is attributable to o particutar risk}, the effective
portion of the gain or loss on the derivative instrument is repotted as
a component of accumulated other comprehensive income and
reclassified into net income inthesame period or pertods during which
the hedged transaction affects net income. Theremaining gain orloss
onthe detivativeinstrument in excess of the cumulative changeinthe
present value of future cash flows of the hedged item, if any, Ts
recognised in other incomefexpense as part of net income duting the
period of change. For derivative instruments that are designated and
qualify as a hedge of a net investment in a foretgn currency, the gain
or loss is that reported in other comprehensive income as part of the
cumnutative transtation adjustment to the extent it is effective. For
derivative instruments not designated as hedging instruments, the
gain ot loss is recognised in net income during the period of change.
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We enter into forward foreign exchange contracts to hedge certain
firmn commitments denominated in foreign currendes relating to our
capital expenditure programs. Under AGAAP, realised gains and
losses on terminhation of these hedges are recognised ds a net cost of
the equipment acquired.

We are not able to identify specific forward foreign exchange
contracts with specific capital expenditure contracts to meet the
designhation criteria in SFAS 133. As a result, changes in falr value of
the forward foretgn exchange contracts are required to be recoghised
in net income for USGAAP purposes. We have recorded o marked to
market loss of $1 miltion in other income per USGAAF for the forward
fareign exchange contracts outstanding at 30 June 2004 (2603: §5
mitlion gain; 2002: $11 miltion loss). We olso recorded an additional
adjustment of $3 millioh, net of tax, in other income per USGAAFP to
reverse net reatised foreign exchange losses capitalised In property,
plant and equipment in fiscal 2004 under AGAAP {2003: $1 million
gain, 2002: $1 million loss).

We enter into interest rate swaps to manage our exposure to interest
rate risk relating to our outstanding short-term commercial paper.
SFAS 133 does not allow us to consider the interest rate swaps used to
manage out interest rate exposure os hedges. As o result, changes in
the fair values of these interest rate swaps are required to be included
inthe reconciliation of net income to USGAAP. We haverecorded o
marked to market gain of $158 million, before tax, as an expensein
other income per USGAAP for changes in fair value of interest rate
swap contracts outstanding at 3¢ Juhe 2004 (2003: $128 million loss,;
2002: $17 million gain).

We enter into cross cutrency interest rate swaps to hedge our
exposure to the risk of averall changes in fair vatue relating to interest
rate and forelgn currency tisk of our forelgn currency barrowings.
During fiscal 2004, 2003 and 2002, the ineffective pottion of our
hedging instruments (inclusive of the time valye of money) was taken
to other incomefexpense in the statement of financal performance.

During the year ended 30 June 2003, we reclassifled $17 mitlion of
losses, net of tax, from accumuloted other comprehensive income to
other income (2002: $15 million). At 30 June 2003 there wereno
remaining losses recorded in accumulated other comprehensive
income related to the repayment of borrowings that were hedqged by
interest rate and cross currency swaps in cash flow hedging
relationships prior to the adoption of SFAS 133,
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30({m) Derivative financial instruments and hedging activities
{continued)

As a part of our strateqic altiance with PCCW, we purchased a US$750
million convertible note Issued by PCOW In February 2001, This
convertible note was convertible at our option into PLCW common
stock at a conversion price of HK$6.886 per share. This note was
redeerned on 28 June 2002 {n consideration for the remaining 40%
interest in (5L and d new converting note with aface value of US$190
million.

Buring the year ended 30 June 2003 we redeemed U55143 million of
this converting note in return for entering into a capacity prepayment
agreement with Reach Limited as discussed in note 30{o).

Under AGAAP, the initial values of the converting notes are recorded
ot face value In other non-current receivables. The old convertible
hotewas, and the newly issued note will, continue to be carried at the
face value, adjusted for accrued interest and any proviston for
permanent diminution considered necessary. Any foreign exchange
gains gnd tosses on transtation of the converting note to A$ are
tecarded in the statement of financial performance in operating
expenses.

Our conversion option contained in the original note was classified as
an embedded derivative under SFAS 133 as its ynderlying risk, relating
to changes in the value of PCOW common stock, was not clearly and
dosely related to chanhges in the underlying risk of the note, namely
changes ininterest rates. The note portion of the instrument was
classified as an gvailable-for-sale security with changes in foir value
being recorded in other comprehensive income. The fair value of the
aption in the original note was written off in full before redemption.
Werecorded aloss of $10 miltion in fiscal 2002.

The notels classified as an avallable-for-sale security and is disclosed
in note 30{b).

in November 2001, the undetiying debt of Telstrallear was
restructured and effectively cancelled and replaced with a new credit
facitity. The swap contracts were not restructured. As a result, the
transition adjustment has been amottised overthe matutity schedule
of the restructured debt (1o June 2002}, resulting in amortisation for
fiscal 2002 of $3 million.

At June 2002, the change in fair value of the interest rate swap
contract of $1 mittion was recorded as interest income,

EOROGRUTEE LLONH

30{n) Sale of Global Wholesate Business to Reach Ltd (Reach)

In fiscat 2001, as o part of the strategic alliance with PCOW, a joint
venture entity, Reach, was formed through the combination of our
international wholesale business and certain other wholesale assets
together with certain PCOW assets, Under AGAAP, the Tnvestment in
the joint venture entity was recoghised at its cost of acquisition, being
the fair value of the assets transferred net of cash received and
including acquisition costs. The gain on sale of the Global Wholesale
Business, measured as the difference between the cost of the
investment and the net book volues of the net assets transferred, was
deferred to the extent of our ownership interest retained in the joint
venture entity, n this case being 50%.

Under USGAAF, investments in joint venture ertities should be
recorded at the net book value of the assets and Ligbilities transferred,
reduced by the amount of any cash received. Where the resultant
carrying valueis o pegative amount, the excess credit is recognised as
an adjustment to the amount of qoodwill on other components of the
interdependent transactions - in this case o $38 million reduction on
the (5L goodwill {refer note 30{p}}. Also, there were differencesinthe
fair valuation of the net assets. These related to pre-1996 capitalised
interest, assembled work force and other fair value adjustments.

The total effect of these differences reduces shareholders’ equity
under USGAAP by $882 mitlion as at 30 June 2004 (2003: $882 million;
2002 $882 miltion}.

30(0) Equity accounting and write down adjustments for Reach bid
{Reach)

USGAAF adjustments made on the sale of the Global Wholesale
Business to Reach in 30(n} above, will result in ongoing differences in
the recondiliations of net income and shareholders' equity to USGAAP.

Under AGAAP, 50% of the profit after tax was deferred and dccoynted
for in the investment catrying value. The deferred gain wastobe
recognised in the statement of finandal performance on a straight
lirve basts over d petiod of 20 years. For fiscal 2003, this adjustment
was $22 million upto the date of the write down of Reach {refer below}
anid was reversed for USGAAP {2002: $44 miltion). Under AGAAP there
is no further recognition of this amount due to the write down.

For USGAAF equity accounting, there was ¢ colculation of notional
goodwill atinception that was required to be amortised overthelife of
the investment. This goodwill was determined by comparing the
investment carrying vatue to 50% of the net assetsf{liabilities) of
Reach. This amount, similarto AGAAP, was not separately recognised
in the statement of financial position, however, it was included in the
Investment carrying amount. This notional goodwill has beenwritten
off with the write down of the Reach investment {refer below).

153



Telstra Corporation Limited and controlied entities

Notes to the Financial Statements (continued)

30{0) Equity accounting and write down adjustments for Reach Lid
{Reach) {continued)

Asdiscussedinnotess and 24, as at 31 December 2002, we wrote dowh
the entire carrying amount of our investment in Reach. inaccordance
with Accounting Principles Board Opinton No. 18, “The Equity Method
of Accounting for investments in Common Stock”, where there is
evidence that would indicate a loss in value of an Tnvestment that is
other than o temporary decline, the loss in value should be
recagnised. Such factors include, but are not limited to, ¢ current fair
vatue of an investment that is {ess than its carrying amount and the
inability of the Investee to sustain an earnings capacity that woutd
Justify the carrying amount of the investment,

A discounted cash flow model was used to caleulate the falr value of
our investment in Reach and as a result the carrying amount was
written down tozera. For AGAAP, this resulted in a write down of $565
mitlion. However, due to GAAF differences discussed above and in
hote36{p}, under USGAAP the write down of the investment was $203
million. Therefore, an additional net adjustment of $762 million was
tecagrised in the reconcitiations of net income and shareholders
equity to USGAAP. Refer to note 3 for further explanation of the write
down made ynder AGAAP.

Under AGAAP, equity accounting is suspended where the comulotive
share of losses and resetve movements have reduced the partidpating
equity investment to zero.

Under USGAAP, equity accounted losses are required to be recognised
in net incotme to the extent that we have other non-participating
investments in the equity accounted entity {i.e. preference shares or
loans). infiscal 2003 we ceased equity decounting our Reach
investment under AGAAP dueto theinvestment being written downto
zero.

it April 2003 we made d capacity prepayment of $230 mitllon {U55143
tritlfon) to Reach. This advance accrues interest on a compounding
basis at ¢ market reference rate and is to be repaid through the
provisioh of capadty inthe future at market prices. Thisisrecorded as
a recelvable under AGAAP (refer to note 5}, Under USGAAP, this
amount {including accrued interest} is considered to be o non-
participating investment in Reach. As such we have continued to
equity account our share of the net assets and losses of Reach under
USGAAF as ah adjustment to the adjusted basis of this recelvable.
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During fiscal 2004, our share of equity accounted losses and net assets
of Reach exceeded the balance of the capacity prepayment and as
such we have ceased equity accounting for Reach under USGAAP.
Equity accounting was suspended when our share of losses and net
assets reduced the capacity prepayment to zero.

The USGAAP adjustment to recognise our share of equity accounted
losses of Reach in fiscal 2004, up to the suspension of equity
accounting, is $267 million (2063: $82 million). The adjustment to
recognise our share of the accumulated other comprehensive income
of Reach in fiscal 2004 is $136 mittion{2003: $22 million Loss; 2002: 512
miktion loss).

The capacity prepoyment baldnce continves to berecorded as o
recelvable under AGAAP and is restated at the spot rate at year end.
Forelgn currency translation differences are recorded in the
statement of finandal performance. For USGAAP these translation
differences have been reversed since the suspension of equity
accounting. For fiscal 2004, $17 mitlion of foreign currency gains
recorded under AGAAP have been reversed for USGAAP.

During fiscal 2004, we, together with our joint venture parther PCIW,
provided o US$311 million loan to Reach. Our share of the loan ot 30
June 2004 s $226 million. This toan is considered to be impaired for
both AGAAP and USGAAP purposes and has been fully provided for. As
the adjusted basis of this toan under USGAAP is zero, we have hot
continued equity accounting for Reach against this loan.

The total net adjustment in the recondiliation of net incometo
USGAAP in fiscal 2004 for all of these differences s o decrease of $264
miktion (2003: $665 million increase; 2002: $36 million increase). The
total net adjustment included in the reconciliation of shareholders’
equity to USGAAP s $584 million (2003: $696 mitlion; 2002: $41
mittion}.

30(p) Consolidation adjustment for Telstra CSL Limnited (C51)

There are several adjustments that need to be made for the
consolidation of (SL for USGAAP purposes.

For AGAAP, gainsflosses on o hedge for the purchase of (Sl are
included in the cost of the acquisition, thereby effecting the
determination of goodwill. For USGAAP, gains/losses on hedges of g
purchase business combination are recognised in net income.
Accordingly, in fiscol 2001, hedging losses of $30 miltion that were
included in the cost of acquisition of (5L for AGAAP, have been
recognised in net income under USGAAP.
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3o{p) Consolidation adjustment for Telstra CSL Limited {(5E)
{continued)

For AGAAP, purchase price allocations in an acquisition accounted for
as ¢ business combination arenot tax effected. The tax effect of basis
differences arising from purchase price allocations (fair value
adjustiments} will be recoghised in net income as those basis
differences reverse. For USGAAP, such basis differences are treated as
temporary differences and tax-effected as part of the dcquisition
accounting.

For AGAAP, acquisition costs of $999 mitlion were written off on
acquisition of (SLin January 2001, USGAAP did not allow such awrite-
off, ynless it could be suppotrted by an analysis of the undiscounted
cash flows of the entity. As a result of an analysis of undiscounted
cash flows relating to {51, a goodwill write-off was not suppottable
under USGAAP. Accordingly, the goodwill write-off was reversed and
is carried forward as o difference inthe recondiiiation of shareholders’
equity to USGAAP. This amount was also amortised in fiscal 2002 for
USGAAF. For fiscal 2003, $309 millioh of goodwill was recorded as an
impairment loss under USGAAP, based on the transitional goodwill
impairment test. Refer to note 30{r} for further infarmation as to the
accounting requirements and basis of the impairment.

30(qg) Falr Value and General Reserve adjustments

in AGAAP, when we dcguire d controlled entity, we arerequired to
restate the net identifiable assets of that controlled entity to fair
vatue. Tothe extent we have an equity accounted ownership interest
in the company prior to consolidation, we dre tequired to recognise
ourshare of the reserve created on consolidation. In USGAAP, this fair
vatue adjustment Is offset against goodwill on consolidation. Eor
fiscal 2002, the adjustment to the reconciliation to shareholders
equity was $54 million.

in AGAAF, the effect of ditutions of ownership due to equity
transactions conducted by third parties arerecorded in a reserve. In
USGAAFP, this s treated as asale of ownershipinterest and takento het
income. In fiscal 2003, the adjustment to net income was $2 miltion
loss {2002: $13 mittion loss).

in fiscal 2002, we had o share of o foreign associated entity's general
teserve credit of $2 mitllion. For USGAAP purposes this reserve was
transfetred to the forelgn currency transtation reserve. Infiscol 2004
we disposed of the foreign associated entity and, under AGAAP,
transfetred our share of the entity’s general reserve and foreign
currency translation reserve to retained earnings. Under USGAAP, the
total amount transferred of $35 million has been adjusted against our
profit recorded on the disposal of the entity.

res {continsed)
30{r) Goodwill and other intangible asset adjustments

Under USGAAF, goodwill Is no longer amortised but reviewed for
impairment annhually, or more frequently if certein indicators or
triggers arise. Goodwillls tested for impairment at a "reporting unit”
levet ard we have gssigned goodwill to reporting units in accordance
with the het goodwill batances by legal entity included in note 13.

We completed the initial step of the transitional impairment test
withit six months of adoption of Statement of Fihancial Accounting
StandardsNo. 142, “Goodwitl and Other Intangible Assets” (SFAS 142},
using a discounted cash flow technique to caleulate the fair value of
the reporting units to identify any impairment inthe carrying valug of
goodwill. As aresult we have recorded an impairment loss of $309
mittion relating to the USGAAP carrying value of goodwill in (SLas ¢
cumulative effect of a change in accounting principle in fiscal 2003,

At 30 June 2003, we identified o fJurther impairment in the USGAAP
carrying value of the goodwill in (5L, The fair value of (SLwas
determined using o discounted cash flow technique. As aresult, we
have recognised an additional impairment Loss of $85 miltion.

Under AGAAP, goodwill is still amortised over its useful life and we
have reversed the goodwill amortised of $125 million for the year
ended 30 June 2004 (2003: $178 million) in the reconciliations of net
income and shareholders’ equity to USGAAP.

The following table represents adjusted net income per USGAAP and
adjusted earnings per share to exclude amottisation expense for

goodwill that is no longer amortised:

Telstra Group
Year ended 30 fune
2004 2003 2002
$m $m tm
Net income per USGAAP . . . . . 1,381 3,450 3,888
Goodwill amortisation . . . . .. - - 262
Adjusted net income per
USGAAP . . . ............ 1,381 3,450 4,160
g ¢ 4
Basic earnings per share per
USGAAP {cents) . ... ... ... 16.9 27.0 30.5
Goodwill amortisation . . . ... - - 2.0
Adjusted basic earnings per
share per USGAAP {cents). . . 10.9 27.0 32.5
Dituted earnings per share per
USGAAP {cents) . ... ... ... 16.9 269 30.4
Goodwill amortisation . . . ... - - 2.0
Adjusted diloted earnings per
share per USGAAP {cents). . . . 10.9 26.9 32.4
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30{r) Goodwill and other intangible asset adjustiments {continued)

The following table Is a reconciliation of the carrying amount of our
goodwill under USGAAP by reportable segment:

vy
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Telstra Group
Telstra
Business & Telstra
Government [nternctional Other Totat
$m $m $m $m
Corrying urnount of geodwiil] 45 ; 50 2,700 50 2,800
Additiohal goodwillrecognised. . .. . ... ... oL oL o oL - 71 - 71
Impairment losses - {394) - {384}
- {365) - {385}
50 2,012 50 2,112
Additiohal goodwillrecognised. . .. . ... oL oL ool oo oo 23 - 186 209
Faretgn cutrency transiation adjustment 2 {50) - {48)
;4 o goadwil WAEE ot B Sun 75 1,962 236 2,273

Our intangible assets still subject to gmortisation are brandnames,
customer bases, ahd patents, trademarks and licences. The carrying
amount of these intangibles are disclosed in note 13, The following
table represents the estimated aggregate amortisation expense for
othet intangible assets which ave still amortised under USGAAP.

Telstra Group
Year ended 30 lune
2005 2006 2007 2008 2009
$m $m tm tm $m
Estimated aggreqate
amottisation expense 121 114 78 41 &1

On 5 March 2004, we acquired 100% of the shate capital of Trading
Post (Australia) Holdings Pty Ltd. As part of this acquisition we
recognised $448 milllon of mastheads. These mastheads are not
amottised under AGAAP or USGAAP a5 we have determined that they
have indefinite tives. Our mastheads dre disclosed in note 13,
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Goodwill and other intangible assets recognised s ¢ result of the
acquisition of o controlied foreign entity are transtated at their
historical foreign currency translation rate under AGAAP as they arise
irt $A. Under USGAAP, using the current rate method, transtationis
performed at the spot rate ot year end. Amortisgtion of intangible
assets subject to amortisation {and goodwill in fiscal 2002} is
transtated using the weighted average rate. Adjustments have been
made to restate amottisation at the weighted average exchange rate
and to adjust the ending goodwill and other intangible asset balances
for fluctuations in the functional cutrency of the controlled foreign
entity.

The total net adjustments included in the reconciliation of
shareholders’ equity to USGAAP resulting from the decrease to the
ending balance of goodwill and other intangibles s $514 million
{2003: $480 million; 2002: $115 million}. The net adjustments above
resuited inanincregse to amortisation for USGAAP in fiscal 2004 of §3
mittion{2003: $nil; 2002: $52 million). From fiscal 2003 goodwill under
USGAAF is no longer amortised.



Notes to the Financial Statements (continued)

Telstra Corporation Limited and controlled entities

30(x) Consolidation of variable interest entities

AGAAP requires consolidation of an entity where we are able to
dominate decision making, directly or indirectly, retating to the
financial and operating poticies of that entity to enable it to operate
with us in achieving our objectives. Ownership percentdge as dsingle
factor does not determine consolidation under AGAAP.

Under USGAAP, we have adopted FASB interpretation No. 46 revised
Becember 2003 (FIN 46}, “Consolidation of Variable Interest Entities®,
inoccordance with the effective dates outlined in FIN 46. Ingeneral, a
vartableinterest entity is anyleqal structure used to conduct activities
or hold assets that either

» has gn insufficient amount of squity to carry out its princdipal
activities without additional subordinated finandal support;

» has o group of equity owners that are unable to make significant
decisions about its activities; or

» has o group of equity owners that do not have the obligation te
absorb losses of the tight to receive returns generated by its
operations.

FIN 46 requires ¢ beneficiary to consolidote a variable interest entity if
itis the primary beneficiary of that entity. The primary beneficiary is
defined as having o varigble interest in a vatiable interest entity that
witl absorb ¢ majority of the entity’s expected losses, receive o
majotity of the entity’s expected residual returns {if no party absorbs
a majotity of the entity's expected losses), or bath.

We have identified the following variable interest entities for which
we dre considered to be the primary beneficiary and as such
consaolidate under USGAAP:

» Telstra Employee Share Ownership Plan Trust {TESOPS7)
» Telstra Employee Share Ownership Plan Trust II{TESOP3S;)
»  Telstra Growthshare Trust

Under AGAAF we da not consolidate or equity account these entities.
For further information regarding TESGP97, TESOP99 and the Telstra
Growthshare Trust, refer to note 15,

The Telstra Growthshare Trust has purchased $117 mitlion worth of
shares in Telstrg Corporation Limited at 30 June 2004, This represents
a total of 20,956,641 shatres. The purchase of these shares has been
fully funded by Telstra Corporation Limited. Under USGAAP these
shares are recorded as a reduction in totat share capital under the
heading of “stack held by employee share plan trusts”. These shares
are not considered to be outstanding for the purposes of computing
basic and diluted earnings per share.

Cumulative Trust contributions made by Telstra Corporation Limited
to the Telstra Growthshare Trust from commencement LP 1o 30 June
2004 totalled $48 million. These contributions were recorded as
compensation expense under AGAAP and priot to the adoption of FIN
46 were reversed ggainst additional paid in capital for USGAAP
purposes. These contributions are used by the Trust to purchase
Telstra shares on market to uhderpin the issue of restricted shares,
performance right and deferred share options. On consolidation of
the Trust, these contributions are now recorded against additional
paid in capital under USGAAP.

Telstra Corporation Limited provides ¢ loan to the Telstra
Growthshare Trust to purchase shares on market to underpin theissue
of options. Theloan balance at 30 June 2004 is $65 mitlion. On
consolidation of the Trust, this loan is eliminated, together with any
associated interest.

30(t) Recently issued Australion accounting standards

A number of new accounting standards have been issued by the
Australian Accounting Standards Board (AASB} that have not yet been
adopted for AGAAP. A summary of the standards appears in note 1.3.

We will also be required to adopt the Australian equivalents of
International Financial Reporting Standards (IFRS), asissued by the
AASE, for the half-year ending 31 December 2005 ond yeadr ending 30
June 2006. Asummary of the significant areas of impact of adopting
IFRS appears in note 1.4,

Some of these standards, once adopted, will restlt in certain

adjustments ih the reconcitiations of net income to USGAAP and
shareholders’ equity to USGAAP no longer being required.
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Telstra Corporation Limited and controlied entities

Directors’ Declaration

This directors’ declaration is required by the Corporations Act 2001 of
Austratia,

The directors of Telstra Corporation Limited have made o resolution
that declared:

{a)

(b

Rl

fq}

the financial statements and hotes, set out on pages 2to 157 of
Telstra Corporation Limited and the Telstra Group:

{i} comply with the Accounting Standards, Corporations
Regulations and Urgent issues Group Consensus Views;

{if} give a true and fair view of the financial position as at 30 June
2004 and performance, as represented by the results of the
operations and cash flows, for the year ended 30 June 2004; and

{iil} in the directors’ opinion, have been made out in accordance
with the Corporations Act 2001,

at the date of this declaration, in the directors’ apinion, there are
reasonable grounds to believe that Telstra Corporation Limited
witl be able to pay its debts as and when they become due and
payable in Austratie; and

at the date of this dedaration there are reasonable grounds to
believe that the members of the extended closed group identified
in note 23(1) to the full finandal statements, as parties to a Deed
of {ross Guarantes, will be able to meet any obligations or
Habilities to which they are, of may becotme subject to, under the
Deed of Cross Guarantee described in note 23(1).

For and on behalf of the board

Donatd McGauchie Ziggy Switkowski
Chairman Chief Executive Officer and
Managing Director

Date: 12 Auqust 2004
Metbourne, Australia
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Telstra Corporation Limited and controlled entities

Independent Audit Report to the Members of Telstra Corporation Limited

This report is included sotely for the purpose of incorporation in Telstra
Corporation Limited’s Annual Repert 2004 as filed with the Australion
Stock Exchange ond the Australfon Securities and Investments
Commission,

Scope
The financial report and directors’ responsibility

The financial report comprises the statement of financlal position,
statemnent of finandal performance, staternent of cash flows,
statement of changes inshareholders’ equity, accompanying notes to
the financiol statements, and the directors’ declaration for Telstra
Corporation Limited {the Telstra Entity) and the consolidated entity,
for the uear ended 3¢ June 2004. The consolidated entity comprises
both the Telstra Entity and the entities it controlled during that year
{the Telstra Group)

The directors of the Telstra Entity are responsible for prepating o
financial report that gives d true and fair view of the financiat position
and performance of the Telstra Entity and the Telstra Group, and that
complies with Accounting Standerds in Australia, in accordance with
the Corporations Act 2001. This includes responsibility for the
maintenance of adequate accounting records ond internal controls
that are desighed to prevent and detect froud and error, and for the
accounting policies and accounting estimates inherent in the
finandal report.

Avdit approach

thave conducted an ihdependent audit of the financial report in order
to express an opinion on it to the members of the Telstra Entity. The
audit was conductedin accordance with the Australian Natlonal Audit
Office Auditing Standards, which incorporate the Australian Auditing
and Assurance Standards, ih order to provide reasonable assurance as
to whether the financial report is free of material misstatement. The
nature of an audit is influenced by factors such as the use of
professionat judgement, selective testing, theinherent limitations of
interhat control, and the avaitability of persuasive rather than
conclusive evidence. Therefore, an audit cannot guarantee that all
material misstatements have been detected.

Audit procedures were performed to assess whether n oll materiol
respects, the finandal repott presents fairly in accordance with the
Corparations Act 2001, Accounting Standards and other mandatory
professional repotting requirements in Australic, a view that is
consistent with my understanding of the Telstra Entity's and the
Telstra Group's financial position and their performance as
tepresented by the results of their operations and cash flows.

| formed my audit opinion oh the basis of these procedures, which

inctuded:

+  examinihg, on d test basis, information to provide evidence
supporting the amounts and other disclosures in the financial
teport, and

+ assessing the appropriateness of the accounting policies and
disclosures used and the reasonableness of significant accounting
estimates made by the directors.

| have also audited the explanation and quantification of the major
differences between Australian generally accepted accounting
ptinciples compared to United States of America generally accepted
accounting principles, which is presented in note 3¢ to the finandal
staternents. | have audited note 30 in order to form an opinion
whether in all materigl respects, it presents talrly, in dccordance with
Accounting Standards and other mandatory professional reporting
requirements in Austratic and United States of America generolly
accepted gccounting principles, the major differences between
Australian and United States of America generally accepted
accounting principles.

While | considered the effectiveness of management’s internal
controls over financial reporting when determining the nature and
extent of the procedures, the audit was not designed to provide
assurance on internal controls. Audit procedures were performed to
assess whether thesubstance of business transactions was gccurately
reflected in the financial report. These and the other procedures did
not include consideration or judgment of the appropriateness ot
reasanableness of the business plans or strategies adopted by the
directors and management of the Telstra Entity.

Independence
| am independent of the Telstra Entity, and have met the

independence requirements of Australian professional ethical
pronouncements and the Corporations Act 2001,
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Telstra Corporation Limited and controlied entities

Independent Audit Report to the Members of Telstra Corporation Limited (continued)

Audit opinion
in my apinion, the financial report of the Telstra Entity is in
accordance with:
fa} the Corporations Act 200t including:
{i} giving atrueand fair view of the finandal position of the
Telstra Entity and the Telstra Group as ot 30 June 2004 and of

their petrformance for the year ended on that date; and

{iy complying with Accounting Standards in Austratia and the
Corporations Regulations 2001 and

{b} other mandatory professional reporting requirements in
Australia.

Further, in my opinion, note 30 to the financial statements presents

fairly the major differences between Australian and United States of
Ametica generally accepted accounting principles.

/

P. L Barrett
Auditor-Generat

Date: 12 Auqust 2004
Melbourne, Australia
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Telstra Corporation Limited and controlled entities

Report of Independent Registered Public Accounting Firm to the Shareholders and Board of

Directors of Telstra Corporation Limited

This report is included sotely for the purpose of incorporation in Telstra
Corporation Limited's Annuat Report 2004 on Form 20-F as required by the
United States Securities Exchange Act of 1834 and the rules and
regulations promulgated there under.

We have audited the accompanying consolideted balance sheets of
Telstra Corporation Limited and its subsidiaries as 0f 30 June 2004 and
2003, and the related consolidated statements of income,
shareholders’ equity and cash flows for each of the three years in the
period ended 30 June 2004, all expressed in Aystralion dotlars. These
financiol statemnents are the responsibility of the Company's
managermnent. Qur responsibility is to express an opinion on these
finandal statements based an our audits.

We conducted our audits in accordance with Australian Auditing
Standards and the standards of the Public Company Accounting
Oversight Board {United States of Ametica). Those standards require
that we plan and petform the audit to obtain reasonable assurance
about whether the financial statements are free of material
misstatement. An audit includes examining, on o test basis, evidence
suppotting the amounts and disclosures in the finandal statements.
An audit also includes assessing the accounting princples used and
significant estimates made by management, s well os evaluating the
overdll financlal statement presentation. We belleve that our audits
provide a teasonable basis for our opinion.

In our opinion, the financiol statements referred to above present
fairly, in alt material respects, the consolidated financial position of
Telstra Corporation Limited and its subsidiaties at 30 June 2004 dand
2003 and the consolidated results of their operations and their
cashflows for each of the three yearsin the period ended 30 June 2004,
in conformity with Austratian generolly sccepted accounting
ptinciples.

Australian generdlly dccepted accounting principles vary in certain
stgnificant respects from United States of Americo generolly accepted
accounting principles. The application of the latter would have
affected the determination of consolidated net income expressed in
Australian dollars for each of the three years ended 30 Juhe 2004, and
the determingtion of consolidated shareholders’ equity, also
expressed in Austrolion dollars, af 30 June 2004, 30 Juhe 2003 and 30
June 2002, to the extent summatised in note 30 to the consolidated
finonhciol statements.

Gt L7W7

Ernst & Young

Date: 12 August 2004
Metbourne, Australia

161



Directors’ report

The directors present their report on the consolidated entity (Telstra Group) consisting of
Telstra Corporation Limited and the entities it controtled at the end of or during the year ended
30 June 2004,

Principai activity

Telstra's principal activity during the financial year was to provide telecommunications
services for domestic and international customers. There has been no significant change in the
nature of this activity during the year.

Results of operations

Telstra’s net profit for the year was $4,118 million (2003: $3,429 mitlion). This was after:
¢ deducting income tax expense of $1,731 millions (2003: $1,534 million); and

¢ allowing for net losses attributable to outside equity interests in controlled entities of
$1 million (2003: $35 million).

Earnings before interest and income tax expense was $6,560 million, representing an $837
million increase or 14.6% from the prior year’s result of $5,723 million.

Earnings per share increased by 21.8% from 26.6 cents per share in fiscal 2003 to 32.4 cents per
share in the current year. Year on year resutts have been impacted by a number of factors
which are described below.

Review of operations

Profit before income tax expense for fiscal 2004 increased by 18.7% from the prior year to
$5,848 million primarily due to the fiscal 2003 profit before income tax expense including the
write off of our investment in our 50% owned joint venture, Reach Ltd (Reach), amounting to
$965 million.

Sales revenue increased by $242 mitlion to $20,737 million in fiscal 2004. The increase was
mainty due to growth in mobiles, Internet and IP solutions, PSTN products and advertising and
directories, offset by a decline in revenues from Hong Kong CSL.

Other revenue (excluding interest revenue) decreased by $578 million to $543 mitlion in fiscal
2004, predominantly due to our other revenue in fiscal 2003 including the revenue from the
sale of seven office properties amounting to $570 million.

Reported operating expenses (before borrowing costs and share of net losses of joint venture
entities and associated entities) decreased by $226 million or 1.5% to $14,642 million. The
decrease was mainly due to:

¢ the carrying value of assets and investments sold in the prior year being $547 million
targer than in the current year primarily due to the sale of the properties noted above;

* partiatly offset by a provision raised for the non-recoverability of a loan to Reach of $226
mitlion; and

¢ $130 million of costs to exit our contractual commitments for information technology
services with |BM Global Services Austratia Limited corresponding with the sale of our
interest in this business.

Net borrowing costs decreased by 10.4% to $712 mitlion in fiscal 2004 primarily due to a
reduced debt portfolio in the current year and the close out of interest rate swaps in fiscal
2003. This has been offset by reductions in interest received as a result of lower holdings of
short term-liquid assets and interest revenue generated by the PCCW converting note
following partial redemption in the prior year.



Income tax expense increased by 12.8% to $1,731 million in fiscal 2004, primarily due to a $201
mitlion tax benefit recognised in the prior year on initial adoption of the tax consolidation
tegislation. Tax expense also increased due to the higher profit of the group, giving an overall
effective tax rate of 29.6%.

Our free cash flow decreased by 8.8% to $4,163 mitlion as a result of lower proceeds from asset
and investment sales and the purchase of controlled entities, offset by improved cash flows
from operating activities. Operating capital expenditure declined by 7.5% to $3,015 million due
to tight controt of our capital expenditure program. Proceeds from the sale of property, ptant
and equipment decreased by $629 million to $168 millionn mainty as a result of the sale of seven
office properties in fiscal 2003. Investment expenditure amounted to $668 million in fiscal
2004, which included the acquisition of Trading Post (Australia) Holdings Pty Ltd (Trading Post
group) and its controlled entities.

Dividends

The directors have declared a final ordinary dividend for the year ended 30 June 2004 of 13
cents per share ($1,642 million) fully franked. The tax rate at which the dividend is franked is
30%. The record date for the final dividend will be 24 September 2004 with payment being
made on 29 October 2004.

During fiscal 2004, the following dividends were paid:

Dividend Date declared Date paid Dividend per share Total dividend

Final ordinary 28 August 2003 31 October 2003 12 cents franked to 100%  $1,544 million
dividend for the

year ended 30

June 2003

Interim ordinary 12 February 2004 30 April 2004 13 cents franked to 100% 31,642 million
dividend for the

year ended 30

June 2004

Under current legistation, it is expected that Telstra will be able to fully frank declared
ordinary dividends out of fiscal 2005 earnings. We have announced a capital management
program through which it is intended that we will declare ordinary dividends of around 80% of
normal profits after tax and return $1.5 billion per annum to shareholders through speciat
dividends or share buy-backs each year through to fiscat 2007.

Significant changes in the state of affairs

There have been no significant changes in the state of affairs of Telstra during the financiat
year other than:

¢ On 24 November 2003, we completed an off-market share buy-back of 238,241,174
ordinary shares as part of our ongeing capital management program. The cost of the
share buy-back comprised purchase consideration of $1,001 mitlion and associated
transaction costs of $8 million;

* On 5 March 2004, we purchased 100% of the share capital of Trading Post group for totat
cash consideration of $638 mitlion. This included payments for shares (including
associated acquisition costs) of $448 million and the repayment of Trading Post group
loans of $190 million.



Likely developments

The directors believe, on reasonable grounds, that Telstra would be likely to be unreasonably
prejudiced if the directors were to provide more information than there is in this report or the
financial report about:

¢ thelikely developments in Telstra’s operations; or

s the expected results of those operations in the future.

Events occurring after the end of the financial year

The directors are not aware of any matter or circumstance that has arisen since the end of the
financial year that, in their opinion, has significantly affected or may significantly affect in
future years Telstra’s operations, the results of those operations or the state of Telstra’s affairs
other than:

¢ 0On 19 July 2004, Telstra Corporation Limited acquired 100% of the issued share capital
of KAZ Group Limited (KAZ), a provider of technology services, business services and
software solutions. Telstra paid 406¢ per share via a Scheme of Arrangement, resulting
in the payment of cash consideration of $333 million.

» 0On 12 August 2004, the directors of Telstra Corporation Limited disclosed the intention
to pay a fully franked special dividend of 6 cents per share (approximately $750
million), as part of the interim dividend in fiscal 2005, and the intention to undertake
an off-market share buy-back to a maximum of $750 million, which is expected to be
completed in the first hatf of fiscal 2005. The proposed special dividend and share buy-
back are in accordance with our capital management program and intention to return
approximately $1,500 million to shareholders each year through to fiscal 2007. The
financiat effect of the speciat dividend and share buy-back will be reflected in the
financial statements in fiscal 2005.

» 0On 4 August 2004, we announced the signing of a Heads of Agreement to establish a
50/50 joint venture with Hutchison 3G Australia Pty Ltd (H3GA), a subsidiary of
Hutchison Telecommunications {Austratia) Limited, to jointly own and operate H3GA’s
existing 3G radio access network and fund future network development.

The arrangement is subject to due diligence by vs, consent from the Australian
Competition and Consumer Commission and finat approval of the arrangement by the
Boards of both companies.

Under the Heads of Agreement, the H3GA radio access network is proposed to become
the core asset of the joint venture. In return for 50% ownership of the asset, it is
proposed that we will pay H3GA $450 mitlion under a fixed payment schedute in four
instalments beginning in November 2004.

The financial effects of the above transactions were not brought to account as at 30 June 2004.

Details about directors and executives

Changes to the directors of Telstra Corporation Limited during the financial year and up to the
date of this report were:
» Robert CMansfield resigned as Director and Chairman on 14 Aprit 2004;
¢ 0On 6 May 2004, Wiltiam A Owens resigned as a member of the Board of Directors; and,
o 0On 20 July 2004, Donald G McGauchie was appointed Chairman of the Board of
Directors.

During the period 14 April 2004 to 20 July 2004 John Ralph held the position of Interim
Chairman.



Information about directors is provided as follows and forms part of this directors’ report:

¢ names of directors and details of their qualifications, experience and special
responsibilities are given on pages 7 to 9;

¢ number of Board and Committee meetings and attendance by directors at these
meetings is provided on page 10;

e details of directors’ shareholdings in Telstra are shown on page 18; and

¢ details of directors’ emoluments are given on pages 11 to 12,

Senior executive emoluments

This information is provided on pages 12 to 18 and forms part of this report.

Performance rights, restricted shares, options and deferred shares

Telstra’s equity based compensation includes performance rights, restricted shares, options
and deferred shares. Performance rights, restricted shares, and options have performance
hurdtes. If the hurdles are not met there is no vesting entitlement to acquire Telstra shares.
From 1 July 2002, Telstra suspended its option plan and replaced it with a deferred share plan.
Generally, deferred shares will only vest when a specified service period is completed.

Telstra expenses the fair value of all performance rights, restricted shares, share options and
deferred shares in the resulls reported under United States generally accepted accounting
principles (USGAAP). Consistent with Australian generally accepted accounting principles
{AGAAP), the company only expenses options and employee shares when it is certain that
there is an actual cost that wilt be reatised by Telstra. When the Australian equivalent of
international accounting standard IFRS 2 “Share based payment” is issved and adopted as
AGAAP, Telstra will apply this standard to the accounting for its option and employee share
plans.

Since inception, $285 million has been expensed in the company’s USGAAP financiat
statements in relation to the shares allocated under TESOP97 and TESOP99. Performance
rights, restricted shares, options and deferred shares have given rise to a further expense of $97
mitlion in the USGAAP financial statements since inception. In the AGAAP financial
statements, an amount of $50 million has been expensed in relation to the performance rights
and restricted shares. Infiscal 2004, the company has issued performance rights and deferred
shares, with $19 million (2003: $19 million) expensed under USGAAP and $19 million (2003: $19
million) under AGAAP. Refer to note 19 of the financial statements for an explanation of the
option and employee share plans and the accounting treatment applied to each plan.

The trustee of the plan must purchase shares on market for cash to the extent of the assessed
tiabitity, for which Telstra provides funding to the trustee. Telstra expenses immediately the
funding of the purchase of shares to underpin the allocation of performance rights, restricted
shares and deferred shares. The purchase of shares to underpin options is accounted for as a
receivable in Telstra’s batance sheet as funding is provided to the trustee by Telstra.

Directors’ and officers’ indemnity
Constitution

Our constitution provides for us to indemnify each officer to the maximum extent permitted by
taw for any liability incurred as an officer provided that:

¢ the liability is not owed to us or a related body corporate;

¢ the liability is not for a pecuniary penalty or compensation order made by a Court
under the Corporations Act 2001; and

¢ the liability does not arise out of conduct involving a lack of good faith.



Our constitution also provides for us to indemnify each officer, to the maximum extent
permitted by law, for legal costs and expenses incurred in successfully defending civil or
criminal proceedings.

If onie of our officers or employees is asked by us to be a director or alternate director of a
company which is not related to us, our constitution provides for us to indemnify the officer or
employee out of our property for any liability he or she incurs. This indemnity only applies if
the liability was incurred in the officer’s or employee’s capacity as a director of that other
company. Itis also subject to any corporate policy made by our chief executive officer. Cur
constitution atso allows us to indemnify employees and outside officers in some

circumstances. The terms "officer”, "employee” and "outside officer” are defined in our
constitution.

Deeds of indemnity in favour of directors, officers and employees

Telstra has also executed deeds of indemnity in favour of:
e directors {including past directors)
e executive officers (other than directors) and certain employees generally; and
¢ employees (including executive officers other than directors) involved in the
formutation, entering into or carrying out, of a Telstra Sate Scheme (as defined in the
Telstra Corporation Act 1991(Cwth)).

Each of these deeds provides an indemnity on substantially the same terms as the indemnity
provided in the constitution in favour of officers. The indemnity in favour of directors also
gives directors aright of access to Board papers and requires Telstra to maintain insurance
cover for the directors.

The indemnity in favour of employees relating to Telstra Sale Schemes is confined to liabilities
incurred as an employee in connection with the formulation, entering into or carrying out, of a
Telstra Sale Scheme.

Directors’ and officers’ insurance

Telstra maintains a directors' and officers’ insurance policy that, subject to some exceptions,
provides worldwide insurance cover to past, present or future directors, secretaries or
executive officers of the Telstra Entity and its subsidiaries. The directors’ and officers’
insurance policy prohibits disclosure of the premium payable under the policy and the nature
of the liabilities insured.

Environmental requiation and performance
Performance in relation to particular and significant environmental legistation

Telstra’s operations are subject to some significant environmental regulation under
Commonwealth, State and Territory taw, particularly with regard to:

¢ theimpact of the rollout of telecommunications infrastructure;

¢ site contamination; and

¢ waste management.

Telstra has established procedures to monitor and manage compliance with existing
environmental requlations and new requlations as they come into force.

The directors are not aware of any significant breaches of environmentat requlation during the
financial year.

Legal and Regulatory Compliance

Telstra is committed to conducting its businesses in compliance with all of its tegal and
regulatory obligations. Compliance with these obligations is not just a legat requirement but is
integral to Telstra’s commitment to its employees, customers, shareholders and the
communitu.



The Board is responsible for overseeing the establishment of appropriate compliance
frameworks and controls and monitoring their operational effectiveness. The Audit Committee
has been delegated specific responsibility for assisting the Board in discharging this
responsibility and in the oversight of the Company's compliance programs. This oversight is
facilitated by the preparation of a quarterly tegal and requlatory compliance and risk report
summarising compliance initiatives and issues across the Company.

Telstra has a number of compliance programs in place 10 address specific legal and requlatory
obligations. These include programs directed to health, safety and environment, equal
employment opportunituy, privacy, trade practices and industry regulation.

The principles of the Austratian Standard on Compliance Programs, AS 3806, have been
incorporated into these programs and a number of programs, including the privacy
compliance program, are subject to periodic, independent external audits which are intended
to ensure that the Company's approach is comprehensive, robust and rigorous.

This program based approach is supported by the corporate wide, legal and requlatory
compliance framework and a network of compliance managers. This structure has been
designed with the aim of ensuring that each business unit’s operations are conducted in
accordance with Telstra’s obligations. This is achieved through a focus on policies, procedures
and work instructions that is intended to ensure that Telstra and its employees achieve
transparent compliance with these obligations. There is a comptementary focus on training,
dissemination of information and monitoring of compliance outcomes.

These initiatives reflect the Company's commitment to maintaining a strong compliance
record and reducing the risk of future legal and requlatory compliance issues

Rounding of amounts

The Telstra Entity is a company of the kind referred to in the Australian Securities and
Investments Commission class order 98/100, dated 10 July 1998 and issued pursuant to section
341(1) of the Corporations Act 2001. As a result, amounts in this report and the accompanying
financial report have been rounded to the nearest million dollars, except where otherwise
indicated.

This report is made in accordance with a resolution of the directors.

Ponaid McGauchie
Chairman

i f gv{'géﬂw;téf

Ziggy Switkowski
Chief Executive Officer and Managing Pirector
12 August 2004



Directors’ profiles

As at 12 Auqust 2004, our directors were as follows:

Year of initigl  Year last re-

Name Age Position appointment elected
Donald 6 McGauchie.... 54 Chairman 1338 2003
John T Ralph... ., 71 Deputy Chairman 1836 2003

Zygmunt E Switkowski® 56  Chief Executive
Officer, Managing

Director 1899 -
Samuel H Chisholm...... 84  Director 2000 2002
Anthony J Clark........... 65  Director 1936 2002
John E Fletcher...oois 53 Director 2000 2003
Belinda J Hutchinson.... 51 Director 2001 -
Catherine B Livingstone 48  Director 2600 2002
Chorles Macek..o..oue... 57 Director 2601 -
John W Stocker (.. 58  Director 1894 2003

':’J Other than the chief executive officer, one third of directors gre subject to re-election by rotation each year.
= onay August 2003, the Telstra Board of Directors re-oppointed the chief executive officer, Zygrunt £ Switkowskl, for o further ferm unti 31
December 2007,

A brief biography for each of the directors as at 12 August 2004 is presented below:

Ponald G McGauchie - AO

Age 54

Chairman appointed 20 July 2004
Director since September 1998

Chairman, Rural Finance Corporation of Victoria and Telstra Country Wide Advisory Board;
Deputy Chairman, Ridley Corporation Ltd; Director, Reserve Bank of Australia, National Foods
Limited, James Hardie Industries NV and Nufarm Limited. Mr McGauchie has had extensive
commercial and public policy experience, having previously held several high level advisory
positions to Government, including the Prime Minister’s Supermarket to Asia Councit, the
Foreign Affairs Councit and the Trade Policy Advisory Council. Mr McGauchie was Chairman of
Woolstock Australia Limited from 1999-2002 and President of the National Farmers Federation
from 1994-1998. Heis a partner in C&E McGauchie - Terrick West Estate.

John T Ralph (AC, FCPA, FTSE, FAICD, FAIM, FAusIMM, Hon LLD (Melbourne & Queenslandj,
DUniv(ACU))

Age 71

Peputy Chairman

Director and Deputy Chairman since October 1996, Interim Chairman 15 April 2004 - 20 July
2004

Chairman, Commonwealth Bank of Australia and Australion Foundation for Science; Director,
Austratian Farm Instituie; Member, Board of Melbourne Business School; President, Scouts
Australia, Victorian Branch and Patron of 5t Vincent’s Institute Foundation. Mr Ralph was
formerly Chief Executive and Managing Director of CRA Limited.



Zygmunt E Switkowski - BSc (Hons), PhD, FAICD

Age 56

Chief Executive Officer (CEO) and Managing Director
CEO and Managing Director since March 1999

Director of FOXTEL. Formerly Chief Executive Officer of Optus Communications Ltd and
Chairman and Managing Director of Kodak (Austratasia) Pty Ltd and the Business Council of
Australia.

Samuel H Chisholm
Age 64
Director since November 2000

Chairman, FOXTEL (FOXTEL Management Pty Ltd, FOXTEL Cable Television Pty Ltd, Customer
Services Pty Ltd). Director, Australian Wool Services Ltd and Victor (hang Cardiac Research
Institute. Mr Chisholm was the Chief Executive and Managing Director of British Sky
Broadcasting and Executive Director of The News Corporation (1990-1997). For 17 years
previously he was Chief Executive and Managing Director of the Nine Network Australia
Limited.

Anthony J Clark - AM, FCA, FAICD
Age 65
Director since October 1996

Chartered Accountant; formerly Managing Partner KPMG NSW (1992-1998); Chairman,
Maritime Industry Finance Company Ltd and Cumnock Coal Limited; Deputy Chairman,
Tourism Australia; Director, Amalgamated Holdings Ltd Group, Ramsay Health Care Ltd and
Carlton Investments Lid.

John E Fietcher - FCPA
Age 53
Director since November 2000

Managing Director and Chief Executive Officer of Coles Myer Ltd. Formerly Chief Executive and
Managing Director of Brambles Industries Ltd. Mr Fletcher was employed by Brambles in
various management positions for 27 years including an assignment in Europe.

Belinda J Hutchinson - BEc FCA
Age 51
Director since November 2001

Director, Energy Australia Limited, QBE Insurance Group Limited, St Vincent's and Mater Health
Sudney Ltd and State Library of NSW. Consultant, Macquarie Bank Limited. Ms Hutchinson has
a long association with the banking industry and has been associated with the Macquarie
Bank since 1993. Ms Hutchinson was an Executive Director of Macquarie Bank and was
previously a Vice President of Citibank Ltd.

Catherine B Livingstone - BA (Hons), FCA, FTSE
Age 48
Director since November 2000

Chairman, (51RO and the Australian Business Foundation; Director, Sydney Institute and
Director, Macquarie Bank Limited; Member, Department of Accounting and Finance Advisory
Board Macquarie University.



Charles Macek - BEc, MAdmin, FSIA, FAICD, FCPA, FAIM
Age 57
Director since November 2001

Chairman, Sustainable Investment Research Institute Pty Ltd and Financial Reporting Council
(FRC); Vertex Capital Pty Ltd, Williamson Community Leadership Program Ltd and Wesfarmers
Ltd; Victorian Councillor, Australian Institute of Company Directors. Former roles include 16
years as Founding Managing Director and Chief Investment Officer and subsequently
Chairman of County Investment Management Ltd. He was also Chairman and Director of I00F
Holdings Ltd and Centre for Eye Research Australia Ltd. Mr Macek has had a long association
with the finance and investment industry.

John W Stocker - AQ, MB, BS, BMedSc, PhD, FRACP, FTSE
Age 59
Director since October 1996

Chairman, Sigma Company Ltd; Director, Cambridge Antibody Technology Group plc,
Circadian Technologies Ltd and Nufarm Ltd; Principal, Foursight Associates Pty Ltd. Formerly
Chief Scientist, Commonwealth of Australia and Chairman of Grape and Wine Research and
Development Corporation

During the year ended 30 June 2004, the following directors resigned:

¢ Robert C Mansfield resigned as Director and Chairman on 14 April 2004; and
¢ William A Owens resigned as Director on 5 May 2004.

A brief biography for each of the former directors is presented below:

Robert C Mansfield - AC, BCom, FCPA

Age 53

Director since November 1999 and Chairman since January 2000. Resigned as Director and
Chairman on 14 April 2004.

Chairman, CDS Technologies Pty Ltd; Director, Dimension Data Holdings plc, Westfield
Management Limited and Westfield America Management Limited; formerty Chief Executive
Officer of McDonald’s Australia Limited, Wormald International Limited, Optus
Communications Limited and John Fairfax Holdings Limited.

William A Owens - BS Maths, BA, MA, MBA (Hons)
Age 64
Director since November 2001. Resigned as Director on 6 May 2004

Chairman and Chief Executive Officer, Teledesic LLC; Vice Chairman, 1CC Global
Communications (Holdings) Limited, Director; Polycom Inc, Viasat Inc, Microvision ing,
Symantec In¢, Metal Storm Limited, BAT Limited, Biolase In¢, Cray Ing, Nortel Networks, IDT
Inc, WH Networks Inc and TIBCO Inc. Former roles include President and Chief Operating
Officer, Science Applications International Corporation (SAIC); Vice Chairman, US Joint Chiefs
of Staff; Deputy Chief, US Naval Operations; Commander, US Sixth Fleet. Mr Owens hashad a
strong history in corporate management of broadband telecommunications, information
technology and internet applications.



Directors’ meetings

Each director attended the following meetings and Board committees during the year as a
member of the Board or relevant committee:

Board Committees
Audit Nominationsand  Technology ™
Remuneration ‘7

a b a b a b a b
D G McGauchie © 11 10 - - 11 11 - -
JTRalph® . ... 11 11 3 2 11 11 . .
R C Mansfield™® .. 7 ) - - 5 5 - -
ZE Switkowski oo 11 11 - - - - 3 3
S HChishole 11 11 - - - - - -
A JClark 11 11 6 6 - - - -
JEFletcher .. 11 10 - - - - - -
B J Hutchinson 11 11 - - - -
CBlivingstone ... 11 11 & & - - 3 3
C Macek 11 11 6 5 g 8 - -
WAOwens @ 8 7 - - - -
J W Stocker ™ 11 11 6 6 6 6 3 3

Column a: number of meetings held while a member.

Column b: number of meetings attended.

(1} Resigned as Director and Chairman o 14 April 2004

{2} Resigned as Director on 6 Moy 2004,

(31 Whilst acting as Interim Chalrman from 14 Aprit 2004 to 20 July 2004, Mr Raiph stepped aside from membership of the Audit
Committee,

{4) Appointed to the Nominations & Remuneration Committee on 31 March 2004,

{5 Resigned from the Nominations & Remuneration Committee on 31 March 2004.

f6) Appointed as Chairman of the Nominations & Remuneration Committee on 3 December 2003. Appointed as Chalrman of the
Board on 20 July 2004,

{7) The Appointments & Compensation Committee was renamed to the Nominations and Remuneration Committee on 6 February
2004,

(8) The Technology Commiltee was established to provide a forum to brief Directors on emerging technologies and the Company's
technology strateqy. There were three meetings held during the year. Meetings of the Committee are open to afl Directors.

Emoluments for Board members and senior executives
Non-executive directors’ remuneration
Salary & fees

Telstra directors are remunerated in accordance with our constitution, which provides for the
aggregate limit for directors’ fees (under our constitution this includes salary, superannuation
benefits and DirectShares) to be set and varied by approval of a resotution at the annuat
general meeting of shareholders. Our constitution provides that the allocation of satary,
superannuation benefits and DirectShares among the directors within the pool limit shall be
determined by the Board. The current pool approved by shareholders at the November 2003
Annual General Meeting is $1,320,000 (2003: $1,150,000). The actual fees and the amount of
non-monetary benefits, retirement benefits and other amounts paid are disclosed below.
Directors are required to take at least 20% of their fees in Telstra shares,which are purchased
on market.

Non-monetary benefits

Directors receive reimbursement for reasonable travelling, accommodation and other
expenses incurred in travelling to or from meetings of the Board or Committees, or when
otherwise engaged on the business of the Company in accordance with Board policy. Telstra
also provides directors with telecommunications and other services and equipment to assist
them in performing their duties. From time to time, Telstra also makes products and services
avaitable to directors without charge to altow directors to familiarise themselves with our
products and services and recent technological developments. To the extent we consider that
this provides a personal benefit to a director, this is included in the “non-monetary benefits”
column in the table following.
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Non-executive directors’ remuneration

Primary Benefits Equity Post employment Other Total
compensation benefits compensa-
tion
Salary & Non- Other DirectShares | Superannu- | Increase in | Payment
fees monetary atien retirement of
benefits ¥ benefits benefits | retirement
benefits
(%) (%) (%) (3} (3} (3} {$} ($)

Non-Executive Directors
Donald G
MeGauchie & 45871 5,285 | 50,0009 30,000 8,629 30,908 . 176,693
John T Ralph ™ 141,852 4,172 - 28,000 S 73,896 . 252,820
Robert C
Mansfield ® 144,200 139 - 56,000 19,800 . 396,664 | 616,803
Samuel H
Chisholm 7@ - “ - - . - “ -
Anthony J Clark 67,450 5,338 - 19,000 8,550 47,932 - 148,270
John E Fletcher 37,500 1,728 - 35,000 7,200 24,098 - 105,818
Belinda J
Hutchinson 59,661 3,512 - 13,859 6,480 71,790 - 155,362
Catherine B
Livingstene 67,450 3,607 - 19,000 8,550 30,004 - 128,611
Charles Macek 67,450 3,192 - 19,000 8,550 77,789 " - 175,981
Wwilliam A Owens "

46,154 - 31,520 1Y 30,000 - - 74,083 | 181,766
John W Stocker 34,499 4,501 - 77,3896 3,108 60,520 - 184,091

{1} Includes the value of the personal vse of products and services and other related fees.

{2} MrMcGouchie was appointed Choirmaon on 20 July 2004,

{3} This amount is paid to Mr McGauchie for membership of the Telstra Country Wide™ Advisory Board. These fees are for contribution of services in

geldition to Board duties.

{43  Mr Rolph wos appointed as fnterim Cheirman from 14 April 2004 to 20 fulyy 2004,

{5}  Undereurrent superonnuation legisfation Mr Ralph does not receive superannuation benefits as he hos passed his 70" birthday.

{8)  MrMonsfleld resigned from the Telstra Boord on 14 Aprif 2004,
{73 MrChisholm has declined to recefve directors fees.

{8y Mr Chisholm receives fees of $150,000 from Foxtel for services to them as Chairmen of thelr Board,

{8)  Ms Hutchinson and Mr Macek this year became entitled to retirerent benefits after passing the 2 yeor hurdie described under Retirement

Benefits,

{103 Mr Owens resigned from the Telstra Boord on 6 Moy 2004,

{11} MrOwens, o US based director, received management consultoncy fees of $31,528 {paid in US dollars). These payments ore not included when

cafcuioting the fotal gggregote remuneration pool. These fees are for contribution of services in addition to Board duties.

Equity compensation - DirectShare

As part of the overall remuneration strategy and to encourage a longer term perspective,

directors are required to receive a minimum of 20% of their remuneration by way of restricted
Telstra shares through the DirectShare Plan. The shares are purchased on market and
allocated to the participating director at market price. The shares are held in trust for a period
of 5 years unless the participating director ceases earlier with the Telstra Group. Inaccordance
with our policy, directors may state a preference to increase their participation in the
DirectShare Plan. Where this occurs, we may provide a greater percentage of directors’ fees in
Telstra shares.

Directors are restricted from entering into arrangements which effectively operate to limit the
economic risk of their security holdings in those shares allocated under the DirectShare Plan
during the period the shares are held in trust.
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Superannuation

The directors may state a preference to increase the proportion of their fees taken as
superannuation. Where this occurs, we may provide a greater percentage of directors’ fees as
superannuation contributions, subject to normal legislative requirements in order to meet
superannuation guarantee and other statutory obligations.

Retirement benefits

Telstra will not provide retirement benefits for directors appointed to the Telstra Board after
fiscal 2002. However, non-executive directors appointed prior to that date are eligible to
receive retirement benefits on retiring as a director with Telstra. Directors who have served 9
years or more are entitled to receive a maximum amount equal to their totat emoluments in
the preceding 3 years. Directors who have served less than 9 years but more than 2 years are
entitled to receive a pro-rated amount based on the number of months served as a director.

The following table provides the estimated retirement benefit that each director would receive
had they retired as a director of Telstra as at 30 June 2004:

Name Position Estimated Retirement Sum
as at 30 June 2004

$

Donald G McGauchie Chairman 145,277

John T Relph Deputy Chairman 371,735

Samuel M Chisholm ' Director -

Anthony J Clark Director 223,882

John £ Fletcher Director 490,535

Belinda 4 Hutchinson Director 71,790

Catherine B Livingstone Director 96,858

Chaorles Macek Director 77,789

John W Stocker Director 269,046

" N estimated retirentent benefit os fees have been declined by the director

Remuneration Policy for the CEO & Senior Executives

The Nominations & Remuneration Committee (formerly the Appointments & Compensation
Committee) is accountable for reviewing and recommending to the Board the remuneration
arrangements for Telstra’s CEO and senior executives reporting to the CEOQ. The Committee
compares both the structure of the remuneration package and the overalt quantum on a
periodic basis by comparison to other major corporations in Australia. Additionally, the
Committee engaged an independent specialised remuneration consultant to provide advice to
warrant that payments are in line with general market practice and are competitively placed
to attract and retain the necessary talent for the critical work required in these roles. The
Committee has met with the consultant as well as receiving reports from him.

The Committee has adopted a set of principles used to quide decisions related to the
remuneration of the senior executives. Specifically, these principtes are designed to link the
tevel of remuneration of the CEQ and senior executives with the financial and operational
performance of the Company. The principles are that the arrangements are:

simple and easy to communicate;

transparent so that all elements are visible;

linked to the performance of the Company;

differentiated based on individual performance;

market competitive to attract and retain tatent;

fair and equitable; and

aligned with the achievement of the Company’s long term business objectives.
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Linking rewards to performance

The CEO and senior executives are eligible for an annual short term incentive (STl) based ona
range of Company financial, organisational and individual performance measures. The design
of the ST1 plan was approved by the Telstra Board at the beginning of the financial year.

The plan focuses on the Company financiat performance measures of EBIT growth, revenue
growth and, in the case of the CEO, return on investment. These measures represent 65% of the
CEQ’s “on target” incentive payment and 50% of the senior executives’ “on target” incentive
paument. The remaining 35% of the CEQ’s “on target” incentive payment is made up of
measures of key Company customer service, employee opinion survey results and personat
priorities determined by the Board. The remaining 50% of the senior executives’ “on target”
incentive payment is based on achievement of their respective business unit financial
performance measures (20%) and performance against individual pre-determined key result
areas {30%).

The design of the incentive plan requires each measure to achieve a minimum performance
tevel or “threshold” before any payment for that measure becomes eligibte. If the minimum
tevel is achieved, then 50% of the amount assigned to that measure becomes payable.
Achievement of the “target” level for each measure will qualify 100% to be paid. Similarty,
achievement of a stretch target or “cap” will qualify 200% to be paid. Asliding scate operates
for any performance level in between threshold and cap. We are of the view that this provides
a significant direct link of the senior executive’s remuneration to the performance of the
Companu.

At the end of the financiat year, the Board assesses performance against these measures and
determines the amount of the annual incentive payment based on overall performance
against the ptan. The CEQ is not present during discussions, or involved in any of the decision
making, on the structure or outcome of the annual incentive payment to him.

Inthe case of the CEQ’s and senior executives’ long term incentive (LT1) plan, the relationship
to Company performance is directly linked in two ways. Firstly, the vesting of any
performance rights is dependant on the achievement of a market based performance hurdle,
namely, the relative TSR ranking against the S&P ASX Top 200 (Industrials) (*Peer Group”).
Secondly, the market value of the equity instruments will significantly impact the vatue
derived by the CEQ and senior executives, if and when they vest.

For the performance rights atlocated in fiscal 2004 to achieve 50% of their vesting entitlement,
the Telstra 30 day average total shareholder return (TSR) must exceed the 50th percentile of
the 30 day average TSR performance of the companies comprising the Peer Group at altocation
date, between the third and fifth anniversary of allocation.

Furthermore, performance rights vest on a performance scale. In order to achieve 100% of
vesting entitlement of the performance rights, the TSR must exceed the 75th percentile of the
Peer Group in Quarter 1 of the performance period or at least the 50th percentile in Quarter 1
and obtaining the 75th percentile in any of the remaining seven quarters. If the 50th percentile
is not achieved in Quarter 1 then 50% of the allocation will tapse. The remaining 50% may vest
if the 50th percentile is achieved during the remainder of the performance period.

As part of its normal practice, the Board reviews the remuneration arrangements of the CEQ
and senior executives on a regular basis. As aresult of this review, the Board has decided to
change the structure and re-balance the arrangements for fiscal 2004. The major change is
that the Board has decided to discontinue the Deferred Remuneration ptan. Deferred
remuneration was regarded as fixed remuneration subject to continued employment with
Telstra for 3 years. Instead, the remuneration value normatly attributed to deferred
remuneration will be allocated evenly between fixed remuneration and the annual short term
incentive.

Furthermore, whilst the actual payment made to the CEC and senior executives under the
annual 5T plan will continue to be measured against Company, business unit and individual
performance, only half will be delivered in cash. The other half will be delivered as rights to
Telstra shares which will vest in equal amounts over the next 3 years at 12 month intervals.

13



The Growthshare Trust will purchase the shares on market and hold the rights in trust ontil
they vest. The CEO and senior executives will not hold any beneficial interest in the shares untit
they are reteased by the Trust.

Dividends earned by the shares will not be earned by the CEO or senior executive but will be
paid to the Trust. When shares vest to the CEC and senior executives the atlocation is adjusted
to the value of the dividends earned by those shares from the date of allocation to the vesting
date. The Board is of the opinion that this will increase the focus on the performance of the
Company and re-enforce the concept of share ownership by the CEQ and senior executives in
Telstra.

The Board has also approved a change to the Telstra Long Term Incentive (LT1) Plan for fiscal
2005. The LT] plan currently uses Telstra’s Total Shareholder Return (TSR) compared to a
comparator group of companies comprising the S&P ASX Top 200 (Industrials) as the singte
performance measure. For atlocations made under the LTI plan after fiscal 20604, 50% of
allocations will be subject to the TSR performance measure and 50% will be subject to a new
performance measure based on Telstra’s Earnings Per Share (EPS).

Vesting of performance rights under the TSR hurdle are subject to the same conditions as
previous allocations and are described under the Long Term Incentive section below.

For the 50% of allocations to vest under the EPS hurdle, Telstra’s EPS must meet or exceed the
target performance level of 3% annual compound growth for the 3 years prior to testing date.
If Telstra’s EPS has grown annually by 10% compound for the same period, then an additionat
50% allocation may vest. Alinear vesting scale operates for performance above 5% annual
compound growth and 10% annual compound growth.

The changes to the remuneration structure and arrangements for the CEO and senior
executives incorporating the ceasing of the deferred remuneration plan results in an increase
in fixed remuneration and an increase in the overall remuneration value of the STI. However,
the Board are of the opinion that these changes are more in line with contemporary market
practice and strengthen the performance link. In essence, a greater proportion of the total
package for the CEQ and senior managers is at risk and relies on Company performance
meeting internal and external performance targets. The CEO and senior executives are able to
earn significant rewards only if superior operational and organisationat performance is
achieved.

Remuneration Structure

Fach element of the remuneration structure for the CEO and senior executives is described
below:

Fixed Remuneration

Fixed remuneration is made up of quaranteed salary (including satary sacrifice benefits and
fringe benefits tax for any salary sacrificed benefits elected by the individual) and
superannuation. An individual’s fixed remuneration is generally set once a year as part of the
Company wide remuneration review. In setting remuneration, the Nominations &
Remuneration Committee has regard to advice provided bu an independent remuneration
consultant on roles in comparable groups of companies. Furthermore, a range of macro
economic indicators are used to determine likely movements in broad salary rates.

The CEO and senior executives must contribute from their fixed remuneration to
superannuation in accordance with legistative superannuation guarantee requirements. In
addition, executives may state a preference to increase the proportion of their fixed
remuneration taken as superannuation. Where this occurs, we may provide a greater
percentage of their fixed remuneration as superannuation contributions, subject to normal
tegislative requirements in order to meet superannuation guarantee and other statutory
obligations.
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Deferred Remuneration

Telstra had a deferred remuneration plan, where the CEO and senior executives were provided
part of their annual fixed remuneration in the form of rights to Telstra shares through the
Telstra Growthshare Trust. The deferred remuneration plan supported Telstra’s operationat
and strategic plans through linking an element of the CEQ’s and senior executives’
remuneration with sustained improvements in shareholder value. A deferred share was aright
to acquire a share in Telstra subject to satisfying certain employment requirements. As
deferred shares were allocated as deferred fixed remuneration, they had no performance
hurdle other than the employment condition. In broad terms, if the CEQ or a senior executive
continued to be employed on the third anniversary of the effective allocation date, the
deferred shares became vested deferred shares. The CEO and senior executives may exercise
their existing vested deferred shares at the nominal exercise price of $1.00 for all the deferred
shares exercised on a particutar day, irrespective of the number of deferred shares exercised.
Upon resignation all deferred shares which have not become vested deferred shares will Lapse.
If the CEO or a senior executive retires, their existing deferred shares may become vested
deferred shares and may be exercised at the discretion of the retiree. Where the CEOC or a senior
executive ceases employment for any other reason, the number of the deferred shares that
become vested deferred shares may be adjusted taking into account the reduced period of
service.

Telstra Growthshare purchased shares on market in accordance with the atlocation of deferred
shares and forward liabilities for alt allocations, Telstra funded the proportion of shares that
were purchased to underpin the allocation of deferred shares and treated these funds as an
expense by the Companu.

Short term incentive (STH

The STl plan rewards the CEQ and senior executives for meeting or exceeding specific key
annual business objectives linked to the annual business plan, at the Company, business unit
and individual level, The actual incentive for fiscal 2004 for members of this team ranged
between 24.8% and 43.1% of their fixed remuneration, depending on the senior executive’s
performance and accountabilities. These incentive pauments represent a range of 46.0% to
73.8% of the targeted incentive payment. Measures and targeted achievement tevels are
reviewed each year to reflect changes in business priorities for the forthcoming year.
Achievement above target for Company, business unit and individual measures will generally
result in a higher payment. This is dealt with in more detail in the section titled “Linking
rewards to performance”.

Long term incentive (LTI)

The CEO and senior executives participate in the LTI plan based on equity administered
through the Telstra Growthshare Trust. The allocation for the senior executives for September
2003 was in the form of performance rights, which are the right to acquire a Telstra share
when a specified performance hurdle is achieved.

In generat terms if the CEQ or a senior executive resigns and performance rights have not yet
become exercisable, they will lapse. Where the CEC or a senior executive retires and the
performance rights have not yet become exercisable, they do not lapse on cessation of
employment and may become exercisable if the performance hurdle is met. [fthe C(EOora
senior executive ceases employment with Telstra for any other reason and the performance
rights have not yet become exercisable, the atlocation may be adjusted based on the period of
service between the atlocation date and date of cessation.

Offers to participate in the LTI plan are made to senior executives at the discretion of the
Board. For fiscal 2004, rights to shares with a vatue equivalent to 87.5% of the CEO’s fixed
remuneration and 38.5% of the senior executives’ fixed remuneration were allocated under
these plans. These remuneration vatues have been determined using the full face value of the
shares without any discounting. These shares only vest if performance hurdles are met.
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Telstra Growthshare purchases shares on market in accordance with forward liabilities of
performance rights for alt allocations, past and present. We fund the proportion of shares that
are purchased to underpin the altocation of performance rights and treat these funds as an
expense, Cumulatively, over a five year period the total number of shares and options over
shares delivered through Telstra Growthshare is not expected to exceed 1% of shares on issue.

In previous equity plans where options have been issued, we provided loans to Telstra
Growthshare to fund the purchase of shares to underpin the options allocated. This loanis
treated as a receivable on the statement of financial position. The Telstra Growthshare
Trustee pays interest to us on the loan balance and may repay capitat from time to time. If
options are exercised, the senior executive pays the original exercise price to the Telstra
Growthshare Trustee and the loan is repaid. As aresult, there is no direct cash expense
incurred by us, nor dilution of shareholder interests.

Telstra employee share ownership plans

All employees, including our CEO and senior executives, who were classed as “eligible
employees” at 20 September 1997 and again on 27 August 1999, were eligible to participate in
the Telstra employee share ownership plans, TESOP97 and TESOP99. The terms and conditions
of participation in these plans for senior executives were the same as for all other employees.

Teistra OwnShare

To facilitate increasing employee shareholding in Telstra, we operate a restricted share plan
{Telstra OwnShare) through which employees may state a preference to take part of their
remuneration as Telstra shares. The shares are purchased on market and allocated at market
value and held in trust for either a three or five year period (untess the employee leaves the
Telstra Group earlier). Senior executives may participate in Telstra OwnShare on the same
terms and conditions as other participating employees.

Senior executive emoluments

The Corporations Act 2001 requires disclosure of the details of the nature and amount of each
element of the emolument of each director and each of the five officers of the Company
receiving the highest emoluments. Telstra has chosen to disclose the emotuments of the CEO
and all eight Group Managing Directors (GMD’s) for fiscal 2004 on the basis that the eight
GMD’s have the greatest management authority within the Company detegated from the CEOQ.

CEC and senior executives’ remuneration

The CEO and senior executives’ remuneration is detailed in the tables that follow. The first
table provides details of the fixed remuneration, short term incentives, non-monetary benefits
and the annualised value of deferred remuneration which has been atlocated to the CEC and
senior executives. The second table provides details of the annualised value of CEC and senior
executives allocations through the LT plan.

Salary " Shortterm| Non- | Other™ | TotalCash | Deferred Total Cash
Superann |incentive “’|monetary remuneration | ptus Deferred
uation beréje}fits @ Remuneration
() (3} £ (£} % (%) (%)
{$)
Zygmunt 1,339,314 |98,437 627,300 1,391 - 2,066,542 660,854 2,727,296
Switkowski
Bruce Akhurst 757,632 | 129,368 289,700 489 - 1,187,189 178,454 1,365,643
Dougtas -
Campbell 801,559 85,441 263,800 2,132 1,152,932 178,454 1,331,386
David Moffatt ©80,248 11,062 267,600 - 400,000 | 1,658,850 201,290 1,860,140
Ted Pretty 863,700 36,300 247,600 1,677 240,000 | 1,489,277 205,258 1,694,535
Michaet Rocca 603,770 71,236 270,800 2,712 - 948,572 131,998 1,080,570
Bilt Scales 479,907 91,968 234,200 1,380 - 807,455 116,129 917,584
John Stanhope 546,820 56,120 250,000 657 - 853,597 $2,854 946,451
David Thodey 738,731 67,020 327,600 1,724 - 1,135,075 160,049 1,295,124
Total 7,211,681| 646,886 | 2,788,600 | 12,222 | 640,000 11,299,389 | 1,918,340 | 13,218,729
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{1}
{2}
{3}

{4}
{5}

(6)

fnctudes safony, salory sacrifice benefits and fringe benefits fen.

Short Yerm Incentive relotes to performuonce For the year ended 3¢ June 2004 and is based on octeol performance for Telstra and the individual,
fnctudes the benefit of interest free loans under TESOPS7 and TESOP99 and the volue of the personal use of products and services refated fo
Telstrea emplogment.

includes payments mode to executives for continued service with Telstra as part of their employment contract.

The value of deferred remuneration relgtes to the number of Telstro shares fsswed under the Deferred Remuneration Plan through Telstra
Growthsherre, The remuneration valve is coleuifoted by opplying veluation simulation methodologies as described in Note 19 of the Annual
Report. The value of the instruments is then amortised over three yeors. The value included in deferred remuneration relates to the current year
omartised volue of the instruments that are yet to vest, being the instruments lssued in fiscal 2003 and fiscal 2004,

Where Telstre terminates the CEQ's or ¢ senior executive's employgment prios to the expivation of their employment contract for reasons other
than misconduct, they are entitled to 6 months notice ar poyment in Hew ond a termination payment equal to 12 months pay. Both elements are

cerfevlated on fixed remunergtion of the time of termination.

Annualised value of all Long Term Incentive equity instruments outstanding at the
end of fiscal 2004 which are subject to performance hurdies

The following table provides the accounting value of all equity instruments, including those
allocated in fiscal 2004, which have been annualised over the life of the various equity
instruments. Therefore, these values include options and other instruments atlocated from
fiscal 2000 onwards. None of these instruments have vested to date and they are subject to
achievement of performance hurdles during various performance periods. Included in the
table are values relating to allocations in fiscal 2000 and fiscal 2001, for which it currently
appears highly unlikely that the performance hurdles will be met. 1t therefore appears highly
vnlikely that the CEC and senior executives will derive any value from their fiscal 2000 and

fiscat 2001 allocations. For atlocations for fiscal 2002, fiscal 2003 and fiscat 2004, these
instruments are also subject to performance hurdles and therefore the CEQ and senior
executives may or may not derive value from these atlocations.

Total LT equity allocations subject to performance hurdles ™ Total
Options Performance rights ™ | Restricted shares
(3) (3} {$} {$}
Zygmunt E Switkowski 838,744 698,597 125,904 1,663,245
Bruce Akhurst 371,788 216,315 51,924 640,027
Dougtas Campbetl 387,598 262,187 59,736 709,521
David Moffatt 486,780 249,032 30,160 765,972
Ted Pretty 414,396 254,813 23,688 692,897
Michaet Rocca 302,444 164,433 19,564 486,441
Bilt Scales 146,820 116,042 3,620 266,482
John Stanhepe 281,252 165,386 22,544 409,182
David Thodey 241,368 191,881 - 433,249

(1) The volue of equity based instruments relate to options, restricted shores, and performance rights issued since the conumencement of the LT plan

{2}
{3}

that have been ollocoted from fiscol 2000 which have not vested or lapsed. The volue of each instrument is determined by applying option
voluation simulation methodologles os per the assumptions described in Note 18 to the Fronciel stotements. The value of the instruments is
theit omortised over the relevant vesting period.  The value included in remuneration relates to the corrent year amortised valie of the
instruments that are yef to vest. The valuations used in the current year disclosures are based on the same underiying ossumptions as the prior
year apart from the exclusion of adjustments for the possible non-retention of staff and the effect of non-transferability of the instruments. For
further detoil on the assumptions used in our valuation methodologies, refer to nofe 19 to our financial statements.

This includes performance rights oifocated on 5 September 2003 s part of the dnnval 111 plon,

Where a vesting scale is used the table reflects the maximum achievable allocation.
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Long Term Incentive allocations during fiscal 2004

in addition to the remuneration detailed in the table in the section headed *CEQ and senior
executive remuneration”, the CEO and the senior executives received LTI allocations of

performance rights in September 2003. These performance rights are subject to a hurdte which

has been described earlier in this report, and may vest on a scale if the hurdle is passed during
a two year performance period from 5 September 2006. If the hurdle is not achieved, these
performance rights will lapse and the CEC and senior executives will derive no value. These
allocations are included in the table above headed “Total LT equity allocations subject to

performance hurdles”.

Target Allocation

Maximum Allocation

% &
Zygmunt E Switkowski 772,412 1,544,824
Bruce Akhurst 209,988 419,976
Douglas Campbetl 209,988 419,876
David Moffatt 233,627 467,254
Ted Pretty 233,627 467,254
Michaet Rocca 163,324 326,648
il Scales 148,299 280,508
John Stanhope 151,658 303,316
David Thodey 192,182 384,364
Total 2,307,105 4,614,210

{1} The value of the LT! relates to the number of rights to Telstra shores fssued under the LT Plan through Telstro Growthshare during Fscolf 2004,
The remuneration value is coleolated by opplying valvation simulotion methodologies os described in note 19 of the Annual Report to the
nurnber of rights to Telstra Shares that are alfocated. This represents the value of the minimum ond medmun volues that moy vest on a scale if
the performance hurdle is achieved during the performaonce period {see Long Term Incentive Plan). These shares mey vest during o two year
petformance perfod From 5 September 2006 if the hurdle is ochieved. 1f the hurdle is not achieved during this period, the rights will lopse and the

execttive will recelve no value from the equity.

CEO and the senior executives equity based instruments outstanding

Name and Position Telstra Growthshare %
Long Term Incentive Flans Deferred
Remuneration
Plans
Restricted Shares | Performance Rights Options Deferred Shares
Zyamunt Switkowski 146,000 1,259,400 3,456,000 500,700
Bruce Akhurst 60,000 388,600 1,542,000 135,300
Douglas Campbell 68,000 388,600 1,597,000 135,300
David Moffatt 40,000 446,800 1,630,000 152,400
Ted Pretty 21,000 446,200 1,722,000 155,100
Michael Rocca 22,000 251,200 640,000 100,600
Bill Scoles $,000 210,400 465,000 84,200
John Stanhope 25,000 192,400 616,000 73,200
David Thodey - 345,200 1,068,000 121,600
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The restricted shares, performance rights and options are subject to a performance hurdle
which has not yet been achieved. The performance hurdle must be achieved within the
relevant performance window or the atlocations will lapse
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Details of current equity holdings of ail executives under Telstra Growthshare

fnstrument Total Options/ Eitgible Exercise Expiry Allocation Market Fair
Restricted executives | price date date priceat | value
Shares] participating allocation| @
Performance date
Rights/Deferred
Shares

allocated s $ s
Options 1,533,722 21 8.02 13 Sept 2009 | 13 Sept 1999 8.02 1.38
3,370,860 56 6.28 8 Sept 2010 8 Sept 2000 6.28 1.5¢
150,000 i 6.55 16 Mar 2011 | 16 Mar 2001 6.55 1.53
32,416,945 147 480 & Sept 2011 & Sept 2001 4.90 1.13
1,854,000 3 5.63 14 Mar 2012 | 14 Mar 2002 5.63 1.18
Restricted shares 260,278 21 rfa 13 Sept 2004 | 13 Sept 1999 8.02 5.64
687,960 56 rfa 8 Sept 2005 8 Sept 2000 6.28 3.62
40,000 i nfa 16 Mar 20606 | 16 Mar 2601 6.55 3.77
Performance 3,098,155 147 rifal & Dec 2006 & Sept 2001 4.90 2.86
Rights 146,000 3 rfa 14 Jun 2007 | 14 Mar 2002 5.63 3.08
4,034,226 166 rfa 5 Dec 2007 | 55ept2002 4.87 2.89
44,200 4 rfa 7 Jun 2008 7 Mar 2003 4.11 2.60
4,412,800 176 rfa 5 Dec 2008 5 Sept 2003 5.06 3.07
36,700 3 nfa 20 May 2009 | 20 Feb 2004 4.71 2.73
Deferred shares 2,022,498 166 rifal 5 Sept 2007 | 5 Sept2002 4.87 &A1
22,100 4 rfa 7 Mar 2008 7 Mar 2003 4.11 3.60
2,206,400 176 rfa 5 Sept 2008 5 Sept 2003 5.08 4.29
18,350 3 nfa 20 Feb 2009 | 20 Feb 2004 4.71 4.02

{1} Generally, options, restricted shares or performance rights may only become exercisable # o performance hurdle is satisfied in the performance
perind. For details regording the performaonce hurdles of each plon refer to note 19 to the financial statements,

{2} The fair values have been calculated using a simulation methodology. Specific details on this methodology are contoined in Note 18 o the
financiol stotements.

{3) This table reflects agaregate holdings of equityy instruments issued through Telstro Growthshare still outstonding as at 30 fune 2604,
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Directors’ and senior executives’ shareholdings in Telstra

As at 12 Auqust 2004:
Birectors
Number of shares held
Direct Indirect

Interest interest'” Total
Donald & McGauchie - 34,328 34,328
John T Ralph 1,000 74,843 75,843
Zygeunt E Switkowski % 46,800 8,850 135,650
Samuel H Chisholm - - -
Anthony J Clark 10,000 52,503 62,503
John E Fletcher - 48,060 48,060
Befinda J Hutchinson 37,111 27,837 64,048
Catherine B Livingstone 10,400 15,641 26,041
Charles Macek - 38,462 39,462
John W Stocker 800 80,044 81,744

B Shares in which the directar does nof heve o relevant interest, inclueling shores held by director reloted entities, are excluded from indirect
interests.
2 tncludes :

. 400 shares acquived with an interest free loon and 200 free shares under the ferms of the Telstra Employee Share Ownership Plan 1999
{TESOPeg);

. 2,000 shores ocquired with an interest free loan pliss 500 free shores under the terms of the Telstra Employee Share Qwnership Plon 1997
{TESOPeT) and 200 loyoity shares obtoined under the “one for ten logaltyy offer” available to afl employees who porticipoted in the 1997
public offer; and

. 80 loyaity shares recelved under the “one for tent loyolty offer” available to all employees who participated in the 1999 public offer.

B Drring fiscol 2004, Dr Switkowski wos gronted 503,200 performonce rights and 251,600 deferred shares under the terms and conditions of the
Telstra Growthshare Trust Deed. These performance rights ond deferred shores are in addition to the above

Senior executives
Number of shares held
Direct Indirect

Interest Interest Total
Bruce Akhurst 7,780 54,711 52,491
Douglas Campbell 9,700 27,500 37,200
David Moffatt 600 3,100 3,700
Ted Pretty - 2,400 2,400
Michael Rocca 12,000 - 12,000
Bill Scates 8,516 1,400 9,916
Jehn Stanhope 6,980 3,060 10,840
David Thodey 12,462 5. 800 18,262
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