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Surarnary Uverdiew

General

Telstra is Austratia’s teading telecommunications and information services company, with one of the best
known brands in the country. We offer a full range of services and compete in all telecommunications
markets throughout Australia, providing more than 10.3 million fixed line and 7.6 million mobile services
across Australia.

Our main activities include the provision of:
+ basic access services to most homes and businesses in Australia;
« local and tong distance telephone calls in Australia and international calls to and from Australia;
+ mobile telecommunications services;

« acomprehensiverange of data and Internet services (including through Telstra BigPond™, Austratia’s
leading Internet service provider (15P));

« management of business customers' IT andfor telecommunications services;

+ wholesale services to other carriers, carriage service providers ((5Ps) and ISPs;
« advertising, search and information services; and

« cable distribution services for FOXTEL's cable subscription television services.

Our internationat business inctudes Hong Kong CSL Limited (C5L), one of Hong Kong's leading mobile
operators, TelstraClear Limited, the second largest full service carrier in New Zealand and Reach Ltd (REACH),
Asia’s largest international wholesale carrier of combined voice, international private leased tines and
internet Protocol (1P} data services.

One of our major strengths in providing integrated telecommunications services is our extensive
geographical coverage through both our fixed and mobite network infrastructure. This network and
systems infrastructure underpins the carriage and termination of the majority of Austratia’s domestic and
international voice and data telephony traffic.

Our vision is to be Australia’s connection to the future. Qur mission is to develop, design and deliver great
communications solutions to all our customers. Our goal is to grow the Company profitably and provide
attractive returns to our shareholders. We will achieve this by employing terrific people who work together
in an operationally excellent way to deliver innovative products and outstanding service to our customers.
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Selected financial data

We recommend that the following information be read in conjunction with our financial statements, the
accompanying notes to our financial statements and other information included in this annual report.

Our setected data is from the following sources:

« financial data is derived from our audited consolidated financial statements and accompanying
notes to our financial statements, which were prepared in accordance with Austratian GAAP. Where
this differs in material respects from USGAAP, these differences are shown in note 30 to the financial
statements; and

+ statistical data represents management’s best estimates.

Financial data
Year ended 30 June
2004 2004 ¥ 2003 2002 2001 2000
{in millions, except per share amounts)
A3 Uss A% AS A$ AS
Statement of Finandial Performance Data
Amaounts in accordance with Australian GAAP:
Revenue from ordinary activities 2 21,335 14,935 21,700 20,828 23,086 28,567
Expenses frorm ordinary activities (excluding
depreciation, amortisation and borrowing costs) /(% 11,105 7,774 12,446 11,319 13,149 11,842
Borrowingeosts. ... ... o oL 167 537 875 896 768 630
Depreciation and emortisation . . ... ... ... ... 3,615 2,531 3447 3,267 2,871 2,646
Profit before incorme taxexpense . . . .. .. ... ... 5,848 4,093 4,928 5,446 6,287 5,349
Net pt‘oﬁt .......................... 4,117 2,881 3,394 3,650 4,061 3,673
Net profit available to Telstra Entity shareholders. . . 4,118 2,882 3,429 3,661 4,058 3,677
Earnings per share B 6.32 0.23 0.27 0.29 0.32 0.29
Earnings per ADS®Y 1.60 1.15 1.35 1.42 1.58 1.43
Divider:ds provided for or paid & . 3,186 2,230 3,34% 2,831 AN 2,318
Dividends per share B, 0.26 0.18 0.27 0.22 0.19 0.18
Dividends per ADS®™ . ... ... L L. 1.30 0.88 1.35 1.10 0.95 0.90
Amaounts in accordance with USGAAP:
Operatingrevenue . . . ... ... . ... ... ... 20,737 14,516 20,495 20,186 19,456 19,343
Netincome. . .. .. .o . 1,381 967 3,450 3,898 3,576 4,093
Basic earnings per share G .11 0.08 0.27 0.31 0.28 0.32
Basic earnings per ADS B 0.55 0.38 135 1.55 141 1.59
Dividends per ADS) ... US$0.90 US$0.77  US$0.58  US$0.46  US$1.07
Statement of Financial Position Data (at year end)
Amounts in accordance with Australian GAAP:
Totalassets. . . . .. ... ... ... 34,993 24,495 35,599 38,219 38,003 30,578
Current interest-bearing liabilities. . . . ... ... . .. 3,246 2,272 1,323 1,896 2,604 3,318
Nen-current interest-bearing labitities . . . .. .. .. 9,014 6,310 11,232 12,481 11,915 6,744
Shareholders’ equityfnetassets . . . .. ... . ... L. 15,361 10,753 15,422 14,106 13,722 11,602
Amounts in accordance with USGAAP:
Totalassets. . . . ... 35,580 24,906 40,422 42,719 42,561 34,536
Cureentborrowings. . . ... ... 3,246 2,272 1,323 1,866 2,604 3,316
Nen-curtentborrowings. . . ... ... . ... ... 9,085 6,367 11,580 12,372 11,943 6,505
Shareholders’ equityfnetassets . . . .. ... ... ... 15,291 10,704 18,025 18,402 17,795 16,528
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Financial data
Year ended 30 June
2004 2004 ¥ 2003 2002 2001 2000
{in mitlions, except per share amounts)
AS uss As AS A$ A%

Revenue from ordinary activities comprises:

Salesrevenue . . .. ... 20,737 14,516 20,485 20,186 18,672 19,343
Interest receivedfreceivable. . . .. ... ... ... 55 39 84 126 103 62
Revenue from sole of assetsfinvestments . . ... . .. 330 231 859 302 3,303 842
Dividendrevenue . . . .. .. ... ... .. ........ 1 1 1 1 16 iz
Miscellaneousrevenue . .. ... .. ... ... ... .. 212 148 261 303 985 308

21,335 14,935 21,700 20,928 23,086 20,567

1
(2

(3

(4}

(s}
5}

Unless otherwise noted, all amounts have been transiated at the noon buying rate on 30 June 2004 of A$21.00 = US$0.70.

Fora breakdown of eperating revenue by product group and o breakdown of operating expenses by expense category, see “Operating and Finanelal
Review and Prospects”,

Catculated based on the weighted average number of issved ordinary shares that were outstonding during the fiscal year and, in the case of ADS
caleviations, based on a ratio of five shares per ADS. As at 30 June 2004, we had issued ordinary shares of 12,628,359,026 after completing a share
buy-back during fiscal 2004 of 238,241,174 ordinary shares. For each of the other years, fiscal 2000 to fiscal 2003, we had 12,866,600,200 issved
ordinary shares at the end of each year. Basic earnings per share for each year was the same as diluted earnings per share.

During fiscat 2004, we poid dividends of A$3,186 million, being the previous year’s final dividend of A$ 1,544 miilion and the fiscal 2004 Interim
dividend of A3 1,642 million.

Catculated based on dividends paid during the year on a ratio of five shares per ADS.

Includes our share of equity accounted niet losses of joint veritures and associates.
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Statistical data
Year ended 30 June
2004 2003 2002
Billable traffic data (in millions)
Local calls inumberofcalls) ... . ... .. . . 9,397 9,794 10,268
National long distance minutes ™ .. .. L L L 8,520 6,161 5,170
Fixedto mobilemimstes. . . . . . . . e 5,226 3,944 3,691
International directminutes . . . .. .. .. e 651 740 781
Mobile telephene minutes 2 6,145 5,255 4,853
Inbound calling preduct minutes . . .. ... L Lo Lo 2,708 2,655 3,345
Network and operations data
Basic access lines in service (in millions) )
Residential. . . . . . . . . .. e 5.96 6.20 6.41
BUSINESS . . L L L e e e e e e e e e 2.57 2.7 2.81
Total retai customers . . . . . .. . e 8.53 8.91 §.22
Domesticwhotesale . . . ... .. e 1.84 1.5% 1.32
Total basic access linesinservice . . ... ... ... 10.37 10.46 10.54
ISDN access lines {basic line equivatents) {in thousands) @ . 1,288 1,213 1,268
Mobile services in operation {SIG) {in thousands) &
GOM L o 6,653 5812 5 346
COMA e e e e a5t 757 586
Totat mobile services inoperation . .. .. ... ... L L. 7,604 6,560 5,542
Number of SMSsentfinmillions} . . . . . .. . L 1,903 1,413 1,011
Onling subscribers {in thousands)
Narrowband subscribers . . . . . . . e 1,104 1,158 1,056
Broadband subscribers . . 803 361 169
Total online subscribers. . . . . . . . . e e 1,997 1,515 1,22%
FOXTEL subscribers {thousards)
FOXTEL cable subscribers . . . . oo o oo e e e e 478" a1 487
FOXTEL $atellite SUBSCIIDErs . . . o o o oo e e e e e e 426 358 (7 313
Total FOXTEL subscribers . . . . . . . . . e 804 %) 835 (7 800
Value-added services {thousands)
Mobile MessageBank® customers. . . . .. ... L L 4,931 5,499 5,062
Easycall® callwaiting customers . .. ... ... L L L i o 5,605 5,605 5,605
Fixed line MessageBank® custormers . . . . ... .. ...l L L. 1,378 1,444 1,448
Callingnumberdisplay customers . . . .. ... L L Ll o L 1,142 904 897
Employee data
Domestic full-timestalt® 36,159 37,169 40,427
Full-tirne stoff and equivalents & . 41,941 42,064 44977

' inctydes nationat tong distance minutes from our public switched tefephone network (PSTN) and independentiy operated payphones to Australion
fixed telephones. Excludes minutes related to calls from non-PSTN networks, such as ISDN and virtual private networks and FaxStream® services.

2 inciudes aft catls made from mobile tetephones including long distonce and international colls, exdudes data, messagebaonk, international roaming
and Hong Kong CSL.

{3 Excludes advanced access services, such as ISDN and ADSL services.
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(4] Expressed in equivatent number of clear voice channels.

) Exctudes CSL $10s and includes approximately 202,000 510s impacted by the deactivation policy change to standard re-charge period.

55 Within Broadband, retoil products include coble, satellite, ISP, HyperConnect, and ADSL, while wholesale products include Flexstream®, DSL layer 2
and DSL fayer 35,

7 inciydes FOXTEL direct subscribers and subscribers receiving resold FOXTEL services via Teistra.

) Exctudes offshore, casual and part time employees.

) Inctudes atl domestic and offshore employees, including controlied entities.

Exchange rate information

Our consolidated financial statements are shown in Australian dollars (A$) except where another currency
is specified. For convenience, this report has transtations of certain A$ into US dollars (US$) at an exchange
rate as at 30 June 2004 of A$1.00 = US5$0.6952. These translations are indicative onlty and do not mean that
the A$ amounits could be converted to US$ at the rate indicated.

The tables below show the rates of exchange at the noon buying rate in New York City for cable transfers in
foreign currencies as certified for customs purposes by the Federal Reserve Bank of New York:

« at the latest practicable date before the publication of this annual report, being 20 August 2004:
A%$1.00 = US5%0.7238;

« the high and low exchange rates for six months preceding the date of this annual report:

High Low
February 2004 0.7979 0.7578
March 2004 0.7725 0.7325
Aprit 2004 0.7677 §.7198
May 2004 0.7337 0.6866
June 2604 0.7067 0.6840
July 2004 0.7334 0.6980

« forthe five most recent fiscal years:

Year
ended 36 Atperiod  Avera }e High Low
end rate
June
2000 0.5971 0.6238 0.6703 0.5685
2001 0.5160 0.5372 .5996 0.4828
2002 0.5628 0.5240 0.5748 04841
20063 8.6713 0.5884 O.6729 0.5280
2004 0.6952 0.7155 0.7979 0.6380

@ the average of the noon buying rates on the fast doay of each month
duting the year.

Fluctuations in the A$ to US$ exchange rate will affect:

« the US$ equivalent of the A$ price of our shares on the Austratian Stock Exchange (ASX).
Consequently, this is likely to affect the market price of cur American depositary shares (ADS) in the
Us; and

« the US$ amounts received by holders of ADSs on conversion by the Depositary of cash dividends paid
in A$ on the shares underlying the ADSs.
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Hay ntormation

Risk factors

The following describes some of the significant risks that could affect us, Additionally, some risks may be
unknown to us and otherrisks, currently believed to be immaterial, could turn out to be material. All ofthese
could materially adversely affect our business, profits, assets, liquidity and capital resources. They should
be considered in connection with any forward-looking statements in this annual report and the warning
regarding forward-looking statements in this section of this annual report.

We are subject to extensive requlation that may negatively affect our business and profitability by
constraining our ability to pursue certain business opportunities and activities and affecting the returns we
can generate on our assets

We operate in a heavily requlated environment. Australia has generally applicable and established
competition law. There is further telecommunications-specific legislation that requlates matters such as
carrier and CSP obligations, industry specific competition requlation and those of our services to which
competitors can have access (and the terms and conditions under which we provide this access).

We are also subject to requlations that are specific to Telstra only and not applicable to our competitors. For
example, under the Telstra Corporation Act 1991 (Cwth) (Telstra Act), the Commuonications Minister may
direct us to act in particular ways that benefit the public interest even though those actions may not be in
our best commerciat interests.

The current Commonwealth Government has been considering the further privatisation of Telstra. Itis
possible that as part of this process the Commonwealth Government may seek to alter the requlatory
regime by changing the environment in which we operate.

Because of these numerous factors, there is a risk that we could be exposed to significant limitations,
vncommercial imposts, penalties and compensation payments in relation to our current and future
activities. This may make it prudent on some occasions for us to cease or choose not to engage in business
activities in which we might otherwise engage or avoid, defer or abandon certain capital projects. These
regulatory risks could therefore have an adverse effect on our ability to pursue certain business
opportunities and activities and the returns we can generate on our assets. This may in turn adversely affect
our financial performance.

In addition, the operations of our investments in other countries are also subject 1o extensive requlation
which has a significant effect on their businesses. Changes in the administration of those requlations or
changes in the policies of the Governments of these countries could have a significant effect on the
performance of our investments and on our consolidated results.

For more information regarding our requlatory environment and our obligations and potentiat liabitities
under Australian and overseas requlations, see “Competition and Regulation - Regulation”.

Competition in the Australian telecommunications market could cause us to continue to lose market share and
reduce our prices and profits from current products and services

The Australian telecommunications market has become increasingly competitive since the Commonwealth
Government introduced open competition on 1 July 1997. Although the overall market has experienced
growth to date, we have lost substantial market share in some key markets. Inresponse to increased
competition, we have lowered the prices of our products and services, particularly the prices for our local
calls, national tong distance calls and international telephone services and calls to and from mobile
services. We expect that these trends will continue due to competitive activity, Government requlations
requiring lower tetephone call prices and regulatory facilitation of access to our networks, products and
services.
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Hay ntormation

We expect competitors to continue to engage in vigorous price competition. We also expect that our
competitors will continue to market aggressively to those of our customers who purchase targe volumes of
telecommunications services from us. The continued loss of market share could have an adverse effect on
our financial results in the market or markets in which this type of competition occurs.

For more information on our competitive environment, see “Competition and Requlation - Competition”.

We are required to incur new debt in order to undertake expansion and develop our business and refinance
maturing debt and we may be unable to obtain future financing at favourable rates

Because the Telstra Act requires that the Commonwealth own at least 50.1% of our shares, we are restricted
i our ability to sell new shares in order to raise capital to fund acquisitions, expand and otherwise develop
our business. Therefore, we usually need to obtain additionat capitat financing via debt or other non-equity
instruments, principally by selling bonds to investors and borrowing money from banks. Incurring
additional debt to raise capital increases the amount of interest we are required to pay and our future
obligations to repay principal. This increases overall expenses which negatively affects our profits and
eventually gives rise to a need to repay maturities, which places demands on our cash flow.

In addition, if the general level of interest rates rises and/or we are unable to borrow the amounts we need
at affordable rates, it may restrict our ability to pursue our business strategies and adversely affect our
ability to finance our operations. Qur ability to raise additional finance is also influenced by general
conditions in financial markets, in particular as they relate to the telecommunications sector and Telstra’s
credit rating.

Fluctuations in currency exchange rates may adversely affect our revenues, operating results and the
translation valve of our overseas investments

Because we purchase some materials and supplies with prices dependent on foreign currencies and have
substantial international investments denominated in foreign currencies, movements in the value of the A$
against other currencies can adversely affect our performance including revenues, operating results and
balance sheet amounts. For the fiscal year ended 30 June 2004, approximately 6% of our revenues, 72% of
our underlying borrowings and 7% of our total assets were denominated in or dependant on currencies other
than the A$ prior to hedging.

While the majority of our foreign currency exposures associated with our borrowings are fully hedged to As,
we partiatly hedge exposures to purchases and transtation risk associated with our investments, generally
to around fifty percent of the vatue. We enter into hedge transactions of these exposures principatly to
reduce the volatility of exchange rate movements on our financial performance and resulls. Foreign
currency exposure associated with the purchase of materials and the supply of goods and services is also
generally hedged to around fifty per cent of the value, although in certain circumstances, depending on the
size and nature of the exposure, the level of hedging may vary.

Whilst we undertake risk management strategies to mitigate the adverse impact of foreign currency
exposures, there is a risk that currency movements could still negatively affect our operating results or
financial position.

More information on our exposure to risk from foreign currency exchange rate fluctuations is provided in
“Quantitative and Qualitative Disclosures about Market Risk”.
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If growth in mobiles and some of our other products slows, our revenues may not grow as rapidly as in the past
and may even decrease, which in turn could adversely affect our profitability

In recent years, our revenues have grown in large part because of rapid expansion in some of our products
such as mobile communications and data and Internet products, mainly as a result of the expansion of those
markets in Australia. We have seen some indications that some of our product markets are not likely to
continue expanding at the same rate, as has been the case in recent years. If these markets do not continue
to expand, then in the absence of new products and services our revenue growth may slow, which in turn
could affect our consolidated financial position and results of operations.

Rapid technological changes and the convergence of traditional telecommunications markets with data,
Internet and media markets expose us to significant operational, competitive and technological risks

Rapid changes in telecommunications and [T are continuing to redefine the markets in which we operate,
the products and services required by our customers and the ability of companies to compete in the
telecommunications industry in Australia and elsewhere in the world. These changes are likely to broaden
the range, reduce the costs and expand the capacities and functions of infrastructure capable of delivering
these products and services.

As traditionat telecommunications, data, Internet and media markets converge, it is possible that further
new competitors may enter the markets in which we have traditionatly competed and we may confront
established competitors in new markets we seek to enter. This could result in reduced market share, revenue
and profitability in our traditional markets and could adversely affect our ability to win market share and
operate profitably in these new markets.

Partially as a result of these changes and the entry of many new participants providing new generation
managed services, the prices that can be charged for many products and services have also been falling
which may affect our financial position and results of operations in these markets.

To address the converging telecommonications, data, Internet and media markets, we may be required to
devote considerable resources to enhancing our ability to deliver services required by these markets. There
is a risk that competitors may deploy or develop technologies that provide them with lower costs or other
operating advantages compared with us. This could give these competitors an advantage if we are unable
to promptly and efficiently provide the services that they provide. We have invested substantial capital and
other resources in the development and modernisation of our networks and systems. However, we may be
required to incur significant capital expenditures in addition to those already ptanned in order to remain
competitive. This will also require careful management of the existing asset base.

Rapid changes in telecommunications and IT could also have an impact on the useful lives of our
communications assets. We assess the appropriatness of the service lives of our communications assets on
an annual basis. This assessment includes a determination of when the assets may be superceded
technologically. We use an “end date lifing” methodology where we believe that technologies will be
replaced by a certain date. 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.

The establishment of a link between adverse health effects and electromagnetic enerqy (EME) could expose us
to liability or negatively affect our operations

The consensus of national and internationat scientific opinion is that there is no substantiated evidence of
public health effects from the EME generated by radio frequency technology, including mobile phones and
base stations, when used in accordance with applicable standards.

10
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In our operations, we comply with the EME levels permitted by legistation and applicable standards. While
to date we have been able to obtain limited insurance against these risks, the preparedness of insurers to
give this tupe of insurance cover is reducing and even this limited insurance cover may not continue to be
economically viable. There is arisk therefore that an actual or perceived health risk associated with mobile
tetecommunications equipment and facilities could:

« lead to litigation against us;

« adversely affect us by reducing the number or the growth rate of mobile telecommunications
services or lowering usage per customer;

« precipitate the imposition of more onerous applicable legat requirements which are more difficult or
costly to comply with; or

« hinder us in installing new mobite telecommunications equipment and facitities.

Any of these, or a combination of more than one, could have a negative effect on our results or financial
position. For more information on EME, see “Information on the Company - Networks and systems -
Electromagnetic energy”.

Network andfor system failures could result in reduced user traffic, reduced revenue and harm to our
reputation

Our technical infrastructure is vulnerable to damage or interruption from floods, wind storms, fires, power
toss, telecommunication failures, cable cuts, intentional wrongdeing and similar events. The networks and
systems that make up our infrastructure require reqular maintenance and upgrade that may cause
disruption. The occurrence of a natural disaster or other unanticipated problems at our facilities or any
other damage to or failure of our networks andfor systems could result in consequential interruptions in
service across our integrated infrastructure. Network and/or system faitures, hardware or software faitures
or computer viruses could also affect the quality of our services and cause temporary service interruptions.
Any of these occurrences could result in customer dissatisfaction and damages or compensation claims as
well as reduced revenue.

Our ability to pursve our strategy with respect to some investments in which we share controt or do notown a
controlling interest may be limited

Some of our domestic Australian and international activities are conducted through subsidiaries, joint
venture entities and other equity investments. Under the governing documents for some of these entities,
certain keu matters such as the approval of business plans and decisions as to the timing and amount of cash
distributions require the agreement of our co-participants. Our co-participants may have different
approaches with respect to the investment and the markets in which they operate and on occasions we may
be unable to reach agreement with them.

In some cases, strategic or venture participants may choose not to continue their participation. In addition,
our arrangements with our co-participants mauy expose us to additional investment, capital expenditure or
financing requirements. There are also circumstances where we do not participate in the control of, or do
not own a controlling interest in, an investment and our co-participants may have the right to make
decisions on certain key business matters with which we do not agree.

Alt of these factors could negatively affect our ability to pursuve our business strategies with respect to the
concerned entities and the markets in which they operate. For more information on some of our
investments, see “Information on the Company - Internationat investments” and *Information on the
Company - Products and services - Mobiles - 3G wireless service”.

11
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If our REACH joint venture underperforms, we may not be able to utilise capacity prepayments and we may
have to provide further funding to REACH

In February 2001 we formed REACH, a 50/50 joint venture with PCCW Limited (PCCW) which merged our
respective international infrastructure assets. REACH provides wholesale voice, data and Internet
connectivity services in the Asia-Pacific region. Depressed conditions in the global market for international
data and Internet capacity (which resulted in high levels of excess capacity, intense price competition and
tower than expected revenues) adversely affected the performance of REACH and caused us to write down
the carrying amount of our investment in REACH to zero in fiscal 2003.

In Aprit 2003, we entered into a capacity prepayment agreement with REACH. Some of the terms of this
agreement were amended in June 2004. The prepayment made under this agreement amounted to A$230
million (US$143 million) and carries compounding interest. The agreement provides that as and when
REACH’s business generates surplus cash, we can require 50% of the surplus 1o be used by REACH to reduce
the prepayment and accrued interest by either {at our option) applying it in satisfaction of invoices for
services provided by REACH or pauing it in cash to us.

In June 2004 we, together with PCCW, bought out a US$1.2 billion loan facility previously owed to a banking
syndicate by Reach Finance Ltd (a wholly owned subsidiary of REACH) for US$311 million (Telstra
component US$155.5 million). The terms of the loan remain primarily the same as that of the original loan
facility with full repayment of the principal due on 31 December 2010. We have provided for the non-
recoverablity of the loan at 30 June 2004 as we consider that REACH will not be in a position to repay the
amount at or prior to maturity. We and PCCW have also provided a US$50 million {Telstra component US$25
miltion) revolving working capitat facility to REACH.

If negative market conditions continue 1o persist and REACH underperforms, REACH’s business may not
generate surplus cash that can be applied in reduction of all or any of the capacity prepayment and accrued
interest. In that event, we may have to write down some or all of the capacity prepaument and accrued
interest and could also be required to provide further funding to REACH. The operations of this business are
currently under review.

The value of our operations and investments may be adversely affected by political and economic
developments in Australia or other countries

Our business is dependent on general economic conditions in Australia, including levels of GDP, interest
rates and inflation. A significant deterioration in these conditions could adversely affect our business and
results of operations.

We may also be adversely affected by developments in other countries where we have made equity
investments or entered into ventures in the mobiles or telecommunications sectors including in Hong Kong,
other countries in Asia and New Zealand. The tevel of acceptance of our services in these markets may timit
our ability to expand our products and services there. Accordingly, we mau be required to commit
substantial resources to developing and marketing our products and services for selected internationat
markets and to developing international sates and support channels. Some of these countries have political,
economic, regulatory and legal systems that are different from those in Austratia and may be less
predictabte. As aresult, our international operations witl be subject to numerous unique risks, including:

« multiple and conflicting requlations regarding communications, use of data and control of Internet
access;

« changes in regulatory requirements, import and export restrictions and tariffs;

« the burden of compluing with the laws of a variety of jurisdictions;

+ access to additional capital;
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« fluctuations in currency exchange rates and interest rates;

« changesin political and economic stability;

« potentially adverse tax consequences; and

« reduced protection for inteltectuat property rights in certain countries.

Any of these factors could materially and adversely affect our future revenues, operating results and
financial condition.

The financial status of our suppliers and competitors may have a neqgative impact on us

The telecommunications industry is in a stronger state than 12 months ago, with low to moderate levels of
growth in many markets. This has eased the pressure on suppliers to the industry. However, if major
suppliers coltapse, it may make it more costly to manage the ongoing expansion of our networks, systems
and products and more difficult to manage the operations and maintenance of our existing networks,
systems and technology. This may have a negative impact on our financial position and operations.

In addition, given strong domestic services competition, some carriers and providers who have purchased
wholesate telecommunications services from us may not be able to continue operating or may become
insolvenit. This may impact our revenue andfor bad debts, as we may not be able to collect amounts owing
to us from these companies.

Cautionary statement regarding “forward-looking statements”

Some of the information contained in this annual report may constitute forward-looking statements that
are subject to various risks and uncertainties. These statements can be identified by the use of forward-
tooking terminology such as “may”, *will”, “expect”, “anticipate”, “estimate”, “continue”, “plan”,
“intend”, “believe” or other similar words. These statements discuss future expectations concerning results
of operations or of financial condition or provide other forward-looking information. Our actual results,
performance or achievements could be significantly different from the results expressed in, or implied by,
those forward-looking statements. Important factors that could cause our actuat results to differ materially
from the forward-looking statements we make in this annual report are set forth above under the caption
“Risk factors” and elsewhere in this annual report. Given these risks, uncertainties and other factors, you
should not place an undue reliance on any forward-looking statement, which speaks onty as of the date
made.
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History and development of the Company

Gur origing date back to 1901, when the Postmaster-General’s Department was established by the
Commonwealth Government to manage all domestic telephone, telegraph and postal services, and to 1946,
when the Overseas Telecommunications Commission was established by the Commonwealth Government
to manage internationattelecommunications services. Since then, we have been transformed and renamed
several times as follows:

+ the Australian Telecommunications Commission, trading as Tetecom Australia, in July 1975;

« the Australian Telecommunications Corporation, trading as Telecom Australiq, in January 1989;
« the Australian and Gverseas Telecommunications Corporation Limited in February 1992;

« Telstra Corporation Limited in Aprit 1993, trading internationatly as Telstra; and

+ trading domestically as Telstra in 1995,

We were incorporated as an Australian public limited Hability company in November 1991, Following the
opening of Australia’s telecommunications markets to full competition in July 1997, we underwent a partial
privatisation in November 1997 under which the Commonwealth sold approximately 33.3% of our issued
shares to the public. Following the initial privatisation, those of our shares that are not held by the
Commonwealth are quoted on the Australian Stock Exchange (ASX) and on the New Zealand Stock
Exchange. ADSs, each representing five shares evidenced by American depositary receipts (ADRs), have
been issued by the Bank of New York as depositary (Depositary) and are listed on the New York Stock
Exchange (NYSE).

A further global offering by the Commonwealth of up to 16.6% of our issued shares was taunched in
September 1999. The shares sold by the Commonwealth were also listed on the ASX, the New Zealand 5tock
Exchange and the NYSE on 18 October 1999, As at 30 June 2004, the Commonwealth owned approximately
51% of our issued shares and it is required by tegislation to own at least 50.1% of our issued shares.

Organisational structure

In September 2003, we announced changes to our organisational structure, building upon changes initiated
in Late 2002, to continue aligning the Company’s structure with customer needs and our corporate strategy.
These organisational changes took effect from 1 October 2003.

From 1 October 2003, our organisational structure consisted of eight strategic business units and four
corporate centre business units as outlined below.

Strategic business units

« Telstra Consumer and Marketing is responsible for serving metropolitan consumer and smalt
business customers with our full range of products and services including fixed, wireless and data, the
overall management of Telstra’s brands, advertising and sponsorships, mobiles marketing and
implementing our product bundling initiatives.

« Telstra Business and Government is responsible for providing innovative and leading edge
communications sotutions to Australian Business and Government that will both improve their
productivity and their ability to serve their customers.

« Telstra Country Wide is responsible for providing telecommunications services to consumer and
business customers in outer metropolitan, regional, rural and remote parts of Australia. This
business unit was formed in June 20600 with the aim to improve services and grow our business in
regional Australia.
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Telstra Broadband & Media is responsible for our broadband, dial-up and online services business
BigPond™, our local advertising, search and information services business Sensis and Telstra Media
(including fetchmemovies (our online DVD rental business) and our FOXTEL investment).

Teistra Wholesaie provides a wide range of wholesale products and services to the Australian
domestic market including fixed, wireless, data and Internet, transmission and IP, interconnection,
access to our network facilities, retailfrebill products and the marketing and sales functions of our
Network Design and Construction group.

Telstra International (which changed its name to Telstra Asia on 2 August 2004) manages our
internationalinterests in Asia, including (SLand our joint venture REACH in Hong Kong. it also directs
our offshore growth strateguy, with a current focus on enhancing the value of our existing
investments and rationalising the investments that are non-core to Telstra.

Infrastructure Services builds, operates and maintains our tetecommunications infrastructure. 1t
continues to operate as our primary service provider, with a focus on supporting the growth of the
customer facing business units. Infrastructure Services is responsible for the provisioning,
restoration, operation and management of our fixed, mobile, IP and data networks, as well as the
design and construction of network infrastructure. This includes voice and data, product and
application platforms and the online environment. Infrastructure Services is a fully integrated
service delivery business with performance targets based on customer service tevels, product and
network availability and maintaining a competitive cost position.

Telstra Technology Innovation and Products was established in October 2003, bringing together the
previous Telstra Technology business unit with other business unit product development areas and
IT systems. It develops and supports products specified by our market facing business units.
Underpinning the products is a range of technologies, which are optimatly designed and
implemented to provide the best outcome for the Company and our customers. Telstra Technology
Innovation and Products also undertakes substantial research and development to ensure that we
remain at the forefront of technology in Austratia.

Corporate centre business units

L

Finance & Administration is responsible for setting the financial direction for the Company and
provides finance services support to our business units. The group manages Telstra’s cash flow, risk
management, credit management, corporate services, corporate planning and analysis and business
and finance services. It is also responsible for the productivity and billing directorates.

Corporate Development performs the functions of business development, commercial analysis,
corporate strategy, mergers and acquisitions, strategic projects and investor relations.

Legal & Office of the Company Secretary provides legal and company secretariat services across the
Company. Itis also responsible for corporate security and liaison with taw enforcement agencies.

Regulatory, Corporate & Human Relations is responsible for the management of all requlatory
issues on behalf of the Company, including liaison with requlatory bodies, the promotion and
protection of our reputation by facilitating effective engagement of internal and external
stakeholders, the management of our interaction with Government at the Commonwealth and State
tevel and alt human relations matters across the Company including health, safety and the
environment, leadership development and training, and all workplace relations matters.
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Our organisational structure for financial reporting purposes has evolved over recent years to meet our
business needs and has included the following:

« infiscal 2002, the business unit reporting structure consisted of Telstra Retail, Telstra Country Wide,
Telstra Mobile (previousty Telstra OnAir), Telstra International, Infrastructure Services (including
Networks & Technology Group which was separated in August 2002) and Telstra Wholesale. We
combined Telstra Retail and Telstra Country Wide as a single reportable business segment as they
were considered substantially similar;

« infiscal 2003, Telstra Retail, Telstra Mobile and Telstra Country Wide were restructured. The scope of
Telstra Country Wide was increased and two new groups were formed, being Telstra Consumer and
Marketing and Telstra Business and Government. These three groups were considered to be
individual reportable segments for financial reporting purposes. Telstra Broadband & Media, which
was also established in fiscal 2003, did not form its own reportable segment and was included in
“Other” in the segments contained in note 5 to our financial statements. Telstra International,
Infrastructure Services {including Telstra Technology) and Telstra Wholesale remained unchanged;
and

« infiscal 2004, we established Telstra Technology Innovation and Products which brings together
product development areas, network technologies, IT systems and Telstra Research Laboratories.
Previously, network technologies, 1T sustems and Telstra Research Laboratories were not managed
as a single business segment and were therefore not regarded as areportable segment. In previous
years’ financial reports they were included in “Other”. The product development areas were sourced
from throughout other business units to complete the new Telstra Technology Innovation and
Products segment. The combination of these business areas has created a business unit that is of
sufficient size to qualify as a segment in its own right for financial reporting purposes. There have
been no other changes to our reportable segments during fiscal 2004.

See “Operating and Financial Review and Prospects - Segment information” for a discussion of the financiat
performance of our reportable segments during the tast three fiscal uears. Note 5 to our financial
statements also provides information on our reportable business segments.

A list of our controlled entities is provided in note 23 to our financial statements. Cur joint venture entities
and associated entities are listed in note 24 to our financiat statements.

Marketing and customer service

From supplying Australia’s largest public and private sector organisations, to supporting customers using
our services at home, Telstra is Australia’s leading fully-integrated telecommunications company,
providing more than 10.3 million fixed line and 7.6 mitlion mobile services across Australia.

We use sophisticated customer analytics to target services based on customers’ needs, giving us a better
understanding of their needs and improving relationships to gain a key competitive advantage.

Residential customers and small businesses

We segment our residential customers based upon their usage and lifestyle patterns. We segment our smallt
business customers according to the type of business they operate and the way they interact with their
customers. This information on customers by segment is then used to tailor our marketing campaigns.

We enable customers 1o interact with us online, through door-to-door sales representatives and telephone
sales channels and face to face via Telstra Shops, Telstra licensed stores, Telstra Business Shops and
indirectly through approximately 5,000 retail outlets nationwide in conjunction with our retail partners.
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In 2002, we also established our Access for Everyone package, which assists Avustralians who are
disadvantaged andfor on low incomes to obtain and maintain basic home telephone services. Access for
Everyone has been developed in consultation with an independent committee called the Low Income
Measures Assessment Committee (LIMAC) which includes representatives from various community
organisations including the Austratian Council of Social Services (ACOSS), The Salvation Army and The
Smith Family. Infiscal 2004, through our Access for Everyone package, we provided assistance to more than
1.3 mitlion customers through programs like our bill assistance program, pensioner concessions and speciat
services for the homeless and delivered more than A$160 mitlion benefit to disadvantaged customers.

Medium and large businesses and Governments

We segment our customers based on communications spend, “Telstra Share of Wallet” and industry sector.
The three key segments are Government, Industry {our largest corporate customers) and Business (our
medium and smaller business customers).

The business focuses on delivering account management and communications solutions to all customers in
Telstra Business and Government with the aim of improving our customers’ financial performance and
business efficiency.

A rigorous customer satisfaction research program and Customer Satisfaction Scorecarding have been
implemented over the past year. We have also invested in additional sates and customer service people to
continue improving our service performance with the objective of increasing customer satisfaction.

Regional, rural and remote customers

Telstra Country Wide® was established to improve service tevels, business performance and to strengthen
relations with customers and communities in regional, rural and remote areas of Australia. This area has
now been expanded to include outer metropolitan areas. There are now 35 area general managers located
throughout Austratlia to address the sales, marketing and service needs of our customers.

Wholesale customers

Cur wholesate customers include ticensed carriers, {5Ps and 15Ps. Telstra Wholesale provides products and
services 1o more than 625 customers, including more than 515 15Ps (about 60 of which offer broadband
digital subscriber tine (DSL) services).

Wholesate customers typically buy products and services from Telstra Wholesale, add their own inputs and
then sell to the retail market, but also include other wholesalers. Telstra Wholesale seeks to grow the
industry by building strong commercial partnerships, providing new and appropriate product solutions and
continually improving our customer service.

Advertising customers

Sensis Pty Ltd (Sensis), our wholly owned subsidiary, is a teading Australian advertising, search and
information services provider. Sensis provides print, voice, online and wireless products and services tomore
than 420,000 customers nationally, including small and medium enterprises (SMEs), large corporates and
Governments.

Sensis manages three of Australia’s leading brands - Yellow Pages®, White Pages® and Trading Post®, along
with the (itySearch® online city guide and the Whereis® mapping and guidance site. Sensis also recently
taunched the Sensis Search portfolio that encompasses the sensis.com.au web site and the Sensis® 1234
voice service.
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Global business solutions

We have business offices in the Asia Pacific region, Europe and the US to support the local, regionat and
global telecommunications requirements of these customers. Together with our partners and alliances, we
have the network capabitities that offer customers access to more than 236 countries and territories across
the globe. We provide total network solutions including dedicated consulting, planning, project
management, system integration and customer support seven days a week.

Recent acquisitions in the United Kingdom have strengthened our ability to deliver global business solutions
to multti-national corporations. On 25 August 2004, we announced our acquisition of PSINet UK for A$127
miltion (£50 million). PSINet UKis a leading provider of e-business infrastructure solutions and corporate IP-
based communication services and this acquisition wilt enhance our offshore services supporting Australian
and global multi-national corporations overseas.
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Products and services

We offer a broad range of telecommunications and information products and services to a diverse customer
base. The following table shows our operating revenue by major product and service category and as a
percentage of totat operating revenue for the last three fiscal years. See also “Operating and Financiat
Review and Prospects” for a discussion of the revenue performance of our products and services during the
tast three fiscal years.

Operating revenve by product and service category, including the percentage of total operating revenve contributed by each
product and service category

Year ended 30 Jjune
2004 2003 2002
{in millions, except percentage of revenue)

As %@ A$ %2 A$ %2
PSTN products
200 S ol s oot -2~ AP 3,237 15 3,083 14 2,879 14
boal cabls . Lo e 1,504 7 1,567 7 1,643 8
PSTNvalue added services (... e 259 1 280 1 262 1
Nationaliong distancecatls. .. .. ... .. L. 1,121 5 1,162 & 1,216 &
Fixedtomobile ... e 1,597 8 1,517 7 1,419 7
Internationaldirect ... e 266 1 367 1 336 2

7,984 37 7,916 36 7,755 38
Mobiles
Mobile SBrviCEs .. L e 3,455 17 3,227 15 3,242 15
Mobile handsets. . .. .. .. .. . e 352 2 386 i 226 1

3,807 19 3,613 17 3,468 16
Data and Internet services
Speciatiseddata .. ... ...l 1,018 5 1,053 5 1,051 5
ISDNfaccessand calls). ..o o e 927 & 951 % 1,037 5
Intermet and P Solutions. . ... 1,010 5 817 4 606 3

2,955 14 2,821 13 2,684 13
Other products and services
Advertising and directories. . ... ... .o il 1,351 é 1,217 & 1,138 5
I T SBIVICS L it 1,138 5 1,155 5 1,123 5
Inbound calling products ........ .o i 476 2 494 2 562 3
Solutions Management. . .. ... e 489 2 487 2 478 2
Variows controlled entities .. ... .. 1,484 7 1,678 8 1,826 g
Othersales and S8IVICES ... ... i i e 1,043 5 1,114 & 1,155 6
Totalsales revenue . .. ... e 20,737 a7 20,485 as 20,196 a7
Other revenue! {excluding interestincorme). . ... ... ... .. ... 543 3 1,121 S 606 3
Total operating revenue {excluding interestincome)............... 21,280 160 21,616 100 20,802 100

U Other revenue includes miscetianeous revenue and revene from safe of assets and investments. Interest revenue is included in net borrowing costs,
@ Represents the percentage of total operating revenue contributed by each product and service category.

Revenues are derived from domestic and international sales as follows:

Year ended 30 June

2004 2003 2002
(i %)
Australia 92.8 91.8 e0.1
Hong Kong 38 4.5 5.3
New Zealond 2.8 2.7 1.5
Other International 0.9 1.0 3.1
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No individual country makes a material contribution to revenue other than Australia, Hong Kong and New
Zeatand.

Basic Access

Telstra provides Basic Access services to most homes and businesses in Australia and charges its customers
fees for new line connections and existing line reconnections. Qur Basic Access service includes installing,
renting and maintaining connections between customers’ premises and our Public Switched Telephone
Network (PSTN) and providing basic voice, facsimile (including services marketed under our FaxStream®
brand name) and Internet services. Basic Access does notinclude enhanced products tike Integrated Services
Digital Network {ISDN) access and Asymmetric Digital Subscriber Line (ADSL) services.

Some of our recent product and service innovations include the following:
1#® Telstra Feature Assistant

Promoted from mid 2003, this free voice activated feature gives fixed line customers easy access to popular
features such as Call Forward and Calt Waiting to support their communication needs and increase customer
use. Customers simply dial '1#° or press the Telstra Voice Assistant button on their new Telstra rental phone
and follow voice prompts.

Telstra Home Messages 101®

Launched in July 2003, this feature offers customers a free, basic messaging service on their fixed Telstra
tine. The simple solution meets the needs of customers who do not want extensive messaging features.
More than 90% of activations have been self-service, with customers dialling ‘101° from their phone and
following voice prompts.

Local calls {including PSTN vaive added services})

We provide local call services to more residential and business customers than any other service provider in
Austratia, generally charging for calls on anuntimed fee basis. In addition, we provide vatue added services
such as voicemail, call waiting, calt forwarding, call conferencing and calt return.

National long distance calis

We are the leading provider of national tong distance services for residentiat and business customers in
Austratia. This comprises nationat long distance calls made from our PSTN network to a fixed network. Calls
are charged on a timed basis after a call connection fee. Call details such as duration, destination, time of
day and day of the week generatly determine charges which are also offered on a capped price basis. We
also offer options that let customers choose packages to suit individual needs and offer specials to increase
use in low demand periods.

Fixed to mobile

Fixed to mobile are calls made from our PSTN network to a mobite network and are charged on atimed basis
after a call connection fee. Charges usually depend on the duration and time of day or day of the week of
the call and whether the call is to a Telstra mobile service. Package options offer capped calls during certain
times and days of the week for calls to Telstra mobiles.

International direct

We are the leading provider of international telephone services in Australia, offering international
tetephone services to more than 230 countries and territories. Calls are charged on a per second basis after
a call connection fee, depending on the duration and destination of the call. REACH provides the
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connections we vuse to supply international services to both our retail and wholesale customers. For more
information regarding our arrangements with REACH, refer to “Operating and Financial Review and
Prospects - Internationat business ventures”.

Mobiles

We continue to be the teading provider of mobile telecommunications services in Australia in terms of
mobile revenue and the number of customers. The geographical coverage area of our network is also very
broad. The mobile telecommunications market in Austratia is characterised by a significant degree of
penetration and we estimate that market penetration as at 30 June 2004 was approximately 80%.

Telstra is supporting the evolution into mobile data products through a range of messaging, information,
transaction and entertainment services, as well as increasing support for business customers through a
variety of wireless data applications to enhance productivity.

With high competitionin the mobiles market, we are utilising innovative marketing plans, network coverage
and guality, multiple distribution methods and our well-known and trusted brand name to maintain and
grow our position.

Qur mobile telecommunications services include:

+ Global System for Mobile communications (GSM) cellular services;

+ Code Division Multiple Access (CDMA) celtular services,;

+« Telstra Mobile Satellite service; and

« High speed wireless data services utilising Wiretess Fidelity (WiFi), One Times Radio Transmission
Technology {1xRTT) and Evolution Data Only (EVDO) (CDMA network) and General Packet Radio
Service (GPRS) (GSM network) technologies.

Gur &G5SM and CDMA digital mobile services enable customers 1o send and receive voice and data calls. We
also offer our mobile customers additional services including MessageBank®, mobile facsimite and data
services, International Reaming, Short Messaging Services (SMS) (including PocketNews®), Multi Media
Messaging (MMS) and Wireless Application Protocol (WAP) services with content including financial
information, sports, e-mail, weather, flights and directories.

In addition, we have an exclusive strategic partnership with NTT DoCCOMo, Inc. under which Telstra wilt
taunchi-mode® in Australia. i-mode® is amobile Internet service that provides subscribers with access to rich
content, e-mail, games and other applications and services through their mobile handsets.

Our wholly-owned subsidiary CSLis also a leading provider of mobile services in Hong Kong. (51 has
taunched a number of Asian and world first services this year which, together with CSL’s history of technicat
innovation, provides great learning opportunities for us and is anticipated to produce opportunities in the
Austratian and internationat markets. For further information on (51, see “Information on the Company -
International investments”.

G5M digital service

Telstra’s digital GSM network covers around 96% of the Australian population and we continue to improve
existing areas of coverage and expand this network, where commerciatly justified. We have also improved
depth of coverage in major cities, particularly in-building and underground coverage, as well as offering
international roaming in more than 125 countries.

GSM customers have access to a wide selection of products and services that give them maximum flexibility
and choice and reward usage and loyalty.
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CDMA digital service

Gur CDMA network provides Australia’s largest celtutar mobile phone coverage, spanning more than 1.5
miltion square kitometres and covering more than 98% of the Australian population. CDMA offers
advantages over GSM in applications where users require wider service coverage and faster data speed than
GSM. Customers are increasingly adopting our CDMA network, one of the fastest growing areas of our
mobile business.

Telstra Mobile Satellite

In 2002, we taunched Telstra Mobile Satellite, a hand-held mobile satellite voice and data service for people
tiving, working or traveltling in rural and remote Australia. The service operates off the Iridium” Low Earth
Orbit satetlite system which provides global mobile satellite phone coverage. We have a service partner
agreement to sell the Iridium” service including handsets, antennas and airtime.

36 wireless service

In December 2002, we launched Australia’s first commercial, third generation (3G) mobile network, based on
1XRTT, on our CDMA network. 1xRTT is a 3G development of CDMA technology for high-speed packet-
switched data. It March 2003, we launched Telstra Mobile Loop® on 1xRTT, providing downloadable games
and ringtones, e-mail access and picture messaging. CDMA 1xRTT, also known as Mobile High Speed, is
currently available in every Australian capital city and some regional areas, with national coverage
anticipated during the first half of fiscat 2005.

We entered into a network sharing agreement with Hutchison 3G Australia (H3GA), a subsidiary of Hutchison
Telecommunications {Australia) Ltd, in August 2004 to establish a 50/50 enterprise to jointly own and
operate H3GA’s existing 3G radio access network and fund future network development. Under the
agreement, the H3GA radio access network witl become the core asset of the joint enterprise. Inreturn for
the 50 per cent ownership of the asset, we will pay Hutchison A$450 million under a fixed payment schedule
infour instalments, starting onthesigning of long form agreements, which is expected to occurin November
2004.

We will taunich our 3G (GSM/WCDMA) services to customers in 2005, utilising the entire H3GA network
footprint of more than 2,000 base stations covering Sydney, Melbourne, Brisbane, Adelaide and Perth.
Telstra and Hutchison expect to significantly increase the size of the network over the next three years,
expanding into Canberra and other regional centres. The joint enterprise will open opportunities for new
revenues for Telstra and H3GA, stimulate growth in 3G service uptake and provide significant savings in 3G
network construction capital expenditure and operating expenses such as site rental and maintenance.
Decisions on network development will be made and funded jointly. The joint enterprise will utilise the
existing spectrum holdings of both partners and will operate until the expiry of those spectrum licences in
2017 or later.

Telstra and Hutchison wilt each continue to own separate core networks, application and service platforms,
and wilt conduct their retail 3G businesses independently and in competition with each other.
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Some of our recent mobile product and service innovations include the following:
Push To Talk (PTT)

The PTT service was taunched in Australia in June 2004 as a significant innovation in the mobite market
through the provision of a new stute of group communication. PTT gives mobile phones ‘walkie-tatkie'-like
operation, with users simply pressing a button to tatkto another Telstra PTT user. Users can use person-to-
person and person-to-group communication from contact lists. The service meets an existing demandin the
corporate, business and small business segments, with potential for consumer and youth segments. Aswell
as demonstrating market leadership, the new offering also boasted the global launch of a PTT service ona
commercial GSM/{GPRS mobile network.

Telstra Mobile Link

With Telstra Mobile Link, a Telstra mobile plan can be linked to a Telstra Pre-Paid Plus service so that a set
amournt is automatically credited to a pre-paid service and billed to the mobile plan each month. When the
mobiles are linked, customers can nominate a *hotline number’ that gives pre-paid customers up to three
free, two minute calls to that number each day. Pre-paid customers can use the ‘hotline number’ evenwhen
their credit expires.

Tatking Text™ {Fixed SMS}

An Australian first, this service enables customers to serid SMSs from a Telstra mobile to most Telstra fixed
services, transtating text to speech for the receiving party. It also enables the fixed customer to reply to the
messages with pre-defined templates, which is a world first for this type of functionality. Future phases witl
include more features, including SMS-capable fixed phones so customers can send SMSs from their fixed
phone to any compatible mobile or fixed phone.

Wireless Consumer Data Services

We recently redesigned our wireless consumer data services to enable customers with new ‘colour’ and
MMS-capable devices to enjoy highly intuitive and interactive browsing experiences through rich screen
tayouts, colour icons and a range of related and entertainment services. The move reflects our focus on
improving and simplifying user experiences. This is a next step toward achieving greater customer
satisfaction and appeal, with simplified access to Telstra and third party content sites.

We are working to attract diverse third-party content providers and make it easy for customers to find and
use the services. We are also working to provide scalable ways for the media industry to utilise the mobite
channel for its services and will leverage assets and sponsorships that differentiate us in the marketplace
and create value for mobile customers. Alignments include the Australian Football Leaque, National Rugby
League, Australian ldol and V8 Supercar Championship Series content rights, sponsorships and sporting,
cultural and entertainment events.

Wireless Hotspots

In July 2003, we taunched our Wireless Hotspots service, providing high-speed wireless Internet access
through Wireless Local Area Network (LAN) technology. Hotspots were launched in selected Qantas Club
tounges, Rydges hotels and more than 100 tocations across the country, including a large number of
McDonald's restaurants. We are working to support business customers’ productivity and efficiency by
constantly improving coverage.
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BlackBerry Individual

This fully-integrated personal digital assistant enables highly mobile customers to manage personal or
business e-mail. The technology greatly enhances mobility by integrating up to 10 e-mail accountsinto one
handheld device, without the need for synchronising with their personal computers to receive e-mail.

Data and Internet services
We provide new generation data and Internet services including:

« broadband and narrowband services for consumers and small and medium businesses through
Telstras ISP, BigPond™,

« business grade Internet sotutions;

+ [P Solutions; and

« domestic and international frame relay and ATM products.

We also provide data and specialised services, including ISDN, digital data services, voice grade dedicated
tines, transaction/EFTPOS services and video and audio network services.

Our retail strateqy for data and Internet services is to:

« make broadband affordable for Australians;

« enhance and improve service delivery of existing data services;

« develop innovative new generation IP and Internet services, including DSL services for business;

« work with customers as they require migration from existing data services to new generation data
and Internet services;

+ enhance our hosting, storage, security and application services; and

« expand our range of managed sotutions.

In retation to Internet services, one of our key focuses is on broadband and our goal is to provide broadband
services through our retail and wholesale channels to one mitlion broadband 510s by June 2605,

Our retail focus through BigPond™ is to:

« increase customer volumes by offering products and services that provide compelling and customer
friendly solutions;

« excite, educate and convert customers to broadband through focussed marketing campaigns;

« convert saltes opportunities for broadband through existing channels and explore new sales
channels; and

« investininfrastructure required to be a worlds best practise ISP (our business transformation project).

We offer a range of Internet products and packages under our BigPond™ brand. Telstra BigPond™ Home and
Business offer dial-up modem and ISDN Internet services to residential and business customers across
Australia. Telstra BigPond™ Broadband provides broadband Internet services to consumer and small and
medium business customers via hybrid fibre coaxiat cable, satellite or ADSL technologies. Telstra Internet
Direct also provides business customers with high quality dedicated Internet access within Australia at
access transmission rates up to one gigabute per second (Gbps).

We also provide wholesale Internet access products for use by I1SPs and CSPs. Qur wholesale focus through
Telstra Wholesate is to:

« foster broadband take up;
+ enhance the product range to meet service provider needs;
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« develop innovative solutions that enable new broadband services to be offered; and
+ drive network enhancements to support uptake.

Other data services
We offer other data services, in some cases with business partners, inctuding:

« online games-based entertainment, sports information and music services;

« collaboration services that provide audio, video and web-based conferencing (including the
Conferlink® product range); and

« ecommerce solutions including e-trading, e-payments, EFTPOS/ATM network services and straight-
through processing services.

Some of our recent product and service innovations include the following:
Business DSL

Business DSL is a broadband data service offering symmetric data rates and a business-grade service level.
It offers the same bandwidth both upstream and downstream, unlike ADSL. Telstra’s Business DSL was
taunched in November 2003 and delivers cost-effective high-speed data communications. Customer
response has been very positive, based on our superior service levels (Business DSLis delivered on our proven
ATM and DDN platforms, guaranteeing reliabitity and throughput), competitive pricing and extensive
network coverage.

IP Solutions Online Customer Management Capability

Our IP Solutions Online Customer Management Facility (OCMF) provides a self-service capability that tets
customers manage user access to their IP networks, while we manage the hardware and software
components. The first release of the GCMF, launched in April 2004, enables customers to manage their
network-based firewall policies inreal-time, so they can block unauthorised access as soonasitis detected.
Future releases on the OCMF will enable customers to grant and revoke user access to their networks ontine
and in real time, minimising typical delays in establishing network access for new staff.

Connect IP solution range

Telstra Connect IP is a comprehensive wide area network (WAN) offering that integrates network
management and data connectivity with customer premises equipment, such as routers. The solution
provides connectivity for data transfer between business sites. Qur latest offering, launched in 2004, uses an
asymmetrical DSL service that enables solid business-grade availability and guaranteed throughput. The
different access types mean its flexibility caters to a wide variety of networking needs, with particular
appeal in the SME market, where it can alleviate much of the anxiety associated with networking decisions.

Digital Video Network (DVYN) Swish

The Swish initiative has delivered new capability to Telstra’s DVN service, enabling our media customers to
share DVN services with one another. This means that media customers can share content such as news

material, or access to services at major sporting arenas, with industry peers over their DVN networks. Swish
also enables the sharing party to control who has access to its network and when. We have worked closely
with major broadcasters to trial the solution and ensure it delivers the desired functionality and resilience.

Telstra IP Telephony

In August 2003, we became the first Australtian carrier to taunch a major IP Telephony sotution. The move
generated much interest in the marketplace among customers who had embraced P networking and were
now looking to progress to IP telephonu. Telstra IP Telephony helps customers’ control their
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communications costs and better use telecommunications as a productivity tool. We are deploying it into
our own environments, with customer interest also coming from the Government, retait and educationat
sectors where the solution’s flexibility provides benefits for both enterprise and smaller distributed
businesses. In light of the interest for the service, we are continuing to develop our IP Telephony solutions
to increase capability and broaden market appeal.

Managed WAN services

Our Managed WAN product offers customers a suite of services ranging from the design and configuration
of their data networks, to the supply, installation and maintenance of data customer premises equipment
and the management and reporting of all service elements within their data WAN. Provision of aservice desk
gives a single point of contact for customers, back into Telstra, for enquires or assistance regarding their
data network. Recently released services include the deployment and management of private wireless LAN
environments and leveraging our expertise in the provision of public WiFi hot spot services. Managed
services for IP Telephony environments are also expected to be released in 2004. We currently provide
Managed WAN services to many corporations and Government customers, including more than 23,000 data
customer premises equipment devices.

Oniine services

in March 2000, we Llauniched our online communications hub, telstra.com®. Since its creation, Telstra.com®
has grown substantially, with more than 1.189 million users {excluding BigPond™) as at 30 June 2004.

telstra.com® links customers with services and features including:

« information about our products and services;

« current Telstra corporate and investor relations information;

« online messaging applications such as web-based e-mail and SMS;

« online product and service ordering and accounts viewing and payment; and
« aspringboard to our ISP, BigPond™.

Advertising and directories

We are a leading provider of advertising and search services through our advertising business and wholly
owned subsidiary, Sensis. Sensis delivers targeted, multi-channel solutions incorporating local advertising,
classified advertising, multi channel search and a growing portfolio of business services to consumers, SMEs,
corporations and Government.

The ftagship of the Sensis classifieds portfolio is the Trading Post Group. On 5 March 2004, Sensis acquired
100 per cent ownership of the Australian-based Trading Post Group from the Dutch company Trader
Classified Media NV for A$636 million with an additionat A$2 million to be paid in fiscal 2005, The Australian-
based Trading Post Group is now wholly owned by Sensis and is managed through a new business unit
known as Sensis Classifieds. The acquisition of the Trading Post Group supports Sensis’ local advertising and
emerging search businesses, whilst also generating strategic options into broader Australian advertising.
The Sensis Classifieds portfoho prowdes classified advertismg solutmns for consumers and busmesses
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The Sensis Search portfolio provides an opportunity for our advertising customers to reach a new generation
of search-orientated buyers:

« Sensis® 1234 is a voice service which provides a growing depth of business content from a vast array
of Yellow Pages® and White Pages® products; and

« sensis.com.auis abenchmark online search engine which delivers global web content plus Australian
directories, lifestyle and mapping content fully blended into the results.

The Business Services portfolio leverages our advertising and content management capabilities to create
specific solutions for SMEs, Government and the corporate sector. Business Services is made up of three
specific service portfolios - Business Information Services {(incorporating the Sensis Direct Access contact
data solution), Location and Navigation (which delivers detailed street directory and geo-mapping
functionality via a range of electronic channels) and a majority shareholding in Invizage Pty Ltd.

On 31 March 2004, Sensis (through a wholly owned subsidiary) gained a majority shareholding in Invizage
Pty Ltd, which trades as InvizageV Technology. Invizage Technology is an IT services company that
specialises in servicing the IT needs of the smalt business and personal customer market. Taking a majority
shareholding in Invizage! Technology provides a new channel to market our services and to support the
ontine advertising, marketing, customer management and procurement requirements of our smatl business
customers in the longer term.

Sensis is sustaining its impressive record of growth not only through product innovation across the entire
portfolio but also through a dedicated focus on our approximately 420,600 customers and our people. This
focus has delivered substantial improvements in customer service and satisfaction together with very high
tevels of employee engagement.

Wholesale services (including intercarrier services)

In addition to providing products for resale, we provide a range of other products specifically tailored for
wholesale customers. These include:

« interconnection services, including originating and terminating access 1o our fixed and mobile
networks, preselection services and access 1o our network facilities such as ducts, towers and
exchange space;

+ domestic and international transmission services, including teased lines;

+ broadband, IP backbone and traditional data services;

+« mobile telecommunications services; and

+ network design and construction services.

Both GSM and CDMA mobile products and services are offered to our wholesale customers.

We also manage and deliver a wide range of customer processes for wholesale customers. These include
product and service provisioning, ordering and activation, bilting, fault reporting and end user and product
transfer. In addition, we provide arange of efficient web based business to business services to our
customers.

We categorise revenue from the products and services we sell to wholesale customers depending on the
nature of the product or service. For example, we categorise operatingrevenue from interconnect and CDMA
resale services as intercarrier services revenue. On the other hand, we categorise operating revenue from
other resale services according to the product or service resold.
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inbound calling products
We offer inbound call services including:

« Freecall™ 1800, a reverse-charge call service used widely by small and large businesses to extend
market reach and attract sales;

« Priority® One3, a shared-cost service offering a six digit national number used by larger businesses as
a front-door to contact centres and franchise operations for service calls;

« Priority® 1300 services, a shared-cost service offering a 10 digit number, similar to the Priority® One3
service, where a short-number format is not required;

« (Contact centre enablement services, including network-based interactive voice response, computer
telephony integration, call routing services and speech recognition; and

« InfoCall® 190, a telephone premium-rate service where we bilt the calling customer for both content
and carriage on our bilt and undertake a revenue share arrangement with the service provider.

We also offer arange of alternative billing-option products for consumers and business customers, including
pre-paid cards, automated reverse charging and calling cards.

Solutions management

On 19 July 2004, we completed the acquisition of KAZ Group Lid (KAZ) for A$333 million. The Services
Solutions and KAZ combination creates the targest Australian operated IT business and places us as a leader
in business process outsourcing and the provision of end to end information and communications
technology (ICT) solutions.

KAZ, our wholly owned subsidiary, currently operates as a standalone business servicing Government and
medium sized business customers in Australian and Asia Pacific markets. KAZ will combine with Telstra to
service our business customers’ IT needs, differentiating us as the only communication company in Australia
capable of providing end to end ICT services from within our own group of companies.

The business has been repositioned to focus on the ICT services market with Telstra providing the strong
communications expertise, combining with KAZ to provide the IT expertise. We provide all or partof a
business customer’s IT and communications sotutions and services covering:

« managed voice, data and mobility services: network based voice and data switching products
including IP-based networks and IP Telephony as well as fleet management of mobile phone
networks and new wireless based technologies;

« managed [T services: managed customer infrastructure (eg desktop and end user devices), managed
storage and security services and hosting and application development and support;

« [T outsourcing: incorporating arange of the above solutions and managing on behalf of the customer
either on the customer’s or our premises; and

« business process outsourcing: leveraging our networks to manage customer business processes in
areas such as superannuation administration, insurance policy processing and the automotive
commuriity.

Othersales and services

The principat components of operating revenue we record in other sales and services are payphones,
customer premises equipment, domestic information and connection services, customnet and spectrum,
and bundling subscription TV,

We are the leading provider of pauyphones in Australia. As at 30 June 2004, we operated approximately
32,500 public payphones. Our Universal Service Obligation requires us to make payphone services
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reasonably accessible throughout Australia including in non-metropolitan and rurat areas. Approximately
half of our public payphones are in these areas.

As part of our customer voice, data, mobile and service solutions, we provide customer premises equipment
for rental or sale to our residential, consumer, business and Government customers. In relation to Telstra
rental phones, modern new standard and ‘calling number display’ rental phones are avaitable, making
phone and phone features easier to use. The new rental phones won the Australian Design Mark award in
2004 and have been selected as part of the Australian Design awards in the Powerhouse Museum selection.

We provide information and connection services through a number of call centres in Australia and through
the White Pages® OnLine and Yellow Pages® Online sites. In fiscal 2004, we responded to approximately 200
million calls through our call centres. We also provide voice recognition technology to allow the
automation of approximately 2,500 of the most frequently requested business listings.

Subscription television

We own 50% of FOXTEL, with Publishing & Broadcasting Ltd (PBL) and The News Corporation Limited {(News
Corporation) each owning 25%. The FOXTEL partners have committed, with very limited exceptions, 1o
confine their involvement in the provision of subscription television services in Australia to participation in
FOXTEL. PBL and News Corporation have made long term programming commitments to FOXTEL

FOXTEL continues to be Australia’s leading provider of subscription television services, with in excess of 1.1
million subscribers (including subscribers receiving FOXTEL programming through Optus’ TV and TransAct).
FOXTEL markets its services to around 5 million homes, split reasonably equally between those homes
passed by our hybrid fibre co-axiat cable (HFC) and those marketable to via satellite distribution.

In January 2004, FOXTEL entered into a long term A$550 million limited recourse financing facility funded by
ABN AMRO and the Commonwealth Bank of Australia. The facility will be utilised to fund FOXTEL’s full
digital conversion and the rotlout of new digitat services to FOXTEL Digitat subscribers. The banks have
subsequently syndicated the facility to now include a number of other institutions.

On 14 March 2004, FOXTEL successfully launched FOXTEL Digital, offering customers access to a vastly
expanded channel line-up of around 130 digital channels, superior picture and sound quality, a
comprehensive and easy to use electronic program guide (EPG), interactive sports and news applications
and FOXTEL Box Office {near video on demand). A number of other enhancements are planned for the
FOXTEL Digital service during the next 12 months.

Under arrangements with the FOXTEL partners, FOXTEL may provide, in addition to subscription tetevision
services, a range of information and other services. FOXTEL currently onty provides subscription television
services.

We are the exclusive long-term supplier of cable distribution services for FOXTEL’s cable subscription
tetevision services in our cabled areas and we receive a share of FOXTEL's cable subscription television
revenues. We can independently, or through partnerships and alliances, provide a broad range of
communications, data and information services to other parties using our broadband network.

FOXTEL has entered into various program supply arrangements, including some with minimum subscriber
fee commitments. Refer to “Operating and Financial Review and Prospects — Contractual obligations and
commercial commitments” for further details regarding our exposure to these commitments.

On 1 October 2003, we commenced reselling Austar United Communications Limited {AUSTAR) subscription
television services, which are eligible for inclusion in the new Telstra Rewards® Options plan. The bundling
and reselling of both the FOXTEL and AUSTAR services broadens the range of telecommunication and
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entertainment services we offer to our customers. These arrangements allow us to provide a residential
subscription television package to most areas in Australia regardless of geography.

A discussion of competition in the subscription television services market is contained in “Competition and
Regulation - Subscription television”.

International investments
Cur major internationat investments include:

« (SL, our wholly owned subsidiary which is one of Hong Kong’s leading mobile operators with over
one million customers, equating to approximately 32% of the value of Hong Kong’s mobite market.
CSL focuses on attracting and retaining high value customers and through its mobile brands, 1010
and One2Free, (5L continues to offer its customers a highly targeted range of innovative mobile
services;

« TelstraClear Limited (Telstrallear), our wholly owned subsidiary that is the second largest full service
carrier in New Zealand. TelstraClear provides innovative voice, data, Internet, mobile, managed
services and cable television products and services to approximatety 12% of the New Zealand market.
New Zealand is a strategically important market for our trans-Tasman customers and this
investment enables these important customers to receive the same end-to-end services that we
provide in a seamless way; and

« REACH, a 50/50 joint venture with PCCW, which is Asia’s largest international wholesate carrier of
combined voice, international private leased lines and IP data services. REACH is also one of the
world’s top ten carriers of international voice traffic. REACH has an interest in over fifty submarine
cable systems, as well as landing rights, backhaul, operating licenses and bilateral agreements in
most major international markets.

We also have a number of smatler offshore investments and joint ventures which include:

« a35% equity interest in the satellite communications operator, Xantic B.V. (formerly Station 12 B.V.)
that is headquartered in the Nethertands; and

« 039.9% equity interest in Australia-Japan Cable Holdings Limited, a network cable provider based in
Bermuda.

In September 2003, we entered into an agreement to sell our 20.4% equity interestin PT Mitra Global
Tetekomunikasi Indonesia (MGTI} to PT Alberta Telecommunication (a subsidiary of Saratoga Investama
Sedaya)subject to the satisfaction of certain conditions. In January 2004, we completed the divestment and
received proceeds of A$50 million.

Capital Expenditures and Divestitures

For a discussion of the significant capital expenditures and divestitures we made in the preceding three year
period, refer to “Operating and Financial Review and Prospects — Liquidity and capital resources”.

Networks and systems

One of our major strengths in providing integrated telecommunications services is our extensive
geographical coverage through both our fixed and mobile network infrastructure. This network and
systems infrastructure underpins the carriage and termination of the majority of Austratia’s domestic and
international voice and data telephony traffic.
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This large, diverse network is monitored and supported through a largely centralised globat operations
centre, which has afully tested recovery plan that enables network management to be transferred to an
alternate location in the event of an unforeseen disaster. Ongoing substantial investment of both capital
and resources is required to ensure that we maintain this teading position from both a technology and
industry position.

Research and development

Telstrareviews its projectexpenditure annually to determineits actual spend onresearch and development.
Our reviews show that we have an estimated spend of A$165 million in fiscal 2004, and spent A$240 million
in fiscat 2003 and A$170 million in fiscal 2002 onresearch and development. For a detailed discussion of our
research and development, refer to “Operating and Financial Review and Prospects - Research and
development”.

Fransmission infrastructure

Our national transmission infrastructure consists of both terrestriat and non-terrestrial transmission
systems. Cur domestic terrestrial systems are almost exclusively digital and use approximately 3.6 mitlion
kitometres of optical fibre and more than 2,100 digital radio systems. Our major transmission routes
incorporate Sunchronous Digital Hierarchy (SDH) technology. Infiscal 2004, we continued our expansion of
the extensive Dense Wave Division Multiplexing (DWDM) network from South Hedland through Perth,
Adelaide, Melbourne, Sudney, Brisbane and onto Townsville, with links to Darwin and Tasmania as well.

In addition, we have selected the suppliers for the provision of 10GBit DWDM systems and SDH equipment in
our network for the next three years. Proposals to implement this technology on the Melbourne to Sydney
and Sydney to Brisbane routes have been approved, with work having commenced in fiscal 2004 and
continuing over the next two years. The acquisition of the IP1 network in October 2003 and its integration
into the Telstra network has provided extra capacity between Perth and Metbourne on 106Bit DWDM
equipment.

Throughout the year, work has continued on extending the benefits of self-healing SDH transmission out to
the fringes of the network in metropolitan and regional areas. Typical of the tupe of project completed was
the North-Western Queensland Optical Fibre and SDH Ring, where the remaining section of cable in an
overall project of providing 820 km of optical fibre cable between Mt 1sa and Longreach via Boulia was
completed. A 2.5 Gbps line system and SDH ring was commissioned on this new optical fibre route
encompassing Mt Isa, Boulia, Winton, Longreach, Emerald and Rockhampton. This SDH ring provides
protected transmission to Mt Birnie, Boulia, Winton, Longreach, Barcaldine, Jericho and Alpha as well as to
Mt lsa and to exchange areas east to Charters Towers. In total, approximately 19,800 customers now benefit
directly from improved transmission survivability.

Our international switching and transmission requirements are provided by REACH which owns
international gateway switches in Sydneuy and an expanding network of switches across Asia, North
America and Europe to augment its state-of-the-art global data/IP system. REACH uses satellite
communication systems to supplement international traffic capacity where undersea cables are not
feasible and to provide route diversity and circuit redundancy, as well as specialist satellite-based
applications. REACH owns satellite earth stations in Australia and Hong Kong, including the largest satellite
teleport in Asia.

Public Switched Teiephone Network (PSTN}

Austratia’s geographic characteristics provide unique challenges for the provision of nationwide digitat
PSTN coverage. These challenges are being overcome by the innovative application of a range of modern
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technologies. Over 3060 major digital switching nodes are interconnected by state-of-the-art transmission
systems and handle traffic from customers connected to more than 10,000 access sites. A combination of
copper, fibre optic, radio and satellite technologies are used to achieve end-to-end connections. Access to
the world is achieved through REACH’s international gateway switches and our intelligent network
platforms provide advanced services including toll-free and calling card products.

Atriat of CDMA-based wireless tocal toop equipment is now complete and we have deployed this technology
in regional Austratia as part of our contract with the Commonwealth Government to improve
communications in extended zones. Further deployment of this technology is ptanned as part of the
recovery of older radio concentrator technology as one of our undertakings following the Estens Enquiry. It
is also planned for selected use to provide telephony access for customers to whom traditional copper pair
access is inefficient. The application of such technologies is aimed at providing economic selutions to
previousty difficult situations while meeting service standards.

The PSTN supports voice, facsimile and data products and the rapid growth in popularity of the Internet has
changed PSTN usage, influencing capacity considerations. The Telstra PSTN now handles more minutes of
data and Internet traffic than voice traffic. The combination of new broadband access services and growth
in dial-up Internet usage, messaging services and mobile telephony is leading to convergence of voice and
data in the longer term. This will provide a solid base for seamless transition to future convergent service
provision.

Our network supports a range of switch features which facilitate voice calls. These include products like
Homeline™ Features such as Calt Waiting, Call Return, Abbreviated Dialling and Virtual Private Networks
{(VPN). New types of telephones and customer premises equipment which make these features more
accessible and easy to use are continually entering the market.

The PSTN also supports many operator assisted service products such as directory assistance and
CallConnect. We are seeking to enhance these services by automating them with new voice recognition
technology.

Integrated Services Digital Network (ISDN)

ISDN s a flexible, switched digital network. Theintegrated nature of this networkrefers to the fact that ISDN
can support many applications at the same time while using a single access point to the network. The ISDN
network supports traditional telephony as well as various data applications such as videoconferencing,
Internet access and EFTPOS.

The ISDN network is available to approximately 96% of the Australian population. ISDN provides an end to
end digital connection that atlows us to deliver minimum 64kbps connections to customers.

Intelligent Network (IN} platforms

We operate a number of IN platforms that support a range of advanced services across fixed, mobile and
messaging services including:

« inbound services such as Freecall™ 1800, Priority® One3, Priority® 1300 and InfoCall® 190;
« Telstra prepaid mobile, Pre-paid Plus;

+ calling cards (Telecard™);

« prepaid cards (Phoneaway®, Say GDay™};

+ information services numbers;

« number portability;

+ mobile VPN, mobile voicemail;
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« advanced network routing; and
« screening functions.

Cur inbound services are important to our major business customers because they support their call centre
and customer service operations.

Data networks
We operate a number of data networks including a:

+ Switched Data Network (SDN);

+ National Transaction Switching Network;

+ Digital Data Network (DDN);

« Dial P Platform; and

+ Multi Protocol Label Switching (MPLS) Network.

Our SDN is comprised of approximately 670 switches linked to access multiplexers at more than 120 sites
around Australia. The SDN provides:

« public packet switching data services suitabte for a wide range of data applications;

+ site-to-site and multi-site WAN connectivity;

« national coverage for frame-relay data services from 64kbps up to 45Mbps (subject to available
transmission capacity);

« nationalcoverage for ATM data services, supporting access rates from 2Mbps to 622Mbps (subject to
avaitable transmission capacity); and

« national coverage for Business DSL data services, supporting access rates from 64kbps to 2Mbps
(subject to available transmission capacity).

SDN is also the backbone for the IP WAN services, supporting arange of access types from the fixed ATM and
frame services for domestic and global use to Dynamic Diat, ADSL, wireless services and value-added
features including firewalls, hosting, Messenger, IP Voice and IP Video.

Our retail customers use ATM and frame relay data services on the SDN to build wide-area corporate data
networks. Our ATM point to point connections currently range from 64kbps to 152Mbps. Our wholesale
customers use the SDN as a key element of their own retail offerings.

Our National Transaction Switching Network is suitable for electronic funds transfer and inventory
applications. This network provides dedicated and dial-up access in a secure environment, suitable for
transmitting transactions.

Cur DDN, with its fully integrated management system, provides dedicated secure site-to-site transmission
at speeds ranging from 1200bps up to 2Mbps. This network has extensive coverage, with more than 2,500
points of presence nationally across Australia for both Telstra retail DDS and Telstra Wholesate Data Access
Radial {DAR) producis.

In addition, the DDN is the underluing access infrastructure for our Accelerated Frame Relay product using
our targe network reach over multiple access technologies such as G.Shdst, HDSL and optic fibre to enable
customer access into the SDN core network. DDN also supports the declared wholesale product of Data
Access Radial which supplies the access for carriers to enable their customers to connect to their own retail
offerings.

Our Dial IP platform provides dial-up VPN access from the ISDN or PSTN to an P aggregated connection
which supports online and data applications.
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The new Wireless IP product provides easy mobile access to Telstra’s IP Solutions via a GPRS capable device
such as a mobile phone or a personal digital assistant to streamline business for business that is on the
move.

internet Protocol {IP) networks

We operate a national Internet backbone network. Itis a fully IP-routed network which provides the
backbone for alt of our Telstra Internet Direct services and all Telstra BigPond™ Internet offerings, as welt as
Telstra Wholesale’s Internet products. Our Internet backbone network connects to the rest of the Internet
via the international links provided by REACH and connects domestically via peering links with peer 1SPs.

We operate two major Internet data centres, one in Melbourne and one in Sydney. The computer server
infrastructure in these centres controls access to the network and provides apptications including e-mail,
news, chat, web hosting and games. The server infrastructure supports real time activation of customers
and also provides billing functionality, service monitoring and surveillance. Caching servers are deployed
to store and serve often requested Internet content so that customers receive faster web page delivery and
we are able to contain our Internet traffic costs.

We have one platform that supports wholesale and retail Internet products. This has been used to provide
a Telstra BigPond™ Home product with universal local call access across Australia. Telstra BigPond™ Home
is now available throughout Australia with dial-up access at the cost of a local call.

We deliver our IP Metropolitan Area Network (MAN) and Telstra Ethernet MAN services through an MPLS
network that has ethernet switches located in customer buildings and interconnected by a high-speed
network. 1P MAN plus IP WAN together form the network to deploy our IP Solutions products. We are offering
a Government 1P solution which provides a fibre based IP network for use by Government agencies in
metropolitan and regional locations, as well as accelerating the provision of fibre based wideband services
by non-Government customers.

We have also extended the core, carrier grade IP network known as the Routed Data Network (RDN) to sites
in metropotitan and some regionat areas. The RDN supports the delivery of retail and wholesate ethernet
based products nationally.

Broadband network

We deliver broadband capability through a variety of technologies using cable modem, ADSL and satellite
services. OQur HFC broadband network passes approximately 2.5 million homes and approximately 70% of
the network is underground. The optic fibre component of this broadband network consists of two forward
and one return path fibres, with the co-axial component serving up to 900 customers each.

The cable network is designed to provide two-way transmission for interactive services and high-speed data
transfer up to 10Mbps. ADSLis a broadband access technology using existing PSTN access infrastructure
with products offering speeds up to 1.5Mbps (download) and up to 256kbps (upload) or 512kbps both ways.
We have three fast broadband service options available to customers in ADSL enabled areas in Australia:

« anInternet service for residential customers that altows customers to use the Internet through their
existing telephone lines without tying up the phone line or needing an additionat line;

« anlInternet service for companies to provide their staff, offices or branches with remote access
capability to the corporate network; and

« aservice for ISPs to provide their customers with ADSL Internet access.

Since August 2000, we have been rolling out our broadband services and we achieved our target coverage
for fiscat 2004 of approximately 1090 ADSL enabled exchanges. Within these enabled exchange areas, ADSL
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coverage has been increased through a variety of process improvements and focussed investment. We also
offer satellite broadband services via both a two way satellite service and a satellite download/dial-up
backchannel in areas of Australia for customers who are unable to access broadband via cable or ADSL.

We are a registered provider under the Commonwealth Government’s High Bandwidth Incentive Scheme
{HiBiS) which aims to increase the availability of high bandwidth services throughout rural and regionat
Australia through a system of subsidies being paid to service providers. This scheme wilt commence in fiscal
2005 and is expected to last approximately three years.

Mobile telecommunications networks

We own and operate a number of networks for the provision of mobile telephone services that together
cover more than 98% of the Australian population. We serve more than 7.6 million S10s with these networks.
Through (5L we also operate mobile services in Hong Kong.

In Australia, our GSM digital network operates in the 900MHz and 1800MHz spectrum band. As at 30 June
2004, our GSM digital network in Austratia had approximately 4,170 base stations nationatly. We are
continuing to expand the capacity and coverage of the GSM network, with more than 350 new base stations
established in fiscal 2004.

The GPRS service is available across our GSM network and provides “always on” data access 1o WAP and
Internet information services, as well as access to corporate customers’ LANs and intranets.

Our second digitat mobile telecommunications network in Australia is based on CDMA technologu, with
coverage more than double the area of the GSM network. We are predominantty developing new regionat
areas of coverage in this technology. It operates in the 800MHz band that our closed analogue network used
previously. Asat 30 June 2004, our CDMA digital network in Australia had approximately 2,770 base stations
nationaltly. We are continuing to expand the capacity and coverage of the CDMA network, with more than
300 new base stations established in fiscat 2004.

Enhancement of our CDMA network with 1xRTT commenced in fiscal 2003 and focussed on all capital cities.
The final stage of the transition to 1xRTT began in February 2004 and is expected to be completed in the first
half of fiscal 2005.

Alimited rotlout of the next generation mobite data utilising EVDO has been completed in Sydney and
Melbourne. Further expansion of this technology is currently being scoped.

Eiectromagnetic energy (EME}

Certain reports have suggested that EME emissions from mobile phone base stations and radio
communications facilities (including handsets) may have adverse health consequences for users and the
community. We are committed to being open and transparent on all issues relating to EME emissions. We
comply with all relevant radio frequency standards and have comprehensive policies and procedures to
ensure the health and safety of the community and our employees.

We rely on the expert advice of national and international health authorities such as the Australian
Radiation Protection and Nuclear Safety Agency (ARPANSA) and the World Health Organisation (WHOC) for
overall assessments of health and safety impacts. The consensus is that there is no substantiated scientific
evidence of health effects from the EME generated by radio frequency technology, including mobile phones
and base stations, when used in accordance with applicable standards.

Telstra Research Laboratories ensure that we have accurate and scientifically substantiated information
and contribute to the national and internationat EME research program. In the last 10 years we have
invested more than A$10 million in this program.

35



Telstra Corpotation Limited and controlied entities

information on the Componig

An area of industry leadership is the development of base station EME software that calculates
environmental emission tevels in a matter of seconds. Our widely acclaimed RF-MAP™ software enabtes
operators, tocal authorities and community groups to assess the environmental impacts of mobile phone
base stations and confirm compliance with safety standards. We have given copies of our RF-MAP™
software to national and international health authorities as well as community and Government
organisations, reflecting our commitment to sharing expertise and providing the community with easy to
use solutions.

Australian carriers, through the Mobilte Carriers Forum, are developing a strategy incorporating the Telstra
developed EME site management process to help ensure compliance with the Australian Communications
Authority (ACA) electromagnetic radiation framework and the Australian Communications Industry Forum
{ACIF) code of practice for radio communications infrastructure deployment.

Information processes and systems

We have arange of information processes and systems to support our delivery of products and services. We
intend to increase the benefits of our offerings to customers buy:

« introducing new products to the market faster;
« further integrating our customer access technology and systems across channels; and
« reducing our overalt IT costs.

We have recently invested and will continue to invest in many new systems and processes in the following
seven principal areas:

+ sales and marketing;

« customer ordering and provisioning;
« online access for customers;

« billing and credit management;

«  service assurance;

« workforce management; and

« back office processes.

We are focussed on rationalising and simplifying the delivery processes across Telstra. Together withour [T
service providers, we will focus on driving efficiency and adaptability across our delivery systems.

During June 2004, we commenced the deployment of our new cable plant records system to improve the
reliability and technologicatl currency of our access network asset and service qualification processes.

information technology alliances

The Australian telecommunications industry is a key sector of the economy and a major input to all other
sectors. Itis therefore important that the industry, and Telstra as a major player in the industry, has access
to the highest quality inputs at the most competitive price.

In response to increased competitive pressures in Australia and internationatly, we source innovative,
world-class sotutions for the provision of application development and maintenance services. This includes
the development of new software programs and the enhancement and ongoing maintenance of existing
software programs.

We are partniering with world class IT providers to deliver:

« improved quality to a globally competitive standard;
« improved cycle times for new products and services;
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« improved efficiency and lower prices; and
+ access to new technologies.

Alt of our existing IT providers are multinational organisations operating through alocal affiliate or presence
in Australia.

Property, plant and equipment

Overview

Alarge part of our network is constructed on land occupied under our statutory powers and immunities. We
also own and occupy land that includes strategic sites, such as the properties on which our tetephone
exchanges are located. We own more than 5,200 freehold sites and occupy more than 7,500 siteson a
teasehold or other basis. Most of our sites are related directly to our telecommunications operations and are
used for housing network equipment of various types, such as telephone exchanges, transmission stations,
microwave radio equipment and mobile radio repeater equipment. Some of our operational sites are on
teased tand or land that we have access to by statutory right or other formal or informal arrangement. In
addition to our operational sites, we own or lease arange of properties used for office accommodation,
storage and other miscellaneous purposes which are discussed in “Operating and Financial Review and
Prospects - Contractual obligations and commercial commitments”.

Land access powers and immunities

The land access powers and immunities conferred on carriers by the Telecommunications Act 1997 (Cwth)
{Telecommunications Act) are limited to those inspections, maintenance and instatlation activities that will
have a tow impact on the surrounding environment. For activities not covered by the land access powers
and immunities regime, we must obtain all necessary consents, including the consent of the relevant town
planning authority as well as from the owner of the land, before network construction activities may
commence. Where the construction activities are to occur on land where native title exists, the native title
claimants and holders may also need to be involved. Cbtaining these consents may cause delay to the
commencement of construction.

In some circumstances where we rely on the land access powers and immunities conferred by the
Tetecommunications Act to carry out construction activities or where native title exists, compensation may
be claimed against us.

Environmental issues

Environmental aspects covering the handling and storage of dangerous goods, noise from fixed plant, visuat
amenity and disposal of waste (including obsolete and decommissioned equipment) are required to be
managed as part of operating and maintaining plant and equipment on occupied sites. We minimise the
potential risks associated with these environmental aspects through various control procedures. Incident
processes are in place to mitigate the potential for significant impacts. Each decommissioned plantis
screened for hazardous substances such as polychlorinatedbiphenyls (PCBs) and chlorofturocarbons (CFCs)
prior to recycling and hazardous materials are disposed of in compliance with regulatory requirements.
Sites to be divested undergo environmental screening and, if appropriate, remediation, prior to sale.

There are no current significant environmental issues that impede the utilisation or integrity of our network
operation.
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Competition
Overview

Competition in Australia’s telecommunications market began in 1989 when competitors began to provide a
timited number of services. 11991, competition increased with the decision to establish a carrier duopoly
and open resale of Telstra’s services, particularty national long distance and internationat telephone
services. Competition intensified in 1992 when Optus, now SingTel Optus Pty Limited (Optus), won the
second carrier licence enabling it to offer unrestricted local, national long distance, anatogue mobile and
international telephone services. We started offering digital mobile telephone services over our own
network in 1993. In the same year, Optus and Vodafone Holdings (Austratia) Pty Limited (Vodafone) began
offering those services over their own networks.

On 1 July 1997, the Commonwealth Government introduced the current requlatory regime which provides
for open competition in Australia’s telecommunications industry. Since then, there has been a significant
increase in the number of CSPs that have entered the Australian telecommunications market. As at 30 June
2004, we supplied services to more than 625 wholesale customers that compete in the retail
telecommunications market.

From a position of originally being the sole provider of telecommunications products and services in
Australia, inevitably, competition has reduced our market share. However, competition has also
contributed to growth in the overall telecommunication services market. We expect both these trends to
continue but at lesser rates.

As at 30 June 2004, we estimate our retail market shares in the products and services we provide to be as
follows: basic access services: 75%; local calls: 74%; domestic tong distance minutes: 65%; internationat long
distance minutes: 52%; mobile services: 46%,; Internet services (narrowband): 26%; Internet services
{broadband): 42%; data revenue: 64% (excluding ISDN but including some wholesale revenues); subscription
television services (FOXTEL): 58%; and Sensis print advertising expenditure (main media): 13%.

We are permitted to compete in all telecommunications markets throughout Australia. Cur competitors are
also permitted to compete in all of these markets. As convergence becomes more prominent, our
competitors may seek to take advantage of their position in one market to enter or improve their position in
another market.

Access and local calls

We currently face infrastructure competition in basic access and tocal call services in the central business
districts of the major capital cities and major metropolitan areas. Many of these infrastructure competitors
have access networks which compete directly with us for both business and residential customers. Our main
facilities-based competitors are Optus {fixed and mobile), Vodafone {mobile), AAPT Limited (AAPT) (fixed)
and Primus Telecommunications (Australia) Pty Limited (Primus) (fixed). These carriers and others have
established dedicated connections with large business customers, mainly in central business districts.
Dedicated connections allow a competitor to direct a business’ telecommunications traffic to their own
networks including local, long distance and international calls and data transmission. The avaitabitity of
tocal number portability has contributed to the development of facilities-based competition in these
markets.

38



Telstra Corporation Limited and controlled entities

Lormmpetition and Begulobion
[ s

National long distance and international telephone services

Competition has significantly eroded our market share for national long distance and internationat
tetephone services. Anumber of our competitors own their own switches, lease access and transmission
capacity and resell services mainty from Optus and us. Smaller competitors usually only reselt complete
services.

We must provide our customers with call-by-call setection or “override” dialling and default choice or
“presetection” inrespect of national long distance, international calls and fixed-to-mobite calls, all of which
further assist other (SPs to compete. See “Competition and Regulation - Regulation - Preselection and
override codes” for a discussion of requlatory requirements for presetection.

The PSTN originating and terminating access and the wholesate transmission capacity services are
important for facilities-based provision of nationalt long distance and international telephony services. The
charges of these wholesale products are input costs of the competitors and therefore have an impact on
their retail offerings.

Theregulatory processes provide aframework to determine the price terms and conditions of these services.
Competition is strong in the wholesale provision of transmission services. The price is falling as new
competitors enter the wholesale market. In April 2004, the ACCC decided to de-regulate the inter-capitat
routes and fourteen muajor capital-to-regional routes recognising the competitiveniess of these routes.

Mobile telecommunications services

The mobite telecommunications market is one of the most competitive telecommunications markets in
Australia and we estimate that market penetration as at 30 June 2004 was approximately 80%. As thislevel
of market saturation increases, we expect the rate of further market penetration to stow for all carriers.

The composition of new subscribers is also changing as growth in subscriber acquisitions is drivens more by
pre-paid services, rather than the traditional post-paid contract customers. Increasingly, mobile service
providers are looking to future growth in revenue from data usage by existing subscribers. Thereis evidence
of strong growth in data usage which is currently driven by the popularity of SMS. Agreement between
carriers for inter-carrier SMS between GSM and CDMA networks has facilitated this growth.

Bata services

The Australian data market is intensely competitive, with a number of service providers in arange of
categories from network, 15Ps, international and Managed Service Providers (MSPs) offering a range of
domestic and international services. Competitors are typically classified as resale or infrastructure
competitors and may provide fixed line and wireless data solutions.

Customers are increasingly taking up new growth data services based on DSL, Ethernet or IP-based
solutions. Competitive focus is intense in these growth areas, particularly across niche product solutions
and specific geographic areas. Several DSL network providers are offering DSL based VPN services as an
alternative to frame relay or leased line data connections. Others are also offering Voice over DSL (VoDSL),
with a view to offering integrated voice and data bundles.

We work on engineering our data products and our customer support processes to establish a value
proposition that will ensure our data products hold their own under these competitive conditions.
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Internet access services

For Internet access services, competition is generally based on quality of service, price, speed and
avaitability of local call access and associated information or transaction services. The ISP market in
Australia is diverse and highly competitive, with approximately 690 competing retail service providers.

We provide both dial-up and broadband Internet access services. Broadband services are provided to end
users by Telstra BigPond™ using ADSL, cable and satellite platforms. Telstra Wholesale provides industry
participants with a variety of broadband offerings including DSL Layer 3, DSL Layer 2 and Virtuat ISP
Broadband. We atso offer an ISDN Internet access service as an alternative to standard PSTN diat-up to
deliver faster Internet speeds and recently released a new pricing plan for this product for both retail and
wholesale customers.

Online services

Our online, content and web hosting services are subject to a high level of competition from domestic and
international competitors. We seek to differentiate ourselves through a variety of factors inctuding brand
recognition and the entertainment, educational and commercial vatue of our content. We are meeting
customer demand by offering our own content and forging atliances with content providers.

We provide services under a range of brands including telstra.com®, Yellow Pages®, White Pages®,
GOeureka®, Whereis®, CitySearch® and sensis.com.au.

Wholesale services

Telstra Wholesale has more than 625 customers, including over 515 1SPs and about 34 wholesale
competitors. Telstra Wholesale is focused on the delivery of communication services to intermediaries
operating in Austratia and offers around 30 wholesale-only products for our customers such as PSTN
interconnection, DAR, Telstra Wholesale Safe Internet and a number of ADSL products.

Subscription television

The subscription television services market is competitive. FOXTEL (of which we own 50%) is the leading
subscription television provider in Australia, with in excess of 960,000 subscribers {aggreqgating FOXTEL’s
direct subscribers and subscribers receiving resold FOXTEL services via Telstra) as at 30 June 2004. In
addition, FOXTEL also supplies its programming to Optus and TransACT on a wholesale basis, with those two
companies utilising that programming to supply subscription television services to approximately 200,000
subscribers in aggregate. Collectively, FOXTEL is now seen in over 1.1 mitlion households.

FOXTEL successfully launched FOXTEL Digital in March 2004, introducing Australians to a number of
television innovations including electronic programme guide (EPG), interactive sports and news, FOXTEL
Box Office (a near video on demand service offering subscribers access to a range of new retease movies at
the push of a button) as well as superior picture and sound quality. As aresult, FOXTEL is well positioned to
compete on the basis of its brand and diverse program offerings delivered over both digital and analogue
cable {via Telstra) and digital satellite.

In fiscal 2004, FOXTEL grew its subscribers by more than 8%, a rate almost double the previous year (this
growth excludes Optus subscribers).

FOXTEL and Optus TV are the main providers of subscription television services over cable in largely
overlapping areas, however Optus does not currently provide a digital subscription television service.
FOXTEL also provides digitat satellite coverage to approximately 2.5 mitlion homes not passed by our cable
network.
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AUSTAR distributes subscription television through wireless and digital satellite systems in regional areas
and has simitar programming to FOXTEL. FOXTEL and AUSTAR compete onty in limited areas. White there
are no restrictions on FOXTEL entering the AUSTAR territory, many of the program rights held by FOXTEL do
not permit it to broadcast that content into the AUSTAR territory. Also, FOXTEL has licensed some
programming to AUSTAR on an exclusive basis in relation to most of the AUSTAR territory. Other
subscription television operators offer limited services.

Subscription television providers compete with free-to-air television operators and are prevented by taw
from holding exclusive broadcast rights to most major sports programs. Competition is currently based on
a number of factors including breadth of programming, brand, price, marketing, service support and
geographic scope of service delivery.

In September 1999, the ACCC decltared an analogue cable subscription television broadcast carriage service.
Two potential subscription television competitors sought access under the dectaration butin June 2004, the
access seekers withdrew the access disputes they had todged with the ACCC. The ACCC has not declared a
digital service. See “Competition and Regulation - Regulation - Access”.

In March 2002, FOXTEL concluded aseries of agreements, including one with Optus Vision to provide FOXTEL
programming to Optus for transmission on its service. Under this agreement, FOXTEL took over
responsibility for paying certain program content obligations of Optus. The agreement commenced
operation on 1 December 2002. These agreements were approved by the ACCCin November 2002 subject to
conditions that have been met by undertakings which cover the supply of FOXTEL services to third parties,
third party access to Telstra and FOXTEL’s analogue and digital platforms and requirements for AUSTAR to
provide its subscription television services to infrastructure owners.

The undertakings lodged by Telstra and FOXTEL in relation to analogue subscription television access cover
price and non price terms and conditions for third party access seekers and were subsequentty approved by
the ACCCin March 2004.

The obligation to provide a digital subscription television access service was subject to either Telstra
tauniching such a service commercially or the ACCC granting Telstra and FOXTEL exemptions from the
operation of Part XIC of the Trade Practices Act 1974 (Cwth) (TPA) in relation 1o that service. In December
2002, Telstra and FOXTEL lodged exemption applications in retation 1o the digital subscription television
access service and in December 2003, the ACCC granted exemption orders in favour of Telstra and FOXTEL.
These exemption orders are currentty the subject of appeals before the Australian Competition Tribunal.
Telstra commenced the commercial supply of digital cable subscription television carriage services to
FOXTEL in March 2004.

Also in March 20602, FOXTEL agreed to supply its service to us in order for us toresell the service as part of our
bundted offerings along with our consumer telecommunications products. We obtained subscription
tetevision broadcasting licences via a wholly owned subsidiary and notified the ACCCof a technical third line
force inrelation to Telstra reselling the FOXTEL subscription television service as part of a bundle with our
services. The ACCC approved the arrangements and on 1 December 2002, we commenced bundling the
FOXTEL subscription television services with our telecommunications products.

The impact of the March 2002 agreements and the subsequent undertakings will considerably expand the
opportunities for companies to offer aretail subscription television product (including Telstra) and much of
this will be the FOXTEL product, either as a resate product or as content supplied from FOXTEL to other
infrastructure operators. We expect this to increase the appeal of FOXTEL and the general penetration of
subscription television.
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In March 2003, we also entered into an agreement with AUSTAR to allow us to resell AUSTAR subscription
tetevision services to our customers in regional Australia as part of our bundled offerings along with our
consumer telecommunications products. Since May 2003, we have lodged various third line forcing
notifications with the ACCCin relation to us bundling our services with AUSTAR services and the ACCC has
accepted and not opposed each of these notifications.

Advertising, Directories and Information Services

Our White Pages® and Yellow Pages® directories and related products (both print and online) are key
advertising and contact information channels for Governments and businesses, in particular SMES across
Australia. As such, we operate within the highly competitive Australian advertising market, competing with
arange of other domestic and internationat advertising businesses, local newspapers and direct marketing
companies which also target a similar customer base.

Competing directory providers have access to CSP subscriber contact details from the Integrated Public
Number Database {IPND} which we maintain as a requirement of our carrier licence.

Payphones

In our payphones business, we are seeing increasing competition due to new market entrants, calling card
operators and indirect competition from increased mobile telephone use.

Regulation

Overview
Some of the major features of the Australian telecommunications requlatory regime are:

« industry specific competition requlation;

« any to any connectivity;

« extensive industry specific consumer protection regulation;

« industry codes and standards under a self-requtatory regime;

« no limits on the number of carriers;

« (SPswith many of the same access rights and obligations as carriers; and
« limited carrier land access rights and statutory immunities.

Principai industry regulators

The Communications Minister is primarily responsible for telecommunications industry policy and
tegisiation. The Communications Minister can make rules in connection with the implementation and
operation of certain aspects of the requlatory regime and, at his or her discretion, impose or vary the
conditions of a carrier licence. In addition, the Communications Minister has the power under section 159 of
the Telecommunications (Consumer Protection and Service Standards) Act 1999 (Cwth) to give binding
directions to us to take specified action towards ensuring that we comply with that Act. This Ministerial
direction power applies in addition to the Ministerial power in Part 3 of the Telstra Act to give such directions
in relation to the exercise of powers by us as appear to the Minister to be necessary in the public interest.

The ACCC administers the TPA which regulates competition generally and includes specific provisions
governing the telecommunications industry. The ACCC administers the telecommunications access regime,
provisions for controlling anti-competitive conduct and Telstra retail price control arrangements.

The ACA is responsible for reporting on telecommunications industry performance and requlating the non-
competition aspects of the telecommunications industry under the Telecommunications Act and the
Telecommunications {Consumer Protection and Service Standards) Act including:
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« carrier licensing;

« technicalregulation;

« quality of service;

« the customer service guarantee;

« priority assistance;

« network reliability framework;

« preselection, numbering and number portability;
« the universal service obligation;

« the digital data service obligation;
« spectrum management; and

« industry codes and standards.

The ACA may give written directions to carriers, CSPs and content service providers requiring them to comply
with various provisions of the Telecommunications Act, the Telecommunications {Consumer Protection and
Service Standards) Act, their licence conditions and registered industry codes. Breach of such a direction is
subject to a penalty of up to A$10 million.

The ACCC and the ACA are independent statutory agencies. The ACCCis not generally subject to the controt
or direction of the Communications Minister or the Commonwealth. The Communications Minister has a
power of direction in relation to the ACA. However, both the ACCC and the ACA can take actionregarding the
regulation of the telecommunications industry without the prior approval or knowledge of the
Communications Minister or the Commonwealth.

The industry also self-requiates through codes and standards

Bodies that represent one or more sections of the industry, such as the ACIF, may develop industry codes
governing activities of carriers, (SPs and other industry participants. These activities mainty relate to
matters affecting:

+ consumers;
« inter-carrier operations;

« interconnection and performance of networks;
+ radio;

« environmental issvues; and

+ customer equipment and cabling.

The ACA may register such codes under the Telecommunications Act, direct industry participants to comply
with aregistered code and, in the absence of a registered code, set mandatory industry standards. Ifa
carrier or CSP does not comply, it may be subject to a penatty of up to A$250,000. The ACIF also has
compliance mechanisms for breach by an industry participant of an ACIF code to which the participant has
agreed, which inctude non-monetary “public censure” sanctions.
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The codes registered under Part 6 of the Telecommunications Act with the ACA as at 20 August 2004 relate to:

« the handling of life threatening and unwelcome calls;

+ call charging and billing accuracy;

« end-to-end network performance;

+ preselection;

« commercial churn;

« calling number display;

« complaint handling;

« customer information on prices, terms and conditions;

+ billing;

+ credit management;

« customer transfer;

+ local and mobile number portability;

« unconditioned local loop service network deployment rules;
+ |PND, data provider, data user and IPND manager;

« emergency call services;

« deployment of radiocommunications infrastructure;

« cabling requirements for business;

« priority assistance for life threatening medical conditions;
« customer and network fault management; and

« SMS,

The Telecommunications Industry Ombudsman (TI0) is an industru-funded body established to investigate
and resolve retail customer complaints about telecommunications services and carrier land access disputes.
Participation is mandatory for all carriers and most CSPs unless exempted by the ACA.

Carriers, carriage service providers and content service providers
We are a carrier, (SP and a content service provider.

A carrier is any person holding a carrier licence. Ingeneral, the owner of networkinfrastructure must not use
the infrastructure to supply telecommunications services to the publicunless it holds a carrier licence. ACSP
is a person who supplies a telecommunications service to the public using network infrastructure owned by
a carrier. A content service provider is a person who uses a telecommunications service to supply to the
public a content service, such as a broadcasting service or an online information or entertainment service.

Competition requlation
Competition rule

In addition to the general requirements of trade practices law, a carrier or (SP must not engage in anti-
competitive conduct in breach of the competition rute. A carrier or CSP may be in breach of the competition
rute if it:

« contravenes general trade practices rules retating to anti-competitive conduct in respect of a
telecommunications market; or

« hasasubstantial degree of market power and takes advantage of that power with the effect or likely
effect of substantiatly lessening competition in any telecommunications market, taking into account
other conduct if necessary.
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The ACCC can issue a Part A competition notice if it has reason to believe that a carrier or {SP has
contravened the competition rule. A Part A competition notice need not describe conduct in very specific
terms but may instead describe the generat kind of conduct which the ACCC believes is in breach of the
competition rule. Any repetition of the conduct while the competition notice isin force can lead to penalties
or damages being awarded against the carrier or CSP.

The ACCC can also issue a Part B competition notice. This Part B notice, which the ACCCmay issue
simultaneously with or after a Part A notice, will be more detailed than the Part A notice. The sole function
of a Part B notice is its evidentiary effect. 1tis presumptive evidence of the informationin it and can be used
in court proceedings aqgainst the carrier or CSP for penalties or damages.

To issue a competition notice (Part A or Part B), the ACCC need onty have a reason to believe that thereis a
breach of the competition rule rather than being affirmatively satisfied of a breach of the competition rule
after full investigation.

Any person {including a carrier’s or CSP’s competitors) may apply at any time to the Federal Court for an
injuniction to restrain anti-competitive conduct, whether or not a competition notice has been issued.

A carrier or CSP may be liable to pay penalties of up to A$10 mitlion ptus A$1 million per day of
contravention, and for compensatory damages to affected third parties, if:

« it continues to engage in conduct the subject of a competition notice after the notice comes into
effect; and
« the Federal Court finds that the conduct is in breach of the competition rule.

No final decision in relation to a competition notice has yet been handed down by a court.

If the ACCC issues a competition notice, it may also give a carrier or (SP a written notice advising it of the
action the ACCC believes should be taken to ensure that the carrier or CSP does not continue to engagein the
kind of conduct dealt with in a Part A competition notice. An advisory notice can be issued at any time.
While such a written notice from the ACCCis of an advisory nature only, in practical terms there may be
significant pressure on a carrier or CSP to comply with the notice given the potential breadth and ambiguity
of a Part A competition notice and the ability of the ACCC 1o revoke a Part A competition notice if the carrier
or (SP complies with the advisory notice. Also, a courtmay have regard to the ACCCs opinion in determining
whether a carrier or CSP is liable for penalties or damages if the court finds it to have been in breach of the
competition rule.

A competition notice relating to changes to BigPond Broadband pricing was issued against Telstra in March
2004. The competition notice remains in force at 20 August 2004.

Information gathering powers

The ACCC may seek information from carriers or CSPs with substantial market power in the
telecommunications industry concerning charges for products and services, including in Telstra’s case only,
charges for basic carriage services, subject to a right of appeal to the Austratian Competition Tribunal. The
ACCC may publish information concerning charges and services if it is satisfied that there would be a net
public benefit in doing so and has a further general power to obtain information in retation to designated
telecommunications matters.

Record-keeping rules

The ACCC has in place financial record-keeping rules. These accounting rules require detailed three or six-
monthly reporting to the ACCC of non-public cost and revenue information in relation to our wholesale and
retait services.
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The ACCC will be abte to refer to this information on our costs and revenues in its market conduct and access
investigations. Similar accounting rules apply to both Optus and Vodafone. AAPT and Primus are required
to comply with the same rules but only in relation to retail services.

Accounting Separation

In Aprit 2002, the Communications Minister announced that the Commonwealth Government required
accounting separation of our wholesale and retail arrangements in order to ensure our wholesale arm treats
all retail providers in an equitable fashion.

On 19 June 2003, the Communications Minister issued his final Accounting Separation Direction to the ACCC
requiring it to issue record keeping rules giving effect to that direction. One requirement of the direction is
for Telstrato updateits requlatory accounting records from historic to current cost, which has and continues
to impose some resource costs on us. Preparation of the requlatory accounts for the core PSTN services of
PSTN interconnection, local call resale and the unconditioned locatloop will provide a basis for comparison
in retation to any existing requlated prices for these products. To date, two interim reports have been
produced and we continue to work towards producing a full set of accurate current cost accounts, a process
expected to take some time given the extensive and complicated nature of the task. The interim reports are
based on a range of assumptions, hence the results should be treated with caution.

An additional requirement under the accounting separation rules is for Telstra to publish imputation test
results for various PSTN services including basic access, locals calls, national long distance, international
tong distance and fixed to mobile services. Animputation test measures whether an efficient competitor of
Telstra can compete against our retail product offering, based on our retail price and an assessment of the
efficient wholesale and retail costs to the competitor of providing the service. Inthe context of the
accounting separation obligations, these costs are determined by the information in our regulatory
accounts.

Afurther requirement relating to the accounting separation obligations is for the ACCC to publish a series of
metrics that compare our performance in terms of new service connections and fault rectification for both
wholesale and retail customers. We are required by law to provide equivalent service and the metrics
published to date demonstrate our compliance. We believe they will continue to do so. However, because
wholesate customers represent a small and non-random sample of the Telstra customer base, statistical
anomalies are possible.

Another requirement relating to the accounting separation obligations is for the ACCC to publish
information about the state of competition inrelation to services for business customers. The first report
from the ACCCis expected in the second half of 2004.

Retail price restrictions

The Cemmonwealth Government has set retail price controls on some of our services and groups of services
that apply from 1 July 2002 to 30 June 2005. The Communications Minister has asked the ACCCto undertake
an inquiry into the price arrangements which witl apply from 1 July 2005. The ACCChas announced thata

draft report will be available by the end of Cctober 2004, with their final report avaitable by 31 January 2005.

CPI-X or CPi+X price restrictions

We cannot increase the weighted average price of local calls, national long distance and international calls
and fixed-to-mobile calls by more than the CPlless 4.5%. Ifthe CPlisless than 4.5%, we are required to reduce
our prices accordingly.
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We have scopetoincrease line rentat charges by up to CPl+4%. This cap recognises that basic access lines are
currently priced at considerably less than the cost to provide the service and that we should be permitted to
increase the line rental charge to cover costs, while at the same time reducing call prices which have, in the
past, subsidised the below cost line rental. Connection services continue to be capped so that the charge for
them increases by no more than the CP1.

The ACCC has powers to monitor and report on our compliance with price controls.
Local call charges
We and other (SPs must offer untimed local calls to:

« residential and charity customers for all tocal calls; and
+ business customers for local voice calls.

We are not permitted to charge more than 40 cents (including GST) for a local call from a public payphone.
We are not permitted to charge more than 22 cents (including GST) for a local call from any other service
except where the higher call price is offered as part of a package that offers a lower line rental than the
standard line rental. We offer reduced rates for local calls with some of our service plans.

We continue to be obliged to ensure that:

« our average price for untimed tocat calls provided to residential and charity customers in non-
metropotitan areas in a fiscal year does not exceed the average price charged by us to residential or
charity customers in metropolitan areas in the previous fiscat year; and

« our average price for untimed locat calls provided to business customers in non-metropolitan areas
in a fiscat year does not exceed the average price charged by us to business customers in
metropotitan areas in the previous fiscal year.

Directory assistance service charges

We cannot impose or alter a charge for our directory assistance services without the approval of the
Communications Minister. In October 1999, we commenced charging business and mobile customers for
national and long distance directory assistance services after approval of the Minister. Our residential
customers continue to receive these directory services without charge via the number 1223.

Access

The ACCChas broad powers to determine those of our services to which competitors will have access and the
terms and conditions under which we provide this access.

Declaration of services

The TPA creates an access regime specific to the telecommunications industry. The ACCC may declare
telecommunications services or other services that facilitate the supply of a telecommunications service to
be “declared services”. Carriers and CSPs have a qualified right to acquire declared services from other
carriers and CSPs.

Carriers and carriage service providers must comply with “standard access obligations”

Unless exempted by the ACCC, carriers and (SPs who supply declared services to themselves or anyone else
must comply with “standard access obligations”. They must provide the declared services to carriers, CSPs
or content service providers who require them in order to provide telecommunications services or content
services to end users.
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Services not declared are not subject to regulation under this access regime. Therefore, access to non-
declared services is a commercial matter, subject only to the general trade practices law.

Current declared services
The services which have been listed as declared by the ACCC include:

« originating and terminating access for domestic PSTN and ISDN telecommunications networks;

« terminating access for GSM and CDMA mobile telecommunications networks;

« transmission capacity on all routes (except links between maintand capital cities and some routes
between capital cities and regional centres) on bandwidths of 2, 4, 6, 8, 34/45, 140/155 or higher Mbps;

« digital data access service (domestic carriage of data between exchange or other network facilities
and customer premises);

« anunconditioned locatloop service usingunconditioned copper wire in our customer access network;

« local PSTN originating and terminating services {(which in our view is not materiatly different from
the domestic PSTN originating and terminating access described above);

« local carriage services {in effect, this is local call resale);

« anatogue cable subscription television broadcast carriage service; and

+ the spectrum sharing service {also known as “line sharing”).

Terms and conditions of access

A carrier or CSP may give the ACCC access undertakings which set forth the terms and conditions on which it
will offer to supply declared services. An undertaking only becomes operative if it is accepted by the ACCC.
The terms and conditions (inctuding price) of standard access obligations are to be resotved by commercial
negotiations. If negotiations fail but an access undertaking (including the relevant terms and conditions)
has been provided by the access provider and has been accepted by the ACCC, the access undertaking will
apply. If there is no such undertaking, the ACCC may arbitrate the terms and conditions on which the
standard access obligation witl be met.

Access arbitrations

There is a detailed regime for ACCC arbitration of access disputes. At present, however, there are no
arbitrations involving Telstra’s supply of declared services. However, it may be that in the future some of
our wholesale customers will seek an arbitrated decision from the ACCCin relation to the terms and
conditions of a declared service. The ACCC has wide discretion in access disputes to deal with matters
retating to access to the declared service and may terminate an arbitration in certain circumstances. In
December 2002, the Commonwealth Government removed merits appeal rights from the ACCC's final
decisions in arbitrations.

Access pricing

The Communications Minister may make a pricing determination setting out compulsory principles for
establishing access prices that must be followed by the ACCC. To date no ministerial pricing determination
has been issued.

The ACCC has published general Access Pricing Principles setting out how the ACCC proposes to approach
price issues when considering access undertakings and determining access disputes. In general, the ACCC
proposes that the prices of declared services should be cost-based. In particular, it proposes to require access
prices for such services to be based on the total service long run incremental cost (TSLRIC) of providing the
service,
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In January 2003, we lodged access undertakings with the ACCC setting out the prices upon which we are
willing to supply the core PSTN services of PSTN interconnect, locat call resale and unconditioned tocal loop
services. In November 2003, we lodged revised undertakings for these services. The consultation period for
these undertakings finished in March 2004, As at 20 August 2004, the ACCC has not made a decision on
whether to accept or reject the undertakings.

In October 2003, the ACCC published its determination of its model price and non-price terms of supply of
these core services.

In September 2003, we lodged an access undertaking with the ACCC setting out the price at which we are
willing to supply the spectrum sharing service. The consultation period for this undertaking finished in
March 2004. On 25 June 2004, the ACCC published a draft determination to reject the undertaking. Afinal
decision on whether to accept or reject the undertaking wilt be made following public comment of the draft
determination.

Local call resale

The ACCChas stated that for local call resale, it is likely to adopt pricing on the basis of our retait price less
“average retail” {or avoidable) costs in any access dispute. Future pricing of local calt resale is likely to be
determined through the current access undertakings process.

PSTN originatingfterminating access

The ACCC has issued final pricing principles for PSTN originating and terminating services based on TSLRIC
principles. Future pricing of PSTN access is also likely to be determined through the current access
undertakings process.

Mobile terminating access

On 30 June 2004, the ACCC issued a final report on mobile terminating access services. The report
recommended that the existing declaration should be varied to include voice services terminating on 3G
networks. At the same time, the ACCC decided not to extend the expiry date for the declaration of
originating access services. The ACCC also proposed new pricing principles for mobile terminating access
which are aimed at generating a gradual reduction in the price of the mobile termination access serviceto a
tevel that the ACCC believes represents a closer association of price and the best cost measures the ACCChas
available to it. The staged adjustment period is proposed to commence on 1 July 2004 and conclude on 1
January 2007, These pricing principles are currently subject to an appeal lodged by another carrier.

PSTN termination to non-dominant carriers

The ACCChas issued final pricing principles for PSTN termination to non-dominant carriers. The ACCC
determined that the charges for termination of the non-dominant PSTN networks shoutd be based upon our
de-averaged TSLRIC and that no access deficit contribution should be included in the TSLRIC of non-
dominant networks. The ACCC also found that where a non-dominant PSTN network has costs significantly
tower than those of our TSLRIC, the ACCC may assess whether an argument exists for looking specificatly at
the TSLRIC of the particular services of the non-dominant PSTN network.

Unconditioned local loop (ULL)

The ACCC has issued final pricing principtes for the declared ULL service based on TSLRIC principles. Future
pricing of ULL services is also likely to be determined through the current access undertakings process.
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Spectrum Sharing Services

The ACCC announced its decision 1o declare the Spectrum Sharing Service (or “line sharing”) in August 2002.
The ACCC's stated pricing principles for the declared Spectrum Sharing Service are based on TSLRIC
principles. Future pricing of Spectrum Sharing Services is also likely to be determined through the current
access undertaking process.

Carrier-to-carrier access obligations
Each carrier must provide access on request to other carriers to:

« its customer cabling and customer equipment and facitities (inctuding lines, towers, ducts and land)
in place o 30 June 1991 or instatled since that date using statutory powers, if itis reasonable to do so;

« information relating to the operation of its networks; and

« its underground ducts and certain of its towers and sites with the aim of ensuring that facilities are
colocated ontowers and inunderground ducts, unless the ACA finds that colocationis not technically
feasible.

Access to these facilities and information is on commercially negotiated or arbitrated terms and conditions.
We have entered into a number of facilities access agreements with other carriers. The Communications
Minister can determine pricing principles for access to customer cabling and equipment, network
infrastructure and information relating to the operation of a network but has not done so to date.

Carriers most also comply with the Facilities Access Code issued by the ACCCin relation to access to
vnderground facilities and certain towers and sites.

Carrier licences

Carrier licences are issued by the ACA. The annual charge for a carrier licence was reduced as at 1 July 2004
from A$10,000 to tess than A$1,000 plus a pro rata revenue-based contribution to industry requlatory costs.

All carriers must, as a condition of their carrier licence, comply with the Telecommunications Act, the
Telecommunications (Consumer Protection and Service Standards) Act and the standard access obligations.
Any breach of licence conditions is subject to a penalty of up to A$10 million.

The Communications Minister may impose conditions on any carrier licence. The Communications Minister
must consult with the carrier before doing so. Qur carrier licence currently inctudes requirements for us to:

« provide operator and directory assistance services;

« annually produce, publish and provide an alphabetical telephone directory;

« establish and maintain the IPND and provide access to the IPND to alt {(5Ps;

« havein place and report against an approved industry development plan and comply with the plan
to the extent it relates to research and development;

« extend an equivalent mobile service to those areas previously served by the analogue network (we
are providing this through our CDMA network);

« develop, implement and maintain a priority assistance policy and have processes, systems and
practices in place to ensure that those customers with a tife threatening medical condition can be
identified and provided with priority assistance;

« monitor and publicly report on the reliability of our network in designated geographical areas of
Australia and, where necessary, take appropriate action to remediate a customer’s service;

« provide mobile coverage in selected population centres and on selected highways; and

+ make available the Internet assistance program.
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Carriage service provider obligations
A CSP that provides certain basic telecommunications services must provide or arrange for the provision of:

« itemised billing services;
+ operator services; and
+ directory assistance services to end users.

We must provide operator and directory assistance services to (SPs on request, on terms and conditions
commercially negotiated or arbitrated terms and conditions. A CSP must supply information for the IPND.

Powers and immunities
A carrier may enter onto land and exercise any of the following powers:

« inspect the land to determine whether the land is suitabte for the carrier’s purposes;
« install a facility on the tand; and
« maintain a facility that is situated on the land.

A carrier may only exercise the power to install a facility if:

« the carrier holds a facility instatlation permit, which the ACA may only issve subject to stringent
conditions;

« the facility has been determined to be a “low impact facility” by the Communications Minister {for
example, specified tupes of underground conduit and cable); or

« the facility is a temporary defence facility.

If we engage in these activities, we must take reasonable steps to restore the relevant tand and may be liable
to pay compensation to land owners for financial loss or damage suffered by them as a result of our
activities. We are also subject to a Telecommunications Code of Practice providing for notice and objection
mechanisms. The Secretary to the Commonwealth Department of the Environment may impose conditions
on some facitities instaltation activities.

Facilities other than those described above may only be installed with the permission of the relevant
tandowner and in compliance with all relevant State, Territory and local laws.

No limitation of tort liability
The ACA has power to impose a cap on our liability in tort for damages claims but has decided not to do so.
Number portability

Number portability allows customers to switch certain services to another CSP but keep the same tetephone
number.

The ACA numbering plan mandates number portability for some services

The ACA has put in place a numbering plan for Australia. Pursuant to a direction by the ACCC, the plan sets
out the following rutes:

« local number portability was operational on a trial basis from November 1999 and fully operational
by 1 January 2000 as mandated by the ACA. There are a limited number of specific cases where an
exemption has been granted;

« inbound number portability affecting alt 1800, 1300 and One3 numbers became operational on 30
November 2000; and

« mobile number portability became available from 25 September 2001.
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In July 2004, the ACCCdirected the ACA to implement premium rate number portability. The ACA s currently
consulting with industry on achieving this and a preliminary view will be provided by the ACA later in 2004.

Terms and conditions of supply are negotiated or arbitrated

The terms and conditions on which (5Ps supply number portability are set by commercial negotiation or
arbitration.

The Communications Minister may make a number portability pricing principles determination that would
govern any arbitration. However, no such determination has been made to date. In June 1999, the ACCC
issued a paper setting out the local number portability pricing principles that it would be inclined to apply if
it were required to arbitrate in relation to terms and conditions for the provision of local number portability.
These principles state that each carrier or (5P should bear the costs it incurs in its own network to meet the
obligation under the numbering plan to provide local number portability.

Mobile number portability

The ACCC's final report on mobile number portability pricing principles onty atlows us to recover from other
carriers or CSPs our efficiently incurred transit costs of providing mobile number portability from other
carriers or CSPs.

Preselection and override codes

Preselection allows customers, while connected to a (5P, to specify another CSP to provide some
telecommunications services. Override codes allow a customer to select a different CSP on a call-by-call
basis.

Currently, CSPs must provide for the preselection of one CSP for the following voice calls:

« national long distance calls;
+ fixed-to-mobile calls;

+ international calls; and

+ some operator services.

An override function for these voice calls must also be provided. The terms and conditions for provision of
preselection are as agreed between the CSPs. In the absence of agreement, there is provision for arbitration
bu an agreed arbitrator or the ACCL

Interception

Carriers are required by taw to help law enforcement agencies in Australia in certain circumstances. Carriers
are not expected to provide help without remuneration but they are to neither profit from, nor bear the costs
of, providing such help. They must also, unless exempted by the Communications Minister or the agency
co-ordinator, ensure that telecommunications services passing over their networks can be intercepted by
agencies that hold an interception warrant. This requirement can lead to delay in the launch of particutar
carriage services until the services are capable of being intercepted.

Universal service and digital data service obligations

As the primary universal service provider, we have an obligation to fulfit the universal service obligation
{USO)throughout the whole of Australia. This means that we must ensure that standard telephone services,
pauphones and any prescribed carriage service (of which none have been prescribed) are reasonably
accessible to all people in Austratia on an equitable basis, wherever they reside or carry on business.
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As part of this obligation, we must make special customer equipment available to people with disabilities
and offer interim telephone services in certain circumstances where there will be an extended detay in
connecting or repairing a fault with a standard tetephone service.

We are also a digital dataservice provider and have an obligation to fulfill the digital data service obligation
{DDSO0) throughout the whole of Austratia. This requires us to ensure that all people in Austratia have
reasonable access to a digital data service with a data speed broadly equivalent to 64kbps. We fulfill the
DDSOC through the supply of ISDN services (a General Digitat Data Service (GDDS)), to which at least 96% of
the Australian population have access, and through the supply of BigPond™ satellite 1 way services {a
Special Digital Data Service (SDDS)) for the remainder of the population.

In our roles as the primary universal service provider and digital data service provider, we are required to
submit plans to the ACA and the Communications Minister for their approval which set out how we will
progressively fulfil the USO and DDSO throughout Austratia. Our approved USO Policy Statement, USC
Standard Marketing Plan and Digitat Data Service Plans are available from our web site at
www.telstra.com.av/universalservice and www telstra.com.au/corporatefddsp.hitm.

The Communications Minister may determine a system to select carriers to be the primary universal service
providers or regional universal service provider for all or some universal services for particular years.

The net losses that result from supplying loss-making services and from facilitating the satellite subsidy for
SDDSs in the course of fulfilling the USO and DDSO are required to be shared among all carriers and any (SPs
determined by the Communications Minister (none have been determined). The Telecommunications
{Consumer Protection and Service Standards) Act 1999 (Cwth) provides that auniversal service provider’s net
vniversal service cost, as assessed by the ACA, is to be shared amongst the universal service provider and
other participating carriers on a basis proportional to the eligible revenue of each carrier.

For this purpose, the ACA assesses levy debits (required contributions to recognised USO costs) of other
participating carriers, thereby requiring them to make payments into a universal service reserve from which
pauments are ultimately made to the universal service provider equal to the amount of its corresponding
tevy credit.

However, current legislation does not ensure that the costs we incur in providing the USO are fully
recognised and property funded by alt industry participants. In accordance with the current legistation, the
Telecommunications Laws Amendment {Universal Service Cap) Act 1999 (Cwth), the Communications
Minister determines the net USO costs. These amounts are usually significantly less than our own
assessment of the USO costs. The other participating carriers are required to pay us contributions based on
the ACA assessments of their eligible annuat revenue. The Communications Minister has also exercised the
power to determine the cost of the USO for up to three years in advance - a previous Communications
Minister has determined costs for fiscal 2004 as A$231.7 million and fiscal 2005 as A$211.3 mitlion. The net
USO costs for subsequent years have not been determined as yet.

As the primary universal service provider, we receive no contribution from other carriers for any non-
recognised USQO costs.

The Commonwealth Department of Communications, Information Technology and the Arts (DCITA)
reviewed the US0 and customer service guarantee regime and the Communications Minister tabled areport
in Parliament on 17 June 2004 proposing changes to the USO funding arrangements. The recommendation
for USO funding in thereport is for the USO costs to be simplified and for Telstra to meet the USOlegacy costs
associated with legacy telephone services. However, the Government announced at the time of the release
of this report that it does not intend to change the broad legislative framework governing USGC costing and
funding.
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Customer service guarantee (C5G)

At the direction of the Communications Minister, the ACA has made mandatory standards for CSPs
{including Telstra) in relation to the provision and repair of standard telephone services and the keeping of
customer appointments associated with these activities.

These customer service standards have been in effect since 1 January 1998. Arevised (SG Standard came
into effect in July 2000 which clarified that the new standard only applied to eligible customers with five or
tess standard telephone services and tightened some connection and restoration timeframes.

in accordance with the {5G Standard:

« we will connect a new standard telephone service within timeframes that range between two
working days (where a telephone service has recently been working at the new premises and can be
automatically re-connected) and a maximum of 20 working days (where new Telstra network
infrastructure has to be provided). The actual timeframe may also be dependant upon whether the
{56 customer is located in an urban, rural or remote location; and

« we will repair a (5G service in set timeframes according to the customer’s location, which is either
one, two or three full working days for customers located in urban, rural and remote areas
respectively.

As from 1 January 2003, we reduced our connection timeframes in minor rural and remote locations where
Telstra infrastructure does not exist from 6 months to 20 working days.

The damages payable under the (SG Standard include:

« foramissed appointment, A$12 for aresidential or charity customer and A$20 for a business
customer; and

« foradelayed connection orrepair, A$12 for a residential customer and A$20 for a business customer
for each working day of delay up to five working days and A$40 per working day of delay after that.

Damages cannot exceed A$25,000 per customer for each contravention.

If we have reason to believe that an event has occurred that is reasonably likely to result in us being liable
to pay damages to a customer for a breach of the CSG Standard, we will notify the customer and pay those
damages, whether by account credit or otherwise, within a prescribed period. Thisis the caseirrespective of
whether the customer has claimed those damages.

The Communications Minister issued a draft direction in June 2003 to amend the (SG Standard and sought
comments from industry. Areport prepared by DUTA following the USO and (SG review, which was tabled
in Partiament by the Communications Minister on 17 June 2004, recommended no major amendmentstothe
CSG Standard.

Priority Assistance

The Communications Minister made an amendment to our carrier licence conditions in May 2002 requiring
Telstra to implement arrangements for maximising service continuity to priority customers. As part of these
arrangements, we have developed and implemented and must maintain a documented priority assistance
policy and have processes, systems and practices in place to ensure that priority customers can be identified
and provided with priority assistance in accordance with our priority assistance for individuals policy.
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The Communications Minister approved our policy on 17 June 2002. The policy aims to provide eligible
residential customers, who have a diagnosed life-threatening medical condition with a high risk of rapid
deterioration and whose life may be at risk without access to a fully operational phone service, with the
highest level of service practicably available at the time on the connection and repair of standard telephone
services. Telstra customers need to substantiate their eligibility or the eligibility of someone else residing at
their premises, with certification from a medical practitioner or an authorised person.

Priority customers are entitled, unless circumstances make it unreasonable, 1o have a first standard
tetephone service connected and a fault with a nominated standard telephone service repaired within 24
hours in urban and rural areas and within 48 hours in remote areas. Inaddition, priority customers receive
24 hour, 7 days aweek service for fault management, handling and repair. Where these timeframes cannot
be met, we wilt offer eligible priority customers the choice between an interim priority service and an
alternative service, for example call diversion to another telephone number of their choice.

As part of our licence condition, we must undertake a communications strategy to generate public
awareness and advise customers of priority assistance. As at 30 June 2004, we had approximately 105,000
customers with priority assistance status.

Network Reliability Framework

The Network Reliability Framework (NRF) is an outcome of the Telecommunications Service Inquiry (Besley
Inquiry) which was conducted during 2000.

The NRF was introduced through an amendment to our carrier licence conditions, which took effect from 1
January 2003, and embraces (SG telephone services only ~generally, those telephone services that are
provided to customers with five or less standard telephone services.

The NRFis a compliance and reporting framework that aims to improve the reliability of our network at three
different levels:

« Level 1-44 geographical areas throughout Australia, which are based on our work regions. We are
required to provide a monthly report to the ACA on the percentage of (SG services with no faults and
the average percentage of service availability for each geographical area. This information is also
made publicly avaitable on our web site at www . telstra.com.au/servicereports;

« Level 2 - the exchange service area (ESA) level, of which there are approximately 5,000 throughout
Austratia. We arerequired to provide monthly reports to the ACA of those ESAs where a pre-
determined number of C5G services (which is dependent upon the total number of (SG servicesin the
ESA) have had one or more faults in each of the two preceding calendar months. The ACA can request
further information from us regarding the performance of a particular ESA and may seek to have
remedial action undertaken to reduce the incidence of faults in a particular ESA; and

« Level 3 -theindividual service level. We are required to take reasonable action to prevent a (SG
service from experiencing four or more faults in a rolling 60 day period or experiencing five or more
faults in a year. Where either of these thresholds is breached, we are required to investigate the
reason for the breach, undertake such remediation as is necessary and report the contravention to
the ACA.

The NRF adds to the range of consumer safequards already in place, for example the USC, {56 Standard and
priority assistance.
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Supply terms and conditions

Under a determination made by the ACA, since March 2000 {SPs that formulate a standard form of
agreement relating to the supply to an ordinary customer of designated goods and services have been
required to provide customers with concise summaries of the terms and conditions on which customers
acquire their goods and services. We provide these summaries to existing and new customers.

Hong Kong Telecommunications Regulatory Information

We own 50% of REACH which, through its wholly owned subsidiaries including REACH Networks Hong Kong
Ltd (REACH Networks), conducts a wholesale connectivity business from Hong Kong. REACH Networks
operates a network for the carriage of traffic to and from Hong Kong.

We also own (5L which conducts a cellutar mobite business in Hong Kong. (SL holds a Public
Radiocommunication Service licence which covers the establishment, maintenance and operation of a
cetlular network in Hong Kong. 5L also holds a 3G mobile services licence.

Below is a brief outline of the Hong Kong telecommunications requlatory regime and the key regulatory
requirements with which REACH Networks and (SL must comply.

Telecommunications Ordinance (Chapter 106 of the Laws of Hong Kong)

The legistative framework governing the provision of telecommunication services and facitities in Hong
Kongis principatly contained in the Telecommunications Ordinance (Chapter 106 of the Laws of Hong Kong).
The Telecommunications Ordinance requlates the licensing and control of telecommunications services and
telecommunications apparatus and equipment, including fixed wireline and wireless services, public mobile
telephone services and certain aspects of Internet services.

The Telecommunications Authority (TA) is the principat tetecommunications requlator in Hong Kong and is
responsible for administering the Telecommunications Crdinance. The Office of the Telecommunications
Authority (OFTA) was established in 1993 as an independent Government department and its key functions
are to assist the TA in administering and enforcing the provisions of the Telecommunications Crdinance.
The TA’s powers include:

+ issuing licences;

« making rules and determinations in retation to the provision of telecommunications network services
by licensees, including setting interconnection charges on particular routes;

« requiring a licensee to comply with the terms of its licence and any applicable legistation; and

« suspending or revoking licences as enforcement measuores or for the protection of the public interest.

Competition provisions

The telecommunications market in Hong Kong is almost fully liberalised and is now one of the most
competitive markets in the world. Unlike many countries, Hong Kong does not have a general competition
taw. Anti-competitive behaviour is requlated through industry specific legistation as well as in various
ticence conditions.

The Tetecommunications (Amendment) Ordinance 2003 (Ordinance) was passed in July 2003 by the
Legislative Council of the Hong Kong Special Administrative Region and came into force on 9 July 2004. The
purpose of the Ordinance is to regulate merger activity in some aspects of the telecommunications industry
through empowering the TA to issue binding directions to carrier licensees when certain changes in the
ownership of, or the control of, a carrier licensee occur which, in the TA’s opinion, have or are likely 1o have
the effect of substantially lessening competition in a telecommunications market. Guidelines on how the
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Ordinance is to be enforced were published by the TA in May 2004, following two rounds of public
consultation in which Telstra and (51 participated.

Second Generation (2G) licence renewal process

The TAis currently conducting a consultation process on proposals for the renewal of existing 2G mobile
ticenices held by Hong Kong's mobile carriers which are due to expire in the period from July 2005 until
September 2006.

In its most recent consultation document, the TA has proposed that existing GSM and Personal
Communication Service (PCS) licensees {of which CSLis one) be entitled to aright of first refusal in respect of
new licences granted in existing 2G frequency spectrum in order to maintain continuity of service to mobile
subscribers and provide a stable investment environment for existing operators. The TA has also proposed
that this right of first refusal not be extended to existing Time Division Multiple Access (TDMA) and CDMA
licensees.

CSL holds a licence to TDMA spectrum, but has progressively been migrating its subscriber base out of TDMA
with areduction in subscriber numbers from 140,000 to 30,000 between 2000 and 2003. The OFTA proposes
to make the CDMA and TDMA spectrum avaitable in part for a new licensee which would likely, on the basis
of the current TA proposals, be a CDMA2000 3G mobile data operator. The TA has emphasised that the
matter is still subject to consultation and Telstra and CS1 have participated in the most recent round of
consultation which closed on 19 June 2004.

New Zealand Telecommunications Requiatory Information

TelstraClear, our wholly owned subsidiary, is the second largest full service carrier in New Zealand. Belowis
a brief outline of the New Zealand telecommunications requlatory regime.

Telecommunications Act 2001

Throughout the 1990s, the telecommunications sector in New Zealand was subject to a “light-handed”
regulatory regime. Unlike most other OECD countries, no industry-specific requlatory authority was
established in New Zealand to requltate and monitor telecommunications competition and to promote
efficient and sustainable entry. This light-handed approach came to an end with the introduction of the
Tetecommunications Act 2001.

The Telecommunications Act 2001 provides the principat framework for the requlation of
telecommunications in New Zealand and grants a telecommunications sector-specificrequlatory role to the
New Zealand Commerce Commission (Commission). Under the Telecommunications Act 2001, the
Commission’s functions are to:

« make determinations on disputes between the access seeker and the access provider over access
obligations of designated and specified services and also on price in the case of designated services;

« determine the net cost and apportionment (amongst industry players) of Telecommunications
Service Obligations and monitor the Telecommunications Service Provider's (currently Telecom)
compliance with its Telecommunications Service Obligations (broadly, a USO);

« recommend to the Minister the desirability of requlating additional services where considered
necessary; and

« proposeand approve telecommunications access codes relating to designated and specified services
for the telecommunications industry.
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Determinations by the Commission under the Telecommunications Act 2001

The Commission has made determinations under the Telecommunications Act 2001 for TelstraClear in
relation to aninterim price for residential resale (made on 14 June 2004) and wholesaling {made on 12 May
2003). The Commission has also made a draft determination in relation to whotesaling for CallPlus.

The Commission has made two interim price determinations for interconnection between Telecom and
TelstraClear’s PSTN network and for wholesale {(resale) of a range of Telecom’s business retail services.
Tetecom and TelstraClear have both sought final price determinations and these are proceeding.

The Commission has also decided to determine the apportionment of costs in implementing local and
mobile number portability in response to a joint application (from TelstraClear, WorldxChange, CaliPlus,
Compass and iHug).

The Commission has recommended, and the New Zealand Government has accepied, that vnbundled
bitstream should become a designated service. In addition, in June 2004, the Commission began an
investigation into whether mobile termination should become a designated service.

Competition Provisions

The Commerce Act 1986 is New Zeatand’s generic competition legislation outltawing anti-competitive
conduct in alt industries and is enforceable by the Commission and by market participants.

58



Telstra Corporation Limited and controlled entities

TS b R oy RGNS AL S i AL SNPGRS i IR SR
Uperating and Finonciol Beview and Prospects

The following discussion should be read in conjunction with the annual consolidated financiat statements,
inctuding the notes to those financial statements, which are included with this annual report. These
financial statements have been prepared in accordance with Generally Accepted Accounting Principles in
Australia (AGAAP), which differs in certain respects from Generally Accepted Accounting Principles in the
United States (USGAAP). Adiscussion of the principal differences between AGAAP and USGAAP as they relate
to us and a reconciliation of the net income and shareholders’ equity to USGAAP, is provided in note 30 to
our financial statements.

This section includes statements of future expectations and forward-looking statements that are based on
management’s current views and assumptions, and involve known and unknown risks and uncertainties
that could cause actual results, performance or events to differ materially from those in the forward-tooking
statements. A discussion of some of the principat risks that could affect our business is presented in this
annual report under the heading “Key information - Risk factors”. Also refer to “Key information -
Cautionary statement regarding forward-looking statements”.

In this section, we refer to our fiscal years ended 30 June 2004, 30 June 2003 and 30 June 2002 as fiscal 2004,
fiscal 2003 and fiscal 2002 respectivety. We have referred to the three fiscal years ended 30 June 2004 as the
“three-year period”.

Overview of key factors affecting our business and financial performance

During the three-year period, we have increased our revenues from mobile telecommunications, and
application and content services. We continue to focus on maximising traditional revenues as a customer
service driven organisation, while managing the new areas of telecommunications in wireless data and
broadband access applications, and content. We are also continuing to implement operational changes to
improve our productivity and operating efficiency.

Most of our revenues are generated from basic access, fixed and mobile call charges, specialised data,
Internet and IP Solutions, advertising and directories services and intercarrier services. Our controlled
entities {excluding revenue from our subsidiary, Sensis) contributed 7.2% of our total sales revenue in fiscal
2004, 8.2% infiscal 2003 and 9.0% in fiscal 2002. This is primarily attributable to our operations in Hong Kong
and New Zealand, which mainly generate revenues from the mobites market and from full integrated
services respectively.

We are focussing on three areas as opportunities to increase our revenues:

« Domestic operations: Growth in our revenue from this market has been limited by competition. This
market remains our main focus and is the most significant part of our Company, providing us with the
cash flow to continue to invest and develop our business. We continue to drive our revenue and
customer service in this area by:

« offering a broad range of product packages that include traditional products packaged with new
products;

« re-balancing our prices to reduce per call charges, while increasing basic access fees, altowable
within current price control rutes which are under review;

+ providing high speed Internet access products;
« continuing to increase the number of mobile service users; and

« providing more products on our mobile networks.
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We expect our Internet and IP Solutions portfolio to continue its strong expansion. This market is in
a growth phase and we are succeeding through aggressive pricing strategies. As at 30 June 2004, we
have signed approximately 803,000 broadband Internet customers. We are progressing welt to
achieving our target of 1 million broadband customers by the end of June 2005.

We also aim to continue strengthening our position in the managed services and information and
communication technology market. On 19 July 2004, we acquired 100% of the share capital of KAZ.
This acquisition expands our IT services capability, complementing our core strength in
telecommunications. Additionally, in fiscal 2004, we secured one of the largest telecommunications
managed service deals in Austratian history, following a major airline’s decision to award us a 7 year
contract to manage all of its voice, desktop and network managed services.

« Applications and content: We have continued to grow our White Pages® and Yellow Pages® Online
directory businesses. As telecommunications, computing and media technologies converge, we
intend to focus on enhancing our capabilities to provide new and innovative application and content
services and to expand further into these converged markets. We intend to enhance our capabilities
across a number of content services, access, and delivery technologies to position ourselves to take
advantage of opportunities in these new markets as they unfold.

On 5 March 2004, our advertising and directories business, Sensis, acquired 100% of the share capital
of Trading Post (Australia) Holdings Pty Ltd and its controlled entities (Trading Post Group), a market
leader in Australian classified advertising. This strategic acquisition is intended to create a strong
presence in Australia’s fastest growing advertising market - local print and online advertising.

« International operations: We will focus on improving returns from our current internationat
investments in (5L, TelstraClear and REACH.

During the three-year period, we have devoted substantial capital to upgrade our telecommunications
networks, eliminate components that were no longer useful and improve the systems used to operate our
networks. In addition to our ongoing capital expenditure, we continued the rotlout of CDMA 1XRTT, which is
a 100% upgrade of our existing CDMA mobile network to provide high speed wireless data services.

During the three-year period, we have focussed on our operating efficiency. Our efforts have included:

« streamlining our systems and processes, including the consolidation of our implementation of the
Six Sigma process improvement techniques;

« improving work practices; and
« systematically reviewing our cost structures and the way we deliver service to our customers.

These initiatives have allowed us to achieve cost efficiencies in many areas, while at the same time
improving customer services. They have also resulted in a significant reduction in the number of full-time
employees.

During the three-year period, we reduced the number of our domestic full-time employees from 44,874 as at
30 June 2001 to 36,159 as at 30 June 2004. Domestic full-time employees do not include employees in our
offshore entities or part-time and casuvat employees, but include expatriate staff in overseas controlled
entities. We refer to the total of our domestic and offshore full-time, casual and part-time equivatent
employees as full-time employees and equivalents. During the three-year period, full-time employees and
equivalents reduced from 48,317 as at 30 June 2001 to 41,941 as at 30 June 2004. The number of full-time
employees and equivalents as at 30 June 2004 included 598 employees of the Trading Post Group. The
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redundancy expense we incurred in connection with this reduction in employees was A$170 million infiscat
2004, A5281 million in fiscal 2003 and A$289 million in fiscal 2002.

We are committed to continuing our review of areas of the business where cost efficiencies can be gained,
white simultaneously maintaining or improving customer service. Opportunities to achieve this include:

« obtaining better value from our capital expenditure;
« rationalising our various IT and network platforms;
« improving network efficiency; and

« managing total labour costs more efficiently.

Our business transformation program has identified cost reductions through a range of Company wide
productivity initiatives and significant process improvements. In conjunction with our focus on operating
cost efficiencies and other cost initiatives, we planned that we will significantly reduce our costs over three
fiscal years, commencing 1 July 2003. The Next Generation Cost Reduction {NGCR 1i1) program is one such
initiative, which we expect will deliver cost benefits to our results in fiscal 2005 and subsequent reporting
periods.

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 Commonwealth Government did not participate in the
share buy-back and as a result its shareholding increased from 50.1% before the buy-back to 51.0%. Intotal,
1.85% of our total issued ordinary shares, or 3.71% of our non-Commonwealth owned ordinary shares, were
bought back. The cost of the share buy-back comprised the purchase consideration of A$1,001 million and
associated transaction costs of A$8 million. The share buy-back has improved our earnings per share and
has not prejudiced the ability of the Company to take advantage of profitable investment opportunities if
they arise.

Gur major international investments held during the three-year period relate to (51, TelstraClear and
REACH. Details of our acquisitions are available under “International business ventures”. {SLhas continued
to perform well despite significant price competition in the Hong Kong mobile market, including a mobile
price war. In fiscal 2004, (SLrevenues decreased as aresult of the price competition, however the decline in
revenues was offset by cost reductions. TelstraClear is the second targest full service carrier in New Zealand.
This investment has demonstrated revenue growth infiscal 2004, and while it is currently in a loss position,
margins are improving and the business is continuing to focus on achieving operationat efficiencies and
growth.

REACH has been operating in a difficult environment and the industry is expected to remain chatlenging for
a period of time, mainly due to aggressive pricing and over supply of capacity. Infiscal 2004, we and our
joint venture partner, PCCW, agreed with REACH’s banking syndicate to buy REACH’s US$1,200 mitlion term
toan facitity for US$311 million, resulting in a complete release of their obligations to the banking syndicate.
Our share of the loan is US$155.5 million. We have fully provided for the amount of the loan as at 30 June
2004, on the basis that REACH is not in a financial position to repay the loan plus accrued interest in the
medium term. This buy-out provides REACH with greater flexibility and a more viable capital structure. The
focus remains for REACH to become fully competitive and earnings positive. In fiscal 2003, we wrote down
our investment in REACH by A$965 million to nil due to the competitive environment in which it operates,
with excess capacity and continued falling Internet and data prices.
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Outlook

We expect our financiat results in fiscal 2005 and future years to be impacted by the following principat
factors:

« continuing changes to our competitive environment, as competition intensifies and our regulators
review the applicable taws and regulations to continue opening the markets in which we compete;

« actions taken by our regulators and by the Commonwealth Government to controt our prices and
mandate services that we are required to provide;

« our ability to introduce new value added products and services to compensate for lower prices and
volumes in our traditional product lines;

« the ongoing results of our investments in CSL, TelstraClear and REACH;
« our ongoing efforts to control our costs and improve productivity; and
« economic conditions globally and in Australia.

Throughout the three-year period, the Commonwealth Government has reiterated its commitment to the
sale of the Commonwealth’s remaining shares in Telstra. The full privatisation of Telstra will depend upon
the passing of appropriate legislation through Parliament. If approved and implemented, the full
privatisation of Telstra would be expected to reduce current restrictions, such as our ability to raise equity
capital and to use our equity for acquisition opportunities. See “The Commonwealth as shareholder” under
“Major shareholders and related parties” for further information.

Through our revenue growth and expense containment initiatives, we expect to maintain strong cash flows
from our operating activities. We expect that we will fund planned ongoing operationat capitat
requirements in our networks and systems through our operating cash flows.

On 4 August 2004, we announced the signing of a heads of agreement to establish a 50/50 joint venture with
H3GA, a subsidiary of Huchison Telecommunications (Australia) Limited, to jointty own and operate H3GA’s
existing 3G radio access network and fund future network development. The arrangement is subject to due
diligence, consent from the ACCC and final approval of the arrangement by the boards of both companies.
Under this agreement, the H3GA radio access network is proposed to become the core asset of the joint
venture. Inreturn for 50% ownership of the asset, it is proposed that we will pay H3GA A$450 million under
a fixed payment schedule in four instalments beginning in November 2004. Itis expected that this
agreement will accelerate customers’ access to leading mobile services, opening opportunities for new
revenues. In addition, it is expected to provide significant savings in 3G network construction capital
expenditure and operating expenses, such as site rental and maintenance.

Gur traditional revenues are continually being substituted by wireless, high bandwidth Internet, IP
tetephony, web and managed services, and emerging applications and content services revenues. Asa
result, we expect our investment innew platforms and technologies to align with the growth drivers of these
emerging areas white maintaining, and optimising, the performance and returns from our existing networks
and products.

Improving the quality of customer service remains our key priority, as higher levels of customer service are
being demanded by our customers. Our aim is to at least maintain market share and improve financial
returns. We expect future cash flows from operations to remain strong.
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Accordinglu, we have adopted the following capital management policies from fiscal 2005:

« declaration of ordinary dividends of around 80% of net profit after income tax expense (before any
unusoatl items such as write downs of assets and investrments); and

« thereturn of A$1,500 mitlion to shareholders each year until fiscal 2007 through special dividends
andfor share buy-backs, subject to maintaining our target statement of financial position ratios.

On 12 Augqust 2004, the directors disclosed the intention to pay a fully franked speciat dividend of 6 cents per
share (approximately A$750 million), as part of the interim dividend in fiscal 2005, and the intention to
vndertake an off-market share buy-back to a maximum of A$750 miltion, which is expected to be completed
in the first half of fiscat 20605. The special dividend and share buu-back are in accordance with our capitat
management program. The financial effect of the special dividend and share buy-back will be reflected in
the financiat statements in fiscal 2005.

On 25 August 2004, we acquired 100% of the issued share capital of PSINet UK Limited (PSINet) for A$127
million. PSINetis a leading provider of e-business infrastructure sotutions and corporate IP based
communication services. This acquisition will boost our offshore services supporting Australian and global
multtinational corporations overseas.

We will continue 10 focus on our existing Australian, New Zeatand and Asian operations, and global services
to our multinationat customers. After appropriate capital expenditure and capital returns to shareholders,
we expect that we will have sufficient remaining capacity to support well targeted acquisitions of moderate
scale that satisfy strict financiat criteria.

Competitive and regulatory environment

Refer to the “Competition and requlation” section of the annual report for information regarding the
competitive and requlatory environments in which we operate.

Application of critical accounting policies

Our consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in Australia. Gur significant accounting policies are more fully described innote 1 to our
financial statements. The preparation of our financial statements requires management to 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 continually evaluate our
estimates and judgements, including those related to investments, intangible assets, capitatisation of costs,
property plant and equipment, software assets developed for internal use, receivables and provisions. We
base our estimates and judgements on historical experience, various other assumptions we believe to be
reasonable under the circumstanices and, where appropriate, practices adopted by internationat
telecommunications companies. This forms the basis for making judgements about the carrying values 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 evolved. As our financial statements are prepared
under AGAAP, our accounting policies are necessarily compliant with all aspects of AGAAP.

In developing accounting policies, in addition to AGAAP requirements, we also consider telecommunications
industry practice in other countries. Further to this, where there is no conflict with AGAAP, we also 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.
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In all materiat 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 policies discussed below appluy to all segments of
the Company.

The following are the critical accounting policies we have applied in producing cur AGAAP financial
statements:

Carrying value of investments, goodwill and other intangibles

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

If these forecasts and assumptions prove to be incorrect or circumstances change, we may be required to
write down the carrying value of our investments andintangibles, Inapplying our assessments, we havenot
written down significant amounts of investments, goodwill and other intangible assets during the three-
year period, except for the write down of our joint venture investment, REACH, by A$965 million in fiscal
2003. This investment was written down due to strong competition and excess capacity in the market that
adversely impacted the profitability of REACH and therefore the recoverability of our investment.

The carrying vatue of our investments in joint venture entities, associated entities and other listed and
unlisted entities was A$120 million at 30 June 2004, A$255 million at 30 June 2003 and A%$1,302 million at 30
June 2002. The carrying amount has reduced over the three-year period due to the recognition of our share
of net losses from equity accounted investments and the disposal of certain entities. I addition, the
significant reduction in the vatue of our investments in fiscal 2003 reflects the write down of our investment
in REACH and Austratian Japan Cable Holdings Limited (AJC) of A$965 million and A$24 million respectivelu.

The carrying value of goodwill was A$2,104 million at 30 June 2004, A$2,018 mitlion at 36 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 goodwilt and other intangible assets as part of our assessment of the carrying vatue of the
investments. The increase in the carrying value of goodwill in fiscal 2004 was due o the acquisition of the
Trading Post Group.

The carrying vatue of our patents, trademarks and licences, brand names, customer bases and mastheads
was A$1,501 million at 30 fune 2004, A$1,146 million at 30 June 2003 and A$1,358 million at 30 June 2002.
These intangible assets, with the exception of the 3G spectrum license and the mastheads, are amortised on
a straight-line basis over the period of expected benefit. The 3G spectrum license, amounting to A$302
million, has been held since 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, whichever is sooner. The mastheads, amounting to A$448 million, 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 are not amortised, however the carrying value will be re-assessed at each reporting
date.
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Based on our most recent assessment of recoverable amount, we believe that as at 30 June 2004 our
investments and intangible assets are recoverable at 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 shown
in our statement of financial position based on the asset class considered most appropriate to those costs.
Management judgement is used in determining costs to be capitatised in relation to the following major
asset categories:

L

Deferred expenditure

We defer expenditure where it is probable that the future benefits embodied in the particular asset
wilt eventuate and can be reliably measured. Otherwise the expenditureis expensedas 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 only relates to revenue that has already been recorded.
Each year we also review expenditure deferred in previous periods to determine the amount, if any,
that is no longer recoverable. The amount of deferred expenditure that is no longer recoverable 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 relates 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. Cur deferred
expenditure after amortisation, including deferred mobile handset subsidies, was A$894 mitlion at 30
June 2004, A$796 million at 30 June 2003 and A$819 million at 30 June 2002.

Capitalisation of software assets developed for internal use

We capitalise direct costs associated with the development of network and business software for
internat 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, payrolt and
direct payroll-retated costs for employees associated with a project, and borrowing costs incurred
while developing the software.

Our capitalised software assets for internat 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. Where an incorrect
assessment has been made about the probability of the success of a project, we may be required to
write down the value of the software assets we have recorded. The recoverability of capitalised
software assets is assessed semi-annually at each reporting date.

Indirect overheads and borrowing costs related to construction activities

The cost of our constructed property, plant and equipment includes purchased materiats, direct
labour, direct and indirect overheads and borrowing costs. Indirect overhead costs are generatly
attributable to the construction of assets, but can only be allocated to specific projects on an
arbitrary basis, as they do not usually vary with construction activity volumes. Examples of indirect
overhead costs include planning and design of construction projects and the management of
construction contracts.
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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 overhead costs
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 relate to
capitat projects, indirect overhead costs are only altocated to capital projects based on the
proportion that capital projects make up the total costs of that organisationat 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 aresult, the atlocation of borrowing costs to these assets is general
and does not reflect funds specifically borrowed for each asset.

Refer to “Critical accounting policies applied in our USGAAP reconciliation” for discussion on
amourtts capitalised under USGAAP which have not been historically capitalised under AGAAP.

Carrying value and depreciation of property, piant and equipment assets and software assets developed
for internal use

Property, plant and equipment assets made up 65% of our total assets in fiscat 2004, 65% in fiscal 2003 and
61% in fiscal 2002, We therefore consider our accounting policies around the carrying value and depreciation
of these assets to be critical. We have adopted the cost basis of recording our property, plant and
equipment, rather than the fair vatue basis. Land and buildings are subject to a vatuation for disclosure
purposes at least 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 propertuy, plant and equipment semi-annuatly, based on expected
future net cash flows discounted to present value. Where assets can be shown to be working together to
generate net cash flows, this assessment is performed over the group of assets rather than individuatly.
When considering this assessment, we exclude the broadband network asset, as we do not consider the
broadband HFC network to be integrated with the rest of our telecommunications infrastructure. If our
estimates of future cash flows 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.

In 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. Inrelation to communications assets, this
assessment includes a determination of when the asset may be superseded technologically. Weuse an“end
date lifing” methodology where we believe technologies will be reptaced by a certain date. Assets are
grouped into classes based on technologies when making the assessments of useful lives. The review of
service lives is carried out prior to commencement of each new financiat year. If our assessments of useful
tives 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 for internal use is an exception to the above annual revision of service lives. With
reference to global industry 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 years in
fiscal 2002. In fiscal 2003, the weighted average useful life increased to 6 years due to a reassessment of
useful lives for some major software assets. The increase in average useful life resulted in the amortisation
of these assets being spread over a longer duration, decreasing our yearly amortisation charge in the
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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.

Valuation of receivables

We maintain provisions for doubtful debis based on an estimate of the inability of our 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 risk, 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 on hand.

Our provision for doubtful debts was A$196 million at 30 June 2004, A$199 million at 30 June 2003 and A$221
million at 30 June 2002. Trade debtors before any provision for doubtful debts were A$2,459 mitlion at 30
June 2004, A$2,436 million at 30 June 2003 and A%$2,535 mitlion at 30 June 2002.

Provisions

Our provision for employee benefits predominantly relates to the provisions for annual teave and tong
service leave entitlements. Cur calculation of annual leave entitlements is based on remuneration rates
expected to be paid when the obligation is settled. We determine the accrual for annual leave entitlements
using estimated remuneration rates at the time teave is expected to be settled or taken. We accrue forlong
service leave entitlements not expected to be paid or settled within 1 year of balance date at presentvalues
of the future amounts expected to be paid. The calculation is actuarially determined based on estimated
projected increases in wage and satary rates over an average of 10 years and the probabitity of employees
reaching their tong service teave entitlement. We apply the weighted average government bond rate for the
1 year period ended on the reporting date as the discount rate. This approach was taken to limit the impact
of volatility in government bond rates experienced inrecent times. Qur provision for employee benefits was
AS$871 million at 30 June 2004, A$851 million at 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 liability, based on an actuarial review of the liability. This review includes an assessment of
actuat accidents and estimated claims incurred but not yet reported. Qur provision for workers’
compensation was A$216 mitlion at 30 June 2004, A$236 mitlion at 30 June 2003 and A$270 million at 30 June
2002,

Critical accounting policies applied in our USGAAP reconciliation

We disclose our AGAAP/USGAAP reconciliation differenices in detail in note 30 to our financial statements.
The adjustments that we believe have the most significant impact on the USGAAP reconciliation are as
follows:

Capitalisation of indirect overheads and borrowing costs before 1 July 1996 for property, plant and
equipment

Under AGAAP we did not capitalise indirect overheads and borrowing costs prior to 1 July 1896, However,
vnder USGAAP we were required to retrospectively reflect the policy as if we had always capitalised indirect
overheads and borrowing costs. This involved the use of estimation techniques and the reconstructing of
records as far back as 1980. Due to the fact that we used estimation techniques to reconstruct the batances,
the actuat batance may have been greater or less thanthe adjustment calculated. Thisimpacts the addition
to property, plant and equipment adjustment made each fiscal year and the resulting annual amortisation
expense.
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Property, pltant and equipment with a net book value of A$567 million at 30 June 2004, A$659 million at 30
June 2003 and A$826 million at 30 June 2002 has been capitalised for USGAAP purposes, which was not
capitalised under AGAAP. Additional depreciation and disposals have also been recorded of A$92 million in
fiscal 2004, A$167 million in fiscal 2003 and A%$168 million in fiscal 2002 as a result of this difference.

Defined benefit plan prepaid pension asset and retirement benefit gain/{loss)

We engage an actuary to assist in the determination of our prepaid pension asset and retirement benefit
gainf(toss) under USGAAP. There is no requirement under AGAAP to recognise these assets or movements.
The following are the main assumptions used to calculate the adjustment:

+ discountrate;
« rate of increase on salary levels; and
« expected long term rate of return on assets.

These assumptions have a significant impact on the caleulations and adjustments made and are disclosed
in note 30(f) to our financial statements.

As at 30 June 2004, the net pension asset recognised under USGAAP was A$253 million, compared with
A%4,217 million a1 30 June 2003 and A$4,087 mitlion at 30 June 2002. Thereduction in the net pension asset
recognised at 30 June 2004 was mainly due to the settlement of obligations under the Commonwealth
Superannuation Scheme (C55). The (S5 is a defined benefit scheme for Commonwealth Public Sector
employees. Under the CSS, we were responsible for funding all employer financed benefits that arose from
1 July 1975 for our employees who were members.

The setttement of the (55 by the Commonwealth on 17 June 2004 resulted in a total loss of A$3,870 million
being recognised in the statement of financial performance in fiscal 2004 under USGAAP. This loss
comprised the recognition of previously unrecognised actuarial losses of A$2,725 million and a loss on
settlement of A$1,145 million. The unrecognised actuarial losses represent the balance of accumulated
tosses in relation to the (5SS which have arisen as a result of applying the “corridor approach” permitted by
SFAS 87: “Employers’ Accounting for Pensions”. For USGAAP purposes, setttement of the (S5 obligations by
the Commonwealth has crystallised the actuarial tosses. The loss on settlement of A$1,145 million
represents the net pension surplus of A$765 million in the statement of financiat position as at 30 June 2003
under USGAAP and an increase in the surptus of A$380 million in the period from 30 June 2003 to the
settlement date. These amounts were not recovered as part of the A$3,125 mitlion received from the
Commonwealth as these amounts were based on an actuarial review obtained at 30 June 2000 as required
for USGAAP reporting. The payment of A$3,125 million was based on a ministerial determination made in
June 1997,

Refer to “Off balance sheet arrangements” for further details on the settlement of the CSS.

Use of Telstra applicable yieid curves for the purposes of calculating the fair vaiue of our derivative
financial instruments

We are not currently required to recognise the fair value of our derivative financial instruments in the
statement of financiat position for AGAAP. Under USGAAP, we are required to recognise the fair value of our
derivative financial instruments in the statement of financial position. We calculate fair vatue using a
market adjusted yield curve to take into consideration the cost of funding for Telstra. We adjust the base
curves to reflect our borrowing margin. Cur borrowing margin for each currency and maturity are derived
from secondary market trading levels of our bonds issued in domestic and offshore markets. Where our
bonds are not widely traded, the borrowing margin is derived using advice from market deaters who are
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close to the market and can estimate the tevel at which we could currently borrow. If market yield curves
were applied which did not adjust for our borrowing margin, this would result in different fair values being
recognised.

The adjustment to the statement of financial position under USGAAP 1o recognise the fair vatue of our
forward foreign currency contracts, interest rate swaps and cross currency interest rate swaps {atong with
the foreign currency borrowing) was an increase to net assets in fiscal 2004 of A$269 million, a decrease to
net assets in fiscat 2003 of A$405 million and an increase to net assets in fiscal 2002 of A$6 million. Refer to
note 30{m) to our financial statements for further information.

Changes in accounting policies

In fiscat 2004, Australian Accounting Standard AASB 1047: “Disclosing the Impacts of Adopting Australian
Equivalents to International Financial Reporting Standards” was introduced. This standard requires us to
explain how our transition to international financial reporting standards {IFRS) is being managed and to
provide a narrative explanation of the key differences in accounting policies that are expected to arise from
adoption of Australian equivatents of IFRS.

We have established a formal IFRS project team to manage the convergence process and to ensure we are
prepared to report under IFRS, as adopted by the Australian Accounting Standards Board, for the half-year
ending 31 December 2005 and full year ending 30 June 2006. The IFRS project team is monitored by a
governance committee comprising senior members of management, and reports regularly to the Audit
Committee on the progress towards adoption.

The planning and technicat evaluation phases of the IFRS project have targely been completed, and we are
well advanced in determining the impact of adopting IFRS. We expect the impact analysis phase to be
completed during fiscal 2005, enabling us to effectively manage the implementation of changes required
ahead of its application date.

The following areas have beenidentified as significant in terms of tevel of activity to substantiate the impact
on our financial report andjor the potential transitional adjustment:

+ share based pauments;

+ income taxes;

« employee benefits;

« changesin foreign exchange rates;
+ borrowing costs;

+ investments in associates;

« intangible assets; and

« financial instruments.

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

In fiscal 2003, Austratian Accounting Standard AASB 1012: “Foreign Currency Transltation” was revised.
Under this revised standard, we now separately report cross currency swaps designated as hedges of our
foreign denominated borrowings as financial assets and financial liabilities. Previously the swap batance
was reported as part of borrowings. This change reflects the fact that the swap contracts, although
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specifically hedging our borrowings, are made with different counterparties and as such are separate
financial assets and liabilities in their own right. The individual swap contracts are stilt netted where the
right of set-off legatly applies.

This change in accounting policy has no impact on our statement of financiat performance or our net asset
position. As at 30 June 2004, we reported cross currency swap assets of A$406 million and cross currency
swap liabilities of A$410 miltion, compared with A$283 million and A$426 million respectively as at 30 June
2003. Previously, these baltances would have been reported as anet liability of A$4 million as at 30 June 2004
and A$143 million as at 30 June 2003.

Infiscal 2003, Australian Accounting Standard AASB 1044: “Provisions, Contingent Liabilities and Contingent
Assets” was introduced. Under this new standard, a provision for dividend can no longer be raised at balance
date if the dividend is declared after that date. As aresult, we changed our accounting policy to reflect this
position and we now provide for a dividend in the period in which it is declared. There has been no change
in the timing of dividends declared by the directors and we will continue to make a public announcement of
the dividend after balance date.

When the declaration date is after balance date but before completion of the financial report, we disclose
the dividend as an event occurring after balance date. The transitional provisions of this standard required
a write-back of the provision raised as at 30 June 2002 to opening retained profits in fiscal 2003. The effect
of the revised policy was to increase consolidated retained profits and decrease provisions at the beginning
of fiscal 2003 by A$1,415 mitlion. No adjustment was required to the year ended 30 June 2002 statement of
financial performance, statement of financial position or cash flows.

Further information regarding the changes in our accounting policies is provided in note 1.2 to our financiat
statements.

Results of operations

Table 1 - Results of operations

Year ended 30 June

2004 2003 2002 20042003 2003f2002
fin $ mitlions}) (% change)

SOlEs reVErUE e 20,737 20,495 20,196 1.2 1.5
Other revenue {excluding interest revenue) .. ... ... ... ... 543 1,121 606 {51.6) 85.0
Total operating revenue {excluding interest revenue) .. ... ... .. 21,280 21,816 20,802 {1.6) 38
Operating expenses (excluding borrowing costs, depreciation
and amortisation). . ... 11,027 11,421 11,238 (3.4) 1.6
Share of net toss from joint venture entities and associated
entibies i 78 1,025 81 {92.4) 1,165.4
Earnings before interest, income tax expense, depreciation and
amortisation (EBITDAYY . 10,175 8,170 9,483 11.0 (3.3)
Bepreciation and amortisation . ... ... oo oL 3,618 3,447 3,267 4.9 55
Earnings before interest and income tax expense (EBIT) @ 6,560 5,723 6,216 14.6 {7.9}
Net borrowing costs ... ... . .. 712 798 70 {10.4) 3.2
Profit beforeincometaxexpense . ... ... ... ... ... .. ... 5,848 4,928 5 446 i8.7 (8.5)
Incometaxexpense ... .. 1,731 1,534 1,796 12.8 {14.6)
Netprofit ... .. . 4,117 3,394 3,650 1.3 (1.0)
Outside equity interestsinnetloss. .......... ... L 1 35 11 {97.1) 218.2
Net profit available to Telstra Entity sharehelders. ......... ... AS4,118  A$3,429  A§3,661 20.1 {(6.3)
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& Earnings before interest, Income tax expense, depreciation and amortisation (EBITDA} reflects our net profit prior to including the effect of interest
revenue, borrowing costs, income taxes, depreciation and amortisation. We believe that EBITDA is a retevant and useful financial measure used by
management to measure the Companiy’s operating profit. Qur management uses EBITDA, in combination with other financicl measures, primarily
to evaluate the Company’s operating performance before financing costs, income tax and non-cash capital related expenses. in consideration of
the capftat intensive noture of our business, EBITDA is a useful supplement to net income in understanding cash flows generoted from operations
that are availuble for payment of income taxes, debt service and capital expenditure. In addition, we belfeve EBITDA is useful to investors because
anolysts and other members of the investment community largely view EBITDA as o key and widely recognised measure of operating performarnce.
EBITDA s not a USGAAP measure of income or cash flow from operations and should not be considered as an atternative to net income as an
indication of our financial performance or as an afternative to cush flow from operating activities as a measure of our liguidity. Earnings before
interest and income tax expense (EBIT) is a similar measure to EBITDA, but takes into account the effect of depreciation and amortisation.

Over the three-year period our operating results were impacted by a number of significant items, which have
given rise to movements in the overall net profit. These items include:

« on17 june 2004, Telstra and PCCW bought out a loan facility previously owed to a banking syndicate
by REACH and its controtled entitu, Reach Finance Limited. Our share of the payment in retation to
this acquisition amounted to US$155.5 million. At 30 June 2004, we provided for the non
recoverability of the debt, amounting to A$226 million, as we consider that REACH will not be ina
position to repay the amount inthe medium term. Refer to “Related parties transactions” for further
details;

« on 28 August 2003, we sold our 22.6% shareholding in our associated entity IBM Global Services
Australia Limited {IBMGSA). Proceeds from the sale of this investment amounted to A$154 million,
resulting in a profit before income tax expense of A$149 million. As part of this disposal, we modified
a 10 year [T service contract with IBMGSA that resulted in an expense of A$130 million being
recognised in the statement of financial performance and the removal of A$1,596 mitlion of
expenditure commitments disclosed as at 30 June 2003. The sate of this investment and the
modification to our [T services contract was completed to enhance the flexibility of our optionsin the
future. The net impact on our profit before income tax expense of this transaction was a profit of
A$19 mitlion {$58 million after taking into account income tax benefits)in fiscal 2004;

« on 21 February 2003, we wrote down our investment in REACH, resulting in an increase to our share
of net loss from joint venture entities and associated entities of A$965 millioninfiscal 2003. Thewrite
down occurred due to the impact of the competitive environment in which REACH operates, with
excess capacity and fatling Internet and data prices. Refer to “International business ventures” for
more detail;

« on1Auqust 2002, we sold a number of office properties which contributed gross proceeds of A$570
million and resulted ina profit before income tax expense of A$131 million (A$90 million after income
tax expense) in fiscal 2003, In addition, we entered into operating leases totalling A$518 mitlion in
relation to these properties. See “Contractual obligations and commerciat commitments” for further
detail;

« duringfiscat 2003, Australian legislation was enacted which enabled the Telstra Entity and its
Australian resident wholly owned entities to be treated as a single entity for income tax purposes.
The Telstra Entity, as the head entity in this tax consolidated group, adopted this legistation from 1
July 2002. Onformation of the group, the Telstra Entity was able to elect to reset the tax vatues of a
subsidiary member under certain allocation rules. The reset of tax valtues resulted in a tax benefit of
A$201 mitlion being recognised in fiscal 2003 and subsequent analysis resulted in an additional
benefit of A$58 million being recognised in fiscal 20604. Refer to note 4 to our financial statements and
“Income tax expense” section for further discussion;
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« on 28 June 2002, we increased our share of CSL to 100%. The transaction involved our acquisition of
the remaining 40% interest in CSL that we did not previously own and the issue of a US$190 million
mandatorily converting secured note by PCCW, in exchange for the redemption of the US$750 million
convertible note previousty issued by PCCW. Prior to redemption, we valued this convertible note on
a yield to maturity basis at US$750 million and adjusted the value in our financial statements
accordingly. The reduction in value of the note of A$96 mitlion was expensed in fiscal 2002; and

« on 12 December 2001, we increased our ownership interest in TelstraSaturn Limited (TelstraSaturn)
and began consolidating its results. At the same time TelstraSaturn acquired CLEAR Communications
Limited (CLEAR Communications) and its name was changed to TelstraClear. The consolidated net
loss before taxation in relation to TelstraClear for the 7 months ended 30 June 2002 was A$110
million, with an equity accounted share of TelstraSaturn’s loss for the 5 months to December 2001 of
A$75 million, including A$48 million in relation to our share of restructuring costs. TelstraClear
generated a loss before and after tax of A$123 in fiscal 2003 and A$1 million in fiscal 2004 {including
Telstra consolidation adjustments).

Telephony products have historically generated most of our operating profit and have been more profitable
than our non-telephony products such as data and Internet services. Qur data and Internet revenues
increased over the three-year period due to the growth in Internet and IP Solutions services, which has been
partly offset by the softer market in ISDN and specialised data services.

Under the USO regime, we are required to deliver the Standard Telephone Service (STS) to all people,
wherever they reside or carry on business, and meet a SDDS0O. We are required to provide these services in
areqs and to customers that are uneconomic and which would not be provided without the USQO. Despite the
significant costs involved in providing service in much of rural and remote Australia, the Government has
timited the amounts we can charge customers for these services and this adversely impacts our overall
profitability. Under the USG, this shortfall is to be funded by participants in the telecommunications
industry, including Telstra, although currently only licensed carriers make contributions. The Government
has limited the contributions we may receive from the other participants towards the net cost of providing
the USO and SDDSO. See “Competition and regulation - Regulation” for more detail.

As competition has intensified during the three-year period, the volume of telecommunications services
purchased in Australia has increased and the range of products and services offered has continued to
expand. We have greater opportunity to grow wholesale revenue by providing services to other carriers and
CSPs. However, we expect to continue to lose market share in some of our retail markets as a result of
increasing competition.

Operating revenue

In the following discussion, we analyse revenue for each of our major products and services. The principat
areas of strong operating revenue growth over the three-year period were:

+ basic access;

« fixed to mobile;

+ mobiles;

« Internet and IP Sotutions; and
« advertising and directories.

Over the three-year period, we have continued our program of price re-balancing that commenced in fiscal
2000. As part of this program, we increased basic access charges and reduced local, national and
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international tong distance call charges. At the same time, competition has continued to intensify and we
have lost market share in some of our retail products as aresult. Over the three-year period, we have seen a
continued shift in growth from our traditional retail operations to areas such as mobiles, and emerging
application and content services.

We expect that there will be continued competitive pressure in some of our traditional product areas, as
competition becomes more intense in the future. This is reflected in our overall sales revenues showing
retatively moderate growth over the three-year period. However, the volume of telecommunications
services purchased in Austratia has increased and the range of products and services offered continues to
expand. We expect our operating revenue to continue to benefit from this growth.

Table 2 - Operating revenue by product and service category, Including the percentage of total operating revenue contributed by
each product and service category

Year ended 30 June

2004 2003 2002
{in mitlions, except percentage of revenue)
s %@ s %@ $ %@

PSTN products
T Lo Lol o1 ot o 23~ 3,237 15 3,083 14 2,878 14
Locatcalls L. e 1,504 7 1,567 7 1,643 8
PSTN value added services. ... .. 259 1 280 1 262 i
Nationallongdistancecalls ... ... .o . L 1,121 5 1,162 6 1,216 )
Fixedtomobile. ... .. .. Ll 1,597 8 1,517 7 1,419 7
Internationaldivect. .. ... L 266 1 307 1 336 2

7,984 37 7,916 36 7,755 38
Mobile
Mobileservices. .. .o e 3,458 17 3,227 15 3,242 15
Mobile handsets. ... ... .. 352 2 386 2 226 1

3,807 18 3,613 17 3,468 16
Data and Internet services
Specigliseddata ... ...l 1,018 5 1,053 5 1,051 5
ISDN{accessond callsy . .o e 827 4 951 4 1,637 5
internetand IP Solutions . ... il 1,010 5 817 4 606

2,555 14 2,821 i3 2,694 13
Other products and services
Advertising and directories .. ... L L 1,351 6 1,217 6 1,135 5
Intercarmier Servites . ... 1,138 5 1,158 5 1,123 5
inbeundeallingproducts. .. ... . Ll 476 2 494 2 562 3
Solutionsmanagement ... il 4689 2 487 2 478 2
Various controlled entities. .. ... ... ... . L L 1,484 7 1,678 8 1,826 9
Othersales and services. .. ... . i e 1,043 5 1,114 & 1,155 &
Totalsalesrevenue .. ... ... ... il 20,737 97 20,495 85 20,196 97
Other revenue ‘Y {excluding interest income). . ..................... 543 3 1121 3 506 3
Total operating revenue {excluding interest Income) ... ... .. .. .. A$21,280 100 AS21616 100 A$20,802 100

& Other revenue includes miscellaneous revenue and revenue from sale of assets and investments. Refer table 18. Interest revenue is included in net
berrowing costs. Refer table 25.
Represents the percentage of total operating revenuve contributed by each product and service category.
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Categorisation of our operating revenue

We categorise revenue from the products and services we sell to wholesale customers depending on the
nature of the product or service. For example, we categorise operating revenue from interconnect and CDMA
resale services as intercarrier services revenue. On the other hand, we cateqgorise operating revenue from
other resale services according to the product or service resold.

We are actively promoting alternative access services that are faster and have more capabilities than our
basic access service. As more of our customers purchase these alternative services, operating revenue wilt
continue to move from one category to another. For example, as our customers continue to switch from
buuing basic access services to buying other forms of access services, such as ADSL, operating revenue from
some customers will shift from the basic access categoru to the data and Internet services category.

The rates we charge our customers are subject to regulated price caps

The rates we charge our retail customers for most of our telephony products are subject to price controls.
These controls impose caps based on annuatincreases in the consumer price index (CP1) for the previous year
tess, in some cases, a specified percentage. The retail price controls that apply from fiscal 2003 to fiscal 2005
include a cap of CPl plus 4% for line rental and CPI less 4.5% on a group of locat calls, long distance calls,
international calls and fixed to mobile calls. In addition, as we reduce our average local call prices in areas
where competition exists or is likely to exist, we are required by requlation to reduce local call prices in other
areas of Australia in the following year. Ourlocal call prices in atl areas of Australia must not exceed the
current A$0.22 (GST included) per call price cap, except for calls from payphones which are capped at A$0.40
{GST included) per call, or calls in g plan for which the line rental is lower than standard.

In recent years we have reduced prices for a number of our products and services ahead of the rate of
reduction required under the regulations.

Amendments to the price control requlations in fiscal 2000 allowed us to re-balance line rentat and calling
charges, which we have been implementing since. We have continued the introduction of a number of
catling plan options during the three-uear period aimed at creating options to suit different customer
segments.

The existing price control regulations are currently under review. The Communications Minister has asked
the ACCC to undertake an inquiry into the price arrangements, which wilt apply from 1 July 2005. The ACCC
has announced that a draft report will be available by the end of October 2004, with their final report
avaitable by 31 January 2005.

If so, a new ministerial determination outlining this new price control regime will be issued. Subject to
parliamentary approval, the new requlations will come into effect on 1 July 2005. We are actively engaged
in the review process.

Basic access

Our basic access revenue inctudes monthly rental fees, instaltation charges and connection charges, from
telephone service connections between a customer’s premises and our PSTN network. It excludes our
internat charges to catling products for the use of our network. Basic access revenues are affected by:

+ housing growth;
+ general economic conditions;
« competition;

« demand for telephone services and additional lines;
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+ customers moving to our other higher vatue access services, such as SDN, ADSL and mobiles; and
« pricing changes.

Table 3 - Basic access

Year ended 30 June

2004 2003 2002 2004/2003 2003/2002
{in millions) (9% change)
RELL L. 2,717 2,669 2,520 1.8 59
Domesticwholesale . ... .. 520 414 359 256 15.3
BasiC OCCESS YOG, . L. ..ttt A$3,237 A%3,083 A%2,879 5.0 7.1
Basic access lines in service at year end

Residential . ... ... ... . . ... 5.96 6.20 6.41 (3.9) (3.3}
BUSIMESS .. 2.57 2,71 2.81 {5.2) (3.6)
8.53 8.91 9.22 (6.3) (3.4)

Domesticwholesale. ... ... ... .. ... ... 1.84 1.5% 1.32 18.7 17.4
Total access lingsinservice. ... . i, 10.37 10.46 10.54 (0.9} {0.8)

Note: statistical data represents management’s best estimates.
& Excludes advanced access services, such as ISDN services.

Our operating revenue from basic access services increased in both the retait and domestic wholesale
markets over the three-year period, primarily as a result of access price re-balancing, first introduced in
fiscal 2000. The rise in our basic access fees was generally offset by price reductions in tocal, nationaltlong
distance and internationat calls.

Under our basic access pricing structure, we have a range of access and calling pricing packages to give our
retail residential and business customers’ choice in the plan they select, along with a range of reward
options. These pricing packages are reviewed reqularly to reflect the changing needs of customers. For the
most part, wholesate customers receive the pricing plan which only incorporates the basic telephone service
with tocal call rates excluding long distance and fixed to mobite calls (with the “business” and “residential”
differentiation still applying). At different times, a variety of promotions and different pricing options are
also offered to encourage our customers to connect additional lines.

Our operating revenue from basic access services was also affected by competition during the three-year
period. These competitive forces have resulted in a shift from retail to wholesale access lines. Over the
three-year period, the number of residential and business basic access lines decreased due to strong
competition and migration to alternative products such as ISDN, broadband and mobiles. Domestic
wholesate basic access lines in service grew, reflecting the increased penetration of our competitors in the
basic access market.

During the three-year period, basic access revenue for retail operations expanded primarily due to increases
in basic access prices, partty offset in fiscal 2004 by pensioner discounts applied to basic access charges after
these discounts were removed from PSTN calling products in March 2003. Qur domestic wholesale revenue
also increased over the three-year period reftecting arise in the number of access lines in service as well as
price increases.
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During the three-year period, we introduced various basic access packages, which had a positive effect on
revenue growth in this areq, despite an overall decrease in basic access lines in service. Some of these price
initiatives included:

« arange of fixed line price changes from June 2004 which we witl benefit from in the upcoming fiscal
year. This included a rise in customer access prices for residential plans, and the introduction of a
new rewards program for customers with multiple eligible services;

« increases in existing Telstra Homeline™ access prices and Telstra BusinessLine™ access prices from
July 2003;

« increases in existing Telstra BusinessLine™ customer access prices from February 2002; and

« increasesin Telstra Homeline™ access prices and Telstra BusinessLline customer access prices from
September 2001.

We believe our focus on bundling of products encourages customers to review their choices and either stay
with us as their sole service provider or come back into our retail base of customers. In May 2004, we
introduced our new T-time Reward Options that provide customer rewards such as free local calls and free
text messages, for those Homeline Plus™ customers with multiple eligible services.

Local calls (including PSTN value added services)

Our local call revenue comes from our tocat call charges and from biltable value added services such as
voicemail, call waiting, call forwarding, call conferencing and our call return feature. For the most part we
charge for local calls without a time limit. Our operating revenue from local calls generally varies with
changing economic conditions, the number of basic access lines in service, customer choice of product and
price changes. Our local call revenue is also affected by customers moving from our basic access service to
our enhanced access services, such as ISDN, and increasing their use of Internet services. Itis also impacted
by customers migrating to mobile and fixed to mobile calling.

Table 4 - Local calls {included PSTN value added services)

Year ended 30 June

2004 2003 2002 200412003 2003/2002
fin millions) {% change)
Local call revenue

RELGIL . ..ot 1,263 1,348 1,412 {6.3) (4.5)
Domesticwholesale ... ... ... 241 219 231 10.0 £5.2)
1,504 1,567 1,643 {4.0) (4.6)

PSTN value added services
Retail ... e 221 247 231 {10.5) £.9
Domesticwholesale .. ... ... . ... ... .. ... .. 3R 33 31 15.2 6.5
259 280 262 {7.5) £.9
Totallocalcallirevenue ... ... . .. . . . . A$1,763  AS1.847 A$1,908 {&.5) (3.0
Numberoflocalealls ... ... . 9,397 9,794 16,269 {&.1) (4.6)

Note: statistical data represents management’s best estimates.

Retail revenue for tocal calls over the three-year period has been negatively affected by price decreases,
primarily as a result of price re-balancing between our products. In addition, competition through local calt
resale has also contributed to a decrease in our revenues, partly offset by an increase in domestic wholesale
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revenue. Over the three-year period we have decreased local call prices as an offset to higher basic access
fees. Infiscal 2004, we offered a certain amount of free local calls for those eligible customers as part of a
program catled T-time Reward Options. In fiscal 2003, reqular local call charges were reduced from 22 cents
to 20 cents for Telstra Homeline™ customers. These price reductions have been partly offset by the transfer
of pensioner discounts 1o basic access in March 2003 and the removal of reduced rate neighbourhood calls
for Telstra Businessline™ Complete, Telstra Homeline™ Complete and Telstra Homeline™ Plus customers in
fiscal 2003.

Generally call volumes have continued to fall over the three-year period, reflecting the impact of customers
migrating to other products, such as mobiles, fixed to mobile, Internet and ISDN products. Thisis
highlighted by the fact that 510 decreased by only 0.9% over fiscal 2004 and 0.8% over fiscal 2003, while the
number of local calls made dropped by 4.1% over fiscal 2004 and 4.6% over fiscal 2003.

Our revenue from PSTN value added services decreased in fiscal 2004 primarily due to a decline in revenue
from MessageBank® usage that resulted from the migration of customers to our free product offering Telstra
Home Message 101™, as well as a price reduction in this product in May 2003. In addition, calt return usage
has steadily declined following recent campaigns focussing on new product offerings such as Call 14 Feature
Assistance™ and Telstra Home Message 101™,

Our revenue from PSTN value added services increased in fiscal 2003 compared with fiscal 2002 mainly due
to growth inrevenues from services such as calt return and calt number display. Call return allows customers
to listens to the number of their last unanswered call, and call number display enables customers to see the
number of the caller on a display screen on their telephone handset. Infiscal 2003, growth in revenue was
due to the expanded usage of these products in addition to an increase in subscription costs (single or
package) during that financiat year. Inaddition, there was greater growth than expected in S10 on packages
in fiscal 2003 due to emphasis of these products in sales and promotional activities.

Nationai long distance caiis

Our operating revenue from nationat long distance consists of revenue from national long distance calls
made from our PSTN network to afixed network.

We generally charge for national tong distance calls based on the time of day, day of week, destination and
duration of the call, but packages are also offered on a capped price basis. A variety of promotions and
pricing options are offered to encourage our customers to use our service and to inform them about the price
and value of our service. The majority of our operating revenue from national long distance calls comes
from our residential and small business customers.

General economic conditions and customer perceptions about the cost and vatue of our service, relative to
competitor alternatives, largely drive our nationat tong distance call revenue. Competitive activity
continues to negatively affect our nationat long distance calt revenue, directly through override and
preselection, and indirectly through competition for access lines.
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Table 5 - National long distance calis

Year ended 36 june
2004 2003 2002 2004f2003 2003/2002
{in mitlions) (9% change)
Retail . ... 1,113 1,156 1,208 (3.7) (4.2)
Domesticwholesale ... ... ... i 8 6 8 33.3 (25.0)
National long distance callrevenue ... ... ... .. ... .. ... A$1,121 A$1,162 A$1,216 (3.5) {443
National long distance minutes & . L. 8,520 9,161 9,170 (7.0) (0.1)

Note: statistical data represents management’s best estimates

& includes national tong distance minutes from our PSTN and independently gperated payphones to Austration fixed tetephones. Excludes minutes
related to calfs from non-PSTN networks, such as 1SDN, VPN and Fax5Stream  services,

Our operating revenue from nationat long distance calls declined during the three-year period, primarily

due to:

« capping of prices for some nationat long distance calls. Capped call prices decreased in each of the
last three fiscal years, which was partially offset by an increase in the tong distance call connection
cost;

« increased take up of re-baltanced packages with capped calls by customers;

« increased levels of pensioner discounts offered, offset in fiscal 2004 by the transfer of this discount to
basic access;

« loss of customers through increased competition in the local call market, as customers who change
their provider for locat call services tend to setect the same provider for long distance services; and

« customers using alternative products, such as fixed to mobile, mobiles, Internet and ISDN.

The 7.0% decline over fiscal 2004 in nationat long distance minutes was also adversely impacted by shorter
catl durations and the cessation of the “1c Saturday” promotion where calls to long distance locations were
capped at 1 cent per minute. This promotion had expanded minutes of use in fiscal 2003.

To address competition, we continue to introduce competitively priced packages. However, with the
continued strong growth of mobites in the Austratian market, we expect nationatlong distance call revenue
to continue to be negatively impacted by customer migration to fixed to mobite, mobites, Internet and 1ISDN
products.

Fixed to mobile

Our fixed to mobile revenue is generated by calls originating on our fixed networks and terminating on any
mobile network. We generally charge for fixed to mobile calls based on time of day and mobile carrier but
packages are also offered on a capped price basis. Our operating revenue for fixed to mobile calls is
approximately evenly split between business and residentiat customers. The growth of the Australian
mobile telecommunication market has driven revenue expansion in this product category.
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Table 6 - Fixed to mobile

Year ended 30 June

2004 2003 2002 20042003 20032002
{in millions) (% change)
Retail ..o o 1,576 1,501 1,401 5.0 7.1
Domesticwholesale ... . 21 16 18 31.3 {11.1}
Fixedtomobilerevenue ... ... . ... . .. As1,597 A$L1,517 A$1,419 5.3 6.9
Fixedtomobileminutes . ... ... ... .. 4,226 3,944 3,691 7.2 6.9

Note: statistical data represents management’s best estimates

On 10ctober 1999, fixed to mobile preselection was introduced, whereby the CSP setected by a customer for
nationat long distance calls automatically became the customer’s provider for fixed to mobile calls.

Over the three-year period, our fixed to mobile revenue showed solid growth largely due to the continued
rise in the number of mobile services in the Australian market, increased minutes in use and higher call
connection rates. Minutes of use grew by 7.2% over fiscal 2004 and 6.9% over fiscal 2003, reflecting the
growth in the mobiles market. This growth has been partly offset by reduced per minute prices for fixed to
mobile calls and lower capped calling.

Fixed to mobile reveniue may be negatively affected if we tose market share in tocal calls. This is because
customers will generatly choose the same carriage service provider for fixed to mobile and national tong
distance calls as they do for tocatl calls.

International direct

Our operating revenue from international direct included operating revenue we generated from:
« international calls made from Australia to a destination outside Australia (outbound); and
« operator-assisted internationat calls.

Our operating revenue from internationat outgoing calls is largely driven by generat economic conditions,
customer perceptions about the cost and vatue of our service, and competition, promotion and advertising.

Table 7 - international direct

Year ended 30 June

2004 2003 2002 2004/2003 2003f2002

{in millions) (% change)
Internationat directrevenue. . ... .. o A3266 A$307 A$336 (13.4) {8.6}
international direct minutes™ . 651 740 781 (12.0) {5.2)

Note: statistical data represents management’s best estimates.

' international direct outgoing minutes for international settlement purposes also Include international outgoing minutes from mobite telephone
service, ISDN and public payphones operated by us.

Our revenue from internationat telephone services continued to decline over the three-year period
principally as a result of competitive pricing pressures and the migration of customers to other products.
This migration to other products such as aggressively priced prepaid calling cards (a significant contributing
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factor in the decline in minutes in fiscal 2004), ISDN, Internet and mobiles {a significant contributing factor
in the decline in minutes in fiscal 2003) adversely affected our outgoing votumes.

Infiscal 2004, the yield has declined as a result of further capped coalt usage and anincrease in discount plans
offered, offset by the removat of pensioner discounts from calling products and a call connection rate
increase in May 2003. Infiscal 2003 compared with fiscat 2002, the uield declined due to the increased use
of offerings such as 0018 Free ¥ hour and 10 minute capped calls under Homeline re-batancing initiatives
that were first introduced in September 2001. This decline was partly offset by call connection rate rises in
August 2002 and September 2001.

Our various packages, such as Homeline™ Plus, were introduced as part of our price re-balancing strategy
and to meet the above competitive pressures. These packages encourage our customers to stay with us and
provide them with options to select pricing structures that suit their telephony spending patterns. These
packages have significantly reduced our calling rates for some international countries, and consequently
our outbound internationat revenve decreased over the three-year period.

Mobiles

The mobile tetecommunications market has continued its strong growth during the three-year period,
stimulated by the introduction of low access fee plans and the increasing popularity of prepaid offerings.
However, the rate of market growth has declined and the global mobile industry is now maturing. Voice
traffic remains the core of the business and with competition intensifuing, technotogy will become a source
of differentiation and competitive advantage. Further growth is expected to be achieved through SMS
usage and improvement in customer retention.

In fiscal 2000, we rolled out our mobile network with national coverage based on digital technology kniown
as CDMA. This (CDMA network complements our existing GSM digital network and provides coverage in all
areas previously covered by our analoque network. CDMA now has a substantial base of retail customers,
as well as resate customers. New customers are increasingly connecting to our (DMA network and it
continues to be one of the fastest growing areas of our mobiles business.

In fiscat 2003, we launched Australia’s first 3G mobile network that is based on 1xRTT into selected areas of
our CDMA network that provides high speed data capability. We also launched Telstra Mobile Loop® on
1XRTT to customers, which features downloadable games and ringtones, e-mait access and picture
messaging. Infiscal 2004, we commenced the rollout of 1xRTT across the batance of the CDMA1x network
to provide high speed wireless data services across the complete CDMA coverage footprint.
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Table 8 - Mobiles

Year ended 30 June

2004 2003 2002 2004/2003 20032002
{in miltions) {3 change)
Accessfeesand callcharges. ... ... .o il 2,648 2,570 2,734 3.1 (6.0}
Vatue added services:
Internationalroaming ... ... . ool 174 153 143 13.7 7.0
Mobile MessageBank® ... ... ... 178 1656 149 7.2 11.4
Mobiledata ... ... e 454 338 216 34.3 56.5
Totolvalue addedservices ... ... .. il BO6 657 508 22.7 29.3
Mobileservices revenue ... ... ... . 3,455 3,227 3,242 7.1 {0.5)
Mobilehandsetsales ... ... ... .. . ... 352 386 226 (8.8) 70.8
MobHesrevenue & AS3,807 AS3,613  A$3468 5.4 4.2
Mobile voice telephone minutes @ 6,145 5,255 4,853 16.9 8.3
Numberof SMSsent. ... ... ... ... ...l 1,903 1,413 1,611 34.7 39.8

Mobite SI0: %)

{in thousands)

GSM 6,653 5,812 5,346 14.5 8.7

CDMA a51 757 596 25.6 27.0
Tetalmobile SIO ... .. ... . L 7,604 6,569 5,842 15.8 10.6
Prepaidmobile 310 .. ... . 3,102 2,288 1,880 35.6 217
Postpaid moble SID ... ... ... o 4,502 4,281 4,062 5.2 5.4
Totolmobite SIO .. e 7,604 6,569 5,842 15.8 10.6
Deactivationrate™ ... 17.1% 18.4% 14.7% {1.3) 3.7

{in Ag per SIG)

Average revenue per user permonth G L 20.62 %2.99 AB60 (5.5) (11.5)
Average prepaid revenue per user permonth &Y& 13.84 13.78 10.05 0.4 37.1
Average postpaid revenue per user per month B 5708 57.69 63.186 {0.9) {(8.8)
Average mobite data revenue per SIGpermonth ... L. 5 34 451 324 18.4 36.7

?g?te: statistical data represents management’s best estimates.

(2

(3
(4}

(s}
5}

Excludes revenue from:

«  calf termination chorges, including calls from our fixed network which we categorise as fixed to mobile;

. resale of GSM and COMA services to other carriers, which is recognised as intercarrier services revenue, and

«  USL which we recognise within various controlted entities revenue. See table 16.

Includes all calls made from mobite telephones including long distance and international coll revenue included in these categories, excludes data,
MessageBank®, international roaming and CSL.

Average revenue per user per month Is calculated using average S10 and includes mobile data and MessageBank™ revenues.

Based on: mobile services revenue for fiscal 2004 and fiscel 2003 and on voice only revenue for fiscal 2002, Average prepaid revenue per user per
month based on mobile service revenues {excluding international roaming) is A$13.01 for fiscal 2002.

Excluydes (5L 510 and includes the impact of the deactivation policy change to standard recharge period. Refer following footnote for details.
Deactivations have been impacted by the recharge period for prepaid services being extended to six months in line with general market position.
This change has resulted in the continuation of approximately 202,000 prepaid services that would have been deactivated under the previous
contract terms. Deactivation rate excludes transfers of account names, services between Telstra’s GSM and COMA networks, and services between
prepaid and postpaid categories.
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Mobile services revenue increased during the three-year period, principally due to continuing strong growth
in the number of mobile telephone customers and minutes of use. During the three-year period, mobiles
revenue growth was also supported by strong increases in vatue added services such as:

« international roaming, due 1o increased volumes particularly during fiscal 2004 coinciding with
Rugby World Cup, and following the recovery in internationat travel after the SARS outbreak and
other world events;

« increased usage of SMS, reported under mobile data, due to expanding customer awareness and ease
of use, parttuy offset in fiscal 2004 by arise in various discounting promotions such as Telstra Rewards;
and

« growth in (DMA service usage in response to marketing campaigns and new program offers.

Access fees and call charges grew by 3.1% in fiscal 20604 due to the addition of 814,000 prepaid and 221,000
postpaid 510, in conjunction with an increase in voice telephone minutes of 16.9%. This growth was partly
offset by an increase in loyalty bonuses and increased discounting due to Telstra Rewards offers such as free
famity calls credits. In fiscal 2003, access and call charges declined by 6.0% compared with fiscal 2002
despite the growth in prepaid and postpaid SIO, and voice telephone minutes. This decline was driven by
customers utilising the value of their included calls to a greater extent than other fiscal years and the
replacement of handset subsidies with the introduction of toyalty bonuses in January 2002. In addition,
there was a decline in early termination charges as this charge was waived for those customers switching
from subsidised contracts to handsets purchased outright.

Revenue from MessageBank®, our voice message service, has increased over the three-year period. Infiscat
2004, MessageBank® revenue grew by 7.2% resulting from an increase in the amount of MessageBank®
minutes, partly offset by lower retrieval charges. In fiscal 2003, retrieval charges were not changed when
compared with fiscal 2002, but the number of SI0 with MessageBank® activated grew, resultinginthe 11.4%
increase in MessageBank® revenue in fiscal 2003.

Revenue from handset sales decreased by 8.8% over fiscal 2004, largely attributable to growth in the number
of mobile users moving to lower cost prepaid handsets. Revenue from handset sales increased by 70.8%
compared to fiscal 2002, as during fiscal 20603, we charged customers higher prices for handsets sold via
direct channels and continued the phasing out of handset subsidies. We changed our mobile handset
purchase arrangement during fiscal 2003 allowing customers to either purchase their handsets outright, or
pay for them over a contract period under our mobile repaument option (MRO). The increase in fiscal 2003
was also due to the average cost of handsets increasing due to technological advancements.

There has been a notable change in customer mix, with volumes and 510 increasing across the board, but
with far greater increases in new customers connecting to prepaid services. At 30 June 2004, prepaid SI0
comprised approximately 40.8% of total 510, up from 34.8% at 30 June 2003 and 31.6% at 30 June 2002. This
has resulted in average prepaid revenue per user per month increasing over the three-uear period. However,
prepaid customers generatly have lower usage patterns than postpaid customers. As aresult, average
revenue per user per month has shown a downward trend of 5.5% over fiscal 2004 and 11.5% over fiscal 2003.

Our deactivation rate decreased to approximately 17.1% in fiscal 2004, down from 18.4% in fiscal 2003 and
up from 14.7% in fiscal 2002. Qur deactivation rate is influenced by a number of factors, the most significant
of which is competition from other carriers. In addition, our deactivation rate in fiscal 2004 has been
impacted by the “recharge only” period for prepaid services being extended to six months in line with our
competitors. This change has resulted in the continuation of approximately 202,000 prepaid services which
would have been deactivated in previous periods. Other factors influencing the deactivation rate include
customers’ payment defaults and short term disconnections.
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Data and Internet services
Our operating revenue from data and Internet services is driven primarily bu:
« demand for capacity to support business networking;
« theincreased use of data services by SMEs;
« theintroduction of new products to meet customer needs;
« theincreased use of the Internet by businesses and consumers;

« the movement of our customers from basic access and associated calling products to other access
services, such as ISDN and ADSL; and

« demand for greater bandwidth services such as frame relay and broadband.

While the data and Internet markets have been experiencing growth, competition has put pressure on our
prices. We expect that these trends will continue.

Tables 9, 10 and 11 show information about our data and Internet services.

Table 9 - Speciatised data

Year ended 30 June

2004 2003 2002 2004[2003 2003f2002
{in mitlions, except permanent virtual circuits
inthousands) {% change)

Framerelay ...... . ... ... .. il 371 354 323 4.8 9.6
Digitaldataservices. .............. ... ..., 256 287 315 (10.8) {8.9
Leasedlines ........... .. ... il 258 271 268 {4.8) 1.1
Other ... 133 141 145 {(5.7) (2.8)
Specialised dataveverue .. ... ... .. ..., A$1,018 A%1,053 A%1,051 {3.3) 0.2
Permanent virtuat circuits
Frame ... .. 30 28 25 7.1 12.0

Naote: statistical data represents management’s best estimates.

Specialised data revenue is comprised mainly of revenue from frame relay, digital data services and leased
tines. Frame relay offers high speed data transmission from 64Kb to 45Mb per second to customers
connecting any number of sites to other national or international locations. 1tis frequently used as a
building block to construct corporate wide area networks. Digitat data services provide high quality, leased
tine digital data transmission offering dedicated bandwidth from 1.2Kb to 1,984Kb per second, which may
be used for communications between all major capital cities and most regional and country areas in
Austratia. Analogue leased lines provide high quality, low cost, low bandwidth, and dedicated end-to-end
connections between customer sites. They support customer specific applications that do not yet have
viable commerciat alternatives. Over the three-year period, customers have moved away from older digitat
data and leased line services, to newer technologies with greater bandwidth such as frame relay.

Frame relay is currently in the growth stage of its product life cucle, being driven by the continued strong
performance of our IP WAN product, and the migration from digital data services and leased lines to frame
relay. Digital data services is a mature product with customers transferring to newer technologies and
exploring other options such as outsourcing and building their own IP platform to meet their application
needs. Leased line services is also a mature product that saw declines in megalink and voice graded
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dedicated lines revenuein fiscal 2004. Growth of 1.1% in fiscal 2003 compared with fiscal 2002 was distorted
due to a specific product retating to Keycorp Limited (Keycorp) being recognised in specialised data services
in fiscal 2003, compared to being recognised in various controlted entities in fiscal 2002. Infiscal 2002,
Keycorp was a controlled entity. From 28 June 2002, we no longer had the capacity to control this entity and
have thus commenced equity accounting from that date.

In fiscal 2004, overall specialised data revenue decreased by 3.3% due to product substitutions driven by
technologically advanced IP and DSL based product options included within our Internet and IP Solutions
revenues. Infiscal 2003, overall specialised data revenue was in line with fiscal 2002 with customers moving
from older digital data and leased line services to newer technologies with greater bandwidth such as frame
retay.

Table 10 - ISDN (access and calls)

Year ended 30 June
2004 2003 2002 20042003 2003/2002
(in millions, except access lines in
thousands) {% change)
ACCEES L i 401 390 451 2.8 {13.5)
Calis:
DAL o 221 282 323 (21.8) {12.7)
VI8 e 0. 274 263 9.3 6.1
526 561 586 {6.2) {4.3}
ISDN {access and callsYrevenue ... oo Ll AsD27 Asast A$1,037 {2.5) {8.3}
ISDN access lines {basic access line equivalents) .. 1,288 1,213 1,268 6.2 {4.3)

Note: statistical data represents management’s best estimates.
& Expressed in equivatent number of clear voite channels.

ISDN is a flexible, switched network based on digitat technology. 1t can support many applications atone
time (such as voice, data and video) while using a single access point to the network.

In fiscal 2004, access revenue increased due to our penetration into the SME and consumer market, which
was partly offset by corporate customers migrating to more advanced data products such as frame relay
and the use of ISDN where ADSL coverage limitations exist. As aresult, the number of ISDN access lines has
grown by 6.2% in fiscal 2004. Access revenues decreased in fiscal 2003 compared with fiscal 2602, This
decrease was attributable to changes in the pricing structure of products that resulted in certain access fees
now recognised as calt revenue, and the toss of ISDN access lines, particularly during the migration from the
old technology ISDN platform that closed in November 2002. In addition, 1SDN access revenue has been
impacted by the migration to more advanced products such as frame relay, as well as competitors offerings
on new technologies at reduced tariffs.

Call revenues decreased over the three-year period predominantly due to ISDN data corporate customers
migrating to products such as ADSL, frame relay and IP Solutions, as well as competitors providing new
technologies at reduced tariffs. The decline in ISDN data calls over the three-year period has been offset to
some extent by the growth in ISDN voice calls as a greater proportion of our customers move to ISDN for
voice as well as data. 1SDN voice call growth was driven by the introduction of a significant new pricing
structure in January 2003 that included charging customers for 30 minute blocks, rather than chargingon a
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per minute basis. This pricing structure fuelled our revenue expansion in the second half of fiscat 2003, and
fiscal 2004, and assisted our move into SME and consumer segments during fiscal 2004.

Table 11 - internet and IF Solutions

Year ended 30 June

2004 2003 2002 2004}2003 20032002
{in millions, except subscriber numbers in
thousands) (% change}

BigPend narrowband ... oLl 297 298 251 (0.3) 18.7
BigPend broadband . ... oL 274 212 122 29.2 73.8
Wholesalebroadband .. ... ... ... . 142 49 13 189.8 276.8
Wholesale internet Direct .. ... ... ... il 14 20 25 {30.0) {20.0}
Internet Direct ... .. .. i 117 111 102 5.4 8.8
P SolutionNs. ... i 160 190 84 33,3 4£2.9
Other ... 6 7 9 {14.3) {22.2)
internet and IP Solutions revenue . .. ... ... L. A31,010 ASB1Y A$606 23.6 34.8
Narrowband subscribers - verail W%2 1,194 1,158 1,056 3.1 3.7
Broadband subscribers - retat® . 424 240 144 76.7 66.7
Broadband subscribers - wholesale™ ... ... 379 121 25 213.2 384.0
Total broadband subseribers ..o o o L. 803 361 169 122.4 113.6
Totalontinesubscribers. ... ... 1,997 1,519 1,225 31.5 24.0

Note: statistical data represents management’s best estimates.

U Inetudes subscribers to our BigPond™ home and BigPond™ business services.

2 Narrowband subscriber comparatives for fiscal 2002 have been restated to exclude Family Mail users in BigPond™ home services and Active Mail
wsers in BigPond™ business services.

3 Within broudband, retail products include cable, sateliite, ISP, Hyperconnect and ADSL, while wholesale products include Flexstream, DSL tayer 2

and DSL fayer 35,

We offer arange of Internet products and packages under our BigPond™ brand. Telstra BigPond™ home and

business packages offer dial-up modem and ISDN Internet services to residential and business customers

across Australia. Telstra BigPond™ broadband provides broadband Internet services to consumer and

business customers via HFC cable, ADSL and satellite access technologies.

During the three-year period, our total revenue from Internet and 1P Solutions has continued to grow
strongly, even though we have continually reduced our prices. The subscriber base for our narrowband and
broadband products has also continued to grow during the three-year period. As at 30 June 2004, we have
signed approximately 803,000 broadband Internet customers following a significant rise in demand
resulting from our aggressive pricing. We are progressing well to achieving our target of 1 million broadband
customers by the end of June 2005.

In fiscal 2004, our Internet and IP Solutions revenue growth reflects the following movements:

« overall BigPond™ narrowband revenue was flat as the increase in subscribers of 3.1% was offset by
two weeks of rebates provided to customers as a result of performance issues in October 2003;

« continuing growth in BigPond™ broadband revenue of 29.2% was driven by an increase of 76.7% in
subscribers with growth i both ADSL and cable. The accelerated expansion of this product in the
second half of fiscal 2004 was attributable to increased Internet usage, and the success of our self
instatl kits and broadband marketing campaigns. This increase was partly offset by two weeks of
rebates provided to customers as a result of performance issues in October 2003, the introduction of

85



Telstra Corpotation Limited and controlled entities

4,

9-_&5:2-5 3{#55,3:.?_.)?9‘...... {f”"?""{f% ?ﬁ'-"&/‘?ﬁ'?”y#*"f{/w% gg/ - l'.:;:g,%{f" P g-“?:'-"ﬁ/"gf ﬁ'y/' #??,, g&y*{;ﬂ;?:
U %a" PR é);g STHO: IV eV IR e v e}vé‘/?% U

R
oo
5,

the usage toolbarin May 2003 reducing excess usage bitling, and unlimited usage and higher volume
capped plans. In addition, we introduced aggressive new pricing pltans and a two month free
broadband offer to new subscribers; and

« growth in wholesale broadband of 189.8% was driven by improved Wholesale DSL Layer 2 revenue
resulting from the higher take up in the residential and small business market by on-selling a price
competitive broadband DSL service, as provided by our ADSL network. In fiscal 2003, wholesale DSL
was only sold to the business market.

In fiscal 2003, our Internet and IP Selutions revenue growth compared with fiscal 2002 reftects the following
increases:

« strong growth in broadband subscribers in conjunction with the introduction of excess usage bitling
for BigPond™ broadband customers; and

« an increase in narrowband subscribers of 9.7% in conjunction with our focus on acquisition and
retention of subscribers in the maturing dial-up market. Our pricing strategies inctude the provision
to BigPond™ business customers of a price reduction with increased hours of use and a reduced
additionat hourly rate charged for each plan.

in addition to the above movements, Internet Direct and IP Solutions revenues also increased over the three-
year period. The rise in Internet Direct revenues is attributable to the continued take up of our simplified
packages offering customers integrated Internet and connectivity solutions and flexibility with access to
connection types. In addition, our pricing encourages our customers to upgrade both access and speed. The
rise in IP Solutions revenue of 33.3% over fiscal 2004 and 42.9% over fiscal 2003 is due to the continued strong
performance in this price competitive market. 1P Sotutions is currently in the growth phase of its product life
cycle, with our fiscal 2004 revenue rise also being driven by increases in IP WAN and 1P MAN/Ethernet
products and the migration to IP Solutions products from ISDN access and other specialised data products.

Advertising and directories

Our advertising and directories revenue is predominantly derived from Sensis. This wholly owned
advertising subsidiary engages in directory advertising, both print and online, non-directory advertising
and other business services. Sensis continues to consolidate its position as a leading Australian advertising
and commercial search company maintaining strong growth in its core directory business. In fiscal 2004,
Sensis continued its focus on product innovation, recently announcing the launch of Senssis 1234% (a
premium operated assisted voice service) and sensis.com.au {a new commerciat search engine).

On 5 March 2004, we, through Sensis, acquired 160% of the share capital of the Trading Post Group. The
Trading Post Group is an Australian publishing and Internet classified business operating 22 print
publications, 5 online sites and 2 automotive inserts. The main revenue stream is print classified business.
We paid A$638 million including incidental acquisition costs, to acquire this investment. From this date, we
have consolidated 100% of the Trading Post Group’s results. Revenue from the date of acquisition to the
period ended 30 June 2004 was A$44 mitlion and the consolidation of the Trading Post Group’s results for this
period increased our net profit before tax by A$10 million (including all Telstra consolidation adjustments).

Table 12 - Advertising and directories

Year ended 30 June
2004 2003 2002 20042003 200372002
{in millions) {% change)

Advertising and directoriesrevenue. . . .. ... L. L. A$1,351 At1,217 A%1,135 11.0 7.2
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Excluding our revenue from the Trading Post Group in fiscal 2004, advertising and directories revenue grew
by 7.4% in fiscal 2004 compared with fiscat 2003, and 7.2% in fiscal 2003 compared with fiscal 20602,

In fiscat 2004, Yellow pages® revenue increased by 3.8% or A$37 million, due to growth in non-metro
publications and online display advertising options. In addition, we have experienced continued growth
from providing full and half page advertising options. In fiscal 2003, our Yellow Pages® revenue grew by
3.6% compared with fiscal 2002 attributable to the launch of new advertising features inctuding colourin
column, creative advertising options (eg. cover and spine advertising), and fult and half page
advertisements.

In fiscat 2004, White Pages® revenue increased by 12.9% or A$27 million, due to the continued success of
additional colour listing options and continued growth in e-mail and web listings. Infiscal 2003, this product
experienced growth of 18.2% compared with fiscal 2002 through the introduction of new advertising
features, aggressive sales campaigns and the introduction, during fiscal 2002, of a new format segregating
residential and business listings in metropolitan books.

Our online and electronic advertising, non-directories advertising and information services also experienced
considerable growth over the three-year period. In fiscal 2004, this growth was largely driven by new
customer take up and further attractive product enhancements. The growth in fiscat 2003 compared with
fiscal 2002 was primarily due to the introduction of new listing features and enhanced functionality in both
our Yetlow Pages® Online and White Pages® Online sites, the launch of Sensis WebWorks™, the expansion of
our tocation and navigation services and the acquisition of CitySearch® in fiscal 2002.

Intercarrier services

Our operating revenue from intercarrier services comprises a number of products and services relating to the
provision of telecommunications services to other carriers or CSPs, including REACH. The majority of this
revenue base is derived from interconnect and access services which is a highly regulated area of the
Australian telecommunications market. Whilst volumes for these services are seen to be increasing,
ongoing cost efficiencies and consequent reduction in prices within the requtatory framework means that
we do not expect significant revenue growth rates from this group of products in future years.

The remaining revenue component in intercarrier services is derived from wholesale specific product
offerings which, while they are subject to significant price pressures resulting from ongoing capacity
oversupply in the market place, are a focus for delivering incrementat revenue growth for us in the coming
years.

Table 13 - Intercarrier services

Year ended 30 June

2004 2003 2002 2004§2003  2003f2002
{in mitlions) {% change)
Intercarrier servicesrevenue. ... ... .. A$1,138 A$1,155% A$1,123 {t.5} 2.8

Our volumes from intercarrier services during the three-year period were affected by:

« theimpact of competition in the retail market in the provision of basic access, local calls, nationat
leng distance calls and mobile services. These services are also provided by other carriers, many of
which use our intercarrier services to deliver their services to their customers;

« anincrease in the number of carriers in the Australian telecommunications market and increased
demand from other carriers for the use of our facilities. This occurred particularty in:
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« mobile towers, where we allow other carriers to install their equipment and share our
transmission facilities; and

« our exchanges, where other carriers co-locate their equipment needed for the provision of ULL
and ADSL.

In fiscal 2004, our decline in intercarrier revenue was driven by a reduction in wholesate transmission
products due to price pressures from an oversupply of capacity in the market, including a significant
increase in discount on access network transmission contracts and the cancellation of the Optus Nullabor
service. In addition, wholesale long distance and international revenue declined due to decreased volumes.
This decline was partly offset by a significant rise in SMS interconnect revenues driven by increases in
volumes and a significant rise in wholesale ATM (off a low base in fiscal 2003) reflecting a steady take up of
our wholesale ATM offer.

In fiscal 2003, our growth in operating revenue from intercarrier services compared with fiscal 2002 was
driven by:

« anincrease involumes across both mobiles and PSTN/ISDN originating and terminating access due
to increased volumes from certain major customers; and

« anincrease in SMS interconnect revenues due to increasing volumes.

The benefit of these volume increases was offset by lower rates on our transmission products due to strong
price competition in the market, with some competitors selling betow cost.

The wholesale market has slowed over the three-year period with declining yields from oversupply of
transmission infrastructure. We are not expecting any significant change in this state of affairs, but we will
continue our strategic focus to maintain revenues and control costs in this area.

Inbound calling products
Our operating revenue from inbound calling products consists principally of:

+ subscription and call charges for inbound calling services, such as Freecall™ 1800, Priority® 1300
and Priority® One3s; and

» revenuve from enhanced call centre products using network voice processing, which provides
access to advanced call handling capabilities, without customers having to purchase and
maintain their own networks.

The revenue for inbound calling services refers to:
+ thefees we charge our business customers for the provision of the inbound calling numbers; and
» for Freecall™ 1800, the cost of the call.

Under Priority® 1300 and Priority® One3, the calling party from a PSTN service incurs a cost of 25 cents
{inctuding GST) from anywhere in Austratia. The other components of the call charges, as applicable, are
charged to the service owner. Calls made from a PSTN service under the Freecall™ 1800 service are all
charged to the party called, with no cost incurred by the caller. Different charges apply for calls made from
ISDN, mobiles and payphones.

a8



Telstra Corporation Limited and controlled entities

4,

9'_&5;55 -'\xﬁ‘;f}:'ﬁ")"g._._.'_ {'w;gv'.{;c;f ?ﬁ%")"’g‘ﬂ%'_ﬂg‘g;*.&_v//v%‘ g%%/ 4 {(&gl%\f, P g-“g:'."yz“"gf %-gx- A gx&ym}iw:
U %a" PR é);g STHO: IV eV IR e v e}vé‘/?% U

B

Table 14 - Inbound calling products

Year ended 30 June
2004 2003 2002 2004/2003 2003/2002
fin millions) {% change)
Inbound catling products revenue. . ......... ... ... Aj476 A%494 A$562 (3.6) (12.1)
Inbound callingminutes ... ... il 2,708 2,655 3,345 2.0 (20.6)

Note: statistical data represents management’s best estimates.

Revenue from inbound calling products has declined over the three-year period. In fiscal 2004, this decline
was primarily due to intense price competition leading to reduced yields and a declining customer base in
our Freecall™ 1800 product. In addition, our other inbound calling products such as Infocall (190) and
Infocall Cascade decreased due to the exit of Internet dialler applications in August 2003. Our overall
revenue from Priority® 1300 and Priority® One3 in fiscal 2004 has remained fairly consistent with fiscat 2003
as inbound calling minutes increased by 2.0% reflecting the low revenue growth in Priority® 1300.

In fiscal 2003, inbound calling revenue decreased by 12.1% compared with fiscal 2002, attributable to both
volume and price reductions as a result of Inbound Number Portability (INP) and competition. INP allows
customers to switch providers of this service without changing the telephone number for the service
rendered. Infiscal 2003, INP had a large impact on revenue derived from Freecall™ 1800, Priority® 1300 and
Priority® One3.

Solutions management

Our operating revenue from our Managed Sotutions™ product is derived from managing att or part of a
customers IT and communications solutions and services covering:

« managed voice, data and mobility services: network based voice and data switching products
including IP based networks and IP telephony as well as fleet management of mobite phone networks
and new wireless based technologies;

« managed IT services: managed customer infrastructure (eg desktop and end user devices), managed
storage and security services and hosting and application development and support;

« IT outsourcing: incorporating a range of the above solutions and managing on behalf of the
customers either on the customer’s or our premises; and

« business process outsourcing: leveraging our networks to manage customer business processes in
areas such as superannuation administration, insurance policy processing and the automotive
commuriity.

On 19 July 2004, we finalised our acquisition of 100% of the issued share capital of KAZ. KAZ s a provider of
business process outsourcing, systems integration, consulting, applications development and IT
management services. |t operates mainly in Australia but also conducts business in the United States and
Asia. We paid 40 cents per share via a scheme of arrangement, resulting in the payment of cash
consideration of A$333 million. For fiscal 2005 and subsequent reporting periods, we will consolidate the
operating results, assets and liabilities of KAZ into our operations. It is expected that this acquisition will
increase our solutions management revenues in future reporting periods.
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Table 15 - Selutions management

Year ended 30 June
2004 2003 2002 2004/2003 2003/2002
fin millions) {% change)
Solutions managementrevenue. . ... ... ... A$489 AL4B7 Ab478 0.4 1.9

Over the three-year period, we have experienced overall slight increases in our solutions management
revenue. In fiscal 2004, we commenced several new contracts including a whole of business contract with a
targe banking institution and experienced incremental growth in existing contracts. This has been offset by
the close out of some contracts including the termination of a government contract for satellite capacity of
approximately A$20 mitlion per annum which we were restricted from renewing due to an agreement with
Xantic B.V (Xantic). In addition, the rise in Managed WAN {(growth product offering design, instatlation and
management of a tailored wide network} resulting from increased activity in two major corporate contracts,
has been offset by a decline in radio services revenue due to the completion of a major bank and design
construction contract in fiscal 2003.

In fiscat 2003, solutions management revenue grew by 1.9% compared with fiscal 2002, primarity due to a
combination of one off exit penalties charged to customers, the renewat of long standing customer
contracts and an increase in the number of small to medium corporate hosting services. However, this
growth was partly offset by a decline in managed radio services revenue due to the completion of major
customer contracts in fiscat 2002,

Various controlied entities

Some of our controlled entities’ operating revenueis included in the product categories to which they relate,
inctuding the following:

« Sensis operating revenue including revenue from the Trading Post Group, is included in advertising
and directories revenue; and

« Telstra Enterprise Services Pty Ltd {TES) and Telstra Limited operating revenue are included in
solutions management revenue.

Table 16 - Various controlled entities

Year ended 30 June

2004 2003 2002 20042003 20032002
{in millions) {% change)
Sales revenue of:
L0 T A P 726 908 1,080 {20.0) {15.9)
TelstraClear ... .. 574 548 204 &7 36.4
Other controlled entities. ....... ... ... ... ... ... 1894 222 452 {12.6) (50.9)
Total various controlied entities’ salesrevenue. ... ... .. A$1,404 A$1,678 A$1,826 (11.0% {8.1}

Our consolidated revenue from various controlled entities decreased in fiscat 2004 primarily due to the
following factors:

« (SLreported a decline in revenue due to unfavourable currency fluctuations and price competition;
and

« adecline in sales revenue for Telstra Multimedia Pty Ltd due to customer sales and service centres
now being directly operated by FOXTEL. In addition, our share of FOXTEL’s cable revenuereduced due
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to the renegotiation of our revenue share agreement to include bundling and external subscription
TV subscribers that is now included within “Other sales and services revenue”.

The decrease inrevenue in fiscal 2004 was moderated by:

« revenue growth in Telstra Europe Limited due to the inclusion of customers and network base from
Fowergen and the Cable Tetecom (GB) Limited Group; and

« revenue growth of 4.7% in TelstraClear due to retail revenue growth of 8.7% partly offset by a decline
in wholesale revenue of 8.4%.

Our consolidated revenue from various controlled entities decreased in fiscal 2003 compared with fiscal 2602
primarily due to the following factors:

« {(SLreported a decline in revenue due to the economic downturn in Hong Kong and the effect of the
SARS epidemic;

« the wind up of operations of the Vietnam and Cambodia business co-operation contract in fiscal
2003;

« the sale of our Mobitel business in Sri Lanka in October 2002; and

« Keucorp was equity accounted from the start of fiscal 2003 after we previously consolidated its
results. This meant the increases attributed to Keycorp in fiscal 2002 were reversed, contributing to
a comparative reduction in revenues in fiscal 2003.

The decrease inrevenue in fiscal 2003 was moderated by the inclusion of TelstraClear revenue for the full
twelve months. Telstrallear was acquired in December 2001 and therefore onty seven months of sales
revenue was included in fiscal 2002.

Refer to “International business ventures” for further discussion on (5L and TelstraClear.
Other sales and services
The principal components of operating revenue we record in other sales and services are:
+ payphones;
« information and connection services;
+ external construction;
+ customer premises equipment;
+ bundling Pay TV; and

+ other minor revenue items, including recorded services, commercial works and other enhanced call
products and radio services.
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Table 17 - Other sales and services

Year ended 30 June
2004 2003 2002 2004/2003  2003/2002
(in millions, except number of payphones
in thousands) {% change)

Payphones ... ... ... i 141 148 154 (4.7} (3.9)
Information and connection services. ......... ... L 118 128 144 (7.8) {11.1)
External construction. ... ... oLl 70 159 175 (56.0) {9.1}
Customer premises equipment ... ... oL 184 184 204 (5.2) (4.9}
BundlingPay TV .. ... ... ...l 150 23 - 552.2 -
Otherminoritems. . ... .. .. ... ... ... .. ... 380 462 478 (17.7) {(3.3)
Other sales and sefvicesrevenue ... ... ... ... .oo... A31,043 Af1 114 A$1,185 (6.4} {3.5)
Numberofpayphones .. ......... .. .. ...l 64 67 71 (4.5) (5.6)

Note: statistical data represents management’s best estimates.

Over the three-year period, our payphones revenue has continuved to decline, impacted by substitution of
other products, particutarly mobiles. Thisis reflected in the number of payphonesin operation, declining for
both Telstra operated payphones and privately operated pauphones. The decrease in number of payphones
in operation atso reflects a gradual removal of older technology payphones such as coin onty pauphones.

Over the three-year period, our information and connection services revenue fell due to customers using
alternative products, such as White Pages® and Yellow Pages® Online and Telstra call connect.

Over the three-year period, external construction revenue declined in line with general reductions in
telecommunications industry capitat expenditure levels. This decline was more evidentin fiscal 2004 due to
the lower construction activity domestically and the ctosure of our international construction operations.
This decline was also attributable to the break up and re-integration of our former subsidiary Network
Design and Construction Limited {(NDC) into Telstra in fiscal 2004.

Customer premises equipment revenue decreased in fiscal 2004 due to continued retait competition for fixed
tine handsets. Infiscal 2003, revenue decreased compared with fiscal 2002 due to the sale of the PABX
business in the first hatf of fiscal 2002, consistent with our strategy to exit this market, and strong
competition in the market with an expanding range of products.

Revenue from bundling Pay TV has increased by A$127 million off a low base in fiscal 2003 due to the
introduction of bundling for FOXTEL and AUSTAR services from December 2002. Our bundled SI0 grew by
85.0% during fiscal 2004 to 235,000 as at 30 June 2004.

In fiscat 2004, other minor items declined by 17.7% mainly due to the decrease inrevenues from card services
and the cable recovery and recycling project. Card services decreased as a result of the migration of
customers to product substitutions such as mobites, and the migration of customers to cheaper calling cards
for internationat calls. In addition, cable recovery decreased due to winding down of work to recover and
recucle disused copper cable.

In fiscal 2003, our revenue from other minor items declined by 3.3% compared with fiscal 2002, There was
increased revenue resulting from the cable recovery and recycling project that was implemented in fiscal
2003. However, this increase was offset by decreasing demand for products that have a mature market or
are being substituted by other more modern products, such as our VPN, which is being overtaken by
migration to ISDN and IP based products.
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Other revenue

Table 18 - Other revenve

Year ended 30 June

2004 2003 2002
{in mitlions)

MisCellameoUS TEVRNLIE ... i 213 262 304
Revenue from the sale of:

Property, plantandequipment. . ... ... Ll 102 811 246

Investments incontrolled entities .. ... ... . - 17 -

Investrmentsinjoint ventureentities ... .. oo Ll - 3 -

Investment inassociated endities . .. ... 204 17 -

Investments in listed securities and other corporations . ......... .. .. ool 24 7 22

Patents, trademarks and Beences . ... . - - 1

B USRI E S L e - 4 33

Totol revenue fromsale of assets and investmerds. ... .. ... il 330 859 302

Total other revenue {excluding interest revenue) O A$543 A%i,121 AS606

& Interest revenue discussion is included in net inferest. Refer fabie 25.

Over the three-year period, the following one off transactions have impacted our other revenue from the
sale of assets and investments:

« the sale of our shareholding in our associated entity, IBMGSA contributing gross proceeds of A$154
miltion in fiscal 2004;

« thesale of our associated entity, MGTI] contributing gross proceeds of A$50 million in fiscal 2004;
+ thesale of ourinvestmentin Commander Communications Limited for A$24 millioninfiscal 2004; and

« the sale of 7 office properties around Australia in fiscal 2003, contributing gross proceeds of A$570
million to the total of A$859 million.

Infiscal 2004, the declinein our miscellaneous revenue was due to a decrease in IBMGSA loyatty receipts and
miscellaneous billings. In addition, our miscellaneous revenue decreased due to the completion of the rural
tetecommunications infrastructure fund project. As part of this project, we received government subsidies
for work under the extended zone untimed local call tender. Infiscal 2003, our miscellaneous revenue was
impacted by lower government tender revenue. Infiscal 2002, our miscellaneous revenue was higher as it
inctuded significant government subsidies as part of the rural telecommunications infrastructure fund
project.

Operating expenses

We categorise our operating expenses into tabour, goods and services purchased, other expenses, and
depreciation and amortisation. Inaddition, we have grouped our share of net loss from joint venture entities
and associated entities with our operating expenses. Borrowing costs are not included in operating
expenses. Refer to “Net borrowing costs” for discussion.
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Table 19 - Operating expenses including share of net loss from joint venture entities and assoclated entities

Year ended 30 June

2004 2003 2002 20042003  2003/2002
{in millions) (% change)
Expenses
b our e 3’213 3,204 3,240 0.4 (1‘1)
Goods and services f)Ui‘ChGSQd .......................... 3’420 3,615 3,533 {5‘4} (3‘1}
Otherexpenses ... . i 4,389 4,602 4,065 {4.6) 13.2
11,027 11,421 11,238 (3.6) 1.6
Share of net loss from joint venture entities and associated
BN S i 78 1,025 81 (02 .4) 1,165.4
11,105 12,446 11,319 (10.8) 10.8
Depreczatlari and amartzsgtzon. L REE R EEEEEREE 3,615 3,447 3,267 4.0 e e
Total operating expenses including share of net loss from
joint venture entities and associated entities . ........ .. .. A$14,720 At15,893 A$14,586 {7.4) 6.4

During the three-year period, our operating expenses were affected by a number of significant transactions,
including:

L

a A$130 million expense resulting from amodification to an IT service contract with IBMGSA upon the
sale of our shareholding in this entity in fiscal 2004;

a A$226 million expense resulting from the provision for non recoverability on amounts owed by
REACH in fiscal 2004. We consider that REACH will not be able to repay their loan inthe medium term;

a A$439 million expense reflecting the carrying value of 7 office properties sotd in fiscal 2003; and

A3$965 miltion for the write down of our investment inn REACH in fiscal 2003, reflected in “Share of net
loss from joint venture entities and associated entities”.

In addition to these events, our operating expenses have also been impacted by:

L

L

the benefit of ongoing cost controt and cost containment programs;

a decrease in our network payments due to a reduction in international call volumes and charges
from REACH for international network connections;

growth in our communications plant asset base and capitalised software which subsequently
increased our depreciation and amortisation expense; and

the consolidation of operating expenses of TelstraClear from December 2001 and of the Trading Post
Group from March 2004.

The following tables provide more detailed information about each of our expense groupings.

Labour

Labour expense includes:

S84
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salary and wages and related on-costs, including superannuation contributions, workers’
compensation, leave entittements and payroll tax;

costs of engaging contractor tabour and agency costs; and

restructuring costs, including redundancy.
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Our domestic full-time employees include domestic full-time staff, domestic fixed-term contracted staff and
expatriate staff in overseas controlled entities. Domestic full-time employees do not include employees in
our offshore controlled entities, or part-time and casual employees. Qur full-time employees and
equivalents include the total of our domestic and offshore full-time emplouees, and casual and part-time
equivalent employees.

Table 20 - Labour

Year ended 30 June

2004 2003 2002 20042003  2003f2002
{millions, except stoff numbers in whole
numbers) {% change}
LU L A3, 218 A%3,204 AS3,240 0.4 {1.1}
Domestic full-time employees o R RREE 36,159 37,169 40,427 2.7 (8.1)
Full-time employees and equivalents @ 41,941 42,064 44,977 0.3) (6.5)

A Exctudes offshore, casual and port-time employees,
3 includes all domestic and offshore employees and equivalents, including controfied entities.

Since 30 June 2001, we have reduced the number of domestic full-time employees from 44,874 10 36,159 as
part of our cost reduction strategy. We have incurred redundancy expenses of A$170 million in fiscal 2004,
A$281 million in fiscal 2003 and A$289 million infiscal 2002. The decrease in redundancy expense in fiscat
2004 is consistent with the smaller reduction of 2.7% in domestic full-time employees compared with the
8.1% reduction during fiscal 2003.

Our labour expense remained fairly consistent over the three-year period. The overall decrease in the three-
year period is A$22 million, or 0.7%. The below analysis discusses movements in our labour expense:

Labour expense has decreased over the three-year period reflecting:
« lower aggregate labour expenses as our full-time employees and equivalents reduce;
« areduction in (SL labour costs due to favourable exchange rate movements; and

« adeclinein contractor agency costs due to diversion of some call centre activities to outsourcers and
areduction in overtime hours due to the continued focus on cost reduction and process improvement
initiatives (a major contributing factor in the fiscal 2003 decline).

The above decreases in labour expense are offset by:
« salary increases as a result of reviewed enterprise agreements and annual reviews;

« additionalt labour expense resulting from the increased use of part-time and casuat employees to
manage costs more closely, and the better utilisation of employees as a variable resource to provide
flexibility in meeting customer service demands. Infiscal 2003, we used employment agency staff in
preference to full-time employees to assist in managing our costs more closely;

« areclassification of expenses from goods and services purchased following the integration of NDC
into Telstra in fiscal 2004;

« additional tabour expense associated with the consolidation of the Trading Post Group from March
2004, which had 598 full-time employees and equivalents at 30 June 2004; and
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« additional tabour expense associated with the consolidation of TelstraClear from December 2001,
which had 1,189 full-time employees and equivalents at 30 June 2002.

Based on the latest actuarial advice provided on the financial position of Telstra Super as at 30 June 2003,
we have reported that a surplus in the superannuation fund continues to exist. As per the recommendations
within the actuarial investigation, we are not expected to be required to make employer contributions to
Telstra Super for the upcoming financial year ending 30 June 2005. However, the continuance of this
contribution holiday is dependent on performance of the fund, and we will continue to closely monitor the
situation in light of the current market performance.

Goods and services purchased

The largest component of our goods and services purchased is payments we make to other carriers to
terminate international and domestic outgoing calls and international transit traffic. Other significant
components of our goods and services purchased over the three-year period relate 1o costs of mobile
handsets, mobile handset subsidies, dealer bonuses, commissions paid to indirect distribution channels,
paper purchases and printing costs, external construction and directory publishing costs. These are core
costs to our business and vary according to business activitu.

Table 21 - Goods and services purchased

Year ended 30 June
2004 2003 2002 2004}2003 2003/2002
{in millions) {% change)
Goods and servicespurchased ... ... ... Ll A33,420 A$3,615 A$3,933 {5.4) (8.1}

Our decrease in goods and services purchased over the three-year period has been driven by a decline in
network payments. A significant contributor to the decline in network pauments in the second half of fiscat
2003 and over fiscat 2004 was a reduction in international call volumes and charges from REACH for
international network connection following the commencement of a new pricing structure from Januvary
2003. In addition, there was further benefit arising from favourable exchange rate movements. Our
decrease in network pauments was partially offset by continuing volume increases in mobile and SMS
terminating traffic.

Our goods and services purchased decreased to A$3,420 million in fiscal 2004 due to the following factors
{excluding the above decline in network payments):

« decline in cost of goods sold from reduced purchases due o lower handset sales with the continual
take-up of the MRO and a shift in product mix towards tower cost prepaid phones; and

« reduced expenditure on commercial project payments due to the closure of our internationat
construction business and a reduction in the domestic construction market. The integration of NDC
into Telstra has also resutted in the rectassification of expenses from goods and services purchased to
other expense categories.

These reductions are partly offset by an increase in bundling Pay TV service fees due to the growth in
bundled FOXTEL and AUSTAR subscribers.

Our goods and services purchased decreased to A$3,615 million in fiscal 2003 compared with A$3,933 million
in fiscal 2002, due to the following factors {excluding the above decline in network payments):
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« goods and services purchased relating to Keycorp were consolidated for the 2002 fiscal year but were
notinctuded for the 2003 fiscat year. From 28 June 2002, we no longer had the capacity to control this
entity and have thus commenced equity accounting from that date;

« lower activity in the Hong Kong mobile market and exchange pressures on the Hong Kong dollar; and

« reclassification of costs associated with international network payments and certain costs relating
to FOXTEL.

These decreases were partially offset by increased costs of mobiles sold through handset offerings under
‘moresyou’ and ‘moresbusiness’ promotions, as well as increased costs associated with more
technologically advanced handsets such as colour screens and polyphonic ring tones. Inaddition, CDMA
increased as a percentage of the product mix, as CDMA phones have a higher cost per handset compared
with older technologu phones.

Other expenses
Gur other expenses include such costs as:
+ rental expense on operating leases;
« bad and doubtful debts;
« net foreign currencu transtation losses{(gains);

« service contracts and other agreements for outsourced activities such as IT, cleaning services,
customer sales support, and warehousing and distribution;

« marketing, including promotion and advertising;

« general and administration costs including IT costs, travel and property costs such as maintenance,
municipal rates, land tax, and light and power;

« the carrying valtue of assets and investments disposed; and
« write downs of assets and investments to recoverable amount.

Table 22 - Other expenses

Year ended 30 June

2004 2603 2002 2004f2003 2003/2002
{in millions) {% change)
Otherexpenses ... ... ... ... . . ... .o, A$4,380 A$4,602 A$4,065 {4.6) 13.2

During the three-year period, the following significant events have impacted our other expenses:

« aA3$130 million expense resulting from amodification to an IT service contract with IBMGSA upon the
sale of our shareholding in this entity in fiscal 2004;

« a A$226 million expense resulting from the provision for non recoverability on amounts owed by
REACH in fiscal 2004. We consider that REACH will not be able to repay their loan inthe medium term;
and

« a A$439 million expense reflecting the carrying value of 7 office properties sold in fiscal 2003.

Excluding the above significant items, our other expenses were A$4,033 million in fiscal 2004, A$4,163
miltion in fiscal 2003 and A$4,065 million in fiscal 2002. The movement in the significant categories of other
expenses is discussed below.
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Rental expenses on operating leases decreased in fiscal 2004 following the reclassification of IT costs
previousty relating to TES to general and administrative costs. In fiscal 2003, rental costs decreased from a
reduction in rental expense associated with CSL, arising from substantial rent reductions in the Hong Kong
property market and a reduction in the number of rented properties. This increase was moderated after
increased rental charges from the sale and leaseback of 7 office properties.

Bad debts and doubtful debts reduced over the three-year period due to lower provision requirements and
tess write offs, partiatly offset by MRO debt provisions (a significant contributing factor in fiscal 2003). Net
foreign currency conversion costs were in a gain position in fiscal 2003 compared with other fiscal years due
to currency gains from the revatuation of borrowings reflecting the fluctuation in exchange rates.

Service contracts and other agreements were A$1,678 million in fiscal 2004, A$1,706 mitlion in fiscal 2003
and A$1,400 million in fiscal 2002, Included in fiscal 2004 is an exit cost of A$130 million from our IT services
contract with IBMGSA. In fiscal 2004, our decrease was driven by cost reduction initiatives in the IT services
areq, cost savings from the integration of NDCinto Telstra and the winding down of the cable recovery and
recycling project. This decrease was partially offset by an increase in outsourced field work and consultancy
costs for special project work, in addition to expenditure growth aimed at improving customer service
standards and customer retention rates in rural areas. Service contracts and other agreements increased in
fiscal 2003 compared with fiscal 2002 due to increases in the number of service contracts and prices, as well
as arise in maintenance costs for the CDMA network as these costs were previously covered by warranties.
In addition, contributing to the growth in fiscal 2003 was the increased use of outsourcing agreements,
particularly in relation to IT, call centre and professional services, in preference to using full-time
employees.

Marketing expenses grew over the three-year period due to new initiatives and sponsorships. In fiscal 2004,
our focus on broadband as a major growth opportunity has lead to additional resources being devoted to
promote this product. The increase in fiscat 2003 compared with fiscal 2002 was led by advertising for new
initiatives such as SMS and Telstra Home Message 161™.

General and administrative expenses increased over the three-year period. In fiscal 2004, this growth was
driven by increases across light and power, training, postage and travel. In addition, costs relating to TES
have been reclassified from rental expenses to this category. In fiscal 2003, growth was driven by the full
year inclusion of consolidated expenses for TelstraClear as fiscal 2002 only included expenses upon
acquisition of this entity from December 2001. The increase in fiscal 2003 was partly offset by declines in
postage, printing and stationary costs.

During the three-year period, we did not sell any assets and investments with a significant carrying value,
other than the sale of 7 office properties around Australia with a carruing value of A$439 million in fiscal
2003.

We assess the recoverable amount of ourinvestments at each reporting date and where we consider that the
recorded amount is not recoverable, we write the investment down to recoverable amount. For more detail
refer to “Application of critical accounting policies”. In fiscal 2004, no investments were written down. We
did however provide for the non recoverability of amounts owed to us by REACH of A$226 million, as we
expect REACH will not be in a financial position to repay their loan in the medium term. We wrote down
minor investments totalling A$26 million in fiscal 2003 and A$26 million infiscal 2002, In addition, as part of
our negotiations with PCCW in retation to our purchase of the remaining 40% of CSLin June 2002, we reduced
the vatue of the convertible note issued to us by PCCW by A$96 million in that fiscal year.
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Share of net loss from joint venture entities and associated entities

Table 23 - Share of net foss from joint venture entities and associated entities

Year ended 30 June

2004 2003 2062 20042003 2003/2002
{in mitlions) {% change)
Share of net loss from joint venture entities and associated
entities. ... A$78 A$1,025 Asgl {92.4) 1,i65.4

Our share of net loss from joint venture entities and associated entities includes both profits and losses from
our equity accounted investments. Details of our equity accounted investments are included in note 24 to
our financial statements.

In fiscal 2003, the write down of our investment in REACH, amounting to A$965 million adversely impacted
our net equity accounted losses. Excluding this write down, our share of net loss from joint venture entities
and associated entities for the three-year period was A$78 mitlion in fiscat 2004, A$60 million in fiscal 2003
and A$81 million in fiscal 2002.

In fiscal 2004, our net equity accounted losses compared with fiscal 2003 {excluding the REACH write down)
were impacted by:

« reduced losses in AJC and FOXTEL following the suspension of equity accounting;
« reduced contribution from REACH following the suspension of equity accounting; and
« increased losses in Xantic following write offs as a result of restructuring.

Infiscal 2003, our net equity accounted losses compared with fiscal 2002 {excluding the REACH write down)
were impacted by:

« decreased contribution from REACH of A$19 million in fiscal 2003, compared with a contribution of
A$53 million in fiscal 2002, Equity accounting for REACH was suspended in fiscat 2003 when the
carrying vatue of the investment was written down to nil;

« ceasing equity accounting for TelstraClear during December 2062 upon our acquisition of a
controlling interest in this entity;

« increased losses or reduced profits from Xantic, MGT] (which we subsequently sold in fiscal 2004), and
Solution 6 Holdings Limited {(which we sold in fiscal 2003); and

« ceasing recognition of AJC losses as the carrying vatue of the investment had been written down to
zero {carrying value of A$34 million as at June 2002).
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Depreciation and amortisation

Our depreciation and amortisation expense has been and will remain a major component of our cost
structure, reflecting our expenditure on capital items.

Table 24 - Depreciation and amortisation

Year ended 30 June

2004 2003 2002 2004/2003 20032002

{in millions} {% change)
Depreciation .. ... ... ... il 2,873 2,754 2,653 4.3 3.8
Amortisation {excluding goodwill} ... ... ... L 619 577 527 7.3 9.5
Amortisation of goodwill ....... .. .. oLl 123 116 87 6.0 333
Total depreciation and amortisation ........... .. ... A$3,615 AS3 447 AS3 267 4.9 5.5

Our analogue network was fully depreciated as of December 1999 and ceased operating altogether as of
October 2000. We commenced depreciation of our CDMA network during fiscal 2061, from the date
components of this network were completed.

During the three-year period, the increase in depreciation and amortisation, excluding goodwill, was mainly
attributable to:

« growth in our communications plant asset base and capitalised software, which is consistent with
our level of capital expenditure activity; and

« additional depreciation expense associated with the consolidation of TelstraClear from December
2001,

Partially offsetting these factors were:
« lower depreciationinfiscal 2004 and fiscal 2003 due to the sale of 7 office properties in fiscal 2003; and

« lower depreciation in fiscal 2004 and fiscal 2003 due to the general downsizing of owned vehicles in
both of these fiscal years.

We capitalise expenditure incurred in the development and enhancement of computer systems as business
software. Software developed for internal use is amortised, on average, over a usefullife of six uears infiscal
2004. Infiscal 2003, the weighted average useful life increased to 6 years from 5 years infiscal 2002 due to a
reassessment of useful lives for some major software assets. The increase in average useful life resulted in
the amortisation of these assets being spread over a tonger duration, however, this decrease has been offset
by our growth in capitalised software assets resulting in an overall increase in amortisation expense for
these assets.

Over the three-year period, goodwill amortisation increased mainly due to the amortisation of goodwill
from our acquisition of the remaining 40% share of CSL at the end of June 2002 and the acquisition of the
remaining 41.6% share of TelstraClear in Aprit 2003. In addition, in March 2004 we acquired the Trading Post
Group resulting in additional goodwill expense in fiscat 2004,
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Net borrowing costs

Table 25 - Net borrowing costs

Year ended 30 June

2004 2003 2002 20042003  2003/2002
{in mitlions) {% change)
Gross borrowingeosts .. ... ... Ll 841 984 1,011 {14.5) (2.7}
Less capitalised interest. ... ... Lo {74) {105) {115} {29.5) (8.7}
Borrowind €osts. ... e 767 879 896 {12.7) {1.9}
Interestrevenue. . ... ... .. il 55 84 126 {34.5) (33.%)
Netborrowingeosts ... ... ... As712 AL795 ASTT0 {10.5) 3.2

Our borrowing costs are influenced by:
+ pur debt level;
+ interestrates;
« our debt maturity profile; and
« our level of cash assets {affects net debi).

In December 2001, we increased our shareholding in TelstraClear (formerly TelstraSaturn) to 58.4% from
50%, resulting in consolidation from December 20601 onwards. The NZ$600 million of bank debt held by
TelstraClear at 30 June 2002 was therefore included in our group results. In September 2002, this debt was
refinanced by aloan from Telstra and the bank debt was repaid.

On 28 June 2002, we acquired the remaining 40% of CSL. As consideration for these shares, the U5$750
million convertible note issued to us by PCCW in February 2001 was redeemed and replaced by a new
mandatorily converting secured note of U5$190 million issued by PCCW. This change resulted in a net debt
increase of almost A$1 billion.

Our borrowing costs decreased by 12.7% in fiscal 2004 as a result of the reduced debt portfolio in the current
year and a close out of interest rate swaps in fiscal 2003. Gur borrowing costs decreased marginally in fiscat
2003 compared to fiscal 2002, despite higher short term rates, due to an overall reduction in the tevel of
interest-bearing liabilities. This reduction was tempered by the inclusion of a full year of consolidated
interest from TelstraClear in fiscal 2003 and costs incurred in closing out certain interest rate swaps at
TelstraClear early due to the refinancing of its bank loans in September 2002.

Our interest revenue decreased to A$55 million in fiscal 2004, compared to A$84 million in fiscal 2003 and
A$126 million in fiscal 2002. This decline was mainly driven by lower interest revenue after redemption of
the PCCW convertible note. In fiscal 2002, interest was received on the US$750 million convertible note,
whereas in fiscal 2003, we received interest on a US$190 million converting note until April 2003 when the
note was reduced to US$53 million upon partial redemption as consideration for entry into a capacity
prepayment arrangement with REACH. In addition, in fiscal 2004, we received lower interest revenue due to
a lower level of short term liquid assets held.

Income tax expense

In fiscal 2004, our income tax expense increased 12.8% from A$1,534 mitlion in fiscal 2003 10 A$1,731 mitlion
in fiscal 2004. Income tax expense was impacted by a 18.7% increase in operating profit before income tax
expense, as well as a decrease in the effective tax rate from 31.1% in fiscal 2003 to 29.6% in fiscal 2004.
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The 1.5% decrease in effective tax rate was driven by a number of different factors including the write down
of our investment in REACH in fiscal 2003 partly offset by the provision for the non recoverability of the loan
to REACH in fiscal 2004. In addition, in fiscal 2003 a A$201 million benefit to income tax expense was
recorded reflecting an increase in future tax deductions being recognised in our deferred tax batances as a
result of applying tax consolidation tegistation (refer below for further details). Further anatysis has been
performed on these future tax deductions, which has enabled us to recognise a subsequent A$58 miltion
benefit in fiscal 2004.

In fiscal 2003, our income tax expense decreased 14.6% from A$1,796 million in fiscal 2002 to A$1,534 million
in fiscal 2003. Income tax expense was impacted by a 9.5% decrease in profit before income tax expense, as
well as a decrease in the effective tax rate from 33.0% in fiscal 2002 to 31.1% in fiscal 2003,

The 1.9% decrease in effective tax rate was mainty driven by a A$201 million benefit being recorded within
income tax expense in fiscal 2003 relating to our election to form a tax consolidation group from 1 July 2002.
On formation of the tax consolidated group, the head entity was able to elect to reset the tax vatues of a
subsidiary member under certain allocationrules. The reset of tax values resulted in a benefit to income tax
expense reflecting the increase in future tax deductions available from these reset vatues.

Refer to note 4 to our financial statements for further details on our election to enter tax consolidation and
its impact on income tax expense.

International business ventures

As part of our strategy to focus on improving returns from our current international investments, we have
continued consolidating our opportunities in the following ventures in the Asia-Pacific region.

REACH

In February 2001, we sold our global whotesale business, including certain offshore controlled entities, to
REACH in exchange for 50% ownership in REACH and cash of US$375 miltion (A$680 million). On the sale of
our global wholesale business, we recognised 50% of the profit (A$852 million), with the remaining batance
deferred and recognised over 20 years.

Since the original transaction, REACH has been operating in a difficult environment. Prices for internationat
voice and data carriage have been falling at a rapid rate but growth in usage has not been sufficient to
compensate for the toss in revenue caused by the price reductions. Consequently, in December 2002 we
made a non-cash write down of ourinvestment in REACH of A$965 million, reducing the carrying vatue to nil.
Equity accounting was suspended at that date and remains suspended.

Under AGAAP, REACH’s loss in fiscal 2004 was A$1,418 mitlion, compared with a loss of A$47 million in fiscal
2003, and a profit of A$255 million in fiscal 2002. During fiscal 2004, REACH booked an impairment write
down on property, plant and equipment and intangibles of A$1.2 billion as a result of the continued
deterioration in the global wholesale communications industry, as well as other one off provisions of A$116
million.

REACH implemented a number of changes during the second half of fiscal 2003 to improve its performance,
including:

« achange of CEQ and replacement of a number of senior executives; and

« implementation of a cost reduction program with staff redundancies to further reduce overheads
and re-batance the work force.
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In Junie 2004, Telstra and PCCW bought out a term loan facility previously owed 1o a banking syndicate by

REACH and its controlled entitu, Reach Finance Limited. The original vatue of the syndicate bank facitity was
US$1,200 million and it was acquired for US$311 million by the REACH shareholders. Qur share of the loan

amounted to Aszze mitlion (U5$155.5 million) as at 36 June 2004. The resuolting toan in our books has been
fully provided for, and has resulted in a charge of A$226 million being recorded in the statement of financiat
performance infiscal 2004. This has placed REACH on amore equal footing with competitors newly emerged
from US Chapter 11 proceedings with substantiatly reduced tevels of debt.

Fiscal 2004 has seeri good progress made on the cost containment program in key areas, and whilst pricing
in the sector remains aggressive there has been some evidence of improved pricing stability on certain
routes. Historically, we have been a substantial acquirer of cross border connectivity services from REACH
and we expect this to continue. These services are important in supporting our growth in domestic
businesses, particularty inthe areas of data, Internet and broadband. Whilst sales from the shareholders are
still a substantial part of the REACH business, they now make up less than 40% of gross revenue.

REACH is Asia’s largest international wholesale carrier of combined voice, international private leased lines
and 1P data services, and is also one of the top ten carriers of international voice traffic globally. Thefocus
on these core business areas and on cost containment will provide the basis for the operating plan going
forward. This plan is aimed at demonstrating that REACH can be self funding and grow earnings even if
tough industry conditions persist. Telstra and PCCW will continue to review structural options aimed at
improving the overall operationat performance of the REACH business.

Refer to “Related parties transactions” for discussion regarding our dealings with REACH.
sl

In February 2001, we acquired a 60% ownership interest in (SL. We paid US$1,694 million (A$3,085 million),
including incidental acquisition costs, to acquire this controlling interest. In June 2002, we acquired the
remaining 40% ownership interest in CSL as part of our redemption of a convertible note from PCCW.

CSL operates inthe highly competitive Hong Kong mobile market and has delivered a solid performance
despite an adverse operating environment, characterised by significantly increased market competition
and local voice price erosion. CSLremains Hong Kong's premium provider of mobile voice and data services.

In recent times, Hong Kong has experienced one of its worst economic downturns in decades with the
situation worsened by the outbreak of SARS in March 2003. Furthermore, in February 2003, one of CSL's
competitors initiated an aggressive price reduction to attract new subscribers. {SLelected not to participate
in the price war, and rather sought to compete on quality of service. The aggressive competition in pricing
has continued in fiscal 2004 and has seen a continued decline in local voice revenues. This has been offset
somewhat by strong growth in handset sales from the introduction of new handset models, as wetl as
growth in data and international revenue.

During fiscal 2004, C51 has maintained its brand and technology tead in Hong Kong despite the launch of 3G
by Hutchison, This has been done through the taunch of a number of Asian and world first services targeted
at improving customer familiarity with mobite data. Examples include specific roaming services for business
travellers in the Asia-Pacific region, multiplayer games, and EDGE services such as live video.

As aresult of these factors, C51 has seen its HK$ revenue decline by 4.8% in fiscal 2004 when compared to
fiscal 2003. This reduction followed a 4.7% decline in fiscal 2003 when compared to fiscal 2002, Revenue in
fiscal 2004 decreased to HK$4,022 million (A$726 milliors) from HK$4,224 million (A$920 million} in fiscal
2003, and HK$4,433 million (A$1,084 million) in fiscal 2002. The net loss after tax contribution of (SL to the
Telstra Group (including all Telstra consolidation adjustments) was A$15 million in fiscal 2004, compared
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with a net profit after tax of A$66 million in fiscal 2003 and A$52 mitlion infiscal 2002. This result has largely
been driven by falling revenues, increased handset costs, and the devaluation of the Hong Kong dollar,
offset by network retated cost reductions and tabour cost savings.

CSLU's capital expenditure increased by 63.8% HK$524 million (A$94 million) in fiscal 2004, from HK$320
miltion (A$68 million) in fiscal 2003 primarily as aresult of the rollout of 3G, with services dueto be launched
in the first half of fiscat 20605. This follows a 0.9% decrease in capital expenditure in fiscal 2003 when
compared with fiscal 2002,

Converting note issued by PCCW and REACH capacity prepayment
In February 2001, we purchased a convertible note from PCCW for US$750 mitlion {A$1,372 million).

In June 2002, this note was redeemed and part of the fair vatue applied to acquire the remaining 40% of CSL.
Prior to redemption, we valued this convertible note on a yield to maturity basis at U5$750 million and
adjusted its value in our financial statements accordingly. The reduction in valtue of the note of A$96 million
was charged as an expense in fiscol 2002.

On redemption we also acquired a U5$190 million (A$337 million) mandatorily converting secured note
issued by PCCW. This note has a three-year term and an interest coupon compounding at a rate of 5% per
annum. PCOW’s obligations under the note are secured by an equitable mortgage of shares over all of
PCCW's 50% shareholding in REACH. In Aprit 2003, this US$190 million note was partiatly redeemed to fund
the REACH capacity prepayment with REACH of US$143 million (A$230 million). The prepayment earns
compounding interest equivalent to the three month US LIBOR rate plus an additional 2.5% and provides us
the right to receive future carriage and related services capacity equivalent to the amount of the
prepayment and accrued interest.

We have classified the capacity prepayment as a non-current receivable as no draw down is expectedin the
next 12 months. The converting note is classified as a current other asset as it wilt be expiring on 30 June
2005. Both the prepayment and converting note are considered to be fully recoverable, and have carrying
values of A$208 million and A$85 million respectively at 30 June 2004.

Telstraliear

TelstraClear, the second largest full service carrier in New Zealand, has been operating inits current form
since December 2001. December 2001 saw the merger of our 50% owned joint venture, TelstraSaturn and
CLEAR Communications, to form TelstraClear. As part of this transaction, we acquired an additional 8.4%
interest in the merged entity and consolidated its results from the acquisition date for the 7 months to 30
June 2002. TelstraClear’s revenue for this period was A$296 million and the consolidation of Telstrallear
decreased our profit before income tax expense by A$110 mitlion. In April 2003, we acquired the remaining
41.6%interest in TelstraClear for A$25 million and consolidate 100% of TelstraClear’s results from that date.

Revenue for the full year in fiscal 2004 was A$574 mitlion compared with A$548 mitlion in fiscat 2003.
TelstraClear made a net loss after tax (excluding intercompany revenue and expense) in fiscal 2004 of A$34
mitlion compared with a A$73 million net loss after tax in fiscal 20603.

In fiscat 2004, TelstraClear has continued to grow revenue while managing cost tevels, with strong retait
revenue growth in the consumer and small business markets resulting from aggressive marketing strategies,
as well as some major corporate customer wins. Growth in the retail segment has been partly offset by
reduced wholesale revenues as aresult of international rate reductions. Recentregulatory change has also
altowed TelstraClear the opportunity to resell residential services to 90% of New Zealand homes that have
previousty had no choice of service provider. This wiltbe a major focus for the coming year. Fiscal 2003 saw
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gains made in data and voice products and the realisation of operational efficiencies and merger benefits,
as well as favourable regulatory outcomes with regards to wholesale purchasing.

New Zealand is a strategically important market for our trans-Tasman customers and the combination of
TelstraClear and Telstra enables us to provide customers on both sides of the Tasman with seamless
communication and IT sotutions. The ability to do so was instrumental in winning a 5 year contract in fiscat
2002 with the Nationat Australia Bank and Bank of New Zealand to provide outsourcing solutions of this
nature, as well as a number of new major corporate customer wins during fiscal 2004.

Liquidity and capital resources
Capitalisation
Table 26 shiows our capitalisation in accordance with AGAAF as at 30 June 2004.

Table 26 - Capitalisation

As at 30 June 2004
{in millions)

A$ uss

Cash L i 687 481
Shortterm debt B8 ) 3,077 2,154
Long term debt

Telstra bonds (UNSBCUraEd ). . . . e e 2,136 1,405

NS (RS BOUIEU Y . e 6,458 4,521
Cross currency swap hedge (mety () . 173 121
BT BB . e 10 7
Totallong term debt 87 8,777 6,164
Shareholders’ equity

Contributed equity {12,628,359,026 fully paid ordinary shares issued) OO 6,073 4,251

Y-~ U A A A A A PP (108) (74)

Retained earnings & L 9,391 6,574

Minotity interests 7 2 1
Total sharehotders’ equity B Lo 15,361 10,752
Total capitatisation ) 27,215 19,050

) transtated at the noon buyying rate on 30 june 2004 of A$1.00 = US$0.70.

2 includes the current portion of tong term debt.

(3) Minority interests are not clussified as shareholders’ equity under USGAAP.

{4} total shareholders’ equity under USGAAP is A$15,291 millfon. Refer to note 30 to our financial statements.

) otal capitatisation consists of short term debt, long term debt and shareholders’ equity, including minority inferests,

® oniz August 2004, we declared & dividend of A$9.13 per ordindry share payable on 29 October 2004

77 On 24 November 2003, we completed an off-market share buy-back of 238,241,174 erdinary shares as part of our ongoing capital monagement
program. The ordinary shares were bought back at A$4.20 per share comprising o fully franked dividend component of A32.70 per share and a
capital component of A31.50 per share. The Commonwealth of Australia did not participate in the share buy-back. The shares bought back were
subsequently cancetted, reducing the number of fully paid ordinary shares on issve. In total, 1.85% of our total issved ordinary shares or 3.71% of
our non Commonwealth owned ordinary shares, were bought back.

) No interest-bearing liubitities are guaraniteed by third parties. Al of our interest-bearing linbilities were unsecured, except for finance teases which
are secured, as the rights to the leased assets revert to the lessor in the event of defauit.

9 Our current and non current cross currency swap hedge receivables are included in short term and long term respectively.
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Cash assets at 30 June 2004 were A$687 million, compared with A$1,300 million at 30 June 2003 and A$1,070
millions at 30 June 2002. At 30 June 2004, our total interest-bearing liabilities (debt) were A$11,854 million.
After deducting cash assets, net debt at 30 June 2004 is A$11,167 million, compared with A$10,972 mitlion at
30 June 2003 and A$12,268 million at 30 June 2002,

Approximately 30% of our total debt consisted of A$ denominated borrowings, with the balance sourced
from a variety of foreign currency markets. Our current interest-bearing liabilities that mature in less than
12 months amount to A$3,077 million (including current cross currency swap hedge receivables of A$169
million), representing approximately 26% of our total debt. This predominantty comprised of three main
compoenents, namely commerciat paper of A$869 million, loans of A$2,096 million and Telstra bonds of
A$273 million maturing within the fiscal 2005 year. For a summary of the maturity profile of our debt, see
note 16 to our financial statements.

As at 30 June 2004, we have access to A$525 million and US$200 mitlion of committed standby bank lines.
These comprise bilaterat arrangements with eight major banks that fall due for renewal at various times
throughout the year. We have four commercial paper programs with a total nominal borrowing capacity of
A$2 billion, USS$4 billion, Euro 4 billion and NZ$0.25 billion {the NZ$ facility is technically unlimited but we
estimate a practical limit of around NZ$0.25 billion based on the capacity of the New Zeatand market). In
each case, we issue commercial paper through dealers on a best endeavour basis. Cur commercial paper
facilities are not committed and do not provide quaranteed access 1o funds. As at 30 June 2004, we had
drawn dowr A$575 mitlion of our A$, US$57 million of our US$ and NZ$240 million of our NZ§ commercial
paper facilities.

Other than borrowings in foreign currency specifically held as hedges against foreign currency assets,
foreign currency borrowings are fully hedged at drawdown to A$ equivalents using cross currency swaps.
Our foreign currency exchange risk is managed centrally by our treasury department, which is part of our
Finance & Administration business unit. For additionatinfermation regarding our foreign currency position,
the management of our foreign currency exchange risk and interest rate profiles, see “Quantitative and
qualitative disclosures about market risk”, and notes 16 and 29 to our financial statements.

Qur current liabilities are typically in excess of our current assets, in common with most international
tetecommunications companies. We had negative working capital of A$2,249 million at 30 June 2004, A$77
miltion at 30 June 2003 and A%$1,855 million at 30 June 2002. We define our working capital as the difference
between current assets and current liabilities. We believe that our negative working capital position does
not create a liquidity risk because we can delay the timing of our discretionary capital expenditure should
cash inflows from our diverse customer base diminish at any point in time. Also, our commercial paper
programs and standby bank lines provide us with additional sources of liquidity should the need arise.

In fiscal 2004, the increase in negative working capital to A$2,249 million reflects the impact of lower cash
assets held and an increase in short term debt, reflecting an increase in long term debt now due to mature
by the end of fiscal 2005. In fiscal 2003, our negative working capital decreased compared to fiscal 2002,
targely due to a change in an Australian Accounting Standard relating to provisions. In fiscal 20602, we
provided A$1,415 million for dividends relating to that fiscal year but which were declared after the 30 June
2002 reporting date. Under the revised Australian Accounting Standard, we are no longer able to provide for
dividends until they are declared, which continues to occur after the end of the fiscal year. For fiscat 2003
and subsequent reporting periods, as ourfinal dividend payment is made post year-end, working capital will
be affected by the raising of a provision on the declaration date of the dividend rather than June of each
fiscal year.

In fiscal 2004, net cash provided by operating activities amounted to A$7,433 million, compared with
A$7,057 mitlion in fiscal 2003 and A$7,098 mitlion in fiscal 2002. Cash generated from operations continue
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to be our primary source of liquidity. We did not undertake any new significant long term debt borrowings
during fiscal 2004. Maturing long term debt of A$679 million was funded by cash flow from operations and
a reduction in the holdings of liquid investments. Strong operationat cash flows also provided funding for
capital expenditure, dividend payments to our shareholders and funding of the share buy-back undertaken
in November 2003.

In June 2004, our Board of directors announced that it had undertaken a review of the Company’s capital
management strategy. Based on this review, we expect future cash flows from operations to remain strong
and additional returns to be provided to our shareholders. On 12 August 2004, we disclosed the intention to
pay a fully franked special dividend as part of the interim dividend in fiscal 2005, and the intention to
undertake an off-market share buy-back in the first hatf of fiscal 2005. Refer to “Overview of key factors
affecting our business and financial performance - Cutlook ” for further details on our capitat management
policies. We anticipate continued strong cash flows from operations to moderate the extent to which these
capital management initiatives will impact on the fiscal 2005 funding requirement. Capital expenditure will
continue to be financed from our cash flow from operations. Maturing long term debt of A$2,376 million in
fiscal 2005 is expected to be refinanced principatly by new long term borrowings from domestic and
international capital markets. A small reduction in liquid assets and an increase in short term debt is also
anticipated in fiscal 2005.

On 8 July 2004, we issued Euro 500 mitlion (A$850 million)in 10 year fixed rate bonds to replace a component
of this maturing debt and fund working capital requirements. Funds were received on 15 July 2004. This
borrowing was swapped into A$ through to maturity at the time of issue in line with the existing policy.

In June 2004, our long term credit ratings were towered by the major ratings agencies; Standard & Poor's to
A+, Moody’s Investors Service to Al and Fitch Ratings to A+. All these major ratings agencies have assigned
a stable outlook on theirrespective rating. The movement followed a review of existing ratings in light of
the revised capitat management initiatives and took account of the domestic telecommunications market.
Notwithstanding these reviews, our credit rating remains strong and amongst the strongest within the
global telecommunications sector, Ratings are not a recommendation to purchase, hold or sell securities,
and may be changed, superseded or withdrawn at any time.

Cash flow information
Tabte 27 provides information regarding our cash flows and liquidity during the three-year period.
Table 27 - Cash flow

Year ended 30 June

2004 2003 2002 2004/2003  2003/2002

fin millions) {% change)
Net cash provided by operating activities. . .......... ... .. 7,433 7,057 7,098 5.3 (0.6)
Net cash used ininvesting activities............ ... ... ... (3,270} {2,492) {3,258} 1.7 (23.5)
Net cash used in financing activities .. ... ... .. {4,776} {4,317) {3,817} 10.6 13.1
Net increasef{decreose}incash. ... . .. ... .. ... A%${613) A$248 A%23 {357.2) 978.3

Net cash provided by operating activities

Our primary source of liquidity is cash generated from our operations. Net cash provided by operating
activities includes income tax paid, GST received, paid and remitted to the Australian Taxation Office,
interest paid and interest received.
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During fiscal 2004, net cash provided by operating activities increased by A$376 million, or 5.3% compared
with fiscat 2003. Growthin receipts from trade and other receivables of A$443 million, and a decline in
pauments to suppliers and employees of A$104 million and borrowing costs paid of A$153 million were the
main drivers of the movement. The increase was predominantly due to improvements in working capitat
and areduction in interest paid from lower debt levels. Offsetting this increase to some extent was the rise
in income tax paid of A$320 million due to a higher tax instalment rate, driven by lower tax depreciation
tevels.

During fiscal 2003, net cash provided by operating activities decreased by A$41 million, or 0.6% compared
with fiscal 2002. This decrease was mainly attributable to net cash from operating activities in fiscal 2002
being impacted by higher interest payments from an early swap closure associated with the early
repayment of TelstraClear’s bank debt and the restructure of some of our corporate held debt. Growth in
revenue receipts from customers in fiscal 2003 was offset by increased supplier, employee and tax
payments.

Net cash used in investing activities

Net cash used in investing activities represents amounts paid for capital assets and investments, offset by
cash receipts from the sale of capital assets and investments. During the three-year period we committed a
substantial amount of capital and other resources to upgrade and rationalise our network infrastructure
and improve a number of our systems. However, the level of operating capitat expenditure has declined over
the three-year period.

Table 28 - Net cash used In investing activities

Year ended 30 June
2004 2003 2002 2004f2003 20032002
{in miltions) (% change)

Switching. ... 208 376 661 {20.7) (43.1)
TSI S S oM. L i 78 178 416 - {9.1)
Customeraciess ... ... ..t i e B4k 859 929 {12.0) 3.2
Mobile telecommunications networks ... ... ... .. 4516 448 255 (7.3) 76.1
Internationalassets ... .o il 192 193 233 (0.5) (17.2)
Capitalised software. ... ..o il 4652 583 559 {22.5) 43
Other i 507 426 553 19.0 £23.0}
Operating capitel expenditure ... ... L. 3,087 3,364 3,606 (8.2) (6.7
Less: capitalised interest ......... ... ... .. il {75) {105} {115} {29.5) 8.7
Capital expenditure (excluding capitalised interest). ... ... .. 3,013 3,259 3,491 (7.5) (6.6)
Add: patents, trademarks and licences .. ... ... L. 2 2 ; - .
Add:investments. . ... L 668 71 171 840.8 {58.5)
Capital expenditure (excluding capitalised interest) and
vestments L. 3,683 3,332 3,662 10.5 {8.0}
Sale of capital assets and investments. ... ..o L (413) (840} {404) {50.8) 107.9
Net cash used ininvestingactivities . ............ ... . ... A$3,270 A$2, 492 A$3,258 31,2 {23.5)
Capital expenditure (including interest, and patents,
trademarks and licencesyand investments. ................ A33, 787 A$3,437 A$3, 777 9.3 {9.0}

Our operating capital expenditure declined over the three-year period predominantty due to the continued
tight control over our capital expenditure program resulting from process efficiencies. In fiscal 2004, our
operating capital expenditure decreased by 8.2% to A$3,087 million. The key areas of movement in
operating capital expenditure for fiscal 2004 included:
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lower domestic switching expenditure due to reduced demand for traditional wideband technology
services and a more efficient utilisation of existing infrastructure to support high speed products and
capacity to meet customer demand. Underpinning thereductionis the continued trend in delivering
services utilising broadband technologu alternatives;

decreased expenditure on the Customer Access Network (CAN), mainly due to the increased efficiency
of our network resulting from the combined broadband and narrowband program. This reduction
has been achieved in part due to an improved focus on pro-active work programs and improved
processes resulting in lower unit costs and reduced held orders, as well as more targeted technology
deployment. Offsetting this reduction to some extentis the increase in demand for new estates and
redevelopment programs, particularly in regional areas and the increased demand for ADSL
broadband technology;

decreased expenditure in mobite technologies as the current (DMA 1XRTT deployment program and
government sponsored works near completion. In fiscal 2004, we also completed the majority of
customer demand capacity and core installation requirements for mobile data bearer networks.
Offsetting this reduction was the once off purchase of the EVDO equipment. This broadband-tike
wireless service creates “Hot Regions” of high speed data in capital cities, key regionat cities and all
major airports; and

expenditure on software development has reduced primarily due to the reclassification of prior year
expenditure to other items, and improvements in productivity and reduced cycle times. Expenditure
in the prior year included the rollout of some significant projects such as an amalgamation of the
field workforce systems.

In fiscal 2003, our operating capital expenditure decreased by 6.7% 1o A$3,364 mitlion compared with fiscal
2002. The decrease was in most capital expenditure areas, with the exception of expenditure on our mobile
tetecommunications network. The key areas of movement in capital expenditure for fiscal 2003 compared
with fiscal 2002 included:

L

lower domestic switching expenditure due to productivity gains from the use of higher capacity
equipment instatled to reduce unit costs together with reduced demand for traditional switched
network services as customers shift to newer broadband related products; and

lower international capital expenditure due to the expiration of our Vietnam business co-operation
contract in fiscal 2003.

These were partially offset by:

L

increased expenditure from the continuing rollout of new CDMA technology into alt Australian
capital cities;

increased expenditure on government sponsored programs such as the untimed locat calt tender and
expansion in the coverage of the GSM network; and

increased CAN expenditure for the ADSL rollout and for the establishment of a proactive
rehabilitation program for the minor rural segment.

In fiscal 2004, we acquired 160% of the share capitat of the Trading Post Group and other minor controtled
entities. As aresult, we have significantly higher levels of expenditure forinvestments in fiscal 2004 of A$668
miltion, compared with A$71 million in fiscal 2003 and A$171 million in fiscal 2002.
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Over the three-year period, our principal cash investments included:

« A$634 million (including cash acquired) for the acquisition of 100% of the share capitat of the Trading
Post Group in fiscal 2004;

« A$31 million (inctuding cash acquired) for the acquisition of a 100% ownership interest in the Cable
Telecom (GB) Limited Group in fiscal 2004;

+ additionat investments in FOXTEL of A$50 million in fiscal 2003 and A$42 million in fiscal 2002;

« A$40 million for the acquisition of an additional 8.4% shareholding in Telstrallear in fiscal 2002,
giving us a 58.4% ownership interest. This was followed by the acquisition of the remaining 41.6%
shareholding for A$25 million in fiscal 2003;

« A$17 million to acquire 100% of the share capital of CitySearch® Australia Pty Ltd in fiscal 20602; and
« aA$40 million equity contribution to our associated entity, AJCin fiscal 2002.

In addition, in June 2002, we acquired the remaining 40% shareholding in CSL as part of our redemption of a
convertible note from PCOW. Refer to “International business ventures” for further details on this non-cash
transaction.

On 19 July 2004, we finalised our acquisition of 100% of the issued share capital of KAZ. We paid 40 cents per
shiare via a scheme of arrangement, resulting in the payment of cash consideration of A$333 million. This
transaction will be included in our expenditure for investments in fiscal 2005.

During the three-year period, our sale of capital assets and investments has been impacted by the following
significant items:

« the sale of our 22.6% shareholding in IBMGSA for A$154 million in fiscal 2004;

« the sale of our 20.4% shareholding in MGT] for A$50 million in fiscal 2004; and

« thesale of 7 office properties for gross proceeds of A$570 million in fiscal 2003.
We expect to incur future capital expenditure in the following areas:

« meeting on-going customer demand for existing products and services, whilst ensuring service levels
are maintained or improved;

« developing new products and services to meet the changing needs of our customers;

« asset lifecycle management;

« providing additional coverage and depth on our digital GSM and (DMA mobile networks;
« upgrading our customer access network;

« further development of our broadband and ontine infrastructure to meet future growth;
« providing telecommunications services to rural and remote areas;

« internat business support infrastructure to ensure continued productivity improvements,
operational efficiencies and customer relationship process improvements; and

« investmentin or acquisition of enterprises that complement and fit with our strategies including the
joint operation and future development of a 3G radio access network.

We expect that our cash flow from operating activities and available borrowings will be sufficient to meet
our anticipated capital expenditure and investment requirements.
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Net cash used in financing activities

Our net cash flow used in financing activities increased by A$459 mitlion to A$4,776 million in fiscal 2004.
This increase was mainly due to the share buy-back transaction undertaken and the funding provided to
acquire REACH’s loan facility.

On 24 November 2003, we completed an off-market share buy-back of 238,241,174 ordinary shares as part
of our ongoing capital management program. The cost of the share buy-back comprised purchased
consideration of A$1,001 million and associated transaction costs of A$8 mitlion. Inaddition, we bought out,
with our co-shareholder PCCW, a loan facility owed by REACH and its controtled entity, Reach Finance
Limited. Gur share of the payment amounted to A$226 million. These increases were partly offset by anet
reduction in the repayments of borrowings. This net reduction was attributable to the decrease in other
toans arising from the maturity of US$300 million commercial paper and a decrease in the tevel of
repayments of Telstra bonds arising from the timing of their maturity.

Infiscal 2003 and 2002, we experienced net outflows from financing activities of A$4,317 mitlion and A$3,817
miltion respectively. We utilised operating cash flows to reduce the tevel of our external borrowings, which
increased during fiscal 2001 to fund our investments in the Asia-Pacific region, In addition, weincreased our
dividend pauments in fiscal 2003 compared with fiscal 2002 as we paid an additional 3 cent special interim
dividend in fiscal 2003. Refer to “Liquidity and capital resources” for details of our financing arrangements
and debt balances.
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Contractual obligations and commercial commitments

In the ordinary course of business we enter into long term agreements for the supply of products and
services to support our business needs. Whilst the liability under these agreements only arises on supplu, we
have a commitment to acquire the particular products and services. In addition, we are obligated to meet
our long term debt requirements.

Table 29 - Contractual obligations and commercial commitments as at 30 fune 2004

Amount of expiration per period

an:?)?rtts Within Within Within Within Within After
committed Y& 1-2years Z-3years 3-4years 4-3years 5years
{in millions)
Capital commitments in relation to:
informationtechnelogy ............... ... 149 100 34 & 3 3 3
Other capital expenditure. .. ... .. . ... 416 411 3 1 1 . .
Total capital expenditure commitments .. ... 565 511 37 7 4 3 3
Expenditure commitments in relation to:
Non-canceilable operating leases. .......... 1,403 311 248 182 153 136 373
Fnanceleases. .. ..o 17 & 6 i 2 1 -
FOXTELcommitments ... .. .. ... ... ... 2,075 16% 175 164 160 107 1,274
information technology services . ... ... ... 241 174 37 27 1i 1 1
Other expenditure commitments ........... 520 213 L 37 a7 24 171
Total expenditure commitments {excluding
capital commitments) ... L L 4,256 8438 507 412 348 272 1,818
Total contractual obligations and commercial
commitments ... L 4,821 1,409 S44 418 352 275 1,822
Long term debt obligations:
Long term debt obligations (including current
obligations of long term debt)™™ . . 11,623 2,372 1,087 401 1,411 594 5,148
Unamortised discount™ _ ... L. (60) (3) (3) (1) (3) (3) (47)
10,963 2,369 1,094 400 1,408 591 5,101

Total contractual obligations and commercial
comnmitments {including long term debt
obligations) ... A$15,784 A$3,778 A$1,638 A$BLIO  AS$1,760 A$866  A$6,923

M our long term debt obligations {including the current portion of long term debt) excludes our cross currency swap hedge positien. In additfon, it
excludes our finance leases as these commitments are included separately in the above table. Additional detalls of the split of our long term debt
obligations are provided in note 16 to our financiol statements. Refer to “Liguidity and capital resouvrces” for further discussion on our debt
obligations.

In fiscat 2004, our contractual obligations and commercial commitments of A$4,821 mitlion decreased
significantly from A$6,362 million in fiscal 2003, mainly due to the sale of our interest in IBMGSA (see
“Related party transactions — IBMGSA” for further details). As part of the sale agreement, we modified our
10 year contract with IBMGSA to provide IT services and as a result, we were released from our expenditure
commitments at a cost of A$130 million. As at 30 June 2003, our expenditure commitments to IBMGSA
amounted to A$1,596 million, split between capital commitments (IT) of A$507 million and IT services of
A$1,089 mitlion. As at 30 June 2004, we have no significant expenditure commitments to IBMGSA.

Our IT expenditure commitments relate to various capital commitments for our software and hardware
requirements.
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Other capital expenditure commitments predominantly relate to expenditure to which we have committed
with external parties for building and improving our networks and enhancing our network software.

Our non-cancellable operating lease commitments relate to lease agreements we have entered into for the
following purposes:

« rental of land and buildings, over an average term of 7 years, including our operating leases entered
into over the 7 office properties sold in fiscal 2003;

« rental of motor vehicles, caravan huts and traiters and mechanicat aids over an average term of
between 4 and 12 years, depending on the type of vehicle; and

« rental of personal computers and related equipment over an average term of 3 years.

In addition to these non-canceltable operating leases, we also have commitments under cancellable
operating teases of A$375 million. These leases relate mainly to the lease of IT equipment, motor vehicles
and leased assets used in the supply of desktop services to our customers.

Our finance lease commitments of A$17 million relate to leases for IT equipment to support our client
requirements, for managed services solutions.

In addition to these finance lease commitments, we have previousty entered into US finance leases with
several entities incorporated in the Cayman Istands (see note 20 to our financial statements for further
details). These finance lease commitments relate to leases of communications exchange equipment, with
an average term of 12 years.

The FOXTEL commitments retate 1o our 50% share of the FOXTEL partnership’s commitment to acquire
subscription television programming that is subject to minimum subscriber guarantee levels. These
minimum subscriber payments fluctuate in accordance with price escalation/reduction formulas contained
inthe agreements. Included in these commitments is A$462 million in relation to satellite capacity to meet
growing digital television requirements.

Due to thejoint and several nature of the FOXTEL partnership agreements, we are contingently liable to the
extent of our FOXTEL partners’ share of these commitments shoutd FOXTEL andfor the other FOXTEL
partners default on their payment obligations under these agreements.

IT service contracts (non-capital) arise, as a result of our entering into contracts for the maintenance and
support of our software and hardware. These service contracts amounting to A$241 mitlion vary in tength
and cover all facets of our business needs.

Our other expenditure commitments include the following items:

« expenditure commitments of A$210 million over the next 13 years in relation to CSL’s acquisition of
a new 3G spectrum license in October 2001;

« commitmentsfor general maintenance and other expenditure in our voice and mobility area amount
to A$95 mitlion;

« guaranteed commissions payable to mobile phone dealers until December 2004 of A$26 miltion; and
« commitments relating to naming rights of A$33 million.

Under the International Services Agreement Australia (AlSA) signed with REACH, we are committed to the
purchase of switched voice, international transmission and global Internet access services to meet 90% of
our annual capacity requirement. Our purchases vary each fiscal year depending on our capacity needs. We
have no contractual fixed or minimum quantity purchase obligation with REACH for fiscat 2005 and
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subsequent reporting periods, however we are committed o the purchase of 90% of our annual requirement
until 31 December 2010. During the three-year period, our purchases from REACH for both the purchase of,
and entitlement to, capacity and connectivity services were A$227 million in fiscal 2004, A$506 million in
fiscal 2003 and A$788 mitlion in fiscal 2002,

Off balance sheet arrangements
Indemnities, performance guarantees and financiai support

As at 30 June 2004, we have provided indemnities, performance guarantees and financial support to various
entities. The features and counterparties involved in these are disclosed in detail in note 21 to our financiat
statements.

Berivative contracts

We maintain a portfolio of derivative contracts to enable us to manage risks of the business, the nature of
which are forward foreign currency contracts, cross currency swaps and interest rate swaps.

The principal value of our interest rate swaps and cross currency swaps is not consolidated in our statement
of financial position under AGAAP. The net notional principal amount and net fair value of our interest rate
swaps are A$1,039 mitlion and A$192 million respectively at 30 June 2004. Cur accrued interest payable on
theinterest rate swapsisincluded within current payables in our statement of financial position, amounting
to A$25 million. At 30 June 2004, we had a net interest rate swap position of pay fixed. Therefore, on anet
basis, we recetve interest on the interest rate swaps at variable rates and pay interest on the interest rate
swaps at fixed rates, resulting in our exposure to interest rate movements being hedged. The net fair value
of A$192 million represents the market valtue of both the fixed and floating components of our interest rate
SWaps.

The net notional principal amount of the payable teg of our cross currency swaps is A$8,311 million and the
net fair vatue was A$79 mitlion. The hedge receivables and hedge payables arising from our cross currency
swaps entered to hedge our foreign currency borrowings amounts to A$9 million net {including accrued
interest). This carrying amountis recorded innon currentinterest-bearing liabilities, current receivables and
non current receivables in our statement of financial position under AGAAP.

The nature, business purposes and importance of our derivative instruments is discussed in note 29 to our
financial statements.

Share trusts

We own 100% of the equity of Telstra ESOP Trustee Pty Ltd and Telstra Growthshare Pty Ltd, the corporate
trustees for the Telstra Employee Share Ownership Plan Trust {TESCP97), the Telstra Employee Share
Ownership Plan Trust | {TESOP99) and the Telstra Growthshare Trust. These trusts have been established to
administer our employee share pltans as described in note 19 to our financial statements.

We incur expenses on behalf of TESOP97 and TESOP99 in relation to administration costs of these trusts. We
also provide all of the funding to the Telstra Growthshare Trust to enable it to purchase Telstra shares on
market to underpin our employee share plan issues. Under AGAAP, we do not consolidate or equity account
these trusts as we do not controt or significantly influence them. Refer to note 1 to our financial statements
for further information.

TESCPg7, TESOP99 and the Telstra Growthshare Trust are considered to be variable interest entities under
FASB Interpretation No. 46 revised December 2003 (FIN 46}, *Consolidation of Variable Interest Entities”. We
are considered to be the primary beneficiary of these trusts under FIN 46 and have consolidated them for
USGAAP purposes. Refer to note 30(s) to our financial statements for further information.
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Superannuation commitments
Over the three-year period, we sponsored the following defined benefit schemes:
« (55, up untit settlement on 17 June 2004;
+ Telstra Super; and
+ (Sl Retirement Scheme.
Under AGAAP, the financial position of these schemes is not recorded in our statement of financial position.

On 17 June 2004, the Commonwealth paid Telstra Super A$3,125 million in settlement of obligations under
the €SS, As part of the settlement arrangement, the Commonwealth assumed responsibility for past,
present and future liabilities in respect of former and current Telstra emplouees who remain in the €SS, This
money was owed to Telstra Super as aresult of the transfer of our staff from the (S5 to Telstra Super, either
when the fund started in 1990, or when a subsequent opportunity to transfer arose in 1992. When the fund
started in 1990, an agreement was struck whereby the money owed to Telstra Super would be paid to it over
an extended period. The settlement of these payments in June 2004 was taxed at the rate of 15%.

Ptease refer to note 22 to our financial statements for details on our commitments and exposures in regard
to superannuation schemes held for our employees in Australia and internationally.

Property leases

In fiscal 2003, we entered into a sale and leaseback transaction on a portfolio of 7 office properties for sates
proceeds of A$570 million. Operating leases totalling A$518 mitlion at that time were taken out over these
properties. The non-cancellable operating leases for these 7 office properties are included within table 29
“Contractual obligations and commercial commitments”.

Related party transactions

The following discussion summarises our significant transactions with related parties, other than our
controlled entities. For discussion on all our retated party transactions, refer to note 27 to our financial
statements.

REACH

In February 2001, we formed REACH, a 50:50 joint venture with PCCW, which merged our respective
international infrastructure assets. REACH provides wholesate voice, data and Internet connectivity services
in the Asia-Pacific region.

Upon the formation of the REACH joint venture, we agreed with our joint venture partner, PCCW, to enter
into contractual arrangements with REACH for the provision of voice, data and Internet connectivity
services. We use these services primarity in connection with our retait international telecommunications
business. Initiatly under these arrangements, we agreed to purchase these services for a preliminary period
as required, based on prices determined before the venture commenced.

We, together with PCCW, have been substantial acquirers of cross-border connectivity services supplied by
REACH. We expect to continue to require these services to support our domestic businesses. Without access
to these services we would potentially have short to medium term vulnerability.

The shareholders continue 1o focus on expanding the market and product opportunities for bandwidth. We
have also entered into new arrangements, subsequent to the original, whereby we have committed to the
purchase of switch voice, international transmission and global Internet services to meet 90% of our annuat
capacity requirement.
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During the three-year period, our purchases from REACH were A$227 million in fiscal 2004, A$506 million in
fiscal 2003 and A$788 mitlion in fiscal 2002. The purchases were made on normal commercial terms and
conditions. The decrease over the three-year period is predominantly due to reduced demand and falling
prices for capacity services. We made sates to REACH for international inbound call termination services,
construction and consultancy of A$89 mitlion in fiscal 2004, A$109 million in fiscal 2003 and A$115 mitlion in
fiscal 2002.

On 17 June 2004, we together with PCCW, bought out a loan facility previousty owed to a banking syndicate
by REACH and its controlled entity, Reach Finance Ltd. The original value of the syndicate bank facility was
US$1,200 million and it was acquired for US5$311 million by the REACH shareholders. Gur share of the
acquisition cost was US$155.5 million, which was recognised as a receivable. In addition, we have agreed
with PCCW to provide a US$50 million revolving working capital facility to REACH to assist them in meeting
their ongoing operational requirements. Our share of this facility is US$25 million. Drawdowns under this
facility must be repaid at the end of each interest period and fully repaid by 31 December 2007. As at 30 June
2004, REACH had not made any drawdown under this facility. These arrangements provide REACH with
greater flexibility and a more viable capital structure. It will atso certify our onigoing ownership of this core
infrastructure, ensuring that we have the continued capacity to meet our international carriage service
requirements.

Our revalued component of the loan to REACH as at 30 June 2004 of A$226 million was recognised as o
receivable in our statement of financial position. The loan earns interest equivalent to the 3 month US LIBOR
rate plus an additional 2.5%. However, no interest accrues or is payable until after 17 December 2004.
Otherwise, the terms of the loan remain the same as that of the original loan facility provided by REACH’s
banking syndicate with full repayment of the principal due on 31 December 2010, We have provided for the
non recoverability of the loan as at 30 June 2004 as we consider that REACH is not in a position to be able to
repay the principal of the loan plus any accrued interest in the medium term.

On 25 Aprit 2003, we agreed with PCCW to enter into capacity prepaument arrangements with REACH and
certain of its subsidiaries whereby each joint venture partner contributed A$230 million (US$143 million) for
the prepayment of capacity to be used in the future. The payments (which will be compounded to reflect
the time value of money) are to be applied against the cost of the services and capacity supplied to the joint
venture parties by REACH, as and when REACH has available surplus cash in accordance with a prescribed
formula. Untit REACH has such avaitable surplus cash, we will continue to purchase capacity from REACH as
required for its operations. REACH's prices under these arrangements have been adjusted to levels we
believe are in line with current market prices. The arrangements have regard to our future capacity needs
and opportunities for growth.

The carrying vatue of the REACH capacity prepayment amounted to A$208 million as at 30 June 2004 and
As214 mitlion as at 30 June 2003, and is recognised as a receivable in our statement of financial position. We
have classified the capacity prepayment as non current as no draw down is expected in the next 12 months.
Recoverability of this receivable revolves around REACH’s credit risk and the ability of REACH to provide
future services to us. Since the restructure of REACH’s debt arrangements there is more certainty about its
ability to successfully continue in business. In addition, the current restructure is also giving consideration
to ways of improving the REACH business to secure its future through a profitable business model.

In fiscal 2003, we wrote down our investment in REACH by A$965 million to nil and suspended equity
accounting. The write down occurred 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 tower
than expected revenues.
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FOXTEL

FOXTEL, our 50% owned subscription television joint venture, uses capacity on our HFC cable network. As
part of the partnership arrangements, we are the exclusive long term supplier of cable distribution services
for FOXTEL’s subscription television services in our cabled areas and we receive a share of FOXTEL’s cable
subscription television revenues. Further details about our arrangements with FOXTEL are included in the
“Information on the Company -~ Subscription television” section of this annual report.

On 9 January 2004, FOXTEL entered into a A$550 mitlion bank facility arrangement to fund its full digitat
conversion and taunch of new digital services. As part of this arrangement, we and FOGXTEL’s other ultimate
shareholders have entered into an Equity Contribution Deed (ECD) whereby FOXTEL is required to calton a
maximum of A$200 million in equity contributions in certain specified circumstances. These equity
contributions are based on ownership interests and, as a result, our maximum contingent liability is A$100
miltion. The ECD expires on 30 April 2009.

IBMGSA

On 28 August 2003, we sold our 22.6% interest in our associated entity IBMGSA. Proceeds from the sale of our
investment amounted to A$154 mitlion resulting in a profit before income tax expense of A$149 million

recognised in fiscal 2004. As part of the disposal, we also modified a 10 year contract with IBMGSA to provide
ITservices. Themodification to ourservice contract resutted in an expense of A$130 mitlion being recognised
in fiscal 2004 and the removal of A$1,596 million of expenditure commitments reported as at 30 June 2003.

During the period of ownership, our purchases from IBMGSA were A$73 million in fiscal 2004, A$413 million
in fiscal 2003 and A$417 mitlion in fiscal 2002. These amounts were for [T services resulting from the now
modified 10 year service contract that commenced in July 1997. For the period of ownership, we outsourced
our data centre operations and a proportion of our applications maintenance and enhancement activities
to IBMGSA in accordance with this service contract.

Research and development

Our research and development activities cover diverse areas of our business and focus on developing new
competitive products for our customers.

Licensed telecommunications carriers in Australia have a responsibility for maintaining and implementing
plans for the development of the Australian telecommunications supply and information industries. This
annual plan is referred to as the Industry Development Plan and includes our planned research and
devetopment activities. Each year, the amount we report to the Government under our Industry
Development Plan includes amounts expensed in the statement of financial performance and amounts
capitalised into software and infrastructure assets. Items reported include:

+ research and development carried out directly by us in our research laboratories;

« research and development expenditure contracted out by us, for which the resultant intellectual
property is owned by the contractor;

« research and development expenditure incurred in the development of certain software; and
« support and other research and development expenditures.

For the purposes of this annual report, we estimate the amount of research and development expenditure
incurred over the past year. The amount of the actual spending is not determined until the following
December of each fiscal year. For fiscal 2002 spending based on the above classification was estimated to
be A$160 million, which was later determined to be A$170 million. For fiscal 2003, we estimated spending of
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A$187 million, which later was determined to be A$240 million. For fiscal 2004, we are estimating we have
spent A$165 mitlion.

We included research and development operational expenses in our statement of financial performance of
As26 millionin fiscal 2004, A$41 million in fiscal 2003 and A$28 million infiscal 2002, These amounts do not
include items we capitalise to software developed for internat use or our infrastructure assets and include
only expensed amounts.

Segment information

Our business is organised and managed by business unit, as described under “Information on the Company
- Organisational structure”.

Our reportable segments differs stightly from the way our business is organised and as at 30 June 2004 were:

+ Telstra Consumer and Marketing;

« Telstra Country Wide;

+ Telstra Business and Government;

+ Telstra International;

« Infrastructure Services;

+ Telstra Wholesale; and

+ Telstra Technology, Innovation and Products.

During fiscal 2004, we formed a new group being Telstra Technology, Innovation and Products. This brought
together product development areas, network technologies, IT systems and the Telstra Research
Laboratories.

During fiscal 2003, we re-organised our business and restructured the three pre-existing business units of
Telstra Retail, Telstra Mobile and Telstra Country Wide. The scope of Telstra Country Wide was increased
and two new groups were formed being Telstra Consumer and Marketing, and Telstra Business and
Government. We also established a seperate group called BigPond, Media and Sensis, which comprised our
broadband and oniline activities, as well as our directory business, Sensis, and our media activities. Thisis
not yet a reportable segment as defined under both AGAAP and USGAAP, so is included in “Other”.

Gur reportable segments as at 30 June 2002 were:

+ Telstra Retail;

+  Telsira Mobile;

+ Telstra International,

« Infrastructure Services; and
+ Telstra Wholesale.

Our analysis of results by segment

In fiscal 2003, there was extensive changes made to our customer base as a result of reorganising our
business and restructuring several segments. Therefore it was considered impracticable to restate our
comparative information for fiscat 2002 to reflect the position as if our current business segments and
segment accounting policies existed in that financial year. We are also unable to reconstruct our segments
for fiscal 2004 and fiscal 2003 to be on the same basis as for fiscat 2002. In accordance with applicable
accounting standards, both AGAAP and USGAAP, we have restated those individual disclosure tines that
could be restated under the current structure for fiscal 2002, Refer to note 5 to our financial statements for
details.
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We have discussed the operations of each current reportable segment separately and compared its segment
data in fiscal 2004 with fiscal 2003 to provide meaningful year on year comparisons. However, due to the
extensive restructures in fiscal 2003, we are unable to provide meaningful year on year comparisons for
fiscal 2002. A detailed discussion and analysis of the changes in our operating revenue in each of our major
product groups and our principal operating expense cateqories, is provided in “Operating revenue” and

“Operating expenses” respectively.

Table 30 provides a summary of our sales revenue and EBIT for each of our business segments. For more
information on our business segment results, including intersegment revenues, see note 5 to our financial

statements.

Table 30 - Segment summary data

Year ended 30 June

2004 2003 2002 20042003 2003/2002 %)
{in millions} (% change)

Sales revenue from external customers
Telstra Consumer and Marketing@ ... ... ... 5,719 5.587 } 2.4 .
Telstra Country Wide B 5,224 5,057 ; 3.3 -
Telstra Business and Government'? ... 4,335 4,340 - (0.1) .
TetstraoRetail. ... ..o - R 12,560 - R
TelstraMobie. . . - " 3,501 - "
TelstraInternational. ... ... 1,301 1,471 1,487 (11.6} -
Infrastructure Services . ... &0 118 253 (56.5) .
TelstraWholesale ... ... . 2,604 2,488 2,334 4.7 .
Telstra Technolegy, Innovation and Products ... ... ... t 1 - - -
Other B 1,493 1,413 &7 4 .
Eliminations . ... ... ... . - - {(18) - -
Totalsalesrevenue . ... . . . A$20,737 A%20,495 A$20,196 1.2 1.5
Earnings {loss) before interest and income tax expense (EBIT) (41
Tetstra Consumer and Marketing & 3,331 3,300 . 0.9 .
Telstra Country Wide 1 4,609 4,486 ; 2.7 -
Telstra Business and Government® L L. 3,118 2,085 } 4.5 .
TelstraRetail. ... - - 7,278 - -
TelstraMobite. .. ... i - . 1,542 - .
Telstrainternational. ... ..o (34) (954) (56) 96.4 R
Infrastructure Services . ... (1,568) (1,399) (1,371) (12.1) .
TelstraWholesale ... ... . 2,649 2,547 2,076 5.0 .
Telstra Technolegy, Innovation and Products ... ... ... (1,485) (1,367) ; (8.6) -
Other B (4,121) (3,631) (4,275) {13.5) .
Elminations . ... ..o e 61 (244) 1,022 125.0 .
Total EBIT .o e A$6,560 ASS,723 Ats 216 14.6 {7.9)

U n fiscaf 2003, there was extensive changes made te our customer base. As ¢ resull, it was considered impracticable to restate our comparative
information for fiscal 2002 to reftect the position as If our current business segments and segment accounting polices existed in thot financiot year.
We are aiso unable to reconstruct our segments for fiscal 2004 and fiscaf 2003 to be on the same basis as for fiscal 2002, Due to the extensive
restructures, we are unable to provide meaningful year on year comparisons for fiscal 2002,

{2 Safes revenue and EBIT do not reflect actual operating results achieved for Telstra Consumer and Marketing, Telstra Business and Government and
Tetstra Country Wide. For afl three of these segments, our sales revenue assoclated with the activation of mobile handsets and the majority of costs
of goods and services associated with our mobile revenives are allocated totally to the Telstra Consumer and Marketing segment. These allocations
reflect management’s accountabitity framework and internal reporting system and accordingly no reasonable basis for alfocation to the three
segments exist,
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{3 Safes revenue for our other segment relates primarily to revenve earned by our subsidiary Sensis Pty Ltd. In fiscat 2003, other revenue for this
segment includes proceeds from the sale of 7 office properties of A$570 mitlion. infiscal 2004, segment result for this segment includes the provision
for the non recoverability of the loan to REACH of A3226 miltion. The Asset Accounting Group is the main contributor to the segment result for this
segment, which inclydes primarily depreciation and amortisation charges. The Asset Accounting Group centratly manages att of the Telstra Entitiy’s
fixed gssets, including network assets.

4} Most internal charges between business segments are charged on a direct cost recovery basis. EBIT reflects both internal and external charges.

Telstra Consumer and Marketing

Telstra Consumer and Marketing is responsible for serving metropolitan consumers and small business
customers with Telstra’s full range of products and services including fixed, mobite and data, and
subscription TV. The group is also responsible for the overall management of Telstra’s brands, advertising
and sponsorships, the management of customer facing commercial operations, including front of house,
Telstra shops and dealers, and implementing our product bundling initiatives.

Telstra Consumer and Marketing sales revenue increased by 2.4% to A$5,719 million in fiscal 2004, in its first
full year of operations. The growth reflects the continued strong performance of mobile services, especially
in data and prepaid usage. Strong growth in data and Internet was mainty driven by increased broadband
customers, slightly offset by tower yields with Telstra’s 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. FOXTEL bundled revenue significantly increased in fiscal 2004 off a low base in fiscal 2003 as
this product was only introduced in January 2003.

Teistra Consumer and Marketing EBIT increased by 0.9% in fiscal 2004 as the revenue growth was offset to
some extent by the growth in expenses. Expense growth resulted from anincrease in labour costs driven by
increased staff numbers to support the higher customer base and growth in FOXTEL bundling costs in line
with its revenue increase. This was offset bu decreased domestic and international network payments due
to tower termination rates and the stronger A$.

Telstra Country Wide

Telstra Country Wide is responsible for providing telecommunications services to customers in outer
metropolitan, regional, rural and remote parts of Australia.

Teistra Country Wide sales revenue totalled A$5,224 million in fiscal 2004. Sales revenue growth of 3.3%
was achieved 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 long distance
catls, as well as new revenue streams from subscription TV. This growth was partiatly offset by a reduction
in basic access, local calling and international tong distance revenues due to increased competitor activity
and product substitutions.

Teistra Country Wide EBIT increased 2.7% compared with fiscal 2003 with solid growth in revenue, which
was partially offset by increased costs. The main contributing factors to the increased costs in fiscal 2004
were increased volumes for calls terminating on other carrier’s networks and costs associated with new
subscription TV revenue streams.

TFelstra Business and Government

Telstra Business and Government serves our corporate, medium enterprise and government customers with
the full range of Telstra products and services. It also includes customer care functions and certain product
management groups.

Telstra Business and Government sales revenue totalled A$4,335 million in fiscal 2004. Sales revenuein
fiscal 2004 remained flat compared with fiscal 2003 predominantly due to an environment of on-going price
re-balancing initiatives and tough competition. Solid growth in fixed to mobile revenue in fiscal 2004 was
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achieved due to increased call volumes and growth in the number of mobile phone users in the Australian
market and continved growth in Internet and 1P Solutions related revenue. Basic access revenue increased
in fiscal 2004 due to higher rental and subscription, however local call revenue, nationat long distance calt
revenue and international direct revenue decreased, mainly due to migration to other telecommunication
solutions. Further contributions to sales revenue occurred in fiscal 2004 as a result of the acquisition of the
United Kingdom based Cable Telecom (GB) Limited Group in February 2004 and the business assets of
Powergen in October 2003.

Telstra Business and Government EBIT grew by 4.5% to A$3,118 million in fiscal 2004. This growth was
driven by profits made on the disposal of our investments in IBMGSA and Commander Communications
Limited.

Felstra International

Telstra International is responsible for managing our international investments, which provides a variety of
products and services. These investments primarily include our operations in Hong Kong and New Zeatand.
Telstra International is also responsible for generating profitable growth by enhancing the value of our
existing investments and participating in new growth opportunities mainty in the Asia-Pacific region.
TetstraClear is reported as part of Telstra International for segment reporting purposes, even though it is
inctuded in Telstra Business and Government for internal management reporting purposes. Under AGAAP,
the risks and returns of Telstraltear are considered to be similar to those of our internationalt businesses and
therefore we group TelstraClear with our international operations for segment reporting.

Telstra International sales revenue declined by 11.6% in fiscal 2004 mainly due to the decline in revenues
from (SL that has been offset to some extent by increased revenues from TelstraClear. CSLrevenues
decreased due to the continued impact of aggressive pricing in the Hong Kong mobiles market and adverse
foreign currency movements. TelstraClear has experienced revenue growth with significant new corporate
customers obtained and from aggressive marketing in the consumer and small business markets.

Teistra International EBIT improved in fiscal 2004 mainty due to the write down of the carrying vatue of our
investment in REACH and AJC to zero being included infiscal 2003. As a result, we have suspended equity
accounting for both entities. These write downs resulted in negative impacts to the fiscal 2003 segment
result of A$965 mitlion and A$24 million respectively.

Excluding our write downs in REACH and AJC, EBIT has remained consistent with fiscal 2003 for this segment.
The decline in CSL as a result of price competition in the Hong Kong mobiles market {particularty in the local
voice segment) and adverse foreign currency movements has been offset by the improved TelstraClear
result as it continues to focus on increasing revenue, driving expense efficiencies and investing capital
expenditure wisely.

Infrastructure Services

Infrastructure Servicesis responsible for the operational service, detivery and maintenance of Telstra’s fixed,
mobile, IP and data networks. This includes voice and data, product and application ptatforms, and service
management of the online environment. In addition, Infrastructure Services provides end-to-end project
construction and integration of communications networks and systems for Telstra and other
telecommunications companies.

Infrastructure Services sales revenue decreased in fiscal 2004 following a strong year in fiscal 20603, The
fluctuation in sales revenue was primarily impacted by declining offshore construction revenue and the
short term cable recovery and recucling project. Gffshore construction primarily relates to consolidated
revenues from NDC, which declined in fiscal 2004 following the wind down of our international operations.
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The cable recovery and recycling project decreased in fiscal 2004 due to the winding down of work to recover
and recycle disused copper cable.

Infrastructure Services’ EBIT is negative as this segment does not recover all costs it incurs on behalf of
other segments. Cross segment charges were again minimised resulting in a lower EBIT in fiscal 2004. The
declining offshore construction revenue and the short term cable recovery and recuycling project also
contributed to our decline. These have been partly offset by the continued decline in our tabour costs and
tower discretionary spending following the implementation of cost reduction initiatives.

Telstra Technology Innovation and Products

Telstra Technology Innovation and Products is responsible for the overall ptanning, design and construction
management of our communication networks and associated systems to deliver IT solutions to support our
products, services and customer support function. This segmentis also responsible for product development
and management. In addition, it also includes the office of the Chief Information Officer and the Telstra
Research Laboratories.

Telstra Technologu, Innovation and Products’ EBIT is negative as this segment does not recover ¢osts it
incurs on behalf of other segments. The increase in the negative EBIT in fiscal 2004 reflects the significant
restructuring of the group to better align skills and capabilities to customer needs, as well as the
renegotiation of important supplier contracts. Labour expenses were reduced as improved capitalisation
methods were employed. Increases in service contract expenses reflect one time costs associated with the
renegotiation of major supplier contracts including the modification to our IT services contract with IBMGSA
that resulted in an expense of A$130 million being recognised. Accounting adjustments were lower in fiscal
2004 due to the improved labour capitalisation methodology employed. Increases in general and
administrative costs in fiscal 2004 reflect leasing charges arising from the sale and teaseback of certain
server assets as well as some increases in light, power and accommodation costs. Revenues for this segment
is not a major contributor to EBIT.

TFelstra Wholesale

Telstra Wholesale is responsible for the provision of telecommunications services, infrastructure sharing
solutions and related services that are based on the Telstra networks and delivery systems to other carriers,
CSPs and ISPs. It provides a wide range of products and services including fixed, wireless, data and Internet,
transmission and IP, interconnection, access 1o our network facitities and retailfrebill products. Duringfiscal
2004, NDC was integrated into the Telstra Entity. As aresult, Telstra Wholesale is now responsible for the
sales and marketing functions of these operations.

Teistra Wholesale sales revenue increased by 4.7% primarily due to the growth inthe number of local
service customers and a significant increase in demand for broadband services. Fiscal 2004 saw a
continuation of re-batancing initiatives and commercial negotiations which reduced prices across all
wholesale revenue categories, whilst increasing basic access revenues. Wholesale intercarrier services
revenue remained consistent with fiscal 2003. Continued growth in SMS interconnect revenue and mobile
interconnection volumes, driven by mobile substitution and growth in the overall mobile market, was offset
by reduced yields for these products. Revenue streams from a number of other transmission products were
significantly impacted by aggressive price competition resulting from the infrastructure over-build that
occurred in prior years, Data and Internet services revenue showed growth and was mainty driven by
wholesale broadband offerings. The number of wholesale broadband subscribers grew bu 213.2% during
fiscal 2004.

Teistra Wholesale EBIT increased by 4.0% in fiscal 2004. Qur growth inrevenue has been partly offsetby an
increase in expenses. This was made up of an increase in Telstra Wholesale's allocated share of domestic
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outpayments, offset by a significant reduction in volumes and cost for international voice traffic which was
also assisted by an appreciating A$. A year on year increase in labour expense was attributable to the
increase in staff driven by workloads to support significantly higher than planned volumes of access and
broadband customers, as well as further development in, and the expansion of, the wholesalte market. Total
service contracts and agreements increased due to the renegotiation of customer contracts that included
performance as well as compliance aspects. This is in line with the revenue growth.
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Directors

As at 12 August 2004, our directors were as fotlows:

Name Ade Position Year of initial Year last
g appointment  re-elected (V)

Donald G McGauchie 54 Chairman 1998 2003
John T Relph 71 Deputy Chairman 1496 2003
Zygmunt E Switkowski ¢ 56 Chief Executive Officer, Managing Director 1999 .
Samuel H Chisholm 64 Director 2000 2002
Antheny i Clark 65 Director 1996 2002
John E Fletcher 53 Birector 2000 2003
Belinda J Hutchinson 51 Director 2001 -
Catherine B Livingstone 48 Director 2000 2002
Charles Macek 57 Director 2001 -
John W Stocker 58 Director 1996 2003

U Other than the chief executive officer, one third of directors are subject to re-efection by rotation edach year.

“onzr August 2003, the Telstro Board of Directors re-oppointed the chief executive officer, Zygmunt E Switkowski, for o further term until 31 Decernber 2007

A brief biography for each of the directors as at 12 August 2004 is presented below:

Ponald G McGauchie - AC

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
experienice, having previousty held several high level advisory positions to Government, including the Prime
Minister’'s Supermarket to Asia Council, the Foreign Affairs Council and the Trade Policy Advisory Council. Mr
McGauchie was Chairman of Woolstock Austratia Limited from 1999-2002 and President of the National
Farmers Federation from 1994-1998. He s a partner in C&E McGauchie - Terrick West Estate.

John T Raiph - AC, FCPA, FTSE, FAICD, FAIM, FAusiMM, Hon LLD (Melbourne & Queenstand), DUniv(ACU)
Age 71

Peputy Chairman

Director and Deputy Chairman since October 1996, Interim Chairman 14 April 2004 - 20 July 2004

Chairman, Commonwealtth Bank of Austratia and Australian Foundation for Science; Director, Australian
Farm Institute; Member, Board of Metbournie 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.

Zyamunt 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. Formerty Chief Executive Officer of Optus Communications Ltd and Chairman and
Managing Director of Kodak (Australasia) Pty Ltd and Director of the Business Councit of Australia.

124



Telstra Corporation Limited and controlled entities

Directors, Monagement and Brnployess

Samuel H Chisholm
Age 64
Director since November 2000

Chairman, FOXTEL (FOXTEL Management Pty Ltd, FOXTEL Cable Television Pty Lid, Customer Services Pty
Ltd). Director, Australian Wool Services Ltd and Victor Chang 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 previouslty 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 Ltd.

John E Fletcher - 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 Brambiles in various management
positions for 27 years including an assignment in Europe.

Beiinda J Hutchinson - BEc, FCA
Age 51
Director since November 2001

Director, Energy Australia Limited, QBE Insurance Group Limited, 5t Vincent's and Mater Health Sydney 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 438
Director since November 2000

Chairman, CSIRO and the Australian Business Foundation; Director, Sydney Institute and Director,
Macquarie Bank Limited; Member, Department of Accounting and Finance Advisory Board Macquarie
University.
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Charies Macek - BEc, MAdmin, FSIA, FAICD, FCPA, FAIM
Age 57
Director since November 2001

Chairman, Sustainable Investment Research Institute Pty Ltd and Financial Reporting Councit (FRC);
Director, Vertex Capitatl Pty Ltd, Williamson Community Leadership Program Ltd and Wesfarmers Ltd;
Victorian Councillor, Austratian 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 formerly Chairman and Director of 100F Holdings Ltd and Centre for Eye
Research Austratia Ltd and Director of Famoice Technology Pty Ltd. Mr Macek has had a long association
with the finance and investment industry.

John W Stocker - AQ, MB, BS, BMedSc, PhD, FRALP, FTSE
Age 59
Director since October 1996

Chairman, Sigma Company Ltd; Director, Cambridge Antibody Technotogy Group plc, Circadian
Technologies Ltd and Nufarm Ltd; Principal, Foursight Associates Pty Ltd. Formerly Chief Scientist,
Commonwealtth of Australia and Chairman of Grape and Wine Research and Development Corporation.

On 1 September 2004, Samuel Chisholm announced that he would be retiring as a Director at the Companu’s
annual general meeting on 28 October 2004.

During the year ended 30 June 2004, the following directors resigned:

« Robert C Mansfield resigned as Director and Chairman on 14 April 2004; and
« Wiltiam A Owens resigned as a Director on 6 May 2004,

A brief biography for each of the former directors is presented below:

Robert € Mansfield - AQ, 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 ple, Westfield Management Limited
and Westfield America Management Limited; formerly 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 LLG; Vice Chairman, [CO Global Communications (Holdings)
Limited, Director; Polucom Ing, Viasat Ing, Microvision Ing, Symantec ing, Metal Storm Limited, BAT Limited,
Biolase In¢, Cray Inc, Nortet Networks, IDT Inc, WFI Networks Inc and TIBCO Inc. Former roles include
President and Chief Operating Officer, Science Applications International Corporation (SAIQ); Vice Chairman,
US Joint Chiefs of Staff; Deputy Chief, US Naval Operations; Commander, US Sixth Fleet. Mr Owens has had
astrong history in corporate management of broadband telecommunications, information technology and
Internet applications.
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Senior executives
As at 20 August 2004, the senior executives who are not directors are:

Year appointedto  Year appointed

Name Position a GMD position to Telstra

Bruce Akhurst Group Managing Birector, Telstra Wholesale and Telstra 1999 1996
Broadbond & Media and Group General Counsel

Douglas Campbell  Group Managing Director, Telstra Country Wide 1992 1984

David Moffatt Group Managing Director, Telstra Consumer and Marketing 2001 2001

Ted Pretty Group Managing Director, Teistra Technology Innovation and 2000 1897
Products

Michael Rocca Group Managing Director, Infrastructure Services 2002 1868

Bitl Scales Group Managing Director, Regulatory, Corporate and Human 2002 2000
Relations and Chief of Staff

John Stanhope Group Managing Director, Finance & Administration and Chief 2003 1967
Financial Officer

David Thodey Group Managing Director, Telstra Business and Government 2001 2001

A brief biography of each of the senior executives who are not directors as at 20 Auqust 2004 is as follows:

Bruce J Akhurst - LLB, BEc (Hons)

Bruce Akhurst has responsibility for our Wholesale business, our broadband business, inctuding Internet
service provider BigPond™, our advertising and directory business, Sensis and Telstra Media. Bruce sits on
the boards of TelstraClear and FOXTEL and is chairman of Sensis. Within Telstra, he has management
responsibility for our digital media strategy, which includes our investment in FOXTEL, and our broadband
deployment and stratequ. In addition, Bruce heads our Legal and Company Secretariat group and is
Telstra’s Group Generat Counsel. Bruce joined Telstra as General Counsel in 1996 and became Group
Managing Director in 1999. Before joining the Company, he was the Managing Partner at a national law
firm.

Pouglas € Campbeil - BEng, FAICD

Doug Campbell was appointed Group Managing Director, Telstra CountryWide ® on 4 June 2000, and has
over 30 years experience in the telecommunications industry both in Australia and Canada. Prior to his
appointment with Telstra CountryWide®, Doug held the positions of Group Managing Director, Telstra
Wholesale and International, and Group Managing Director, Carrier Services Business. He has also held the
position of Group Managing Director, Network and Technology, and Group Managing Director, Consumer
and Commercial Customer Operations. Before the merger of Telecom Australia and Overseas
Telecommunications Commission in March 1992, Doug was Deputy Managing Director of Telecom Australia.
Originally from Canada, Doug was President of Canadian Nationat Communications.
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Pavid Moffatt - BBus (Mgt), FCPA

David Moffatt was appointed Group Managing Director, Telstra Consumer and Marketing from 1 October
2003. The group’s activities encompass the provision of fixed and mobile communications, broadband and
entertainment services to the Australian consumer and SME segments. The group also manages the Telstra
Shop chain and our extensive national network of mobite phone dealers as well as our payphone services.
During the year, David also headed Telstra International, was Chairman of CSL and board member of
FOXTEL. David was previously Telstra Chief Financial Officer and Group Managing Director, Finance &
Administration, arole he assumed in February 2001, Prior to joining the Company, David was Chief Executive
Gfficer, General Electric - Australia and New Zealand.

Ted N Pretty - BA, LLB (Hons)

Ted Pretty was appointed Group Managing Director of the Telstra Technotogy, Innovation and Products
group effective from 1 October 2003 and has accountability for the design, development and evolution of
our fixed, wireless and data networks, products and services. The group also encompasses all [T services and
Telstra’s Research Laboratories. Ted is also on the boards of TelstraClear and KAZ Group Limited. Previously,
Ted was Group Managing Director of the Telstra Consumer and Marketing group. Prior to this, Ted was the
Group Managing Director, Telstra Retail. Ted has also held positions as Group Managing Director,
Convergent Business and Managing Director, Telstra International. Before joining the Companyin 1997, Ted
gained extensive experience as a representative, director and key advisor to a number of international
tetecommunications companies.

Michael Rocca ~ MBA, DipEng, GAICD

Michael Rocca was appointed Group Managing Director of Infrastructure Services on 14 August 2602, This
unit of about 18,000 Telstra staff as well as an extensive contract workforce, has the responsibility for
providing design, instatlation and maintenance services to alt of our Australian customers. Prior to his
current assignment, Michael held a range of posts during his 36 year career including being Managing
Director of a number of engineering and service organisations within the Company. In his role as Managing
Director of Service Operations, he has ted the group to achieve an enviable record in the area of delivering
substantial customer service improvements, and cost reduction.

Bili Scales - AC, BEc, FIPAA

Bill Scales joined Telstra in November 2000 as Managing Director, Human Resources and Chief of Staff. He
was appointed Group Managing Director, Corporate and Human Relations on 1 August 2002 responsible for
the management of human resources, corporate and political relations, employee communications and
Chief of Staff to the CEG. In December 2002, Bilt took on additional responsibilities for requlatory affairs, and
was appointed Group Managing Director, Regulatory, Corporate and Human Relations, and Chief of Staff.
Prior to joining the Company, Bilt was Secretary of the Victoria Department of Premier and Cabinet. For6
years he was Chairman and CEC of the Industry Commission, and prior to that Chairman and CEC of the
Automotive Industry Authority. Prior to his involvement with Governments, Bilt held general management
positions in the manufacturing sector.
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John Stanhope - B Com (Economics and Accounting), FCPA, FCA, FAICD, FAIM

John Stanhope was appointed to the role of Chief Financial Officer and Group Managing Director, Finance &
Administration from 1 October 2003. He is responsible for finance, treasury, risk management and
assurance, productivity, corporate services and billing. John previousty served as Director, Finance. In this
rote, which he assumed in 1995, he contributed to T1 and T2, cost reduction programs, growth strategies,
debt raising, capital management and organisationat restructures. In 2003, John was elected as National
President to the Group of 100 for a two year period. He was also appointed as a member of the CPA
Australia’s Professional Education Board for a three year term and is Chairman of the Business Coalition for
Tax Reform. Johnis a director of TelstraClear, REACH, CSL, Sensis and Telstra Super.

Pavid Thodey - BA

David Thodey joined Telstra in April 2001 as Group Managing Director of Telstra Mobile. He was appointed
to the position of Group Managing Director, Telstra Business and Government in December 2002 and is now
responsible for the Company’s industry, government and business customers. Before joining the Company,
Davidwas Chief Executive Officer of IBM Australia/New Zealand and previously held severat senior executive
marketing and sales positions within IBM. Davidis the Chairman of TelstraClear, and is also a director of the
IT Skills Hub.

Business address
The business address for the Company and each of the above directors and officers is:

¢f- the Company Secretary

Telstra Corporation Limited

Level 41, 242 Exhibition Street

Melbourne Vic 3000

Australia

Ph: +61(3) 9634 6400 or +61{8) 8308 1721 {Telstra Switch Board)

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 aggreqate
timit for directors’ fees (under our constitution this includes salary, superannuation benefits and
DirectShares)to be set and varied by approvat of aresolution at the annual generat meeting of shareholders.
Our constitution provides that the atlocation of salary, superannuation benefits and DirectShares among
the directors within the poot limit shall be determined by the Board. The current pool approved by
shareholders at the November 2003 Annual General Meeting is A$1,320,000 (2003: A$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 1o take at teast 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 inaccordance 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 available to directors without charge to allow directors to familiarise
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themselves with our products and services and recent technological developments. To the extent we

consider that this provides a personat benefit, this is included in the “non-monetary benefits” columnin the

table that follows.

Non-executive directors’ remuneration

Primary Benefits Equity Post employment Other Total
compensation benefits compensation
Salary & Non- Other | DirectShares |Superannu-|Increasein| Payment of
fees | monetary ation retirement|( retirement
benefits (I benefits benefits benefits
(A$) (AS) (A$) (AS) (AS) {AS) {A3$) {A$)
Dorald 6 McGauchie ? 45,871 5,285 0,000 30,000 8,628 30,908 . 170,603
John T Ralph @ 141,852 4,172 . 28,000 L5 78 896 . 252,920
Robert € Mansfield 144,200 138 - 56,000 18,800 - 396,664 616,803
Samuel H Chisholm (& - - - - - - - -
Anthony J Clark 67,450 5,338 - 18,060 8,550 47,932 - 148,270
John E Fletcher 37,800 1,720 - 35,000 7,200 24,058 - 105,818
Belinda J Hutchinson 59,661 3,512 - 13,858 6,480  71,7901% - 155,302
Catherine B Livingstone 67,450 3,607 - 18,000 8,550 30,004 - 128,611
Charles Macek 67,450 3,192 . 18,600 8,550 77,7801 . 175,081
Witliam A Dwens (19 46,154 . 31,5200 30,000 . . 74,083 181,766
John W Stocker 34,489 4,501 - 17,396 3,105 60,550 - 180,081

' inciydes the value of the personal yse of praducts and services and other refuted fees.
2 Mr McGauchie was appointed Chairman on 20 July 2004,
This amount is paid to Mr McGauchie for membership of the Telstra Country Wide® Advisory Board. These Fees are for contribution of services in

(3}
addition to Boord duties.

4 mr Rualph was appointed as interim Chalfrman from 14 April 2004 to 20 July 2004,
5 Under current superannuation legisiation Mr Raiph does not receive superannvation benefits as he hus passed his ot birthday.
) Mr Mansfietd resigned from the Telstra Board on 14 April 2004.
{71 Mr Chisholm has declined to receive directors fees.

8
{9

{10} pr Owens resigned from the Telstro Board on 6 May 2004
233 pgy Owens, a US based director, received management consuftancy fees of A$31,529 {paid in US dollars). These payments are not included when
calculating the total aggregate remuneration pool. These fees are for contribution of services in oddition to Board duties,

Equity compensation - DirectShare

Mr Chisholm receives fees of A$150,000 from Foxtel for services to them as Chairman of their Board
Ms Hutchinson and Mr Macek this year became entitied to retirement benefits after passing the 2 year hurdle described under Retirement Benefits.

As part of the overall remuneration stratequ and to encourage a tonger 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. In accordance 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 atlocated 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 legistative 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 total emoluments in the preceding 3 years. Directors who have served tess
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:

Estimated retirement sum

Name Position as at 30 June 2004
(AS$)

Donald GMcGauchie. ... Chairman 145,277
JohnTRalph ... oo Deputy Chairman 371,735
Samuel H Chisholm®™ Director .
AnthonyJdClark ... ..o o Director 223,882
Johrm E Fletcher ..o Director 90,535
Belinda J Hutehingon. . . ... e Director 71,790
Catherine Blivingstone ... ... ... il Director 94,858
Charles Macek. ... o Director 77,789
John W Stocker . .. Director 269,048

U Mo estimated retirement benefit as Tees have been dectined 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
CEQ and senior executives reporting to the CEOC. The Committee compares both the structure of the
remuneration package and the overall quantum on a periodic basis by comparison to other major
corporations in Australia. Additionatly, the Committee engaged an independent specialised remuneration
consultant to provide advice to warrant that payments are in line with generat market practice and are
competitively placed to attract and retain the necessary tatent for the critical work required in these rotes.
The Committee has met with the consultant as well as receiving reports from him.

The Committee has adopted a set of principles used to guide decisions related to the remuneration of the
senior executives. Specifically, these principles are designed to link the level of remuneration of the CEO 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 etements are visible;

« linked to the performance of the Company;
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« 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.
Linking rewards to performance

The CEO and senior executives are eligible for an annual short term incentive (ST1) based on a range of
Company financial, organisational and individual performance measures. The design of the ST ptan was
approved by the Telstra Board at the beginning of the financial year. The plan focuses on the Company
financial performance measures of EBIT growth, revenue growth and, inthe case of the CEQ, return on
investment. These measures represent 65% of the CEQ’s “on target” incentive payment and 50% of the
senior executives’ “on targel” incentive payment. 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
personal priorities determined by the Beard. 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 1o achieve a minimum performance level or
“threshold” before any payment for that measure becomes eligible. If the minimum level is achieved, then
50% of the amount assigned to that measure becomes payable. Achievement of the “target” level for each
measure wilt qualify 100% to be paid. Similarly, 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 Company.

Atthe 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 isnot
present during discussions, or involved in any of the decision making, on the structure or outcome of the
annual incentive payment to him.

In the case of the CEQ’s and senior executives’ long term incentive (LTI) 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 witl
significantly impact the vatue derived by the CEC 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 allocation date, between the third and fifth
anniversary of atlocation.

Furthermore, performance rights vest on a performance scale. In order to achieve 1060% of vesting
entittement of the performance rights, the TSR must exceed the 75th percentite of the Peer Group in Quarter
1 of the performance period or at least the 50th percentile in Quarter 1 and obtaining the 75th percentite in
any of the remaining seven quarters. If the 50th percentile is not achieved in Quarter 1 then 50% of the
altocation will tapse. The remaining 506% may vest if the 50th percentile is achieved during the remainder of
the performance period.
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As part of its normal practice, the Board reviews the remuneration arrangements of the CEQ and senior
executives on a reqular basis. As aresult of this review, the Board has decided to change the structure and
re-batance the arrangements for fiscal 2005. The major change is that the Board has decided to discontinue
the Deferred Remuneration plan. Deferred remuneration was regarded as fixed remuneration subject to
continued employment with Telstra for 3 years. Instead, the remuneration value normally 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 CEO and senior executives under the annuat ST plan
will continue to be measured against Company, business unit and individual performance, only hatf will be
delivered in cash. The other half will be delivered as rights to Telstra shares which will vest in equat amounts
over the next 3 years at 12 month intervals. The Growthshare Trust will purchase the shares on market and
hold the rights in trust untit they vest. The CEC and senior executives wilt not hold any beneficial interest in
the shares until they are released 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 CEOQ and senior executives the allocation is adjusted by 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
bu the CEQ and senior executives in Telstra.

The Board has atso approved a change to the Telstra Long Term Incentive (LT1) Plan for fiscat 2005, The LTI
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 single performance measure. For allocations made
under the LTI plan in fiscal 2005, 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
altocations 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 5% annuat compound growth for the 3 years prior to testing date. If Telstra’s EPS has
grown annualty by 10% compoundfor the same period, then an additional 50% allocation may vest. Alinear
vesting scale operates for performance between 5% annual compound growth and 16% annuat compound
growth.

The changes to the remuneration structure and arrangements for the CEQ and senior executives
incorporating the ceasing of the deferred remuneration planresults in an increase infixed 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 CEC and senior managers is at risk and relies on
Company performance meeting internal and externat performance targets. The CEQ and senior executives
are able to earn significant rewards only if superior operational and organisational performance is achieved.

Remuneration Structure
Fach element of the remuneration structure for the CEQ and senior executives is described below:
+ Fixed Remuneration

Fixed remuneration is made up of guaranteed satary (including salary sacrifice benefits and fringe
benefits tax for any satary sacrificed benefits etected by the individual) and superannuation. An
individual’s fixed remuneration is generally set once a year as part of the Company wide
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remuneration review. In setting remuneration, the Nominations & Remuneration Committee has
regard to advice provided by an independent remuneration consultant on roles in comparable
groups of companies. Furthermore, a range of macro economic indicators are used to determine
likety 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 legislative requirements in order to meet
superannuation guarantee and other statutory obligations.

Deferred Remuneration

Telstra had a deferred remuneration plan, where the CEO and senior executives were provided part of
their annuat fixed remuneration in the form of rights to Telstra shares through the Telstra
Growthshare Trust. The deferred remuneration plan supported Telstra’s operational and strategic
plans through tinking an etement of the CEQ’s and senior executives’ remuneration with sustained
improvements in shareholder value. Adeferred share was a right 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 CEO 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 CEC and senior
executives may exercise their existing vested deferred shares at the nominal exercise price of A$1.00
for all the deferred shares exercised on a particular day, irrespective of the number of deferred shares
exercised. Upon resignation all deferred shares which have not become vested deferred shares will
tapse. Ifthe 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 CEQ 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 allocation of deferred
shares and forward liabilities for alt alocations. Telstrafunded the proportion of shares that were
purchased to underpin the atlocation of deferred shares and treated these funds as an expense by the
Company.

Short term incentive (5TI)

The STI plan rewards the CEO and senior executives for meeting or exceeding specific key annual
business objectives linked to the annual business plan, at the Company, business unit and individuat
tevel. 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 payments represent a range of 46.0% 1o 73.8% of the targeted incentive payment.
Measures and targeted achievement levels 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 paument. This is dealt with in more detailin the
section titled “Linking rewards to performance”.

Long term incentive (LTI}

The CEC and senior executives participate in the LT] plan based on equity administered through the
Telstra Growthshare Trust. The allocation for the senior executives for September 2003 was in the
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form of performance rights, which are the right to acquire a Telstra share when a specified
performance hurdle is achieved.

In general 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. If the CEC or asenior executive ceases employment with
Telstra for any other reason and the performance rights have not yet become exercisable, the
allocation may be adjusted based on the period of service between the allocation 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 value equivalent to 87.5% of the CEQ’s fixed remuneration and
38.5% of the senior executives’ fixed remuneration were allocated under these plans. These
remuneration values have been determined using the full face value of the shares without any
discounting. These shares only vest if performance hurdles are met.

Telstra Growthshare purchases shares on market in accordance with forward liabilities of
performance rights for all allocations, past and present. We fund the proportion of shares that are
purchased to underpin the atlocation 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 financiat position. The Telstra Growthshare Trustee pays interest to us on the
toan balance and may repauy 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 ditution 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 ptans, TESOP97 and TESOP99. The terms and conditions of participation in these plans for senior
executives were the same as for all other employees.

Telstra OwnShare

To facilitate increasing employee shareholding in Telstra, we operate a restricted share plan (Telstra
OwnShare) through which eligible employees may state a preference to take part of their remuneration as
Telstra shares. The shares are purchased on market and allocated at market vatue 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 emoluments of the CEC and alt eight Group Managing Directors (GMDs) for
fiscal 2004 on the basis that the eight GMD’s have the greatest management authority within the Company
delegated from the CEC.
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CEC and senior executives’ remuneration

The CEC 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 allocated 1o the CEO and senior executives. The second table
provides details of the annualised value of CEQ and senior executives allocations through the LT plan.

Salary Superannu- Shortterm Non-  Other ™ TotalCash beferred  TotalCash plus

(13{6) ation incentive monetar remuneration Deferred
2 benefits ¥ (s Remuneration

(A3) (A$) {AS) (AS) (A3) {A%) (A$) (A3)

Zygmunt E Switkowski 1,339,314 98,437 $27,300 1,381 - 2,066,442 660,854 2,727,286
Bruce Akhurst 757,632 128,368 299 700 489 - 1,187,188 178,454 1,365,643
Dougias Campbeil B(1,559 BS, 441 263,800 2,132 - 1,152,832 178,454 1,331,386
David Moffatt 980,248 11,002 267,600 - 404,000 1,658,850 201,290 1,860,140
Ted Pretty 963,700 36,300 247,600 1,677 240,000 1,488,277 205,258 1,694,535
Michael Rocca 603,770 71,230 270,800 2,772 - 848,572 131,298 1,080,570
Bill Scales 479,807 91,968 234,200 1,380 - BO7, 455 110,128 817,584
John Stanhope 546,820 56,120 250,000 657 - 853,597 92,854 846,451
David Thodey 738,731 67,020 327,600 1,724 . 1,135,075 160,049 1,285,124
Total 7,211,681 646,886 2,788,600 12,222 640,000 11,299,380 1,918,340 13,218,729

1

Includes salary, solary sacrifice benefits and fringe benefits tax.

3 Short Term Incentive relates to performance for the year ended 30 June 2004 and is based on actual performance for Telstra and the Individual.
{3 Includes the benefit of Interest free loans under TESOPO7 and TESOP99 and the value of the personal use of products and services related to Telstra

employment.

4 inciydes payments made to executives for continued service with Telstra as part of their employment contract.

5} The value of deferred remuneration relates to the number of Telstra shares issued under the Deferred Remuneration Plan through Telstra
Growthshare. The remuneration valtye is coleulated by applying valuation simutation methodologies as described in note 19 to the finandial
statements. The value of the instruments is then amortised over three years. The value included in deferred remuneration refates to the current
year amortised volue of the instruments that ore yet to vest, being the instruments issved in fiscal 2003 and fiscal 2004,

) Where Telstra terminates the CEQ’s or a senior executive’s employment prior to the expiration of their employment contract for reasons other than
misconduct, they are entitied to 6 months notice or payment in liev and a termination payment equal to 12 menths pay. Both elements are
calcudated on fixed remuneration at 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 equitu instruments. Therefore, these
values include options and other instruments altocated 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,
forwhich it currently appears highly unlikely that the performance hurdles will be met. It therefore appears
highly unlikely that the CEQ and senior executives will derive any value from their fiscal 2000 and fiscal 2001
allocations. For allocations for fiscal 2002, fiscal 2003 and fiscal 2004, these instruments are also subject to
performance hurdles and therefore the CEC and senior executives may or may not derive value from these

allocations.
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Total LTI equity allocations subject to performance hurdies (*)

Options Performance rights (2  Restricted shares Total

(A$) (A$) (AS) (A$)
Zygmunt E Switkowski . . ... ... .. 838,744 698,567 125,904 1,663,245
Bruce Akhurst. . ... ... ... ... .. 371,788 216,315 51,924 640,027
Dougtas Campbell . . . .. ... ... .. 387,588 262,187 58,736 709,521
DavidMoffatt. . ... ... ... ..... 486,780 249,032 30,160 765,972
TedPretiy . .. ... ... ... .. 414,396 254,813 23,688 692,897
MichaelRocca . ... ... ... ... .. 302,444 164,433 19,564 486,441
BiliScales . . . ... ... ... ... .. 146,820 116,042 3,620 266,482
JohnStanhope . .. .. . ... L. 281,252 105,386 22,544 409,182
DavidThodey. . ... ... ........ 241,368 191,881 - 433,249

' The value of equity bused instryments relate to options, restricted shares, and performance rights issued since the commencement of the LT pian
that have been allocated fromfiscal 2000 which have not vested or lapsed. The value of each instrument is determined by applying option vatuation
simulation methedologies as per the assumptions described in note 185 to the financial statements. The value of the instruments is then amortised
over the relevant vesting period. The value included in remuneration retates to the current year amortised value of the Instruments that are yet to
vest. The valuations used in the current year disclosures are based on the same underlying assumptions 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
wsed in our valuation methodologies, refer fo note 18 to the financiol statements.

2 This inciudes performance rights allocated on 5 September 2003 us part of the annuat LTI plan.

) Wherea vesting scate is used the table reflects the maximum achievable atfocation.

Long Term Incentive allocations during fiscal 2004

In addition to the remuneration detailed in the table in the section headed “CED and senior executive
remuneration”, the CEC and the senior executives received LT allocations of performance rights in
September 2003. These performance rights are subject 1o a hurdle 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 witl tapse and the CEO and senior
executives will derive no vatue. These allocations are included in the table above headed “Total LT equity
allocations subject to performance hurdles”.

Target Allocation ) Maximum Allocation
{A%) (A3)
Zygmunt ESwitkowski . . .. ..o oL 772,412 1,544,824
BruceAkhurst. . .. ... .. L 209,988 418,876
DouglasCampbell . . .. .. ... ... ... .o L. 209,988 418,876
DavidMoffatt. . .. . .. ... ... . .. . .. .. 233,627 467,254
TedPretiy . . .. ... o 233,627 467,254
MichgelRocca . ... ... . ... . . . ... .. 163,324 326,648
BilScales . . . . .. .. ... .. 140,299 280,598
JohnStanhope . .. ... ...l 151,658 303,316
DavidThodey. . . .. ... .. ... ... ... ... ... ... 182,182 384,364
Total 2,307,105 4,614,210

U The vaive of the LTI relates fo the number of rights to Telstra shares issued under the LTI Plan through Telstra Growthshare during fiscal 2004, The
remuneration value is calculated by applying valyation simulation methodologies as described In note 19 of the financial statements to the number
of rights to Telstra Shares that are altocated. This represents the value of the minimum and maximum values that may vest on a scole if the
performarnice hurdie is achieved during the performance period (see Long Term Incentive Plan). These shares may vest during a two year
performance period from 5 September 2006 If the hurdle is achieved. If the hurdle is not achieved during this perfod, the rights will lapse and the
executive will recefve no value from the equity.



Telstra Corpotation Limited and controllied entities

s o 5 O R PN T
, Miamagerment and Braployess

CEO and the senior executives equity based instruments outstanding

Telstra Growthshare (3}(®

Deferred

Long Term Incentive Plans
Remuneration Plans

Number of Number of Number of Options Number of Deferred
Restricted Shares Performance Rights P Shares
Zygmunt E Switkowski ... ... oL 146,000 1,259,400 3,456,000 500,700
Bruce Akhurst. ... ... 68,000 388,600 1,542,000 135,300
Douglas Campbell. ... 8,000 388,600 1,597,000 135,300
David Moffatt......................... 40,000 446,800 1,630,000 152,400
TedPretty ...l 21,000 446,200 1,722,000 155,100
Michael Rocea ...l 22,000 251,200 640,000 100,600
BillScales ...l 5,300 210,400 465,000 84,200
John Stanhope ...l 25,000 182,400 616,600 73,200
David Thodey. . .......... .. ... . ... .. . 345,200 1,868,000 121,600

& Generatly, options, restricted shares or performance rights may only become exercisable if o performance hurdle is satisfled In the performance
period. For details regarding the performance hyrdles of each plan refer to note 19 to the financial statements.
{20 this table reflects aggregate holdings of equity instruments issved through Telstra Growthshare stilt outstanding as at 20 June 2004

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

altocations will tapse.

Details of current equity holdings of all executives under Telstra Growthshare

Instrument Total Options/ Eligible Exercise Expiry Allocation Market  Fairvalue @
Restricted Shares/  executives price date date price at
Performance Rights] participating allocation
beferred Shares date
allocated (A$) {A%) (A%)
Options 1,533,722 21 8.02 13 Sept 2009 13 Sept 1998 g8.02 1.38
3,370,660 G6 6.28 85ept 2010 8 Sept 2000 6.28 1.58
150,000 1 6.55 16 Mar 2011 16 Mar 2001 6.55 1.53
32,416,945 147 4.90 6Sept 2011 6 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 nja 13 Sept 2004 13 Sept 1955 8.0z 5.64
697,960 G6 nfa 85ept 2005 8 Sept 2000 6.28 3.62
40,600 1 nfa 16 Mar 2006 16 Mar 2001 6.55 377
Performance Rights 3,098,155 147 nja 6 Dec 2006 6 Sept 2001 4£.80 2.86
149,000 3 nfa 14 Jun 2007 14 Mar 2002 5.63 3.08
4,034,226 166 nfa 5 Dec 2007 5 Sept 2002 4£.87 2.499
44,200 4 nfa 7 Jun 2008 7 Mar 2003 411 2.60
4,412,800 176 nfa 5 Dec 2008 5 Sept 2003 5.06 3.07
38,700 3 nfa 20 May 2009 206 Feb 2004 &.71 2.73
Deferred shares 2,022,498 166 nja 5Sept 2007 5 Sept 2002 4.87 4.41
22,160 4 nfa 7 Mar 2008 T Mar 2003 411 3.60
2,206,400 176 nfa 5Sept 2008 5 Sept 2003 5.06 4.28
18,350 3 nfa 20 Feb 2009 20 Feb 2004 A.71 4.02

& Generatly, options, restricted shares or performance rights may only become exercisable if o performance hurdle is satisfled In the performance

(2
statements.

period. For details regarding the performance hurdles of each plan refer to note 19 to the financial statements.
The fair va{ues have been colculated using a simulation methodotogy. Specific details on this methodology are contained in note 19 o the financial
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Directors’ and senior executives’ shareholdings in Telstra

As at 12 August 2004, the directors’ and senior executives’ shareholdings in Telstra are:

Directors
Number of shares held
Direct Indirect
interest interest (¥ Total

DonoldGMcGauchie . ... .. ... L L. - 34,328 34,328
John™ Ralph .............................. 1,000 74,843 75,843
Zygmunt E Switkowski @) 0L 46,800 85,850 135,650
SamuelHChishelm . . ... .. ..o o oL oL . . .
Anthong JCark. . .. ... 10,000 5’2,5'03 62,533
JehnEFletcher . . . .. ... ... .. . 48,060 48,060
BelindaJHutchinson . ... ... ... . ... ... .. ....... 3?,111 27,337 64,948
Catherine B LiVEﬂgStOﬂE ...................... 10,400 15,641 26,041
CharlesMacek. . .. .. ... . . e - 39,462 39,462
JohnWStocker . . . . . ... L 800 80,044 81,744

“i Shares in which the director does ot have o relevant interest, including shares held by director related entities, are excluded from indirect interests.
2 inctudes :

+ 400 shares gequired with an inferest free loan and 200 free shares under the terms of the Telstra Employee Share Ownership Plan 1999
(TESOPOS);

« 2,000 shares acquired with an interest free loan plus 500 free shares under the terms of the Telstra Employee Share Ownership Plan 1997
{TESOP97} and 200 loyalty shares obtained under the “one for ten loyalty offer” avallable to all employees who participated In the 1997 public
offer; and

+ 80 loyalty shares received under the “one for ten loyalty offer” available to alt employees who participated in the 1999 public offer,

& During fiscat 2004, Dr Switkowski was granted 503,200 performance rights and 251,600 deferred shares under the terms and conditions of the

Telstra Growthshare Trust Deed. These performance rights and deferred shares are in addition to the above.

Senior executives
Number of shares held
Direct Indirect
interest interest Total

BruceAkhurst . . . . . . ... 7,780 54,711 62,401
DOUQ[CIS Campbell ......................... 9)700 2?)500 3?,200
DavidMoffatt . . . . .. oL 600 3,100 3,700
Ted Prettg ................................ . 2,400 2,400
MichaelRocca. . . . . . . . . o e e 12.0600 . 12 000
BillScales . .. . .. .. . e 8,515 1)400 9,916
Jehn Stanhope ............................. 6,980 3)950 10,940
BavidThodey . . . ... ... ... . .. ... . L. 12,462 5,800 18,262
Employees

Telstra is one of Australia’s largest employers. As at 30 June 2004, the Telstra Group employed 38,564 full-
time emplouees. Telstra also engages employees under flexible work arrangements including casual,
supplementary and part-time staff. As at 30 June 2004, the Telstra Group had engaged the equivalent of
3,377 full-time employees under these flexible arrangements. In total, as at 30 June 2004, the Telstra
Group’s full-time equivalent (FTE) employee total was 41,941, This is slightly less than at the same time in
2003, where the equivalent FTE employee number totalled 42,064,
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The Telstra Group saw a reduction in Austratian based full-time staff numbers during fiscal 2004 from 37,169
to 36,159. This was achieved through a range of company and business unit initiatives including:

« process improvements and structural efficiences to reduce duplication in our inbound call areas;

« acarefully managed efficiency and productivity program;

« theintroduction of new workforce models in a number of operational areas across the company;

« theimplementation of a new operating model for our Information Technology Services group;

+ areview of Telstra’s field workforce; and

« the realisation of a number of synergies as part of the integration of our controtled entity Network
Design & Construction Limited into our core business.

The following table summarises full-time employees and equivalents for the past five financiat years:

As at 30 June
2004 2003 2002 2001 2000
Full-time Austratian based stoff of the Telstra Group 36,159 37,169 &0,427 4k B4 50,761
Full-time equivalent total for the Telstra Group 41,841 42,064 44,977 48,317 53,055

More than 90% of Telstra’s employees work in Austratia. However, Telstra also has significant internationat
interests, with large numbers of employees in New Zealand and Asia as follows (as at 30 June 2004):

+ New Zealand - 1,302;
+ Asio - 981; and
+ Other - 122,

Superannuation

In accordance with our legat obligations, all permanent staff receive superannuation contributions. The
majority of our Austratian employees are members of the Telstra Superannuation Scheme or, in the case of
some employees who were employed prior to 1990, the Commonwealth Superannuation Scheme.

As part of a Telstra initiative during fiscal 2004, full-time and part-time employees who are covered by the
terms of the six major business unit Enterprise Agreements are now able to contribute pre-tax contributions
direct from their salaries into their superannuation accounts. This now means that the majority of
permanent Telstra employees are able to contribute superannuation on a pre-tax basis.

Labour relations

We currently have six major business unit Enterprise Agreements in operation. These agreements provided
staff covered by these agreements with a 2% salary increase in July 2003, a 2% salary increase in January
2004 and another 2% salary increase in July 2004. A further increase is scheduled for January 2005 in
accordance with the agreements. These agreements are due to expire in June 2005.
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Major shareholders

The following table shows the number of unlisted and listed shares on issue at 12 August 2004. The table
also shows, as a group, the shareholdings of our directors and officers:

Title of class Identity of person or group Amount owned % of class
Shares The Commonwealth 6,646,207,123Y $1.0
Shares Listed shareholders 6,182,151,903 48.0

12,628,359,026 100.0
Shares Directors and officers as a group 725,488

(1) All shares held by the Commonwealth are unlisted, except for 211,629 listed shares.
“gefers to direct and indirect holdings.
The shareholdings of each person known by us to be the owner of more than 5% of our voting securities, as
af 20 August 2004, is shown in the table titled “Twenty largest shareholders as at 20 August 2004”. As at 20
August 2004, we are not aware of any individual shareholder, other than the Commonwealth, whose shares
represent more than 5% of the issued and outstanding shares. The Commonwealth has equal voting rights
with all other shareholders.

Distribution of shares

The following table summarises the distribution of our public listed shares as at 20 August 2004:

Number of shareholders Shares'?

Size of holding Number % Number %

To0,000. . oo 1,001,111 59.52 618,172,220 10.00
LOOL-2,000 . o oo 310,506 16.00 498,701,802 8.07
2,000-5,000 . . e 254 4tk 15.13 802,130,306 12.07
§,000-10,000 - . o\ o 70,384 4.19 506,052,911 8.16
10,001-100,000 . . . o oo 35 547 2.11 720,990,973 11.66
100,000 0nG OVEr - . . o o o 890 0.05 3,036,315,230 49.11
TOtal . . o e 1681882 106.00 6 182,563,557 166.00

(1) Number of shareholders holding less than a marketable parcel of shares was 7,483 shareholders who held 571,903 shares.
% Not including those shares held by the Commonwedlth, except for 211,629 listed shares which are held by the Commonweualth,

As at 20 August 2004, we had 1,363 shareholders who were resident in the US. This does not include ADS
holders.
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Twenty largest shareholders as at 20 August 2004

The following table sets out the top 20 shareholders other than the Commonwealth when multipte holdings
are grouped together:

Number

Shareholders % of tssued shares ¥
of shares
1 JP Morgan Nominees Australia Limited 542,482,708 8.77
2 National Nominees Limited 478,468,053 114
3 Westpac Custodian Nominees Limited 428,593,707 6.93
4 RBC Global Services Australia Nomineges Pty Ltd 230,448,269 3.73
5 CitiCorp Nominees Pty Ld 200,928,197 3.2%
& Cogent Nominees Pty Ltd 166,739,516 1.73
7 Queensland Investment Corporation 104,767,343 1.68
B AMP Life Limited 75,305,523 1.22
9 ANZ Norminees Limited 65,242,658 1.06
14 Telstra ESOP Trustee Pty Lid 62,515,075 1.01
11 IAG Nominees Pty Limited 31,044,466 0.50
12 Australion Foundation Investment Company Limited 26,165,259 0.42
13 Government Superanauation Office 23,857,774 0.39
14 Westpac Financial Services Limited 22,248,204 0.36
15 HSBC Custody Nominees {Australia) Limited 21,217,218 .34
16 ICOF Investment Mangement Limited 19,276,386 0.31
17 PSS Board 17,493,010 0.28
18 Victoriar Workcover Authority 16,872,745 0.27
19 Arge Investments Limited 15,208,100 0.25
20 {55 Board 14,816,866 0.24
Total 2,503,692,117 40.49

4 Not including those shares held by the Commeonwealth.
Substantial shareholders

As at 20 August 2004, other than the Commonwealth of Australia, we did not have any substantiat
shareholders.

Relationship with the Commonwealth of Australia

We have a number of distinct relationships with the Commonwealth, including as shareholder, regulator
and customer. The Commonwealth is our controlling shareholder and has speciatrights and privileges
under the Telstra Act. Our relationship with alt of our shareholders (inctuding the Commonwealth} is, in
general, requlated by the Corporations Act, the ASX Listing Rules and our constitution. Commonwealith
departments and independent agencies are also responsible for the regulation of the telecommunications
industry generally and Telstra in particular under the Telstra Act, the TPA, the Telecommunications Act and
the Telecommunications (Consumer Protection and Service Standards) Act.

The Commonwealith as shareholder

At the end of fiscal 2004, the Commonwealth owned approximately 51% of our shares. The Telstra Act
prectudes any reduction in the Commonwealthy's voting rights, paid-up capital or rights to distributions of
capital or profit, if any, below a 50.1% interest without amending legistation. The effect of this is that we
cannot introduce a dividend reinvestment plan or raise new equity capital in a way that would reduce the
Commonwealth’s ownership below this tevel.
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The current Commonwealth Government has sought to amend the Telstra Act to permit the lommonwealth
to sell its remaining interest in Telstra. The main opposition party and minor parties have opposed this
amendment.

We are required under the Telstra Act to provide the Commonwealth with certain information that we would
notgenerally be required to disclose concurrently, if at all, to other shareholders. This information includes:

« annual provision of our three-year corporate plar;

« interim financial statements, if requested by the Communications Minister; and

« reports regarding significant proposed events, including corporate restructurings, acquisitions and
divestitures or joint venture and partnership activities.

We are also required to keep the Communications Minister and the Minister for Finance and Administration
generally informed about our operations and to give them such information about our operations as they
require. Our management is required to appear before and, with limited exceptions, provide information to
Parliamentary committees.

The Communications Minister has the power under the Telstra Act to give us, after consultation with our
Board of directors, such written directions as appear to the Communications Minister to be necessaryin the
publicinterest. To date, no directions have been issued under this power. Cur Board of directors must ensure
that we comply with any such direction. The Communications Minister may not give such directions in
retation to the amounts to be charged for work done, or services, goods or information supplied by us. The
Communications Minister, however, has some discretionary powers in relation to charges. The
Communications Minister also has the power to direct us under the Telecommunications (Consumer
Protection and Service Standards) Act. The Telstra Act deems the Commonwealth Auditor-General to have
been appointed as our auditor for the purposes of the Corporations Act. The Auditor-General cannot be
removed without legislative amendment.

The Commonwealth has the ability to control us. This includes the power to pass any resotution at a
shareholders’ meeting requiring a simple majority, which includes the appointment and removal of
directors, with the exception of matters upon which the Commonwealth is not permitted to vote under the
Corporations Act or applicable listing roles.

The Commonwealth has a set of general policies which apply to partially owned Government business
enterprises, which provide significant commercial freedoms in the conduct of their business, subject to the
oversight of appropriate Ministers. These general policies are applied principally through the Telstra Act,
the Commonwealth Authorities and Companies Act 1997 {Cwth) and our constitution.

The Commonwealth as requlator

We are currently regulated by the Commonwealtth and its departments and independent agencies under a
number of statutes including:

+ the Telstra Act;

+ the Telecommunications (Consumer Protection and Service Standards) Act 1999;
+ theTPA; and
+ the Telecommunications Act.

The Commonwealth’s role as requlator is independent and distinct from its role as shareholder. Like other
regulatory regimes, it is unlikely that the current regime will remain static. It will change over time in light
of experience and new developments in the industry.
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We are also subject to a range of other Commonwealth legislation, some of which does not apply to our
competitors. This legistation covers a wide range of areas including administrative law, environmental law
and employment related law.

The Commonwealth as customer

The Commonwealth is a major user of our services and we estimate its expenditure on our services in fiscal
2004 was approximately A$400 million. The Commonwealth, as a result of telecommunications
tiberalisation, is increasingly seeking to take advantage of open competition when purchasing
tetecommunications services. In future, this may result in reduced business being awarded to us.

Related party transactions

Adiscussion of our related party transactions is contained in “Operating and Financial Review and Prospects
- Related party transactions”.
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Markets in which our shares are traded

We are listed, and those of our shares that are not held by the Commonwealth are quoted, on the ASX and
on the New Zealand Stock Exchange (NZSE). ADSs, each representing five shares, have been issued by the
Depositary and are listed on the NYSE.

The stock market operated by the ASXis the principal stock exchange in Australia. The exchange operates
by way of the Stock Exchange Automated Trading System (SEATS) which is a fully computerised system.

Trading on SEATS takes place each business day between the hours of 16:06am and 4:05pm, Austratian
Eastern Standard Time or Austratian Eastern Standard Summer Time. At 4:05pm each day, the ASX
subsequently matches any buy and selt orders in the system that satisfy both buyers and sellers. The prices
of all listed shares are continuously quoted while the market is open and the system prioritises orders first
by price and second by time of placement in the system. Exchange participants can cross stock between
buying and selling orders, at the buy or sell quote provided those quotes are no more than one marketable
bid apart and can cross outside this range in amounts of A$1 million or more. Transactions on the ASX are
settled on the third business day following the trade date.

Our securities were initially listed on 17 November 1997. This followed the sale by the Commonwealth of
33.3% of its shares in the Company. Subsequently on 18 October 1999, the Commonwealth sold an
additionat 16.6% of its shares in the Company.

Price history of our securities
The following tables give the price history of our securities.
Tabte A shows the high and tow closing prices for shares and ADSs:

« highest and lowest closing sate prices for shares as derived from the daily official list of the ASX; and
« highest and lowest closing sale prices of ADSs quoted on the NYSE.

Tabie A (1) - High and low closing price for shares and ADSs - on an annual basis - for a period of five
years or time of trading if less than five years

USS per
A$ pershare ADS ()

Period High Low High Low
Fiscat 2000. . . . . . .. ... .. ... ... c.16 6.50 29.69 18.38
Fiscat2001. . ... ... ... ... ...... 744 5.31 22.00 13.85
Fiscat2002. . . .. ... ... ........ 5.68 4.48 14.85 12.16
Fiscat2003. . . ... .. ........... 5.04 3.86 15.25 11.84
Fiscat2004. . . . . . ... .. .. ...... 5.15 445 19.17 14.87

() priorto 23 August 1998, each ADS represented 20 ordinary shores. Since then each ADS represents 5 ordinary
shares,

145



Telstra Corpotation Limited and controlied entities

Tabie A (2) - High and low closing price for shares and ADSs - on a quarterly basis for the two most
recent full financiel years

US$ per

AS per share ADS (%)
Period High Low High Low
2002
1July-30September . . ... ... ... 5.04 4.85 13.88 12.51
1 October- 31 December . . . . ... ... 4.85 4.38 13.60 12.33
2003
lJanuary-31March ... 0oL 4.68 3.96 13.80 11.84
1April-3CGJune. . ... ... .. L. 4.53 4.09 15.25 12.30
1July-30September . . ... ... ... 5.15 4.45 17.67 14.87
10ctober- 31 December . . . .. ... .. 4.98 4.71 18.32 16.40
2004
1lanyary-31March ... .00 5.01 4.52 19.71 17.05
1April-3C¢dune. . ... ..o oL 5.08 4.50 17.72 15.80

@ EachADS represents 5§ ordinary shares,
Tabte B shows for the most recent six months, the high and low market prices for each month.

Table B - High and low market prices for the most recent six months

A$ per share L;'?ngf

Period High Low High Low
2004

February . . .. .. ... ... . ...... 4.93 4.67 19.25 17.88
March. . .. ... oL Lol 4.84 4.52 18.87 17.05
April. ..o oL 4.78 4.50 17.72 16.80
May. ... .. 4.76 5.47 17.29 15.86
June. ..o 5.08 4.61 17.69 16.07
July .. 5.05 4.93 18.45 17.31

@) tachADS represents 5§ ordinary shares

There were 6,182,363,532 shares issued and available for trading on the market as at 30 June 2004. This
inctudes 211,629 shares held by the Commonwealth and listed for trading. At that date, 8,034,781 ADSs
{equivalent to 40,173,905 shares)were held by 34 record holders and 2,391,281 ordinary shares were held by
1,368 US record holders.

On 24 November 2003, we announced the successful completion of our A$1 bitlion off-market share buy-
back. Atotal of 238,241,174 shares were bought back at A$4.20 per share, representing 3.71 per cent of the
Company’s non-Commonwealth owned issued capital. The A$4.20 buy-back price comprised a fully franked
dividend of A$2.70 and a capital component of A$1.50 per share bought back.

Before the buy-back, the Company had 12,866,600,200 shares outstanding, including those held by the
Commonwealth. As aresult of the buy-back, the number of shares outstanding reduced to 12,628,359,026
and the number of shareholders has reduced from approximately 1.845 miltion to 1.815 million. The
Commonwealth did not participate in the buy-back.
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On 12 August 2004, as part of our recently announced three year A$1.5 bitlion per year capitat management
program, we announced plans to conduct a second off-market share buy-back of around A$750 million
which is expected to be completed in the first half of fiscal 2005. Details of this buy-back are planned to be

announced towards the end of September 2004.
The closing price for our shares on the ASX on 20 August 2004 was A$4.87 and the closing price for our ADSs
on the NYSE was US5$17.74.
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We are involved in routine litigation. Governmental authorities and other parties threaten and issve legal
proceedings against us from time to time.

In November 2002, Seven Network Limited and (7 Ptu Limited (“Seven”) commenced litigation against us
and various other partiesin relation to the contracts and arrangements between us and some of those other
parties relating to the right to broadcast Australian Football Lengue and National Rugby League, the
contract between FOXTEL and us for the provision of broadband HFC cable services (the Broadband Co-
operation Agreement) and other matters. Seven seeks unspecified damages and other relief, including that
these contracts and arrangements are void. Seven also seeks orders which would, in effect, require a
significant restructure of the subscription television/sports rights markets in Austratia. The matteris
proceeding before the courts but is unlikely to have any material effect on our overall business or financial
position.

We do not consider that there are any other current proceedings which could materially adversety affect our
overall business or financial position.
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Our constitution

The following provides information on the material provisions of our constitution. Our constitution
describes many of the rights of a shareholder.

We may issue further shares but the Commonwealth must hold at least 50.1% of our shares

The directors may issue shares at their discretion. They must, however, act in accordance with our
constitution, the Corporations Act, the Telstra Act, ASX Listing Rules, any special rights conferred on holders
of any shares and any direction from the Company in general meeting where shareholders have been
requested to authorise an issue of shares. However, under the Telstra Act, the Commonwealth must hold at
teast 50.1% of our issued shares. The Commonwealth may hold tess than 50.1% of our issued shares only if
tegislation is passed permitting it to do so.

Calls

Our directors may onty make calls on shareholders in respect of money unpaid on their shares. Qur
shareholders have no other liability to further capital calls. Altshares currently on issue are fully paid.

Restrictions on foreign ownership

Our constitution contains provisions designed to enable us to monitor and enforce the foreign ownership
restrictions contained in the Telstra Act. We have adopted rules to implement these provisions which bind
all shareholders. These are outlined in the “Exchange Controls and Foreign Ownership” section in this
annual report.

Alteration of rights

The rights attaching to our shares may only be varied or abrogated with the written consent of the holders
of three-quarters of the issued shares of that class or with the approval of a special resolution passed at a
separate meeting of the holders of the issued shares of that class. Currently, we have only one class of
ordinary shares.

Borrowing powers

Our directors may exercise all of our borrowing powers in their absolute discretion. This power may only be
varied by amending our constitution which would require a special resolution to be passed by our
shareholders at a general meeting.

Shareholders’ approvai required

The management of the business and affairs of the Company is vested in our directors. However, the
approval of shareholders is required for certain important matters, such as the election of directors and the
sale or disposat of our main undertaking. Asthe Commonwealth holds at least 50.1% of our issued shares, it
has the power to control most decisions made by shareholders.

Directors and shareholders may call a meeting

The directors may call a general meeting at their discretion. The directors mustalso calt and arrange to hold
a general meeting on the request of:

« shareholders who hold at least 5% of the votes that may be cast at the general meeting; or
+ atleast 100 shareholders who are entitled to vote at the general meeting.
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General meeting attendance and notice

Alt shareholders are notified of and may attend all general meetings. We send a notice of the meeting to all
shiareholders at least 28 days before the meeting.

Voting rights

Shareholders (whether residents or non-residents of Australia) may vote at a meeting of shareholders in
person, by proxy, attorney, or representative, depending on whether the shareholder is an individuat or a
company.

Three shareholders (one of whom must be the Commonwealth) must be present in person or by proxy,
attorney or representative to form a quorum. If there is no quorum present at a meeting 15 minutes after
the time set for the start of the meeting, then:

« if the meeting was called by a shareholder or shareholders, the meeting is adjourned to the same
day, time and place in the next week or to such other day, time and place as the shareholder or
shareholders who called the meeting appoint by notice to shareholders and others entitled to notice
of the meeting; or

« inany other case, the meeting is adjourned to the same day, time and place in the next week or to
such other day, time and place as the directors appoint by notice to shareholders and others entitled
1o notice of the meeting.

At the adjourned meeting, the quorum is two shareholders present in person or by proxu, attorney or
representative. One shareholder must be the Commonwealth, untess the Commonweatth received written
notice of the original meeting and did not attend that meeting. The adjourned meeting is dissolved if this
quorum is not present within 15 minutes after the time specified for the meeting.

Shareholders must vote on a show of hands unless apollis catled. A poll may be calted either before a vote
is taken or before or immediately after the voting results on a show of hands are declared. A poll may be
catled bu:

« the chairman of the meeting;

« notless than five shareholders who may vote on the resolution; or

« ashareholder or shareholders who together hold at teast 5% of the votes that may be cast on the
resolution on a poll.

If the demand for a poll is withdrawn, the vote is decided on a show of hands.

Subject to any rights or restrictions attaching to our shares, on a show of hands each shareholder present in
person or by proxy, attorney or representative has one vote and on a poll, has one vote for each fully paid

share held. Presently, we have only one class of fully paid ordinary shares and these do not have any voting
restrictions. If shares arenot fully paid, the number of votes attaching to the shares is pro-rated accordinglu.

An ordinary resolution is passed:

« on ashow of hands, by a majority of shareholders present in person or by proxy, attorney or
representative voting in favour of the resolution; and

« onapoll, by shareholders present in person or by proxy, attorney or representative holding at teast
a majority of the votes cast in favour of the ordinary resolution.
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A special resolution is passed:

« onashow of hands, by at teast 75% of shareholders present in person or by proxy, attorney or
representative voting in favour of the resolution; and

« onapoll, by shareholders present in person or by proxy, attorney or representative that represent at
teast 75% of the votes cast in favour of the special resolution.

Dividends

Subject to any speciat rights attaching to our shares and to the terms of any issue of shares to the contrary,
shareholders receive dividends according to the number of shares held and the amount paid up on those
shares. Currently, no special rights attach to any of our shares.

Rights to profits

The power to declare dividends, pay dividends and fix the time for their paument is vested in the Board. Qur
directors may, before declaring or paying a dividend, set aside out of our profits any amount that they think
should be applied as areserve. Our directors may also carry forward profits which they consider should not
be distributed as a dividend, without transferring those profits to a reserve.

A declaration by our directors as tothe amount of the profits available for dividend is conclusive and binding
on all shareholders.

Bocuments to be sent to shareholders

Shareholders will receive a copy of any financial statements or other documents which we must send to
shareholders under our constitution, the Corporations Act and the ASX Listing Rules. We also offer
shiareholders the opportunity to receive electronic copies of these documents via e-mait as an alternative to
receiving hard copies.

Winding-up

When the Company is being wound up, if the assets available for distribution among shareholders are
insufficient to repay the whole of the paid up capital (inctuding credited as paid), the surplus assets must be
applied first in repayment of paid up capital (inctuding credited as paid). Any remaining surplus assets will
then be applied in repayment of the capitatl paid up (including credited as paid) on all shares that are
restricted securities.

Ifin a winding-up the assets available for distribution among shareholders are more than sufficient to repay
the whole of the paid up capital (including credited as paid), the excess must be distributed among
shareholders in proportion to the capital paid up (including credited as paid) or which ought to have been
paid up (including credited as paid) at the commencement of the winding-up on their shares.

Number of directors

At all times, we must have between 3 and 13 directors on the Board of directors. Shareholders may vote to
increase the maximum number of directors.

Directors’ share qualification

Our directors do not require a share qualification.
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Retirement of directors

Our directors {other than the CEO) may not retain office for more than three years without offering
themselves for re-election. At the annual general meeting (AGM) in each year, at least one-third of our
directors (other than the CEQ) must retire from office. The directors to retire by rotation at each AGM are
those who have been longest in office.

In addition, the Board’s general policy on Board membership for non-executive directors is:

« the maximum retirement age is 72 years; and
« the maximum tenure is 12 years (usually four terms of three years).

Directors’ interests

A director who has a material personal interest in a proposal, arrangement or contract thatis being
considered at a meeting of our directors has a limited right to be present at the relevant meeting and to vote
on the matter.

The power to be present and vote only exists in certain circumstances prescribed by the Corporations Act.
These are:

« when the Board has passed a resolution that identifies the director and his/her interest and states
that the other directors are satisfied that the interest should not disqualify the director from voting
or being present; or

« where the ASICmakes a declaration or class order that the director may be present and vote
notwithstanding hisfher materiat personal interest.

The directors’ power to vote compensation to themselves in the absence of an independent quorum is
timited. If there are not enough directors to form a quorum because interested directors are disqualified, the
directors may:

« call a general meeting to consider a resolution to deal with the matter; or

« seek a declaration from ASIC allowing the interested director to vote and be included in the quorum
(ASIC will only exercise this power when the matter needs to be dealt with urgently and cannot be
dealt with in a general meeting}.

Officers’ indemnity and insurance

Our constitution provides for us to indemnify each officer, to the maximum extent permitted by taw, against
any liability incurred as an officer provided that:

« the liability is not owed to us or arelated body corporate;

« the liability is not for a pecuniary penalty or compensation order made by a court under the
Corporations Act; and

« the liability does not arise out of conduct involving a tack of good faith.

Our constitution also provides for us to indemnify each officer, to the maximum extent permitted by law, for
tegal costs incurred in successfully defending civil or criminal proceedings.

If one 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. 1tis also subject to any corporate policy made by
our CEQ. Our constitution also allows us to indemnify employees and outside officers in some
circumstances. The terms “officer”, “employee” and “outside officer” are defined in our constitution.
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We may pay an insurarice premium insuring a person who is or has been a director, secretary or executive
officer of Telstra or of one of our related bodies corporate against certain liabilities incurred by that person
in such a capacity. The insurance will not cover liabilities which arise out of conduct involving a witful
breach of that person’s duty to us or a breach of their duty not to improperly use their position or company
information.

Dividend policy and capital management

It is our current policy to declare ordinary dividends of around 80% of normal profits (excluding the impact
of writedowns in assets and investments or other similar unusualitems) after tax. The Board also expects to
return A$1.5 billion to shareholders each year for the next three years through special dividends andfor
share buy-backs, subject to maintaining the Board’s target balance sheet ratios.

On 12 August 2004, we announced that additional capitat returns to shareholders in fiscal 20665 will comprise
an off market share buy-back of up to A$750 million and the intention to pay a special dividend of Aéc per
share with the interim dividend of 2004/05.

Telstra’s policy is to pay dividends to Australian and New Zealand shareholders by direct credit to the
shareholder’s or another nominated person’s account with a bank or other financial institution. Telstra
considers that payment by direct credit is fast, efficient and secure and significantly reduces the Company’s
administrative costs in retation to paument of dividends.

Documents on display

It is possible to read and copy documents referred to in this annual report that have been filed with the SEC
at the SEC’s public reference room located at 450 Fifth Street, NW, Washington DC20549. Please contact the
SEC at 1-800-5EC- 0330 for further information. The SEC also maintains a website at www.sec.gov where
many of these documents may be accessed.
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Absence of exchange controls

We will remit dividends, interest or other payments to holders of our securities, unless we are prohibited
from doing so.

There are no general restrictions on moving money in or out of Australia. However, Australian foreign
exchange and other controls are implemented from time to time against certain countries, entities and
persons. Without prior approval of the Reserve Bank of Australia, we are currently prohibited from making
pauments to (or relating to) specified supporters of the former Mitosevic regime of the Federal Republic of
Yugoslavia and specified ministers and senior officials of the Government of Zimbabwe. Further, we are
currently restricted from giving assets to the Taliban, Usama bin Laden, the Al-Qaida organisation and other
persons and entities identified as terrorists or sponsors of terrorism without the permission of the Austratian
Government. We are also currently prohibited from transferring the assets of the previous Government of
Iraq, Saddam Hussein, other senior officials of his regime and their immediate families other thanto a
development fund established to aid Iraq’s reconstruction and rehabilitation.

Restrictions on foreign ownership
Telstra Act

The Telstra Act provides that an “unacceptable foreign-ownership situation” will exist in relation to Telstra
if atl “foreign persons” and their associates hold, in total, a “particular type of stake” in us of more than 35%
of shares held by persons other than the Commonwealth {Aggregate Limit}) or if any foreign person and its
associates hold a “particular type of stake” in Telstra of more than 5% of shares held by persons other than
the Commonwealth (Individual Limit). “Foreign person”, “associate”, “group”, “particular type of stake”,
“direct controlinterest” and “interest” in a share are all defined in the Telstra Act and are summarised below
vnder “Definitions”.

Where an acquisition of shares or interests in shares in any company results in:
« an “unacceptable foreign-ownership situation” in relation to Telstro;

« anincrease inthe total of any type of stake held by any group of foreign persons in Telstra where
there already exists a breach of the Aggregate Limit; or

« anincrease in any type of stake in Telstra held by any foreign person who is already in breach of the
Individual Limit,

and the person acquiring the shares knew or was reckless as to whether the acquisition would have that
result, that person is quilty of an offence punishable on conviction by a fine not exceeding A$44,000.

The Communications Minister or Telstra may apply to the Federal Court for remedial orders where an
vnacceptable foreign ownership situation exists, including orders requiring the disposat of shares,
restricting the exercise of rights attaching to shares or prohibiting or deferring receipt of sums due onshares.
In addition, we are required under the Telstra Act to take all reasonable steps to ensure that an unacceptable
foreign ownership situation does not exist in relation to us.

Our constitution contains provisions to enable us to monitor and enforce the foreign ownership restrictions.
These provisions are binding on all shareholders. Cur Board of directors has adopted rules to implement
these provisions. The rules are outlined below. They may be amended at any time by resolution of our
Board of directors.
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Onor after registration of a transfer or transmission application for a share, when the acquirer first becomes
a shareholder, the acquirer must generally notify us whether it is either:

« aperson with aninterest in a share who is either a foreign person or an associate of a foreign person;
or

« aperson who holds a share in which a foreign person or an associate of a foreign person has an
interest (foreign holder).

The information derived from these notifications is reflected in a register by means of a foreign coding.

Sustems have been established for shares traded onthe ASX so that notifications are given by brokers as part
of routine provision of ASX settlement information (ASX systems). The ADR custodian under the ADR
facilities is automaticatly treated as a foreign holder for the purposes of the constitution, as are all holders
of shares on the New Zealand share register. In the case of other transfers or transmission applications, the
onus is on the acquirer to notify us if it is a foreign holder.

Alt shares held by foreign holders will be treated as foreign unless the holder notifies that some of its shares
are ones in which a foreign person or associate of a foreign person has an interest (foreign shares) whereas
others are not and either:

« divides its holding into separate Holder Identification Numbers or Security Holder Reference
Numbers under the ASX’s CHESS* system, one for foreign shares and one for shares which are not
foreign; or

« provides bi-annual notices indicating the breakdown of its holding into foreign and non-foreign
shares.

The constitution and rules also contain provisions permitting us to send notices to registered holders of
shares with a view to determining whether they are foreign holders or not and requesting details of any
foreign persons or associates of foreign persons having interests in the relevant shares and any other
information relating to foreign ownership which may be requested. Such notices must be answered within
30 days.

If we determine, as aresult of information obtained from the notifications and responses to notices referred
to above, that an unacceptable foreign ownership situation exists in relation to us, there is power under our
constitution to require divestment of shares to remedy this situation. In exercising this divestment power,
we are entitled to rely on foreign codings in the relevant register and upon the notifications and responses
to notices referred to above. We will notify the ASX, NZSE and NYSE if the level of foreign codings comes
within five percentage points of the Aggregate Limit and after that at one percentage point intervals. The
divestment powers are broadly framed and we and our directors are not liable to shareholders for the
manner of their exercise.

If we believe that the Individual Limit has been breached, we mayrequire that any shareholder whose shares
are believed to form part of the contravening “stake” be divested within 30 days of the date a notice
requiring divestment (disposal notice} is given.

If we believe the Aggregate Limit has been breached, the rules currently provide that disposal notices will be
given to all holders whose foreign shares became registered in their names or which became coded as
“foreign” on the day that the aggregate number of foreign coded registrations on the relevant register
exceeded the limit and on each succeeding day whilst the Limit is exceeded.



Telstra Corpotation Limited and controllied entities

RIS PRGPRERE L SR JTITTRRAg. B R ST o NS P S,
Exehange Cordrols and Porelgn Ownership

The recipient of a disposal notice is required to divest the shares that are the subject of the notice before the
divestment date specified in the notice. The divestment date will be the fifth business day of the month next
following the month in which the disposal notice was issued, unless that would be less than 30 days after
the date of issue of the notice, in which case the divestment date will be the fifth business day of the next
month.

No divestment will be required on a divestment date if foreign shares, as shown on the relevant register on
that date, do not exceed the Aggreqgate Limit. If a disposal notice is not complied with, the constitution
contains provisions empowering us to sell the relevant shares on behalf of the holder on or after the relevant
divestment date. The holder will lose the ability to transfer the shares itself after that date.

Transfers among foreign holders and ADR holders
Special arrangements apply to certain transfers from one foreign holder to another.
Disposal notices will not be given in respect of:

« foreign shares acquired from the international underwriters on closing of the internationat offerings
in 1997 and 1999;

« foreign shares acquired under a particular form of ASX “special crossing” for transfers among foreign
hotders. Shares can only be transferred under such a special crossing if they are not, and are not
liable to become, the subject of a disposat notice; or

« shares registered on the New Zealand branch share register or deposited in the ADR facility, though
shares may only be transferred onto the New Zealand branch share register or ADR facility if they are
not, and are not liable to become, the subject of a disposal notice.

NZSE trading is only in shares registered on the New Zealand branch register.

Alt shares deposited in the ADR facility will be treated as foreign. Holders of ADRs are subject to the
Individuat Limit anid must notify the Depositary, as applicable, if any of the ADRs they hold form part of a
“stake” which breaches the Individual Limit. Where the Individual Limit is breached, the Depositary may be
required to divest the relevant shares and the corresponding ADRs may be cancelled. The deposit agreement
contains provisions permitting the Depositary to obtain and supply to usinformation relevantinmonitoring
and enforcing the foreign ownership limits.

The above summary is not complete and is subject to, and qualified by, reference to the constitution and
current rules and procedures that have been adopted by us for the administration of the foreign ownership
provisions in the Telstra Act. Copies of the constitution, the rules and the Telstra Act, are available for
inspection through the Company Secretary, Telstra Corporation Limited, 242 Exhibition Street, Melbourne,
Victoria 3000, Australia during normalt working hours.

Definitions
“Foreign person” is defined in the Telstra Act as:

« aforeign citizen (defined in the Telstra Act as a non-Australian citizen) not ordinarily resident in
Australia {a “foreign citizen”);

« acompany where a foreign citizen or a foreign company {(defined in the Telstra Act as an overseas
incorporated company) holds a particular type of stake in the company of 15% or more;

« acompany where a group of two or more persons, each of whom is either aforeign citizen or aforeign
company, holds in total a particular type of stake in the company of 40% or more;
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the trustee of a trust estate in which a foreign citizen or a foreign company holds a substantiat
interest (essentially a 15% beneficial interest, including such foreign citizen’s or foreign company’s
associates’ interests); or

the trustee of a trust estate in which two or more persons, each of whom is either a foreign citizen or
a foreign company, hold an aggregate substantial interest (essentiatly a 40% beneficial interest
including each such foreign citizen’s or foreign company’s associates’ interests).

A “particular type of stake” in any company held by any person is defined as the aggregate of the “direct
control interests” of that type in that company held by that person and that person’s associates.

An “associate” of a person is defined to include:

L

L

a wide range of direct and indirect retationships such asrelatives, partners, employees and
employers of the person;

if the person is an employee of an individual, other employees of the individual;

if the person is a companuy, an officer of the company and, if the person is an officer of a company,
the company and other officers of the company;

the trustee of a discretionary trust where the person or an associate of the person is a beneficiary;

a company whose directors are accustomed, or under an obligation, to act in accordance with the
wishes, directions or instructions of the person;

a company where the person is accustomed, or under an obligation, to act in accordance with the
company’s wishes, directions or instructions;

a company in which the person has a particular type of stake of at least 15% or, if the personis a
company, a person who holds a particular type of stake of at least 15% init; and

an associate of an associate of the person.

For the purposes of determining foreign ownership of any company, a person’s associates also include any
other person with whom the person has an arrangement enabling them to jointly control any of the voting
power of such company or certain types of power over, or over the appointment of, the Board of directors of
such company.

“Group”, in relation to the foreign ownership limits, includes one person alone or a number of persons, even
if they are not in any way associated with each other or acting together.

A “direct controt interest” of any person in any company is defined as the equivalent percentage of:

L

L

L

the total paid up share capital of the company in which the person holds an interest;
the voting power in the company that the person is in a position to control;

the total rights to distributions of capital or profits of the company to its shareholders on a winding
up, held by the person;

the total rights to distributions of capital or profits of the company to its shareholders, other than on
a winding up, held by the person; and

traced interests held via interposed entities.
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“Interest in a share” is defined to include:

L

L

legal or equitable interests in a share;

certain rights under a contract to purchase a share;

options to acquire a share or an interest in a share;

a right to have a share transferred to the person’s order; and

an entitlement to acquire a share or an interest in a share or to exercise or control the exercise of a
right attached to the share.

However, certain interests in shares are disregarded, including:

L

-

certain interests of lenders under or following enforcement of security arrangements;

interests of a trustee or manager of, or a custodian for, a unit trust or certain Austratian complying or
exempt superannuation funds, if such trustee, manager or custodian reasonably believes that
foreign persons hold beneficial interests in tess than 40% of the capital and income in the trust or
fund;

interests held by an Australian registered life insurance company or a custodian for it, in respect ofa
statutory fund, if the company reasonably believes that tess than 40% of policy holder liabilities of
the fund are owed to foreign persons;

interests hetd by nominees, custodians or depositaries, or brokers acting on clients’ instructions in
the ordinary course of business, provided in each case the holder has no beneficial interest or
discretionary voting authority in respect of the underlying shares;

certain interests held by the international underwriters and their related corporations;

shareholder interests in companies other than us, which are not “foreign persons” under the Foreign
Acquisitions and Takeovers Act 1975 (Cwth);

interests held by persons who are not foreign persons and do not have any substantive foreign
associates (that is, persons who directly or indirectly controt them, with whom they actin concert or
in accordance with whose wishes, instructions or directions they are obliged or accustomed to act);

interests held by any person to the extent that, after such interests have been included in the “stake”
of that person and any of its substantive foreign associates, such interests would also be included in
the stake of a non-substantive associate of the person; and

interests hetd by any person who is not a foreign person to the extent that, in determining the totat
of the stakes of a group of foreign persons, such interests would be counted more than once for that
purpose.

References to “interests” in shares exclude disregarded interests.
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Foreign Acquisitions and Takeovers Act 1975 (Cwth)

The Foreign Acquisitions and Takeovers Act 1975 (Cwth) (“FATA”) applies to an acquisition by a foreign
person of aninterest in the shares of an Australian company with totat assets of A$50 mitlion or more which
results in the acquisition of or addition to a substantial interest in the Austratian company. A “substantiat
interest” is defined to be any single foreign person and its associates controtling 15% or more, or two or more
foreign persons and their associates in aggregate controlling 40% or more, of shares or voting power. Any
proposed acquisition which would result in these thresholds being exceeded should be notified to the
Federal Treasurer and a statement of no objection issued {with or without conditions) in advance of
completion of the acquisition.

When assessing the proposed acquisition, the Federal Treasurer will have regard to the limits prescribed by
the Telstra Act which are also reflected in Australia’s Foreign Investment Policy.

Under the Foreign Acquisitions and Takeovers Regulations, a foreign person that is a foreign custodian may
be certified by the Treasurer as exempt from the operation of the FATA in respect of interests held by the
foreign custodian on behalf of Australians (or other expressiy limited classes of investor). This regulation
has the same effect as the requlations under the Telstra Act, which provide that certain interests in shares
are disregarded including interests held by custodians in the ordinary course of business, provided the
custodian has no beneficial interest or discretionary voting authority in respect of the underlying shares.

Foreign ownership status

At 20 August 2004, the number of Telstra shares recorded as foreign on the Telstra register was 6.2583% of
the total number of issued Telstra shares.
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Australian taxation

The Australian Taxation Office (ATO) has provided advice confirming the Australian income taxation
implications of investment in shares and ADSs as summarised in the following discussion. This discussion is
based on the taw in force at the date of this annual report.

The tax profile of each investor will determine the applicable Australian income taxation implications for
that investor. For example, some investors (such as financial institutions) may hold their investments on
income account rather than on capital account, inwhich case the comments below concerning capital gaing
implications will not be applicable. Certain tax non-residents mau, irrespective of whether the assets they
dispose of are capital gains tax assets that have the necessary connection with Australia (for the purpose of
these discussions, these assets arereferred to as “taxable Australian assets”), be liable to tax in respectof a
profit on a dealing in the asset as ordinary income.

Pursuant to taxation reforms enacted by the Commonwealth Government during fiscat 2003, the Telstra
Entity and its Australian resident wholly owned entities elected, from 1 July 2002, to be treated as a single
entity for income tax purposes.

Freatment of shares
Taxation of dividends

An imputation system operates in Australia in respect of company income tax. Inthe absence of an
exemption or concession, Australian resident companies are liable for Australian income tax on their
taxable income at the corporate rate which is currently 30%. The paument of Austratian income tax by
Austratian companies generates a franking credit which, when the company paus a dividend to
shareholders, generally flows through to Australian resident shareholtders.

At present, it is expected that we will be able to fully frank declared ordinary dividends out of fiscat 2005
earnings. However, no assurance can be given as to the level of franking of ordinary dividends in the future.
This is because it depends upon, amongst other factors, our earnings, Government legislation and our
taxation position.

A tax off set equivatent to the franking credit (known as a “franking rebate”) may be available to certain
Austratian resident shareholders. Under certain rutes, there are circumstances where an investor may not
be entitled to the benefit of franking credits. The application of these rules depends on the investor’s own
circumstances including the period for which the shares are held and the extent to which the investor, if a
resident, is “at risk” in relation to their investment.

Fully franked dividends paid to non-resident shareholders are not subject to dividend withholding tax
{DWHT). Dividends to the extent that they are not fully franked are generally subject to DWHT at the rate of
30% (unless reduced by a double tax treaty). In the case of US tax residents who hold tess than 10% of the
voting power in Telstra, provided that the shares are not effectively connected with a permanent
establishment or a fixed base of a tax non-resident in Australia through which the tax non-resident carries
on business in Australia or provides independent personal services, the rate is reduced under the double tax
treaty to 15%.

Accordingty, dividends paid by us to tax non-residents to the extent to which they are franked will not be
subject to DWHT. The unfranked part of any dividends paid by us to tax non-residents wilt be subject to
DWHT. We deduct DWHT and the tax non-resident receives dividends on the shares net of DWHT.

Fully franked dividends paid to tax non-residents and dividends that have been subject to DWHT are not
subject to any further Australian income tax.
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Taxation of capital gains

Tax non-residents witl be liable for income tax under the capital gains provisions on the gains {in certain
circumstances after an allowance for inflation in Australia or a capital gains tax discount) realised on the
disposal of certain assets which are “taxable Australian assets”. Taxable Australtian assets include a share
{orinterest in a share) in a public company where at any time in the preceding five years the non-resident’s
holding (together with the holding of associates) in the public company is 10% or more.

Tax non-residents who, together with their associates, hold tess than 10% of our shares (or aninterestina
share) will, on disposal of the shares, not be subject to any Austratian income tax on capital gains.
Restrictions on the extent of foreign ownership in Telstra should ensure that tax non-resident investors
qualify for this exemption.

Certain tax non-residents mauy, irrespective of whether the assets they dispose of are taxable Austratian
assets, be liable to taxinrespect of a profit on a dealing in the assets, as ordinary income. A double tax
treaty between Australia and the country of residence of the investor may give relief from liability to pay
the Australian income tax on ordinary income.

Generally, the “business profits” articles of Australia’s double tax treaties provide that aresident of a treaty
country is not subject to Australian income tax on “business profits” derived in Australia, unless derived at
or through a permanent establishment in Austratia. In the case of residents of the US, Article 7 (1) of the
Convention between Australia and the US for the Avoidance of Double Taxation (the US Treaty) provides
that the business profits of a US enterprise are only taxable in the US unless the enterprise carries on
business in Australia through a permanent establishment situated in Australia. The term “permanent
establishment” is defined in Article 5 of the US Treaty. Inthe view of the ATC, capital gains realised on the
disposal of shares would not be “business profits” and the domestic capital gains tax provisions would
apply. Investors should seek their own independent taxation advice should they wish to rely on a double
tax treaty for relief from liability to pay Australian income tax upon the disposal of a share.

Investors who incur a liability for Australian income tax will be required to file an income tax returnin
Australia.

Treatment of American depositary receipts

Non-resident holders of ADRs evidenicing ADSs will be treated for Australian income tax purposes as the
owners of the shares represented by the ADSs.

Taxation of distributions

The Depositary will receive dividends on the shares represented by the ADSs net of DWHT {(where payable).
Holders of ADRs will not be subject to any further Australian income tax on distributions representing fully
franked dividends or dividends that have been subject to DWHT.

Taxation of capital gains

A disposal of an ADR by a tax non-resident investor will constitute a disposal by the investor of the Telstra
shares represented by the ADS evidenced by that ADR. Tax non-residents who, together with their
associates, hold tess than 10% of the shares or interests in our shares (including through ADSs) will, on
disposal of ADRs, not be subject to any Australian income tax on capital gains. Restrictions on the extent of
foreign ownership in Telstra should ensure that tax non-resident investors qualify for this exemption.

Certain tax non-residents mauy, irrespective of whether the assets they dispose of are taxable Austratian
assets, be liable to tax in respect of a profit on adealing in the assets as ordinary income. Adouble tax treaty
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between Australia and the country of residence of the investor may give relief from liability to pay the
Australian income tax on ordinary income.

As discussed above under “Treatment of Shares - Taxation of capital gains”, generaily, the “business
profits” articles of Australia’s double tax treaties provide that a resident of a treaty party is not subject to
Australian income tax on “business profits” derived in Australia, unless derived at or through a permanent
establishment in Australia. Inthe view of the ATO, capital gains realised on the disposal of ADRs would not
be “business profits” and the domestic capital gains tax provisions would apply. Investors should seek their
own independent taxation advice should they wish to rely on a double tax treaty for relief from liability to
pay Australian income tax upon the disposal of a share or ADR.

Australian stamp duty

As we are incorporated in the Austratian Capitat Territory (ACT), the stamp duty treatment of the transfer of
Telstra shares is determined by reference to the ACT’s stamp duty regime.

From 1 July 2001, stamp duty on the transfer of shares which are quoted on a recognised stock exchange
was abolished inthe ACT. This covers both the situation where the transfer of such shares is affected by way
of an “on-market” transfer {ie. through a broker) or by way of an *“off-market” transfer.

This abolition also applies to the transfer of ADRs because ADRs are treated in the same way as shares for
stamp duty purposes. Accordingly, from 1 July 2001 the transfer of ADRs is also not subject to stamp dutyin
the ACT.

United States taxation

This section describes the material US federal income tax consequences to a US holder {as defined below) of
owning shares or ADSs. It applies to investors only if they hold their shares or ADSs as capital assets for tax
purposes. This section does not apply to investors if they are a member of a special class of holders subject
to special rules, including:

+ adealer in securities;

« atraderin securities that elects to use a mark-to-market method of accounting for securities
holdings;

+ atax-exempt organisation;

« alife insurance company;

« aperson liable for alternative minimum tax;

« aperson that actually or constructively owns 10% or more of Telstra’s voting stock;

« aperson that holds shares or ADSs as part of a straddle or a hedging or conversion transaction; or
« a US holder (as defined below) whose functional currency is not the US dollar.

This section is based on the Internal Revenue Code of 1986, as amended, its legislative history, existing and
proposed regulations, published rulings and court decisions, as well as on the US Treaty. These laws are
subject to change, possibly on a retroactive basis. i addition, this section is based in part upon the
representations of the Depositary and the assumption that each obligation in the deposit agreement and
any related agreement will be performed in accordance with its terms.
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Aninvestor is a US holder if it is a beneficial owner of shares or ADSs and it is:

« qacitizen or resident of the US;

+ adomestic corporation;

« an estate whose income is subject to US federal income tax regardless of its source; or

« atrustifa US court can exercise primary supervision over the trust's administration and one or more
US persons are authorized to control alt substantial decisions of the trust.

Investors should consult their own tax advisors regarding the US federal, state and local and the Australian
and other tax consequences of owning and disposing of shares and ADSs in their particular circumstances.
In general, and taking into account the earlier assumptions, for US federal income tax purposes, if investors
hold ADRs evidencing ADSs, they will be treated as the owner of the shares represented by those ADRs.
Exchanges of shares for ADRs, and ADRs for shares, generally will not be subject to US federal income tax.

Taxation of distributions on shares or ADSs

Under the US federal income tax taws, if an investor is a US holder, the gross amount of any dividend we pay
out of our current or accumulated earnings and profits (as determined for US federal income tax purposes)
is subject to US federal income taxation. If an investor is a non-corporate US holder, dividends paid to them
in taxable years beginning after 31 December 20602 and before 1 January 2009 that constitute qualified
dividend income will be taxable to them at a maximum tax rate of 15% provided that they hold the shares
or ADSs for more than 606 days during the 120-day period beginning 60 days before the ex-dividend date and
meet other holding period requirements. On 19 February 2004, the IRS announced that it will permit
taxpayers to apply a proposed legislative change to the holding period requirement described in the
preceding sentence as if such change were already effective. This legislative “technical correction’ would
change the minimum required holding period, retroactive to 1 January 2003, to more than 60 days during
the 121-day period beginning 60 days before the ex-dividend date. Dividends we pay with respect to the
shares or ADSs generally will be qualified dividend income.

Investors must include any Australian tax withheld from the dividend paument in this gross amount even
though they do not in fact receive it. The dividend is taxable to investors when they, in the case of shares,
or the Depositary, in the case of ADSs, receive the dividend, actuatly or constructivety. The dividend will not
be eligible for the dividends-received deduction generally allowed to US corporations inrespect of dividends
received from other US corporations. The amount of the dividend distribution thatinvestors must include in
their income as a US holder will be the US dollar value of the Australian dollar payments made, determined
at the spot A$/US$ rate on the date the dividend distribution is includible in their income, regardless of
whether the payment is in fact converted into US$. Generally, any gain or loss resulting from currency
exchange fluctuations during the period from the date they include the dividend payment in income to the
date they convert the payment into US$ wilt be treated as ordinary income or toss and will not be eligible for
the speciat tax rate applicable to qualified dividend income. The gain or loss generally wilt be income or toss
from sources within the US for foreign tax credit limitation purposes. Distributions in excess of current and
accumulated earnings and profits, as determined for US federal income tax purposes, wilt be treated as a
non-taxable return of capital to the extent of their basis in the shares or ADSs and thereafter as capital gain.

Subject to certain limitations, the Austratian tax withheld inaccordance with the US Treaty and paid over to
Austratia will be creditable against investors’ US federal income tax liability. Speciat rules apply in
determining the foreign tax credit limitation with respect to dividends that are subject to the maximum 15%
tax rate.
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Dividends witl be income from sources outside the US, but generaltly will be "passive income” or "financial
services income” which is treated separately from other types of income for purposes of computing the
foreign tax credit allowable to investors.

Taxation of capital gains

If an investor is a US holder and it sells or otherwise disposes of its shares or ADSs, it will recognize a capital
gain or loss for US federal income tax purposes equal to the difference between the US dollar value of the
amount that it realizes and its tax basis, determined in US$, in its shares or ADSs. Capital gain of a non-
corporate US holder that is recognized on or after 6 May 2003 and before 1 January 2009 is generatly taxed
at a maximum rate of 15% where the holder has a holding period greater than one year. The gain or loss witl
generally be income or toss from sources within the US for foreign tax credit limitation purposes.
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The potential for change in the market vatue of our financiat assets and liabilities is referred to as “financiat
market risk”. We sometimes enter into financial instruments to manage our exposure to financial market
risk such as interest rates and foreign currency rates that arise as part of our normal business operations.

Derivatives are financial instruments such as interest rate swaps, futures, foreign exchange forwards and
cross currency swaps that derive their value from specified assets, indices, reference rates or a combination
of these factors. We use derivative financial instruments, in accordance with Board approved policies, to
hedge the market risks and volatitity of financiat outcomes arising from the underlying phusicat business or
balance sheet exposure.

We are exposed to interest rate risk due to our borrowings

Our borrowings are generally for maturities of up to ten years and we manage our debt in accordance with
targeted interest rate and debt portfolio maturity profiles. Where the actualinterest rate profile on the
physical debt profile differs from our desired target, we use derivatives, principally interest rate swaps, to
achieve the target net debt profile. Our net debt portfolio therefore includes both physical borrowings (such
as bonds and commercial paper) and associated derivative instruments (such as cross currency and interest
rate swaps).

Ourinterestrateriskis calculated as the net of the interest rate exposure on our total net debt portfolio, after
offsetting any holdings of financial assets whose value is sensitive to interest rates.

The interest rate on a proportion {of face value approximately A$5b) of our borrowings is subject 1o a limited
increase through “coupon step-up” clauses triggered by credit ratings downgrades from Standard & Poor’s
andfor Moody’s Investor Service. The interest rates on this debt will increase by 6.25% up to a maximum of
0.50% pa if our minimum credit rating falls to A- (5&P) / A3 (Moodys) or below depending on the particular
trigger points of each borrowing and the extent of the rating change. In some cases, the interest rate
increase will step-down again if the minimum credit rating was to subsequently increase above the
previousty mentioned trigger points.

We have exposure to foreign currency risk due to our normal business operations and borrowings
Foreign currency exchange risk arises from:

« firm or anticipated transactions for receipts and pauments for internationat telecommunications
services settled in or dependant on foreign currencies;

« investments {both business and financial) denominated in foreign currencies;
« purchase commitments for material and supplies with prices dependent on foreign currencies; and
« borrowings that are denominated in foreign currencies.

We manage the foreign exchange risk on our foreign currency denominated borrowings by effectively
converting them to A$ borrowings at drawdown by applying cross currency swaps to matority. Where
foreign currency borrowings are used to hedge a specific underlying foreign exchange exposure, they are
not swapped to A$ (eq. to hedge financial investments in foreign currency denominated securities and
borrowings raised for offshore ventures). Foreign exchange risks that arise from the purchase of goods and
services are managed principaltly through the use of forward foreign currency derivatives.

We manage our translation foreign exchange risk to offshore business investments principally through
foreign currency denominated borrowings (either physical or synthetic) in the currency of the entity
concerned. Gur economic foreign exchange risk is assessed for each individual currency, calcutated by
aggregating the net exposure for that currency.
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Our economic exposure to movements in market risks is assessed and measured on a fair value basis
Two methods used to assess and present our overall estimated market risk are:

« sensitivity analusis; and

« value-at-risk or “VaR”.

These are undertaken to assess the potential impacts of adverse movements in the fair value of the retevant
portfolio at the reporting date as shown below. Since market rates move in both directions, these can be
advantageous as well as adverse. Hedging to protect against a downside risk can, inits establishment,
remove or diminish the potential upside benefits.

Sensitivity analysis
We undertake a sensitivity analusis on our net debt and foreign exchange exposure portfolios after

application of all hedging transactions. This is based on an instantaneous adverse proportional movement
of 10% in interest rates and exchange rates.

The probability of this occurring is not factored into this sensitivity analysis. Also, the diverse nature of the
portfolios is not taken into account and concurrent adverse movements in all exchange rates and interest
rates is assumed.

For these reasons, the analysis mauy be conservative and may not represent likely market volatility since
historically it is unlikely that there would be a concurrent adverse movement across all factors.

Adverse proportional movement of 10% across risk categorles

As at 30 June
2004 2003
{ASm approximate)

Risk Categories

Interestrates . . .. ... ... L ... 210 186
Foretgncurrencyrates .. ... ... ... L. L. 80 98
Total 290 284

The foreign currency rate numbers include the translation exposure movements generated from our
overseas investments in CSL and TelstraClear. A proportion of both these exposures is hedged using
combination of foreign currency borrowings and foreign currency derivatives.

VaR

VaR is used to assess the maximum potential adverse outcome due to market movements over a defined
time horizon and with a specified confidence level based on historical volatitities. VaR assessments are
formed by adding two basic components, namely the current *fair value’ amount of the transaction on the
day and the potential ‘fair value’ movement that might occur over the time through to maturity. This
potential component is calculated using the current statistical volatility relevant to the particular
instrument derived from sound market wide data.

For the VaR numbers reported below, a one month time horizon and a 99% confidence level were used. This
one month time horizon differs from many financial institutions who hedge for trading purposes and where
a shorter one day period may be more appropriate. We consider a one month holding period is appropriate
as our hedging activities are of a non-trading nature.

The monthty figures quoted can be approximately converted to daily assessments by multiplyingby 0.22 or
to 12 monthly estimates by multiplying by 3.5. For example, the VaR monthty result for foreign exchange
of $46 million converts to an annuat equivalent of approximately $161 million.
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We derive the potential fair value impact by applying historicat volatility measures to the identified current
market risk.

Unlike the sensitivity analysis, our overall VaR analysis takes into account the diversified nature of our net
debt and net foreign exchange exposure portfolios and incorporates historical correlation between the
markets. This projection based on historicat volatility is, however, only an estimation of future volatility.
The actual future volatility could be substantially different.

We arrived at the VaR numbers by using a Monte Carlo simutation model developed by our consuliing
actuaries, Wiltiam M Mercer Pty Ltd, which uses the RiskMetrics® methodology and RiskMetrics” data sets.
The data sets from RiskMetrics® comprise:

« interest rate and foreign exchange rate volatilities; and
« correlations between interest rates and foreign exchange rates.

The simulation model determines the distribution of the fair vatue of our debt portfolio and foreign
exchange portfolio plus hedges at future rates. This is undertaken by simulating interest and foreign
exchange movements against our actual transaction portfolio. In deriving the VaR numbers, 50,000
simulations have been undertaken to ensure the production of stable, robust results.

The VaR methodology adopted determines the maximum potential adverse outcome on the fair value with
a 99% confidence level (ie. the value for which there is a 1% chance of being exceeded).

var @
As at 30 June
2004 2003
Fair Value Risk - (One month holding period) {ASm}
Risk categoties
Interestrates . . ... .. ... L. . 164 240
Foretgncurrencyrates . .. ... ... ... 46 &7
Substotal. . .. L L 210 287
Diversification effect® . . ... ... .. . ... ... .. (61) (52)
Total 169 235

& por approximate conversions from monthiy VaR cost multiply by 0.22 to give dafly VaR and
3.5 to give twelve monthiy VoR. These conversion factors assume that the portfolios
continue with the same basis profies, such as maturity and debt mix.

@ Equals the difference between the total monthly VaR and the sum of the monthiy VaRs for
the two tisk categories. This effect arises because there is a degree of correlation between
the two market risk cotegories.
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VaR calculations were undertaken for portfolio balances at the end of each quarter during fiscal 2004. The
following table shows the high, low and average amounts of the portfolio VaR based on these quarterly
results. 1t should be noted that the portfolio composition changes each quarter and the high and low
quarters are selected based on the then existing portfolio values. These quarters may therefore not
represent the high or low for each particular component of interest rate and foreign exchange rate
movements and inter quarter exposures can change significantly.

VaR ! analysis
As at 30 June 2004
High low Average

Fair Value Risk - {One month holding period) {ASm}
Risk categories

interestrates . . . ...... ... ... 197 164 190

Foreign currencyrates . ... ... .. 60 46 44

Sub~totab. . ... ... 257 216 234
Diversification effect ™ . .. ... .. .. (52) (41) (42)
Total 205 169 192

& For approximate conversions from monthiy VaR cost multiply by 0.22 to give daily VaR and
3.5 to give twelve monthiy VoR. These conversion factors assume that the portfolios
continue with the same basis profifes, such as moturity and debt mix.

@ Equuals the difference between the total monthiy VaR and the sum of the monthiy VaRs for
the two risk categories. This effect arises because there is a degree of correlation between
the two market risk categorfes.

Additionat information regarding our market risks is provided in note 29 to our financial statements.
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The Telstra Board aims for best practice in the area of corporate governance. Gur main corporate
governance and board practices in ptace during fiscal 2004 are described in this section and, where
appropriate, elsewhere in our annual report. Further information regarding our corporate governance and
board practices can also be found on our website, www.telstra.com.aufcommunicationsfcorpf
governance.cfm.

We are committed to continually reviewing and updating our corporate governance practices. As new
corporate governance requirements and guidance notes 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.

Telstra complies with the ASX Corporate Governance Council’s “Principles of Good Corporate Governance
and Best Practice Recommendations” released in March 2003.

The Board of Directors
Role and responsibilities of the Board

The directors are accountable to shareholders for the management of Telstra’s business and affairs and the
Boardisresponsible to shareholders for the overall strateqgy, governance and performance of the Company.
The Board’s role includes:

« providing strategic direction to the Company by working with management to establish, monitor,
develop and modify the Company’s stratequ and performance objectives;

« approving significant business decisions;
« 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 senior
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
management systems;

« reviewing and approving statutory accounts and monitoring financial results;

« 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-to-day management of the Company to the CEQ and has put a
formal delegations structure in place which sets out the powers delegated to the CEO and those specifically
retained by the Board.
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Board membership, size and composition

The maximum number of directors provided for by our constitution is 13 and we currently have 10 directors
on the Board. A casual vacancy to the Board may be filted or an additionat director appointed, up to the
maximum number of directors, either:

« by the directors after consulting with the Communications Minister; or
« by anordinary resolution 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 aqe is 72 years; and
« the maximum tenure is 12 years (ie. four terms of three years).

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,
Management and Employees” section of this annual report.

Role of the Chairman
The Chairman is appointed by the Board. The Chairman’s responsibilities inctude:
+ chairing Board meetings and shareholder 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 Company are
addressed;

« maintaining a reqular dialogue and mentoring relationship with the CEOQ and Group Managing
Directors;

« monitoring Board performance; and

« guiding and promoting the on-going effectiveness and development of the Board and individuat
directors.

Director Independence

With the exception of the CEQ, all directors are non-executive directors and each non-executive director is
considered by the Board to be independent.

Generalty 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
materiatly interfere with, the exercise of the director’s unfettered and independent judgment.
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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 recommendations of the ASX
Corporate Governance Council. 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
require attention between scheduled meetings. The regular business of the Board includes business
investments and strategic matters, governance and compliance, the CEQ’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.

Details of the number of meetings held by the Board during fiscal 2004 and attendance by Board members
are set out in the Directors’ report.

Performuance Evaluation

The Board regularly reviews its performance and the performance of its committees. Infiscal 2004, the
Board engaged an external consultant to conduct interviews with each of the directors to assist in
evatuating the performance of the Board and the consultant’s report was provided to each director.
Following each Board committee meeting, the Board receives a report from the Chair of the committee on
the activities and performance of the relevant committee.

Conflicts of Interest

The Corporations Act and our constitution require directors to disclose any conflicts of interest and to
generally abstain from participating in any discussion or voting on matters in which they have a materiat
personal interest. A director who believes he or she may have a conflict of interest or material personal
interest in a matter is required to disclose the matter in accordance with the relevant Corporations Act and
constitutional requirements.

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 management on specific
issues. Directors and Board commitiees are also able to obtain independent professional advice at Telstra’s
cost.

Committees of the Board

The Board also operates through committees that hold responsibitity for particular areas. The two main
committees are the Audit Committee and the Nominations & Remuneration Committee. Each committee
operates in accordance with a written charter, operating principles and Telstra’s constitution. Thereis also
a Technology Committee which provides a forum to brief directors on emerging technologies and the
Company’s technology strategy. Meetings of the Technology Committee are open to all directors.
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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 financiat
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 fulfil its fiduciary and stewardship obligations; and

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

Subject to the role of the Auditor-General {as explained below), the Audit Committee {(not management) is
also responsible for approving all audit engagement fees and programs, as well as all non-audit
engagements by Telstra’s external auditors.

Composition and membership of the Audit Committee

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 judgment 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 literate and have sufficient financial knowtedge and
understanding to altow them to discharge their duties.

In addition, the chairman of the Audit Committee must not be the chairman of the Board of directors and nio
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 (Chairmany;
+ JohnRalph;
+ (harles Macek;
+ Anthony Clark; and
« Catherine Livingstone.

Details of the qualifications of each member of the Audit Committee are outlined in the “Directors,
Management and Employees” section of this annual report.

John Ralph stood 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, Telstra together with the Commonwealth Auditor General (acting through the Australian
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 result 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 to attend Audit Committee 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 also reqularly meets with the internal auditor and the externat auditors in the absence of
management.

Details of the number of meetings held by the Audit Committee during fiscal 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&R() (previously known as the Appointments and
Compensation Committee) is a committee of the Board whose primary functions inctude advising the Board
on matters regarding the composition and remuneration of the Board, remuneration, appointment and
performance of the CEQ, remuneration of senior management and Telstra 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:

«  Donakd McGauchie {Chairman from December 2003);

+ JohnRalph;

« Robert Mansfield (Chairman from July 2003 to December 2003)(resigned in March 2004);
+ Charles Macek (appointed in December 2003); and

+ John Stocker (appointed in March 2004).

Robert Mansfield resigned 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. John Stocker resigned as a member of the N&RC on 11 August
2004. John Fletcher was appointed a member of the N&RC on 11 August 2004.

Details of the qualifications of each member of the N&RC are outlined in the “Directors, Management and
Employees” section of this annual report.



Telstra Corpotation Limited and controlled entities

Meetings of the N&RC

The N&RC meets at least twice a year or more 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 material
personal interest in a matter that is being considered at a meeting, hefshe 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.

Telstra’s Remuneration Framework

Information in retation to the Company’s remuneration framework {including information regarding our
remuneration strategy and policies and their relationship to Company performance), together with details
of the emoluments paid to Board members and senior executives during fiscal 2004, can be found in the
“Directors, Management and Emplouyees” section of this annual report.

The Board reviews the CEQ’s performance against pre-determined performance metrics, personal priorities
and the overall performance of the Company. Similarly, the CEO reviews each GMD’s performance against
personal and business unit performance metrics. The CEC’s assessment of GMDs’ performance is submitted
for review and endorsement by the Board.

Audit Governance and Financial Reporting
Relationship with external auditor

In accordance with section 36 of the Telstra Act, it is a legislative requirement that the Auditor-Generat of
Australiais the auditor of Telstra Corporation Limited for Australian Corporations Act purposes. The Auditor-
General has appointed an agent, Emst & Young, to assist in performing independent external audit duties at
Tetstra.

The Audit Committee has the authority and responsibility to select, evaluate and, where appropriate,
replace the externat auditor for filings outside of Australia. Telstra, through the Audit Committee, has
appointed Ernst & Young as its externat 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 a whole. The
Auditor-General also owes statutory duties as an independent officer of the Commonwealth. Ernst& Young,
as the external auditor appointed by Telstra for fitings outside Australia, is accountable to the Board, the
Audit Committee and shareholders.

Restrictions on performuance of non-audit services and auditor 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 laws and rules of each
jurisdiction in which filings are made for the purpose of expressing an opinion on such statements. The Audit
Committee approves the provision of audit services as part of the annual approval of the audit plan.
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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
finarniciat statements;

« financial information system design and implementation services;
« appraisal or valuation services, fairness opinions, or contribution-in-kind reports;
+« actuarial services;
+ internal qudit services;
« management functions or human resources;
+ broker or dealer, investment adviser, or investment banking services; and
« legal services or expert services unrelated to the audit.
In addition, Ernst & Young does not provide taxation advice of a strategic or tax planning nature.

Alt other non-audit services may only be provided by Ernst & Young if the Audit Committee and the Auditor-
General have expressty approved the provision of the non-audit service and the performance of the non-
audit service will not cause the total annual revenue to Ernst & Young from non-audit work to exceed the
aggregate annuat 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 the
Audit Committee a formal written statement delineating all relationships between the Auditor-General,
Ernst & Young and Telstra or any of its controtled entities. The statement includes a report of all audit and
non-audit fees bilted by the Auditor-General and Ernst & Young during the most 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 internat quality control procedures.

The Audit Committee considers whether Ernst & Young’s provision of non-audit services to the Company is
compatible with maintaining the independence of Ernst & Young. The Audit Committee also submits
annually to the Board a formal written report 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 applicable, the Audit
Committee 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

As it is a legislative requirement that the Auditor-General is the Company’s auditor for Australian
Corporations Act purposes, the Auditor-Generalis not subject torotation. As noted above, during fiscal 2004
Telstra and the Auditor-General conducted atender process inrespect of the Company’s auditrequirements.
On 22 June 2004, Telstra in conjunction with the Auditor-General announced that Ernst & Young had been
reappointed as the Auditor-General’s sub-contractor to assist it with audit functions for the Company in
Austratia and as Telstra’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.
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External Auditors’ Attendance at Annual General Meeting

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

Audit Committee Processes
The Audit Commitiee, on an annual basis:

« reviews its charter and operating principles to determine their adequacy for current circumstances
and recommends to the Board the formal adoption of the revised charter and operating principtes for
future operations of the Audit Committee;

« meetsseparately with theinternal 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 financiat report to be
included in the annuatreport, including the Auditor-General’s and Ernst & Young’s responsibilities
under generalty 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 & Young’s judgments about the quatity, not just the acceptability, of
accounting principles as applied in the financial report.

Adoption of International Financial Reporting Standards

We will be required to comply with the Australian 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 June 2006. Further information regarding IFRS
can be found in note 1.4 to our financial statements.

Risk oversight and management

Some of the significant risks that could affect the Company are described in the “Key Information - Risk
factors” section of this annualreport. Additionally, some risks may be unknown to us and other risks,
currently believed to be immaterial, could turn out to be material. We are committed to the management
of risks throughout our operations. The role of the Board includes monitoring the integrity of internat
control and reporting systems and monitoring the effectiveness of how strategic, financial, operationat 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 adequacy 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
vsed 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.



Telstra Corporation Limited and controlled entities

The financial risk arising from the Company’s underlying business activities is targely managed through a
central treasury function which applies a prudentiat approach. Insurance is used to transfer significant risk
exposures arising in the key areas of properties, public and product liability, 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 principat objectives being to
minimise the volatility of economic and financial outcomes and to establish sound operational controls.

Evaluation of disciosure controls and procedures

The CEC and CFC have provided the Board with confirmation that, in all material respects, the Company’s
risk management and internat compliance and control systems are sound and operating efficiently and
effectively. The CEO and CFO have also provided the Board with confirmation that, in all material respects,
the Company’s financial reports for the year ended 30 June 2004 present a true and fair view of the
Company’s financiat condition and operationat resulis.

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.

Felstra Valves and Code of Conduct

We provide guidance 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 our 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 legal and requlatory standards. We have a mandatory ethics training
program for alt employees to reinforce these standards. We also provide assistance to employees on the
application and interpretation of the Telstra Values and code of conduct policies through employee help
tines. The Telstra code of conduct is available on our website, www . telstra.com.aufcommunicationsfcorp/
governance.cfm.

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 itlegal, 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, anonymousty. This
service and policy provide protection for people who make disclosures, as well as the rights 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 equat employment
opportunity procedures.
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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 any third party). This policy also restricts the buuing or selling of our securities to three “window” periods
{between 24 hours and 1 month following the release of our annual results, the release of our hatf-yearly
results 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 whichis not generally
avaitable 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 law, notified to the ASX.

Market disclosure

We have established procedures intended to ensure that we comply with our market disclosure obligations.
In particular, we have in place a comprehensive continuous disclosure procedure which is reviewed and
vpdated on aregular basis. The aim of this procedureis 1o ensure that we retease price-sensitive information
in a timely fashion to the various stock exchanges on which our shares and debt securities are listed. Our
procedure runs as follows:

« ultimate management responsibility for continuous disclosure rests with the CEO and the Chief
Financiat Officer {CFO);

« our Continuous Disclosure Committee (Committee), chaired by the Company Secretary, advises the
CEO and the CFO on disclosure matters. The Committee is responsible for an internal disclosure
system which aims to ensure that information that might be disclosable is identified and reviewed
quickly. The Committee’s membership includes the CFC, 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 CEQ, the CFO, all other Group Managing Directors and their direct
reports, atl group financial controtlers and all legal and requlatory counsel) must immediately
inform the Committee of anu potentially price-sensitive information or proposat as soon as they
become aware of it;

« acollective recommendation regarding disclosure is then made to the CEC and the CFO. If the matter
is discltosable, an announcement is prepared and immediately sent via the Company Secretary’s
office electronically to all relevant stock exchanges.

We implement several practices internalty to reinforce the importance of Telstra’s continuous disclosure
obligations and the need to keep the Committee informed about potentially disclosable matters. These
practices are reviewed regularly and inctude the following:

« every director is made aware of our continuous disclosure obligations upon taking office and each
member of senior management undertakes training with the General Counset - Finance and
Administration, in relation to Telstra’s continuous disclosure obligations;

« aweekly e-mail is sent to all senior management reminding them to notify the Committee
immediately if they become aware of any potentially price-sensitive information or proposals;
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« the Committee maintains a list of issues which, although not yet disclosable, are monitored in case
they become disclosable;

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

« aninternal policy is in place governing communications with and provision of information to
shiareholders, brokers, analysts and financial medio;

« the Legat and Regutatory Compliance and Risk Report prepared for the Audit Committee every
quarter includes reporting on continuous disclosure; and

« the Office of the Company Secretary maintains a record of all market announcements made. The
announcements are also posted on our website after market retease is confirmed.

We also have in place an investor relations 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
fulfil our statutory reporting obligations under the Corporations Act and the ASX Listing Rules.

Legal and Regulatory Compliance

Telstra is committed to conducting its businesses in compliance with alt of its legal and requlatory
obligations. Compliance with these obligations is not just a legal requirement but is integral to Telstra's
commitment to its emplouees, customers, shareholders and the community.

The Board is responsible for overseeing the establishment of appropriate compliance frameworks and
controls and monitoring their operationat effectiveness. The Audit Committee has been delegated specific
responsibility for assisting the Board in discharging this responsibitity and in the oversight of the Company's
compliance programs. This oversight is facilitated by the preparation of a quarterly legal 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 regulatory obligations.
These include programs directed to health, safety and environment, equal employment opportunity,
privacy, trade practices and industry requlation.

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 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
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 legat and requlatory compliance issues.

Corporate Social Responsibility

At Telstra, we have 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
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company is not just about financial performance, it is also about being a good corporate citizen, living our
Telstra Values in every decision we make, every day. Further information regarding corporate social
responsibility can be found in the “Corporate Social Responsibility” section of this annual report.

Political and Gther Donations

Telstra does not make political donations. However, in line with other major publicly listed companies, we
do pay fees to attend a range of functions organised by the major political parties where those functions
altow for discussion on major policy issues with key opinion teaders and policy makers.

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

Shareholder 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 refevant announcements made to the market and related information on our website;
« webcasting certain events such as briefings and our annual general meeting; and

« using electronic communications to 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 our participation in the eTree program, of which we are a foundation member. Through the eTree
program, we currently donate to Landcare Australia:

« $2for every shareholder who chooses to receive all of their communications from us electronicalty ;
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 A$125,000 to Landcare Austratia through this initiative.
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. This includes 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 Board continues to strive to achieve best corporate
governance practice, in the context of this shareholding structure.

Compliance with NYSE requirements

The NYSE has recently adopted corporate governance requirements for companies listed onnthe NYSE. The
NYSE has granted foreign private issuers such as Telstra a “home country” exemption from most of these
requirements. We are, however, required to provide a brief description of the material differences between
our corporate governance practices and the NYSE corporate governance requirements either in our annual
report sent to shareholders or on our website no tater than 28 October 2004. This description will be
avaitable on our website prior to 28 Gctober 2004 and will be accessible at www.telstra.com.au/f
communicationsfcorp/governance.cfm at that time.
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The directors present their report on the consolidated entity (Telstra Group) consisting of Telstra
Corporation Limited and the entities it controlled at the end of or during the year ended 30 June 2004.

Principal activity

Telstra's principat activity during the financiat 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.

Resuits of operations
Telstra’s net profit for the year was A$4,118 mitlion (2003: A$3,429 million). This was after:
« deducting income tax expense of A$1,731 mitlion (2003: A$1,534 million); and

« allowingfor net losses attributable to outside equity interests in controtled entities of A$1 million
(2003: A$35 million}.

Earnings before interest and income tax expense was A$6,560 mitlion, representing an A$837 million
increase or 14.6% from the prior year’s result of A$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 results 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 A$5,848 million
primarily due to the fiscal 2003 profit before income tax expense inctuding the write off of our investment in
our 50% owned joint venture, Reach Ltd (Reach), amounting to A$965 million.

Salesrevenue increased by A$242 mitlion to A$20,737 million infiscal 2004. The increase was mainly 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 A$578 million to A$543 million in fiscal 2004,
predominantly due to our other revenue in fiscal 2003 including the revenue from the sale of seven office
properties amounting to A$570 million.

Reported operating expenses {before borrowing costs and share of net losses of joint venture entities and
associated entities) decreased by A$226 million or 1.5% to A$14,642 million. The decrease was mainly due to:

« the carrying value of assets and investments sold in the prior year being A$547 million Larger thanin
the current year primarily due to the sale of the properties noted above;

« partially offset by a provision raised for the non-recoverability of a loan to Reach of A$226 million;
and

« A$130 million of costs to exit our contractual commitments for information technology services with
1BM Global Services Australia Limited corresponding with the sale of our interest in this business.

Net borrowing costs decreased by 10.4% to A$712 million in fiscal 2004 primarily due to a reduced debt
portfolio in the current year and the close out of interest rate swaps infiscal 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.
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Income tax expense increased by 12.8% to A$1,731 million infiscal 2004, primarily due to a A$201 million tax
benefit recognised in the prior year on initial adoption of the tax consolidation legislation. 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 A$4,163 miltlion as aresult of lower proceeds from asset and
investment sales and the purchase of controtled entities, offset by improved cash flows from operating
activities. Operating capital expenditure declined by 7.5% to A$3,015 mitlion due to tight control of our
capital expenditure program. Proceeds from the sale of property, plant and equipment decreased by A$629
miltion to A$168 million mainly as a result of the sale of seven office properties in fiscal 2003. Investment
expenditure amounted to A$668 mitlion in fiscal 2004, which included the acquisition of Trading Post
{Australia) Holdings Pty Ltd and its controlled entities (Trading Post group).

Dividends

The directors have declared a final ordinary dividend for the uear ended 30 June 2004 of 13 cents per share
{A$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 pershare Totat dividend

Final ordinary dividend for the year 28 August 2003 31 October 2003 12 cents franked to 100%  A$1,544 million
ended 30 June 2003

Interim ordinary dividend for the 12 February 2004 30 April 2004 13 cents franked to 100%  A$1,642 million
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 itis
intended that we will declare ordinary dividends of around 80% of normal profits after tax and returm A$1.5
billion per annum to shareholders through special 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:

« On24November 2003, we completed an off-market share buy-back 0f 238,241,174 ordinary shares as
part of our ongoing capitat management program. The cost of the share buy-back comprised
purchase consideration of A$1,001 million and associated transaction costs of A$8 million; and

« On 5 March 2004, we purchased 160% of the share capitat of Trading Post group for totat cash
consideration of A$638 million. This included payments for shares (including associated acquisition
costs) of As448 million and the repayment of Trading Post group toans of A$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 financiat report about:

« thelikely developments in Telstra’s operations; or

« the expected results of those operations in the future.
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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:

« On 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 40c¢ per share via a Scheme of Arrangement, resulting in the payment of cash consideration of
A%$333 million;

« On 12 Auqust 2004, the directors of Telstra Corporation Limited disclosed the intention to pay afully
franked speciat dividend of 6 cents per share (approximatety A$750 million), as part of the interim
dividend infiscal 2005, and the intention to undertake an off-market share buy-back to a maximum
of A$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 approximatety A$1,500 million to shareholders each year through to fiscal 2007.
The financiat effect of the special dividend and share buy-back will be reftected in the financiat
statements in fiscat 2005; and

« On 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 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 network is proposed to become the core asset
of the joint venture. In return for 50% ownership of the asset, itis proposed that we wilt pay H3GA
A$450 million under a fixed payment schedule 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 Mansfield resigned as Director and Chairman on 14 April 2004,

« On 6 May 2004, William Owens resigned as a member of the Board of Directors; and

« On 20 July 2004, Donald 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 quatifications, experience and speciat responsibilities are given
on pages 124 to 126;

« numberof Board and Committee meetings and attendance by directors at these meetings is provided
on page 187;
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« details of directors’ shareholdings in Telstra are shown on page 139; and
« details of directors’ emoluments are given on pages 129 to 131.
Senior executive emoluments
This information is provided on pages 131 to 137 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 hurdles. 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 results 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 will be realised by Telstra. When the
Australian equivalent of international accounting standard IFRS 2 “Share based payment” is issued and
adopted as AGAAP, Telstra will apply this standard to the accounting for its option and employee share
plans.

Since inception, A$285 million has been expensed in the company’s USGAAP financial statements in relation
to the shares allocated under TESOP97 and TESOP99. Performance rights, restricted shares, options and
deferred shares have givenrise to a further expense of A$97 million in the USGAAP financial statements since
inception. In the AGAAP financial statements, an amount of A$50 million has been expensed in relation to
the performancerights and restricted shares. In fiscal 2004, the company has issued performance rights and
deferred shares, with A$19 million {2003: A$19 million) expensed under USGAAP and A$19 mitlion (2003: A$19
mitlion) 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 liability, 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 statement of financiat position
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
tiability incurred as an officer provided that:

« the liability is not owed to us or a related body corporate;

« theliability 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 tack of good faith.

Our constitution also provides for us to indemnify each officer, to the maximum extent permitted by law, for
tegal costs and expenses incurred in successfully defending civil or criminal proceedings.



Telstra Corporation Limited and controlled entities

Y

srwetors’ venort

it o i

If one 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. 1tis also subject to any corporate policy made by
our chief executive officer. Our constitution also allows us to indemnify employees and outside officers in

[T

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:

+ directors {including past directors);

« executive officers {(other than directors) and certain employees generally; and

« employees (including executive officers other than directors) involved in the formulation, entering
into or carrying out, of a Telstra Sale Scheme (as defined in the Telstra Corporation Act 1991(Cwthy)).

Each of these deeds provides an indemnity on substantiatly the same terms as the indemnity providedin 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 Sate 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 requlation and performance
Performance in relation to particular and significant environmental legislation

Telstra’s operations are subject to some significant environmental requlation under Commonwealth, State
and Territory law, particularty 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
regulations and new requlations as they come into force.

The directors are not aware of any significant breaches of environmentat requlation during the financiat
year.

Legal and Regulatory Compliance

Telstra is committed to conducting its businesses in compliance with all of its legal and requlatory
obligations. Compliance with these obligations is not just a legal requirement but is integral to Telstra's
commitment to its emplouyees, customers, shareholders and the community.
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The Board is responsible for overseeing the establishment of appropriate compliance frameworks and
controls and menitoring their operational effectiveness. The Audit Committee has been delegated specific
responsibility for assisting the Board in discharging this responsibitity and in the oversight of the Company's
compliance programs. This oversight is facilitated by the preparation of a quarterly legal and reqgulatory
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 regulatory obligations.
These include programs directed to health, safety and environment, equal employment opportunity,
privacy, trade practices and industry requlation.

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 approachis
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
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 regulatory 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 1o section 341(1) of the Corporations
Act 2001. As aresult, amounts in this report and the accompanying financial report have been rounded to
the nearest mitlion dollars, except where otherwise indicated.

This report is made in accordance with a resolution of the directors.

Bonaid McGauchie AOD
Chairman

Ziggy Switkowski
Chief Executive Officer and Managing Director
12 August 2004
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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 t:m:;:g:::;z:?ﬁ Technology

a b a b a b a b
D G McGauchie © . ... .. 11 10 - - 11 11 . .
JTRalph™® . ... ... ... 11 11 3 2 11 11 . .
RCMansfieldV® . 7 6 . . 5 5 - -
ZESwitkowskd . ... ... .. 11 11 “ “ . . 3 3
SHChisholm. .. ... ..... 11 11 - - " ; ; .
AdClark. . ... ... ... ... 11 11 & & " ; ; ;
JEFletcher . . . ... ... ... 11 10 “ “ . . , ;
BJHutchinson ... ... ... 11 11 . . , , .
CBlivingstone . ... ... .. 11 11 & & , 3 3
CMacek . . ... ... .. ..., 11 11 & 5 8 8 , .
WAOwens @ ... ... g 7 . . . . .
JWStocker® | . ... .. 11 11 & & 8 5 3 3

Column a: number of meetings held while ¢ member.
Colturnn b: number of meetings attended.

@ Resigned as Director and Chafrman on 14 Aprit 2004.

& Resigned as Director on 6 May 2004.

) whifst acting as interim Chalrman from 14 April 2004 fo 20 July 2004, Mr Ralph stepped aside from membership of the Audit Committee.

(4] Appointed to the Nominations & Remuneration Committee on 31 March 2004,

(%) Resigned from the Nominations & Remuneration Committee on 31 March 2004.

(8] Appointed as Chairman of the Nominations & Remuneration Committee on 3 December 2003. Appointed as Chairman of the Board on 29 July 2004.

7 the Appointments & Compensation Committee was renamed to the Nominations and Remuneration Committee on 6 February 2004,

@ TheTech notogy Committee was established to provide a forum to brief Directors on emerging technologies and the Company's technology strategy.
There were three meetings held during the year. Meetings of the Committee are open to atl Directors.
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Statement of Financial Performance

for the year ended 30 June 2004

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 fune
2004 2004 2603 2002 2004 2603
Note $m USsm $m $im $m $m
Haoverug
SAlesSFeVENUR. . . . . . L . e e e e 2 20,737 14,818 20,485 20,186 18,998 18,627
Other revenue (exduding interestrevenue) . . ... .. .. 2,3 543 380 1,121 &06 391 §53
21,280 14,896 21,616 20,8062 19,387 14,580
Ewpanmay
Babour . . e 3 3,218 2,253 3,204 3,240 2,807 2,681
Goods ond setvicespurchased .. ... o L. oL L 3 3,420 2,394 3,615 3,833 2,543 2,730
Otherexpenses. . ... . ... ... ... .. . ... 3 4,389 3,072 4,602 4,065 1,985 6,634
11,027 1,719 11,421 11,238 9,338 12,045
it erbitiey
2N 24 78 55 1,625 81 - -
11,108 1,714 12,446 11,31% 9,338 12,045
Earnings before interest, income tax
expense, depreciation and amortisation (EBITDAY . . .. . .. 10,178 7,122 2,170 9,483 10,052 7,535
Deprecigtionand amortisation. . . ... ... ... ... 3 3,618 2,531 3,447 3,267 1,228 2,893
Earnings before interest and income tax expense (EBIT) . . . 6,560 4,591 5,723 6,216 6,824 4,542
terestrevene . . . . ... . L L e e 2 5% 38 84 126 95 202
Borrowingeosts . ..o L. oL L oL 0oL 3 787 837 879 896 843 935
Netborrowingeosts. . . ... .. . L oL oL 712 498 755 770 T4B 733
Feof Defore ome Jo oxp 5,848 4,083 4,528 5,446 6,076 3,809
HcometaxXexpense. . ... . L L. oo 3,4 1,731 1,212 1,534 1,796 1,687 1,558
Mt 4,117 2,881 3,384 3,650 4,379 2,251
Outsideequity interestsinnetloss . ... . ... ... .. 1 1 35 11 - -
Mot proefit avodinble to Sy spvebodders, L L L 4,118 2,882 3,429 3,661 4,379 2,251
ey voldond s cibstments to aguily
Net exchange differences on transtation of financial
siatements of non-Austrolion controlled entities . . .. . .. 21 15 {161} {87} - -
Reserves recognised on equity accounting ourinterest injoint
venture entities ond associated entities . . .. ... . ... {5) (&) {18} 41 - -
Fair value reserve recogrised oh aequisition of controatling
interestinjoint vertureentity .. ... oL L0 - - - 54 - -
Increase to opening retained earnings on adoption of new
- - 1,415 - - -
16 11 1,236 8 - -
4,134 2,893 4,665 3,669 4,379 2,251
¢ (11 ¢ ¢
12.4 23.0 26.6 28.5
28.0 18.0 27.0 22.0

The notes following the finandal stotements form part of the finandal report.
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Statement of Financial Position
as ot 30 June 2004

Telstra Group Telstra Entity
Az at 30 lune As at 30 lune
2004 2004 2003 2004 2603
Note $m UJSSm $im $m $m
Cupesnt gssels
sl dssets L . e e e e e 8 687 481 1,300 543 1,152
Recelvables . . . o . . L e e o 1,608 2,526 3,619 3,258 3,374
Inventores © .. L. e 10 229 160 260 206 225
Other dssets. © . L. e e e 14 803 562 578 887 466
Totabcurrentassels . . . L . . L L. e 5,327 3,729 5,757 4,694 5,217
Mo vt ousels
Recelvables . . . o . . 0 . e e o T4D 518 877 1,047 1,315
Inventores © .. L. 10 15 K 14 15 14
Investments - dccounted for usingthe equitymethod .. ... L. L. 11 40 28 159 iz 10
Investments-other, . . ... . L L e 11 80 56 86 5,438 4,204
Propetty, plantandequipment. . ... .o oL 0oL ool oL 12 22,863 16,004 23,0612 21,600 21,7594
Intangibles-goodwill ... ... oL L oo 0oLl o ol 13 2,104 1,473 2,018 16 &
Intangibles-other. . . ... . Lo L ool ol ool 13 1,501 1,051 1,146 220 236
Other dssets. © . L . e e 14 2,328 1,629 2,520 2,160 2,371
Total non current AssEls L L e e e 29,668 20,766 259,842 30,520 28,552
Tosbed cmeis 34,0993 24,49% 35,588 35,214 35,169
Cruprrpsd okl
Pagables. ... . ... L L L 15 2,338 1,636 2,525 1,891 2,030
Interest-bearing tabilities. . ... ... ... o 0 Lo o0l 16 1,246 2,272 1,323 5,527 3,327
Incometaxpayable. . ... ..o L L oL oL 53y 377 660 812 614
Provistons .« . . . .. e e 17 358 250 353 33t 284
Revenue recelved inadvance . . .. .. .. . L o . 1,68% T67 973 288 758
Total current lmbslaties ................................ 1,576 5,302 5,834 9,146 7,053
Blow durrent Babiiiieg
Pagables. ... . ... L L L 15 49 34 51 46 48
Interest-bearing Habilities . . . ... ..o Lo ol oo 16 89,014 6,310 11,232 9,014 11,232
Provision for deferred incometax . . .. o L. L o L 1,807 1,268 1,814 1,748 1,753
Provisions . . . . . .. e e 17 778 565 814 T4 727
Revenue received inadvance . . .. ... L L oo oo 408 286 432 398 418
Totctl ncm currem: fiabititles . . ... .. oL L 12,088 8,440 14,343 11,9486 14,178
E : 19,632 13,742 20,177 21,082 21,231
i%,361 10,753 15,422 14,122 13,938
Contrsbuted equztg ................................ 18 6,073 4,251 6,433 6,073 6,433
Reserves . . . . . e e e e {108%) {73} {15G} 217 277
Retainedprofits . .. 0 ... .. o o L oo oo 89,391 6,574 9,137 7,012 7,228
Shareholders’ equity available to Telstra Entity shareholders. . ... . .. 15,359 10,752 15,420 14,122 13,938
sicde oty rlevents
Contrsbuted equity ..o Lo L 2 1 1 - -
Retainedprofits . ... ... .. oL L oo Lo oo - - 1 - -
Total outside equityinterests. ... ... o oL Lol ol oL 2 1 2 - -
Topslabomhobders aulln L L L o . 15,361 10,753 15,422 14,122 13,938

Expenditure commitments, contingent liabilities and assets . . . .. 20,21

The notes following the finandal stotements form part of the finandal report.
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Statement of Cash Flows

for the year ended 30 June 2004

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 fune
2004 2004 2603 2002 2004 2603
Note $m USsm $m $im $m $m
sy Thowes Frowm oparuding sothoties
Receipts from trade and other receivables {inclusive
of goods and services tax (GSTH{G ... ... o .. oL 22,954 16,067 22,511 22,291 20,926 20,327
Payments of accounts payable and to employees
finclusive of GET(c. . . .. oo i {11,816) (8,271} {11,920} {11,837} {9,862} {9,841}
Interestreceived . . .. ... L L L L o 51 386 70 52 9z 140
Borrowingeostspaid . ... 0oL L oo L 0oL 0L (8486} {592) {999) {ga7) {922) {1,060}
Dividends received. . . . . .. ... L L oo 2 1 7 16 1 2
Incometaxespaid. . . . ... . L. L o L {1,8%8) {1,299) {1,536) {1,5G3) (1,804) {1,487}
G5T remitted to the Aus’zm[icm Tc:xation Cffice (ATO) . {1,086) {739) {1,078} {1,018} {1,044} {1,019}
Hat onsh provided? chRwEReE LSt L L0 L. L. L. 7,433 5,203 7,057 7,098 7,387 7,062
alanks Bovees Foow
Payments for:
- property, plantand equipment. .. ... L L. {z2,572) {1,800) {2,704) {2,958} (2,508) {2,662}
-internal usesoftwareassets. L. L. Lol L (438} {305) {555} {527} {385} {606}
- patents, trademarksandlicences ... ... 0 oL 0L {2) {1} £2) - - -
-deferredexpenditure . ... L. L. oL o oL {6) (&) - {8} {6} -
Capital expenditure (beforeinvestments) ... ... .. . {3,015) {2,110} {3,261) {3,491} (2,898) {3,268}
-sharesin controtledentittes . . . . .. L. L. L. L. (667} {467) {25) {50} {637) {25}
-ihvestment in joint ventureentities . . ... . L. oL {1) {1} {45) {67} - 5
- investment in associated entities {including share buy-back] 1 1 - {40) 1
-shares in listed secorities and other Investments . . . .. .. {1) {1} 1) {14} {1} -
Investmentexpenditure . . . . ... L L. oL L (668} {668) {71) {171} {637) {20}
Total capitalexpenditure .. ... .o L0 oL oL {3,683) {2,578) {3,332} {3,662} (3,533) {3,288}
Proceeds from:
-sale of property, plantand equipment .. . . ... L L 168 118 757 194 9% 794
- sate of patents, trademarks andlicences. . ... . ... ... - - - 1 - -
-sale of shares incontrolledentities . . ... ... .. ... .. - - 12 - - -
- sdle of joint venture entities ond associated entities. . . . . 221 188 20 - - i1
- sale of listed securities and other investments . . ... . .. 24 17 7 176 41 -
—saie of busmess - - 4 33 - 2
{3,270) {2,288) {2,692) {3,258) (3,298} {2,491}
fnh B By
Proceeds from:
sharrowings L. L. L L oL 4,119 2,882 5,814 13,487 4,329 6,521
-Telstrabonds . L. - - - 987 - -
Repayment of:
ShorTOWINGS L. oL L. L {4,274) {2,992) {6,315} {15,441} (4,611} {6,527}
STelstrabonds . . oL L o {211} {148) {582} {41} {211} {582}
-financeleases prinddpalamount . ... L. L. {13} {9} {22) {18} (£33) {8}
Employeeshareloans{nety. . ... ... ... ... ... .. 24 17 33 40 24 33
Loantojointventureentity. .. .. ... .. L. L {226} {158) - - {228} -
Dividends paid {3,186) {2,230} {3,345) {2,831) (3,188) {3,345}
Share buy-back {1,009) {706) - - (1,009) -
bk skl {4,776) {3,344) {4,317} {3,817} (4,701} (3,508}
{613} {629) 248 23 {609} 663
- . (18) {20) . -
1,300 910 1,670 1,067 1,152 485
687 481 1,300 1,070 543 1,152

The notes following the finandal stotements form part of the finandal report.
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Statement of Cash Flows (continued)
for the year ended 30 June 2004

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 fune
2004 2004 2603 2002 2004 2603
Note S USsm 1 $im Sm $m
44,
st provicted b apey
4,117 2,881 3,384 3,650 4,379 2,251
Deprecigtionand amortisation. . . ... ... L0 L. 3 3,618 2,531 3,647 3,267 31,228 2,593
Accryed interest on notesissued by PCOW . . (L. 0 0oL Lo {4) {3) {15) {a5} {&} {15}
Dividends received from assodiated entities . . . . . . . .. 24 i b3 6 9 {142} -
{Profitifioss on sale of property, plant and equipment . . . 3 {60} (28) {173) 4 (40} {160}
Profit on sole of patents, trademarks and ticences . . .. .. 3 - - - {1} - -
Profit on sole of controtled entitles . . . . .. ..o L. L. 3 - - {5) {3} - -
{Profit}floss on sale of joint venture and associated entities 3 (170} {118) {12) - - i
{Profitiioss on sole of lUsted securities and other
cobporations L .o L. L oLl e 3 {8) {6} 2 5 {8} -
Profit onsaleofbusiness. . . .. .. ... ... o L. 3 - - {10) - - {8}
Borrowing costs included in the cost
ofcomstructedassets . ... ... L. L. L .. 3 {74} (52) {105} {115} {74} {105}
Share of joint venture entities' netlosses. . . .. .. ... 24 8% 60 1,015 79 - -
Share of associoted entities' netlosses . . .. .. .. ... 24 {n {5} 10 2 - -
Provision for reduction invalye of investiments. . . . .. .. 3 - - 26 26 {708} 3,056
Provision for reduction in value of convertible note . . . . . 3 - - - 96 - -
Provision for reduction in value of controlled entity
recelvables . .. L L L e 3 - - - - 708 {587}
Provision for reduction in amount owed by
Jointwentwreentity . . . ... Lo L0 Lo Lo 3 226 158 - - 228 -
Net foreign currency converston differences. . ... ... .. 3 2 £37) {14} - -
Decrease in non cash revenue received in advance. . . . . .. w - - 225 - -
Decrease in non cash operating deferred expenditure. . . . . - - {8} {7} - {11}
Other. oL . e & & 55 31 13 {24}
B i spherts g Hokdiities
[Increase}[decrease in tmde debtors and other debtors. . | . 143 100 4 233 75 {99}
{increase)fdecreaseininventories . . .. ... L. L. 38 26 {52) G4 60 {71}
{Increasel{decrease in deferred expenditure and prepayments & [ 48 {45} 3 77
{Increasel{decrease in deferred mobile phone handset subsidies (104} (72) {42) 52 {104} {42}
Decrease in accounts paygeble and other creditors . .. . . ... {33%) {235} {271} {218} {166) {156}
nereasef{decrease) in revenue received inadvance . .. . .. 98 69 {66) {338} 69 {50}
Increasef{decreasejinnet taxespayable. . .. ... . ... (125} (88) 9 293 {107) 70
Decreaseinprovisions . ... .. ... ... ... . L. L. {38} {25) {161) {176} {21) {58)
Moverment i foreign curremg converslon teserve. . ... .. - - {2} 35 - -
Rt cnsh provide % 7,433 5,203 7,057 7,008 7,387 7,062
{5 Banonaiiio 3
Cash at the end of the year as shown in the statement of
cash flows agrees to the net amount of the following
itermns In the notes to the finandal statements:
Cashassets . .. .. . e 8 687 481 1,300 1,070 843 1,152




Telstra Corporation Limited and controtled entities

Statement of Cash Flows (continued)

for the year ended 30 June 2004

Our receipts from trade and other receivables includes estimated GST
of $2,030 million {2003: $2,672 miltlon; 2002: $1,975 miltion) collected
by us as agent for the ATO. Cur payments of accounts payable andio
employees include estimated 65T payments made by us for goods
and services abtained in undertaking both operating and investing
activities. G5T paid associated with operating activities amounted to
$750 miltion {2653 $638 million; 2002: $615 million) and GST paid
relating to investing activities amounted to $224 million (2003: $356
million; 2002: $342 million).

Property, plant and equipment

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

Sale and leaseback transactions

There were no significant sale and teaseback transactions entered
into duting fiscal 2004,

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

There were no significant sale and teaseback transactions entered
Into during fiscal 2002,

Software assets (internal use software assets)

Our software assets include borrowing costs of $17 million (2003: $28
mittion; 2002: $32 million) which have been included in the cost of
constructed assets. These amounts are induded in borrowing costs
pdid in our statement of cash flows.

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

Trading Post Group, Invizage, and Cable Telecom

On 13 February 2004, we acquited 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 2005.

On 5 March 2004, we dcquired 100% of the share capital of Trading
Post {Austratia) 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 March 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 paid infiscal 2005, The outside equity
interest in Invisage is insignificant.

Details of the acquisitions are as follows:

Year ended
30 lune
2004
Acquisition of controlled entities $m

673

Deferred consideration. . . . ... ... ... 11
Costsofacguisition. . ... . ... ... ... 1
685

7

9

Property, ptont and equipment . ... ... 8
Identifiable intongible assets. . . ... . ... &77
Otherassets .. ... . ... ... ... ... 5
Deferved taxassets . . ... ... . ... ... 2
Payebles. . ... ... ... .. . ..., {28}
Pravisions. . .. ... .. . ... {2}
Financeleaseligbility . . ... .. ... ... {1}
Fair value of net assets oh gaining control. | 476
Goodwill onaequisition . .. ... oL 209
685

Considergtion for acquisition. . . . .. .. .. {673)
Losh balances aequired ... ... .. L. 7
{ostsofacquisition. . . ... ... .. .. {1}
{667}
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NDC gnd Telstra New Wave

Buting the year, the Telstra Entity acquired the NDC construction
business from our wholly owned subsidiary Network Design and
Construction Limited{(NDC}. Thisinvolved the transfer of NDC's 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 its wholly owned
subsidiary Telstra New Woave 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 June
2004
Acquisition of business $m
intercompany loan 39
ConstructionWiP . .. ... ... ... . ... 34
bventory . ... Lo L oLl 3
Property, plantand equipment. . ... . . .. 49
identificble intangibleassets . .. . ... . .. 18
Software. . ... ... oL L L &
Otherassets. . . . ... ... ... ...... 1
Pagables. . ... . ... ... ... . ... ... {3}
Provisions . . ... ... .o i oL {65}
Accruedexpenses . .. ... Lo L L {12}
Financelegseliobility . ... ... .. ... .. {8}
Falr value of net assets on gaihing control. . 23
Goodwillonaequisition ... ... ... L. 16
39

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

Telstrallear

On 9 Aptil 2003, we acquired an additional 41.6% Interest In
Telstrallear Limited (TelstraClear) giving us 100% ownership of this
company and its controtled entities.

Cash consideration for this additionat acquisition was $25 million
(NZ$26.9 million). Aswe controlled Telstrallear prior to this
transaction, we were dlready consolidating their results, finandal
pasition and cash flows in to the Telstra Group.

e

Telstrallear, CitySearch and the Telstra {54 Group

0On 12 December 2001, we increased our holding in our joint venture
entity TelstraClear Limfted (Telstrallear) by 8.4% 10 58.4%. We
consequently ceased equity accounting and consolidated the
financial position, financial performance and cash flows of the
TelstraClear Group from 1 December 2001. Cash consideration for this
acquisition was $40 million (NZ$50 mitlion) for which we received an
additional 52,500,000 shares in Telstrallear.

On 23 May 2002, we gcquired 100% of the share capital in CitySearch
Australia Pty Lrd (CitySearch). Cash consideration for this acquisition
wiels $17 miltion.

On 28 June 2002, we acquired an additional 40% interest in the Telstro
(5L Group giving us 166% ownership of this company and its
controlled entities. As consideration for this acquisition, PCOW
Lirited {PCOW) redeemed the US$750 mittion convertible note and
Issued o new US$190 million mandatorily converting note. The fair
vatue of constderation for this scquisition amounted to $992 million.
As no cash was involved, this transaction s not reflected in our
statemnent of cash flows. In addition, s we controlied the Telstro (5L
Group prior to this transaction, we were alread consolidating thelr
results, finahcial position and cash flows in to the Telstra Group.
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The amount of cash, other assets and liabilities acquired as a result of
obtaining our additional 8.4% controlling Tnterest in TelstraCear and
our shareholding in CitySearch was as follows:

Year ended
30 june
2002
Acquisition of controlled entities $m
Cash . ... L. L oo ool 56
1
57
Net overdraft held on acquiring controt . .. {53
Receivables . .. . ... ... o o000 64
Inventorfes . .. .., o L. oL L. 17
Property, plantand equipment. . ... . . .. 777
ldentifiable intangibleassets . . .. . ... .. 248
Otherassets. .. ... .. ... ... .. ... 8
Payables. . ... ... .. . L. o0 {55}
Borrowings . .. ... . L. L oL {406}
Amounts owed to Telstra Corporation Lid (a} (367}
Provisions . . .. ... L L oo {72}
Financelteaseliability . ... ... ... ... {10}
Otherbigbilities. . . .. . 0.0 o oL {80}
Fair value of net assets on gaining control. | 120
Outside equity interest relating to
Telstrallear. . . .. .. .. .. {47}
Origihat 50% interest in folr value of
TelstraClear’s net assets prior to obtaihing
increased shareholding . ... ... .0 .. {58)
Netassetsacquired .. . ... ... .. ... 17
Goodwillon acguisition{b) . . ... ... 40
57
{56}
Net ovetdraft held by TelstraClear on gaining
comtrob. . ... e e {5}
Costsofacquisition . . . ... ... L0 L. {1}
{62}

fa} Included in our repayment of borrowings line in the statement of
cashflows is a $367 million loan provided to TelstraClear. This funding
ws used to facilitate the purchase of the Clear Communications
Limited Group.

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

Upon acquisition of our additionat 8.4% controlling interest, the total
goodwill relating to TelstraClear was $80 mitlion.

il

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

Keycorp and Vishesh Communications

During fiscal 2002, we deconsolidated our interests in Keycorp Limited
{Keycorp} and Telstra Vishesh Communications Private Limited
{Telstra VComm). We signed ¢ deed poll effective 28 June 2002, which
gave up our rights to appoint ¢ majority of the divectors to the Board
of Keycorp. As aresult, we no longer had the capadity to controt the
company and deconsolidated its statement of finandial position as at
that date.

On 13 May 2002, we sold our ordinary sharehotding in Telstra V{omm
ahd geguired nonvoting preferenceshares for §11 million onthe same
date. As dresult of this transaction, we no tohger control this
company and deconsolidated its statement of financial position.

The cash, other assets and lUabilities deconsolidated as o result of
these transactions were gs follows:

Year ended
30 June
Assets and liabilities 2002
deconsolidated by major class $m
Net averdrafts held on deconsolidation . . . {12}
Receivables . . . . ... ... .. . L L. 17
Inventories . .. .., L. Lo L 24
Praperty, plant and equipment . . .. (.. 11
Intangibleassets ... ... .. L. 0L 18
Otherassets .. ... .. ... ... ... ... T
Pagables. . .. . ... ..o oL 0L {27}
Borrowings .. . ... .. Lo {473
Pravisions. . .. ... .. L L. {2}
Net assets deconsolidated. . . .. ... . ... f18}
Net overdraftsheld . . . ... . ... ... ... {12}

The inflow of cash relating to overdrafts held oh deconsolidation has
been offset against our payments for shares in controlled entities in
the statement of cash flows.
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Telstra Group

Reserves

Foreign
Contributed  Asset currency
equity revaluation translation
() i) (i)

$m $m $im

Consolid-
ation
General  folr vatue
(iv) v)

$m $m

Qutside
equity
interests
$m

Retained
profits
$m

Total
$m

Bolonce o 0 Fung BO0L. L L L L L.

- chanhge in outside equity interests’
capital, reserves and accumulated losses
fupart from interests innet toss) . . .. - - -
-netprofitfflossy. ... oL oL oL, - - -
- reserves recognised oh equity accounting

our interest in joint venture entities and

associated enfities .. . ... L. - - 62
- adjustment on transtation of finandal

statements of non-Austration controtled

entities. .. ... oL L L - -
- ditution of outside equity interest on

acquisition of controtled entity through

additionat shareissoe ... .. ... .. - - -
- fair vatue adjustment on acquisition of

controlling interest In joint venture entity - - -
- transfer of forelgn cutrency transtation

reserve on scle of controtied entities . - - {5}
-dividends{note 7} .. ... ... - - -

6,433 32 {25}

{87}

6,795 483 13,722

(445)
{11

{445}
3,650

3,661

(21} - - - 41

{87}

(29) -

{2,830} - {2,830}

Beloanceniso dune oz, . ... .. 6,433 32 {55
- incredgse to opening retained profits on

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

capital, reserves and accumulated losses

fapart from interestsinnetloss) . . .. - - -
-netprofitf{loss). Lo L Lo - - -
- reserves recognised oh equity accounting

our interest in joint venture entities and

associatedentitfes .. ... ... .. - -
- adjustment on transtation of finandal

statements of non-Austration controtled

entities. .. ... ... L L - -
- fair value adjustment on acquisition of

controlling interest In joint venture entity - - -
- transfer of foreign currency transtation

teserve and genetal reserve on sale of

controtied entities and associates . . . - - {33
-dividends{note7) ... ... ... - - -

f21)

(161}

(17} 54 7,661 {23 14,106

1,415 - 1,415

3,429 {35} 3,384

(18)

{161)

- (4) & - -

{19} - -
{3,345} - (3,345}

sEEa uns dRGE. L oL L L.

Bianas {240}

{continued over page)

The notes following the finandal stotements form part of the finandal report.

8,137 2 15,422
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Statement of Changes in Shareholders’ Equity (continued)

Telstra Group
Reserves
Foreign Consolid-
Contributed  Asget currercy ation Outside
equity revaluation translation General fairvalue Retained equity
(3] {ib) (i) {iv) {v) profits interests Total
sm $m sm $m $m $m $m $m

Bedoneg ot R0 B 2005 L L. L 6,433 32 {240} 8 50 9,137 2 15,422
- change in outside equity interests’
capital, reserves and accumulated losses
{opart fram interests innettoss) . . . . B - B - B - 1 1
-netprofitfflossy. ... oL oL oL - - - - - 4,118 {1} 4,117
- reserves recognised oh equity accounting
our interest in joint venture entities and
associagted entities .. . ... . L. B - {s8) - B - - {8)
- adjustment on transtation of finandal
statements of non-Australian controtled
enfitfes. .. ... oL 0oL . - 21 - . - - 21
- fair vatue adjustment on acquisition of
controlling interest in joint venture entity - - . - {8} & - -
- transfer of foreign currency transtation
reserve and generdl reserve on sate of
controtied entitles and assoclates . . . " - 38 (3} . {35) - -
-sharebuy-back{vil) . . ... ... .. {360) - - - “ (649) - {1,009)
-dividends{note?) ... ... ... ... - - - - - (3,186) - (3,186}
Bolonee ob 30 Rueme 3006, . L L L L L. 6,073 32 {186) 5 bl 9,391 15,361

s farg 2000 LSt 4,251 22 {130) 4 31 8,574 10,753

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

{H) The asset revatuation reserve was previously used to record
revaluations in the value of non cutrent assets. Under AASB 1041:
“Revatuation of Non-Current Assets”, we have previously deemed the
carrying volue of our property, plant and equipment assets (referto
hote 12} to be cost. As a result, the asset revaluation reserve may no
longer be used to record the writedowns of these assets to recoverable
amount. Anywritedowns of these assetsto recoverable amount must
be made through the statement of finandal performance.

Asa consequence of applying the cost method of accounting, we have
discontinLed our poticy of revaluing property, plant and equipment
upwards. The asset revatuation reserve can no tonger be used for
distribution to shareholders or for offsetting revaluation decrements
due to legal and accounting restrictions.

{Hi} The foreigh cutrency transiation reserve is used o record
exchange differences arising from the conversion of the finandal
statemnents of our self sustaining non-Austratian operations into
Austratian doltars. Conversion of operations where entities operate
on their own dre taken to the foreign currency translation reserve,
while conversion of those entities that operate with us are taken to
the statement of finandial performance.

This reserve Is also ysed to record our percentage share of exchange
differences arising from eqguity accounting our hon-Australian
investments in joint venture entities and associated entities. The
fareign currency transtation reserve applicable to joint venture
entities and associoted entitles Is shown in note 24

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

{v) The consolidation fair value reserve represents our share of the fair
vatue adjustments to TelstraClear Limited net assets upon acquisition
of a controlling interest. The reserve balance is amortised over the
useful life of the underlying revalued assets {average 18 years).

{vi} Due to the first time application of accounting standard AASE
1044: “Provisions, Contingent Liabilities and Contingent Assets”
duting fiscal 2003, we adjusted the opening balance 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 shdres as part of our ongoing capital
management program. Refer tonote 18 contributed equity for details
oh our share buy-back.
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Statement of Changes in Shareholders’ Equity (continued)

for the year ended 30 June 2004

Telstra Entity
Asset
Contributed revalvation Retained
equily reserve profits Total
$m $im $m $rm

Baine 2 Fun B 6,433 277 7,012 13,722
-netprofit. oL e - - 2,725 2,725
—dividends {Rote 7Y L L L L e - - {2,830} {2,830}
Bolonce ol 88 hunme UBHT. L L L L L L e 6,433 277 6,907 13,617
- incredse to opening retained profits on adoption of new accounting standard . . . . .. - - 1,415 1,415
-netprofit. oL e - - 2,251 2,251
—dividends {Rote 7Y L . L L e - - {3,345} {3,345}
Bdomen of 20 Fumm B0 L L L e e e e 6,433 277 7,228 13,338
-netprofifs L. - - 4,379 4,379
SsharebUy-back. L L e {360} - {649} {1,009}
—dividends{Rote 7Y L . L L e e e - - {3,186} {3,186)
Bl Ol B0 FUME A0, L L L e e e e e e e 6,073 21t 172 14,122




Telstra Corporation Limited and controtled entities

Notes to the Financial Statements

in this fingndal report, we, us, our, Telstra and the Telstra Group - all
mean Telstra Corporation Limited, an Austration corporation and its
controlled entities as o whote. Telstra Entityisthelegalentity, Telstra
Corporation Limited.

Our finandol or fiscal year ends on 30 June. Unless we state
differently, the following applies:

» yeadt, fiscal year or financlal year medns the yeadr ended 30 Juhe;
» bolance date means the date 30 June; and
» 2004 means fiscal 2004 and similarty for other fiscat years.

The maih accounting policles we used in preparing the finandial report
of the Telstra Entity and the Telstra Group are listed below. These are
presented to ussist your understanding of the financial reports. These
accounting policies are consistent with those adopted in previous
periods, unless a change ih accounting policy has been made and
brought to your attention.

This financial report is a general purpose financial report prepared in
accordance with:

» the Australion Corporations Ad 2001

»  Accounting Standards applicable in Australia;

» other authoritative pronouncements of the Australian Accounting
Standards Board;

» Urgent Issues Group Consensus Views; and

» Australian generolly sccepted accounting principles (AGAAP).

This financial report is prepared in accordance with historical cost,
except for some categories of investments that are equity accounted.
Cost is the fair value of the consideration given in exchange for net
assets gequired.

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

» thereported amounts of assets and liabllities;
» the disclosure of contingent assets and liobilities; and
» revenues and expenses for the yeat.

Actual results could differ from those estimates.

Note 30 contains a recondliation of the major differences between our
financial report prepared under Austratian generally accepted
accouhting principtes (AGAAP) and those applicable under United
States generally accepted accounting princples {(USGAAP].

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

These conversions appedr under cotumns headed “USEm” and
represent rounded millions of US doilars. The conversion has been
made using the noon buying rate in New York City for cable transfers
innon-US currencies. This rate is certified for custom purposes by the
Federal Reserve Bank of New York. Therate on 30 June 2004 was
Af1.00 = US$0.70.

These conversions are indicative onfy and do not mean that the A
amounts could be converted to USS ot the rate indicated.

Revenue arrangements with multiple deliverables

It is our policy to prepare our financial staterments to satisfy both
AGAAP and USGAAF inrelation to revenue recognition and, in cases
whete there is no conflict between the two, we ensyre that we
incorporate the mote detailed requirements in both AGAAP and
USGAAP finandal statements.

In November 2002, the Emerging issues Task Force in the US reached o
consensus on Issue No. 00-21 {EITF 06-21}, "Revenue Arrangements
with Muttiple Deliverables’. EITF 00-21 is applicoble to us from 1 July
2003.

EITF 00-21 requires that where two or mote revenue-generating
activities or deliverables are sotd under a single arrangement, each
detiverable that is considered to be ¢ separate unit of accounting
under EITF 00-21 should be accounted for separatety. When the
deliverablesin a multipie deliverable arrangement dre 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. i the fair
vatue of the delivered item is not available, then revenue s aollocated
based anthe difference between the total artangement consideration
and the fair valye of the undelivered item. The revenue allocated to
each unit under EFTF 00-21 is then recognised in accordance with ouy
revenue recognition policies described in note 1.21 "Revenue”.
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We currently have o number of drrghgements with our customers that
are considered to be distinguishable into separate units of accounting
under EITF 00-21. These are:

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

+ broodband internet installation kits, where o modem Is provided,
and satetlite internet packages; and

+ advertising in the Yellow Pages printed and online directories.

We have assessed therequirements of BITF 00-21 and determined that
thereis nomaterial impact on our statement of financial performance
or statement of financial position as at and forthe year ended 30 June
2004 in retation to these arrangements.

-

Provision for dividends

Duetothe application of accounting standard AASB 1044: “Provisions,
Contingent Liobilities and Contingent Assets” tor the year ended 30
June 2003 and suUbsequent reporting petiods, a provision can no
longet be raised ot balance date if the dividend is declared after that
date. Asdresult, duringtheyear ended 30 June 2003, we changed our
accounting policy to reftect this position and we now provide for a
dividend in the period in which it is declared. There has been no
change in the timing of dividends declured by the directorsand as ¢
result we will continue to make d public announhcement of the
dividend after balance date.

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

The transitional provistons of this standard required o write-back of
the provision raised as gt 30 June 2002 to opening retained profits in
fiscal 2003, The effect of the revised policy was to incredse
consolidated retained profits and decrease provisions at the
beginning of the year ended 30 June 2003 by $1,415 million. No
adjustment has been made to the year ended 30 June 2002 statement
of finandial 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 at 30 June As at 30 June
{Restated) {Restated)
2003 2002 20032 2002
$m $m $m $m
Previousty repotted
retained profits at
beginning of year . . . . 7,661 6,785 6,807 7,012
Revetsat of ptior year
dividend provided for. . 1,618 1,416 1,41% 1,416
Profit after income tox
expense . . ... ... 3,428 3,661 2,281 2,725
Other movernents in
retained profits . . . .. {23) 35 B -
Dividends - interim
dividend and priof year
final ordinary dividend
patd {refernote 7). . . . {3,34%5) {2,831)  {3,34%) {2,831}
Restated retained profits
atendofyear . . .. .. 9,137 8,076 7,228 8,322
Current provisions at end
of year {refer note 17} . 353 1,803 284 1,723
Adjustrment for change
in accounting policy . . - {1,415} B {1,415}
Restated current
provisions at end of Year 353 438 284 308

There were o accounting policy changes made during fiscal 2002,

s dorren e e ebe B Ba e
STOTVHAYOS T e g

The adoption of the Australian equivatents of international financial
reporting standards (IFRS} will apply Tn future financiol reports. The
impact of these Australian accounting standards has not yet been
determined. Refer 1o 1.4 Adoption of Interhational Financial
Reporting Standards below.
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[RETALEERE RS

We will be required to comply with the Australian 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 June
2006.

The transitional rules for adoption of IFRS for the first timerequire that
we restate our comparative finandal statements using Austration
equivalents of iFRS, except for AASB 132: "Financial Instruments:
Disclosure and Presentation” and AASB 139: "Finandial Instruments:
Recoghition and Measurement™.

Currently we provide two years of comparative financigl 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 only ohe
yeadr of comparatives when applying the Australian equivalents of
RS, This means we may have the option to apply the Austratian
equivalents of IFRS retrospectively from 1 July 2004, ifthe proposal of
the SECis not approved, we will determine thetransitional impacts of
applying the Australion equivalent of 1FRS as gt 1 July 2003. The
transitional impacts will be different at each of the potential dotes for
compatative repotting.

Most of the adjustments required on transition are required to be
trade to opening retained earnings at the beginning of the first
compdrative 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
betow. This summadry should not be taken as an exhaustive list of all
the differences between current AGAAP and the Australian
equivalents of {FRS, but it does represent our majot transitional
impacts,

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

Planning and technical evaluation have targety been completed, and
we dre well advanced in determining the impact of adopting the
Australion equivalents of IFRS. We expect theitmpact analysis to be
completed during fiscat 2005, enabling us to effectively mandge the
implementation of changes required ahead of the 1 July 2005
application date.

The following areads have been identified as sighificant in terms of
level of activity to substantiate the impact on our finandal report
andfor the potential transitional adjustement.

We currently recognise an expense for all restricted shares,
performance rights, deferred shares, and Telstra shares {consisting of
"directshares” and "ownshadres™} issued. This expensels equattothe
funding provided to the Telstra Growthshare Trust to purchase Telstra
shares an matket to underpin these equity instruments, and s
recognised in fult in the statemnent of financiat performance when the
funding is provided. We do not curtently recoghise an expense for
options issued. Forfurtherinformation regarding our employee share
plans, refer to note 19,

On adoption of AASB 2, we will recognise an expense for all share-
based remuneration, determined with reference to the falr value of
the equity instrumentsissued. Atransitional adjustment to recognise
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 30{k).

On transition to AASB 112, a new method of accounting for income
taxes, krnown ds the "batance sheet liability method”, will be adopted,
replacing the "tax effect income statement” approach currently used
by Australion companies. Under the new method we will recognise
deferred tox balances in the statement of financial position when
there is g difference between the carrying value of an asset ot ability
and its tax base. It s expected that adoption of AASB 112 may require
us to carry higher levels of deferred tax assets and tiabilities, although
at this stage our IFRS project has not identified o material transitional
adjustment. The most significant area where the carrying value of an
asset will differ from 1ts tax base is expected to be assets that have
been revalued in past reporting perioads.

We do not currently recognise an asset or Lability in our statement of
financial position for the net position of the defined benefit schemes
we sponsor in Australio and Hong Kong. Adoption of the Australion
equivalent of IFRS, AASE 119, will cause us to recognise the net
position of each scheme as a transitional adjustment in the statement
of fingndial position, with ¢ corresponding entry to the statement of
finandal performance. The transitionat adjustiment will be based on
actuariol valuations of each scheme at transition date determined in
accordance with AASE 119,
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The transitional adjustment could be an increase or decredse in
retained earnings, depending onthe funding position of each scheme
at the date of transition. After the application date of 1 July 2005,
movements reflecting the change in value of the schemes will be
tecagnised in the statement of financial performance ahd is tikely to
tesult in increased earnings volatility.

For our USGAAFP reconciliation, we recognise the impact of defined
benefit schemes gs required by SFAS 87 “Employers’ Accounting for
Benefits”. The approach under existing US requirements does
however differtosome extent from the requirements of AASB 119. For
information on our existing approach under USGAAP, refer note 30{f).

Under the transitional rutes of AASE 1 "First Time Adoption of
Australion Equivatents to International Finandal Reporting
Standords” we can take advartage of an exception that permits the
resetting of the foreign cutrency translation reserve (FCTR) tonit as at
the date of transition to the Australion equivalents of IFRS. As ot 30
Jurne 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 o debit transitional
adjustment to retained earnings.

Transtation differences in relation to our foreigh controlied entities
subsequent to transition to IFRS will continue to be recorded in the
FCTR. The gain orloss on a future disposal of a foreign controlied
entity will exclude the transtotion differences that arose before the
date of transition to IFRS.

AASE 121 requires goodwill arising oh the dcquisition of a forelgn
controlled entity, and any other fair value adjustments to the
carrying volue of assets and liabilities arfsing on acquisition, to be
expressed inthe functional cotrency of the foreigh operation. Asat 30
Jure 2004 we had goodwill of $2,104 mitltion, representing goodwill on
the acquisition of our foreign controlled entities, Hong Kong (5L
Lirnited (MKCSL) and Telstrallear Lirnited {TelstraClear). Under
AGAAP, these goadwill batances are fixed in AUD.

On transition to AASE 121 we will restate these goodwilt balances
using the functional currency of HKCSL and Telstrallear at the
original date of acquisition of theinvestment. The financlal impact of
testating the goodwilt balances will be taken as g transitionat
adjustment against retained earnings and will reduce the balance of
intangible assets. As a result of applying AASE 121 Tnrelation to
foreign denominated goodwill there is the potential for Increased
volatitity in the FCTR.

In accordance with AGAAP, we capitalise borrowing costs incutred in
respect of internally constructed property, plant and equipment that
meets the criteria of 'qualifying assets’. The benchmark treatment
required under IFRS is to expense borrowing costs, however AASE 123
does allow the alterngtive treatment of capitalising these costs where
they relate to qualifying assets. A decision to write off the capitalised
amount of borrowing costs an transition to AASE 123 would give rise
to a reduction in opening retained edrnings and would have the
impact of reducing deprediation and increasing our interest expensein
subsequent reporting petiods. As at 30 June 2004, the Telstra Group
had accumutated uhamortised capitatised interest of $430 miltion. At
this stage there has been no dedsion on whether we will continue to
capitelise interest or expense it as incurred.

AASE 128 requires amounts that garein substance part of the net
investment in assaciates to be accounted for as part of the carrying
vatye of the investment for the purposes of equity-accounting the
results of the associate. Accordingly, we may berequired to classify
amounts that dre not currently recorded in the carrying value of our
investment in assaciates ds an extension of our equity investment.

This treatment would give tise to the continugtion of equity
accounting of our share of the aperating profits and losses of our
associgtes where they are incutring losses and have balances as
desctibed above. This may result ina reduction ih our net
cohsolidated assets.

As at 30 June 2004 we have o noh-current dsset of $208 million,
representing o capacity prepayment with our dssoclate Reach Lid
{Reach). On transition to AASB 128 this non-cutrent asset may be
deerned tobe an extension of ourinvestrment in Reach and reclassified
as d non-cyrrent investment in an associate. This reclassification
would trigger equity accounting. As at 30 June 2004 we have sufficient
accumuloted equity decounting losses from Reach to eliminate this
investrent bolance on transition to AASB 128.

Asimilar approach to that required unhder AASE 128 1s currentiy
applied in our USGAAP reconciliation. Refer to note 30{0) for
additionalinformation on the impact of this approach on our USGAAP
results,
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Our current gccounting policy is to amortise goodwill over the petiod
of expected benefit. Goodwill acguired in a business combination witl
ho lohger be amortised under the Australion equivatent of IFRS, but
instead will besubject to impdirment testing at each reporting date, or
upon the occurrence of triggers that may indicate a potential
impaitment. If thereis an indication of impairment, it witl be
tecognised immediately in the statement of finandal performance.
The prohibition of amortisation of goodwill will have the effect of
reducing operating expenses and therefore imptrove reported profits
of the Telstra Group, subject to any impairment charges that moy be
required from time to time. The amottisation charge for the Telstra
Group in the financicl year ended 30 June 2004 was $123 mitlion.

Developrment expenditure onh internally developed software that
meets certain criteria set out in AASB 138 will continue to be
capitalised. These costs will be reclassified from other non-current
assets to intangible assets on transition to AASB 138. We do not
expect o transitiondl adjustment in our statement of finandal
petrformance in relation to this development expenditure.

Application of AASB 132{135 Is required to be adopted prospectively
from 1 January 2005, Telstra will therefore not be required to apply
these standards until 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 earty transition to AASB 132{139 would provide relevant
comparative financial information in the fiest financial statements
presented In accordonce with the Austratian equivatent of IFRS
standords. We have not yet determined whether we will make an
earty transition.

Under AASB 132{133, our accounting policy will change to recognise
our financialinstruments in the statement of financial position and to
record alt derivatives and most finoncdal assets at fair market value.
AASE 139 recognises fait value hedge accounting, cash flow hedge
accounting and hedges of investments in foreigh operations. Fair
vatue and cash flow hedge accounting can only be considered where
effectiveness tests are met on both o prospective and retrospective
basis. ineffectiveness outside the prescribed range precludes the use
of hedge accounting, which may result in sighificant velatility in the
statement of financiol performance.

We witl carry all dervivative contracts, whether Used as hedging
instruments or otherwise, ot fair valye in the statement of financiat
pasition. We expect to yse a combination of fair value and cash flow
hedginginrespect of our foreign currency and interest raterisk hedges
of foreign currency borrowings. The use of cash flow hedging will
create some volatility in equity reserve batances. Theimpact oh our
opening retained earnings at transition will depend on the value of
our detivatives at that date.

The change in accounting for derivative instruments required by AASB
139 is reasonably consistent with the approdch used under USGAAP.
Theimpact of applying 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 more qualifying
cash flow hedges than under USGAAP and o higher degree of
effectiveness, minimising the transitional adjustment against
retdined earnings.

Our consolidated financial report indudes the assets and liabilities 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
fingncial year. The effect of all intergroup transactions and balances
are eliminated in full from our consolidated financial report.

Where we do not contral ah entity for the whole year, results and cash
flows for those entities are only included from the date on which
control commences, ot up until the date on which there s a loss of
conhtrol.

Qur consolidated retalned profits indude controtled entities’ retained
profitsfaccumulated losses from thetime they became a controlled
entity untit controt ceases. Cutside equity interests in theresults and
equity of controlled entities are shown separately in our consolidated
statement of financial performance and consolidated statement of
financiol position.

The financial statements of controlled entities are prepared for the
sume reporting peried 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 controtled entity where we are able to
dominate deciston making, directly or indirectly, relating to the
financdial and operating policies of that entity to enable it to operate
with Usin achieving our objectives. Our controlied entities avelisted in
note 23.

Investments in assoclated entities and joint ventures are dccounted
for s set out in note 1.11.
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Esrmnary of coopunting policies

Foreign currency transactions are converted into Australian currency
at market exchange rates applicable ot the dote of the transactions.
Amounts pagable or receivable in foreign currencies at balance date
are converted into Australian currency af market exchange rates at
balance date. Any currency transiation gains and losses that arise are
included in our net profit or loss for the year. Where we enterinto o
hedqe for o specific expenditure commitment or for the construction
of a qualifying asset, currency translation gains and losses and
hedging costs on forward foreign currency contracts are deferred and
included with the expenditure commitment or cost of the asset.

Whete we enterinto a hedge for general expenditure commitments or
for the canstruction of a non-qualifying asset, currency transtation
gdins 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 oh forward foreign cutrency contracts
arising at the time of entering into the hedge are deferred and
amortised over the life of the contract and Included In borrowing
costs,

Non-Australian entities that operate with us (Y integrated” entities)

Where our non-Austrolion operations, either directly orindirectly, rely
on us financiolly and operationally, we translate their finandiat
reports to Australian dollars using a method knowh as the temporal
method of accounting.

Under this method:

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

« non mohetary statement of financiat position items {including
equity at the date of investment) are translated ot market
exchange rates applicable at the date of the transactions (or at the
date of revaluation);

+ statements of finandal performance aretronstated into Australian
dollars at average exchange rates for the yeat, unless there are
sighificant identifiable transactions, which are transtated at the
exchange rate that existed on the date of the transaction; and

« currency transtation gains and losses dre 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
bath financially and operationally, we translate their financial
reports to Australian dollars using the current rate method of
accounting.

Under this method:

+ assets and Liobilities are transloted into Australion dollars using
market exchange rates at batance date;

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

+ statements of finandial performance are transtated into Australian
dollars at average exchange rates for the yedr, unless there gre
significant identifiable transactions, which are transtated at the
exchange rate that existed on the date of the transaction; and

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

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

Upon disposal or partial disposal of o self systaining entity, the
batance of the foreign curtency transtation reserve relating to the

entity, or the part disposed of, is transferred to retained profits.

gty fnote 8

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

Bark deposits are recorded at amounts to be recelved and interest
revenue is recognised on an effective yield to maturity basis,

Bitts of exchonge and commerdiol paper are volued at amortised cost
with interest revenue recoghised 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 fiscol 2003,
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Trade debtors are recorded at amounts to be recelved. A provision for
doubtful debtsis roised based on ¢ review of outstanding amounts at
balance date. Bad debts specifically providedfor in previous years are
tecarded against the provision for doubtful debts {the provision is
reduced). In oll other cases, bad debts are written off as an expense
directly in the statement of financial performance.

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

Receivables from related parties are recagnised and carried at the
hominal amount due. Interest is taken Up as income on an accrual
basis.

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

Our finished goods include goods available for sate, and material and
spare parts to be used in construding and maintaining the
telecommunications network. We value inventaries at the lower of
cost and net realisable value.

We dllocate cost to the majority of inventory tems on hand at
balance date using the weighted average cost basis. Forthe
remaining quantities oh hand, actual cost is used.

Current inventaries are inventory items held for resale or ttems to be
consutmed into the telecommunications network within one year.

Non current inventoties are itermns which will be consumed Into the
telecommunications network after one yeat.

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

Cost includes:

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

+ amountswhich canbe allocated to contract activity in general and
which can be allocated to specific contracts on a regsonable basis;
and

+ costs expected to be incurred under penalty clauses, warranty
provisiohs and other variahces.

Where d significant loss is estimated to be maode on completion, o
provision for foreseeable losses is brought to account and recorded
against the gross amount of construction work in progress.

Profitis recognhised on anindividual project basis using the percentage
of completion method. The percentage of completion is calculated
based on estimated costs of completion (refer to note 1.21{d}}.

Profits are recognised when:

the stage of contract completion can be reliably determined;

+ costs to date can be clearly identified; and

+ totolcontract revenues tobereceived and coststo completecanbe
reliably estimated.

The construction work in progress balance is recorded in cyrrent
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 liabitity within other creditors.
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Our investments in controlled entities are valued ot cost less any
amount provided for reduction in the investment value.

P

{1} Joint venture entities

A joint venture entity 1s o contractual arrangement {in the form of an
entity) whereby two or more parties take oh an economic activity
which is governed by joint control. Joint control involves the
contractuatly agreed sharing of controt over an entity where two or
maore parties must consent to all majot decisions. Ourinterestsinjoint
venture entities that are:

» portnerships are aceounted for using the equity method of
accounting in the Telstra Group and Telstra Entity financial
statements; and

» not partherships are accounted for using the equity method of
accounting in the Telstra Group financicl statements and the cost
method in the Telstra Entity finandial statements.

Our policy for accounting for joint venture entities is otherwise
consistent with that detailed for our associated entities below.

{H) Associated entitfes

Where we hold an interest in the equity of an entity and are able to
apply signhificant influence to the dedsions of the entity, that entity is
an assodigted entity. Assodoted entities are accounted for using the
equity method of accounting in the Telstra Group financial
statements and the cost method in the Telstra Entity finandal
statements.

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

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

» unredlised profits or losses;

» notional goodwill amortisation;

» dividends or distributions received; and

» deferred profit brought to account.

Out share of all of these items, apart from dividends or distributions
received and reserves, is recorded in the statement of financial
performance.

Notional goodwill on acquisition of an interest In a joint venture
entity or assodiated entity is amottised over the expected period of
benefit, limited to @ maximum of 20 years from the dote of acquisition.

This amortisation is recorded in the share of net profits or losses of
joint venture entities and associated entities line in the statement of

financial performance.

Where we contribute ot sell businesses ot dssets to d joint venture
entity ot assaciate inwhich we retain anownership interest, 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 amount s
released to the statement of finandal performance through the
equity accounted results over a period consistent with the utilisation
of the underlying assets.

We also assess the recoverable amount of our equity accounted
investments at each reporting dote to ensure the equity accounted
catrying amount does not exceed the recoverable amount. Where the
equity dccounted amount of an investment has been reduced to
recoverable amount, we onlyreverse reductionsto the extent the new
recoverable amount at balance date exceeds the carrying amount gt
that date.

Where the equity accounted amount of our investment in an entity
falls below zero, we suspend the equity method of accounting and
record the investment atzero. 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.

A joint venture operation means d contractual arrangement {that is
not ¢ joint venture entity) whereby two or mote parties undertake an
economic activity that is governed by joint control. This usually
involves the shared use of assets. Joint controtinvolves the
contractually agreed sharing of control where two of more parties
must consent to all major decisions. Where the investment is
significant, we record assets and liabilities retating to our share of
each asset and Hability used in the jolnt venture operation. Werecord
expenses based on our percentage ownership interest in the joint
venture. We record revenue from the sale or use of out share of the
output as described in our revenue policy {refer note 1.21).
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Listed secutities and investments in other corporations are valued at
cost less any amount provided for permanent reduction in theirvalue.

Net fair vatues of our investments are calculated on the following
bases:

» forlisted securities traded in an organised financial market we use
the current quoted market bid price at balence date; and

+ forinvestments in unlisted secyrities not traded in an organised
financial market, foir value is determined by reference to the net
assets of the unlisted security.

Non cutrent assets measutred ysing the cost basis are written dowh to
tecaverable amount where their carrying value exceeds this
tecoverable amount.

The recoverable amount of an asset is the net amount expected to be
recavered through the cash inflows and outflows arising from its
continued use and subsequent disposal. Where net cash inflows are
derived from ¢ group of assets working together, recoversble amount
is determined on the basis of the relevant group of assets. We
recognise any decrement in the carrying value as an expense in the
statement of finandal performance in the reporting period in which
the recoverable amount write down oceurs.

The expected net cash flows included in determining recoverable
armounts of non cutrent assets are discounted to theilr present values
using a market delermined, risk adjusted, discount rate.

Hems of property, plant and equipment are recorded at cost and
depreciated as described in note 1.13{¢). The cost of our constructed
property, plant and equipment includes:

»  the cost of material and direct labour;
» an appropriate proportion of direct and indirect overbeads; and
» botrowing costs up to the date the asset is installed ready for use.

Our weighted average capitalisation interest rate for borrowing costs
for fiscal 2004 was 7.7%{2003: 7.5%; 2002: 7.2%). interest revenueis
hot deducted in the colculation ofborrowing costsincludedinthe cost
of constructed assets when those borrowings are not for g specific
asset.

We obtain valuations of all our land and buildings at least once every
three years, ot more frequently if hecessary, In accordance with the
note disclosure requirements in AASE 1040: “Statement of Financial
Position”. itis our polity to apply the cost basis of recording property
plant and equipment. Any notionhatincrease in book value as g result
of the triennial valuation will therefore be disclosed in a noteto the
financial statements but not booked.

When AASB 1041: “Revaluation of Non-Cutrent Assets” was
introduced, we elected to deem all our revalued property, plant and
equipment carrying amounts as ot 3¢ June 2000 to be their cost going
farward. This means that the asset revaluation reserve of §32 mitlion
is fixed as at 1 July 2000 and writedowns of previousty 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 typeis charged to the
statemnent of financial performance.

The profit or Loss on disposal of gassets written down to recoverable
amount is caleulated as the difference between the carrying amount
of the gsset at the time of disposal, and the revenue received on
disposal. This isincluded Tn the statement of finandal performancein
the year of disposal.

The effect of capital gains tax has not been taken into accountin
calcutating the revalued amounts of praperty, plant and equipment.

ltems of property, plant and equipment, including bultdings and
leasehold property, but excluding freehold land, are depreciated on a
straight line basis over their estimated service lives. Westart
depreciating assets when they are instolled and ready for use.
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We account for leases in accordance with AASE 1008: “Leases”. We
distinguish between finance leases, which effectively transfer
substantially olf the risks and benefits indidental to owhership of the
leased asset from the lessorto the lessee, from operating leases under
which the lessor effectively retoins alf such risks and benefits.

The service lives of ourt significant items of property, plant and
equipment are listed as follows:

Telstra Group
As ot 30 June Where we acquire non current dssets by using ¢ finance lease, the
2004 2003 present value of future minimum lease payments is disclosed as
Service tife  Servicelife equipment under finance lease gt the beginning of the lease term.
Praperty, plant and equipment {years) {yeors) Capitalised lease paymnents are amortised on a straight ine basis over
the shorter of the lease term or the expected useful life of the assets.
58 55  Acorresponding liability is also established and each lease paymnent is
- general purpose . . . . . 8- 40 g8-40  cliocoted between the liability and finance charges.
~ftout. oL Lo i0-20 10-20
Operating lease payments are charged to the statement of finandial
o performance in the perlods ih which they are incutred. Operating
Buildings - building shett . . . . .. 55 55 lease rental expense is disclosed in note 3.
-network ... L 8~ 40 8-40
Sfitout. L. L. 10620 10-20 Where we lease properties, costs of improvements to these properties
Customer premises equipment . . . 3-8 3-8  arecopitalised and aredisclosed as leasehold improvements and
Transmission equipment. . . . ... 3.25 4-20  amortised over the shorter of the yseful life of the improvements or
Switching equipment. . . . . .. .. 1-16 2-15  theterm of thelease.
Cables ... ... .. L 825 8-25
Bucts and pipes - main cables, | . 40 40
- distribution. . . . 30 30
Other communications plant . . .. 3-18 3716 |ntangible assets are assets that have value but do not have physical
substance.
Leasehold plant and equipment . . 7-15 7-15
Other plant, equipment and motor
vehicles . . ..o 3-13 3715 on gcquisition of investments, when we pay an amount greater than
the fair value of the net identiflable assets of an entity, this excessis
The service lives and residual values {where applicable) of all assets recorded as goodwill in the Telstra Group statement of financial
are reviewed each Yeor. position. We catculate the amount of goodwill as at the date of

purchasing our ownership interest in the entity.
We account for our assets Individually where it s practical and

feasible and inline with comimercdlal practice. Whereltishot practical  \when we purchase an entity that we will control, the amount of

and feasible, we account for assets in groups. Thisis the case for goodwill is recorded Ih intangible assets. Goodwill is amortised on a
certain communication assets. Group assets ore automatically straight line basis over the periad of expected benefit. This period is
removed from our financial statements on reaching the group life. subject to a maximum of 20 yedrs from the date of gaining control.
Therefore, any individual asset may be physically retived before or The carrying amount of goodwill is reviewed every six months and
after the group life is attained. adjusted to the extent that future benefits are not considered

probable. The weighted average goodwilt amortisation period for
Our major repairs and maintenance expenses retate to maintaining fiscal 2004 was 20 years {2003: 20 years).

our exchahge equipment and the customer access network [CAN). We
charge the cost of repairs and maintenance, including the cost of
replacing minot items, which are not substantial improvements, to
operating expenses.
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We continuatly assess whether changes have occutrred that would
require revision of the remaining estimated useful life of goodwill, or
whether changes will render the goodwill not recoverable. i such
creymstances arise, the recoverable amount of goodwitl is
determined based on estimates of the discounted volue of expected
future cash flows of the business. Market interest rates and discount
tates dre considered when catculating discounted cashflows.

We also catculate goodwill when we acguire joint venture entities and
associated entities. However, for these entities the goodwill amount
is included as part of the cost of the investment and not shown
separately as an intongible asset. The amortisation of this notionat
goodwilt s included in the share of net profitfloss} of joint venture
ehtities and associated entities line in the statement of financial
performance. Refer to note 1.11 for information regarding goodwill
for joint venture entities and assoclated entities.

{1} Potents, trademnarks, Heences, brandnames and customer bases

identifiable intangible assets include patents, trademarks and
licences{including network and business software and spectrum
licences), brandnames gnd customer bases. Where the costs of such
assets have ¢ benefit o retationship to more than one accounting
period, these costs are deferred and amortised on a straight ine basis
aver the period of expected benefit.

The gverage amortisation periods of our identifiable intangible assets
are listed as follows:

Telstra Group
As at 30 June
2004 2603
Expected Expected
benefit benefit
ldentifiable intangible assets {years) fyears}
Patents, tradermarks and Heences. . 1z 14
Brandnames ... ... ... ... 20 25
Customerbases . ... ... ..... 13 12

The recoverable amounts of identifiable intangible assets are
reviewed every six months and the carrying amount is adjusted down
where it exceeds recoverable amount. Recoverable amount of
identificble 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.

{ily Mastheads

Mastheads, being the titles of newspapers and magazines, are also
cohsidered to be anidentifiableintangible asset. Where we acquirean
entity that is considered to hold volue in thelr mastheads, we
recognise dh dsset ih our statement of finandal position at the fair
vatue determined at the date of acquisition.

We do not currently amortise the cost of our mastheads ds they have
been assessed to have an indefinite useful life. We do not expect o
usefut ifetobe determinedin the foreseeable future. The status ofthe
useful life and the need to amortise the carrying amount of the
mastheads is, however, reassessed 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 their present
value using a market determined, risk adjusted discount rate.

Research costs are recorded as an expense gs incurred. Development
costs dre recorded as dh expense gs incurred, unless future economic
benefits are attainable from the expenditure, in which case they are
capitglised {refer to note 1.16{d} for policy on software assets
developed for internal use).

Mabile 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 ollocated to o subsidised mobile handset
under EITF 00-21 is contingent upon delivery of the contracted
services and is therefore recognised over the life of the contract.
Similarly, the cost of any associated subsidy is deferred and written
off aver the contract term,

As a result, the expense Is recognised over the life of the contract,
consistent with the timing of revenue earned.

Deferred expenditure mainly includes upfront payments for basic
access installation and connection fees for in place and new services,
and loan flotatioh costs.
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Significant items of expenditure:

» are deferred to the extent that they are recoverable from future
revenue ahd will contribute to our future earning capacity; and

» cannot be deferred ifthey onlyrelatetorevenue which has already
been recorded.

We amaortise deferved expenditure over the averdge period in which
the related benefits are expectedto berealised. This periodisa
welighted average of 4 years for fiscal 2004 {2003. 5 yedrs). Each year
we diso review expenditure deferred in previous petiods to determine
the amount (if any) that is no longer recaverable. The amount of
deferred expenditure that is no longer recoverable is written off as an
expense in the statement of financial performance.

We record direct costs assodated with the development of network
and business software for internal use as softwdre assets. These
amounts dre recorded as software assets where project successis
regarded as probable.

Costs included in software assets developed for internal use are:

»  externcl direct costs of materiols and services consumed;

» payroll and direct payroti-related costs for employees {including
contractors) directly associoted with the project; and

» botrowing costs incutred while developing the software.

Software assets developed for internal use are amottised oh a straight
line busis over their usefyl ives to us. This period s a welghted
average of 6 years for fiscal 2004 (2003: 6 years). Amottisation starts
once the software is ready for use.

The carrying values of these assets gre reviewed reqolarly and ot edch
reporting date, to ensute they dre recoverable. Where such costs are
ho lohger considered recoverable, they are written off to the
statement of fingndal performance.

Accounts payable, including accruals, arerecorded when we dre
tequired to make future payments as ¢ result of a purchase of assets
OF SeTvices.

Bitls of exchange and commercial paper are recorded as borrowings
whent issued, at the amount of the net proceeds received. They are
carried at amortised cost until the liobilitfes are fully settled. Interest
is recorded as ah expense oh a yield to maturity basis.

Bank loans are carried gt cost.

Telstra bonds are carried at cost or adjusted cost. Adjusted costisthe
face value of debt adjusted for any unamortised premiut o discount.
Interest is catculated on a yield to maturity basis. Bonds repurchased
are cancelled agoinst the original lebility and ang gains or losses are
recorded in the statement of financial performance as botrowing
costs,

Other loans are carried at cost of adjusted cost. Discounts and
premiums dre amortised oh d straight line basis over the period to
maturity. Interest is calculated on g yield to maturity basis. Our other
loans include both Austratian dollar loans and forelgn currency loans.
Amounts denominated n forelgn currency are revalued daity. Any
exchange gains of losses dre taken to the statement of finandial
performance.

Provisions are recognised when the group has a present tegal,
equitable or constructive obligation to make o future sacrifice of
economic benefits as aresult of past transactions or events, itis
probable that a future sacrifice of economic benefits will arise and o
reliable estimate can be made of the amount of the obligation.
However, the amount of timing of the future sacrifice of economic
benefits to satisfy the present obligation is uncertain.

We accrue Habilities for employee benefits to wages and salaties,
annhual leave and other current employee benefits at their nominat
amounts. These are calculated ontheremuneration rates expectedto
be current at the date of setttement and include related on costs.

Employee benefit on-costs, including payroll tax, are recognised and
included in emplogee benefit Liabilities ond costs when the employee
benefits to which they retate are recoghised as liabilities.

Telstra Entity employees who have been employed by the Teistra
Entity for ot Least ten years are entitled to long service legve of three
mohths {or mote depending on the actual tength of employment),
which is included in our employee benefits.
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We acerue liabilities for other employee benefits not expected to be
paid or settled within 12 months of bolance date at the present values
of future amounts expected to be paid. Thisis based on projected
increases in wage and salary rates over anh daverade of 10 years.

We calculate present values Using rates based oh government
guaranteed secutities with simitar due dates to our liabilities.

Ligbilities for redundancies are recoghised when o detailed format
plan for the redundancies hos been developed and o volid expectation
has been created that the redundancies will be cartied out with those
employees affected. The liabilities for redundancies are recognised in
payabtes unless the amount or timing of the paymentsis uncertain, in
which case they are recognised ds provisions.

The Telstra Entity and certain controlied entities self insure thelr
workers' compensation liabilities. We take up a provision for the
present value of these estimated tabilities, based on an actuarial
review of the liobility. This review includes assessing actual accidents
and estimating claims incurred but not reported. Present values are
catculated using appropriate rotes based on government quaranteed
securities with similar due dates. The majority of our controlied
entities do not self insure, but pay annual premiums to third party
insurance companies for thelr workers' compensation labilities.

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 ouyr obligations
relating to the dismantling, removal, remediation, restoration and
other expenditure associated with these fitouts. Restoration
provision is initially recorded based onh a relioble estimate of the costs
to beincutred. Our estimates are based ypon a review of lease
contracts, tegal requiremnents, historicat information and expected
future costs. Any changes to these estimates dre adjusted on g
progressive basis as required.

Restoration costs associated with mobile tower communication
assets that are situated on tand held under operating teases are
expensed in the statement of finandial performance when they

become payable as they are insighificant to our financial report.

We provide for dividends in the petiod in which they are declared.

When the declaration dote is after balance date, but before
completion of the finandol report, we disclose the dividend as an
event occurring after balance date.

Issued and paid up capital Is recognised at the fair vatue 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
recelved.

s {0te P

It is our policy to prepore our financial statements to satisfy both
AGAAP and USGAAP, and in cases where there s no conflict between
the two, we incorporate the more detalled requirements in both
AGAAP and USGAAP financiol statements.

The underlying accounting principles of revenue recognition are the
same for both AGAAP and USGAAP. As suchwe have applied the more
detailed guidance under USGAAP tothe timing of revenuerecoghition
for both AGAAP and USGAAP finandal statements.

Our categoties of sales revenye listed in note 2 are recorded after
deducting sales returns, trade allowances, duties and taxes.

{aj Delivery of services

Revenue from the provision of our telecommunications services
includes:

+ telephone calls; and
+ ather services and facilities provided such as internet and data.

We record revenue earmned from:

+ telephone calls on completion of the call; and
+ aothetservices generally at completion, or overthe petiod of service
provided.

Instatiation and conhection fee revenues are deferred and recognised
over the average estimated customer contract life. For basic access
installation and connactions thisis an average of five years. For
mobile phone connections, this s an average of two years.
Incrementat costs directly related to these revenues dre also deferred
anhd amortised over the customer contract life. Any costs in excess of
the revenue deferred are recognised immediately.
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{b} Sale of goods

Our revenue from the sale of goods includes revenue from the sale of
customer equipment and simitar goods. This revenue is recorded on
delivery of the goods sold.

{c} Rent of network facilities

We eart rent mainty from access to retait and whotesale fixed and
mobite networks and from the rent of dedicated lines, customer
equipment, property, plant and equipment and other facilities. The
revenue of providing access to the network is recorded on an accrual
basis over the rental period.

{d) Construction contracts

We record construction revenue on a percentage of contract
completion basis. The percentdge of completion of contractsis
catcylated based on estimated costs to complete the controct (refer
note 1.10 for further information).

Our construction contracts are classified according to thelr type.
There are three types of construction contracts, these being matetial
intensive, labour intensive and short duration. Revenuels recognised
on d percentage of completion basis using the appropriate measures
as follows:

» {actual costs { planhed costs} x planned revenue - for material
intensive projects;

» {actual labour hours { planned labour hours) x planhed revenue -
for labour intensive projects; and

» short duration projects dre those that dre expected to be
completed within g month and revenues and costs are recoghised
on completion.

{e) Advertising and directory services

Classified advertisements and display advertisements are published
on d daily, weekly and monthly basis for which revenues are
tecagnised at the time the advertisement is published.

Al of our Yellow Pages and White Pages directory revenues are
tecognised on detivery of the published directoties using the delivery
method. We consider out directoties delivered when they have been
published and delivered to customers’ premises. Revenue from online
directories is recognised over the life of service agreements, whichis
on average one Year. Voice directory revenues are recognised at the
time of praviding the service to customers.

{f) Dividend revenue

Werecord dividend revenue in the statement of financial performance
from the following entities when declared by them:

+  controlled entities;

+ Jointventure entities and assodated entities {(when received by the
Telstra Entity); and

» listed investrments and other Investrments.

We record distributions from trusts when the distribution is receivable.

For our consolidated financial statements, dividends and distributions
recelved from joint venture entities and assodated entities are
recorded ds ¢ reduction of the batance in the investment account as
per equity accounting requirements and not as dividend revenue of
the Telstra Group.

{g) Revenue from the sale of non curent assets
Revenue from the sate of our non current dssets is recorded when all
conditions required to complete the sale have been settled and

finalised.

{h} inferest revenue

We record interest revenue oh an accrugls basis. For finoncial assets,
interest revenueis determined by the effective yield oh theinstrument
{totol return}.

Revenue received in advance consists mainly of revenue from
providing access to the fixed and mobile network and directories
advertising revenue. This revenue s initiclly recorded as a licbility
and then transferred to earned revenue in line with the revenue
paolicles described above.

Accrued revenye represents revenue earned thot has not been bitled
to the customer. This revenue is recorded in accordance with the
revenue policies described.

Refer to note 1.2 for information regarding our accounting policy for
revenue arrangerments involving muttiple deliverables.
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Costs for advertising products and services or promoting our corpotrate
image are expensed ds incurred. These costs areincluded in the
marketing expenses line in note 3 to the finandal statements.

SEE ORRROK

We record our share of the net profitsf{fosses) of joint venture entities
and associated entities by taking the profit{(loss) after income tox
expense, multiplied by our ownetship interest after adjusting for:

» amortisation of notional goodwill;

» deferral and subsequent amortisation of unrealised profits after
income tax expense arising from transactions and the sale of
assets from us to our associates; ard

» deferral and subsequent amortisation of unrealised profits after
income tax expense grising from trading and the sale of dssets
from our associates to us,

Refer to note 1.11{b) for information regarding deferral of unrealised
profits and amortisation of notional goodwill in retation to joint
verture entities and associated entities.

We apply tax-effect accounting using the liability method to caleulate
incometax. Income tax expenseis catculated on dccounting profit
after allowing for permanent differences and is recorded as an
expense.

Permanent differences gre:

» items of revenuye or expense that are included in taxable income
but witl never be Included in accounting profit; or

» items of revenue of expense that are included n accounting profit
but witl never be included in taxable income.

To the extent timing differences occur between the time iterns are
recagnised in the financial statements and when ltems dretaken into
accountin determining toxable income, the related taxation benefit
or liability, calculated at current rates, is disclosed as a future income
tax benefit or & 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 sume
financial Years. We do not net deferred tax balances between
controlled entities apatt from those within the tax consolidated

group.

The future income tax benefit retating to tax losses is not carried
forward as an dsset untess 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 consolidation group. The
Telstra Entity recognises all cutrent and deferred tax amounts i
relation to its resident wholly owned controlted entities in its own
finanhcial statements in addition to the cutrent and deferred tax

batances arising from its own transactions and events (refer note 4 for
further information).

We record our revenue, expenses and assets net of any applicable
goods and services tax (G5T), except where the amount of G5T
incurred isnhot recoverable from the Australian Taxation Office (AT
In these circumstances the GST is recognised as part of the cost of
agequisition of the gsset or as part of the expense item.

Receivables and payables balances include GST where we have either
Included G5T in our price charged to customers or a supplier has
included GST in their price charged to us. The net amount of G5T due,
but not paid, to the ATG is induded under payables.

We do not include any estimate for 65T in either accrued revenue ox
accrued expense batances. Qur accruals refer to d combination of
items some of which will be supported by the issye or receipt of o tax
invoice at o later time depending on the hature of the item. Ingenerat,
no tax invoice has been received of issued at the time the acorual is
recorded.

Toaccord with Urgent Issues Group Abstract 31 - Accourting for Goods
and Services Tax {GST), which requires cash flows to be determined on
& gross basis, we have completed our cash flow statement in the
following manner:

+ we have derived from our accounting records the amounts which
we have shown in our statement of finandial performance and
statement of finandal position, which are oh ahet G5T basis where
the GSTis recoverable from the ATO; and

+ wehave estimated the amount of G5T that is required to be added
tovarious lineg itemsin the cash flow staterment by reference to our
business activity statements prepared for the ATO.

Our commitments arerecorded net of G5T, except where there is non-
recovergble GST (refer note 26).
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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 shaves, by the
welghted average number of ordinary shares outstanding during the
year.

Diluted earnings per share

Whete an entity has oh Issue potential ordinary shares which are
ditutive, dituted £PS must be caleulated. As we do not have any
ordihary shares which are considered dilutive, diluted EPS is the same
as basic EPS.

et
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Defired benefit funds

For funding purposes actuarial veluations are required to be
performed ot least every three years. In ptior years, if there has been
a shorifall in the net maorket 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 dccumulation type benefits is limited to making
the contributions specified in the trust deed in accardance with our
minitum statutory requirements. We recognise a llability when we
arerequired to make future payments as d result of employee services
pravided.

All superannuation schemes
Contributions to employee superannuation schemes are recorded as

an expense in the statement of finandial performance as the
contributions become payable.

We own 100% of the equity of Telstra E50F Trustee Pty Lid, the
corporate trustee for the Telstra Employee Share Ownership Plan
Trust (TESOP97} and Telstra Employee Share Ownership Plan Trust I
{TESOPEa). We do not controt or significantly influence these trusts os
beneficial ownership and control remains with the employees who
participate in the share plans administered by the Trustee on their
behalf. As o result, we do not consolidate the operations of the trust
into the Telstra Group.

Telstra incurs expenses on behalf of both the TESOPS7 and the
TESOPo9. These expenses areintrelation to administration costs ofthe
trusts and are recorded in our statement of financial performance as
incutred.

The Telstra Growthshare Trust was established to aliocate equity
based instruments as required. Current equity based instruments
include options, restricted shares, performance tights, deferred
shares, ditectshares and ownshares. Options, performance rights,
and restricted shares dre subject to performance hurdies. Deferred
shares are subject to a specified period of service.

We own 100% of the equity of Telstra Growthshare Pty Lid, the
corporate trystee for the Telstra Growthshare Trust (Growthshare).
We do not controt or significontly influence the trust as beneficial
ownershipand control remains with the employees who participate in
the share plans administered by the trustee on their behalf.

An option, restricted share, performance right or deferred share
represents a right to acquire a sharein Telstra.

Telstra provides loans to the Growthshare trustee to enable it to
purchase shares an market to underpin aptions issved. When
exercised, the eligible employee pays for the shares at the exercise
ptice and the loan is vepaid to us. On the basis that the loan s fully
repaid by the employee, there is no expense associated with the
aliocation of options. Telstra recelves interest ontheloanstothe
trust. From 1 July 2002, the company suspended its option plan.

Restricted shares, performance rights and deferred shares are
recorded as an expense to Telstra when we provide funding to the
trust to purchase the shares. The expense recorded in the statement
of finandial performance represents the market price of the shares ot
the time of purchase on market.

Directshare enables non-execytive directors to receive up 1o 20% of
their fees in Telstra shares. Ownshare enables eligible employees to
be provided part of their remuneration in Telstrashares. Telstra
purchases shares to meet the requirements of directshare and
ownshare and expenses these costs as part of the participant’s
remuheration.

We have vlso provided funding to the Trustee to enable it to meet its
other obligations under the trust deed.
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As we only use derlvative financlal instruments for our hedging
activities, the gains ondlosses on our derivotives are accounted for on
the same basis as the undertying physical transactions. Therefore,
hedge gains and losses are recorded in the statermnent of finandial
performance when the gains ot losses arising from the related
physical exposures are recorded in the statement of financiat
performance.

Foreign exchanhge gains and tosses on the principal volue of our cross
cutrency swaps are recorded in the statement of financial
performance and determined through reference tothe changeinspot
rates over the retevant reporting period. Where approptiate, these
foreign exchange gains and losses offset the gains and losses recorded
on the underlying hedged transaction.

We account for our interest rate swaps and crass currency swaps that
hedge an underlying physical exposure using the accrual method of
accounting.

interest receivable and payable under the terms of the interest rate
swaps dnd Cross curtency swaps dre accried over the period to which
the payments ot receipts relate. The interest receivable and poyable
under the swaps is also recorded os part of our borrowing costs.
Changesto the undertying market value of theremaining interest rate
swap and £ross currency swap pagments and receipts are not
tecorded in the finandial statements,

We do not include the principal amounts of our cross currency swaps
and interest rate swaps in our statement of fingndial position. Where
we have d tegally recognised right to set off the financial asset and
finandal fability and we intend to settle on ¢ net basis or
simultaneousty, we record this position on a net basis in oyr
staternent of financal position. Where we enter into master netting
arrangements relating to ¢ number of finandial instruments, have a
legal right of set off, and Intend to do so, we dlso indude this position
on o net basis in our statement of financial position.

The net position in relation to our cross cutrency swaps tefers to the
revatued component of our foreign currency recelvable or payable
under the swap cohtract. We record this component as ¢ hedge
teceivable or hedge paygable in our statement of finandal position.
We do not offset the hedge receivable ot hedge payable with the
underlying finandal asset or finandal liability being hedged as the
transactions are with different counterparties and are generally not
settled on a net basis.

Forward foreign currency contracts are accounted for as outlined in
hote 1.6{a}. Gains and losses on forward foreiqn currency contracts
intended to hedge anticipated future transactions are deferred and
tecagnised when the anticipoted future transaction occurs.

We specifically carry the following types of insurance:

+ property;

+  travel/personal accident,;

+ third party Hability;

+ directors’ and officers’ Hability;

+ company reimbursement; and

+ other insurance fromtime to time.

For risks ot covered by insurance, any losses are charged to the
staternent of financial performancein the gear in which the loss is
repotted.

The Telstra Entity and certain controlled entities are self insured for
workers' compensation. Further details are provided In note 1.19(b).

Under the requirements of AASE 1018: “Statement of Financial
Performance” we must classify all of our expenses (apart from any
barrowing costs and out share of net losses of associates and joint
venture entities) according to elther the nature (type) of the expense
ot the function {activity to which the expense relates). We have
chosen to classify our expenses using the nature dassification as it
mote accuratety reflects the type of operations we undettake.

Our expense cateqoties represent an aggregation of expenses
classified by nature (type). These cotegories do not include any
indirect or fixed costs and therefore are not identical to their
functional expense category. Specifically this includes:

+ our goods and services purchased; and
+ ourmadrketing expenses and general and administration expenses
inctuded within the recondiliation of other expenses {refer nhote 3).

Earnings before interest, income tax expense, depredation and
amartisation (EBITDA] reflects our net profit prior to including the
effect of interest revenue, borrowing costs, income taxes,
depreciation ahd amortisation. We believe that EBITDA is a relevant
and useful finandal measure used by management to measure the
company's operating profit. Cur manadement uses EBITDA, in
combination with other financial measures, primarily to evaluote the
compuany's aperating performance before financing costs, income tax
ahd non-cash capital related expenses. |n consideration of the capitat
intensive nature of our business, EBITDA s o useful supplement to net
income in ynderstanding cash flows generated from operations that
atre avdilable for pagment of income taxes, debt service and capital
expenditure.
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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 Is not a USGAAP measure of income or cash flow from
operations and should not be considered as an alternative to het
income as an indication of our financial performance or ds an
atternative to cash flow from operating activities as a measure of our
liguidity.

Earnings before interest and income tax expense (EBIT} is a similar
medasure to EBITDA, but takes into account the effect of deprediation
and amortisgtion.

Whenh d specific revenue or an expense from ordinary activities is of
such asize, nature or incidence that its disclosure s relevant in
explaining our finandal performance for the reporting period, its
hature and amount has been disclosed separately in note 3{c).

All dollar amounts in this financal report {except where indicated)
have been rounded to the nedrest mitlion dollars {($m or Am) for
presentation. This has been done in accordance with Austration
Securities and Investrnents Cormmission (ASIC) Class Order 88{100,
dated 10 July 1998 and issued under section 341(1} of the Corporations
Act 2001,

Where necessary, weadjust comparativefigures to aligh with changes
in presentation n the current year.

in addition, we have quantified the effect on comparatives of any
changes in decounting policies where such changes have arisen {refer
note 1.2).
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Telstra Group Telstra Entity
Year ended 30 lune Year ended 30 fune
2004 2603 2002 2004 2003
Note sm $m $in $m $m
Gates vevenie
Beliveryofservices .. . ... .o Lo oL oo ool o ool 12,117 12,387 12,718 11,584 11,228
Saleofgoonds. . . ... L oL L 531 572 439 393 430
Rent of network facilities . . . 0.0 L. L. Lo L 6,848 6,108 5,667 6,648 6,086
Constructioncontracts. . . L L. L L e e 98 201 236 i 42
Advertising and directoryservices . ... . ... L. oL oL oL 1,351 1,217 1,135 324 840
20,737 20,455 20,186 18,996 18,627
ey vevenue feschudbng indes
Dividend revenuye
-wholly ownhed controtledentities . .. . ..o L. o000 0oL - - - 142 -
-otherentitles . . L. L L L e e 1 1 1 - 1
1 1 1 142 i
Revenue from the sale of non current assets
-property, plantandeguipment. ... oL Lo 0oL oL 3fch 02 811 2486 131 792
- investmentsincontrolledentities . . . ... oL L oL Lo oL - 17 - - -
-investmentsinjointventurgentities ... . .. L oL oL - 3 - - -
-investments indssocidtedentities . . . ... oo L oL Lo 3fc} 204 17 - - 1
- investments in listed securities and other corporations . ... . ... ... 24 7 22 24 -
- patents, trademarksandlicences ... L. L oL L 0oLl - - 1 - -
SBUSIBBSSES . . L L L L e e e e - 4 33 - 2
330 859 302 185 755
Other sources of revenue
Rent from propertyand moetorvehicles. . .. ... o o Lol oL 23 33 44 22 33
OtRerrevenie . . . .. . . e e e e e 189 228 259 12 124
212 261 303 95 157
B43 1,121 606 391 §53
Revenue from ordinary activities {excluding interest revenuej . . .. . .. 21,280 21,616 20,802 19,387 19,580
-econtroffedentities . . . oL L L L L L - - - 43 124
- joint vertutes entities and assodatedentitfes. . . ... 0 o oL L1 2 2 2 2 2
-otherentitles . . ... . L L e 53 82 124 50 76
55 84 126 95 202
Forbosd vrvgrise fooms o 21,3385 21,700 20,528 19,482 19,782
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Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2004 2003 2002 2004 2003
Note $m m $m $m m
Lasbrosr
ihctuded in our labour expenses are the following:
Ownership based remunergtionschemes ... ... ... . .. . ... 23 23 @ 23 23
Employeeredundancy . . .. ..o oL L oL oo i oo ite 281 289 is1 205
inctuded in our goods and services purchased and relating to sale of
goods is:
Costofgoondssold . ... ... ... .. .. . oL ol B4 556 503 428 432
Orilrey dupansts
Net book value of assets we have sold:
-property, plantandeguipment. ... oL Lo 0oL oL 3fch 84 638 250 90 632
- investmentsincontrolledentities . . . ... oL L oL Lo oL - 12 {3} - -
-investmentsinjointventurgentities ... . .. L oL oL - - - - -
-investments indssocidtedentities . . . ... oo L oL Lo 3fc} 14 8 - - 2
-investments in listed securities and other corporations . ... ... L L. 16 9 27 16 -
- patents, trademarksandlicences ... ... L L oL 0oL oL - - - - -
SBUBIBSRES L L L L L e e e e e - 13} 33 - {6}
114 661 307 106 628
Rental expenseonoperatingleases. . . ... ... o . L L., 530 584 597 399 404
Bad debts written off -tradedebtors .. ... ... o o Lo oL 168 172 185 149 154
Movement in provisions - increasef{decrease}:
-doubtfuldebts-tradedebtors . . ... ... . L. L oL Ll 15 21 28 8 2
- reduction in value of inventories (finishedgoods) . .. . ... .. ... s 5 1 s 5
-reductioninvalue ofinvestments ... L. L L. oL L. 3fc} - 26 26 {7o09) 3,056
- reduction in value of convertible hotelssued by PCOW . ... 0 L L L L. " - 96 " -
- reduction in value of amounts owed by controtled entitles. . . .. .. 3fc) - - - 708 {587}
- redyction in value of amounts owed by joint ventures . . ... . ... 3{c) 228 - - 228 -
- teduction in volue of capitalisedsoftware . . ... ... ... L. " 2 - " 2
Net foreign cutrency transtation bossesf{gainsy. . . ... ... ... 17 {17) 17 41 {14}
AUdItors Fees . . L L e e e e 3fb} & 6 5 5 5
Servicg contracts and otheragreements . ... L. L L L0 L0 1,678 1,706 1,400 1,664 1,606
Marketing. . .. ... L. L o 338 316 284 278 255
Generaland administration. . .. ... ... L oo oo oL a8y 780 679 137 584
Otheroperatingexpenses . . . ... ... ... ... ... 0oL, 408 330 440 370 534
4,389 4,602 4,065 3,988 6,634
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Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2004 2003 2002 2004 2003
Note $m m $m $m sm
5 {nervthned
$23¢ 2 of prasperiy o st
- generdl putpose bulldings and leasehold improvements . .. . ... 12 5% 75 84 58 57
- communication assets including leasehold improvements. . . .. .. 12 2,602 2,436 2,373 2,504 2,282
- communication gssets under financelease . ... . oL L0 12 82 az 7e 82 az
-equipment underfinancetease. . ... .. oL oL oo oL 12 13 7 2 11 2
- other plard, equipment and motorvehicles .. ..o o L oL 12 121 154 115 64 106
2,873 2,754 2,653 2,718 2,529
Apmortinotion of indongible owels and other osseds
—goodwilb L Lo oL L 13 123 116 87 & 1
- patents, trademarksandlicences ... ... L. oL oL oL EH 38 40 1y 32
-hrandngmes Lo L. L e e io 12 12 - -
—customerbases. L. L. L L e 12 82 86 18 -
-deferredexpenditure . ... Lo L. Ll Ll ool oL oL 1 1 1 1 1
-software ossels. L. L L. L L e e 501 b4k 388 473 430
742 693 614 812 464
3,618 3,447 3,267 3,228 2,993
Boreoelng couls
-controlfedentities. . oL L L L o L oo - - - 81 30
—otherentifles . L .. 0 L L L e 841 583 1,009 818 960
- finance charges relating to financetleases . . ... ... oo oL - 1 2 - -
841 984 1,011 917 1,040
- borrowing costs included in the cost of constructed assets. . . .. 0. L. {74) {105) {115} {74} {105}
167 879 896 843 935
Dby daloguras
Research and development expenses (before crediting any grants) . . . . 26 41 28 26 41
Net profiti{loss) oh the sale of:
-property, plantandeguipment. ... oL Lo 0oL oL 3fch 40 173 {4} 40 160
-investmentsincontrolledentities . . . ... Lo Lo Lo - 5 3 - -
-investmentsinjointventurgentities ... . .. L oL oL - 3 - - -
-ihvestmentsin dassocigtedentities . . . L . L0 L oL oL 3¢} ite 9 - " {1}
- investments in listed secyrities and other corporations . ... ... ... 8 £2) {5} 8 -
- patents, trademarksandlicences ... L. L oL L 0oLl - - 1 - -
SBUSINESSES . L L L L L e e e - 10 - - 8
218 198 {5} 48 167
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Telstra Group Telstra Entity
Year ended 30 lune Year ended 30 June
2004 2003 2002 2004 2003

Note $m $m $m $m $m
3. Protit rovn ovdinary eotivities (continued)
{5y Audiiors faes
The Australian statutory guditor of the Telstra Entity has charged
the following amounts for:
Auditing and reviewing the finandialreports{a} . .. ... 0 .0 oL 4.412 4.445 3.753 4.183 3.974
Auditors other than the Austratian statutory auditor
have charged the foliowing amounts for:
Auditing and reviewing the finagndalreports . . .. . ... oL oL 1.904 1.440 1.553 1.001 0.528
Totab guditors fees . . o . . L L. e e e 3{a} 6.316 5.885 5.306 5.184 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{b) . .. . L. e e e 3.490 5.334 5.714

fa) Our Australian statutory auditor is the Australion Nationat Audit
Office (ANAQ). The audit provided by the ANAO 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 ot d maximum of 1.0
titnes (2003: 1.0 times, 2002: 1.5 times) total cudit fees. In addition to
the establishment of this cap, thereis o requirement for the Audit
Committee to pre-approve all proposals involving the provision of
services by EY. As part of the approval process, an assessment is made
by the Audit Committee on the appropticteness of the services froman
independence stand point. Monthly meetings are held between EY
and the Directot, 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 lune Year ended 30 fune
2004 2603 2002 2004 2003

Note $m 1 $m S 1
{) Hrarns peopuiving spevifiy
The following items form part of the ordinary operations of our
business and thelr disclosure Is relevant in explaining the financial
performance of the group.
Qur net profit has been calculated after {charging)/crediting
specific revenue and expense items from our ardinary
activities as follows:
trores Incloded In veversia
Other revenue (excluding interest revenue)
- proceeds on sale of out investment in IBM Globol Services
AuvstratliaLimited (T} . . o . . L e e 184 - - - -
-proceeds onsaleofpropetties(ivy .. . ... oL oo oL - 570 - - 570
TotalrevenUeitems. . . .. .. L L 154 570 - - 570
e insloded by expensas:
Other expenses
- net book vatue of investment and modification of the information
technoltogy services contract with IBM Global Services Australia Limited (i) {135) - - - -
- pravision for the non recoverability of the loan to Reach Wtd fii). . . . 27 {226) - - {226} -
-bookvalueonsatleofproperties(ivi. . ... ... oL Lol 0L - {439) - - {4349}
- movement in proviston for reduction invatueofour. . . ... 0 L. L.
cortrotled entittes (JEYEVIE). . . o .. L o L L " - - 709 {2,981}
-movement inprovisionforamountsowed by . ... ... L oL
controtled entitles (JEYOVIETY . 0 . . 0 oL L L L 27 - - - {709} 570
Totalexpenseitems. . ... ... L. Lo L L ol oL {361) {439) - {226} {2,850}
in our share of net losses of joint venture entities and assodated
entitiesis:
- wtite down of the carrying value of our investment in Reach Ltd (v) . . . - {965) - - -
Netitems . . .. .. e e {207) {834) - {2286} {2,280}
Income tax benefitf{expense} attributable to those items
tequiring specificdisclosure. . .. 0oL oL L oL 0oL 19 {41) - - {41}
Effect of reset tax values on entering tax consolidation{vi} . . ... . . [ 58 201 - 58 201
Net items after income tax (benefitifexpense . . . . ..o oL 0oL L. {110) {674) - {168} {2,120}
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Buring fiscal 2004, we recognised the following transactions as
reguiring specific disclosure:

{1} Sale of shareholding in 1BM Global Services Australia Limited
{IBMGSA)

On 28 August 2003, we sold our 22.6% shareholding In our associated
entity IBMGSA with abook value of $5 million. Proceeds from the sale
of this investment amounted to $154 million, resulting in a profit
before income tox expense of $145 mitlion.

As part of the disposal we negotiated changes to ¢ 10 year contract
with IBMGSA to provide technology services. This modificationto our
setvice contract resulted in an expense of $130 million being
recognised and the removat of $1,596 million of expenditure
commitments disciosed as at 30 June 2003. The net impact oh our
profit beforeincometax expense of this transaction was a profit of 19
mitlfon {$58 million ofter toking into account income tax benefits).

{H) Provision for the non recoverability of the loan to Reach Lid

0On 17 Juhe 2004, Telstra and PCOW Limited (PCOW) bought out aloan
facitity previously owed to a banking syndicate by our 50% owned
Joint venture Reach Ltd and its controlled entity Reach Finance Ltd
{Reach). Gurshare of the payment In relation to this acquisition
amounted to US$155.5 million. At 30 June 2004, we provided for the
hioh fecoverability of the debt, amounting to $226 mitlion, as we
consider that Reach will not be ina position to repay the amount prior
to reaturity. Refer to note @ for further details,

fiil} 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
Tetstra Entity was a gain of §708 mitlion relating to a movement in our
provision for diminution of Investments in controlled entities. This
gain was offset by an expense of an equivalent amount relating to o
provision for amounts owed by a controtled entity. This gainflossis
effectively a reallocation of provisions within the Telstra Entity. The
balances are eliminated on consolidation for the Telstra Group.

Buring fiscal 2003, we identified the following transactions as
reguiring specific disclosure:

{iv} Sate of office properties

On 1 August 2002, we sold o portfolio of seven office properties for
$570 million. The carrying vatue of these properties was $439 mitlion
at the time of sale. The profit on sale of these properties was $131
miltion before income tax expense and $90 mitlion after Income tax
expense.

We entered into operating ledses totalling $518 million in relation to
these properties on normal commercial terms of between five and
twelve years, most of which commenced on 15 August 2002,

{v} Wrtite down of investiment in Reach Ltd

During fiscal 2003 we wrote down the carrying amount of the
investment in Reach Ltd. The write down occurted due to the
depressed conditions in the global market for internationat data and
internet capacity resulting in high tevels of excess capacity, intense
ptice competition and lower than expected revenues. This resulted in
a reduction of our investments accounted for sing the eguity method
inour statement of financial position and an increase to our share of
net losses of joint ventyre entities and associated erdities in the
statement of financial performance, amounting to $965 million.

{vi} Effect of reset tax values on entering tax consolidation

During fiscal 2003, legislation was enhacted which enabled the Telstra
Ertity and its Australian resident wholly owned entities to betreoted
as a single 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 bring the assets of each subsidiary member into the tax
consolidated group by choosing between two olternative methods,
the Allocable Cost Amount {ACA) method or Transitional Method. We
chose the ACA method for o number of our subsidiaries. Under this
method, the tax values of a subsidiary’s assets werereset accordingto
certain altocation 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. Subseguent analysis of this adjustment
has resutted in o further tax benefit of $58 mitlion being recognised Iin
fiscal 2004 (refer to note 4 for further detalls).

{viij Moverment in provision fot reduction in vatue of our controlled
entities - Telstra Entity

Included in our profit before income tax expensein fiscal 2003 for the
Telstra Entity was ¢ movement of $2,581 mitlion relating to a
provision for reduction in value of our Investments in two controlled
entities. This balance was eliminated on consolidation for Telstra
Group reporting purposes.

{viil} Movement in provision for amounts owed by controtled entities -
Telstra Entity

The profit before income tax expense of the Telstra Entity included o
$570 million net gain in relation to the provision for amounts owed by
the controlled entity. This gain occurred due to capitalisation of an
intercompany toan facility. This balance was eliminated on
conhsolidation for Telstra Group reporting purposes {refer note 27 for
further information).



Telstra Corporation Limited and controtled entities

Notes to the Financial Statements (continued)

Telstra Group Telstra Entity
Year ended 30 lune Year ended 30 fune
2004 2603 2002 2004 2003
$m $m $m $m $m
&, bncome by ”%gﬁ%ﬁé‘iﬁ?‘
Ml wpge o el ey
A ¢ St oo Sollowy

Profit beforeincometaxexpense . . ... ... L. L. oL 0oL, 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 ob profit calculated at30% ... .. ... 1,754 1,478 1,634 1,764 886
gk b odiosbed b the tox effect of i
Effect of different rates of tax onoversedsincome. . ... ... .. .. .. {15) £30) {13} - -
Research and development concessions . . . .. . ... .. L. {7} {6} {8} {8) {6}
Share of net loss fram joint venture entities and associated entities. . . . i1 286 9 - 2
{Profitifloss onsoleof noncurrent assets, . . ... . .. L ... (65) {34) {8) (59) 52
Noh deductible depreciation and amottisation. .. . ... o000 000, 64 58 {4} 11 10
Reduction in the value of investments and intercompany recelvables. . . 68 - 4 87 810
Assessable forelgn source income not included in accounting profit. . .. 18 43 22 18 43
Underf{over) provision of taxinpriorgears . . ... .. 0oL 0oL 24 {28} 16 21 {23}
Effect of reset tax volues on entering tax consolidation{iify . . . ... . .. (58) {201} - (58) {201}
Otheradjustments .. . ... .0 L. oL Lol o {63) {42) 142 {79) {15}
Incometaxexpenseonprofit . . ... oL L oo oL 1,731 1,534 1,796 1,687 1,558

{i} Net of consolidation entries and other applicable adjustments.

{H) For the Telstra Entity, adjustmentsinclude those for the tax
consolidation group.

{Hi} As part of the election to enter tax consolidation {refer following
for further details), the head entity in the group was able to elect to
reset the tox values of o subsidiary member under certain allocation
rules. In fiscal 2003, the reset of tox values resulted in o tax benefit of
$201 milkion {refer note 3 for further information). In fiscal 2004,
subseguent analysis resulted in a further reset of tax values and an
additional tax benefit of $58 million. These benefits reflect the
incregse in future tax deductions available from these reset values.

Tax consolidation

Buting fiscat 2003, legislation was enacted that enabled the Telstra
Entity and its Australian restdent wholly owned entities to be treated
as o single entity for income tax purposes. The Telstra Entity elected
toform atax 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.

224

The entities within the tax consolidated group have entered into atax
sharing agreement. Theterms of this agreement specify the methods
of ollocating any tax Hability in the event of default 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 the transition of subsidiaries into the tax
consolidated group were dlso entered into by group members. These
agreements covered the transfer of deferred tax balgnces to the
Telstra Entity as at 1 July 2002 and the treatment of any PAYG
instalments made.

The electioh to tax consolidate on 1 July 2002 did not have d
significant impact on the assets and Habilities of the Telstra Group,
apart from the resetting of certain tax values {refer to item {iil} above
and note 3 for further details regarding this impact}.
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Telstra Group Telstra Entity

Asat 30 June As al 30 June
2004 2003 2002 2004 2003
$m $m $m sm $m

prsitioy for

Heometaxosses . . ... L. L L i e 208 209 146 " -
Capitaltaxlosses ... .. .. o L Lo L oL il 206 132 42 185 94
Timingdifferences. . . . ... oL L oL oo oL ool 42 &2 8 - -
483 383 196 165 G4

Our benefit for tax losses may be used in future years i the following
criteria are met:

» our controlled entities have sufficient future assessable ihcome to
enable the tax losses to be offset against that assessable income;

» oyr controlled entities continue to satisfy the conditions required
by tax legislation to be able to use the tax losses; and

+ there are no future changes in tax legistation that will adversely
affect us in using the benefit of the tax losses.

Our staternent of financial position includes the following:

Telstra Group
As at 30 June
2004 2003
$m $m
Future income tox benefit balance . .. . . 2 -
Amount of future income tox benefit related
to tax losses carvied forward L. oL L. 2 -

Our future income tax benefit is included within our other non current
assets (refer note 14).
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We report our segment information on the basis of business segments
as oUr tisks and returns are affected predominantly by differencesin
the products and services we provide through those seqments,

During the year, we formed d new group being Telstra Technology,
innovation and Products. This brings together product development
areds, network technologies, information technology systems and

Telstra Research Laboratoties,

in fiscat 2003, three pre-existing business units of Telstra Retail,
Telstra Mobite and Telstra Country Wide were restructured. Thescope
of Telstra Country Wide was increased as a result of the restructure
and twa new groups were formed, namely Telstra Consumer and
Marketing and Telstra Business and Government.

A separate group was established which comprised Telstrd's
broadband and online activities, as well as Telstrd's directoties
business, Sensis Pty Ltd, and Telstra’s media activities. This business
is nrow known ds Bigpond, Media and Sensis. Those segments not
impacted by the restructure were consistent in thelr structure to
previous Jears.

Bue to this extensiverestructure of the customer bose in fiscal 2603, it
was impracticable to restate our comparative information for fiscat
2002 to reflect the position as i these business segiments and segment
accounting policies existed in that finandal year. In accordance with
applicable accounting standards, for both AGAAP and USGAAP, we
have provided comparatives for fiscal 2002 as they wete under the
previous organisational structure, aswell 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 segments:

Teistre Consumer and Marketing (TC&M} is responsible for:

+  serving consuimer customers with fixed, wireless and data
products;

+  manadement of Telstra brands, advertising and sponsorship; and

+ Implementing our bundling initiatives.

Teistra Couniry Wide (TCW) is responsible for:
+ customers outside the mainland stote capital cities, in outer
metropolitan areas and in Tasmania and the Notthern Territory.

Telstra Business and Government (TBLG) is responsible for:

+ the provision of the full range of products and services to
corporate, small to medium enterprises and government
customers; and

+  managing our interests in our North American, Japanese and
European retail operations.

Telstre international (TInt.} is responsible for:

+  managing our international investments, particularly our
operations in Hong Kong and New Zealand,; and

+ generating profitable growth by enhandng the value of our
existing investrments and partidpating in new growth
opportunities primarily in the Asia-Pacific regiorn.

+  TheTelstrallear group in New Zedland is reported as part of Tint.
for segment reporting purposes, even though it is induded in
TB&G for internal management repotting purposes due to the
requirements of the applicable accounting standard. Forthe
purposes of the applicable accounting standard, the risks and
returns of TelstraClear are considered to be simitar to thase of our
international business.

Infrastructure Services (i5) is responsible for:

+ operational setvice, delivery and maintenance of Telstrg's fixed,
mobile, IP and dota networks. This includes voice and data,
product and application platforms, and service management of
the online space; and

+ end-to-end project construction and integration of
communications networks and systems for Telstra and other
tetecarmmunications companies.

Teistra Wholesale (TW) is responsible for:

+ the provision of telecommunications services, infrastructyre
sharing solutions and related services that are based on the
Telstra networks and delivery systems to other cartiers, carriage
service providers and ISPs.

Teistre Technology innovation and Products {TTIP) is responsible for:

+ the overcll planning, design and construction management of
Telstre's communication networks;

+ the delivery 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

+  the Telstra Research Laboratoties,
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Bigpond, Media and Sensisis responsible for:
+  manadement and growth of Telstra's internet products, services
and content, for both broadband and narrowband delivery;

+  managdement of Telstra's broadband cable network;
+  mdnadement of Telstra's interest in the FOXTEL partnership; and

+  management and growth of the information, advertising and
ditectories business, including printed publications, voice and
online products and services.

Corporate areos indude:

+  Legal & Office of Company Secretary - provides tegal services and
coimpany secretarial services across Telstra and is responsible for
corporate security and tiaison with taw enforcement agencies;

*  Regutatory, Cotporate 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, heatth and safety,
environment, remunergtion and training. It alse has
responsibility for requlatory positioning and negotiation;

+  Human Resources - responsibllities include recrultment, learning
and development, and human resources management;

+  Corporate Development - encompasses the functions of business
development, commercial analysis, corporate strategy, mergers
and acquisitions, strateqic projects and investor relations; and

+  Fingnce & Administration - encompasses the functions of
business and finance services, treasury, productivity, risk
management and assurance, and corporate setvices. It also
includes the financial management of the majority of the Telstra
Entity fixed assets (including network assets) through the Asset
Accounting Group. TTIP manages the annual capital expenditure
of these assets on behalf of our other business segments.

The Corporate areds and the Bigpond, Media and Sensis group are not
reportable segments and have been aggregated in the “Other”

segment.

vy prebiches

The following segment accounting policy changes occurred during
fiscal 2004:

Outpayments for the use of network facilities

Previously, outpayments for the use of network facilities were
aliocated to each segment via transfer pticing.

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. Ptior year comparatives have been adjusted to reflect this
change in policy.

Provision for reduction in value of controlled entities and
intercompany receivables

In previous financial years, our segment accounting policy was that
the provision for reduction in value of controlled entities and
intercompany receivables be raised in our corpotate areas and
eliminated on consolidation of the Telstra Group. In fiscal 2004, both
the provision and elimination of the provision on consolidation were
directly allocated 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 financial years, our segment accounting policy was to
recognise deferred expenditure relating to basic access installation
and conhection fees in the TCRM segment. in fiscol 2004, we have
determined & reasonable basis for the allocation of this asset to the IS
segment. Prior year compadratives have been adjusted to reflect this
change in policy.

The following segment accounting policy change occurred during
fiscal 2003:

Transfer pricing

Ity fiscal 2003, all transfer pricing was eliminated and is no longer used
within the group. As such, the inter-segment revenue line purely
relates to intercompany revenue for fiscal 2003 and subsequent
reporting periods.

Prior to fiscal 2003, seqment revenues, segment expenses and
segment results included demand driven transfers between business
segments. Generally most internal charges between business
segments were made on ¢ direct cost recovery basis. Wehaverestated
out comparatives to reflect the current basis of recognition.
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We account for all Telstra Group transactions induding internationat
transactions between Austratian and non-Australioh businesses at
market value. All internal telecommunications Usage of our own
praducts and transactions between Australian businesses is also
accounted for at market value.

The Asset Accounting Group does not ollocote depreciation expense
related to the use of assets owned at the Corporate levet to other

busiress segments.

Segment assets and segment Habiities form part of the operating
activities of a segment and can be allocated divectly 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.
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Telstra Group

TCaM TCW TB&G Tint. I5 TW TTIP Other Eliming- Total of

{a) {a) {a} (b} {c) {d) tions alt
segments
$m $m $m $m $m $m $m $m $m $m
Year ended 30 June 2004
Sales revenue from external
CUSIORMIEIS. .« . .o vt e e e et 5,719 8,224 4,33% 1,301 80 2,604 1 1,483 ~ 20,737
GCther revenue from external
cUStOMmers. ... ... 2 136 199 81 iz - 4 146 {7) 543
Total revenue from externat
customers (excluding interest
FeVEnUEY L ... ... 8,721 5,360 4,534 1,382 T2 2,604 5 1,639 {(n 2t,280
Less sole of investrment{dividend
revenye - - 184 81 - - - - {7) 228
g st
2 T L e e e e 8,721 5,360 4,350 1,301 T2 2,604 5 1,639 - 21,052
Add inter-segment revente. . . . .. - - 38 36 84 271 51 11 {461) -
Vet soumnend Tevenue . ... . . 5,721 £,360 4,388 1,337 126 2,878 56 1,650 (461) 21,082
Segment vesvil endar ABAAE L L. 3,329 4,608 2,560 (18) (1,568} 2,649  (1,488) (4,07 61 6,460
Less share of equity accounted net
tossesf{profitsy. . . ... ... ... {2) - {2) 38 - - - L - 78
Less het book value of investments
sold ... L. L o - - 28 29 - - - - {n 50
Add sate of investment/dividend
FEVERIIR . . L ..o - - 184 81 - - - - {7) 228
Earnings before interest and income
tax expense (EBIT) - segment result
underUSGAAP. . ... ... . ... .. 3,331 4,609 3,118 {34) (1,568) 2,649 (1,488) (4,121) &1 6,560
Earnings has been calculated after
charging/(crediting) the following:
Depreciation and amaortisation . .. - - 20 363 3 - - 3,272 (43) 3,615
Non cash expenses excluding
depreciation and amortisation . . . 285 - 29 29 - - - 284 {7} 590
Mg i frgd
21 - 35 161 1,718 35 832 881 - 3,683

As at 30 June 2004
Gegrment awatE ek, L .. ... 1,702 687 843 4,000 1,183 387 561 27,336  (1,676) 34,993
Segment assets include:
Investment in joint venture entities. i1 - - 29 - - - - - &0
Goodwitl{met) . . . ... ... ... .. - - 58 1,822 - - - 224 v 2,104
B 931 218 488 7658 864 282 534 18,154 {2,608) 19,632
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{u) Segment revenues, segment expenses, segment dssets and
segment liobilities do not reflect actual operoting results achieved for
TCaM, TBRG and TOW.

For all three of these segrnents, our sales revenue assoclated with the
activation of mobite handsets and the majotity of costs of goods and
services associated with oot mobile revenyes are allocated totally to
the TC&Msegment. As o result, the TCAM segment also hold segment
assets and segment Habilities related to these revenues and expenses.
in addition, our revenue received in advance in relation to instaliation
and connection feesis also allocated totally to TCRM. These
allocations reflect manhagement’s accountability framework and
interhat reporting system and accordingly no redsonable basis for
allocation to the three segments exist.

Ongoing revenue derived from our mobile handsets once activated is
tecorded in TC&M, TB&G and TCW depending on the type and location
of customer serviced.

{b} included in revenue from sate of investments and dividends is the
sole of our 22.6% shareholding inour associated entity 1BM Global
Services Australic Limited {IBMGSA), amounting to $154 mitlion. Refer
note 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.

{d) tncluded in the segment result for the other segment is the write
down of out loan to our 50% owned joint venture, Reach Ltd (Reach),
amounting to $226 million. Refer note 3 for further information.

{e) Segment assets for the other segiment includes Telstra Entity fixed
assets (ihcluding hetwork dssets) managed through the centralised
Asset Accounting Group.
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Telstra Group
TCeM TCW TB&G Tint. IS T™W TTIP Other Elimina- Totalof
{a) {a) {a) ({23] {c) {d) tions alt
segments
$m $m sm sm $m $m $m $m $m $m
Year ended 30 June 2003
Sales revenue from external
cUStomers. .. ... . 5,587 5,057 4,340 1,471 138 2,488 1 1,413 - 20,495
Other revenue from external
cUstomers. .. ... .. 7 136 33 54 11 - 22 858 - 1,121
Totol revenue from external
customers (excluding interest
revenuiey . ... ... ... 5,594 5,183 4,373 1,525 149 2,488 23 2,271 i 21,616
Less sole of investrment{dividend
FEVERL® . . . ..o 1 - 15 25 - - - - - 49
%%" . . .
CRBRGTRATE L L. L. 5,593 5,183 4,354 1,496 149 2,488 23 2,271 - 21,567
Add inter-segment revenue . . . . | - - 55 33 754 258 40 46 {1,188) -
Vodoh gogmenl revenue . . . ... .. 5,593 5,183 4,409 1,525 503 2,746 63 2,317 {1,186) 21,567
3,257 4,486 2,974 13 {1,399) 2,547 {1,367) {3,584) {244) 6,723
tossesf{profitsj. . . ... ... ... .. {2} - & o974 - - - 47 - 1,025
Less net book value of investiments
sobd ... - - 2 22 - - - - - 24
Add sate of investment/dividend
FEVEI® . . o .. v e s 1 - 15 29 - - - - - 49
Earnings before interest and income
tax expense (EBIT) - segment result
under USGAAP. . .. . . ... ... .. 3,300 4,486 2,885 {934)  {1,399) 2,547 {1,367} {3,631) {244) 5,723
Earnings has been calculated after
charging/(crediting) the foltowing:
Depreciation and amortisation . .. - - 19 388 - - - 3,043 {3} 3,447
Non cash expenses excluding
depreciation and amortisation 207 - 1t 52 - - 4 637 - 911
W ivee GaEE 4
fanciud
GaiEng 8 {2} 5 187 2,168 46 787 296 {164} 3,332
As ot 30 June 2003
Segmendawals el . L. oL .. 1,442 677 891 4,256 1,333 397 628 27,331 {1,356} 35,599
Segment assets include:
Investment in joint venture entities. 11 - - 74 - - - 44 - 129
lnvestrnent i gssociated entities . . - - 5 25 - - - - - 30
Goodwill{ret) . . ... ... .. ... - - 43 1,530 - - - 46 {1} 2,018
Legrnent 586 224 444 817 980 242 547 18,360 {2,423} 20,177
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{u) Segment revenues, segment expenses, segment dssets and
segment liobilities do not reflect actual operoting results achieved for
TCaM, TBRG and TOW.

For all three of these segrnents, our sales revenue assoclated with the
activation of mobite handsets and the majotity of costs of goods and
services associated with oot mobile revenyes are allocated totally to
the TC&Msegment. As o result, the TCAM segment also hold segment
assets and segment Habilities related to these revenues and expenses.
in addition, our revenue received in advance in relation to instaliation
and connection feesis also allocated totally to TCRM. These
allocations reflect manhagement’s accountability framework and
interhat reporting system and accordingly no redsonable basis for
allocation to the three segments exist.

Ongoing revenue derived from our mobile handsets once activated is
tecorded in TC&M, TB&G and TCW depending onthe 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 million.
Refer note 3 for further information.

{c) Included in other revenue from external customers is the sale of
seven office propetties for $570 million. Refer note 3 for further
information.

{d) Sales revenue for the other seqment 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 primarily depreciation and amortisation charges.

{e) Segment assets for the other segment includes Telstra Entity fixed
assets (ihcluding hetwork dssets) managed through the centralised
Asset Accounting Group.
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il BOOZ comparitives

Bue to the extensive restructure of the customer base in fiscal 2003, it
was impracticable to restate our comparativeinformation for fiscat
2002 gas if the current business segments and segment accounting
policies had existed in that finandal year.

inaccordance with applicable accounting standards, both AGAAF and
LUSGAAPR, thosetines that could berestated under the current structure
for fiscal 2002 are presented below.

Telstra Group
TCeM TOW TB&G Tint. s T™W TTIP Other Elimina- Totalof
tions alt
segments
sm $m $m $m $m $m $m $m $m $m
Year ended 306 June 2002
Depreciation and amortisation . .. - - 27 421 - - - 2,823 {4} 3,267
Non cash expenses excluding
depreciation and amortisation . . . 255 - 66 18 - - 60 316 1 717
Bows cuvrend sssels aoouired
13 & 15 298 2,208 5@ 808 263 - 3,662
As ot 30 June 2002
Segmandawels. L. L. 1,430 627 557 6,074 1,441 436 849 29,640 {3,275} 38,219
Segment assets include:
Investiment in joint venture entities. g - - 1,059 - - - 42 - 1,110
Investinent i gssociated entities . . - - 25 62 - - - - - a7
Goodwill{ret) . . ... ... .. ..., - - 50 1,563 - - - 50 - 2,063
BN 1,212 185 510 1,647 1,058 250 567 21,214 {2,530} 24,113




Telstra Corporation Limited and controtled entities

Notes to the Financial Statements (continued)

i
%;‘*

%E%fﬁ’ eyt Al oy

ool 2807 cow ﬁ'}"fﬁ"‘s%‘{‘w {44

The comparatives for fiscal 2002 under the structure that existed as at
30 June 2002 is presented below.

Telstra Group
Telstrn Telstra Telstra  Infrastrue.  Telstra Other Etimina- Total
Retait Mobile fnterna- ture Wholesale (&) {fons of all
{a} tionat Services {c} segments
$m $m $m $m $m $m $m $m
Year ended 30 fune 2002
Soles revenue from externat custormers 12,560 3,501 1,497 253 2,334 67 {16} 20,196
Other revenue from external customers 237 - 34 29 11 305 - 606
Total revenye from external customers
{excloding interest revenue). . . . .. 12,787 3,501 1,531 282 2,345 372 {18} 20,802
Less 5aEe of mvestment[dwsdend revenue 42 - 14 - - - - 58
TOEEEEHETS. . e e e 12,745 3,501 1,517 282 2,345 372 {16) 20,746
Add inter—segment FRVERIUE . . . .. . . S4T 35 1 1,853 1,001 957 {4,298)
Tobod sopmand ravaniie L. L. L 13,192 3,540 1,518 2,135 3,346 1,328 {4,314} 20,746
Segreend resuthunder AGAAE L L 7,318 1,542 {22} {1,371} 2,076 {4,267} 1,022 6,298
E.ess share of equity accounted net losses 42 - 3% - - - - 81
Less net book value of investments sold 40 - g - - 8 - 57
Add sale of investment/dividend revenye 42 - 14 - - - - 56

Earnings before interest and income tox
expense (EBIT) - segment result under
USGAAP . . ... ... ... ... ... 7,278 1,542 {56) {1,371} 2,076 {4,275} 1,022 6,216

Earnings has been calculated after

chargingf{crediting) the following:

Depreciation and amorttisation. . . .. 85 - 421 - - 2,765 {4} 3,267
Non cash expenses excluding depreciation

and amortisation 36 45 25 - - 1,360 {1,018} 448
335 110 352 2,740 50 75 - 1,662
4,291 1,058 6,095 1,436 414 26,358 {1,473} 38,219

Segment assets inciude:
investment in joint venture entities . | 51 - 1,059 - - - - 1,110
Envestment inassociated entities . . . 26 - 61 - - - - 87
2,763 234 1,671 1,530 252 20,313 {2,650} 24,113

{a) Teistra Retail segment revenue from externci customers includes {c} Included in segrment result is an elimination for the charge of $855

$2,406 million relating to Telstra Country Wide. miltton relating to a provision for amounts owed by d controlied entity
{refer note 3.

(b} Included in the other segment result is a charge of $855 million

relating to o 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 centratised
Asset Accounting Group.
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&, begrrnd nlormution {(ontinued)
Telstra Group
Year ended 30 June
2004 2003 2602
Note $m $im $tn
Totsd st rEVETUE L L L L L L e 21,082 21,567 20,746
Add sale of investmentfdividend revenue ... ... L. L oL L 228 49 56
Total revenue from external customers {excluding interest revenue) . . . .2 21,280 21,616 20,802
Addinterest FEVENUR . . . . . L L L i e e e e 58 84 126
Tobslreverise fromnondinory aotivBBien L L L Lo 2 21,338 21,700 20,928
Earnings before interest and Income taxexpense (EBIT) . . . ... . ... .. 6,560 5,723 6,216
Addinterest revenue . . .. . . .. e 55 84 126
Lessborrowingcosts . . .. oL L L Lol 767 875 896
Frofit Defors Inoome BN € e e e e e e e e e e e e 5,848 4,928 5,446
Lessincometax expense. . ... ... L. Lol o i o 1,731 1,534 1,796
Bt e L L L e e e e e 4,117 3,384 3,650
BRI GBS, . . L e e e e e e 3,237 3,083 2,878
Locobealls . L. L. e e 1,504 1,567 1,643
PSTNvalueadded services. . . ... .. L. oL L e e 259 280 262
Nationdllohgdistancecalls. . ... ... oo oL 0oL oo ool 1,121 1,162 1,216
Fixedtomaobile. . . . . .. . e e 1,507 1,517 1,419
Internationat direct . . . ... L L e e 266 307 336
7,984 7,916 7,755
Mokiles
Mobileservices, © . .. L. e e e 3,458 3,227 3,242
Mobilehandsets. . . . . .. L e 352 386 226
3,807 3,613 3,468
faober oved indenet gervioes
Internetand iPsolutions. . . .. ... .0 L L L 1,610 817 606
SDN{accessandealls) . L . L .. L. L e e e 927 851 1,037
Specialiseddata . ... ... L Lo L L o 1,018 1,053 1,051
2,958 2,821 2,694
Sxtbay prodsts and services
Advertisinganddirectories . ... L L L oL ool oL oLy 1,381 1,217 1,135
{ustomerpremisesequipment . . ... ... L. oL L oL o 184 194 204
Payphones . .. ... L L i e e 141 148 154
B ETCOITi B SEIVICES . . L L . . e e e e 1,138 1,155 1,123
Inboundcallingproducts . . ... L L Lo Lo L oL 476 494 562
Solutions management .. ... L0 Ll L ol oL oL 489 487 478
Various controbled entities{a) . . . . . . .. . . L. o 1,404 1,678 1,826
Othersalesandservice. . .. . .. L L L e 718 772 757
2 20,737 20,495 20,156
{a) Sales reveniue from our various controlled entities is split between the
following products and services
nternational -PSTNproduets ..o o Lo Lol o oL oL 289 285 162
International-Mebiles. . . . . . L L L e 744 921 1,675
internationat - Dato and internetservices . . ... oL L oL oL 132 122 &8
international - Intercarrierservices . .. ...l L oL n oo &8 75 28
International - Other . ... . o L e e &8 68 163
OtRer . e e e 193 207 325
1,494 1,678 1,826
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Telstra Group
As at 30 June
2004 2003 2602
Note $m $im $tn
bsform Pt SEeete
Sules revenue from
Australdlan CUstOmMBES . L . L L e e e e 19,436 18,024 18,698
International cUSTOMEers . . . . . . . L L e e e e 1,301 1,471 1,497
2 20,737 20,495 20,156
Carrying amount of segment assets
Australdlan CUstOmMBES . . L . L L e e e e e 30,993 31,343 32,145
International cUSTOMEers . . . . . . L L L e e e e 4,600 4,256 6,074
34,893 35,595 38,219
Non current segment assets acquired {excloding those acquired on
gaining control of an investment)
LocatedimAustralic. . . .. o oL L e e 3,522 3,145 3,364
Located ininternationslcountries. . .. ... . L oL o L oL 161 187 258
3,683 3,332 3,662

{i} Our split by geographical seqment reflects our internationat
segment used In 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 fune
2004 2003 2002
¢ t g
&, Barnings per shore
Bosic ond Sluted soradngsperaBiid . L L L L e 32.4 26.6 28.5
$m $m i
The following reflects the eqrnings and share information used in
determining out basic and diluted earnings per share:
Netprofit L ... L e e 4,417 3,364 3,650
Adjustments:
OQuiside equity interestsinnetloss (.. .. . L. L L L oL i oL i oo 1 35 11
Earnings used in the colculation of basic and diluted earningspershare. ... . ... . .. 4,118 3,429 3,661
Number of
shares
{miltions)
Weighted average number of issued ordinary shares used
in the caleulation of basic and diluted earnings pershave{a}{b) . .. . ... . ... ..o 0oL 12,723 12,867 12,867

fa} As ot 30 June 2004, we have [ssued, fully peid 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 as part of our ongoing capital
managernent program. The ordinary shares were brought back at
$4.20 per share, comprising o folly franked dividend component of
$2.70 per share and o capital component of $1.50 per share. The
Commonwedatth of Australia did not partidpatein the share buy-back
{refer note 18 for further information).

{b} There are no potentiat ordinary shares or dilutive ordinary shares.
We are precluded from issuing instruments that gives rise to the issue
of new shares by the Telstra Corporation Act 1991 {Cwth). TheTelstro
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 June Year ended 30 June
2004 2003 2002 2004 2003
$m $m $m $m $m
7. Bhvidenas
Dby shiores
Previous year final dividendpaid . ... ... oo oo oL 1,544 - - 1,844 -
Interim dividend paid. . ... ... oo oL oo oL 1,642 1,544 1,415 1,642 1,544
Interim special dividendpaid . . . . ... .o oL oL ol oL " 386 - " 386
Finat dividend providedfor{i}. . ... ... ... .. oL 0oL, - - 1,415 - -
Total dividends providedfororpaid . . . ... . L o000 3,186 1,530 2,830 3,186 1,930
Divigerads ney ordinary shore provided fov or pald ¢ g ¢
Previous year final dividendpaid . ... ... oL oL oo Lo 12,0 - -
nterimdividendpaid. . ... L. o oo oL ool oo 130 12.0 11.0
nterim speciat dividendpaid . . . . ... oL o Lol on oL - 3.0 -
Finat dividend providedfor{i}. . ... ... ... .. oL oL, - - 11.0
Total dividends providedfororpaid . . . ... o L L0000 25.0 15.0 22.0

{1} Bue to the application of accounting standard AASB 1644.
“Provisions, Contingent Liabilities and Contingent Assets” for the year
ended 30 June 2003 ahd subsequent reporting periods, a provision for
dividend can no tohger be ralsed ot balance date when the dividend is
declared after that date. As a 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 na changein 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
ordinary dividend is reported as an event after balance date (refer
hote 28) and the provision for final ordinary dividend is raised at the
declaration date.

We have paid dividends ds 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 oLl 1,544 1,415 1,416
interien dividend paid . .. .. 1,642 1,544 1,415
Special interim dividend paid . - 386 -
Total dividends paid. . . .. .. 3,186 3,345 2,831

Our dividends paid have been franked in aggregote 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 100 106 100
Interim dividend paid. ., .., .. 100 106 100
Special interim dividend paid. . . - 100 -

Our dividends were franked at a tax rate of 30% for thelast three years.



Notes to the Financial Statements (continued)

Telstra Corporation Limited and controlled entities

Telstra Group Telstra Entity
Year ended 30 lune Year ended 30 June
2004 2003 2002 2004 2003
$m $m $m $m $m
The combined amount of exempting and franking credits
available to us for the next fiscal year are:
Combined exempting and franking account balance as at 30 Juhe (i) . . . 828 585 530 625 585
Franking credits that will atise from the pagment
of incometaxpayableasat3odune(li). . ... ... .. o L0 L g12 614 632 812 614
Franking debits that will arise wheh we pay our final dividend
providedforasat30dune(li}. . .. ... L. oL oo oL - - {606} - -
Franking credits and exempting credits that we may be
prevented from distributing inthe next fiscalyear. .. .. ... 0 L0 . {25) 1) {15} {25) {1}
1,112 1,198 541 1,112 1,198

{i} During fiscal 2003, legistation was enacted which enabled the
Telstra Entity and its Australion resident wholly owned entities to be
treated as a single entity for income tax purposes. The Telstra Entity
elected to form d tax consolidated group from 1 July 2002, On entry
into tax consolidation, the franking credits held in the franking
accounts and exernpting accounts of the subsidiary members were
transferred to the Telstra Entity. Therefore, one franking 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 million {20063: $585 million; 2002:
$457 million}. This total combines the surplusin its franking account
of $800 million {2003 $584 millfon; 2002: $457 mitlion} and a surplus of
$25 enittion (2003: $0.6 mitlion; 2002: $0.1 million) In its exempting
account. The franking account balance of $600 million represents the
amount of tax paid by the entity that s available for distribution to
shareholders and equates to a fully franked distributable dividend of
$1,400 million {2003: $1,363 million; 2002: $1,066 mitlion}). There are
statutory restrictions placed on the distribution of exempting credits
from the exempting account.

Additional franking credits will arise when the Telstra Entity pays tax
instalments during fiscal 2005, relating to the fiscal 2004 and 2005
income tax years. Franking credits witl be used when the Telstra
Entity pays its 2004 final 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.

(i} The franking debits that arise when we pay our final otdinary
dividend have been expressed as the amount of franking credits that
witl be attached to a fully franked distribution.

Dueto the application of accounting standard AASE 1044: “Provisions,
Contingent Liobilities and Contingent Assets” for the year ended 30
June 2003 and subsequent reporting petiods, o provision for dividend
cannolongerberaised at balance dateif the dividend is dedared 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 prior to that dote in the franking
account. The franking debits that drose in fiscal 2002 from our final
ordinary dividend provided for amounted to $606 million.
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Telstra Group Telstra Entity

As at 30 June As at 30 lune
2004 2003 2004 2003
$m $m $m $m

%, Conl azgets

Cashatbankandonhand. . . ... . L o e 149 199 32 162
Bank deposits, bills of exchange and commerdialpaper{aj . . ... .. ... ... ... 538 1,101 811 1,050
687 1,300 843 1,152

fa) Bank deposits are held in the short term money market. The
carrying amount of bank deposits, bills of exchange and commerdal
paper approximates net fair value due to their short term to maturity.
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Telstra Group Telstra Entity

As at 30 June As at 30 lune
2004 2003 2004 2003
Note $m $im $m $m

et

Trade debtors (0. . . . . 0 e e e e 2,459 2,436 1,894 1,849
Provision fordoubtfuldebts. © .. 0 o L. L L L e (196} {199} {161} {157}
2,263 2,237 1,733 1,652
Amounts owed by controlied entities {other than tradedebtors). . . ... 0 .0 L. 27 - - 1,265 688
Provision for amounts owed by controlled entities (other than trade debtors) . . . .27 - - {994} {285}
- - 2Tt 404
Amounts owed by joint venture entities and assodiated entities . . . ... oL 0 L. 27 - 33 " 33
ACCHURBA TEVENUE . L . . . . ittt it et e e e e e e e 1,043 1,068 1,001 1,036
Shareloanstoemployees{b}. . . . ... . ... ... .. L Lo il 18,27 24 24 26 24
{ross cutrency swap hedgereceivable . ... oL Lo Lo oo 25 169 16 189 10
Otherrecefvables{e) . . . . L e 109 247 60 175
1,34% 1,382 1,254 1,278
3,608 3,619 3,258 3,374
Amounts owed by controlled entities {other than tradedebtors). . . ... . ... L. 27 w - 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 assodlated entities{c} . . .. ... . ... 27 226 29 226 29
Provision for amounts owed by joint venture entities and assodated entities. . . .. 27 (226} - {226} -
- 29 - 28
Shareloanstoemployees(by. . . . ... .. . L L oL oo ol 18,27 150 174 158 174
Reacheapadtyprepagment {d} . . ... .. ... .. L. L oo oL, 27 208 214 208 214
Cross cutrency swaphedgereceivable . ... 0 L. L oo oo oo ol 29 237 273 237 273
Otherreceivables (8] . L . L L L e e e 148 187 138 187
740 848 730 848
140 877 1,047 1,318

{a) Our policy requires trade debtors to poy usin accordance with
agreed payment terms. Depending on the customer segiment, our
settlement terms are generatly 14 to 30 days from date of invoice. AlL
credit and recovery risk assoctated with trade debtors has been
pravided for in the statement of financial position.

{b) Share loans to employees represent amounts recelvable from
employees under the Telstra Emplogee Share Ownership Plan
{YESOPET) and the Telstra Employee Share Owhnership Plan il
{TESOPSS). Refer to note 19 for details regarding the share plans.

{c} On 17 June 2004, Telstra, together with our co-shareholder PCOW
Limited (FCCW), bought out a loan facility previously owed to o
banking syndicate by our 50% owned joint venture Reach Ltd and its
controlled entity Reach Finance Ltd (Reach). The origined value of the
syndicated bank facility was US$1,200 mitlion and it was acquired for
US$311 million by the Reach shareholders. Qur share of the
acquisition cost was US$155.5 mitlion, which was recognised as o
receivable.
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The loanh earns interest equivalent to the 3 month US LIBOR rate plus
an additional 2.50%. However, no interest accrues or is payable until
after 17 December 2004, Otherwise, the terms of the loan remain the
same as that of the original loan facility with ¢ full repayment of the
principal due oh 31 December 2010, We have provided for the non
recaverability of theloan at year end as we consider that Reach Ltd is
hot in aposition where it will be able to repay the amount plus
accrued interest in the medivm term.

{d) On 25 April 2003, we entered into a capacity prepayment
agreetnent with our 50% owned joint venture entity, Reach Lid. Our
prepoyment amounted to $230 mitlion {US$143 million) and was
funded by the partial redemption of our converting note with PCCW,
The prepayment earns compounding interest equivatent tothe 3
tronth US LIBOR rate plus an additional 2.50%, and provides the right
to receive future carriage and related services capacity equivatent to
the amount of the pagment and accrued interest.

We have classified the capadity prepayment as hon current as no draw
down is expected in the next 12 months. The prepayment is
cohsidered fully recoverable from the future usage of carriage and
related service capacity.

{e) Included in our other non current receivables s an amount of $65
mithion {2003: $88 million) from Telstra Growthshare, This non current
receivable represents amounts provided to the Telstra Growthshare
Trust to enable it to purchase shares oh market to facdtitate the senior
executive equity participation scheme. Refer to note 18 for further
information on Telstra Growthshare.

Also included in our other non cutrent receivables is ah amount of $68
mitlion which relaotes to customer deferred debt. This amount relates
to eligible post paid customers that we allow to repay the cost of their
mobile handset and approved accessories in monthly repayments
over 12, 18 or 24 months. This receivable is non interest bearing.

Telstra Group Telstra Entity
As at 30 June As at 30 lune
2004 2003 2004 2603
$m $m $m $m
19, bveentories
Crarvand
Finished goods recorded at et realisablevalue ... ... ... L o L L. 30 12 30 12
Finished goods recordedatcost . . .. .o L L oL oL oL 204 235 167 202
Provision forstock obsolescence . . . . . L. L L L e e e {29) {26} {15} {10}
Totatfinishedgoods . . ... .. L. L L L o e e 208 221 isz 204
Raw materials and storesrecordedateost. . ... . oL L oL o oo 16 21 16 21
Construction contradts {a). . . . . . L e e 8 18 8 -
229 260 206 225
Mo ot
Finished goods recorded at netrealisablevalue .. .. .. ... oL oL oL oL 9 2 g 5
Finished goods recordedatcost . . .. .o L L oa oL oL oL & 14 & 14
Provision for stock Obsolestence . . . . . .. L L e e e {8) {9} {5} {9}
10 14 19 14
{a} Construction contract disclosures are shown in the table below:
Gross amount of constructionwotkinprogress. . ... ... L oL oL oL 33 92 33 -
Profitsrecognisedtodate . . . ... ... L L oLl L il i 3 18 3 -
36 116 38 -
Progress billings and advancesrecelved . . .. ... L. L o oL ool oLl {28) {92} {28) -
8 18 B -
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Telstra Group Telstra Entity
As at 30 June As at 30 lune
2004 2003 2004 2003
Note $m $im $m $m
14 trweestmenty
aoceuied for waing the egulfy
nvestmentinjointventureentities . . . ... . L. L oL oL ool 40 129 81 3
Provision forreductioninvalue. . ... 0 oL oL L oL oo o - - {49) -
Catrying amount of investments in joint ventureentities . .. . ... .. oL L. 24 40 129 32 3
nvestmentin associatedentities . . .. ... L L L L 24 56 28 26
Provision for reductioninvalue. . o . . 0 L L L e e e {24) {26} {25} {19}
Carrying amount of investments in associatedentities. . ... . ... ..o L 24 - 30 - 7
40 15% 312 10
Lratwd se e
investment in listed corporationsfatcost). . . ... oL oL oo ool oL oL 1% 46 11 41
Provision for reductioninvalue. . © . . L L. L L e e e - {14) - {14}
Total listed securities excluding investments in assodated entittes (i, .. . ... .. .. 1% 32 11 27
Ueleted sacurities ond other vvesteenis
Investment in controlled entitfes(atcosty . . . ... ..o L oL L . 23 - - 12,537 12,028
Provision forreductioninvaloe. . ... . oL L L L L - - (7,173) {7,912}
Total Investrnent in controlled entitiesfatcosty .. . .. o .. L L L - - 5,364 4,116
investment in other cotporationsfateost}. .. ... oL oL oo ool oL oL &8 &6 62 62
Provision forreductioninvalue. . . .. o L L. L L L e e {3) {2} {2} {1}
Total investment inothercorporations (i), . .. ... .. oL oL ool o L 13 64 60 [
80 36 5,435 4,204
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Listed securities and investmentsin 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 invesiment {*)
As ot 30 June As at 30 June As at 30 June
2004 2003 2004 2003 2004 2603
% % $m $m $m $m
International
communications and
infonet Services Corporation  computing services 53 5.3 i1 11 11 11
Commander Voice ghd data transmission
Communications Limited (g} services - 16.4 - 16 B 16
Other Listed investments. | . 4 5 - -
i% 32 11 27
Provision of satellite
intelsat Limited . . ... ... capacity 1.7 1.7 60 60 60 60
Other investments. .. . ... 5 4 - i
65 &4 684 &1

{*} 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 miltion.
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Telstra Group Telstra Entity
As at 30 June As at 30 June
2004 2003 2004 2003
$m $m $m $m
Land and site improvements
AbCOst L. e e 43 49 42 48
Buildings (incloding leasehold improvements)
Atcost ..o L L e 752 698 706 653
Accumulated depreciation. . ... L oL oo ool o ol (345} {279} {318} {267}
407 419 388 386
Communication assets {Including leasehold improvements)
AP COSt .. e 41,22% 35,492 29,664 38,086
Accumulated depreciation. . ... 0 Lo L oL oo oo oL oL {19,726) {17,971) {19,214} {17,558}
21,499 21,521 20,450 20,528
Communication assets under finance lease
Atcost ..o e 858 858 858 853
Accumulated depreciation. . ... L oL oo ool o ol {359} (277} {359} {277}
499 581 499 581
Other plant, equipment and motor vehicles
AP COSt .. e 1,384 1,449 1,004 1,064
Accumulated depreciation. . ... 0 Lo L oL oo oo oL oL {280} {1,019} {192} {820}
404 430 212 244
Equipment under finance fease
Abcost L. e e 48 52 1% 9
Accumulated depreciation. . ... 0 Lo L oL oo oo oL oL {37 {40) {10} {2}
11 12 9 7
Totak property, plant and equipment
AECOSt L . e 44,310 42,538 42,293 40,718
Accumulated depreciation. . . ... Lo oL L Lo Lo (21,447) {19,588} {20,693) {18,924}
22,863 23,012 21,600 21,754
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Telstra Group Telstra Entity
Year ended 30 June Year ended 30 lune
2004 2003 2004 2003
Note $m $m $m $m
Land and site improvements
T R AN 49 81 48 80
—;additions. L. e - 1 " 1
-diSposals. L. L e {6) {33} {6) {33}
s : 43 45 42 48
Buildings {including leasehold improvements)
imebbaoivslue. L oL L L L 419 513 386 463
e O0HE L L L L e e e e e e e 698 778 653 710
Sadditions. L. e H 43 63 38
-disposdls. L L e e e {18) {103} {11} {96}
-ocquisitionsofbusinesses . ... L Ll oL ool ol o 2 - - -
- net foreign currency exchange differences on
translation of finandicl statements of self-sustaining operations . . ... . ... ... 2 {5} - -
3 {15} 1 i
752 698 706 653
; (279} {265} (267} {247}
- disposals 9 42 1 35
- deprecigtion and amortisationexpense .. ... L. oL oL oL oL 3 {55} {75} (55) {57}
- net foreign currency exchange differences on
transtation of financial statements of self-sustaining operations .. ... . ... . ... {1) 1 - -
.................................................. {19} 18 3 2
whateddepreniofiom . oLl L L e {345} {278} {318) {267}
s PR BOORvedng L L L e 407 419 388 386
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Telstra Group Telstra Entity
Year ended 30 June Year ended 30 lune
2004 2003 2004 2003
Note $m $m $m $m
Communication assets {including easehold improvements)
21,521 21,486 20,528 20,270
39,462 37,272 38,086 35,635
2,654 2,486 2,519 2,525
-disposalsfretirements. .. . L Lo Lo L L {1,0610) {286} (1,001) {152}
-ocquisitions ofbusinesses . L oL o L0 Ll L Lol ool oo 1 - - -
- net foreign currency exchange differences on
translation of finandicl statements of self-sustaining operations . . ... ... ... 33 {72} & -
55 92 56 738
41,2285 35,482 30,664 38,086
siated deges {17,071) {15,788} {17,558} {15,365}
-disposalsfretirements. .. L L oL L e 866 197 859 50
-ocquisitions ofbusinesses . L oL o L0 Ll Ll L oL ool oo {1) - - -
- deprecigtion and amortisationexpense .. ... L. oL oL oL oL 3 {2,602) {2,436} (2,504) {2,282}
- net foreign currency exchange differences on
transtation of financial statements of self-sustaining operations .. ... . ... . ... {11} 58 - -
{1 {4 (11) (1)
(19,726) {17,871) {19,214} {17,558}
21,499 21,521 20,450 20,528
581 663 £81 663
858 858 858 353
{rpavsd couristated dew g (277} {125} {27} {195}
- deprecigtion and amortisationexpense .. ... L. oL oL ool 3 {82) {82} (82} {82}
: At dag 2 (359} {277} (359) {277}
....................................... 499 581 499 581

{a} in fiscal 2004 and fiscal 2003 there were no additions or disposals to this class
of asset. As a result, our apening and closing cost has remained unchanged.
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Telstra Group Telstra Entity
Year ended 306 June Year ended 30 June
2004 2003 2004 2003
Note $m $m $m $m
Other plant, equipment and motor vehicles
{ipa et buel valiie. L L e e e 430 651 2h4k4 376
e O0HE L L L L e e e e e e e e 1,449 1,757 1,064 1,296
—additions. L L e e e 166 72 63 17
-disposdls. L. e (239} {232} {123) {195}
-oequisitions ofbusinesses . ... oL L L L L 5 - - -
- net foreign currency exchange differences on
translation of finandicl statements of self-sustaining operations . . ... . ... ... 4 {10} - -
SOLREE L L L e {1) {138} - {54}
A T AN 1,384 1,449 1,004 1,064
{1,019) {1,106} {820) {920}
169 188 91 154
(1) - - -
(121} {154} (64} {1086}
@) 6 - -
(4) 47 1 52
cbadeddenraciating L L L L L e {280} {1,019} {192} {820)
Bookwelud L. L e 404 430 212 244
Equiprment under finance lease
sebbackvelra, L oL Lo e 12 27 7 -
e O0HE L L L L e e e e e e e e 52 47 9 -
-;additions. L Lo e 4“8 - " -
(28} - (5} -
- - 14 £l
{16} 5 - -
48 52 19 9
{40) (20) (2) -
15 - " -
(13) 7 (11) 2}
1 {13} 3 -
31 (40} (19) 2}
A BOUE VIS L L e e e 11 12 9 7
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L3 Proparty, plant and souliprment (continuedy

Communication assets

Communication assets include certain network land and buildings
which dre essential to the operation of our communication assets,

Current value of all land and buildings

We obtain valuations of all of our land and buildings at teast once
every three years and the current value as at 30 June 2004 was $2,869
mitHon for both the Telstra Group and Telstra Entity {2003: $2,425
rittion).

These current values were not an independent voluation. The
following bases are used In determining the current value of property,
plant and equipment:

Property, plant and equipment
category

Valovation Valuation
basis Bate

Gerzei‘cti purposeland and Mearket value 31 March 2002
buitdings

Communication assets and

other plant and equipment

Network Land Market value 31 March 2004
Network buildings Depreciated 31 March 2004
replacement
cost

Detdils of our capital expenditure and finance lease commitments are
shown in note 20 to these financial statements,

Work in progress

int fiscal 2004, the Telstra Group has gssets under construction
amounting to $987 miltion (2003: $1,024 mitlion}. in fiscal 2004, the
Telstra Entity has assets under construction amounting to $947
tnillion {2003: $875 million). As these assets are not installed and
teady for use, thereis no depreciction being charged on the amounts.
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Telstra Group Telstra Entity
As at 30 June As at 30 lune
2004 2003 2004 2603
Sm $m $m sm
bstomaibdan - goadehl
Goodwill {a) (b, . . .. e e 2,498 2,29¢ 22 [
Accumutated amortisation . . . L L L e (394} {272} {6) {2}
2,104 2,018 16 &
btomaibies - othe
Mestheads (0] . . L L. e e e e 448 - - -
Patents, trademarksand HEences . . .. L. oL L L e 687 &85 287 274
Accumutated amortisdtion .. L L L L e e e e e {154} {121} {162} {82}
533 564 188 152
Bramdrmamies © . . . . e e e e e 211 216 - -
Accumulated amortsation . L L L e e e {34) {24) - -
177 192 - -
CUSEOMEr BUBES . . . . L L L e e e e e 581 559 70 65
Accumulated amortsation . L L L e e e {238} {169} {35) {21}
343 380 15 bid
1,501 1,146 220 236

fa) The movement inthe carrying value of our net goodwill balance is
summarised as follows:

(b} As at 30 June 2004, the net goodwill was attributableto
investments mode in the following controlled entities:

Telstra Group Telstra Group
As at 30 lune Asal 30 June
2004 2003 2004 2003
$m $m sm $m
. 2,018 2,063 Telstra CSLUimited . . . .. ........ 1,685 1,784
Additional goodwill recoghised {1 {il} . . 209 7L Telstrallear Limited . . ... . ... ... 137 145
Amortisation expense {123) {118} SemsisPtylid. . .. ... ... ... ..., 38 35
2,104 2,018 Telstra Enterprise Services Pty Litd . . . . 25 32
Telstra eBusiness Services Pty Lid
(i} On 5 March 2004, we acqulred 100% of the share capital of the {formerty insNet Ptyltd) . . ... . ... to 10
Trading Post {Australia} Holdings Pty Ltd group. As o result of the Cabte Telecomn (GB} Limited . . .. . ... 23 -
acquisition, we recognised goodwill of $179 million. Additionat Trading Post {Australia) Holdings
goodwill has been recognised on our acguisitions of Cable Telecom Pyled. .. ..o 177 -
(6B} Limited ($23m) and Invizage Pty Ltd {$7m} (refer note 23 for Other. . ......... ... ... ... 11 8
further details). Netgoodwilt . . . ... ... ... .. 2,104 2,018

{H) On 8 Aptil 2003, we acguited the remaining 41.6% shareholding of
Telstralear Limited that we did not hold, resulting in additional
goodwill of $71 million in fiscol 2003.

{¢}On 5 March 2004, we acquited the Trading Post {Australia) Holdings
Pty Ltd group. As part of the acquisition, we have recognised the value
of the associated mastheads amounting to $448m {refer note 23 for
further information). The mastheads have anindefinitelife andas a
result there is no amottisation attributable to this intangible asset.
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Telstra Corporation Limited and controlled entities

Telstra Group Telstra Entity
As at 30 June As at 30 June
2004 2003 2004 2003
Note $m $m $m $m
Net deferred mobilephone handsetsubsidies. . .. ... . .. o oL 0oL 208 111 208 111
Deferredexpenditure. . .. ... L. L 286 249 249 213
Prepoyments . . . oL L L i 227 218 148 142
Converting noteissued by PCOW A} . . . Lo oo oo ool 85 - 85 -
803 578 887 466
Mg crer
Deferredexpenditire. . .. ... L. L. oL 350 382 345 385
Accumutated amortisdtion .. L L L L e e e e e {8) {5} {6} {5}
354 387 338 380
Software gssets developed forinternalusedb) ... ... L Lo oo oL 3,338 3,181 3,138 3,016
Accumulated amortsation . L L L e e e {1,412) {1,180} {1,373) {1,157}
1,923 2,001 1,762 1,858
Futureincometaxbenefit. . . .. L oL L oL oL ool oL 4 2 - " -
Net deferred mobile phone handsetsubsidies. . .. ... . ... oo o o oL 59 49 59 49
Lonverting noteissued by PCOW(a) . . . . ... oL oo oo n Lo - 83 - 33
2,328 2,520 2,160 2,371

{a} The converting note issued by PCCW Limited {(PCCW) has a face
value of US$54 million. This note originally had a three year term.
interest {s compounding at ¢ rate of 5% per annum. The converting
note will expire and become poyable on 30 June 2005, PCCW's
abligations under the note are secured by an equitable mortqage of
shares over its 50% shareholding in Reach Ltd.

{b} n fiscal 2004, the Telstra Group has gssets under construction
amounting to $337 million (2003: $242 million). In fiscal 2004, the
Telstra Entity has dssets under construction amounting to $2738
million {2003: $202 million}). As these assets are not installed and
teady for use, there is ho amottisation being charged onthe amounts.
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Telstra Group Telstra Entity
As at 30 June As at 30 lune
2004 2003 2004 2603
Note $m $m S St
15, Pouyablies
Cppvand
Trade creditors (8] . . o L . . e e e e 624 640G 493 470
AcCrued eXpenses . . . ... L e 1,050 1,254 824 964
Accrued capitalexpenditire .. L. Lo L oL L oL ol 266 181 216 240
AccruedIlterest . . L . L L L e e 179 195 179 185
Other creditors (0] . . . . L e e e e e 218 255 174 161
Amounts owed to wholly owned controlled entities (other than trade creditors). . .27 - - s -
2,338 2,525 1,881 2,030
Mo cwyant
Other creditors . . . L. L L e e &9 51 48 48

{u) Trade creditors and other creditors are non interest bearing
Habilities. We generally process trade creditor poyments once they
have redched 30 days from the date of invoice for electronic funds
transfer payments, or 30 days from the end of the month ofinvaice for
other payments.
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Telstra Group Telstra Entity
As at 30 June As at 30 lune
2004 2003 2004 2603
Note Sem $m m 1
14, Interest-beoving Dubitiliey
Short term debt
Loan from joint venture entities and associated entities{a} . . ... ... oL 0L 27 1 1 1 1
Bitls of exchanhge and commercigipaper{b}. . . .. . ... ... ... 0oL 869 643 869 643
341 Ghé aro Ghd
Long term debt - current portion
Loans from wholly owned controlted entities. . . . ... . ... .. Lo L 27 - - 2,282 2,015
Telstra bonds{e) . . .. . e e e e e e 273 210 273 210
Otherboans (d) . . L L. L e e e e e 2,086 449 2,096 449
Finance ledses (8] .« . L o o e e e e e e 20 7 20 [ g
2,376 679 4,657 2,683
3,246 1,323 5,527 3,327
Mo current
Long term debt
Telstrabonds {€) . . . . L e 2,136 2,403 2,136 2,403
Otherboans (d) . . . L. L e e e e 6,458 8,403 6,458 8,403
Fiance g L) . . L L e e e e e e e 20 10 - ip -
Cross currency swaphedgepayable. .. ... L oL oo oL oo 25 410 426 410 426
9,014 11,232 9,014 11,232
Forbal debt pugable
Short term debt
Loan from joint venture entities and associated entities{a} . . ... ... oL 0L 27 1 1 1 1
Bitls of exchange and commerdigipaper{b}. . . .. . ... .. oL oo oLl 869 643 BE&Y 643
341 Ghé aro Ghd
Long term debt (including current poriion)
Loans from wholly owned controlledentities. ... ... .. .. 0 oL 27 - - 2,282 2,015
Telstra bonds{(e) . . .. . L e e e e 2,409 2,613 2,409 2,613
Otherboans (d) . . . L. L e e e e 8,554 8,852 8,554 8,852
Finance ledses (@) . . L o e e e e e e e 20 17 2G 16 ]
Cross curvencyswaphedgepayable. .. 0oL oL o ool oL oLl 28 410 426 410 426
11,390 11,811 13,671 13,515
12,260 12,555 14,541 14,559
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18, Interest-bearing Hobilithes

Our long term debt {excluding cross currency swap hedge payable} is
repayable over years ending 30 June as follows:

Telstra Group
afier
2008 2006 2007 2008 2009 2009 TFotat
$m S $m S $m S $m
Longtermdebtpayable .. . ..o L L L 2,378 1,163 403 1,613 595 5,148 11,640
Unamortised discount . .. . ... .. oL L. {60}

10,980
Assets pledged as security

On 8 Janudry 2004, our 50% owned pay television joint venture
FOXTEL entered into ¢ $550 million bank facility arrangement to fund
its full digital conversion and lounch of new digitol services. The use
of this facility is subject to certain conditions being met and full
repayment is due on 30 September 2008,

As part of this arrangement, our controlled entity Telstra Media Pty
Lid as o FOXTEL parther, and FOXTEL itself have pledged thelr retative
assets as collateral in favour of the banks. The carrying value of the
assets pledged in Telstra Media Pty Ltd as ot 30 June 2004 was $nil.
Refer to note 21, for details of an equity contribution deed entered as
part of this agreement.

Our interest-bearing liabilities 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 (e} below.

As af 30 June 2004, we owed d joint venture entity $1 million {2003: $1
million)for an amount deposited with the Telstra Entity. The amount
is repayable on demand and has aninterest rote of 4.70% {2003:
&.70%).

We have issued bills of exchahge and commercial paper of $869
mitlion {2003: $643 million) to finandal institutions with an original
maturity of less than 180 days. Some of our commercial pdperis
issued in foreign currencies and swapped into Austratian dollars. At 30
June 2004, $651 millfon {2003: $643 mittion} of the commerdal poper
matures in tess than three months.

The weighted average effective interest rate applicable to the
commercial paper {in currency of issue} at 30 June 2004 was 5.21%
{2003:3.22%).



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

e

16, Bieres

Telstra bonds have been issued to both retall and wholesale investots
and in a range of currendcies, They have effective Interest rates
tanging from 7.23% to 12.67% {2003: 3.50% to 12.67%) and mature up
unhtilthe year 20620{2003: 2020). Duting fiscal 2004, $210 million{2003:
$582 miltion} of Telstra bonds matured. Our Telstra bonds are
repayabte in the years ending 30 June as follows:

Telstra Group
up to up to upto up to up to
6.0% 8.0% 10.0% 12.0% 16.0% Total
$m S $m $m $m $m
2005 . .. e e - 250 3 20 - 273
2006 . .. L e e - - 12 504 - 516
2007 L. e . - . - - -
2008 ... e . - . - - -
2009 . Lo e - 500 " - " So0
AfEer2009 . ... ... L. e e 35 1,010 28 ity 32 1,149
35 1,760 43 568 32 2,438
Unamortised discount . .. . .. .. L oL oL {249)
2,408
Our other loans are repayabte in the years ending 30 June as follows:
Telstra Group
after
2008 2006 2007 2008 2009 2009 Total
$m $m $m $m $m $m $m
Otherloans . ... ... ... .. o L. 2,098 &81 401 1,411 G4 3,999 8,584
Unamortised discount . .. . ... .. oL L. {30}
8,554
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Details of our other loans including cutrency of borrowing, interest
rates and maturity dates are presented in the table below:

Telstra Group - Other loans details A$ amount Irterest rates Maturity dotes
Asat 30 June Year ended 30 lune As ot 30 June
2004 2003 2004 2003 2004 2003
A$m Asm % %
5.45%to 4.60%1t0 between fune 2005 between July 2003
Australian dollertoans. . . . ... ... L. 250 250 7.08% 7.87% and August 2014 and August 2014
1.48% to 1.65%t0  betweenNov 2005 between July 2003
Usdollarloans. . ... ... .. 0.0 1,453 1,946 6.50% 6.50% and April 2015 and Aptit 2012
2.86% to 2.58%t0  between June 2005 between June 2005
Euroeurobondloon. . . .. ... L. 4,368 4,261 6.38% 6.38% and fune 2011 and June 2011
Deutschemark evrobondtloan .. ... . .. 894 872 5.43% 5.13% April 2008 April 2008
Frenchfrancloon ..o oL 0oL 0oL 400 391 6.00% 6.00% December 2006 December 2006
Swiss franc eurobondloan. . . .. L. L. 344 332 3.38% 3.38% tune 2008 June 2005
0.30% to 0.31%t0  between July 2007  between July 2007
Jupaneseyenloans. . ... . ... ... .. 241 225 1.65% 1.65% and Sept 2010 and Sept 2010
Singaporedollarloans . . . . ..o L. a8 85 3.80% 3.80% March 2008 March 2008
5.16% 10 4.31%to
British pound sterlinqloans. . . . . . .. .. 519 480 6.13% 6.13% August 2014 August 2014
Total other loans including current portion 8,554 8,852

To apprapriately assess our forelgn cutrency borrowings included in
othet Lloans, the hedge receivables and hedge payables arising from
Gur eross cutrency swaps entered {o hedge this position should dlso
be considered. The following table shows our other loan position, net
of aur outstanding cross currency swap contracts:

Telstra Group
As at 30 lune
2004 2003
$m $m
Othetloans . . . .. ... .. ... . ... 8,554 8,852
- less hedge recelvable - current . . ... {169) {10}
- less hedde recelvable - non cutrent. . | {237) {273)
- add hedge payable - nonh cutrent. . . | 410 426
Other loans net of cross currency swaps 8,558 8,995
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16, interast-Dearing H

Details of minimum lease payments due under finance leases are
presented as follows:

Telstra Group
2008 2006 2007 2008 2009 after 2009 Totat
Sm $m Sm $m Sm $m $m
Fihanceleases . . ... ... ... . L oL T -] 2 2 1 - 18
Future financecharges. .. . ... L. L L {1)
17
Telstra Group Telstra Entity
As at 30 June As at 30 June
2004 2003 2004 2003
$m $m $m $tn
Ty Hiranohng ayvongeraenis
We have access to the following lines of aredit:
Unsecured committed cash standby facilities which are subject to annual review . . . 849 894 818 850
Amountofcreditunused. . . ..o L L L Lo o 820 855 815 850
Lo Fockifting
Unsecured bank termloanfacilitles . . . ... . L. o oL o oo o L oo - 2,14% - 2,149
Amountofcreditunused. . L oL L L e - 2,14% - 2,145

We cancelled our loan facility arrangement during fiscal 2004 as it was
ho lohger required.

We have commercial paper facilities in place with finandal
institutions ynder which we may issue up to $15,000 miltion (2003:
$15,058 million). As at30 June 2004, we had drawn down $869 million
{2003: $643 million} of these commercial paper facilities. These
facilities are not committed or underwritten and we have no
guaranteed dccess to the funds.

Generaliy, our fadlities are available unless 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 lune
2004 2003 2004 2003
$mr $m $m $m
i7.
Employeebenefits{a) . ... ... ... L L o ol il 312 279 288 234
Workers' compensation{bi{cj. . . . ... oL o oo ool o oo 32 39 311 36
Otherprovisions{b){ci . . .. . .. 0 L. L L o o 14 35 12 14
358 353 331 284
Han urrentd
Employeebenefits{a) . ... ... ... Lo L oL ol il 559 572 849 522
Workers' compensation{b){c). ... ... . L o o o 184 197 176 184
Otherprovisions(BD){e . . ... .. L 3% 45 15 21
T8 814 T40 727
H [ 4
Current provision for employee benefits 312 279 288 234
Non cutrent provision foremployeebenefits . ... ... o L oo ool oL 559 572 849 522
Accrued labouy, redundancyandon-costs{iy . ..o oL o Lo oL ol oLl oL 179 242 178 236
1,050 1,093 1,012 592
{i} Accrued labour, redundancy and related on-costs are included
within our current payables (refer note 15}
Provision for employee benefits consist of amounts for annual leave,
long setvice leave accrued by employees and provision for
redundancy payments.
Non curtent employee benefits for long service leave are measured at
thelr present vatue. The following assumptions were adopted in
measuring this amount:
Telstra Group Telstrn Entity
As at 30 June As at 30 June
2004 2003 2004 2003
Weighted average projected increase in salaries, wages and associated on-costs. . | . 4.0% 4.0% 4.0% 4£.0%
Weighted averagediscountrates . ... ... oL Lo oL ol o oo 5.7% 5.4% 5% 5.4%
bedvetokingrates. .. . . L0 L L e 13.2% 13.0% 13.3% 13.3%

The Telstra Entity and certain controtied entities seff insure thelr
workers' compensation Habilities. We provide for our obligations
through an assessment of accidents and estimated claims incutred.
The provisioh is based on d semi annual actuarial review of our
workers’ compensation liability. Present values are calculated using
approprigte rates based on government guaranteed secorities with
similar due dates.

The majority of our controtled entities do not self insure, but pay
anhual premiums to third party insurance companies for thelr
workers' compensation labilities.
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Telstra Corporation Limited and controlled entities

Other provisions include provision for restructuring, provision for
warrahties, provision for restoration costs and other general
pravisions. The provision for restructuring relotes to restructuting
costs expected on acquisition of controlled entities and out internat
testructures. The provision for warranties refates to our best estimate
of warranty costs expected to meet our produdts’ future repairs and
reptacement based on current sales levels and past historical
information. Provision for restoration costs retates to our future
expected restoration obligations in relation to the fitout of cur
generdl purpose leased buildings. Other general provisions are to
meet future costs that we are obligated to meet as a result of past
transactions entered into.

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2004 2003 2004 2603
$m $m $m $m
Dividends payable
i - 1,415 - 1,415
- {1,415) - {1,415}
Workers' compensation
Doendng BOIGRCE L L L e e e e e 236 270 220 256
-additional provistons _ .. L Lo oL oL o L 4 16 3 8
—amountused L L L e e {1) - - -
-reductions due to remeasUrements . . . L . L. L e e e e e {21} {44) (18) {44}
{2) - 2 -
216 236 207 220
Other
Opendng ba ; 80 121 35 38
-additional provistons . .. L ool oL L L T 24 & &
—amount used Lo L L e e e {30) {44} (18} {7}
-reductions due tO FEMEOSUNETMEIES . . . L . . . o .t it e e e e e e e e {11} {22} {2} {4}
3 1 & 1
59 80 27 35
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Telstra Group Talstra Entity
As at 30 June As at 30 fune
2004 2003 2004 2003
$m tm $m $m
18, Covtributed sguity
issted and paid up capital
Fullypaid ordinary shares{aj(b). . ... ... oL Lo L oL ool ool oL 6,073 6,433 6,073 6,433

{a} Each of our fully pald ordinary shares carries the tight to one vote
atameeting of the company. Holders of our shares also have theright
to receive dividends as decdlared, and to participate in the proceeds
from sole of all surplus assets in proportion to the total shares issued
inthe event of the company winding up. Infiscal 2004 and fiscal 2003
we had no outstanding equity that could have been called up inthe
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
managernent program. The ordinary shares were bought back at
$4.20 per share, comprising o folly franked dividend component of
$2.70 per shatre and o capital component of $1.50 per share. The

Commonwealth of Australic did not participate in theshare buy-back.

The shares bought back were subsequently cancelled, redudng the
humber of fully pald ordinary shares onissue. Intotal, 1.85% of our
total issued ordinary shares, or 3.71% of our non Commonweakth
owned ordinary shares, wete bought back.

Themovement inthe number of issued, fully paid ordinary sharesis as

fotlows:
Number of
shares
Bolahceat30dune2003 .. . ... ... ... 12,866,600,200
Sharesboughtback. . . ... ... .0 .. {238,241,174)
Balonceat30 June2006 . . . . ... ... . ... 12,628,359,026

it fiscal 2003 the number of issued, fully paid ordinary shares was
12,866,600,200.

The cost of the share buy-back comprised d purchase consideration of
§1,001 million and associated transaction costs of $8 mitlion.

I accordance with the substance of the buy-back, shareholders’
equity decreased as follows:

Year ended
30 fune
2004
$m

Contributedeguity . . ... . .. L. L L 360
Retainedprofits . .. ... ... ... .o L. 649
1,009
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The company has ¢ humber of employee shate plans that are
available for directors, seniot executives and employees, these
include:

» the Telstra Employee Share Ownership Plans (TESOPSS and
TESCPST); and

+ those conducted through the Telstra Growthshare Trust.

The nature of each plan, details of plan holdings and movementsin

holdings, and other retevant information Is disclosed in the following:

As part of the Commonwealth’s sale 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 Tetstrd shares. The
shares were ordinary shares of the Telstra Entity ot the time of the
offer.

These share plans were:

» theTelstra Employee Share Dwaership Plan 1 {TESOP9g); and
» the Telstra Employee Share Ownership Plan (TESOPST).

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
leavewithout pay orliving outside Australio and contractors were not
eligible to participate.

Generally, employees were offered interest free toans by the Yelstra
Entity to acquire certain shares and n some cases became entitled to
certaln extra shares and loyalty shares as a result of participating in
the plans. All shares acquired under the plans were tronsferred from
the Commaonweatth either to the employees or to the trustee for the
benefit of the employees. Telstra ES0P Trustee Pty Ltd is the trustee
for TESOP99 and TESOF97 and holds the shares on behalf of
participants. This company is 100% owhed by Telstra.

While ¢ participant remuains an employee of the Telstra Entity, o
company in which Telsira owns greater than 50% equity, or the
campany which was thelr employer when the shares were dequired,
there is no date by which the employee has to repay the loan. The
loan may, however, be repald Tn full at any time by the employee
using his or her own funds.

The loan shares, extra shares and in the case of TES0P99, the loyalty
shates, were subject to a restriction on the sate of the shares or
transfer to the employee for three years, or until the refevant
employment ceases. This restriction period has now been fulfitied
uhder each plan.

Given conclusion of the restriction period, the employee can how selt
the shares provided the loan is repaid in full for the loan shares and
TESOPS7 extra shares. Approximately 70% of the dividends on the
loan shares and TESOPST extra shares held for the employees under
the plans are used to repay their loans.

It & participoting employee leaves the Telstra Entity, o company in
which Telstra owns greater than 50% equity, or the company which
wias thelr employer when the shares were acquired, to acquire the
relevant shares the employee must repay their loah within two
months of leaving. Thisis the case except where the restriction period
has ended because of the employee’s death or disablement (in this
case the loan must be repaid within 12 months).

It the employee does not repay the loan when required, the trustee
can sell the shares if the sale proceeds cover the amount outstanding
oh the toan 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 paid to the employee. The Telstra
Entity’s recourse under the loan is limited to the amount recoverable
through the sale of the employee’s shares.

For TESOPag, the Government guaranteed an gllocation of upto 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 detalls on each of the plans are highlighted in the table
foltowing In section {aj (H).

Telstra ihcurs expenses in relation to the administration of the trusts
for TESOPSY and TESOPA7. These are recognised in the statement of
financial performance of Telstra as incurred. The allocation 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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The table below provides information about our TESOPS9 and

TESOPST share plans:

TESQOP9S TESOPa7
Date used to determine nuimber of eligible employees . . ... .. .. 27 August 1999 20 September 1997
Datetheplanstarted. . .. ... ... .. o oo oo 16 October 1999 15 November 1957
Number of employees eligibleto participate . ... ... ... ... 53,800 64,309

{16 October 1999) $4.5¢
{2 November 2000) $2.50

Price paid by employee -firstinstalment. .. . ... ..o 0 L.
Price paid by employee -secondinstalment. . ... ... . .0 L

{15 Novernber 1997) $1.95
{17 Novernber 1998) $1.35

Total price paid by employee and market price on date of issue . . . $7.40

$3.30

Number of shares each eligible employee was able to buy with

interest freeloan{loansheares) . . . .. ... oL L oL L 400

Number of extra shares received by each eligible emplogyee. . . . . ohe extra share for every four
quaranteed attocation shares
purchased up to a limit of 200

2,000

ohe extra share for every four
toan shares or hon-loah shares
purchased up to a limit of 500

The date participating emplogees have full ownership of the Lloan
sharesand extrashares{o} . .. ... ... . . . . oL
Number of employees who purchased loanshares ... . ... ...
Total number of loan shores initiclly purchased .. ... . 00 L L.
Total number of extra shares initially acguired relating to loan
SREES L L L L e e e e e e e {b}

16 October 2602
42,439
16,939,000

15 November 2000
55,748
109,979,100

27,484,775

Nureber of erployees who used thelr own funds to buy shares inthe
TESOP'sandreceivedextrashares. ., . ... ... ... . .. ...
Numaber of shares initiokly purchased under the TESOP’s with own
fds . L L L e e e e {c}
Number of extra shares initiolly acquired by employees from using
thelrownfunds ... . .0 L0 Lo o

21,424

(b} 3,503,314

2,282

3,776,732

944,183

Total market vatue of shares at issue date
findudingextrashares) .. ... .. Lo L oL oL

$93,790,413 (first instalment}
$58,832,889 {second instalment)

$277,279,841 {first instalment)
$181,936,265 {second instalment)

Total initial loan madetoemployees . . ... . L. L. Lo $76,225,500 {first instalment}

$48,556,440 {second instalment)

$221,823,872 {first instalment)
$144,401 940 {second instalment)

Loan discount paid on behalf of employees ($1perloan). ... . ... $42,43%

$55,748

Number of Commaonwealth loyalty shares available to each etigible
employee af no additional cost {shares need to be held for 12

monthstoqualify) . . ... .. o oL ool
Number of employees who received Commonwesith loyalty shares
Nurnber of loyalty sharesissued . . ... 0oL oo o0 0L
Market volue of Commonweatth loyalty sharesissued . ... . .. ..

onefor every 10 shares
purchdased up to a limit of 80
{d}17,138

{d) 1,243,305

{d} $7,696,058 ($6.19 per share)

one for every

10 hoh Loah shares purchased in
the public offer up to a limit of 200
21,761

3,162,222

$20,363,250 {$6.46 per share)

{a} In the case of all loan shatres, and extra shares dequired under
TESOF97, the loan must be repaid In full before shares may be
transferred to the employee.

{b) Eor TESOPS9, the extra shares were acquired under the
Commaonweatth component gs a result of employees acquiring
guaranteed allocation sharesin the public offer using thelr own funds.

{c} Guaranteed allocation shares not included as these were acquired
by employees from the Commonweatth under the Commonwealth
campohent.

{d) TESOP9s toyalty shares were Issued to eligible employees still
holding their Commonweoalth component shares on 2 November 2600
and did not prepay thefinal instatment.
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The following information detalls the number of outstanding equity
instruments and loan balances relevant to the TESGP89 and TESOPS7

plars.
Employee share plans
As at 30 lune
2004 2003

Market price of Teistrashares. . . . . .. ... ... . ... ... $5.03 per share $4.46 per share
Employee share toan balance (total including cutrent and non

current, excluding Growthshare optionloans-notes) . . ... . $174 mitlion $198 mitlion
Remaining employees with loanshares{a) .. ... . ... .. .. 36,628 37,148
Remaining humber ofloanshares. . .. ... ... oL oL 14,622,000 14,828,600
Remaining employees with loanshares . . .. ... .. ... 19,528 21,960
Remaining number ofloanshares. . ... ... 0 oL oL 38,661,600 43,465,700
Remaining number of extrashares .. .. .. ... L. L. 9,665,500 10,866,425

{a} The humber of employees with loan shares includes 13,238 {2003.
11,258} employees that have cedsed employment and elected not to
tepay their toan. The Telstra ESOP Trustee continues to hold the
shares relating to those loans until the share price is sufficient to
recover the loan amount and associated costs. The Trustee will then
sell the shares. As at 30 June 2004, there were 5,295,200 shares held
for this purpose {2003: 4,503,360}

Shares hetd by the TESOPSS and TESCPRT trusts for the purposes of
facititating the operstions of the relevont share plans amount to
62,949,000 shares {2003: 69,160,725 shares). The falr value of these
shares as at 30 Junhe 2004 based on the market value of Telstra shares
at bolance dote armounts to $317 million {2003: $304 million). Asthe
final restriction period for these shares was completed on 16 October
2002, they are how considered fully transferable to the employees
once the loan has been repaid in full.
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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 allocated:

»  deferred shares;

» performance rights;
» restricted shares;

» options;

» directshares; and

»  ownshares.

Thetrusteefor the trustis Telstra Growthshare Pty Ltd. This company
i$100% owned by us.

The purpose of the deferred shares, performance tights, restricted
shares and option plans is to align key executives’ rewards with
sharehotders’ interests, and reward performance improvement
supporting business plans and cotrporate strategies. These plans are
administered by the trustee.

The Board determines who 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 out long term
incentive plan, and deferred shares under our deferred remuneration
plan. nstruments issued represent a tight to acquire a share in
Telstra. Generally, the options, restricted shares and performance
tights may only be exercised to acquire Telstrashares if a performance
hurdlels satisfied inthe performance pertod and in the case of options,
the exercise ptice is paid by the executive. Deferred shares may only
be exercised when d prescribed period of service haos been completed.

The chief executive officer and senior executives are provided part of
theit annual fixed remuneration in the form of rights to Telstra shares
that vest upon completing certain employment requiremnents. These
deferred shares are considered to be d method of deferting a
compohent of the executives remuneration. Generatly, if anexecutive
continues to be employed by an entity that forms part of the Telstra
Group three years after 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 shares willbe
transferred to the executive.

Until this time, the executive con not use the deferred shares or vested
deferred shares to vote or receive dividends or other entitlemnents.

Telstra shares will be transferred to the execttive on exercise of vested
deferred shares. The executive may exercise the deferred shares at o
cost of $1 in total for the number of deferred shares exercised on g
particulor day.

Theissue of deferred shares is recorded as an expense to us when we
provide funding to the trust to purchase Telstrd shares on market to
underpin them. In fiscal 2004, we recorded an expense of $10.7
miktion {2003: $19.3 million).

The exercise of options, restricted shares and performance rightsis
subject to certoin performance hurdies, For aliocations of
performance rights made during fiscal 2004, fiscat 2003 and fiscal
2002, and options issued during fiscal 2002, the applicable
performance hurdleis based on comparing Telstra’s total shareholder
return (TSR} with the TSRs of the companies in the 5&PJASX 200
{industrial} Index {peer group} within the performance period.

The companies in the peer group are anchored at the effective dote of
aliocation, and this same peer group of companies are then tracked
duting the performance period. At the end of each quarter during the
performance period, the 30 day average TSR is catculated for Telstra
anhd the companies inthe peer group for each trading day during that
quarter.

The number of options and performance rights exercisable is
dependant oh whether, duting the performance perlad, the Telstra 30
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 exerdisable are based on the following:

+ Hinthefirst guarier of the performance period, Telstra’s percentile
ranking is the 50th percentile or above then:

{i} the number of options and performance rights that become
exercisable for that quarter is scoled proportionately from the
soth percentite {at which 50% of the allocation becomes
exercisable]) to the 75th percentile (at which 100% of the
attocation becomes exercisabie); and

(il in subsequent quarters, the nuimber that become exerdsableis
based on the same proportionate scale, but Is 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 additional
options and performance rights to become exercisable.
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» ifinthefirst guarter of the performance period, the percentile
ranking is less than the soth percentile then:
{1y 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 percentite ranking in
any guarter of the performance period, all options and
performance rights will lapse.

For all allocations prior to 30 June 2601, the applicable performance
hurdle was that the average Telstra Accumulation Index must exceed
the averade S&PFIASX 200 (Industtial} index {reptacing the superseded
Al Industriats Accumulation index) for thirty consecutive days within
the performance period. If the performance hurdle is satisfied for
these allocations, all of the relevant options or restricted shares would
become exercisabie (L.e. they do hot become exercisable sh a
propottionate basis).

An execytive is not entitied to Telstra shares before the perfarmance
tights allocated under Telstra Growthshare become vested
performance rights and are therefore exercisable. 1f the performance
hurdle is satisfied In the performance period, aspecified number of
performance rights s determined in accordonce with the tryst deed
andterms of ssue, will become vested performance rights. Thevested
performance tights can then be exercised at any time before the
expiry dote, otherwise they will lapse. Once the vested performance
tights are exercised, Telstrashareswill be transferred tothe executive.
Until this time, the executive cannot use the performance rights (or
vested performance rights) to vote or receive dividends.

Telstra shares wilt be transferred to the executive on exercise of vested
performance tights. The executive may exerdise the performance
tights at o cost of $1in total for the number of performance rights
exercised on d particular day. Theissue of performance tights is
tecorded ds 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 million {2003: $8.5 mitlion).

The executive is not entitled to Telstra shares before the restricted
shares allocated under the trust are exercised. fthe performance
hurdie 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 fot the executive for d certain period. Once converted into
restricted trust shares, the executive has an interest in Telstrg shares
and is entitled to dividends, other distributions, and voting rights.

Restricted trust shares are held by the Trustee until the earlier of:
+ the period determined in dccordance with the trust deed;

+ the executive finishes employment with Telstra; or

+ adate hominated by the Board.

The executive may exerdise restricted shares at dcost of 31 in total for
the number of restricted shares exercised on a porticular day. These
shares were recorded as an expense to us when we provided funding
tothe trustto purchasethem on market. Infiscol 2004 and fiscal 2003,
there wete ho restricted shares altocated and therefore no associgted

expense.

An executive is not entitled to Telstra shares before the options
aliocated under Telstra Growthshare initiatly vest, and then are
exercised. This means that the executive cannot use options to vote
of receive dividends, If the performance hurdle is satisfied in the
performance period, options may be exercised at any time before the
expiry date; otherwise they will tapse. Gnce the options are exercised
and the optioh price paid, Telstra shares will be transferred to the
executive,

We provide loans to the trustee to enable it to putchase Telstra shares
on market to underpin the options. When exercised, the executive
pays for the shares at the exercise price anhd the lodn is repaid to us.
Wereceive interest on the loans to the trust. On the basls that the
executives must poy the exercise price of the options, which repays
the loans made by Telstra, there s no cush expense incurred by us and
included in our statement of financial performance. We have hot
issued aptions during fiscal 2004 or fiscal 2003, Previously issyed
options remain outstanding and valid.

For the purposes of the United States generally accepted accounting
ptinciples (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 pricing model that
takes into account various 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
votatility of Telstra’s peer group compantes. This approach has also
been ysed for the purposes of determining a valuation for Austratian
reporting purposes. There was no additional compensation expense
recognised for USGAAP for elther fiscal 2004 or fiscal 2003, Referto
note 30 for additional information.



Telstra Corporation Limited and controtled entities

Notes to the Financial Statements (continued)

The following options, restricted shares, performance rights and
deferred shares had been issued at the start of fiscal 2004, but were yet

to vest with executives.

Number of Exercise date
instruments Commencement Performance Exercise {once performance
outstanding date hurdle period price hurdle met)

Options . . 1,533,722 13 Sept 1999 between 13 Sept 2002 $8.02  anhytimebefore
ard 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

Options . . ... ... ... 3,370,660 8 Sept 2000 between 8 Sept 2003 $6.28  anhytimebefore
and & Sept 2005 & Sept 2010

Restrictedshares. . .. ... . ... 697,960 8 Sept 2000 between 8 Sept 2003 $1perparcel  anytime before
and 8 Sept 2005 exercised 8 Sept 2005

Options . . ... ... . ..., 150,000 16 March 2001 between 16 March 2004 $6.55  anhytimebefore

and 16 March 2006

16 March 2011

Restricted shares. . . . ... . ... 40,000 16 March 2001 between 16 March 2004 $1 per parcel  anytime before
and 16 March 2006 exercised 16 March 2006

Options . . ... ... ... ... 32,416,945 & Sept 2001 between 6 Sept 2004 $4.90  anhytimebefore
and 6 Sept 2006 6 Sept 2011

Performancerights . . ... . ... 3,098,155 6 Sept 2001 between & Sept 2004 $1perparcel  anytime before
and 6 Sept 2006 exercised 8 Dec 2006

1,854,000 14 March 2002 between 14 March 20035 $5.63  anhytimebefore

and 14 March 2007 14 March 2012

149,000 14 March 2002 between 14 March 2005 $1perparcel  anytime before

and 14 March 2007 exercised 14 June 2007

2,022,498 5 Sept 2002 None{a) $1perparcel  anytime before

exercised 5 September 2007

4,034,226 5 Sept 2002 between 5 Sept 2005 $1perparcel  dnytime before

and 5 Sept 2007

exercised

5 December 2007

7 March 2003

7 March 2003

Note {a}

between 7 March 2006
and 7 March 2008

$1 per parcel
exerdised
$1 per parcel
exercised

any time before
7 March 2008
any time before
7 luhe 2008

a} As deferred shares are aliocated as gnnual fixed remuneration,
there is no performance hurdle. Generally, deferred shares will
become vested deferred shares after o specified service period.
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The following instruments were granted in September 2003:

Growthshare 2004 Growthshare 2004
deferred shares performance rights

Nuraber of executives who were cllocated deferred shares and
performance rights 176 176

Effective commencement date of deferred shares and performance

Performance hurdle period - Le. over what time period executives

5 September 2003

5 September 2003

petiod between 5 September 2006

have to satisfy the performance hurdle for the instruments to vest . fa) and 5 September 2008
Number of defetred shares and performance rights (representing o
100% allocation or maximumn entitlement available}issved. . . . . . 2,206,400 4,412,800

Exercise price {once the instruments become exercisable}

$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 becorme exercisable)

$5.06 pet share
any time before 5 September 2008

$5.06 pet share
any time before 5 December 2008

The following instruments were granted in February 2004:

Growthshare 2004 Growthshare 2004
deferred shares performance rights

Nuraber of executives who were cllocated deferred shares and
performance rights 3 3

Effective commencement date of deferred shares and performance

Performance hurdle period - Le. over what time period executives

20 February 2004

20 February 2004

period between 20 February 2007

have to satisfy the performance hurdle for the instruments to vest . {a} and 20 February 2009
Number of defetred shares and performance rights (representing o
100% allocation or maximumn entitlement available}issved. . . . . . 18,350 36,700

Exercise price {once the instruments become exercisable}

$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 becormne exercisable}

$4.71 per share
any time before 20 February 2009

$4.71 per share
any time before 20 May 2009

{1} As deferred shares gre agllocated as annuel fixed remuneration,
there is no performance hurdle. Generally, 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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in the ptior year, the following Instruments were granted during
September 2002:

Growthshare 2003 Growthshare 2003
deferred shares performance rights

Nuraber of executives who were ollocated deferred shares and
performancerights .. ... oo Lo Lol oo oL 166 166

Effective commencement date of deferred shares and performance

Performance hurdle period - Le. over what time period executives
have to satisfy the performance hurdle for the instruments to vest .

5 September 2002

{a}

5 September 2002

period between 5 September 2005
and 5 Septemnber 2007

Number of defetred shares and performance rights (representing o
100% allocation or maximumnm entitlement available} issved. . . . . .

Exercise price {once the instruments become exercisable) . .. . . ..

Market price of Telstra shares on commencement date. . ... . ...
Exercise date (once the instruments become exercisable) ... ...

2,123,000

4,246,000

$1 per parcel of
instruments exercised

$1 per parcet of
instruments exercised

$4.87 per share
ary time before 5 September 2007

$4.87 per share
any time before 5 December 2007

in the ptior year, the following instruments were granted during
Muarch 2003:

Growthshare 2003 Growthshare 2003
deferred shares performance rights

Nuraber of executives who were ollocated deferred shares and
performancerights .. ... o oL 0oL oL oo ool & 4

Effective commencement date of deferred shares and performance

Performance hurdle period - Le. over what time period execttives
have to satisfy the performance hurdle for the instruments to vest |

7 March 2003

(g}

7 March 2003

period between 7 March 2006
and 7 March 2008

Number of deferred shares and performance rights {representing o
100% allocation or maximum entitlement available) issued. . . . . .

Exercise price {once the instruments become exercisable} . . . . . ..

Market price of Telstra shares on commencement date. . ... . ...
Exercise date (once the instruments become exercisable) ... L.

22,100

44,200

$1 per parcel of
instruments exercised

$1 per parcet of
instroments exercised

$4.11 per share
ahy time before 7 March 2008

$4.11 per share
any time before 7 june 2008

{1} As deferred shares gre agllocated as annuel fixed remuneration,

thereis no performance hurdle. Generally, 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 s required to be provided by
the participating executives on the granting of these deferred shares
and performance tights.
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Buting fiscal 2004 and fiscal 2003, there were no options, restricted
shares or performance rights exercised and no fully paid shares
distributed relating to these plans us a result.

in fiscal 2004, there were 32,586 deferred shares {2003: 8,925) that
were exercised from the September 2002 atlocation and 3,008 deferred
shares {2003: hil) 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 relating to this exercise was $§170,199{2003:
$38,359), based on the closing market price at that date.

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 lapsed

during year ended
Ablocation 30 lune

2004 2003
September1999 . . ... ... ... 138,722 591,945
Septemnber2000 . . ... ... . ... 537,313 850,181
March 2061 ... ... L. - 18,710
September200t . . ... ... ... 613,668 4,084,750
March2062 . ... ... ... ..., 172,600 214,000
September1999 . . ... ... ... 23,778 90,410
Septemnber2000 . . ... ... . ... 110,752 128,923
Marchi2081 . ... ... ... L. B 3,817
Septemnber200t . . ... ... . ... 88,545 388,086
March 2062 ... ... . ... 6,200 18,200
September2002 . ... ... ... 123,906 211,774
September2003 . ... ... .. ... 68,606 -
September2002 . . ... ... ... 60,199 91,577
September2003 . . ... ... .... 34,303 -

After movements in out share plans during the finandal year, the
foltowing instruments remain outstanding as at 30 June 2004

No. of instruments

outstanding

as at 30 lune 2004
Optionhs 1,395,000
Restrictedshares . .. ... .. ... ... ... 236,500
Optiohs .. . ... . L. L Lol 2,833,347
Restrictedshares . .. ... .. ... ... ... 587,208
Options 150,000
Restrictedshares . .. ... .. ... ... ... 40,000
Optiohs . . . ... o L. L ool 31,803,277
Performancerights .. ... . oL 0oL 0oL, 3,039,610
Optiohs . . . ... o L. L ool 1,682,000
Performancerights . . ... . ... .. 0000, 142,800
Deferredshares . . .. ... .. L. 1,929,713
Performancerights .. ... . oL 0oL 0oL, 3,910,320
Deferredshares . ... .. .. L L., 22,100
Performancerights . . ... . ... .. 0000, 44,200
Deferredshares . ... .. .. L L., 2,169,089
Performancerights .. ... ..o oL 0oL 0oL, 4,344,104

2

Deferredshares . ... o .. .. L oo 18,350
Performancerights .. ... ..o oL 0oL 0oL, 36,700

Nohe of the above instruments have become vested instruments at
batance dete. The grant dates, performance hurdles, exercise prices
and other terms relating to the above instruments have not changed
from initial allocation date or from those terms disclosed at the
beginning of fiscal 2004,
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Number of Number of Number of Muember of
options restricted performuance deferred
shares rights shares
Equityinstruments outstandingasat30June200i . . ... ... ... .. 6,748,835 1,303,758 - -
Granted . . . . e e 38,102,000 - 3,704,300 -
Lapsed .. ... L e e {965,522} {82,370) {50,85%) -
Equityinstruments outstandingasat30June2002 . . ... ... ... .. 44 884,913 1,221,388 3,653,441 -
Granted . . L e e e e - - 4,250,200 2,145,100
Lapsed . . ... L e {5,559,586} {223,150} {618,060) {91,577}
Exercised. . . . . . . e e e e e - - - {8,925}
Equityinstruments outstandingasat30June2003 . . ... ... ... .. 389,325,327 558,238 7,325,581 2,044,598
Granted . . . o e e e e e e - . 4,449,500 2,224,750
LOPBEA . . oo e e e e (1,461,703} {134,530) (257,257) {94,502)
EXercised. . . . o .. e e e e e e " - w {38,594)
Equityinstruments outstanding as ot 30 June 2004 . . ... ... ... .. 37,863,624 863,708 11,517,824 4,139,252
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For purposes of our Australion reporting requirements, we have used
the following valuations, which are based on the same methodologles
as those used in the USGAAP disclosures, but in oll cases, exclude
adjustments for the effect of non-retention of participants and non-

Options, restricted shares, and performance rights are subject to g transferobility of the instruments.

performance hurdle. Deferred shares require @ prescribed period of

setvice to be completed. Generally, if these requirements are not Restricted Performance Deferred
achieved the instruments will have a nil value and witt lapse. Under Offers Options shares rights shares
Austratian Accounting Standards and USGAAP, the required Sept 1999 . . $1.38 $5.64 (@) )
methodology for valuing equity instruments differs in regard to Sept 2000 . . $1.58 $3.62 (@) )
incorporation of adiustients for the effect of non-retention of March 2001 . $1.53 $3.77 {a (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 model that takes into decount March 2002 . $1.19 () $3.08 {a)
vartous faetors including the exercise price and expected life of the Sept 2002 . . {a) (a) $2.99 $4.41
instrument, the current price of the underlying share and its expected  March 2003 (@) (a) $2.60 $3.60
volatility, expected dividends, the risk-free interest rate for the Sept 2003 . . {a) () $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 atlocations of options, performance rights,
The value of the allocations per security as used in our USGAAP restricted shares or deferred shares in the retevant offer periods.

disclosures is as follows:
Shares held by the Telstra Growthshare Trust for the purposes of

Restricted Performarnice 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} 20,856,641 shares {2003: 21,678,535 shares). The fair value of these
Sept 2000 . . $0.89 $2.05 fa) fa) shares as at 30 June 2004, based on the market value of Telstra shares
March 2061 . $0.80 $2.15 {a} {a} ot balance date, amounts to $165 million (2003: 595 mittion}.
Sept 2001 .. $0.90 {a) $2.33 fa)
March 2002 . $0.97 {a} $2.51 {0} The following weighted average assumptions were used in
Sept 2002 . . fa) fa) $2.54 $3.77 determining the above current year valuations:
March 2003 . {e} {o} $2.15 $3.08
Sept 2003 . . fa) fa) $1.78 $2.49 Growthshare deferred shares
Feb 2004 . . . fa) {6} $1.62 $2.38 and performance rights
Sept 2003 Feb 2004
{0} There were no allocations of options, performance rights, Riskfreerate . . ............. 5.39% 5.57%
restricted shares 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 tife - deferred shaves . . . . 3 years 3 Yedrs
Averaqge forfeiture rate per annum-
performancerights . . ... . ... 10% 10%
Average forfeiture rate per annum-
deferredshares . ... . ... ..... 7% 15%
Expected rate of achievement of
performancehurdles . . .. . ... . 69% 67%
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Non-executive directors may be provided part of thelr fees in Telstra
shares. Directors will receive a minimum of 20% of their fees by way of
directshares. Sharesdre dequired by the trustee from time to time and
altocated to the participating divectors on a 6 monthly basis, oh dates
determined by the trustee at its discretion. Although the trustee holds
the sharesintrust, the participant retains the beneficial interest inthe
shares {dividends, voting rights, bonuses and rights issues) until they
are transferred at expiration of the restriction period.

The restriction period continues:

» for five years from the date of allocation of the shares;

» until the partidpating director is no longer a director of, oris no
tonger employed by, ¢ company in 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 partidipating director. The participating directoris not able to
dedl in the shares until this transfer has taken place. The expense
associated with shares allocated under this plan isincluded in the
disclosure for directors' fees.

Certain eligible employees may be provided part of their
remuneration in Telstra shares. Those employees indicate a
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
beneficiol interest in the shares (dividends, voting rights, bonuses or
tights issues) untit they are transferred at expiration of the restriction
period.

The restriction period continues:

» forthreeyears or five years depending onthe elections available to
the participant at the time of allocation;

» untitthe participant ceases employment with the Telstra Group; or

» until the Board of Telstra determines that an ‘event’ has occurred.

As a result, these instruments will not lapse.

At the end of the restriction period, the ownshares will be transferred
to the participant. The participant is not able to deal in the shares
untit this transfer has taken place. The expense assocdiated with
shares allocated under this plan is incuded in the disclosure for
employees remuneration.

Thefollowing directshares and ownshares had been issued at thestart
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

15 September 2000 allocation .. . ... ... 7,585
18 March 200t alloeation . . ... ... L L 11,104
14 September 2001 allocation .. . ... ... 14,453
14 March 2002 gllocation . . ... ... L L. 18,117
5 September 2002 allocation . . . ... L. 19,713
FMarch2003 allocation . .. ... ... ... 40,709
15 September 2000 allocation .. ... ... .. 276,725
14 September 2001 allocation .. ... .. ... 287,763
2 Novernber 2001 aliocation ... ... ... .. 88,518
5 September 2002 allocation . . . ... L. 565,466
28 October 200z allocation . . .. ... ... .. 159,600

Participants in the direcishare and ownshare plans are only able to
dedl in these instruments at the end of the restriction period.
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The following directshares were granted in September of fiscal 2004
and fiscol 2003:

DirectShare Equity Plan 2004

BirectShare Equity Plan 2003

Number of eligiblepartidpants . ... 0oL L 0oL o o000
Number of participantsintheplan ... . ... ... o oo oL
Allocation dateofshares. ., . . o ... L L L e e
Number of sharesallocgted . . .. . ... o .. o L oo L.
Ealt valveofsharesallocated . . . . 0.0 .. o L L ol L.
Total fairvatlue of shares allocated .. . 0. . .. . L L.

The following directshares were granted in February of fiscal 2004 and
Muarch 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

DirectShare Equity Plan 2004

DirectShare Equity Plan 2003

Number of eligible non-executivedirectors .. ... L. L. 00
Number of participantsintheplan ... . ... .. oo 0oL
Allocation dateofshares. . . .. . .. .. L L L
Numaber of sharesallocgted . . .. . ... o .. o . L oL .
Fair valueof sharesollocated . . . . .. oo oL oL o oL
Total fair value of shares allocated ... . ... .. oL L L.

The following ownshares were granted in September of fiscal 2004
and fiscol 2003:

11 11
10 10

20 February 2004 7 March 2003
35,499 40,709

$4.71 per share $4.11 per share
$167,200 $167,314

OwnShare Equity Plan 2004

OwnShare Equity Plan 2003

Number of eligiblepartidpants . ... 0oL L 0oL o o000
Number of participantsintheplan ... . ... .. o oo 0oL
Altocationdateofshares. . . .. . .. o L oL e
Numberof sharesallocgted . . .. . ... ..o . L oo L.
Ealtvalveofsharesgllocated . . . 0 0.0 .. o L L oo L.
Total fair vatlue of shares allocated ... . ... .. oL L L.

The following ownshares were granted in October of fiscal 2004 and
fiscal 2003:

9,868 6,788

369 406

5 September 2003 5 September 2002
397,076 574,855

$5.06 per share $4.87 pershare
$2,009,205 $2,799,758

OwnShare Equity Plan 2004

OwnShare Equity Plan 2003

Number of eligibleemployess . . ... ... .. oL oL oL
Number of participantsintheplan ... . ... .. o 0oL
Allocation dateofshares. . . .. . .. .. L L L
Nuraber of sharesallocgted . . .. . ... .. o . L oL .
Fair vadlue of sharesallocated . .. . ... .. . L L o L
Total fair vatlue of shares allocated . .. . 0. . .. L L L.

On an allocation of divectshares and ownshares, the participants in
the plans arenot required to make any payment to the Telstra Entity.
Patticipants may be provided a portion of their remuneration in the
form of directshares or ownshares as applicable. The September
aliocation relates to executives short term incentive payment and the
October allocation relates to shares salary sacrificed by executives.

14,151 12,216

180 179

31 October 2603 28 QOctober 2002
222,095 166,676

$4.75 per share $4.78 pershare
$1,054,851 $796,711

The fair value of the instruments issved is determined by the
remuheration foregone by the participant. The number of
directshares or ownshares allocatedis based on the welghted average
ptice of d Telstra shate in the week ending on the day before
cllocation date, in conjunction with the remuneration fotegone.
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Birecishares and ownshares are not required to be exercised. Thefully
paid shares held by the Telstra Growthshare Trust retating to these
instruments are merely transferred to the participants at the
completion of the restriction period.

The foltowing fully paid shares have been distributed from the Telstra
Growthshare Trust duting fiscal 2004 to directors and executives
under the directshare and ownshare plans respectively, due to
expiration of the applicable restriction period:

No. of
shares
distributed Fair valtue

DirectShares . . . ... ... . ... .. ..
OwhShares . .. . ... ... .. ...

35,683 $184,526
357,453 %$1,711,160

The following fully paid shares relating to the same plans were
distributed during fiscal 2003:

No. of
shares
distributed Fair valtue

DirectShares ... ... .. . ...

OwnShares . .. ... ... ... 101,146  $460,843

The fair vatoe of ownshares ond directshares distributed is determined
through reference to the closing market price of a Telstra share onthe
date of transfer.

No. of instruments

No. of instruments

outstanding

as at 30 June 2004
15 September 2000 allocation .. . ... ... 4,364
19 March 200t alloeation .. ... Lo L. 7,438
14 September 2001 allocation ... ... L. 9,463
14 March 2002 glloeation . . ..o oL L. 13,854
5 September 2002 allocation . ... ... ... 14,785
7 Mareh 2003 glfocation .. . ... L L. L. 33,572
Septernber 2003 allocation . . ... Lo 26,096
Merch 2004 allocation . .. . ..o L. L. 29,554

cutstanding

as at 30 June 2004
15 September 2000 allocation .. . ... L. L. 59,247
14 September 2001 atlocation . . . ..o L. L. 250,778
2 Novernber 2001 gliocation . .. ... ... .. .. 79,691
5 September 2002 allocation . .. . ... L. L 514,487
28 October 2002 allocation . ... ... ... ... 146,945
sSeptember 2003 alfocation ... .. .. ... 374,974
31 October2an3allocation . ... ... ... 213,671

The grant dates, restriction period and other terms relating to the
above instruments have not changed from initial allocation.

Shares held by the Telstra Growthshare Trust for the purposes of
faclitating the operations of directshare and ownshare plans amount
to 1,778,917 shares (2003: 1,489,753 shares). The fair value of these
shares as at 30 June 2004 based on the market value of Telstra shares
ot balance date amounts to $9 miltion {2003 $7 million).

Our divectors and execuotives hold the following instruments for each
share plan:

Holding at the beginning
and the end of fiscal 2004
Restricted
Options shares
Lygmunt Switkowski. ... 0oL L0 3,456,000 146,000
Broce Akhorst . . .. L. L. L. 1,542,000 60,000
Douglas Campbett. . . ... 0000 1,507,000 68,000
DavidMoffatt . . ... ... . L. 1,630,000 40,000
TedPretty. ... ............... 1,722,000 21,000
MichaelRocea . . ..o 0.0 . ... 640,000 22,000
BitkSeates . ... ... .. ... ... ... 46%,000 5,000
JohnStanhope. . ... L. oL 616,000 25,000
DavidThodey . ... ... ... ..., 1,068,000 B

There have been no options of restricted shares that were issued,
exercised or lapsed during the year.
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The following table shows the balance and changes in instruments
issued from the Telstra Growthshare Trust for oll directors and
specified executives throughout fiscal 2004,

Instrument type Total held Exercised Total held
Jdirectorjspecified executive asat 30 during Other asat 3o Vested and
June 2003 Altocation the year changes June 2004 exercisable (a)
Number Number Number Number Mumber Mumber
Direct Shares
Donald GMcGauehie . ... . oL ... 8,479 6,149 - - 15,628 -
JohnTRalph ... ... 000 001, 14,104 5,739 - - 19,843 -
Robert CMansfletd (b} . ... . ... .. 28,204 11,479 - {39,683) - 19,683
SamMHChisholm . ... . ... L. L. - - - - - -
Anthohyg JClark . ... ... ... ... 8,609 3,894 - - 12,503 .
JohnEFletcher. . . ... ... L. 8,850 7,210 - - 16,060 -
Belinda J Hutchinson . . .. . ... ... 5,380 2,857 - - 8,237 -
Catherine B Livingstone . .. . ... .. 7,147 3,854 - - 11,041 -
ChartesMacgek . .. ... ... ... .. 5,568 3,894 - - 9,462 -
Witham Owens{¢) . .. . ... ... ... 7,495 6,149 - {13,644) - 13,644
JohnWStocker. . ... ... L L. 16,845 15,864 - - 12,709 -
Deferred Shares
Zygmunt Switkowsid . ..o 001, 249,160 251,600 - - 560,700 -
Broce Akhurst. . . ... 0oL oL L. 66,900 68,400 - - 138,380 -
Bouglas Campbell. ... ... ... 66,900 68,400 - - 135,300 -
PavidMoffatt. . .. ... ... ... ... 76,300 76,100 . - 152,400 -
TedPretty . . ... ... ... ... 79,000 76,100 - - 155,100 -
MichaelRocea .. ... .. ... .. 47,400 53,200 - - 100,600 -
BilSeales . ... ... L L. 38,500 458,790 - - 84,200 -
JohnStanhope. ... . ... L. 23,800 98,800 - - 122,660 -
BavidThodey. . . ... ... . ... .. 58,000 62,600 - - 121,600 -
Performance Rights
Zygmunt Switkowsid . ..o 001, 756,200 803,200 - - 1,259,400 -
Broce Akhurst. . . ... 0oL oL L. 251,800 136,800 - - 388,600 -
Bouglas Campbell. ... ... ... 251,800 136,800 - - 388,600 -
PavidMoffatt. . .. ... ... ... ... 294,000 152,200 - - 446,200 -
TedPretty . . ... ... ... ... .. 294,000 152,200 - - 446,200 -
MichaelRocea .. ... .. ... L. 144,800 108,400 - - 251,200 -
BilSeales . ... ... L L. 119,660 91,480 - - 210,400 -
JohnStanhope. ... . ... L. 93,600 48,400 - - 143,000 -
BavidThodey. . . ... ... . ... .. 220,060 125,200 - - 345,200 -

{a} Generatly, all instruments becomne exercisable when they vest.

{b) Robert Mansfield resigned as ¢ Director and Chairman on 14 Aprit

2004,

{c} Wittiam Owen resigned as o Director oh 6 May 2004,
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Telstra Group Telstra Entity
As at 30 June As at 30 lune
2004 2003 2004 2003
$m $m sm $m
24, Expendiiure commitmer
{u Conplied sarparediturs Tom i
Total capital expenditure commitments contracted for at balance date but not
tecorded in the financial statemnents:
Withindgedr. . L e 511 365 466 434
WIthin -2 4ears . .. . . L e 37 168 33 140
WIthin2-3 4ears . .. . L. L e T 127 & 122
WIthIR3-44ears . ... . .. L . i e 4 140 & 135
WIthind-54ears . ... 0 . L. e e e 3 - 3 -
AFRRFSUEANS . . . L. e e 3 - 3 -
565 801 §13 831
The capital expenditure commitments above include contracts for building and
improving our hetworks and software enhancements.
included in the amounts above are capital commitments relating to information
technotogy services (i)
Withindgedr. . L e log 157 93 149
WIthin -2 4ears . .. . . L e 34 129 31 124
WIthin2-3 4ears . .. . L. L e & 127 3 122
WIthIR3-44ears . ... . .. L . i e 3 140 3 135
WIthIng-54ears . .. . .. L L i e e 3 - 3 -
AFRFSUEAIS . L . L. e 3 - 3 -
149 553 136 530
{1} i fiscal 2003, intormation techhology commitments predominantly retated to
commitments for software assets to be developed for internal use under a 10 year
contract with 1BM Global Services Australia Limited (IBMGSA}. During fiscal
2004 we sold our Tnvestment in IBMGSA. As part of the sole, we negotioted the
termination of our originat commitment obligations. {Refer note 20{d)(ii} for
further details of the sale of IBMGSA)L
{5 Dpay s daoias Comnrrd b e
Future Llease poyments for hon-concellable operating leases not recorded in the
finandlal statements:
WithinTygedr. . L e i s 311 298 203 184
WIthin -2 4ears . .. . . L e 245 209 186 122
WIthin2-3 4ears . .. . L. L e 182 161 111 81
WIthIR3-4URGrs . . .. L L. L L i e 153 131 86 50
WIthin4-54ears . . L. L . L L. e e 138 113 73 34
AFRRFSUEANS . . . L. e e 373 452 i85 83
1,403 1,364 T84 554

in addition, in fiscal 2004 the Telstra Group has total future
commitments ynder canceltable operating leases of $375 mitlion
{2003: $366 million}. In fiscal 2004, the Telstra Entity has total future
commitments under cancellable operating leases of $330 mittion
{2003: $322 million).
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20, rpenditure covaraitments
Description of our operating leases
We have operating leases for the following major services:

» rental of tand and bultdings;

» rental of rotor vehicles, caravan huts and trailers, and mechanical
dids; and

» rental of personal computers, laptops, printers and other related
equipment that are used in non communications plant activities.

The avergge lease term is:

» seven years for land and buildings;

» four years for motor 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 rentat payments onty exist for motor vehicles and are not
significant compared with total rental poyments made. These are
based on unfair wear and tear, excess kHometres travelled, additional
fittings and no financial loss to be suffered by the leasing company
from changes to the original agreements. Qur motor vehicles and
related equipment must also remain in Austratia.

We do not have any significant purchase options or non-cancetlable
sub-tedses in our operating leases.

Operating leases related to our personal computers and associated
equipment had averdge interest rates of 5.8% for fiscal 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

{oh Fironey baase owenil

Withindyedr. . oL e T 21 & ]
WIthin 1-24ears . . .. . . L e e e & - & -
WIthIR -3 4Rars . . .. L L. L i e 2 - 2 -
WIthIR3-4URGrs . . .. L L. L i e 2 - 2 -
WIthIRA-54RAIS . . L. L L. L i e 1 - 1 -
Total minimum legsepayments . ..o L L L oL oL o oo oL i8 21 17 ]
Future finance charges onfinanceleases . . ... 0 .. oL oL oLl 0oL {1) {1} {1} -
Present volue of net future minimum ledsepayments . ... ... Lo 0 oL 17 20 18 5
Recorded gs cutrent interest-bearing tiabilities . . . ... ... o000 oo 16 T 20 & 5
Recorded as non current interest-bearing liabilitles . . . . ... . ..o .00 16 10 - io -
Total financeleaseliobilities . . . . ... ..o L L oo oo ool 16 17 20 16 5

in addition to the above finance lease commitments, we previously
entered into US finahce leases for communications exchange
equipment with various entities. Wehave prepoid all lease rentals due
under the terms of these leases.

These entities lease the communications exchange equipment from
the ultimate lessor and then subledse the equipment to us. We have
guaranteed that the lease payments will be pald by these entities to
the uitimate lessor as scheduted over the lease terms (refer note 21 for
further information).

Theleases will expireinfiscal 2012, As part of the ledase arrangements,
we recetved guarantee fees, which have been recorded in revenue
received in advance. The total recelved is insighificant and is being
released to the statement of finandial performance over the life of the
leases.
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ity cornrnits

Description of our finance leases
We have finance leases for the following major services:

» communications exchange equipment denominated in US dotlars;
arnd

» computer mainframes, computer processing equipment and other
related equipment.

The average lease termis:
+ 12 years for communications exchange equipment denominated

i 1S dollars; and
+ three years for computer mainframe and associated equipment.

Interest rates for our finance leases are:

+  US doller communication assets between 4.3% gnd 5.1%; and
computer mainframe, computer processing equipment and
associated equipment between 7.4% and 15.0%.

Refer note 12 for further detdils oh communication 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 June As at 30 lune
2004 2003 2004 2003
$m $m sm $m
{3 Dty cormedtonengs
Other expenditure commitments, other than commitments dealt
with irt (), (b) and {c) above, which have not been recorded in
the finandal statements gre:
Withindgedr. . L e 581 920 307 635
WIthin -2 4ears . .. . . L e 256 582 36 350
WIthin2-3 4ears . .. . L. L e 228 521 27 308
WIthIR3-44ears . ... . .. L . i e 183 515 20 313
WIthIn4-54ears . .. ... L i e 132 156 12 10
AFFRISURAIS L . L L. o i e 1,446 1,547 16 &
2,836 4,241 418 1,620
The other expenditure commitments above include contracts for purchase of
capacity, printing, engineering and operational suppott services, software
maintehance license fees, naming tights and bullding maintenance. The above
commitments alse include commitments relating to our investiment in FOXTEL
{refer note 24) and commitments relating to information technology services
{other than those disclosed as capital commitments) as follows:
FOXTEL commitments {i}:
Withindgedr. . L e 18% 193 - -
WIthIR1-2ZHRGrs . .. L L. L Lo 178 194 - -
WIthIR -3 4Rars . . .. L L. L i e 184 174 - -
WIthIR3-4URGrs . . .. L L. L L i e 160 163 - -
WIthIRA-5URGTS . . L. L L. L e 107 133 - -
AFFEISUEONS . L L. o i e e e 1,274 1,352 - -
2,078 2,209 - -
Commitments relating to information technology services (i) . . ... ... . L.
WithinTygedr. . L e i s 174 3%9 123 338
WIthin2-24ears . .. ... L L i e 37 306 & 277
WIthin 2-34ears . ... o . L e e e e 27 297 1 270
WIthIR3-44ears . ... . .. L . i e 1 308 1 279
WIthIng-54ears . .. . .. L L. e e 1 - 1 -
AFRRFSUEANS . . . L. e e 1 - 1 -
241 1,316 131 1,164
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{1} Our Joint venture entity, FOXTEL, has commitiments amounting to
approximately $4,150 mitlion (US$2,770 miltion}{2003: $4,418 mitlion,
US$2,960 million). The majority of our 50% share of these
commitments relateto minimumsubscriber guarantees (MG} for pay
tetevision programming dgreements. 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 patties. These minimum
subscriber payments fluctuate in accordance with price escatationf
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 a contract with IBMGSA. Under
this contract, IBMGSA provided IT services to the Telstra Entity and
selected Australian controlled entities from 24 July 1997. The originat
contract was for d period of 10 years. During fiscal 2004, we disposed
of our investment in IBMGSA and we neqgotiated changes to the
contract for iT services. As aresult, we no tonger have anylong term
commitments with this company. The modification of the service
contract resutted in the removal of $1,596 million of expenditure
cormmitments disclosed as at 30 June 2003. Refer to note 3 for further
information.

Commitments with Reach Ltd {Reach)

Under an Internationat Services Agreement Austratia (AISA)
previousty signed with our joint venture entity Redch, we are
comnmitted to the purchase of switched voice, international
transmission and global internet access services to meet certain
percentages of our annual capacity requirement (“committed
services”). The committed services may also include the services for
the carriage of calls or data between places outside of Australia.

in fiscal 2003, the AISA wos ypdated 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,
interhational transmission and globat internet decess servicesto meet
50% of out annual capacity requirement.
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We have no significant contingent assets as at 30 June 2604. The
details and maxirmum amounts {where reasonable estimates can be
muade) are set out below for our contingent liabilities,

Common law claims

Certain common law claims by employees and third parties are yet to
be resolved. As at 30 Juhe 2004, mahadement belleves 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 madmum amount of these contingent liabilities cannot be
teasonadbly estimated.

inctuded n our common low claims s 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
relation to contracts and arrangements between us and those other
parties. These contracts and arrangements relate to the right to
broudeast the Australian Football League and the National Rugby
League, the contract with FOXTEL for the provisioh of broadband
hybrid-fibre coaxial services (the Broadbond {o-aperation
Agreement}, and other matters.

Seven seeks unspecified damages and other relief, including that
these contracts and arrangements are void. Seven also seeks ordets
which would, in effed, require a significant restructure of the
subscription televisionfsports rights market in Austratic. The matteris
proceeding before the courts but is not expected to have any
significant effect onh 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 financial suppott through the Telstra Entity as follows:

» Indemnities to finonciat institutions to suppott bank quarantees to
the value of $350 mittion (2003: $276 million} in respect of the
performance of contracts.

+ Indemnities to fingndialinstitutions inrespect of the abligations of
our controlled entities. The maximum amount of our contingent
tabilities for this purpose was $207 million (2003: $249 mitlion).

+ Financdial suppott for certain controlled entities to the amount
necessary to enable those entities to meet their obligations gs and
when they fall due. The financdial support is subject to conditfons
including individual monetary limits totalling $36 million (2003: $7
million} and a requiremnent that the entity remains our controlled
entity.

+ Guarantees of the performance of joint venture entities under
contractual agreements to g maximum amount 6f $213 million
{2003: $247 mitlion}.

+ Guarantees aver the performance of third parties under
defeasance arrangements, whereby lease payments are made on
aut behalf by the third parties over the rermalning terms of finance
leases. Thelease payments over the remaining period of the leases
faverage 12 years amount to $981 million (US$675 million} (2003:
$1,042 million {US4$698 million)).

Refer note 20 for further detdils on the above finance leases.

« Buring fiscal 1998, we resolved to provide |BM Global Services
Australia Limited (IBMGSA} with guarantees issued on g several
basis up to $210 million as d shareholder of IBMGSA. We issued a
guarantee of $68 million on behalf of IBMGSA during fiscal 2000.
On 28 Auqust 2003, we sold our shareholding In this entity (refer
hote 3 for further information). The $68 mitlion guaranteets
provided to support service contracts entered into by IBMGSA and
third parties, and was made with IBMGSA bankers, or directiy to
HBMGSA customers. As at 30 Junhe 2004, this guarantee has still
been provided and $142 million {2003: $142 mittion} of the $210
mitlfon guarantee fecility remains unused.

Upon sale of our shareholding in IBMGSA and under the deed of
indemnity between shareholders, our liabitity under these
performance guarantees has been Indemnified for all quarantees
that were in place at the time of sale. Therefore, the overall net
exposure to ahy loss assodated with o claim has effectively been
offset.

+ Indemmnities to Telstra Growthshare Pty Ltd for all liabilities, costs
and expenses incurred by the trustee i the execuytion of the
powers vested in it. These indemnities are currently insignificant
to the Teistra Entity's finandel position, results of operations ar
cash flows.

Indemnities provided by our controlled entities

Ity fiscal 2004 and fiscol 2003, our controlled entities had no significant
outstanding indemnities in respect of obligations to financial
institutions and corporations.

Other

On 20 JanLary 2004, we completed the sale of our 20.4% shareholding
in our associated entity PT Mitra Global Telekomunikasi Indonesia
(MGTI). As aresult, wewere released from our contingent liabilities in
relation to MGTL.
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Other {continued)

The MGTI joint venture agreement (JVA) was reneqotiated during the
financial year ending 30 June 2000. As ot 30 june 2003, our controtied
entity Telstra Globol Limited {TGL}, under the JVA, was severally ligble
for calls ugainst standby equity that would be made by MG certain
conditions were met.

These contingencies included our lability for calls against standby
equity under the JVA of $25 million (US617 million} and our several
ligbility if the other shareholders defaulted on their share of the
standby equity call of $102 million (US$s8 million}.

in addition, in fiscal 2003 our contingent Liabilities included a limited
recaurse pledge over our shareholding in MGTI to support MGT!'s
obligations uhder a previous loah agreement entered into between
MGTl and various lenders. The outstanding debt under this fadlity at
30 June 2003 amounted to $106 mittion (US$71 million).

FOXTEL minimum subscriber guarantees

The Telstra Entity and its partners, News Corporation Limited and
Publishing and Broadcasting Limited, and Telstra Media Pty Ltd and
its partner, Sky Cabte Pty Ltd, have entered into agreements relating
to pay television programming with varioys parties. Qur
commitments under these agreements retate mainty to minimum
subscriber guarantees (MSG) {refer note 20 for details of MSG
cormnmitments).

As we are subject to joint and several Uability inrelation to
aqgreements enteredinto by the FOXTEL partnership, we would be
contingently lioble if our partners in this relationship failed to meet
any of their obligations. As a result, our contingent liabilities arising
from the above agreements are $2,075 miltion {2003: $2,209 mitkion).

FOXTEL Equity Contribution Deed (ECD)

On g January 2004, FOXTEL entered into & $550 mitlion bank facility
arrangernent to fund its full digitel conversion and taunch of new
digital services. As part of this arrangement, we and FOXTEL's other
uitimate shareholders, News Corparation Limited and Publishing and
Broadcasting Limited, entered into an ECD. Under the ECD, FOXTEL s
required to call on a maximum of $200 million in equity contributions
in certain specified cdrcumstances ds hecessary to avoid default of o
financial covenant. These equity contributions are based on
ownership interests and, as d result, our maximum contingent
liobility Is $100 million.

We have no Joint o several Hability relating to our partners
contributions under the ECD. The £ECD expires oh 30 Aptil 2008,

Reach Ltd working capital facility

0117 June 2004, Telstra, together with our co-shareholder PCOW
Limited (FCCW), bought o loan facllity previously owed to a banking
syndicate by our 50% owhed joint venture Reach Lid and its controlled
entity Reach Finance Ltd (Reach}. As part of this arrangement, the
shareholders also agreed to provide a US$50m working capital facitity
to Reach. Under the facility, Reach is entitled to request from Telstra,
ameaxdimum of US$25 million to assist In meeting ongoing operational
requirements. Drowdowns under this facitity must be repaid at the
end of each interest period ds agreed between the parties and theloan
must be fully repaid by 31 December 2007, The applicableinterest rate
is LIBOR plus 2.5%. As at 30 June 2004, Reach has not made any
drawdown under this facility.

We have no joint of several liability relating to PCOW's US§25 mitlion
share of the working capital facitity.

ASIC deed of cross guarantee

Adist of the companies that are part of our deed of cross guarantee
appear in note 23. Each of these companies {except Telstra Einance
Limited} guarantees the payment in full of the debts of the other
named companies in the event of their winding up. Refertonote 23 for
further information.
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The employee superannuation schemes that we participate in or
sponsor exist to provide benefits for our employees and their
dependants after finishing employment with us. 1t Is our policy to
contribute to the schemes at rates specified in the governing rules for
accutmutation schemes, or of rates determined by the actuaries for
defined benefit schemes.

Before 1 July 1990, eligible employees of the Telstra Entity were
teermnbets of the (55, The (551s o defined benefit scheme for
Commaonwealth Public Sector employees. Under the (585, we were
tesponsible for funding all employer financed benefits that arese 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
Commaonwealth have assumed responsibility for this fund during the
current financlal year (refer below for detalls). Previously, employer
contributions by us, and other employers that participated in the (55,
were paid to the Commaonwedadlth 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
mermbers transferred to Telstra Super when it was first established. As
(55 members transferred, the liability for benefits for their past
setvice was transferred to Telstra Super and a transfer of assets was
payable from the Commonwealth to Telstra Super (otherwise kKnown
as the deferved transfer value or DTV,

The benefits received by members of each defined benefit scheme
take into account factors such as the employee’s length of service,
final average satary, employer and employee contributions.

it June 1999, the Minister for Finance and Administration sighed o
document which aliowed the (55 surptus {otherwise known as the
residuat netional fund surplus or RNES) based on the scheme’s
financial position at 30 June 1997 to be transferred to Telstra Super
over a 40 Year period. This amounted to $1,428 million gt this date.
RNES amounts transferred to Telstra Super were taxed ot the rate of
15%.

As at 30 June 2003, ALleung FIAA completed an actuarial investigation
of Telstra's obligations under the £55 and K O'Sullivan FIAA completed
an actuarial investigation of Telstra Super. The next actuatial
investigation of Telstra Super is due to be completed by 30 June 2007
based on the scheme’s financial position as ot 30 June 2006.

The actuarigl investigation of our obligations ynder the (S5 reported
that a surplus continued to exist. We restated the net scheme assets,
accrued benefits and vested benefits of our notiohal fundinthe (55 as
at 30 June 2003 based on the results of this investigation.

0On 17 June 2004, the Commonweslith paid Telstro Super $3,125 million
in exchange for the removal of DTV or RNFS payments and obligations
after 1 January 2004. This amount is equal to the volue of the DTV
asset of $1,890 million and RNFS gsset of $1,235 million, asreportedin
the Telstra Super audited financial report as at 30 June 2003, The
payment to Telstra Super is taxed at the rate of 15%.

As part of the settlement arvangement, the Commonwealth has
assumed responsibility for past, present and future tiabilities in
respect of former and cutrent Telstra employees who remain in the
{55, As aresult, we have no further ongoing obligations for these (55
members,

The actuarial investigation of Telstra Super reported that g surplus
continued to exist. Asreported in the recommendations within the
actuarial investigation, we are not expected to be required to make
employer contributions to Telstra Super for the financial year ending
36 Juhe 2005. This contribution holiday includes the contributions
otherwise payabte tothe accumulation divisions of Telstra Super. The
continuance of the holiday, is however, dependent on the
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 emaployer payments to Telstra Super as 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 Supet in therange 6f 100-110%. On 17 June 2004, the funding
deed was subsequently revised and our contributions to Telstra Super
will now recommence when the VB of the defined benefit divisions
falls to 103%. Our actuary is satisfied that contributions to maintain
the VB at this rate in accordance with the revised funding deed will
maintain the financial position of Telstra Super at a satistactory tevel.
The VB of the defined benefit divisions was 111% as af 30 Juhe 2004
{113% at 36 June 2003).

Our controlled entity, Hong Kong (5L Limited (HK 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 andis
administered by an independent trustee. The benefits received by
metnbers for the defined benefits scheme are based onthe employees’
remuneration and tength of service.

Before 1 Decemnber 2002, the employee liability of HK (5L formed part
of g scheme in the name of Pacific Century CyberWorks (PCOW-HKT
Limited, which was HK CSL's previous immediate parent. Cn1
December 2002, HK (5L established the new HK (5L Retirement
Scheme.
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The assets attributable to HK (5L of the previous scheme were
transferred to the new HK (SL Retirement Scheme along with an
additionhat lWump sum contribution from HK CSL. This equated to the
aggregate post service Liabitity of the previous scheme ond ensured
that the HK (51 Retirement Scheme was fully funded. The transfers
as at 1 December 2002 were based on an actuaricl investigation
conducted by Watson Wyatt Hong Kong Limited. Annual actuarial
investigations are cutrently conducted for this scheme.

The financdlal position of the defined benefit divisions of Telstra Super,
aut notional fund in the (55, and the defined benefit divisions of the
HK (5L Retirement Scheme is shown as follows:

Net scheme assets Accrued benefits Met surplos (a) Vested benefits

As at 30 June As at 30 June As dt 30 June As at 30 June
2004 2603 2004 2603 2004 2603 2004 2603
$m $m $m $ti $m $rn $m $m
TelstraSuperfiy . ... ... ... ... 4,113 4,222 2,982 2,847 1,121 1,375 3,710 3,729
CSS{HY ... o oL B 6,630 B 4,234 - 2,356 - 4,409
HK 5L Retirernent Scheme (B . . . .. 76 &7 68 &7 8 - 67 &6
4,189 18,818 3,060 7,148 1,129 3,771 1,777 8,204
Less 85% residual notional fund surplus {1 B {1,059} B - B {1,059} - -
Total . ... .. Lo o oL 4,189 9,869 3,060 7,148 1,129 2,721 1,777 8,204

{u) Net surplus is the excess of net scheme assets over decried
benefits.

(i} Amounts for the defined benefit divisions of Telstra Super have
been taken from the audited finandiat report of the scheme ds at 30
June 2004 and 30 june 2003. The scheme gssets are stated at net
market vatues.

As at 30 June 2003, Telstra Super net scheme assets included the
carrying value of the RNFS of $1,235 million. The RNFS balance
represented the (55 surplus position recognised as o receivable by
Telstra Super. This balonce was based on an approximation of the
vatue of the RNFS carvied forward from an actuarial investigation
conducted as at 30 June 1997, In fiscal 2004, the RNFS bolance was
settled by the Commonwealth and replaced with cash and
investments in the net scheme assets of Telstra Super.

As at 30 June 2003, the adjustment inthe tablerepresented 85% of the
RNES which shoutd bereduced from net scheme assets and net surplus
to elimingte the recognition of the 55 surplus by Telstro Super. Any
amounts transferred from the (55 to Telstra Super are taxed at the
rate of 15%.

(i) As at 30 June 2004, the net scheme assets, aecrued benefits and
vested benefits of our notional fund in the (55 s $nil. Subseguent to
the Commonwealth settling our obligations in the (55, we have no
further responsibility for our former and current employees who are
members of the (55,

As af 30 June 2003, the (85 amounts show our share of the benefit
liability in respect to past service of out former and current employees
who are members of the (85, The (585 amounts for 30 June 2603 are
based on notlonal amounts determined in the actuarial valuation as
ot 30 June 2003, subject to the following:

+ DTV of $1,800 million were excluded from the {55 net scheme
assets, accrued 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 conducted during the financial year
tesutted in the DTV retating to the (55 position being updated to
the amount recagnised in the Hinanclal statements of Telstra Super
as at 30 June 2003; and

+ the net surptus of $2,396 million excludes $502 million reloting to
the present value of future service liabilities. Byincluding the $502
million, the surplus of notionat assets over total ligbilities for the
85 was $1,894 million.
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{HIYAmounts for the defined benefit divisions of the HK (5L Retirement
Scheme have been token from the actearial valuation of the scheme
as gt 30 June 2004 and 30 June 2603, The scheme assets are stated at
net market values.

Investment types and estimated returns on those asset groups held
by our significant superannuation schemes

Telstra Super/CSS (IYii)

Estimated returns
As at 30 June

2004 2003

% o

Auvstralian shares ... ... oL L. 8.6 9.3
Internationalshares . ... ... L. . 8.7
Listedproperty. . . ... ... ... ... 6.2 6.2
Directproperty. . . ... ... ... ... 6.2 7.5
Australion fixed interest .. . ... L. 4.7 4.8
International fixed interest . . ... ... 4.7 4.6
Cash . ... . 3.7 4.3

{i} Our estimates are based on expected 10 year after tax returns.

{H) Unti now, our actuaries calculate the financial position of our
hotional fund in the {55 as part of their actuarial investigation every
three yedrs. In fiscal 2003, the assets of this scheme were
accumulated at the same rate of return as that earned by Telstra
Super. As dresult, the expected after tax returns of the {55 were
identical to those retyrns expected to be generated by Telstra Super.
As ot 30 June 2004, we no tonger have any involvement inthe (55 as
previously described.

The estimated period over which the benefits of out members will be
returned is 13 Years {2003: 13 Years) for Telstra Super and 12 years in
fiscal 2003 for the (55,

Employer contributions

Employer contributions made to:

»

the defined benefits divisions of Telstra Super were $nil for the past

three fiscal years;

+ the{SSwere$nil for the past threefiscal years through to the date
of settlement;

+ the defined benefit divisions of the HK (5L scheme for fiscal 2004
were $4 million (2063: $8 million; 2002: $7 million); and

+ the accumutation divisions of Telstra Super for fiscal 2004 were 43

million {2003: $4 million; 2002: $6 million), induding voluntary

salary sacrifice contributions made at the discretion of the

employee of $1 miltion (2003: $1 million; 2002: $1 million).

These employer contributions are reflected in our statement of
financial performance. Ih addition, no asset has been recorded in our
statement of financial position for any surplus of the superannuation
schemaes.
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Below is a list of our investiments in controtled entities,

Country of Telstra Entity's recorded % of equity held by
Name of entity incorporation amount of investment (a) immediate parent
As at 30 June As ¢l 30 June
2004 2003 2004 2003
$m $m % %
Austratia
Telecommunications Equipment Finance Pty Ltd * (9} . Awstralia - - - -
Telstra Finance Limited (13{8). . .. . .. . ... ... . ... .. Austratia - - 100.0 100.0
Telstro Corporate Services Pryltd{1y . . . .. . ... ... ... Aystratia & & 100.0 160.0
Transport Communications Australia Ptyled ™ ... 0oL L L Austratia 4 4 166.0 160.0
Telstra ESOP Trustee Pty LEd “{8) . . ... ... .. ... ... .. Austratia - - 100.0 160.0
Telstra Growthshare Pty ltd “{8) . . ... ... .. ... ... .. Austratia - - 100.0 100.0
OnAustratia Pty Ltd " (33{6)(12) . . ... ... ... oL Austrabia - 11 100.0 160.0
TelstraMedia Pty ltd * (3 . .. . ... .o L. oo Ly Austratia 381 381 100.0 160.0
Telstra Multimedia Pty btd{1). . .. . ..o oo oo 0oL Australia 2,678 2,678 1606.0 100.0
Telstra International Limited {1 .. . .. . ... ... ... Austratia 84 84 100.0 160.0
Telstra New Wave Pty Ltd{t} . ... ... .. . ... ... .. Australia 1 1 100.0 160.0
Hypertokens Pty ltd*{8j(16}. . . . ... ... . ... ... .. Austratia - - 100.0 160.0
Cystomer Contact Technologies Pty ltd " (8] {16}. . . . . . .. Austratia - - 100.0 160.0
Data & Text Mining Technologies Pty Lid *{8}{18} . . . .. .. Australia - - 100.0 160.0
Lurebird Technologies Pty Ltd *{8){16). . . ... ... ... .. Australia - - 100.0 160.0
Telstra OnAlrHoldings Ptyltd™ ... .. o .. Lo Austratia 302 302 100.0 160.0
 Telstra OnAir Infrastructure Holdings Pty Ltd* . . .. .. Australia - - 166.0 160.0
+ Telstra 3G Spectrum Holdings Pty Ltd* . .. ... . .. Austratia - - 166.0 160.0
TelstraHoldings Pty Ltd {1} . ... ... .. .. ... Austratia i ¥ird 7,293 160.0 100.0
+ Beijing Austratic Telecommunications Technical

Consulting Services Compuany Limited (7311}, . . .. .. Ching - - 100.0 100.0
+ Telstra Holdings (Bermuda) No. 2 Limited {21} . .. . .. Bermuda - - 100.0 160.0
o Telstra CSL Limited (213, . . . .. ... oo oL Bermuda - - 100.0 100.0
» Bestclass Holdings Ltd {11} . ... ... ... ... Btitish Virgin Islands - - 166.0 160.0
« Hong Kong CSL Limited {211 . .. ... ... .. Hang Konhg - - 166.0 160.0
+ Integrated Business Systems Limited {11} . Hong Konhg - - 166.0 160.0
+ One2free Personalcom Limited (11} . . . .. Hong Kong - - 160.0 160.0
«CSlidmited {22y . ... oo Lol Horg Konhg - - 100.0 160.0
+ Telstra Holdings {(Bermuda) No 1 Limited (1) . . .. . .. Bermuda - - 100.0 160.0
+ Telstra International HK Limited (11} . . .. .. ... . .. Horng Kohg - - 166.0 160.0
+ Telstra |IDC Holdings Limited {8} (11) . . . . ... . ... .. Bermudda - - 100.0 160.0
»Telstraapan Retadll KK {22} o 000000000000 Japan - - 166.0 160.0
+ Telstra Singapore Pteltd {11} . . .. ... .. ... ... .. Singapore - - 166.0 160.0
+ Telstrao Global Limited {21}, . . . . .. ... o . United Kingdom - - 100.0 160.0
+ Telstra Europe Limited (21} ... . ... .. . .. .. United Kingdom - - 160.0 100.0
» Cabte Telecom {GB) Limited (113{15). . . . . .. .. United Kingdom - - 100.0 -
» {able Telecom Europe Limited (11) (15}, . . . . United Kingdom - - 160.0 -
= Cable Telecommunication Limited {113 {15) . . United Kingdom - - 160.0 -
» PT Telstro Nusantara {11y . ... ... .. ... Indonesia - - 160.0 100.0

{continued over page}
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Country of Telstra Entity’s recorded % of equity held by
Name of entity incorporation amount of investment (a) immediate parent
As at 30 lune As at 30 fune
2004 2003 2004 2603
$m $m % %
sTelstra INC {11, . o L. 0 e e e Upited States w - 100.0 100.0
+ Telstra Indig {(Private) Limited {22) . . . . . ... ... ... Indig - - 100.0 100.0
+ Telstra Limited {T23{16) . ... ... . ... . ... ... .. New Zeatand - - 100.0 100.0
+ Telstra New Zecatand Holdings Limited (formerly
NDC New Zealand Limited) (53{21) . ... ... .. .. .. New Zeatund - - 100.0 100.0
e TelstroCleagr bimited (113 . . .. . 0 oo oL oL New Zeatand - - 109.0 100.0
» TelstraSoturn Holdings Limited (11} . . . ... . .. New Zedlonhd w - 100.0 100.0
+ {LEAR Communications Limited {11} . . . . .. New Zeatand - - 100.0 100.0
Telstra Communications bimited (1) .. ... . .. ... Austratic 29 25 100.0 100.0
+ Telecom Austratic (Saudi) Company
Limited (6}{73(10)¢€11Y . . .. ... L L .. Saudi Arabig - - 50.0 50.0
TelstraRewardsPtyltd*. . . ... 0.0 Lo oLy Austratia 14 14 100.0 100.0
« TelstraVisaCard Trust {6} . . . . .. ... .. ... ... .. Austratic - - 109.0 100.0
« Quntas Telstra Cord Trust{6} . .. .. ... ... ... ... Austratia - - 100.0 100.0
+ Telstra Visa Business Card Trust (6} ... ... . .. ... Austratia - - 109.0 100.0
TelstraMedia Holdings Pty Ltd (2} . . .. 0 ... oo 0L Austratia 29 29 100.0 100.0
+ Telstra Enterprise Services Pty ltd (e} . . .. .. ... . (. Austratia - - 100.0 100.0
sTelstraPay VPt Lid(a). . .. o0 oL 0o L oL Austratia - - i00.0 100.0
Telstra Services Solutions Holdings Limited (formetty Telstra Austratia s98 353 100.0 100.0
CB Holdings LEd)€13(S}. . ... .. ... oo . ’
« Telstra (B.net Limited {1). .. . .. ... oo .. Australia - - 109.0 100.0
« Telstra (B.Com limited {2). . . .. . ... ..o .. Austratia - - 100.0 100.0
s Telstra (Bfshimited (1), . ... .. ... oL .. Austratic - - 100.0 100.0
= Telstra eBusiness Services Pty Ltd (formerly InsNet
Prylid) {23055 . ... . . oL Lo Austratia - - 100.0 100.0
» Australasian Insurance Systems Pry Ltd (1) . . .. Australic - - 100.0 100.0
« TRC Computer Systerms Prylid {2). . . .. .. .. Austratia - - 100.0 100.0
fDBALIMited (1), . ... oL L Austratia - - 1090 100.0
+Brokerlink Pty lbd {1} . . . ... . .o oL Australia - - 81.3 81.3
+ DBA Computer Systems Pty Ltd{1). . . ... .. Austratia - - i00.0 100.0
+ Brokerlink Pty Lbd{1) . . .. ... .. ... .. Austratia - - 18.Y 18.7
« Unilink Group Pty ltd {3} .. . ... ... .. Austratia - - 100.0 100.0
Network Desigh and Construction Limited (1) ... ... ... Austratia 177 177 100.0 100.0
* NDC Global Holdings Pty dtd{a}y . .. ... ... ... .. Australia - - iso.0 100.0
« NDC Tetecommunications India Private Lirnited {11). Indig - - 88.0 $6.0
« PTNDCIndonesiaf11y ... .. .. ... . ... .. Indornesia - - 895.0 85.0
* NDC Globat Philippines, Inc (83 (7){11} . ... ... .. Philippines - - 100.0 100.0
« NDC Global Services {Thaitand) Limited {63 (11}, . . . Thailand - - 49.0 49.0
» NDC Globat Holdings {Thalland} Limited {8 {11} . . . Thailand - - 49.0 49.0
» NDC Global Services (Thatland) Limited {6} {11}. . Thailand - - 51.0 51.0
» NDC Globat Services Malaysia Sdn. Bhd (6} (11} . . . Mataysia - - 100.0 100.0
« NDC Global Services Pty Ltd {1} . . . . ... ... 0oL . Austratic - - 100.0 100.0
« NDC Telecommunications India Private Limited {11). Indig - - 2.0 -

{continued over page}



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

Name of entity Country of Telstra Entity's recorded % of equity held by
incorporation amount of investment (a) immediate parent
Asat 30 lune As at 30 June
2004 2003 2004 2003
$m $m % 9%
Sensis Pty Ltd (1) Australia Y474 121 100.0 160.0
« (itySearch Australia Pty ttd™. ..o oL oL 0L Aystratia - - 100.0 160.0
« CitySearch Canberra Py ttd*. . ... ... .. Auystralia - - 100.0 100.0
+ Trading Post Group Pty btd (1) {(2){14} . .. ... ... .. Aystralia - - 33.0 -
+ Trading Post (Austratia} Holdings Pty Ltd (1) (143, . . .. Australia - - 160.0 -
+ Trading Post Group Pty Ltd (1) {2} {14} Austratia - - &7.0 -
» The Melbourne Trading Post Pty Lid (1) (23{14) . . Australia - - 160.0 -
= The National Trading Post Pty Ltd * (1) (2} {14} Australia - - 160.0 -
= Australion Retirement
Publications Pty Ltd " {232} {14} . .. . ... .. Austratia - - 160.0 -
» Collectormania Austrolia Pty Lid * (13 (2} (24) . . . Australia - - 160.0 -
» The Personal Trading Post Pty Ltd {1} (2{14) . . . Austratic - - 160.0 -
» Auto Trader Australio Pty Ltd (1323 {14} . .. . .. Austratia - - 160.0 -
« WA Auto Trader Pty Ltd (1) (23{14} . . . .. . .. Austratia - - 160.0 -
= Sydhey Buy & Sell Pty Ltd *(2}{14) .. ... .. Aystratia - - 100.0 -
» Sydney Auto Trader Pty btd " (2)(14) . .. . .. Aystralia - - 160.0 -
»AdMag SAG NSW Pty Ltd {23 (14). . .. ... . .. Australia - - 160.0 -
+AdMag AGI Pty Lltd " (2)(14). . . . .. ... L Australia - - 160.0 -
» Trading Post (AW) Pty Ltd " (23{14}. . . . ... . .. Australia - - 100.0 -
« Warranty Direct {Australia) Pty Ltd *{2) {14 . . Australia - - 100.0 -
» Just Listed Pty Lid™{13(2) {24} .. ... ... .. Austrabia - - 160.0 -
» Trading Post (TCAj Pty Led {13(2)(14) . . . . .. .. Austratia - - 160.0 -
» Research Resoyrces Pty Ltd *{23(14). . . .. .. Austratia - - 160.0 -
+ Queensiand Trading Post Pty Ltd * (2} {14) . Australia - - 160.0 -
+ Trading Post Marketing (Qld)
Ptylid*(2j(za) ... ... ... L. Australia - - 160.0 -
+ Trading Post on the Net Pty Ltd " (2) {14} Austratia - - 160.0 -
= Trading Post Australia Pty Ltd (13 {214} . . . . Austratia - - 160.0 -
= Appraised Stoff Agency Pty btd *{2){(14) . . .. Australia - - 160.0 -
« Tradernet Pty Lid *{25{14). ... ... ... Austratia - - 160.0 -
= Trading Post Classifieds Pty Lid " (2) {14} . . .. Austratia - - 100.0 -
= Trading Post On Line Pty Lid *{23(14) . . . . .. Austratia - - 100.0 -
+ Telstra Retail Ptyltd*{6} . .. ... ... .. ... ... .. Australia - - - 140.0
*Sepsis Holdings Pryltd™. ... .. oL oL oL Austratia - - 160.0 100.0
simvizage Ptyltd* (13, .. .. ... L L. Aystratia - - 5.0 -
» Pacific Access Enterprises Pty ltd*{6}. . . . .. . ... .. Austratia - - - 160.0
+ WorldCorp Holdings (S} Pte Lid {8} {11} . ... . . ... .. Singapore - - - 100.0
« WorldCorp Publishing Ptettd {e) {11} . . .. ... . .. Singapore - - - 100.0
Total investment in consolidatedentities . .. ... ... .. 12,537 12,028
{a} The amounts recorded are before any provision for reduction in * These entities are Australian small proprietary Umited companies,
vatue. which dre not required to prepare and lodge individual audited
financial repotts with the Australian Securities and Investment
Lommission.



Telstra Corporation Limited and controtled entities

Notes to the Financial Statements (continued)

ASIC deed of cross guarantee

{1} The following companies have enteredinto a deed of cross
guarantee dated & June 1996 (or have been subsequently added tothis
deed by an assumption deed):

»  Telstra Corporation Lirmited;

» Telstra Holdings Pty Lid;

»  Telstra internationgt Limited;

»  Telstra Communications Limited;

»  Telstra New Wave Pty Ltd;

»  Telstra Multimedia Pty Ltd;

» Telstra Media Holdings Pty Lid;

»  Network Design and Construction Limited;

»  Sensis Pty Ltd;

» 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 Ltd {formerly InsNet Pty Ltd},

»  Austrolasian Insurance Systems Pty Ltd;

» TRC Computer Systems Pty Ltd;

» DBA limited;

» Brokerlink Pty Ltd;

»  DBA Computer Systems Pty Ltd;

» Telstra Enterptise Services Pty Lid;

» Telstra Pay TV Pty Ltd,

» NDC Global Holdings Pty Ltd;

» NDC Globatl Services Pty Lid;

» Telstra Corporate Services Pty Ltd;

» Trading Post {Australia) Holdings Lid #;

» Trading Post Group Pty Lid #;

» The Melboutne Trading Post Pty Lid #;

» Coltectormania Austratia Piy Lid #;

» The Personat Trading Post Pty Ltd #;

»  AutoTroder Austratia Pty Lid #;

» WA Auto Trader Pty Lid #

» The Nationat Trading Fost Pty Ltd #

»  Australian Retirement Publications Pty Ltd #;

» Just Listed Pty Ltd #,

» Trading Post {TCA} Pty Lid #; and

» Trading Post Australia Pty Lid 4.

Telstra Finance Limited is trustee to the deed of cross guarantee.

# These entities were added to the deed of cross guarantee during
fiscal 2004 by an assumption deed dated 11 June 2004,

The deed of cross guarantee was formed under ASIC Class Order 28/
1418, including those subsequent amendments maode. This class order
was dated 13 August 1998 and has been subsequently amended by
class orders 88/2017, G0f321, 01{1087, 02{248 and 02{1017. Under this
class order and the deed of cross quarantee, the companies listed
above, except for Telstra Finance Limited:

+ form a dosed group and extended closed group as defined inthe
class order;

+ donot have to prepare and lodge audited financial repotts under
the Corporations Act 2001. This does not apply to Telstra
Corporation Limited; and

+ guatantee the pagment in full of the debts of the other named
companies in the event of thelr winding up.

The consolidated assets and Liabilities of the closed group and
extended closed group at 30 June 2004 and 30 Juhe 2003 are presented
accotding to ASIC class order 98{1418 {as amended} as follows. This
excludes Telstra Finance Limited. Allsignificant transactions between
members of the closed group have been eliminated.



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

ASIC deed of cross guarantee {continued)

Closed Group Statement of Financial Position Closed Group

As at 30 lune
2004 2603
$m $m

Cupesnt gssels

Cash d88etS L L . e e e e e 604 1,187
Recelvables © . . o . e e e e 3,886 3,509
IR Ot s . L L e e e e e e 200 238
OtRer SBELS. . . . e e e e e e e e 697 783
Total Curment g8sels . . L . . L e e e e e e 5,087 5,717

Maw current oustels

Receivables . . . L e 1,760 1,848
IVeRtOmES © o . e e e e 18 14
Investments - accounted for using the equitymethod .. 0oL Lo L oL 0oL 41 59
Investrments - other. . . o . . L L e e e e e 2,596 2,632
Property, plantandequipment. . ... ... oL oL oL oL oo ool oL 21,587 21,766
Intangibles-goodwill . .. ... L. L oL oL 248 81
Intangibles-other. . . ... oL L 617 189
Other dssets. . . . L . e e e e 2,324 2,515
Total noncurrent dssets © . . L L L L L e e e 29,163 29,108
B EEEEE . L . Lt i i e e e e e e e e e e e e e e e 34,220 34,825
Chpreprd Bobilit
Pagables. . .. . L L i 1,998 2,194
Interest-bearing tabilities. . ... ... ... L0 L L oL ol L 3,753 1,650
Incometaxpagable. . ..o oL L L L 509 614
PrOVISIONS . . L . L e e e e e e e e 350 348
Revenue received TN Gdvonce . . .. . L. L e e 1,078 1,180
Total current abilities . . . . L L e 7,686 5,986
Mo usrent BebdiEities
Pagables. . .. ... L e 47 48
Interest-bearing Habilities . . ... ... 0 L. L L oL e 9,014 11,231
Provision for deferred cometax . . . L L L e e 1,748 1,753
ProvisSOnS .« L . e e e e 758 780
508 433
11,075 14,255
19,661 20,241
14,559 14,584
Shorsholders’ aouliy
Contributedequity .. . .. .. L. 0 L 8,073 6,433
RSBV B . . L L L e e e e e e 41 35
Retalnedprofits . . . L L. 8,645 8,112
Shorehisidery souity : ; 14,559 14,584




Telstra Corporation Limited and controtled entities

Notes to the Financial Statements (continued)

ASIC deed of cross guarantee {continued)

{1y {continued}

The consolidated net profit of the Closed Group and Extended Closed
Group for the fiscal ears ended 30 June 2004 and 30 Juhe 2003 is
presented according to ASIC class order 981418 {as amended) as
foltows.

This excludes Telstra Finance Limited. All significant transactions
between members of the Closed Group have been eliminated.

Closed group statement of financial performance and retained profits reconciliation Closed Group
Year ended 30 june
2004 2003
Note $m $m
5,867 3,949
1,700 1,502
Rat profil svotloble o the o 4,167 2,447
Retained profits at the beginning of the financial year available to the closed group . . . 8,112 7,623
Sharebuy-back . ... . .. L0 i e 18 {649} -
Tramsferoutof closed group. . . . 0 .. 0 L. L L il 1 -
Transferstoretaimedprofits (4}, .. ... o L oL oo oo o - {22}
Effect oh retained profits from additions of new entities to the closed group . . ... . .. - {6}
Fotplowabioble Ter dllriButlon L L L. L e 11,631 10,042
Dividends paid 3,186 1,930
Facteidrd protis oF the andd o the froiot ypery ovatioble e the diosed group L Lo L 8,445 8,112

{2) On similar terms to the deed of crass quarantee formed by certain
compahies of the Telstra Group in {1), the following wholly owned
compahies of Trading Post Group Pty Ltd have also enteredinto a deed
of cross guarantee dated 11 December 2001

» The Melboutrne Trading Post Pty Lid;
» The Nationat Trading Fost Pty Lid;

»  Australian Retirement Publications Pty Ltd;
» Coltectormania Austratia Pty Ltd;

» The Personal Trading Post Pty Ltd;

»  Auto Trader Austratia Pty Lid;

» WA Auto Trader Pty Ltd;

»  Sydney Buy & Sell Pty Lid,;

»  Sydney Auto Trader Pty Ltd;

»  Ad Mag SA & NSW Pty Lid;

»  Ad Mag AGEPty Lid;

» Trading Post {AW) Pty Ltd;

»  Warranty Direct (Australia) Pty Lid;

» Just Listed Pty Ltd;

» Trading Post {TCA) Pty Ltd;

» Reseatch Resources Py Ltd;

» Queensland Trading Post Pty Ltd;

» Trading Post Marketing (Qld) Pty Ltd;

+ Trading Post on the Net Pty Ltd;

+ Trading Post Australia Pty Ltd;

+  Appraised Staff Agency Pty Ltd;

+ Tradernet Pty itd;

+ Trading Post Classifieds Pty Ltd; and
+ Trading Post On Line Pty Lid.

The Trading Post Group Pty Ltd and its controtled entities are no
lohger required to prepare and todge audited financial reports under
the Corporations Act 2001 due to theinclusion of various companiesin
the group in our deed of cross guarantee vid an assumption deed
dated 11 June 2004,

{3} The following companies ceased to be party to the deed of cross
guarantee due to a revocation deed dated 24 October 2003:

+ OnAustralia Pty Lid;
+  Telstra Media Pty Lid; and
+  Unilink Group Pty Lid.



Notes to the Financial Statements (continued)

Telstra Corporation Limited and controlled entities

ASIC deed of cross guarantee {continued)

{4} Buring fiscal 2003, we sold our remaining shareholding in Solution
6 Hotdings Limited {(Solution 6). As a result, the foreign currency
transtation and general reserves arising from equity accounting our
investment in Solution 6 were transferred out of reserves andinto
tetained profits.

Change of company names
(5] The following entities changed names during fiscal 2004:

» NDCNew Zedaland Limited changed its name to Telstra New
Zeatand Holdings Limfted on 1 July 2003;

» InsNet Pty Ltd changed its name to Telstra eBusiness Services Pty
Ltd on 28 Novernber 2003; and

» Telstra CB Holdings Limited changed its name to Telstra Services
Saolutions Holdings Limited on 6 April 2004,

Liquidations

f6) As at 30 June 2004, the following companies were in voluntary
liguidation:

»  On Austratio Pty Lid;

» Telstra IDC Holdings Limited;

»  Telecom Austratia {Saudi) Company Limited;
» NDC Globatl Philippines, Ing

» NDC Global Services (Thalland) 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
» Worldcorp Publishing Pte Ltd on 17 Gctober 2003,

The following companies were deregistered during fiscal 2004:

» Pacific Access Enterprises Pty Ltd; and
» Telstra Retall Pty Ltd.

During fiscal 2002, we entered into arrangements to transfer
respansibitity 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.

Cantrolled entities with different balance dates

{7} The following companies have different balonce dates to our
batance date of 30 June for fiscal 2004:

+ Telecom Austratia (Saudi) Company Limited - 31 Decernber;

+ Beijing Austrolio Telecommunications Technical Consulting
Services Company Limited - 31 December; and

+ NDC Global Philippines, Inc - 31 December.

Finandal reports prepared as at 30 June are Used for consolidation
purposes.

Rounded investrments
{8) The cost of the Telstra Entity’s investments in controlied entities,

which are not shown when rounded to the nearest million dollars is as
follows:

As at 30 June
2004 2003
$ $

Telstro Finance Limited. . . . ... .. 5 5
Telstra ESOP Trustee Pty Ltd. . . . .. p 2
Telstra Growthshare Pty Ltd. . . . . . 1 i
Hypertokens Ptyltd{1s). . . ... .. 40,002 *
Customer Contact Technologies
Ptyltd{t6} . ... ... ... ..... 2
Data & Text Mining Technologies
Ptylid{iey . ... ... ... ... .. 2 *
Lytrebird Technologies Pty Ltd (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 Lid. We have effective control over this entity
through economic dependency and have consolidated it into our
group finandal report. This company does not have significant assets
of liabilities,

Controlled entities in which our equity ownership is less than or
equal to 50%

{10} We own 50% of the issued capital of Telecom Australia {Saudi}
Company Limited. We can exercise control over the 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 repott.



Telstra Corporation Limited and controtled entities

Notes to the Financial Statements (continued)

i covirolind

Controlled entitles not individuatly audited by the Australian
National Audit Office

{11) Companies not audited by the Australion National Audit Office,
our Australian statutory auditor.

Dividends and distributions recelved by the Telstra Entity

{12} The Telstra Entity received ¢ distribution of $153 mitlion from On
Australia Pty Ltd during fiscal 2004, of which $142 mitlion was
classified as dividend revenue and $11 mitlion as o return of capital.

There were no significant dividends received by the Telstra Entity
during fiscal 2003 from our controlled entities.

New incorporations and investiments

{13} On 31 March 2004, we acquired a 75% controlling 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 its controlled entities
{Trading Post Group} for total consideration of $638 miltion. This
included poyments for shares (including assodiated acquisition costs)
of 5448 million and therepayment of Trading Post Grouploahs of $190
mittion. We recorded goodwill of $179 million as a result of this
putchase.

OQur investment in Trading Post {Austratia) Holdings Pty Ltd inctudes
its controlled entities as listed below:

» Trading Post Group Pty Ltd;

»  The Melbourne Trading Post Pty Lid;
» The Nationat Trading Post Pty Lid;

»  Australian Retirement Publications Pty Ltd;
» Coltectormania Austratia Pty Ltd;

» ThePersonal Trading Post Pty Lid;

»  Auto Trader Austratia Pty Lid;

» WA Auto Trader Pty Lid;

»  Sydney Buy & Sell Pty Lid,;

»  Sydney Auto Trader Pty Ltd;

»  Ad Mag SA & NSW Pty Lid;

»  Ad Mag AGH Pty Lid;

» Trading Post {AW) Pty Ltd;

»  Warranty Direct {Australia) Pty Ltd;
» Just Listed Pty Ltd;

» Trading Post {TCA) Pty Ltd;

» Reseatch Resources Py Ltd;

»  Queensland Trading Post Pty Ltd;

» Trading Post Marketing (Qld) Pty Ltd;
» Trading Post on the Net Pty Lid;

» Trading Post Australia Pty Ltd;

»  Appraised Staff Agency Pty Ltd;

» Tradernet Pty Ltd;

+ Trading Post (lassifieds Pty Ltd; and
+ Trading Post On Line Pty Lid.

Trading Post (Australia) Holdings Pty Lid andits controlied entities are
publishing and internet classified businesses in Austratia. The group
operates 22 print publications, 5 online sites and two automative
inserts,

{15) On 13 Eebruary 2004, Telstra Europe Limited purchased 100% of
thesharesin Cable Telecom (GB) Limited for $39 million. This resulted
in the recognition of 523 million of goodwill on consolidation.

Our investment in Coble Tetecom {GB) Limited indudes its whaolly
controlled entities as listed below:

+ Labtle Telecom Europe Limited; and
+ Cable Telecommunication Limited.

Lable Telecom (GB} Limited is a reseller of voice services to companies
irt the United Kingdom.

Sales and disposals

{16} The following entities were sold between entities within the
Telstra Group:

+ On 13 Novemnber 2003, Telstra Enterptise Services Pty Ltd sold its
investment in Telstra Limited to Telstra Holdings Pty Ltd; and

+ The following entities were sold by Telstra New Wave Pty Ltd to
Telstra Corporation Limited on 30 June 2004:
+ Hypertokens Pty Lid;
+ Customer Contact Technologies Pty Ltd;
+ Data & Text Mining Technologies Pty Ltd; and
+ Llyrebird Technologies Pty Ltd.
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Telstra Corporation Limited and controlled entities
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Our investments in joint venture entities are listed befow:

gint venture snbities ang ¢

Name of joint venture Principat Ownership Telstra Group’s carrying Telstra Entity’s carrying
entity activities interest amount of investment {¥) amount of investrment {*)
As at 30 june As at 30 lune As at 30 lune
2004 2003 2004 2003 2004 2003
% % S $rm $m $rm
FOXTEL Partnerships(#){c) . . .. Paoytelevision 50.0 50.0 B 44 - -
Custotmer Services
Plultd{e) . . ... .. ... ... Customer service 50.0 50.0 B - - -
FOXTEL Management Mahagement
Plultd{i}. ... ... . ... ... services 50.0 50.0 B - - -
FOXTEL Cable Television Pty Lid
(3 1€ Pay television 80.0 80.0 B - - -
international
Redach Ltd {incarporated in connectivity servicesto
Bermuda){ad (eyf13) . . ... ... wholesale customers £0.0 50.0 " - - -
Call centreservices and
Stetlar Call Centres Pty Ltd {2}. . . solutions 50.0 50.0 11 11 3 3
Xantic BV. (incorporated in The  Global satellite
Nethertands){a} (7). . . ... ... communications 15.0 35.0 29 74 29 -
Tolt free number
TNAS Limited (incorporoted in portability in New
New Zealand){(b¥fe) . ... . ... Zedland 3133 33.3 B - - -
Acquisition and
marketing of 1300
1300 Austratia Pty Lid {1} {6}. . . . “phone words” 50.0 - B - - -
note 11 40 129 32 3

Unless noted above, gll investments have o balance date of 3¢ June
and areincorporated in Austratia. Where thereis o different balance
date, financial reports prepared os at 30 June dre used for equity
accounting purposes. Our ownership interest in joint venture entities
with different balance dates is the same as above Unless otherwise
hoted.

{#) This includes both the FOXTEL Partnership and the FOXTEL
Television Pattnership.

(o} Bolance dote is 31 December.

{b)} Batance dote ls 31 March.

{€) 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 are calculated using the equity

method of accounting. The Telstra Entity’s carrying amounts are gt
cost less any provision for reduction in value.
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Notes to the Financial Statements (continued)

Qur investments in associated entities are listed below:

S il § o e e e
TERI R R DB

Name of associoted Principat Ownership Telstra Group’s carrying Telstra Entity’s carrying
entity activities interest amount of investment {¥) amount of investrment {*)
As at 30 fune As at 30 lune As at 30 lune
2004 2003 2004 2003 2004 2003
% % Sm $m $m $rm
IBM Globol Services information
Australia Limited {a} (2} (8) . . .. technologyservices - 226 B 2 - -
Austratian-Japan Cable Holdings
Limited {incorporated in
Bermuda)(addey ... ... ... Network cable provider 19.9 35.9 B - - -
Smart card transaction
ECard Pty Ltd{1){2} .. . .. . ... processing 50.0 50.0 B 3 - 7
PT Mitro Globat Telekomunikasi
indonesid (incorporated in Tetecommunications
Indonesiadj{ej21Y. . . ... ... services w 20.4 " 25 w -
Superannuation
Telstra Super Pty Ltd (¢} {1{4) .. trustee 100.0 160.0 B - - -
myinternet Limited (¢} {10} . . . . Educational portal - 211 B - - -
Electronic transactions
Keycorp Limited(c} .. . ... ... solutions 47.9 47.5 . - - )
Chatitable trustee
Telstra Foundation Limited {5} . . organisation 100.0 160.0 B - - -
Citylink Limited (incorporated in  Provider of wholesale
New Zealand) (bY(e)(1){8). . . . . fibre bandwidth - 27.1 B - - -
note 11 - 30 - 7

Unless noted above, gll investments have o balance date of 3¢ June
and areincorporated in Austratia. Where thereis o different balance
date, financial reports prepared as at 30 June are used for equity
accounting purposes. Our ownership interest In assodiated entities
with different balance dates isthesame as that bolance date as above
uhless otherwise noted.

{1} Bolance dote is 31 December.

{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 are calculated using the equity

method of accounting. The Telstra Entity’s carrying amounts are gt
cost less any provision for reduction in value.
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Share of joint venture entities’ and associated entities’ net losses/
{profits)

Year ended 30 June
2004 2003 2002
$m $m $m
Qutr net loss{(prafit) fram joint venture entities and assocdiated entities
has been contributed by the following entities:
Jedert werriorg grvtities
-FOXTEL Partnerships{#). . . .. ..o oL oL oo ool oL oL [N 47 &7
-Steltar Call Centres Pty Ltd{2). .. . ... oo o oo i {2) {2} {4)
SXantie BV (7). e 43 24 -
mReach L3d (13). . L L L - 946 {53}
-TelstraClear Limited (14) . . . . . 0 L L L L e e - - 75
-DynergylonnectbP. L. Lo oL 0oL ol oo - - 12
-DotaCre CorporationPteltd .. ... . .. L. Lol o oL - - 2
85 1,015 79
Ausechend end
- IBM Global Services Australia bimited (2368} . . . . ... o Lo oL {z) {6} {7}
- Australion-Japon Coble Holdings Limited. . . ... ... ... ... - & 12
-Solutione Holdings Limdted (22} . ... . .. oL oLl 0oL - 2 {9y
SECard PRy L (23027 . ... oL 2 16 15
- PT Mitra Global Telekomunikas! ndonesia{11) . . . .. . ... .. .. .. {6) {2} {9y
{7) 16 2
78 1,025 81

{#) This includes both the FOXTEL Partnership and the FOXTEL
Television Partnership.
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Notes to the Financial Statements (continued)

Rounded investments

{1} The carrying amounts of cur Tnvestments in joint venture entities
and associated entities which are not shown when rounded to the
nearest million dollars are shown below:

Carrging amount of investment

Telstra Group Telstra Entity
As at 30 June As at 20 June
2004 2003 2004 2003
$ $ $ $
{1} loint venture entities
FOXTELManagement Ptyltd. . ... 00000 L 0. 1 1 - -
1300 Australia Pty Lid{e} ... ... ... ... . ... ... 398,853 - 500,000 -
{ITy Associoted entities
BCard Pty lbd {2 . . .. ..o e 100,001 * 100,001 *
TelstraSuper Pty Ltd(a) . ... ... .. Lo oL oLy * * 2 2
Gitylinklimited{9) . . . ... ... . Lo oLy - 299,403 - -

* Equity accounted amount of investment is suspended and the
investmentis recorded at zero due to losses made by the entities or as
a result of reducing the equity accounted amount to zero.

** Investment rounded to greater than $1 miltion in fiscal 2003.

Dividends received from joint venture entities and associated
entities

f2)Wereceived dividends and distributions from the following entities
during fiscal 2004:

» Stellar Call Centres Pty Ltd $1.2 million {2003: $1.2 million};
» IBM Global Services Aystralia Limited $nil {2003: $4.9 million}; and
» ECord Pty Ltd $1.4 millfon {2003 $nit).

Associated entities and joint venture entities in which we own more
than 50% equity

{3) We own 80% of the equity of FOXTEL Cable Television Pty Ltd. This
entity is disclosed s d joint venture entity as the outside equity
shargholders have participating rights that prevent us from
dominating the decision making of the Board of Directots. Effective
voting power is restricted to 50% and we have joint control.

{4) We own 100% of the equity of Telstra Super Pty Ltd, the trustee for
the Telstra Superannuation Scheme {Telstra Super). We do hot
consolidate Telstra Super Pty Ltd, as we do hot controt the Board of
Directors. We have equal representation with employee
representatives on the Board. The entity s therefore classified as an
associated entity as we have sighificant influence over it.

{5} We own 100% of the equity of Telstra Foundation Limited {TFL). TFL
is limited by guarantee(guaranteed to $100) with Teistra Corporation
Limited being the sole member. We did not conttibute any equity to
TFL or Incorporation. TFLis the trustee of the Telstra Community
Development Fund and manager of Telstra’s Kids Fund. We do not
consolidate TFL as we do not control 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 dcguired 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 Global Limited.

Sale of investments

{8) On 28 August 2003, we sold our 22.6% shareholding in our
associgted entity IBM Global Services Aystralia Limited (IBMGSA) for
$154 rillion {refer to note 3 for additional details).

{9) On 1 October 2003, we sold our 27.1% sharehotding in CGitylink
Limited for $0.7 million.

{10} On 19 December 2003, we particpated in a 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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Sale of investments {continued)

{11) On 20 Janyary 2004, we completed the sale of our 20.4%
shareholding in T Mitra Global Tetekomunikas! indonesia (MGTI).
Revenue from the sale of this investrent armounted to $50 miltion,
resulting in a profit before income tax of $21 mitlion.

{123 On 8 May 2003, we sold 1 million of our shares in Solution 6
Holdings Limited {Sotution 6) for $0.5 mitlion, reducing our ownetship
interest from 13.2%to 12.7%. Oh 19 Juhe 2003, we sold our remaining
32 million shares for $16.7 million.

As we were the largest single shareholder and had entitlement to
appaoint g director tothe Board of Solution 6, we had the capacity to
affect substantiolly the financial and operating policies of the entity
and up until 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, Reqch Ltd. Equity
accounting of the investiment is suspended and the investment is
tecarded at zero.

The write down occurred due to the depressed conditionsinthe global
market for international dato and internet capacity 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 acquired a controlling interest in Telstrallear
Limited {TelstraClear). Subseguent to this, TelstraClear is ¢ controlled
entity and s such, nit share of {profitsiflosses was recorded for equity
accounting purposes.
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The mavements in the consolidated equity accounted amount of our
Joint venture entities and associated entities are sumimarised as

foltows:
Fobed vanuirg enditie Agsochaied antithes
Telstra Group Telstra Group
Year ended{As at Year ended/As at
30 June 30 June
2004 2003 2004 2003
Note $m $m $m $m

Carrying amount of investments at beginningofyear . .. . ... ... . ... . ... 129 1,110 30 87
Additional investments made duringtheyear . . ... .. L. oL o000l - 48 - -

129 1,159 3o 87
Share of profitsf{losses) beforeincometoxexpense . . . . ... ..o L. Lol {81} {1} 10 {51
ShareofincomelaxX expense . .. . ... . ... .. i i o e {4) {12} {3} {5}
Share of net profitsf{losses) after income taxexpense . . ... .. ... ... ... . ... {85} {13} 7 {10}
Amortisation of unrealised inter-entity profits after fncometax ... ..o L. L L 2 24 " -
Write down of notional qoodwill and release of deferved profit of Reach btd. . . . . .| - {e65) " -
Amottisationof notlonal goodwill. .. 0 ... 0o oo ool oL oo oL {2) {81} - -
Shareofnetprofitsf{losses) . . . ... . ... ... ... L ol il o {88} {1,015} ? {10}
Dividends and distributionsreceived . . ... . L L L Lo {1) {1} {1} {5}
Shareofreserves. . .. ... . L L L e - - - 3
Share of foreigh currency translation reserve and movements due to exchange rate
Hanslations. . L e e {3 {14} {2} {7}
Sole, transfers and reductions of investments duringtheyear ... . ... L. 0L - - {34) {13}
Carrying amount of investments before reduction to recoverableamount . . . . . L .. 40 129 " 55
Reduction invalue of investments to recoverableamount . . . . oo 0oL oL L - - - {25}
Carrging amount ofinvestmentsatendofyear . ... . ... ... L. oL 11 40 129 - 30
Our share of contingent labilities of joint venture entities
and associated entities - we are not directly licbleforthese. . . ... . ... ... L. 2 3 - 28
Our share of capital commitments contracted for, by out joint
venture entities and assocdicted entities - we are not directly Hiabte for these{a} . . . . 84 115 - 2
Qur share of other expenditure commitments contracted
for {other than the supply of inventorties), by our joint venture entities
and gssaciated entities - we are not directly ticbleforthesefay. . .. . ... ... . L. ¥4 147 & 55

fa) Our share of commitments and guarantees of our joint venture
entities for which we are directiy Hable are included within note 20
and hote 21 respectively.
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Other disclosures for joint venture entities

Summarised presentation of out share of all of our joint venture
entities’ and associated entities’ assets, liabilities, revenue and
expense items (including joint venture entities and associated entities
where equity accounting has been suspended):

Jesbed wendureg andiiies Agsockated andithes
Telstra Group Telstra Group
Yeaor ended/As at Year ended/As at
30 June 30 lune
2004 2003 2004 2603
Sm $m $m sm
CUrrent d8seIS . L L . L e e e e 297 461 27 105
Nomeurrent dssets. . . . L L e e 526 1,190 198 308
Total B8sts . L . L e e e e e e 823 1,651 228 413
Currentliabilities . o 0 o L e 595 556 18 152
Non current abilifTes. . .. 0 .. L e e 1,316 1,376 221 228
Totabliabilities . . . .. . . e 1,911 1,932 259 380
Nt BRsets . . . L e e e e e e e e e {1,088) {281} {34) 33
Total FevenUes . . . . . L . L e e e e 1,383 1,721 F{: 438
Totabexpenses . . ... ... L L e e 2,240 1,789 116 513
Losses beforeincometaXexpense. . . . ... ... .. L i e (857} {68} (40} {75}
Incometaxexpenseffbenefity. . . ... oL L L Lo oL Lo oo {316} 23 - 7
L L (821} {91} {40} {82}
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included In the consolidated financiat report of the Telstra Group are:
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Telstra Group Telstra Group
As at 30 fune As ot 30 June
2004 2003 2004 2003
$m $m $m $m
Amount of our recorded retained losses balance refating to
equity accounting our joint venture entities and assodated
entities (i) . . ... oL oL i (2,630) {2,545) (172) {179}
Amount of our recorded foreigh currency translation reserve
creditf{debit) balance retating to equity accounting our joint
venture entities and associated entities . ... ... 0L oL L {16) {13) {6) {42)
Amount of our recorded general reserve creditf{debit) balance
relating to equity accounting our joint venture entities and
associatedentities .. . ... oL L Lo oo - - & 8

{1} The following items are included in this amount:

» share of net (losses){profits;

» adjustment for initial unrealised inter-entity profit after income
tax experse;

» notional goodwill amortisation and writedowns;

» deferred profits amortised; and

» reduction in value of investments to recoverable amount.
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Fiscal 2004 is the first year we have been requited 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 disclosures are in more detail
than previously required and now include g value attributed to equity
compensation.

The specified directors of the Telstra Entity for the year ended 30 June
2004 were:

Donatd G McGauchie - Chairman, Non Execytive Director, appointed 1998, appointed Chairman 20 July 2004
Jobhn T Ralph - Deputy Chairman, Non Executive Director, appointed 1996

Robert { Mansfield - Former Chairman, Noh Executive Directot, appointed 1999, resigned 14 Aptil 2004
Lygmunt £ Switkowski - Chief Executive Officer and Managing Director, appointed 1999

Samuel H Chisholm - Non Executive Divector, appointed 2000

Anthony i Clark - Non Executive Birector, appointed 1996

John E Fletcher - Non Executive Director, appointed 2000

Belinda J Hutchinson - Noh Executive Director, appointed 2001

Catherine B Livingstone - Non Executive Director, appointed 2000

Charles Macek - Non Executive Director, appointed 2001

Wiltiam A Owens - Non Executive Director, appointed 2001, resigned 6 May 2004

John W Stocker - Non Executive Director, appointed 1996

Directors’ remuneration for the year ended 30 June 2004 is as follows:

Year ended . . Total
30 June 2004 Primary benefits Post employment Equity compensation Other  Remoner-
ation
Deferred Other
Specified Salary & Shortterm Non- Superan- Other remune- Direct- Other Fees
Directors fees incentive  monetary  nuation {a} ration shate equity {c}
$ $ $ $ $ $ $ $ $ %

D MeGauchie . . . . . 45,871 - 5,288 8,629 30,908 " 30,000 " 50,000 170,693
JRalph. .. ... ... 141,857 “ 4,172 - 78,896 " 28,000 " - 252,920
R Mansfield(d). . . . 144,200 - 139 19,800 82,180 - 56,000 - - 302,318
ZSwitkowski(b) . .. 1,339,314 627,300 1,391 98,437 . 660,854 - 1,663,245 - 4,390,541
S{Chisholm{e) . . .. - B - - - - - - - -
AClark. .. ... ... 67,450 “ 5,238 8,5%0 47,932 - 19,000 " - 148,270
JEletcher . . ... .. 7,800 - 1,720 1,200 24,008 - 35,000 - - 10%,818
B Hutchinson . . . . . 59,661 “ 3,512 6,480 71,790 . 13,859 - - 158,302
CLivingstore . . . . . 87,650 - 3,607 8,550 30,004 . 19,000 " - 128,611
CMacek . . . ... .. 67,450 - 3,192 8,550 71,789 - 19,000 " - 17%,981
W Owens(fy. ... .. 46,154 “ - - 74,083 . 30,000 . 31,529 181,766
JStocker. . ... ... 34,499 - 4,501 3,105 60,590 . 77,396 . - 180,091

2,051,761 627,300 32,857 169,301 578,270 660,854 327,285 1,663,24% 81,529 6,192,312
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Birectors’ remuneration for the year ended 30 June 2003 is as follows:

Year ended Totat
30 June 2603 Primary benefits Post employment Equity compensation Other Rernune-
ration
Deferred Other
Specified Salary &  Shott term Norn- Superah- Other remune- Direct- Other fees
Directors fees incentive monetary nuation 1{eH ration share equity {d]
$ $ $ $ ;3 ;3 ;3 ;3 % %

D MeGauchie . . . .. 44,761 - 3,803 5,215 46,209 - 22,000 - 50,000 171,988
JRalph. . . ..o L. 103,067 - 2,740 3,600 69,066 - 26,667 - - 205,140
R Mansfield . . . . .. 173,373 - - 24,000 99,101 - 53,333 - - 349,807
£ Switkowski{b) . . . 1,343,980 750,000 8,551 10,520 - 299,520 - 1,356,276 - 3,768,247
SChisholm{e) . . .. - - - - - - - - - -
AClark. . . ... ... 57,302 - 3,531 7,950 44,278 - 17,667 - - 130,729
¥letcher . ... ... 44,290 - - 11,150 66,437 - 14,600 - - 132,477
B Hutchinson . . . .. 53,506 - 4,183 7,359 - - 15,948 - - 81,037
Clivingstone . . ... 49,372 - 4,284 6,849 66,854 - 15,000 - - 142,359
CMacek .. ... ... 57,302 - 2,746 7,850 - - 17,667 - - 85,665
WoOwens. . ... ... 66,000 - - - - - 24,000 - 50,691 140,691
iStocker. . ... ... 48,225 - 2,562 5,978 81,5963 - 48,531 - - 188,259

2,042,178 750,060 32,400 90,611 473,909 299,520 251,414 1,356,276 106,691 5,397,399

{a) We have not paid any post emplogment benefits that are
prescribed benefits duting fiscal 2004 ot fiscal 2003.

{b) The managing director, Zygmunt E Switkowski is atso chief
executive officer (CEQ) of the company and is remunerated in o
manner consistent with senior executives. Pledse refer to note 26 for
details of the components of the (EO’s and specified executives’
remuneration.

{c) These itemns relate to fees for services in addition to the director’s
Board duties.

{d) Mr Mansfield received a payout of his accumutated retirement
benefits (Post employment - Other) of $396,644 after his resignation
from the Board on 14 April 2004, The retirement benefits of non-
executive directors are recognised in directors’ remuneration
disclosures each year over the period from first acerual to full
entitlement. The amount of $82,180 in the fiscal 2004 remuneration
table showh as other post employment remuneration, represents the
amount of retirement benefit that Mr Manstield accrued during fiscat
2004 through to the date of his resignation.

{e) Mr Chisholm declined to receive fees for his Board dutiesto Telstra.
Mr Chisholm recelved fees of $150,000 {2003: nil) from FOXTEL for
services to that entity as a directot.

{f) Mr Owens became eligible to recelve post employment benefits for
the first time in fiscal 2004 and he therefore accrued $74,083 In
benefits (Past employment - Other). This amount was paid out to him
after his resighation from the Board on 6 May 2004.
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Telstra directors are remunerated in accordghee with our constitution
which provides for the agqgregate limit for directors’ fees tobe set and
varied by opproval of d resolution at the annual general meeting of
sharehotders. Qur constitution provides that the allocations of feesto
directors within the pool limit shall be determined by the Board.
Directors are required to take ot least 20% of theit fees in shores, which
are purchased on market and included in equity compensation -
directshare in the remuneration table.

We provide directors with telecommunications and other services and
equipment to assist them in performing thelr duties. Fromtimeto
time we also make prodycts and services avallable to divectors
without charge to cllow directors to famitiarise themselves with our
praducts and services and recent technological developments. Tothe
extent it is considered thot this provides o personal benefitto g
director, it is included in primary benefits in the remuneration table.

The directors may state a preference to increase the proportion of
their fees taken ds superannugtion. Where this occurs, we may
provide a greater percentage of the director's fees as superannuation
contributions, subject to normal tegistative requirements, in otder to
meet superannuation quarantee and other statutory obligations.

Telstra does not provide other post emplogment benefits to directors
appointed to the Board after 30 June 2002. The directors appointed
priot to this date receive post employment benefits in the form of
retirernent benefits. Directors becomne eligible for retirement benefits
on leaving office as ¢ director. Directors who have served ¢ years or
more are entitied to receive o maximum amoont equal to their total
remuneratioh inthe preceding 3 years. Directorswho have servediess
than 9 yeats, but more than 2 years, are entitled to recelve d pro-rated
amount bosed on the total years served as o director. We disclose the
increment edrned for the current year of service in post employment -
cthet.

Non- executive directors will receive a minimum of 20% of their fees by
way of ¢ scheme known as directshare. Further details regarding the
allocation of shares under divectshare are included in note 18,

The remuneration of directors is not linked to performance of the
company apart from any movement in share ptice reflected inthe
directshare program. The items included in other equity
compensation in the remuneration table retate to Zygmunt £
Switkowski, the managing director and chief executive officer (CEQ) of
the company whao is remunerated in o manner consistent with senior
executives. Please refer to note 26 for explanations regarding the
components of the CEQ's and specified executives’ remuneration.

There are no individual contracts for service with our non-executive
directors. In regard to the CEG, 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 pagment inlieu 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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Fiscal 2004 is the first year we have been requited 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 spedified executives. These
disclosures are in more detall than previously required and now
include o 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 wete 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, President Telstra International

Ted Pretty - Group Manaqing Director, Telstra Technology, Innovation and Products
Michael Rocca - Group Managing Director, Infrastructure Services
Bilt Scates - Group Managing Director, Regulatory, Corporate and Human Relations

Johr Stanhope - Chief Financial Officer and Group Managing Director, Finance and Administration

David Thodey - Group Managing Directot, Telstra Business and Government

Specified executives' remuneration fot the year ended 30 June 2004 is
as follows:

Year ended Post

Primary benefits

Equity compensation

Fotat

30 June 2004 employment remuneration
Deferred
Specified Executives Satary & fees S‘hort t?rm Non- Other Supenian— remfme— ?ther equity
incentive  monetary nuation ration instruments
§ % $ $ % % $ %
BAkhuest . ... . ... .. 57,632 299,700 489 - 129,368 178,454 640,027 2,005,670
D Campbett . ... ... .. 801,559 263,800 2,132 - 85,641 178,454 109,521 2,040,907
BMoffatt . ... ... ... 980,248 267,600 - 400,000 11,002 201,290 765,972 2,626,112
TPretty .. ... ... .. 963,700 247,600 1,617 240,000 36,300 208,258 692,807 2,387,432
MRocca . .. ... ... .. 603,770 270,800 2,772 - 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
JStanhopefa) .. ... .. 546,820 250,000 657 - 56,120 92,854 409,182 1,355,633
DThodey . ......... 738,731 327,600 1,724 . 87,020 160,049 433,249 1,728,373
5,872,367 2,161,300 10,831 640,000 548,449 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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Specified executives’ remuneration fot the year ended 30 June 2003 is
as follows:

Year ended Primary benefits Post Equity compensation Total
30 June 2003 employment remuneration
Deferred
Specified Executives Salary & fees S‘hort t?rm Nor- Other Supetian— remfme— f)ther equity
incentive  monetary nuation ration instruments
’ s $ 5 5 s 5 5
BAkhurst ... L. 728,797 356,000 835 - 54,703 80,549 556,752 1,817,636
DCampbetl ... ... .. 812,980 426,000 2,123 - 10,520 80,549 580,374 1,912,546
DMoffatt . ... ... ... 938,230 371,000 - 400,000 10,520 21,866 672,918 2,484,534
Thretty .. ... ... ... 989,480 291,000 1,583 220,000 10,520 95,117 599,259 2,206,959
MRocca . o oL oL 516,751 212,000 1,419 - 64,153 57,079 422,673 1,274,075
BScales .. ... ... .. 426,489 209,000 - - 10,520 46,361 212,184 504,554
DThodey . ......... 712,980 212,000 1,806 - 10,520 71,037 357,516 1,365,859
5,125,707 2,677,000 7,766 620,000 211,456 522,558 3,401,676 11,966,163

The Telstra Entity has o Nominatiohs and Remuneration Committee,
which Is d committee of Board members accountable for reviewing
and recommending to the Board the remuneration drrahgements for
the chief executive officer (CEQ) and senjor executives reporting to the
CEC which includes the spedified executives above. The commitiee
compadtes both the structure of the remuneration package and the
overdll guantuim on d periodic basis by comparison to other major
corporations in Australia. Additionally, the committee seeks advice
from an independent spedialised remuneration consultant to ensure
that payments are in line with general market practice and are
competitively placed to attract and retaln the necessary talent for the
critical work required by these roles.

The committee has adopted dset of prindples used to quide decisions
telated to the remuneration of the CEQ and specified executives which
are designed to tink the level of remuneration with the financial and
operational performance of the company. The arrangements must
be:

» simple and easy to communicate;

»  framsparent so that oll elements are visible;

»  linked to the performance of the company;

» differentiated based on individual performance;

»  market competitive to attract and retain talent;

»  fair and equitable; and

» aligned with the achievement of the company’s long term
business objectives.

The shott term incentive rewards the CEQ and specified executives for
meeting or exceeding specific key annual business objectiveslinked to
the annual business plan at a corporate, business unit and individual
level. Measures and targeted achieverment Levels are reviewed each
year to reflect changes in the business priorities for the forthcoming
Year. The measures include financial, customer service, employee
opinion and individual measures that support our key business
objectives. Before any incentive is payable, a threshold must be
reached, according to the predefined measures. The plan also
provides that payments are capped at a specified level.

Mo

We provide executives with telecommunications and other services
and equipment to assist them in performing their duties. From timeto
time we also make products and services available to executives
without charge to allow execytives to tamiliarise themselves with our
products and services and recent technologicat developments. Tothe
extent it is considered that this provides a personal benefit tothe
executive, it Is included in Primary benefits in the remuneration table
ahove.

Relates to annual contract payments made to executives for
continued service with Telstra or as part of their employment
contract. These payments were determined at the executives’ inftial
entry into their contract for employment with Telstra.
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TheTelstra Growthsharetrust commenced infiscol 2000. 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 (LTI} plan
andfor an equity based deferred remunergtion plan, on an anhuat
basis. Since the commencement of the plan, those setected senior
executives hdve been eligible to receive an allecation of options,
testricted shares, performance tights or deferred shares, or
combination of each in o given fiscal year. The options, restricted
shares and performance rights can only be exercised to obtain normal
ordinary shares between certain time periods and if spedificlong term
company performance hurdles have been achieved. Generally,
deferred shares can ohly be exerdsed after d certalh period of service
has been completed. 1f the hurdleis not achieved or the service period
not completed, the instrument will have a $nil value and will lapse.
For further details of the LTI plan and equity based deferred
remuneration plan, including detalled explanations of performance
hurdles and allocations, refer to note 19,

There is currently no AGAAP requirement to record an expense for the
fair value of the options, restricted shares, performance rights and
deferred shares issued in fiscal 2004 or fiscol 2003, However, AASR
1046: “Director and Executive Disclosure by Disclosing Entities” and
USGAAP require us to derlve a volue for these items and Incdude the
value in out director and executive remuneration disclosutes. An
optioh pricing modet that takes into account various factors including
the exercise ptice and expected life of the instrument, the current life
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 average volatility of Telstra’s peer group
compahies was adopted to detive a value.

Betails of the valuations derived since the commencement of the
Telstra Growthsharetrust and the assumptions used In deriving those
values for fiscal 2004 are detailed in note 19. For further detuils on our
LUSGAAP disclosures, refer to note 30,

Where Telstra terminates the CEQ's or other senior executives’
employment prior to the expiration of their employment contract for
reasons other than for miscondudt, they dre entitied to 6 months
notice or payment intieu of notice and an amount equal to 12 months
pay. Both elements are calcutated on fixed remuneration at the time
of termination.
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27. Relates porty, divectors’ and specified executivey’ disciosures
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The Commonwealth is the ultimate porent 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.

We supply telecommunications services to, and acquire other services
from, the Commonwealith, its Departments of State, trading and other
agendes. These transactions dre made within normal customerf
supplier relationships on terms and conditions no more faveurable
than those available to other customers of suppliers. There areno
exclusive rights to supply any of these services. Services provided to
any onhe governmental department or agency ot the combination of
alt of these services in total, do not represent asignificant component
of our operating revenues. For these reasons, the financial repotts do
hot disclose transactions relating to the purchase and sale of goods
and services from or to the Commonwealth, its Departments of State,
trading and other agencies.

Refertonote 25 for details of the names of each person who held 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
also to these notes for details of directors’ and specified executives’
remyneration, syperanngation and retirement pagments.

No non-executive director of the Telstra Entity had a loan with the
Telstra Entity or any of its controlied entities at any time during fiscal
2004 of 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
{TESOPS7 and TESOPSS). Further detuils of the share plans and the
terms Uhder which these loans were provided dre contained in note
19. The loans were provided interest free and onthesameterms as oll
other eligible employees who participated in TESOP97 and TESCPgs.
There were 5 specified executives who held loans during the year.
Details of the batance of the loans provided tospecified executives are

as follows:
Year Ended
30 June
5
BalanceasatiJuly2ood ... ... .. L. L 32,981
Amounts repaidduringthegear . ... . oL oL L (2,593)

Bolohceos ab30JUne 20084 . . .. ... . .. ... 30,388

The balance as at 1 July 2003 represents the highest amount of
indebtedness of specified executives during the year.

If theloans had not been provided free of interest, the interest charged
oh an atrre's length basis would have been $2,255 for the year ended
36 Juhe 2004.

There were no new loans provided during the fiscal year and there
were no loans greater than $100,000 during the year.

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 normal commercial terms and conditions.

Directors and specified executives are provided with
telecomnmunications and other services and equipment to assist them
in performing their duties. From time to time, we also make products
and services avallable to directors and specified executives without
charge to enable them to familiarise themselves with our products,
services and recent technological developments. Tothe extentitis
cohsidered that this provides a benefit to o director or specified
executive, it is included in their remuneration. Detdils are included in
notes 25 and 26.
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As gt 30 Juhe 2004 and 30 June 2003, the directors and their personatly
trelated entities held share capital of the Telstra Entity divectly,

indirectly or beneficially as follows:

Total shares held
Shares acquired or as at 30 June 2004
Totat shares hetd Diractshare disposed of by oratdate of  Sharesthatare
as at 30 fune 2003 allocation other means leaving office hetd nominally
No. of shares No. of shares No. of shares No. of shares No. of shares
Donald GMcGauehie . . ... ... L. 28,179 6,149 - 34,328 34,328
JohnTRalph .. 00000000 92,204 5,739 - 97,943 96,943
Ropert CMansfield{i}. . ... ... .. 130,604 11,479 - 142,083 82,400
Zygmunt E Switkowski . ... .. 155,810 - - 185,810 109,010
SamH Chisholm@iy .. ... ... .. - - - - -
Anthony Clark . ... . ... ... 92,609 3,894 {7,307} 89,196 79,196
JohnEFletcher . ... ... L. .. 40,850 7,210 - 48,060 48,060
Belinda  Hutchinson . . .. . ... .. 62,091 2,857 - 64,948 27,837
Catherine B Livingstone . .. . . ... 34,297 3,884 {1,600} 37,181 26,791
ChartesMacgek . . ... ... ... .. 37,568 3,894 - 41,482 41,462
Witllam AOwens @iy . ... . ... .. 7,495 6,149 - 13,644 13,644
JohnWStocker. . .. ... L. 85,670 15,864 - 101,534 100,734
767,377 67,129 {8,307} 826,199 660,405
() Robert Mansfield resighed from the Board on 14 April 2004,
{H) As fees are declined by the directot, no directshares have been
altocated during fiscal 2004
(i} Williar Owens resigned from the Board on 6 May 2004.
As gt 30 june 2004 gnd 30 June 2003, the specified executives and
thelr personally related entities had interests in the share capital of
the Telstra Entity as follows:
Total shares Shares acquired Total shares
held as at Ownshare Exercise of ordisposed of held asat 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
Bruce Akhurst, . o ..o oL L. 62,491 - - - 62,491 54,711
Douglas Campbell. ... ... ... 37,260 - - - 37,200 27,500
DavidMoffatt. . ... . ... .. 3,700 - - 3,700 3,100
TedPretty ... ... ... ... ... 152,400 - {150,000} 2,400 2,400
MichaelRocea . . ... ... . ... 14,000 - - {2,000} 12,000 -
BitbSeales . . .. ... . L. 9,916 - - - 9,918 1,400
JohnStanhope. . ... ... L 10,940 - - - 10,940 3,960
DavidThodey. . . . ... ... .. 4,787 10,475 - 3,000 18,262 5,800
295,434 10,475 - (148,000} 156,909 58,871

Total shareholdings include shares held by the directors, specified
executives and theit personally related entities. Unless related to
TESOP9S, TESOPS7 or Telstra Growthshare, shares acquired or
disposed by directors during the year were on an arm’s length basis at
market price.
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Amounts receivable from and payable to entities in the wholly owned
group ond other controlled entities are as follows:

Telstra Group Telstra Entity
As at 30 June As at 30 lune
2004 2003 2004 2603
Note S $m S S
Fobal gwsurdy reoe
Whotly owned controfledentities . . ... ... .. L L L oL Ll ] - - 1,285 639
Provision for amounts owed by wholly owhed controlled entittes (i) . .. ... .. .. 9 - - {994} {285}
- - 2Tt 404
Mo ousrand
Whotly owned controlledentities . . ... ... .. L L L oLl oL 8 - - 362 511
Provision for amounts owed by wholly owned controlled entities . . ... ... .. .. 9 - - {45) {69}
- - 317 442
- - 588 846
Tk cmmrurets pengoble ot 30 dune to
Wholly owned controlled entities-payables . .. . ... ... oL Lo 15 - - 5 -
Wholly owned controlled entities-loans .. .. .. .. o L oL 16 - - 2,282 2,015
B - 2,287 2,015

Transactions with our wholly owned controlled entities

{8} included in the profit before income tax expense of the Telstra
Entity waos o charge of $70% milllon {2003: $570 mitlion gain} in
trelation to the provision for amounts owed by a controtled entity.
This balance is offset by an equivalent gain in our provision for
reduction in value of investments. Both balances are eliminated on
consolidation for Telstra Group reporting purposes (refer note 3 for
further information).

(i} In fiscol 2004, @ number of purchase and sale transactions occurred
between the Telstra Entity and its wholly owned controlled entities.

» The Telstra Entity sold services, purchased goods and
communications dssets, poid fees and recelved and paid interest to
entities in the wholly owned group during the year. These
transactions are in the normatl course of business and are on
normal commerdal 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 $75 million (2003: $737
million}. During fiscal 2004, the aperations of NDUwere 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 Telstro Entity.

+ Inciuded in the revenue received in advance amount of 30 June
2004 s $247 million {2003: $228 million) for the use of our Yellow
Pages * trademark and $92 miton{2003:$84 million) for the use of
out White Pages ® trademark that were received from o controlled
entity.
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Amounts receivable and payable to other related entities:

Telstra Group Telstra Entity
As at 30 June As at 30 lune
2004 2003 2004 2603
Note S $im S $m
Loty renebeabie of 30 June frows
Joint ventyre entities and associated entitles-tradedebtors . . . .. ... 0oL L. 25 28 16 15
Joint venture entities and associated entitles-logns . . . ... .o L oL oL L. g - 33 - 33
25 61 1§ 48
Mo Current
Joint venture entities and associated entitles-logns . . . ... .o L oL o L. 9 226 29 228 25
Provision for armounts owed by joint venture entites and associated entities . . . .. g {226) - {228} -
- 20 - 29
Joint venture entities and associated entities - accountspayable .. ... . 0.0 L L 46 62 38 55
Joint venture entities and associated entiffes-other . . . ... .. . oL o L. 16 1 1 1 i
[ %) &3 E{ 56
Buring fiscal 2004, 2003 and 2002, we had the following transactions
between members of the wholly owned group and other related
entities:
Telstra Group Telstra Entity
Year ended 30 june Year ended 30 fune
2004 2603 2002 2004 2603
Note $m $m $m sm $m
y st bovss ebwe e obbe veloded endities
Profit before income tax expense for the year indudes
the following transactions:
2 of aondeand servioss o
Joint venture entities and assocdiated entities. . . . ... oL L L 130 232 370 111 124
Pariwags of goods ond services Troms
Joint venture entities and assoclated entities. . . . 0. . 0 L L. L. 394 1,113 1,332 334 985
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in fiscal 2003, we entered d capacity prepayment agreement with our
Jolnt venture entity Reach Ltd (REACH). Inclyded innon current
receivables for the year ended 30 June 2004 is d recelvable of $208
tnitlion {US$146 million) for atight to recelve future carrlage and
related services capacity. Thisnon current receivable earnsinterest at
market rates {refer note 9 for further information).

Buting fiscal 2004, purchases were made by the Telstra Group of $231
titlion {2003: $506 miltlon} and Telstra Entity of $177 million (2003:
$471 million) from REACH. These amounts were for both the purchase
of, and entitlermnent 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
opportunities. Soles were made for international Inbound call
termination services, construction and consultancy by the Telstra
Group of $88 million {2003: $109 million) and Telstra Entity of $79
mitlion {2003 $105 million} to REACH.

Buting fiscat 2004, purchases were made by the Telstra Group of $73
mitlion {2603: $413 mittion} and Telstra Entity of $71 million {2003
$403 million) from our assaciated entity IBMGSA. These amounts
were for information technology services predominately resulting
from a contract with IBMGSA. These purchases were made on normat
commercial terms ond conditions {refer note 20 for further
information).

Buting fiscat 2004, we paid for operating expenses on behalf of the
following entities:

»  Telstra Foundation Limited;

»  Telstra Community Development Trust;

»  Telstra Growthshare Trust;

» Telstra Employee Share Owrnership Plan { (TESOPQT); and
»  Telstra Employee Share Cwnership Plan I {TESOPgS).

We own 100% of the share capital of Telstra Foundation Limited (TFL).
TFLis limited by guorantee {guaranteed to $100) with Telstra
Corporation Limited being the sole member {refer note 24 for further
details). In respect of the other entities we have no direct awhership
interests. These entities are operated by corporate trustees (of which
we owit 100%) and are run for the benefit of the beneficiaries.

Buring fiscal 2000, Telstra created the Telstra Growthshare Trust,
fwhich facilitates the seniot executive equity participation ptan}. The
trustee for the trust is Telstra Growthshare Pty Ltd. This companyis
100% owned by us. In prior finandal years, we have gdvanced funds
to the trust to enable it to purchase shares in the Telstra Entity.

Theloan balance ot 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 balgnee at fiscal 2004 18 4.0% {2003: 2.5%). Telstra Growthshare
also holds in trust certain shares allocated to sentor executives and
non-executive directors under the ownshare and directshare schemes
{refer note 19 for further information).

We havetwo employeeshares schemes, being TESOP97 and TESOPgs.
At the commencement of the scheme, loans were advanced to
patticipating employees to ehable the purchase of Telstra shares.
Loans under TESOPS7 and TESOPSS are provided interest free. Durihg
fiscal 2004, $24 million {2003: $32 mitHon) of the loans under TESOPG7
and TESOP99 was repaid. At 30 Juhe 2004, the sutstanding loan
batance for both schemes was $174 mitlion {2003: $198 mitlion). Refer
to note 19 for further information.

Each of our controlied entity directors and their director related
entities have telecommuonications services transactions with us,
which are on normel cormmercial terms dand conditions and are trivial
and domestic in nature.

Certain employees of the Telstra Group who were eligible to
participatein TESOP99 and TESOPS7 (refer note 19} were also directors
of controlled entities. The directors of the controlled entities were
provided with an interest free loan to enable the purchase of shares
from the Commonhwealth on the same terms and conditions as all
other employees eligible to participate in TESOP99 and TESOPS7.
During fiscal 2004, certain employees became ditectors of controtied
enhtities in the Telstrg Group. These directors brought with them
existing loans of $22,020.
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There were no hew loans issued during fiscal 2004, Loan repayments
of $15,709 {2003: $45,078} were made during the cutrent fiscal year.

For TESOP99 shares, directors that have resigned from the company,
continue to be the beneficial owner of the shares. The balence of the

director loans outstanding ot 30 June 2004 was $185,277 {2003:
$211,046). All controlled entity directors listed below made loan
repayments during fiscal 2004 and 2003.

R Boxter J Hibbard D Pitt

K Benson H Keliy J Price

B Beros D Kirton M Robey

H Bradlow D Koroneos M Rocca

T Bundrock P Law J Rottand

J Burke Stiee { Rowles

C Cameron ALockwood L Saly

A Cherubin P McConnelt H Sawczak
T Crossley G Moriarty B Scales
{Davis { Nanavati G Shepherd
Abay G Nicholson D Simmonds
ADix i Paitaridis R Simpson
W Donaidson T Pearson P Watlis

G Embleton N Peckham 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) whao repaid their TESOPS7 loan in full
during the year. |n 2003, the directors who repaid their Loan in full
were C Cameron, G Moriarty, 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 repaid their loan in full were G
Mortarty and G Shepherd.

Telstra Super owns shares in Telstra Corporation Limited. We own
100% of the equity of Telstra Super Pty Ltd, the trustee for Telstra
Suyper. As at 30 June 2004, Telstra Super owned 15,176,724 {2003:
9,575,761} shares gt a cost of $71 million {2003: §46 millionjand a
rarket vatue of $76 mitlion (2003: $44 miltion). Infiscal 2604, we poid
dividends to Telstra Super of $2 millon {2003: $3 million). In addition,
Telstra Super holds bonds issued by Telstra Corporation Limited. As at
30 June 2004, Telstra Super holds bonds with ¢ cost of §$13 million
{2003: $8 million} and a market value of $12 mithon{2003: $8 mitlion).
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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We are not aware of ahy matter of circumstance that has occurred
since 30 June 2004 that, in our opindon, has significantly affected or
may significantly affect in future years:

» out aperations;
» theresults of those operations; or
» the state of our affairs;

ather than:

0On 12 August 2004, we declared a fully franked final ordinary dividend
of 13 cents per ordinary share, payable on 29 October 2004 to those
sharehotders onrecord at 24 September 2004, Aprovision for dividend
payabte has been raised as af the date of dectaration, amounting to
$1,642 million. The financial effect of the dividend declaration was
not brought 1o account s at 30 June 2004,

On 18 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 paid 40¢ per share vid a Scheme of Arrangement, resulting
in the payment of cash consideration of $333 mittion.

The KAZ Group is o provider of business process outsourdng, systems
integration, consulting, applications development and IT
management services. [t operates mainly in Australie but also
conducts business in the United States and Asia.

The financial effects of the acquisition of the KAZ Group were not
brought to account as at 30 June 2004. The operating results and
assets and liobilities of the KAZ Group will be consclidated into ouy
statemnent of financial performance and statement of financial
position from 19 July 2004. No provision for restructuring has been
raised on acquisition.

On 127 Auqust 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 a maxdmum of $750
mitlion, which s expected to be completed in the first half of fiscal
2005. The proposed speciat dividend and share buy-back are in
accordance with our capitol management program and intention to
teturn approximately $1,500 million to shareholders each year
through to fiscal 2007, The finandal effect of the special dividend and
share buy-back will be reflected in the finandal statements in fiscal
2005.

On 4 August 2004, we announced the signing of a Heads of Agreement
to establish a 50/50 joint venture with Hutchison 3G Austratia Pty Ltd
{H3GA}, a subsidiary of Hutchison Telecommunications (Australia)
Limited, to jointly own and operate H3IGA's existing 36 radio access
netwaork and fund future network development.

The arrangement Is subject to due diligence by us, consent from the
Australien Competition and Consumer Comimission and final 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
mittion under a fixed payment schedule in four instalments beginning
in November 2004.

Thefingncial effect of the arrangement was not brought toaccount as
ot 30 June 2004,
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We undertake transactionsin g range of financial Tnstruments which
can be classified as either primary{physicat instruments) ot secondary
instruoments (derivative instruments).

Our primary instruments include:

»  cash assets;

» receivables;

» payables;

»  bank deposits;

»  bills of exchange and commerciol paper;

» listed investments and investments in other corporations; and
» various forms of borrowings, both receivable and payable.

These primary financial Tnstruments enable us to achieve company
objectives through facilitating our ohgoing operating activities and
ensuring that all entities within the Telstra Group remain solvent at all
times.

Secondary instruments, of derivative instruments, create an
obligation or right that effectively transfers one or more of the tisks
associgted 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;
*  Cross cUrrency swaps; ahd
» interest rate swaps.

Primary instruments create underlying exposures for the group. The
main risks associated with these instruments incdude:

»  interest rate tisk;

» foreigh currency tisk;
s credit risk; and

»  liguidity risk.

Interest rate risk refers to the risk that the value of a finandial
instrument will fluctuate due to changes in market interest rates. Our
interest rate risk arises from the interest beating financial assets and
liobilities that we use, whether the primary instrument has a fixed or
vartable rate attached. We monitor this risk on our net debt portfolio
which includes our finandial liabilities Less matching short term
financial assets. Wemahade interest rate tisk by:

» controlling the settings of the group finandal position to target
tevels of fixed und variable interest proportions of the net debt
pottfolio; and

»  ensuring decess to diverse saurces of funding, minimising risks of
refinancing.

We use suttable devivative instruments as part of the management of
this tisk.

Foreign currency risk refers to the risk that the value of a financial
commitment or investment will fluctuate due to changes in foreign
currency exchange rates. Our foreign currency risk arises due to:

+ firm or anticipated transactions for receipts and payments for
international tetecommunications traffic settled in foreign
currencies;

+ purchase commitments priced in foreign currendes;

+ investments denominated in foreigh currendes; and

+ aportion of our borrowings denominated in foreign currendies.

We manage this risk by initially seeking contracts effectively
denominated in Australion dollars where possible and economicatly
favourable to do so. Where finandial commitments are effectively
denominated in foreign currencies and do not form part of a natural
hedging position, we manage exposure to rate movements through
the use of detivative instruments.

Credit riskis the risk that o contracting entity wilk not complete its
obligations under d financial instrument and cause us to make d
financlal loss. We have exposure to credit risk on all financiol assets
included in our statement of financial position. To help manage this
Fisk:

+ we have g policy for establishing credit limits for the entities we
deol with;

+  wemal require collateral where appropriate; and

+ weminimise exposure to individual entities we either transact with
or enter into derivative contracts with {through a system of credit
limits).

Liguidity risk includes the risk that, as a result of eur operational
liquidity requirements:

+ wewill not have sufficient funds to settle o transaction onthe due
date;

+ wewillbeforced tosell financial assets at a value whichis less than
what they are worth; or

+ wemay be unable to settle or recover a financiol asset at all.

To help reduce these risks we:

+ have aliquidity policg which targets a minimum and average level
of cash and cash equivalents to be maintained,

+ have readily accessible standby facilities and other funding
arrangemments in place; and

+ generally use instruments that are tradeable in highly Liguid
markets.
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After we have minimised the initial potential risk associated with
entering into a primary Hnandial instrument, any remaining risk is
then hedged through the use of detivative instruments within
guidelines approved by our Board of Directors. These instruments
enable us to minimise our exposure to:

» interest rate tisk;
» foreign currency tisk; andfor
» other market risk.

After hedging risk through derivatives, the remaining potential for
gain ot loss is managed. Thisis due to the gains or losses on the
uhdertying physical transactions being offset by the gains or losses oh
the related derivative instrument. Hedging activities also enable usto
minimise the volatility of our cash flows due to changes ininterest
tates and forelgn 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 nterest rote risk, we mainty use interest rate swaps ond
cross curtency swaps. Out interest rate risk is caleutated on our net
debt partfolio, which incdudes both physical borrowings such asbonds
and commercial paper and assodated derivative instruments. We
manage our net debt in dccordance 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,

Our currency risk arising from transtation of foreign currency
borrowings and investments is determined by reference to the
undertying primary instrument. {nrelation to borrowings, we
effectively remove the currency risk by fully converting them to
Australian dotlar borrowings ot drawdown by applying cross currency
swaps, unless ¢ natural hedge position exists. Inretation to
investments, we hedge using borrowings in the same cutrency and
with the same interest rate characteristics where appropriate. We
also enter into forward foreign currency contracts oh antidipated
future transactions in order to reduce our risk to ¢ level considered
acceptable by the company.

Forelgn currency risk on transactions (Le. excluding transtation tisks)
is calcutated on a net foreign exchange basis for individual correndes,
This underlying foreigh exchange risk is combined {offset) with the
associated foreign exchange detivatives used to hedge these risks
generating our net foreign exchange tisk.

ciomuves {oontineeg

Faretgn currency risk also arises on translation ofthefinancialrepotts
of our non-Australian controlled entities. Our significant non-
Australian controtled entities operate independently from us both
financially and operationally. As aresult, the majority of the foreigh
cutrency gains or losses arising from this risk arerecorded through the
fareign currency transtation reserve. Where hedging of this riskis
undertaken, we preferto use foreign currency botrowingsto providea
natural hedge position. Where this is not an option, other derivative
instruments are used {e.g. forward foreign currency contracts)

We enter into, and hedge transactions In the following significant
fareign currendies:

+  United States dollors;

+ British pounds sterling;
+  MNew Zealand dotlars;

+ Euro;

*  Swiss franes,;

+ Hong Kong dotlars; and
+ Japanese yen.
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Our exposure to interest rate tisk and the effective interest rates on
finandal instruments at 30 June 2004 are shown in Table A below.
This information indudes all finandal instruments both recoghised
and untecoghised inthe statement of financdial position. The
information as at 30 June 2003 is shown in Table B.

Table A Telstra Group
As at 30 June 2004
Weighted Interest rate Non
average  Floating Fixed due dates interest
effective iyrorless 2toSyrs. overSyrs. bearing  Total(c)
interestrate
% $m $m $m $m $m $m Note
Cashassets . ... . ... ... .... [£5); 4.81 538 B - B 149 687 8
Trade debtors and accrued revenue . . B - B - B 3,306 1,306 o
Shareloontoemployees. . . . ... .. - - - - - 174 irs 9
Otherreceivables .. . ... ... .. [£5); 4£.80 - B - 65 189 254 o
Louns to joint ventures entities and
associgted entities .. . ... ... 15} B - - - - - - o
Cross cutreneyswaps . . .. . .. .. fo) B {1,789) 342 1,877 {24} - 408 o
nvestments B - B - B 80 80 11
BCOW conver £.00 - 85 - w - 85 14
Faste § %
GEOLIGIMEENNS L. L. ... ... {1,251) 427 1,877 41 3,898 4,992
Fhumachel Habiivhey
Trade creditors and accrued expenditure B - B - B 2,118 2,119 15
Othercreditors. . . ... ... ... .. B - - - - 268 268 15
Lodn from joint ventyre entity . . . {4} 4.70 - 1 - . - 1 16
Bills of exchange and commercial
paper. . ... ... ... fa) §.21 869 - - " - 869 16
Telstrabonds . . . . ... ... . ... ) .44 - 2713 1,011 1,125 . 2,408 16
Othetloans . .. .. ... .. . ... {a) 5.90 - 2,096 2,482 3,976 w 8,554 16
Cross cutreheyswaps . . .. ... .. {a) - 589 - {151} {28) - 410 16
Finance legse Liabilities. . . . .. .. fa) 6.47 - 7 k) 1 - 17 16
- 1,039 {574) 1,045 (1,510) . .
2,497 1,803 4,396 3,564 2,387 14,647
{(3,748) (1,376) {2,519) (3,523) 1,511 (9,655)

fa) The effective yleld {effective interest rate} on our net debt at 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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Table B Telstra Group
As at 30 June 2003

Weighted Interest rate Mort

average  Floating Fixed due dates interest

effective iyrorless 2toSyrs. overSuyrs. bearing  Total(c)

interest

rate
$m $m $m $m $m $m  Note
Figy
Cashassets . ... ... ... .. ...... {1} & 48 1,101 - - - 199 1,300 8
Trade debtors and accrued revenue . . L L . - - - - - 3,305 3,305 o
Shareloantoemplogees. . .. .. ... .. - - - - - 198 198 9
Otherreceivables . .o .. ... L. {a) 2.50 - - - 88 346 434 o
Louns to joint ventures entities and
associgted entities ... ... L0 L. {a) 5.23 - 33 29 - - 62 o
{ross currencyswaps . . ... ... ... {c} - {1,892} 10 2,182 {27y - 283 2
Investrments ... .. L L. {b} - - - - - o6 96 1t
PCOW converting note 5.00 - - 83 - - 83 14
e {791) 43 2,304 61 4,144 5,761
cha Holitithey
Trade creditors and accrued expenditure. . - - - - - 2,275 2,275 15
Othercreditors . . . ... ... ... ... .. - - - - - 301 301 15
Lodn from joint venture entity . . . . .. {a} 470 - 1 - - - 1 16
Bitts of exchange and commercial
PAPET. . . .. Lo {a} 3.22 643 - - - - 643 16
Telstrabonds . .. ... ... L L. {a) 8.19 - 21D 784 1,619 - 2,613 16
Othetloans . . . . ... ... .. ... {a} 5.65 - 449 4,408 3,594 - 8,852 16
Cross cutreheyswaps . . ... ... ... {a} - 563 - {148} {19} - 426 16
Finance legse babilitfes. . . . ... ... {a} 7.55 - 18 2 - - 20 16
- 2,222 230 {145) {2,303} - -
3,458 908 4,898 3,291 2,576 15,131
{4,249) {865} {2,594} {3,230} 1,568 {9,370}

{a) The effective yleld (effective interest rate) on our net debt at 30
Jure 2003 was 7.45%, after taking into account the impact of interest

rate SWEDs 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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Credit risk associated with the statement of financdal position

The recorded amounts of financial assets induded in the consotidated
statemnent of finandal position, net of any applicable provisions for
loss, represent our maximum exposure due to credit risk for these
assets. Where entities have a right of set-off and intend to settteona
het basis under master netting arrangements, this set-off has been
tecagnised in the financial statements on ¢ net basis, Accordingly,
our maximum credit risk exposure amouhts to $4,992 million {2003:
$5,761 million).

We have credit risk exposure to an individudl contracting entity
through o converting note we hold in PCOW Limited (PCOW). Our
maxitum credit risk exposure relating to this transaction amounts te
$85 million {2003: $83 million)} {refer to note 14 for further
information).

Outside of the abovetransaction, we do not have any other significant
operating 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 forelgn currency
contracts, cross currency and interest rateswaps. One ofthemethods
that we Use to manage the tisk relating to these instrumentsis to
reonitor our exposure by country of institution. When reviewing
concentrations of risk, we adjust for the perind to maturity of relevant
instruments in out pottfolio to accurately consider our exposure at d
point intime. On this basis, our credit risk exposure {which indudes 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 20 June
2004 2003
% $m 4% $m
Australia. . . ... 27 1,811 30 2,232
United States . . . 53 3,663 51 3,876
Japar ... oL - 17 - 16
Europe. .. .. .. i1 1Yo ] 680
United Kingdom . 4 257 3 237
Lonada. . ... .. 2 152 2 148
Switzerland. . . . 2 134 & 313
Other. . ... ... 1 63 i 69
100 6,867 100 7,571

Apart from those ttems referred to below, our finandal assets and
finarcial liobilities recorded in the statement of financial position
approximate net fair velue.

Table D Telstra Group
Carrying amount Net fair valoe
As at 30 lune As ot 30 June
2004 2003 2004 2003
$m $m $m $m
Not readily traded
Financial assets
Employee share
ownership plan loans {a) 174 198 150 161
Converting note issued
byPCCW. . ... .. .. 85 83 a5 85
Traded on organised
markets
Financial assets
Listed investments . . . 15 32 71 89
Financial liabilfties
Telstrabonds. . ... .. 2,457 2,663 2,621 2,980
Otherloans. . . ... .. 8,647 8,957 9,159 9,707
11,104 11,620 11,7806 12,657

{a) Share loans to employees represent amounts receivable from
employees under the Telstra Employee Share Gwnership Plan
(TESOPa7) and the Telstra Employee Share Ownership Plan H
{TESOPag). Refer to note 18 for detalls regarding the share plans. The
loar balance has not been written down to net fair value as the loan
is considered fully recoverable over the period of the employee share
schemes.

Unless thereis evidence to suggest otherwise, finandael assets and
finandial Liabitities with g short term to maturity are considered to
appraximate net fair value. This indludesitems such as bank deposits,
trade debtors, payables, bills of exchange and commercial paper.

The net fair values of other financial assets and financial Habilities
{apart from our listed investments) are determined through reference
to discounted cash flows, current tisk adjusted market interest rates
and any rights specific to each instrument of group of instruments.
The net fair values of our listed investments are determined by
reference to ptices quoted on the refevant stock exchanges where the
secytities are traded.
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Net fair vatues of interest rate swaps, cross currency swaps and
forward foreign curtency contracts are calculated at prices based on
amounts quoted on Revters to close out existing contracts {both
favourable and unfavourable).

The net fair value of our derivative Instruments is included in the
following discussion on derivatives.

Unti 28 June 2002, we held ¢ US$750 million convertible note issued
by PCCW. On this date, PCOW redeemed the note in full and the foir
vatue of the redemption was applied to acquire PCOW's 40% Interest in
Tetstre (5L Limited and to subscribe to o new U5$190 million
mandetorily converting secured note. We valued the original note on
o Yield to meturity basis which resulted in a $96 million expense
recorded in our statement of financial performance in fiscal 2002.
Also included in interest expense for fiscal 2002, was $66 million
relating to @ mark to market adjustment for interest rate swaps taken
out over the cohvertible note where the underlying exposure was no
longet present.

On 25 April 2003, the converting note was partially redeemed by POCCW
as part of our entry into d capacdity prepayment arrangement with our
50% owned joint venture, Reach Ltd. The remaining cotverting note
ot the time of entry into this arrongement was US$54 mittion (A$87
mittion). Referto note s and note 14 for additionat 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.

As indicated, we enter into contracts for derivative instruments to
hedge risks relating to undertying transactions. The following
information provides further detalls on terms and conditions relating
tothose derivative instruments. To approptiately assess our exposure
to tisk, these secondary instruments should be viewed in the context
of the underlying transactions and balances being hedged. As a
result, net market vaolues and other data should not be gssessed on
their owr.

Our major exposure to interest rate risk and foreign currency risk
arises from our loans and bortowings. Itis our poticy to hedge the
interest rate exposure on our debt portfolio to adjust the ratio of fixed
interest debt to variable interest debt, ds required by our debt
management policy. We glso hedge cutrency exposure on our foreign
currency toans and borrowings remaining after considering any
natural hedqing positions. We mainly use cross currency swaps,
interest rate swaps, and forward forelgn currency contracts to
achieve this position.

{eosevtionsped)

Fredn,
e

The terms and conditions in retation to interest rate and matutity of
the cross currency swaps dare similartotheterms and conditions of the
underlying hedged borrowings in hote 16.

The due dates of interest rate swaps match the due dotes of the
underlging debt within the requirements of our debt management
policy. Net interest receipts and payments are recognised as dn
adjustment to borrowing costs.

At 39 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 at 30 June
2004 2003
7.05% from 7.G5% to
7.87%
Vardable . . ... ... .. from 5.45% to from 4.60% to
6.94% 6.14%
Fixed............ from 5.27% to from 5.25% to
10.14% 10.11%
Varighle . . ... ... .. from 5.48% to from 4.42% to
5.94% 5.21%

The notional principal amounts of interest rate swaps represent the
face volues of swap contracts entered into by us that are outstanding
ot balance date. The notional principal amounts do not represent
amounts exchanged or tobe exchanged by the partiestothecontract.
They are not a true reflection of the credit tisk and are therefore not
recorded in the statement of financial position.

The matutity dates, net notional prindpal amounts, net fair velue and
carrying amounts of our outstanding interest rate swaps ot balance
date greshown in Table F following,.

The gross notional prindipal amounts of our interest rate swaps are
$12,884 miltion {2603: $11,551 mitlion). The gross notional principal
amaounts of interest rate swaps is significantiy targer than the net
notional principat amounts shown. This is due to the net notionat
principal amount taking into account our offsetting positions. Gross
positions have also beeh modified over time as volumes and positions
have changed.
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Table F Telstra Group
Met notional Net
principal amount (a) fair value (b} Carrying amount (¢}
As dat 30 June
2004 2003 2004 2003 2004 2603
Sm $m $m $m $m $m
H H %
- Less than one year receivablef{pagable) . . . ... .. . 874 {230} 349 {&) - {2)
- Onetofive years receivablef{payable} . ... ... .. . {1,04%) i49 {14} (71) {8 {8)
- Greater than five years receivablefipoyable} . .. ... . .. 1,510 2,303 227 119 30 31
1,039 2,222 182 244 25 21

{u) At 30 June 2004 and 30 Juhe 2003, we had a net interest rate swap
position of pay fixed. This means that oh d net basis we receive
interest on the interest rate swap at variable rates and pay interest on
the interest rate swaps at 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 cutrency swaps at batance
date are shown in Table & 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 acerued 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 (¢}
As at 30 June
2004 2003 2004 2003 2004 2003
$m $m $m $m $m $m
-lessthatoneyear. . . oL oL Lol oL 1,927 440 irt 8 167 ki
-Onetofiveyears . . Lo oL 0oL oL ol oL 2,242 4,024 161 158 54 172
-Gregterthanfivedears . . . ... 0 L0 L. oL L 4,172 4,287 {253) {&477) {212) {308)
8,311 8,751 19 {i21) 9 (129)

{a) The notional principal amount represents the face vatue of the
payable teg of our swaps we have entered into, denominated in
Austrolian dotlars.

{b} The net fair value represents the market value of our outstanding
CrOSS CUTTERCY SWaPS,

{e} The carrying amount represents the net principal which is recorded
ininterest bearing Habilities, current receivables and non current
teceivables and accrued interest which is recorded in current
teceivables.
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We also have expaosure to foreign currency risk through our ongoing
business activities where we have purchase of settiement
commitments in foreign currencies. This incudes equipment and
material purchases oF other currency conversion exposures on
ongoing receivables and payables, excluding loan and borrowing
balances. In addition, we have exposute to foreigh currency tisk as o
tesult of our investments in offshote activities, including our
investments in TelstraClear Limited and Hong Kong CSL Limited. This
riskis created by the translation of the net assets of these entities from
their operating currency to Australion dollars. Our exposures before
and after hedging are detailed in Table H below:

Table H Telstra Group
Exposure Exposure
before hedging after hedging
As at 30 June As at 30 June
2004 2003 2004 2003
$m $tn $m $m
Net anticipated future tronsactions (emountspayable} . ... o Lo oL L {178) (273) {82) {139)
Net transaction exposure {oh amounts payaoble recorded
inthestatement of financighposition) . .. . ... . oo o Lo oo o (40) (178) {23) {79)
Transtation exposurefoffshoreinvestments) ... ... o0 oL oo oo 0oL 2,301 1,802 763 1,065
2,08% 1,383 658 847
The maturity dotes of the antidpated future transactions are as follows:
Lessthahoneyedr ... . L. L. e i {178) (264)
Onetofivedears. ... ... .. .. L e i i e - {9)
{176) (273)

Our hedging policy provides effective hedging for all our foreign
currency exchande exposures within tevels considered acceptable to
the company.

Detgils of forward foreign currency contracts we have entered into to
hedqe our trading activities are combined with forward foreign
currency contracts entered into to hedge our lpans and borrowingsin
Tabte { below. Details include net Austration dollar amounts
receivablef{payable), settlement dates and average contractual
forward exchange rates.

Table | Telstra Group
Asat 30 June
2004 2003
$m $m

bnited States dollars

- less than three months, af rates averaging United States dollars $0.6951 (2003: US$06.5465) . . . {388) 6
-3 to 12 months, at rates averaging United States dollars $0.7368 (2003: US$0.6112). ... . . .. 108 g7
- 12 to 18 months, at rates averaging United States dollars $0.6046 (2003: US$0.6046) . . . . . . . 8 5
- over 18 months, ot rotes averaging United States dotlars $6.6135(2003: US30.6716). . .. . . .. 19 16

{258) 124
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Table | {continued) Telstra Group
As at 30 fune
2004 2003
$m $m

British pounds sterling
- less than three months, of rates averaging British pounds sterling nit (2003: British pounds

SERRINGO0.3560). . .. . .. L e e - 1
-3 to 12 months, at rates averaging British pounds sterling 0.4181 {2003: British pounds sterling
L2115 OO 7
7 1
Euro
- less than three months, af rates averaging Euro nit(2003: Eur0 0.5430) . . .. . ... (.. ... - kS

New Zealand dollars
- less than three months, af rates averaging New Zealand dotlars $1.1679 {2003: New Zealand
BOHaTs ST.14B5) L . L L L L i e e e e e e {130) {148)

Hong Kong dollars
- less than three months, at rotes averaging Hong Kong dollars $4.8184 (2003: Hong Kong dollars
BALBOBY L L e e {128) (255)

Qur offshore controlled entities have also entered Into the following Austratian dollar forward
foreign curtency contracts:
- less than three months, at rotes averaging Austratian dotlars $0.8505{2003: Australian dollars

FOBTBAY . L . e 2 {i)
- 3 to 12 months, at rates averaging Australian dollars $0.8748 (2003: Australian dollars $0.9702) & {4)
6 {8)
The net fair value of forward foreign currency contracts ot 30 June Table J Telstra Group
2004 1s g $1 mitlion gain (2003: $22 million gain). Net falr value
As at 30 June
For interest rate swaps, cross cutrency swaps and forward foreign 2004 2003
currghcy contracts where the carrying amount is in excess of net fair $m $m
value gt balance date, no reduction to net fair value is made since
these derivatives act as hedges of underlying physical transactions. Interest rate swaps 148 423
. o . . o Cross cOTTRNCy SWaps. . .. ... .. .. .. 526 431
in addition to the credit risk on our primary finandal instruments, we Forward forelgn currency contracts 24 50
also have exposure oh our derivative instruments. The volues shown 208 1104
]

in Table Jinclude oll transactions where the net fair valueis
favourable. For credit purposes, there is only o credit risk where the
contracting entity is liable to pay us in the event of a doseout. The
amounts disclosed in Table § are different from those shown inthenet
fair value amounts in Tables F and G as these show the net fair value
after netting favourable against unfavourable transactions. Table )
only shows the favourable transactions.
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feconaiibot 5§ rprorhs wed vning USGAAR generally accepted in the United Stotes (USGAAP). The significont
differences between AGAAP and USGAAFP are presented throughout
Our consolidated financiol report is prepored in accordance with note 30. Additionally, where there Is no conflict with AGAAP
accounting principtes generally accepted in Australio (AGAAP). reguitements we have incorporated some of the additional USGAAP
AGAAP has significant differences from the accounting principles reguirements throughout the AGAAP finandal statements,
Telstra Group
Year ended 30 June
2004 2004 2003 2602
Mote $m USsm $im $m
Reconciliation of net income to USGAAP
AGAAP net income reported in statement of finandal performance . ... 0 0L 0oL 4,118 2,882 3,429 3,661
Aetbustments reguired to ogree with USGARE
Property, plantandequipment. . ... ... L L oL L Lo oL 30{a} (86} {60) {323) {204}
Retirement benefit {expense}fgain. . .. . ... L. oL L oLl 36{f) (3,965) {2,775) 130 472
Mobile phohesubsidies .. . . ... . oL Lo oL oo 30{i) " - - 30
Incometax benefitffexpense}. . ... L Lo L oL oL oL oL oL 30{}} 1,228 860 164 £59)
Employee compensotlon eXpense. . .. ... .. Lo oL o e 30{k} . - - {41}
Redundancy and restructuring provision - fiscal 2000 reversal . ... ... ... .. 30{1} " - - {94)
Derivative financial instruments and hedging activities . ... ... oL 0 0L 30{m) 264 1885 {420G) {17}
PCOWeonveringniote . ... ... 36{m) {2} {1) 12 198
Equity accounting and write down adjustments for Reach Lid (Reach) . . . .. . . .. 36{c} {264} {18%) 665 36
Consolidation adjustment for Telstra CSL LImited (CSL}. . ... oL 0oL o000 30{p} - - - {13)
Fair value f generalreserveadjustments . ... ... Lo L L oL L 30{q} (35) {25) g {19)
Goodwill and other intangible gssetadjustments . 0.0 o000l oL 30(r} 122 88 {2186} {52)
Consolidation of\mrmbie interestentities . . ... L. L L oL L 30(s} 1 1 - -
B 1,381 967 3,450 3,858
Statement of financial performance measured and classified per USGAAP
Operatingrevenue{l) . . .. ... L. L L 20,737 14,516 20,495 20,156
Operating expenses:
babour (Vi . L e e 7,183 5,029 3,074 2,862
Goods and setvicespurchased (v} . .. . ... L. oL oo oo oo 2,926 2,087 3,236 3,613
Deprecigtionand amortisation. . . ... ... oL L oL oL ool oL oo 3,609 2,526 3,532 3,536
Other operating expenses ........................................ 4,756 3,329 4,337 4,072
: 18,472 12,931 14,179 14,083
# 2,265 1,588 6,316 6,113
Netinterestexpense(ly . ... ... ... . .. . L. L i i {718} (500) {823} {851}
Dividend InCome. . . . . . L e e e 2 1 1 1 1
Share of net losses of joint venture entities and associated entitfes . ... . ... ... . {253) (178) {114} {41}
Other mcome}(expense} (m) 671 470 {297} 537
Mrat Incovas Before bnonne Do e ; g FEEFE L L L L e e e e 1,965 1,378 5,083 5,759
Incometaxexpense. ., ... ... ... .., Ce PN i K03 418 1,35% 1,855
Ry incorng befors minorily ndureyts andy 3 1,378 963 3,724 3,500
Mmor;tg interests 1 1 35 {2}
1,377 964 3,759 3,808
& 3 {30%) -
1,381 987 3,450 3,858
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Telstra Group
Year ended 30 June
2004 2004 2003 2602
MNote $m UJSSm $im $m
Reconciliation 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:
Favarise from ardi 21,280 14,896 21,616 20,802
Less:
Dividend Income. . . . . . L e e e 2 1 1 1 1
Revenue from thesale of noncurrentassets. . .. . ... oo L L L L. 2 330 231 859 302
Otherrevenue per AGAAP{IV) . . . . ..o L. oL oL il z 212 1468 261 303
i Gpavat % ; ; 20,737 14,516 20,485 20,196
Metbhorrowing contanar BRAAF L L L. L L L L e e {11z} (498) {785} {770}
Additional derivative financial instruments and hedging expenses . . .. ... .. .. .. B - {15} {20}
interestincome on Reach capadtyprepagment ... ... 0 oo 0oL 0oL & 3 2 -
PCCW converting riote Erzterest reverise reversal L L L L L L L e . {&) {3) {15} {61}
(3} {2) - -
{715} (500) {823) {851}
by vevariue per AGRAF 212 148 261 303
AGAAP Net profit/(loss) on sale of.
-property, plantandeguipment. ..o oL ool o oo oL 3{a) 40 28 173 {4}
- investments incontrolledentities . . . ... .. L L L 3{a) B - 5 3
-investmentsin jointventureentities © .. . oL L oo 0oL Lol o oo 3fa) - - 3 -
-investmentsingssocidtedentities . . . L L. oL L L L oL o ol 3fa) 176 119 g -
- investments in listed secyrities and other corporations . .. . ... L. oL 3fa) 8 6 {2} {5}
- patents, trademarks andlicences .. 0 L. Lo oL oL oo 3fa) B - - 1
BB SR L L L L L e e e e e e e 3fa) - - 10 -
USGAAP net profitf{lossjonsaleof noncurrentassets .. ... o o L oL {26) {18) 48 {7}
USGAAP wiite down of Reachinvestment . . . ... oL oo oo L. 30{o} - - {203} -
USGAAP impairmentof CSlgoodwitl . . ..o oo o o 30{r) “ - {85} -
USGAAP reversal of gain on salefleaseback and subseguent amortisation . .. 0 .. 30{g} 18 13 {162) -
Derivative financial instruments and hedging activities . ... ... oo L 0oLl 265 186 {404} 4
PCWeonvertingnote . L. 0oL L. L Lo 2 i 27 259
Ne’z forezgn currency transtation{lossesigains. . . oL oL L oo oL {18) {13) 23 {17}
{5y o Gmeomei{expenmemr UBGAAE L L UL L L a7t 470 {297} 537

{v} Cost of sales includes both direct and indirect costs involved in the
sole of the company’s goods and services. For g service company this
would commonly include depredation and other indirect costs
associated with the provision of services. However, we do not report
our costs dccording to this description and classify olt of our expenses
according to the nature of the expense, referred to ds “goods and
services purchased” in relation to the sale of goods and services,
Goods and setvices purchased mainty comptises:

324

»  Networkservice capacity from external communication service
providers;

»  Mobile handsets sold to customers;

» Lost of goods sold {(other than maobite handsets); and

»  Directory paper costs.
Goods and services purchased does not equate to cost of sales due to
the noh inclusion of depreciation and other indirect costs associated
with the provision of our telecommunications services.
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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 L . . ..o L oL L ol 1,381 967 3,450 3,858
¢ Use g t
Basic earnings per share before cumulative effect of change in accounting prindples. . . 109 7.6 29.4 30.5
Cumulative effect of change in decounting prindples (net of tax):
Tramsitfon impaitment of CSlgoodwill. . ... Lo Lo oo oo ool 30{p),30{r} B - {2.4) -
{onsolidation of variable interestentiffes . . . ... ... o L oL o oo L. 308} B - - -
Basic earnings per share per USGAAP (cente) (vill) . . . . ... ... . ... .. ... 10.9 7.6 27.0 30.5
Bilutive edrnings per share before cumulative effect of change in accounting principles . 109 7.6 29.3 30.4
Cumulative effect of change in decounting prindples (net of tax):
Tramsitfon impaitment of CSlgoodwill. . ... Lo oo o000 ool 30{p),30{r} B - {2.4) -
{onsolidation of variable interestentiffes . . . ... ... o L o o oL L. 308} B - - -
Diluted earnings per share per USGAAP (cents) (vill). . . ... . ... ... ... ..., .. 10.9 7.6 26.5 30.4

Number {in millions)

Weighted average number of ordinary shares and common share
equivatents used for basic earnings pershare caleulations (vi) . . .. ..o oL oo 12,636 12,636 12,793 12,783

Effect of dilutive employee shareoptions{vii) . ... ... ... ... . L oL 38 38 36 bd

Weighted average number of potential ordinary shares and
common share equivatents used for diluted earnings per share caleulations ... ... L. 12,674 12,674 12,829 12,827

{vi) Reconcilintion of weighted average number of ordinary shares and common share

equivalents used for basic earnings per share calculations Mumber {in millions)

Number of shares used for AGAAP earnings pershare cateulations. . . .. .. 0 L. L. 6 12,723 12,723 12,867 12,867
Adjusted for:

- welghted average TESOPS7 and TESOPoe options outstanding during the year. . . 30{k} {66} {68) {74} {84}
-stock held by employeeshareplantrusts ... ... . L0 L0 oL, 30{s} {21} {21) - -
Number of shares used for USGAAP basic earnings per share caleulations . .. . .. ... .. 12,636 12,636 12,793 12,783
{vil} In fiscal 2004, only the TESOPeT options and the deferred share {vitl} Labour expense in fiscal 2004 includes the additional expense
options are dilutiveto dilutive earnings per share per USGAAP. Infiscal  recognised on the settlement of the (55 defined benefit fund ($3,870
2003 gnd 2602 only the TESOP97 options were dilutive to dilutive mitlion}. This has impacted net income per USGAAFP and the
earnihgs per share per USGAAP. Refer to note 30{k} for further calcutation of basic and diluted earnings per shate per USGAAP. Refer
information regarding the impact of the options, restricted share to hote 30{f) for further information.

aptions, performance right options and TESOPes options oh the
earnings pet share caleulation.
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Telstra Group
As ot 30 June
2004 2004 2003 2602
MNote $m UJSSm $im $m
Reconciliation of shareholders’ equity to USGAAP
AGAAP shareholders’ equity per statement of finondalposition .. .. ... ... o . 15,361 10,783 15,422 14,106
Tupdotive adiostmendy regubred 1
Propetty, plantandequipment. . ... oL Lo L oL oL oo oL 3o{a} 1o 7 96 419
Listed investments {ovailable-for-salesecurities). . . . .. ... L. L oo L. 36{k} 56 39 57 103
Dividendpagable . .. . .. 0 L. L oL oL 7,17,36{c} - - - 1,415
Minorityinterests . . . ... 0 L L L 30{d} {2} {1) {2} 2
Retirernent benefits . . L L . 0 L. e 36{f) 253 177 4,217 4,087
IEBMEtEX .« . . . e e e e e e e 30{j} 144 101 {1,031} {1,293}
Employeeshareloans . ... . ... L L L oL e 30{k} {174} (122) {198} {230}
Derivative financial instruments and hedging activities © ... ... 0 oL 0L 0L 30{m} {274} (192) {538} {133}
PCOW converting note {available-forsalesecurity} ... ... oL oLl 0 L 30{m} - - 2 -
Sale of Global Wholesale Business to Reach Ltd (Reach) - fiscat 2001 ... ... . ... 30{n} {882) (617) {882} {832}
Equity accounting and write down adjustments for Reach Ltd(Reach) .. ... . ... 30{o} £84 409 696 &1
Consolidation adjustment for Telstra CSLLImited (CSL}. . ... oL 0000 0L 30{p} 936 65% 936 936
Falr value f general reserveadjustments . . oL oL oL oL o oL 0oL oL 30{q} (54) {38) {54} {54}
Goodwill and other intangible assetadjustments . . ... ... L L. 30(r} {605) (424) {696) {115}
Consolidation of varigble interestentities . . . ... L. oL L oL L. 30(s} {62} {43) - -
wehobders ey pav USEARP L L L e 15,291 10,704 18,025 18,402
Statement of financiol position measured and classified per USGAAP
690 483 1,300 1,070
Accounts receivable, BEY . L L L L L L e e e e e e 3,336 2,338 3,561 4,038
Inventores .« oL e e 10 229 160 269 204
Beferredtox assel . . . . L . L L e e 30{} 200 140 166 301
Other dssets. . . . L L L e e e e e e 7ig 503 578 604
5,173 3,621 5,865 6,217
B CLTYe
Receivables . . . L e 80 56 259 178
Berivative financiabinstruments. . . .. ... L L e 664 465 694 637
HVeRtOMES |« L L e e 10 18 t 14 20
Investments - accounted for using theequitymethod .. ... 0 0L oo L 0oL hi 31 161 386
nvestments - othernoncurrent . . . L. L L L L e e 221 15% 238 545
Property, plantandequipment. . ... . ... L L oL oL oL ool oL 46,184 32,329 44,635 43,800
Accumutated depreciation of property, plantand equipment. . ... 0 L0 oL oL {23,160} (16,212) {21,356} {18,515}
Goodwill, et . . . . L e e 2,273 1,591 2,112 2,800
Otherintongibleassets, net. . ..o L. oL L L L il 1,512 1,058 1,146 1,358
Prepaidpensionassets . .. ... oL L L L oL Lo i 36{f} 253 1 4,217 4,087
DtRer GSBELS. . . e e e e e e e e 2,326 1,628 2,437 2,206
Total noncurrent Asses « . . . 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 e e e e e e 35,580 24,906 40,422 42,718
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Telstra Group
As ot 30 June
2004 2004 2003 2002
MNote $m UJSSm $im $m
Statement of financial position measured and classified per USGAAP {continued)
£aay
Pagables. . .. . L L e 15 2,338 1,636 2,525 2,793
Borrowihgs-shorttermdebt . ... ... o L L L oL oo oo 16 BTG 609 644 606
Borrowings - long term debt duewithinoneyear . . ... .. oL oL Lo 16 2,376 1,663 679 1,260
cometaxpagable. © ..o oL L oL L £39 377 660 632
ProvISEONS . . L . L L e e e e e e 17 388 250 353 488
Revenue recelved TR GAVONCE © . L. L . L L L L e e e 1,113 19 491 1,637
Total current abilities . . . . L e 7,594 5,314 5,852 5,816
Reor currand Hod
Pagables. . .. oL L e e e e 35 25 13 129
Derivative financlalinstruments. . . L. o L. L L e 390 273 549 267
Borrowings-lonqtermdebt . ... .o oL L L oL o ool 9,095 6,367 11,580 12,372
Deferredtaxliability . ... . .. .. o L L o i 30{} 1,861 1,303 3,011 3,449
ProviSOnNS .« L . L e e e e 17 T8 £48 814 848
534 374 576 438
12,693 8,887 16,543 17,503
20,287 14,201 22,385 24,319
2 1 2 {2}
15,291 10,704 18,025 18,402
Sharebolders sauity
Contributed equity - 12,628,358,026 shares issued at 30 June 2004 {2003 and
2002: 12,866,600,200shares i) . . . . L L L e bE:3 6,073 4,251 6,433 8,433
Share loan to employees - 62,949,000 shares at 3¢ Juhe 2004 {2003: 69,160,725
shares; 2002: 78,438,375 8hares) . . . . . L L L L e 30{k} {174) (122) {198) {230}
Stock held by employee share plan trusts - 20,956,641 shares ¢t 30 June 2004 . . . . 30{s) {11%) {82) - -
Additional poid in capital from employeeshareplans . . .o Lo Lo 0L 30k} 382 268 333 333
Totalsharecapital. . . ... oL L Lo 6,164 4,318 6,568 6,536
Accumulated other comprehensiveloss{reserves)(x}. . . . ... ... .. oL oL {435) (304) {554} {27)
Retained edrnlfigs . . . . . o L L. L e 9,562 6,693 12,011 11,883
S S L L e e e e e e e e e 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 sharve plan trusts. Net
balance of shares issved and outstanding at 30 June 2004 s
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 lune
2004 2003 2002
$m $m s
Foretgn currency translation reserve . {475} {644} {98}
ftaxeffecty ... .. ... ... ... .. 21 72 17

%54y (572 (8D

Berivative financial instruments . . | . {19} {22} {27)
ftaxeffecty . ... ... ... ... .. & 7 9
{13) {15} {18)

Untealised gain on available-for-sale

securities . L. oL L L L. 46 &7 103
ftaxeffecty ... .. ... ... ... .. {14) {14} £31)
3z 33 72

Accumulated other comprehensive
loss{netoftax) . ............. {535} {554} {27}

Other comprehensive incomef{loss) Is calculated by totalting
movements in shareholders’ equity that are not related to
contributions from owners or payments to ownets.

Telstra Group
Year ended 30 June
2004 2003 2002

sm $n $m
Generalreserve . ... L. L. - - {4}
Foreign currency translation
reserve faftertax) . . . . ... .. 118 {451} £254)
Detivativefinanciatinstruments
faftertax). . ... ... ... ... 2 3 4

Unreatised gainf{loss) on

available-for-sale securities

faftertax). ... ... .. .. ... & {50} {302}
Realised {gain){loss on sole of

available-for-sale securities

{after texd) transferred to net

MCOMe. . ... oo .. {5) 11 {3)
USGAAP other comprehensive
incomef{loss) . . ... . ... ... 119 {527} {559}

The re-classification out of accumulated other comprehensive
incomef{toss) to net income was determined on the basis of specific
identification.

In fiscal 2004, the proceeds from soles of available-for-sale equity
secutities were $24 million {2003: $7 million, 2002: $22 mittiony).

The loss recorded as part of other comprehensive incomef{loss) in
relation to derivative and nonderivative instruments that have been
desighated as hedges of the forelgn currency exposure of our net
Investients i foretgn operations for fiscal 2004 1s $24 million (2003:
$11 million gain).

Total comprehensive income s calcutated by adding net income and
other comprehensive incomef{loss).

Telstra Group
Year ended 30 June
2004 2003 2002

$m $m sm
Net income per USGAAP . . . . | 1,381 3,450 3,858
USGAAP ather comprehensive
ncomeflloss). . . ... ... .. 119 {527} {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, plont and equipment to
berevatued upwards. Increasesinrevalued amounts were tecorded in
an asset revaluation reserve, untess they reversed d previous
revaluation decrease charged to the statement of financial
performance. impairments (decreases) to asset values were recorded
inthe statement of finandal performance, unless they reversed a
previous increase still remaining in the asset revaluation reserve.

Revaluations of property, plant and equipment are not allowed under
USGAAP, except for permanent impairments. Including the
broudband network described below, the net adjustment included in
the reconciliation to shareholders equity to reduce revalued property,
plant and eguipment to historical cost for revaluations and
impairments not allowed under USGAAP Is $413 million for fiscal 2004
{2003: $401 million; 2002: $407 mitlion). For fiscal 2004, net
adjustrments for depreciation and disposals of $12 million expense
{2003: $6 mittion benefit; 2002: $36 million expense) hasbeenincluded
in the reconciligtion of net income to USGAAP.

USGAAP Impairment toss reversal - broadband network

in fiscal 1997, under AGAAP we wrote down the vatue of our
broudband network. We recognised an impairment loss of $342
million in het income and $245 roillion was adjusted against the asset
revaluation reserve. Under USGAAP, the initial future undiscounted
cash flows derived from our broadband network were greater than the
tecorded vatue and continue to be as af 30 June 2004. The reversal of
the impairment toss has been adjusted forin the reconciliations of net
income and shareholders’ equity te USGAAP and additional
depreciation of $26 miltion was recorded in the recondliation of net
incometo USGAAPR in fiscal 2004 {2003: $62 million; 2002: $62 million),
included in the het adjustments above.

Depreciation expense for AGAAP and USGAAP has been calcutated
using the straight line method of deprediation. Under AGAAP,
deprecigtion expense is bused 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 depreciotion based
on otiginal cost in the recondliations of net income and shareholders’
equity to USGAAP.

Under AGAAP, before 1 July 1996 we recorded overhead costs directly
associated with the construction of our communication assets as part
of the cost of those assets. We expensed all indirect overhead costs as
incurred. From 1 July 1996, indirect overhead costs {as well as direct
overhead costs) associcted with operations and management
personnet directly invelved in the construction of our communication
assets have been recorded as part of the cost of those assets. This
poticy is now the same os USGAAP.

To reflect the current policy, as if it had always been in place for
LISGAAF purposes, before1 July 1996, copitalised overheads with a net
book value of $441 milllon {2003: $515 million, 2002: $638 million)
have been included in the reconciliation of shareholders’ equity to
USGAAP as at 30 June 2004. For fiscal 2004, additional depreciation
and disposals of $74 million (2003: $123 million; 2002: $144 mitlion)
have been included in the reconciliation of net income to USGAAP.

Under AGAAP, before 1 July 1996, we expensed ail barrowing costs
when incdrred. From 1 july 1996, borrowing costs relating to the
construction of property, plant and equipment for internal use are
recorded as part of the assef cost, consistent with USGAAP.

To reflect the current policy, as if it had always been in place for
USGAAP purposes, before 1 July 1996, capitalised interest with a net
book value of $126 milllon {2003 $144 million, 2002: $188 million)
have been included in the reconciliation of shareholders’ equity to
USGAAP gs af 30 June 2004. For fiscal 2004, additionat depreciation
and disposals of $18 million (2003: $44 miltion; 2002: $24 miltion) have
beern included in the recondiliation of net income 1o USGAAP.

Under AGAAP, infiscal 2002 we classified some land and buitdings held
for sale as other current assets. Under USGAAP, usually assets held for
scle should be classifled 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 until the salewas
complete. nfiscal 2002, these gssets were reclassified, with a net
increuse to properiy, plant and eguipment of $435 million.

The property held for sole under AGAAP infiscal 2002 was sold in fiscal
2003, Under AGAAP the net gain was recognised in net income.

Under USGAAP, any gdins made on assets gs part of a sale and
teaseback transaction must be deferred and recoghised over the
period of the underlying teases. For fiscal 2603, the net gain reversed
was $113 mitlion. Of this balance, anet gain of $12 million has been
recognised in fiscal 2004 in the reconciliotions 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 hon current assets are recorded as
revende from ordinary activities - other revenue, and the net book

value of assets sold is recorded as other operating expenses, with the
hetimpact representing the profit or loss onsale of honh current assets.

For USGAAP, the sale of non current assets is not considered to be an
operating activity and as a result the net profit ot loss oh the sale of
hon current assets is reclassified to other income below operating
income.

AGAAP reported profits or losses on the sole of revalued assets are
based on revenue received less revalued net book value. For USGAAP,
profits or losses are based on revenue recelved less historical net book
vatue. Adjustments are made to thereconcitiation of net income to
USGAAP to record this difference in the profit or loss on sale.

Asset retirement obligations exist on our general purpose leased
butldings and certain mobile tower communication dssets that are
situated on tand held under operating leases. USGAAP reguires us to
tecognise the fair value of these legal obligations as a liability, with
the cost capitalised os part of the asset carrying vatue. Ourtreatment
uhder AGAAP of these obligations is detailed in note 1.15{c).

We have determined that the difference in our AGAAP and USGAAP
accounting policies for these asset retirement obligations is not
material to us. Therefore, no adjustment has been made to the
USGAAF reconcitiation.

30(b) Investments

For a desctiption of the USGAAP treatment of our investment in Reach,
refer to note 30{o).

Under AGAAP, temporary changesinthefair values of debt and equity
secutities are not required to be adjusted and recorded in the finandal
statements. AGAAP however does require permanent impairments in
the value of debt and equity securities to be recorded in the statement
of finandial performance.

Under USGAAP, Statement of Financial Accounting Standards No 115
{SFAS 115]) “Accounting for Certaln tnvestments in Debt and Equity
Securities,” we are required to account for debt and equity securities
based on our intention to hold or sell the securities. Securities
classified as held-to-maturity are stated at cost unless there s o
decline in fair value that is considered permanent. Thisreduction s
recorded in the stotement of financial performance. Securities
clossified as available-for-sale are recorded at fair value with changes
infair value, other than a permanent reduction, recorded In a separate
component of shareholders’ equity {(accumulated other
comprehensive income) until realised. Reatised gains and losses are
then recorded in the statement of financial performance.
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30(b) Investments (continued)

The following is a summary of our available-for-sale debt and equity

securities:
Telstra Group
As at 30 lune 2004
Net
Accrued  Amortised unreatised
Note Principal interest cost  Fairvalue gain
$m $m $m $m $m
Marketoble securities included in cash:
Bonk bills and promissorynotes . ... Lo L 8 538 i 539 539 -
Equity securities:
Listed imvestrments .. . ... . L L e 11 i85 - - 71 56
Incometaxexpense. . ... .. ... Lo {17)
349
Debt securities:
PCOW converting note - US547 milionfacevalue . ... . .. 30{m} 95 w " 85 {10)
Incometaxbeneflt . . ... L L Lo L. 3
{n
Total unrealised gain (net of tax) on availableforsalesecutities. . . ... . L. L oL ool oL ool 32
Telstra Group
As at 30 lune 2003
Net
Accrued  Arnortised unrealised
Note Principal interest cost  Fairvalue gain
sm $m $m $m $m
Marketable securities included in cash:
Bonk bills and promissorynotes . ... 0oL L L 8 1,101 3 1,104 1,104 -
Equity securities:
Listed imvestrments .. . ... . L L L e 11 32 - - 89 57
Incometaxexpense. . ... .. ... Lo {17}
40
Debt securities:
PCOW converting note - US547 million face value . .. 0 L L. 36{m} a5 - - 85 {16}
Incometaxbenefit .. ... . L L L L. 3
(7
Total unrealised gain (net of tax) on available-forsalesecutities. . . ... . L. L oL ool oL oLl oo 33
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30(c) Dividend payable recognition

n fiscal 2002, under AGAAP, dividends declared after balance date and
before approval of the financial reports were recognised as a liability
inthose finandal statements.

Under USGAAP, provistons for dividends are only recognised as
liabilities if the dividends are formally declared before balance date.
The effect of this adjustment Is disclosed in the reconciliation of
shareholders’ equity to USGAAP. Infiscal 2003, due to a changein
AGAAP, AGAAP Is now consistent with USGAAFP and this adjustment is
ho lohger required. Refer to note 7 for additional disclosures on
dividends,

The dividends per share for USGAAP {including the TESOPST and
TESOPS9 options outstanding (refer note 30{k) below) as issued
shares) In Australion dotlars for the last three years are:

Telstra Group
Year ended 30 June
2004 2003 2002
L ¢ q
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 AGAAP, minotity interests are included in shareholders' equity
in 'Qutside equity interests’. Under USGAAP, minotity interests dre
disclosed as a sepdrate component of net assets rather than included
in shareholders’ 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 bonuses are induded in goods
and services purchased as they are directly reloted to our soles
revenue. Under USGAAP, they are classified as other operating
expehses. |n the statement of financial performance medsured and
classified under USGAAP, we have reclassified $496 million of dealer
commissions and bonuses from goods and setvices purchased to other
operating expenses (2003: $378 millioh; 2002: $353 million).

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, at 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 a shortfallin priof years of the net
market volue 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 shortfoll represents a
present abligation. We do not record a pension asset where scheme
assets are greater than members’ vested entitlements,

Under USGAAF, pension costsfbenefits for defined benefit plans are
accoynted for under Statemnent of Finandel Accounting Standards
No. 87 (SFAS 87} “Employers’ Accounting for Pensions” and are
calcutated by an actuary using the projected unit credit method. This
method indudes current service cost, interest cost, returh on plan
assets and amortisation of transition assets. Aggregated unrecorded
gains and losses of the plans exceeding 10% of the greater of the
aqggregated projected benefit abligation or the market vatue 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 1989, The transition asset
recorded under SFAS 87 Is being amortised from 1 July 1952 over 12
Years, ending 30 June 2004. Where scheme assets are greater than the
present abligations relating to members vested entitlements, the
difference is recagnised as an asset in accordance with USGAAP.

We use the following measurement dates for our defined benefit

plans:
Measurement
Date
TelstraSuper . . ... . .. L. oL 30 june
C85 . L {i
HK CSL Retirement Scheme . ... oL 0L 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
reconciligtions. if we had reported our net periadic pension costf
benefit and the funded status of the defined benefit superannuation
plans in accordance with the accounting princples and actuatial
assumptions under USGAAP, the disclosures required are gs follows:

Telstra Group
Year ended 30 June
2004 2004 2003 2602

Mote $m USsm $im $m
Hwt peviodic penslon costid 3
The components of net pertodlc pension cost for our defmed
benefit superahhuation plans are as follows:
Servicecoston benefitsegrned. . . .. L. L L L e 351 246 337 333
interest cost oh projected benefitobligation . ... ... .o o oo oL oo oL 558 391 657 716
Expected refurmondssels . . ... L L L L e {83&) (584) {1,003} {1,292}
Expensesandtoaxation . . . . .. . L L L L e e 59 41 74 T4
Member contribytions for defined benefits © . ... 0 o Lo L L oL {109) {76) {113} {109}
Amortisgtion of transitionasset . . . . L L L L L L e (84&) {59) {84} {85}
Amortisgtlon of fund Loss © . . L. L e e e 164 118 35 -
Transfers to HK (5L Retirernent Scheme{il) .. ... ... o oo o o - - & -
Settlerment oss}(gain) 1) 7 3,865 2,708 {28} {107}
Mat periodic ponshon 0oal) e per WBGASE L L L oo o e oo 3,970 2,179 {122} {470}
Reverse gmount expensed for AGAAP (labour expense) ...................... {5} {4) {8) {2}
Totak USGAAP adjustment - retirement benefit expensef{gain). . . . .. . ... . ... .. 1,965 2,778 {136} {472}
We used the following majot assumptions to determine net periodic pension
costf{benefit) for the years ended 30 June:
DIscount rate . . . o L e e e e e 5.00% §.00% 6.50% 6.00%
Expected rate of increaseinfuturesalaries .. ... . . oL o oL ool oL 3.49% 3.49% 4.00% 3.50%
Expected long-termtate of relurnonassets. . ... L. Lo oL 0oL 0oL 7.50% 7.50% 8.50% 8.50%

in order to project the expected long term rate of return on dssets,
estimates are prepdred for the return of each major asset class over
the subsequent 10 Year period, or longer. Those estimates are based
on o combination of factors including the current market outlook for
interest rates, inflation, earnings growth and currency strength.

To determinathe aggreqate return, the expected future return of each
asset dassis then 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 June
2004 2004 2003 2602
Mote S USsm $m S
10,249 7,174 9,537 9,146
351 246 337 333
558 351 657 716
Transfers to HK (5L Retirement Scheme (1) . . . . oL 0 L 0 o e - - 80 -
Member contributions . . . o L L L e e 81 57 122 117
Benefitpayments . .. . ... L L e {971} {680) {945) {502}
Curtaitment(gaindfloss. . . ... oL oL L i {3) {2) g 32
Foretgn currency exchangeratechanges. .. ... 0 L. oL Lo Lo oL oL (3} (2) {12} -
Settlement of C8G (1) .« . . L . L (3,687} {2,581) - -
Actparial{gainjfloss. . . .. Lo L oL {166} {118) 464 g5
Projected benefit obligation atendofyear ... ... ... oL L ool oL 6,409 &L 487 10,249 9,537
We used the following majot assumptions to determine benefit obligations
at 30 June:
Discount rate . . . . . . e e e e 5.99% 5.99% 5.00% 6.50%
Expected rate of increaseinfuturesalaries .. ... .. oL o oL ool oL 3.97% 3.97% 3.49% 4.00%
Accumulated benefit obligation at end of year (all funds combined} . ... ... . ... .. 5,032 3,522 8,041 8,111
H Hation of chopge i fob velve of plon uss
Fair value of planassets at beginningofyear. . .. . ... oL oL ool oL, 11,546 8,082 12,208 13,502
Actpalreturnonplanassets ..o L0 L Lo L ool 1,270 889 53 {544}
Transfers to HK (5L Retirement Scheme (1) . . L . o L0 L oL Lo e B - 74 -
Employercontributions . ., . ... oL oL oL o 5 4 8 2
Member contributions for defined benefits _ . . .. . L o oo Lo oL 109 16 113 108
Transfersfmember contributions for accumulationbenefits . . L 0L 0 o L. 0 oL oL 8t 57 122 117
Benefitpauments . .. . ... L L e e {a71) (680) {945) {504}
PIONBXPERSES . L L L. i i e e (£33) {11) {13} {13}
Fotelgn currency exchangerate changes. .. ... . L. oL 0o b oo o {2} {1) {13} -
Settternent of S {1) . . . . . L L e e {4,832} {2,382) - -
Lot N X . . o o e e e e e {44} {31) {61} {61}
Faby volae o % el oFeay L L L e e 7,447 5,003 11,546 12,208
Our welighted-average asset allocations by asset category at 38 June are as follows: Target 2004 2003 2002
Bauitysecurities(Jli). . . ... o L. L T4.8% £3.0% 55.0% 63.6%
Bebt securities (. . . . .. L e e e e e 13.2% 29.5% 25.4% 17.7%
PrOperty (i . . oo e 10.0% 12.1% 16.8% 15.1%
Other {TH] . . . e e e 2.0% 5.4% 2.8% 3.6%
100% 100% 100% 100%
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30{f) Retirement benefits (continued)

Telstra Group
Year ended 30 June

2004 2004 2003 2602
$m USSm $m $m

Fagonoibotion :
Projected benefit obligation (6,509) {4,487) {10,248} {9,537}
Planassets gt fairvalue . . . oL L L e 7,447 5,003 11,546 12,208
Funded stadus . L . L e e e e e e e 7is 516 1,267 2,671
Unrecognised net transitionasset (ivi. . . ... oL oL oL oo oo oL oL & 3 {78} {169}
Unrecognised net actuarial {gainifloss{ivi. ... ... oL o oo oo oL {489) (342) 2,999 1,585
Prapuoid pangion GEEBRIG L L. L e e e e 253 177 4,217 4,087

Our defined benefit plans investment strategyis to control the level of
tisk by investing in a broad range of quality investments, and using o
tange of Austratian and international investment managers who
speciatise in cash, fixed interest, shares and property. We constantly
review our investments and adjust our investment strategy in ordet to
maximise returns within this controlled risk profile and take
advantage of perceived market efficiencies.

investment goals are to earn the best possible returns within the
appropriate strategic tevet of risk, and maintain the funds financial
viability by ensuring 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 mittion to cur 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
Year ended 30 June
2010 -
2005 2006 2007 2008 2009 2014
$m $m $m $m $m $m
Expected benefit
payments . ... 178 189 206 227 260 1,710

(i} On 17 June 2004, the Commonwecatth paid Telstra Super $3,125
mitlion as setttement for the previous transfers of (55 members to
Telstra Super. As part of the settlement arrangement, the
Commonwealth has assumed responsibility for all Habilities inrespect
of former and current Telstra employees who remaininthe (585, Refer
to hote 22 for further information.

As we have ho further obligations for these {55 members, we have
recorded asettlement loss for USGAAP in relotion to the (55 of $1,145
mitlion. inaddition, we have recognised the previousty unrecognised
et actuarial loss in relation to the (55 of $2,725 miltion.

{#) On 1 December 2002, Hong Kong (5L Limited {HK (5L} established o
new scheme known gs the HK CSL Retirement Scheme. Previously, HK
(5L participated in the Pacific Century CyberWorks (PCOW) Retirement
Scheme, the scheme of its previous irmimediate parent. The assets
attributable to HK (5L of the previoys scheme were transferred to the
HK CSL Retirement Scheme. Refer to note 22 for further details.

(it} The C55 was a notional fund that did not hotd physical managed
assets. This notional fund accumutated the same returns as that
earhed by Telstra Super. As such, for the purposes of disclosing our
welghted average asset allocations by asset category, the asset
allocations of the 55 for fiscal 2003 and fiscal 2002 have been
assumed to be the same as the asset allocations of Telstra Super.

{iv} Settlements recorded in net periodic pension costfbenefit have
effected the unrecognised net transition asset and the unrecoghised
net actuarial {gainy/loss as follows:

{a) unrecognised transition asset; 2004: $nil; 2003: $1 million gain;
2002: $1 million gain.

(b} unrecognised net actuarial gainfloss; 2004: $2,725 million toss;
2003: $26 million gain,; fiscal 2002: $110 million gain.
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30(g) Employee entitlements - Long Service Leave

Our employee entitlement provisions include o ability for long
service leave. Refer to note 1.19{a) for d definition of long service
leave. The assumptions used to catculate this liability for AGAAP are
consistent with those used under SFAS 87 for USGAAP.

3o(h) Enterprise bargaining agreements

Telstra currently has six separate business Unhit enterprise agreements
inoperation which provided staff covered by these agreements with o
2% salary increase in July 2003 and another 2% salary increase in
Junuary 2004, Further increases are scheduled for July 2004 and
Johuary 2005 in accordance with these agreements.

These agreements are due to expire in June 2005. As at 30 June 2004
approximately 57% of full time staff were covered by the Business Unit
Enterptise Agreements and the Telstra Shop Agreement.

306(i) Mobile phone subsidies

Under AGAAF, from 1 July 1999, we changed our accounting policy
relating to subsidies provided to our customers when they purchaose
mobite phones. From this date, we deferved the subsidy provided to
customets who enter into mobile phone contracts with atength of two
Years or greater. This policy was considered to be inconsistent with
industry practice in the United States and therefore $174 mitlion of
costs were expensed Uhder USGAAP in fiscal 2000 and reversed ds an
expehse ds the amounts were amortised under AGAAFP duting fiscal
2001 and fiscal 2002,

Due to changes in industry practice in the United States, this policyis
now consistent with USGAAFP from fiscat 2001, The amounts
recagnised in the USGAAP reconcitiation of shareholders equity in
fiscal 2000 have now been fully reversed in fiscal 2002.

We have adopted EITF 00-21, “Revenue Arrangements with Multiple
Deliverables”, from 1 July 2003, EITF 00-21 requires us to account for
the sale of mabile phones with subsidies as separate transactions
from the mobile phone contracts. We have adopted EITF 00-21 for
both our AGAAP and USGAAP financial statements and gs sych there
are no USGAAP adjustments. Refer to note 1.2 and 1.16{bj for further
information.

30(}) Income tax

Under AGAAP, timing differences are recorded in the statement of
financial position as deferred tax assets and tiabilities using the
lability method of tax effect accounting. Futureincome tax benefits
relating to tax losses and timing differences are not recorded as an
asset Unless the benefit is considered virtually certain of being
realised.

Under USGAAP, deferred tax assets and tiabilities are created for all
temporary differences between the accounting end tax bases of
assets and liabilities that will reverse during future taxable periods,
including tax losses. Deferred tax gssets gre reduced by a vatuation
allowance if, in the opinion of management, it is more likely than not
that sorme portion, or alt of the deferred tax asset, witk not be realised.
Weincrease o decrease our deferred tax balances for the income tax
effect of accounting differences included in our reconciliations 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 beeh annouhced by the Treasurer of the Commonwealth.
USGAAP requires the tax rate change to be recoghised inthe year that
the Australian Parliament has approved the tegistation and it has
received royol assent from the Governor General of Australia (Head of
State).

For AGAAP, we classify all deferred tax balances gs non current. For
USGAAP, the classification between current and non current is based
on the statement of finandal position classification of the undertying
net current and non cutrent asset or tiability. Where thereis no
undertying gsset or tability the classification is bosed on when the
temnporary difference is expected to reverse. Theeffect of thishas
been disclosed In the statement of finandal position medsured and
classified per USGAAP.

Under AGAAP und USGAAP we do not create deferred tax assets or
liabilities for temporary differences retating to investments where
thereis nointention of disposing of the investment of 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
Asat 30 June
2004 2004 2003 2002
$m US$m $m sm
Fubury income tax bepeflt {deferad tux }
Propetty, plantandequipment. . ... . L oL 0oLl ol oL o Lo 33 23 33 33
Foretgn exchange tronstation, hedge and otherfingheecosts. . .o 0oL 0L 134 94 238 58
Employeeentitlements .. . ... . L L L i e 297 208 252 331
Revenuereceivedingdvance . ... ... L. L L o e 60 42 45 7
Inventoryvaluation. . . .. . L. L L L e 9 & 9 -
Provistons . . .. .. e e 66 &6 399 212
8% 62 - -
207 145 210 148
211 148 212 110
{241} (173) {251} {154}
859 601 851 745
Property, plantandequipment. . ... . oL oL oL oL oL oo ool oo 2,351 1,646 2,366 2,521
Foretgn exchange transtation, hedge and otherfingheecosts. ..o 0oL L0 11 8 - 1
Prepaid pensioncost . . ... L L L. 76 53 1,285 1,226
Prepagments . . ... L L e e - - 3 &
Expenditureaccruals . . ..o L L L L 82 57 - 69
Marketable securities. . ... . L e . - 1 27
. - 61 43
2,520 1,764 3,696 3,893
(1,661} {1,163) {2,845) {3,148}
2 i - 132
(1,807) {1,288) {1,814) {1,987}
i44 101 {1,031} {1,293}
(1,661} {1,163) {2,845) {3,148}
o § o Follosws For Phe LS GAAP ¥ g o
Current deferred tax gsset (future income tax benefit) 203 142 169 307
Current deferved tax Hability {deferred incometaox) . ... ... o Lo L oL oL {3} {2) {3} {6}
Net current deferred tax asset (future incometaxbenefit). . . .. . ... . ... ... ... 200 140 166 301
Non current deferred tax asset (future incometaxbenefit) .. ... 0 .. L. L. 656 459 682 438
Noh current deferred tax tiability (deferred incometax) . ..o o000 0oL oL (2,517) {1,762) {3,693) {3,887}
Net non current deferred tax lability (deferred incometax) . ... ... ... .. ... .. {1,861} {1,303) {3,011} {3,449}
(1,661} {1,163) {2,845) (3,148}
Fha Conpon F income ok exp
1,704 1,193 1,567 1,608
(1,077) (754) (186} 235
(34} {24) {28} 16
593 415 1,359 1,858
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3o{k) Employee share plans and compensation expenses

Our employee and executive shate plans are described in note 19,
AGAAP does not require certain employee compensation and option
expenses to berecorded in the statement of finandal performance for
our employee share plans.

Under USGAAP, we have adopted Statement of Finandal Accounting
Standards No.123 (SFAS 123) “Accounting for Stock Based
Compensation,”. Under this method, compensation expenseis
catculated based on the falr value of options oh the grant date and
recagnised aver the associated service perfod, which is usually the
vesting period. USGAAP requires that shares issued under TESOPSY
and TESOPSS in conjunction with non-recourse loans be accoynted for
as options. The outstanding balance of the loans for TESOPS7 and
TESOPSS provided to employees is deducted from shareholders’
equity rather than classified as a receivable. In addition options,
testricted shaves, performancerights and deferred sharesissued under
the Telstra Growthshare execotive compensation scheme are also
accounted for as aptiohs.

in fiscal 2004, there was no additional compensation expense
inctuded in the reconciliation of net income for USGAAR (2003: $nil;
2002: $41 million}. Alifeto date expense of $382 millionisrecorded as
acdditional paid in capital in total shareholders equity for USGAAP
{2003: $333 mitlion; 2602: $333 million). The increase of $49 milkion in
fiscal 2004 relates 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}.

Thereisnoincometax effect oh the additional compensation expense
for USGAAP as 1t is o permanent difference (non taxable} for TESOPS7,
TESOP99 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 loun bolance or the termination of employment. Employee
compensation expense has been recognised on inception of the
TESQP97 scheme (fiscal 1998 and subseguent loyalty share issues)
and TESOP9S scherne {fiscal 2000 and subsequent loyalty share
issues). Dividends on both TESOP schemes are not recorded as further
compensation expense as their forecasted value was induded 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.

Telstra Group
As at 30 June
2004 2003 2002
Number Number Number
Options outstanding at
beginningofyear . . . . .. K4,332, 128 63,473,375 74,223,125
Optiohs exercised . .. . .. (6,005,128) {5,141,250) {10,745,750)
Options outstanding at end
ofyear. .. ... ... ... 48,327,000 54,332,125 63,473,375
Options outstanding at
beginningofyear . . . . .. 14,828,600 14,965,500 15,666,400
Optiohs exercised . . . . .. {206,600) {136,900} {700,900}
Options outstanding at end
ofyear. .. ... ..., ... 14,622,000 14,828,600 14,965,500

Far TESOPS?, the weighted average price of the option at 30 June
2004, 306 Juhe 2003 and 30 June 2002 was $1.58.

Far TESOPa9, the weighted average price of the option at 30 June
2004, 30 Juhe 2003 and 30 June 2002 was $3.53.

The Telstra Growthshare options issued under all schemes become
vested options when the performance hurdles have been reached and
the executive pays the exercise price per share. The Growthshare
restticted shatre options, performance right options and deferred
share options allocated to employees under all schemes vest when
the performance hurdles have been reached of period of service
completed.

Far USGAAP compensation expense is measured in the year that the
options ore granted less any compensation expense paid under
AGAAP based on caleulated “option volues” for Growthshare options,
restticted shatre options, performance right options and deferred
share options. An allowance is made for expected resignations and
cancellations when calcutating the various option values.

Faor fiscal 2004, only the deferred share options are considered dilutive
for the USGAAP earnings per share calculotion. For fiscal 2003 and
fiscal 2002, the options, restricted share aptions, performance right
options and deferred share options were not dilutive for earnings per
share calctlations.

Far the details of Telstra Growthshare options granted, lapsed and
outstanding, as well as the valuation methodology and assumptions
regarding Telstra Growthshare issues, refer to hote 19,
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30(l) Redundancy and restructuring provisions

in fiscal 2000, under AGAAP, we recorded o 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
pravision. However, under USGAAP, we did not meet the stricter
requirements imposed on Us to be able to record the provision. By
fiscal 2002, this provision had been fully utilised. 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 mitlion.

The disclosures required by USGAAP for the redundancy and
testructuting provision recorded by us are as follows:

in fiscal 1997, we approved o plan to reduce the number of employees
by approximately 25,500 to approximatety 51,000 employees by 30
Jurne 2000. In lune 1998, we dlso approved ¢ three year plan, to 36
June 2001, which included an odditionat reduction of approximately
2,000 employees by redundancy. We effected the reductionin
employees through a combination of natyral attrition and
outsourcing {(approximately 6,700 employees) and voluntary
redundanhcy offers ahd involuntary terminations {approximately
20,800 employees). Reductions have occurred primarily insaoles and
service greas, communication assets, broadband rotiout construction
areds and field opergtions and maintenance staff.

The total estimated cost of the fiscal 1997 redundancy progrom was
$1,320 mitlion including estimated severance and awdrd poyments of
$1,043 million and estimated career and transition costs of $277
million. There has been no reversal of costs no longer required to the
statement of finandal performance.

Career transition costs include payments to employees who arein the
outplacement process and amounts paid to third parties for the
outplacement program.

In future periods, the expected number of 22 redundandcies dnd
payments of $2 million still remains as a provision balance (2003: §3
million; 2002: $3 million). For fiscal 2002, staff unrelated to the 1997
program were made redundant and their costs were charged as an
expense,

Telstra Group

As at 30 June
2004 2003 2002
Number Number Number
Expected redundandes . . . . 22 80 30

We have made the following payments which hove been charged
against the provision for redundancy and restructuring:

Telstra Group

As at 30 June
2004 2003 2002
$m $m $ti
Career transition and other
employeecosts . . .. ... .. 1 - 1

The fiscal 1997 redundaoncy and restructuting provision has been
substantially utilised as at 36 Juhe 2004. The $2 million provision
batance remains due to contractual obligations Telstra has with third
parties in relation to outsourdng agreements, superannuation
arrangements and surplus leased space.

Theimpact of redundancles has been taken into consideration in the
SFAS 87 caleulation in note 36{f) Retirement benefits,
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3o({m) Derivative financial instruments and hedging activities

Qur risk management policies and objectives of entering into
derivative financial instruments have been disclosed in note 29,
“Additionst financdial instruments disclosures.”

in June 1998, the Financial Accounting Standards Board issued
Statement of Finandal Accounting Standards No. 133, "Accounting
for Derivative Instruments and Hedging Activities” (SFAS 133}, as
amended by Statement of Finandal Accounting Standards Mo, 138,
“Accounting for Certain Derivative Instruments and Certain Hedging
Activities”. SFAS 133 requires us to recoqnise all of our derivative
instruments as either assets ot Liabitities in the statement of finandal
position at fair value. The accounting for changesinthe fair value(i.e.
gains or losses) of a derivative instrument depends on whether it has
been designated and qualifies as part of g hedging relationship and
further, on the type of hedging relationship. For those derivative
instruments that are desighated and qualify as hedging instruments,
we must designate the hedging instrument, based upon the exposure
being hedged, as a fait value hedde, cash flow hedge of d hedge of a
het investment in o foreigh operation.

For derivative Instruments that are designated and qualify as a fair
vatue hedde(i.e, heddging the exposure to changes in the faly value of
an gsset or o Liability or an identified portion thereof that s
attributable to o particular visk), the gain or loss on the derivative
instrument, as well ¢s the offsetting loss or gain on the hedged ftemn
attributable to the hedged risk, are recoghised in other income/
expense as part of net income during the period of the change in fair
vatues. For derivative instruments that are designated and gualify as
a cash flow hedge{l.e., hedging the exposure to variability in expected
future cash flows that is attributable to o particular risk}, the effective
portion of the gain or loss on the derivative instrument is reparted as
o component of accumulated other comprehensive income and
teclassified into net income inthesame period of periads during which
the hedged transaction affects net income. Theremaining gain ot loss
onthe detivative instrument in excess of the cumulative change inthe
present value of future cash flows of the hedged item, fary, is
tecognised in other incomefexpense as part of net income duting the
period of change. For derfvative instruments that are designated and
gualify as ¢ hedge of d net investment in a forelgn currency, the gain
or loss s that reported in other comprehensive income as part of the
cumnutative transtation adjustment to the extent it is effective. For
derivative instruments not desighated as hedging instruments, the
gain ot loss is recognised in et 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 currencies relating to our
capital expenditure programs. Under AGAAP, realised galns ahd
losses on termination 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 aresult, changes in falr value of
the forward foreign exchange contracts are required to be recognised
in net income for USGAAP purposes. We have recorded a marked to
market toss of $1 miltion in other income per USGAAF for the forward
fareign exchange contracts outstanding at 30 June 2004 (2003: $5
mitlion gain; 2602: $11 mitlion loss). We dlso recorded an odditionat
adjustrnent of $3 million, net of tax, in other Income per USGAAP to
reverse net realised foreign exchange losses capitalised in property,
plant and equipment in fiscal 2004 under AGAAP (2003: $1 million
gaih, 2002: $1 mitlion loss)

We enter into interest rate swaps to manade 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 ore required to be included
in the reconciliation of net income to USGAAP. We have recorded o
marked to market gain of $158 million, before tax, as an expense in
other income per USGAAF for changes in fair value of interest rate
swap contracts outstanding ot 30 June 2004 (2003: $128 million loss;
2002: $17 millioh gain).

We enter into cross currency interest rate swaps to hedge our
exposure to the risk of overall changes in fair value relating tointerest
rate and forelgn currency tisk of our forelgn currency barrowings.
During fiscal 2004, 2003 and 2002, the ineffective portion of our
hedging instruments (incdlusive of the time volue of money) was taken
to other incomefexpense in the statement of fingncial performance.

During the year ended 38 June 2063, we reclassifled $17 mitlion of
losses, net of tax, from accumulated other comprehensive income to
other income (2002: $15 million). At 30 June 2003 there were no
remaining tosses recorded in accumulated other comprehensive
income related to the repayment of borrowings that were hedged by
interest rate and cross currency swaps ih 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 d part of our strategic alliance with PCCW, we putrchased ¢ US$756
mitlion convertible note Issued by PCCW Tn February 2001, This
convertible note was cohvertible ot our option into PCOW common
stock at g conversion price of HK$6.886 per share. This notewas
redeemed on 28 Jyne 2002 in consideration for the remadining 40%
interest in (5L and a new converting note with a face value of US4190
mitlion.

Buting the year ended 30 June 2003 we redeemed US$143 million of
this converting note in return for entering into o capacity prepayment
aqgreement with Reach Limited as discussed in note 30{o).

Under AGAAP, the initial values of the converting notes are recorded
ot fuce vatue 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 gccrued interest and any proviston for
permanent diminution considered necessary. Any foreign exchange
gains and tosses on translation of the converting hote to A are
tecarded in the statement of financial performance in operating
expehses.

Our conversion option contained in the originol note was classified as
an embedded derivative under SFAS 133 as lts underlying risk, relating
to changes in the value of PCOW common stock, was not dearly and
closely related to changes in the undetlying risk of the note, namely
changes in interest rates. The note portion of the instrument waos
classified as on gvailable-for-sale security with changes in falr value
being recorded in other comprehensive income. The fair value of the
option in the originat note was written off in full before redemption.
Werecorded aloss of $10 million In fiscal 2002,

The notels classified as an availaple-for-sate security and is disclosed
innote 30{b}.

in November 2001, the underlying debt of Telstrallear was
restructyred and effectively cancelled and replaced with a new credit
facility. The swap contracts were hot restructured. As aresult, the
transition adjustment has been amottised over the matutity schedule
of the restructured debt (to 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 million was recorded gs interest income.

30(n) Sale of Global Wholesale Business to Reach Ltd (Reach)

It fiscal 2001, as o part of the strategic alliance with PCCW, a joint
venture entity, Reach, was formed through the combination of our
international wholesole business and certain other wholesale assets
together with certain PCOW assets. Under AGAAP, the Investment in
the joint venture entity was recognised at its cost of acquisition, being
the fair value of the assets transferred net of cash veceived and
including acquisition costs. The gain on sale of the Global Wholesale
Business, megsured as the difference between the cost of the
investrment ahd the net book values of the net gssets transferred, was
deferred to the extent of our ownership interest retained in the joint
venture entity, in this case being 50%.

Under USGAAP, investments in joint venture entities shoutd be
recorded at the net book value of the assets and Liabilities transferred,
reduced by the amount of any cash recelved. Where the resultant
carrying value is o hegative amount, the excess credit is recognised as
an adjustment to the amount of goodwill on other components of the
interdependent transactions - in this case o $30 million reduction on
the (51 goodwill {refer note 30{p)). Also, there were differencesinthe
fait valuation of the net assets. Theserelated to pre-1996 capitalised
interest, assembled work force and other fair vatue adjustments.

The total effect of these differences reduces shareholders’ equity
under USGAAP by $882 million as at 30 June 2004 {2003: $882 million;
2002: $882 million}.

30(0) Equity accounting and write down adjustments for Reach bid
{Reach)

USGAAP adjustments made on the sale of the Global Wholesale
Business to Reach in 30(n} above, will result in ohgoing differences in
therecondiliations of net income and shareholders' equity to USGAAP.

Under AGAAP, 50% of the profit after tax was deferred and accounted
for in the investrent carrying vatue. The deferred goin was to be
recognised in the statement of financial performance on a straight
line basis over a pertod of 20 years. For fiscal 2003, this adjustment
was $22 million uptothe 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 USGAAP equity accounting, there was a calculation of notional
goodwill at inception that was required to be amortised over thelife of
the Investment. This goodwill was determined by comparing the
investment carrying vatue to 50% of the net gssetsf{liabilities) of
Reach. This amount, similar to AGAAP, was not separately recognised
in the statement of findndel position, however, itwas included in the
investment carrying omount. This notional goodwill has beenwritten
off with the wtite down of the Reach investment {refer below).
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30{o) Equity accounting and write down adjustments for Reach Lid
{Reach) {continued)

As discussedin notess and 24, as at 31 Decernber 2002, wewrote down
the entire carrying amount of our investment in Reach. In accordance
with Accounting Principtes Board Opinion No. 18, “The Equity Method
of Accounting for Investments in Common Stock”, where therels
evidence thot would indicote a loss in value of an nvestment that is
othet than g temporary decline, the toss in value should be
tecagnised. Such factors include, but are not limited to, a current fair
vatue of ah investment that is tess than its carrying amount and the
inability of the investee to sustain an earhings capacity that would
Justify the carrying amount of the investment.

A discounted cash flow model was used to calculate the foir value of
our investment in Reach and as a result the carrying amount was
written downtozero. For AGAAP, this resulted in a write down of $965
mitlion. However, due to GAAP differences discussed above and in
hote306{p), under USGAAP the write down of the investment was $203
mitlion. Therefore, an additionsl net adjustment of $762 million was
recogrised in the reconciliations of net income and shareholders
equity to USGAAP. Refer to note 3 for further explanation of the write
down made under AGAAP.

Under AGAAP, equity accounting is suspended where the comulative
share oflosses and reserve movements have reduced the participating
equity investment to zero.

Under USGAAP, equity accounted losses are required to be recognised
in net income to the extent that we have other non-participating
investments in the equity accounted entity {i.e. preference shares or
loans). nfiscal 2003 we ceased equity accounting out Reach
investment under AGAAP dueto theinvestment being written downto
zero.

in April 2003 we made o capadity prepayment of $230 milllon (US$143
itlion) to Reach. This advance accrues interest on a compounding
basis at @ market reference rate and is to be repaid through the
provision of capadty in the future at market prices. Thisisrecorded as
a recelvable under AGAAP {refer to note 9). 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 out share of the net assets and losses of Reach under
USGAAP as ah adjustment to the adjusted basis of this receivable.
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During fiscal 2004, our share of equity accounted losses and net assets
of Reach exceeded the batance of the capadity prepayment and as
such we have ceased equity accounting for Reach under USGAAP.
Equity accounting was suspended when out 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 fiscol 2004, up to the suspension of equity
accounting, is $267 million (2003: $82 million). The adjustment to
recoghise our share of the accumulated other comprehensiveincome
of Reach infiscal 2004 1s $130 million (2003: $22 million loss; 2662: $12
mittion loss).

The copacity prepayment balance continues to be recorded as o
recelvoble under AGAAP and is restated at the spot rate at year end.
Faretgn currency transiotion differences are recorded in the
staternent of financlal performance. For USGAAP these translation
differences have been reversed since the suspension of equity
accounting. For fiscal 2004, $17 miltion of foreign currency gains
recorded under AGAAP have been reversed for USGAAP.

During fiscal 2004, we, together with our joint venture partner PCOW,
provided a U5$311 mitlion loan to Reach. Qurshare of theloan at 30
June 2004 is $226 million. This toan is considered to be impaired for
both AGAAP and USGAAP purposes ond has been fully provided for. As
the adjusted basis of this loan under USGAAP is zero, we have not
continued equity accounting for Reach against this loan.

The total net adjustment in the reconciliation of net income to
USGAAP in fiscal 2004 for all of these differences s o decrease of $264
ritiion {2003: $665 million increase; 2002: $36 million increase). The
totat net adjustment included in the reconcitiation of shareholders’
equity to USGAAP is $584 million (2003: $696 million; 2002: $41
mittion).

30(p) Consolidation adjustment for Telstra CSL Limited (CSL)

There are several adjustments that need to be made for the
consolidation of (5L for USGAAP purposes.

For AGAAP, gainsflosses on ¢ hedge for the purchase of (SLare
included in the cost of the acguisition, thereby effecting the
determination of goodwill. For USGAAFR, gainsflosses oh hedges of ¢
purchase business combination are recoghised in net income.
Accordingly, in fiscal 2001, hedging losses of $30 miltion that were
included in the cost of acquisition of (51 for AGAAP, have been
recognised in net income under USGAAP.
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30(p) Consolidation adjustment for Telstra (51 Limited ({SL)
{continued)

For AGAAP, purchase price allocations in an acquisition accounted for
as a business combination are not tax effected. The tax effect of basis
differences arising from purchase price allocations {fair value
adjustrments) will be recognised 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 gcquisition
accounting.

For AGAAP, acquisition costs of $999 million were written off on
acquisition of (SLin January 2001, USGAAP did not adllow such awrite-
off, unless it could be supported by an analysis of the yndiscounted
cash flows of the entity. As a result of an analysis of undiscounted
cash flows relating to (5L, o goodwill write-off was not supportable
under USGAAP. Accordingty, the goodwill write-off was reversed and
is carried forward as a difference in thereconciliotion of shareholders'
equity to USGAAP. This amount was also amortised in fiscal 2002 for
USGAAP. For fiscal 2003, $309 million of goodwill was recorded as an
impairment loss under USGAAP, based on the transitional goodwill
impairment test. Refer to note 30{r] for further information as to the
accounting requirements and basis of the impairment.

30(qg) Fair Value and General Reserve adjustments

in AGAAP, when we acquire d controtled entity, we are required to
testate the net identifiable assets of that controlled entity to fair
vatue. Tothe extent we have an equity decounted ownership interest
inthe company prior to consolidation, we grerequired to recognise
ourshare of the reserve credted on consolidation. InUSGAAP, this fair
vatue adjustment is offset against goodwilt on consolidation. For
fiscal 2002, the adjustrment to the reconciliation to shareholders
equity was $54 mitlioh.

in AGAAP, the effect of dilutions of ownership due to equity
transactions conducted by third parties are recorded in ¢ reserve. In
USGAAF, thisis trected as g sale of ownership interest and taken to het
income. In fiscal 2003, the adjustment to net income was $2 miltion
loss {2002: $19 mittion loss).

in fiscal 2002, we had d shave of o foreign assodated entity's general
teserve credit of §2 million. For USGAAFP purposes this reserve was
transferred to the foreign currency transtation reserve. Infiscal 2004
we disposed of the foreign associated entity and, under AGAAP,
transferred our share of the entity’s general reserve dnd foreign
cutrency translation reserve toretained earnings. Under USGAAP, the
total amount transferred of $35 million has been adjusted against our
profit recorded on the disposal of the entity.

30(r) Goodwill and other intangible asset adjustments

Under USGAAF, goodwill Is no longer amottised but reviewed for
impairment annually, or more frequently if certain indicators or
triggers arise. Goodwill s tested for impairment at a "reporting unit”
levet and we have assighed 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
within six months of adoption of Statement of Finandal Accounting
StandardsNo. 142, “Goodwitl and Other Intangible Assets” (SFAS 142),
using a discounted cash flow technigue to caleulate the fair value of
thereporting units to identify any impairment inthe carrying vatue of
goodwill. As g resylt we have recorded an impalrment toss of $309
mitlion relating to the USGAAP carrying value of gooadwillin (St as o
cumulative effect of a change in accounting principle in fiscal 2003,

At 30 June 2003, we identified o further impairment in the LSGAAP
carrying value of the goodwitl in CSL. The fair value of (SLwas
determined using d discounted cash flow technicue. As aresult, we
have recognised an additional impairment loss of $85 mittion.

Under AGAAP, goodwitl 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 rmillion) In the reconcilintions of net
income and shareholders’ equity to USGAAP.

The following table represents adjusted net income per USGAAP and
adjusted earnings per share to exclude amortisation expense for

goodwill that is no longer amortised:

Telstra Group
Year ended 30 June
2004 2003 2002
$m $m sm
Net income per USGAAP . . . .. 1,381 3,450 3,898
Goodwill amortisation . . . . .. - - 262
Adjusted net income per
USGAAP . . ... ..... ... .. 1,381 3,450 4,160
g ¢ 4
Basic earnings per share per
USGAAPfcentsy . ... ... ... 10.9 27.0 30.5
Goodwill gmortisation . . .. .. - - 2.0
Adjusted basic earnings per
share per USGAAP (cents). . . 10.9 27.0 32.5
Dituted earnings per share per
USGAAP fcents) . ... ... ... 18.9 26.8 30.4
Goodwill amortisation . . . ... - - 2.0
Adjusted diluted earnings per
share per USGAAP (cents). . . . 10.9 26.% 32.4
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Notes to the Financial Statements (continued)

30{r) Goodwill and other intangible asset adjustments {continued)

The following table Is a reconclliation of the carrying amount of our
goodwill under USGAAP by reportable segment:

Telstra Group
Telstra
Business & Telstra
Government International Other Total
$m Sm $m $em

Corpging gracunt of goodwil {50 ; 50 2,700 50 2,800
Additional goodwillrecognised. . .. . ... oL o000 Lol - 71 - 71
Impatrmentlosses. . .. ... L oL oL Lol oo - {394} - {394}
Forelgn currency translotion adjustment. . ... oo oo o L L - {3565) - {385}
< s %o godwill (UISGAS ¥ 30 dume B0U3 e 50 2,012 50 2,112
Additional goodwillrecognised . . .. . ... L. L L L oL 23 - 186 209
Foreigh currency transiotion adjy 2 {50) - {48)
£ s orrreenianyd of ookt (U8 K 1,962 236 2,273

Our intangible assets still subject to amortisation are brandnames,
customer bases, and patents, trademarks and licences. The carrying
amount of these intangibles are disclosed in note 13. The following
table represents the estimated aggreqote amortisation expense for
othet intangible assets which ave still amortised under USGAAP.

Telstra Group
Year ended 30 June
2005 2006 2007 2008 2009
$m $m tm sm $m
Estimated aggregate
amottisation expense 121 114 78 41 41

On 5 March 2004, we acquired 100% of the shate capital of Trading
Post (Austratic) Holdings Pty Ltd. As part of this acquisition we
tecagnised $448 million of mastheads. These mastheads are not
amottised under AGAAP or USGAAP as we have determined that they
have indefinite lives. Our mastheads are disclosed in note 13,
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Goodwill and other intangible assets recognised as a result of the
acquisition of g controlied foreign entity are transtated at their
historical foreign currency translation rate under AGAAP as they arise
ine $A. Under USGAAP, using the current rate method, translation is
performed at the spot rate at year end. Amortisation of intangible
assets subject to amortisation {and goodwill in fiscal 2002} is
transtated using the welghted 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 batances
for fluctuations in the functional currency of the controlled foreign
entity.

The total net adjustments included in the recondliation of
shareholders’ equity to USGAAP resulting from the decrease to the
ending batance of goodwill and other intangibles is $514 million
{2003: $480 million; 2002: $115 million}. The net adjustments sbove
resulted inan increase to amortisation for USGAAP in fiscal 2004 of 43
mitlion {2003: $nil; 2002: $52 million). From fiscal 2003 goodwill under
USGAAP is no tonger amortised.
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30{s) Consolidation of variable interest entities

AGAAP requires consolidation of an entity where we are able to
dominate decision making, directly ot indirectly, relating to the
financlal and operating policies of that entity to enable it to operate
with us in achieving our objectives. Ownership percentage as a single
factor does not determine consolidation under AGAAP.

Under USGAAP, we have adopted FASE Interpretation No. 46 revised
Becemnber 2003 (FIN 46}, “Consolidation of Variable Interest Entities”,
inaccordance with the effective dotes outlined in FIN 46. Ingeneral, o
vartableinterest entityis any legal structure used to conduct activities
or hold assets that either:

» has an insufficient amount of equity to carry out Tts principal
activities without additfonal subordinated financial support;

» has g group of equity owners that are uhable to make significant
dedisions about Tts activities; or

» has g 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 requives a beneficiary to consotidate ¢ variable interest entity if
it is the primary beneficiary of that entity. The primary beneficiary is
defined as having o varigble interest in a variable interest entity that
will absorb o majority of the entity’s expected tosses, receive o
majority of the entity’s expected residual returns (ifno party absorbs
a majority of the entity’s expected tosses), or both.

We hove [dentified the following variable Interest entities for which
we are considered to be the primary beneficiary and as such
consaolidate under USGAAP:

» Telstra Employee Share Owrnership Plan Trust {TESCP97)
» Telstra Employee Share Ownership Plan Trust I{TESOPse)
» Telstra Growthshare Trust

Under AGAAP we do not consolidate or equity dccount these entities,
For further information regarding TESOP97, TESOP9S and the Telstra
Growthshare Trust, refer to note 19,

The Telstra Growthshare Trust has pyrchased $117 mitlion worth of
shares in Telstra Corporation Limited at 30 June 2004. This represents
a totat 6f 20,956,641 shares. The purchase of these shares has been
fully funded by Telstra Corporation Limited. Under USGAAP these
shares are recorded ds a reduction in total 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 up to 30 June
2004 totalled $49 million. These contributions were recorded as
compensation expense under AGAAP and priot to the adoption of FIN
46 were reversed against additional paid in capital for USGAAP
purposes. These contributions are used by the Tryst to purchase
Telstra shores oh market to uhderpin the issue of restricted shares,
performance right and deferred share options. On consolidation of
the Trust, these contributions are how recorded against additional
paid in capital under USGAAP.

Telstra Corporation Limited provides ¢ loan to the Telstra
Growthshare Trust to purchase shares on market toynderpin theissue
of options. The loan balance at 36 June 2064 is $65 mitlion. Cn
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 hove 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 witl also be required to adopt the Australion equivalents of
Internationat Einancial Reporting Standards (IFRS), as Issued by the
AASE, for the half-year ending 31 December 2005 and year ending 30
June 2006. A summary of the significant areas of impact of adopting
IFRS appearsin note 1.4,

Some of these standards, once adopted, will result in certain

adjustments in the reconditiations of net income to USGAAP and
shareholders” equity to USGAAP no longer being required.
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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:

fa} thefingnhdal statements and notes, set out oh pages 190 to 345 of
Tetstra Corporation Limited and the Telstra Group:

{i) comply with the Accounting Standards, Corporations
Regulations and Urgent tssues Group Consensus Views;

(it} give a true and fair view of the financial position as at 30 Juhe
2004 and performance, ds represented by the results of the

operations and cash flows, for the year ended 30 June 2004; and

{itl) in the directors’ apinion, have been made out in decordance
with the Corporations Act 2001.

(b

Ll

at the date of this decloration, in the directors’ opinion, there gre
redsonable grounds to belleve that Telstra Corporation Limited
will be able to pay its debts gs and when they become due and
poyable in Australia; and

{¢j atthe date of this declaration there are reasonable grounds to
believe that the members of the extended closed group identified
in note 23{1) to the full financial statements, as parties to o Deed
of Crass Guarantee, will be able to meet any obligations or
tHabilities to which they are, of moy become subject to, under the
Deed of Crass Gudrantee described in note 23(1).

For and on behalf of the board

| f Lzﬁ'ﬁffm.w@ ff;

Donatd McGauchie A Ziggy Switkowski
Chairman Chief Executive Officer and
Managing Director

Date: 12 August 2004
Melbourne, Australia
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Independent Audit Report to the Members of Telstra Corporation Limited

This report Is included solely for the purpose of Incorporation in Telstra
Corporation Limited's Annyal Report 2004 gs filed with the Austratian
Stock Exchange ond the Australion Securities and Investments
Commizsion,

Scope
The financial report and directors’ responsibitity

The financial report comprises the statement of financdal position,
statement of financiol performance, statement of cash flows,
staternent of changes in shareholders’ equity, accompanying notes to
the financial staternents, and the directors’ declaration for Telstra
Corporation Limited {the Telstra Entity) and the consolidated entity,
for the year ended 30 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 repott that gives atrue and fair view of the financial position
and performance of the Telstra Entity and the Telstra Group, and that
complies with Accounting Standards in Australia, in accordance with
the Corporations Act 2001, This includes responsibility for the
muaihtendhce of adequate accounting records and internal controls
that are desighed to prevent and detect fraud and error, and for the
accounting policies and accounting estimates inherent in the
finandadl report.

Audit approach

thave conducted an independent 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 Australion National Audit
Office Auditing Standards, which incorporate the Australion Auditing
and Assurance Standards, in order to providereasonable assurance s
to whether the financial report is free of materiol misstatement. The
hatute of ah audit is influenced by factors such as the use of
professional judgement, setective testing, the inherent Himitations of
internat control, and the avaltability of persuasive rather than
conclusive evidence. Therefore, an audit cannot guarantee that all
materiol misstatemnents have been detected.

Audit procedures were performed to assess whether in all material
respects, the finandal repott presents falrly in accordance with the
Corparations Act 2001, Accounting Standards and other mandatory
professional repotting requirements in Australia, a view thatis
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 on the basis of these procedures, which

Included:

+  examining, on ¢ 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 explonation and quantification of the major
differences between Australian generally decepted accounting
ptinciptes compadred to United States of Ametica generally accepted
accounting principles, which is presented in note 36 to the finandal
statements. | have audited note 30 in order to form an opinion
whether in all material respects, it presents fairly, in decordance with
Accounting Standards and other mandatory professional reporting
requirements in Australio and United States of America generally
accepted decounting prindples, 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 hature and
extent of the procedures, the audit was not designed to provide
assyrdnce on internal controls. Audit procedures were performed to
assess whether thesubstance of business transactions was gecurately
reflected in the financial repott. These and the other procedures did
not inctude consideration or judgment of the appropriateness ot
regsonableness of the business plans or strategies adopted by the
directors and management of the Telstrg Entity.

Independence
| am independent of the Telstra Entity, and have met the

Independence requirements of Australion professional ethical
pronouncements and the Corporations Act 2001,
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Independent Audit Report to the Members of Telstra Corporation Limited (continued)

Audit opinion
in my apinion, the finandal report of the Telstra Entity is in
accordance with:
fa} the Corporations Act 2001 induding:
{iy giving d true and fair view of the financial position of the
Telstra Entity and the Telstra Group as ot 30 June 2004 and of

their performance for the gear ended on that date; and

{ity complying with Accounting Standards in Austratia and the
Corporations Requlations 2001; and

{b} other mandatory professional reporting reguirements in
Australia.

Further, In my opinion, note 30 to the financial statements presents

fairly the major differences between Australian and United States of
Ameticad generatly accepted accounting principles.

/

P. ). Barrett
Auditor-General

Date: 12 Auqust 2004
Melbourne, Australia
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Report of Independent Registered Public Accounting Firm to the Shareholders and Board of

Directors of Telstra Corporation Limited

This report Is included solely for the purpese of incorporation in Telstra
Corporation Limited's Annyat Report 2004 on Form 20-F as required by the
United States Securities Exchange Act of 1834 and the rules and
regulations promuligated there under.

We have audited the accompanying consolidated bolance sheets of
Telstra Corporation Limited and its subsidiaries as 0 30 June 2004 and
2003, and the related consolidated statements of income,
sharehotders’ equity and cash flows for each of the three years in the
period ended 30 June 2004, all expressed in Australian dollars. These
financiol statemnents are the responsibility of the Company's
managernent. Qur responsibility is to express an opinion on these
finandal statements based oh 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 America). Those standards require
that we plan and petform the gudit 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 prindples used and
significant estimates made by management, aswell as evaluating the
overgll financlal statement presentation. We believe that our audits
pravide a teasonable basis for our opinion.

In our opinion, the financiat statements referred to above present
fairly, in all motetial respects, the consolidated financiat position of
Telstra Corporation Limited and its subsidiaties af 30 June 2004 and
2003 and the consolidated results of their operations and their
cashflows for each ofthe threeyearsin the period ended 30 June 2004,
inr conformity with Australian generally accepted accounting
principles.

Australion generally accepted accounting principles vary in certain
stgniticant respects from United States of America generally accepted
accounting principles. The application of the latter would have
affected the determination of consclidated net income expressed in
Australion dollars for each of the three years ended 30 June 2004, and
the determination of consolidated shareholders’ equity, also
expressed in Australian dollars, at 30 June 2004, 30 June 2003 and 3¢
June 2002, to the extent summarised in note 36 to the consolidated
financial statements,

. S«7W?

Ernst & Young

Date: 12 August 2004
Metbourne, Austratia
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At Telstra we have 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 performance, it is also about being a good corporate citizen, living our
Telstra Values in every decision we make, every day.

In October 2003, we released our first report on our performance in areas that fall into our definition of
corporate social responsibility (CSR). The report aimed to provide an overview of our impact, performance
and future commitments across four cateqgories - the community, environment, economy and industry. The
report was presented as a short booklet which can be found on our website, www.telstra.com.auf
communicationsfcsr. We intend to produce an online report for this year’s CSR performance and
commitments.

During fiscal 2004, CSR was allocated as a responsibitity to the Community Relations Group of Corporate
Relations, part of the Regulatory, Corporate and Human Relations business unit. However, all parts of the
business have accountability for their own (SR activities. We have begun working through how (SR may be
integrated long terminto our operations. We participatedin the first Australian (SR Index survey devised by
Business in the Community in the UK and conducted by S5t James Ethics Centre. Theresults of this review will
contribute to our future considerations and planning.

Key examples of our efforts in the areas of the community, environment, economy and industry during
fiscal 2004 include the following:

« The community - Telstra Friends, one of Australia’s largest corporate volunteer programs with more
than 4,000 volunteers, donated over 19,000 hours at more than 300 community events and raised in
excess of $185,000 for charities. New sponsorships included the onTrac@PeterMac program for
adolescent and young adult cancer care and a specialist Burns Unit of the Royal Perth Hospital. Now
inits third year, the Telstra Foundation® continues to support Australian children and young people
through its program of grants. During the Tamworth floods in January, we assisted the community
with interim services, prompt service restoration and the support of volunteers manning the
emergency support hotline.

« Environment - Two key initiatives resulted in resource minimisation and waste re-use in Telstra
during the year. These were a national Green Office Program aimed at reducing the environmentat
impacts of office activities and the establishment (with a number of partners) of a system to coltect
and treat water from our pits for re-use in council parks and sports fields, recycling an increasingly
precious resource,

« Economy-We are a major taxpayer. We also pay dividends to shareholders, reinvest profits into our
network and develop new opportunities for our business which often result in a benefit to the overall
industry. Managing our costs, including their impact on our workforce levels, remains one of the
most challenging issues facing Telstra as we continue to strive for excellent and cost-competitive
service to customers.

« Industry - We play a tead role with the Austratian Mobile Telecommunications Association (AMTA).
Working with AMTA and the Mobile Carriers Forum, we developed an education video aimed at
raising public awareness of electromagnetic energy from mobites. We collaborated with AMTA and
other mobile phone carriers to implement the IMEI {serial number) blocking process across all mobile
phone carriers, making a lost or stolen mobile phone virtually vseless. We also continued our ‘Drive
Safe’ campaign highlighting the dangers of SMS while driving.
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We believe that all workplace disease and injury is preventable and we are committed to providing a safe
workplace that is free from injury and disease. Telstra Care, our health and safety management system,
focuses on teadership in safety, together with measurable accountabilities, through all levels of
management. Each year we undertake an extensive schedule of occupationat health and safety audits with
the aim of continually improving safety at work.

As aresult of the Telstra Group’s activities, during fiscal 2004:
+ Lost-Time Incidents (LTis) reduced by 26% to 265;

« Lost-Time Incident Frequency Rate (measured by the number of LTIs per million hours worked)
reduced from 5.4 10 4.4, with many of our business units achieving single digit or lower frequency
rates; and

« the number of open worker’s compensation claims decreased by 18% to 2491.

In spite of this continued improvement, injuries unfortunately still occur. Infiscal 2004, one of our
employees died in a motor accident while travelling to a customer and of the 265 LTIs, 9 employees were
incapacitated for more than a month and 55 employees required emergency medical treatment or
treatment in a hospitat due to work retated incidents.

In linewith our emphasis onreporting and investigating allincidents that have caused or have the potential
to cause damage, 167 dangerous occurrences were reported. These are work-related incidents that could
have caused death, serious injury or incapacity to a person, but did not.

Under our Telstra Care health and safety management system, in the past year we have:

« completed more than 70 external occupational health and safety audits across office andfield based
areas throughout Australia, taking the total to over 570 since the audit program commenced in
December 1997,

« extended the field-based audits in order to comprehensively cover our vast rural areas;
« continued our safety behaviour program with:

+ the development of an “Inspiration” series of videos;

+ focus groups examining safety culture; and

»  24{7 dinners for staff and their partners to raise the awareness of safety 24 hours a day, 7 daus a
week;

« commenced an employee wellbeing program by releasing an on-line community services directory
to assist our staff in managing lifestyte factors that affect their health and weltbeing;

« provided forums examining health and work organisation issves for call centre managers; and

« introduced procedures to initiate return to work activities after only 2 days of incapacity following
injury.
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We aim to achieve a sustainable method of operating that integrates environmental, social and economic
considerations. This focus resulted in Telstra being rated the top environmental performer and second
overalt performer in the Corp Rate Project, released in Aprit 2004. The Corp Rate Project was arating analysis
of the corporate responsibility performance of the ASX top 50 companies during fiscal 2003 and was the
result of a collaboration between the Australian Consumers’ Association, Australian Conservation
Foundation and Oxfam Community Aid Abroad.

We are dedicated to setting the standard for environmental performance in our industry by pursuing world’s
best practice in environmental management. As an organisation, we are open and responsive to the
environmental concerns of both the community and Government and have recently assisted Environment
Australia on the formutation of the National Environmental Protection Measures. We reqularly monitor,
audit and publicly report on our environmental progress. Key environmental reports produced in fiscal 2004
include:

+ The Public Environment Report;

« The National Packaging Covenant Annuat Report;

+ The Greenhouse Challenge Progress Report; and

« The National Environmental Protection Measures Report.

We aim to improve the environmental performance of our staff, contractors and customers by minimising
reliance on transport through the use of online, audio and visual communications and by replacing paper-
based and resource-intensive ways of transferring information. We also work constructively with
stakeholders in improving the management of environmental issues emanating from our infrastructure
work. In this regard, we have collaborated with the Tasmanian Department of Primary Industries, Water
and Environment to rectify damage caused by contractors when locating a power supply to a mobite
telecommunications tower on Flinders Island and damage 1o a grass species when trenching was carried
out.

Further initiatives in fiscal 2004 include the following:

«  Werolled-out a national Green Office Program with the aim of reducing the environmental impacts
of office activities and to deliver major savings through:

« more efficient energy use;
« reduced use of paper and stationery items; and
+ increased recucling rates;

«  Weworked in conjunction with the City of Port Phillip in Melbourne, Barry Bros. Speciatised Services
(waste management), CitiPower (electricity) and South East Water {(water retailer) to pilot and
establish asystem that collects water in our street pits and treats this water for re-use in council parks
and sports fields;

« Through our participation in the eTree program, of which we are a foundation member, 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 20604, we donated over
A$125,000 to Landcare Australia through this initiative;

«  Wewere afinalist in the Greenhouse Challenge Awards;
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« InJune 2003, we joined our employees with salary sacrifice vehicles in Greenfleet. Greenfleet is a not-
for-profit environmental organisation that speciatises in reducing the environmental impacts of
greenhouse gas emissions from vehicles through tree-planting programs. Nearly 16,000 ‘Telstra
trees’ were planted in May 2004 at Point Sturt in South Australia as part of the Murray Darling Rescue
Frogram; and

«  We continued:

« Our Green Purchasing and Vendor Award programs that encourage our suppliers and contractors
to achieve sound environmental performance;

« More than a decade of sponsorship of the Banksia Awards, the premier environmental awards in
Australia that recognise members of the community for their positive contribution to the
environment; and

« Ourrecycling of thousands of kilograms of mobile phones from Telstra shops and directories
through the Book Muncher® initiatives undertaken through Sensis.

More information on Telstra’s environmental management system, policy and performance is available at
www . lelstra.com.aufenvironment.
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Freedom of Information Act 1982 (Cwth)

This statement is made in accordance with section 8 of the Freedom of Information Act 1982 (Cwth) {FOI Act).
The FO! Act gives aright of access, subject to exemptions and exceptions, to documents of the Telstra Entity.
We are exempt from the operation of the FOI Act in relation to documents in respect of our commercial
activities.

Functions

The particutars and functions of the Telstra Entity are set out in detail in this annual report. From time to
time, the Telstra Entity may make decisions regarding the supply of telecommunications services and
matters incidental, ancillary or complementary to the supply of telecommunications services that may
affect members of the public.

Organisation
An outline of our organisation is given under “Information on the Company - Crganisational structure”.
Consuitative arrangements

Consultative arrangements exist between us, a number of groups with specific interests, as welt as a wide
range of groups including:

« the Telstra Consumer Consultative Council (residential, Single Office and Home Office customers);

« our Disability Forum and Disability Equipment Program Customer Advisory Group {customers with a
disability); and

+ the Low Income Measures Assessment Committee (low income Australians).
We also liaise with:

+ the National Farmers Federation (rural and regional customers); and

+ the Australian Telecommunications Users Group (business and generat).
Categories of documents

We produce andjor retain numerous documents, including documents that are avaitable to the public free
of charge. Documents available to the public free of charge include our Customer Service Charter, our
Standard Form of Agreement with customers, product and service brochures and our annual report. These
and certain other categories of documents are available from our website, www . telstra.com.

The categories of documents that we produce andjor retain relate to the provision of tetephone lines and
customer premises equipment to homes and businesses, the provision of local, long distance and
international telephone calls, the provision of payphones and provision of mobite, data, Internet and online
services. There are also documents relating to wholesale services provided to other carriers and carriage
service providers.
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Freedom of information requests

Initial enquiries concerning requests for access to documents or amendment of personal records under the
FOI Act may be directed to:

Telstra’s Information Access Unit
Locked Bag 5691
Melbourne Vic 3001

or:

information Access Unit
Telstra Corporation Limited
level 38

242 Exhibition Street
Melbourne Vic 3000

Telephone enquiries should be directed to the Information Access Manager on {03) 9632 3376.
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1xRTT (One Times Radio Transmission Technology): a3G development of COMA technologuy for high speed
packet switched data

2.5G: technology designed to expand the bandwidth and data handling capacity of existing mobile
tetephony systems such as GSM vsing GPRS

3G: third generation technology designed to further expand the bandwidth and functionality of existing
mobile telephony sustems beyond 2.5G

ACA: Australian Communications Authority
ACCC: Australian Competition and Consumer Commission

Access line: afixed or wireless local access connection between a customer’s premises and a carrier’s local
switch

ACIF: Australian Communications Industry Forum
ACT: Australian Capital Territory

ABPR: American depositary receipt

ADS: American depositary share

ADSL (Asymmetric Digital Subscriber Line): a technology for transmitting digital information at a high
bandwidth on existing copper phone lines

AGAAP: generally accepted accounting principles in Austratia

ARPANSA (Australian Radiation Protection and Nuclear Safety Agency): a Commonwealth Government
agency responsible for protecting the health and safety of people and the environment from the harmfut
effects of radiation

ARPU: averagerevenue per user
ASX: Austratian Stock Exchange Limited

ATM (Asynchronous Transfer Mode): a high bandwidth, low delay technology for transmitting voice, data
and video signals

Bandwidth: the capacity of a communication link
Broadband network: a network providing high speed services delivered at greater than 200 kbps

Carriage service provider: a person that supplies a telecommunications service to the public using Carrier
network infrastructure

Carrier: alicensed owner of certain specified transmission infrastructure that is used to supply
telecommunications carriage services to the public; any person holding a carrier licence

CDMA (Code Division Muitipie Access): a mobile telephone system based on digital transmission

Churn (where expressed as a rate): the rate at which subscribers to a service disconnect from the service.
Churn is usually expressed as total disconnects for a period divided by the average number of customers for
that period

Churn {where expressed as an activity): the transfer of a customer’s telecommunications service from one
supplier to another. Inthe case of a transfer involving a resale arrangement, no disconnection occursand a
churn relates to a change in the legal entity responsible for a telecommunications service or account
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Communications Minister: the Commonwealth Minister for Communications, Information Technology and
the Arts

Commonwealth: Commonwealth of Austratia

Corporations Act and Australian Corporations Act: Corporations Act 2001 (Cwth)

CPE: customer premises equipment

C5G: customer service guarantee

C5L: Hong Kong (SL Limited

DCITA: the Commonwealth Department for Communications, Information Technology and the Arts
PPSO: digital data service obligation

Declared Services: a particular telecommunications service or other service that facilitates the supply of
telecommunications services that is subject to the requltated access regime. The ACCChas the responsibility
for determining declared services, based on public inquiries

e-commerce: e-commerce includes buying and selling electronically over a network
EFTPOS: electronic funds transfer at point of sale
EME: electromagnetic energy

Framerelay: apacket switching technology for voice, data and video signals which uses packets of varying
tength, or frames. Frame relay can be used with any data protocol

Government: the Government of the Commonweatih of Australia

GPRS (General Packet Radio Service): a service that will allow compatible mobile phones and mobile data
devices to access Internet and other data networks on a packet basis. The devices can remain connected to
the Internet and send or receive data information and e-mait at any time

G5M (Global System for Mobile Communications): a mobile telephone system based on digital
transmission

HFC (hybrid-fibre coaxial): ashared broadband access architecture using optical fibre between exchanges
and hubs in suburban streets, and coaxial cables between the hubs and customers to carry FOXTEL
subscription television and BigPond cable services

IN (intelligent network): a telecommunications network architecture employing computers to customise
tetecommunications services for unique user needs

INP: inbound number portability
IP: Internet protocol
IP-VPN: Internet protocol virtual private network

ISDN (Integrated Services Digital Network): a digital service providing switched integrated access to voice,
data and video

ISP (Internet Service Provider): an Internet service provider provides the link between an end user and the
Internet by means of a dial-up or broadband service. An ISP is also likely to provide help desk, web hosting
and e-mail services to the end user. AniSP may connect to the Internet via their own backbone or viaservices
acquired from an Internet access provider
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LAN (local area network): ashort distance data communications network used to link computers and other
equipment

MNP: mobile number portability

Number portability: the ability of end users to keep their telephone number when they change their service
from one telecommunications network to another

PABX (Private Automated Branch Exchange): telephone equipment on a customer’s premises seen as
terminal equipment on the public network

Preselection: the ability of a customer to choose a service provider to provide a basket of services including
nationat and international tong distance and fixed to mobile services. Preselection is on a “permanent”
basis when the customer selects a provider for all such calls pltaced without an override code

PSTN {Public Switched Telephone Network}: our national fixed network delivering basic and enhanced
tetephony services

REACH: Reach Ltd, a 50:50 joint venture with PCCW Limited
REN (routed data network): a national core infrastructure platform for Telstra IP networks
Reseller: non-carrier providers of telecommunications services

SDN (switched data network): anational core network, with international extension, for delivery of Frame
Relay and ATM business data products and undertying transport for a range of data, voice and IP products

510: services inoperation

SME: small and medium enterprises

SMS: short messaging service

TCW: Telstra Country Wide

Telecommunications Act: Telecommunications Act 1997 {Cwth)
Telstra or Telstra Group: Telstra Corporation Limited and its controlled entities as a whole
Telstra: aregistered trademark of the Telstra Entity

Telstra Act: Telstra Corporation Act 1991 (Cwthy)

Telstra Entity: Telstra Corporation Limited

TIO: Tetecommunications Industry Ombudsman

TPA: Trade Practices Act 1974 (Cwth)

TSLRIC: total service long run incremental cost

ULL (Unconditioned Local Loop): one or more twisted copper pairs between the exchange and the network
boundary at a customer’s premises

US: United States of America
USGAAP: generally accepted accounting principles in the US
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USO (Universal Service Obligation): obligation imposed on carriers to ensure that standard
telecommunications services are reasonably available to all persons in the universal service area

WAN: wide area network
WAP: wireless application protocot

WDM (wave division multiplexing): a technique used in optical fibre transmission for using different
wavelengths of light (on the same fibre) to send data, increasing network capacity without the need for
taying new cable

WHO: World Health Crganisation

Wireless Local Loop: arange of radio technologies used to provide fixed access to customers in lieu of
copper

xDSL: term used to describe various forms of digital subscriber line technologies that can provide very high
speed service using existing copper lines

™: Trade Mark of Telstra Corporation Limited ABN 33 051 775 556

®: Registered Trade Mark of Telstra Corporation Limited ABN 33 051 775 556

A; Iridium is a registered Trade Mark of Iridium Satellite LLC

"1 RiskMetrics is a registered Trade Mark of Benfield Greig Austratia Pty Ltd

*: CHESS is a registered Trade Mark of McDonnell Information Systems Group Plc
#: Trading Post is a registered Trade Mark of Research Resources Pty Ltd

: Just Listed is a Trade Mark of Trading Post Austratia Pty Ltd

(b: Autotrader is a Trade Mark of WA Auto Trader Pty Ltd

2: Zestfor Lifeis a Trade Mark of The Metbourne Trading Post Pty Ltd

p: Invizage is aregistered Trade Mark of Invizage Pty Ltd

[t

: Optus is aregistered Trade Mark of SingTel Cptus Pty Limited

: Blackberry is a registered Trade Mark of Research in Motion
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st % B

Y por Financiol Surmmary

e

2004 2003 2002 2001 2000
ASm A$m Asm Asm Asm

Sales revenue 20,737 20,485 20,196 18,679 19,343
Total revenue {inciuding interest) 21,335 21,760 20,928 23,086 20,567
EBITDA™Y . . . 10,175 9,170 9,483 5,834 8,563
Profit before income taxexpense . . . . ... ... ... ... 5,848 4,928 5,446 6,297 5,349
Net profit after minorities. . . . . . ... .. ... ... 4,118 3,429 3,661 4,058 3,677
Dividerds declared forthe fiscatyear . . .. ... ... ... 3,284 3,474 2,830 2,445 2,316
Dividerds declared per share {cents pershare} . . . . . . .. 26.0 2.0 22.0 18.0 18.0
Totalassets. . . . .. . ... 34,993 35,599 38,219 38,003 30,578
Grossdebt . . .. ... ... ... 11,854 12,272 13,726 13,960 9,821
Netdebt. . .. .. ... . . . . . 11,167 16,872 12,268 12,505 8,877
Shareholders equity . . . .. ... ... ... oL L. 15,361 15,422 14,106 13,722 11,602
Capital expenditure and investements

(including capitalised interest). . . . .. .. .. ... ... {3,757) {3,437} {3,777} {7,712} {5,428)
Freecashflow . . ... .. .. ... . ... .. ... ..., 4,163 4,565 3,840 229 1,651
Financiol ratios

Retusrnenaverageassets . . ... ... ... ... 19.4% 16.3% 17.5% 21.6% 21.1%
Returnenaverageequity. . . ... ... ... ... .. ... 26.8% 23.2% 26.8% 32.7% 35.7%
ERIT interest cover (times)™™ . . . ... ... ... ... ... 8.3 6.4 7.0 9.0 8.5
EBITDA interest cover (times)™ . . . .. ... ... ... .. 12.9 10.2 10.7 12.7 12.4
Gross debt to capitalisation(z) ................. 43.6% 44.3% 48.3% 56.5% 45.8%
Net debt to capitalisation™ .. ... ... ... ... .. ... 42.1% 41.6% 46.5% 47.7% 43.3%
Netdebtto EBITDA™Y .. ... ... .. .. ... ....... 1.1 1.2 13 13 1.0

& Earnings before interest, Income tox expense, depreciation and amortisation (EBITDA) reflects our net profit prior to including the effect of interest
revenue, borrowing costs, income taxes, depreciation and amortisation. Similarly, earnings before interest and income tox expense (EBIT) reflects
our net profit prior to including the effects of interest revenue, borrowing costs and Income taxes. EBITDA and EBIT are not USGAAP measures of
income or cash flow from operations and should not be considered as on alternative to net income as an Indication of our financial performance or
as an afternative to cash flow from operating activities as a measure of our liquidity. EBITDA and EBIT are useful to investors because analysts and

other members of the investment community largely view them as key and widely recognised measures of operating performance.

(3

2 pasedon gross debt (totat current and non-current borrowings) as a percentage of gross debt plus shareholders’ equity.
Based on net debt {gross debt less tiquid interest-bearing ussets) us a percentage of net debt plus shareholders’equity.









