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Telstra Corporation Limited
ACN 051 775 556

Telstra Share Offer (|
)

Telstra is Australia’s principal
telecommunications company, one of
Australia’s largest corporations and
one of the best-known brands in the
country. Telstra’s fixed telephone
network extends across the nation,
serving virtually all homes and a
substantial majority of Australian
businesses. Its mobile networks cover
the area in which 91% of Australia’s

popu]ation lives.

* Revenue in the year to 30 June 1997

was almost $16 billion

* Assets at 30 June 1997 were almost

$25.9 billion

* Shareholder’s equity at 30 June 1997
was $9.9 billion




About this Public
Offer Document

This Public Offer Document contains
information about the sale by the Commonwealth
of Australia of up to one-third of the shares in
Telstra (the Telstra Share Offer).

The sale of Telstra shares will be in two
instalments, with the first instalment payable on
application and the final instalment payable on
17 November 1998, Until the final instalment is
paid, your interest in Telstra shares will be in the
form of instalment receipts. If you retain your
instalment receipts you will be required to pay
the final instalment on the due date.

You should read this document carefully before
you decide to invest. If you then wish to apply
for shares, you must complete, sign and lodge
an application form which is attached to or
accompanies this document. Detailed
instructions on how to complete the application
form are set out in the form. If you have

received a yellow personalised application
form with this document, you should use that

developments relevant to the Telstra Share Offer through

form. Otherwise you should use the orange newspaper advertisements.

application form., If you are a Telstra employee, . . .
If you have any questions about whether to invest in Telstra,

you should read the Employee Offer Document ] .
you should consult a stockbroker or financial adviser.

to determine which form you should use.
If you have any questions about procedures for investing in

Telstra, you should call the Telstra Share Information Centre
on 1800 18 18 18.

During the course of the Telstra Share Offer
the Commonwealth and Telstra may provide
information about any significant new

Status of this Public Offer Document

The Telstra Share Offer in Australia and New Zealand is made through this Public Offer Document, which incorporates by
reference the Appendices. The Public Offer Document and Appendices were lodged with the Australian Securities
Commission (ASC) on 29 September 1997 and are dated 29 September 1997. Telstra and the Commonwealth are permitted
to issue this Public Offer Document to prospective investors, subject to the Appendices being freely available, pursuant to
modifications to the Corporations Law made by the ASC. The ASC and Australian Stock Exchange Limited (ASX) take no
responsibility for the contents of this document or the Appendices. The fact that the ASX may quote the instalment receipts or
the shares of Telstra is not to be taken in any way as an indication of the merits of the instalment receipts or the Company.

This Public Offer Document does not constitute an offer or invitation in any place where, or to any person to whom, it would
not be lawful to make such an offer or invitation,



Notes:

(1) Maximum price means the first instalment plus the maximum final instalment price payable by Public
Applicants in relation to shares acquired under the Telstra Share Offer.

(2) The reported numbers are from Telstra’s audited Financial Statements and reflect the changes in
accounting policies adopted by Telstra in the 1997 financial year. The adjusted numbers have been
calculated as if the changes in accounting policies had always been in place. See ‘Financial iry?)rmation'

on page 27,

(3) After abnormals (net of tax) of a positive §131 million in the 1996 financial year (adjusted and
reported) and, in the 1997ﬁnancia])/ear, a negative § 1,339 million (adjusted) and a negative
$951 million (reported).

(4) Calculated based on the directors’ assessment of Telstra’s prospects for the 1998 financial year and its
dividend policy.

For detailed prospective financial information regarding the

1998 financial year, please see ‘Prospects’ commencing on page 35.
To understand Telstra’s dividend policy and its ability to frank its
dividends, see ‘Financial information — Dividends’ on page 29.
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Miaister for Finance
Parliament House, Canberra, ACT, 2600

Dear Investor,

On behalf of the Ausiralian Government | am pleased to be able to offer you the opportunity to apply for shares

in Telstra. The partial sale of Telstra is a significant opportunity for all Australians to participate in our nation’s
largest ever share offer.

Telstra is a world-class Australian company, a leader in technology and a key player in one of Australia’s fastest
growing industries. The Telstra Share Offer provides an opportunity for Australian investors, including many first
time investors and Teistra employees, to participate in Telstra’s future as share owners.

For the first time, the Commonwealth is offering a guaranteed share allocation to investors who reserved a Public
Offer Document by 12 September 1997. The guaranteed allocation will help ensure that as many Australians as
possible can obtain shares if they wish. Prospective investors should be aware that an investment in Telstra is not
guaranteed by the Australian Government and that the value of shares can go down as well as up. You should read
this Public Offer Document carefully and, if you wish, the separate Appendices before you make any investment
decision, and you should consalt a stockbroker or financial adviser if you are unsure.

The Goverament has ensured that Telstra will remain majority Australian owned with, at most, 11.6667 per cent
of Telstra able to be sold 1o overseas investors. After the Telstra Share Offer is completed, the Commonwcalth
will be the majority shareholder, cortinuing to own at least two-thirds of the shares in Telstra. The Chairman and
a majority of directors on the Board must be Australian, and Telstra’s head office and the base of operations will
remain in Austrabiz. The Board will continue to be responsible for the straiegic direction and management of the
Company, while ultimately being acconntable to shareholders, including the Commonwealth,

The pardal sale of Telstra will deliver clear benefits (o all Australians. In line with the Government's pre-election
commitment, $1.149 billion of the proceeds from the sale will be used to fulfil the Government’s commitment to
the Natural Heritage Trust of Australia, Australia’s biggest cver environmental project. In addition, $250 million
will be provided for the Regional Telecommunications Infrastructure Fund ( ‘Networking the Nation'), with

the remainder of the proceeds expected to contribute to a reduction in Commonwealth public debt.

U hope that you will consider the merits of investing in Telstra and | commend this offer to you, whether you are
an experienced share owner or a first time share buyer.

Yours sincerely

by

Johur Eabey

29 September 1997
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29 September 1997

The Telstra Share Offer is an opportunity for Australians to share in the growth of a company that serves so
many Australians.

Telstra connects Australians. Our networks span the nation. Qur services reach virtually all Australian homes
and are used by a substantial majority of Australian businesses. The Telstra brand is one of the best-known in
the country. Telstra has a proud history, from its birth as a provider of basic telephone lines across a far-flung
continent to its present rank as a globally-oriented marketer of fixed and mobile telephone services, advanced
Internet, data and directory services and, through FOXTEL, pay television.

Once a monopoly supplier of essential services, Telstra now competes with all comers in one of the most open
and sophisticated telecommunications markets in the world. The new regulatory environment, which began on
1 July this year, is transforming Telstra and the telecommunications industry. For Telstra, it means we are adding

|
|
Dear Investor,
more value to our products and more customer focus to our service, at the same time as we control our costs.

Competition, and scrutiny from stock markets, will continue to sharpen the performance of Telstra. It will
challenge our people. It will benefit our customers. It will make us strive to profit our shareholders.

We have a solid foundation of market knowledge and technical excellence. We have a vision for our future and the
means to get us there. We are determined to seize the opportunities in our new commercial environment.

This watershed in the growth of Telstra — between the achievements of the past and the challenges of the future
— is the right moment for the decision of the Commonwealth to sell up to one-third of its shares in Telstra.

Iam particularly pleased that the Government is encouraging Telstra’s customers and employees to become
shareholders. Share ownership will be a further incentive for our people and for Telstra to perform even better.

On behalf of the Board, I commend the offer to you.

Yours sincerely

David M Hoare

Chairman

Telstra Corporation Limited
ACN 051 775 556



The Telstra Share Offer

The Commonwealth invites members of the
Australian public Australian institutions,
Stockbrokers and certain international
investors to make :;“f.'n (o pure hase up to

4, 288,866,733 shares in Telstra.

The Telstra Sharve Offer in Australia is
in [ive parts, open to the following:

« members of the Australian public who
reserved a Public U”r'e' Document before
|2 _S{'Jrlr(’mfl;'}‘ 1997 and received a

personalised uppfh:uiun form

members of the Australian public who
huu- f?n"t'n t!”"ﬂ’(l‘ ol ffl'nr (J'”ti('{!{f(i” (il

shares by their Stockbroker
other members of the Australian puh!i(
Telstra's eligible employees

Australian institutions and Stockbrokers

applying in the Institutional Offer.

Payment for shares will be in two instalments. The
maximum total price payable by Public Applicants
under this offer is §3.30 per share. Public Applicants
under this offer will pay:

¢ the first instalment of $1.95 per share when
applying for the shares, which is 5 cents per
share less than the first instalment payable by
Institutional Applicants; and

a final instalment of not more than $1.35 per
share, payable on 17 November 1998. The final
instalment payment for Public Applicants will
be at least 5 cents per share below the final
instalment payable by Institutional Applicants.

The discount on the final instalment only applies to
instalment receipts purchased by Public Applicants
under this offer and held until the final instalment is
due. It will not apply to instalment receipts purchased
after trading commences. The number of instalment
receipts purchased in this offer to which the discount
applies will be the lowest number held at any time
between the date of issue and the date the final
instalment is due.

The first instalment for Institutional Applicants is
$2.00 per share, payable after allocation.




At the close of the Institutional Offer,
the Commonwealth will determine the
final price of the shares after consultation
with the Joint Global Co-ordinators

and the Commonwealth’s Financial
Adviser, based on the level of demand
for shares and having regard to its
objectives of optimising the proceeds

of the offer and its desire for an

orderly after-market.

The final price will determine the amount
of the final instalment, both of which

are expected to be announced by

16 November 1997,

You will not pay any stamp duty or
brokerage on the purchase of shares
under this offer.

Applications by

Public Applicants

Applications must be for a minimum of
400 shares and then in multiples of

100 shares. To apply for shares, you must
use one of the application forms which are
attached to or accompany this document.

The application form contains detailed
instructions on how to complete the form.

Your application form must be accompanied
by a cheque in Australian dollars drawn

on an Australian branch of an Australian
bank, crossed ‘Not Negotiable’ and made
payable to ‘Telstra Share Offer’. The cheque
must be for the first instalment amount of
$1.95 multiplied by the number of shares
for which you are applying,

Applications must be on the correct
form and the forms are colour-coded for
your convenience:

If you reserved a Public Offer
Document before 12 September 1997

*  you should have received a yellow
personalised application form with
your Public Offer Document. You must
use this form to ensure that you receive
your minimum guaranteed
entitlement of 600 shares. However,
you can apply for more or less than
600 shares using this form. If you
use this form to apply for more than
600 shares, the precise number of shares
you are allocated will not be known
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The Telstra Share Offer continued
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until after the offer closes. If the Telstra
Share Offer is over-subscribed you will
be allocated at least 600 shares. If you
use this form to apply for fewer than
600 shares (but at least the minimum of
400 shares) you will be allocated the
number of shares for which you apply.

Other Public Applicants

* If you did not reserve a Public Offer
Document before 12 September 1997,
or if you have been offered a firm
allocation of shares by your
Stockbroker, you should use the orange
application form attached to this Public
Offer Document. The minimum
number of shares you can apply for is
400. The precise number of shares you
are allocated will not be known until
after the offer closes. If the Telstra Share
Offer is over-subscribed, you may be
allocated less than 400 shares.

Lodgement of applications
Your completed application form and

cheque(s) should be:

*  mailed using the enclosed reply paid
envelope (or to the address on the
application form); or

*  placed in the collection box at any
Commonwealth Bank branch in
Australia; or

* lodged with a Stockbroker,

to be received by 4.00 pm local time on
Monday, 3 November 1997.

However, broker firm and eligible employee
applications must be received by 4.00 pm
local time on Friday, 31 October 1997.

You should send in your completed
application form and cheque(s) as soon
as possible after the Telstra Share Offer
opens. The Commonwealth reserves

the right to:

* close the qﬁ“er early without prior
notice; or

* vary any of the important dates set
out on page 1, including extending
or re-opening the offers.

Acceptance of applications

Except for valid applications for the minimum
guaranteed entitlement, the Commonwealth
reserves the right to reject any application or
to allocate to any person fewer shares than
applied for by that person.You will get a
refund if you have applied and paid for more
shares than you are allocated. No interest will
be paid to you on any money refunded.

Applications represent offers to buy shares
from the Commonwealth. The contract

will be formed when the Commonwealth
accepts your offer (but subject to a
condition regarding settlement of the

offer with certain international investors

— see pages 10 and 53). The Commonwealth
may accept your offer without further
notice to you. In due course you will receive
your instalment receipt holding statement.

In addition, the Commonwealth reserves
the right, at its discretion, to treat any
application for greater than 150,000 shares
as an application in the Institutional Offer.
Where the Commonwealth is advised by the
Joint Global Co-ordinators that investors
who would typically be regarded as
institutional investors have applied as Public
Applicants, the Commonwealth also
reserves the right to treat such applications
as applications in the Institutional Offer.

Public Applicants (other than eligible
employees and clients of Stockbrokers
receiving firm allocationsy should not lodge
multiple applications.

The Commonwealth reserves the right to
reject or aggregate applications which
appear to be multiple applications from
the same person.



Offers to employees

The Commonwealth will make available up
to 2,000 shares for purchase by each eligible
employee of Telstra. Each eligible employee
will also receive 1 extra share free for every
4 shares purchased up to a maximum of
500 extra shares. To help them buy these
shares, Telstra will offer each eligible
employee an interest-free loan repayable
from after-tax dividends or sale of the shares.

In addition, if eligible employees separately
apply for shares as Public Applicants and
receive an allocation, they will receive, at
no additional cost, 1 loyalty share for every
10 additional shares purchased and held
continuously for 12 months. Eligible
employees are entitled to a maximum of
200 loyalty shares.

Applications by eligible employees as
Public Applicants will be subject to any
scale-back arrangements. This may affect
the number of loyalty shares allocated to
eligible employees.

Details of these offers are in the Employee
Offer Document.

Institutional Offer

The Commonwealth is inviting bids from
Australian and New Zealand institutions
and Stockbrokers in the Institutional Offer
on the terms set out in the Appendices.
The Institutional Offer and an associated

H

international offering and global
book-building process will commence
on 27 October 1997 and will continue
until midday Melbourne time on

14 November 1997,

An indicative price range of $2.80 to
$3.30 per share has been set to assist
bidders in the bidding process. However,
this range may be varied by the
Commonwealth at any time. Bidders may
bid, and the final price may be set, above
or below the indicative price range.

Institutional Applicants will pay a first
instalment of $2.00 per share. The
Commonwealth will determine the
institutional sale price after consultation
with the Joint Global Co-ordinators and
the Commonwealth’s Financial Adviser.
All successful applicants in the Institutional
Offer will pay the same price.

The Institutional Offer is being managed
by the Joint Global Co-ordinators and Joint
Lead Managers. They and the Co-Lead
Managers and Co-Managers will solicit
bids from potential applicants. The
Commonwealth is the bookrunner.

Allocation policy

Australian public offer
A proportion of the shares has been
reserved for:

* guaranteed entitlements;
* eligible employees; and

*  firm allocations to clients
of Stockbrokers.

Any reserved shares not allocated to these
parts of the Telstra Share Offer will be
allocated to other Public Applicants and to
satisfy successful bids made in the
Institutional Offer.

Institutional Offer

The Commonwealth will determine the
allocation of shares between bidders in the
Institutional Offer after consultation with
the Joint Global Co-ordinators and the
Commonwealth’s Financial Adviser. There
is no assurance that any bidder in the
Institutional Offer will be allocated any
shares or the number of shares for which it

has lodged a bid.

The first determinant of the allocation will
be the price at which bids are lodged. Bids
lodged at prices below the final price will
receive no allocation. After disregarding
bids at prices lower than the final price, the
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The Telstra Share Offer continued

10

allocation to bidders will reflect a number
of factors. Other things being equal, factors
that will be regarded favourably include:

*  price leadership;
* early lodgement of bids;
*  consistency of bids;

*  bids by investors expected to be
long-term holders of Telstra shares; and

¢ participation in marketing activities.

Over-allocation

The final number of shares sold by the
Commonwealth will depend on the extent
to which the proposed over-allotment
option described on page 49 is exercised.

If this option is exercised in full, the
Commonwealth will retain at least two-
thirds of the shares in Telstra (plus those
shares retained for the cligible employee

1 for 10 loyalty offer). To the extent that the
option is not exercised, the Commonwealth
may retain up to a further 2.25%, or
approximately 288.87 million shares in
Telstra. See page 49 for information on

the international underwriting syndicate’s
ability to over-allocate in the international
offering and to satisfy such over-allocations
either by acquiring additional instalment
receipts from the Commonwealth during
the 30 days after allocation or by purchasing
instalment receipts in the stock market.
Such purchases may have the effect of
stabilising the secondary market price for
instalment receipts in circumstances where
the secondary market price is at or below
the amount of the first instalment.

Borrowing on

You may create an encumbrance (such

asa mortgage) over your instalment
receipts. However, you cannot create any
encumbrance over your instalment receipts
which is capable of extending to the

underlying shares until you have paid
the final instalment.

Selling instaiment receipts
and shares

Your instalment receipts and later, your
shares, will be registered either on the
ASX’s Clearing House Electronic
Subregister System (CHESS) or Telstra’s
issuer-sponsored sub-register. You will
receive a holding statement showing how
many instalment receipts or shares you hold.

Application will be made for instalment
receipts and shares to be quoted and traded
on the ASX. Quotation means that you
should be able to sell your instalment
receipts, and later when you receive them,
your shares. However, the amount you
receive for your instalment receipts or
shares will depend on whether there are
any buyers, how much they are prepared to
pay and any transaction costs involved.

The contract formed on acceptance of
your application is conditional on settlement
under the international underwriting
agreement. Conditional trading in
instalment receipts is expected to
commence on 17 November 1997 and
will continue until the ASX is notified of
settlement under the international
underwriting agreement. If settlement
under the international underwriting
agreement does not occur by

2 December 1997:

*  instalment receipts will not be issued;

* the contract formed on acceptance of
your application will be cancelled; and

« all conditional trades that have occurred
since 17 November 1997 will
be cancelled.

After the issue of instalment receipts there
will be a further period of deferred
settlement trading until dispatch of
holding statements which will occur within
5 business days of settlement under the



international underwriting agreement.
(See ‘Additional Information — International
underwriting conditions’ on page 53.)

It is your responsibility to determine
your allocation prior to trading your
instalment receipts. To assist you in
determining your allocation prior to
receipt of your holding statement, the
Commonwealth will announce the basis

of allocation by placing advertisements

in the major national and metropolitan
newspapers in Australia. This is expected to
take place on 17 November 1997. From
that date, you may call the Telstra Share
Information Centre on 1800 18 18 18 to
seek information on your allocation, quoting
your application number. If you sell
instalment receipts before you receive
confirmation of your allocation, you do
so at your own risk.

Listing and quotation on ASX

Telstra is admitted to the official list of the
ASX as a debt issuer and the Trustee and
Telstra will apply within 3 business days
after the issue date of this document to have

the instalment receipts and shares quoted
on the ASX.

Restrictions on

foreign ownership

By law, foreign persons cannot have, in
total, interests in more than 11.6667% of
Telstra and no single foreign person can have
interests in more than 1.6667% of Telstra.

The Trust Deed and Telstra’s Articles of
Association both contain provisions designed
to enable the Trustee (while instalment
receipts remain on issue and subsequently
Telstra) to monitor and enforce the foreign
ownership restrictions, including powers to
divest the interests of holders who breach
the foreign ownership limits.

This is a simplified and general description
of the foreign ownership restrictions,
Further details are contained in the
application form and in the separate
Appendices volume.

New Zealand applicants

New Zealand residents are subject to

the foreign ownership restrictions — see
‘Restrictions on foreign ownership’ (above)
and the separate Appendices volume. New
Zealand applicants pay for their shares in
Australian dollars, paying the same first and
final instalment amounts as Institutional
Applicants, They pay the first instalment of
A$2.00 per share, and the final instalment on
17 November 1998, New Zealand
Institutional Applicants must follow the
procedure for the lnstitutional Offer. Other
New Zealand applicants must comply with the
following procedure. To apply for shares, they
must use one of the application forms attached
to this document. The application form must
be received by a New Zealand office of a
member of the Australian syndicate by

4.00 pm on Monday, 3 November 1997, The
application form must be accompanied by a
cheque in Australian dollars, drawn on an
Australian branch of an Australian bank,
crossed ‘Not Negotiable’” and made payable to
“Telstra Share Offer’; or an international bank
draft in Australian dollars made payable to
“Telstra Share Offer’. New Zealand applicants
allocated instalment receipts will receive
certificates rather than holding statements.

Commonwealth discretion

The Commonwealth reserves the right not
to proceed with the Telstra Share Offer

at any time before the acceptance of
applications to purchase the shares, in
which case al} application moneys will

be returned to applicants. See also
‘Additional information — International
underwriting conditions’ on page 53.
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to strong growth in computer networking
and the popularity of the Internet, partly
offset by competition and falling prices. It
is also being driven by migration from basic
access and associated calling products to
data and text services, in particular ISDN
and FaxStream® services.

Directory services

Telstra is the principal provider of directory
services in Australia, offering printed

White PagesTM directories and Yellow Pages®
directories, voice directory services,
electronic and multimedia services and a
portfolio of specialist products and services.
It continues to develop its directories
business through the introduction of new
value-added information products and
services through multiple media sources.
Internationally, Telstra has pursued a
number of opportunities, including the
development of a directories business in
Laos and the purchase of a directories
business in Vietnam and a specialist
directories products business in the

United States. Telstra intends to grow its
majority-owned directories business into a
major directories and information services
company in the Asia-Pacific region, while
remaining the publisher and owner of the
key assets of the business.

Telstra’s printed directory portfolio
includes 6 metropolitan, 49 regional and
15 community Yellow Pages® directories
and White PagesTM directories, a national
business directory, a directory for the
hearing impaired and a corporate directory.
In addition to printed products, the Yellow
Pages® directories portfolio also includes
various voice products, including recorded
information and facsimile response services,
and multimedia services, including
publication of the Yellow Pages® directories
on the Internet and various Internet
advertising options. The White PagesTM
directories portfolio also includes various
multimedia products, including Internet
and CD-ROM products.

Customer premises equipment
The largest component of customer

premises equipment revenue is the rental
of telephones in accordance with Telstra’s
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Universal Service Obligation. Customer
premises equipment revenue also includes
rental and sales of small business systems,
maintenance fees for PBX systems, and
rental and sales of telephones and other
miscellaneous telecommunications
equipment. Telstra is examining
opportunities to outsource some of its
customer premises equipment businesses.

Intercarrier services

Telstra offers other Carriers access to its
networks, facilities and infrastructure.
Before 1 July 1997, only Optus and
Vodafone were Carriers for this purpose.
As aresult of the changes to the regulatory
environment that occurred on 1 July 1997,
additional Carrier licences have been
granted and more licences are expected

to be granted in the future, including

to companies that had previously

been Resellers.

Public payphones

Telstra is the principal provider of
payphones in Australia. As at 30 June 1997,
it operated 37,362 public payphones.

A further 44,335 coin-only payphones
were operated by third parties under
equipment sale or lease arrangements with
Telstra. Telstra is required to maintain

a public payphone service, including in
certain non-metropolitan or rural areas.
Approximately half of Telstra’s public
payphones are in these areas.

Telstra is currently upgrading some of its
public payphones to accept ‘smartcards’
with embedded computer chips. Telstra
plans to replace a significant proportion
of its public payphones and expects to
complete the programme in early 1998.

The upgrade programme also includes the
installation of a new centralised system to
manage its payphone network.
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M. Network Status

Other sales and services

The principal components of Telstra’s other
sales and services are intelligent network
products and services (including local rate
services, such as One 3™, and Freecall
1800™ services), revenue of various
controlled entities (including fees paid by
FOXTEL for use of the Broadband
Network), Internet access and intranet
products and services, domestic operator-
assisted calls, pay television connections,
ship-to-shore services and recorded message
and other enhanced call products.

Internet access and

on-line services

Telstra offers customers Internet access,
on-line, content and web hosting services.
Telstra’s BigPondTM range of Internet
services is designed to meet the needs of
residential and business customers, with
offerings ranging from basic dial-up access
to sophisticated intranet solutions for
multinational corporate customers. Telstra
offers a range of pricing and access plans
to home users and small businesses. Telstra
has also begun to offer high speed cable
Internet service to residential customers
over the Broadband Network. For corporate
customers, Telstra offers direct high

speed national and international Internet
connections. The number of Telstra’s
residential Internet customers grew by

an average of 12% per month during

the 1997 financial year. The Broadband
Network and alternative technologies offer
the capacity for a new generation of services
and applications in commerce, travel,
education, government and leisure.

Pay television

FOXTEL, a 50/ 50 partnership between
Telstra and News Corporation, offers home
video entertainment services, including pay
television services. FOXTEL currently
offers over 30 television channels, including
6 movie channels, 3 sports channels,

3 children’s channels, 3 documentary
channels, a 24-hour comedy channel,

6 general entertainment channels, news,
business and information on 6 channels,
home shopping and retransmission of

the 5 existing free-to-air national and
commercial television networks. FOXTEL
has experienced relatively high customer
churn rates, although Telstra expects these
levels to come down over time as a result of
marketing initiatives to retain customers and
improved programming as the industry
matures. During the 1997 financial year,
Telstra invested $129 million and incurred
start-up losses of $106 million as its share
of FOXTEL.

Telstra, News Corporation and Australis
have executed agreements for Australis to
acquire FOXTEL in exchange for Australis
issuing new shares to Telstra and News
Corporation. Telstra and News Corporation
would each own up to 33.25% of Australis.
There are several significant conditions and
approvals required for the completion of
the transaction. If the transaction is
completed, Australis will enjoy the benefits
of FOXTEL’s current cable distribution
arrangement. Australis will continue to
operate its wireless distribution systems
subject to obligations promoting use of the
Broadband Network in the cabled areas.

See ‘Investment risks — Uncertain pay
television industry environment’ on page 32
and ‘Prospects — Broadband Network’ on
page 39.

On 25 July 1997, Telstra, News Corporation
and FOXTEL entities agreed terms on
which the Broadband Network rollout
obligations would be satisfied by passing

2.5 million homes by 31 December 1997.
Under the new arrangements, Telstra

has agreed to pay News Corporation





approximately $60 million and has agreed
to a reduction in the revenue share that it
receives from FOXTEL for providing
broadband transmission services for the
next 5 years (or 7 years if the acquisition
of FOXTEL by Australis is not completed).

The net present value of the contractual
obligation for agreed fixed-dollar amount
reductions in revenue share is approximately
$300 million. If there is a shortfall in

these revenue amounts, Telstra will fund

the difference.

In July 1997, Telstra entered into an
alliance with IBM Australia Ltd and Lend
Lease Corporation Limited to position

Telstra strategically to take advantage of
growing opportunities in Australia and

the Asia-Pacific region as information
technology and telecommunications markets
converge. The alliance is also expected

to reduce Telstra’s own long-term
information technology costs. As part of

its participation in the alliance, Telstra has
engaged IBM Global, a company owned by
the 3 members of the alliance, to conduct
its data centre operations and some of the
applications maintenance and enhancement
activities for a period of 10 years. Telstra has
agreed that, if it does not purchase certain
volumes of services during the 10-year
period, it will pay higher rates and penalties.

Telstra, IBM Australia Ltd and Lend Lease
Corporation Limited have also formed a
network services joint venture company,
Advantra Pty Ltd. It is planned that
Advantra Pty Ltd will supply network
facilities Mmanagement, network systems
integration services and network application

services to major business and government
customers in Australia and network services
to the IBM Global Network’s customers
across Australia.

Networks and systems

Telstra operates a number of fixed and
mobile telecommunications networks to
support its diverse range of products and
services. These are all supported by an
extensive national and international
transmission infrastructure and largely
centralised management, including
planning, network control centres,
operations systems and staffing. Telstra

has in recent years invested a substantial
amount of capital and resources in its
networks and systems. Telstra has

been deploying its digital mobile
telecommunications network and the
Broadband Network. Telstra is in the

final stages of the Networks and Systems
Modernisation Programme to upgrade

and rationalise certain of its fixed networks
and improve many of its systems, including
those relating to billing, sales and

customer service. This and other ongoing
programmes also include initiatives

to improve work practices, streamline
processes, eliminate duplication of overhead
costs and improve record keeping for
property, plant and equipment.

In common with users of computers around
the world, Telstra is investigating if and to
what extent the date change from 1999 to
2000 may affect its networks and systems.
It has established a programme designed to
ensure that the impact of the transition to
the year 2000 on Telstra and its customers
is minimised. Telstra expects to spend
approximately $500 million on this
programme by the end of the 2000
financial year. See ‘Investment risks

—Year 2000 date change — potential effect
on networks and systems’ on page 34.
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Capital expenditures
and investments

Telstra is currently budgeting capital
expenditures and investments of
approximately $4.4 billion in the

1998 financial year and planning to spend
moderately less in the 1999 and 2000
financial years. Telstra expects to incur these
capital expenditures in areas including:

* development of infrastructure and new
products and services to meet the
evolving needs of customers;

* anticipated acquisition of additional
spectrum primarily for use
in connection with mobile
telecommunications services;

* continuation of the Networks and
Systems Modernisation Programme;

* continuation of the digital mobile
telecommunications network;

* fulfilment of the Broadband Network
rollout obligation from approximately
2.1 million homes passed at
30 June 1997 to approximately
2.5 million homes passed by
31 December 1997;

* anticipated investment in international
cables to cater for the expansion of
overseas telecommunications traffic;

* further investment in pay television
and on-line services content
and development;

° investment in offshore ventures; and

*  provision of enhanced telecommunications
services to remote customers through
its Remote Area Telecommunications
Enhancement Programme.

Telstra may periodically make investments
in, or acquire, complementary businesses.
Telstra expects that its cash flow from
operating activities will be sufficient to
meet anticipated capital expenditures and
investments in each of the 1998, 1999 and
2000 financial years. To the extent that
unforeseen capital expenditures and
investments arise or Telstra’s estimates

of its capital requirements prove to be
understated and cause capital requirements
to exceed net cash provided by operating
activities, Telstra may need to fund such
capital expenditures and investments with

debt or other financing,






Directors, senior management and employees
Directors

David M Hoare BEc, FCPA; (64); Chairman
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Chairman, Bankers Trust Australia Limited and Pioneer International Ltd; Director,
Comalco Ltd and Birkmyre Pty Ltd; Non-executive Chairman of the Board of Partners,

Mallesons Stephen Jaques; Convenor, Companies & Securities Advisory Committee;
President, University of Sydney Graduate Business School Foundation.

John T Ralph AO, FCPA, FTSE, FAICD, FAIM, FAusIMM, Hon LLD (Melb and Qld);
(64); Deputy Chairman

Chairman, Foster’s Brewing Group Ltd and Pacific Dunlop Limited,; Deputy Chairman,
Commonwealth Bank of Australia; Director, Pioneer International Ltd and The
Constitutional Centenary Foundation; President, Australia- Japan Business Co-operation
Committee and Australian Institute of Company Directors; Member of Board of Melbourne
Business School; National Chairman, The Queen’s Trust for Young Australians; Chairman,
Australian Foundation for Science.

W Frank Blount BSc (ElecEng), MBA, MS Management; (59); Chief Executive Officer

Before joining Telstra, Mr Blount held presidential positions with US telecommunications
company, AT&T, in sales and marketing, training and education and network operations.

Mr Blount has held positions including Chairman, National Technical Institute for the Deaf:
Chairman, Rochester Institute of Technology; Chairman, Advisory Board, Georgia Institute
of Technology, CEO of New American Schools Development Corporation. He is a Director
of Entergy Corporation, First Union National Bank and Caterpillar Incorporated.

N Ross Adler BCom, MBA; (52)

CEO and Managing Director, Santos Ltd; Director, Santos Group Companies, Commonwealth
Bank of Australia, QCT Resources Ltd and Australian Institute of Petroleum Ltd; Member,
Business Council of Australia and the Corporations and Securities Panel; Chairman of the
Board of the Art Gallery of South Australia; Vice Chairman, Council of Governors
Wilderness School Ltd.

Anthony ] Clark AM, FCA, FCPA, FAICD; (58)

Chartered Accountant; Managing Partner of KPMG New South Wales and Member of
KPMG National Board; Deputy Chairman of Australian Tourist Commission.
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Michael H Codd AC, BEc (Hons); (57)

Chancellor, Wollongong University; Director, Qantas Airways Limited, MLC Ltd,

MLC Lifetime Ltd, Lend Lease Corporate Services Ltd, Australian Eagle Life Ltd,

MLC Investments Ltd, MLC Insurance Ltd, Australian Nuclear Science and Technology
Organisation and Menzies Foundation and Toogoolawa Consulting Pty Ltd; Member,
Advisory Board, IBM Australia Ltd and Advisory Board, Spencer Stuart; Board of Advisors,
The Constitutional Centenary Foundation; Senior Adviser, Asia-Australian Institute.

Malcolm G Irving AM, BCom, Hon DLit; (67)

Chairman, Caltex Australia Limited, FAI Life Limited and Australian Industry Development
Corporation; he is also a director of a number of other companies.

Elizabeth A Nosworthy BA, LLB, LLM; (51)

Chairman, Port of Brisbane Corporation; Deputy Chairman, Queensland Treasury
Corporation; Director, Australian National Industries Limited, David Jones Limited and
Brisbane Airport Corporation Limited; Member, Supervisory Board of General Property
Trust; Councillor, National Competition Council.

Christopher 1 Roberts BCom; (52)

CEO and Managing Director, Arnotts Limited; Director, Arnotts Group Companies,
Transparency International Australia and Juvenile Diabetes Foundation Inc; Member,
Advisory Board, Australian Graduate School of Management.

John W Stocker MB, BS, BMedSc, PhD, FRACP, FTSE; (52)

Director, Cambridge Antibody Technology (UK) Ltd, Circadian Technologies Ltd, Foursight
Associates Pty Ltd and Wilcox Investments Ltd; Chief Scientist, Commonwealth of
Australia; Chairman, Australian Science Technology and Engineering Council.

Stephen W Vizard AM, LLB, BA, FAICD; (41)

Chairman, Artist Services Group; President, Screen Producers Association of Australia;
Board Member, Australian Commercial Television Production Fund; Board Member,
Victorian Multimedia Taskforce; Member, Advisory Board, Addiction Research Foundation.

Telstra has a number of corporate governance practices in place, including 3 committees of the Board which

oversee financial and business issues, audit and risk management, and appointments and compensation. Other

than the Chief Executive Officer, all directors are non-executive directors.

In order to support the sale process and maintain continuity, the Chairman, Mr David Hoare, has agreed to the
Government’s request to stay on until a convenient date on or after the 1998 Annual General Meeting of the
Company. The Chief Executive Officer, Mr W Frank Blount, has also indicated to the Board that he will remain
in his role until the end of the 1998 calendar year.
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Senior management

Senior managers of Telstra who are not directors are:

Year appointed Year appointed

Name Position to position to Telstra
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Doug Campbell BEng Mr Campbell was formerly Group Managing Director, Commercial & Consumer
of Telstra. He has also been the Deputy Managing Director of Telecom and President of Canadian National
Communications. He is a Fellow of the Australian Institute of Company Directors and of the Institution of
Engineers, Australia.

Robert Cartwright BA (Hons) MBA Mr Cartwright worked in the CRA group of companies for over 15 years,
predominantly in manufacturing with a special focus on change management, operations, finance and strategy.
He was formerly President, An Mau Steel, Taiwan and Managing Director, Comalco Rolled Products.

Gerry Moriarty BEng (Hons) Mr Moriarty has 30 years’ experience in the telecommunications and broadcasting
industries in business leadership, strategic business development, major project management, engineering
management and technical operations with Telstra, the ABC, TVNZ, Broadcast Communications Lid, and NZBC.

Paul Rizzo BCom, MBA Before joining Telstra, Mr Rizzo was Chief General Manager, Retail Banking, of the
Commonwealth Bank of Australia. He was previously CEO of the State Bank of Victoria, and, prior to that, a
Member of the Executive Committee of the Australia and New Zealand Banking Group Limited where he held
a number of senior executive positions over a period of about 25 years.

Peter Shore BSc Mr Shore was formerly Managing Director of Telstra’s International Business Unit and General
Manager of OTC's international operations. He has 15 years’ experience in telecommunications.

Ziggy Switkowski BSc (Hons) PhD Dr Switkowski has been CEO of Optus, and Managing Director of Kodak
(Australasia) Pty Ltd. He is a Director of Amcor Limited and Chairman of the Australian Quality Council.

Graeme Ward BEc (Hons) Mr Ward has extensive telecommunications industry experience, including senior
positions in corporate strategy and planning, He currently leads Telstra’s relationship with the Commonwealth
on regulatory, shareholder and industry policy matters and is the Company’s prime interface with the
industry regulators.

Lindsay Yelland BSc Prior to joining Telstra, Mr Yelland held numerous positions in the computer industry,
including Vice President, Asia-Pacific, Data General Corp and Vice President of Apollo Computer Corporation.
He is a director of the Australian Information Industry Association.
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Telstra: the Company continued

Employees

With approximately 66,100 full-time employces as at 30 Junc 1997, Telstra is one of
Australia’s largest employers. It has approximately 3,000 work sites in Australia and

711 expatriate and local employees located in parts of Asia, the United States of America
and Europe.

Many current management systems and work practices still reflect Telstra’s public service
history. Telstra is transforming its culture from onc typically associated with a government-
owned monopoly to that of a commercially oriented enterprise. It is developing a new
corporate culture focused on delivering value to customers, improving commerecial
discipline, accountability and productivity, and increasing workforce flexibility and
product innovation,

Telstra’s Employee Share Ownership Plan is intended to be an incentive to employees to
participate in this transformation. Under the Plan, each cligible employee will be offered
an interest-free loan from Telstra to acquire up to 2,000 Telstra shares under a special
offer where, for every 4 shares bought, they receive 1 extra share free up to a maximum of
500 cxtra shares.

Eligible employces will also be offered 1 loyalty share, at no additional cost, for every

10 additional shares applied for and allocated under the public offer which they hold
continuously for 12 months (up to a maximum of 200 loyalty shares).

The completion of a number of capital expenditure projects and the implementation of
management’s initiatives to transform Telstra’s culture are planned to lead to a reduction in
Telstra’s full-time staff by approximately 25,500 employces over a 4-year period that began
in the 1997 financial year. During the 1997 financial year, Telstra achieved reductions of
approximately 11,900 full-time staff, of which approximately 20% resulted from the
outsourcing of activities by the sale of certain businesscs and the contracting out of some
operations. These reductions were offset in part by the addition of 1,500 full-time staff

relating to the consolidation of Pacific Access as of 20 June 1997, resulting in full-time staff
at 30 June 1997 of approximately 66,100. Where possible, the Company is redeploying staff
and assisting employees to find alternative employment elsewhere. Telstra is also pursuing
changes to its retrenchment and redundancy arrangements to allow it to retain its most
skilled cmployces. Sce ‘Investment risks — Industrial relations and potential industrial action’

on page 31.
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Financial information

£ This section contains certain informatio: Jfrom
information for the 1993 to 1997 financial years and a commentary
_ and loss information is presented both on an istoric !
- changes in accounting policies adopted by Telstra in t

Historical financial information

The table below shows historical profit and loss information derived from Telstra’s audited statutory
Financial Statements.
Year ended 30 June

1993 1994 1995 1996 1997
PROFIT £ND LOSS STATEMENT DATA, (in § millions, except per share amounts)
Operating revenue 12,656 13,363 14,081 15,239 15,983
Operating expense before interest expense and abnormals 9,379 9,673 10,602 11,464 11,654
Operating profit before interest expense and abnormals 3,277 3,690 3,479 3,775 4,329
Interest expense 921 748 506 533 524
Operating profit before abnormals 2,356 2,942 2,973 3,242 3,805
Abnormals (1 (362)  (414)  (568) 205 (1,732)
Operating profit before income tax expense 1,994 2,528 2,405 3447 2,073
Income tax expense M 1,090 823 649 1,145 464
Operating profit after income tax expense 904 1,705 1,756 2,302 1,609
Minority interests 1 (6) 3) 3 8
Operating profit attributable to the shareholder 905 1,699 1,753 2,305 1,617
Earnings per share (&) 8.2¢ 13.7¢ 13.6¢ 17.9¢ [2.6¢
Dividends provided for or paid 674 738 944 1,368 4,146
Dividends per share ) 6.1¢ 6.0¢ 7.3¢ 10.6¢ 32.2¢
GTHER DATA
EBITDA before abnormals 5,316 5,744 5576 6,021 6,597
EBIT before abnormals 3,194 3,621 3,372 3,670 4,244

(1) Abnormals of $1,732 million in the l997ﬁnanc1‘a1year comprise §1,126 million for redundancy and associated costs related to
Telstra’s workforce reduction and restructuring programme, $342 million and §476 million in relation to the Broadband Network
writedown and provision respectively, § 394 million in relation to loss on a long-term construction contracr (the JORN project), offser
by a $606 million benefit arising from changes in accounting policies described below under ‘Adjusted profit and loss information!
Income tax expense has been reduced accordingly. In addition, income tax expense includes an abnormal income rax benefit of
$216 million relating to depreciation of revalued assets. For a discussion of abnormals in prior years see Appendix 2 of the
separate Appendices volume.

(2) Calculated based on 12,866,600,200 shares, being the number of shares on issue at the date of this Public Offer Document. For the
1993 and ]994_ﬁnancia1)/ears this has been adjusted to reflect the lower number of shares on issue in those years. Fully diluted
earnings per share for the 1995, 1996 and 1997 financial years is the same as basic earnings per share. Fully diluted earnings
per share in the 1993 and 1994 financial years was 7.4 cents and 13.4 cents, respectively.

(3) Includes a $3.0 billion special dividend paid to the Commonwealth on 30 fune 1997, as part of a recapitalisation of the Company.
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The separate Appendices volume contains a detailed review of Telstra’s profit and loss performance and capital
expenditures over the last three financial years. The discussion below provides an indication of certain key factors
affecting the Company’s profit and loss performance (before abnormals) during that period.

Operating revenuc grew at an average rate of 6.5% per year from the 1995 to the 1997 financial years, principally
reflecting strong growth in mobile telecommunications services, data and text services, and other sales and
services, particularly toll-free services. Intercarrier services revenue grew during the period reflecting increased
salcs to Optus and Vodafone. Telstra continued to experience competitive pressures and migration to other
products that resulted in lower revenue from national long-distance calls and international telephone services.

Overall, Telstra’s operating expense (before interest expense and abnormals) grew at an average rate of 4.8% per
year from the 1995 to the 1997 financial years, but fell as a percentage of revenuc. Labour expense rose more
slowly than other costs, and decreased as a percentage of revenue during the period, reflecting reductions in

staff numbers in the 1997 financial year. Direct cost of sales rose, principally due to the growth in the mobile
tclecommunications market, which resulted in increased mobile handset purchases, dealer bonuses and payments
to other mobilc Carriers to terminate calls. Depreciation and amortisation increased during the period reflecting
the effect of increased capital investment, offset by the extension of the service lives of certain capital assets as a
result of a change in Telstra’s depreciation methodology. Other operating expense, which is influenced by the size
of the workforce, the extent of outsourcing activities, performance of strategic investments, business growth,
competitor activity, market trends and cconomic conditions, fell as a percentage of revenue in the 1997 financial
year, reflecting reduced workforce and discretionary expenditures.

The tables below show historical balance sheet and cash flow information derived from Telstra’s audited statutory
Financial Statements, adjusted to conform with changes in presentation in the 1997 financial year.

As at 30 June
1993 1994 1995 1996 1997
BALANCE SHEET DATA (in § millions)
Cash and cash equivalents 1,443 308 2,270 1,219 742
Other current assets 2,962 3,762 3,726 3,847 4,367
Property, plant and equipment 16,942 15,504 16,304 17,969 18,943
Other non-current assets 1,813 1,565 1,783 1,327 1,806
Total asscts 23,160 21,139 24,083 24,362 25,858
Current borrowings 1,675 723 1,982 793 1,560
Other current liabilities 4,028 3,635 4,904 5,003 5,704
Non current borrowings 5,795 5,010 3,872 4,350 6,421
Other non-current liabilities 776 1,016 1,598 1,548 2,235
Total liabilities 12,274 10,384 12,356 11,694 15,920
Sharcholder’s equity 10,886 10,755 11,727 12,668 9,938

(1) Reflects payment of a §3.0 billion special dividend paid to the Commonwealth on 30 June 1997, as part of the recapitalisation of
the Company.

Year ended 30 June

1993 1994 1995 1996 1997
CASH FLOW DATA (in § millions)
Net cash provided by operating activities 3,961 4118 5414 4,478 5,254
Net cash used in investing activities (2,301) (2,132) (3,112) (3,870) (4,171)
Net cash used in financing activities (892) (3,121)  (340) (1,659) (1,572)
Net increase (decrease) in cash and cash equivalents 768 (1,135) 1,962 (1,051)  (489)
Capital expenditures and investments 2,608 2,496 3,282 4,071 4,504





Adjusted profit and loss information

The adjusted profit and loss information below is derived from the Investigating Accountant’s Report prepared
by Price Watcrhousc. During the 1997 financial year, Telstra changed certain accounting policies to capitalise
software developed for internal use and to capitalise interest and indirect overheads incurred during the

sclf-construction of asscts. This has the effect of treating thése amounts as assets on Telstra’s balance sheet.
These assets arc then depreciated as an cxpense over a number of subsequent years, reflecting their expected
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service life. This delays the cffect on the profit and loss statcment, on the basis that the assets continue to benefit
the Company beyond the year in which they werc acquired. The purpose of these changes was to further align
Telstra’s accounting policics with common practice in the telecommunications industry. Prior to these changes,
these costs were expensed as incurred rather than capitalised. The effect of these changes in accounting policies
in the 1997 financial ycar was a matcrial increasc in opcrating profits. The information below has been adjusted to
reflect these changes in accounting policics as if they had always been in place.
Year ended 30 June
1993 1994 1995 1996 1997

ADJUSTED PROFIT AND LOSS STATEMENT DATA (in § millions, except per share amounts)
Operating profit before abnormals 2,668 3,149 3226 3,431 3,984
Abnormals (362) (414)  (568) 205 (2,338)
Operating profit before income tax cxpense 2,306 2,735 2,658 3,636 1,646
Operating profit after income tax expense 1,223 1,844 1,852 2,423 1,336
Opecrating profit attributable to the sharcholder 1,224 1,838 1,849 2,426 1,344
Earnings per share (") 11.1¢  14.9¢ 14.4¢ 189¢  10.4¢
OTHER DATA

EBITDA before abnormals 5,765 6,174 6,107 6,546 7,130
EBIT before abnormals 3,360 3,754 3,552 3,786 4,319

(1) Calculated based on 12,866,600,200 shares being the number of shares on issue at the date of this Public Offer Document. For the
1993 and 1994 financial years this has been adjusted to reflect the lower number of shares on issue in those years. Fully diluted
earnings per share for the 1995, 1996 and l997ﬁnancialyears is the same as basic earnings per share. Fully diluted earnings per
share in the 1993 and 1994 financial years was 9.8 cents and 14.4 cents, respectively.

Dividends

In determining actual dividends, the current policy of Telstra’s Board of Directors is to declare dividends of at
least 60% of opcrating profit attributable to shareholders, subject to taking into consideration a number of
commercial factors, including the interests of sharcholders, cash requirements for future capital expenditures and
investments, as well as relevant industry practice. In relation to the 1998 financial year, the current intention is

to pay an interim dividend in March 1998 and a final dividend in October 1998, Payment of $4.146 billion in
dividends to the Commonwealth for the 1997 financial year significantly reduced the balance of Telstra’s franking
credit account. The Board expects the 1998 dividends to be fully franked, and will endeavour to ensure that the
Company provides sharcholders with fully franked dividends in future years. However, the Board can give no
assurance about the future level of dividends, if any, or the level of franking credits. These levels will depend on a
number of factors, including those discussed in the ‘Investment risks’ section, government legislation and the

taxation position of Telstra. Telstra does not intend to operate a dividend reinvestment scheme.
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the shares trade may be higher or lower than the pnce you pay. for the shares. Many factors wil i
_--affect the price of the shares of Telstra, including overall economic conditions, changes in
; government polmes and movements in interest rates or stock markets. :

. Before makmg an investment decision, you should also carefulb' consider aH of t the foHomn ;

You should recogmse that the price of Telstra sbares can fall as well as rise. The price at wbu:b

risks which may affect Telstra or the industry i in which it operatcs, as well as the other
information in this document. o

Increased compelition

The Australian telecommunications market has become increasingly competitive as a result of the phased
liberalisation of the industry beginning in the late 1980s. The introduction of limited competition resuited in an
increase in the number of competitors and lower prices for many telecommunications products and services.

The commencement of open competition on 1 July 1997 is further changing the competitive environment and

its full effects are difficuit to predict. Telstra expects to continue to lose market share in a number of its principal
markets where it presently has a leading market position. The extent of Telstra’s future market share loss cannot
be predicted with accuracy, but it may be markedly higher than losses of market share experienced to date. Telstra
also expects competitors to market aggressively to key niche segments.

In addition, new technologies are lowering the barriers to entry, reducing cost structures and enabling the
delivery of new products and services. While Telstra expects competitors to engage in vigorous price
competition, there is a further risk that competitors could engage in sustained and extreme price competition
in a bid to win market share. Such conduct would be likely to have a material adverse effect on Telstra’s results
of operations in the market or markets in which it occurs.

The new regulatory regime facilitates competition in a number of ways. For example, it removes the limit on the
number of Carriers and requires Telstra to provide competitors with greater access to its telecommunications
services and facilities. The new regime also expands the availability of preselection (which provides automatic
access to the customer’s preferred telecommunications service provider without the need to dial a special code).
Further, the Communications Minister has announced that Telstra will be required to provide local number
portability services to Optus by 1 May 1998. These changes facilitate the ability of customers to change their
provider of telecommunications products and services.

As the Australian telecommunications market becomes increasingly competitive, the regulatory environment
evolves and new technologies are introduced, Telstra’s success will depend, to a large extent, on its ability to
become more effective operationally and to continue to improve its corporate culture, competencies and
practices. Challenges include changing the nature of employee functions to increase focus on delivering value to
customers, providing performance-based compensation incentives, instituting procedures to measure productivity
and strengthen accountability, and implementing more stringent internal control procedures. See ‘Industry
environment — Competitive and regulatory environment’ on page 46.





New regulatory regime

The open competition regulatory regime, which began on | July 1997, represents a move toward gencral
competition law and away from industry-specific competition regulation. Although some previous restrictions
on Telstra have been removed, Telstra is governed by a number of regulatory requirements over and above the
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gcncral Compctition law,

As the new regime has recently been introduced, therc is uncertainty about its practical operation and the manner
in which the participants in, and regulators of, the Australian telecommunications industry will respond. For
cxample, because Telstra is likely to be considered to have a substantial degree of market power in some of its
markets, the ACCC could issuc a competition notice that would expose Telstra to potentially substantial penalties
and damages awards if the Federal Court were to determine that Telstra had taken advantage of its market power
with the purpose, effect or likely effect of substantially lessening competition in a particular tclecommunications
market. Given the substantial naturc of these potential penaltics and damages awards, Telstra may choose to cease
the behaviour specified in a competition notice prior to the Federal Court making such a determination. Telstra is
also required to give advance notification of certain price changes to the ACCC which could affect the Company’s
ability to changc prices rapidly and could lcad to the publication of such pricing information. In addition, the
Communications Minister can make rules and impose licence conditions, at his discretion, in connection with the
implementation and operation of certain aspects of the new regulatory regime. For example, the Communications
Minister has recently announced his intention to imposc interim licence conditions (including pricing) on Telstra
in relation to the provision of local number portability services to Optus. In complying with these interim licence
conditions, Telstra expects that it will recover only part of its costs. In the longer term, Telstra may have to incur
substantial additional capital expenditurc to implement new number portability solutions which may be required
by the Australian Communications Authority (ACA).

In addition, Telstra and other Carricrs are required to provide access to some of their services and infrastructure
to industry participants, and Telstra may be required to provide access to additional services and infrastructure if
to do so would be in the long-term interests of ¢nd users. The ACCC access determinations could require Telstra
to provide access to discrete services and infrastructure on terms which Telstra would consider unfavourable.
Also, unlike its competitors, Telstra is subject to price controls, including a new requirement to reduce local

call prices in arcas where competition has yet to emerge. There is a risk that Telstra’s commercial freedoms may
be affected by the application of these regulatory provisions. For cxample, the ACCC may take action which
would have the effect of impeding Telstra’s ability to offer product and pricing packages or to withdraw or vary its
product or service offerings on a timely basis. In addition, therc is no statutory cap on Telstra’s tort liability for its
supply of telecommunications services. Sec ‘Industry environment — Competitive and regulatory environment’

on page 46.

Industrial relations and potential industrial action

A substantial majority of Telstra’s employecs arc covered by a single enterprise agreement which expires on

4 October 1997, although the terms of the cxisting agreement will continue in effect until a new agreement is
concluded. In negotiating the new agreement, Telstra aims to achicve increased management and labour
flexibility. Therc is a risk that it will be unable to achieve agreement with the unions and the support of a majority
of its employees and, as a consequence, may not realisc any or all of these aims and may be subject to industrial
action initiated by employees or unions, While it is not possible to determinc the effect of any industrial action,
severe or extended industrial action would have a material adverse effect on Telstra’s results of operations. Telstra
is also currently pursuing changes to its retrenchment and redundancy arrangemenits, the non-achievement

of which would continuc to constrain Telstra’s ability to ensure that it rctains all cmployees with the most
appropriate skills and highest performance levels for arcas affected by redundancics.
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Rapid technological change

Rapid changes in telecommunications and information technology are redefining the markets in which Telstra
operates, the products and services demanded by customers and the ability of enterprises to compete in the
telecommunications industry. Such changes are broadening the range, reducing the costs and expanding the
capacities and functions of infrastructures capable of delivering these products and services. Partially as a result
of these changes, the prices that can be charged for many products and services are falling, Telstra has invested
substantial capital and other resources in the development and modernisation of its networks and systems. With
the accelerating pace of technological change, the outcome of such investments is increasingly less certain.
There is a risk that competitors will deploy or develop technologies that provide them with lower costs or
other operating advantages relative to Telstra, which could require it to incur significant capital expenditures in
addition to those already planned in order to remain competitive or which could render previous capital
investments ineffective.

Uncertain pay television industry environment

Telstra and News Corporation are 50/50 partners in FOXTEL, which offers pay television services over the
Broadband Network. The pay television industry in Australia has been operating since 1995 and is characterised
by high programming costs, high operating and capital expenditures, duplication of infrastructure and a high level
of competition between operators and from free-to-air networks. To date, this has led to a high level of customer
churn on the Broadband Network and significant start-up losses in pay television. Pay television services are in an
carly stage of development in Australia and churn rates are variable but have shown an overall downward trend
since operations began. In the 1997 financial year, the monthly churn rate on the Broadband Network, including
cable Internet customers, was approximately 5.3%, and in June 1997 was approximately 4.5%. Churn is
measured as gross number of disconnects (not adjusted for reconnections, such as where the customer moves
homes or reconnects in the same home) in the period divided by the average number of customers during the
period. Telstra estimates that the loss before interest expense and income tax expense in relation to the Broadband
Network and pay television operations in the 1997 financial year was $394 million. The conditions in the industry
present risks to Telstra’s and FOXTEL'’s revenues from the delivery of pay television services over the Broadband
Network and, if FOXTEL’s services are not widely taken up relative to competing services, Telstra’s ability to
co-market other services with pay television, with possible adverse effects on Telstra’s telephony revenues.

Telstra, News Corporation and Australis have executed agreements for Australis to acquire FOXTEL. There are
several conditions to and approvals required for the completion of the transaction. If this transaction is not
completed, Telstra and FOXTEL would lose certain anticipated longer-term benefits of the merger, such as, in
Telstra’s case, the removal of certain guarantees of FOXTEL’s minimum subscriber numbers. Australis is highly
leveraged, has a net asset deficiency and has incurred significant operating losses and negative cash flow to date. If
the transaction is completed, there is no assurance that the merged business will be able to continue to finance its
ongoing development and operations. There may also be broader structural developments in the industry, which
may adversely affect Telstra. Telstra anticipates further rationalisation of programming interests. The proposed
acquisition of FOXTEL by Australis and Telstra’s reduced control of programming, would diminish Telstra’s
ability directly to influence the outcome of such programming rationalisation.

Closure of analogue AMPS mobile telecommunications network and
sale of spectrum

The Telecommunications Act 1997 provides for the closure of Telstra’s analogue AMPS mobile telecommunications
network by 1 January 2000 and prohibits the installation and operation of any other analogue AMPS mobile
telecommunications networks. This closure may be subject to exceptions in regiona] and rural areas specified in





a determination to be made by the Communications Minister. The Government has announced that it will be
giving consideration before the forthcoming auction of 800 megahertz band spectrum to the retention of a
regional and rural AMPS mobile telecommunications network beyond 2000. According to a predetermined
schedule leading up to 1 January 2000, Telstra is required to vacate the radiocommunications spectrum currently
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used by the analogune AMPS network. Telstra is actively encouraging the migration of its analogue customers to its
digital service. However, there is a risk that customers will switch instead to the mobile telephone services of
Telstra’s competitors. The Commonwealth has announced, in the context of the forthcoming auction of 800
megahertz spectrum, that it proposes to establish limited rights for successful bidders for that spectrum to resell
Telstra’s analogue mobile telephone service and limited reciprocal roaming rights between the analogue services
and digital services operating in the 800 megahertz band. The Communications Minister has also indicated that, in
deferring the spectrum auctions, he has asked the ACCC to consider the establishment of intercarrier roaming
rights between digital networks. The establishment of intercarrier roaming rights between digital networks, as
well as the retention of a regional and rural analogue AMPS network after 2000, could each have a significant
adverse effect on Telstra’s competitive position and results of operations.

Litigation

Telstra is engaged in a number of legal proceedings. While Telstra believes that it has made appropriate provisions
in respect of these proceedings, there is a risk that the ultimate resolution of these proceedings may result in the
provisions being exceeded. There is also a risk that its reputation may suffer due to the profile of, and public
scrutiny surrounding, certain of these legal proceedings, regardless of their outcome. Furthermore, there is a
risk that, with the advent of open competition and the uncertainty surrounding the manner in which the
regulators and competitors will respond to the new regulatory regime, Telstra faces increased exposure to
threatened or actual litigation. Optus, a major industry participant, commenced proceedings against the Company
on 10 September 1997 alleging that Telstra has been misusing market power in various markets. The claim by
Optus seeks relief related to the Company’s pricing and operational practices and, if successful, could have a
material adverse effect on Telstra’s operations, financial results and competitive position. See ‘Additional
information — Legal and regulatory proceedings’ commencing on page 50.

Losses relating to Jindalee Operational Radar Network

Telstra is the Commonwealth’s prime contractor to design, construct, install and maintain the Jindalee
Operational Radar Network (JORN) for the Department of Defence. Management of the JORN project has been
sub-contracted to RLM Management Pty Ltd (RLM), a company jointly owned by Lockheed Martin Corporation
and Transfield Defence Systems Pty Ltd. Telstra is presently evaluating means to satisfy its obligations to the
Department of Defence by arranging for RLM to assume the entire management role for the project. The

JORN project has proven unprofitable for Telstra and completion is not expected until 2002. Accordingly, as at
30 June 1996, Telstra had established a provision of $211 million relating to its ongoing obligations in relation

to the JORN project. In addition, in the 1997 financial year, the Company recognised an abnormal charge of
$394 million in relation to the JORN project. There is a risk that the provisions made will not be adequate. -
Telstra is currently in negotiations with RLM to settle arrangements whereby Telstra will have a right, on certain
events happening, to require RLM to assume full responsibility for the completion of the JORN project. While
there can be no assurance that there will be a successful conclusion to the negotiations, Telstra expects this to
occur. If successfully concluded, the arrangements should ensure that Telstra is able to complete the project at a
level consistent with such provisions. Although there would be a residual risk that further costs may be incurred
by Telstra in relation to the project, no such costs are presently anticipated.
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In common with users of computers around the world, Telstra is investigating if and to what extent the date
change from 1999 to 2000 may affect its networks and systems. Telstra has established a programme designed
to ensure that the impact of the transition to the year 2000 on the Company and its customers is minimised by
seeking to ensure that Telstra’s key networks and systems are year 2000-compliant before 31 December 1999,
There can be no assurance that this programme will be successful or that the date change from 1999 to 2000
will not materially affect Telstra’s operations and financial results. Telstra’s operations may also be affected by
the ability of third parties dealing with Telstra to also manage the effect of the year 2000 date change.

Disaster recovery - billing systems

The computer systems used by Telstra for the processing of data for billing purposes are situated principally in
one location. Telstra does not presently have back-up processing facilities adequate for the timely processing of
this data in the event of the destruction or substantial impairment of its primary processing facilities, which could
occur as a result of fire, flood or other disaster. Were such an event to occur, Telstra could experience significant
delays in the processing of customer bills and the receipt of related payments.

Relationship with the Commonwealth ~ continuing Commonwealth control
of Teistra

All issued shares of Telstra are presently owned by the Commonwealth. After completion of the Telstra Share
Offer, the Commonwealth will own at least two-thirds of the shares (and possibly more, depending on the extent
to which the over-allotment option is exercised) and, as a result, will retain effective control of Telstra. So long

as the Commonwealth owns a majority of Telstra’s shares, it will have the right under the Company’s Articles of
Association to decide any matter requiring approval by the holders of a majority of the shares, including matters
relating to the election of directors. Under the Telstra Act, the Communications Minister has certain discretionary
powers to direct Telstra in relation to matters involving the public interest. Subject to a duty to ensure that Telstra
complies with any such direction and the provisions of the Telstra Act, Telstra’s Board must meet its fiduciary
duties to the Company. The Commonwealth is also responsible for regulation of the telecommunications industry.
The Commonwealth and its regulatory agencies, in carrying out their functions, have taken actions and may take
further actions which constrain Telstra’s conduct or affect its commercial operations. Telstra expects that the
Government will continue to exercise its legislative and regulatory responsibilities and powers so as to promote
industry competition and that the Government’s separate interest in Telstra shareholder value will not be a
determinative consideration in that context. There can be no assurance that the current or future governments
will not take further steps which alter Telstra’s competitive position or the manner in which the Australian
telecommunications industry is regulated.

Perceived health risks associated with electromagnetic energy

Allegations have been made, but not proven, that mobile telecommunications equipment may pose health risks
due to emissions of electromagnetic energy from such devices. The weight of national and international scientific
opinion is that there is no substantiated evidence of public health effects from such energy at typical levels. In its
operations, Telstra complies with the electromagnetic energy emissions levels permitted by Australian Standard
2772. However, there is a risk that an actual or perceived health risk associated with mobile telecommunications
equipment could lead to litigation, could adversely affect Telstra through a reduction in the number or the growth
rate of mobile telecommunications services or reduced usage per customer or could hinder the Company’s
placement of new mobile telecommunications equipment. Two claims have been filed against Telstra and its
affiliates, including a claim alleging that an individual developed cancer due to electromagnetic energy emitted
from one of Telstra’s base stations.
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The assessment by Telstra’s directors of the Company’s prospects for the 1998 financial year is based on
assumptions concerning future business decisions and the success of Telstra’s business strategy and on other
estimates, expectations and assumptions developed by Telstra that, while quantified and considered reasonable by
the Company, are subject to significant regulatory, competitive, business and economic uncertainties which are
outside the control of Telstra and are not capable of precise prediction. In particular, the directors’ assessment is
based on Telstra’s best estimates as to the effect of the new regulatory regime, historical trends and performance
(although historical trends may not be indicative of future performance), market surveys and the experience of
other telecommunications companies in overseas markets.

The directors’ assessment is likely to vary from actual results, and these variations may be materially positive or
negative. Investors’ attention is drawn to the developments and uncertainties affecting Telstra’s business that
are discussed throughout this document. Inclusion of the prospective financial information set out below is a
statement of the directors’ present belief as to the Company’s prospects for the 1998 financial year and is not

a representation by Telstra, its directors or any other person that the results set out below will be achieved.

Of particular significance for the directors’ assessment are the assumptions concerning the effect of the new
regulatory regime introduced on 1 July 1997 and the effect of open competition under that regime. Many of the
changes introduced by the new regulatory regime and increased competition will not have their full impact in the
1998 financial year. For example, the recent announcements concerning local number portability are unlikely to
have a material adverse effect on Telstra in the 1998 financial year but may have such an effect in later years.

For these and other reasons, the prospective financial information for the 1998 financial year should not be taken
as a guide to results in later years.

Although the directors’ assessment is based on Telstra’s best estimate assumptions, Telstra has only limited prior
experience on which to base its estimates as to the effects of the new regulatory regime and open competition
both during the 1998 financial year and in later years. Prospective investors are cautioned not to place undue
reliance on this information. This information should be read together with the assumptions and sensitivity
analysis set out below, the ‘Investment risks’ section commencing on page 30 and the other information contained
in this document.
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1998 financial year prospective financial information

Reported Financial Information
Year ended 30 June 1997 Year ending 30 June 1998

(in § millions, except per share amounts and percentages)

PROFIT AND LOSS STATEMENT DATA

Operating profit before income tax expense M 2,073 4,243
Income tax expense 464 1,421
Operating profit attributable to shareholders 2 1,617 2,805
OTHER DATA

EBITDA before abnormals () 6,597 7,311
EBIT before abnormals (9 4,244 4,850
Capital expenditures and investments 4,504 4,395
Earnings per share (X6 12.6¢ 21.8¢
Dividends per share 6N 32.2¢ 13.0¢
Total debt to total capitalisation as at end of period ®) 44.5% 42.3%
Net debt to capitalisation as at end of period ® 41.5% 40.9%

Note: The effect of the proposed acquisition of FOXTEL by Australis in a transaction among Telstra, News Corporation and
Australis is not reflected in the prospective financial information. The prospective financial information could vary if
the transaction is consummated. See ‘Basis of preparation of prospective financial information’ commencing on page 37.

(1) The 1997 financial year operating profit before income tax expense is after abnormals of $1,732 million. See ‘Financial information’
commencing on page 27.

(2)  Operating profit afier income tax expense and minority interests.

(3)  Operating profit (including profits from sale of assets/investments, dividends received /receivable and miscellaneous revenue) before
interest received /receivable, interest expense, abnormals, depreciation and amortisation and income tax expense. EBITDA before
abnormals is used as a measure of financial performance by excluding certain variables that affect operating profits but which may
not directly relate to all  financial aspects of the operations of a company. EBITDA before abnormals is not a measure of operating
income, operating performance or liquidity under Australian GAAP.

(4)  EBITDA before abnormals less depreciation and amortisation,

(5)  The Company treated the effect of certain accounting policy changes adopted in the 1997 financial year as significant abnormal
benefits and, therefore, they were not reflected in EBITDA before abnormals and EBIT bg’bre abnormals in the ]997ﬁnancialyear.
As these benefits affect EBITDA before abnormals and EBIT before abnormals in the 1998 financial year, the amounts for the
1998 financial year are not presented on a comparable basis with the 1997 financial year.

(6)  Calculated based on 12,866,600, 200 shares.

(7)  Assuming the Board declares dividends totalling 60% of operating profit attributable to shareholders for the 1998 financial year.
See ‘Financial information — Dividends’ on page 29.

(8)  Total debt consists of short-term debt and long-term debt. Total capitalisation consists of total debt and shareholders’ equity
including minority interests.

(9)  Net debt consists of total debt less cash and cash equivalents and other interest-bearing financial assets. Capitalisation consists of
net debt and shareholders’ equity, including minority interests.

Accounting policies

The prospective financial information has been prepared on the assumption that the accounting policies of Telstra
will remain the same as those applied in preparing the financial statements for the 1997 financial year and does
not take into account the effect of any changes in accounting standards which may be introduced during the

1998 financial year,

Telstra has recently introduced a number of changes to its accounting policies including, commencing in the
1997 financial year, capitalisation of some items which were previously expensed. In the preparation of the

5 financial statements, such policies, in accordance with Australian accounting standards, were only implemented

——// from the date of the change, with no retrospective adjustment to prior years. The prospective financial







