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INSTITUTIONAL OFFERING MEMORANDUM

Telstra Corporation Limited
(A.B.N. 33 051 775 556)
ordinary shares
in the form of instalment receipts

delstra

The Commonwealth of Australia (the “Commonwealth”) is offering 2,150,000,000 shares of Telstra Corporation Limited (“Telstra”) in a global offering (the
“Global Offering”). This Institutional Offering Memorandum relates to an offering of shares to qualified institutional buyers in the United States in reliance on the
exemption from registration under the US Securities Act of 1933, as amended (the “Securities Act”) afforded by Rule 144A (“Rule 144A”) thereunder (the “US
Offering”), and to institutional investors in the rest of the world (excluding Australia, New Zealand and Japan) in reliance on Regulation S under the Securities Act
(“Regulation S”) (the “ROW Offering” and, together with the US Offering, the “International Offering”). The ROW Offering also includes an offer to investors in
Japan via a “public offering without listing”, or “POWL”, under a Japanese Prospectus. The Global Offering includes an offering by the Commonwealth of

shares by way of a general public offering to retail and institutional investors in Australia and New Zealand (the “Australian Offering”). The retail
component of the Australian Offering is referred to as the “Retail Offering”, the institutional component of the Australian Offering is referred to as the “Australian
Institutional Offering” and the International Offering and the Australian Institutional Offering are referred to collectively as the “Institutional Offering”.

Purchasers of the shares must pay for them in two instalments. Payment of the shares will be in Australian dollars. The first instalment is due on or before
closing of the Global Offering and the final instalment is due on or before 29 May 2008 (Sydney time). Purchasers may prepay the final instalment before its due
date. After payment of the first instalment, purchasers will receive instalment receipts. After payment of the final instalment, purchasers will receive shares.

Telstra is admitted to the official list of the Australian Stock Exchange (“ASX”) and the ordinary shares of Telstra are quoted on the ASX and the New Zealand
Stock Exchange (“NZSX”). On 6 October 2006, the closing sale price of the shares on the ASX was A$3.83 per share. The trading symbol for shares quoted on the
ASX and the NZSX is “TLS”. Application will be made for the instalment receipts and shares to be approved for official quotation on the ASX. Application has
been made for the instalment receipts and shares to be approved for official quotation on the NZSX.

The offer size may be increased to the extent and in the circumstances described in this Institutional Offering Memorandum. In addition, the Commonwealth
has granted an option to the Joint Global Coordinators to purchase up to an additional shares, representing up to 15% of the ultimate offer size, to cover
over-allotments, if any (the “Over-allotment Option”). The Over-allotment Option is exercisable within 30 days from the commencement of trading of the
instalment receipts on the ASX.

Read the risk factors beginning on page 18 of this Institutional Offering Memorandum to learn about certain factors
you should consider before buying shares.

First instalment: A$2.10 per share
Final instalment: A$  per share
Final price: A$  per share

Neither the instalment receipts nor the shares have been or will be registered under the Securities Act, or with any securities regulatory authority of any state or
other jurisdiction of the United States. The instalment receipts and shares may only be offered and sold (1) within the United States to persons reasonably believed to
be qualified institutional buyers in reliance on the exemption from registration under the Securities Act afforded by Rule 144A and (2) outside the United States in
offshore transactions to non-US persons (as such terms are defined in Regulation S) in reliance on Regulation S. Investors in the United States are hereby notified
that the sellers of the instalment receipts and shares may be relying on the exemption from the provisions of Section 5 of the Securities Act afforded by Rule 144A.
For further details about eligible offerees, deemed representations and transfer and resale restrictions, please refer to the sections of this Institutional Offering
Memorandum titled “Important Notices”, “Notice to Investors” and “Plan of Distribution”.

It is expected that delivery of the instalment receipts will be made in Australia in book entry form on or about 24 November 2006 against payment of the first
instalment.

Joint Global Coordinators
ABN AMRO Rothschild Goldman Sachs JBWere UBS Investment Bank
Co-lead Managers
Citigroup Credit Suisse Daiwa Securities SMBC JPMorgan

Lehman Brothers Morgan Stanley
Co-Manager

RBC Capital Markets

The date of this Institutional Offering Memorandum is 2006.
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IMPORTANT NOTICES

This Institutional Offering Memorandum is confidential and is being furnished to prospective investors by the
Commonwealth in connection with an offering exempt from registration under the Securities Act solely for the
purpose of enabling a prospective investor to consider the purchase of instalment receipts or shares as described
herein. The information contained in this Institutional Offering Memorandum has been provided by Telstra and
other sources identified herein. No representation or warranty, express or implied, is made by the Commonwealth,
the Joint Global Coordinators, the Co-Lead Managers, the Co-Manager or any adviser named herein or any of their
respective affiliates or representatives as to the accuracy or completeness of such information. Nothing contained in
this Institutional Offering Memorandum is, or shall be relied upon as, a promise or representation by the Joint
Global Coordinators, the Co-Lead Managers, the Co-Manager or any such advisers, affiliates or representatives.
Any reproduction of this Institutional Offering Memorandum, in whole or in part, and any disclosure of its contents
or use of any information herein for any purpose other than considering an investment in the instalment receipts or
shares is prohibited. By accepting delivery of this Institutional Offering Memorandum, each offeree of the
instalment receipts or shares agrees to the foregoing.

Notwithstanding anything in this Institutional Offering Memorandum to the contrary, each prospective
investor (and each employee, representative or other agent of the prospective investor) may disclose to any and
all persons, without limitation of any kind, the United States federal and state income tax treatment and tax structure
of the offering and all materials of any kind (including opinions or other tax analyses) that are provided to the
prospective investor relating to such United States federal and state income tax treatment and tax structure, other
than any information for which nondisclosure is reasonably necessary in order to comply with applicable securities
laws. For this purpose, “tax structure” is any fact that may be relevant to understanding the United States federal or
state income tax treatment of the offering.

In making an investment decision, you must rely on your own examination of Telstra, the instalment receipts
and shares and the terms of the offering, including the merits and risks involved. The contents of this Institutional
Offering Memorandum are not to be construed as legal, business or tax advice. Each prospective investor should
consult its attorney, business adviser and tax adviser as to legal, business or tax advice. The instalment receipts and
the shares offered hereby have not been approved by any United States federal or state securities commission or
regulatory authority. Furthermore, the foregoing authorities have not confirmed the accuracy or determined the
adequacy of this Institutional Offering Memorandum. Any representation to the contrary is a criminal offence.

No dealer, salesperson or other individual has been authorised to give any information or to make any
representations other than those contained in this Institutional Offering Memorandum and, if given or made, such
information or representations must not be relied upon as having been authorised by Telstra, the Commonwealth,
the Joint Global Coordinators, the Co-Lead Managers, the Co-Manager or their respective affiliates. Neither the
delivery of this Institutional Offering Memorandum nor any sale made hereunder shall under any circumstance
create an implication that there has been no change in the affairs of Telstra since the date hereof.

The distribution of this Institutional Offering Memorandum and the offer or sale of the instalment receipts or
shares in certain jurisdictions may be restricted by law. Any person who receives this Institutional Offering
Memorandum is required to inform themselves about and to observe any such restrictions. This Institutional
Offering Memorandum does not constitute an offer of, or an invitation to purchase or subscribe for any of the
instalment receipts or shares in any jurisdiction in which such offer or invitation would be unlawful. See “Plan of
Distribution — Restrictions on Offers and Sales”.

In connection with the offering of the instalment receipts and the shares, the Joint Global Coordinators, or
agents thereof, may over-allot or effect transactions with a view to supporting the market price of the instalment
receipts at a level higher than that which might otherwise prevail for a limited period of time after the
commencement of conditional and deferred settlement of the instalment receipts on the ASX. However, there
may be no obligation on the Joint Global Coordinators or their respective agents to do this. Such stabilisation, if
commenced, may be discontinued at any time, and must be brought to an end after a limited period.

ii


%%TRANSMSG*** Transmitting Job: Y25393 PCN: 002000000 ***%%PCMSG|ii     |00010|Yes|No|10/07/2006 02:08|0|0|Page is valid, no graphics -- Color: D|


NOTICE TO NEW HAMPSHIRE RESIDENTS

NEITHER THE FACT THAT A REGISTRATION STATEMENT OR AN APPLICATION FOR A
LICENCE HAS BEEN FILED UNDER CHAPTER 421 B OF THE NEW HAMPSHIRE REVISED
STATUTES (ANNOTATED) (RSA 421 B) WITH THE STATE OF NEW HAMPSHIRE NOR THE FACT
THAT A SECURITY IS EFFECTIVELY REGISTERED OR A PERSON IS LICENCED IN THE STATE
OF NEW HAMPSHIRE CONSTITUTES A FINDING BY THE SECRETARY OF STATE OF NEW
HAMPSHIRE THAT ANY DOCUMENT FILED UNDER RSA 421 B IS TRUE, COMPLETE AND
NOT MISLEADING. NEITHER ANY SUCH FACT NOR THE FACT THAT AN EXEMPTION OR
EXCEPTION IS AVAILABLE FOR A SECURITY OR A TRANSACTION MEANS THAT THE SECRE-
TARY OF STATE HAS PASSED IN ANY WAY UPON THE MERITS OR QUALIFICATIONS OF, OR
RECOMMENDED OR GIVEN APPROVAL TO, ANY PERSON, SECURITY OR TRANSACTION. IT IS
UNLAWFUL TO MAKE, OR CAUSE TO BE MADE, TO ANY PROSPECTIVE PURCHASER, CUS-
TOMER OR CLIENT ANY REPRESENTATION INCONSISTENT WITH THE PROVISIONS OF THIS
PARAGRAPH.

Cautionary Statement Regarding Forward-Looking Statements

Some of the information contained in this Institutional Offering Memorandum constitutes forward-looking
statements that are subject to various risks and uncertainties. These statements can be identified by the use of
forward-looking terminology such as “may”, “will”, “expect”, “anticipate”, “estimate”, ‘“continue”, “plan”,
“intend”, “believe”, “objectives”, “outlook”, “guidance” or other similar words, including statements relating
to our outlook for fiscal 2007 and strategic management objectives set forth in “Operational and Financial Review
and Prospects”, including under the captions “Operational and Financial Review and Prospects — Strategic
Management Objectives” and “— Outlook”. Our actual results, performance or achievements could be significantly

different from the results or objectives expressed in, or implied by, those forward-looking statements.

Our fiscal 2007 outlook and strategic management objectives contained in this Institutional Offering Mem-
orandum are based on a large number of assumptions concerning future events, including without limitation the
successful implementation of our transformation strategy and no further adverse regulatory outcomes, as well as a
number of assumptions and estimates relating to factors affecting our business. As a result, these assumptions and
estimates are inherently uncertain and subject to a wide variety of risks, including significant regulatory, business,
economic and competitive risks, that could cause our actual results to differ materially from our fiscal 2007 outlook
and strategic management objectives. Investors should note that our Board established the strategic management
objectives in order to measure the performance of management, particularly in relation to the implementation of our
transformation strategy. See “Operating and Financial Review and Prospects — Strategic Management Objec-
tives”. It is important to note that our outlook for fiscal 2007 and strategic management objectives are not forecasts
or projections, and should not be regarded as such by investors. Investors should also note that any movement in an
assumption may offset or compound the effect of a change in any other assumption. Accordingly, there can be no
assurance that the fiscal 2007 outlook and strategic management objectives will be indicative of our future
performance or that actual results will not differ materially. We can not give any assurance that either our fiscal 2007
outlook or strategic management objectives will be achieved and their inclusion in this Institutional Offering
Memorandum should not be regarded as a representation by any person that they will be achieved.

Important factors that could cause our actual results to differ materially from our fiscal 2007 outlook and
strategic management objectives and other forward-looking statements in this Institutional Offering Memorandum
are set forth under the caption “Risk Factors” and elsewhere in this Institutional Offering Memorandum, including
under the captions “Operational and Financial Review and Prospects — Outlook™ and ““ — Strategic Management
Objectives”. Given these risks, uncertainties and other factors, you should not place an undue reliance on any
forward-looking statement.

Where to Find More Information

We file reports and other information with the Securities and Exchange Commission (the “SEC”). These
reports and other information about us can be read and copied at the SEC’s Public Reference Room at 100 F Street,

iii
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N.E., Washington D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further information on the public
reference rooms. In addition, these materials may also be inspected and copied at the offices of the New York Stock
Exchange (“NYSE”), Inc., 20 Broad Street, New York, New York 10005. Our filings are also available over the
Internet at the SEC’s website at www.sec.gov. We intend to deregister from the SEC reporting obligation and delist
our American Depositary Receipt (“ADRs”) from the NYSE as soon as feasible following adoption of new SEC
regulations on deregistration. Following the deregistration and delisting, we will cease to file periodic and current
reports to the SEC, including annual reports on Form 20-F, and instead will only be required to comply with
Australian reporting obligations. See “Risk Factors” for a further discussion.

Presentation of Financial Information

In July 2002, the Financial Reporting Council in Australia formally announced that Australian reporting
entities would be required to comply with Australian accounting standards equivalent to International Financial
Reporting Standards (“A-IFRS”) as adopted by the Australian Accounting Standards Board (“AASB”) and other
pronouncements set by the International Accounting Standards Board (“TASB”) for financial years commencing on
or after 1 January 2005.

Our audited consolidated financial statements for the year ended 30 June 2006 were prepared in accordance
with A-IFRS, and comparative information for the year ended 30 June 2005 has been restated in accordance with A-
IFRS, except for AASB 132: “Financial Instruments: Disclosure and Presentation” and AASB 139: “Financial
Instruments: Recognition and Measurement”, where comparative information was not required to be restated. In
addition, we have elected to early adopt AASB 7: “Financial Instruments: Disclosures”, which supersedes the
disclosure requirements of AASB 132. Certain financial information for the years ended 30 June 2004, 2003 and
2002 has been reconciled to US-GAAP and is derived from our audited consolidated financial data for those
periods, which is not included herein. A-IFRS differs in some material respects from US-GAAP. For a recon-
ciliation of the material differences between A-IFRS and US-GAAP as they relate to our audited consolidated
financial statements, see note 37 to our audited consolidated financial statements.

Information based on Australian generally accepted accounting principles in existence prior to the adoption of
A-IFRS is not comparable to information prepared in accordance with A-IFRS.

Enforceability of Civil Liabilities

We are an Australian public corporation having limited liability. Most of our directors and executive officers
and certain of the experts named herein are residents of Australia. All or a substantial portion of our assets and these
persons are located outside of the United States. As a result, it may be difficult for investors to effect service within
the United States upon us, our directors, executive officers or experts, or to enforce against us or any of these persons
in United States judgements predicated solely upon civil liability under United States federal or state securities
laws. In addition, it may be difficult for investors to enforce, in original actions brought in courts in jurisdictions
located outside the United States, liabilities predicated upon United States federal or state securities laws. We have
been advised by our Australian counsel, Mallesons Stephen Jaques, that there is doubt as to the enforceability in
Australia, in original actions or in actions for enforcement of judgements of United States courts, of civil liabilities
predicated upon the federal or state securities laws of the United States.

The Commonwealth of Australia is a sovereign entity and, therefore, may be entitled to sovereign immunity
from civil liability predicated under the United States federal or state securities laws and the laws of other
jurisdictions. It may be difficult for investors to effect service within the United States upon the Commonwealth of
Australia, or to obtain or realise upon judgements of courts in the United States or other jurisdictions against the
Commonwealth. The Australian Government has been advised by Freehills, its Australian legal counsel, that there
is doubt as to the enforceability in Australia, in original actions or in actions for the enforcement of judgements of
courts of the United States, of civil liabilities predicated solely upon federal or state securities laws of the United
States.

v
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Summary Overview

This summary highlights key aspects of the offering of our shares contained elsewhere in this Institutional
Offering Memorandum. This summary is not a substitute for the more detailed information contained in the rest of
this Institutional Offering Memorandum. For a more comprehensive description of the offering of our shares, you
should read the entire Institutional Offering Memorandum including “Risk Factors”. The terms “we”, “our”, “us”
and other like terms refer to Telstra Corporation Limited and its consolidated subsidiaries, unless the context
requires otherwise. The Commonwealth of Australia is referred to as the “Commonwealth” and the Government of

the Commonwealth of Australia is referred to as the “Australian Government” or the “Government”.

’

General

We are Australia’s leading telecommunications and information services company, offering a full range of
services in these markets. We also operate in certain overseas countries.

Our main activities include the provision of:

e basic access services to most homes and businesses in Australia;

* local and long distance telephone calls in Australia and international calls to and from Australia;
* mobile telecommunications services;

¢ broadband access and content;

» acomprehensive range of data and Internet services including through Telstra BigPond®, Australia’s leading
Internet service provider (“ISP”);

* management of business customers’ information technology and/or telecommunications services;
* wholesale services to other carriers, carriage service providers (“CSPs”) and ISPs;

e advertising, search and information services through Sensis; and

* cable distribution services for FOXTEL’s cable subscription television services.

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

We own 50% of FOXTEL, and our international businesses include interests in CSL New World Mobility
Group (“CSL”), Hong Kong’s leading mobile operator, TelstraClear Limited (“TelstraClear”), the second largest
full service carrier in New Zealand, and Reach Ltd (“REACH?”), a provider of global connectivity and international
voice and satellite services, as well as SouFun Holdings Limited, a leading real estate and home furnishings website
in China.

Corporate Objective

Our corporate objective is to create long-term shareholder value through providing integrated communication,
information and entertainment services and customer-focused solutions.
Vision and Mission

Our vision is to do for our customers what no one else has done. That is, create a world of 1-click, 1-touch, 1-
button, I-screen, 1-step solutions that are simple, easy and valued by individuals, businesses, enterprises and
governments.

Our mission is to know our customers and meet their needs better than anyone else. We aim to give customers a
personalised, seamless experience that makes it easy for them to do what they want, when they want it.
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Strategy

Following a comprehensive review of our operations during the first half of fiscal 2006, from customer-facing
to back-office operations, we announced a whole-of-company, five year transformation strategy in November 2005.
The key elements of this transformation strategy are:

* building a next-generation fixed network to support the growing demand for IP-based services and
simplifying IT systems;

e rolling out next-generation wireless services over our recently launched NEXT G™ national wireless
broadband network (“NEXT G™ wireless network™);

* implementing market-based management using extensive customer research and knowledge to differentiate
our product and service offerings tailored for particular customer segments;

e providing customers with an integrated user experience across all devices and platforms — fixed, wireless
and Internet;

e removing costs from operations, by reducing complexity, making business systems more efficient and
simplifying operations;

¢ expanding and enhancing our Sensis business through organic growth and targeted acquisitions of adver-
tising, search and information businesses; and

» undergoing cultural transformation, including large investments in training staff and reforming the way we
do business.

Our transformation strategy involves a complex and fundamental change to our business, operations, networks
and systems and we are undertaking the transformation on an accelerated schedule. A transformation of this size,
speed and complexity has not been attempted by any other telecommunications company around the world. The
initiatives associated with our transformation strategy involve significant capital expenditure and extensive
management attention and resources and entail substantial risks. Our ongoing investment in this transformation
has significantly reduced income and free cash flows. We believe we have to undertake these major changes at this
time and under our proposed schedule in order to maintain our competitiveness and improve our financial results in
an increasingly competitive, technologically challenging and highly regulated environment. The main initiatives of
our transformation strategy are described below.

Strengthening our fixed line telecommunication network and services

We intend that our next-generation fixed network will deliver new, better and faster services to our customers.
This next-generation fixed network will include an IP core network that will offer increased platform capacity
compared to our current network. We intend to provide users with more reliable and stable media and telephony
services and expand the number and range of services available to customers.

The development of our IP core network is well advanced. We are beginning to deploy advanced services to
upgrade business customers, including IP telephony and conferencing, IP-based call centres, reliable higher-speed
broadband, web-hosting and security services. We will offer new multimedia applications to residential customers
when higher speed services become available.

The new next-generation fixed network is expected to provide us with the ability to address increasing
customer demand and the growing market for Virtual Private Networks (“VPNs”) to connect organisations and
enterprises to the Internet. The new next-generation fixed network is expected to reduce overall unit costs, allow
proactive management of actual and predicted network demand and permit network upgrades to be implemented
simultaneously across the nation rather than sequentially over many months. We are also investing in technology
that greatly improves the speed of ADSL.
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Deploying NEXT G™ — our national wireless broadband network for Australians

In October 2006, we launched our new NEXT G™ wireless network to replace our existing CDMA network.
Our NEXT G™ wireless network customers will enjoy access to a greater range of content and services as well as
many enhanced features, such as improved video calling services and faster broadband access speeds, in addition to
better in-building coverage. We will continue to operate services over both our existing GSM and CDMA networks
until the national NEXT G™ wireless network provides the same or better coverage than the CDMA network, and in
any event at least until January 2008. From that time, once the software upgrades are complete and the new service
matches or betters the current range and performance of CDMA and any necessary Government agreements have
been gained, we will close our CDMA network. We expect that this initiative will reduce duplication of both capital
and operational expenditure.

Implementing market-based management

We are implementing a market-based management approach focused on our customers’ needs. We believe that
extensive customer research will allow us to differentiate ourselves from competitors by creating offers that are
more relevant to the lifestyles and needs of particular customer segments. Our ongoing customer research has
guided the restructure of our consumer and small business sales and marketing teams around seven consumer and
five small and mid-sized enterprise segments.

Creating integrated solutions for customers

We are seeking to provide individual and business customers with an integrated user experience across devices
and platforms — fixed, wireless and Internet. Our transformation strategy involves the integration of services
across mobiles, BigPond®, and Sensis and is designed to facilitate product differentiation tailored to customer
needs, increasing the value of our products and services for our customers.

Rationalising product and network platforms using a “one factory” approach

We are endeavouring to remove costs from our operations in part by reducing complexity, making business
systems more efficient and simplifying operations. We are removing or capping obsolete, duplicated and ageing
products and network platforms. Working with the customer is a crucial part of this program as the customers move
off legacy systems. Cutting complexity and the associated cost from our operations is a critical first step to deliver
customers a powerful and seamless user experience, integrating devices and platforms in a simpler way.

Expanding and enhancing Sensis’ online offerings

Sensis, our advertising, search and information services business, is building on its search and transaction
business and over time integrating its applications and services business with other products such as BigPond® and
Telstra Mobile. Sensis is seeking to achieve rapid user and advertiser growth by increasing online and wireless
usage with a wide range of new content, services and improvements across Sensis’ online network and through
targeted acquisitions.

Transforming our culture

We are also undergoing a cultural transformation, with large investments in training employees and improving
the way we do business.

We have recast leadership, talent management and performance incentives to deliver essential culture change.
Our technical field workforce is becoming more mobile and responsive to customer needs with new tools and
equipment to support its operational performance. We are investing an additional A$210 million over three years in
a new training program for technical, engineering and marketing staff in order to equip them with the right skills to
build, operate and maintain next-generation networks and better serve customers.

3
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Achieving regulatory reform

We remain committed to working towards a new regulatory environment that is pro-investment, pro-consumer,
pro-innovation and pro-competition. That is the kind of environment that we believe is good for our business, our
shareholders, our customers and the Australian telecommunications industry overall. We will continue to invest
considerable time and resources in a dialogue with policy-making and regulatory authorities seeking to achieve a
regulatory environment that safeguards shareholder investments in next-generation networks and services.
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The Global Offering

The Commonwealth is offering 2,150,000,000 shares in the Global Offering. The offer size may only be
increased to the extent and in the circumstances described in this section. In addition, if the Over-allotment Option
is exercised in full, the offer size will increase by an additional 322,500,000 shares.

Retail Offering ................... An offering of shares comprising:

e an offer to eligible Australian and New Zealand resident retail
shareholders in Telstra of an allocation benefit of 1 share for every
2 shares held; and

e a general public offer and a broker firm offer to Australian and New
Zealand resident retail investors.

Retail investors subscribing under the Retail Offering will be entitled
to (i) a discount of A$0.10 on the amount of the first instalment
payable by institutional investors and (ii) 1 bonus loyalty share for
every 25 instalment receipts purchased under the Australian compo-
nent of the Retail Offering and held until 15 May 2008, subject to
certain conditions. The final instalment price for Australian retail
investors who hold their instalment receipts until 15 May 2008 is
capped at the volume weighted average price of Telstra shares for the
three-day period ending 17 November 2006, less A$2.00.

Institutional Offering . . ............. An offering of shares consisting of an invitation to:

e institutional investors in Australia, New Zealand, the United States
and certain other overseas jurisdictions who are eligible Telstra
shareholders to bid for shares and be entitled to receive an initial
allocation benefit of 1 share for every 2 shares held, as further
described below;

¢ other institutional investors in Australia, New Zealand, the United
States and certain other overseas jurisdictions to bid for shares and
benefit from a minimum reserved allocation, as further described
below; and

e investors in Japan to subscribe for shares via a “public offer without
listing”, or POWL, and benefit from a minimum guaranteed allo-
cation, as further described below.

The Institutional Offering therefore comprises (i) the US Offering and
the ROW Offering, made pursuant to this Institutional Offering Mem-
orandum, (ii) the Australian Offering, made pursuant to the Australian
Prospectus or the New Zealand Investment Statement, as applicable
and (iii) the POWL, made pursuant to a Japanese Prospectus to be
lodged with the relevant Japanese regulatory authorities.

Selling shareholder ................ The Commonwealth currently owns approximately 51.8% of Telstra,
or 6,446,207,123 shares.

Future Fund ..................... Any shares not sold by the Commonwealth under the Global Offering
will be transferred to the Future Fund, a Commonwealth investment
fund set up to strengthen the Commonwealth’s long-term finances by
providing for its unfunded superannuation liabilities. The Future
Fund Board is a separate legal entity from the Commonwealth,
responsible for investment decisions and holds the Future Fund’s
investments.

The exact number of shares to be transferred to the Future Fund and
the date of transfer will be determined by the final size of the Global
Offering, whether or not the Over-allotment Option is exercised and
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Offer size .. .......

Initial allocation benefits . . ..........

Minimum reserved allocation. . .......

POWL minimum guarantee . .........

Ability to increase the

Over-allotment Option

offer size ......

other administrative mechanisms. The Commonwealth will initially
retain sufficient shares to meet the bonus loyalty obligations available
to certain retail investors in the Retail Offering. On the basis of an offer
size of 2,150,000,000 and no exercise of the Over-allotment Option,
the Future Fund will hold approximately 35% of Telstra shares upon
the completion of the Global Offering.

The shares transferred to the Future Fund will be subject to the lock-up
provisions described below.

The offer size is 2,150,000,000 shares, unless increased as described
below.

Institutions holding Telstra shares as of 6.00 pm Sydney time on
17 November 2006, that lodge a valid bid by that time, will be entitled
to an initial allocation benefit of 1 share for every 2 shares held in
Telstra as at the close of the bookbuild, or such lesser number of shares
for which the institution has lodged a valid bid. The initial allocation
benefit is subject to the bidder having made and not withdrawn a valid
bid at or above the final price.

A minimum of 15% of the offer size will be reserved for the following
investors participating in the Institutional Offering:

* Telstra shareholders that place bids for amounts in excess of their
initial allocation benefit;

¢ other institutional investors that are not Telstra shareholders at the
close of the Institutional Offering;

e investors subscribing under the POWL in excess of any POWL
minimum guarantee; and

* Australian and New Zealand retail investors who participate in
the Institutional Offering via broker-sponsored bids for amounts
in excess of their initial allocation benefit (if any).

Any allocation of these reserved shares is subject to the institutional
investor having made and not withdrawn a valid bid at or above the final
price. These reserved shares will be allocated by the Commonwealth in
accordance with the allocation criteria for the Institutional Offering.

Any reserved shares not allocated to these institutional investors will
be allocated to applicants under other parts of the Global Offering.

A minimum total number of shares may also be reserved for Japanese
investors subscribing under the POWL.

Other than as a result of the exercise of the Over-allotment Option
described below, the offer size may only be increased in the event the
number of shares required to satisfy allocations under the Retail
Offering, the initial allocation benefits and any POWL minimum
guarantee granted to institutional investors under the Institutional
Offering exceeds 2,150,000,000.

If the offer size is increased to satisfy these allocations, no more than
15% of the revised offer size will be allocated to the institutional
members who may benefit from the minimum reserved allocation.

The Commonwealth has granted the Joint Global Coordinators an
option exercisable within 30 days from the date of commencement of
conditional and deferred settlement trading of the instalment receipts
on the ASX, to cover over-allotments, if any, under the Institutional
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Final price. . . . ..

Institutional allocation policy ... ... ...

Instalment payment arrangements. . . . . .

Prepayment option

Offering. Assuming the Commonwealth does not increase the offer
size in the circumstances described above, a full exercise of the Over-
allotment Option would increase the offer size by an additional
322,500,000 shares.

A$ per share, which will be determined by the Common-
wealth in consultation with the Joint Global Coordinators and the
Commonwealth’s financial adviser at the end of a bookbuild process.
Payment for shares is to be made in Australian dollars. The first
instalment payment per share is A$2.10. The final instalment payment
per share, due on 29 May 2008, will be A$

The allocation of shares among institutional investors in the Global
Offering will be determined by the Commonwealth after consultation
with the Joint Global Coordinators and the Commonwealth’s financial
adviser. There is no assurance that any institutional investor will be
allocated any shares or the number of shares for which it has bid.

The first determinant will be the final price. Bids for shares that are
submitted at prices lower than the final price will receive no allocation
of shares. After disregarding bids at prices lower than the final price,
the institutional allocation policy will reflect a number of factors.
Following the provision of the initial allocation benefit described
above, the balance of the institution’s bid, if any, will be subject to
allocation on the basis of various allocation criteria, which include
investor quality, quality of bid, participation in marketing activities
and provision of feedback in connection therewith and any other
criteria as may be considered by the Commonwealth. In addition,
institutions believed to have engaged in adverse market behavior prior
to or during the Global Offering may be penalised.

Institutions (and retail investors bidding via broker-sponsored bids)
who are entitled to receive an initial allocation benefit and who bid for
shares at or above the final price will generally receive their initial
allocation benefit, although the Commonwealth reserves the right to
withhold the initial allocation benefit from persons it considers have
engaged in adverse market behaviour.

Payment for the shares is to be made in two instalments. It is important to
recognise that the partial payment characteristics of instalment receipts
may make percentage price movements in them, other things being equal,
greater than percentage price movements in fully paid shares.

Holders of instalment receipts (other than holders with a New Zealand
registered address) may prepay the final instalment for some (in
minimum parcels of 2,000 instalment receipts) or all of their registered
holding on or by 28 February 2007 and on or by the last day of every
month thereafter (each a prepayment date) until 31 March 2008 and
will receive a prepayment discount if they do so. Such prepayment
must be paid in Australian dollars. To prepay, institutional investors
will need to contact the instalment receipt and share registrar to obtain
notification of the amount payable and the applicable prepayment
discount described below. A prepayment notification must be
requested by the eighth business day of the month during which
prepayment is intended to be made. Payment must be submitted to
the instalment receipt and share registrar by 5:00 pm Sydney time on
the last business day of the relevant month.

7
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Prepayment discount . . .............

Instalment receipts. . . ..............

Lock-ups

The prepayment discount is calculated by discounting the final instal-
ment payable by institutional investors, for the period between the
relevant prepayment day (the last day of the month in which payment
is received) and 29 May 2008, using the yield to maturity of the
benchmark Government bond 8.75% Coupon, maturing 15 August
2008, applicable as at the end of the previous month.

Upon payment of the first instalment, purchasers of the shares will be
issued instalment receipts. Each instalment receipt will evidence
beneficial ownership in a particular share, subject to a security interest
in favor of the Commonwealth securing payment of the final instal-
ment for that share. Upon payment of the first instalment, the under-
lying shares will be transferred to the instalment receipt trustee,
Telstra Sale Company Limited (A.C.N. 121 986 187) under the trust
deed, dated on or about 8 October 2006, among the Commonwealth,
the trustee and the holders of instalment receipts. The trustee will be
the registered holder of the shares and will hold them in trust for the
benefit of the holders of instalment receipts until payment of the final
instalment, subject to a security interest in favour of the Common-
wealth securing payment of the final instalment.

The trust deed allows for the holder of the instalment receipt to
exercise the voting rights attached to the share underlying each
instalment receipt and to receive all dividends and other benefits paid
or given on that share.

Upon payment of the final instalment, the instalment receipts will be
cancelled and investors will become registered holders of the under-
lying shares.

Telstra has agreed that it will not offer to sell, sell, contract to sell,
pledge or otherwise dispose of, directly or indirectly, or file with the
SEC a registration statement under the Securities Act relating to, any
shares (or securities convertible into or exchangeable or exercisable
for any shares) or deposit any such securities in an American depos-
itary receipt facility, or publicly disclose the intention to make any
such offer, sale, pledge, disposition or deposit, except under the Global
Offering, for a period of 180 days after the date of the International
Purchase Agreement without the prior written consent of the Joint
Global Coordinators. This lock-up does not prohibit (and no consent
will be required for) any offer to sell, sale, contract to sell, pledge or
other disposition, directly or indirectly, by Telstra of any shares
pursuant to or in connection with any employee, executive, director
or agent share option or purchase plans, or any dividend reinvestment
plan.

On the day that shares are transferred to the Future Fund, the Minister
of Finance and Administration (the “Finance Minister”’) will direct the
Future Fund Board not to dispose of or agree to dispose of the Future
Fund’s Telstra shares for a period of two years from the date instalment
receipts are first listed on the ASX except (a) in order to satisfy
demand from eligible Telstra shareholders under a Telstra initiated
dividend reinvestment plan; (b) as part of any Telstra capital man-
agement initiative, such as a buy-back or capital reduction or (c) to a
single investor, provided that (i) the disposal involves at least 3% of
Telstra’s issued ordinary shares at the time of the disposal; (ii) the
disposal does not take place until at least six months after the date
instalment receipts are first listed on the ASX; (iii) the investor
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Use of proceeds. . .

Dividends . ... ...

United States taxation . .............

Tax exempt US holders . ............

Australian taxation

provides an acceptable undertaking for at least the balance of the
escrow period; (iv) the price per share is no less than the final price
payable by institutional investors; and (v) Telstra is advised prior to
such disposal. After the two year lock-up period, the Future
Fund Board will be required to sell down its Telstra shareholding
over the medium term as directed under its investment mandate. The
current Government intends that the lock-up direction will not be
varied or revoked. However, a future Government may take a different
approach.

The Commonwealth will receive all of the net proceeds of the Global
Offering. We will receive none of the proceeds.

Our Board has considered the level of future dividends. In the interests
of shareholders, it is the current intention of the Board to declare fully
franked ordinary dividends of A$0.28 per share for fiscal 2007. This
assumes the company continues to be successful in implementing its
transformation strategy and there are no further material adverse
regulatory outcomes during the course of fiscal 2007.

The Board is unable to give guidance on ordinary dividends for fiscal
2008 owing to the continuing uncertainty attached to regulatory
outcomes and impacts on our business as well as transformation
and market place risks. The final amount of dividends declared for
any year is a decision for the Board to make twice a year in its normal
cycle having regard to, among other factors, the company’s earnings
and cash flow as well as future regulatory impacts and all other factors
that affect the operation of the company.

If you are a US holder, as defined in “Taxation — United States
Taxation”, your obligation to pay the final instalment will be treated
for United States federal income tax purposes as a debt obligation (a
“purchase obligation”), which will bear original issue discount
(“OID”) to the extent that the amount of the final instalment exceeds
the difference between the fair market value of a share at the date of
the issuance of the instalment receipt and the amount of the first
instalment, all calculated in Australian dollars. In addition, whether
you are a cash-basis or accrual-basis taxpayer, you will be entitled to
deduct as interest expense, subject to various limitations discussed
below, the OID with respect to each purchase obligation you have
issued. See “Taxation — United States Taxation”.

If you are a US holder that is exempt from United States federal
income tax, such as an individual retirement account, Keogh plan or
pension or other employee benefits plan with tax exempt trusts, the
obligation to pay the final instalment constitutes “acquisition indebt-
edness” as defined in the US Internal Revenue Code of 1986, as
amended. Accordingly, dividends and gains, if any, on the sale of
shares may be taxable, in part, as unrelated business taxable income to
you. See “Taxation — United States Taxation”.

The application of Australian income tax to investors who are non-
residents of Australia for tax purposes (‘“tax non-residents”) on the
disposal of their investment depends on the individual circumstances
of the taxpayer as well as the provisions of any tax treaty between
Australia and the investor’s resident jurisdiction. The Australian
Government has announced proposed changes to the capital gains
tax provisions, which have not yet become law. In general, since the

9
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Australian stamp duty

holding of an instalment receipt constitutes an interest in an Australian
resident trust estate, under current capital gains tax provisions, a
capital gain on the disposal of instalment receipts by tax non-residents
will be subject to Australian income tax.

In general, under the current capital gains tax provisions a capital gain
on disposal of shares by tax non-residents should not be subject to
Australian income tax where the tax non-resident’s holding, together
with the holding of associates, over a prescribed period is less than
10% of issued shares in Telstra. Restrictions on the extent of foreign
ownership in Telstra should ensure that non-resident investors qualify
for exemption from Australian income tax on capital gains on disposal
of shares because the holding will be less than 10%.

Tax non-residents subject to such Australian income tax would also be
required to file an income tax return in Australia.

The applicable Australian double tax treaty may exempt a gain from
taxation, if the gain represents “business profits” and the tax non-
resident does not have a permanent establishment in Australia to
which those business profits are attributable. There is a question as to
whether or not a gain on instalment receipts will represent “business
profits”. Certain of Australia’s tax treaties specifically exclude capital
gains from “business profits”. Investors who wish to rely on a double
tax treaty for relief from liability to pay Australian tax are urged to
consult their tax advisers.

Under the proposed changes, a capital gain from an instalment receipt
or a share by a tax non-resident should be subject to Australian income
tax only in limited circumstances. This is, in general terms, where the
value of the relevant interest is wholly or principally attributable to
Australian real property. Investors should seek their own advice in
relation to the potential impact of the proposed changes to take into
account their own circumstances.

See “Taxation — Australian Taxation”.

The stamp duty laws of the Australian Capital Territory are relevant to
dealings in the instalment receipts or shares of Telstra. Under those
laws, the transfer of marketable securities or an interest in marketable
securities is a dutiable transaction and liable to duty at the rate of 0.6%
on the greater of (i) the consideration (if any); and (ii) the market value
of the marketable securities (or interest in them).

The transfer of shares from the Commonwealth to the trustee and from
the trustee to the holder of an instalment receipt on payment of the
final instalment are, however, exempt from duty under the Common-
wealth legislation relating to the privatisation of Telstra.

No duty is payable in respect of an agreement for sale or transfer of
shares which are quoted on the ASX, another stock exchange which is
a member of the World Federation of Exchanges or another stock
exchange which has been approved by the relevant Minister (a “Rel-
evant Stock Exchange”), or an interest in shares where the underlying
shares are quoted on a Relevant Stock Exchange (whether the interest
is quoted on such an exchange or not).

Therefore, stamp duty will not be payable by a subsequent acquirer of
the instalment receipts or shares if at the time of both any agreement

10
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Voting rights . . . . .

Foreign ownership restrictions . . . ... ..

Restricted securities

for sale and any transfer, the instalment receipts or shares that are the
subject of the transfer are quoted on a Relevant Stock Exchange.

If at the time of a transfer or agreement for transfer of the instalment
receipts or shares, Telstra shares have been suspended from quotation,
this exemption may not apply. The ACT Revenue Office is currently
considering whether to treat “marketable securities” as being quoted
when there is a suspension from quotation. If the exemption does not
apply, any duty payable would be payable by the subsequent acquirer
of the instalment receipts or shares.

Apart from the exemptions referred to above, other exemptions may
apply depending on the circumstances.

See “Taxation — Australian Taxation”.

Shareholders have one vote on a show of hands and one vote for each
share held by them on a poll. Under the trust deed, the trustee will
appoint the holders of the instalment receipts to exercise the voting
rights attached to the shares underlying the instalment receipts.

The Minister for Communications, Information Technology and the
Arts (the “Communications Minister””) has discretionary powers to
direct us in some circumstances regarding matters involving the public
interest. To date, the Communications Minister has not used this
power. Our Board must ensure that we comply with any direction
from the Communications Minister given under these powers.

The Telstra Corporation Act 1991 imposes limitations on the owner-
ship of shares by “foreign persons”. Foreign persons and their “asso-
ciates” may not in total have interests in more than 35% of our shares
not held by the Commonwealth, referred to as the aggregate limit, and
no single foreign person and its associates may have an interest in
more than 5% of our shares not held by the Commonwealth, referred
to as the individual limit. Telstra shares transferred to the Future Fund
following the completion of the Global Offering will not be considered
to be held by the Commonwealth for the purposes of these restrictions
on foreign ownership. If all of the shares currently held by the
Commonwealth are sold or transferred to the Future Fund, the effec-
tive aggregate limit will be 35% rather than the current 16.87%, and
the effective individual limit will be 5% rather than the current 2.41%.
In the event that either of the foregoing limitations is exceeded, a
person or persons who acquired instalment receipts or shares which
resulted in the limits being exceeded, or further increased the level of
interests held by foreign persons and their associates in excess of these
limitations, may be subject to fines. Under the trust deed and our
constitution, Telstra and the trustee will have the power to divest
instalment receipts or shares in which foreign persons or their asso-
ciates have interests in excess of the limitations described above in
accordance with rules to be approved and published from time to time
by Telstra and the trustee. Telstra or the Commonwealth may also
request judicial intervention for remedies which could include direct-
ing the disposal of instalment receipts or shares, restraining the
exercise of any rights attaching to instalment receipts or shares and
prohibiting or deferring the receipt of sums payable on instalment
receipts or shares.

The instalment receipts and shares sold in reliance on Rule 144A
under the Securities Act will constitute “restricted securities” within
the meaning of Rule 144(a)(3) under the Securities Act, and for so
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Listing . ...............

ASX symbols . ..........

NZSX symbols . .........

Settlement of first instalment

long as they remain “restricted securities”, such securities may not be
transferred except in compliance with certain transfer restrictions. See
“Notice to Investors”. Furthermore, such securities may not be depos-
ited into any unrestricted depositary receipt facility in respect of
Telstra’s ordinary shares, including but not limited to Telstra’s Amer-
ican Depositary Receipt facility for which the Bank of New York acts
as depositary, unless and until such time as such securities are no
longer “restricted securities” within the meaning of Rule 144(a)(3).

Application will be made for the instalment receipts and the under-
lying shares to be approved for official quotation on the ASX. Appli-
cation has been made for the instalment receipts and the underlying
shares to be approved for official quotation on the NZSX.

Neither the instalment receipts nor the shares will be listed, or eligible
for trading, on the NYSE, and neither may be deposited into any
unrestricted depository receipt facility in respect of Telstra’s ordinary
shares for such time as the instalment receipts and shares are
“restricted securities” within the meaning of Rule 144(a)(3) under
the Securities Act. See “Restricted Securities” above. As discussed
elsewhere in this Institutional Offering Memorandum, in the event that
the SEC adopts the proposed rules permitting foreign private issuers to
deregister and terminate their reporting obligations under the US
Securities Exchange Act of 1934 (the “Exchange Act”), and if we
are eligible to deregister under such rules as adopted, we intend to
deregister our ordinary shares and delist our ADRs from the NYSE at
such time. In such case, we would no longer continue to prepare and
file with the SEC annual reports on Form 20-F, or otherwise be subject
to reporting obligations under the Exchange Act. We will continue to
be subject to our continuous ASX disclosure obligations in Australia
under the Corporations Act, but investors should note that such
disclosure obligations differ in certain material respects from the
continuing reporting obligations for foreign private issuers under
the Exchange Act. See “Risk Factors”.

Shares TLS
Instalment receipts TLSCB
Shares TLS
Instalment receipts TLSCC

Payment of the first instalment and delivery of the instalment receipts
is expected to take place on or about 24 November 2006. Application
has been made for clearance of the instalment receipts through the
Clearing House Electronic Subregister System, or “CHESS”.

12
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Summary Consolidated Financial and Statistical Data

The following summary consolidated financial data comes from our audited consolidated financial statements.
The statistical data represent management’s best estimates. The following information should be read in con-
Junction with our audited consolidated financial statements and the other information contained in this Institutional
Offering Memorandum. Our audited consolidated financial statements for the year ended 30 June 2006 were
prepared in accordance with A-IFRS, and comparative information for the year ended 30 June 2005 has been
restated in accordance with A-IFRS, except for AASB 132: “Financial Instruments: Disclosure and Presentation”
and AASB 139: “Financial Instruments: Recognition and Measurement”, where comparative information was not
required to be restated. In addition, we have elected to early adopt AASB 7: “Financial Instruments: Disclosures”,
which supersedes the disclosure requirements of AASB 132. The financial information for the years ended 30 June
2004, 2003 and 2002 has been reconciled to US-GAAP and is derived from our audited consolidated financial data
for those periods, which is not included herein. A-IFRS differs in some material respects from US-GAAP. For a
reconciliation of the material differences between A-IFRS and US-GAAP as they relate to our audited consolidated

financial statements, see note 37 to our audited consolidated financial statements.

Financial data in accordance with A-IFRS for the two-year period ended 30 June 2006

Income Statement data
Total Income (excluding finance income)(2). . ...................

Expenses (excluding depreciation, amortisation and finance
COSES)(2)(B) o ot e

Depreciation and amortisation . . .. ......... ...
Net finance COStS. . . ...t
Profit before income tax eXpense. . . ...........uuuiinnee...
Profit for the year . . ... ... . . . . . .
Basic earnings per share(4) . ... ... .
Dividends paid(5) . . . . ..o
Dividends declared for the fiscal year . ........................
Dividends declared per share. ... ............ ... ... ..........
Total income comprises

Sales revenue . .. ... ...
Other revenue . . . . . ...ttt
Otherincome ... ........ .. i
Finance income. . . . ...

Balance Sheet data

Total @SSetS. . . . o
Current DOITOWINGS . . . .o v vt
Non-current borrowings. . . . ... ...ttt
Share capital. . ... ... ...
Equity/net assetS . . . ..o vttt

(1) Unless otherwise noted, all amounts have been translated at the noon buying rate on 30 June 2006 of A$1.00 =

US$0.7423.

Year Ended 30 June

2006

2006(1)

2005

A$

US$

A$

(In millions, except per

share amounts)

23,100 17,147 22,442
13,516 10,032 11,978
4,087 3,034 3,529
936 695 880
4,561 3386 6,055
3181 2362 4,309
0.26 0.19 0.35
4970 3,689 4,124
4224 3135 4970
0.34 0.25 0.40
22,750 16,888 22,161
22 16 20
328 243 261
66 49 83
23,166 17,196 22,525
36,175 26,853 35211
1,969 1462 1,507
11,409 8,469 10,941
5569 4,134 5,536
12,832 9,525 13,658
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(2) For a breakdown of operating revenue by product group and a breakdown of operating expenses by expense
category, see “Operating and Financial Review and Prospects”.

(3) Includes our share of net (profit)/loss from jointly controlled and associated entities.

(4) Calculated based on the weighted average number of issued ordinary shares that were outstanding during the
fiscal year. Refer to note 3 in our consolidated financial statements for further details. Basic earnings per share
for each year was materially consistent with diluted earnings per share. As at 30 June 2006, we had issued
ordinary shares of 12,443,074,357 (2005: 12,443,074,357). During fiscal 2005, we completed a share buy-back

of 185,284,669 ordinary shares.

(5) During fiscal 2006, we paid dividends of A$4,970 million, being the previous year’s final dividend of
A$1,739 million, a special dividend of A$746 million paid with the previous year’s final dividend, the fiscal
2006 interim dividend of A$1,739 million and a special dividend of A$746 million paid with the interim

dividend.

Financial data in accordance with US-GAAP for the five-year period ended 30 June 2006
Year Ended 30 June

2006 2006(1) 2005(4) 2004(4) 2003(4) 2002(4)
A$ US$ A$ A$ A$ A$
(In millions, except per share amounts)
Income Statement data
Operating revenue . . . . . . .vvv v e e iiian e e 22,779 16,909 22,167 20,737 20,495 20,196
Net income, before cumulative effect of change
in accounting principle .................. 2,718 2,019 4,204 1,265 3,847 3,922
Cumulative effect of change in accounting
principle(2) . ...... ... (245) (181) — 4 (309) —
Netincome. .............ouiuiiinnnnno... 2,473 1,838 4,204 1,269 3,538 3,922
Basic earnings per share, before cumulative effect
of change in accounting principle. .......... 0.22 0.16 0.34 0.10 0.29 0.31
Cumulative effect of change in accounting
principle(2) . .. ... .. 0.02) (0.01) — — (0.02) —
Basic earnings per share(3) ................. 0.20 0.15 0.34 0.10 0.27 0.31
Proforma net income(2). . .................. 2,718 2,019 4,184 1,228 3,569 3,936
Proforma basic earnings per share(2) . ......... 0.22 0.16 0.34 0.10 0.28 0.31
Balance Sheet data
Total assets . . ......... ... ... i 35,777 26,557 37,040 35,670 40,529 42,948
Current borrowings . . . ... ..o 1,984 1,473 1,524 3,246 1,323 1,866
Non current borrowings. . . ................. 11,734 8,710 11,641 9,095 11,580 12,372
Share capital . .. ............ .. 5,954 4,420 5,921 6,164 6,568 6,536
8,761 14,196 15,082 17,899 18,363

Equity/net assets . ... ... ... 11,803

(1) Unless otherwise noted, all amounts have been translated at the noon buying rate on 30 June 2006 of A$1.00 =

US$0.7423

(2) During fiscal 2006, we changed our accounting principles under US-GAAP in relation to mobile handset
subsidies and capitalisation of pension costs. Refer to note 37(b) in our financial statement for further details.
The proforma amounts for net income and basic earnings per share assume that these changes in accounting

principle were applied retroactively.

(3) Calculated based on the weighted average number of issued ordinary shares that were outstanding during the
fiscal year. Refer to note 3 in our consolidated financial statements for further details. Basic earnings per share
for each year was materially consistent with diluted earnings per share. As at 30 June 2006, we had issued
ordinary shares of 12,443,074,357. As at 30 June 2005, we had issued ordinary shares of 12,443,074,357 after
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completing a share buy-back of 185,284,669 ordinary shares. 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. As at
30 June 2003 and 30 June 2002, we had 12,866,600,200 issued ordinary shares.

(4) Certain US-GAAP amounts in 2005, 2004, 2003 and 2002 have been restated as a result of a number of
immaterial adjustments that were identified as part of our adoption of A-IFRS. Refer to note 37(a) in our
consolidated financial statements for further details.
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Statistical Data as at the end of the period (except for traffic data)

Billable Traffic Data (in millions)
Local calls (number of calls)

National long distance minutes(1)...........
Fixed to mobile minutes. . ................

International direct minutes

Mobile voice telephone minutes(2) . . ........
Inbound Calling Products — B Party minutes . . . .
Inbound Calling Products — A Party minutes . . . .
Number of short messaging service (SMS) sent. . .

Network and Operations Data (in millions)
Basic access lines in service(3)

Residential . . .. ......... ... .. ... .......

Business

Total retail customers. ...................
Domestic wholesale . . ...................

Total basic access lines in service. .. ... . ...

ISDN access (basic lines equivalents) (in

thousands)(4) .. ....... ... ... .. ... ... ..

Mobile Services in Operation (SIO) (in
thousands)(5)

Total Wholesale mobile SIOs (in thousands) . . .

Online subscribers (in thousands)

Narrowband subscribers . . ................

Broadband subscribers — Retail .. ..........
Broadband subscribers — Wholesale(6). . . . . ..

Total Broadband subscribers .. ...........
Total online subscribers . ... .............

Total FOXTEL subscribers (in thousands). . .

Employee Data

Domestic full-time staff(7) .. ..............

Full time staff and equivalents(8)

Total workforce(9) .. ....................

Year Ended 30 June

2006 2005 2004 2003 2002
.. 7432 8469 9397 97794 10269
.. 7215 7,743 8520 91161 9,170
.. 4491 4375 4226 3944 3,691
.. 534 580 651 740 781
.. 7311 6,746 6,145 6335 5780
2,922 2,773 2,708 2,655 3345
1,012 940 938 918 N/A
3019 2289 1,944 1413 N/A
.. 546 5.60 5.87 6.20 6.35
232 2.45 2.57 271 2.72
.. 178 8.05 8.44 8.91 9.07
.. 216 2.07 1.84 1.55 1.33
.. 994 1012 1028 1046  10.40
.. 1214 1208 1288 1213 1268
.. 317 —
.. 6468 6894 6653 5812 5346
.. 1,703 1333 951 757 596
.. 84838 8227 7604 6569 5942
119 83 61 N/A N/A
.. 1,027 1205 1,194 1,158 1,056
.. 1476 856 427 121 168
.. 1427 888 379 240 N/A
.. 2903 1,744 806 361 168
.. 3930 2949 2,000 1,519 1225
.. L1300 1,023 904 836 800
.. 37599 39,680 36,159 37,169 40,427
.. 44452 46227 41941 41941 44977
.. 49443 52,705 N/A N/A N/A

(1) Includes national long distance minutes from our public switched telephone network (“PSTN”) and indepen-
dently operated payphones. Excludes minutes related to calls from non-PSTN networks, such as ISDN and

virtual private networks.
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(2) Includes all calls made from mobile telephones including long distance and international calls, excludes data,
messagebank, international roaming and CSL New World.

(3) Excludes Incontact service (a free service with restrictive calling access) and advanced access services, such as
ISDN services.

(4) Expressed in equivalent number of clear voice channels. Comparatives have been restated to reflect updated
assessment of channels per SIO on ISDN 10/20/30. The previous assessment was based on a calculation of
channel configurations across sample services. The revised assessment is based on the entire customer base.

(5) Excludes CSL New World SIOs.

(6) Within Broadband, retail products include cable, satellite, BigPond Wireless, HyperConnect, ADSL and
Symmetrical HDSL, while wholesale products include DSL Layer 1, DSL Layer 2, DSL Layer 3, Spectrum
Sharing and vISP Broadband. Total Broadband subscribers exclude Broadband component of ULL and Mobile
Broadband which form part of intercarrier services and mobiles revenue respectively.

(7) Excludes offshore, casual and part time employees.

(8) Includes all domestic and offshore employees, including controlled entities.

(9) Includes all domestic and offshore employees, including controlled entities, as well as contractors and agency
staff.
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Risk Factors

The following describes some of the significant risks that could affect us. Additionally, some risks may be
unknown to us and other risks, currently believed to be immaterial, could turn out to be material. Some or all of
these could materially adversely affect our business, profits, outlook and management objectives, assets, liquidity
and capital resources. These risks should be considered in conjunction with any forward-looking statements in this
Institutional Offering Memorandum and the cautionary statement regarding forward-looking statements in this
Institutional Offering Memorandum.

We operate in a highly regulated environment that negatively affects our business and profitability. In par-
ticular, we believe that regulation limits our ability to pursue certain business opportunities and activities
affecting the returns we can generate on our assets. We are required to give our competitors access to cer-
tain services and infrastructure in which we have invested significant shareholder funds, even though the
competitors could have invested in developing their own capabilities but chose not to do so.

A further description of Australia’s telecommunications regulatory regime is contained in ‘“Relationship with
the Commonwealth — The Commonwealth as regulator” and “Regulation”.

Telstra believes that regulation is the most significant ongoing risk to the company. There can be no assurances
as to future policies, ministerial decisions or regulatory outcomes. These may be significantly adverse to our
shareholders.

We are focused on building competitive advantage. This may however be undermined by adverse policies,
decisions or regulatory outcomes.

We believe the current regulatory regime is value destroying. Regulatory reform is an issue with which
management is seriously engaged and although recent history does not give us any indication that regulatory risks
will be reduced, we are committed to seek regulatory reform on behalf of our shareholders.

We face substantial regulatory risks that we believe have, and will continue to have, substantial adverse effects
on our operations and financial performance. The key risks include:

e Access pricing: The ACCC can require us to provide certain services to our competitors using our networks,
at a price based on the ACCC'’s calculation of the efficient costs of providing these services if the parties fail
to agree a price. In many cases we believe that the ACCC proposes prices that are below our efficient cost of
supply. The ACCC is yet to issue its final ruling on the prices it will allow us to charge for various wholesale
services including unconditioned local loop service (“ULLS”) and spectrum sharing service (“SSS”). We
believe that these are extremely important matters for the financial performance of our business. The ACCC
has recently issued several interim determinations in ULLS arbitrations to which we are a party, reducing the
price from A$22 to A$17.70 per line per month in band 2 (metropolitan areas, where the greatest number of
ULLS services will be provided). We are effectively required by law to charge the same price for a basic line
rental service for all retail customers across Australia, but the ACCC will not follow the same principle for
wholesale customers, instead setting prices which differentiate between metropolitan and non-metropolitan
areas (de-averaged prices), well below our calculation of the efficient costs. This will enable our competitors
to target customers in higher density areas where access prices are low, leaving us to provide services to
some customers in high cost, low density areas at the same retail price as in metropolitan areas. The ACCC
may reduce access prices further which would adversely affect our revenues, earnings and shareholder
returns, including dividends. In addition, the ACCC recently issued two draft interim decisions in SSS
arbitrations significantly reducing the monthly charge to A$3.20. We believe such a price would lead to
accelerated growth in SSS enabling our competitors to provide broadband and VoIP services with greater
growth opportunities while we are restricted to supplying basic access services. In addition, we believe such
reduced access prices would be likely to lead to a reduction in our retail prices.

* Mandated access to Telstra networks: A key part of our transformation strategy involves deploying next-
generation networks, including our recently launched NEXT G™ wireless network. The ACCC may hold a
public inquiry at any time into whether compulsory competitor access to the network should be required. We
believe such compulsory competitor access would not be appropriate because of the wide availability of
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competing wireless networks. Were such access to be required this would deprive our shareholders of the
benefits of the wider coverage of our network and we believe this would materially adversely affect our
investment returns, earnings and shareholder returns, including dividends. This may undermine our
commercial incentives to continue to invest in the NEXT G™ wireless network, for example, to increase
data speeds.

* Conduct regulation: On 12 April 2006, the ACCC claimed that we engaged in anti-competitive conduct
when we raised our wholesale basic access prices to allow greater recovery of our estimated costs of
providing the service without a similar increase in retail prices, in breach of the Trade Practices Act. The
ACCC may take us to the Federal Court for this alleged breach. The maximum potential penalties that the
Federal Court could impose exceed A$470 million as at 30 September 2006 and are increasing at A$3 million
per day. Optus Networks Pty Ltd, a subsidiary of one of our principal competitors, has issued proceedings in
the Federal Court in the same matter seeking damages and an injunction. We will vigorously defend these
proceedings and any enforcement proceedings that may be brought by the ACCC, on the basis that we have
not acted anti-competitively and that we believe we should be allowed to move our prices closer to our costs.
The ACCC may in the future reach the view that other of our conduct is a breach of the Act. For example, a
refusal by us to supply services to our competitors for what we believe to be normal commercial reasons may
in the ACCC’s view, be a breach of the Act. We believe that, should the ACCC allege that we have engaged in
anti-competitive conduct, it will rely upon the potential for very large fines in an endeavour to have us
modify what we believe to be normal commercial behavior. We will defend our right to act in what we
believe to be a normal commercial manner.

» Wide ministerial and regulatory discretion: The Communications Minister has broad and largely discre-
tionary powers to impose and vary licence conditions and other obligations on us. For example, the
requirement to operate separate retail, wholesale and network business units (“operational separation”)
places a burden on us with many restrictions imposed on the way we run our business. Refer “Regulation —
Operational separation”. However, the real risk with operational separation lies in the power of the
Communications Minister to determine the way we conduct our business by directing us to vary our
operational separation plan, subject only to the aims and objects of the legislation which are very broad. In
addition, we are subject to retail price controls — for example, we are not allowed to charge for directory
assistance (even to customers of our competitors), but there is no such restriction on our competitors
charging for these services. Also, we are obliged to make certain uneconomic services available in rural and
remote areas, without receiving what in our opinion is a fair contribution to our costs from our competitors.
Further, the ACCC has broad discretionary powers and is in general not subject to ministerial oversight or
direction.

Because of these regulatory factors, there is a risk that we are, and could be, exposed to significant limitations,
uncommercial imposts, penalties and compensation payments in relation to our current and future activities and
assets. 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 as was the case with our fibre
to the node (FTTN) project, where we chose not to build this network because in our view the access price likely to
be set by the ACCC would not enable us to earn a competitive return for our shareholders. 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, and could benefit our competitors. This may in turn adversely affect our
financial performance.

For more detailed information regarding our regulatory environment and our obligations and potential
liabilities under Australian regulations, see ‘“Regulation”.

We may not succeed in implementing our transformation strategy. Even if successfully implemented, our
transformation strategy may not achieve the expected benefits, or may not be achieved within the
intended timeframe.

We have invested substantial capital and other resources in the development, streamlining and modernisation
of our networks and systems and have embarked upon a substantial transformation of the company. Our
transformation strategy involves a complex and fundamental change to our business, operations, networks and
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systems, and we are undertaking the transformation on an accelerated schedule. A transformation of this size, speed
and complexity has not been attempted by any other telecommunications company around the world. There is a
significant risk that we may not be successful in the implementation of our transformation strategy. In particular,
there are substantial risks that:

e our next-generation technologies and network, including our recently launched NEXT G™ wireless
network, and IT support systems and processes will not function as anticipated;

* key vendors on which we are dependent may not perform as expected;

* customer take-up of and planned large-scale migration to our new products and services are significantly less
than planned;

* extended delays and other execution problems in implementing our transformation strategy may develop;
* competitors may in time offer similar services and capabilities; and
* our actual capital and operating costs turn out to be substantially greater than those budgeted.

The occurrence of any or all of these risks may have a material adverse impact on our competitiveness,
earnings and shareholder returns, including dividends.

Our next-generation technologies and network and IT support systems may not function as planned and the
timetable for implementation is aggressive.

Our next-generation technologies span across our fixed line and wireless networks, including our switching
and transmission systems, as well as all our network and IT support systems and processes. We face significant risks
that the technology may not be installed in a satisfactory manner, on time or within budget, and that the technology
may not perform as expected and represented by our key vendors. The risks of non-performance include those
relating to speed of transmission, quality of service, costs to deploy and operate the new networks and systems, the
ability to create and effectively implement new product and service offerings and the capability to integrate
applications and create seamless interfaces with front office order-entry systems and back office billing and
customer support systems. As more customers are migrated to our next-generation networks and systems, some of
these operational risks will increase. Any substantial delays in completing the new IT systems, or the customer
migration, will lead to an extended period where we face the additional cost of operating old and new systems in
parallel and delay the benefits from decommissioning the old systems.

One of the most complex and highest risk elements of our transformation strategy is the rationalisation of our
network platforms and IT systems, including our operational support systems and business support systems. Our
plan to cap or exit 65% of our network platforms and reduce the number of our IT systems by at least 80% by 2010 is
in its early stages and we have not yet delivered the initial release. If we are unable to simplify and rationalise our
networks and systems or if we are substantially delayed in achieving this objective, we may not be able to achieve
the full benefits of our transformation strategy.

Our transformation strategy also depends upon the installation of new and untested support systems that we
expect will allow us to price and sell services efficiently and bill and care for the customers who purchase them. The
systems we are deploying are largely untested in the applications and the environments we intend for them. There is
therefore substantial risk that our planned system installation and the migration of our customers to the new systems
may not be successful or that we may not be able to integrate the systems supporting the multiple technologies and
services we plan to operate. In addition, the migration of our CDMA customers to our NEXT G™ wireless network
may be more costly or take longer than anticipated, leading to unanticipated costs in operating the CDMA network
for longer than expected.

We are dependent on key vendors which may not perform as expected.

We are dependent on key vendors for the implementation of our transformation strategy, such as Accenture,
Alcatel, Cisco, Ericsson, Siebel, Kenan Systems and IBM. Our dependence on key vendors for the implementation
of our next-generation technologies creates a number of risks, including risks that key vendors may not deliver or
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perform as promised or may fail, and the products we have chosen may be discontinued or become unsupported.
Also, our ability to use other vendors, obtain contractual recourse or secure intellectual property rights should one of
our chosen vendors fail to deliver or perform as promised may be limited.

Customer acceptance and take up of our new product and service offerings and our planned large-scale
customer migration to new platforms, including in relation to our recently launched NEXT G™ wireless net-
work, may be significantly less than planned.

The success of our transformation strategy depends upon the large scale customer take-up of newly-created
products and services enabled by our next-generation networks, including our NEXT G™ wireless network. No
other major international telecommunications company has proven the commercial viability of creating and
marketing the next-generation products and services we are planning to roll out. There is a substantial risk that we
will not be able to create and develop appropriate or commercially attractive products and services that take
advantage of these new network capabilities and meet market demand or that we will not develop appropriately
tailored bundles of products and services compared to our competitors. Even if we do, there is a risk that customers
will not purchase them in sufficient quantities or at high enough prices to recoup our investment.

The take-up of new next-generation products and services also depends on our ability to successfully migrate
our substantial customer base to our new network platforms. There is a risk that we may be unable to migrate our
customers to our new networks and systems successfully and that we experience excessive churn of customers to
other providers during the migration process. We may also be unable to suppress continuing demand for
development of existing or legacy IT systems. The occurrence of any of these risks could also complicate the
build and integration of new systems and hamper the application of sufficient resources to build and integrate the
new systems and cause us to have to operate old and new systems for an extended period.

We may face extended delays and other execution problems in implementing our transformation strategy.

Our transformation strategy calls for more deployments of more network technologies and IT support systems
than we have ever attempted or that any major telecommunications company worldwide has successfully
accomplished. The risks of executing all aspects of these deployments and the integration process on time and
on budget, with high quality results, are significant. The risks associated with any one such deployment increase
significantly as multiple deployments are being pursued simultaneously, each dependent in some measure upon the
others being performed. In addition, our transformation is being executed in a relatively short period by a company
that has not experienced a transformation process of this magnitude. There is substantial risk that our installation of
these systems and the conversion of our embedded base of customers to them will take longer, be more expensive
and cause more disruption than we anticipated, leading to lower sales, higher costs and widespread customer
dissatisfaction. The risks associated with the execution of our transformation strategy also include the lack of
suitable personnel and resources to implement our transformation, an inability of new IT systems and processes to
deliver productivity gains and targeted workforce reductions and the potential for industrial disputes, each of which
could significantly delay the transformation or limit its effectiveness.

Competitors may in time offer similar services and capabilities.

We expect our competitors to continue to adapt their product offerings and technical capabilities. As a result,
there is a risk that our ability to differentiate ourselves from our competitors on the basis of our planned next-
generation technologies, network and IT support systems may be reduced, affecting our revenues, margins and
profits. In addition, the relative advantages expected of our NEXT G™ wireless network’s geographic and in-
building coverage and speed may be offset by competitors offering similar services and capabilities.

Our actual capital and operating costs may turn out to be substantially greater than budgeted.

Our transformation strategy is very costly and has resulted in significant declines in our net income and our
cash flow available for reinvestment or the payment of dividends. The foregoing risks could cause additional costs
and expenses, delays in the availability of new technology and new products and services, fewer than expected
customers buying fewer new products at lower than expected prices, and asset write-downs. These risks could lead
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to us not generating profits or cash flow to the levels prevailing when the transformation began and could also result
in a significant reduction in earnings and shareholder returns, including dividends. In addition, while our
transformation strategy is designed to respond to current market changes through the modernisation of our
networks and systems, future technology and market changes may create the need for other network and systems
changes and therefore require us to spend more than currently budgeted.

The success of our transformation strategy is highly dependent on our key personnel and the loss of one
or more of these key executives could materially impact the timely and effective implementation of this
strategy.

Our CEO and a number of key members of his senior management team have joined the company within the
last eighteen months and bring with them extensive telecommunications expertise. The transformation strategy that
we are now pursuing is an enormous enterprise formulated by our current senior management team. Given the
breadth of the strategy and the significant undertakings associated with it, the loss of one or more of these key
executives, in particular the CEO or COO, could have a material adverse impact on our ability to achieve some or all
of the objectives of the transformation strategy and consequently our earnings and shareholder returns, including
dividends. There is also a risk that if the CEO were to leave us one or more of the overseas executives he has
recruited may also leave.

We could experience difficulty in retaining and attracting skilled and experienced people.

As technology evolves we will need to attract, retain and train our workforce. The relevant skills are in short
supply worldwide. There is a risk that an inability to attract and retain skilled and experienced people and hence to
embrace new technology and retain our corporate knowledge could impact our ability to remain competitive.

For more information on our workforce, see “Directors and Management”.

If we are not successful in addressing the decline in revenues from our traditional high-margin fixed-line
(PSTN) products and services and in increasing the revenues and profitability of our emerging products
and services, our overall profitability will decline.

Our PSTN revenues declined by 6.7% in fiscal 2006. This decline will continue and may accelerate. The
decline has been caused by increasing competition, substantial regulatory impacts and the continued growth and
development of technologies that offer increasingly viable alternatives to our PSTN services. This trend is present
across telecommunications markets globally, and it is expected to continue. PSTN revenues comprise a significant
portion of our revenues and provide high margins and strong cash flows that enable us to invest in and develop our
business. If we are unable to arrest or slow the rate of decline in our PSTN revenues or grow alternative revenue
sources, manage costs and minimise margin erosion in newer lower-margin products and services, such as mobiles,
Internet, IP solutions, advertising and directory services and pay TV bundling, our earnings and shareholder returns,
including dividends, could be materially adversely affected.

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 IT 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. We are
responding to current market changes through the modernisation of our networks and systems, including the
deployment of our new nationwide NEXT G™ wireless network, but future technology and market changes may
create the need for other network and systems changes at considerable cost to Telstra.

To address the continuing changes in converging telecommunications, 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 leverage both their own and our infrastructure or deploy or develop
technologies or infrastructure that provides them with a lower cost base or other operating advantages that may
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drive down market prices. This could give these competitors an advantage if we are unable to promptly and
efficiently provide equivalent services.

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
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 particularly as a result of aggressive price competition, the
development of new technologies and facilities by competitors, the market entry of non-traditional competitors with
access to significant content and resources and increased regulatory action. In response to increased competition,
we have lowered the prices of our products and services, particularly the prices for our local calls, national long
distance calls and international telephone services and calls to and from mobile services.

There is also a risk that non-traditional competitors with greater access to content, substantial resources and/or
alternative delivery platforms, such as Internet search engine and Internet trading companies, VoIP and media
companies, may enter and compete effectively in our telecommunications markets.

We expect vigorous price and facilities or network-based competition to continue or accelerate. We also expect
that our competitors will continue to market aggressively to our high value customers. The continued loss of market
share or downward pressure on prices would have an adverse effect on our financial results in the market or markets
in which this type of competition occurs.

The Australian Government has announced Connect Australia, a A$1.1 billion package to subsidise the supply
of broadband, mobile and fixed line services for people living in regional, rural and remote areas in Australia. In
addition, nine of our competitors have outlined a possible model for the building of a jointly owned FTTN network
to deliver broadband services to a large number of customers. Connect Australia is likely to increase facilities and
network-based competition in these areas.

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

Our ability to pursue our strategy with some joint investments may be limited.

Some of our domestic and international activities are conducted through subsidiaries, joint venture entities and
other equity investments. These include our interests in FOXTEL, REACH, our 3GSM 2100 network sharing
partnership with Hutchison (3GIS), CSL and SouFun. Under the governing documents for some of these entities,
certain key matters such as the approval of business plans and decisions as to capital invested and 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. Any dispute or disagreement from time to time with our partners may negatively
affect our ability to pursue our business strategies.

In some cases, strategic or venture participants may choose not to continue their participation. In addition, our
arrangements with our co-participants may 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.

All of these factors could negatively affect our ability to pursue our business strategies with respect to the
concerned entities or business objectives and the markets in which they operate. For more information on some of
our investments, see “Information on the Company — International investments” and “Information on the
Company — Products and services — Mobiles — 3G wireless service” and “Information on the Company —
Products and services — Subscription television”, and “Information on the Company — Networks and Systems”.
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Network and system failures could damage our reputation and earnings.

Our technical infrastructure is vulnerable to damage or interruption from a range of factors including floods,
wind storms, fires, power loss, telecommunication failures, cable cuts and/or intentional wrongdoing. The networks
and systems that make up our infrastructure require regular maintenance and upgrade that may cause disruption.
The occurrence of a national disaster or other unanticipated problems at our facilities or any other damage to or
failure of our networks and/or systems could result in consequential interruptions in service across our integrated
infrastructure. Network and/or system failures, hardware or software failures or computer viruses could also affect
the quality of our services and cause temporary service interruptions.

There is a risk that our major customers’ capacity requirements will be in excess of our ability to supply,
resulting in lost revenue, customers moving to competitors and possibly claims by customers against us.

Our IT systems are complex and there is a risk that our ability to support strategic priorities in customer service
and growth products may be delayed by our transformation program and the complexity of changing our systems.
Our IT systems are also vulnerable to viruses, denial of service and other similar attacks which may damage our
systems and data and that of our customers. Any of these occurrences could result in customer dissatisfaction and
damages or compensation claims as well as reduced earnings.

Future sales of a substantial portion of our shares by the Future Fund could depress the market price
for our shares and other equity interests.

The Commonwealth has indicated it will transfer its Telstra shares not sold in the Global Offering to the Future
Fund, a Commonwealth investment fund. Following the Global Offering the Future Fund will have a substantial
shareholding in Telstra. The shares held by the Future Fund will be subject to an escrow or lock-up period of two
years (with certain exceptions). After the escrow or lock-up period, the Future Fund will be required to sell down its
shareholding over the medium-term to a level consistent with its investment strategy (at least below 20% of our
issued share capital). See “Future Fund — General investment mandate”. Future disposals by the Future Fund of
our shares or the perception that such disposals may occur could reduce our share price, and adversely affect the
timing and effectiveness of our capital raisings, which could have an adverse impact on our cost of capital.

The Finance Minister may issue directions to the Board of the Future Fund in relation to Telstra shares held by
the Future Fund, including specifying how disposals, voting and other rights relating to the shares are to be
exercised. While the current Government does not intend to issue directions specific to Telstra shares (except to
impose the escrow and require the sell-down), a future Government might take a different approach, using its
direction power to require the disposal or voting of the Telstra shares held by the Future Fund to pursue Government
objectives. There is also a risk that the interests of the Future Fund and/or the Commonwealth may not be aligned
with the interests of our other shareholders, and the Future Fund could take actions that we may not regard as being
in the best interests of our shareholders.

There are significant differences between the Commonwealth and the Telstra Board with respect to the
nomination for election as a director of Mr Geoffrey Cousins.

Telstra’s annual general meeting on 14 November 2006 will be held shortly before the completion of the
Global Offering, at which time the Commonwealth will still own approximately 51.8% of Telstra shares. The
Commonwealth has sought the nomination of Mr Geoffrey Cousins for election as a director of Telstra at the annual
general meeting and has indicated that it will vote in favour of the election of Mr Cousins. Mr Cousins has more than
26 years experience as a company director and is currently a director of Insurance Australia Group Limited.
Mr Cousins was previously the Chairman of George Patterson Australia and is a former director of Publishing and
Broadcasting Limited, the Seven Network, Hoyts Cinemas group and NM Rothschild & Sons Limited. He was the
first Chief Executive of Optus Vision and before that held a number of executive positions at George Patterson,
including Chief Executive of George Patterson Australia. Mr Cousins is a director of the Cure Cancer Australia
Foundation.

Mr Cousins was a part-time consultant to the Prime Minister for nine years resigning upon his nomination for
the Board.
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The Government believes that Mr Cousins has the necessary qualifications to serve as a director given his
broad experience across the telecommunications, broadcasting and advertising sectors and if elected would be an
effective director. It does not intend or believe that Mr Cousins will act as a representative of the Government on the
Telstra Board. It is not the Government’s intention to issue additional directions specific to Telstra shares to the
Future Fund (see “The Future Fund”). The Government raised Mr Cousins’ nomination with Telstra at the
beginning of the week commencing 11 September 2006 and believes that it has given Telstra ample time to consider
his nomination, having regard to his extensive experience.

The Telstra Board did not seek Mr Cousins’ nomination and did not have the opportunity to adequately assess
Mr Cousins’ candidacy in accordance with its governance processes, which include assessing a proposed director
having regard to the independence requirements of the Board’s Charter and the ASX Principles of Good Corporate
Governance. The Board’s Charter states that it is the Board’s current intention that non-executive directors should
be independent directors. While the Board has not reached a concluded view, the Board is concerned that there is a
risk that Mr Cousins’ previous consulting role with the Government could interfere with his capacity to be
considered an independent director. In the Telstra’s notice of meeting for the annual general meeting, the Board did
not recommend that shareholders vote in favour of Mr Cousins.

To be satisfied that a director is independent the Board would need to conclude, among other things, that the
director is not “associated directly with a substantial shareholder of Telstra” and “is free from any interest and any
business or other relationship which could, or could reasonably be perceived to, materially interfere with the
exercise of his or her unfettered and independent judgement and ability to act in the best interests of the company”.
The Board has been very careful to ensure that it does not, and is not seen to, prejudge in any way whether
Mr Cousins would meet these requirements. However, it is clear from the circumstances of Mr Cousins’ nomination
and his previous association with Government that these issues will require careful examination in accordance with
best practice and that this is likely to take some time to conduct appropriately. The Board has commenced a process
to assist it reaching a conclusion on these issues.

The Government believes that Mr Cousins will act independently as a director and not as a representative of the
Government on the Telstra Board.

However, Telstra operates in a highly regulated environment and the Commonwealth and its agencies are the
key regulators. While Telstra acknowledges that Mr Cousins has served as a public company director, Telstra
believes that there is a risk if Mr Cousins cannot be considered an independent director that this could prove
disruptive to the smooth and effective functioning of the Board. Were this to occur, this could also affect Telstra’s
ability to attract and retain qualified directors.

Actual or perceived health risks relating to the emission of electromagnetic energy (“EME”) by mobile
handsets and transmission equipment could lead to decreased mobile communications usage.

While certain reports have suggested that EME emissions from mobile handsets and transmission equipment
may have adverse health consequences, the overwhelming weight of scientific evidence is that there are no adverse
health effects when wireless equipment is used in accordance with applicable standards. Nonetheless, any
widespread perception of EME risks may lead to decreased mobile communication usage, which would decrease
our wireless business.

The price at which Telstra instalment receipts trade may be higher or lower than the price you pay for
them.

Numerous factors, many of which are beyond our control, may affect the price of the instalment receipts and
the underlying shares, including overall economic conditions, changes in government policies, movement in
interest rates and stock markets and general operational and business risks relating to Telstra, including investor
perception of the success of the transformation strategy. The price at which instalment receipts trade may be higher
or lower than the amount of the first instalment. In addition, when the underlying shares begin to trade on the ASX
and NZSX (after the final instalment is due), they may trade below the total price paid. Further, the partial payment
characteristics of instalment receipts may make percentage price movements in them, other things being equal,
greater than percentage price movements in fully paid shares. The Commonwealth, Telstra and the Joint Global
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Coordinators cannot assure you that the public trading market price of the instalment receipts will not decline below
the price you pay for them in or after the Global Offering.

There may not be an active trading market for the instalment receipts.

Prior to the Global Offering, there has been no public market for the instalment receipts. Application has been
made to have the instalment receipts and underlying shares quoted on the ASX and the NZSX. These securities will
not be quoted on the NYSE. There is a risk that an active trading market in the instalment receipts may not develop
or be sustained after completion of the Global Offering. In addition, holders have the option to prepay these
securities before the final instalment is due. If a substantial number of these holders decide to prepay the final
instalment, there is a risk that the liquidity of the trading market of instalment receipts may be adversely affected.
Instalment receipts may trade at a price reflecting a premium or discount to the price of fully paid Telstra shares.

There may be a lower level of dividends.

The Board’s current intention is to declare dividends totaling A$0.28 per share fully franked for fiscal 2007,
subject to continued success in implementing our transformation strategy and no further material adverse regulatory
outcomes during the course of the year. There is a risk that if we are unsuccessful in implementing our
transformation strategy or there are further material adverse regulatory outcomes, the amount of dividends in
any year may be reduced or not fully franked, which would negatively affect yield.

There are limits on foreign ownership of our shares

The Telstra Corporation Act 1991 imposes limitations on the ownership of shares by “foreign persons”.
Foreign persons and their “associates” may not in total have interests in more than 35% of our shares not held by the
Commonwealth, and no single foreign person and its associates may have an interest in more than 5% of our shares
not held by the Commonwealth. If either of these limitations is exceeded, the person who acquired shares or
instalment receipts which resulted in the limits being exceeded may be subject to fines.

Under the trust deed and our constitution, we and the trustee have the power to compel the sale of the shares or
instalment receipts held by foreign persons or their associates that exceed these limits. We or the Commonwealth
may also seek relief from the courts, which could include:

e directing the disposal of shares or instalment receipts;
* restraining the exercise of any rights attaching to shares or instalment receipts; and

* prohibiting or deferring receipt of sums payable on shares or instalment receipts.

We intend to deregister from the SEC and delist our ADRs from the NYSE as soon as feasible following
adoption of new SEC regulations on deregistration.

In December 2005, the SEC proposed rules that, if adopted, would make it easier for foreign companies to terminate
their SEC registration. If these rules are adopted, we intend to deregister from the SEC and to delist our ADRs from the
NYSE at the earliest opportunity, which may be accomplished by the end of the 2006 calendar year. Following the
deregistration and delisting, we will no longer prepare annual reports on Form 20-F and instead will only be required to
comply with the Australian reporting obligations. Investors should note that such disclosure obligations differ in certain
material respects from our SEC ongoing reporting obligations. In addition, the public trading market for our ADRs on the
NYSE would then no longer exist.

Other risks

We also face other risks with respect to economic exposure to movements in market risks and the environment
which are discussed in “Information on the Company” and “Quantitative and Qualitative Disclosures about Market
Risk”. In addition, the government of the Australian Capital Territory is seeking to charge rates on our infra-
structure, which could lead to an additional cost burden on us if this practise were to spread.
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Dividends

Our Board has considered the level of future dividends. In the interests of shareholders, it is the current
intention of the Board to declare fully franked ordinary dividends of A$0.28 per share for fiscal 2007. This assumes
that we continue to be successful in implementing our transformation strategy and there are no further material
adverse regulatory outcomes during the course of fiscal 2007.

The Board is unable to give guidance on ordinary dividends for fiscal 2008 owing to the continuing uncertainty
attached to regulatory outcomes and impacts on our business as well as transformation and market place risks. The
final amount of dividends declared for any year is a decision for the Board to make twice a year in its normal cycle
having regard to our earnings and cash flow as well as future regulatory impacts and all other factors that affect our
operations.

See also “Operating and Financial Review and Prospects — Liquidity and capital resources” and “Operating
and Financial Review and Prospects — Outlook™.

It is our policy 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. We consider that
payment by direct credit is fast, efficient and secure and significantly reduces our administrative costs in relation to
payment of dividends.
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Exchange Rates

Our consolidated financial statements are shown in Australian dollars (“A$”) except where another currency is
specified. For convenience, this Institutional Offering Memorandum has translations of certain A$ into US dollars
(“US$”) at an exchange rate as at 30 June 2006 of A$1.00 = US$0.7423. These translations are indicative only and

do not mean that the A$ amounts could be converted to US$ at the rate indicated.

The following tables show, for the periods and dates indicated, information concerning 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. On 5 October, the noon buying rate was A$1.00 = US$0.7449.

High Low
April 2000 . . .. e 0.7593  0.7177
May 2000 . . ..o 0.7781  0.7509
June 2006 . . ... 0.7527  0.7284
July 2000 . . . o 0.7664  0.7407
August 2000. . . .. 0.7699  0.7568
September 2000 . . . . .. 0.7704  0.7461
Year Ended 30 June At Period End Average Rate(1) High Low
2002. . 0.5628 0.5240 0.5748  0.4841
2003, . 0.6713 0.5884 0.6729  0.5280
2004 . . 0.6952 0.7155 0.7979  0.6930
2005, . 0.7618 0.7568 0.7974  0.6880
2006, . . 0.7423 0.7472 0.7781  0.7056

(1) The average of the noon buying rates on the last day of each month during the year.

Fluctuations in the A$ to US$ exchange rate will affect the US$ equivalent of the A$ price of the shares and the

instalment receipts on the ASX.
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Listing Information

Markets in which our shares are traded
We are listed on the ASX and the NZSX. We also have ADRs listed on the NYSE.

In December 20035, the SEC proposed rules that, if adopted, would make it easier for foreign companies to
terminate their SEC registration. If the SEC’s proposed deregistration rules are adopted, we intend to deregister
from the SEC ongoing reporting obligations and to delist our ADRs from the NYSE at the earliest opportunity,
which may be accomplished by the end of this calendar year.

The stock market operated by the ASX is 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 10:00am and 4:05pm, Australian
Eastern Standard Time or Australian Eastern Standard Summer Time. At 4:05pm each day, the ASX subsequently
matches any buy and sell 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 Telstra. Subsequently on 18 October 1999, the Commonwealth sold an additional 16.6% of
the shares in Telstra.

Price history of our shares
The following tables give the price history of our shares as derived from the daily official list of the ASX.

High and low closing price for shares — on an annual basis — for a period of five years or time of
trading if less than five years

AS$ per Share

Period High Low
Fiscal 2002 . . . .. o 5.68 4.48
Fiscal 2003 . . . . 5.04 3.96
Fiscal 2004 . . . . e 5.15 445
Fiscal 2005 . . . . oo 549 4.63
Fiscal 20006 . . . .o 5.14  3.63
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High and low closing price for shares — on a quarterly basis for the two most recent full financial years

AS$ per Share

Period High Low
2004

1 July — 30 September . . .. ..ot 5.05 4.63
1 October — 31 December. . . ... ..o e 494  4.63
2005

I January — 31 March. . ... ... e 549 4.8l
P April — 30 June . . ..o 5.17 479
IJuly — 30 September . ... ... ... 5.14 4.04
1 October — 31 December. . . ... ... e 432 376
2006

IJanuary — 31 March. . ... ... 410 3.63
FApril — 30 June . . ..o oo 397 3.64

High and low closing prices for the most recent six months
A$ per Share

Period High Low
2006

ADTIL . 394  3.65
MY 397 371
JUne .. 382 3.64
JUly . 3.87  3.67
AUGUSE .« e 394 345
SePteMDET . . . . o o 371 3.53

There were 5,997,078,863 shares issued and available for trading on the market as at 30 June 2006. This
includes 211,629 shares held by the Commonwealth and listed for trading.

We successfully completed a A$1 billion off-market share buy-back in November 2003, and a A$750 million
off-market share buy-back in November 2004.

Before the buy-backs, we had 12,866,600,200 shares outstanding, including those held by the Commonwealth.
As a result of the 2003 buy-back, the number of shares outstanding reduced to 12,628,359,026 and the number of
shareholders reduced from approximately 1.805 million to 1.769 million. Following the 2004 buy-back, the number
of shares outstanding reduced to 12,443,074,357 and the number of shareholders reduced to 1.634 million. The
Commonwealth did not participate in the buy-backs.

On 1 September 2006, the number of shareholders was 1,524,532.
The closing price for our shares on the ASX on 6 October 2006 was A$3.83.

30


%%TRANSMSG*** Transmitting Job: Y25393 PCN: 035000000 ***%%PCMSG|30     |00013|Yes|No|10/07/2006 03:25|0|0|Page is valid, no graphics -- Color: D|


Major Shareholders and Related Parties

Major shareholders

The following table shows the number of unlisted and listed shares on issue at 1 September 2006. 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. . . ........................ 6,446,207,123V 518
Shares Listed shareholders . .......... .. .. .. ... .. ..... 5,996,867,234 48.2

12,443,074,357 100.0

Shares Directors and officers asagroup ................. 788,794

(1) All shares held by the Commonwealth are unlisted, except for 211,629 listed shares.
(2) Refers 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 at
1 September 2006, is shown in the table titled “Twenty largest registered shareholders as at 1 September 2006”. As
at 1 September 2006, we are not aware of any individual beneficial holder, 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 1 September 2006:

Number of Registered

Shareholders(1) Shares(2)

Size of Holding Number % Number %

I-1,000 ..o 901,435 59.13 553,474,596 9.23
1,001-2,000 . . ..o 282,364  18.52 441,534,735 7.36
2,001-5,000 . . . .o 230,715 15.13 733,462,077  12.23
5,001-10,000 . . . ..o 68,991 4.53 500,420,837 8.34
10,001-100,000 . .. ... ... i i 39,807 2.61 856,073,764  14.27
100,001 and over. ........... ... 1,219 0.08 2912,112,854  48.56

.................................... 1,524,531 100 5,997,078,863 100

(1) Number of shareholders holding less than a marketable parcel of shares was 10,184, holding 885,786 shares.

(2) Not including those shares held by the Commonwealth, except for 211,629 listed shares which are held by the
Commonwealth.
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Twenty largest registered shareholders as at 1 September 2006

The following table sets out the top 20 shareholders other than the Commonwealth when multiple holdings are
grouped together:

Number of % of Issued

Shareholders Shares Shares(1)
1 National Nominees Limited . . . . .......... ... .. .. ....... 503,728,673 8.40%
2 J P Morgan Nominees Australia Ltd. . .................... 482,830,142 8.05%
3 Westpac Custodian Nominees Ltd. . ..................... 394,323,133 6.58%
4 ANZ Nominees Limited . .......... .. .. .. ... .. .. .. .... 242,189,871 4.04%
5 Citicorp Nominees Pty Limited . ........................ 205,576,971 3.43%
6 RBC Global Services Australia Nominees Pty Ltd. .......... 117,990,972 1.97%
7 Cogent Nominees Pty Limited . . . ....................... 103,922,712 1.73%
8 Telstra ESOP Trustee Pty Ltd. . ........................ 53,645,950 0.89%
9 UBS Nominees Pty Ltd. ....... ... ... ... ... ......... 49,303,938 0.82%
10 Queensland Investment Corporation . . .................... 37,914,163 0.63%
11 HSBC Custody Nominees (Australia) Limited .............. 34,732,295 0.58%
12 Australian Foundation Investment Company Limited ......... 31,928,338 0.53%
13 AMP Life Limited. . . ........... ... ... . . .. 31,536,393 0.53%
14 Australian Reward Investment Alliance ................... 29,169,224 0.49%
15 Merrill Lynch (Australia) Nominees Pty Ltd. ............... 22,700,965 0.38%
16 Dervat Nominees Pty Limited . ......................... 19,322,000 0.32%
17 Argo Investments Limited . ............................ 19,204,800 0.32%
18 Telstra Growthshare Pty Ltd. .. ....... ... ... ....... ... 19,079,654 0.32%
19  Westpac Financial Services Ltd. . ....................... 17,239,314 0.29%
20 Questor Financial Services Limited . ..................... 13,851,999 0.23%
Total . ..o e 2,430,191,507 40.53%

(1) Not including those shares held by the Commonwealth.

Substantial shareholders

As at 1 September 2006, other than the Commonwealth, we did not have any substantial shareholders.
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Relationship with the Commonwealth

We have a number of distinct relationships with the Commonwealth, including as shareholder, regulator and
customer. The Commonwealth is currently our controlling shareholder and has special rights and privileges under
the Telstra Act. Our relationship with all of our shareholders (including the Commonwealth) is, in general, regulated
by the Corporations Act, the ASX Listing Rules and our constitution. Commonwealth departments and independent
agencies are also responsible for the regulation of the telecommunications industry generally and us in particular
under the Telstra Act, the Trade Practices Act, the Telecommunications Act and the Telecommunications
(Consumer Protection and Service Standards) Act.

The Commonwealth as shareholder

As of the date of this Institutional Offering Memorandum, the Commonwealth owns approximately 51.8% of
our shares. In September 2005, the Commonwealth amended the Telstra Act by passing the Telstra (Transition to
Full Private Ownership) Act 2005 (the “Transition to Full Private Ownership Act”) to enable the Commonwealth to
undertake a sale of all or part of its stake in Telstra.

The Commonwealth has issued requests to us and our Board under section 8AQ of the Telstra Act for us and
our Board to assist the Commonwealth and its advisers with the Global Offering. The Telstra Act provides that, in
providing such assistance, we are not subject to restrictions that would otherwise apply under the Corporations Act,
the listing rules of stock exchanges regulated under Australian law, or rules of common law or equity (except for
administrative law rules). The Commonwealth has agreed to indemnify us and our directors and senior management
for certain liabilities that may be incurred in relation to the Global Offering, and to reimburse us for our reasonable
costs incurred in relation to the Global Offering.

Following completion of the Global Offering, the Commonwealth intends to transfer all of its remaining
Telstra shares to the Future Fund. See “The Future Fund” and “Risk Factors”. While the Commonwealth continues
to hold its stake in us, we are required under the Telstra Act to provide it with certain information that we would not
generally be required to disclose concurrently, if at all, to other shareholders. This information includes:

* annual provision of our three-year corporate plan;
* interim financial statements, if requested by the Communications Minister; and

* reports regarding significant proposed events, including corporate restructurings, acquisitions and dives-
titures or joint venture and partnership activities.

Under the Telstra Act, we are also required to keep the Communications Minister and the Finance Minister
generally informed about our operations and to give them such information about our operations as they require.

The Communications Minister has the power under the Telstra Act to give us, after consultation with our
Board, such written directions as appear to the Communications Minister to be necessary in the public interest. To
date, no directions have been issued under this power. Our Board must ensure that we comply with any such
direction. The Telstra Act also deems the Commonwealth Auditor-General to have been appointed as our auditor for
the purposes of the Corporations Act.

Under the Telstra Act, as a result of new requirements introduced by the Transition to Full Private Ownership
Act, we must also notify the Finance Minister if we intend to issue securities or financial products or otherwise
engage in conduct that is likely to result in a dilution of the Commonwealth’s equity in us. The Finance Minister
may direct us not to engage in that conduct.

Our management is also required to appear before and, with limited exceptions, provide information to
Parliamentary committees.

For information about the intentions of the Commonwealth with respect to voting at the Telstra annual general
meeting on 14 November 2006, see “Information on the Company — Annual general meeting”.
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Consequences of the Global Offering

Under the amendments to the Telstra Act made by the Transition to Full Private Ownership Act, certain
provisions in the Telstra Act and other Commonwealth legislation will cease to have effect or apply to us once the
Commonwealth’s ownership of Telstra falls below one of two particular levels. Those two ownership thresholds are
below 50% and 15% or less. For this purpose, Telstra shares transferred to the Future Fund following completion of
the Global Offering will not be considered to be owned by the Commonwealth. This means that these thresholds
will be triggered following the Global Offering.

The Commonwealth’s ownership of Telstra will fall below 50% on completion of the Global Offering. As a
result, we will lose our Australian capital gains tax (CGT) exempt status on assets that we acquired before
20 September 1985. Accordingly, any future gains in the value of these assets after completion of the Global
Offering will be taxable upon disposal of the asset by us. Since we do not currently intend to dispose of any material
assets acquired before 20 September 1985, the loss of CGT exempt status for these assets is not expected to have a
material impact on Telstra.

The legislative consequences of the Commonwealth’s ownership of Telstra falling below 50% are not
considered to have a material impact on Telstra but include:

* our employees who are members of the Commonwealth Superannuation Scheme (CSS) will cease to be
“eligible employees” for the purposes of the Superannuation Act 1976, and will no longer be entitled to
contribute to the CSS; and

* our auditor, currently the Commonwealth Auditor-General, may (and is expected to) resign. In any event, the
Auditor-General will cease to be our auditor on the earlier of his resignation or the end of the first annual
general meeting held after the Commonwealth’s ownership of Telstra falls below 50%. This means that we
and our shareholders can decide who to appoint as our auditor.

The Commonwealth has advised Telstra that it will introduce legislation into parliament that maintains coverage for
Telstra employees under existing Commonwealth long service leave legislation for three years after the Com-
monwealth’s ownership in Telstra falls below 50%.

The Commonwealth’s ownership of Telstra is expected to fall to 15% or less no later than when the
Commonwealth transfers to the Future Fund Telstra shares not sold as part of the Global Offering. This is intended
to occur as soon as practicable after the exercise or expiry of the Over-allotment Option, and in any event, no later
than 24 February 2007. The main consequences of the Commonwealth’s ownership of Telstra falling to 15% or less
are:

* we will no longer be subject to the obligations to provide financial and other information to the
Commonwealth;

* we will no longer be subject to the Communications Minister’s power to direct us (as appears to the
Communications Minister to be necessary, in the public interest); and

» we will no longer be subject to the Finance Minister’s power to direct us not to dilute the Commonwealth’s
equity in Telstra or to issue securities or financial products.

The closing of the Global Offering and the transfer of the Commonwealth’s remaining shares to the Future
Fund may require regulatory or governmental approval under regulatory licenses of Telstra’s international
operations. For more information, refer to “Regulation — Offshore subsidiaries”.

Upon completion of the Global Offering, we expect to no longer have a standing obligation to appear before
and provide information to Parliamentary committees.
The Commonwealth as regulator

We are currently regulated by the Commonwealth, its Ministers and independent agencies under a number of
statutes including:

e the Telstra Act;
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e the Telecommunications (Consumer Protection and Service Standards) Act 1999;
¢ the Trade Practices Act; and
e the Telecommunications Act.

The Commonwealth has stated that the telecommunications regulatory regime is intended to promote the long-
term interests of telecommunications consumers, including through promoting competitive telecommunications
markets and encouraging economically efficient investment in infrastructure. The telecommunications regime also
supports industry self-regulation and is intended to minimise the financial and administrative burdens on the
telecommunications industry.

The Commonwealth believes that since the market was fully opened to competition in 1997, consumers have
benefited through a wider range of services and significant reductions in prices.

The Commonwealth considers that the telecommunications industry is currently in transition to full com-
petition and that appropriately targeted regulation is in place to facilitate this outcome. Overall, the Commonwealth
regards the regulatory legislation as settled. However, the Commonwealth has announced that it will review the
telecommunications competition regulatory regime in 2009.

Refer to “Regulation” for details of the regulatory regime and its effect on our business.

The Commonwealth as customer

The Commonwealth is a major user of our services. The Commonwealth, as a result of telecommunications
liberalisation, is increasingly seeking to take advantage of open competition when purchasing telecommunications
services in such a competitive environment.

Related party transactions

A discussion of our related party transactions is contained in “Operating and Financial Review and
Prospects — Related party transactions”.
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The Future Fund

In February 2006, the Commonwealth passed legislation to establish the Future Fund. The Future Fund is a
Commonwealth investment fund set up to strengthen the Commonwealth’s long term finances by providing for its
unfunded superannuation liabilities. Following completion of the Global Offering, the Commonwealth intends to
transfer to the Future Fund all of its Telstra shares which are not transferred under the Global Offering. The exact
number of shares to be transferred to the Future Fund and the date of transfer will be determined by the final size of
the Global Offering, whether or not the Over-Allotment Option is exercised and other administrative mechanisms.
The Commonwealth will initially retain sufficient shares to meet the bonus loyalty obligations available to certain
retail investors in the Retail Offering. These retained shares will be held for the Commonwealth by the trustee until
they are transferred to those entitled, and will not be voted while they are so held. Any of these shares which are
ultimately not required, because holders have transferred instalment receipts or otherwise lost the right to receive
bonus loyalty shares, will be transferred to the Future Fund after the date the final instalment is due.

Assuming an offer size of 2.15 billion shares and no exercise of the Over-allocation Option, the Future Fund
will hold approximately 35% of our outstanding shares following the completion of the Global Offering, or
approximately 32% assuming full exercise of the Over-allotment Option.

The Future Fund

The Future Fund is a Commonwealth investment fund set up to strengthen the Commonwealth’s long-term
finances by providing for its unfunded superannuation liabilities. The Future Fund Board is responsible for
investment decisions and holds the Future Fund’s investments (for and on behalf of the Commonwealth).

The Future Fund Board is a separate legal entity from the Commonwealth. The members of the Future Fund
Board are appointed by the Commonwealth for terms of up to 5 years. Their appointment may only be terminated in
certain limited circumstances. The Future Fund Board members are subject to duties similar to those of company
directors.

Currently, the Chair of the Future Fund Board is Mr. David Murray. Other members of the Future Fund Board
are Mr. Jeffrey Browne, Ms. Susan Doyle, Dr. John Mulcahy, Mr. Trevor Rowe AM and Mr. Brian Watson. There is
currently one vacancy on the Future Fund Board.

No specific direction

The Future Fund Act 2006 (Cth) provides that, subject to its obligations under that Act and any directions from
the Commonwealth, the Future Fund Board must seek to maximise the return earned over the long term, consistent
with international best practice for institutional investment.

The Government does not intend to issue directions specific to Telstra shares held by the Future Fund Board,
other than the escrow direction and changes to the general investment mandate discussed below. However, a future
Government may take a different approach.

In the absence of such specific directions, the Future Fund Board may vote the Future Fund’s Telstra shares as
it sees fit, subject to complying with the Future Fund’s obligations under the Future Fund Act and the general
investment mandate issued by the Government.

Escrow direction

On the day that shares are first transferred to the Future Fund, the Finance Minister will direct the Future Fund
Board not to dispose of or agree to dispose of the Future Fund’s Telstra shares for a period of two years from the date
instalment receipts under the Global Offering are first listed on the ASX except:

e in order to satisfy demand from eligible Telstra shareholders under a Telstra initiated dividend reinvestment
plan (if any); or
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* as part of a Telstra capital management initiative, (if any); such as a buy-back or capital reduction; or
* to a single investor, provided that:
* the disposal involves at least 3% of Telstra’s issued ordinary shares at the time of the disposal;

* the disposal does not take place until at least six months after the date instalment receipts are first listed on
the ASX;

* the investor provides an acceptable undertaking for at least the balance of the escrow period;
* the price per share is no less than the final price in the Institutional Offering; and
 Telstra is advised prior to such disposal.

After the two-year escrow period the Future Fund Board will sell down its Telstra shareholding as directed
under the investment mandate. The Government intends that the escrow direction will not be varied or revoked,
however, a future Government may take a different approach.

General investment mandate

The current investment mandate requires, among other things, the Future Fund Board to adopt a benchmark for
returns on the Future Fund of at least an average return of the Consumer Price Index + 4.5% to +5.5% per annum
over the long term.

Prior to the shares being transferred to the Future Fund, the Commonwealth intends to amend the investment
mandate. The revised directives will be consistent with the following principles:

o after the two-year escrow, the Future Fund Board will be required to sell down its Telstra shareholding over
the medium term to a level consistent with its investment strategy (at least below 20% of Telstra’s issued
share capital);

* the sell down is to be on a best endeavours basis with a view to optimising the long-term value of the Future
Fund;

* the performance of the Future Fund Board’s Telstra shareholding will be assessed and reported separately to
the rest of the Future Fund until the sell down is completed; and

¢ the investment mandate will no longer prohibit the Future Fund Board from purchasing Telstra shares.

The Finance Minister and the Treasurer of the Commonwealth will formally invite the Future Fund Board to
make a submission on the revised directions to be issued and must consider any submission that the Future Fund
Board chooses to make, consistent with the Future Fund Act.

Use of Proceeds

The Commonwealth will receive all of the net proceeds from the Global Offering. We will receive none of the
proceeds of the Global Offering.
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Selected Consolidated Financial and Statistical Data

The following selected consolidated financial data comes from our audited consolidated financial statements.
The statistical data represent management’s best estimates. The following information should be read in con-
Jjunction with our audited consolidated financial statements and the other information contained in this Institutional
Offering Memorandum. Our audited consolidated financial statements for the year ended 30 June 2006 were
prepared in accordance with A-IFRS, and comparative information for the year ended 30 June 2005 has been
restated in accordance with A-IFRS, except for AASB 132: “Financial Instruments: Disclosure and Presentation”
and AASB 139: “Financial Instruments: Recognition and Measurement”, where comparative information was not
required to be restated. In addition, we have elected to early adopt AASB 7: “Financial Instruments: Disclosures”,
which supersedes the disclosure requirements of AASB 132. The financial information for the years ended 30 June
2004, 2003 and 2002 has been reconciled to US-GAAP and is derived from our audited consolidated financial data
for those periods, which is not included herein. A-IFRS differs in some material respects from US-GAAP. For a
reconciliation of the material differences between A-IFRS and US-GAAP as they relate to our audited consolidated
financial statements, see note 37 to our audited consolidated financial statements.

Financial data in accordance with A-IFRS for the two-year period ended 30 June 2006

Year Ended 30 June
2006 2006(1) 2005

A$ US$ A$
(In millions, except per share
amounts)

Income Statement data
Total Income (excluding finance income)(2) . . . .. ..., 23,100 17,147 22,442
Expenses (excluding depreciation, amortisation and finance costs)(2)(3) ....... 13,516 10,032 11,978
Depreciation and amortisation . . ... ...... ...ttt 4,087 3,034 3,52
Net fINance COSES . . . oottt e e e e 936 695 880
Profit before income tax eXPense . . . . . ..o vt 4,561 3,386 6,055
Profit for the year .. ... ... .. . 3,181 2,362 4,309
Basic earnings per share(4) . ... ... 0.26 0.19 0.35
Dividends paid(5) . . .. .o ot 4,970 3,689 4,124
Dividends declared for the fiscal year. ... ............. ... ... ... ..... 4,224 3,135 4,970
Dividends declared per share . .. ... ... ... . ... ... 0.34 0.25 0.40
Total income comprises
Sales TEVENUE . . . . o ot e 22,750 16,888 22,161
Other TEVENUE . . . . oottt et e e e e e e e e e e e 22 16 20
Other INCOME . . . ... o e e e e e e 328 243 261
Finance inCOmMe . . . . . ... ottt 66 49 83

23,166 17,196 22,525

Balance Sheet data

Total @SSELS . . . vt 36,175 26,853 35,211
Current bOITOWINGS . . . o oo e 1,969 1,462 1,507
Non current bOrrOWIngs . . . . . o oo vttt et e e e e 11,409 8,469 10,941
Share capital . . ... ..o 5,569 4,134 5,536

Equity/net assets . . .. ..o vttt 12,832 9,525 13,658

(1) Unless otherwise noted, all amounts have been translated at the noon buying rate on 30 June 2006 of A$1.00 =
US$0.7423.

(2) For a breakdown of operating revenue by product group and a breakdown of operating expenses by expense
category, see “Operating and Financial Review and Prospects”.

38


%%TRANSMSG*** Transmitting Job: Y25393 PCN: 043000000 ***%%PCMSG|38     |00015|Yes|No|10/07/2006 03:25|0|0|Page is valid, no graphics -- Color: D|


3)
“)

®)

Includes our share of net (profit)/loss from jointly controlled and associated entities.

Calculated based on the weighted average number of issued ordinary shares that were outstanding during the
fiscal year. Refer to note 3 in our consolidated financial statements for further details. Basic earnings per share
for each year was materially consistent with diluted earnings per share. As at 30 June 2006, we had issued
ordinary shares of 12,443,074,357 (2005: 12,443,074,357). During fiscal 2005, we completed a share buy-back
of 185,284,669 ordinary shares.

During fiscal 2006, we paid dividends of A$4,970 million, being the previous year’s final dividend of A$1,739 mil-
lion, a special dividend of A$746 million paid with the previous year’s final dividend, the fiscal 2006 interim
dividend of A$1,739 million and a special dividend of A$746 million paid with the interim dividend.

Financial data in accordance with US-GAAP for the five-year period ended 30 June 2006

Year Ended 30 June
2006 2006 (1)  2005(4) 2004(4) 2003(4) 2002(4)
A$ US$ A$ A$ A$ A$
(In millions, except per share amounts)

Income Statement data

Operating revenue . . . . ... ..o v e e et 22,779 16,909 22,167 20,737 20,495 20,196
Net income, before cumulative effect of change in

accounting principle . . .. ... .. L oL 2,718 2,019 4,204 1,265 3,847 3,922
Cumulative effect of change in accounting principle(2) . . .. (245) (181) — 4 (309) —
Netincome . . . ....oot e 2,473 1,838 4,204 1,269 3,538 3,922
Basic earnings per share, before cumulative effect of change

in accounting principle . . ... ... ... ... ... 0.22 0.16 0.34 0.10 0.29 0.31
Cumulative effect of change in accounting principle(2) . . .. 0.02) (0.01) — — (0.02) —
Basic earnings per share(3) . . . ......... ... ........ 0.20 0.15 0.34 0.10 0.27 0.31
Proforma net income(2) . .. .......... .. ... 2,718 2,019 4,184 1,228 3,569 3,936
Proforma basic earnings per share(2) .. ............... 0.22 0.16 0.34 0.10 0.28 0.31
Balance Sheet data
Total @SSets . . . oo v vt 35,777 26,557 37,040 35,670 40,529 42,948
Current borrowings . .. ...... .. 1,984 1,473 1,524 3,246 1,323 1,866
Non current borrowings . .. ... ..., 11,734 8,710 11,641 9,095 11,580 12,372
Share capital . . .. ... . ... 5,954 4,420 5,921 6,164 6,568 6,536
Equity/net assets . .. ......... .. 11,803 8,761 14,196 15,082 17,899 18,363
(1) Unless otherwise noted, all amounts have been translated at the noon buying rate on 30 June 2006 of A$1.00 =

2

3)

“

US$0.7423.

During fiscal 2006, we changed our accounting principles under US-GAAP in relation to mobile handset
subsidies and capitalisation of pension costs. Refer to note 37(b) in our financial statement for further details.
The proforma amounts for net income and basic earnings per share assume that these changes in accounting
principle were applied retroactively.

Calculated based on the weighted average number of issued ordinary shares that were outstanding during the
fiscal year. Refer to note 3 in our consolidated financial statements for further details. Basic earnings per share
for each year was materially consistent with diluted earnings per share. As at 30 June 2006, we had issued
ordinary shares of 12,443,074,357. As at 30 June 2005, we had issued ordinary shares of 12,443,074,357 after
completing a share buy-back of 185,284,669 ordinary shares. 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. As at
30 June 2003 and 30 June 2002, we had 12,866,600,200 issued ordinary shares.

Certain US-GAAP amounts in 2005, 2004, 2003 and 2002 have been restated as a result of a number of
immaterial adjustments that were identified as part of our adoption of A-IFRS. Refer to note 37(a) in our
consolidated financial statements for further details.
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Statistical Data as at the end of the period (except for traffic data)

Year Ended 30 June

2006 2005 2004 2003 2002
Billable Traffic Data (in millions)
Local calls (number of calls) . .......................... 7,432 8,469 9,397 9,794 10,269
National long distance minutes(1). . ............... .. ..... 7,215 7,743 8,520 9,161 9,170
Fixed to mobile minutes . .............. ... ... ... ..., 4,491 4,375 4,226 3,944 3,691
International direct minutes . ................... ... ..., 534 580 651 740 781
Mobile voice telephone minutes(2) . . ..................... 7,311 6,746 6,145 6,335 5,780
Inbound Calling Products — B Party minutes . .............. 2,922 2,773 2,708 2,655 3,345
Inbound Calling Products — A Party minutes . .............. 1,012 940 938 918 N/A
Number of short messaging service (SMS) sent. ............. 3,019 2,289 1,944 1,413 N/A
Network and Operations Data (in millions)
Basic access lines in service(3)
Residential . ... ... ... ... .. e 5.46 5.60 5.87 6.20 6.35
Business . . ... ... 2.32 2.45 2.57 2.71 2.72
Total retail CuStOmers. . .. ... vttt 7.78 8.05 8.44 8.91 9.07
Domestic wholesale. . .. ........ .. ... .. ... . ... . .. .. ... 2.16 2.07 1.84 1.55 1.33
Total basic access lines in service . . ... .................. 9.94 10.12 10.28 10.46 10.40
ISDN access (basic lines equivalents) (in thousands)(4) ........ 1,214 1,208 1,288 1,213 1,268
Mobile Services in Operation (SIO) (in thousands)(5)
3G e 317 —
GSM . e 6,468 6,894 6,653 5,812 5,346
CDMA . .. 1,703 1,333 951 757 596
Mobile services in operation . ......................... 8,488 8,227 7,604 6,569 5,942
Total Wholesale mobile SIOs (in thousands). . . ............ 119 83 61 N/A N/A
Online subscribers (in thousands)
Narrowband subscribers . . .. .. ... ... . ... .. .. 1,027 1,205 1,194 1,158 1,056
Broadband subscribers — Retail . . . ........... ... .. .. .... 1,476 856 427 121 168
Broadband subscribers — Wholesale(6). . .. ................ 1,427 888 379 240 N/A
Total Broadband subscribers . . .. ...................... 2,903 1,744 806 361 168
Total online subscribers . . . .. ......................... 3,930 2,949 2,000 1,519 1,225
Total FOXTEL subscribers (in thousands) . . . ... .......... 1,130 1,023 904 836 800
Employee Data
Domestic full time staff(7) . .. ....... ... .. ... .. ... ... .... 37,599 39,680 36,159 37,169 40,427
Full-time staff and equivalents(8) . ....................... 44,452 46,227 41,941 41,941 44977
Total workforce(9). . ... ... . 49,443 52,705 N/A N/A N/A

(1) Includes national long distance minutes from our public switched telephone network (PSTN) and indepen-
dently operated payphones. Excludes minutes related to calls from non-PSTN networks, such as ISDN and

virtual private networks.

(2) Includes all calls made from mobile telephones including long distance and international calls; excludes data,

messagebank, international roaming and CSL New World.

(3) Excludes Incontact service (a free service with restrictive calling access) and advanced access services, such as

ISDN services.

(4) Expressed in equivalent number of clear voice channels. Comparatives have been restated to reflect updated
assessment of channels per SIO on ISDN 10/20/30. The previous assessment was based on a calculation of
channel configurations across sample services. The revised assessment is based on the entire customer base.

(5) Excludes CSL New World SIOs.
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(6) Within Broadband, retail products include cable, satellite, BigPond Wireless, HyperConnect, ADSL and
Symmetrical HDSL, while wholesale products include DSL Layer 1, DSL Layer 2, DSL Layer 3, Spectrum
Sharing and vISP Broadband. Total Broadband subscribers exclude Broadband component of ULL and Mobile
Broadband which form part of intercarrier services and mobiles revenue respectively.

(7) Excludes offshore, casual and part-time employees.
(8) Includes all domestic and offshore employees, including controlled entities.

(9) Includes all domestic and offshore employees, including controlled entities, as well as contractors and agency
staff.
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Operating and Financial Review and Prospects

The following discussion should be read in conjunction with the annual consolidated financial statements,
including the notes to these consolidated financial statements, which are included with this International Offering
Memorandum. These annual consolidated financial statements have been prepared for the first time in accordance
with Australian equivalents to International Financial Reporting Standards (“A-IFRS”). Our comparatives have
been restated to reflect the adoption of A-IFRS, with the exception of the accounting standards on financial
instruments that were subject to an exemption and adopted from 1 July 2005. A-IFRS differs in certain respects
from Generally Accepted Accounting Principles in the United States (“US-GAAP”). A discussion of the principal
differences between A-IFRS and US-GAAP as they relate to us and a detailed reconciliation of net income and
equity to US-GAAP, is provided in note 37 to our consolidated financial statements. Refer to the 2005 Annual
Report for the financial results of the prior periods determined under previous Australian Generally Accepted
Accounting Principles (“AGAAP”).

The Operating and Financial Review and Prospects 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-looking statements. For a discussion of some of the principal risks that could affect our business
is presented in this International Offering Memorandum refer to “Risk Factors” and “Cautionary Statement
Regarding Forward-Looking Statements”.

In this section, we refer to our fiscal years ended 30 June 2006 and 30 June 2005 as fiscal 2006 and fiscal 2005
respectively. We have referred to the two fiscal years ended 30 June 2006 as the two-year period.
Our transformation strategy

At the beginning of fiscal 2006, our new CEO and management team initiated a comprehensive review of our
operations and strategies. Based on this review, we determined that our networks, systems and products and service
offerings were outdated and lagging behind our international peers and that our costs were escalating due to
increasing costs of goods and labour costs as well as rising costs associated with maintaining and supporting
complex legacy systems. In addition, revenues from our traditional high margin PSTN products and services have
been declining due to a combination of increased competition and customers migrating to lower margin emerging
products and services.

In November 2005, we decided to implement wholesale changes to our networks, systems and operations
under a five-year transformation strategy. The key elements of this transformation strategy are:

 building a next generation fixed network to support IP-based services;

e rolling out next generation wireless services over our recently launched NEXT G™ wireless network;

* implementing market-based management and using customer research to differentiate our product offerings;
* providing customers with integrated services across fixed, wireless and Internet platforms;

* simplifying systems and operations to reduce costs;

 expanding and enhancing our Sensis advertising, search and information services business; and

* instituting cultural changes through business reform and increased training.

We believe that if we can successfully transform our business, it will improve our competitiveness and
financial results.

Our transformation strategy is significantly more extensive than similar initiatives undertaken by other
telecommunications companies, involves significant capital spend and is subject to significant execution risks. In
addition, we are endeavouring to accomplish this transformation on an accelerated timetable. As a result, during the
early years of the transformation our earnings and cash flows will be significantly reduced, and we have needed to
increase borrowings to fund our capital expenditures, investments and dividends. However, we believe that we need
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to undertake these major changes now and under our proposed timetable in order to remain competitive and improve
the financial results and position of our company in the future.

Strategic Management Objectives

Together with the announcement of our transformation strategy in November 2005, our Board set strategic
management objectives to measure the successful implementation of our five year transformation strategy. We have
linked our remuneration structure to the transformation strategy, with the aim of increasing the focus and
understanding by senior executives of the key strategic objectives and motivating employees to execute on the
strategy. In October 2006, our Board revised these strategic targets in order to reflect the current regulatory
environment and market conditions and the experience of the first year of our transformation plan, and approved the
following:

* revenue compound annual growth in the range of 2.0% to 2.5% (to fiscal 2010 from the fiscal 2005 base
level), to be achieved by offsetting the expected substantial deterioration in traditional PSTN revenues with
revenues from new products and services delivered through our next-generation networks;

* new product revenue exceeding 30% of sales revenue by fiscal 2010;

* limiting compound annual growth of operating expenses (excluding depreciation and amortisation) to 2.0%
to 3.0% (to fiscal 2010 from the fiscal 2005 base level);

e EBITDA compound annual growth in the range of 2.0% to 2.5% (to fiscal 2010 from the fiscal 2005 base
level) and EBITDA margins of between 46% to 48% by fiscal 2010. We are expecting EBITDA during the
five year transformation strategy to decrease in the early years of the transformation, and are then targeting
improvement in the later years of the transformation;

e cash capital expenditure falling to a range of 10% to 12% of sales revenue by fiscal 2010;
e free cash flow increasing to between A$6,000 million and A$7,000 million by fiscal 2010; and
* work force reductions of approximately 12,000 over five years of the transformation strategy.

It is important to understand that these are internal objectives set by our Board in order to measure our
management’s performance in implementing the transformation strategy, and are not financial forecasts or
projections and should not be regarded as such. The strategic management objectives are primarily based on:

e our decision not to roll-out an FTTN network, and instead offer high-speed broadband products and services
through our existing networks;

* successfully rolling out our NEXT G™ wireless network services and migrating CDMA customers to the
new network;

* successfully deploying our next-generation fixed line network;

e existing regulatory settings, including the ACCC interim determination establishing ULLS pricing of
A$17.70 per month in band 2, and no mandated competitor access to our NEXT G™ wireless network;

* successfully implementing short, medium and long-term revenue initiatives in key PSTN, mobile and
broadband markets and customer segments;

* our ability to differentiate ourselves and obtain new revenues from our new networks and new products and
services to replace declining revenues from our traditional high-margin PSTN products and services;

* rationalising our operational support systems (OSS) and business support systems (BSS), and achieving an
80% reduction in the number of such systems by the end of fiscal 2010;

* key vendors in connection with our transformation performing on-time and as contracted;

» growing our Sensis business organically and by targeted acquisitions;
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* competitors not engaging in sustained and extreme price competition or investing in substantial new
infrastructure or disruptive technologies; and

* our workforce embracing our cultural transformation.

The strategic management objectives are based on the current regulatory environment and market and
competitive conditions, which are expected to change over time. Our ability to achieve our strategic management
objectives is subject to significant risks. See “Risk Factors” for a description of these key risks. Investors should
note that many of these risks are outside of our control, and that no assurance can be given that we will successfully
complete our transformation or achieve our strategic management objectives.

Revenue and products

During the two-year period, our increase in sales revenues was due mainly to revenue growth in mobiles,
Internet and IP solutions, advertising and directory services, and pay TV bundling. Our challenge moving forward
will be to continue and to consolidate the growth in these areas, while controlling costs, minimising margin erosion
and managing the decline in our PSTN revenues. Competition has continued to intensify and, as a result, we have
seen our revenues decline in a number of areas despite increasing volumes. We have continued to focus on
maximising returns from our higher margin traditional products such as PSTN products, while managing the shift in
customer demand for our lower margin emerging products, such as mobiles, broadband and other Internet based
products. We have aligned our investment strategies with our growth products and continue to focus on simplifying
our existing processes to identify cost efficiencies and protect operating margins, while improving our customer
service levels. Our overall operating margins are under constant pressure from the product mix change to lower
margin products. However, we are building a software-based cost efficient infrastructure that we expect will enable
us to deliver new products at low incremental costs and good margins.

Most of our revenues are generated from basic access, fixed and mobile call charges, specialised data, Internet
and IP solutions, advertising and directories services, solution management services and our international oper-
ations. We are focusing on a range of key products and services within these categories in order to grow our
revenues. This is further described below:

* PSTN products: We first experienced a significant decline in overall PSTN revenues in the second half of
fiscal 2005. Performance in this market has been depressed by competition and product substitution. Our
PSTN revenue was also adversely impacted by ULL as carriers have reached customer density thresholds to
be able to undertake viable ULL investment, which has further been assisted by falling equipment prices
reducing the capital required.

This market remains a focal point and a significant part of our company in terms of sales revenue. It
continues to provide us with strong cash flows.

We continue to focus on maximising returns and improving customer service in this area by offering a broad
range of product packages that include bundling traditional products with new products. In addition, in June 2006
we introduced new capped calling plans on our basic access lines, which includes untimed local and national
long distance calls. Despite a positive response to these initiatives, total PSTN revenues declined in fiscal 2006,
led by competitive pricing pressures and the continued migration of customers to mobiles and other products and
services.

* Mobiles: While the rate of growth has slowed, mobile revenue growth has been driven by low access fee
plans, value added services including mobile data and the increasing popularity of prepaid offerings. We
continue to increase revenues by providing more innovative products on our mobile networks including
access to a wide range of Internet products and content through mobile handsets and the provision of high-
speed wireless services, including 3G mobile services. In addition, revenues continue to increase with the
higher number of mobile users.

e Internet and IP services: ~Growth in this area was attributable to an increase in both retail and wholesale
broadband subscribers. We expect the Internet and IP solutions products to continue their expansion as a
result of large increases in the number of broadband subscribers and robust competition as providers
compete for market share. This market is in a growth phase and our strategy to capitalise on this growth
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involves the provision of high speed, innovative Internet products such as the launch of Australia’s first legal
movie download service. The ability to offer a suite of product and services, combined with value based
pricing, is a key to our strategy.

We expect take up of ADSL and other emerging broadband Internet services via HFC cable and satellite to
increase in future reporting periods as the market becomes more aware of their performance capabilities.

Advertising and directories:  Growth in our Sensis business has been led by an increase in revenue from our
Yellow® and White Pages® printed and online advertising solutions. This was predominantly driven by
product innovation and customer demand. In addition, we have continued to grow our Yellow® and White
Pages® Online directory businesses.

As telecommunications, computing and media technologies continue to converge, we are focused on
enhancing our capabilities to provide new and innovative application and content services and to expand
further into these converging markets.

Solutions management: We have continued to strengthen our position in the managed services and
information and communication technology (ICT) market. During fiscal 2005, we acquired KAZ, a provider
of business process outsourcing, systems integration, consulting, applications development and IT man-
agement services. During fiscal 2005, we also acquired PSINet, a provider of e-business infrastructure
solutions and corporate IP based communication services. These acquisitions expanded our IT services
capability to both our Australian and international customers, complementing our core strength in tele-
communications. These acquisitions combined with our pre-existing solutions management business have
significantly broadened our solutions management services, which we believe will assist us to achieve our
goal of becoming an Australian leader in the ICT market.

International operations: Our offshore controlled entities contributed 7.7% of our total sales revenue in
fiscal 2006 and 7.3% in fiscal 2005. This is primarily attributable to the CSL New World Mobility Group
operations in Hong Kong and the TelstraClear operations in New Zealand, which generate revenues mainly
from the mobile market and from fixed network services respectively.

During fiscal 2006, we merged our 100% owned Hong Kong mobile operations (CSL) with the Hong Kong
mobile operations of New World Mobility Group to form the CSL New World Mobility Group (CSLNW).
Under the merger agreement, CSL issued new shares to New World Mobility Holdings Limited in return for
100% of the issued capital of the New World Mobility Group and A$42 million in net proceeds. The share
issue diluted our ownership in the merged group to 76.4%. This merger was undertaken because the two
entities have complementary services in providing mobile telecommunication products and services in
Hong Kong. We believe CSLNW will be able to leverage their strong brand recognition and common
network to improve its operating performance. The merged entity is now the largest wireless service
provider in the Hong Kong market.

During fiscal 2006, TelstraClear unveiled a new strategic focus for growth through the delivery of
differentiated services and investment in high value voice and data services. 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 solutions.

We have maintained our attention on managing the performance of our individual product and service

categories. However, as a fully integrated telecommunications company, we are building on our existing customer
base and capturing the market trend towards integrated access and seamless voice, data and content offerings. To
achieve this, we continue to bundle our individual products and provide customers with price discounts. In addition,
we are expanding the integrated content services provided through our BigPond® and Sensis applications to enable
our customers to access content across multiple devices including mobiles, personal computers and home phones.

In fiscal 2006, we implemented a number of revenue initiatives, particularly in our PSTN, mobile and

broadband businesses. These initiatives include subscription pricing plans, targeted “win-back” campaigns,
differentiated customer propositions and distribution channel optimisation. Achievement of our strategic
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management objectives, particularly during the later years of our transformation, depends in part on our success in
implementing these initiatives.

On 31 August 2006, we announced our acquisition of a 51.0% shareholding in SouFun Holdings Limited
(SouFun) for a total cash consideration of US$254 million (approximately A$333 million). SouFun is a leading real
estate and home furnishing and improvement website in China. It provides information, advertising and listing
services to China’s growing online real estate and home furnishing and improvement sectors. This investment is
integral to Sensis’ growth strategy of expanding into new geographic markets through the pursuit of partnerships or
acquisitions that can deliver value to our shareholders. On 31 August 2006, we also announced the sale of Australian
Administration Services (AAS), the superannuation administration business of our subsidiary KAZ, for A$215 mil-
lion, giving rise to a profit on sale of A$56 million. The sale followed our comprehensive review that determined
that superannuation administration services were no longer strategic to our business in future reporting periods. As a
result of these transactions, we have divested a non core asset and redeployed the funds into one of our growth areas.

Costs and operational efficiency

In fiscal 2006 we began our transformation program as outlined by the strategic review. During this review, we
identified complexity in the business involving our cost and operational structure, resulting in an upward pressure
on costs. The transformation program will occur over a five-year period, with cost reduction being a major objective
of the overall program.

Our total expenses grew during the two-year period, led by the recognition of additional expenses incurred as
part of the transformation program, including a provision at year end for restructuring and redundancy costs of
A$427 million. We also experienced expense growth across various categories to support our emerging business
areas such as broadband, 3G mobile services and pay television, as well as to meet our customer service
requirements, partly offset by previous cost reduction programs. In addition, our depreciation and amortisation
expense increased reflecting the impact of a review of the service lives of our assets as part of the transformation
strategy. The accelerated depreciation and amortisation was mainly in relation to adjusting the service lives of the
CDMA network, our switching systems, certain business and operational support systems and related software.

We are committed to continuing our review of areas of the business where cost and operational efficiencies can
be achieved, while improving the customer experience. We believe opportunities to achieve this include:

e rationalising our various IT and network platforms;

* streamlining our business operations;

* obtaining better value from our capital expenditure;

e extracting synergies from our recent investment acquisitions;
* improving network efficiency; and

* managing total labour costs more efficiently.

During the two-year period, we have devoted increased capital expenditure to upgrade our telecommunica-
tions networks, eliminate components that are no longer useful and improve the systems used to operate our
networks. We continue to upgrade and simplify our telecommunications networks to meet customer demands,
particularly for new growth product areas such as broadband.

As part of our strategic review, we have introduced the “one factory” approach to consolidate and simplify the
way we operate at all levels of the business. The company is very dependent on business and operational support
systems. Historically, significant time and investment has been required to meet changing market conditions. The IT
transformation will provide an integrated platform that is much more flexible and is expected to require lower costs
to maintain. The objective is an 80% reduction in the number of systems over five years from November 2005. In
addition to operational efficiency, overall effectiveness is expected to improve. We believe the deployment of our
new IP core network will reduce the cost of installing new applications and will provide our customers with better
and faster services. We believe incremental change is not enough to meet our strategic objectives and as a result we
are looking to transform our IT capability.
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On 6 October 2006, we launched our new NEXT G™ wireless network. This network will replace our existing
CDMA network, and over time we will migrate all of our mobile customers onto the NEXT G™ wireless network.
The move will reduce duplication of both capital and operational expenditure and the digital divide between our
regional and metropolitan customers. In addition to current services already experienced on existing networks, we
believe our NEXT G™ wireless network customers will enjoy access to a greater range of content and services, as
well as many enhanced features, such as improved video calling services and faster broadband access speeds, in
addition to better in-building coverage. We plan for the CDMA network to be available until replacement services
and coverage provided by our NEXT G™ wireless network are the same as or better than the CDMA network and in
any event at least until January 2008.

Customer service

We strive to continually improve our customer service. During fiscal 2006, we announced a A$210 million
training initiative to ensure our staff have the best available training to enable and maintain next generation
networks. In addition, we are achieving service delivery innovations that cater to the needs of our customers such as
providing and improving our online billing facilities. Our focus for continual improvement in customer service is in
the following key areas:

» upgrading our networks and reducing fault incidence;

* placing additional trained staff in our call centres to directly deal with our customers;
 providing tools to sales representatives that help them consult with customers;

» improving the self service technology;

* enhancing the skills of our staff, enabling them to solve a customer’s problem on the first call;
e ensuring customer appointments are met and reducing response times and queue lengths; and

e further improving our performance under the customer service guarantees.

Business segments

During fiscal 2006, we changed our business segments to improve the way our business is structured and
operates to meet the needs of our customers. We have restated all our comparative segment information to reflect the
current financial reporting position as if all our new business segments and segment accounting policies existed in
the prior year. Our significant changes included:

* the creation of a new business segment named Telstra Business to specifically cater for the full provision of
telecommunication products and services to small and medium enterprises;

e the creation of a new business segment named Telstra Operations. This group consolidated Telstra Services
(formerly known as Infrastructure Services), Telstra Technology, Innovation and Products and Operations
Support, which was previously reported within our corporate areas. The consolidation of these operational
areas reflects our move to the “one factory” approach;

e the creation of the Telstra Product Management Group within Telstra Operations to focus on the manage-
ment and performance of our existing and future products; and

e the creation of the Strategic Marketing Group to implement the market based management approach adopted
to better understand the needs of our customers and provide better products and services to meet their
requirements.

The Telstra Country Wide® business unit ensures we continue to have a strong commitment to telecommu-
nication services in the major rural, minor rural and remote areas of Australia. In addition, under the USO regime,
we deliver the standard telephone service and prescribed carriage services to all people, wherever they reside or
carry on business. Through our continued focus on providing excellent customer service, we aim to satisfy our
existing customers and drive future revenue growth by providing quality services to all our customers.
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Refer to “Information on the Company — Organisational structure” for details on our organisational structure.

Returns to shareholders

During the two-year period, in addition to continuing ordinary dividends, we have also returned A$2,988 mil-
lion to shareholders through special dividends and share buy-backs as part of our capital management program.
During fiscal 2006, we announced that the third year of the capital management program, whereby A$1,500 million
was to be returned each year to shareholders through special dividends and share buy-backs, would not occur to
allow the funds to be diverted to our transformation program.

In fiscal 2006, we paid special dividends totalling A$1,492 million (A$0.12 per share). In fiscal 2005, we paid
a special interim dividend of A$746 million (A$0.06 per share) and also undertook a share buy-back that resulted in
the buy-back of 185,284,669 ordinary shares. In total, 1.47% of our total issued ordinary shares, or 3.00% of our
non-Commonwealth owned ordinary shares, were bought back. The cost of the share buy-back comprised the
purchase consideration of A$750 million and associated transaction costs of A$6 million. The shares bought back
were subsequently cancelled, reducing the number of fully paid ordinary shares on issue. The Commonwealth did
not participate in the share buy-back and as a result its shareholding increased from 51.0% before the buy-back to
51.8%. The share buy-back improved our earnings per share as we have fewer shares outstanding and has not
hindered our ability to take advantage of profitable investment opportunities when they arise.

Outlook

Overview

Whether our future financial performance will improve is largely dependent on our ability to implement and
execute our transformation strategy successfully and generate the increased volumes and usage rates for our
products and services we seek to achieve. In addition, our transformation is a five-year plan, with the early years
involving the deployment of large amounts of capital, the roll-out of new networks and systems and the incurrence
of additional operating costs and provisions associated with the fundamental changes we are implementing
throughout our systems and operations. Our ability to successfully implement our transformation strategy is subject
to significant risks. See “Risk Factors”.

We are involved in continuing discussions over the current and future regulatory environment impacting the
Australian telecommunications industry in general and us in particular. There are several key regulatory issues,
which include:

 regulated wholesale access pricing;
e retail price controls;
e any potential competitor access to our NEXT G™ wireless network; and

¢ the use by the ACCC of the conduct rules in the Trade Practices Act to affect the way we price our products
and services.

Some of the key factors that we believe may impact our future financial results include:

e our ability to implement and execute our transformation strategy, including the deployment of our NEXT G™
wireless services, and the rationalisation of our various IT and network platforms;

* our ability to introduce new value-added products and services to compensate for lower prices, volumes and
earnings we expect to realise from our traditional higher margin product and service lines;

* the difficulties for us in predicting regulatory outcomes and, in our view, the unpredictable actions of the key
regulators; and

 changes to our competitive environment as markets and technologies evolve and competition intensifies, and
the actions and initiatives of our major competitors.
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General trends

Our traditional high margin PSTN revenues have been and will continue to be negatively affected by both
intense competitive pressure and customers migrating to alternative platforms, such as wireless, high bandwidth
Internet, IP telephony, and web and managed services. We expect these trends to continue. The overall volume of
telecommunications services purchased in Australia has continued to increase and the range of products and
services offered has continued to expand. One of the central objectives of our transformation is to position the
company to have the networks, systems and capabilities to meet the evolving needs of our customer base. With our
planned next-generation networks, we are building the infrastructure to reduce our reliance on our traditional high-
margin PSTN revenue stream and to grow our mobile, Internet and other next-generation revenues.

We intend to streamline our businesses, systems and operations to reduce the high operating costs associated
with maintaining and supporting complex legacy IT systems, products and services. However, we expect depre-
ciation and amortisation to increase as we invest heavily in transforming our IT base, together with the acceleration
of depreciation for certain assets that are being phased out.

A number of key regulatory decisions and determinations are still unresolved. In August 2006, for example, the
ACCC made several interim determinations reducing ULLS access pricing for some of our largest wholesale
customers to A$17.70 per month in band 2 (representing the metropolitan area, where the greatest number of ULLS
services will be provided). These decisions are only interim determinations by the ACCC and the ACCC'’s final
determinations can be higher or lower than this price. We are uncertain as to the ACCC’s timeframe for making
these final determinations. We no longer propose to build an FTTN network because we disagreed with the ACCC
as to the costs which could be taken into account in setting a price at which our competitors could use that network.

Fiscal 2007 outlook

We are currently in the early years of our transformation, which has required increased capital and operating
expenditures to roll out new networks and implement our planned system and operational changes, resulting in
significant reductions to our earnings and cash flow.

Accordingly, we expect that our fiscal 2007 financial results will show:

* reported revenue (total income) growth of between 1.5% and 2.0% compared with our fiscal 2006 total
income of A$23,100 million;

* reported earnings before interest and income tax expense (“EBIT”) growth in the range of 2.0% and 4.0%
compared with our fiscal 2006 EBIT of A$5,497, but we expect fiscal 2007 reported EBIT will be in the
range of 18% to 20% lower than fiscal 2005 EBIT of A$6,935 million. Note 7(b) of our 2006 audited
financial statements discloses that in explaining our fiscal 2006 financial performance, it is relevant to note
that expenses associated with the implementation of the strategic review initiatives of A$1,126 million were
incurred. We expect similar net costs of approximately A$800 million to be incurred in fiscal 2007; and

 reported cash capital expenditure (excluding investments) in the range of A$5,400 million to
A$5,700 million.

Importantly, our ability to achieve the fiscal 2007 outlook described above, as well as our outlook for the first
and second halves of fiscal 2007 described below, is subject to a number of key assumptions, including:

* not building an FTTN network;

 aband 2 ULLS price of A$17.70 per month applying to all wholesale customers for the remainder of fiscal
2007;

* no additional redundancy and restructuring provision;
¢ slowing the decline in PSTN revenues;

* retail volume growth in mobiles voice and data traffic, dependent in part on the successful roll-out of our
NEXT G™ wireless network services;
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» growth in the retail broadband market and in our market share;
» growth in Sensis print and online revenues;

* not exceeding budgeted net transformation related operating expenditure costs of approximately A$500 mil-
lion; and

 general productivity gains from our reduced workforce.

Our ability to achieve our fiscal 2007 outlook is also subject to significant risks. Refer to “Risk Factors” for a
description of these key risks.

We expect fiscal 2007 to be the largest transformation spend year in terms of operating and capital expenditure.
Provided there are no further material adverse regulatory outcomes and we continue to be successful in imple-
menting our transformation strategy, we expect our free cash flow to improve in fiscal 2008 compared with fiscal
2007.

It is the current intention of the Board to declare fully franked ordinary dividends of A$0.28 per share for fiscal
2007. This assumes that we continue to be successful in implementing our transformation strategy and there are no
further material adverse regulatory outcomes during fiscal 2007. The Board will make its final decision on the
future amount of dividends in its normal cycle having regard to, among other factors, our earnings and cash flow, as
well as regulatory impacts on our business and all other factors that affect our operations. On 10 August 2006, the
directors declared a fully franked final dividend of A$0.14 per share (A$1,739 million), which will be recognised in
our accounts for fiscal 2007.

Two months ended 31 August 2006 review

Our unaudited operating results for the two-month period ended 31 August 2006 compared with the prior
corresponding period show the following:

* sales revenue growth of 3.3% reflecting continued growth in retail broadband of 41.0%, mobiles of 9.0% and
advertising and directories revenue of 10.6%. This growth was partially offset by the decline in PSTN
revenues of 5.9% as the market continues its trend from high-margin PSTN products and services to lower-
margin emerging telecommunication products and services. In addition, the rise in sales revenue reflected
the inclusion of revenues for the New World Mobility Group.

* EBIT decline of 8.6% as our income growth during the two months was offset by higher expenses mainly due
to an increase in cost of good sold led by additional take up of our 3G mobile handsets and a rise in the
number of subscribers to our services and higher depreciation and amortisation expenses attributable to our
transformation initiatives. The increase in expenses was partially offset by lower labour expenses reflecting
a reduction in the number of staff.

We believe that our results for the first two operating months of fiscal 2007 are consistent with the trends
identified during fiscal 2006 and we are on track to achieve our fiscal 2007 outlook. Investors should note, however,
that these results are only for two months and are not necessarily indicative of what our results will be for the year.

First half fiscal 2007 outlook

We expect that our reported results for the first half of fiscal 2007 will be impacted by the following factors:

* revenue will be impacted by the distribution of Melbourne Yellow® being completed in the second half of
fiscal 2007, therefore the revenue will be recognised in the second half of fiscal 2007. In fiscal 2006,
distribution of Melbourne Yellow® was completed in the first half of fiscal 2006 and as a result, the revenue
was recognised in the first half of fiscal 2006;

» expenses will include significant transformation related costs in the first half of fiscal 2007 compared with
no transformation expenses in the first half of fiscal 2006;

* revenue and expenses for the CSL New World Mobility Group will be included for the full year in fiscal
2007; and
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* accelerated depreciation and amortisation expenses in the range of A$150 million to A$175 million will be
reported in the first half of fiscal 2007, reflecting our transformation, compared with no accelerated
depreciation and amortisation in the first half of fiscal 2006.

As aresult of these factors, we expect our reported EBIT to be 17% to 20% lower in the first half of fiscal 2007
compared with the first half of fiscal 2006.

Second half fiscal 2007 outlook
We expect that our reported results for the second half of fiscal 2007 will be impacted by the following factors:

* revenue will be impacted by the distribution of Melbourne Yellow® being completed in the second half of
fiscal 2007, therefore the revenue will be recognised in the second half of fiscal 2007. In fiscal 2006,
distribution of Melbourne Yellow® was completed in the first half of fiscal 2006 and as a result, the revenue
was recognised in the first half of fiscal 2006;

 expenses will reduce in the second half of fiscal 2007 compared with the second half of fiscal 2006. During
fiscal 2006, transformation costs were only incurred in the second half of fiscal 2006 including the
redundancy and restructuring provision. We do not expect to raise a redundancy and restructuring provision
during fiscal 2007; and

* revenue and expenses for the CSL New World Mobility Group will be included for the full year in fiscal
2007.

As a result of these factors, we expect our EBIT to be 37% to 40% higher in the second half of fiscal 2007
compared with the second half of fiscal 2006.

Due to the combination of our expected first half and second half reported results for fiscal 2007, we expect
reported EBIT for fiscal 2007 to increase between 2.0% and 4.0% compared with fiscal 2006 as previously outlined.

Management estimates and judgements in the application of our critical accounting policies

Our consolidated financial statements have been prepared in accordance with A-IFRS. Our basis of prep-
aration and significant accounting policies are fully described in note 1 and note 2 to our consolidated financial
statements respectively.

During fiscal 2006, we adopted A-IFRS in the preparation and presentation of our consolidated financial
statements. Our accounting policies for both fiscal 2006 and fiscal 2005 are compliant with all aspects of A-IFRS.
As a result, we remeasured and restated our fiscal 2005 comparative financial information to be consistent with
A-IFRS. We have taken the exemption available under AASB 1: “First time adoption of Australian Equivalents to
International Financial Reporting Standards” to only apply AASB 132: “Financial Instruments: Disclosure and
Presentation” and AASB 139: “Financial Instruments: Recognition and Measurement” from 1 July 2005. In
addition, we elected to early adopt AASB 7: “Financial Instruments: Disclosures”, which supersedes the disclosure
requirements of AASB 132.

In all material respects, our accounting policies are applied consistently across the Telstra Group of companies
and to all business segments. Where there is no conflict with A-IFRS, we align our accounting policies with
US-GAAP to reduce the number of A-IFRS/US-GAAP reconciliation differences required to be adjusted in note 37
to our consolidated financial statements.

The preparation of our consolidated financial statements requires management to make estimates and
judgements that impact the reported amounts of assets, liabilities, revenues and expenses and the disclosure of
off balance sheet arrangements, including commitments and contingent liabilities. We continually evaluate our
estimates and judgements. We base our estimates and judgements on historical experience, various other
assumptions we believe to be reasonable under the circumstances and, where appropriate, practices adopted by
international telecommunications companies. Actual results may differ from these estimates in the event that the
scenarios on which our assumptions are based proves to be different.
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The following are the critical accounting estimates and judgements we have applied in producing our A-IFRS
consolidated financial statements:

Carrying value and amortisation of investments, goodwill and acquired intangible assets

We assess the carrying value of our goodwill and other indefinite useful life assets for impairment annually at
each reporting date. In respect of other assets, an assessment of the carrying value is only required in instances
where there is some indication of impairment. Our assessment of the carrying value covers both goodwill and other
assets, as it would be difficult to separate the cash flows generated from the other assets as distinct from the cash
flows supporting the carrying value of goodwill. In addition, we have allocated goodwill and intangible assets with
an indefinite useful life to cash generating units (CGUs) for the purposes of undertaking impairment testing.

Our assessment of the carrying value generally applies the discounted cash flow analysis approach, except in
the case of listed investments, where we use market prices. The discounted cash flow analysis is based on the value
in use calculation, representing the present value of the future amount expected to be recovered through the cash
inflows and outflows arising from the assets continued use and subsequent disposal, discounted to its present value
by an applicable discount rate.

In determining our value in use, we apply management judgement in establishing our forecasts of future
operating performance of the assets in their current condition, as well as the selection of an appropriate discount rate
and terminal value growth rate. These judgements are based on past experience and expectations for the future. The
discount rate reflects the market determined discount rate adjusted for specific risks relating to the CGU and the
country in which it operates. Our terminal value growth rate represents the growth rate applied to extrapolate our
cash flows beyond the five year forecast period.

We acquire intangible assets either as part of a business combination or through separate acquisition.
Intangible assets acquired in a business combination are recorded at fair value at the date of acquisition and
recognised separately from goodwill. On initial acquisition, we apply management judgement to determine the
appropriate allocation of purchase consideration to the assets being acquired, including goodwill and identifiable
intangible assets.

The carrying value of goodwill was A$2,073 million as at 30 June 2006 compared with A$2,037 million as at
30 June 2005. On initial acquisition, and at each subsequent reporting date, we assess the useful life of goodwill and
other acquired intangible assets as part of our assessment of the carrying value of our investments. The increase in
the carrying value of goodwill was mainly attributable to the acquisition of controlled entities and foreign exchange
movements.

The carrying value of our investments in jointly controlled and associated entities was A$23 million as at
30 June 2006 compared with A$48 million as at 30 June 2005. The carrying amount has reduced during fiscal 2006
due to the sale of our 35.0% shareholding in Xantic B.V.

The carrying value of our acquired intangible assets including patents, trademarks, licences, brandnames,
customer bases and mastheads was A$1,686 million as at 30 June 2006 compared with A$1,702 million as at 30 June
2005. The carrying value of these intangible assets are assessed annually and adjusted down where it exceeds
recoverable amount.

Our acquired intangible assets are amortised on a straight-line basis over the period of expected benefit starting
from the commencement date of use, with the exception of assets assessed as having an indefinite useful life
(predominately relating to mastheads). We apply management judgement to determine the amortisation period
based on the expected useful lives of the respective assets. In some cases, the useful lives are supported by external
valuation advice at the time of acquisition. As at 30 June 2006, the remaining amortisation period of our acquired
intangible assets was reviewed and deemed appropriate. The mastheads of A$447 million were acquired as part of
our acquisition of the Trading Post®. The mastheads are deemed to have an indefinite life, the appropriateness of
which is reassessed at each reporting date.

If our forecasts and assumptions prove to be incorrect or circumstances change, we may be required to impair
the carrying value of our investments, goodwill and acquired intangible assets. In applying our assessments, we
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have not written down significant amounts of these assets during the two-year period. We believe that as at 30 June
2006 our investments, goodwill and acquired intangible assets are recoverable at the amounts at which they are
stated in the consolidated financial statements.

Carrying value and depreciation of property, plant and equipment

Property, plant and equipment assets made up 65.3% of our total assets in fiscal 2006 compared with 65.0% in
fiscal 2005. We therefore consider our accounting policies in relation to 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 value basis. Land and buildings are subject to valuation at least every three years, except properties that are on a
disposal program, which are subject to valuation each year.

We assess whether there is an indicator of impairment in our property, plant and equipment at each reporting
date. 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 individually. When considering this assessment we exclude the HFC cable
network, as we do not consider this network to be integrated with the rest of our ubiquitous telecommunications
infrastructure in Australia. As at 30 June 2006, our assessment of the ubiquitous network and the HFC cable
network did not identify any impairment triggers and therefore it was not necessary to perform a recoverable
amount test in relation to the carrying value of the network assets.

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 international trends for other telecommunications companies.
In relation to communications assets, our assessment includes a determination of when the asset may be superseded
technologically. We use a ‘end date lifing” methodology where we believe technologies will be replaced by a certain
date. Assets are grouped into classes based on technologies when making the assessment of useful lives.

The review of service lives was carried out at the commencement of the year and updated in November 2005 to
take into account the impacts associated with the transformation. As part of our review, certain assets are reassessed
with lives being extended or in some cases being reduced. The net effect of the reassessment for fiscal 2006 was an
increase in our depreciation expense of A$66 million compared with a decrease of A$60 million in fiscal 2005. The
fiscal 2006 net increase comprised a reduction in depreciation of A$196 million based on the review of services
lives at 1 July 2005 and accelerated deprecation of A$262 million as a result of our transformation initiatives. Any
reassessment in a particular year will affect the depreciation expense (either increasing or decreasing) for both that
current year and future years through to the end of the reassessed useful life.

If our forecasts and assumptions prove to be incorrect or circumstances change, we may be required to impair
the carrying value of our property, plant and equipment. Our impairment for property, plant and equipment was
A$69 million in fiscal 2006 compared with A$17 million in fiscal 2005. The increase in fiscal 2006 was mainly due
to our decision to shut down certain networks and platforms that are no longer considered recoverable as part of our
transformation program. This also includes our decision to cancel certain projects relating to the construction of
property, plant and equipment. We believe that as at 30 June 2006 our items of property, plant and equipment are
recoverable at the amounts at which they are stated in our consolidated financial statements.

Capitalisation of costs

Costs are classified as either operating or capital expenditure. We expense operating expenditure to the income
statement as it is incurred. We capitalise expenditure where it is expected to generate future economic benefits.
Capital costs are recorded as assets and reported in our balance sheet based on the asset class considered most
appropriate to those costs. Management judgement is applied in determining costs to be capitalised in relation to the
following major asset categories:

Capitalisation of costs related to construction activities

The cost of our constructed property, plant and equipment includes directly attributable costs such as
purchased materials, direct labour and direct overheads required to bring the asset to the location and condition
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necessary for its intended use. Satisfying the directly attributable criteria requires an assessment of those
unavoidable costs that, if not incurred, would result in the asset not being constructed or installed.

The cost of our constructed property, plant and equipment also includes an allocation of indirect overheads.
Indirect overhead costs are directly 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.
Management judgement is applied in determining the indirect cost pool and allocating it to each project.

Capitalisation of software assets developed for internal use

We capitalise costs associated with the development of network and business software for internal use where
future benefits embodied in the particular asset will eventuate and can be reliably measured. Management applies
judgement to assess the costs to be capitalised in the development of software assets and the amortisation period
applied.

Costs capitalised as software assets for internal use include:

e external direct costs of materials and services consumed;

e payroll and direct payroll related costs for employees associated with a project; and
e internal indirect costs directly attributable to the software asset being developed.

Capitalised software assets totalled A$1,782 million as at 30 June 2006 compared with A$1,970 million as at
30 June 2005. The recoverability of capitalised software assets is assessed semi-annually at each reporting date. If
our estimates prove to be incorrect or circumstances change, we may be required to impair the carrying value of our
software assets.

The service lives of software assets are reviewed each year with reference to global industry practices.
Software assets have a weighted average life of six years in both fiscal 2006 and fiscal 2005, despite the changes
resulting from the impact of transformation on certain software asset lives in the current year. Major systems such as
certain billing systems may have a longer life. The net effect of the reassessment of the useful life of software assets
for fiscal 2006 resulted in an increase in amortisation expense of A$160 million in fiscal 2006 compared with A$nil
in fiscal 2005, reflecting the impact of transformation initiatives in the current year.

If these assumptions prove to be incorrect or circumstances change, we may be required to impair the carrying
value of capitalised software assets. Our impairment for capitalised software assets was A$65 million in fiscal 2006
compared with A$nil in fiscal 2005. The increase in fiscal 2006 was led by our decision to shut down certain
networks and platforms that are no longer considered recoverable as part of our transformation program. This also
includes our decision to cancel certain projects relating to the development of software. We believe that as at 30 June
2006, our capitalised software assets are recoverable at the amounts at which they are stated in our consolidated
financial statements.

Deferred expenditure

Our deferred expenditure relates to costs deferred for basic access installation and connection, major service
solution contracts and the generation of Yellow® and White Pages® revenue. In addition, incentive and admin-
istration fees associated with acquisition of certain mobile subscribers are also recorded as deferred expenditure.

We defer expenditure where it is probable that the future benefits embodied in the particular asset will
eventuate and can be reliably measured. As a result, we are required to identify future benefits expected to arise
from the deferral of expenses, which relate to the revenue that is to be recognised in future periods. Each year we use
management judgement to determine the average period over which the related benefits of our deferred expenditure
are expected to be realised. 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 recorded as an
expense immediately in the income statement.
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A substantial portion of our deferred expenditure relates to basic access installation and connection costs.
These costs are taken to the income statement in line with the release of installation and connection fee revenues,
which are deferred and recognised over the average estimated customer life. Based on our reviews of historical
information and customer trends, we have determined that the average estimated customer life is five years for both
fiscal 2006 and fiscal 2005. Our deferred expenditure after amortisation was A$582 million as at 30 June 2006
compared with A$620 million as at 30 June 2005.

Defined benefit assets and actuarial gains/losses

We currently sponsor two post employment defined benefit plans. The Telstra Entity and some of our
Australian controlled entities participate in the Telstra Superannuation Scheme (“Telstra Super”). Our controlled
entity, CSL, participates in the HK CSL Retirement Scheme. We recognise a defined benefit asset for the net surplus
recorded in each of our post employment defined benefit plans. The net surplus represents the fair value of the plan
assets less the present value of the defined benefit obligations, adjusted for contributions tax. The fair value of plan
assets approximates its net market values. Defined benefit obligations are based on expected future payments
required to settle the obligations arising from current and past employee services. This obligation is significantly
influenced by factors such as estimates on final salaries and employee turnover.

All of the actuarial gains/losses associated with our defined benefit plans are recognised directly in retained
profits in the period in which they occur. For financial reporting purposes, we engage an actuary to assist in the
determination of our net defined benefit asset and the associated actuarial gains/losses at each reporting date. The
following represent the main assumptions used in the actuarial calculations of the pension expense, plan assets and
defined benefit obligations:

e the discount rate to determine the defined benefit plan expense;
e the discount rate used for reporting defined benefit obligations;

* the rate of increase on future salary levels for both the defined benefit plan expense and the defined benefit
obligations; and

* the expected long term rate of return on plan assets.

The assumptions applied in our calculation have a significant impact on the reported amount of our defined
benefit plan assets of A$1,029 million as at 30 June 2006 and A$247 million as at 30 June 2005. In fiscal 2006, the
increase was mainly due to higher investment returns than expected and a reduction in accrued benefits as a result of
a large number of defined benefit members leaving the scheme, mainly reflecting the redundancies during the
current year. In applying our estimates, we have recorded an actuarial gain of A$962 million in fiscal 2006,
compared with an actuarial loss of A$90 million in fiscal 2005, directly in retained profits in accordance with the
applicable accounting standard. Refer to note 28 to our consolidated financial statements for details on the
assumptions applied to each of our defined benefit plans, the method of determining these assumptions and
sensitivity analysis of a one percentage point decline in these key assumptions on our defined benefit expense and
asset.

If our current estimates proves to be incorrect, the carrying value of our defined benefit assets as at 30 June
2006 may be materially impacted in the next reporting period. Additional volatility may also be recorded in retained
profits to reflect differences between actuarial assumptions of future outcomes applied at the current reporting date
and the actual outcome in the next annual reporting period. Based on the assumptions applied at year end, we
believe that as at 30 June 2006, our defined benefit assets are fairly stated in our consolidated financial statements.

Valuation of receivables

We maintain allowances for doubtful debts based on an estimate of the inability of our customers to pay
amounts due to us for services rendered to them. These allowances are based on historical trends and management’s
assessment of general economic conditions. An allowance for doubtful debts is raised when it is considered that
there is a credit risk, insolvency risk or incapacity to pay a legally recoverable debt. We have adopted a number of
methodologies depending on the different customer portfolio to determine the appropriate allowance for doubtful
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debts in each of our business segments. 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 allowances raised will not sufficiently cover bad debts arising from the receivables we currently have on
hand.

Our allowance for doubtful debts was A$144 million as at 30 June 2006 compared with A$159 million as at
30 June 2005. Trade debtors before any allowance for doubtful debts was A$2,565 million as at 30 June 2006
compared with A$2,434 million as at 30 June 2005.

Included in our receivables is the loan to REACH of A$210 million as at 30 June 2006 and A$204 million as at
30 June 2005. We fully provided for this loan to REACH in both fiscal 2006 and fiscal 2005 due to the uncertainty of
repayment in the medium term.

Provisions

Our provision for employee benefits predominantly relates to the provisions for annual leave and long service
leave entitlements. The calculation of annual leave entitlements should be based on remuneration rates expected to
be paid when the obligation is settled. Ordinarily this would require the provision for annual leave entitlements to
use estimated remuneration rates at the time leave is expected to be settled or taken. We use nominal remuneration
rates in determining the annual leave provision on the basis that the difference between the nominal rates and
applying the estimated future rates would not be material to our provision.

We accrue for long service leave entitlements not expected to be paid or settled within one year of balance date
at present values of the future amounts expected to be paid. The calculation is actuarially determined and includes
the following estimates:

* the projected increases in wage and salary rates over an average of ten years;

« the probability of employees reaching their long service leave entitlement at year 10;
* the employee leave taking rate; and

* the weighted average discount rate.

In relation to the discount rate, we apply the weighted average government bond rate for the one year period
ended 30 June, rather than the government bond rate as at 30 June. This approach is taken to limit the impact of
volatility in government bond rates. Our provision for employee benefits was A$892 million as at 30 June 2006
compared with A$946 million as at 30 June 2005.

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 actual
accidents and estimated claims incurred but not yet reported. Our provision for workers’ compensation was
A$216 million as at 30 June 2006 compared with A$214 million as at 30 June 2005.

Our provision for redundancy of A$186 million and provision for restructuring of A$209 million was recorded
in fiscal 2006 as part of our transformation program. A provision has been raised for only those redundancy and
restructuring costs where a detailed formal plan has been approved and we have raised a valid expectation in those
affected that the plan will be carried out. Management judgement was applied in determining the extent that future
transformation activities were likely to result in restructuring costs and in estimating those future costs. These
provisions extend beyond a period of 12 months, and as a result we applied the pre-tax government bond rate for the
redundancy provision and the Telstra pre-tax weighted average cost of capital for the restructuring provision as the
discount rate to reflect the present value of these provisions as at 30 June 2006.

Derivative financial instruments and hedge accounting

Under A-IFRS, we are required to recognise the fair value of all our derivative financial instruments on the
balance sheet from 1 July 2005. As a result, we apply management judgement to determine the application of an
appropriate valuation technique, which includes references to prices quoted in active markets, discounted cash flow
analysis, recent arm’s length transactions involving the same or similar instruments and option pricing models.
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When using a discounted cash flow analysis, our assumptions are based on market conditions existing at
balance date and we use an appropriate market based yield curve, which is independently derived and representative
of our cost of borrowing.

We use various derivative financial instruments to hedge the following risks:
 changes in the fair value of our financial assets and liabilities;
* variability of future cash flows attributable to foreign currency fluctuations; and

* the foreign currency risk when we translate the net assets of our foreign investments.

Revenue recognition

We recognise revenues when they are earned through the delivery of a product or service. Telecommunications
revenues are recorded at amounts billed plus an appropriate accrual for calls made since the last billing date.
Revenues that relate to more than one period are deferred and amortised into sales revenue over the expected period
of benefit.

All of our Yellow® and White Pages® print directory advertising revenues are recognised on delivery of the
published directories. We apply our management judgement to determine that our directories are delivered when
they have been published and delivered to our customers’ premises. Revenue from online directories is recognised
over the life of service agreements, which is on average one year. Voice directory revenues are recognised at the time
of providing the service to customers.

Accrued revenue comprises mainly the recognition of unbilled amounts relating to telephone usage, service
and maintenance. Our major billing system generates most of the accrued revenue and automatically accrues
revenue for billing cycles that remain unbilled as at the reporting date.

Where multiple revenue generating deliverables are sold under a single arrangement each deliverable that is
considered to be a separate unit of accounting is accounted for separately. We allocate the consideration from the
revenue arrangement to the separate units based on the relative fair values of each unit. If the fair value of the
delivered item is not readily available, revenue is allocated based on the difference between the total arrangement
consideration and the fair value of the undelivered items. We currently have a number of arrangements that are
considered to be distinguishable into separate units of accounting, including mobile handsets offered as part of a
mobile network contract or sold as part of a prepaid package, broadband Internet installation kits where the modem
is provided and advertising in the Yellow® printed and online directories.

Management estimates and judgements applied in our US-GAAP reconciliation

We disclose our A-IFRS/US-GAAP reconciliation differences in detail in note 37 to our consolidated financial
statements. During fiscal 2006, the conversion to A-IFRS required us to restate our fiscal 2005 comparative
financial information, including our US-GAAP reconciliation. The management estimates and judgments that we
believe have the most significant impact on the US-GAAP reconciliation are as follows:

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

Under previous AGAAP, we did not capitalise indirect costs and borrowing costs prior to 1 July 1996. In
addition, under A-IFRS we no longer capitalise borrowing costs. However, under US-GAAP we are required to
capitalise borrowing costs and those indirect costs associated with operations and personnel directly involved in the
construction of our communication assets. 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 balances, the actual
balance may have been greater or less than the adjustment calculated. This impacts the adjustment made to property,
plant and equipment each fiscal year and the resulting annual depreciation expense in our US-GAAP reconciliation.

Property, plant and equipment with a net book value of A$834 million as at 30 June 2006 and A$894 million as
at 30 June 2005 was capitalised for US-GAAP purposes, which was not capitalised under A-IFRS. Additional

57


%%TRANSMSG*** Transmitting Job: Y25393 PCN: 062000000 ***%%PCMSG|57     |00014|Yes|No|10/07/2006 03:25|0|0|Page is valid, no graphics -- Color: D|


depreciation and disposals have also been recorded of A$147 million in fiscal 2006 and A$168 million in fiscal
2005 as a result of this difference.

Net pension asset/liability and actuarial gains/losses

We engage an actuary to assist in the determination of our prepaid pension asset/liability and retirement benefit
gains and losses. Many of the assumptions used under A-IFRS are also applied under US-GAAP. These assumptions
have a significant impact on the calculations and adjustments made. The discount rate applied under US-GAAP is
different to the discount rate applied under A-IFRS due to the differing treatment of investment tax, with A-IFRS
accounting for investment tax of the fund by adjusting the pre-tax discount rate.

Under A-IFRS we have elected to recognise all our actuarial gains/losses directly in retained profits. Under
US-GAAP, the recognition of certain gains/losses are delayed in the income statement using the corridor approach.
Under this approach, the aggregated unrecorded gains and losses exceeding 10% of the greater of the aggregated
projected benefit obligation or the market value of the plan assets are amortised over the average expected service
period of active employees expected to receive benefits under the plan.

As at 30 June 2006, the net pension liability for US-GAAP was A$167 million, comprising the net deficit of
Telstra Super of A$172 million, partially offset by a surplus of A$5 million in relation to the HK CSL Retirement
Scheme. Refer to note 37(f) for further details on the accounting treatment under US-GAAP.

Impairment of goodwill

During fiscal 2006, the balance of our goodwill in CSL was impaired prior to the merger with New World
Mobility Group. Due to historical US-GAAP adjustments, our CSL goodwill balance for US-GAAP has always
been higher than under A-IFRS and previous AGAAP. For the purposes of recording the impairment, we have
applied management judgement with the assistance of external advisers, in calculating an implied fair value of CSL
and allocating that fair value to CSL’s identifiable assets and liabilities, including the intangible assets. The
impairment of CSL’s goodwill for US-GAAP purposes does not impact the carrying value assessment of the
goodwill recognised under A-IFRS.

Changes in accounting policies

Australian entities reporting under the Corporations Act 2001 must prepare their financial reports for financial
years commencing on or after 1 January 2005 under A-IFRS as adopted by the Australian Accounting Standards
Board (AASB). This involved preparing our first full year set of consolidated financial statements applying A-IFRS
for the financial year ended 30 June 2006.

The transitional rules for first time adoption of A-IFRS require that we restate our comparative financial report
using A-IFRS applied as of 1 July 2004, except for AASB 132: “Financial Instruments: Disclosure and Presen-
tation” and AASB 139: “Financial Instruments: Recognition and Measurement”, where comparative information
was not required to be restated. In addition, we have elected to early adopt AASB 7: “Financial Instruments:
Disclosures”, which supersedes the disclosure requirements of AASB 132.

For reporting in the current year, comparatives were remeasured and restated for the financial year ended
30 June 2005. Most of the adjustments on transition were made to opening retained profits at the beginning of the
first comparative period (i.e., at 1 July 2004).

Our adoption of A-IFRS has significantly impacted the accounting policy and reported amounts of the
following items:

* share based payments;
¢ business combinations;
e income taxes;

* property, plant and equipment;
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¢ Jeases;

* employee benefits;

 changes in foreign exchange rates;

* borrowing costs;

* investments in associates and joint ventures;
* impairment of assets; and

* intangible assets.

Under A-IFRS, our net profit after tax may be more volatile compared with previous Australian accounting
standards. The volatility in net profit after tax could be caused by the accounting requirements in areas such as
impairment of goodwill balances and hedging. However, the adoption of A-IFRS has not affected our net cash
flows, our ability to borrow funds or our capacity to pay dividends to our shareholders. In note 36 to our
consolidated financial statements, we have:

* identified and explained the key differences in accounting policy;

 provided our differences on the date of transition (i.e., 1 July 2004) and for the current comparative period
(i.e., 30 June 2005);

 provided full reconciliations of our reported results under previous AGAAP to those comparatives reported
in our current year consolidated financial statements under A-IFRS; and

* provided qualitative information on the exemptions applied under AASB 1 on first time adoption of A-IFRS.

Other than the adoption of A-IFRS, we have had no significant change in accounting policy during the two-
year period.
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Results of operations

Salesrevenue. . . ... .

Other revenue (excl. finance income)

Total revenue . . . .. ... ot
Other iINCOME . . . . .. v e e

Total income (excl. finance income) . ... ................

Operating expenses (excl. interest expense and depreciation and
AMOTTISALION . . . .ottt

Share of net (gain)/loss from jointly controlled and associated

ENEILIES . o o e e

Year Ended 30 June

Earnings before interest, income tax expense, depreciation and

amortisation (EBITDA)(1)

Depreciation & amortization. . .. .............. ...

Earnings before interest & income tax expense (EBIT)(1). . .
Net finance CoStS . . ... oo v it

Profit before income tax expense . . . ...................
INCOME taxX EXPENSE . . . v v v vt ettt e e

Net profit for the year

Effective tax rate . . . ...t
EBITDA margin on sales revenue. . .. ...................

EBIT margin on sales revenue

Basic earnings per share(2) .. ............ ... ... ... ...
Diluted earnings per share(2) . . ............ ... .........
Dividends paid or declared:

Interim dividend paid . ........ ... .. ... ... ... ... ...,
Special dividend paid with interim dividend . . . ............
Final dividend declared (2005 paid) . . ...................

Special dividend to be paid with final dividend (2005 paid) . . .

2006 2005 Change 2006/2005
(In A$ millions) (% change)
... 22,7750 22,161 589 2.7%
- 22 20 2 10.0%
oL 22,772 22,181 591 2.7%
- 328 261 67 25.7%
... 23,100 22,442 658 2.9%
. 13,521 11,884 1,637 13.8%
- 5) 94 99) (105.3)%
... 9584 10,464 (880) (8.4)%
... 4,087 3,529 558 15.8%
... 5497 6,935  (1,438) (20.7)%
- 936 880 56 6.4%
... 4,561 6,055  (1,494) 24.7%
C. 1,380 1,746 (366) (21.0)%
L. 3181 4309 (1,128)  (26.2)%
. 30.3% 28.8% 1.5%
R 42.1% 47.2% 5.1)%
L. 242%  313% (7.1)%
Change
A$ (cents) A$ (cents) A$ (cents) % change
25.7 34.77 9.0) 25.9%
25.7 34.6 (8.9) 25.7)%
14.0 14.0
6.0 6.0
14.0 14.0
— 6.0

(1) EBITDA reflects our profit prior to including the effect of interest revenue, borrowing costs, income taxes,
depreciation and amortisation. We believe that EBITDA is a relevant and useful financial measure used by
management to measure our operating profit. Our management uses EDITDA, in combination with other
financial measures, primarily to evaluate our operating performance before financing costs, income tax and
non-cash capital related expenses. In consideration of the capital intensive nature of our business, EBITDA is a
useful supplement to net income in understanding cash flows generated from operations that are available for
payment of income taxes, debt service and capital expenditure. In addition, 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 US-GAAP measure of income or cash
flow from operations and should not be considered an alternative to net income as an indication of our financial
performance, or as an alternative to cash flow from operating activities as a measure of our liquidity. EBIT is a
similar measure to EBITDA, but takes into account the effect of depreciation and amortisation.
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(2) Basic and diluted earnings per share are impacted by the effect of shares held in trust for employee share plans
and instruments held under executive remuneration plans.

In fiscal 2006, sales revenue growth was driven by Internet & IP solutions, mobile revenues, advertising &
directories, CSL’s merger with New World PCS and pay TV bundling. Growth was partially offset by a decline in
revenues mainly from PSTN calling products, specialised data and ISDN products. Sales revenue grew by 2.7% as
we continue to manage the shift in customer demand from our traditional products such as PSTN to our emerging
products such as broadband.

In April 2006, CSL and New World Mobile Holdings Limited merged, however this had minimal impact on the
overall sales revenue in fiscal 2006. Apart from this transaction, there was little activity in the mergers and
acquisitions area in 2006.

Sales growth was marginally impacted by acquisitions that took place in fiscal 2005, with current year revenue
figures including a full twelve months of operation for acquired entities KAZ, PSINet, Universal Publishers Pty Ltd
(Universal Publishers) and Telstra Business Systems Pty Ltd (formerly known as Damovo (Australia) Pty Ltd).

Our expenses have been impacted by the initial stages of our transformation strategy and our focus continues to
be on executing our strategy as announced to the market in November 2005. Our total expenses increased due to
higher labour costs, in particular redundancy costs, higher goods and services purchased supporting revenue
growth, and higher other expenses, primarily as a result of the transformation program. These expense categories
were also impacted by the recognition of a provision at year end for redundancy and restructuring of A$427 million
to cover activity in future years relating to our business transformation. Depreciation and amortisation also
increased, primarily due to accelerated depreciation after a review of asset service lives impacted by our
transformation strategy.

As aresult of these factors, our profit before income tax expense was A$4,561 million in fiscal 2006 compared
with A$6,055 million in fiscal 2005, and our net profit decreased by 26.2% in fiscal 2006.

Operating revenues

In the following discussion, we analyse revenue for each of our major products and services. The principal
areas of operating revenue growth for fiscal 2006 were:

e mobiles;

e internet and IP solutions;

* advertising and directories; and
e pay TV bundling.

In fiscal 2006, our sales revenue growth was partially offset by a 6.7% decline in PSTN product revenues as
customers continue to move towards new products and services to satisfy their requirements and competition further
intensifies in the market.

Competition has continued to intensify and, as a result, we have seen our revenues decline in a number of areas
despite increasing volumes. We have also experienced a continued shift in revenue from our traditional higher
margin retail operations (such as our PSTN products) to our lower margin retail products (such as mobiles and
broadband). We have continued to concentrate on product bundling initiatives and managing the migration of
customers to other products. In the second half of fiscal 2006, we introduced our first subscription price based offers
into the consumer market to help address the decline of our traditional product revenues and to make pricing easier
for our customers. We have also introduced market based management to enable us to better serve our customers’
needs.

We expect that there will be continued competitive pressure in some of our traditional product areas. However,
the volume of telecommunications services purchased in Australia has increased and the range of products and
services offered continues to expand.
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Categorisation of our operating revenue

We categorise revenue from the products and services we derive from wholesale customers according to the
nature of the product or service provided. For example, we categorise operating revenue from interconnect and
access charges relating to PSTN and mobiles, within those categories as appropriate. Products resold are also within
the relevant product categories. This is a revised approach from how interconnect and access charge revenues were
presented in the prior year.

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 will continue to
move from one category to another. For example, as our customers continue to switch from buying basic access
services to buying other forms of access services, such as ADSL, operating revenue from some customers will shift
from the basic access category to the Internet and IP solutions category.

The rates we charge our retail customers are subject to regulated retail price controls

The rates we charge our retail customers for selected fixed network telephony products are subject to retail
price controls. The retail price control regime, set by the Commonwealth, applies to us and no other telecom-
munications provider. The new price control regime commenced on 1 January 2006.

These retail price controls require us to:
* ensure parity in the local call prices offered to regional and metropolitan customers;
* ensure there is a package of PSTN services targeted and available to low income customers;

* notify and seek the consent of the ACCC when price increases to residential line rental rates are
proposed; and

e report on compliance to the ACCC no later than three months after 30 June 2007 and subsequently each year
until 30 June 2009.

In addition, we are required to apply the following price controls:

e the price of a bundle of services including basic access, local calls, national long distance calls,
fixed-to-mobile calls and international calls will not increase;

* basic residential and business access charges will not increase by more than the consumer price index (CPI)
with current basic residential access charges maintained until 30 June 2007;

» charges for connections capped to increases in CPI;

e the charge for charity organisations not to be increased to a level which exceeds the price of the standard
residential line rental rate;

« the price for local calls made from one of our public payphones will not exceed A$0.50 (GST included) per
call; and

e the price for untimed local calls and dial-up Internet calls are capped at A$0.22 (GST included) per call,
except for untimed local or dial-up calls which form part of a subscription pricing package or a discounted
line rental arrangement.

Despite these restrictions, we have been able to innovate and recently introduced a range of calling plan
options, including new capped calling plans. We continue to reduce prices on a range of telephony services in order
to respond to customer needs and market conditions. We also monitor our pricing to ensure that we comply with the
price control requirements.

The previous price control determination that applied up until 31 December 2005 had required our revenues
from line rentals and calling products to be separately measured. These price controls imposed a cap of CPI plus 4%
for line rental, and CPI minus 4.5% on a basket of calls comprising local, long distance, international and
fixed-to-mobile. The previous regime also required the price for local calls made from one of our public payphones
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not to exceed A$0.40 (GST included) per call. Business customers on negotiated contractual arrangements are

excluded from the new price controls.

Operating Revenues

Year Ended 30 June

2006

2005

Change

2006/2005

(In A$ millions)

PSTN Products

BasiC acCess. . . .. 3,318 3,362 44)
Local calls. . ... ... .. e 1,023 1,284 (261)
PSTN value added services. . . ............. ... .. 246 250 @
National long distance calls . ............................. 913 1,013 (100)
Fixedtomobile . ........ ... . . .. . .. . ... 1,491 1,566 (75)
International direct. ... ... .. ... .. .. .. ... 201 234 (33)
Fixed interconnection . . . . .......... ... 286 309 (23)
Total PSTN . ... .. e 7,478 8,018 (540)
Mobiles

Mobile services—Retail . . ........ ... ... ... ... . . ... .. 3,846 3,736 110

Mobile services — Wholesale. . . .......................... 36 24 12

Mobile services — Interconnection . . .. ..................... 623 547 76

Mobile handsets. . . .......... ... 467 381 86

Total Mobiles. . ... ... . e 4,972 4,688 284

Internet and IP solutions

Narrowband . . .. ... ... . . 220 275 (55)
Retail broadband . ........... ... .. ... ... ... .. 730 463 267

Wholesale broadband . . .. ......... ... ... .. .. ... ... .. ... 461 261 200

Internet direct . ... ... ... .. . ... 143 123 20

TP SOIUtiONS . . . . oo 285 207 78

Other. . . ... e 68 48 20

Total Internet and IP solutions . .. ......... ... . .. .. .. .... 1,907 1,377 530

ISDN products. . . ..o ov et 807 890 (83)
Specialised data . . ........ .. ... .. . 884 966 (82)
Advertising and directories . . . .. ... ... 1,711 1,585 126

Intercarrier SErviCes . . .. ... ... v it it 351 290 61

Inbound calling products . ....... ... ... .. ... . . ... ... 449 449 —

Solutions management . . ............. i 989 931 58

HKCSL New World . . . ... .. ... . . i 830 734 96

TelstraClear . . . . ... e 620 625 ®))
Offshore services revenue. . . . ........ouui e . 295 252 43

Payphones . . ... ... 104 121 a7
Pay TVbundling . ....... ... ... . i, 320 263 57

Customer premises equipment . ... ........................ 274 231 43

Other sales & SEIVICE . . . . v v v v ittt e e e et e 759 741 18

Sales revenue. . . ... o 22,750 22,161 589
Other revenue . ... ...... .t 22 20 2
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(% change)

(1.3)%
(20.3)%
(1.6)%
9.9)%
(4.8)%
(14.1)%
(7.4)%

(6.7)%

2.9%
50.0%
13.9%
22.6%

6.1%

(20.0)%
57.7%
76.7%
16.3%
37.7%
41.7%

38.5%

(9.3)%
(8.5)%
7.9%
21.0%
6.2%
13.1%
(0.8)%
17.1%
(14.0)%
21.7%
18.6%
2.4%

2.7%
10.0%
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Year Ended 30 June

2006 2005 Change 2006/2005

(In A$ millions) (% change)

Total revenue . . ... ... ... .. . .. 22,772 22,181 591 2.7%
Other INCOME . . . . .ttt e e e e e e 328 261 67 25.7%
Total INCOME . . . . ..o 23,100 22,442 658 2.9%

PSTN Products

Year Ended 30 June
2006 2005 Change 2006/2005

(In A$ millions) (% change)
Basic access revenue
Retail . ... 2,592 2,725 (133) 4.9%
Domestic wholesale . . ............ .. ... ... . 726 637 89 14.0%
Total basis aCCESS TEVENUE . . . . . oottt e e e it i e i e e e 3,318 3,362 (44) (1.3)%
Local call revenue . . . ....... ... e 1,023 1,284 (261) (20.3)%
PSTN value added services revenue . .. ..............oouuun... 246 250 “4) (1.6)%
National long distance call revenue . ......................... 913 1,013 (100) (9.9%
Fixed to mobile revenue. . .. ......... ...t 1,491 1,566 (75) 4.8)%
International direct revenue . .............. .. ... ... 201 234 (33) (14.1)%
Fixed interconnection. . .. ............. .. 286 309 (23) (7.4)%
Total PSTN revenue. . . .. ...t e e 7,478 8,018 (540) (6.7)%
Basic access lines in service (in millions)
Residential . ... ..... ... . . . . . . . 5.46 5.60 (0.14) (2.5)%
BUSINESS .« . e 2.32 2.45 (0.13) (5.3)%
Total Retail ... ... ... . 7.78 8.05 0.27) (3.4)%
Domestic wholesale . . . ............. ... .. 2.16 2.07 0.09 4.3%
Total access lines in SEIVICE . . . . oo v vttt e et e 9.94  10.12 (0.18) (1.8)%
Number of local calls (in millions) . . .. ....................... 7,432 8,469  (1,037) (12.2)%
National long distance minutes (in millions)(1).................. 7,215 7,743 (528) (6.8)%
Fixed to mobile minutes (in millions) . . ....................... 4,491 4,375 116 2.7%
International direct minutes (in millions) ...................... 534 580 (46) (7.9%)

Note: statistical data represents management’s best estimates.

(1) Includes national long distance minutes from our public switched telephone network (PSTN) and indepen-
dently operated payphones. Excludes minutes related to calls from non-PSTN networks, such as ISDN and
virtual private networks.

Total PSTN products revenue in fiscal 2006 was A$7,478 million, which declined by 6.7% or A$540 million
from fiscal 2005. This compares with a decline of 3.6% in fiscal 2005 (inclusive of fixed interconnection).

There has been a general reduction in PSTN volumes, with a decline in retail basic access lines, and volume
reductions across local calls, national long distance calls, international direct calls and fixed interconnection. Yields
have also declined in local calls, national long distance, fixed-to-mobile, international direct and fixed intercon-
nection due to competitive pricing pressure. The decline in the first half of the fiscal year was 7.6% which was
slowed to 5.8% for the second half of the fiscal year.
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Work continues on the integration of mobile, fixed and broadband services to add value to the fixed line. This is
aimed at arresting the decline in fixed line use.

Late in the second half of the year, we introduced subscription pricing plans for our PSTN customers, which
offer greater choice and value from the home phone, including untimed national long distance calls and low or no
charge local calls. These plans did not have any significant impact on our PSTN revenues in fiscal 2006 with the
benefits expected to be seen in the next fiscal year.

Basic access

Our basic access revenue includes monthly rental fees, installation charges and connection charges, from
telephone service connections between a customer’s premises and our PSTN network.

Basic access revenues are affected by:

* housing growth;

* competition;

e demand for telephone services and additional lines;

 regulatory constraints in relation to wholesale basic access;

* migration to other products such as Broadband and mobiles; and
* price changes.

Under our basic access pricing structure, we have a range of access and call pricing packages to give our
residential and business customers choice in the plan they select, along with a range of reward options. These
pricing packages are reviewed regularly to reflect the changing needs of customers. For the most part, wholesale
customers receive the pricing plan which only incorporates the basic telephone service with local call rates,
excluding long distance and fixed-to-mobile calls (with a “residential” and “business” differentiation still

applying).

Our operating revenue from basic access services was also affected by competition during fiscal 2006. During
fiscal 2006, the number of retail residential and business basic access lines decreased due to strong competition and
migration to alternative products such as broadband and mobiles. Domestic wholesale basic access lines in service
grew, reflecting the increased penetration of our competitors into the retail basic access market. In the retail
segment, we saw a decline of 270,000 lines in service or 3.4%, mainly driven by the migration to other technologies
which is underpinning the retail trend across PSTN revenues. This decline was partially offset by an increase of
90,000 lines in service or 4.3% in the wholesale market.

Overall our operating revenue from basic access services decreased by A$44 million or 1.3%. During fiscal
2006, we introduced various basic access packages, which reduced the decline in revenue in this area, despite an
overall decrease in basic access lines in service.

Rental revenue increased due to a rise in line rental price charges from December 2005, which included a rise
in basic access prices for wholesale and non preselected retail residential customers. In addition, penetration of
higher value HomeLine plans including HomeLine Ultimate, a new subscription based plan introduced in April
2006, is also expected to contribute positively. Partly offsetting this was an increase in the discounts to Whole of
Business customers and pensioners.

Local calls

Our local call revenue from local call charges, consists of revenue from local calls on our PSTN network and
includes revenue from our megapop product which allows ISPs to offer untimed local call PSTN dial up access for
their customers via a single national dial up 019 number. For the most part we charge for local calls without a time
limit.
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Our local call revenue is affected by:

* the number of basic access lines in service and customers moving from our basic access service to our other
access services, such as mobiles and broadband;

* competition;

* increasing use of email;

* customers migrating to mobile and fixed-to-mobile calling; and
* pricing changes and regulatory retail price restrictions.

Local call revenue decreased by A$261 million or 20.3% in fiscal 2006, with both our retail and wholesale
revenues being negatively impacted by ongoing product substitution from fixed calling to mobile voice calls and
SMS, which is accelerated by the take up of capped mobile plans currently being heavily promoted by competitors.
Substitution of data local calls continues to occur due to the migration of dial up Internet customers to broadband.
The price in the wholesale market also declined as a result of a rise in volume discounts.

Generally, call volumes have continued to fall during fiscal 2006, reflecting the impact of customers migrating
to other products, such as mobiles, fixed-to-mobile, and broadband products, and fewer basic access lines in service.
This is highlighted by the fact that the number of local calls reduced by 12.2% during the year.

PSTN value added services

Our revenue from PSTN value added services declined by A$4 million or 1.6% during fiscal 2006. This
decrease was driven by a reduction in a number of mature products, such as Indial, Siteline, Enhanced faxstream and
other access products nearing the end of their lifecycle. Customers are also migrating to product offerings such as
Internet products and premium voice communication applications.

Messaging and call completion products increased marginally during fiscal 2006. Calling number display
continued to grow due to attractive packaging discounts resulting in subscriber numbers increasing by 10%. This
has been partially offset by call return revenue which declined by 14% due to lower overall call volumes and
substitution to other products.

National long distance calls

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

We generally charge for national long 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 and under subscription pricing
arrangements. 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 value of our service relative to
competitor alternatives, largely drive our national long distance call revenue. Competitive activity continues to
negatively affect this revenue category directly through override and preselection, and indirectly through com-
petition for access lines. In addition, national long distance calls are impacted by customers migrating to mobile,
broadband and fixed-to-mobile calling.

Our operating revenue from national long distance calls declined by A$100 million or 9.9% in fiscal 2006
compared with fiscal 2005. Competitor activity in the fixed line market continues to be high and most carriers have a
fixed or mobile cap, or a combination of both, in the market. This is having a direct impact on our national long
distance revenues, particularly where competitors are bundling these calls with broadband offerings. Volumes are
down as a result of lower basic access services in operation and the impact of fixed-to-mobile substitution and other
calling options available to customers. We have increased discounts compared to fiscal 2005 in order to retain and
win back customers.
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We continue to respond to competition with competitively priced packages. However, with the strong growth
in mobile and Internet services in the Australian market, we expect national long distance call revenue to continue to
be negatively impacted by ongoing migration of customers to mobile and Internet products, and by the continued
growth of subscription pricing plans.

Fixed-to-mobile calls

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, however
packages are also offered on a capped price basis. Our operating revenue for fixed-to-mobile calls is approximately
split evenly between business and residential customers. The growth of the Australian mobile telecommunications
market has driven revenue expansion in this product category in recent times. However, the introduction of capped
plans in the mobile market has now impacted the volume of fixed-to-mobile activity as customers continue to slowly
move their usage from our PSTN products. The fixed-to-mobile environment is influenced by fixed-to-mobile
preselection, whereby the carriage service provider (“CSP”) selected by a customer for national long distance calls
automatically becomes the customer’s provider for fixed-to-mobile calls.

During fiscal 2006, fixed-to-mobile revenue declined by A$75 million or 4.8%. We experienced a decline of
A$114 million due to lower revenue per minute resulting from higher discounts from ongoing competitive pressure,
including incorporating fixed-to-mobile calls in reward offerings and the changing mix in services in operation
(“SI0s”) from PSTN to ISDN and CustomNet. This increase in the level of discounting is representative of our
increased campaign activity aimed at reducing customer churn to other providers and win customers in the market
place.

This decline in revenue was partially offset by growth in call volumes mainly due to the continued expansion of
mobile services in the Australian market. The positive volume growth for fiscal 2006 contributed A$38 million due
to higher calls and minutes of use. This growth is consistent with the growth in the total market mobile SIOs,
meaning there is a higher number of mobiles on which fixed calls can terminate, and hence a higher number of calls.

International direct calls

Our operating revenue from international direct relates to revenue we generate from international calls made
from Australia to a destination outside Australia (outbound). This revenue is largely driven by general economic
conditions, customer perceptions about the cost and value of our service, competition, migration to broadband
alternatives and promotion and advertising.

Our international direct revenue declined by 14.1% to A$201 million in fiscal 2006 primarily as a result of
lower volumes and continued competitive pressure on price. Factors which have influenced this trend include the
competitive pressures from calling cards, fixed-to-mobile substitution and the growth of Voice over IP in the market
place. Despite major international events and the occurrence of unfortunate circumstances which have provided
short term stimulus to call traffic, international direct minutes declined 7.9% for the year.

Fixed Interconnection

Fixed interconnection is made up of local and non local PSTN/ISDN access interconnection services provided
to other carriers. This category is a highly regulated area of the Australian telecommunication market. Our
operating revenue from fixed interconnection decreased by 7.4% to A$286 million during fiscal 2006 driven by
reduction in both volume and price. Volume declines are in line with cross company trends in PSTN traffic and have
been particularly impacted by migration to mobiles and, to a smaller degree, ULL build.

Mobiles

Our operating revenue from mobiles consists of revenue from access fees and call charges, as well as value
added services comprising international roaming, mobile MessageBank® and mobile data. It also includes revenue
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from the sale of mobile handsets and interconnection charges where calls from other carriers’ customers terminate
on our network.

During fiscal 2006, we commenced the construction of our new NEXT G™ wireless network. We launched this
network on 6 October 2006. Until recently, we operated two primary mobile networks, GSM and CDMA. Over time
we will migrate our customers from our old networks onto our new NEXT G™ wireless network. We continue to
offer 3G services to our customers over our existing 3G 2100 network, a network jointly owned through our joint
venture with Hutchison Telecommunication (Australia) Limited (Hutchison).

The mobile telecommunications market continued to grow during fiscal 2006, although at a lower rate of
growth than in the prior year. The growth was slowed by the increase in capped price plans by all the major mobile
competitors, heightened campaign activity particularly around 3G services, and the increasing use of mobile data
services such as Blackberry and EVDO. While voice continues to be the largest contributor to mobiles revenue,
value added services, including mobile data, is the fastest growing, now representing 25.4% of mobile services
revenue in fiscal 2006. With competition intensifying, we have introduced a comprehensive and broad reaching
program of segment based customer management to enable us to provide the best service and solutions to all of our
customers.

Mobiles
Year Ended 30 June
2006 2005 Change 2006/2005
(In A$ millions) (% change)

Access fees and call charges . .......... ... ... ... ... ... ..... 2,703 2,765 (62) (2.2)%
Value added services:
— International roaming . ................. .. . i .. 266 243 23 9.5%
— Mobile messagebank . . . ... .. 199 187 12 6.4%
— Short message service (SMS). . . ... 494 457 37 8.1%
— Othermobile data . .. ............ .. ... 184 84 100 119.0%
Total value added services . .. ... 1,143 971 172 17.7%
Total mobile services revenue —retail ... ..................... 3,846 3,736 110 2.9%
Mobile services revenue — wholesale. . .. ..................... 36 24 12 50.0%
Mobile services revenue — mobiles interconnection . . ............ 623 547 76 13.9%
Total mobile Services revenue. . . . ...t 4,505 4,307 198 4.6%
Mobile handset sales . .. .......... .. .. ... . 467 381 86 22.6%
Total mobile goods and services revenue(1)................... 4972 4,688 284 6.1%
3G mobile SIO (thousands) .. ........... ..., 317 — 317 —
GSM mobile SIO (thousands). . .. ............ ... ... ....... 6,468 6,894 (426) (6.2)%
CDMA mobile SIO (thousands) . . .................c.... ... 1,703 1,333 370 27.8%
Total mobile SIO (thousands) ............................. 8,488 8,227 261 3.2%
Mobile Wireless — EVDO SIO (thousands) (included in CDMA SIO

ADOVE) . . o 60 19 41 215.8%
Prepaid mobile SIO (thousands) . . .......... ... ... ... .... 3,597 3,570 27 0.8%
Postpaid mobile SIO (thousands) ............................ 4,891 4,657 234 5.0%
Total mobile SIO (thousands) . ............................ 8,488 8,227 261 3.2%
CDMA wholesale mobile SIO (thousands) . .................... 73 62 11 17.7%
GSM wholesale mobile SIO (thousands). . ..................... 46 21 25 119.0%
Total wholesale mobile SIO (thousands) ..................... 119 83 36 43.4%
Number of SMS sent (in millions) .. ......................... 3,019 2,289 730 31.9%
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Year Ended 30 June
2006 2005 Change 2006/2005

(In A$ millions) (% change)
Deactivation rate . . . ...ttt 23.4% 19.2% — 4.2%
Mobile voice telephone minutes (in millions)(2) . ................ 7,311 6,746 564 8.4%
Average revenue per user per month A$’s(3).................... 38.35 39.33 (0.98)% (2.5)%
Average prepaid revenue per user per month A$’s(3) ............. 10.85 12.24 (1.39) (11.4)%
Average postpaid revenue per user per month A$’s(3)............. 58.99  59.06 (0.07) 0.1)%

Average mobile data revenue per user per month(4) .............. 6.77 5.70 1.07 18.8%

Note: statistical data represents management’s best estimates.

(1) Excludes revenue from:
— calls from our fixed network which we categorise as fixed-to-mobile; and
— CSL New World which is recognised separately as controlled entity revenue.

(2) Includes all calls made from mobile telephones including long distance and international calls, excludes data,
MessageBank®, international roaming and CSL New World.

(3) Average retail revenue per user per month is calculated using average retail SIO and includes mobile data,
MessageBank® and roaming revenues. It excludes interconnection and wholesale revenue.

(4) Includes mobile wireless EVDO revenue, excludes BigPond® wireless.

During fiscal 2006, mobile service revenue increased by A$198 million or 4.6% mainly due to the continued
growth in the number of mobile telephone subscribers and expanding minutes of use, offset by continued pressure
on prices. In addition, we experienced strong growth in our value added services revenue for example
MessageBank®, SMS, Blackberry and EVDO.

Access fees and call charges declined by 2.2% to A$2,703 million in fiscal 2006 reflecting a decrease in GSM
revenues partially offset by an increase in CDMA revenues. Both technology categories have been impacted during
the year by the competitive environment and the growth in capped price plans which has directly impacted yields.
CDMA prepaid was also impacted by lower revenues attributable to a promotion which gave CDMA subscribers
half price calls for a year. During the year we moved from 1% of our mobile customers on capped plans to 4.3% on
capped plans.

SIOs increased overall, but it was CDMA that drove the growth with a 27.8% increase while GSM (including
3G) reduced marginally by 1.6%. The CDMA revenues benefited from a increased activations during the first half
of fiscal 2006 and the availability of more competitively priced handsets. Call minutes generally increased for each
technology, but these benefits did not outweigh the impact on price for the period. Average revenue per user (ARPU)
dropped by A$0.98 over the year led by a reduction in prepaid ARPUs by 11.4% or A$1.39, with postpaid ARPUs
stable.

Revenue from international roaming grew by 9.5% to A$266 million in fiscal 2006. The rise was primarily due
to an increase in outbound roaming minutes and a marginal increase in revenue per call. In addition, inbound
roaming revenue remained steady as price increases offset decreased usage.

Revenue from MessageBank® increased by 6.4% to A$199 million in fiscal 2006 primarily due to growth in
minutes resulting from higher mobile usage and SIOs.

During fiscal 2006, SMS and Multimedia Messaging Services (MMS) revenues increased by 8.1% to
A$494 million after a significant increase in the number of messages sent. There is a component of migration
from voice communication to message communication which is evident in the reported growth rates. This was
stimulated by a A$0.01 text offer and other rewards and bonus options offered during the year. In addition, mobile
data growth was also experienced in the corporate segment through the Blackberry and Telstra Mobile Broadband™

products on the CDMA network. This is reflected in the average mobile data revenue per user per month increasing
over fiscal 2006.
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Revenue from handset sales increased by 22.6% to A$467 million in fiscal 2006 primarily due to growth in the
number of GSM mobile handsets sold. This growth was attributed to an increase in marketing campaign activity
focusing on the sale of 3G handsets, particularly in the second half of the year.

Mobiles interconnection revenue has grown 13.9% to A$623 million during fiscal 2006. The main product
driving this growth is GSM wholesale domestic roaming which grew in fiscal 2006 by A$43 million after Hutchison
3G roaming commencing in April 2005. This corresponds directly to an A$8 million drop in CDMA roaming after
Hutchison introduced their 3G product as an alternative to CDMA. SMS interconnect has grown A$17 million due
to an increase in traffic resulting from growth in mobile SIOs as well as a continued increase in the popularity of text
messaging as a cheaper alternative to mobile voice calling. In addition, mobiles terminating revenue grew by
A$24 million due to a 12% increase in termination volumes, partially offset by price reductions resulting from
regulatory pricing pressures on mobile terminating rates. The increase in termination volumes has resulted from
growth in retail SIOs, particularly in CDMA and pre-paid services.

Wholesale mobile service revenue increased in fiscal 2006 by 50.0% or A$12 million due to growth in the
wholesale GSM resale product introduced in fiscal 2005. It enabled resellers to develop and market their own
branded mobile solutions including voice, text, multimedia messaging and MessageBank® on the GSM network
which they could only previously do on the CDMA network. Minutes of use have grown significantly since this
product was introduced.

The level of deactivations increased by 4.2% which was driven by prepaid activity. After we changed systems
for managing prepaid SIO’s in fiscal 2005, all relevant prepaid SIOs were automatically given a recharge period of
12 months, extended from the normal 6-month period, to ensure no customers were disadvantaged while we
consolidated the new system. In the last quarter of fiscal 2006, these SIOs reached the end of this period and many
were subsequently deactivated. This contributed to the deactivation of 1.1 million prepaid SIOs in fiscal 2006. This
change in recharge period has not impacted the year on year growth rate but has impacted the timing of deactivations
occurring throughout the year.

Internet and IP solutions

Our operating revenue from Internet and IP solutions is driven primarily by:

* demand for capacity to support business networking;

* the increased use of IP services by business customers (small to medium enterprises);

¢ the introduction of new products to meet customer needs;

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

* demand for greater bandwidth services such as broadband.

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

Year Ended 30 June
2006 2005 Change 2006/2005

(In A$ millions) (% change)
Narrowband . .............. . . . i 220 275 (55) (20.0)%
Retail broadband(1). . ......... ... ... ... ......... 730 463 267 57.7%
Wholesale broadband . .. .......................... 461 261 200 76.6%
Internet direct . . . ... ... ... . .. 143 123 20 16.3%
IP solutions. . . ...... 0o 285 207 78 37.7%
Other .. ... . . e 68 48 20 41.7%
Total internet & IP solutions revenue . . . ............. 1,907 1,377 530 38.5%
Broadband subscribers — retail (in thousands)(1) . ........ 1,476 856 620 72.4%
Broadband subscribers — wholesale (in thousands). . ... ... 1,427 888 539 60.7%
Total broadband subscribers (in thousands). . ............ 2,903 1,744 1,159 66.5%
Narrowband subscribers — retail (in thousands) . ......... 1,027 1,205 (178) (14.8)%
Total online subscribers. . . ... ..................... 3,930 2,949 981 33.3%
Average revenue per retail broadband subscriber per month
(A S) o o 52.16  60.10 (7.94) (13.3)%

Note: statistical data represents management’s best estimates.

(1) Telstra mobile broadband and Telstra internet direct (Retail ADSL) are not included in retail broadband revenue
and subscriber numbers.

Our narrowband products allow customers to connect to the Internet from any telephone line in Australia. Our
broadband products allow customers to experience an “always on” connection to the Internet, although this is not
available to all lines due to technology limitations. In fiscal 2006, continued demand for capacity combined with
competitive pricing has resulted in customers migrating their narrowband services to broadband. This trend placed
additional price pressure on our dial-up products and resulted in a decline in our narrowband revenues.

We offer a range of Internet products and packages under our BigPond® brand. Telstra BigPond® home and
business packages offer dial-up modem services to residential and business customers across Australia. Telstra
BigPond® broadband provides broadband Internet services to consumer and business customers via HFC cable,
ADSL, satellite and mobile access technologies.

During fiscal 2006, our Internet and IP solutions revenue grew by 38.5% or A$530 million to A$1,907 million,
despite a reduction in prices. The subscriber base for our broadband products grew significantly during this time,
partially due to migration from narrowband products but also due to growth in the overall online market. As at
30 June 2006, we had approximately 2.9 million broadband customers of which nearly 1.5 million were retail
customers. There has been a significant rise in demand resulting from competitive pricing strategies.

Narrowband revenue decreased by 20.0% to A$220 million in fiscal 2006. This decline highlights the growing
impact of dial-up to broadband migration as the dial-up market proceeds with its decline. We expect this trend to
continue with further price adjustments likely to occur as broadband prices fall and customers require higher speeds.

Retail broadband revenue increased by 57.7% to A$730 million in fiscal 2006, mainly due to strong increases
in SIOs. SIO growth has occurred across all technologies but ADSL has been the key driver of the growth. We have
introduced a number of key price and value campaigns to stimulate broadband take up including a combination of
discounting access and installation offers. We have also introduced new products and plans including a wireless
EVDO offer and enhanced focus on our cable offerings. The Australian Government’s Higher Bandwidth Incentive
Scheme (HiBIS) and broadband regional connect packages have also enabled affordable broadband and higher
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bandwidth to be provided to regional and remote locations and encourage take up in those areas. Given this strong
take up, increased competition and resultant price offerings, average revenue per user has declined.

Wholesale broadband revenue increased by 76.6% to A$461 million in fiscal 2006 driven by a continuing
strong market demand for high bandwidth services and increased demand at the retail level. Wholesale DSL
Internet grade has grown by A$181 million driven by volume increases with a 60.7% growth in SIOs.

Internet direct is our business oriented Internet access product with a range of data access options and features
to meet the needs of business. Internet direct revenue increased by 16.3% during fiscal 2006 to A$143 million. The
result was driven by our virtual ISP product which increased by A$14 million, mainly because of a new commercial
deal signed resulting in a significant increase in data usage. SIOs for this product category increased by 258% in
fiscal 2006.

IP solutions revenue increased by 37.7% to A$285 million in fiscal 2006, mainly due to the products in this
category being in the growth phase of their lifecycle. Fiscal 2006 saw an increase of A$48 million in IP MAN/
Ethernet, our ‘next generation’ data access services which provide high speed IP and Ethernet access solutions
respectively for large and medium corporate enterprises. The government sector has been the key user and driver of
this product. IP WAN grew by A$29 million, after growth was stimulated through competitive pricing and improved
network performance. It is also evident that customers now appear more willing to move towards IP based solutions.

Other Internet and IP solutions revenue grew by A$20 million in fiscal 2006 due to growth in wholesale
Internet and data traffic, in particular in our Wholesale Ethernet product, and increased revenue from our wholly
owned entity, Chief Entertainment, which is a media production house that provides Internet content.

ISDN

ISDN is a flexible, switched network based on digital technology. It can support many applications at one time
(such as voice, data and video) while using a single access point to the network. ISDN services are offered to
residential and business customers across Australia. Our ISDN products revenue is impacted by offerings and
packages in the broadband market, growth in the number of DSL enabled exchanges and migration to advanced data
products such as IP solutions.

ISDN
Year Ended 30 June

2006 2005 Change 2006/2005

(In A$ millions) (% change)
ACCESS v v vt 418 421 3) (0.7%
Datacalls . ...... ... ... . .. . . 118 165 A7 (28.5)%
Voice calls . ... .. 271 304 (33) (10.9%
Total calls. . ... 389 469 (80) (17.1)%
Total ISDN revenue. . . . .....ov e 807 890 (83) (9.3)%

ISDN access lines (basic access line equivalents

(in thousands))(1) . ...... ... 1,214 1,208 6 0.5%

Note: statistical data represents management’s best estimates.

(1) Statistical data— we have adjusted comparative data to show a more accurate reflection of the market.
Conversion factors have been adjusted in calculating ISDN access lines.

ISDN access revenue has declined marginally to A$418 million in fiscal 2006. Growth in access lines has
slowed in recent years from 3.3% in fiscal 2005 to 0.5% in the current year. Data access line declines in the
consumer segment have been driven by customer movement to broadband, while declines in the business segment
have arisen as a result of the migration to alternative technologies such as ADSL and symmetrical HDSL. Data
access line declines have been offset by voice access line growth, driven by customers taking up ISDN as a stepping
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stone towards a full IP environment. Whole of customer discounts in the enterprise segment have also impacted the
result in the current year.

ISDN voice calls revenue, which is made up of local, national and international voice calls made on the
integrated services digital network, declined by 10.9% or A$33 million in fiscal 2006, mainly due to declines in the
local and national categories. National voice calls revenue was negatively impacted by competitor price pressure
during the year. Local voice calls revenue was negatively impacted by a decrease of 14% in minutes of use primarily
because calls on our Priority® One3 and 1300 A Party products have been reclassified from ISDN to inbound calling
revenues. This reclassification amounted to A$13 million in fiscal 2006.

ISDN data calls revenue declined in fiscal 2006 by 28.5% or A$47 million. Both ISDN local and national data
calls contributed to the decline. ISDN local data and ISDN national local data calls revenue declined by 28% and
32% respectively due to customers migrating to alternative products such as ADSL and symmetrical HDSL, as a
result of improved bandwidths at reduced prices in each of these products.

Specialised data

Year Ended 30 June
2006 2005 Change 2006/2005

(In A$ millions) (% change)
Frame Relay ............ . . . . . ... .. 305 351 (46) (13.1)%
AT 90 89 1 1.1%
Digital data services. . ... ....oo i 198 227 29) (12.8)%
Leased lines. . ...... ... . 229 235 (6) (2.6)%
International private lines . . ........................... 30 26 4 15.4%
Other specialised data . ......... ... ... ... ........... 32 38 (6) (15.8)%
Total datarevenue . ..............c.couuiiiiinnnnnnnn. 884 966 (82) (8.5)%
Domestic Frame access ports (in thousands) . .. ............ 30 34 “4) (11.8%)

Note: statistical data represents management’s best estimates.

Specialised data revenue is comprised mainly of revenue from frame relay, digital data services and leased
lines. 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. It is frequently used as a building block to construct
corporate wide area networks. Digital data services provide high quality, leased line digital data transmission
offering dedicated bandwidth from 1.02Kb to 1,984Kb per second, which may be used for communication between
all major capital cities, and most regional and country areas in Australia. Analogue leased lines provide high quality,
low cost, low bandwidth and dedicated end-to-end connections between customer sites.

During fiscal 2006, total specialised data revenue decreased to A$884 million, reflecting a decline in mature
products such as frame relay, digital data and leased line services. This decline has been driven by product
substitution to more technologically advanced IP and DSL based product options, included with our Internet and IP
solutions revenue category.

Frame relay revenue decreased as this product enters the declining stages of its product life cycle with
customers migrating to new technologies such as Business DSL which offers the same coverage and similar
assurance, but at a lower price. In addition, we introduced price discounting to retain existing customers. Reduced
frame relay revenue was due to a combination of a reduction in ports by 11.8% with a similar reduction in revenue
per customer.

Digital data services are mature products that declined 12.8% to A$198 million during fiscal 2006 primarily
due to customers transferring to newer technologies and price pressures experienced from alternative products.

Leased line revenues experienced a 2.6% reduction to A$229 million, mainly due to customers with voice
graded dedicated lines moving to DSL, wireless or IP telephony based solutions. Other high capacity products such
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as wideband have grown. New business has also been generated by offering premium packages in combination with
Internet Direct but they tend to be short distance services which are low revenue generating.

Advertising and directories

Our advertising and directories revenue is predominantly derived from our wholly owned Sensis group. Sensis
provides innovative advertising and local search solutions through a print, online, voice, wireless and satellite
navigation network.

The majority of Sensis’ revenue is derived from its print and online directories — Yellow® and White
Pages® — which have grown steadily overall due to the introduction of new print and directory advertising
initiatives.

Product innovation and customer demand continue to drive growth in our broader online and electronic
advertising and non-directories advertising business.

Adpvertising and directories

Year Ended 30 June
2006 2005 Change 2006/2005
(In A$ millions) (% change)

Adpvertising and Directories revenue. . . . ............... 1,711 1,585 126 7.9%

Yellow® revenue increased by 5.8% to A$1,172 million in fiscal 2006, primarily due to the strong performance
in our non-metropolitan books and 54% growth in Yellow® OnLine revenue to A$124 million. The growth in non-
metropolitan books has been driven by new category guides and subheadings, higher uptake of half page
advertisements and the release of three new local directories. Online performance was driven by a 25% rise in
Yellow OnLine display customer numbers and higher uptake of Platinum advertising, leading to increased revenue
per customer.

During fiscal 2006, White Pages® revenue grew by 12.2% to A$302 million, reflecting continued growth in
both print and online, with improved sales force effectiveness through better “go to market” strategies. Growth has
continued with the success of coloured listings and logos resulting in higher revenue per customer.

Our emerging businesses delivered 17.1% revenue growth, driven by strong growth in Whereis® location-
based search revenues and in MediaSmart®. Fiscal 2006 includes a full year of revenue for our mapping and travel
related products company Universal Publishers (purchased December 2005).

Overall revenue performance was impacted by a decline in classifieds revenue over the period. This was driven
by competition and economic weakness in the Sydney and Melbourne markets. However, we regard our advertising
and directories business as a growth area, with improving margins especially online, and strong market presence
accounting for almost 14% of the Australian main media advertising market.

Sensis’ Trading Post® business is experiencing strong growth in online classifieds revenues while print based
classifieds revenues are declining. This trend is expected to continue, and as a result the achievement of continued
online revenue growth is critical to the future performance of the business.

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 (including REACH), CSPs and ISPs. The majority of this
revenue base is derived from interconnect and access services which is a highly regulated area of the Australian
telecommunications market. Interconnection revenues relating to our PSTN and mobile products are included in
those product categories.

The remaining revenue component in intercarrier services is derived from wholesale specific product offerings
such as facilities access, wholesale transmission and ULL which, while they are subject to significant price
pressures resulting from ongoing oversupply of capacity in the market place, are a focus for delivering i