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OVER

31m

PROVIDED TO MORE THAN
5,850 COMMUNITY PROJECTS
ACROSS AUSTRALIA
THROUGH THE TELSTRA
FOUNDATION SINCE 2002

Awhole new
experience

from Telstra.

Smarter, greener, together

Climate change is one of the biggest challenges of our
time. Telstra’s shareholders can help Australia tackle
climate change by reducing waste and cutting carbon
emissions. You are a member of Australia’s largest
shareholder base and a small change by you can make
a difference. Say goodbye to paper and switch to online
shareholder communications today. Register online at:
www.linkmarketservices.com.au/telstra

ONE household, ONE communication
Telstra recently launched the ONE program that also
contributes to cutting carbon emissions. The program
targets households that receives more than one set of
hardcopy shareholder documents and only sends one.
This program does not include dividend statements and
Annual General Meeting notices, but information-only
type communications

OVER

DN 30,000

CALLS HANDLED ON OUR EMPLOYEES IN AUSTRALIA
FIXED LINE NETWORK

Communicating with our Shareholders

Our online Investor Centre www.telstra.com.au/abouttelstra/investor is an important tool for our shareholders
where you can access all the latest news, information and shareholder communications faster. If you are

an e-Shareholder, we will let you know when there is something important for you to view or download.

Telstra’s Annual Report is available to all shareholders on our investor website at www.telstra.com/annualreport.
To receive a hardcopy of the statutory Annual Report (free of charge), you can call our Share Registry on 1300 88 66 77
and request the Report be sent to you. You may also update your communication elections online to receive future
copies of the Annual Report. Visit the Share Registry’s website www.linkmarketservices.com.au/telstra, select
the “communications options” menu and follow the prompts.
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s25bn 10M s3.5bn

OF SALES REVENUE GENERATED MOBILE CUSTOMERS OF DIVIDENDS PAID TO
INCLUDING 1 MILLION OUR SHAREHOLDERS
WIRELESS BROADBAND
CUSTOMERS
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Sales revenue

EBITDA®

EBIT®

Profit for the year after minority interests

Dividends declared per share (cents per share)®

Total assets

Gross debt 15,410
Net debt 14,587
Total Equity 12,580
Accrued capital expenditure® 5,879
Free cash flow 3,855 2,899

(1) Operating profit before interest, depreciation and amortisation and income tax expense. EBITDA is used as a measure of financial performance by excluding certain
variables that affect operating profits but which may not be directly related to all financial aspects of the operations of the company. EBITDA is not a measure of operating
income, operating performance or liquidity under A-IFRS or US GAAP. Other companies may calculate EBITDA in a different manner to us.

(2) EBITDA less depreciation and amortisation.
(3) Dividends declared in 2006 include a 6 cent special dividend paid within the interim dividend. Dividends declared in 2005 include two special dividends amounting to 12 cents.
(4) The adoption of UIG4 “Determining Whether an Arrangement Contains a Lease” has been applied from 1 July 2005. As such, 2005 has not been restated for the impact of UIG4.

(5) 2006 and 2005 are cash capital expenditure numbers.

Sales revenue

FYo7 $23.7bn

FYo8 $24.7bn Contribution to sales revenue

FY09 $25.4bn
PSTN 25%
Mobiles 27%
Sales revenue M Fixed internet 8%
Profit for the year T 2 . 9% ﬁ’tzeljr;ze:ci‘fss D\
B International 9%
B Sensis 8%
FYo08 Other 7%

FYo7

FY09

Broadband customers Mobile customers

FYo7 . FYo7
FYos . FYos

FY09 . FY09
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CHAIRMAN AND
CEO MESSAGE

CatherineB Livingstone AO Chairman

David Thodey Chief Executive Officer

/DIVIDENDS

At a time when many
companies have had

to ask for more money
from shareholders, we
are pleased that you will
continue to benefit from
our fully-franked final
dividend of 14 cents per
share bringing the total
fully-franked dividend
for the fiscal year to

28 cents per share.

Dear Shareholders

Telstra is a great Australian company, touching the lives of
millions of Australians every day. As your new Chairman and
CEQ, it is our pleasure to be able to provide you with an update
on how our business has performed over the past year. In the
pages ahead you will also learn more about the strong customer
demand for our differentiated product and service offerings,

the performance of our various customer segments as well as
some information about our Board of Directors and what we
have planned for the year ahead.

We will also provide some perspectives on the Government’s National
Broadband Network (NBN) project and Telstra’s commitment both

to remain engaged in discussions on the project, and retain our
commitment to protect shareholder value through any negotiations.

Financial Highlights

Despite the challenging economic conditions the company faced last
fiscal year, sales revenue for the year grew by 2.9% to $25,371 million.
Total operating expenses grew by only 0.6% to $14,669 million. This is the
lowest rate of expense growth in six years and resulted in Earnings before
Interest, Tax, Depreciation and Amortisation (EBITDA) growth of 5.1% to
$10,948 million. Profit attributable to Telstra shareholders increased by
10.3% to $4,073 million and importantly for our shareholders, free cash
flow increased by 13.2% or $510 million to $4.4 billion.

Across all products, the business has performed well. Strong growth
has been recorded in areas where Telstra has made significant
investments. Mobiles, in particular, had another fantastic year as
aresult of our investments in the Next G™ network. Mobile services
revenue grew by 10.0% to $6,101 million and we now have more than
ten million mobile customers, including over one million wireless
broadband customers. It’s worth noting that mobile revenue exceeded
the fixed telephony revenue by more than $500 million in FY09.

Priorities

Telstra has been undertaking a company-wide transformation
programme over the past four years, rebuilding our networks and
systems to enable us to be a true market leader. Now is the time to
make it count. Our priority now is to drive further operational benefits
from the significant transformation investments. Now is also the time
for us to provide a better customer experience to accompany our
undoubtedly world-leading networks and financial performance.

www.telstra.com 11



THE TRANSFORMATION

You have heard a great deal
from Telstra regarding our
transformation programme
over the last few years, so it
isimportant to provide you

with an update. It could be said
that a company the size and
complexity of Telstra must never
stop transforming to maintain
its differentiated networks and
services. However, over the last
four years, we have invested
significantly in providing our
customers with world class
networks and capabilities. Much
of that work is done - NextG™
and NextIP™ networks are

built, and around 75% of the IT
transformation is complete. What
this means is that although work
will continue on the remaining
areas of the IT transformation,
the vast bulk of the work is done,
and continuous upgrading of
the new networks and systems
are considered by us as now just
business as usual.

iV www.telstra.com

As your CEO and Chairman, we acknowledge that not all customer
experience has yet met expectations but steps are being implemented
to focus our efforts on improving this — improvement in the customer
experience will lead to better business outcomes and returns for our
shareholders.

National Broadband Network (NBN)

We have a Government with a strong vision to bring high-speed
broadband to all Australians. The National Broadband Network

is undoubtedly an important nation-building initiative which we
support but it also represents an immense financial and engineering
challenge. We are committed to working constructively with the
Government to help find a solution that is in the best interests of
the nation, and for our shareholders, customers and staff. Please be
assured that as we work with the Government to try and find a way
to make their fibre-to-the-home vision a reality, we will protect the
interests of you, our shareholders. It is our responsibility to do so.

Recently, the Government has announced the appointment of

a Board and Chief Executive for its new NBN Company. Over the
coming months we expect progress to be made on the project’s
implementation study as well as appointment of an extended
management team for NBN Co. As that progresses we expect
engagement to become increasingly more focused on the challenges
to achieve the outcomes desired by everyone.

Telstra will also not let NBN distract us from running the company
and serving our customers. Therefore, we have appointed a small,
high-level team to manage the process - there is a Board-level
committee to oversee NBN negotiations and a dedicated team led by
Geoff Booth in the role of Group Managing Director, NBN Engagement.

There is much work left to be done, but as this important issue
develops we will continue to update you, as owners of this company,
on the progress.

Our staff

Telstra employs more than 30,000 Australians and our total workforce,
including those employed by our offshore entities, is over 40,000.
Without a doubt, our people remain the real strength of this company
and they have been working diligently to deliver world-class products
and services to our customers over the past year. We have a great team
here at Telstra — from our technicians connecting your home with your
latest communications needs, to the T [life]™ employees, through to the
Executive Leadership Team.



We are also very proud of the high representation of women in our
workforce and on the Executive Leadership Team. Nerida Caesar,

our new Enterprise and Government Group Managing Director joins
Holly Kramer, Deena Shiff , Kate McKenzie and Andrea Grant in leading
large business units within Telstra and reporting directly to the CEO.

Telstra’s commitment to diversity extends beyond gender diversity
and recognises Age Balance, Cultural Diversity, Indigenous, Disability,
Work Life Flexibility and Sexual Orientation. The Telstra Diversity
Council promotes the strategic vision for Diversity at Telstra, ensuring
that we continuously focus on identifying and celebrating the diversity
that exists in our workplace.

Outlook

Conditions in the market remain challenging, but because of the
investments Telstra has made in the last few years, we are committed
to delivering further profitable growth and our core target of $6 billion
dollars of free cash flow in fiscal 2010. This is more than 35% free cash
flow growth year-on-year. This year, we also expect to grow our sales
revenue, EBITDA and EBIT by low single-digit percentages, whilst
maintaining our capital expenditure level below $3.8 billion.

We are committed, and will continue, to keep you informed
of any significant developments in Telstra. We both look forward
to leading this great Australian company into the future.

C s %w/r:;sﬁ&

Catherine B Livingstone AO Chairman

“Dasio The

David Thodey Chief Executive Officer

1
zgTelsi'ra

Foundation

wwwtelstrafoundation.com

PHILANTHROPY

The Telstra Foundation

delivers Telstra’s corporate
philanthropy program and is the
cornerstone of our community
investment strategy. The Telstra
Foundation’s mission is to make
a positive and lasting difference
to thelives of children and
young people. In 2008/09, the
Telstra Foundation provided
over $4.8 million in funding

to support more than 1,200
projects across Australia. Over
seven yearssinceits inception,
the Telstra Foundation has
financially supported more than
5,850 projects to the value of

$31 million.
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BOARD

OF DIRECTORS

CATHERINE B LIVINGSTONE
AO, BA (Hons), FCA, FTSE
Chairman

DAVID THODEY
BA Chief Executive Officer

GEOFFREY A COUSINS

CHARLES MACEK
BEc, MAdmin, FAICD, FCPA,
SF Fin, FCA

«

JOHN P MULLEN
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Ms Livingstone joined Telstra as non-executive director in November
2000 and was appointed as Chairman on 8 May 2009. She is the
Chairman of the Nomination and NBN Committees and a member
of the Remuneration, Audit and Technology Committees.

Experience: Ms Livingstone has a degree in accounting and has
held several finance and general management roles predominantly
in the medical devices sector. Ms Livingstone was the Chief Executive
of Cochlear Limited (1994-2000).

Directorships of other listed companies - current:
Director, Macquarie Bank Limited (2003- ), Macquarie Group Limited
(2007-) and WorleyParsons Ltd (2007-).

Mr Thodey became Telstra’s Chief Executive Officer and executive
director of the Board on 19 May 2009, announcing a strategy of
market differentiation and a renewed focus on customer service and
satisfaction.

Mr Thodey joined Telstra in April 2001 as Group Managing Director of
Telstra Mobiles, overseeing significant industry change with the mass
take up of mobiles and the introduction of digital technologies.

In December 2002, Mr Thodey was appointed Group Managing Director
Telstra Enterprise and Government and was responsible for the
company’s large corporate, government and business customers in
Australia, TelstraClear in New Zealand and Telstra’s international sales
division. At the helm of Telstra Enterprise and Government,

Mr Cousins joined Telstra as a non-executive director in November
2006. He is a member of the Nomination and Remuneration
Committees.

Experience: Mr Cousins has more than 26 years experience as a company
director. 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 Macek joined Telstra as a non-executive director in November 2001.
Heis a member of the Audit and Nomination Committees and
is Chairman of the Remuneration Committee.

Mr Macek has advised he will not stand for re-election at the Annual
General Meeting on 4 November 2009.

Experience: Mr Macek has a strong background in corporate
governance and has had a long association with the finance and
investment industry. His former roles include 16 years as Founding
Managing Director and Chief Investment Officer and subsequently
Chairman of County Investment Management Ltd.

Directorships of other listed companies - current:
Director, Wesfarmers Ltd (2001-).

Directorships of listed companies - past three years:
Director, Living Cell Technologies Limited (2006-2007).

Mr Mullen joined Telstra as a non-executive directorin July 2008.
He is a member of the Nomination and Remuneration Committees.

Experience: Mr Mullen has worked for over two decades in
amultitude of senior positions with different multinationals.

His corporate experience includes 10 years with the TNT Group, with
two years as its Chief Operating Officer. From 1991 to 1994, he held
the position of Chief Executive Officer of TNT Express Worldwide,
based in the Netherlands. Mr Mullen joined Deutsche Post World
Net (DPWN) as an Advisor in 1994, becoming Chief Executive Officer
of DHL Express Asia Pacific in 2002, Joint Chief Executive DHL Express
in 2005 and Global Chief Executive Officer DHL Express in 2006.

Directorships of listed companies - past three years: Nil.

Other:

Current: Future Directions International Pty Ltd (2007-); Member,

New South Wales Innovation Council (2007- ) and the Royal Institution
of Australia (2009-).

Former: Chairman, CSIRO (2001-2006); Chairman and Director Australian
Business Foundation (2000-2005); Director, Goodman Fielder Ltd
(2000-2003), Rural Press Limited (2000-2003), Macquarie Graduate School
of Management Pty Ltd (2007-2008) and Sydney Institute (1998-2005),
Member, Department of Accounting and Finance Advisory Board
Macquarie University, Business/Industry/Higher Education Collaboration
Committee (BIHECC) and Federal Government’s National Innovation
System Review Panel (2008-2008).

Mr Thodey oversaw another period of significant industry change, with
the rapid take up of IP.and mobile broadband services over Telstra’s
Next IP™ and Next G™ networks.

Before joining Telstra, Mr Thodey was Chief Executive Officer of IBM
Australia/New Zealand and previously held several senior executive
positions in marketing and sales with IBM across the Asia Pacific.
He originally started at IBM as a systems engineer and has retained
a passion for technology throughout his career.

Mr Thodey was born in Perth and is currently the Chairman of
Basketball Australia. He holds a Bachelor of Arts in Anthropology and
English from Victoria University in New Zealand. Mr Thodey attended
the Kellogg Post-Graduate School General Management Program at
Northwestern University in Chicago.

Directorships of other listed companies - current: Nil

Directorships of listed companies - past three years:
Director, Insurance Australia Group Ltd (2000-2007).

Other:

Former: Chairman, Cure Cancer Australia (2004-2007), The Starlight
Foundation (1988-1994) and Museum of Contemporary Art (1990-1994);
Director, Globe International Limited (2001-2003), Sydney Theatre
Company Ltd (1990-1996), St George Foundation Ltd (1989-1995) and
The Smith Family (1988-1994); President, The Shore Foundation Ltd
(1992-1994).

Mr Cousins was previously a consultant to a former Prime Minister.

Other:

Current: Chairman, Sustainable Investment Research Institute Pty Ltd
(2002-), Racing Information Services Australia Pty Ltd (2007- ) and Orchard
Funds Ltd (2007- ); Director, Orchard Capital Investments Ltd (2009-) and
Thoroughbred Trainers Service Centre Ltd (2009-); Member, Investment
Committee of Unisuper Ltd, Global Research Advisory Council of Glass,
Lewis & Co LLC and MMC Advisory Board; Vice-chairman, Standards
Advisory Council of the International Accounting Standards Board.

Former: Member, Centre for Eye Research Australia Ltd

(1996-2002) and Chairman (2002-2003); Member, Financial Reporting
Council (FRC) (2000-2003) and Chairman (2003-2007); Chairman and
Director, IOOF Holdings Ltd (2002-2003); Director, Famoice Technology
Pty Ltd. (2001-2004), Vertex Capital Pty Ltd (2004-2006); and Williamson
Community Leadership Program Limited (2004-2007); Victorian
Councillor, Australian Institute of Company Directors (2003-2007);
Member, New Zealand Accounting Standards Review Board (2004-2007).

Directorships of other listed companies - current: Nil

Directorships of listed companies - past three years:

Director, Deutsche Post World Net, Board of Management, Germany
(2005-2009) and Embarg Corporation USA (2006-2009).

Other:

Current: Member, Australian Graduate School of Management
(2005-), Advisory Council to the City of Seoul (2006- ), and Chairman,
National Foreign Trade Council (Washington DC) (2008- ).

Former: Director, International Swimming Hall of Fame (USA)
(2005-2008 ).



JOHN V STANHOPE

B Com (Economics and
Accounting), FCPA, FCA,
FAICD, FAIM

Chief Financial Officer and
Group Managing Director
Finance and
Administration

JOHN M STEWART
BA, FCIB, ACII

JOHN W STOCKER
A0, MB, BSc, BMedSc, PhD,
FRACP, FTSE

'y
PETER JWILLCOX

MA

Mr Willcox ceased to be
adirector of Telstra, effective
27 August 2009.

JOHN D ZEGLIS
BSc Finance, JD Law

Mr Stanhope was appointed to the role of Chief Financial Officer and
Group Managing Director, Finance & Administration in October 2003.
He was appointed as an executive director of the Telstra Board in
May 2009.

Mr Stanhope is responsible for finance; treasury; risk management
and assurance; corporate planning, reporting and analysis; business
services; investor relations; corporate security and investigations,
procurement, billing and business improvement. Mr Stanhope also
managed Telstra’s involvement in the Federal Government’s T3 sale
of Telstra shares.

Since joining Telstra in 1967, Mr Stanhope has held a number of
operational roles and a range of senior financial management
positions including Director, Finance.

Mr Stewart joined Telstra as a non-executive director in April 2008.
He is a member of the Nomination and Remuneration Committees.

Experience: Mr Stewart has had a long and successful career in the
finance industry since he first joined Woolwich PLCin 1977. Mr Stewart
was appointed to the Board of Woolwich in 1995 and became Chief
Executive in 1996. Following Woolwich’s acquisition by Barclays PLC
in October 2000, Mr Stewart was appointed Deputy Chief Executive
Officer and became a member of the Barclays Group Board and Group
Executive Committee. In August 2003 he joined the Group comprising
National Australia Bank (NAB), the Clydesdale & Yorkshire banks in
the UK, the Bank of New Zealand, and nabCapital, as Chief Executive,
Europe and Principal Board Member. In February 2004 Mr Stewart was
appointed Group Chief Executive Officer of NAB and retired from the
NAB effective 31 December 2008.

Dr Stocker joined Telstra as a non-executive director in October
1996. He is Chairman of the Audit Committee and a member of the
Technology and NBN Committees.

Experience: Dr Stocker has had a distinguished career in
pharmaceutical research and extensive experience in management
of research and development, and its commercialisation including in
his roles as Chief Executive of CSIRO (1990-1995) and subsequently as
Chief Scientist for the Commonwealth of Australia (1996-1999).

Directorships of other listed companies - current: Chairman,
Sigma Pharmaceuticals Ltd (2005-); Director, Nufarm Limited (1998-).

Mr Willcox joined Telstra as a non-executive director in May 2006.
He was a member of the Audit, Nomination, Remuneration and NBN
Committees.

Experience: Mr Willcox holds a degree in physics from Cambridge
University and following a 28 year career in the international
petroleum industry was appointed as Chief Executive Officer of
BHP Petroleum Limited, from 1986 to 1994. He has wide and diverse
experience as a Director and Chairman of Australian and American
listed companies.

Mr Zeglis joined Telstra as a non-executive director in May 2006.

Heis Chairman of the Technology Committee.

Experience: Mr Zeglis has a legal background, and became partner
with the law firm Sidley & Austin in 1978. He was General Counsel

of AT&T from 1986-1998. His qualifications include a BScin Finance from
the University of Illinois, and a JD in Law from Harvard.

Mr Zeglis has had a long and distinguished career in the US
telecommunications sector. He joined AT&T in 1984, and was elected as
President of AT&T in 1998 and Chairman and Chief Executive Officer of
the AT&T Wireless Group in 1999. He continued as CEO of AT&T Wireless
until retiring in November 2004 following the company’s sale to
Cingular Wireless.

In this role, which he assumed in 1995, he contributed to the T1 and T2
share sales, cost reduction programs, growth strategies, debt raising,
capital management and organisational restructures.

He is Chairman of the Business Coalition for Tax Reform, and was
appointed to the Financial Reporting Councilin 2006.

Mr Stanhope is a director of Telstra Super, Sensis, SouFun, Octave
Investments Holdings and the Telstra Foundation, and was recently
appointed to the AGL Energy board as a non-executive director. He is
Chairman of TelstraClear and CSL New World.

Directorships of other listed companies - current: Nil

Directorships of listed companies - past three years:

Director and Chief Executive Officer, National Australia Bank (2004-2008).
Other

Current: Member, Scottish Enterprise’s International Advisory

Board (2006- ); Member, the Federal Attorney General’s
Business-Government Advisory Group on national security.

Former: Chair, Australian Bankers’ Association (2007-2008); Director,
Business Council of Australia (2006-2008); Executive Director, Barclays
PLC(2000-2003); Group CEO Woolwich PLC(1996-2000).

Mr Stewart was a member of the Prime Minister’s Task Group on
Emissions Trading.

Directorships of listed companies - past three years:

Director, Cambridge Antibody Technology Group plc (1995-2006)

and Circadian Technologies Ltd (1996-2008).

Other:

Current: Principal, Foursight Associates Pty Ltd (1996- ); Chairman, CSIRO
(2007- ); Chairman, The Australian Wine Research Institute Ltd (2009-).
Former: Chairman, Grape and Wine Research and Development
Corporation (1997-2004) and Sigma Company Ltd (1998-2005).

Directorships of other listed companies - current: Nil

Directorships of listed companies - past three years: Chairman,
Mayne Pharma (2005-2007) and 3D Oil Ltd (2007-2009).

Other:

Former: Chairman and Director, CSIRO (2006-2007); AMP Limited
(2002-2005), Mayne Group Ltd (2002-2005); Director, F.H.Faulding

& Co Ltd (1996-2000); Energy Developments Ltd (1994-2002), Lend
Lease Corporation (1994-2000), Schroders (Australia) Ltd (1994-1999),
North Ltd (1994-2000), James Hardie Industries Ltd (1992-2001),

BHP Ltd (1988-1994), Woodside Petroleum (1986-1993).

Directorships of other listed companies - current:

Director, Helmerich & Payne Corporation (1989-).

Directorships of listed companies - past three years: Nil

Other:

Current: Director, AMX Corporation; (2005- ) and State Farm Automobile
Insurance (2004-).

Former: Director, Georgia Pacific Corporation (2001-2005); Sara Lee
Corporation (1998-2000) and Illinois Power Company (1992-1996).

As announced to the market on 2 September 2009, Russell Higgins AO and Steve Vamos have been appointed to the Board as non-executive

directors, effective 15 September 2009.
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BUSINESS UNITS

Consumer

David Moffatt BBus (Mgt), FCPA
Group Managing Director
Telstra Consumer

Telstra Consumer is a Customer Servicing,
Marketing and Sales Organisation.
We are fully committed to investing in, and
seeking ways to improve both the Value and
Customer Experience we provide for every
one of our customers, everyday. This includes
maintaining the most complete range of
telecommunication products and services
available in Australia including; fixed lines,
mobiles, fixed and wireless internet access
and Pay TV services, and an innovative
range of integrated bundles and packages.
We are also responsible for the operation
of the Telstra T[life]™ shops, consumer call
centres and for maintaining relationships
with Telstra’s licensees and dealers.
Performance highlights for the year
- Sales revenue of $10.3 billion (a growth of
3.1%), and continuing margin expansion.

- We substantially completed a large,
complex and multi-faceted transformation
of our core systems and processes, and

migrated the majority of our customer
to those new core operating systems.

- Momentum in retail continues with
our 100th T[life]™ store openingin
September 2009.

Consumer’s strategic priorities for

the year ahead are to:

- Further improve our value propositions
and the customer experience.

- Complete our comprehensive consumer
Transformation program and migrate
all our consumer customers to our new
systems environment.

- Further invest in the T(life]™ store rollout,
and expand our Online presence and
service capabilities.

- Expand our in-home product and service
propositions.

- Continue to invest in the growth and
development of our “world-class” people.

“Market-Based Management
is at the heart of our approach
to satisfy the needs of our
telecommunication customers.
By knowing these customers and
understanding their needs better
than ever before, and better than
anybody else, we believe we are
in the best position to help them
live their life, their way.”

40%

Consumer

Contribution to salesrevenue

Enterprise and Government

Nerida Caesar BComm (Marketing), MBA
Group Managing Director
Telstra Enterprise and Government

Telstra Enterprise and Government
istheleading provider of network
solutions and services to enterprises
and governments in Australia.

Performance highlights for the year

- Telstra Enterprise and Government
experienced strong revenue growth
of 2.9% or 5.0% when adjusted for
the sale of KAZ.

- KAZ sold to Fujitsu for $200 million
in April.

“Using our world leading networks
and growing suite of network-
centric products and services, our
customers are more productive
and serve their customers more
effectively - in away that is not
constrained by time, distance,
devices or infrastructure.”

- Telstra Enterprise and Government is
committed to migrate customers onto
our Next G™ and Next IP™ networks to
allow more customers to benefit from
better performance and an enriched user
experience.

- New sales grew by 9% to $1.1 billion
with key contract wins including a large
managed services contract with the
Commonwealth Bank worth up to
$1 billion over 10 years, and a $146 million
broadband contract to extend the reach
and capacity of broadband connectivity
with Catholic Network Australia.

- We are managing more of our customers’
networks and have a growing offering
of differentiated network-centric
applications and professional services
that is allowing our customers to increase
productivity and reduce risk.

- Our customers continue to recognise
the superior value we provide, with
strong customer satisfaction results
demonstrating a broadening gap to
competitors on key performance drivers.

Enterprise &
Government

Contribution to salesrevenue
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Telstra Business

Telstra Business is one of Telstra’s newest
and most dynamic business units.
Created in 2006 out of a need to differentiate
service and offerings to small and medium-
size enterprises (SMEs), Telstra Businessis a
high-performing business unit that gives our
customers specialised and tailored solutions
to allow them to do business their way.
Delivering anintegrated business
experience:

Offers - Telstra Business aims to be the
business solutions carrier of choice; the core
strategy is to retain existing customers and
drive greater breadth and depth.

Products - Telstra Business will continue to
build differentiated products specifically for
the SME market.

Service - we are making changes to
better serve the customer in one place. Our
aspiration is to offer a one stop shop where
service not price is the value proposition of
buying many products in one place.

The personal benefits Fast Flowers CEO

Jonathan Barouch has experienced have also been
compelling, with his BlackBerry® device and Telstra
Business Broadband service alone saving him up to
five hours a week in increased productivity.

Coverage - focus on optimising our

coverage to drive greater retention,

customer growth and channel productivity.

Performance highlights for the year

- Telstra Business revenue growth was
4.7% for the year.

- 22 Telstra Business Centres have now
been opened, providing more local points
of contact for small businesses. We are
continuing to expand, with 50 Business
Centres planned to be opened by the end
of next year.

- We have made changes in our sales
structure to improve accountability
of service and first call resolution and
have launched fault centres to manage
business faults. We are making our email
and applications experience easier for
our customers and will continue to build
differentiated products specific to our
market so we can be the business solutions
carrier of choice.

As his business blossomed, Jonathan
Barouch learnt a critical business lesson
about running a 24 hour online florist
servicing up to 150,000 customers worldwide.

The CEO of the hugely successful fastflowers.
com.au received a worrying phone call one
Saturday morning. On the line was one of
his senior managers who told him a vital toll-
free customer phone line was down. Quick

to recognise the potential for lost business,
Barouch got straight on the phone to one

of his telecommunications suppliers to
immediately fix the damaging outage.

“It was an unbelievable experience. We had
a supplier who only handled all of our toll
free numbers — one of a hodge-podge of
different communication suppliers we had
at the time,” Barouch explained.

Six separate telecommunications vendors
were soon consolidated into one - Telstra
Business — which now provides fastflowers.
com.au with 24-hour support service if things
go wrong.

Contribution to sales revenue

“Since making the switch to Telstra Business
we have not had one down-day yet because
of a technology failure. But if we do, we know
we’ve got access to 24-hour support and if
something goes down we’ll have someone
who can fix it straight away,” Barouch said.

“The great thing is that we receive a premium
service and we’re able to reduce our annual
telco bill significantly. As a small business,
that goes straight to the bottom line.”

Among the services fastflowers.com.au has
employed to grow their business are Telstra
Business Broadband for fixed internet,

as well as a Telstra wireless broadband
card and BlackBerry® services for wireless
internet. Both the wireless broadband card
and the BlackBerry® services are connected
to the high speed Telstra Next G™ network.

Fast online access is therefore vital for a
business that owes its very existence to

the Internet. “Speed equals success in our
business. It’s as simple as that,” says Barouch.
BlackBerry® and related trademarks, names and logos are

the property of Research In Motion Limited and are registered
and/or used in the U.S. and countries around the world.

www.telstra.com 1X



BUSINESS UNITS
Wholesale

Paul Geason BA/LLB (Hons)
Group Managing Director
Telstra Wholesale

Telstra Wholesale is Australia’s leading among ISPs of broadband services “Our goalis to be the number
supplier of telecommunications services delivered over Telstra’s network. one wholesaler of choice in
that enableits custot:ners in :‘\ustralia Performance highlights for the year the Australian wholesale

and elsewhere to cilellver theirown ] - Telstra Whole.sale signed more.th(.ln telecommunications market.
products and services to support their 300 commercial agreements with its . .

customers’ needs. Telstra began providing customers, rolled-out ADSL2+ to its YVe 'nte.nd to do this through
wholesale access to products and services customer base and achieved an average improving levels of customer
in 1992 when competition was introduced automation rate of 85% for processing service and satisfaction and
into the Australian telecommunications customer orders for voice, broadband focusing on operational
market. During the past 17 years the and spectrum sharing services. excellence.”

Telstra Wholesale team has built strong

commercial relationships which underpin

avibrant telecommunications landscape.

A proven industry leader

- Telstra Wholesale provides a stable
common network for all mobile number
portability industry participants. This
IT network enables millions of porting
transactions each year with the majority
of successful ports completed within one
hour of the ‘gaining party’ instigating a
port request.

- Telstra Wholesale’s Carrier-Grade and
Business-Grade Ethernet products
were also recognised as meeting global
industry standards for functionality
and performance.

- Telstra Wholesale complied with 9%
Operational Separation requirements
including publication of the annual
long-term notification report and regular
reporting to the ACCC covering 23 service
metrics and the prices of our key services.
These metrics show equivalence between
wholesale and retail customers.

Wholesale

Contribution to sales revenue

- Telstra Wholesale facilitates the transfer

Sensis

Bruce J Akhurst LLB, BEc (Hons)

CEO Sensis

Sensisis Telstra’s information and Performance highlights for the year “As aresult of the economic
advertising business. We’re focused on - More than ever, Sensis is focused on downturn, now is a difficult time
helPirlg peop.lef.'md, buy a.nd sell. Sensis’ driving SL.JStClII’lCIble growth bg.listening in the Australian media and
tradition of bringing Australians together to, learning from and launching the advertising market. This will not
through the White Pages® and Yellow Pages® services that meet the needs of our . . .
directories stretches back over 125 years. In customers. This commitment has resulted 9P Sensis from aggressively
more recent times, Sensis has capitalised on in growing customer satisfaction and building the value we offer
opportunities offered by digital media and is world-leading financial growth (revenue buyers, sellers, investors and the
now bringing Australians together through increasing by 5.8% and EBITDA margins communities in which we operqte_”
a sophisticated network of information also growing to 52%) in a very challenging
services. This network spans brands like 1234, media market.

Whereis®, Citysearch® and MediaSmart® and
channels like print, online, voice, mobile and
satellite navigation.

Sensis has also opened up new - Over $500 million of internet advertising

opportunities through our investments in revenue across China and Australia.
the largest Internet market in the world -
China. Our partners are #1 in real estate,

#1in auto and #2 in consumer electronics
in the Chinese online advertising market.

- 4.9% revenue growth in Sensis’ core print
and online directories and search business

- Strong growth in online user satisfaction: gcy
Yellow Pages® online up 10 percentage o
points and White Pages® Online up
14 percentage points in eighteen months.

Sensis

-96% of print directories recycled or

re-used. Up from only 4% in 1999. Contribution to sales revenue

X www.telstra.com



Other international businesses

While over 90% of Telstra’s sales revenue
is from our domestic operations,

our international operations are

still performing well in extremely
challenging conditions. Telstra has
operations in many countries, including
Hong Kong, New Zealand and China.

CSL New World Mobility Group (CSL) is
Hong Kong’s first and leading mobile
network operator. In March, CSL unveiled
the commercial launch of Next G™, the
world’s fastest All-IP mobile broadband
network. Next G™ has download speeds
up to 21 Mbps and offers the widest
coverage providing unrivaled mobility
and performance. While revenue growth
declined by 11.3% in local currency driven
by lower voice revenues and a decline

in handset sales, CSL is extremely well
positioned to take advantage of the
economic recovery in Asia.

TelstraClear Limited, the second largest

full service carrier in New Zealand grew
domestic revenue by 2.3%. The Consumer
segment experienced strong revenue growth
of 18.7% for the year due to higher access
revenue and internet revenue. The company
is competing strongly in a tough market.

In February 2009, Telstra expanded its
presence in China with the acquisition of a
67% interest in both China M and Sharp Point.
China M s a leading supplier of consumer
mobile content serving 350,000 customers
daily, while Sharp Point provides technical
services for China Mobile’s rapidly growing
central mobile music platform. Together
these businesses enjoy strong commercial
and contractual links with the country’s
mobile telecoms providers. For the year,
China M and Sharp Point provided combined
revenue of approximately $50 million.

and varied.

High speed broadband access provides significant benefits for
the Arnhem Land communities involved.

Broadbanding the Top End is a $34 million partnership project
between Telstra, the Northern Territory Government, Rio Tinto
Alcan and the Northern Land Council which has seen over 800km
of fibre optic cable laid by Telstra between Jabiru and Nhulunbuy,
connecting five indigenous communities and the township of
Nhulunbuy with state-of-the-art telecommunications.

The benefits of the Broadbanding the Top End project are many

- Broadband access through ADSL2+ technology became a reality
for some of the remotest communities in the Northern Territory
and Nhulunbuy, bringing equivalence between this part of remote
Northern Territory and other areas of Australia.

- Schools can access greater internet bandwidth, health centres
are implementing patient care systems across Arnhem Land and
the police are establishing and using greater communications
systems and platforms.

- Local businesses are also benefiting from high-speed broadband
access which will contribute to improving the economy of the region.

- Wideband transmission for Rio Tinto Alcan has allowed them
to implement real time monitoring systems, leading to improved
productivity and cost savings.

SSHE

Sharp Point

Create a Simple Life

CHINAM.COM Tels@

Other

Contribution to sales revenue
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CORPORATE
RESPONSIBILITY

Telstra’s commitment
to corporate responsibility

Acting ethically and responsibly in all we do, and investing
inthe communities we serve.

Telstra’s commitment to corporate responsibility begins with a simple
and straight-forward commitment to principled decision-making in all
that we do. From a principled perspective, your Company’s primary
corporate responsibilities are to:

- Increase shareholder value and advance shareholder interests.

- Provide customer service that meets the expectations of our
customers and wins their continuing loyalty.

- Provide our employees with good jobs at good wages.

- Provide good stewardship of the environment and providing
technology solutions that enable others to do the same.

- Provide access to communications for those who need it most.

- Advance the national interest by strengthening the capability
of the nation’s telecommunications infrastructure.

Telstra produces a comprehensive corporate responsibility report
each year that is available on our website.

Telstra also invests nearly $40 million per annum in projects that
provide access to communications for those who need it most.
This includes disaster relief, technology that makes a positive
and lasting difference to the lives of Australian children and
young people, and sponsorships that nurture Australia’s talented
sportspeople and artists. In addition to community investments,
the company provides discounts and subsidies that enable
disadvantaged customers and people with special needs to keep
in touch with their families and loved ones.

Telstra and The Australian Ballet
celebrate a 25 year partnership
in 2009. Dancers: Kevin Jackson
and Danielle Rowe.

Xii www.telstra.com

Service Delivery Executive Director Phill Sporton and team deliver a Cell
on Wheels to boost mobile coverage in bushfire affected regions.

Disaster Relief

Disaster relief is a core element of Telstra’s corporate responsibility as
shown by the response to the tragic fires and floods earlier this year.

Floods in Queensland and Northern NSW

Queensland was hit twice this year with torrential rain and
flooding. In February the impact of Cyclone Ellis resulted in

62 per cent of the state declared a disaster area and severe storms
and flood waters in May left thousands of people in south-east
Queensland and the NSW north coast without essential services.
Telstra’s core network held up well with the largest impact to
Telstra’s services caused by a loss of power in affected areas.
Telstra deployed extra technicians to affected regions to help
restore services and teams of experts worked around the clock
to monitor the network and co-ordinate restoration efforts.

Victorian bushfires

Telstra’s mobile and fixed networks were put under enormous
pressure by a combination of fire and high speed winds when
devastating bushfires ravaged much of Victoria on Black Saturday.

While Telstra’s networks proved quite resilient to the catastrophic
conditions, Telstra technicians were quickly deployed to repair
damaged infrastructure, re-connect households and establish
additional mobile coverage in remote areas using transportable
Cells on Wheels.

Telstra’s retail team was also quick to respond with Telstra Country
Wide staff deployed to emergency relief centres, established across
Victoria to help residents affected by the fires. As an example of
practical assistance, Telstra distributed over 1,000 mobile handsets
free of charge.

Telstra waived bills for thousands of customers affected by the fires
and supported communities by converting payphones in bushfire
affected regions so they provided free local and STD calls.

In a further goodwill gesture, Telstra and its people contributed
more than $1.5 million to the Bushfire Appeal, while staff
volunteered to work in Telstra call centres that were used to
co-ordinate public pledges of support.

Since the fires Telstra has invested over $15 million to repair and
upgrade its networks in affected areas, including establishing four new
exchanges in Marysville, Narbethong, Kinglake and Kinglake West.

As afurther response to the devastating fires, Telstra designed and
built the first Mobile Exchange on Wheels (MEOW), which is a fully
functional telephone exchange, specifically designed to provide
communications to disaster areas.
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Summary financial information

Results of operations

Year ended 30 June

Half-year ended 30 June

2009 2008 Change Change 2009 YoY change
$m $m $m % $m %
Salesrevenue. . . . . ... .. .. ... 25,371 24,657 714 2.9% 12,727 2.6%
Otherrevenue®W . . . .. . .. . ... .. .. ... . ... .. ... 136 171 (35)  (20.5%) 70 37.3%
Totalrevenue. . . .. .. ... .. ... . ... 25,507 24,828 679 2.7% 12,797 2.7%
Otherincome™ . .. 107 174 (67)  (38.5%) 54 (19.4%)
Total income (excl. financeincome) . . . . . .. ... ..... 25,614 25,002 612 2.4% 12,851 2.6%
Labour . . . . o 4,131 4,158 (27) (0.6%) 1,979 (4.2%)
Goods and servicespurchased . . .. ........ ... .... 5,313 5,181 132 2.5% 2,681 7.0%
Otherexpenses. . . .. ... ... ... .. ... . ..... 5,225 5,246 (21) (0.4%) 2,581 (4.7%)
Operatingexpenses. . . . ...................... 14,669 14,585 84 0.6% 7,241 (0.5%)
Share of net (profit)/loss from jointly controlled and associated
entities. . . . . ... ... 3) 1 (4)  (400.0%) (4)  (500.0%)
Earnings before interest, income tax expense, depreciation
and amortisation (EBITDA). . . . . . ............... 10,948 10,416 532 5.1% 5,614 7.1%
Depreciation and amortisation. . . . .. ... .. ... ... 4,390 4,190 200 4.8% 2,135 (0.1%)
Earnings before interest and income tax expense (EBIT) . . 6,558 6,226 332 5.3% 3,479 12.0%
Net financecosts . . ... ....... ... ... ... .. .... 9200 1,086 (186) (17.1%) 497 (15.2%)
Profit beforeincometaxexpense. . . . .. ... ... ... .. 5,658 5,140 518 10.1% 2,982 18.3%
Incometaxexpense. . . ............... . . ... 1,582 1,429 153 10.7% 827 10.1%
Profitfortheyear. . . . .. ... ... ... ... ... . ... 4,076 3,711 365 9.8% 2,155 21.8%
Attributable to:
Equity holders of the TelstraEntity . . ... ........... 4,073 3,692 381 10.3% 2,157 22.1%
Minorityinterests . . . .. ... ... ... o o L 3 19 (16) (84.2%) (2) (166.7%)
4,076 3,711 365 9.8% 2,155 21.8%
Effectivetaxrate. . . .. ... ... ... ... ..., 28.0% 27.8% 0.2 27.7% (2.1)
EBITDA marginonsalesrevenue. . . .. ............. 43.2% 42.2% 1.0 44.1% 1.8
EBIT marginonsalesrevenue. . ... ............... 25.8% 25.3% 0.5 27.3% 2.3
Change
cents cents cents Change %
Basic earnings per share o 32.9 29.9 3.0 10.0%
Diluted earnings per share G 32.9 29.8 3.1 10.4%
Dividends:
Interimdividend . . . . ...... ... .. ... 14.0 14.0
Finaldividend . . ... ...... ... ... ... ........ 14.0 14.0
Total . . . .. e 28.0 28.0

(i) Other revenue primarily consists of distributions from our FOXTEL partnership and rental income.
(i) Other income includes gains and losses on asset and investment sales, USO levy receipts, subsidies and other miscellaneous items.
(iii) 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.
n/m = not meaningful
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Statement of financial position

As at
30Jun09 30Juno08 Change Change
$m $m $m %

Current assets
Cashandcashequivalents . ... ... ... ... ... ... . ... ... ... ... . ... 1,381 899 482 53.6%
Trade and otherreceivables. . . . . . ... ... . .. . .. .. 4,039 3,952 87 2.2%
Inventories . . . . . . 239 309 (70) (22.7%)
Derivative financialassets. . . . . . . ... ... 128 54 T4 137.0%
Currenttaxreceivables. . . . . . . . . .. .. . 101 - 101 n/m
Prepayments. . . . . ... L 304 299 5 1.7%
Total currentassets . . . . . . . . . .. 6,192 5,513 679 12.3%
Non current assets
Trade and otherreceivables. . . . . . ... ... .. . 163 198 (35) (17.7%)
Inventories . . . . . . 18 12 6 50.0%
Investments - accounted for using the equitymethod . . . . ... ... ... ... ... .. 16 14 2 14.3%
Investments-other. . . . . . . .. L - 1 (1) n/m
Property, plantandequipment. . . . .. ... .. L L Lo 23,895 24,311 (416) (1.7%)
Intangibleassets. . . . ... ... 8,416 7,245 1,171 16.2%
Derivative financialassets. . . . . . . ... .. ... ... 1,073 bbb 629 141.7%
Non currenttaxreceivables . . . . . . .. .. . . ... ... 172 - 172 n/m
Deferredtaxassets . . . .. ... .. .. 9 1 8 800.0%
Defined benefitassets . . . . . .. . . ... . ... 8 182 (174) (95.6%)
Totalnon currentassets . . . . . . . . ... 33,770 32,408 1,362 4.2%
Totalassets. . . . . . . . . . ... 39,962 37,921 2,041 5.4%
Current liabilities
Tradeand otherpayables . . . . ... .. ... . ... L 3,734 3,930 (196) (5.0%)
Provisions . . . . . . 495 535 (40) (7.5%)
Borrowings . . . .. e 1,979 2,055 (76) (3.7%)
Derivative financial liabilities. . . . . . . .. ... ... 111 82 29 35.4%
Currenttaxpayables . . ... ... ... ... . .. 262 264 (2) (0.8%)
Revenuereceivedinadvance . . . . . ... . ... 1,171 1,257 (86) (6.8%)
Total current liabilities . . . . . . . . .. ... 7,752 8,123 (371) (4.6%)
Non current liabilities
Tradeandotherpayables . . . ... ... ... ... ... .. L 245 181 64 35.4%
Provisions . . . . . . 761 776 (15) (1.9%)
Borrowings . . . . .. e 15,344 13,444 1,900 14.1%
Derivative financial liabilities. . . . . . . . ... ... ... ... 819 1,222 (403) (33.0%)
Deferred tax liabilities . . . . . .. .. . . . . . ... e 1,593 1,575 18 1.1%
Defined benefitliability . . . .. ... ... ... . L 414 - 414 n/m
Revenuereceivedinadvance . . . . . ... ... 353 355 (2) (0.6%)
Total non current liabilities . . . . . . . . . . . . . .. .. 19,529 17,553 1,976 11.3%
Total liabilities . . . . . ... ... . . . . . . e 27,281 25,676 1,605 6.3%
Netassets. . . . ... . ... e e 12,681 12,245 436 3.6%
Equity
Equity available to Telstra Entity shareholders. . . . .. .......... ... ........ 12,418 12,017 401 3.3%
Minorityinterests . . . ... ... ... .. 263 228 35 15.4%
Totalequity . ... ... ... . ... 12,681 12,245 436 3.6%
Grossdebt. . . . . ... e 17,036 16,285 751 4.6%
Netdebt . . . . ... . . . e 15,655 15,386 269 1.7%
EBITDA interest cover (times) . . . . . . . . . . .. 9.6 8.9 0.7 7.9%
Netdebtto EBITDA . . . . . . oottt e e e e 1.4 1.5 (0.1) (6.7%)
Returnonaverageassets . ... ... ... ... ... 17.4% 16.8% 0.6
Returnonaverageequity . . ... ... ... .. L 33.3% 30.3% 3.0
Returnonaverageinvestment . . . ... .. ... ... oL o o 23.4% 22.7% 0.7
Net debt to capitalisation . . . ... ... .. ... ... L 55.2% 55.7% (0.5)
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Statement of cash flows

Year ended 30 June

2009 2008 Change Change
$m $m $m %

Cash flows from operating activities
Receipts from customers (inclusive of goods and services tax (GST)). . . . . ... ... .. 27,719 27,246 473 1.7%
Payments to suppliers and to employees (inclusiveof GST) . . . ... ............ (17,074) (16,871) (203) (1.2%)
Net cash generated by operations. . . . . ... ... ... .. ... . . . L L. 10,645 10,375 270 2.6%
Incometaxespaid. . . . ... ... L (1,647) (1,531) (116) (7.6%)
Net cash provided by operating activities . . . .. ........ ... ... ... ... .. 8,998 8,844 154 1.7%
Cash flows from investing activities
Payments for:
-property, plantandequipment. . . ... oL Lo (3,263) (3,862) 599 15.5%
-intangibleassets. . . . ... L (1,531) (1,465) (66) (4.5%)
Capital expenditure (beforeinvestments) . . .. ........ ... ... ... ... ... . (4,794) (5,327) 533 10.0%
- shares in controlled entities (net of cash acquired). . . .. ........ ... ... ... (240) (74) (166)  (224.3%)
- payments for otherinvestments . . . . ....... ... . ... L L oL oL (1) (1) - -
Total capitalexpenditure. . . . ... ... ... ... ... . .. o oo (5,035) (5,402) 367 6.8%
Proceeds from:
-sale of property, plantandequipment . . . . ... ... L Lo Lo 22 28 (6) (21.4%)
-saleofintangibleassets . . . ... ... .. L L 2 1 1 100.0%
- sale of shares in controlled entities (net of cash disposed) . . . .. .......... ... 197 51 146 286.3%
Proceeds from finance lease principalamounts. . . .. ......... ... ... . ... 55 52 3 5.8%
Loans to jointly controlled and associated entities . . .. ........... ... ... ... (4) - (4) n/m
Repayment of loan to jointly controlled and associated entities . . . ... ... ... ... - 6 (6) n/m
Interestreceived . . . . . . . . ... 65 72 (7) (9.7%)
Settlement of hedgesinnetinvestments . ... ........ ... ... ... ... ... . (35) 73 (108)  (147.9%)
Distributionsreceived. . . . . . . .. L 100 130 (30) (23.1%)
Net cash used ininvesting activities. . . . ... ....... ... ... ... ... ... .. (4,633) (4,989) 356 7.1%
Operating cash flows less investingcashflows . . . .. .................... 4,365 3,855 510 13.2%
Cash flows from financing activities
Proceeds fromborrowings. . . . ... ... L 3,118 3,559 (441) (12.4%)
Repaymentofborrowings. . . . ... ... ... L L o (2,288) (2,458) 170 6.9%
Repayment of finance lease principalamounts . . . ........... ... ... ... .. (36) (42) 6 14.3%
Staff repaymentsofshareloans . . ... ...... ... ... . .. L o L 11 15 (4) (26.7%)
Purchase of shares for employee shareplans . . . .. ... ... ... ... ... ... ... - (129) 129 n/m
Financecostspaid. . . . .. ... .. .. (1,221) (1,213) (8) (0.7%)
Dividends paid to equity holders of TelstraEntity . . ... ... ... ... ... ... .. (3,474) (3,476) 2 0.1%
Dividends paid to minorityinterests. . . . . ....... ... ... o Lo o oL (43) (22) (21) (95.5%)
Net cash used in financing activities. . . . ... ....... ... ... ... ... ... .. (3,933) (3,766) (167) (4.4%)
Net increase/(decrease) in cash and cash equivalents. . . . .. ... ... ... ... .. 432 89 343 385.4%
Cash and cash equivalents at the beginning of theyear . . . ... ... ... ... ... 899 823 76 9.2%
Effects of exchange rate changes on cash and cash equivalents . . . . ... ........ 50 (13) 63 n/m
Cash and cash equivalents at theend of theyear . . . . .. ...... ... ... ... ... 1,381 899 482 53.6%
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Segment information

Segment information 0

Total external income
Year ended 30 June

EBIT contribution
Year ended 30 June

2009 2008 Change 2009 2008 Change
$m $m % $m $m %
TelstraConsumer . . ... ................ 10,325 10,023 3.0% 6,317 6,121 3.2%
TelstraBusiness . . . .. ... .............. 3,799 3,634 4.5% 2,741 2,586 6.0%
Telstra Enterprise and Government . . . . ... ... 4,784 4,652 2.8% 3,257 3,096 5.2%
TelstraWholesale . . . . ................. 2,383 2,513 (5.2%) 2,214 2,385 (7.2%)
Telstra Networks and Services . . . ... ....... 84 98 (14.3%) (2,971) (3,053) 2.7%
Sensis . ... 2,251 2,127 5.8% 1,051 944 11.3%
CSLNewWorld. . .. ... ... ... . ..., 989 917 7.9% (103) 13 (892.3%)
TelstraClear. . . . . ........ ... ....... 547 562 (2.7%) (13) (20) 35.0%
Other. .. ... ... .. ... .. ... .. ... ... .. 351 307 14.3% (6,038) (6,011) (0.4%)
Total Telstrasegments. . . . . ............. 25,513 24,833 2.7% 6,455 6,061 6.5%
Other items excluded from segment results . . . . . 101 169 (40.2%) 103 165 (37.6%)
Total Telstra Group (reported) . . . . ... ... ... 25,614 25,002 2.4% 6,558 6,226 5.3%
Revenue by business segment
Half-year ended
Year ended 30 June 30 June 2009
2009 2008 Change Change YoY
$m $m $m % $m change %
Telstra Consumer
PSTNproducts . . . ... ..ot 3,777 3,861 (84) (2.2%) 1,865 (2.6%)
Fixedinternet. . . . . ... ... . ... .. ... . ... ... 1,274 1,111 163 14.7% 638 10.8%
Mobile servicesrevenue . . . .. ... ... .. ... .. ... 3,728 3,431 297 8.7% 1,868 8.9%
Telstra Business
PSTNproducts . . .. ... 1,348 1,385 (37) (2.7%) 658 (4.2%)
Fixedinternet. . . . . ... ... . ... . ... .. ... ... 283 248 35 14.1% 144 13.5%
Mobile servicesrevenue . . . . ... ... .. ... ........ 1,404 1,264 140 11.1% 693 7.7%
Telstra Enterprise and Government
Mobile servicesrevenue . . . . ... ... ... 789 697 92 13.2% 389 6.9%
IPanddataaccess. . .. ........ ... .. ... .. .. ... 1,147 1,069 78 7.3% 571 5.3%

(i) Internally, we monitor our segment performance excluding the impact of irreqular revenue and expense items such as sales of businesses, investments and land and

buildings, impairment write-offs and FOXTEL distributions.

We report our segment information on the same basis as our
internal management reporting structure, which drives how
our company is organised and managed.

The measurement of segment results is in line with the basis of
information presented to management for internal
management reporting purposes. The performance of each
segment is measured based on their “underlying EBIT
contribution” to the Telstra Group. EBIT contribution excludes
the effects of all inter-segment balances and transactions. In
addition, certain items are recorded by our corporate areas,
rather than being allocated to each segment. Of particular
note is that Telstra Networks and Services includes the costs
associated with the operation of the majority of our networks
while IT costs associated with the supply and delivery of
solutions to support our range of products and services are

included in the “other” category. Depreciation and
amortisation costs associated with the fixed assets of the
parent entity are also recorded centrally in the corporate
centre (also included in “other”).

Segment results are reported according to the internal
management reporting structure at reporting date. Segment
comparatives are restated to reflect any organisational
changes which have occurred since the prior reporting period.

Further details about the performance of our business
segments follows:

Telstra Consumer

Telstra Consumer recorded sales revenue growth of 3.1% for
the fiscal year (total income growth of 3.0%) with EBIT
contribution growing by 3.2%. This is a strong performanceina
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market faced with an economic slowdown and increasingly
aggressive competitor price competition. Revenue growth in
the second half of the fiscal year accelerated to 3.2% from 3.0%
in the first half.

Our consumer segment saw a decline in PSTN revenue of 2.2%
to $3,777 million while total fixed revenue increased by 0.8%
due to growth in fixed internet. Mobile revenue grew by 5.2%
to $4,428 million which more than offset the decline in PSTN
and other fixed telephony revenue. Within mobiles, mobile
services revenue increased by 8.7% to $3,728 million driven by
continued customer growth and an increase in average
revenue per user (ARPU) which demonstrates the value of our
Next G network. The 527k mobile net SIO additions in Telstra
Consumer were skewed to customers taking the prepaid
option, with 376k prepaid adds in the year. The rate of growth
in mobiles has slowed compared to fiscal 2008, and we believe
this includes the impact of a reduction in consumer spending
during the economic downturn.

Fixed internet revenue grew by 14.7% to $1,274 million. Whilst
there has been a slowdown in customer take up, Telstra
Consumer has experienced solid growth in cable SIOs which
increased by 6.4% during the year. Importantly, fixed retail
broadband ARPU continues to grow and is now at $51.61, an
increase of 7.9% from the prior year.

Expense growth in the consumer segment has been kept to a
minimum, ensuring that EBIT growth continues to outpace
revenue growth. Total external expenses increased by 2.7% to
$4,008 million mainly due to increases in service contracts and
bad and doubtful debts. Cost of good sold decreased by 7.4%
partly due to lower volumes. Management of subscriber
acquisition and recontracting costs (SARCs) remains strong
with the average SARC rate decreasing by 14.0% due to
increased use of mobile repayment options (MRO) and a higher
percentage of prepaid customers.

Telstra Business

Sales revenue in this business segment grew by 4.7% to $3,789
million (total income grew by 4.5%) demonstrating continued
strong performancein the segment. EBIT contribution grew by
6.0% while expense growth was contained to 1.0% through
sound expenditure management.

Mobile services revenue (including WBB (cards)) increased by
11.1% to $1,404 million. While voice related revenues rose by
4.5%, data revenue contributed significantly to the overall
growth and now represents 27.5% of mobile services revenues.
Of the total mobile SIO base more than 78% is now on the 3GSM
network, up from 64% at June 2008.

Fixed internet revenue has grown by 14.1% with internet direct
increasing by 42.0% to $89 million driven by the Business Grade
Broadband offering. Continued ADSL revenue growth at 8.7%
to $149 million is also contributing to the growth in fixed
internet despite the product essentially operating in a mature
market experiencing a slowdown in growth.

Total expenses growth was contained to 1.0% which was below
the revenue growth rate and includes a decline in labour costs

of 5.2% and handset subsidies of 8.7% with lower volumes
absorbing the increased cost of high end devices.

Telstra Enterprise and Government

Our enterprise and government segment has seen sales
revenue grow by 2.9% in fiscal 2009 to $4,787 million despite
the sale of KAZ in April 2009 (total income grew by 2.8%).

Mobile services revenue has underpinned the strong result in
Telstra Enterprise and Government and has grown by 13.2% to
$789 million. This impressive result has been driven by
continued double-digit growth in mobile data revenue, which
now represents 44.0% of mobile services revenue. The total SIO
baseis now over 1.3 million as 192k SIOs were added during the
year.

IP access is a large and fast growing part of our enterprise and
government segment with revenue growing by 23.3% to $583
million. IP access ARPU for our enterprise and government
customers is up by 3.4% compared to the prior year and a large
proportion of our IP customers take value-added products such
as IP security, IP telephony and hosting services.

Expenses declined by 1.9% mainly due to the sale of KAZ as
mentioned above. Excluding KAZ expenses from both years,
total expenses grew to support the growth in revenue.

Telstra Wholesale

Ourwholesale business continues to suffer from ULL migration
while the change to a lower mobile terminating access (MTA)
rate in the prior year significantly contributed to the declinein
EBIT contribution.

PSTN revenue declined by 19.9% due to continued losses to ULL
combined with the overall market reduction in the use of PSTN
services. However, ULL uptake has slowed infiscal 2009 despite
the low rental prices in metro Australia.

ULL and spectrum sharing (LSS) net additions (‘000)
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The increases in ULL together with higher spectrum sharing
services alsoresultedinadecline of 10.1% in wholesale internet
revenue and an increase of 34.1% in intercarrier access revenue
as competitors continue building their own networks. Partially
offsetting the above negative impact on revenue was an
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increase of 37.8% or $41 million in mobiles interconnection
revenue due to the change in MTA rates as discussed below.

Total wholesale expenses grew by 32.3% driven by the impact
of an MTA rate adjustment in the prior year which resulted in
anincrease of $54 million in carrier network outpayments. On
asegment basis, termination costs for certain call types are
allocated to the retail segments at an agreed rate meaning
that Telstra Wholesale holds the impact of any changes in the
MTA rate. The determination from the Australian Competition
and Consumer Commission (ACCC) in the prior year lead to a
difference between the agreed rate (12 cents per minute) and
the actual rate (9 cents per minute) which distorted the
wholesale segment results in fiscal 2008.

Telstra Networks and Services

With the departure of the Chief Operations Officer during the
year the Telstra Operations business segment has been
dissolved. As aresult, Telstra Networks and Services (TN&S) is
now a reportable business segment in its own right. TN&S is
primarily a cost centre responsible for our network
infrastructure and customer solutions supporting the revenue
generating activities of our other segments. In fiscal 2009 its
negative EBIT contribution improved by 2.7% driven by
decreases in labour expenses, goods and services purchased
and service contracts and other agreements.

Labour expenses declined by 4.1% as we continue to improve
our field workforce productivity and reduce the number of call
centres as part of our transformation. Salaries and associated
costs fell by 1.8% while overtime, contractor and agency
paymentsfell by 16.9%. In total, TN&S reduced its workforce by
1,230 full time equivalents (FTE) during fiscal 2009.

The sale of previously leased equipment in fiscal 2008 was the
main driver behind a fall of 11.9% in goods and services
purchased. Other expenses also declined marginally as service
contracts and other agreements fell by 3.7% due to lower
installation and maintenance volumes and improvements in
productivity.

Sensis, CSL New World and TelstraClear

Refer to more detailed discussion in the major subsidiaries
section beginning on page 27.

Other

Our other segment consists primarily of our corporate centre
functions where we recognise the majority of our IT costs,
depreciation and amortisation on fixed assets and redundancy

expenses for the parent entity. Refer to the detailed discussion
on these expense categories within this document.
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Statistical data summary

Billable traffic data

Year ended 30 June Half-year ended 30 June
2009 2008 Change Change 2009 2008 Change Change
m m m % m m m %
Fixed telephony
Number of localcalls . . . ... ... 4,844 5,680 (836) (14.7%) 2,343 2,689 (346) (12.9%)
National long distance minutes . . 6,555 6,947 (392) (5.6%) 3,277 3,417 (140) (4.1%)
Fixed to mobile minutes . . . . . .. 3,332 3,410 (78) (2.3%) 1,657 1,696 (39) (2.3%)
International direct minutes . . . . 560 548 12 2.2% 282 275 7 2.5%
Mobiles
Mobile voice telephone minutes . . 11,005 10,096 909 9.0% 5,435 5,177 258 5.0%
Numberof SMSsent . ... ... .. 8,943 6,973 1,970 28.3% 4,590 3,749 841 22.4%
Services in operation 0
Jun 09 vsJun o8 Jun 09 vs Dec 08
As at Change Change Change Change
Jun 2009 Dec2008 Jun 2008 % %
Fixed products
Basic access lines in service (thousands) . . .
Residential . ... ................. 5,462 5,533 5,557 (95) (1.7%) (71) (1.3%)
BUSINGSS . . . . .o 2,271 2,296 2,308 (37) (1.6%) (25) (1.1%)
Total retail customers. . . ... ......... 7,733 7,829 7,865 (132) (1.7%) (96) (1.2%)
Domesticwholesale. . . ... .......... 1,285 1,341 1,496 (211) (14.1%) (56) (4.2%)
Total basic access lines in service (thousands) 9,018 9,170 9,361 (343) (3.7%) (152) (1.7%)
ISDN access (basic lines equivalents)
(thousands). . ... ................ 1,291 1,284 1,298 (7) (0.5%) 7 0.5%
Fixed broadband SIOs -retail . . . .. ... .. 2,274 2,297 2,254 20 0.9% (23) (1.0%)
Fixed broadband SI0s - wholesale. . . . . .. 1,691 1,680 1,708 17) (1.0%) 11 0.7%
Total fixed broadbandSIOs . . . ... ..... 3,965 3,977 3,962 3 0.1% (12) (0.3%)
NarrowbandSIOs . . .. ............. 363 435 530 (167) (31.5%) (72) (16.6%)
Total fixed internet SIOs (thousands) . . . . 4,328 4,412 4,492 (164) (3.7%) (84) (1.9%)
Unbundled local loop SIOs (thousands) . . . 698 615 527 171 32.4% 83 13.5%
Spectrum sharing services (thousands). . . . 580 501 436 144 33.0% 79 15.8%
Mobiles
Mobile services in operation (thousands) . . 10,191 9,706 9,335 856 9.2% 485 5.0%
3GSM mobile SIOs (in thousands) . . . . . .. 6,328 5,246 4,352 1,976 45.4% 1,082 20.6%
Total wireless broadband (data card) SI0s
(thousands) @ . . . 1,046 765 526 520 98.9% 281 36.7%
Total wholesale mobile SIOs (thousands) . . 72 75 T4 (2) (2.7%) 3) (4.0%)
Total pay TV bundling SIOs (thousands) . . 450 460 450 - - (10) (2.2%)
Employee data
Domestic full timestaff ). . . ... .. .. 31,662 33,191 33,982 (2,320) (6.8%) (1,529) (4.6%)
Full time staff and equivalents ™ . 39,464 41,540 42,784 (3,320) (7.8%) (2,076) (5.0%)
Totalworkforce @ . ... ... .. .. 43,181 45,309 46,649 (3,468) (7.4%) (2,128) (4.7%)

(i) Refer to detailed data included in each product section.
(i) Based on a simplified definition which includes only data cards, USB dongles and embedded modems.
(iii) Refer to the labour section on page 21 for definitions.
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Revenue
Year ended 30 June Half-year ended 30 June
2009 2008 Change Change 2009 YoY change
$m $m $m % $m %
Fixed products
PSTNpProducts . . .. ... .oive e 6,337 6,666 (329) (4.9%) 3,118 (4.8%)
ISDNProducts . . . ..o oot 942 978 (36) (3.7%) 459 (5.0%)
Fixedinternet. . . .. ... ... ... . ... . ... .. ...... 2,160 2,020 140 6.9% 1,076 4.4%
Otherfixedrevenue. . . . .. ... ... ... ... ... ..... 1,327 1,272 55 4.3% 658 1.9%
Totalfixed products. . . . ........ ... ... . ... .... 10,766 10,936 (170) (1.6%) 5,311 (2.3%)
Mobiles
Mobile services - retail and interconnection. . . . ... .. .. 6,074 5,506 568 10.3% 3,024 7.8%
Mobile services-wholesale . . .. .. ............... 27 42 (15) (35.7%) 11 (31.3%)
Total mobileservices . . . .. ... ... ... .. ... .. .... 6,101 5,548 553 10.0% 3,035 7.6%
Mobile hardware. . . . ... ... . ... .. ... .. ... .. 777 861 (84) (9.8%) 381 (0.8%)
Totalmobiles. . . .. ... ... . ... .. ... 6,878 6,409 469 7.3% 3,416 6.6%
IP and data access
Specialiseddata . . .. ... ... ... ... .. L. 628 690 (62) (9.0%) 300 (11.8%)
Globalproducts . . . ..... ... ... .. .. ... . . ... 130 101 29 28.7% 67 24.1%
IPaccess. . . ... e 667 534 133 24.9% 344 22.0%
Wholesale internetanddata . . . ... ........ ... ... 308 278 30 10.8% 152 7.8%
TotallIPand dataaccess . . ... ... ............... 1,733 1,603 130 8.1% 863 5.6%
Business services and applications . . . ... ....... ... 1,008 1,055 (47) (4.5%) 518 (3.4%)
Nonservicecontent. . ... ...... ... ... ....... 70 15 55 366.7% 60 650.0%
Advertising and directories . . .. ... ... ... ... ... 2,259 2,116 143 6.8% 1,231 5.4%
CSLNewWorld. . . ... ... ... .. ... ... 989 917 72 7.9% 494 14.4%
TelstraClear. . . . .. .. ... . . .. 547 562 (15) (2.7%) 272 (1.1%)
Other offshore servicesrevenue . . .. .............. 390 346 4t 12.7% 195 13.4%
PayTVbundling. .. ....... ... ... ... ... ..... 467 426 41 9.6% 234 5.4%
Othersalesrevenue ™ . . ... ... ... ... ... . ... .. 264 272 (8) (2.9%) 133 (1.5%)
Salesrevenue . . ... ... ... ... .. ... 25,371 24,657 714 2.9% 12,727 2.6%
Otherrevenue ). . . . . . .. . ... .. .. .. .. ... .. .. 136 171 (35)  (20.5%) 70 37.3%
Totalrevenue . ... .. ... ... ... ... ... ... .. ... 25,507 24,828 679 2.7% 12,797 2.7%
Otherincome @™ L. 107 174 (67)  (38.5%) 54 (19.4%)
Totalincome . . . . ... ... ... ... . ... .. ... .. ... 25,614 25,002 612 2.4% 12,851 2.6%

(i) Other sales revenue includes $76 million relating to HFC cable usage (2008: $77 million).

(i) Other revenue primarily consists of distributions from our FOXTEL partnership and rental income.
(i) Other income includes gains and losses on asset and investment sales, USO levy receipts, subsidies and other miscellaneous items.
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Fixed products
PSTN

e PSTNrevenue declined by 4.9% to $6,337 million driven by a substantial year-on-year reduction in call usage

e Retail revenue declined by only 2.5% compared with a wholesale decline of 19.9%

e PSTN average revenue per user (ARPU) remained relatively stable, declining by only 1.1% to $57.47 per month

Year ended 30 June

2009 2008 Change Change
$m $m $m %
PSTN revenue. . . . . . . . . e 6,337 6,666 (329) (4.9%)
PSTN retail versus wholesale revenue
Retail. . . o oo 5,582 5,723 (141) (2.5%)
Wholesale. . . . . ... 755 943 (188) (19.9%)
Basic access lines in service (thousands)
Residential . . . . . . ... 5,462 5,557 (95) (1.7%)
BUSINESS . . . . o e e 2,271 2,308 (37) (1.6%)
Totalretail . .. .. ... 7,733 7,865 (132) (1.7%)
Domesticwholesale. . . . . . . ... . . ... 1,285 1,496 (211) (14.1%)
Total basic access linesinservice. . . . . . ... . ... e 9,018 9,361 (343) (3.7%)
Average revenue peruserpermonth ($'s) ... ... ... .. .. L L L L 57.47 58.11 (0.64) (1.1%)
Number of local calls (millions) O 4,844 5,680 (836) (14.7%)
National long distance minutes (millions) W 6,555 6,947 (392) (5.6%)
Fixed to mobile minutes (millions). . . R I Ittt t U e U 3,332 3,410 (78) (2.3%)
International direct minutes (millions) O 560 548 12 2.2%

Note: statistical data represents management's best estimates.

(i) Includes local calls, national long distance and international direct minutes from our public switched telephone network (PSTN) and independently operated payphones.
Excludes minutes related to calls from non-PSTN networks, such as mobiles, ISDN and virtual private networks.

PSTN revenue continued to fall with total PSTN revenue
declining by 4.9% in fiscal 2009 to $6,337 million. PSTN ARPU,
however, only dropped marginally, by 1.1% to $57.47. While
the rate of decline increased on the prior year, the revenue
decline slowed by 0.3 percentage points to 4.8% in the second
half of this fiscal year consistent with the slowing in the SIO
decline over the same period. PSTN revenue now makes up
only 25% of our total sales revenue.

Consistent with previous years, wholesale PSTN revenue
declined at a higher rate than retail falling by 19.9% during the
year. The rate of decline in wholesale PSTN revenue did
however slow, driven by a slow down in ULL migration in the
second half. Total PSTN SIOs fell by 343k during the year,
however the rate of decline in SIOs actually slowed, falling by
3.7% versus a 4.0% decline in the prior year. PSTN line loss was
again driven by a fallin wholesale lines. There were 211k
wholesale lines lost in the year, partially offset by a 171k
increase in ULL SIOs. In retail, PSTN revenue declined by 2.5%
with 132k retail lines lost over the year.
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While there has been a fall in PSTN SIOs, the decline in PSTN
revenues has been predominantly driven by lower usage. On
average, our customers are making 5 less calls per line per
month. Together with the impact of the current economic
climate, we are also seeing continued migration from fixed
calling products to mobile voice calls and SMS, email and voice
over internet protocol (VOIP).
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PSTN and Mobile Usage (millions)
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Customer behaviour is a catalyst for the change in usage
trends with the increasing preference towards mobile voice,
data messaging and internet based communications. This is
evident from the trends in fixed telephony usage with revenue
from local calls declining by 14.0% driven by a 14.7% decrease
in the number of local calls made. National long distance
minutes also decreased by 5.6% leading to a 9.2% decrease in
revenue in this category. Local and national long distance
calls have also experienced a decline but have been stemmed
by increased penetration of subscription based pricing plans.
Many of these plans offer free local and long distance calls,
and at the same time, ensure bill certainty for our customers.
There are now over 746k customers on a subscription pricing
plan. Fixed to mobile revenue has also decreased by 0.7% to
$1,214 million with a corresponding 2.3% decrease in fixed to
mobile minutes.

PSTN revenue - year-on-year change %

Half-year ended

Jun 2009 Dec2008 Jun2008 Dec2007 Jun2007
Total PSTN . . o (4.8%) (5.1%) (4.3%) (2.1%) (2.9%)
Retail. . . . ... .. (3.2%) (1.8%) (0.6%) 0.3% (1.7%)
Wholesale. . . . .. .. . . e (15.4%) (23.8%) (23.3%) (13.7%) (8.4%)
Wholesale as a percentage of total PSTNrevenue . . . . .. ........ ... 11.8% 12.1% 13.2% 15.0% 16.5%
PSTN basic access services in operation
Half-year ended
Jun2009 Dec2008 Jun2008 Dec2007 Jun2007 Dec2006
'000s '000s '000s '000s '000s '000s
Retail. . . .. . ... 7,733 7,829 7,865 7,824 7,777 7,739
Wholesale. . . . .. ... .. .. . .. 1,285 1,341 1,496 1,730 1,981 2,118
ISDN
Year ended 30 June
2009 2008 Change Change
$m $m $m %
ISDNrevenue. . . . . . . . 942 978 (36) (3.7%)
ISDN average revenue peruserpermonth ($'s) . . . .......... ... ... ... ... .. 60.64 66.02 (5.38) (8.1%)
ISDN access lines (basic access line equivalents) (thousands) . . . ... ............ 1,291 1,298 (7) (0.5%)

Note: statistical data represents management's best estimates.

ISDN revenue has declined as expected mainly due to
competitive pricing pressure and lower minutes of use.
Substitution to other calling methods together with our
planned migration of customers from ISDN home services to a
combination of PSTN and broadband offerings has driven a
reduction in the number of calls and minutes of use.
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Fixed internet

 Fixed internet revenue increased by 6.9% driven by growth in fixed retail broadband

 Fixed retail broadband revenue increased by 15.9% with ARPU and SIOs both growing year-on-year

Fixed internet

Year ended 30 June

2009 2008 Change Change

$m $m $m %

Fixed broadband -retail . . . . . . .. 1,533 1,323 210 15.9%
Fixed broadband -hardware . . . . ... ... 35 30 5 16.7%
Wholesalebroadband . . . .. ... ... 498 554 (56) (10.1%)
Narrowband . . . . . ... 59 93 (34) (36.6%)
Internet VAS . . . . L 35 20 15 75.0%
Total fixed internetrevenue . . . . . . . . .. ... ... ... 2,160 2,020 140 6.9%
Total fixed broadband SI0s - retail (thousands) ™ . . . .. . ... . ... ... ... ... ... 2,274 2,254 20 0.9%
Average fixed broadband retail revenue per SIO permonth($'s) . . . ... .......... 57.70 54.18 3.52 6.5%
Broadband SIOs - wholesale (thousands) . .. ... ...... ... ... . ......... 1,691 1,708 17) (1.0%)
Average broadband wholesale revenue per SIO per month ($'s). . . .. ............ 24.44 26.59 (2.15) (8.1%)
Spectrum sharing services (thousands). . . .. .......... ... ... ... . ... ... . 580 436 144 33.0%

Note: statistical data represents management's best estimates.

(i) Telstra Internet Direct (retail ADSL) revenue and SIOs are included in the above. Hyperconnect and symmetrical HDSL products are not .

Fixed internet revenue increased by 6.9% to $2,160 million led
by a strong year-on-year growth in fixed retail broadband.
Fixed retail broadband revenue increased by 15.9% to $1,533
million. SIOs increased by 20k to 2.3 million and importantly,
ARPU continues to increase, up by 6.5% to $57.70. There has
been anincreasein the take-up of premium high speed ADSL2+
and Cable Extreme plans which contributed to the higher
ARPU.

Fixed Retail Broadband ARPU ($ per month)
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The number of retail customers on fixed high-speed plans
(20Mbps or greater) is now at 241k, increasing by 51.6% in fiscal
2009. We are also on track in upgrading our Melbourne hybrid
fibre coaxial (HFC) cable network to deliver speeds of up to
100Mbps into the home by the end of the 2009 calendar year.
Also contributing to increased fixed retail broadband revenue
were higher internet direct SIOs as a result of the increased
focus of selling Telstra Business broadband solutions to
customers who currently have BigPond® products.

As market penetration increases and competitors continue to
offer low-cost broadband in metro areas, we are seeing
increased pressure in fixed retail broadband. We are also
seeing migration from fixed to wireless broadband products. In
the second half of fiscal 2009 we lost 23k fixed retail broadband
SI0s, compared to 43k added in the first half of the year.

Wholesale customers continue to migrate to ULL services, with
wholesale broadband revenue falling by 10.1% to $498 million.
Volumesin ULL products have increased as carriers continue to
build their own networks which in turn reduced wholesale DSL
revenue.

Internet VASrevenues arestill experiencing strong growth with
security bundle customers increasing from 57k in June 2008 to
264k in June 2009 and additional email accounts increasing by
64.8% in fiscal 2009.
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Other fixed revenue

Year ended 30 June

2009 2008 Change Change

$m $m $m %

Otherfixedrevenue . . . . . . . . . . . . . e 1,327 1,272 55 4.3%
Unbundled local loop SIOs (thousands) . . .. ........ ... ... ... ... . ..... 698 527 171 32.4%

Note: statistical data represents management's best estimates.

Other fixed revenue increased by 4.3% driven by a 34.7%
increase in intercarrier access services, partially offset by
declines in premium calling products, payphones and other
fixed telephony.

Theincreaseinintercarrier access services revenue was mainly
due to theincreasein ULL SIOs of 171k as wholesale customers
continue to migrate their customer bases to their own
infrastructure as a result of the low rental charges in metro
Australia. However, there has been a significant slowing of the
growth in ULL SIOs compared to the peaks experienced in fiscal

Mobiles

2008. Also contributing to the increase of $57 millionin ULL
revenue was the increase in the monthly rental price by $1.70
to $16.00 following a determination from the ACCC, whilst the
year-on-year growth rates have also been impacted by
adjustments made in fiscal 2008 due to a number of regulatory
decisions relating to connection and access prices. Strong
demand for TEBA (Telstra Equipment Building Access) and
global linx has also contributed to the increase in intercarrier
access services revenue.

e Mobile services revenue growth continues at double digits (10.0%).

e Total retail mobile SIOs have had 856k net additions in the year.

e 3GSMSIOs have now reached 6.3 million, more than 60% of total mobile SIOs.

o Total mobile data revenue grew by 31.3% driven by wireless broadband and messaging revenues.

e Wireless broadband revenue increased by 69.2% and SI0s grew by 98.9%.

Mobiles
Year ended 30 June
2009 2008 Change Change
$m $m $m %

Calling and access charges O 3,405 3,370 35 1.0%
Mobile data
-Messaging. . ... 896 740 156 21.1%
-Non-messaging (handheld) . . . . ....... ... ... .. . L 547 459 88 19.2%
- Wireless broadband (data cards) ) 587 347 240 69.2%
Totalmobiledata . . . . . . . . . .. .. e 2,030 1,546 484 31.3%
Mobilesinterconnection. . . . . ... 639 590 49 8.3%
Total mobile services revenue - retail and interconnection. . . . . ............... 6,074 5,506 568 10.3%
Mobile services revenue - wholesaleresale . . . ... ...... ... ............... 27 42 (15) (35.7%)
Total mobileservicesrevenue. . . . . . . . . . . . ... 6,101 5,548 553 10.0%
Mobile hardware. . . . . . . .. e 777 861 (84) (9.8%)
Totalmobilerevenue . . . . ... .. .. .. . ... e 6,878 6,409 469 7.3%
Mobile services retail postpaid and prepaid revenue
Postpaid . . . . . . . 4,797 4,384 413 9.4%
Prepaid .................................................... 638 532 106 19.9%
Postpaid mobile SIOs (thousands) . . . ... ... ... ... ... ... . . o 6,569 6,087 482 7.9%
Prepaid mobile SIOs (thousands). . . . .. ... . ... ... . . ... 3,622 3,248 374 11.5%
Total retail mobile SIOs (thousands). . . . . .. ... ... ... ... ... ... ......... 10,191 9,335 856 9.2%
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Mobiles
Year ended 30 June

2009 2008 Change Change
$m $m $m %
3GSM postpaid mobile SIOs (thousands) . . . .. ... ... ... ... L oo L 4,817 3,874 943 24.3%
3GSM prepaid mobile SIOs (thousands). . . . ....... ... ... ... ... . .. ... 1,511 478 1,033 216.1%
3GSM total mobile SIOs (thousands). . . . . . ........... . ... ... ......... 6,328 4,352 1,976 45.4%
Wireless broadband (data card) SIOs (thousands) R 1,046 526 520 98.9%
Wholesale SIOs (thousands). . . . . .. . ... .. . . . 72 T4 (2) (2.7%)
Blended average revenue per user (including interconnection) ($'s) . . ... ... ... ... 51.84 49.48 2.36 4.8%
Prepaid average revenue peruser($'s) . . .. ... ... ... oo 15.47 12.78 2.69 21.0%
Postpaid average revenueperuser($'s). . . ... ... ... L 63.17 62.97 0.20 0.3%
3GSM average revenue peruser($'s) . ... . ... ... 64.04 73.74 (9.70) (13.2%)
3GSM postpaid average revenueperuser($'s) .. .. ... ... ... L. 73.66 77.51 (3.85) (5.0%)
Data averagerevenueperuser($'s) . . ... .. ... 17.32 13.89 3.43 24.7%
Number of SMSsent (millions) . . . . .. ... ... . . . . .. . . 8,943 6,973 1,970 28.3%
Mobile voice telephone minutes (millions). . . ... ....... ... ... ... ... .. .. 11,005 10,096 909 9.0%
Deactivationrate . . . ... ... .. 23.0% 29.0% (6.0)

Note: statistical data represents management's best estimates.

(i) Includes $390 million of international roaming (2008: $404 million) and $273 million of mobile messagebank (2008: $266 million).
(i) Based on a simplified definition which includes only data cards, USB dongles and embedded modems.

In fiscal 2009, total domestic mobile revenue rose by 7.3% to
$6,878 million. Thisincluded a 10.0% growth in mobile services
revenue to $6,101 million and a 9.8% decline in mobile
hardware revenue.

This resilient mobile growth is symptomatic of the strength of
the Australian mobile market since our 2006 investment in the
Next G network. We have seen a slowdown in growth in the
second half of the fiscal year, as the economy begins to bite,
but the performance remains at the top of our global peer
group.

With voice and access revenue largely stable, mobile growth
has again been driven by mobile data. Total mobile data
revenue grew by 31.3%. Data represents over 33% of mobile
services revenue, up from 27.9% in fiscal 2008. Within
messaging revenue, SMS continued its strong growth, up by
19.5%, and MMS revenues grew by 55.8% to $31 million. Mobile
non-messaging (handheld) revenue grew by 19.2% to $547
million.

Within mobile data, wireless broadband growth continues
unabated. At the end of June our WBB (data card) SIOs reached
1,046k, anincrease of 281k in the half and 520k for the full year.
More importantly, our strategy of focussing on high-end
customers continues to drive growth with revenue up by 69.2%
from the prior year to $587 million.
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Total mobile SIOs grew by 9.2% or 856k to nearly 10.2 million.
This SIO growth was skewed to postpaid, with 482k postpaid
additions.

Blended ARPU continues to increase, with a 4.8% increase to
$51.84. Therate of ARPU growth has slowed in the second half
compared to the first half. We believe that the impact of the
economy continues to be felt in the mobiles business, with
average minutes of use falling from 98 minutes in the first half
of fiscal 2009 to 91 minutes in the second half. The blended
ARPU is also impacted by the growth in prepaid which has been
buoyed by the introduction of prepaid wireless broadband.
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Our 3GSM SI0 base is now in excess of 6.3 million with 3GSM
ARPU continuing to be strong.

Mobile SIOs (*000)
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IP and data access

Reducing mobile SARCs continues to be the focus for each of
the retail business segments. For the year, total SARCs fell by
15.3% driven by lower volumes and a lower proportion of
handsets being subsidised. SARCs are equivalent to 10.6% of
domestic retail mobile services revenue, down by 3.2
percentage points year-on-year. For further details refer to
page 23.

 IP access revenue grew by 24.9% and exceeded revenue from specialised data for the first time in fiscal 2009

e |IP MAN and IP WAN revenue and SIOs grew as more businesses are utilising the power of our Next IP" network

IP and data access

Year ended 30 June

2009 2008 Change Change

$m $m $m %

Specialiseddata . . . . ... .. .. L 628 690 (62) (9.0%)
Globalproducts . . .. ... .. ... . 130 101 29 28.7%
IPaccess . . . . .o e 667 534 133 24.9%
Wholesaleinternetanddata . . . . ... ... .. 308 278 30 10.8%
Total IPand data accessrevenue . . . . . . . ... ... 1,733 1,603 130 8.1%
Domestic frame access ports (thousands) . . .. .. ... ... ... ... .. . ... 23 26 3) (11.5%)
Hyperconnect retail services in operation (thousands) . . . . .................. 26 23 3 13.0%
Symmetrical HDSL services in operation (thousands) . . . .. ....... ... ........ 24 21 3 14.3%
IP MAN services in operation (thousands) . . .. ....... ... ... ... ... . ..... 17 13 30.8%
81 67 14 20.9%

IP WAN services in operation (thousands) . . .. ...............

Note: statistical data represents management's best estimates.

IP and data access revenueincreased by 8.1% during fiscal 2009
to $1,733 million predominantly due to IP access where
revenue grew by 24.9% to $667 million.

As telecommunications becomes more complex we are making
the user experience simpler by harnessing the power of our
Next IP" network to offer businesses of all sizes access to
world-leading infrastructure that provides huge benefits in
terms of productivity and innovation.

Within the IP access portfolio, IP metro area network (IP MAN)
was the largest contributor with $321 million of revenue,
representing growth of 37.8%. IP MAN is a high bandwidth,
flexible IP access service that has grown at double-digit rates
for many years, due to upward bandwidth migration from
customers (predominantly in the Government sector). IP wide
area network (IP WAN) experienced revenue growth of 18.7% to
$216 million. IP WAN allows businesses to use a single data

connection in each location and then rely on the built-in
intelligence and security of our Next IP" network to manage
the routing and delivery of data between locations within
Australia and internationally. Customer growth has been
strong in both the IP MAN and WAN products with 17k IP MAN
and 81k IP WAN SIOs at the end of the year.
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Specialised data revenue declined by 9.0% to $628 million
during the year due to the continued migration to IP based
products. Digital data services, frame relay and leased lines
werethe mainsource of the decline. The fallin specialised data
revenue has been more than offset by increases in IP access
revenue. Furthermore, the second half of fiscal 2009 saw IP
access revenue exceed revenue from specialised data for the
first time.

IP Access v Specialised Data Revenue ($m)

690

534
416
320 I

FY06 FYo7 FY08 FY09

667

Specialised data ™ IP access

Business services and applications

Wholesale internet and data grew by 10.8% driven by higher
demand for capacity and backhaul while global products
continued its recent growth due mainly to increases in
international private lines and global IP services.

Year ended 30 June

2009 2008 Change Change
$m $m $m %
Business services and applicationsrevenue . . . ... ... L L oL L 1,008 1,055 (47) (4.5%)

The decline in business services and applications revenue was
predominately due to a decrease of $83 million inrevenue from
the KAZ business which was sold in April 2009.

Business services and applications revenue (excluding KAZ)
increased by 4.7%. This was partly due to a change of
accounting treatment for deferred revenue which has enabled
us to recognise revenue for construction work up front that was
originally being amortised over the life of the contract or the
life of the asset being built.

Advertising and directories

Also contributing to the increase was growth in managed
network services revenue, driven by an increase in managed
WAN equipment, increased managed hosting revenue across a
number of customers and project work undertaken in relation
to managed radio infrastructure. Business applications
revenue also increased due to additional contact solutions
project work and growth in rental and usage of equipment, in
addition to increased video conference usage as companies
seek alternatives to reduce travel costs.

Year ended 30 June

2009 2008 Change Change
$m $m $m %
Advertising and directoriesrevenue. . . . . ... Lo oL o 2,259 2,116 143 6.8%

Our advertising and directories revenue is predominantly
derived from our wholly owned company Sensis (Australia’s
leading information resource) and its controlled entities. Our
information services help Australians find, buy and sell
through service offerings including Yellow", White Pages®,
Trading Post™, Citysearch*, UBD*, Gregory’s* and Whereis".

For a detailed description of the performance of Sensis please
refer to the financial summary on page 27. Please note that
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our Trading Post™ business was transferred from Sensis to our
Telstra Media segment on 1 April 2009 which resulted in $18
million of advertising and directories revenue beingrecorded in
Telstra Media in fiscal 2009.
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Offshore controlled entities

Year ended 30 June

2009 2008 Change Change

$m $m $m %

CSLNew World . . . . . . e 989 917 72 7.9%
TelstraClear. . . . . . . . . e 547 562 (15) (2.7%)
Other offshore controlled entities . . . . .. ... ... ... .. ... .. ........... 390 346 44 12.7%
Total offshore controlled entitiesrevenue . . . . . . ... .. ... ... ... .. ....... 1,926 1,825 101 5.5%

For further details regarding the performance of CSL New
World (CSLNW) and TelstraClear, please refer to their
respective business summaries commencing on page 28.

Growth in Asia, the USA and Europe has resulted in a $44
million revenue improvement in other offshore controlled
entities. Revenue has increased by $24 million in Asia with
strong sales growth in Singapore, Hong Kong and Japan. Our

Singapore and Hong Kong businesses also benefitted from the
appreciating USD. In the USA the appreciating USD,
particularly in the first half of the financial year, was
responsible for the $14 million revenue increase. Europe
experienced a $6 million increase in revenue mainly due to
growth in data and hosting revenues in the UK.

Pay TV bundling
Year ended 30 June
2009 2008 Change Change
$m $m $m %
PayTVbundlingrevenue . . ... ... ... ... ... ... ... 467 426 41 9.6%
Total pay TV bundling SIOs (thousands) . . . .. ...... .. ... ... ... ... ..... 450 450 - -
Total FOXTEL pay TV SIOs (excl wholesale) (thousands) . . .......... ... ... ... 1,479 1,370 109 8.0%

Note: statistical data represents management's best estimates.

Pay TV bundling revenue increased by $41 million driven by a
$50 million increase in FOXTEL bundled revenue.

FOXTEL bundled pay TV SIOs increased by 7.3% or 31k from last
year as a result of a targeted campaign to acquire ‘new to pay
TV’ customers. The agreement to supply AUSTAR bundled

services ended in fiscal 2009 resulting in the loss of 31k SIOs
from June 2008. FOXTEL bundled ARPU increased by 0.5% to
$85.73 partly due to a price increase on the ‘Get Started’
package and higher penetration of FOXTELiQ".

Other revenue
Year ended 30 June
2009 2008 Change Change
$m $m $m %
Distributionsreceived. . . . . . . . . L 100 130 (30) (23.1%)
Rentalincome . . . . . . . .. 36 41 (5) (12.2%)
Totalotherrevenue . . . . . . . . .. 136 171 (35) (20.5%)

Distributions received relates to partnership distributions from
our FOXTEL partnership. A distribution of $50 million was
received in the second half of fiscal 2009.
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Otherincome

Year ended 30 June

2009 2008 Change Change

$m $m $m %

Proceeds from sale of property, plant and equipment. . . . ... ... ... ... ... .. 14 23 9) (39.1%)
Proceeds fromsale ofintangibles . . . ... ... ... ... .o L i oL 2 1 1 100.0%
Proceeds fromsale ofinvestments. . . . . .. ... ... . ... ... .. 209 55 154 280.0%
Assetandinvestmentsales. . . . . .. ... 225 79 146 184.8%
Cost of property, plantandequipment. . . . .. ........ ... ... ... o L. 14 23 9) (39.1%)
Costofintangibles. . . . .. ... .. .. . 2 - 2 n/m
Costofinvestments. . . ... ... ... . 209 18 191 1061.1%
Costofassetandinvestmentsales. . . . . ... ........... ... ... ......... 225 41 184 448.8%
Net gain on assets/investmentsales. . . . ... ....... ... ... ... ... ... ... .. - 38 (38) n/m
USO levy receiptsandsubsidies . . .. ....... ... ... ... .. .. . . .. 62 70 (8) (11.4%)
Miscellaneousincome . . . . . . . . . ... e 45 66 (21) (31.8%)
Otherincome . . . . . . . . . . . . 107 136 (29) (21.3%)
Totalotherincome . . . . . . . ... .. .. .. 107 174 (67) (38.5%)

Total otherincome decreased by 38.5% in fiscal 2009 to $107
million. The proceeds of sale of investments is made up of the
sale of the KAZ group which resulted in proceeds of $208
million, with the balance being from a further nominal
investment sale. The KAZ sale resulted in a net gain on sale of
$3 million whilst fiscal 2008 included the sale of Telstra
eBusiness with proceeds of $55 million and a net gain on sale of
$37 million.

Miscellaneousincome has declined primarily due to thereceipt
of proceeds in the prior year relating to the recovery of costs
associated with C7 litigation.
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Expenses

Labour

e Labour costs fell by 0.6% driven by the successful implementation of productivity improvements

e Excluding the impact of a decline in the 10 year Government bond rate, labour costs fell by 2.3%

e Achieved our 5 year target of 10,000 to 12,000 FTE reductions ahead of schedule with 11,665 completed since 1 July 2005

(excluding investments and divestments)

Labour
Year ended 30 June
2009 2008 Change Change
$m $m $m %

Labour . . . 4,131 4,158 (27) (0.6%)
Domestic full time employees (whole numbers) . .. ... ... .. e 31,662 33,982 (2,320) (6.8%)
Full time employees and employed equivalents (whole numbers) @ Ce 39,464 42,784 (3,320) (7.8%)
Total workforce, including contractors and agency staff (whole numbers) . 43,181 46,649 (3,468) (7.4%)
Current year reduction in total workforce excluding acquisition/divestment activity ™ (2,881)
Reduction in total workforce to June 2008 excluding acquisition/divestment activity against
November 2005 announcement ™ . . . L (8,784)
Totalreductioninworkforce . ... ... ... . . .. (11,665)

Note: statistical data represents management's best estimates.

(i) Our domestic full time employees include domestic full time staff, domestic fixed term contracted staff and expatriate staff in overseas subsidiary entities.

(i) Our full time employees and equivalents include domestic full time employees plus casual and part time employees and employees in our offshore subsidiary entities.

(iii) Our total workforce includes full time employees and equivalents plus contractors and staff employed through agency arrangements measured on an equivalent basis.

(iv) The reduction in total workforce against our 10,000 to 12,000 FTE (full time equivalent) 5 year reduction target excludes the ongoing impacts of SouFun Holdings Ltd
and the Chinese entities Norstar Media, Autohome/PCPop, China M and Sharp Point, our divestments of Telstra eBusiness Group, KAZ and Australian Administration
Services Pty Ltd and the impact of CSL’s merger with NewWorld PCS Mobility. All of these transactions have taken place since the original 5 year target announcement.

Salary cost savings achieved as a result of lower headcount
drove areduction in total labour costs of $27 million in fiscal
2009.

Savings are a direct result of reductions in headcount
undertaken in both the current and previous years. Salary
costs in our networks and services segment declined by $26
million fromfiscal 2008 whilst the sale of the KAZ business from
our enterprise and government segment in April 2009 resulted
in salary cost savings of $38 million.

The decline in the 10 year government bond rate, which
required a revaluation of our long service leave balances and a
subsequent increase in labour costs, accounted for an increase
in labour costs of 1.6% or $67 million.

Redundancy costs declined by 8.0% to $219 million as aresult
of thelarge amount of redundancy activity which took placein
the prior year. This redundancy activity, in addition to the
redundancies that occurred this fiscal year, has resulted in the
achievement, ahead of schedule, of our 5 year /10,000 to
12,000 staff reduction target with 11,665 reductions since fiscal
2005.

We continue to simplify our business and processes which has
driven a decrease in the total workforce of 3,468 full time
equivalent staff and contractors since June 2008. These
reductions were primarily due to:

e afocus onincreasing efficiencies and streamlining our
field workforce and call centres as part of our
transformation, particularly in our service delivery,
network services and network construction units,
resulting in our networks and services segment reducing
its total workforce by 1,230 since June 2008;

e theremoval of approximately 900 marketing and
management support roles across our consumer and
small business units as part of our transformation
strategy to reduce duplication and improve co-operation
between our divisions by utilising our new systems. This
program did not impact our customer facing areas;

e workforce numbers in our enterprise and government
segment decreasing by 1,149 from the prior year,
primarily as aresult of the sale of the KAZ business which
resulted in a workforce reduction of 1,177; offset by

e anincreasein our media segment, largely due to the
acquisition of interests in China M and Sharp Point in
February 2009 which resulted in a workforce increase of
472.

During the financial year we recommenced making cash
contributions to the Telstra Superannuation Scheme (Telstra
Super) as the funding deed specifies that contributions must be
made if the average vested benefits index (VBI) falls below
103% in any calendar quarter. Contributions of $260 million
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were paid to Telstra Super up to 30 June 2009. The average VBI
for the June quarter was 82%. It should be noted that the cash
contributions paid have no profit and loss impact and only
impact the asset or liability recognised in the statement of
financial position and the company’s free cash flow. The
contribution ratefor the defined benefit fund in Telstra Superis
currently at 27%.

In fiscal 2009, we recognised $229 million of pension costs in
our labour expenses compared to $198 million in fiscal 2008.

Goods and services purchased

This expense is due to our requirement to recognise the
actuarially defined movement in our defined benefit pension
plansin our operatingresults. The current year movement has
been driven by an increase in curtailment costs of $11 million
which represent the difference between actual vested benefits
paid to defined benefit members and the Defined Benefit
Obligation (DBO). Contributions in fiscal 2010 will depend on
market conditions on a quarter-by-quarter basis, however we
expect this to be around $500 million in fiscal 2010.

e Retail domestic subscriber acquisition and recontracting costs (SARC) decreased by 15.3% due to lower volumes and a lower

proportion of handsets being subsidised

e Network payments increased mainly due to foreign exchange movements and higher offshore traffic and volumes

» Service fees increased by 13.8% driven by an increase of 31k FOXTEL pay TV bundled services

Goods and services purchased

Year ended 30 June

2009 2008 Change Change

$m $m $m %

Cost of goods sold - handset subsidies (postpaid) . .. ........... ... ... ..... 559 653 (94) (14.4%)
Costofgoodssold-other . . ... ... ... ... ... ... .. ... . 1,337 1,351 (14) (1.0%)
Usage commissions. . . . . . ... 307 283 24 8.5%
Networkpayments . . .. ... ... . 1,982 1,797 185 10.3%
Servicefees . . . . .. 510 448 62 13.8%
Managedservices . . . . . ... 190 210 (20) (9.5%)
Dealer performance commissions . . . ... .. ... L L L 102 122 (20) (16.4%)
Paperpurchasesandprinting. . . .. ... ... ... . L L 134 126 8 6.3%
Other. . . . . 192 191 1 0.5%
Total goods and servicespurchased . . . . ... ....... ... ... ... .. .. ... ... 5,313 5,181 132 2.5%
Retail domestic subscriber acquisition and recontracting costs (SARC) O 630 Thb (114) (15.3%)

(i) Domestic subscriber acquisition and recontract costs include $511 million of domestic handset subsidy costs (June 2008: $610 million) and other go to market costs

included within cost of goods sold-other and other goods and services purchased.

Goods and services purchased saw a modest rise of 2.5% in
costs this fiscal year impacted by significant foreign exchange
impacts influencing our international network payments,
partly offset by lower retail SARC.

Network payments was the major contributor to ourincreased
costsrisingby 10.3% to $1,982 million. However, excluding the
impacts of foreign exchange, network payments only rose by
5.6%. The growth in fiscal 2009 was mostly due to:

e ournetwork payments to REACH rose by $94 million this
year of which $53 million related to foreign exchange
impacts. Underlying volume costs have risen by $41
million to meet strong demand for voice traffic and
increased data bandwidth in our Global Linx products
which are used by our domestic customers to terminate
their international voice and data traffic that originates
in Australia;

» offshoreoutpaymentsroseby $44 million predominately
in our CSLNW subsidiary mainly due to foreign exchange
impacts of $45 million as well as $17 million higher
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underlying network costs forincreased backhaul charges
during the second half of fiscal 2009. This was offset by
$14 million lower costsin TelstraClear primarily driven by
foreign exchange impacts; and

e our domestic network payments grew by $35 million
with the increase almost solely due to rising SMS offnet
volumes which grew by 24.2% or $34 million this fiscal
year. This reflects the changing trend in customer usage
where we have seen our revenue from data messaging
alsoincrease dueto 28.3% more SMS messages being sent
by our customers this year.

Service fees increased broadly in line with higher FOXTEL
bundling customers and revenue this year. FOXTEL services
bundled through Telstra have risen by 31k generated by
increased marketing campaigns and the introduction of IQ HD
products. Other service fee increases resulted from growth in
our BigPond® content revenues sold via our Next G~ and 3GSM
mobiles such as FOXTEL by mobile, music, games, sport and
news. Our business, as well as enterprise and government
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segments, also had higher service fees to support the expanded
take up of Blackberryt mobile products.

Usage commissions rose by $24 million driven by 20.0% higher
prepaid recharge commissions payable this fiscal year
following the popularity of our prepaid mobile and wireless
broadband products which also grew by 19.9% during the same
period. Higher commissions were also paid to our dealer and
licensed shop channels following strong contracting
performance especially on our business customer fixed line
plans and customer premises equipment.

Offsetting these increases in cost of goods sold was retail
domestic SARC which was again a focus for productivity
improvement this fiscal year. It declined by $114 million of
which domestic handset subsidies were the largest component
with a reduction of $99 million to $511 million. This resulted
from lower handsets sold after the peak of CDMA migration in
the prior year but also saw improved efficiency with a decline
of 3.2% in SARC as a proportion of mobile services domestic
retail revenue this fiscal year. Improved SARC productivity was
attributable to:

e achangein the handset mix with our customers moving
away from subsidised phones (which have declined as a
proportion of handsets sold by 4.8%) and moving towards
mobile repayment options and cap plans. Some of the
mix change was also attributable to the closure of the
CDMA network in the prior year; and

e adeclinein ourblended SARC rate per phone sold which
reduced by 12.0% over the fiscal year to $139 although

Other expenses

this was slightly higher in the second half of fiscal 2009
following the introduction of popular ‘smart phones’
such as the iPhone3GS.

Blended average SARC rate trend by half-year
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Furthermore, dealer commissions fell by 16.4% from the prior
year linked to lower door knocking activities in our personal
calling program as well as a deferral of certain commissions
over the life of the contracts to which they relate.

Our cost of goods sold - other category also generated savings
this year mainly due to a decline in the cost of goods sold of
handsets. This was triggered by cost savings in the average
rate of our prepaid handsets which more than offset the
increase in handset volumes, as well as more efficient sourcing
and supply chain activities related to handsets and lower
accessory volumes. Postpaid handset cost of goods sold
increased slightly from last year partly due to stronger take up
of smart phones although this was offset by lower volumes due
to the CDMA impacts in fiscal 2008.

e Total other expenses declined by 0.4%, the first year-on-year reduction since fiscal 2005; with a significant drop of 4.7% in the

second half of fiscal 2009

+ Service contracts increased by 5.5% mainly driven by the migration of customers onto the new billing systems

e Promotion and advertising decreased by 17.1% as spending was more targeted

Other expenses
Year ended 30 June

2009 2008 Change Change
$m $m $m %
Property, motor vehicleand ITrentalexpense . . . . ............ ... ........ 614 609 5 0.8%
Net foreign currency conversion losses /(gains) . . ... ..................... 16 (13) 29 223.1%
Service contracts and otheragreements . . . ... ... . ... .. o L oL 2,389 2,339 50 2.1%
Promotionand advertising . . . .. ... ... .. L L 379 457 (78) (17.1%)
General and administration. . . . . . .. ... 1,038 1,028 10 1.0%
Other operatingexpenses . . . . .. ... ... . . ... ... 442 465 (23) (4.9%)
Impairment and diminutionexpenses . . . ... ... ... . L o oL 347 361 (14) (3.9%)
Totalotherexpenses. . . . .. ... ... ... ... . ... ... 5,225 5,246 (21) (0.4%)

Total other expenses have declined for the first time since fiscal
2005 as we begin to see savings driven by operational
efficiencies and strong cost management.

Driving the overall reduction in other expenses was promotion
and advertising expenditure which declined by $78 million as
spending was more targeted. Cutbacks were also seen in

several sponsorship programs including Australian Idol and
Football Federation Association.

Service contracts and other agreements grew by 2.1% but the
annual rate of growth has slowed considerably, with the
second half of fiscal 2009 declining by 2.0% year-on-year. A
5.5% increase in service contracts was predominantly due to
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increased inbound call volumes and higher average call
handling times within our call centres as customers migrated
onto the new billing systems. Partly offsetting this were lower
network installation and maintenance volumes undertaken by
our field staff and an 18.8% reduction in consultancy costs
predominantly due to areduced program of work as a result of
cost saving initiatives being completed.

Impairment and diminution expenses declined by 3.9%
predominantly due to:

 inventory write downs which declined by $32 million
partly due to fewer handset sales returns from customers
and improvement in managing ‘safety stock’ levels.
There was also a higher level of obsolescence in the
previous fiscal year linked to the CDMA network
migration and closure in January 2008;

e noninventory impairment which decreased by $13
million driven by lower retirements of test equipment
from our other plant and equipment asset base; offset by

e a$38millionincreasein bad and doubtful debts
influenced by several factors including the difficult
economic conditions. Our outbound credit management
collection calls were also impacted by increased inbound
call traffic, subsequently affecting our debt recovery
process.

General and administration expenses grew by 1.0%. Thisisa
significant reduction in growth from fiscal 2007 and 2008
where costshadincreased by 19.8% and 8.3% respectively. This
is an indication of strong overhead and discretionary cost

management in spite of a growing business. Factorsimpacting
the cost growth in fiscal 2009 include:

e a$39 million increase in info tech repairs and
maintenance costs associated with the growth in both
our IT hardware infrastructure and software packages to
support the IT transformation releases;

» a$25 million increase in mobile site certification
activities and general property outgoings. The effects of
the Victorian bushfires and Queensland/New South
Wales storms resulted in higher maintenance and clean
up activities; offset by

e a$53 million decline in discretionary expenses including
travel and fares, training expenses and legal costs due to
strong cost management throughout the year.

Property, motor vehicle and IT rental expenses have remained
relatively stable driven by higher accommodation costs due to
several expansions and developments together with higher
rates, offset by a decline in IT rental expense due to the
purchase, instead of the lease, of a number of new servers.

Net foreign currency conversion losses increased due to the
significant fall in the Australian dollar this fiscal year which
impacted the unhedged exposure associated with the timing of
invoice receipts and payments.

The decrease in other operating expenses of $23 million was a
result of a reduction in repairs and maintenance and sundry
purchases associated with employee related costs.

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

Year ended 30 June

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

Our share of net (profit)/loss from jointly controlled and
associated entitiesincludes our share of both profits and losses
from equity accountedinvestments. The $3 million gainfor the
reported period was represented by our associated entities
with a $4 million profit from Keycorp Limited offset by losses
from LinkMe Pty Limited which was sold in the second half of
fiscal 2009.

Inrespect to FOXTEL, REACH and Australia-Japan Cable, as the
carrying value of our investments in each has been previously
written down to nil, any share of loss/(gain) from these entities
is not currently recognised. These entities will resume equity
accounting once the accumulated losses have been fully offset
by our share of profits derived from these entities. At 30 June
2009, our share of FOXTEL carried forward losses amounted to
$164 million compared to $135 million at June 2008. The
increase in fiscal 2009 was largely due to two partnership
distributions totalling $100 million received from FOXTEL offset
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2009 2008 Change Change
$m $m $m %
........... 3) 1 (4)  (400.0%)

by our share of FOXTEL’s profit which amounted to $68 million
and other minor equity accounting adjustments.

Whilst our share of carried forward losses in REACH remained
unchanged at $590 million from fiscal 2008, our share of carried
forward losses in Australia-Japan Cable increased by $5 million
to $167 million at June 2009.
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Depreciation and amortisation

Year ended 30 June

2009 2008 Change Change

$m $m $m %

Depreciation . . . . . .. L 3,624 3,486 138 4.0%
Amortisation . . . . . e 766 704 62 8.8%
Total depreciation and amortisation . . ... ... ... ... ... ... o 00 4,390 4,190 200 4.8%

Higher depreciation on communications assets in CSLNW was
the main driver behind the increase in the depreciation and
amortisation expense of 4.8%.

Depreciation on communications assets increased by $73
million as accelerated depreciation on CSLNW’s existing 3GSM
and 2GSM networks continued until June 2009. Total
accelerated depreciation at CSLNW was $172 million this fiscal
year whilst foreign currency movements in CSLNW also
resultedin a $40 millionincreasein depreciation. Therewas an
offsetting reduction in depreciation expense of $92 million due
to a change in the service life of other communications assets
within the group.

Other plant and equipment depreciation increased by $34
million, mainly due to the addition of information technology
equipment related to the transformation activities.

Net finance costs

Additions to the building structure of various exchanges in
NSW made up the majority of the additions to land and
buildings where depreciation increased by $30 million in fiscal
2009. There were also major property fitouts undertaken due
to theroll out of T[life]w stores.

Asset additions as aresult of our IT transformation were the
main reason for the 8.8% increase in amortisation. Major
acquisitions were for customer relationship management,
billing and network operations management applications.
These increases were partially offset by amortisation
reductions due to an extension to the service life of some
software asset classes.

Year ended 30 June

2009 2008 Change Change

$m $m $m %

Borrowing costs . . . . ... 1,199 1,238 (39) (3.2%)
Financeleases . . . . . . . . . 9 10 (1) (10.0%)
Unwinding of discount on liabilities recognised at presentvalue. . . . .. ... . ... ... 23 24 (1) (4.2%)
Gain on fair value hedges - effective. . . . . . ... ... ... .. . . L L. (61) (171) 110 64.3%
Gain on cash flow hedges -ineffective . . . ... ... ... ... .. .o o L. (1) (4) 3 75.0%
(Gain)/loss on transactions not in a designated hedge relationship . . . . ... ... .. .. (77) 27 (104)  (385.2%)
(Gain)/loss on transactions de-designated from fair value hedge relationships . . . . . .. (145) 13 (158) (1215.4%)
Other. . o 20 21 (1) (4.8%)
Finance costs. . . . . . . . . . . . 967 1,158 (191) (16.5%)
Financeincome . . . . . . . . L e (67) (72) 5 6.9%
Netfinancecosts . . . . . . .. . . . . L 200 1,086 (186) (17.1%)

The reduction in net interest on borrowings of $35 million
(borrowing costs and finance leases less finance income) in
fiscal 2009 arises from:

e areductionin the average yield on debt over the year
from 7.3% in fiscal 2008 to 7.1% in fiscal 2009; and

¢ reductions in short term market base interest rates
during the year which resulted in lower costs on the
floating rate debt component of our debt portfolio.

This was partly offset by an increase in interest costs arising
from:

e anincrease in the average volume of debt over the
period;

 higher yields driven by an increase in our borrowing
margins which have impacted our refinancing yields; and

e substantial replacement of short term borrowings with
long term debt.

The significant deterioration in global economic conditions
during fiscal 2009 resulted in de-leveraging by financial
institutions and consequent increases in borrowing margins.
This has resulted in higher absolute yields on new term debt
raisings during the year.

The reduction in the gain on fair value hedges - effective of
$110 million represents the fair value movements of the
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Australian dollar floating rate position and is due to the
following factors:

e anincreasein our long term borrowing margins;
e areductionin base market rates;

e areduction in the number of future interest flows as we
approach maturity of the financial instrument; and

e thediscount factor unwinding as the time to maturity
shortens.

The movement in the (gain)/loss of transactions not in or
de-designated from hedge relationships of $262 million
(moving from a loss to a gain) relates to a number of
borrowings denominated in Euro, British pounds and United
States dollars that are either not in a designated hedge
relationship or were previously designated in a hedge
relationship and no longer qualify for hedge accounting.
Notwithstanding that these borrowings and the related
derivative instruments do not satisfy the requirements for

Income tax expense and franking account

hedge accounting they are in effective economic relationships
based on contractual face value amounts and cash flows over
the life of the transaction. The gain mainly comprises the
following movements:

e thevaluation impacts described above for fair value
hedges; and

 the different measurement bases of the borrowings
(measured at amortised cost) and the associated
derivatives (measured at fair value), resulting in some
disparity attributable to the discounting impact of future
cash flows in the derivatives.

Itisimportant to note that our intention is to hold our
borrowings and associated derivative instruments to maturity
and accordingly revaluation gains and losses will be
recognised in our finance costs over the life of the financial
instrument and will progressively unwind out to nil at
maturity.

e Income tax expense increased mainly due to the 10.1% increase in our profit before tax

 Our effective tax rate of 28.0% is lower than the Australian company tax rate due to tax effect adjustments which included a

deduction for an investment allowance

Year ended 30 June

2009 2008 Change Change
$m $m $m %

Incometaxexpense. . . ... ... ... 1,582 1,429 153 10.7%
Effectivetaxrate. . . . . . . . . .. e 28.0% 27.8% 0.2

Income tax expenseincreased by 10.7% to $1,582 million while
profit before income tax increased by 10.1% to $5,658 million.
This increase in tax expense was mainly attributable to the
following factors:

» thetax effect of the increase in profit before tax of $518
million added $155 million to the expense;

o the effects of different rates of tax on overseas income
increased the expense by $33 million;

e anincrease of $12 million resulting from a decrease in
non assessable profit on sale of investments from the
prior year; offset by

e adecrease of $64 million due to the impact of the Federal
Government’s investment allowance this fiscal year.

The effective tax rate was 28.0% for the year which was
relatively consistent with the prior year rate of 27.8%, and is
2.0% lower than the Australian company tax rate of 30.0%. This
represents a difference of $115 million to the notional income
tax expense and was largely as a result of the following tax
effect adjustments:

* aninvestment allowance deduction of $211 million with
a tax effect reduction of $64 million; and
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» correction of prior year income tax expense with a
true-up reduction of $35 million.

During the current year, we have paid a total of $1,636 million
of tax instalments for the Telstra tax consolidated group
relating to the last quarter of fiscal 2008 and the first three
quarters of fiscal 2009. Franking credits of $1,493 million were
used when we paid our final 2008 dividend and 2009 interim
dividend. In addition, the 2008 income tax return refund has
resulted in a further reduction in our franking credits of $36
million.

Following the overall movements in our franking account
duringthe year, our franking account balance was $178 million
at the end of fiscal 2009. Our exempting account balance at
year end is $24 million, however there are statutory
restrictions placed on the distribution of credits from this
account. Consequently, it is unlikely that we will be able to
distribute our exempting credits. We believe our current
balance of franking credits combined with the franking credits
that will arise on tax instalments expected to be paid during
fiscal 2010, will be sufficient to cover the franking debits arising
from our final dividend.
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Major subsidiaries - financial summaries

Below is a summary of the major reporting lines for our three
largest subsidiaries: Sensis, CSL New World and TelstraClear.
This information is in addition to the product analysis
previously provided in the document and is intended to show
these businesses as stand alone entities.

Sensis financial summary

Year ended 30 June

2009 2008 Change Change
$m $m $m %
Totalincome . . . . . . . . e 2,251 2,127 124 5.8%
Operating expenses (excl. depreciation and amortisation). . . . . ............... 1,078 1,033 45 4.4%
EBITDA contribution . . . . . . . . .. . . e 1,173 1,094 79 7.2%
Depreciation and amortisation. . . . ... ... Lo Lo Lo 122 150 (28) (18.7%)
EBIT contribution . . . . . . . . 1,051 944 107 11.3%
Capitalexpenditure. . . ... ... ... L 219 257 (38) (14.8%)
EBITDAmarginonsalesrevenue. . . . ... ... ... ... ... ... ... .. ... 52.1% 51.4% 0.7
Amounts included for Sensis represent the contribution included in Telstra’s consolidated result.
Sensis total income is split into the following categories:
Year ended 30 June
2009 2008 Change Change
$m $m $m %
-Yellowm FTEVENUE . . . o o i e i e e e e e 1,306 1,273 33 2.6%
- White Pages® FEVENUE. . . o ottt 412 369 43 11.7%
-Classifiedrevenue . . . . . . . . .. 68 110 (42) (38.2%)
-Emergingbusiness. . . . ... L 125 150 (25) (16.7%)
- Chinese online businesses ™. . . . .. 201 88 113 128.4%
SV0ICe . . 129 126 3 2.4%
Total Sensis advertising and directories . . . . ....... ... ... o o L 2,241 2,116 125 5.9%
Other. . o e 9 11 (2) (18.2%)
Total Sensissalesrevenue . . . . . . . . .. . ... ... 2,250 2,127 123 5.8%
Otherincome. . . . . . . .. e 1 - 1 -
Sensistotalincome. . . . . . . . . ... e 2,251 2,127 124 5.8%

) The Chinese online business results are from unaudited management accounts converted from local currency into Australian Dollars. The year ended 30 June 2009
includes 12 months of revenue for Norstar Media and Autohome[PCPop as our investment occurred in June 2008, with no corresponding revenue in the prior year. SouFun

is included in both years.

Sensisis Telstra’s advertising subsidiary and Australia’s leading
information resource. Sensis help you find, buy and sell
through service offerings including Yellow", White Pages®,
1234, Citysearch*, UBD*, Gregory’s* and Whereis . Sensis also
manages the group’s advertising assets in China through
interests in SouFun and the two Chinese internet businesses
purchased in June 2008, Norstar Media and Autohome/PCPop.
These investments give Sensis leading positions in the

fast-growing online auto and digital device advertising sectors.

The success of our unique value proposition and continued
investment in usage and advertiser return on investment has
assisted in growing total income by 5.8%. Of note was that
includedinthefiscal 2009 results was only 9 months of Trading
Post™ revenue (within classifieds) and expenses as this business
was transferred to our Telstra Media operating segment on 1
April 2009.

Our print directories grew in a weakening market with an 8.2%
increasein White Pages® print directoriesand a 0.5% increasein
Yellow” print directories achieved through growth in new
customers, advertiser retention rates and yield. Both online
sites have also experienced growth with White Pages® online
revenue growth of 106.8% and Yellow quesm onlinerevenue
growing by 14.6%.

China delivered excellent revenue growth of 128.4%. SouFun
delivered revenue growth of 55.9%. SouFun is China’s number
one real estate site with an online presence in 100 cities. The
Autohome and CHE168 businesses are number one in online
auto, while PCPop and IT168 are number two in online
consumer electronics. Site usage grew to 3.5 billion monthly
page views; reflecting strong growth in China’s online
population and our focus on providing a ‘best in class’
customer experience.
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The decline in emerging business was driven by location and
navigation products which declined by 39.5% due to a mixture
of reduced yields and softer retail conditions (in line with
industry trends), particularly in print.

Sensis operating expenses (before depreciation and
amortisation) grew by 4.4% to $1,078 million mainly due to the
following:

e China growth of $74 million due to our investment in
June 2008 in Norstar Media and Autohome/PCPop which
contributed $47 million in fiscal 2009 with no expenses in

CSL New World financial summary

the prior year and organic growth of $27 million to
support SouFun revenue growth; and

e areduction of $29 million in domestic business driven by
efficiency and productivity improvements across the
corebusiness and adecrease inbad and doubtful debts as
fiscal 2008 included a review of delinquency rates and
subsequent adjustment.

Depreciation and amortisation declined by $28 million due to
an extension of the service life of some software asset classes.

Capex has declined by $38 million as the bulk of the IT
transformation build was incurred in fiscal 2008.

Year ended 30 June Year ended 30 June

2009 2008 Change 2009 2008 Change

A$m A$m % HK$m HK$m %
Totalincome . . . . .. ... 989 917 7.9% 5,675 6,395 (11.3%)
Operating expenses (excl. depreciation & amortisation) . . . 750 658 14.0% 4,288 4,565 (6.1%)
EBITDA contribution . . . ... ... ... ... ... ...... 239 259 (7.7%) 1,387 1,830 (24.2%)
Depreciation and amortisation. . . . .. ... ... ... 342 246 39.0% 1,699 1,486 14.3%
EBIT contribution . . ... .. ... ... ... (103) 13 (892.3%) (312) 344 (190.7%)
Capitalexpenditure. . . ... ... ... ... . ... ... 148 128 15.6% 836 937 (10.8%)
EBITDA marginonsalesrevenue. . . .. ............. 24.2% 28.2% (4.0) 24.4% 28.6% (4.2)

Amounts presented in HK$ have been prepared in accordance with A-IFRS. Amounts presented in A$ represent amounts included in Telstra’s consolidated result including
additional depreciation and amortisation arising from consolidation fair value adjustments and an alignment of accounting policy for pension assets from a corridor
approach to a full recognition approach to be consistent with Telstra policy. EBITDA margin differences arise mainly from the alignment of accounting policies as well as

from monthly average rates used for conversion from HK$ to A$.

Inthe context of a challenging economic environment, EBITDA
has declined by 24.2% in HK$ for fiscal 2009. This was
predominantly driven by lower voice revenues (local and
international) and associated margins as well as a decline in
the volume of handset sales. The EBIT decline was also
impacted by accelerated depreciation on the company’s old
networks, following the decision to invest in new network
technologies and acceleration in the phasing out of the old
networks. The acceleration commenced in the second half of
fiscal 2008 and finished in June 2009, resultingina
year-on-year increase to depreciation expenses of HK$370
million.

The revenue decline has predominantly been driven by lower
volume of handset sales following a significant slow down in
consumer spending. Additionally, CSLNW has experienced
lower local voice revenue, lower outbound roaming voice
revenue and prepaid revenue. Outbound roaming voice
revenue has been particularly impacted by the global
economic climate and the reductionin travel out of Hong Kong.

Partially offsetting these declines was arise in data revenue
and higher mobile virtual network operator (MVNO) revenue.

Operating expenses excluding depreciation and amortisation
declined mainly due to lower cost of handsets sold resulting
from lower sales volumes, as well as lower international
disbursements due to lower outbound traffic volumes. This has
been partially offset by higher network costs including higher
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backhaul charges in the second half of fiscal 2009, as well as
MVNO-related disbursement and data disbursements which
arein line with the increased revenue in those categories.
Other expenses declined mainly due to lower labour costs
through improving productivity which consequently
facilitated a reduction to headcount, as well as lower publicity
and promotion and repairs and maintenance on the old
network.

The year-on-year change in the HK$/AUD$ exchange rate
resulted in anincrease in consolidated total income of A$174
million which was offset by an increase in expenses (including
depreciation and amortisation) of A$185 million.

The decrease in capital expenditure was predominantly driven
by lower spending on network coverage improvement and site
acquisition which was carried out extensively in fiscal 2008 as
well as lower product development and information
technology spending.
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TelstraClear financial summary

Year ended 30 June

Year ended 30 June

2009 2008 Change 2009 2008 Change

A$m A$m % NZ$m NZ$m %
Totalincome . . . . . ... ... 547 562 (2.7%) 671 656 2.3%
Operating expenses (excl. depreciation & amortisation) . . . 439 455 (3.5%) 539 531 1.5%
EBITDA contribution . . . ... ... ... ... ..., 108 107 0.9% 132 125 5.6%
Depreciation and amortisation. . . . .. ... .. ... .. .. 121 127 (4.7%) 141 141 -
EBIT contribution . . . . ... ... ... . ... . ...... (13) (20) 35.0% (9) (16) 43.8%
Capitalexpenditure. . . .. ....... ... ... ... . ... 77 96 (19.8%) 926 113 (15.0%)
EBITDA marginonsalesrevenue. . . .. ............. 19.7% 19.0% 0.7 19.7% 19.1% 0.6

Amounts presented in NZ$ represent the New Zealand business excluding intercompany transactions and have been prepared in accordance with A-IFRS. Amounts
presented in A$ represent amounts included in Telstra’s consolidated result and include the Australian dollar value of adjustments to consolidate TelstraClear into the

Group result.

For the year ended 30 June 2009, revenue in New Zealand
(excluding rising trans Tasman intercompany revenue) has
increased by 2.3% in local currency despite a challenging
economic environment.

The tightening in the business markets has been offset by
consumer services with overall consumer revenue (including
both on-net and off-net services) rising by 18.7% for the year.
Broadband penetration on the consumer hybrid fibre coaxial
(HFC) cable network in Wellington and Christchurch continues
to grow with 70% of the customer base now enabled, while
consumer PSTN access lines rose by 24.3% for the year.

Operating expenses (excluding depreciation and amortisation)
increased by 1.5% as a result of higher bad and doubtful debts
associated with the current challenging economic times and
anincrease in promotion and advertising. Partially offsetting
these increases in expenses were lower IT and discretionary
expenses.

The year-on-year change in the NZ$ versus AUD$ exchange
rateresultedin a decreasein consolidated totalincome of A$28
million which was offset by a decrease in expenses (including
depreciation and amortisation) of A$29 million.

Capex investment has reduced by 15.0% for the year driven by
amore focusedinvestment strategy targeted at delivering core
capability such as the billing upgrade. Capex reduced despite
the implementation of access via unbundled local loop in
which TelstraClear will be the country’s biggest participant.
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Statement of financial position

« Ourfinancial position remains strong and this is recognised by the credit rating agencies

e We successfully executed $2,627 million of long term borrowing and refinancing initiatives over the year despite difficult

global capital markets

e To manage our position in the light of difficult market conditions we increased our holding of highly liquid assets and reduced

our reliance on short term funding

Statement of financial position

As at
30Jun09 30Juno08 Change Change
$m $m $m %

Current assets
Cashand cashequivalents . . . ... ... ... ... . . . ... 1,381 899 482 53.6%
Othercurrentassets. . . . . .. .. . . . . e 4,811 4,614 197 4.3%
Totalcurrentassets . . . . . . . . . . ... e 6,192 5,513 679 12.3%
Non current assets
Property, plantandequipment. . . . .. ... .. L L Lo 23,895 24,311 (416) (1.7%)
Intangibleassets. . . . ... ... 8,416 7,245 1,171 16.2%
Othernoncurrentassets. . . . .. ... .. . ... . .. e 1,459 852 607 71.2%
Totalnoncurrentassets . . . . . . . . .. ... 33,770 32,408 1,362 4.2%
Totalassets. . . . . . . . .. .. 39,962 37,921 2,041 5.4%
Current liabilities
Borrowings . . . ... e 1,979 2,055 (76) (3.7%)
Other current liabilities. . . . . . . . . ... 5,773 6,068 (295) (4.9%)
Total current liabilities . . . . . . . . .. 7,752 8,123 (371) (4.6%)
Non current liabilities
Borrowings . . . . .. 15,344 13,444 1,900 14.1%
Other non current liabilities. . . . . . ... ... ... . . . . . 4,185 4,109 76 1.8%
Total non current liabilities . . . . . . .. .. .. .. . . 19,529 17,553 1,976 11.3%
Total liabilities . . . . . . .. . .. . .. . e 27,281 25,676 1,605 6.3%
Netassets. . . . .. . .. . . e 12,681 12,245 436 3.6%
Equity
Equity available to Telstra Entity shareholders. . . .. .......... ... ... ... ... 12,418 12,017 401 3.3%
Minorityinterests . . . . ... ... 263 228 35 15.4%
Total equitl_.j ................................................ 12,681 12,245 436 3.6%

Given the current volatility of the economy, our balance sheet ~ Our working capital (current asset to current liability) ratio
remains in a healthy state with net assets of $12,681 million, improved as cash assets increased after holding higher levels of
anincrease of 3.6%. Despite theimpacts of the global financial  liquid funds duringthe unstable times in the financial markets.

crisis, we successfully executed a number of long term
borrowings across a diverse range of debt markets on very
competitive terms. The majority of promissory notes used for
short term funding were repaid during the year, funded by a
combination of positive cash flows from the underlying
business and refinancing from long term debt issuance.

Other major balance sheet movements included:

e other current assets grew by 4.3% mainly due to a tax
receivable of $101 million and an $87 million increase in
our trade and other receivables resulting from higher
revenue and ageing debt levels.

e thenet book value of property, plant and equipment

The term borrowings have strengthened our refinancing
situation. Our net unsecured promissory notes are used
principally to support working capital and short term liquidity
as well as hedging certain offshore investments. We have no
further longterm debt maturities to refinance until March 2010

declined mainly due to the accelerated depreciation on
CSLNW's mobile network assets as we invested in new
network technologies, and the depreciation associated
with our transformation program asset build in recent

ears.
and June 2010, and our short term unsecured promissory notes 4
will continue to be supported by our liquid assets and ongoing * intangible assets increased by 16.2% due to two key
credit standby lines. factors:
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» goodwill rose by $329 million, of which $228 million
was foreign exchange related. Goodwill also
increased by $233 million from recent Chinese
acquisitions, partly offset by a reduction of $127
million as a result of the sale of KAZ.

» software intangibles rose by $755 million via our
investments in IT transformation billing related
systems.

e other non current assets increased primarily due to the
$629 million rise in the value of our non current cross
currency and interest rate swap hedge receivables.

 total current and non current borrowings, excluding
derivatives, increased by $1,824 million which drove the
increase in gross debt of $751 million. Items offsetting
this increase included a reduction in our net derivative
liability position of $1,077 million which is included
within other assets and other liabilities.

e The movement in gross debt comprises:

 net cash inflow of $§794 million (new borrowings of
$2,627 million, offset by net maturities of $1,833
million).

Capital expenditure

e netrevaluations gains of $67 million.
 finance lease additions of $24 million.

e ournetdebt position at 30 June 2009 was $15,655 million
which represents an increase during the fiscal year of
$269 million. Despite theincrease in net debt our gearing
ratio fell slightly from 55.7% as at June 30 2008 to 55.2%
as at 30 June 2009.

e other non current liabilities were also impacted by the
turnaround of our defined benefit pension balancefroma
$182 million asset at June 2008 to a net defined benefit
liability of $406 million. This was due to an actuarial loss
of $553 million of which $593 million was caused by the
significant decrease in the value of the assets held by the
superannuation plans as a result of the current financial
crisis causing lower asset returns.

» equity attributable to Telstra Entity shareholders
increased by 3.3% for the year due to increases in
retained earnings and the foreign currency translation
reserve.

o Declined by 6.1% to $4,598 million which was within our market guidance range

e Thedecline was driven by the completion of several major projects and programs in the prior year

Operating capex by technology on an accruals basis

Year ended 30 June

2009 2008 Change Change

$m $m $m %

Fixed access. . . . . . . . . 708 820 (112) (13.7%)
T 1,127 1,252 (125) (10.0%)
Landandbuildings . . . ... ... 283 295 (12) (4.1%)
Networkcore . . . . . . .. 628 546 82 15.0%
Products . . . . . . 265 257 8 3.1%
SNSIS . . L 212 257 (45) (17.5%)
Transmission . . . . . . 369 597 (228) (38.2%)
Wireless aCCess. . . . . . . oo e 430 443 (13) (2.9%)
International . . . . . . .. 301 244 57 23.4%
Other. . . e e 275 186 89 47.8%
Operating capitalexpenditure . . . . ... ... ... ... .. ... ... ... ... . ... 4,598 4,897 (299) (6.1%)

Our operating capital expenditure declined by 6.1% to $4,598
million in fiscal 2009 mainly due to the following categories:

e transmission spend declined by $228 million partially
due to the completion of the Asia-America Gateway
project. Also, the program to increase transmission
capacity in metropolitan areas has been completed;

e |IT capexreduced by $125 million primarily driven by the
completion of significant IT transformation programs in
fiscal 2008;

o fixed access spend was lower than last year by $112
million due principally to a combined reduction across

several programs. The spend in fiscal 2009 was impacted
by unit cost reductions due to fewer high cost structural
and short network extension projects. Some projects
were also impacted by delays associated with the floods
in Queensland and New South Wales; and

e Sensisdecreased by $45 million dueto adelayinworksin
transformation while the program is being re-scoped.
This was partly offset by the upgrade to IT systems and
improved business processes across the Sensis core
product chain.
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Partly offsetting the above are increases in the following
categories:

e other capital expenditure increased by $89 million,
driven by an initiative to accelerate revenue growth in
the management of customer IP networks and systems.
Also contributing to the increased capital expenditure .
was the second phase of the Supply Chain Services
initiative that is transforming our procurement and
supply chain processes;

e network core increased by $82 million mainly
attributabletothelP Shared Network program to support

Cash flow summary

¢ Free cash flow grew by 13.2% or $510 million to $4.4 billion

replacement of the Switched Data Network, in addition
totheNextG" Base Station Ethernet Enablement project.
Other significant drivers include the new project to
develop a HFCsuperfast internet capability in Melbourne
and higher spend on building wireline capability; and

international increased by $57 million primarily due to
offshore cable costs incurred in fiscal 2009 for the
construction of the Asia America Gateway submarine
cables which land in the US and is a separate component
and stage of the project to the transmission spend.

» Net cash provided by operating activities increased by $154 million while net cash used in investing activities declined by $356

million
Cash flow summary
Year ended 30 June
2009 2008 Change Change
$m $m $m %

Cash flows from operating activities
Receipts from customers (inclusiveof GST) . ... ... ... ... ... . ... ... ... .. 27,719 27,246 473 1.7%
Payments to suppliers and to employees (inclusiveof GST) . . . ... ....... ... .. (17,074) (16,871) (203) (1.2%)
Net cash generated by operations. . . ... ....... ... ... . ... . . . L. 10,645 10,375 270 2.6%
Incometaxespaid. . .. ... ... (1,647) (1,531) (116) (7.6%)
Net cash provided by operating activities . . . .. ........ ... ... .. .. .. ... 8,998 8,844 154 1.7%
Cash flows from investing activities
Payments for property, plantand equipment. . . . . ... ... Lo Lo L oL (3,263) (3,862) 599 15.5%
Paymentsforintangibleassets. . . . ....... . ... .. L L L (1,531) (1,465) (66) (4.5%)
Capital expenditure (beforeinvestments) . . ... ... ... ... ... ... ... .. ... (4,794) (5,327) 533 10.0%
Payments for otherinvestments. . . ... ... .. . L L (241) (75) (166)  (221.3%)
Total capital expenditure . . . . ... ... . (5,035) (5,402) 367 6.8%
Proceeds from asset sales and financeleases . . . . .. ..... ... ... ... ... . ... 276 132 144 109.1%
Loans/repayments to jointly controlled and associated entities . . . . ... ...... ... (4) 6 (10)  (166.7%)
Interestreceived . . . . . . . .. 65 72 () (9.7%)
Settlement of hedgesinnetinvestments . ... ..... ... ... ... ... ... . ... . (35) 73 (108)  (147.9%)
Distributionsreceived. . . . . . . . . ... 100 130 (30) (23.1%)
Net cash used ininvesting activities. . . . ... ... ... ... ... ... ... ... ... (4,633) (4,989) 356 7.1%
Operating cash flows less investingcashflows . . . . ................. ... .. 4,365 3,855 510 13.2%
Cash flows from financing activities
Movementsinborrowings. . . . . ... ... 830 1,101 (271) (24.6%)
Repayment of finance lease principalamounts . .. ....... ... ... .. . .. .. (36) (42) 6 14.3%
Staff repaymentsofshareloans . . ... ... ... ... ... . L oL Lo 11 15 (4) (26.7%)
Purchase of shares for employee shareplans . . . .. ....... ... ... ... ...... - (129) 129 n/m
Financecostspaid. . . . ... .. ... ... (1,221) (1,213) (8) (0.7%)
Dividends paid to equity holders of TelstraEntity . . . .......... ... ... ... ... (3,474) (3,476) 2 0.1%
Dividends paid to minorityinterests. . . .. ....... ... ... . oL oo L (43) (22) (21) (95.5%)
Net cash used in financing activities. . . . . .. ... ... ... ... ... .. .. .. ... (3,933) (3,766) (167) (4.4%)
Net increase/(decrease) in cash and cash equivalents. . . . .. ....... ... ... ... 432 89 343 385.4%
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Net cash provided by operating activities

Our primary source of liquidity is cash generated from our
operations (receipts less payments). Fiscal 2009 saw operating
cash grow by 1.7% to $8,998 million largely due to an increase
of $634 million in cash profit before interest and tax, offset by
larger negative cash movements in working capital balances
compared with the prior year including:

» $260 million of cash contributions paid to the Telstra
Superannuation Scheme;

e a3.2%reduction in trade and other payables; and

e adecreasein revenue received in advance largely due to
the Sensis Group.

The increase in income taxes paid was a result of higher
instalment payments made during the year from an increased
instalment rate, offset by tax refunds received from the ATO for
the 2008 income tax return. Fiscal 2008 included significant
credits and refunds received from the ATO for instalment
variations and prior year amended assessments.

Net cash used in investing activities

During fiscal 2009, capital expenditure (before investments)
declined by 10.0% to $4,794 million. The $533 million reduction
was aresult of our transformation program passing its
spending peak in fiscal 2007 with several major projects/
programs completed in the prior year. The capital
requirements during fiscal 2009 were not to the same level.
Capital expenditure is discussed in further detail on page 31.

Payments for intangible assets during the year largely relate
to software assets including new billing system applications as
part of the transformation release roll out and customer
relationship management applications.

Our payments for shares in controlled entities amounted to
$240 million, primarily associated with the acquisition of a 67%
controlling interest in two of China's leading mobile content
and online music businesses, China M and Sharp Point, for anet
cash outlay of $169 million. Afurther $71 million (including
acquisition costs) was paid in relation to contractual
obligations associated with the acquisitions of Norstar Media
and Autohome/PCPop as certain pre-determined revenue and
EBITDA targets were met. The acquisition of a 55% interest was
undertaken in the prior year which drove the majority of the
fiscal 2008 investment expenditure.

The cash proceeds from asset sales and finance leases of $276
million were primarily due to the KAZ sale which resulted in
cash proceeds of $197 million. Proceeds from finance lease
principal amounts and the sale of some intangibles, property,
plant and equipment amounted to $55 million and $24 million
respectively. The combined cash flow was $144 million higher
thanin fiscal 2008 which included the sale of Telstra eBusiness
of $48 million.

Theincrease in the cash outflow of $108 million from the
settlement of hedges in net investments was attributable to
the maturity of financialinstruments used to hedge our foreign

currency risk associated with investments in foreign
operations. Fiscal 2009 reflected a loss of $35 million driven by
the depreciation of the Australian dollar.

The $100 million in distributions received during fiscal 2009
relate to two partnership distributions from FOXTEL.

Free cash flow

Our free cash continued to grow in strength and has increased
by 13.2% to $4,365 million. The increase was driven by higher
sales revenue generated by our operating activities in addition
to areduction in our capital asset payments within our
investing activities.

Net cash used in financing activities

The 4.4% increase in net cash used in financing activities to
$3,933 million was due to:

* $265 million reduction in the cash proceeds from
movements in borrowings (including finance leases) as
requirements to support our transformation initiatives
were not as significant in comparison with fiscal 2008.
New borrowings for fiscal 2009 were mainly executed to
support our working capital requirements in light of the
current economic conditions. The borrowings included
$1.3 billion 3 year domestic syndicated loans, $438
million offshore syndicated loans and a $320 million 5
year Swiss Franc bond; and

 higher dividends paid by our offshore entities, CSLNW
and SouFun group, to their minority shareholders during
fiscal 2009; offset by

e amovement in purchase of shares for employee share
plans. Inthe prior fiscal year, $129 million of cash was
used to purchase 27.5 million Telstra shares on market in
order to support the long termincentive plan. We did not
undertake such a purchase this fiscal year, contributing
to areduction of cash used in financing activities.
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Glossary

2GSM: Second generation global system for mobile
communications - refers to the initial group of wireless
technology standards that were digital instead of analogue.

3GSM: Third generation global system for mobile
communications - is the evolution of the previous GSM
technology to support voice, high-speed data and multimedia
services.

3GSM 850Mhz: Third generation mobile technology operating
on the 850Mhz spectrum.

ACCC: Australian Competition and Consumer Commission.

ADSL: Asymmetric digital subscriber line - high-speed
broadband technology that provides access to the internet. It
allows high-speed data to be carried over copper network
phone lines.

ADSL 2+: Asymmetric digital subscriber line 2 plus - our
upgraded national high-speed broadband network offering
improved fixed line ADSL speeds.

A-IFRS: Australian equivalents of International Financial
Reporting Standards.

ARPU: Average revenue per user.

CDMA: Code division multiple access - a mobile standard that
provides voice, data, fax and short messaging services.

Churn: When customers move between telecommunication
providers.

CPE: Customer premises equipment/environment - telephones
or other service equipment physically located on the
customer's premises rather than on the provider's premises or
in between.

CSLNW: CSL New World Group.

EBIT: Earnings before interest and tax. Thisis a measure of
company profitability.

EBITDA: Earnings before interest, tax, depreciation and
amortisation. This is a measure of company profitability.

Free cash flow: A measure of financial performance calculated
as net cash provided by operating activities minus net cash
used in investing activities.

FTE: Full time equivalent (refer to page 21 for a full definition).
HDSL: High bit rate digital subscriber line.

HFC: Hybrid fibre coaxial cable - broadband access
architecture using optical fibre between exchanges and hubsin
suburban streets, and coaxial cables between the hubs and
customers.

IP: Internet protocol - a standard set of rules for the carriage of
digital information such as voice, video, data and images,
across a global network.

IP MAN: Internet protocol metro area network. A Telstra IP
product, providing a high-speed data networking solution that
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offers a cost-effective means of interconnecting offices
throughout Australia. IP MAN solutions provide customers
with 'bandwidth-on-demand', the ability to dynamically
change the data access capacity of their network from 2Mbps
up to 1,000Mbps from their desk, via the internet.

IP WAN: Internet protocol wideband area network. A Telstra IP
product, providing Corporate Virtual Private Networks to
customers. IP WAN uses Telstra’s private network
infrastructure to combine all of a company’s communications
between sites and mobiles.

ISDN: Integrated services digital network - a digital service
providing switched and dedicated integrated access to voice,
data andvideo. An early form of digital technology, its use has
been largely surpassed by ADSL.

MTA: Mobile terminating access rate - as determined by the
ACCC.

NBN: National Broadband Network.

Next G : Our trade mark name for our 3GSM mobile network
that operates on the 850Mhz spectrum. This third generation
network is technically known as ‘3GSM 850Mhz’.

Next IP": Our trade mark name for the integrated national
internet protocol network.

PSTN: Public switched telephone network - referred to as the
‘fixed line’ network - it is the standard home telephone service
delivered over copper wires.

Resale Churn: Movement of a fixed service between Telstra
Wholesale and Telstra Retail, or between Telstra Wholesale
resellers on the Telstra access network.

SARC: Subscriber acquisition and recontracting cost - a
measure of the upfront costs that we incur in the acquisition
and retention of our postpaid and prepaid mobile customers.

SIO: Service in operation.

SMS: Short message service - the text based message service on
mobile phones.

ULL: Unconditioned/unbundled local loop - the local loop is the
copper wire that connects the Telstra exchanges to individual
properties. We are required to provide access to this wire to
other operators. Other telecommunications providers can
provide customers with their own services by installing their
own equipment in our exchanges and connecting to the ‘loop’.

USO: Universal service obligation - ensures that all people in
Australia have reasonable access, on an equitable basis, to the
standard telephone service and payphones.

VAS: Value added services.
WAN: Wide area network.

WBB: Wireless broadband - based on a simplified definition
which includes only data cards, USB dongles and embedded
modems.
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Corporate Governance Statement

Corporate Governance & Board Practices 2009
Your Board is committed to excellence in corporate governance and enhancing our shareholders' interests.

Good corporate governance is the hallmark of successful companies - it adds value to the Company through efficient oversight
and risk management, while encouraging innovation and entrepreneurship within the Company.

As one of Australia's largest companies, with one of the largest diversified shareholder bases, your Board firmly believes that
striving for excellence in corporate governance plays a major part in the Company's continuing success.

We continue to refine and improve our corporate governance systems. The Board evaluates and, where appropriate, implements
relevant proposals with the aim of ensuring that we continue to demonstrate our commitment to good corporate governance,
having regard to developments in market practice expectations and regulation.

We comply with the ASX Corporate Governance Principles and Recommendations (ASX Principles and Recommendations) and the
disclosures set out in this statement reflect the current content of the Board and Board Committee Charters and company policies.

Further information regarding our corporate governance and Board practices, including copies of key policies and Charters, can
be found on our website at

www.telstra.com/abouttelstra/corp/governance/index.cfm.
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Corporate Responsibility

Telstra's commitment to corporate responsibility begins with a
simple and straight-forward commitment to principled
decision-making in all that we do.

From a principled perspective, your Company's primary
corporate responsibilities are to:

¢ Increase shareholder value and protect shareholder
interests;

e Servethe needs of our customers;
e Provide good jobs at good wages;

e Provide good stewardship of the environment - by
conserving resources, reducing operating costs and
minimising our environmental footprint - and by
providing technology solutions that enable others to
do the same;

e Contribute resources - people, money, technology,
products and services - to support the communities in
which we operate; and

e Advance the national interest by strengthening the
capability of the nation's telecommunications
infrastructure, which will provide a strong foundation
for economic growth, productivity improvement,
sustainable prosperity, and global competitive
advantage.

Telstra has substantially increased its focus on corporate
responsibility and allocated additional resources to deliver an
improved performance. The Company has established a new
Corporate Responsibility Council, comprising eight senior
executives, which will address identified priority areas and
report quarterly to the CEO on progress.

Telstra produces a comprehensive corporate responsibility
report each year and it is available on our website.

Shareholder Communications

Telstra works hard to keep you, our shareholders, informed
about the performance of your Company. Telstra's
shareholder communications are founded on the principle that
Telstra is owned by its shareholders and must protect and
advance their best interests.

Telstra is committed to:

¢ Open, clear, accurate and timely communications
with our shareholders about matters affecting the
value of their investment in the Company;

e Making appropriate use of technology and emerging
new media tools to inform and engage our
shareholders; and

e Ensuring all communications are consistent with
Telstra's continuous disclosure and other applicable
legal obligations.
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Telstra values a direct, two-way dialogue with shareholders
and believes it is important not only to provide relevant
information as quickly and efficiently as possible, but also to
listen, understand shareholders' perspectives and respond to
their feedback.

The specificinitiatives Telstra has put in place to make that
easier include:

e Maintaining an investor relations website;

e Writing directly to you, our shareholders, about the
half-year and annual financial results and, from time
to time, on other issues that affect your investment;

e Placing all announcements made to the market,
including transcripts of investor and media briefings
and related information, on our website;

e Webcasting and podcasting important events such as
briefings and the annual general meeting (AGM); and

e Using electronic communications to advise investors,
who have provided their email address, of significant
matters.

Telstra's Shareholder Business Principle and Shareholder
Communications policy are available on our website.

The Board of Directors
Role and responsibilities of the Board

Your Board has helped oversee the Company through one of
the most challenging transformation projects ever attempted
by either a major telecommunications company or a major
Australian company.

Your Board is accountable to you, our shareholders, for
overseeing the management and performance of Telstra, and
is responsible for setting the Company's overall strategy and
governance which help accelerate performance. The Board's
role includes:

e Providing strategic direction to the Company by
defining the corporate objective, approving the
corporate strategy and performance objectives,
monitoring developments and approving any
variations;

e Appointing, assessing the performance of and
determining the remuneration of the CEO, overseeing
the performance of the executives who report directly
to the CEO and any other members of the
management team the Remuneration Committee
determines should be subject to its supervision and
reviewing management succession plans and senior
management performance measures and
remuneration arrangements;

e Approving the annual corporate plan;
e Approving significant business decisions;

e Ensuring appropriate resources are available to senior
management;
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e Requiring appropriate compliance frameworks and
controls to bein place and operating effectively;

e Monitoring theintegrity of internal control and
reporting systems and monitoring strategic risk
management systems;

e Approving Telstra's statutory accounts and
overseeingits financial position aswell asinternal and
external audit activities;

e Approving decisions concerning Telstra's capital and
determining the dividend policy;

e Overseeing the review and update of corporate
governance practices and procedures as necessary to
support our commitment to best practice in corporate
governance in Australia;

e Monitoring and influencing Telstra's culture,
reputation and ethical standards and encouraging a
robust whistleblowing framework;

e Driving Board succession planning; and

e Overseeing shareholder reporting and
communications.

Your Board has adopted a Charter that details its role and
responsibilities. This Charter is available on our website.

Your Board has delegated responsibility for day-to-day
management of the Company to the CEO and has put a formal
delegations structure in place which sets out the powers
delegated to the CEO and those specifically retained by the
Board. A summary of the powers retained by the Board is set
out in Appendix 1 of our Board Charter, a copy of which is
available on our website. This is complemented by a formal
delegation structure from the CEO to Telstra employees.

Board membership, size and composition

Your Board has a broad range of relevant experience in
Australian and international business and in
telecommunications. The Board's wide experience enables it
todischargeits legal obligations, perform theroles set out inits
Charter and deliver the corporate objective, as well as seeking
new ways of driving performance through innovation and
entrepreneurship.

Telstra's Constitution allows a minimum of three Directors.
The maximum number of Directors is fixed by your Directors
from time to time, but may not be more than thirteen unless
you, ourshareholders, in a general meeting, resolve otherwise.
Your Directors must not determine a maximum which is less
than the number of Directors in office at the time any such
determination takes effect.

Your Board's policy is that the Board needs to have a mix of
Directors who together provide a range of complementary
skills and appropriate experience to be well equipped to help
the Company navigate the range of challenges that we face.

The Board undertakes a rigorous process in selecting new
directors for your Board and may retain an executive search

firm to assist in this process. We consider the general
qualifications and experience of the candidate to serve on the
Board of amajor public company like Telstra. We also consider
the need, if any, that the Board has for the particular
qualifications that the candidate brings. After clearing these
threshold considerations we undertake a comprehensive
assessment of whether the candidate satisfies the
requirements of the Board's Charter and the specific criteria
agreed by the Board.

Any decision on the appointment of a new Director is made by
your Board on the basis of advice received from the
Nomination Committee.

Your Directors may appoint an individual to be a Director,
either as an addition to the existing Directors or to fill a casual
vacancy up to the maximum number. Any new Director
appointed by your Board during the year is required to stand
for election at the next annual general meeting. Individuals
may also nominate themselves (prior to the AGM and in
accordance with the process outlined in the constitution) for
election as a Director at the AGM.

All new Directors participate in a formal induction process co-
ordinated by the Company Secretary. Formal letters of
appointment are provided to all new Directors setting out the
key terms and conditions of their appointment.

The tenure of the CEO as a Director is linked to his executive
office. Under Telstra's Constitution, no other Director may hold
office for more than three years or beyond the third annual
general meetingfollowing their appointment (whicheveris the
later) without re-election. In accordance with the ASX Listing
Rules, the Company must hold an election of Directors each
year. If no Director would otherwise be required by Telstra's
Constitution to submit for election or re-election, then the
procedure in rule 23.4(b) of Telstra's Constitution must be
followed.

Arecommendation to re-elect a Director at the end of their
term is not automatic. Priorto each AGM, your Board will
determine if it will recommend to the shareholders that they
voteinfavour of there-election of the Directors due to stand for
re-election. This decisionis made by yourBoard, havingregard
to the Directors’ annual performance reviews and any other
matters it considers relevant.

The Nomination Committee may negotiate the retirement or
resignation of individual Directors after consultation with the
Board.

Abrief biography for each Director setting out their experience
and expertise and membership of Telstra Board Committees,
together with details of the year of initial appointment and re-
election (where applicable) of each Director, is outlined in the
Directors' Report.
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Role of the Chairman

The Chairman must be an independent Director and is
appointed by your Board. Telstra's Chairman, Catherine
Livingstone, isanindependent non-executive Director. She has
been a Director of Telstra since 2000 and was elected Chairman
in 2009.

The Chairman's principal responsibilities are to ensure that the
Board fulfils its obligations under the Board Charter and as
required under relevant legislation and to provide appropriate
leadership to your Board and Telstra. The Chairman's specific
responsibilities include:

* Representing the views of your Board to all
shareholders and maintaining appropriate ongoing
contact with major shareholders to ensure your Board
understands their views;

e Establishing the timetable and working with the CEO
and Company Secretary to agree the agendafor Board
meetings;

e Chairing Board meetings, non-executive Directors'
meetings and shareholder meetings;

e Facilitating Board and non-executive Directors'
meetings to ensure:

e Thediscussions are conducted in an open and
professional manner where Directors are
encouraged to express their views, leading to
objective, robust analysis and debate; and

e The coreissues facing Telstra are addressed;

e Working with the CEO to ensure the CEO provides the
Board with the information it requires to contribute
effectively to the Board decision making process and
to monitor the effective implementation of Board
decisions;

e Maintaining a regular dialogue and mentoring
relationship with the CEO and senior management,
serving as the primary link between your Board and
management and providing continuity between
Board meetings;

e Guiding and promoting the on-going effectiveness
and development of your Board and individual
Directors; and

e Ensuring the meetings of shareholders are conducted
in an open and proper manner with appropriate
opportunity to ask questions.

Director Independence

Your Board recognises the important contribution
independent Directors make to good corporate governance.

All Directors, whetherindependent or not, arerequiredto actin
the best interests of the Company and to exercise unfettered
and independent judgment.
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Your Board's current policy is that the CEO and the Chief
Financial Officer (CFO) are the only executive Directors and
that the non-executive Directors should also be independent
Directors, as defined in the Board Charter. With the exception
of the CEO and CFO, all Directors are non-executive Directors
and have been determined by your Board to be independent.

The Board, at least annually, assesses the independence of
each non-executive Director. In assessing each non-executive
Director's independence, your Board has regard to the specific
set of considerations set out in the Board Charter. These
considerations are consistent with those set out in the ASX
Principles & Recommendations.

In our view, consistent with the ASX Principles and
Recommendations, independent directors are not members of
management and are free of any business or other relationship
that could materially interfere with, or reasonably be
perceived to materially interfere with, the exercise of the
Director's unfettered and independent judgment and ability to
act in the best interests of the Company. Materiality is
assessed on a case-by-case basis from the perspective of both
Telstra and the relevant Director and consideration is given to
both qualitative and quantitative factors.

Your Board's Charter provides that if at any time during the
year a Director ceases or may have ceased to be independent,
he/sheis required to advise the Chairman immediately. Where
the Board determines a Director is no longer independent, an
announcement will be made to the market.

During fiscal 2009, no non-executive Director had any
relationships that could materially interfere, or be perceived to
materially interfere with the Director's unfettered and
independent judgement.

Board Meetings

Your Board meets to discuss strategic matters, business
performance oversight, senior executive appointments,
performance and remuneration, financial matters, risk
management, compliance, and relationships with
stakeholders. It has scheduled meetings and meets on other
occasions to deal with specific matters that need attention as
required. Your Board liaises with senior management outside
Board meetings where appropriate, and may consult with
other Telstra employees and advisers and seek additional
information.

Details of the number of meetings held by your Board during
fiscal 2009 and attendance by Board members are set out in the
Directors' Report.

The Board and the Company Secretary

The Company Secretary plays an important role in supporting
the effectiveness of the Board by monitoring that Board policy
and procedures are followed, and co-ordinating the
completion and despatch of Board agendas and materialsin a
timely manner. All directors have access to the Company
Secretary and effective 1 July 2009, the reporting relationship
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of the Company Secretary was changed so that the role
reported to Telstra's Board of Directors through the Chairman.

Board access to management and independent professional
advice

Directors have complete access to the Company's senior
management through the Chairman, CEO or Company
Secretary at any time. In addition to regular presentations by
senior management to Board and Board Committee meetings,
Directors may seek briefings from senior management on
specific matters.

Your Board has the authority to conduct or direct any
investigation required to fulfil its responsibilities and has the
ability to retain, at Telstra's expense, such legal, accounting or
other advisers, consultants or experts as it considers necessary
from time to time in the performance of its duties. All
Committees of the Board have access to independent
professional advice on the same basis.

In addition, each Director has the right to seek independent
professional advice at Telstra's expense, subject to the prior
approval of the Chairman.

Performance Evaluation

Your Board annually reviews its performance (including its
performance against the requirements of its Charter), the
performance of individual Committees and the performance of
individual Directors. In fiscal 2009, the Board performance
review was conducted internally, led by the Chairman. The
process was two-fold comprising:

¢ Awhole of Board discussion around what currently
works well and areas for improvement; and

¢ One-on-onereview meetings between the Chairman
and each Director.

The findings and recommendations were presented to the
August 2009 Board meeting.

As noted above, your Board makes recommendations to you,
the shareholders, regarding the re-election of Directors having
regard to the outcome of these reviews.

Declaration of interests

Directors are required to take all reasonable steps to avoid
actual, potential or perceived conflicts of interest and to be
sensitive to situations in which these may arise. Thisisa
matter for ongoing consideration in view of the dynamic and
rapidly changing nature of Telstra's business.

The Corporations Act, Telstra's Constitution and the Board
Charter require the Directors to disclose any conflicts of
interest and in certain circumstances to abstain from
participating in any discussion or voting on matters in which
they have a material personal interest.

A Director who believes that he or she may have a conflict of
interest or material personal interest in a matter, is required to
disclose the matter in accordance with the relevant
Corporations Act and Constitutional requirements and follow

the procedures developed by the Board to deal with such
circumstances.

Board Committees
Five standing Committees assist our Board:
e Audit Committee;
¢ Nomination Committee;
e Remuneration Committee;
e Technology Committee; and
e NBN (National Broadband Network) Committee.

The members of each Committee, their qualifications and their
attendance of Committee meetings during the year are set out
in the Directors' Report. Following each Committee meeting,
your Board receives a report from that Committee on its
activities.

Each Committee operates in accordance with a written Charter
approved by your Board. Your Board appoints the members
and the Chairman of each Committee. With the exception of
the Technology Committee and the NBN Committee, itis a
Board requirement that only independent Directors can serve
on Board Committees.

The role, function, Charter, performance and membership of
each Committee are reviewed each year as part of your Board's
annual evaluation process.

Audit Committee
Role and responsibilities of the Audit Committee
The Audit Committee:

e AssistsyourBoardindischargingitsresponsibilities by
monitoring and advising on:

e Financial reporting including:

e Theintegrity, truth and fairness of the view
given by Telstra's financial statements;

e Theintegrity of Telstra's financial systems
and processes; and

e The appropriateness of Telstra's accounting
policies and practices and consistency with
current and emerging accounting standards;

e Telstra'soverallrisk management process and the
management of specific risk areas as directed by
your Board (refer to the section entitled "Risk
Oversight and Management" below for further
information);

e The effectiveness and operation of Telstra's
Financial Reporting Compliance Framework;

e The effectiveness and operation of our internal
control environment;

e Compliance with legal and regulatory
requirements and Company policies;
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e Theexternalauditincluding the external auditors'
qualifications, scope, independence and
performance;

e Thenon-audit services disclosures to be made in
the annual report including the reasons for being
satisfied that the auditors' independence was not
compromised by the provision of these services;

e The objectivity and performance of the internal
audit function; and

e Thestructure and operation of our corporate
governance framework and related disclosures;

e Provides a forum for communication between your
Board, management and both theinternal and
external auditors; and

e Provides a conduit to your Board for external advice
on audit, risk management and compliance matters.

During the 2009 financial year, the Audit Committee
comprehensively addressed its responsibilities under its
Charter, which is available on our website.

Composition and membership of the Audit Committee

Itis your Board's policy that the Audit Committee is comprised
of at least three independent Directors. Each member is
expected to:

* Befinancially literate (be able to read and understand
financial statements) and have sufficient financial
knowledge to allow them to discharge their duties and
actively challenge information presented by
management, internal and external auditors;

e Have areasonable knowledge of Telstra, the
industries in which it operates and its risks and
controls; and

e Havethe capacity to devote the required time and
attention to prepare for and attend Committee
meetings.

At least one member of the Audit Committee should have
relevant qualifications and experience (that is, they should be
a qualified accountant or other finance professional with
experience of financial and accounting matters).

In addition, the Chairman of the Audit Committee must not be
the Chairman of the Board and no Director may serve as a
member of the Audit Committee if that Director serves on the
Audit Committee of more than two other public companies.

Meetings of the Audit Committee

Audit Committee meetings are held on a regular basis, as
determined annually in advance by your Board, and scheduled
to correspond with our financial reporting cycle. Special
meetings may be convened as required.

Other members of your Board can attend Audit Committee
meetings and the Audit Committee may ask management, the
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external auditors and others to attend meetings and provide
any required advice.

The Audit Committee regularly meets with the internal auditor
and the external auditors in the absence of management.

Relationship with external auditor

The Audit Committee oversees the relationship with the
external auditors including:

e Reviewing and agreeing on the terms of engagement
for the external auditors prior to the commencement
of each annual audit of the financial statements;

e Reviewingthe external auditors' proposed audit scope
and audit approach, including materiality levels, for
the current year in the light of Telstra's circumstances
and changes in regulatory and other requirements;
and

e Approving the provision of recurring audit services as
part of the annual approval of the audit plan.

The Audit Committee provides an annual, formal, written
report detailing the nature and amount of any non-audit
services rendered by Ernst & Young during the most recent
fiscal year and an explanation of how the provision of those
non-audit services are compatible with auditorindependence.
Details of amounts paid or payable to the auditor for non-audit
services provided during the year are disclosed in Note 8 to the
financial statements.

Telstra shareholders appointed Ernst & Young as the
Company's external auditor at the 2007 AGM following the
resignation of the Australian National Audit Office at the
conclusion of T3. The Board, on recommendation of the Audit
Committee, has extended Ernst & Young's tenure as external
auditor to the 2010 financial year. The Audit Committee will
consider whether to offer the external audit for tender for the
2011 financial year.

In accordance with the requirements of the Corporations Act
2001, at the completion of a five year term, the lead Ernst &
Young audit partner rotated upon the signing of the audit
opinion for the 2007 financial year.

The external auditors attend the AGM and are available to
answer your questions as shareholders about the conduct of
the audit and the preparation and content of the auditor's
report.

Nomination Committee
Role and responsibilities of the Nomination Committee
The Nomination Committee monitors and advises on:
e Board composition and performance;
e Directorindependence; and
e Appointment of the CEO.

During the 2009 financial year, the Nomination Committee
comprehensively addressed its responsibilities under its
Charter.
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Composition and membership of the Nomination Committee

Itis your Board's policy that the Nomination Committee is
comprised of at least threeindependent Directorsincluding the
Chairman of the Board. Each member is expected to:

* Have areasonable knowledge of Telstra and the
industries in which it operates; and

e Havethe capacity to devote the required time and
attention to prepare for and attend Committee
meetings.

Meetings of the Nomination Committee

Nomination Committee meetings are held on a regular basis,
as determined annually in advance by the Board. Special
meetings may be convened as required.

Other members of the Board can attend Nomination
Committee meetings and the Committee can invite others,
including any Telstra employees, to attend all or part of its
meetings as it deems necessary or appropriate. However, if a
person has amaterial personalinterestin a matterthatisbeing
considered at a meeting, they must not be present for
consideration of that matter.

The Board's policy and procedure for the selection, nomination
and appointment of Directors is discussed in further detail
above in the section entitled "Board membership, size and
composition”.

Remuneration Committee
Role and responsibilities of the Remuneration Committee
The Remuneration Committee monitors and advises on:
e Board remuneration;
e CEO performance and remuneration;

e The performance and remuneration of the executives
who report directly to the CEO and any other members
of the management team the Remuneration
Committee determines should be subject to its
supervision;

¢ Remuneration strategies, practices and disclosures;
and
¢ Employee share and option plans.

The Committee also exercises the administrative powers
delegated to it by your Board under Telstra's share option
plans and, in certain circumstances, makes offers to employees
under those plans.

During the 2009 financial year, the Remuneration Committee
comprehensively addressed its responsibilities.

Composition and membership of the Remuneration Committee

Itis your Board's policy that the Remuneration Committee is
comprised of at least three independent Directors, including
the Chairman of the Board. Each member is expected to:

e Befamiliar with the legal and regulatory disclosure
requirements in relation to remuneration;

e Have adequate knowledge of executive remuneration
issues, including executive retention and termination
policies, and short term and long term incentive
arrangements;

e Have areasonable knowledge of Telstra and the
industries in which it operates; and

e Havethe capacity to devote the required time and
attention to prepare for and attend Committee
meetings.

Meetings of the Remuneration Committee

Remuneration Committee meetings are held on aregular basis
as determined annually in advance by your Board and
scheduled to correspond with our remuneration review and
reporting cycle. Special meetings may be convened as
required.

Other members of your Board can attend Remuneration
Committee meetings and the Remuneration Committee may
invite other people including any Telstra employees to attend
allorpart ofits meetings, as it deems necessary or appropriate.
However, if a person has a material personal interest in a
matter that is being considered at a meeting, he/she must not
be present for consideration of that matter.

Our Remuneration Framework

Information in relation to Telstra's remuneration framework
(including information regarding the remuneration strategy
and policies and their relationship to Company performance),
can be found in the Remuneration Report which forms part of
the Directors'Report, together with details of the remuneration
paid to:

e Board members; and

e Senior executives who were the key management
personnel of the Company during fiscal 2009.

The Remuneration Committee seeks and receives extensive
external advice from independent remuneration consultants
in determining Telstra's remuneration practices.

Each year, your Board reviews the CEQ's performance against
agreed measures, broader expectations and other relevant
factors. Each year, the CEO undertakes a similar exercise in
relation to senior management. The results of the CEO's
annual performance review of senior management are
considered by your Board. The process for evaluating the
performance of the CEO and senior executives is discussed in
greater detail in our Remuneration Report (particularly in the
context of determining levels of compensation and
entitlements to performance based remuneration). In fiscal
2009, the performance of the CEO and key management
personnel was reviewed in the manner set out in our
Remuneration Report.
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Technology Committee

The Technology Committee allows the Board to review
technology developments which can enhance Telstra's
business in greater detail than is possible at Board meetings.
The Committee will regularly review product development
activities including proposed new technology products and
timelines to market. The Committee's purpose is primarily
educative.

NBN Committee

The NBN Committee was established during fiscal 2009. The
role of the NBN Committee is to assist the Board in discharging
its responsibilities by monitoring and advising on the
formulation and implementation of the Company's strategy in
relation to the Federal Government's NBN policy initiative and
the associated regulatory issues, and other matters arising
from, or in connection with, NBN.

Risk Oversight and Management
Management of opportunities and risks

Telstra faces a variety of risks due to the complexity of its
business and the dynamic business environment in which we
operate. The effective management of risks enables Telstra to
achieveits objectives, create value for our shareholders, satisfy
our customers, and protect our staff, our assets, the
community, and the natural environment. Telstra's
commitmentisto managethoserisks that arise in the course of
Telstra's business to an acceptable level, so as to maximise
opportunities and minimise negative outcomes. Recognising
this, Telstra has established a formal and robust approach for
the identification, management and oversight of its risks and
opportunities related to the successful pursuit of its business
objectives.

This approach is supported by Telstra's Risk Management
Policy, the Telstra's Business Principles and a number of other
policies that directly or indirectly seek to manage risks.

Risk management roles and responsibilities

Risk management occurs at all levels of the Company. Telstra
management and staff have primary responsibility and
accountability for the proactive identification, ownership and
management of risks. Management are responsible for
ensuring that they have appropriate resources and expertise
available to monitorthe control environment and to assess the
ongoing effectiveness of risk treatments. Management also
periodically update the Audit Committee on their material
business risks.

In addition, Telstra has groups which manage and reportin
specialised areas such as Compliance, Climate Change,
Treasury, Insurance, Credit, and Regulatory risks.

The Audit Committee oversees management's design and
implementation of Telstra's risk management system and
approves the Company-wide risk management policy. They
arealsoresponsible for reviewing trends in the risk profiles and
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monitoring the performance of managementin implementing
risk treatments.

Your Board monitors the integrity of the internal control and
reporting systems, the strategic risk management systems,
and the processes for managing Telstra's strategic, financial,
operational and compliance risks. In addition, the Board has
established a program for its review and oversight of Telstra's
strategic and operational risks.

Telstra's Risk Management and Assurance group supports
management, the Audit Committee and the Board by
undertaking independent risk assessments in key areas and by
providing assurance and advice over the adequacy and
effectiveness of key internal controls, systems and processes.

For the financial year ended 30 June 2009, the CEO and CFO
have provided the Board with the certifications required by the
Corporations Act and those set out in the ASX Principles and
Recommendations. Specifically, your Board has received:

e Reports from management as to the effectiveness of
the Company's management of its material business
risks;

e Thedeclaration from the CEO and CFO required in
accordance with section 295A of the Corporations Act
that the Company's financial reports for the year
ended 30 June 2009 presented a true and fair view of
the Company's financial position and performance
were in accordance with relevant accounting
standards; and

e Assurance from the CEO and CFO that the section 295A
declaration was founded on a sound system of risk
management and internal control and that the
system is operating effectively in all material respects
in relation to financial reporting risks.

Telstra Values, Telstra Business Principles, Code of Conduct
and other Company policies

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

We provide guidance to our Directors, senior management and
employees on the practices, principles and standards of
corporate and personal behaviour required of all of our officers
and employees in performing their daily business activities
through our Company values, the Telstra Business Principles
and our Company policies, including our Code of Conduct. The
Telstra Business Principles, the Code of Conduct and other
Company policies reinforce the standards of appropriate
business and ethical behaviour expected from allemployees. A
mandatory training program for all employeesis in place to
reinforce these standards.

Our Values, the Telstra Business Principles and our Code of
Conduct are available on our website.
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Whistleblower policy and service

We have a whistleblower policy and a confidential
whistleblower service which provides our staff with an avenue
to raise concerns they might have with behaviour that is
potentially illegal, improper or unethical. The whistleblowing
process is supported by an independent service provider who
specialises in receiving sensitive reports or disclosures. All
reports or disclosures are treated as confidential and reports
can be made anonymously. Reports are referred to our Ethics
Committee which is made up of senior managers and oversees
the investigation of these matters and the implementation of
any recommendations considered appropriate.

The Audit Committee oversees the whistleblowing program,
receives regular reports from the Ethics Committee, and
provides an escalation channel for the Ethics Committee where
required. Our whistleblowing policy reflects the Telstra values
of accountability, integrity and leadership, supports our Code
of Conduct and complements existing management structures
and functions.

Share Trading

Telstra's share trading policy prohibits Directors, the CEO,
senior management and certain other employees (and their
associates) from engaging in short-term trading of our
securities, including the acquisition of derivatives and financial
and other productsissued or created over Telstra's shares by us
or any third party. This policy also restricts the buying or
selling of Telstra securities to three "window" periods (between
24 hours and one month following the release of the annual
results, the release of the half-yearly results and the close of
the AGM) and at such other times as the Board permits. Trading
during these window periods is subject to the overriding
requirement that buying or selling of Telstra securities is not
permitted at any time by any person who possesses price-
sensitive information which is not generally available in
relation to those securities.

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

The Company also implemented a policy from 1 October 2008
that prohibits Directors, senior management and other
designated people from using Telstra shares as collateral in
any financial transaction (including margin loan
arrangements) or any stock lending arrangement.
Arrangements that were in place prior to 1 October 2008 which
would otherwise be prohibited by this policy are permitted to
continue until 1 October 2009.

Further, Directors, the CEO, senior management and relevant
employees are prohibited from entering into arrangements
which effectively operate to limit the economic risk of their
security holdings in Telstra allocated under our incentive plans
during the period the shares are held in trust on their behalf by
the trustee or prior to the exercise of any security.

Market disclosure

Telstra has established procedures intended to ensure that it
complies with its market disclosure obligations. In particular, a
comprehensive continuous disclosure procedure is in place.
Thisis reviewed and updated on aregular basis. The aim of this
procedure is to ensure that price-sensitive information is
released in a timely fashion to the various stock exchanges on
which Telstra's shares and debt securities are listed.

The procedure provides that:

e Board approval and input is required in respect of
announcements that relate to matters that are within
the reserved powers of the Board (and responsibility
for which has not been delegated to management) or
matters that are otherwise of fundamental
significance to Telstra;

e Where Board approval and input cannot be obtained
duetotherequirementforimmediate disclosureto the
market to ensure compliance with the continuous
disclosure laws, the CEO and CFO may authorise
disclosure prior to Board approval and input;

e The CEO and CFO are responsible for determining
whether a proposed announcement is required to be
considered and approved by the Board;

e Ultimate management responsibility for continuous
disclosure rests with the CEO and the CFO;

» Theresponsibilities of the Continuous Disclosure
Committee (the Committee), which is chaired by the
Company Secretary, include:

e Ensuringthere is an adequate system in place for
the disclosure of all material information to the
ASX; and

e Advising the CEO and the CFO in relation to the
disclosure of information reported to the
Committee;

e The Committee's membership includes the Company
Secretary, a representative of Public Policy and
Communications, the General Counsel - Finance and
Administration, a representative from Finance and
Administration and the General Manager - Investor
Relations or their delegates;

e Senior management (including Group Managing
Directors other than the CFO and their direct reports,
all Group Financial Controllers and certain legal and
regulatory counsel) must immediately inform the
Committee of any potentially price-sensitive
information or proposal as soon as they become
aware of it;
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e Where material information has originated in the
office of the CEO or the CFO or has been reported
directly to them, the CEO or CFO may, at their
discretion, seek the advice of, or a recommendation
from, the Committee in deciding whether to make or
approve an ASX announcement in relation to that
material information; and

e Ifthe matteris disclosable, an announcement is
prepared and immediately sent via the Company
Secretary's office electronically to all relevant stock
exchanges.

Telstra has implemented several practices internally to
reinforce the importance of its continuous disclosure
obligations and the need to keep the Committee informed
about potentially disclosable matters. These practices are
reviewed regularly and include:

e Every Director is made aware of our continuous
disclosure obligations upon taking office and each
member of senior management undertakes training
with the General Counsel - Finance and Administration
or delegate, in relation to our continuous disclosure
obligations;

¢ Aweekly emailis sent to all senior management
reminding them to notify the Committee immediately
if they become aware of any potentially price-
sensitive information or proposals;

e The Committee maintains a list of issues which,
although not yet disclosable, are monitored in case
they become disclosable;

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

e Aspecificinformation paperis prepared foreach Board
meeting summarising ASX announcements and
details of significant matters considered by the
Committee but judged not to be disclosable; and

e The Office of the Company Secretary maintains a
record of all market announcements made. The
announcements are also posted on our website after
market release is confirmed.

Telstra's Investor Relations Communication Policy governs
communications and the provision of information to
shareholders, brokers and analysts. The aim of this policy is to
ensure that we provide investors and the financial community
with appropriate and timely information whilst at the same
time ensuring that Telstra fulfils its statutory reporting
obligations under the Corporations Act and the ASX Listing
Rules.

Legal and Regulatory Compliance

Telstra is committed to conducting its business in compliance
with its legal and regulatory obligations. Compliance with
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these obligations is not just a legal requirement but is integral
to the Company's commitment to its employees, customers,
shareholders and the community. Complianceis a key element
of the Telstra Values which are the foundation for the cultural
priorities and the way Telstra pursues its vision and mission.

Your Board and the senior management team are committed
to ensuring thereis an appropriate compliance framework and
complementary controls in place to provide an appropriate
level of confidence that the Company is operating in
compliance with relevant laws, regulations and industry
codes. Thisis achieved through the Compliance & Corporate
Ethics Framework (the C&CEF). Your Board has given the Audit
Committee specific responsibility for reviewing Telstra's
approach to achieving compliance with laws, regulations and
associated industry codes in Australia and overseas and for the
general oversight of compliance issues. This oversight is
facilitated by the preparation of a regular and comprehensive
compliance report highlighting aspects of the C&CEF and
summarising our compliance initiatives and issues.

The C&CEF brings together Telstra's business units and the
individual subject matter specific compliance programs in an
integrated, consistent and collaborative way.

Telstra has adopted a comprehensive program-based
approach to compliance. This has been fundamental to its
approach to compliance for many years and this continues to
be a key element of the C&CEF. Subject matter experts work
with the business to help understand the many legal and
regulatory obligations and responsibilities faced by the
Company and translate them into appropriate practice. There
are currently 14 programs under the C&CEF including health
and safety, environment, privacy, trade practices, diversity,
disability, fraud, industry regulation, information security,
operational separation, financial reporting, records
management, whistle-blowing and continuous disclosure.

This program-based approach at a corporate levelis supported
by a network of senior personnel appointed to the role of
Business Unit Compliance Manager. They are, in turn,
supported by other personnel at the business unit level with
specific responsibility for the implementation of the
compliance programs within their business unit. This structure
has been designed with the aim of ensuring that each business
unit's operations are conducted in accordance with the
Company's obligations in an efficient, effective and integrated
manner that reflects that business unit'sindividual compliance
risk profile.



Corporate Governance Statement

Telstra Corporation Limited and controlled entities

Political and Other Donations

Telstra does not make political donations. However, in line
with other major publicly listed companies, we do pay fees to
attend events organised by political parties where those
events allow for discussion on major policy issues with key
opinion leaders and policy makers.

We make donations and contribute funds to community and
other organisations as part of our approach to corporate
responsibility. Further discussion of your Company's corporate

responsibility is provided above in the section entitled
"Corporate Responsibility".

Compliance with the ASX Principles and Recommendations

The table below is provided to facilitate your understanding of
Telstra's compliance with the ASX Principles &
Recommendations.

Recommendation

Please refer to the following sections of the Corporate
Governance Statement

Recommendation 1.1:
Companies should establish the functions reserved to the board and
those delegated to senior executives and disclose those functions.

See “Role and Responsibilities of the Board”.
See also the Board Charter including Appendix 1 which is
available in full from our website.

Recommendation 1.2:
Companies should disclose the process for evaluating the performance
of senior executives.

See the Remuneration Report which forms part of the
Directors’ Report.

Recommendation 2.1:
A majority of the board should be independent directors.

See “Director Independence”.

Recommendation 2.2:
The chair should be an independent director.

See “Role of the Chairman".

Recommendation 2.3:
The roles of chair and chief executive officer should not be exercised by
the same individual.

See “Role of the Chairman".

Recommendation 2.4:
The board should establish a nomination committee.

See “Nomination Committee”.
See also the Nomination Committee Charter which is
available in full from our website.

Recommendation 2.5:
Companies should disclose the process for evaluating the performance
of the board, its committees and individual directors.

See “Performance Evaluation”.

Recommendation 3.1:
Companies should establish a code of conduct and disclose the code or a
summary of the code as to:
* The practices necessary to maintain confidence in the company’s
integrity;
« The practices necessary to take into account their legal obligations
and the reasonable expectations of their stakeholders; and
» The responsibility and accountability of individuals for reporting
and investigating reports of unethical practices.

See “Telstra Values, Telstra Business Principles, Code of
Conduct and Other Company Policies”.

See also the Telstra Business Principles and Code of
Conduct which are available in full from our website.

ANERNERANEANEANE YR IR

Recommendation 3.2:

Companies should establish a policy concerning trading in company
securities by directors, senior executives and employees, and disclose
the policy or a summary of that policy.

See “Share Trading”.
See also the Telstra Share Trading Policy which is
available in full from our website.

Recommendation 4.1:
The board should establish an audit committee.

See “Audit Committee”.

N

Recommendation 4.2:
The audit committee should be structured so that it:
» Consists only of non-executive directors;
« Consists of a majority of independent directors;
¢ Is chaired by an independent chair, who is not chair of the board;
and
» Has at least three members.

See “Audit Committee”.
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Recommendation

Please refer to the following sections of the Corporate
Governance Statement

Recommendation 4.3:
The audit committee should have a formal charter.

N

See “Audit Committee”.
See also the Audit Committee Charter which is available
in full from our website.

Recommendation 5.1:

Companies should establish written policies designed to ensure
compliance with ASX Listing Rule disclosure requirements and to ensure
accountability at a senior executive level for that compliance and
disclose those policies or a summary of those policies.

<\

See “Market Disclosure”.
See “Telstra Values, Telstra Business Principles, Code of
Conduct and Other Company Policies”.

Recommendation 6.1:

Companies should design a communications policy for promoting
effective communication with shareholders and encouraging their
participation at general meetings and disclose their policy or a
summary of that policy.

See “Shareholder Communications”.

See “Telstra Values, Telstra Business Principles, Code of
Conduct and Other Company Policies”.

See also the Shareholders Telstra Business Principle and
the Shareholder Communications Company Policy which
are available in full from our website.

Recommendation 7.1:
Companies should establish policies for the oversight and management
of material business risks and disclose a summary of those policies.

N

See “Risk Oversight & Management”.
See also the Telstra Business Principles which are
available in full from our website.

Recommendation 7.2:

The board should require management to design and implement the
risk management and internal control system to manage the
company’s material business risks and report to it on whether those
risks are being managed effectively. The board should disclose that
management has reported to it as to the effectiveness of the company’s
management of its material business risks.

N

See “Risk Oversight & Management”.

Recommendation 7.3:

The board should disclose whether it has received assurance from the
chief executive officer (or equivalent) and the chief financial officer (or
equivalent) that the declaration provided in accordance with section
295A of the Corporations Act is founded on a sound system of risk
management and internal control and that the system is operating

effectively in all material respects in relation to financial reporting risks.

See “Risk Oversight & Management”.

Recommendation 8.1:
The board should establish a remuneration committee.

N

See “Remuneration Committee”.
See also the Remuneration Committee Charter which is
available in full from our website.

Recommendation 8.2:

Companies should clearly distinguish the structure of non-executive
directors’ remuneration from that of executive directors and senior
executives.

N

See the Remuneration Report which forms part of the
Directors’ Report.
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Listing Information

Markets in which our shares are traded

We are listed, and our shares are quoted on the Australian
Securities Exchange (ASX) and on the New Zealand Stock
Exchange (NZX). A parcel of unquoted shares which were held
by the Future Fund Board of Guardians (Future Fund), were
quoted in October 2008. Consequently all of our issued shares
are now quoted on the ASX and NZX.

Our securities were initially listed on 17 November 1997. This
followed the sale by the Commonwealth of 33.3% of its shares
in the Company. Subsequently on 18 October 1999, the
Commonwealth sold an additional 16.6% of the shares in the
Company. On 20 November 2006 under the Telstra 3 Share
Offer, the Commonwealth sold a further 31.1% of its shares in
the Company and transferred the remaining 17.1% to the
Future Fund.

Under the terms of the Telstra 3 Share Offer, Telstra shares
transferred to the Future Fund were held in escrow for a two

year period commencing on 20 November 2006 during which
time the shares were not able to be sold, subject to some
limited exceptions. The Future Fund shares were released out
of escrow on 20 November 2008. The Future Fund sold down a
parcel of 684,369,089 shares by block trade facility in August
2009.

Markets on which our debt securities are listed

We also have debt securities listed on the ASX, the London
Stock Exchange and the Swiss Stock Exchange.

Distribution of securities and security holdings
The following table shows the number of listed shares onissue
at 28 August 2009:

Identity of

person or group
Listed shareholders

Amount owned %
12,443,074,357 100.00

Title of class
Listed Shares

Distribution of shares

The following table summarises the distribution of our listed
shares as at 28 August 2009:

Size of Holding Number of Shareholders % Number of Shares %
1-1,000 713,464 49.49% 413,841,686 3.33%
1,001-2,000 263,353 18.26% 382,231,011 3.07%
2,001-5,000 278,022 19.28% 884,384,642 7.11%
5,001-10,000 113,219 7.85% 781,855,963 6.28%
10,001-100,000 71,410 4.95% 1,585,921,800 12.74%
100,001 and over 2,479 0.17% 8,394,839,255 67.47%
Total 1,441,947 100.00% 12,443,074,357 100.00%

The number of shareholders holding less than a marketable
parcel of shares was 14,183 holding 1,126,310 shares.
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Substantial shareholders

As at 28 August 2009, other than the Future Fund Board of
Guardians which holds 10.86% of shares (details of which are
contained in the table below), we are not aware of any other
substantial shareholders.

Twenty largest shareholders as at 28 August 2009

The following table sets out the Top 20 holders of our shares
(when multiple holdings are grouped together):

Shareholders Number of Shares % of Issued Shares
1 HSBC Custody Nominees (Australia) Limited 1,491,898,188 11.99%

2 National Nominees Limited 1,362,322,985 10.95%

3 Future Fund Board Of Guardians 1,351,368,957 10.86%

4 J P Morgan Nominees Australia Ltd 1,228,081,057 9.87%

5 Citicorp Nominees Pty Limited 525,937,886 4.23%

6 RBCGlobal Services Australia Nominees Pty Ltd 314,531,588 2.53%

7 Cogent Nominees Pty Limited 223,322,012 1.79%

8 ANZ Nominees Limited 162,607,109 1.31%

9 AMP Life Limited 125,113,893 1.01%
10 UBS Nominees Pty Ltd 94,114,333 0.76%
11 Queensland Investment Corporation 92,759,816 0.75%
12 UBS Wealth Management Australia Nominees Pty Ltd 64,432,870 0.52%
13 Australian Reward Investment 53,992,100 0.43%
14 Merrill Lynch (Australia) Nominees Pty Limited 49,153,666 0.40%
15 Australian Foundation Investment Company Limited 48,820,000 0.39%
16 Neweconomy Com Au Nominees Pty Limited 46,418,851 0.37%
17 ANZ Nominees Limited - SL Cash Income Account 44,381,499 0.36%
18 Brispot Nominees Pty Ltd 43,168,865 0.35%
19 Telstra ESOP Trustee Pty Ltd 38,916,450 0.31%
20 Telstra Growthshare Pty Ltd 35,024,355 0.28%
Total 7,396,366,480 59.46%

Voting Rights

Shareholders (whether residents or non-residents of Australia)
may vote at a meeting of shareholders in person, directly, by
proxy, attorney, or representative, depending on whether the
shareholder is an individual or a company.

Subject to any rights or restrictions attaching to our shares, on
ashow of hands each shareholder present in person or by
proxy, attorney or representative has one vote and on a poll,
has one vote for each fully paid share held. Presently, we have
only one class of fully paid ordinary shares and these do not
have any voting restrictions. If shares are not fully paid, ona
poll the number of votes attaching to the shares is pro-rated
accordingly.
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In accordance with a resolution of the Board, the directors
present their report on the consolidated entity (Telstra Group)
consisting of Telstra Corporation Limited and the entities it
controlled at the end of, or during the year ended, 30 June
2009.

Principal activity

Telstra's principal activity during the financial year was to
provide telecommunications and information services for
domestic and international customers. There has been no

significant change in the nature of this activity during the year.

Strategy

We are Australia’s largest telecommunications and
information services company. We offer a full range of
products and services throughout Australia and various
telecommunication services in certain overseas countries. We
have the telecommunications networks, distribution channels
and an integrated Portfolio of assets - including BigPond ®,
Sensis and FOXTEL' - to deliver world class services to all of our
customers.

We are delivering on our value-based strategy. Our network
and information technology transformations are providing us
with the capability to streamline our processes and provide
integrated telecommunication services that are simple and
valued by our customers. We have also built world class mobile
(Next G™) and fixed (Next IP™) networks. This is differentiating
us from our competitors and providing us with a competitive
advantage.

Our strategy is to provide customers with world-class products
and services to deliver a superior customer experience. This
involves ensuring we understand our respective customers’
unique segment needs, priorities and expectations which is
enabling us to compete on value and personalise the customer
experience across our segments. While this is our strategy, we
acknowledge not all experiences have yet met expectations.
Our team is focused on quickly improving the customer
experience so it becomes an unequivocal point of
differentiation in the market place.

Notwithstanding the customer service challenge, the
investment we have made in transforming the business is
flowing through to our financial performance, as we continue
to grow revenue and remove costs. The migration of customers
from our legacy systems to the new systems continues, and we
must now drive the benefits of the new systems and processes.
However, we acknowledge that the migration to new systems
has presented customer service challenges for some
customers. Overthe next 12 months a continued improvement
in customer experience is a key priority for us.

Our major achievements in the past year include:

» theunveiling of another world first for the Next G™
network - the fastest mobile broadband modem in the
world, with device rated speeds of 21 megabits per
second (Mbps) downlink and 5.4Mbps uplink, witha
clear roadmap to peak network downlink speeds of
42Mbps (actual user data speeds are lower). The Next
G™ network is delivering to customers actual usable
speeds that are unsurpassed by any other
commercially available network in the world,;

e theextension of our Next G™ network breadth and
depth of coverage, delivering coverage to 99% of
Australia’s population or more than two million
square kilometres;

e theroll-out of a9,120 kilometre submarine cable from
Sydney to Hawaii named “Telstra Endeavour” to meet
the needs of growing internet traffic between
Australia and the United States. The cable can be
scaled up to 1.28 terabits per second of capacity
between the two countries; and

e thelaunch of a unified messaging platform
MyConnect™, a business and consumer offering that
allows customers to access emails and other
communications from their address book of either
their PC or mobile.

Other highlights over the last twelve months include:

e mobilerevenue exceeded PSTN revenue for the first
time in a fiscal year;

e thenumber of 3GSM services in operation (SI0)
exceeded 2GSM SIO’s for the first time;

e creation of anew business unit called Telstra Media to
focus on leveraging our unique online and mobile
content assets to drive future growth both in Australia
and internationally; and

e expanding our presence in China with the acquisition
of controlling interests in two of the country’s leading
mobile content and online music businesses; China M
and Sharp Point. The acquisitions put us in a central
position in the mobile data value chain in China,
where we are already holding market leading
positions in three key online business segments: real
estate, automotive and consumer electronics.

Industry dynamics

The Australian telecommunications industry is highly
competitive and continually changing. In addition to the
proposed regulatory changes and National Broadband
Network (NBN) outcomes, advances in technology are
transforming the telecommunications industry. In recent
years, we have seen various new product offerings released to
the market, including the provision of high-speed wireless
services, 3GSM mobile services and our Next G™ network to
accommodate this.

The broadband sector is in a significant growth phase because
of the benefit it provides in cutting costs, by reducing the need
for travel, saving time and generating new business. In turn
the demand for high speed internet access accelerates.

We aim to be at the forefront of providing leading edge
telecommunications services to meet the demands of our
customers. By the end of December 2009, we expect to have
upgraded our HFC cable broadband network to deliver
100Mbps into the home in the current footprint of Melbourne,
more than triple the current peak speed, with further upgrades
potentially to speeds of up to 200Mbps into the home. Cable,
along with our other fixed-line infrastructure, will be a key
driver of next generation broadband in Australia, asitis around
theworld. This cable upgrade will position us to deliver on our
vision of a world-class fixed-line infrastructure that
complements our world-leading Next G™ mobile broadband
network in delivering services that meet our customers’ needs.

Financial performance

Our net profit for the year was $4,076 million (2008: $3,711
million) up 9.8%. This result was after deducting:

e netfinance costs of $900 million (2008: $1,086 million);
and
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¢ income tax expense of $1,582 million (2008: $1,429
million).

Earnings before interest and income tax expense was $6,558
million, representing an increase of $332 million or 5.3% on the
prior year’s result of $6,226 million.

This increase was due to revenue growth in mobile services,
fixed and wireless broadband and IP solutions, offset by a
moderate decline in PSTN revenues and small increase in
operating costs.

The significant deterioration in the economic environment
over the year is presenting a fresh set of challenges not
experienced in this country for some time. However, despite
the downturn, we continue to grow the business and generate
increasing cash flows. Our financial position remains strong
and we continue to deliver on our strategy.

Our total revenue (excluding finance income) increased by
$612 million or 2.4% to $25,614 million (2008: $25,002 million).

Growth in total revenue was mainly attributable to:
e mobilesrevenue - increased by $469 million, up 7.3%;
o fixedinternet - increased by $140 million, up 6.9%; and

e IPanddataaccessrevenue-increased by $130 million,
up 8.1%.

Mobile services revenue (including wireless broadband)
continues to grow strongly. There are now in excess of 6.3
million 3GSM SI0’s, with migrating customers continuing to
record higher ARPU than 2GSM customers. Asignificant
contributor to this growth has been wireless broadband, which
is continuingits rapid growth. Mobiles revenue for the year of
$6,878 million exceeded PSTN revenue of $6,337 million for the
first time in a fiscal year.

Fixed internet revenue grew during the year due to fixed
broadband. ARPU’s are increasing as customers continue to
migrate across to higher speed broadband plans, due to an
increased demand for applications and content. However,
over the last year we have seen a significant slow down in
subscriber growth in fixed broadband.

IP and data access revenue growth during the year was driven
by the success of the Telstra Next IP™ network. Within the
access portfolio, IP Metropolitan Area Network (IP MAN) is the
largest revenue generating data product, which continues to
record double digit growth.

Partially offsetting the sales growth in these areas is a decline
of $329 million or 4.9% in PSTN product revenue, with lower
usage revenue across most calling categories.

Total operating expenses (before depreciation and
amortisation, finance costs and income tax expense) increased
by only $84 million or 0.6% compared with the prior year. This
growth was attributable to:

e goods and services purchased - $5,313 million, up
2.5%; offset by

e labour-$4,131 million, down 0.6%; and
e other expenses - $5,225 million, down 0.4%.

Goods and services purchased increased by 2.5%, which isin
line with our target of maintaining growth in this expense
category at or below sales revenue growth. The increase in
fiscal 2009 is largely due to higher international network
payments resulting from foreign exchange movements and
higher offshore traffic and volumes.
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Labour expenses decreased by $27 million, driven primarily
through successful implementation of headcount reduction
strategies and productivity improvement.

Other expenses decreased by $21 million, the first
year-on-year reduction since fiscal 2005. The decrease is
predominantly due to lower promotion and advertising costs,
as spending was more targeted, and strong discretionary cost
management. Service contract costs however continued to
increase, mainly driven by the migration of consumer
customers onto the new billing systems. While impairment
costs fell, bad and doubtful debts increased by 15.1% to $289
million due to higher levels of aged debt and insolvency due to
the economic conditions.

Depreciation and amortisation expenses have risen by $200
million to $4,390 million for the year ended 30 June 2009. The
increase has been driven mainly by acceleration in
depreciation of CSL New World mobile network assets which
have been replaced, and increased amortisation cost
associated with the IT transformation.

Cash flow and financial condition

Our credit rating outlook at 30 June 2009 is consistent with the
prior year. Our credit ratings are as follows:

Long term |Short term Outlook
Standard & Poors A Al negative
Moodys A2 P1 negative
Fitch A F1 stable

We reported a strong free cash flow position and we continue
to source cash through ongoing operating activities and
through careful capital and cash management.

Our cash flow before financing activities (free cash flow) has
increased by $510 million to $4,365 million in the current year
as our peak capital spending years are now behind us and we
start to realise the benefits of our transformation. This
position, combined with our borrowing program, will continue
to support our ongoing operating and investing activities
within our target financial parameters.

Our net debt at 30 June 2009 was $15,655 million, up $269
million from 30 June 2008. The increase is due to borrowings
during the period totalling $2,627 million, offset by net
maturities, a stronger cash position and fair value gains
recorded against our borrowings and derivatives.

We have no long term debt maturities to refinance until March
2010 and June 2010, with a total of $1,525 million maturingin
the next 12 months.

Dividends, investor return and other key ratios

Our basic earnings per share increased to 32.9 cents per share
in fiscal 2009, up 10.0% from 29.9 cents per share in the prior
year. The majority of the increase was due to higher profit in
fiscal 2009.

On 13 August 2009, the directors resolved to pay a final fully
franked dividend of 14 cents per ordinary share ($1,737
million), bringing dividends per share for fiscal 2009 to 28 cents
per share. The dividends will be fully franked at a tax rate of
30%. Therecord date for the final dividend will be 28 August
2009 with payment being made on 25 September 2009. Shares
will trade excluding entitlement to the dividend on 24 August
2009.
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Dividends paid during the year include:

Date Dividend Total
Dividend resolved | Datepaid | pershare | dividend
Final dividend
14 t
for the year 13 August 21 September franieeTi tso $1,737 million
ended 30 June 2008 2008 100% ’
2008
Interim
L 14 cents
dividend for the 26 February| g i 5409 | franked to [$1,737 million
year ended 30 2009 100%
June 2009

The Future Fund has declined to participate in the dividend
reinvestment plan (DRP) for the 2009 final dividend and
accordingly the directors of Telstra Corporation Limited have
determined the DRP continues to be suspended.

No decision with respect to the payment or funding of future
ordinary dividends has been made. The Board will make these
decisions in the normal cycle having regard to, among other
factors, the Company’s earnings and cash flow requirements,
as well as regulatory decision impacts.

Other relevant measures of return include the following:
e Returnon average assets - 2009: 17.4% (2008: 16.8%)
e Returnon average equity - 2009: 33.3% (2008: 30.3%)

The return on both average assets and average equity were
higher in fiscal 2009 primarily due to the increased profit in
fiscal 2009.

National Broadband Network

On 7 April 2009, the Australian Government terminated the
National Broadband Network (NBN) Request for Proposals
(RFP) process it commenced in April 2008, on the basis of advice
from the independent panel of experts that none of the
national proposals it had received in response to the RFP
offered value for money. Instead, the Government announced
it would establish a new company to build and operate a NBN
which is intended to connect 90% of Australian premises using
fibre to the premises technology, with the remaining 10% to be
connected using a combination of wireless and satellite
technologies. The NBN will be a national, wholesale-only and
open access network, which the Government envisages will
take up to 8 years to build. The Government is conducting an
implementation study (which is expected to be finalised in
early 2010) to determine the operating arrangements, detailed
network design and ways to attract private sector investment.

We are committed to working constructively with the
Government to find the best possible solution for Australians.
We welcome the NBN as an important nation-building
initiative, however, thereis arisk that the NBN may negatively
impact on our business over the long term. The exact extent of
that impact and of our participation in the NBN is unlikely to
become clear until, at the earliest, after the implementation
study is complete in early 2010.

Regulatory Reform Discussion Paper

On 7 April 2009, the Commonwealth also issued a discussion
paper containing possible options for regulatory reform,
including: the streamlining of access regulation; additional
powers for the ACCC; greater promotion of competition
(including options for greater vertical and horizontal
separation of Telstra such as functional separation and
possible divestment of Telstra Cable related assets); changes to
universal service arrangements; and greater customer service
guarantee requirements.

The Commonwealth has since received submissions on the
options canvassed and is considering what actionit will take. It
has indicated that the outcome of the review, once
determined, will be implemented via legislation to be
introduced to Parliament by the end of 2009. The outcome of
this process is likely to increase Telstra’s regulatory
obligations, and the associated costs to our business.

Significant changes in the state of affairs

There were no significant changes in the state of affairs of our
Company during the financial year ended 30 June 2009.

Business strategies, likely developments and prospects

Thedirectorsbelieve, onreasonable grounds, that we would be
likely to be unreasonably prejudiced if the directors were to
provide more information than there is in this report or the
financial report about:

e thebusiness strategies, likely developments and
future prospects of our operations; or

e theexpected results of those operations in the future.
Events occurring after the end of the financial year

The directors are not aware of any matter or circumstance that
has arisen since the end of the financial year that, in their
opinion, has significantly affected or may significantly affect
in future years Telstra’s operations, the results of those
operations or the state of Telstra’s affairs, other than the
following significant change to Directshare allocations from
fiscal 2010:

As aresult of the changes to tax laws governing employee
share schemes, creating uncertainty in relation to the future
tax treatment of shares acquired under employee share
schemes, the Board has determined that non-executive
directors will not be required to receive a minimum of 20% of
their total remuneration as Directshares from 1 July 2009.
Instead, the Board has decided to implement a policy to
encourage non-executive directors to hold a total value
equivalent to 50% of their totalremuneration as Telstrashares.
Such shares are to be acquired over a five year period from 1
July 2009 to further align the remuneration structure with the
interests of shareholders.

Details of directors and executives

Changes to the directors of Telstra Corporation Limited during
the financial year and up to the date of this report were:

e John P Mullen was appointed as a director from 1 July
2008;

» Donald G McGauchieretired as Chairman and as a
director on 8 May 2009;

e Catherine B Livingstone was appointed as Chairman
on 8 May 2009;

e JohnV Stanhope was appointed as an executive
director on 8 May 2009;

e Solomon D Trujillo ceased as Chief Executive Officer
and as an executive director effective 15 May 2009;
and

e David I Thodey was appointed as Chief Executive
Officer and as an executive director from 19 May 2009.

Information about our directors and senior executives is
provided as follows and forms part of this report:

e names of directors and details of their qualifications,
experience, special responsibilities and directorships
of other listed companies are given on pages 55 to 58;
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e number of Board and Committee meetings and
attendance by directors at these meetings is provided
on page 59;

e details of director and senior executive shareholdings
in Telstra are shown on pages 59 to 60; and

e details of director and senior executive remuneration
is detailed in the remuneration report on pages 63 to
79.

Company Secretary

The qualifications and experience of our Company Secretaries
are provided on page 58 and forms part of this report.

Directors’ and officers’ indemnity
Constitution

Our constitution provides for us to indemnify each officer to
the maximum extent permitted by law for any liability
incurred as an officer of Telstra or a related body corporate. It
also provides for us to indemnify each officer to the maximum
extent permitted by law for legal costs and expenses incurred
in defending civil or criminal proceedings.

If one of our officers or employeesis asked by us to be a director
or other officer of a company which is not related to us, our
constitution provides for us to indemnify the officer or
employee for any liability he or she incurs. This indemnity
only applies if the liability was incurred in the officer’s or
employee’s capacity as an officer of that other company. Our
constitution also allows us to indemnify employees and
outside officers in some circumstances. The terms "officer",
"employee" and "outside officer" are defined in our
constitution.

Deeds of indemnity in favour of directors, officers and employees

We have also executed deeds of indemnity in favour of
(amongst others):

e directors of the Telstra Entity (including past
directors);

e secretaries and executive officers of the Telstra Entity
(other than Telstra Entity directors) and directors,
secretaries and executive officers of our wholly owned
subsidiaries;

o directors, secretaries and executive officers of a
related body corporate of the Telstra Entity (other
than a wholly owned subsidiary) while the director,
secretary or executive officer was also an employee of
the Telstra Entity or adirector or employee of awholly
owned subsidiary of the Telstra Entity (other than
Telstra Entity directors); and

e certain employees of Telstra in particular
circumstances.

Each of these deeds provides an indemnity as permitted under
our constitution and the Corporations Act. The deed in favour
of directors of the Telstra Entity also gives directors a right of
access to Board papers and requires us to maintain insurance
cover for the directors.

Additionally, we have executed an indemnity in favour of
employees (including executive officers other than directors)in
respect of certain liabilities incurred in the formulation,
enteringinto or carrying out, of a Telstra Sale Scheme (as
defined in the Telstra Corporation Act 1991 (Cwth)). The
indemnity is subject to an exclusion for liabilities arising out of
conduct involving a lack of good faith. Although all Telstra
Sale Schemes conducted by the Commonwealth Government
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have been completed, theindemnity will remainin place while
it is possible for claims to arise under a Telstra Sale Scheme.

Directors’ and officers’ insurance

Telstra maintains a directors' and officers' insurance policy
that, subject to some exceptions, provides worldwide
insurance cover to past, present or future directors, secretaries
or executive officers of the Telstra Entity and its subsidiaries.
Telstra has paid the premium for the policy. The directors' and
officers' insurance policy prohibits disclosure of the premium
payable under the policy and the nature of the liabilities
insured.

Environmental regulation and performance

Telstra’s operations are subject to significant environmental
regulation under Commonwealth, State and Territory law,
particularly with regard to:

e theimpact of theinstallation and maintenance of
telecommunications infrastructure;

e energy and water efficiency;

e reporting of a range of environmental matters
including energy use and greenhouse gas emissions;

e packaging of products;
e site contamination and pollution; and
e waste management.

We are subject to the Energy Efficiency Opportunities Act 2006
(Cwlth) and registered on 31 March 2007. We submitted our
Assessment and Reporting Schedule on 24 December 2007 and
first government and public reports in December 2008 as
required by the legislation. The reports were approved in 2009
and identified as being of a high standard.

We will be required to report on our greenhouse gas emissions,
energy consumption and energy production for the 2009 fiscal
year under the National Greenhouse and Energy Reporting Act
2007 (Cwlth). We will be required to register by 31 August 2009
and submit its first report by 31 October 2009.

We are closely following the developments of the Federal
Government’s proposed Carbon Pollution Reduction Scheme.
Proposed legislation was introduced into Federal Parliament in
May 2009 and is proposed to come into operation in July 2011
if the legislation is passed in its current form.

We have well established procedures to monitor and manage
compliance with existing environmental regulations and new
regulations as they come into force.

We have not been fined or prosecuted for, or convicted of, any
significant breaches of environmental regulation during the
financial year.
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Non-audit services

During fiscal 2009, our auditor Ernst & Young has been
employed on assignments additional to their statutory audit
duties. Details of the amounts paid or payable to Ernst &
Young for audit and non-audit services provided during the
year are located in note 8 to the financial statements.

The directors are satisfied that the provision of non-audit
services during fiscal 2009 is compatible with the general
standard of independence for auditors imposed by the
Corporations Act 2001, and the nature and scope of each type
of non-audit service provided did not compromise the auditor
independence requirements of the Act for the following
reasons:

e allrecurring audit engagements are approved by the
Audit Committee each year through the Audit
Committee’s approval of the annual audit plan;

e additional audit and non-audit services requires
approval from the Chief Financial Officer which is
communicated to the Audit Committee at each
meeting;

o feesearned from non-audit work undertaken by Ernst
& Young are capped at 1.0 times the total audit fee;
and

e theprovision of non-audit services by Ernst & Youngiis
monitored by the Audit Committee via semi-annual
reports to the Audit Committee.

Ernst& Youngis specifically prohibited from performing any of
the following services:

e bookkeeping services and other services related to
preparing our accounting records of financial
statements;

e financial information system design and
implementation services;

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

e« actuarial services;

e internal audit services;

e management functions or human resources;
e temporary staff assignments;

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

e legalservices or expert services unrelated to the audit.

A copy of the auditors’ independence declaration is set out on
page 61 and forms part of this report.
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Rounding of amounts

The Telstra Entity is a company of the kind referred to in the
Australian Securities and Investments Commission class order
98/100, dated 10 July 1998 and issued pursuant to section
341(1) of the Corporations Act 2001. As aresult,amountsin this
report and the accompanying financial report have been
rounded to the nearest million dollars, except where otherwise
indicated.

This report is made in accordance with a resolution of the
directors.

C s 7(“;»,,'1587%&

Catherine B Livingstone
Chairman
13 August 2009

'D.’llfodai

David | Thodey
Chief Executive Officer and Executive Director
13 August 2009
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Directors’ profiles

As at 13 August 2009, our directors were as follows:

Year of initial

Name Age Position : Year last(l;?-elected
appointment

Catherine B Livingstone . . . .. .. 53 Chairman, Non-executive Director 2000 2008
DavidIThodey . . . ... ....... 55 Chief Executive Officer, Executive Director 2009 -
JohnV Stanhope. . . . ... ... .. 58 Executive Director 2009 -
Geoffrey ACousins. . . ... ..... 66 Non-executive Director 2006 -
CharlesMacek .. ........... 62 Non-executive Director 2001 2006
JohnPMullen . .. ... ....... 54 Non-executive Director 2008 -
JohnMStewart .. .......... 60 Non-executive Director 2008 -
John W Stocker. . .. ......... 64 Non-executive Director 1996 2006
Peter JWillcox .. ........... 63 Non-executive Director 2006 2006
JohnDZeglis. .. ........... 62 Non-executive Director 2006 2006

() Otherthan the CEO, directors may not hold office for more than three
years or beyond the third annual general meeting (AGM) following
their appointment (whichever is the later) without re-election. A
director appointed to fill a casual vacancy must stand for election at
the next AGM.

Abrief biography for each of the directors as at 13 August 2009
is presented below:

Catherine B Livingstone - AO, BA (Hons), FCA, FTSE

Ms Livingstone joined Telstra as a non-executive director in
November 2000 and was appointed as Chairman in May 2009.
She is the Chairman of the Nomination Committee and NBN
Committee and a member of the Remuneration, Audit and
Technology Committees.

Experience:

Ms Livingstone has a degreein accounting and has held several
finance and general management roles predominantly in the
medical devices sector. Ms Livingstone was the Chief Executive
of Cochlear Limited (1994 - 2000).

Directorships of other listed companies - current:

Director, Macquarie Bank Limited (2003- ), Macquarie Group
Limited (2007-) and WorleyParsons Ltd (2007-).

Directorships of listed companies - past three years:
Nil
Other:

Current: Director, Future Directions International Pty Ltd
(2007-); Member, New South Wales Innovation Council (2007-)
and the Royal Institution of Australia (2009- ).

Former: Chairman, CSIRO (2001-2006); Chairman and Director
Australian Business Foundation (2000-2005); Director,
Goodman Fielder Ltd (2000-2003), Rural Press Limited
(2000-2003), Macquarie Graduate School of Management Pty
Ltd (2007-2008) and Sydney Institute (1998-2005), Member,
Department of Accounting and Finance Advisory Board
Macquarie University, Business/Industry/Higher Education
Collaboration Committee (BIHECC) and Federal Government's
National Innovation System Review Panel (2008-2008).

David I Thodey - BA

Mr Thodey became Chief Executive Officer and an executive
director on 19 May 2009.

Experience:

Mr Thodey joined Telstra in April 2001 as Group Managing
Director of Telstra Mobiles. He was appointed to the position of
Group Managing Director Telstra Enterprise and Government
in December 2002 and was responsible for the company's
corporate, government and large business customers in
Australia, TelstraClear in New Zealand and Telstra's
international sales division.

Before joining Telstra, Mr Thodey was Chief Executive Officer of
IBM Australia/New Zealand and previously held several senior
executive positions in marketing and sales with IBM across the
Asia Pacific region.

He holds a Bachelor of Arts in Anthropology and English from
Victoria University in New Zealand. Mr Thodey attended the
Kellogg Post-Graduate School General Management Program
at Northwestern University in Chicago.

Directorships of other listed companies - current:

Nil

Directorships of listed companies - past three years:

Nil

Other:

Current: Chairman, Basketball Australia (2008-).

Former: Chairman, TelstraClear New Zealand (2003-2009)

JohnV Stanhope - B Com (Economics and Accounting), FCPA,
FCA, FAICD, FAIM

Mr Stanhope was appointed as an executive director of Telstra
on 8 May 2009. He was appointed to the role of Chief Financial
Officer (CFO) and Group Managing Director, Finance &
Administration in October 2003.

Experience:

Sincejoining Telstrain 1967, Mr Stanhope has held anumber of
operational roles and a range of senior financial management
positions including Director, Finance. In this role, which he
assumed in 1995, he contributed to the T1 and T2 share sales,
cost reduction programs, growth strategies, debt raising,
capital management and organisational restructures.

In his current role as CFO and GMD Finance & Administration,
Mr Stanhope is responsible for finance; treasury; risk
management and assurance; corporate planning, reporting
and analysis; business services; investor relations; corporate
security and investigations, procurement, billing and business
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improvement. He also managed Telstra's involvement in the
Federal Government's T3 sale of Telstra shares.

Directorships of other listed companies - current:
Director, AGL Energy Limited (2009-)

Directorships of listed companies - past three years:
Nil

Other:

Current: Chairman, Business Coalition for Tax Reform (2003-),
TelstraClear Limited (2001- ), CSL New World Mobility Limited
(2004-); Director, Telstra Superannuation Scheme (1996-),
Sensis Pty Ltd (1998-), SouFun Holdings Limited (2007-),
Octave Investments Holdings Limited (2009- ) and the Telstra
Foundation Ltd (2005- ); Member, Financial Reporting Council
(2006-).

Geoffrey A Cousins

Mr Cousins joined Telstra as a non-executive director in
November 2006. He is a member of the Nomination and
Remuneration Committees.

Experience:

Mr Cousins has more than 26 years experience as a company
director. 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.

Directorships of other listed companies - current:
Nil

Directorships of listed companies - past three years:
Director, Insurance Australia Group Ltd (2000-2007).
Other:

Former: Chairman, Cure Cancer Australia (2004-2007), The
Starlight Foundation (1988-1994) and Museum of
Contemporary Art (1990-1994); Director, Globe International
Limited (2001-2003), Sydney Theatre Company Ltd
(1990-1996), St George Foundation Ltd (1989-1995) and The
Smith Family (1988-1994); President, The Shore Foundation Ltd
(1992-1994).

Mr Cousins was previously a consultant to a former Prime
Minister.

Charles Macek - BEc, MAdmin, FAICD, FCPA, SF Fin, FCA

Mr Macek joined Telstra as a non-executive director in
November 2001. He is a member of the Audit and Nomination

Committees and is Chairman of the Remuneration Committee.

Experience:

Mr Macek has a strong background in corporate governance
and has had a long association with the finance and
investment industry. His former roles include 16 years as
Founding Managing Director and Chief Investment Officer and
subsequently Chairman of County Investment Management
Ltd.
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Directorships of other listed companies - current:
Director, Wesfarmers Ltd (2001-).

Directorships of listed companies - past three years:
Director, Living Cell Technologies Limited (2006-2007).
Other:

Current: Chairman, Sustainable Investment Research Institute
Pty Ltd (2002- ), Racing Information Services Australia Pty Ltd
(2007-) and Orchard Funds Ltd (2007-); Director, Orchard
Capital Investment Ltd (2009-) and Thoroughbred Trainers
Service Centre Ltd (2009- ); Member, Investment Committee of
Unisuper Ltd, Global Research Advisory Council of Glass, Lewis
& Co LLC, and MMC Advisory Board; Vice-chairman, Standards
Advisory Council of the International Accounting Standards
Board.

Former: Member, Centre for Eye Research Australia Ltd
(1996-2002) and Chairman (2002-2003); Member, Financial
Reporting Council (FRC)(2000-2003) and Chairman (2003-2007);
Chairman and Director, IOOF Holdings Ltd (2002-2003);
Director, Famoice Technology Pty Ltd (2001-2004), Vertex
Capital Pty Ltd (2004-2006) and Williamson Community
Leadership Program Limited (2004-2007); Victorian Councillor,
Australian Institute of Company Directors (2003-2007);
Member, New Zealand Accounting Standards Review Board
(2004-2007).

John P Mullen

Mr Mullen joined Telstra as a non-executive director on 1 July
2008.

Experience:

Mr Mullen has worked for over two decades in a multitude of
senior positions with different multinationals. His corporate
experience includes 10 years with the TNT Group, with two
years as its Chief Operating Officer. From 1991 to 1994, he held
the position of Chief Executive Officer of TNT Express
Worldwide, based in the Netherlands. Mr Mullen joined
Deutsche Post World Net (DPWN) as an Advisor in 1994,
becoming Chief Executive Officer of DHL Express Asia Pacific in
2002, Joint Chief Executive DHL Express in 2005 and Global
Chief Executive Officer DHL Express in 2006.

Directorships of other listed companies - current:
Director, Embarq Corporation USA (2006-).
Directorships of listed companies - past three years:

Director, Deutsche Post World Net, Board of Management,
Germany (2005- 2009).

Other:

Current: Member, Australian Graduate School of Management
(2005-); Advisory Council to the City of Seoul (2006- ) and
Chairman, National Foreign Trade Council (Washington DC)
(2008-).

Former: Director, International Swimming Hall of Fame (USA)
(2005-2008).

John M Stewart - BA, FCIB, ACII

Mr Stewart joined Telstra as a non-executive director in April
2008. He is a member of the Nomination and Remuneration
Committees.
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Experience:

Mr Stewart has had a long and successful career in the finance
industry since he first joined Woolwich PLCin 1977. Mr Stewart
was appointed to the Board of Woolwich in 1995 and became
Chief Executive in 1996. Following Woolwich's acquisition by
Barclays PLCin October 2000, Mr Stewart was appointed
Deputy Chief Executive Officer and became a member of the
Barclays Group Board and Group Executive Committee. In
August 2003 he joined the Group comprising National Australia
Bank (NAB), the Clydesdale & Yorkshire banks in the UK, the
Bank of New Zealand, and nabCapital, as Chief Executive,
Europe and Principal Board Member. In February 2004 Mr
Stewart was appointed Group Chief Executive Officer of NAB
and retired from the NAB effective 31 December 2008.

Directorships of other listed companies - current:
Nil
Directorships of Listed companies - past three years:

Director and Chief Executive Officer, National Australia Bank
(2004-2008).

Other:

Current: Member, Scottish Enterprise's International Advisory
Board (2006-); Member, the Federal Attorney General's
Business-Government Advisory Group on national security.

Former: Chair, Australian Bankers’ Association (2007-2008);
Director, Business Council of Australia (2006-2008); Executive
Director, Barclays PLC (2000-2003); Group CEO, Woolwich PLC
(1996-2000). Mr Stewart was a member of the Prime Minister's
Task Group on Emissions Trading.

John W Stocker - AO, MB, BSc, BMedSc, PhD, FRACP, FTSE

Dr Stocker joined Telstra as a non-executive directorin October
1996. Heis chairman of the Audit and Technology Committees
and a member of the NBN Committee.

Experience:

Dr Stocker has had a distinguished career in pharmaceutical
research and extensive experience in management of research
and development, and its commercialisation including in his
roles as Chief Executive of CSIRO (1990-1995) and subsequently
as Chief Scientist for the Commonwealth of Australia (1996-
1999).

Directorships of other listed companies - current:

Chairman, Sigma Pharmaceuticals Ltd (2005- ); Director,
Nufarm Limited (1998-).

Directorships of listed companies - past three years:

Director, Cambridge Antibody Technology Group plc
(1995-2006) and Circadian Technologies Ltd (1996-2008).

Other:

Current: Principal, Foursight Associates Pty Ltd; Chairman,
CSIRO (2007-); Chairman, The Australian Wine Research
Institute Ltd (2009 -)

Former: Chairman, Grape and Wine Research and
Development Corporation (1997-2004) and Sigma Company
Ltd (1998-2005).

Peter J Willcox - MA

Mr Willcox joined Telstra as a non-executive director in May
2006. Heis a member of the Audit, Nomination, Remuneration
and NBN Committees.

Mr Willcox has advised he will not stand for re-election at the
Annual General Meeting on 4 November 2009.

Experience:

Mr Willcox holds a degree in physics from Cambridge
University and following a 28 year career in the international
petroleum industry was appointed as Chief Executive Officer of
BHP Petroleum Limited, from 1986 to 1994. He has wide and
diverse experience as a Director and Chairman of Australian
and American listed companies.

Directorships of other listed companies - current:
Nil
Directorships of listed companies - past three years:

Chairman, Mayne Pharma (2005-2007) and 3D Oil Ltd
(2007-2009).

Other:

Former: Chairman and Director, CSIRO (2006-2007); AMP
Limited (2002-2005), Mayne Group Limited (2002-2005);
Director, F.H.Faulding & Co Ltd (1996-2000); Energy
Developments Ltd (1994-2002), Lend Lease Corporation
(1994-2000), Schroders (Australia) Ltd (1994-1999), North Ltd
(1994-2000), James Hardie Industries Ltd (1992-2001), BHP Ltd
(1988-1994), Woodside Petroleum (1986-1993).

John D Zeglis - BSc Finance, JD Law

Mr Zeglis joined Telstra as a non-executive director in May
2006. Heis a member of the Technology Committee.

Experience:

Mr Zeglis has alegal background, and became partner with the
law firm Sidley & Austin in 1978. He was General Counsel of
AT&T from 1986 to 1998. His qualifications include a BScin
finance from the University of Illinois, and a JD in law from
Harvard.

Mr Zeglis has had a long and distinguished career in the US
telecommunications sector. He joined AT&T in 1984, and was
elected as President of AT&T in 1998 and Chairman and Chief
Executive Officer of the AT&T Wireless Group in 1999. He
continued as CEO of AT&T Wireless until retiring in November
2004 following the company’s sale to Cingular Wireless.

Directorships of other listed companies - current:
Director, Helmerich & Payne Corporation (1989-).
Directorships of listed companies - past three years:
Nil

Other:

Current: Director, AMX Corporation; (2005-) and State Farm
Automobile Insurance (2004-).

Former: Director, Georgia Pacific Corporation (2001-2005), Sara
Lee Corporation (1998-2000) and Illinois Power Company
(1992-1996).
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Qualifications and experience of each person who is a
company secretary:

Carmel C Mulhern - BA, LLM, FCIS

Ms Mulhern was appointed company secretary of Telstra
Corporation Limited on 7 September 2007.

Ms Mulhern joined Telstra in July 2000 as Corporate Counsel
and was appointed General Counsel Finance and
Administrationin 2001. In thoseroles she has been responsible
for Telstra’s continuous disclosure compliance, preparation of
the annual report and all legal aspects of the annual general
meeting and annual financial results announcements. She
played a key role in the T2 and T3 floats, Telstra’s first
off-market share buy-back, and the introduction of the
dividendreinvestment plan. Before joining Telstra, Ms Mulhern
was a senior associate in a leading national law firm and
associate to justices of the High Court of Australia and Supreme
Court of Victoria.

Claire E Elliott - BA, GDip IS, GDip App IS

Ms Elliott was appointed as an additional company secretary
of Telstra Corporation Limited on 7 September 2007. Sheis also
company secretary of all domestic Telstra subsidiaries
including the Telstra Foundation.

During her time at Telstra, Ms Elliott has worked on all three
privatisation tranches and overseen the implementation of
Telstra’s two buy-backs and dividend reinvestment plan.

Former Chairman and Chief Executive Officer

During the year and through to the date of the report, the
following Chairman and Chief Executive Officer left the
company:

¢ Donald G McGauchieretired as Chairman on 8 May 2009;
and

e Solomon D Trujillo ceased as Chief Executive Officer and an
executive director effective 15 May 2009.

Brief biographies of the former Chairman and Chief Executive
Officer are presented below:

Donald G McGauchie AO, FAICD

Mr McGauchie joined Telstra as a non-executive director in
September 1998 and was appointed as chairmanin July 2004.
He was chairman of the Nomination and NBN Committees and
was a member of the Audit and Remuneration Committees. Mr
McGauchie retired as Chairman and a director on 8 May 2009.

Solomon D Trujillo - BSc, BBus, MBA, Hon Doctor of Law
Degrees (University of Wyoming, University of Colorado)

Mr Solomon Trujillo joined Telstra on 1 July 2005 as its Chief
Executive Officer (CEO). Mr Trujillo ceased as CEO and as an
executive director effective 15 May 2009.
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Directors’ meetings

Each director attended the following Board and committee meetings during the year as a member of the Board or relevant

committee:
Board Committees (¥
Audit Nomination Remuneration Technology NBN(®)

a b a b a b a b a b a b
CBLivingstone@ 14 13 6 6 1 1 2 2 2 2
D I Thodey® 1 1 - - - - - - - .
JVv Stanhope(“) 1 1 - - - - - - - - 5 5
G A Cousins 14 14 - - 6 6 5 5 - - - -
CMacek 14 14 6 6 6 6 5 5 - - - -
JP Mullen® 14 13 - - - - - - - - . .
JM Stewart® 14 14 - - 5 4 3 2 - - . .
J W Stocker 14 13 6 6 - - - - 2 2 9 7
P J Willcox 14 14 6 6 6 6 5 4 - - 9 8
J D Zeglis 14 14 - - - - - - 2 2 - -
D G McGauchie” 13 13 5 5 5 5 3 3 - - 4 4
S D Trujillo® 11 11 - - - - - - : - - _

Column a: number of meetings held while a member.
Column b: number of meetings attended.

1)
©)

(3)
(4
©)
(6)
(7)
©)
©)

Committee meetings are open to all directors to attend in an ex officio capacity.
Appointed as Chairman of the Board on 8 May 2009. Became Chairman of Nomination and NBN Committees and a member of the Remuneration

Committee at that time.

Appointed to Board on 19 May 2009. Prior to appointment as a director, Mr Thodey was a member of the NBN Committee.
Appointed to Board on 8 May 2009. Prior to appointment as a director, Mr Stanhope as CFO was a member of the NBN Committee.

Appointed to Board effective 1 July 2008.

Appointed to Nomination and Remuneration Committees on 25 February 2009.

Retired from Board on 8 May 2009.
Ceased on the Board effective 15 May 2009.

NBN Committee was established in April 2009 as a joint Board-management Committee.

Director and senior executive shareholdings in Telstra
As at 13 August 2009:
Directors

Number of shares held

Direct Indirect
interest interest () Total
CatherineB Livingstone . . . .. ............. - 87,166 87,166
David | Thodey ........................ 108,998 386,190 495,188
JohnVStanhope . . ... ... ... L. 433,440 - 433,440
GeoffreyACousins . ... ...... .. ... ..... - 21,765 21,765
CharlesMacek . . .. ..... ... ... .. ....... 5,568 150,287 155,855
JohnPMullen . ... ... ... ... ... .. ... ... - 26,159 26,159
JohnMStewart . . . ... ... ... .. L L. - 9,031 9,031
JohnWStocker ... ... ... .. ... .. ... .. 18,114 163,613 181,727
Peter JWillcox . . ... ... ... ... .. ... ..... - 91,334 91,334
JohnDZeglis. .. ...... ... 16,500 24,371 40,871

(1) Shares in which the director does not have a relevant interest, including shares held by the directors’ related parties (including relatives), are

excluded from indirect interest.

59



Telstra Corporation Limited and controlled entities

Directors’ Report

Senior executives
Number of shares held
Direct Indirect
interest interest (V) Total
Bruce Akhurst . .. . ... ... ... . ... .. .. 139,961 - 139,961
NeridaCaesar . .. ... ... ... ... ........ 10,240 - 10,240
JustinMilne . . .. ... ... ... . 199,886 - 199,886
DavidMoffatt . .. ... ... ... ... ...... 721,534 - 721,534
MichaelRocca . . . ... ... ... ... ... ..... 441,982 - 441,982
DeenaShiff. .. ... ..... ... ... .. ..... 294,576 - 294,576

(1) Sharesin which the senior executive does not have a relevant interest, including shares held by related entities of the executive (including relatives),

are excluded from indirect interest.
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Auditor’s Independence Declaration to the Directors of Telstra Corporation Limited

In relation to our audit of the financial report of Telstra Corporation Limited for the financial year ended 30 June 2009, to the best
of my knowledge and belief, there have been no contraventions of the auditor independence requirements of the Corporations
Act 2001 or any applicable code of professional conduct.

%

Ernst & Young

Sean CVan Gorp

Partner
Melbourne, Australia
13 August 2009

Liability limited by a scheme approved
under Professional Standards Legislation 61
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Dear Shareholder,

Telstra is pleased to present its Remuneration Report (the Report) for fiscal year 2009. Telstra and its Remuneration Committee (the
Committee) seek to design remuneration programs that most effectively attract, retain, and motivate the highest calibre executive talent
in our global marketplace.

Our remuneration philosophy is designed to create a performance culture by driving and rewarding executive behaviours focused on the
achievement of the company’s strategy and business objectives; and to link at-risk remuneration to the creation of shareholder value. The
effectiveness of our philosophy and strategy is detailed throughout the Report. This is evidenced by:

e OurSenior Executives' Long Term Incentive plan (LTI) accounting for the largest component of their potential remuneration,
ensuring an ongoing alignment between their personal reward and the creation of shareholder value;

»  Some measures incorporated into our LTI plans did not meet threshold performance and subsequently did not vest;

e Short Term Incentive payments being significantly less than fiscal year 2008 as we did not meet some of our objectives for fiscal
2009;

»  Senior Executives fixed remuneration being frozen as part of the fiscal 2010 remuneration review process; and

»  Non-executive Director fees will remain frozen at the 1 July 2008 level until at least 1 July 2010.

In carrying out its functions, the Committee seeks external, independent advice and engages with shareholders to develop commercially
responsible remuneration plans. Such engagement has never been more important than now, especially in light of the past year's global
economic challenges and the growing focus it has placed on compensation.

Interaction between the Committee, shareholders, and external advisors has resulted in modifications to our LTI plan to better align it
with the company's overall strategy and the market. As a result, both the Chief Executive Officer's LTI plan and Short Term Incentive (STI)
plan now align to the reward plans of our other Senior Executives.

Based on feedback from shareholders, the fiscal 2009 LTI plan incorporates a relative Total Shareholder Return (TSR) measure rather than
an absolute TSR measure. An international telecommunications peer group has been adopted for this measure. This is considered to be a
more appropriate basis for the accountability of our Senior Executives, and for comparison of their relative performance, than a domestic
market capitalisation based index.

Relative TSR is an options-based measure requiring Telstra to achieve a minimum ranking at the 50th percentile compared to our peer
group before any options can vest. Telstra must return median performance or better, and the share price must surpass the option
exercise price for executives to earn a reward under this plan component. Telstra has chosen options for the RTSR performance measure
as they ensure part of our Senior Executives' at-risk reward will only occur in the event that they outperform this international peer group
and that there is an increase in shareholder value.

On behalf of the Board, | commend the Report and encourage you to read further for more detail about Telstra's remuneration plans and
practices.

Charles Macek

Chairman, Remuneration Committee
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1. Introduction

The Directors of Telstra present the Remuneration Report (the
Report) prepared in accordance with section 300A of the
Corporations Act for the Company and the consolidated entity
for the year ended 30 June 2009 (fiscal 2009).

The information provided in this Report has been audited as
required by section 308(3C) of the Corporations Act. This Report
forms part of the Directors' Report.

2. Key Management Personnel (KMP)

KMP comprise the Directors of the Company and Senior
Executives. The term "Senior Executives" refers to:

o The Chief Executive Officer; and

* All other executives who fall within the definition of
key management personnel of the Group (being those
persons with authority and responsibility for
planning, directing and controlling the activities of
the Company and the Group, directly or indirectly).

The Senior Executives disclosed in this Report are as follows:

Name Most Recent KMP Position Title
David Thodey Chief Executive Officer
Bruce Akhurst Chief Executive Officer - Sensis

Nerida Caesar Group Managing Director (GMD) - Telstra

Enterprise & Government

Kate McKenzie GMD - Telstra Wholesale

Justin Milne GMD - Telstra Media

David Moffatt GMD - Telstra Consumer

Michael Rocca GMD - Telstra Networks and Services

Deena Shiff GMD - Telstra Business

John Stanhope CFO and GMD - Finance and Administration

Solomon Trujillo Former Chief Executive Officer (to 15 May

2009)

Gregory Winn Former Chief Operations Officer (to 31

January 2009)

This list includes the five highest paid company and group
executives for the 2009 fiscal year. On 1 July 2009, Mr Paul
Geason was appointed GMD Telstra Wholesale and is
considered a KMP from that date forward.

Tables 9.1 (Senior Executives) and 9.2 (Non-executive
Directors) provide details of the period during which an
individual has held a particular KMP position (or more than one
position) during fiscal 2009.
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3. Principles and Structure of Senior Executive
Remuneration

3.1 Key Principles

Total Remuneration comprises fixed remuneration, short term
incentives and long term incentives. The key principles of our
remuneration philosophy have been developed to:

e Provide market competitive remuneration to attract,
motivate, and retain highly skilled senior executives;
and

e Link asignificant component of remuneration that is
at-risk to annual performance results and longer term
shareholder value.

3.2 Fixed Remuneration

Fixed remuneration is made up of base salary (including salary
sacrifice benefits and applicable fringe benefits tax) and
superannuation.

The level of fixed remuneration is set based on the Senior
Executive's responsibilities, performance, qualifications, and
experience. Telstra benchmarks its Senior Executives' fixed
remuneration against both international telecommunication
firms and organisations within the ASX 20 based on market
data provided by Egan Associates, an independent external
remuneration consultant, and publicly disclosed
remuneration information.

Against the background of the global financial crisis and the
resultant impact on the Australian economy, Senior
Executives will receive no increase to their fixed remuneration
as part of the fiscal 2010 remuneration review process except
where they have been promoted into a new position or have
had asignificant increase in the scope of their responsibilities.

3.3 Short Term Incentive Plan (STI)

The STlis an annual "at-risk" component of remuneration for
the Senior Executives and is delivered in cash (and incentive
shares for STl plans prior to 1 July 2008). Senior Executives are
paid an annual STl only when they have exceeded threshold
targets linked to Telstra's financial performance and individual
key performance indicators. For fiscal 2009, the financial
performance measures were set in accordance with Telstra's
strategy.

The fiscal 2009 performance measures of the STI Plan relate to
Free Cashflow, EBITDA Margin, Total Income, Mobile Services
Retail Revenue, PSTN (Public Switched Telephone Network)
Revenue and Individual Accountabilities.

For the Sensis Chief Executive Officer, the above measures
comprise 20 per cent of the STI plan with the remainder
covering Sensis Revenue, Sensis EBITDA, and the Individual
Accountabilities. Forthe GMD - Telstra Wholesale, Mobile
Services Retail Revenue is substituted by Telstra Wholesale
EBIT Contribution.
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These performance measures were selected for the STl plan as
they are seen as a critical link between achieving outcomes of
the business strategy and increasing shareholder value. The
graph below demonstrates the link between STI payments and
Total Revenue. In this example STl payments as a percentage
of maximum align to the direction of Telstra's total revenue
percentage growth over the previous four fiscal years.

Comparison of Total Revenue
Growth to % of STI Maximum Paid
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Total Revenue % Growth ™= % STl of Maximum

Dependingontherole they perform, each Senior Executive has
amaximum STl opportunity ranging from 120 per cent to 160
per cent of their fixed remuneration where stretch targets are
met. However if threshold performance is not met the STI
payment could be zero.

Atthe end of each fiscal year, the Board reviews the company's
audited financial results and the results of the other
performance measures, and assesses performance against
each measure to determine the percentage of STl that is
payable.

Historically, Senior Executives have been required to take 25
percent of their STl payment in the form of incentive shares
and 75 per cent as cash. As aresult of proposed changes to tax
laws governing employee share schemes recently announced
by the Federal Government, there is currently uncertainty in
relation to the future tax treatment of shares and rights
acquired under employee share schemes. In light of this, the
Board has determined that the incentive shares requirement
will not apply to STI payments for fiscal 2009 with all STI
payments to be provided as cash. Telstrais considering the
future structure of its STI plan for Senior Executives and will
confirm its position once the proposed Federal legislation in
relation to equity plansis finalised. Senior Executives are still
required to meet their future obligations under Telstra's
Executive Share Ownership Policy as detailed in Section 3.7.

STl payment results for fiscal 2009, compared to fiscal 2008, as
a percentage of the maximum award were as follows:

Name Fiscal 2009 Fiscal 2008
David Thodey 49.6% 78.5%
Bruce Akhurst 48.6% 89.0%
Nerida Caesar 54.9% n/a
Kate McKenzie 60.6% 68.8%
Justin Milne 47.9% n/a
David Moffatt 44.9% 78.5%
Michael Rocca 50.0% n/a
Deena Shiff 44.9% 78.5%
John Stanhope 47.9% 78.5%
Solomon Trujillo 50.0% 86.0%
Gregory Winn 60.0% 81.0%

The table below details the fiscal 2009 results and payout for

the STl plan.
Measure Result Outcome
(% of
Maximum)
Free Cashflow (1) Above Target 89.5%
EBITDA Margin (2) Stretch achieved 100.0%
Total Income (3) Gateway missed 0.0%
Mobile Services Retail Revenue (4) | Gateway missed 0.0%
PSTN Revenue (5) Gateway missed 0.0%
Sensis Revenue (6) Above Target 55.0%
Sensis EBITDA (7) Above Target 71.0%
Wholesale EBIT Contribution (s) | Stretch achieved 100.0%

(1)  Free Cashflow is free cashflow excluding certain items such as Investment CAPEX;
proceeds from Land and Building disposals; and Telstra Super contribution payments

(2)  EBITDA Margin is EBITDA divided by Sales Revenue

(3)  TotalIncomeis total Telstra Income excluding profit/loss on Land and Building disposals

(4)  Mobile Services Retail Revenue including Wireless Broadband but excluding Handsets,
Interconnection and Mobile Services Wholesale revenue

(5)  PSTN Revenue is total Telstra PSTN Products Revenue

(6)  Sensis External Income - applies to the Sensis CEO only

(7)  Sensis EBITDA is Sensis External Income less Sensis External Expenses - applies to the
Sensis CEO only

(8)  Wholesale External Income less Wholesale External Expenses - applies to the GMD -
Telstra Wholesale only

3.4 Long Term Incentive (LTI) Plan

3.4.1 Fiscal 2009 LTI Plan

The Remuneration Committee sought feedback from
shareholders and engaged Guerdon Associates - an external,
independent remuneration consulting firm - as part of the
design process for the fiscal 2009 LTI Plan. Feedback from
shareholders indicated that they prefer Relative Total
Shareholder Return (RTSR) to absolute totalshareholder return
and this was introduced into the fiscal 2009 LTI plan. Return on
Investment (ROI) was maintained as a performance measure
for Telstra's LTI Plan as it rewards executives for successfully
generating value for shareholders from the Company's
investments.

Telstra's Senior Executives (and other invited senior
management employees) participate in the fiscal 2009 LTI
Plan. The equity instruments under the Plan are offered to
these executives at no cost however an exercise price does
apply with respect to those options that may vest.
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The LTl is provided through options that reward performance
at or above target for an RTSR measure and through restricted
shares that reward performance at or above target for an ROI
measure. RTSR measures the performance of the share price
increase of an ordinary Telstra share plus the value of any cash
dividends or other shareholder benefits relative to the other
companies in the LTI comparator group. ROl measures how
well Telstra has utilised its capital over the relevant
performance period.

The LTI plan relates to the four-year period from 1 July 2008
until30 June 2012. Within that four-year period there are three
performance periods with measurement points at the end of
years two, three and four of the Plan as follows:

e TheRTSR Options are measured over the two, three
and four-year periods ending 30 June 2010, 30 June
2011 and 30 June 2012 respectively; and

¢ TheROI Restricted Shares are measured over the one

year-periods ending30 June 2010, 30 June 2011 and 30

June 2012.
At the end of each fiscal yearin which performance testingis to
occur, the Board will review the company's audited financial
results and the results of the other performance measures to
determine the percentage (if any) of options and restricted
shares that vest. This method, used to assess whether the
performance measures are met, is considered the most
relevant and reliable. No reward is available under the plan for
performance below target for either RTSR or ROI.

If a Senior Executive resigns or retires and their options or
restricted shares are not yet vested, those instruments lapse on
cessation of employment. In the event of cessation for reasons
such asredundancy or contract completion, a pro rataamount
of unvested instruments will lapse relative to the Senior
Executive's service period and the remaining portion may still
vest subject to meeting the original performance measures of
the Plan. If a Senior Executive is terminated for misconduct
then all vested and unvested instruments will lapse or be
forfeited.

Relative Total Shareholder Return (RTSR) Options

50 per cent of the LTI grant is provided through options that are
subject to a RTSR measure. The options have an exercise price
of $4.36. On exercise, executives will be allocated one fully

paid ordinary share in the Company for each exercised option.

The applicable performance hurdle is based on comparing
Telstra's TSR growth against other companiesin the peer group
over the relevant period. Telstra is then given arankingin
comparison to the peer group, with the result for each
performance period separately measured. Options can only
vest where Telstra has grown its shareholder value to be at
least at the 50th percentile of the comparator group for the
relevant performance period. At the 50th percentile, 25 per
cent of options vest, increasing in a straight line to 100 per cent
of options vesting at the 75th percentile of the comparator

group.
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25 per cent of options allocated against the first and second
performance periods that do not vest following the relevant
performance period will lapse. The remaining unvested
options for those periods will be retested following the end of
the third performance period and may subsequently vest if
Telstra meets or exceeds the 50th percentile and the rank
achieved in the relevant performance period (and subject to
ongoing satisfaction of other terms of grant). A vested option
cannot be exercised until after 30 June 2012 and will lapse if
not exercised before 30 June 2014.

Inclusion in the comparator group is based on the companies
being large telecommunication firms with a large market
capitalisation in developed economies to ensure an
appropriate match of Telstra Senior Executives against their
global peers. In addition to Telstra, the other companies
currently in the RTSR comparator group are: America Movil
S.A.B.deC.V,; AT&T Inc; Belgacom Group; BCE Inc; BT Group plc;
Deutsche Telekom AG; France Telecom SA; KT Corporation;
Nippon Telegraph & Telephone Corp; NTT DoCoMo Inc;
Portugal Telecom SGPS SA; Qwest Communications Int Inc;
Singapore Telecommunications Ltd; SK Telecom Co Ltd; Sprint
Nextel Corporation; Swisscom AG; Telekom Austria AG;
Telecom Italia S.p.A.; Telcom NZ Ltd; Telefonica S.A.; Telenor
ASA; Verizon Communications Inc and Vodafone Group plc.

Return on Investment (ROI) Restricted Shares

50 percent of the LTI grant is provided through restricted shares
that are subject to an ROl measure. ROl measures how well
Telstra has utilised its capital over the relevant performance
period.

ROl is calculated by dividing Earnings Before Interest and
Income Tax expense (EBIT) for a financial year by average
investment (which is the average of the sum of net debt and
shareholders' funds for the relevant period).

Until the restricted shares vest, an executive has:

* Nolegalorbeneficialinterest in the underlying shares;

* No entitlement to dividends received from the shares;
and

e Novotingrightsin relation to the shares.

If the performance hurdle is satisfied during the applicable
performance period, a specified number of restricted shares
will vest and will entitle the executive to beneficial ownership
of an equivalent number of restricted trust shares. The trustee
holds the restricted trust shares in trust until the shares are
transferred to them at the end of the restriction period (unless
the shares are forfeited). The restriction period generally lasts
for a minimum of four years and up to a maximum of 10 years
however, it may end earlier under the plan rules. While the
restricted trust shares are held by the Trustee, they are subject
to tradingrestrictions and the executiveis not able to deal with
the restricted trust shares.
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The target and stretch performance measures for ROl are
detailed in the table below:

Performance Test Date ROI ROI
Period (at Target) | (at Stretch)
1 30 June 2010 24.6% 27.0%

2 30 June 2011 26.2% 28.5%

3 30 June 2012 28.2% 30.6%

The number of restricted shares that will vest is calculated as
follows:

e IfTargetlevelis achieved, 50 per cent of the allocation
of restricted shares for that period will vest;

e If Stretch level is achieved, 100 per cent of the
restricted shares for that period will vest;

e Iftheresult achieved is between Target and Stretch,
the number of vested restricted shares for that period
is scaled proportionately between 50 per cent and 100
per cent; and

e Norestricted shares will vest if ROl is below Target.

There is no retesting of restricted shares and any restricted
shares which do not vest following their respective
performance periods will lapse.

3.4.2 Changes to the fiscal 2007 LTI Plan

On 23 October 2008 the Remuneration Committee
recommended to the Board (who subsequently provided
approval on 18 November 2008) the removal of Soft Switch
Build and Migration performance measures from the fiscal
2007 LTI Plan. The original Soft Switch performance measures
represented 5.8 per cent of the fiscal 2007 LTI plan. There was
no impact on the fair value of the options granted under this
Plan as a result of this change.

TheBoard formedtheview, based ontheinformation available
to it, that the Soft Switch performance measure, although
achievable, was no longer relevant to Telstra's strategic
direction, nor was it the most effective use of shareholder
funds. Accordingly, the Board approved the removal of the Soft
Switch program from Telstra's business objectives in
accordance with the terms for the plan. Unified Messaging was
selected as a replacement measure due to its relevance to
Telstra's strategic direction to expand into mass market
product developments.

Telstra achieved its product launch objective for Unified
Messaging with its release of MyConnect, which allows
BigPond® and NextG™ customers to manage their email,
voicemail (including Voice2Text) and picture messaging (MMS)
communications in one secure, integrated service.

The second performance hurdle for Unified Messaging will
measure Telstra's success at deploying Unified Messaging in
fiscal 2010 across a set of technology platforms to significantly
improve our customer experience.

All key terms of the fiscal 2007 LTI plan, including exercise
period and expiry date, remain unchanged. As per the terms of
the fiscal 2007 LTI Plan, any reward to Senior Executives is
underpinned by options with an exercise price of $3.67 and
subject to a separate Total Shareholder Return gateway.

The closing share price of Telstra on 18 November 2008 was
$4.08. Section 8.3 and table 9.4 contain further information in
relation to the fiscal 2007 LTI plan.

3.4.3 Vesting LTI Plans in fiscal 2009

Section 8 of this Report provides full details of vesting events
that occurred during fiscal 2009 for all LTI plans.

3.5 Company Secretary and Telstra Legal Remuneration
Structure

Effective 1 July 2009, the reporting relationship of the
Company Secretary was changed so that the role reported to
Telstra's Board of Directors via the Chairman. From this date,
the at-risk component of the Company Secretary's
remuneration that was based on corporate performance
measures was transitioned to measurements based on
performance specificto therole to ensure the position operates
independent of company financial performance measures.

Similarly, Telstra has elected to excludeits seniorinternal legal
counsel from equity based LTI plans and STl plans based on
corporate financial measures and place them in alternative
cash based LTI and STl plans that are based on internal legal
performance measures to ensure their remuneration package
is independent of company financial performance measures.

3.6 Retention Incentives

In exceptional circumstances, Telstra has put in place
structured retention plans for key personnel. This is designed
to protect the company from the loss of employees who
possess specific skill sets considered critical to major projects
and where Telstra is vulnerable to losing those personnel to
competitors. Such retention plans are not restricted to Senior
Executives. Table 9.1 provides details of any retention
payments that applied to Senior Executives in fiscal 2009.

3.7 Executive Share Ownership Policy

Telstra's Executive Share Ownership Policy requires Senior
Executives to acquire and retain a number of shares equivalent
in value to a minimum of 100 per cent of their fixed
remuneration. Shares need to be acquired by 30 June 2012 or
within five years of appointment to Senior Executive level.
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3.8 Restrictions and Governance

Telstra implemented a policy from 1 October 2008 that
prohibits its Directors, Senior Executives and other designated
people from using Telstra shares as collateral in any financial
transaction (including margin loan arrangements) or any stock
lending arrangement. Arrangements that were in place prior
to 1 October 2008 which would otherwise have been prohibited
by this policy are permitted to continue until 1 October 2009.

Directors, Senior Executives and other relevant employees are
prohibited from entering into arrangements which effectively
operate to limit the economic risk of their security holdings in
Telstra allocated under our incentive plans during the period
the shares are held in trust on their behalf by the trustee or
prior to the exercise of any security.

Directors, Senior Executives and other relevant employees are
required to confirm that they comply with this policy
restriction on an annual basis which enables the Company to
monitor and enforce the policy.

4. Chief Executive Officer Remuneration (David
Thodey)

David Thodey was appointed Chief Executive Officer effective
19 May 2009. His disclosed remuneration for fiscal 2009 in this
Remuneration Report in table 9.1 relates to his role as Group
Managing Director Telstra Enterprise and Government (until 18
May 2009) and then as Chief Executive Officer (from 19 May
2009).

The remuneration arrangements for David Thodey's role as
Chief Executive Officer are as follows:

4.1 CEO Remuneration Mix

The structure of the CEO's remuneration package is consistent
with the principles and structure of Telstra's remuneration
philosophy as detailed in section 3 of this Report.

Effective 19 May 2009, the fixed remuneration (referred to as
"Total Fixed Remuneration” in his service agreement) of the
CEO is $2,000,000 per annum.

The annual STl opportunity for the CEO is 80 per cent of fixed
remuneration at target and 160 per cent of fixed remuneration
at stretch.

The annual LTI opportunity for the CEO is 100 per cent of fixed
remuneration at target and 200 per cent of fixed remuneration
at stretch.

4.2 CEO Separation Arrangements

Table 9.8 in this Report provides details of the CEO's
termination arrangements.
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5. Former Chief Executive Officer Remuneration
(Solomon Trujillo)

5.1 Former CEO Remuneration Mix

Former CEO Sol Trujillo's remuneration package was made up
of fixed remuneration and participation in Short Term and
Long Term Incentive Plans. His disclosed remuneration for
fiscal 2009 in this Remuneration Report relates to his role as
Chief Executive Officer until 15 May 2009 and is located in table
9.1 of this Report.

The former CEO's fixed remuneration was $3,000,000 per
annum and remained unchanged since his contract
commencement date of 1 July 2005.

The former CEO's fiscal 2009 STl was "at-risk" with the following
potential maximum amounts:

e $3,000,000in cash; and
e $3,000,000 in deferred incentive shares.

The former CEO's STl had company-based performance
measures and an individual component both of which were
paid at target and adjusted for pro-rata due to the former CEO
leaving prior to the end of the fiscal year, as per the terms of his
service agreement. Section 3.3 of this Report provides details
on Telstra's fiscal 2009 STl results.

Historically the former CEO received 50 percent of the total
actual value of his STl as cash and the remaining 50 percent as
Telstra deferred incentive shares, linking a greater percentage
of his potential reward to the creation of shareholder value. As
his departure date was 15 May 2009, his fiscal 2009 ST of
$2,621,918 (less applicable taxation) was paid as cash with no
deferred shares component as per the terms of his service
agreement.

The former CEO was allocated 5,172,414 options in fiscal 2009
to be tested at 30 June 2009 against performance criteria based
on operational and financial measures linked to the
transformation strategy.

In fiscal 2009, the gateway Total Shareholder Return share
price of $4.74 as at 30 June 2009 was not achieved. Accordingly,
all options granted to the former CEO in fiscal 2009 have
lapsed.

The table below details all options that had been allocated to
the former CEO and the quantities that have vested. The
6,724,138 options vested for fiscal 2007 have an exercise price
of $3.67 and will lapse if not exercised by 31 December 2009.

Fiscal Year Quantity of Quantity of | Percentage
Options Options Vested Vested
Allocated
2009 5,172,414 0 0.0%
2008 5,172,414 0 0.0%
2007 10,344,828 6,724,138 65.0%
Total 20,689,656 6,724,138 32.5%




Remuneration Report

Telstra Corporation Limited and controlled entities

In addition, the former CEO was allocated performance rights
as part of the fiscal 2006 LTI Plan. Of the initial allocation,
167,364 have vested and an additional 440,725 performance
rights will be tested as at 30 June 2010. Table 9.6 provides
details of equity instruments granted and vested during fiscal
2009.

5.2 CEO Separation Arrangements

The former CEQ's separation arrangements were dealt with in
accordance with his service agreement dated 7 June 2005 (as
varied on 9 August 2007). Included in the separation
arrangement was payment of 12 months fixed remuneration
($3,000,000 less applicable taxation), payment of accrued
annual leave and pro rata payment of his STl plan at target.
Table 9.1 provides full details of the former CEO's remuneration
for fiscal 2009.

Under his service agreement, Mr Trujillo is also entitled to be
reimbursed for any California tax penalties or interest on taxes
arising solely as a result of his return to the USA. It is not
certain that any such amount will be payable.

6. Former Chief Operations Officer Remuneration
(Gregory Winn)

Former Chief Operations Officer (COO) Gregory Winn
completed his employment on 31 January 2009. As previously
disclosed to the ASX, from 1 February 2009 to 31 March 2009,
Mr Winn was engaged in a consulting capacity to Telstra; an
arrangement that has now ceased. He received $666,666 in
consulting fees during this period which was a pro rata
equivalent rate of his fixed remuneration and Short Term
Incentive at Target as disclosed in this Report. The terms of Mr
Winn's consultancy agreement ensured his services were
available full time for Telstra and prohibited him from
providing any services in any capacity to any
telecommunications business in Australia or New Zealand
other than for Telstra for the period of the consulting
agreement.

Details of his total fiscal 2009 remuneration are provided in
table 9.1 of this Report.

6.1 Former COO Remuneration Mix

In accordance with the former COO's service agreement dated
26 August 2005 Mr Winn's fixed remuneration was $2,000,000,
in addition to the at-risk components detailed below.

The former COO's STI payment had a maximum potential of
$4,000,000 per annum. For fiscal 2009 $1,413,699 was
recommended by the Remuneration Committee and approved
by the Board. The payment was 60 percent of the maximum
achievable, reduced on a pro rata basis to reflect the portion of
fiscal 2009 actually worked. The company-based performance
measures were paid at target whilst the individual component
was paid at stretch.

The COO did not participate in the equity-based LTI plan as his
initial service agreement was for a fixed two year period.
Instead, a cash based transformation incentive plan measured
on operational, financial and transformational performance
hurdles was established. The performance measures of this
plan were the same as the performance measures for the fiscal
2007 CEO LTI plan as disclosed in the 2008 Annual Report and
were selected for the same reasons linked to the business and
transformation strategy. The former COO's Transformation
Incentive payment for fiscal 2009 of $2,224,146 was
recommended by the Remuneration Committee and approved
by the Board. The payment was 62.9 percent of the maximum
achievable (being $6,000,000), reduced on a pro rata basis to
reflect the portion of fiscal 2009 actually worked.

The former COO participated in a cash bonus plan that was
linked to the achievement of increases in Telstra's share price.
Performance for this element of remuneration will be assessed
on the average closing share price of Telstra's shares for the 30
calendar days following the announcement of Telstra's fiscal
2009 annual results.

If the average closing share price for this period is less than
$6.00, nil payment will be made under this plan. If the average
closing share price reaches $6.00 then Mr Winn will be eligible
forapayment of $2,000,000. If the share price reaches $7.00, an
additional payment of $6,000,000 is payable.

7. Non-executive Director Remuneration

7.1 Remuneration Policy and Strategy

Telstra's non-executive Directors are remunerated in
accordance with Telstra's constitution which provides for:

e Anaggregate pool of fees, set and varied only by
approval of aresolution of shareholders at the annual
general meeting (AGM);

e TheBoard determining how fees are allocated among
the Directors within the fee pool, based on
independent advice and market practice; and

e Thetotal non-executive Director fees not exceeding
the annuallimit of $3,000,000 per annum, as approved
by shareholders at the AGM in November 2007.
There has been no increase since 1 July 2008 in the non-
executive Director fee pool and current levels will be frozen
until at least 30 June 2010. Director fee levels do not
incorporate an at-risk component.

7.2 Remuneration Structure

Telstra's non-executive Directors continue to be remunerated
with set fees. This enables them to maintain their
independence and impartiality when making decisions about
the future direction of the Company. Historically, non-
executive Directors were required to receive at least 20 per cent
of their fees in the form of Telstra shares. As aresult of changes
to the tax laws governing share schemes recently announced
by the Federal Government and the current uncertainty
regarding the tax treatment of shares acquired under such
schemes, the Board has decided to make the minimum 20
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percentrequirementvoluntary from 1 July 2009. The Board has
however decided to establish guidelines to encourage non-
executive Directors to hold Telstra shares equivalent to at least
50 per cent of their annual fees. Such shares are to be acquired
over afive year period from 1 July 2009 to align the
remuneration structure with the interests of our shareholders.

All Board and Committee fees, including superannuation, paid
to Directors in fiscal 2009 remain within the approved fee pool.
Section 3.8 of this Report provides details on Restrictions and
Governance as they apply to non-executive Directors.

Board and Committee fees are set out in the table below.
Additional Committee fees do not apply to the position of
Chairman.

In fiscal 2009, selected non-executive Directors provided
services to the Telstra NBN (National Broadband Network)
Committee that were over and above their regular committee
obligations. Fees for services rendered in relation to the NBN
Committee are paid for out of the funds of the company and
not the Directors Fee Pool as detailed in the table below. Table
9.2 provides full details of non-executive Director
remuneration for fiscal 2009.

Board Fees Chairman Director
Board (fiscal 2009) $660,000 $220,000
Committee

Committee Fees Chair

Audit Committee $70,000 $35,000
Remuneration Committee $40,000 $20,000
Nomination Committee - $7,000
Technology Committee $7,000 $7,000

7.3 Components of the Total Remuneration Package (TRP)

Each year non-executive Directors allocate their total
remuneration between the three components below.

Cash Directshare Superannuation
Minimum 30 per cent of From 1 July 2009 Minimum
TRP as cash. nominating a per | superannuation

centof TRPas | guarantee applies.

Telstra shares

through the

Directshare planis
optional.

The Trustee retains a discretion to determine whether to
accept the Director's offer for the relevant percentage to be
received as Directshares.

7.4 Equity Compensation - Directshare

The Directshare Plan (voluntary from 1 July 2009) aims to
encourage alonger-term perspective and to align the Directors
interests with those of Telstra's shareholders. The shares are
purchased on-market and allocated to the participating non-
executive Director at market price. There are no performance
hurdles in respect of this Plan to preserve non-executive
Director independence and impartiality.
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7.5 Retirement Benefits

Superannuation contributions, in accordance with legislation
and Telstra policy, are included as part of each Director's total
remuneration. Directors may choose to increase the
proportion of their remuneration taken as superannuation,
subject to legislative requirements.

Telstra does not provideretirement benefits for Directors, other
than superannuation contributions.

Table 9.2 provides full details of Director remuneration for
fiscal 2009 and 2008.

8. Linking Remuneration and Company
Performance

The table below in section 8.1 provides a summary of the key
financial achievements for Telstra over the previous five
financial years. The below tables in sections 8.2 to 8.4 provide
a summary of how those results have impacted the
remuneration outcomes for Senior Executives.

8.1 Financial Performance

Details of the Group's performance, share price, dividends and
other Group highlights over the past five years are summarised
inthe table below:

Performance Fiscal Fiscal | Fiscal | Fiscal | Fiscal

Measure 2009 2008 2007 2006 (1) 2005
$m $m $m $m $m

Earnings

Sales revenue 25,371 | 24,657 | 23,673 | 22,712 | 22,161

EBITDA 10,948 10,416 9,861 9,575 10,464

Net profit available | 4,073 3,692 3,253 3,183 4,309

to Telstra

Shareholder value

Share price ($) (4) 3.39 4.24 4.59 3.68 5.06

Total dividends 28.0 28.0 28.0 34.0(2) | 40.0(3)

paid/declared per

share (c)

(1) Comparatives for fiscal 2006 have been adjusted to reflect the impact of the transition to
AASB Interpretation 4 "Determining Whether an Arrangement Contains a Lease".

(2)  Thisincludes special dividends of six cents per share in fiscal 2006 paid to shareholders as
part of Telstra's Capital Management Plan.

(3)  Thisincludes special dividends of 12 cents per share in fiscal 2005 paid to shareholders as
part of Telstra's Capital Management Plan.

(4)  Theshare price displayed is as at 30 June for the respective fiscal year. The closing share
price as at 30 June 2004 (fiscal 2004) was $5.03.
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8.2 Average STl Payment as a Percentage of Maximum
Payment

The average STl payment as a percentage of maximum is
shown in the following table:

Performance Fiscal Fiscal | Fiscal | Fiscal | Fiscal
Measure 2009 2008 2007 2006 2005
STI Received 50.9% 81.9% 78.5% 73.8% 54.6%

8.3 Detailed Results of the LTI Plans as at 30 June 2009

The fiscal 2007 and fiscal 2008 LTI plans reached their
respective testing points on 30 June 2009 in accordance with
their Terms. The Board assesses each measure that is required
to be tested as at that time to determine if the performance
hurdles have been achieved. The following tables show the
results of the Board's assessment and the performance of
options that have vested as a result.

Vested options under the fiscal 2007 LTI plan cannot be
exercised until after 30 June 2010, and only if the minimum
gateway TSR hurdle is achieved.

Measure - Fiscal 2007 LTI % of Total % vested
Allocation Tested
at 30 June 2009
Transformation 2 Production 2.500% 0.00%
Transformation 2 Conversion 2.500% 0.00%
Unified Messaging 4.375% 4.375%
Revenue Growth 6.250% 6.25%
Return On Investment 6.250% 4.62%
Total Shareholder Return 6.250% 0.00%
Total 28.125% 15.245%

The fiscal 2008 LTI plan has options measured against the
achievement of absolute TSR and ROl measured following
years two, three and four of the plan. Vested options under the
fiscal 2008 LTI plan cannot be exercised until after 30 June
2011.

If a Senior Executive resigns or retires and their options are not
yet vested, those instruments lapse on cessation of
employment. In the event of cessation for reasons such as
redundancy or contract completion, a pro rata amount of
unvested instruments will lapse relative to the Senior
Executive's service period and the remaining portion may still
vest subject to meeting the original performance measures of
the Plan. If a Senior Executive is terminated for misconduct
then all vested and unvested instruments will lapse.

Measure - Fiscal 2008 LTI % of Total % vested
Allocation Tested
at 30 June 2009
Absolute Total Shareholder Return 15% 0%
Return On Investment 15% 15%
Total 30% 15%

8.4 Remuneration Mix of Senior Executives

The tables below show a comparison of the fiscal 2008 and
fiscal 2009 remuneration mix based on the target level of
reward for Senior Executives as at 30 June of each respective
fiscal year.

In accordance with the previous tables in Section 8 of this
Report, the variable components of Short Term Incentive and
Long Term Incentive will only provide a reward to a Senior
Executive if the performance measures of the relevant plan are
achieved.

8.4.1 - Chief Executive Officer (David Thodey)

Component Fiscal 2009 Fiscal 2008
Fixed Remuneration 35.7% 35.7%
Short Term Incentive 28.6% 28.6%
Long Term Incentive 35.7% 35.7%
Total 100.00% 100.00%
8.4.2 - Chief Financial Officer (John Stanhope)

Component Fiscal 2009 Fiscal 2008
Fixed Remuneration 35.7% 38.4%
Short Term Incentive 28.6% 30.8%
Long Term Incentive 35.7% 30.8%
Total 100.00% 100.00%

8.4.3 - Other Senior Executives - (Sensis CEO, GMD Enterprise
and Government, GMD Consumer, GMD Telstra Business and
GMD Telstra Networks & Services)

Component Fiscal 2009 Fiscal 2008
Fixed Remuneration 35.7% 35.7%
Short Term Incentive 28.6% 28.6%
Long Term Incentive 35.7% 35.7%
Total 100.00% 100.00%

8.4.4 - Other Senior Executives - (GMD Telstra Wholesale, GMD
Telstra Media)

Component Fiscal 2009 Fiscal 2008
Fixed Remuneration 45.4% 45.4%
Short Term Incentive 27.3% 27.3%
Long Term Incentive 27.3% 27.3%
Total 100.00% 100.00%

Table 9.1 details the time in position held by each Senior
Executive in fiscal 2009.

71



ies

ted and controlled enti

imi

Telstra Corporation L

Remuneration Report

1SE962°9% | €6TY2ZTT 97,618 571882 - %29°260°T 000002°S 199768 068006°TT | 92T°9L£0T | 800Z vioL
€LO‘ETE‘OE | 2S8‘y¥E‘D 80%‘LT 008962 €TT'2ETY (\VA & ¥4:] oy1‘yee's yyS‘2sT | €€2°€90°0T| L0S‘0SO‘TT | 6002
16S‘STZIT | - - 000°0S - 99€66 000°00.‘S 166°€TC 009‘T¥Z‘e | ¥€9°006‘T | 800C

¢ ¢ ¢ ¢ ¢ 3 ¢ 3 3 ¢ 3 3 @D uuim mv_omw.h.G
9s8‘sve‘s | - - L91°62 995°2L9% 810‘8 LA r4Ard TT9'YYy 669‘€T¥‘T | 6%98ST‘T | 600Z
€IS'Y6EET | 2T6°2E8Y 002°185°C 000°s. - 99€'66 - 102'v2Z€ 002°185‘C | #€9°006C | 800T

Tont ¢ ¢ o) ¢ ¢ ¢ [~ r— (6)(91) o)1l uowoj0S
Z8%‘190‘6 |(08€°‘TLT) - 285'S9 LyS‘y9L'e 6T0°ZT - L2S‘LST | 816°TZ9‘C | 692°T19‘C | 600Z
8€1°0€9‘c | 180°SL6 060°€6€ 05282 - 62T°ZIT - LTOET 00€°€80°‘T | TLE'SZ0‘T | 800T

— . : . . . c — (s1) adoyupis uyor
199290‘c | £66°‘2L8 SLS‘s 881‘0E - 198‘S6 - TTT2T 46296 6£9‘TTT‘T | 6002
6.€°S8T‘E | 2L1'986 9T9°L€€ 0SL°€T - €€e8yT - 9%‘S 006768 191682 800C

[ [ ¢ [} ¢ ¢ ¢ 1 € .._..._._F_m cF\_wwﬁ_
6£6'759‘C | 9s€‘6.8 €6EY 9s1‘se - 9T6‘6ST - yzh'e 09€‘9€L ye€‘oy8 6002
- - - - - - - - - - 800¢

¢ ¢ ¢ ¢ ¢ ¢ ¢ ¢ ¢ g ¢ o) D330y 19DYIIN
8LE‘TSE‘T | 889°LeTY 8%s‘C 8.S‘CT - T61'SOT 000°000°‘T €S%‘8 986°96¢€ Y€6°L6E 6002
9S2'SEYY | 0¥0°86E°T S86°SYY S18°C€ - €25°291 - 9791 0€28€2°T | LL66ET‘T | 800C

< ¢ ¢ [1 ¢ ¢ ¢ ¢ [1 (3 ¢ HHUHE.OZ _U_>UD
€S€T99‘c | 80E‘6%2°T 969°‘€ ETT'YE - SYL'ET - 929‘LT 0T1‘266 SSL0SE‘T | 6002
_ _ _ _ - _ - - _ _ 800z (€1) Ul UISN[
Z¥9‘Z8%‘T | 0S6‘YTY szy't 41991 - 86.L0T - - 919‘z8¢ 6.1°959 6002 R
76£'€69'T | ZEL‘EOY 08€‘SST 00S‘LT - STE'8S - 060°C 0vy'eey S76°729 800¢

rp——r . . . . < (z1) 31ZUBY DN 23D)
S020ZE'T | LTL‘60€E 806 186°€T - (AN A - 6TL z8g‘sey €9€'STS 6002
- _ - _ - - - - _ _ 800z (11) ADS3D) DpLIAN
26£°962 682‘se - 08y - zZ1s‘e - - 0T¥‘L8 TOLSLT 6002 ’
818°S6LY | T9TY9E‘T 1Y1'Y1S 0SZ1€ - 78578C - 099°00€ 000‘SEE'T | 81%°L96 8007

¢ ¢ [ [ ¢ 1 ¢ ¢ 1 ¢ ¢ ¢ Hm._Df_v_< NUDLm
zeT‘zLs‘'s | yiTietet Y6L‘L €TY‘ZE - €95°992 - L£6°C %,2'020‘T | L£6°620‘T | 600C
8¥1's¥6'c | S8079Z'T 80.°T6€ 00062 - 000°0€T - SE9°L 02.260‘T | 000°0€0‘T | 8002

e e : : : : v ot (o1) Aapoy piapq
€E0°Y0S‘E | LTL'v2T‘T 690°‘s z9v‘ze - 8TLTOT - 9€T‘s #8T0%0‘T | L¥L'96T‘T | 6002

($) ($) $) ($) ($) ($) $) ($) ($) ($)

(8)(2) (11 3D)
Ayinbg (9) saibys (e) sygauag | (2) (ysod)
12410 JO aNDA | 3AIQUBdU| | dADIT 3DIAIBS slljauag (s) fipjauow | saAiuadu| (1) saa4
10101 bununosoy w3l Moys | buoq panuddy | uonpuiwia) | uonpnuubiadng (¥) 13410 -UoN w3l Hoys | pup AIbIpS | IDaA SWDN
sjuawfing sjijouag wuial | sjyouag s}ijauag

paspqg-ainys pajnas Aunbg

buo.aayro

uonDpUIWIdL

juawhiojdwa-ysod

s)jauag aafojdwz wua) Hoys

(219p3 uipW) UOIIDI2UNWAY SAIFNIAXT 10IUAS T°6
D1D( pubDp s21qb | uollblounuwiay ‘6




ies

ted and controlled enti

mi

Telstra Corporation L

Remuneration Report

‘uo13p20)j0 36pXy>Dd AID)DS (UL PUD 2AD3] [DAUUD PaNIIID JO pasiduwiod

S1995°29%$ JO S}jaUdg UOIIDUIWLIA | S,UUIM W "dIW) D SD 3IAI3s Jo poLiad siy burinp uoipiaunwal sapnjdu Aluo ajqpy aA0GD ay3 }Nsai D Sy “dWY D 3q 03 paapisuod 10U SDM UUIM I ‘DIDP IDY1 1YY '600Z Aipnubr T€ U0 DA3S)a 1 O 0O SD PasDad UUIM I
"dW)I D SD 221A135 Jo poriad sjy burinp uoipiaunwal sapnjdul hjuo a1qpl aA0qD 3y} 1Nsai b sy “dW) D 3G 0}

paiapisuod jou spm o)jifniL 4w @IDp 1Y} JaYY ‘6002 ADW ST aMID2442 DAIS]L JO 0FD) SD paspad O)JifnIL I "2AD3] IDNUUD PanJdID /%S 99/ $ PUD UOIIDIAUNWAL PAXIJ SYIUOW dA]am] buijuasaidal 000°000°€$ Jo pasiidwiod si spyauag uonpuiuiia | s,oNfnag i
'DI}S]31 4O 1032311q 2AIINI3XF UD Sb pajujoddp os)p som adoyupis I ‘600z AD 8 UQ “UOIIDIISIUIWPY PUD 22UDULS - QN9 PUD 04 o uoiyisod ay3 spjoy adoyupys Iy

"dW)I D SD 231A13s Jo poriad sjy bulinp uoipiaunwal sapnjdul hjuo aroqo

3)qp1 2y 3)nsal b sy ‘6002 hipniqgad T Woif W) D 3G 0} PaIapisuod SDM DII0Y IW ‘600Z Aupnupr 1€ uo 00D ay1 jo ainppdap ayy yum ‘Ayiqisuodsas pup hLoYIND JO 12A3) 5,030y 4 Ul ISD2IDU] UD O] INP PUD SADIAIDS 3 SYIOMIIN DIIS]3 L - NI S DIIOY I
"dWX D SD 33135 Jo poliad sy burinp uonpiaunwiaa sapnpdul Ajuo aAoqgp a]qp3 ay1 3jNsal D SY “dY D 3G 03 PaIapISU0d JOU SDM dU)I I PUIWIUBUWILIO JO dIDP Y] 21043g 800Z 42qWd}das 8T UO DIPa DAIS]aL - QWD SD PadUWWIOD U)W JN

‘dW) D SD 231135 Jo poriad 1ay burinp uonpiaunwai sapnjdul Ajuo arogp a)qpy ayy

11NS31 D SY “dW) D 3G 0] PaiapIsu0d JOU SDM 31ZuaydW SW ‘buiiaxipp 516a10.3s pa3s)a ) - aw9 sp uawiuioddo ayy sayy bunayipp 216a10.13s p1IS]a 1 - QWO SD parutoddp spm ays Yd1ym 13} ‘6002 YD 62 03 dn 3]DS3JOYM DIIS]3 L - AIND SDM AIZUBNIW SW
"dW) D SD 331135 Jo poliad Jay buinp uonapiaunwai sapn)oul Ajuo aroqp 3)qo} ay}

9INSa4 D SY ‘) D Palapisu0d JoU SDM IDS3AD) S| ‘d]DSAJOYA DAIS]3 L - N9 SD JUSWIIUSWILWOD JO dIDP dY} 21043 '600Z dUN[ 6 UO JUBWUISA0H puD 3siidia3ug i3s)a] - QWD UdY3 pup 600Z YIID O UO 3]DSI]OY N DAIS]3L- QIND SD PadUIWLIOD IDSAD) S
‘JuaWUIaA09 3 astidiajug pas|a) - WD Jo uojisod ayl pjay ay siy1 03 Jolid ‘6002 Abw 6T aA1daa 03D sp pajujoddp spm hapoy | aw

'Pa.1lajsupi} SaIDYS DIIS]3 | puD pajilas udy} 3Idm salpys

2AIUIUI P2LIBJIP D UBYM ‘600Z dUN[ O J13UN ISNIJ UI P]aY 21dM S2IDYS dAIUIIUI PALIDJIP Y] "S2IDYS dAIJUIIUI PBLIBJIP SD PAIBAIJAP 21dM YdIYym 03D 41auiiof ay} 03 Juawhpd 1§ 1pN3dD 1030} aY3 JO 3udd 4ad 0§ spuasaidal Jaquinu SaIDYS (1S 800Z [DISI YL
‘pasdp] 1py3 spuawiniysul Aynba

250Y3 WO1§ 2N]DA OU PaAIDIAL dINY FUDAS)AL Y] JDAGMOY ‘DA0GD papl033a. S| an)pA buijunoddp up (¥SJ :al) ‘sajpiny paspq 3ax4pw 104 ‘pajiajiof buiaq syuawnijsul Aynba ul bunnsai 0135131 Y] dW) P 34aYm Jo buisdp) spuawnazsur Ayinba ul bunsas 426103
adupwiiogiad (¥S1-uou 1) 3axyipwi-uou b fijs1Ips 03 pajipy Jay31a Ipy3 subjd |17 UID1IAD 10J PaLINII0 SDY SIY] "600Z ]DISIY U] PASIdAAL Udaq SDY uojipiaunwal sp pasiuboda Ajsnoiraid som 1pyy asuadxa burunoddp ‘spippupis burunoddp sapun palinbai sy
“UOIIDWLIOJUI I3Y1INJ JOJ £°6 3]qD} 03 1343y “ApahA ay) burinp pasdp] 1o pajiagio) saipys paidLiysal pup syybi asubwiiogiad ‘suoipdo

104 spunow aA1pbau sapnpdul anjpA buIUN0IID 3y | "S2IDYS 1SN} PAIILIISAI AW0IA] S2IDYS PaIdIIISal Y} 10 3]qDSIDIaXa aw033q s3ybL asuburiogiad 1o suondo ay pinoys aA1ndax3 Jo1uas yopa hq pasiiva. aq Alaapwiin Avw oy (Aup 41) 1gauaq ay3 jo
JAIIDIIpU] JOU 03 Pa]D]aJ JOU SI UOIIDIdUNWA SD PaPN]IUI JUNOLID Y| JdW 34D Sa]pIny aoupwiiogiad ayl ji an)pA siyy saalasal Ajuo aaizndaxa ayz ybnoys uana poriad buyisaa 4123 Jo pua ay3 1b 1SA ]IM S3IDYS paidliisal pup spybi asupuiiogiad ‘suoindo py;
uondwnssp up sapn)oul an)pA siy | “IDaA [DIDUDULY 3] JO JUBLAIUIWWIOD Y} 1D SD pasaA hjny 1A J0u poy 1bYy] S34DYS paldLysal pup syybii adubwiiogiad ‘suoiydo jo anjpA Jipy ay3 jo uofriodoid b spuasaidal anjpa bujauN0IID 3y} ‘Z gSYY YHM 25UDPI0IID U|
*SpADPUD]S BUIIUN0IID JUDAS]A 3Y] Y}M 2IUDPIOIID U] 800Z [DISIY PUD 600 [DISI 104 an]DA buizunoddp ayy Juasaidal umoys sanjoa

3y ‘upjd aipys aAuadU| [1S 600Z IDISIY dY3 Japun papiAoid saIpys aAIJUIIU| PaIdLIISal OU 21aM 243y | “ub]d 21DYS dAIUAIUJ [1S 800Z ]DISI) Y3 JaPUN S2IDYS dAIJUIU| PADLIISaL SD papiAoid Sbm yd1ym 800z J0Isly 404 Juawhod |1 S [0n1dD ay3 Jo Juad 4ad sz
SapN)oUl 0S]D 31 ‘800 |DISI 03 UOIID]AJ U[ "S]DAIIUI YIUOW Z T 3D SIDah 321y 4aA0 painqLilsip aq 0} sapys sp papiroid som juawhod |1 s ay3 Jo uad sad 05 Agaiaym upid (1S S00Z JDISI dY3 JapUN PaIpIO)ID S2IDYS IAIFUSIUJ WA 3I0YS JO IN)DA 3y} SAPN]OUI SIY |
'SaAIIN23xa hq 331411005 hup)ps ybnoay) appw uorngLIU0d uoiPNuUUDIadNS [DUCIIPPD Aup SD )]am s uonPnuUDIadns 03 suoiNqgLiuod Aubdwod syuasaiday

'600Z hupnupr uy uuip 4 03 appw JuaWADY UOIIDULIOJSUDI | D pUD DIIOY I 404 Judwhpd uojualal sapnjduj

'$1502 JaADJ} JDU0SIad JO an]DA 3y} pup Juawho)dwa D.}s)a | 03 paID]al sadIAIas pub s3INpo.d Jo asn Jpuosiad ay] Jo an)pA 3y} pup p.s)a ) Aq papiroad sadialas fyindas awoy Jpuosiad Jo anjpA ay (,spappupls burrioday |pi>UDUI IDUOIIDUIAIU| 0} SJUSIDAINDT
upl)pa3sny Jo suondopy awi-1sit4, T gSyy Japun papwiad uofdwaxa ay) ul papnjoul 3104213y} 31aM puUD Z00Z 43qUIdAON / 03 Joid panss asam Aayy s pasuadxa uaaq Jou aADY Yd1YM) 66d0ST.L PUD 26d40STL 1pUn SUDO) 244-152433Ul JO 11JaUI] dY3 SapN]IU|
"UMOYS SI 600Z DISIY 404 dWY SD poliad ay3 03 buiipjau |1 ay1 jo uorriod ayy Ajuo Upah 600z J0IsIY 413Ud 3Y3 10§ JNY

D JOU SDM 2A13n22X3 JOIUS D 31aY A *[LS Y1 JO AJUO JudWwa)a Yspd ay} Juasadal uMoys SaNJDA Y| “JDNPIAIPUI dY] puD DIIS]a [ 104 ddubuLIoad 1pN1dD UO paspq s pub Ajaaildadsal 600Z |DISI) puD 800Z 1DISIY U] 22UDWLIOIAd 0] S3)D]aJ dAIJUSIU WIdY 1IOYS
XD} Spyauaq abuyiy pup (uoizpnuupiadns sapun papnidul si yd1ym uonpnuupiadns ad1411d0s Aipps buipn)dxa) syyauaq ad111dps Aipjos ‘Aipjos sapnpuy

(1)

(91)
(s1)

(v1)
(€1)

(z1)

(1)
(o1)

(6)

(8)

(2)

(9)
(%)
()

(2)
(1)

73



Telstra Corporation Limited and controlled entities

Remuneration Report

9.2 Non-executive Director Remuneration

Short Term Employee Benefits Post-employment | Equity Settled
Benefits Share-based
Payments
Name Year Salary and Fees Non-monetary Superannuation Directshare (9) Total
(1)(9) Benefits (2)
(%) (%) (%) (%) ©)
Catherine B Livingstone 2009 241,907 - 23,745 63,958 329,610
Chairman (3) 2008 180,400 1,754 13,129 48,400 243,683
Geoffrey A Cousins 2009 183,855 - 13,745 49,400 247,000
Director 2008 160,664 - 13,129 43,445 217,238
Charles Macek 2009 207,803 249 33,797 60,400 302,249
Director 2008 206,249 2,090 19,535 56,400 284,274
John P Mullen 2009 66,000 - - 154,000 220,000
Director (4) () 2008 - - - - -
John M Stewart 2009 83,397 - 100,000 45,849 229,246
Director 2008 10,493 - 17,489 6,995 34,977
John W Stocker 2009 200,263 - 13,745 96,740 310,748
Director (6) 2008 151,792 1,012 28,972 95,594 277,370
Peter J Willcox 2009 154,902 - 87,123 56,400 298,425
Director (6) 2008 142,065 - 57,755 49,873 249,693
John D Zeglis 2009 181,600 - - 45,400 227,000
Director (5) 2008 165,600 - - 41,400 207,000
Donald G McGauchie 2009 374,400 18,318 76,932 112,833 582,483
Chairman (7) 2008 391,739 1,754 89,007 120,000 602,500
Belinda J Hutchinson 2009 - - - - -
Director (s) 2008 21,058 - 29,124 12,549 62,731
Total 2009 1,694,127 18,567 349,087 684,980 2,746,761
ota

2008 1,430,060 6,610 268,140 474,656 2,179,466

(1) Includes fees for membership on Board committees.

(2)  These payments relate to reimbursement received by directors for reasonable travelling, accommodation and other expenses incurred in travelling to or from meetings of the Board or
committees, or when otherwise engaged on company business. This also includes telecommunications and other services and equipment provided to directors to assist them in performing
their duties. From time to time, we may also make products and services available to directors without charge to allow them to familiarise themselves with our products and services and with
recent technological developments.

(3)  MsLivingstone became Chairman on 8 May 2009. Prior to this, Ms Livingstone held the position of Director of the Company.

(4)  MrMullen became a Director of the Company on 1 July 2008.

(5)  MrMullen and Mr Zeglis had no Superannuation component due to their respective off-shore and non-resident status for superannuation purposes.

(6)  MrWillcox and Mr Stocker received additional fees at an hourly rate of $450 per hour as compensation for their work on the NBN (National Broadband Network) Committee. As per rule 24.3(b)
of Telstra's constitution, which provides for treatment of payment for extra services, these fees are paid for out of the funds of the company and not the Directors Fee Pool and will form part
of their fiscal 2010 earnings.

(7)  MrMcGauchie retired as Chairman and a Director of Telstra on 8 May 2009. After the date of retirement, Mr McGauchie was not considered to be a KMP. As a result, the above table only
includes remuneration during his period of service as a KMP.

(8)  MsHutchinson retired as a Director of Telstra on 7 November 2007. After retirement, Ms Hutchinson was not considered a KMP. As a result, the above table only includes remuneration during
her period of service as a KMP.

(9)  These payments have been calculated based on current elections by directors. As Directshares are allocated retrospectively on a 6 monthly basis, the actual amount may differ where, as a
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result of changes to the remuneration structure for directors as explained in section 7.2, directors amend their election. Where this occurs the actual amount allocated to Directshares will be
proportionally adjusted and a corresponding change in fees will occur. This would result in no change to the total fees paid to individual directors.
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9.3 STI Payments (cash and shares)

Name Year Maximum | Current Year Grant of | % of the Maximum % forfeited Total Grant of STI
Potential STI STI Potential
($) @ (%)@ ($) @
David Thodey 2009 2,097,145 1,040,184 49.6% 50.4% 1,043,253
2008 1,856,000 1,456,960 78.5% 21.5% 1,525,693
Bruce Akhurst 2009 2,099,200 1,020,274 48.6% 51.4% 1,028,068
2008 2,000,000 1,780,000 89.0% 11.0% 1,954,533
Nerida Caesar 2009 159,217 87,410 54.9% 45.1% 87,410
2008 - - - - -
Kate McKenzie 2009 718,452 435,382 60.6% 39.4% 436,290
2008 840,000 577,920 68.8% 31.2% 577,920
Justin Milne 2009 798,781 382,616 47.9% 52.1% 384,041
2008 - - - - -
David Moffatt 2009 2,209,600 992,110 44.9% 55.1% 995,806
2008 2,104,000 1,651,640 78.5% 21.5% 1,734,407
Michael Rocca 2009 793,972 396,986 50.0% 50.0% 399,534
2008 - - - - -
Deena Shiff 2009 1,640,000 736,360 44.9% 55.1% 740,753
2008 1,520,000 1,193,200 78.5% 21.5% 1,291,583
John Stanhope 2009 1,954,685 936,294 47.9% 52.1% 939,869
2008 1,840,000 1,444,400 78.5% 21.5% 1,524,450
Solomon Trujillo 2009 5,243,836 2,621,918 50.0% 50.0% 2,621,918
2008 6,000,000 5,162,400 86.0% 14.0% 5,162,400
Gregory Winn 2009 2,356,165 1,413,699 60.0% 40.0% 1,413,699
2008 4,000,000 3,241,600 81.0% 19.0% 3,241,600

(1)  The maximum potential STI refers to the maximum potential STI specific to fiscal 2009 and fiscal 2008 respectively, where the Senior Executive was a KMP, adjusted for any variation in fixed
remuneration throughout fiscal 2009 and fiscal 2008 that impacts the maximum potential STl available.

(2)  Thecurrent year grant of STl is pro rata adjusted to reflect the STI component that relates to the Senior Executives tenure as a KMP. Accordingly any STI component awarded that relates to
a period of time where the Senior Executive was not a KMP is excluded from this table.

(3)  The STl forfiscal 2009 was approved by the Board on 12 August 2009. There were no restricted Incentive shares provided under the fiscal 2009 STl Incentive Share plan. For fiscal 2008, the
GMD incentive shares vested immediately upon allocation however are subject to a restriction period that ends on the earliest of three years after grant (and provided the executive has
fulfilled their obligations under the Executive Share Ownership Policy), cessation of employment or a date where the Board determines an Event has occurred or a date determined by the
Board following a discretion event. This number excludes the fiscal 2005 STl incentive shares that vested during fiscal 2009 and 2008 respectively.

(4)  Includes the value of the fiscal 2005 Incentive shares that vested in fiscal 2009 and 2008 respectively.
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9.4 Summary of LTI Plans as at 30 June 2009
As at 30 June 2009 the vesting status of all LTI equity plans is as follows:

Plan Type of Performance Period Result Future Financial | Accounting Value
Instrument Years in which Yet to Vest (1)
Granted Grants Vest
Min ($) | Max($)
Growthshare Options 6/9/2004 - 6/9/2006 50% Vested prior to fiscal 2008. No furtheramounts n/a n/a
2002 - Sept 2001 vest in future
allocation financial years.
Growthshare Performance 5/9/2005 - 5/9/2007 All lapsed. No amounts vest in n/a n/a
2003 - Sept 2002 |rights future financial
allocation years.
Growthshare Performance 5/9/2006 - 5/9/2008 The threshold hurdle was No furtheramounts n/a n/a
2004 - Sept 2003 |rights achieved during fiscal 2008 for  |vest in future
allocation both Performance Rights and financial years.
Deferred Shares 5/9/2006 - 5/9/2008 Deferred Shares.
Growthshare Performance 20/2/2007 - 20/2/2009 The threshold hurdle was No furtheramounts n/a n/a
2004 - Feb 2004 |Rights achieved during fiscal 2008. vest in future
allocation financial years.
Growthshare EPS Performance |1/7/2004 - 30/6/2007 ALLEPS Performance Rights No amounts vest in n/a n/a
2005 - Aug 2004 |Rights lapsed during fiscal 2008. future financial
allocation years.
TSR Performance |20/8/2007 - 20/8/2009 The threshold hurdle was Nofurtheramounts
Rights achieved during fiscal 2008. vest in future
financial years.
Growthshare Performance 60% tested on 30/6/2008 |Of the 60% of the entire stretch  |30% retest plus 40% n/a 203,587
2006 - Feb 2006 |Rights plan tested on 30/06/2008, 20% |of the second
allocation 40% to be tested on vested, 10% lapsed and 30% will |performance period
30/6/2010 be retested at 30/06/2010. may vest 30 June
2010, subject to
Plan performance
measures.
Growthshare Options (other 2/3rds of the plan has test |(Vesting - subject to TSR Vested options n/a n/a
2007 than for the points at: gateway) cannot be exercised
former CEO) until after 30 June
30/6/2008 (30%) 19.375% vested (of 30% tested) 2010 and only if the
TSR gateway of
30/6/2009 (28.1%) 15.245% vested (of 28.1% tested) [11.5% TSR growth
over the four years
30/6/2010 (41.9%) To be tested 30 June 2010 of the Plan is
achieved.
The remaining 1/3rd 75% of EBITDA accelerator
relating to the EBITDA options may vest subject to
accelerator will be tested |attaining Stretch EBITDA and TSR
at 30 June 2010 Gateway, 25% have lapsed.
Growthshare Options 1/7/07 - 30/6/2011 in 30% of the plan was tested at 30 |Options may vest, n/a n/a
2008 respect of TSR June 2009. subject to Plan
performance
measures in fiscal
1/7/2008 - 30/06/2011in |15% related to the ROI 2010 and 2011.
respect of ROI performance measure vested.
Growthshare Options 1/7/2008 - 30/6/2012 The first test point of the planis |Options and n/a n/a
2009 30/06/2010. restricted shares
Restricted Shares |1/7/2009 - 30/6/2012 may vest in fiscal nil 3,799,163
2010, 2011 and
2012.

(1)  Thevalues included in the above table have been calculated by applying option valuation methodologies as described in Note 27 to the financial statements.
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9.5 Accounting Value of all LTI Instruments

Name Year Accounting Value of LTI Equity Allocations Total |AccountingValueas
1)(2) a % of Total
Remuneration (3)
Options (4) Performancerights (4) | Restricted shares
) ®) ) ) (%)
David Thodey 2009 890,854 36,218 197,645 | 1,124,717 32.1%
2008 1,133,519 130,566 - | 1,264,085 32.0%
Bruce Akhurst 2009 959,956 39,359 212,899 | 1,212,214 33.9%
2008 1,221,464 142,696 - | 1,364,161 28.4%
Nerida Caesar 2009 17,716 - 7,573 25,289 8.5%
2008 - - - - -
Kate McKenzie 2009 254,923 (1,436) 56,230 | 309,717 23.5%
2008 372,684 31,048 - 403,732 23.8%
Justin Milne 2009 323,554 26,359 65,037 | 414,950 28.0%
2008 - - - - -
David Moffatt 2009 983,746 41,466 224,096 | 1,249,308 34.1%
2008 1,243,059 154,981 - | 1,398,040 31.5%
Michael Rocca 2009 317,363 29,801 80,524 427,688 18.2%
2008 - - - - -
Deena Shiff 2009 704,226 8,802 166,328 | 879,356 33.1%
2008 886,393 99,779 - 986,172 31.0%
John Stanhope 2009 685,618 30,621 156,754 | 872,993 28.5%
2008 865,460 109,621 - 975,081 26.9%
Solomon Trujillo 2009 155,172 (326,552) - | (171,380) (1.9%)
2008 3,941,540 891,382 - | 4,832,922 36.1%

(1)  Thevalue of each instrument is calculated by applying option valuation methodologies as described in note 27 to the financial statements and is then amortised over the relevant vesting
period. The values included in the table relate to the current year amortised value of all LTI instruments detailed as other equity in the remuneration table. Please refer to note 27 for details

on our employee share plans.

(2)  Where avesting scale is used, the table reflects the maximum achievable allocation.

(3)  Total Remuneration is the sum of short term employee benefits, post employment benefits, termination benefits, other long term benefits and equity settled share- based payments as
detailed in table 9.1 of this Report.

(4)  Asrequired under accounting standards, accounting expense that was previously recognised as remuneration has been reversed in fiscal 2009. This has occurred for certain LTI plans that
either failed to satisfy a non-market (ie: non-TSR) performance target, resulting in equity instruments lapsing or where a KMP left Telstra, resulting in equity instruments being forfeited. For
market based hurdles, (ie: TSR) an accounting value is recorded above, however the relevant KMP received no value from those equity instruments that lapsed.
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9.6 Number of Equity Instruments Granted and Vested During Fiscal 2009

Name Options Performance | Restricted GMD Deferred Incentive
Rights Shares Incentive Incentive Shares (2)
Shares Shares
. Granted during period 881,331 - 279,357 83,542 - -
David Thodey - gp - o
Vested during the period 775,000 89,814 - 162,602 - 18,147
Granted duri riod 949,350 - 300,917 102,065 - -
Bruce Akhurst ante U 'ng perio _ & 4 d 2
Vested during the period 835,127 97,848 - 132,181 - 93,916
Granted during period 132,539 - 42,010 - - -
Nerida Caesar U 'ng pert . ) 4 d
Vested during the period - - - - - -
i i - - - 1 - 14
Kate McKenzie Granted du.rlng perloq (1) 33,138
Vested during the period 250,537 11,116 - 72,021 - 7,201
Justin Milne Granted du'ring perioc.I 1) 370,116 - 117,317 - - -
Vested during the period - - - - - -
G ted duri iod 999,277 - 316,743 94,705 - 736
David Moffatt rante L{rmg perio 8 @ ! ’ ’
Vested during the period 845,151 106,050 - 187,447 - 21,851
. Granted during period 873,733 - 276,950 - - -
Michael Rocca - gp - W
Vested during the period - - - - - -
Deena Shiff Granted du'ring perioc'l 1) 741,679 - 235,093 68,418 - -
Vested during the period 601,293 42,584 - 133,929 - 25,976
Granted during period 698,987 - 221,560 82,822 - -
John Stanhope U 'ng pert ,(1) 4 d d
Vested during the period 587,932 75,334 - 165,291 - 21,135
. Granted during period (1) 5,172,414 (3) - - - 689,171 -
Solomon Trujillo (4) . 8
Vested during the period 6,724,138 167,364 - - 1,340,779 -
. Granted during period (1) - - - - - -
Gregory Wi
egory Winn Vested during the period - - - - - -

(1)  Options and restricted shares granted during the year relate to the annual LTI plan for fiscal 2009. Incentive Shares granted during the year relate to the STI plan for fiscal 2005 where
dividends paid during the year have been reinvested under the dividend reinvestment plan. GMD incentive shares granted during the year or in fiscal 2008 relate to the fiscal 2008 and fiscal
2007 STl plans respectively.

(2)  These Incentive Shares relate to the fiscal 2005 STI plan and do not include any allocation in relation to the fiscal 2009 STI plan.

(3)  Theoptions granted during the year relate to those options granted under Tranche 3 of the former CEO's fiscal 2007 LTI allocation. 10,344,828 and 5,172,414 options were granted to the
former CEO under Tranche 1 and Tranche 2 of the fiscal 2007 LTI and have been disclosed in fiscal 2007 and fiscal 2008 respectively.

(4)  The Deferred incentive shares granted during the year relate to the fiscal 2008 former CEO STI plan.
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9.7 Value of Options, Performance Rights and Restricted Shares Granted, Exercised and Lapsed/Forfeited
in Fiscal 2009

(6%

2
(3)
(4)

Name Granted during period Exercised Value Foregone
(%) (%) (%)
(1) (2) 3)
David Thodey 931,593 (530,536) (157,448)
Bruce Akhurst 1,003,491 (584,438) (169,919)
Nerida Caesar 140,095 - -
Kate McKenzie - - (55,817)
Justin Milne 391,226 - R
David Moffatt 1,056,267 (611,299) (172,278)
Michael Rocca 923,566 - N
Deena Shiff 783,982 (235,365) (119,975)
John Stanhope 738,853 (462,107) (130,653)
Solomon Trujillo 1,137,931 - (2,063,793) (4)
Gregory Winn - - N

The grant date of the fiscal 2009 LTI plan was 8 May 2009. The fair value of the RTSR options and ROl restricted shares granted in fiscal 2009 is $0.16 and $2.83 respectively. The fair values
reflect the valuation approach required by the applicable accounting standard including a Monte Carlo simulation option pricing model as explained in note 27 to the financial statements.

The fair value of options grantedto Mr Trujillo (former CEQ) under the Tranche 3 allocation is $0.22 for TSR options and $0.31 for RG, ROI, NGN and ITT options.

Each equity instrument was exercised for one fully paid Telstra share by paying the prescribed exercise price. The values reflect the market value at the date of exercise after deducting any
exercise price paid.

The value of equity instruments that have lapsed during the year represents the benefit foregone and is calculated at the date the equity instrument lapsed. As the equity instruments lapsed
at the end of the vesting period, the values reflect the market value (as at the date of lapsing) after deducting any exercise price that would have been payable.

As the Tranche 2 allocation of the former CEQ’s fiscal 2007 LTI plan options had an exercise price that was greater than the market price of Telstra shares (ie were out of the money), there was
no value associated with these lapsed options.

9.8 KMP Contract Details

The key terms and conditions of service contracts for current Senior Executives are summarised below. There are no individual
contracts for services with our non-executive directors.

1)
(2

(3)
(4

Name Term of Fixed Remuneration | Additional Conditions Notice Termination
Agreement at End of Fiscal 2009 Period (1) Payment (2)
David Thodey Ongoing $2,000,000 ®3) 6 months 12 months
Bruce Akhurst Ongoing $1,312,000 Nil 6 months 12 months
Nerida Caesar Ongoing $800,000 Nil 6 months 12 months
Kate McKenzie Ongoing $875,000 Nil 6 months 12 months
Justin Milne Ongoing $852,500 Nil 6 months 12 months
David Moffatt Ongoing $1,381,000 Nil 6 months 12 months
Michael Rocca Ongoing $1,207,500 (4) 6 months 12 months
Deena Shiff Ongoing $1,025,000 Nil 6 months 12 months
John Stanhope Ongoing $1,380,000 Nil 6 months 12 months

Upon notice being given Telstra can require the executive to work through the notice period or terminate employment immediately by providing payment in lieu of notice.

Payment is calculated on fixed remuneration as at date of termination. There will be no payment if termination is a result of serious misconduct or redundancy (in which case Telstra's
redundancy policy applies).

In relation to David Thodey's contract if the Board forms the view that the CEQ is not performing to the standard required of a CEQ, Telstra may terminate by providing four months' written
notice.

Michael Rocca's contract provides for payment of a $1,000,000 retention incentive (less applicable taxation) which was paid in the first pay period following 1 July 2009 based on his
continuous employment at that date. A further $1,000,000 retention incentive (less applicable taxation) is scheduled for the first pay period following 1 July 2010 subject to his continued
employment status at that date.
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Telstra Corporation Limited and controlled entities

Income Statement

for the year ended 30 June 2009

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2009 2008 2009 2008
Note $m $m $m $m
Income
Revenue (excluding financeincome) . . .. ... ... .. L L oL 6 25,507 24,828 22,173 21,758
Otherincome. . . . . . . 6 107 174 103 135
25,614 25,002 22,276 21,893
Expenses
LabOoUr . .« o e 4,131 4,158 3,213 3,248
Goods and servicespurchased . . ... ... ... ... L L L 5,313 5,181 3,728 3,680
Other EXPENSES. . . . . e e e e 7 5,225 5,246 5,057 4,892
14,669 14,585 11,998 11,820
Share of net (profit)/loss from jointly controlled and
associated entities . . . .. ... 26 (3) 1 - -
14,666 14,586 11,998 11,820
Earnings before interest, income tax expense, depreciation and
amortisation (EBITDA) . . . . . . . o 10,948 10,416 10,278 10,073
Depreciation and amortisation. . . . ... ... Lo Lo oo 7 4,390 4,190 3,737 3,621
Earnings before interest and income tax expense (EBIT) . . ... .............. 6,558 6,226 6,541 6,452
Financeincome . . . . . .. L 6 67 72 62 60
Finance costs. . . . . . . . . e 7 967 1,158 953 1,152
Net finance costs . . . . . . . . . . e 9200 1,086 891 1,092
Profit beforeincometaxexpense. . . ... ... ... ... . ... .. . . Lo L. 5,658 5,140 5,650 5,360
Incometaxexpense. . . . ... ... . 9 1,582 1,429 1,675 1,543
Profitfortheyear. . . ... ... ... .. .. ... . 4,076 3,711 3,975 3,817
Attributable to:
Equity holdersof TelstraEntity. . . . . ... ... ... ... ... . ... ... ... .... 4,073 3,692
Minorityinterests . . . . ... ... L 3 19
4,076 3,711
Earnings per share (cents per share) cents cents
Basic . . .. 3 329 29.9
Diluted. . . . . . . e 3 32.9 29.8

The notes following the financial statements form part of the financial report.
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Telstra Corporation Limited and controlled entities

Statement of Comprehensive Income
for the year ended 30 June 2009

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2009 2008 2009 2008
Note $m $m $m $m
Profitfortheyear. . . . . .. ... ... ... . .. L 4,076 3,711 3,975 3,817
Foreign currency translation reserve
Reserves recognised on equity accounting our interest in jointly controlled and
associatedentities . . ... ... ... L 26 1 1 - -
Translation of financial statements of non-Australian controlled entities . . . . . . .. 177 (231) - -
Income tax on movements in the foreign currency translationreserve . . . ... .. .. 36 (43) = -
214 (273) - -
Cash flow hedging reserve
Changesin fairvalue of cashflowhedges . . . ... ....... ... ... ... ...... 120 120 119 119
Changes in fair value transferred to otherexpenses . . . .. ... ... ... ... ... (285) (77) (285) (77)
Changes in fair value transferred to goods and services purchased. . . . ... ... ... (27) 15 (27) 15
Changes in fair value transferred to financecosts . . . . . .................. 104 115 104 115
Changes in fair value transferred to property, plant and equipment. . . . ... ... .. (14) 7 (14) 7
Income tax on movements in the cash flow hedgingreserve . .. ... ... ....... 31 (53) 31 (53)
(71) 127 (72) 126
Retained profits
Actuarial loss on defined benefitplans. . . .. ... ... ... .o o oL 24 (546) (434) (540) (425)
Income tax on actuarial loss on defined benefitplans . .. ................. 163 129 163 127
(383) (305) 377) (298)
Minority interests
Translation of financial statements of non-Australian controlled entities . . . . . . .. 30 (19) - -
Actuarial loss on defined benefitplans. . . .. ... ... .. ..o oo oL 24 (7) - - -
23 (19) - -
Total comprehensiveincomefortheyear . ... ....................... 3,859 3,241 3,526 3,645
Attributable to:
Profit for the year attributable to equity holders of TelstraEntity . . . ... ... .. .. 4,073 3,692
Actuarial loss on defined benefit plans (after tax) recognised in retained profits . . . . (383) (305)
Total comprehensive income recognised in retained profits . . . . ............. 3,690 3,387
Other comprehensive income recognised in foreign currency translation reserve. . . . 214 (273)
Other comprehensive income recognised in cash flow hedgingreserve . . . . . ... .. (71) 127
Total comprehensive income attributable to equity holders of Telstra Entity. . . . . 3,833 3,241
Profit for the year attributable to minority interests. . . . .. ...... ... ... ... 3 19
Other comprehensive income attributable to minority interests . . . . ... ... .. .. 23 (19)
Total comprehensive income attributable to minorityinterests . . . . ... ... ... 26 -

The notes following the financial statements form part of the financial report.
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Telstra Corporation Limited and controlled entities

Statement of Financial Position

as at 30 June 2009
Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008

Note $m $m $m $m
Current assets
Cashand cashequivalents . . . ... ... ... ... . ... ... . . ... 20 1,381 899 1,016 542
Trade and otherreceivables. . . . . . . ... ... ... .. ... . ... 10 4,039 3,952 3,908 3,502
Inventories . . . . . . . 11 239 309 211 264
Derivative financialassets. . . . . .. ... .. ... ... 17(e) 128 54 128 54
Currenttaxreceivables. . . . . . . .. .. . ... e 101 - 100 -
Prepayments. . . . . ... . L 304 299 214 234
Totalcurrentassets . . . . .. . ... .. 6,192 5,513 5,577 4,596
Non current assets
Trade and otherreceivables. . . . .. ... ... ... . 10 163 198 295 318
Inventories . . . . . .. 11 18 12 18 12
Investments - accounted for using the equitymethod . . . ... ... ... ... ... 12 16 14 11 12
Investments-other. . . .. ... . .. ... 12 - 1 5,529 5,461
Property, plantandequipment. . . . . ... ... ... Lo Lo o 13 23,895 24,311 22,317 22,665
Intangibleassets. . . . ... ... 14 8,416 7,245 4,724 3,738
Derivative financialassets. . . . . .. ... .. ... ... 17(e) 1,073 bbb 1,073 4b4h
Non-currenttaxreceivables. . . . . . .. .. .. ... ... .. 172 - 172 -
Deferredtaxassets . . ... .. ... . . ... ... 9 9 1 - -
Defined benefitassets . . . . . ... ... .. ... 24 8 182 - 161
Totalnoncurrentassets . . . . . .. ... . . ... 33,770 32,408 34,139 32,811
Totalassets. . . . . ... ... . e e 39,962 37,921 39,716 37,407
Current liabilities
Tradeandotherpayables . . . ... ... ... ... ... . 15 3,734 3,930 3,234 3,420
Provisions . . . . .. 16 495 535 420 457
Borrowings . . . ... 17(d) 1,979 2,055 3,084 2,484
Derivative financial liabilities. . . . . . ... ... .. ... .. ... ... . ... ..., 17(e) 111 82 111 82
Currenttaxpayables . . . . .. ... L 262 264 220 222
Revenuereceivedinadvance . . . . . ... ... 1,171 1,257 897 972
Total current liabilities . . . . . . . .. ... 7,752 8,123 7,966 7,637
Non current liabilities
Tradeandotherpayables . . . .. ... ... ... ... ... . ... .. . ... 15 245 181 53 56
Provisions . . . . . . 16 761 776 723 739
Borrowings . . . . .. 17(d) 15,344 13,444 15,320 13,419
Derivative financial liabilities. . . . . . ... ... ... ... .. ... L 17(e) 819 1,222 819 1,222
Deferred tax liabilities . . . ... ... ... . . . ... 9 1,593 1,575 1,729 1,734
Defined benefitliability . . .. ..... ... ... ... ... . 24 414 - 414 -
Revenuereceivedinadvance . . . . . .. ... 353 355 353 355
Total non current liabilities . . . . . . .. .. ... ... . . ... 19,529 17,553 19,411 17,525
Totalliabilities . . . . . ... ... . . . . e 27,281 25,676 27,377 25,162
Netassets. . . . ... ... . . e 12,681 12,245 12,339 12,245
Equity
Share capital ............................................. 19 5,576 5,534 5,576 5,534
Reserves . . . . . . . (273) (410) 286 358
Retained profits . . . . . .. . ... 7,115 6,893 6,477 6,353
Equity available to Telstra Entity shareholders. . . . . .................... 12,418 12,017 12,339 12,245
Minorityinterests . . . . ... ... L 263 228 - -
Total eqUitg .............................................. 12,681 12,245 12,339 12,245

The notes following the financial statements form part of the financial report.
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Telstra Corporation Limited and controlled entities

Statement of Cash Flows
for the year ended 30 June 2009

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2009 2008 2009 2008

Note $m $m $m $m
Cash flows from operating activities
Receipts from customers (inclusive of goods and services tax (GST)). . . . .. ... ... 27,719 27,246 24,076 23,762
Payments to suppliers and to employees (inclusiveof GST) . . . .. ............ (17,074) (16,871) (13,829) (13,720)
Net cash generated by operations. . . .. ........ ... ... ... ... . ... ... 10,645 10,375 10,247 10,042
Incometaxespaid. . . . ... ... L (1,647) (1,531) (1,599) (1,513)
Net cash provided by operating activities . . . ... .... ... ... ... ... ... 20 8,998 8,844 8,648 8,529
Cash flows from investing activities
Payments for:
-property, plantand equipment. . . . . ... oL Lo o (3,263) (3,862) (2,967) (3,609)
-intangibleassets. . . ... ... L (1,531) (1,465) (1,181) (1,208)
Capital expenditure (beforeinvestments) . . ... ....... ... ... ... ... ... (4,794) (5,327) (4,148) (4,817)
- shares in controlled entities (net of cash acquired). . . ... ... ... ... ..... 20 (240) (74) - -
- payments for otherinvestments. . . . ... ... ... .. L L L L (1) (1) (1) (1)
Total capital expenditure . . . . ... ... ... Lo (5,035) (5,402) (4,149) (4,818)
Proceeds from:
-sale of property, plantandequipment . . . . ... ... o oL oL L 22 28 35 58
-saleofintangibleassets . . . ... ... . ... L 2 1 - -
- sale of shares in controlled entities (net of cash disposed) . . . .. ... ........ 20 197 51 - -
Proceeds from finance lease principalamounts. . . . .. ....... .. ... .. ... 55 52 55 52
Loans to jointly controlled and associated entities . . ... ................. (4) - - -
Repayment of loan to jointly controlled and associated entities . . . . .. ... ... .. - 6 - -
Interestreceived . . . . . . . ... 65 72 60 60
Settlement of hedgesinnetinvestments . . ... ....... . ... ... ... ...... (35) 73 (35) 73
Distributions received from FOXTEL . . . . . ... ... ... . ... .. 6 100 130 - -
Dividends received from controlled entities . . . . . ... ... ... ... ... ... - - 100 127
Net cash used ininvesting activities. . . . ... ........................ (4,633) (4,989) (3,934) (4,448)
Operating cash flows less investingcashflows . . . . .................... 4,365 3,855 4,714 4,081
Cash flows from financing activities
Proceeds fromborrowings. . . .. ... ... L L L 3,118 3,559 3,185 3,703
Repaymentofborrowings. . . .. ... ... Lo (2,288) (2,458) (2,719) (2,937)
Repayment of finance lease principalamounts . ... ....... ... ... ... ... (36) (42) (36) (38)
Staff repaymentsofshareloans . . ... ....... ... ... . L o L 11 15 11 15
Purchase of shares foremployeeshareplans . . . .. ..................... - (129) - (129)
Financecostspaid. . . . .. ... .. . . (1,221) (1,213) (1,207) (1,223)
Dividends paid to equity holders of TelstraEntity . . ... ... ... ... ... ... 4 (3,474) (3,476) (3,474) (3,476)
Dividends paid to minorityinterests. . . . .. ... . ... . Lo Lo oL (43) (22) - -
Net cash used in financing activities. . . . ... ... ... ... ... ... ... . ... (3,933) (3,766) (4,240) (4,085)
Net increase/(decrease) in cash and cash equivalents. . . . ... ............. 432 89 474 (4)
Cash and cash equivalents at the beginning oftheyear . . . ... ... ... ... ... 899 823 542 546
Effects of exchange rate changes on cash and cash equivalents . . ... ......... 50 (13) = -
Cash and cash equivalents at theend oftheyear . . . .. ........ ... ... .. 20 1,381 899 1,016 542

The notes following the financial statements form part of the financial report.
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Telstra Corporation Limited and controlled entities

Statement of Changes in Equity

for the year ended 30 June 2009

Telstra Group
Reserves
Foreign Cash Consolid-
currency flow ation General
Share translation hedging fairvalue reserve  Retained Minority
capital (i) (i) (i) (iv) profits interests Total
$m $m $m $m $m $m $m $m
Balanceat1July2007. ......... 5,611 (325) 37 26 4 6,976 251 12,580
- total comprehensive income for the year - (273) 127 - 3,387 - 3,241
-dividends . . ............... - - - - - (3,476) (43) (3,519)
- minority interest on acquisitions. . . - - - - - - 20 20
- transfers to retained profits . . . . . . - - - (6) 6 - -
- amounts repaid on share loans provided
toemployees. . .. ....... ... .. 15 - - - - - - 15
- prior year labour expense settled in
equity . .. ... 9 - - - - - - 9
- additional shares purchased . . . .. (129) - - - - - - (129)
-share-based payments . . . . ... .. 28 - - - - - - 28
Balance at30 June2008. . . . . . . .. 5,534 (598) 164 20 4 6,893 228 12,245
- total comprehensive income for the year - 214 (71) - - 3,690 26 3,859
-dividends . . ............... - - - - - (3,474) (39) (3,513)
- minority interest on acquisitions. . . - - - - - - 48 48
- transfers to retained profits . . . . . . - - - (6) - 6 - -
- amounts repaid on share loans provided
toemployees. . . . ... ... ... ... 11 - - - - - - 11
- prior year labour expense settled in
equity ... ... Lo 8 - - - - - - 8
-share-based payments . . . . ... .. 23 - - - - - - 23
Balance at 30 June 2009. . . . . .. .. 5,576 (384) 93 14 4 7,115 263 12,681

(i) The foreign currency translation reserve is used to record exchange
differences arising from the conversion of the non-Australian
controlled entities’ financial statements into Australian dollars. This
reserve is also used to record our percentage share of exchange
differences arising from equity accounting our non-Australian
investments in jointly controlled and associated entities.

(ii) The cash flow hedging reserve represents, where a hedge qualifies
for hedge accounting, the effective portion of gains or losses on
remeasuring the fair value of the hedge instrument. These gains or
losses are transferred to the income statement when the hedged item
affects income, or in the case of forecast transactions, are included in
the measurement of the initial cost of property, plant and equipment
orinventory.

(iii) The consolidation fair value reserve represents our share of the fair
value adjustments to TelstraClear Limited net assets upon acquisition
of a controlling interest. The reserve balance is amortised over the
useful life of the underlying revalued assets.

(iv) The general reserve represents other items we have taken directly
to equity.
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Statement of Changes in Equity (continued)

Telstra Corporation Limited and controlled entities

for the year ended 30 June 2009

Telstra Entity
Cash flow
hedging  General
Share reserve reserve Retained
capital (i) (iv) profits Total
$m $m $m $m $m

Balanceat1July2007. . ... ... ... ... . . . ... o, 5,611 38 194 6,310 12,153
- total comprehensive income fortheyear. . . ... ... ... ... L L. - 126 - 3,519 3,645
-dividends . ... - - - (3,476) (3,476)
- amounts repaid on share loans provided to employees. . . . ... ... ... 15 - - - 15
- prior year labour expense settledinequity . ... ... ... . ... ... ... 9 - - - 9
-additionalsharespurchased . . .. ........ ... . ... ... ...... (129) - - - (129)
-share-basedpayments . . . .. ... ... Lo oL 28 - - - 28
Balanceat30June2008. . . . . ... ... .. . ... . ... 5,534 164 194 6,353 12,245
- total comprehensive income fortheyear. . . ... ... ... ... . L. - (72) - 3,598 3,526
-dividends . . ... - - - (3,474) (3,474)
- amounts repaid on share loans provided to employees . . . . ... ... ... 11 - - - 11
- prior year labour expense settledinequity . ... ... ... ... .. .. .. 8 - - - 8
-share-basedpayments . . . .. ... .. L o Lo o 23 - - - 23
Balanceat30June2009. . . . ... ... .. ... ... 5,576 92 194 6,477 12,339

The notes following the financial statements form part of the financial report.
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Telstra Corporation Limited and controlled entities

Notes to the Financial Statements

1. Basis of preparation

In this financial report, we, us, our, Telstra and the Telstra Group - all
mean Telstra Corporation Limited, an Australian corporation and its
controlled entities as awhole. Telstra Entity is the legal entity, Telstra
Corporation Limited.

Our financial or fiscal year ends on 30 June. Unless we state
differently the following applies:

e year, fiscal year or financial year means the year ended 30 June;
¢ balance date means the date 30 June; and
e 2009 means fiscal 2009 and similarly for other fiscal years.

Thefinancial report of the Telstra Group and the Telstra Entity for the
year ended 30 June 2009 was authorised for issue in accordance with
aresolution of the Telstra Board of Directors on 13 August 2009.

The principal accounting policies used in preparing the financial
report of the Telstra Group and the Telstra Entity as set out in note 2
to our financial statements.

1.1 Basis of preparation of the financial report

This financial report is a general purpose financial report prepared in
accordance with the requirements of the Australian Corporations Act
2001 and Accounting Standards applicable in Australia. This financial
report also complies with Accounting Standards and Interpretations
published by the International Accounting Standards Board.

Both the functional and presentation currency of the Telstra Entity
and its Australian controlled entities is Australian dollars. The
functional currency of certain non Australian controlled entities is not
Australian dollars. As aresult, the results of these entities are
translated to Australian dollars for presentation in the Telstra Group
financial report.

This financial report is prepared in accordance with historical cost,
except for some categories of investments, and some financial assets
and liabilities (including derivative instruments) which arerecorded at
fairvalue. Costisthefairvalue of the consideration given in exchange
for net assets acquired.

In preparing this financial report, we are required to make judgements
and estimates that impact:

e income and expenses for the year;

» thereported amounts of assets and liabilities; and

 thedisclosure of off balance sheet arrangements, including
contingent assets and contingent liabilities.

We continually evaluate our judgements and estimates. We base our
judgements and estimates 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 our
estimates.
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1.2 Clarification of terminology used in our income
statement

Under the requirements of AASB 101: “Presentation of Financial
Statements”, we must classify all of our expenses (apart from any
finance costs and our share of net profit / loss from jointly controlled
and associated entities) according to either the nature (type) of the
expense or the function (activity to which the expense relates). We
have chosento classify our expenses using the nature classification as
it more accurately reflects the type of operations we undertake.

Earnings before interest, income tax expense, depreciation and
amortisation (EBITDA) reflects our profit for the year prior toincluding
the effect of net finance costs, income taxes, depreciation and
amortisation. We believe that EBITDA is a relevant and useful
financial measure used by management to measure the company’s
operating performance.

Our management uses EBITDA, in combination with other financial
measures, primarily to evaluate the company’s 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 servicing 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.

Earnings before interest and income tax expense (EBIT) is a similar
measure to EBITDA, but takes into account the effect of depreciation
and amortisation.

1.3 Rounding

All dollar amounts in this financial report (except where indicated)
have been rounded to the nearest million dollars ($m) for
presentation. This has been done in accordance with Australian
Securities and Investments Commission (ASIC) Class Order 98/100,
dated 10 July 1998, issued under section 341(1) of the Corporations Act
2001. Telstrais an entity to which this class order applies.



Notes to the Financial Statements (continued)

Telstra Corporation Limited and controlled entities

2. Summary of accounting policies
2.1 Changes in accounting policies

The following accounting policy changes occurred during the year
ended 30 June 2009.

(a) Transfer of Assets from Customers

AASB Interpretation 18: “Transfer of Assets from Customers” was
issued by the AASB in March 2009 and provides guidance in relation to
the accounting for assets that are received from customers, either in
the form of direct transfer of asset ownership or cash contributions
received towards the construction or purchase of an asset. The
interpretation outlines under what circumstances the transfer may be
recognised as revenue upfront or when it must be deferred over the
relevant service period.

Telstra receives contributions from a number of customers towards
the construction of network assets, including construction in remote
areas or where it is uneconomical for Telstra to incur the full capital
cost. The level of contribution from the customer varies depending on
the circumstances, but includes both full and partial contributions.
Our previous accounting policy required these customer contributions
to be deferred over the relevant service period.

We have elected to early adopt and apply AASB Interpretation 18 in
ourfinancialreport forthe yearended 30 June 2009. As aresult, where
the network construction does not result in additional obligations
being imposed on Telstra to provide additional services, then the
customer contributionisrecognised as revenue when the construction
is complete and the asset is ready for use.

In addition to the above change in accounting policy, we note the
following new accounting standards and interpretations that are
applicable for the year ended 30 June 2009.

e AASB Interpretation 12: “Service Concession Arrangements”;

e AASB Interpretation 14: “The Limit on a Defined Benefit Asset,
Minimum Funding Requirements and their Interpretation”;

e AASB 2008-10: "Amendments to Australian Accounting Standards -
Reclassification of Financial Assets"; and

e AASB 2008-12: “Amendments to Australian Accounting Standards -
Reclassification of Financial Assets - Effective Date and Transition".

These new accounting standards and interpretations, including
interpretation 18, do not have any material impact on our financial
results.

2.2 Principles of consolidation

The consolidated financial report includes the assets and liabilities of
the Telstra Entity and its controlled entities as awhole as at the end of
the year and the consolidated results and cash flows for the year. The
effect of all intragroup transactions and balances are eliminated in
full from our consolidated financial statements.

An entity is considered to be a controlled entity where we are able to
dominate decision making, directly or indirectly, relating to the
financial and operating policies of that entity so as to obtain benefits
from its activities.

Where we do not control an entity for the entire year, results and cash
flows for those entities are only included from the date on which
control commences, or up until the date on which there is a loss of
control.

Our consolidated retained profits include retained profits/
accumulated losses of controlled entities from the time they became
a controlled entity until control ceases. Minority interests in the
results and equity of controlled entities are shown separately in our
consolidated income statement and consolidated statement of
financial position.

We account for the acquisition of our controlled entities using the
purchase method of accounting. This involves recognising the
acquiree’s identifiable assets, liabilities and contingent liabilities at
their fair value at the date of acquisition. Any excess of the cost of
acquisition over our interest in the fair value of the acquiree’s
identifiable assets, liabilities and contingent liabilities is recognised as
goodwill. Oninitial 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 financial statements of controlled entities are prepared for the
same reporting period as the Telstra Entity, using consistent
accounting policies. Adjustments are made to bringinto line any
dissimilar accounting policies.

2.3 Foreign currency translation
(a) Transactions and balances

Foreign currency transactions are converted into the relevant
functional currency at market exchange rates applicable at the date
of the transactions. Amounts payable or receivable in foreign
currencies at balance date are converted into the relevant functional
currency at market exchange rates at balance date. Any currency
translation gains and losses that arise are included in our income
statement. Where we enter into a hedge for a specific expenditure
commitment or for the construction of an asset, hedging gains and
losses are accumulated in equity over the period of the hedge and are
transferred to the carrying value of the asset upon completion, or
includedintheincome statement at the same time as the discharge of
the expenditure commitment.

The consolidated financial statements are presented in Australian

dollars, which is the functional and presentation currency of Telstra
Corporation Limited.
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Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

2. Summary of accounting policies (continued)

2.3 Foreign currency translation (continued)

(b) Translation of financial reports of foreign operations that have a
functional currency that is not Australian dollars

Our operations include subsidiaries, associates, and jointly controlled
entities, the activities and operations of which are in an economic
environment where the functional currency is not Australian dollars.
Thefinancial statements of these entities are translated to Australian
dollars (our presentation currency) using the following method:

o assets and liabilities are translated into Australian dollars using
market exchange rates at balance date;

e equity at the date of investment is translated into Australian
dollars at the exchangerate current at that date. Movements post-
acquisition (other than retained profits/ accumulated losses) are
translated at the exchange rates current at the dates of those
movements;

e income statements are translated into Australian dollars at
average exchange rates for the year, unless there are significant
identifiable transactions, which are translated at the exchange
rate that existed on the date of the transaction; and

e currency translation gains and losses are recorded in other
comprehensive income.

Refer to note 2.22 for details regarding our accounting policy for
derivative financialinstruments and foreign currency monetary items
that are used to hedge our net investment in entities which have a
functional currency not in Australian dollars.

2.4 Cash and cash equivalents

Cash and cash equivalents include cash at bank and on hand, bank
deposits, bills of exchange and promissory notes with an original
maturity date not greater than three months.

Bank deposits are recorded at amounts to be received. Bills of
exchange and promissory notes are classified as ‘available-for-sale’
financial assets and are held at fair value. The carrying amount of
these assets approximates their fair value due to the short term to
maturity.

2.5 Trade and other receivables

Trade debtors and other receivables are considered financial assets.
They are initially recorded at the fair value of the amounts to be
received and are subsequently measured at amortised cost using the
effective interest method. These financial assets are derecognised
when the rights to receive cash flows from the financial assets have
expired or have been transferred and we have transferred
substantially all the risks and rewards of ownership.

An allowance for doubtful debts is raised to reduce the carrying
amount of trade debtors, based on a review of outstanding amounts
at balance date. Bad debts specifically provided for in previous years
are eliminated against the allowance for doubtful debts. In all other
cases, bad debts are eliminated directly against the carrying amount
and written off as an expense in the income statement.
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2.6 Inventories

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

For the majority of inventory items we assign cost using the weighted
average cost basis. For materials used in the production of directories
the ‘first in first out’ basis is used for assigning cost.

Net realisable value of items expected to be sold is the estimated
selling price in the ordinary course of business, less estimated costs of
completion and the estimated costs incurred in marketing, sellingand
distribution. It approximates fair value less costs to sell.

Net realisable value of items expected to be consumed, for example
used in the construction of another asset, is the net value expected to
be earned through future use.

2.7 Construction contracts
(a) Valuation

We record construction contracts in progress at cost (including any
profits recognised) less progress billings and any provision for
foreseeable losses. Costincludes:

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

e amounts which are attributable to contract activity in general and
which can be allocated to specific contracts on a reasonable basis;
and

» costs expected to be incurred under penalty clauses, warranty
provisions and other variances.

Where a significant loss is estimated to be made on completion, a
provision for foreseeable losses is brought to account and recorded
against the gross amount of construction work in progress.

(b) Recognition of profit

Profitis recognised on anindividual project basis using the percentage
of completion method. The percentage of completion is calculated
based on estimated costs of completion. Refer to note 2.17(d) for
further details.

Profits are recognised when:

» thestage of contract completion can be reliably determined;

» costs to date can be clearly identified; and

» totalcontractrevenuesto bereceived and coststo complete canbe
reliably estimated.

(c) Disclosure

The construction work in progress balance is recorded in current
inventories after deducting progress billings. Where progress billings
exceed the balance of construction work in progress, the net amount
is shown as a current liability within trade and other payables.
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2.8 Investments
(a) Controlled entities

Investments in controlled entities are recorded at cost less
impairment of the investment value. Where we hedge the value of our
investment in an overseas controlled entity, the hedge is accounted
forin accordance with note 2.22.

(b) Jointly controlled and associated entities
(i) Jointly controlled entities

Ajointly controlled entity is a contractual arrangement (in the form of
an entity) whereby two or more parties take on an economic activity
which is governed by joint control. Joint controlinvolves the
contractually agreed sharing of control over an entity where two or
more parties must consent to all major decisions. Our interestsin
jointly controlled entities, including partnerships, are accounted for
using the equity method of accounting in the Telstra Group financial
statements and the cost method in the Telstra Entity financial
statements.

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

o profits or losses after tax for the year since the date of investment;
e reserve movements since the date of investment;

e unrealised profits or losses;

« dividends or distributions received; and

e deferred profit brought to account.

Where the equity accounted amount of our investment in an entity
falls below zero, we suspend the equity method of accounting and
record the investment at zero. When this occurs, the equity method of
accounting does not recommence until our share of profits and
reserves exceeds the cumulative prior years share of losses and
reserve reductions.

Where we have long term assets that in substance form part of our
investment in equity accounted interests and the equity accounted
amount of investment falls below zero, we reduce the value of these
long term assets in proportion with our cumulative losses.

(ii) Associated entities

Where we hold an interest in the equity of an entity, generally of
between 20% and 50%, and are able to apply significant influence to
the decisions of the entity, that entity is an associated entity.
Associated entities are accounted for using the equity method of
accounting in the Telstra Group financial statements and the cost
method in the Telstra Entity financial statements.

(c) Jointly controlled assets

Ajointly controlled asset involves the joint control of one or more
assets acquired and dedicated for the purpose of a joint venture. The
assets are used to obtain benefits for the venturers. Where the asset is
significant we record our share of the asset. Werecord expenses based
on our percentage ownership interest of the jointly controlled asset.

(d) Listed securities and investments in other corporations

Our investments in listed securities and in other corporations are
classified as ‘available-for-sale’ financial assets and are measured at
fair value at each reporting date. Fair values are calculated on the
following basis:

 forlisted securities traded in an organised financial market, we use
the current quoted market bid price at balance date; and

« forinvestmentsin unlisted entities whose securities are not traded
in an organised financial market, we establish fair value by using
valuation techniques, including reference to discounted cash flows
and fair values of recent arms length transactions involving
instruments that are substantially the same.

We remeasure the fair value of ourinvestmentsin listed securities and
other corporations at each reporting date. Any gains or losses are
recognised in equity until we dispose of the investment, or we
determine it to be impaired, at which time we transfer all cumulative
gains and losses to the income statement.

Purchases and sales of investments are recognised on settlement
date, being the date on which we receive or deliver an asset.
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2.9 Impairment
(a) Non-financial assets

Our tangible and intangible assets (excluding inventories, assets
arising from construction contracts, current and deferred tax assets,
defined benefit assets and financial assets) are measured using the
cost basis and are written down to recoverable amount where their
carrying value exceeds recoverable amount.

Assets with anindefinite useful life are not subject to amortisation and
are tested on an annual basis for impairment, or where an indication
of impairment exists. Assets that are subject to amortisation are
reviewed for impairment wherever events or changes in
circumstances indicate that the carrying amount may not be
recoverable.

The recoverable amount of an asset is the higher of its fair value less
costs to sell orits value in use. Value in use represents the present
value of the future amount expected to be recovered through the cash
inflows and outflows arising from the asset’s continued use and
subsequent disposal. We recognise any reduction in the carrying
value as an expensein theincome statementin thereporting periodin
which the impairment loss occurs.

In determining value in use, we apply management judgement in
establishing forecasts of future operating performance, as well as the
selection of growth rates, terminal rates and discount rates. These
judgements are applied based on our understanding of historical
information and expectations of future performance.

The expected net cash flows included in determining recoverable
amounts of our assets are discounted to present values using a market
determined, risk adjusted, discount rate. When determining an
appropriate discount rate, we use the weighted average cost of capital
(WACCQ) as an initial point of reference, adjusted for specific risks
associated with each different category of assets assessed.

For assets that do not generate largely independent cash inflows, the
recoverable amount is determined for the cash generating unit (CGU)
to which that asset belongs. Our CGUs are determined according to
the lowest level of aggregation for which an active market exists and
the assets involved create largely independent cash inflows.

We apply management judgement to establish our CGUs. We have
determined that assets which form part of our ubiquitous
telecommunications network work together to generate net cash
flows. No one item of telecommunications equipment is of any value
without the other assets to which it is connected in order to achieve
the delivery of products and services. As aresult, we have determined
that the ubiquitous telecommunications network is a single CGU. We
have referred to this CGU as the Telstra Entity CGU in our financial
report.

The Telstra Entity CGU excludes the hybrid fibre coaxial (HFC) cable

network, which we consider not to be integrated with the rest of our
telecommunications network.
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(b) Financial assets

At each reporting date we assess whether there is objective evidence
to suggest that any of our financial assets are impaired.

For listed securities and investments in other corporations, we
consider the financial asset to be impaired when there has been a
significant or prolonged decline in the fair value of the financial asset
below its acquisition cost. At this time, all revaluation losses in
relation to impaired financial assets that have been accumulated
within equity are recognised in the income statement.

For financial assets held at cost or amortised cost, we consider the
financial asset to be impaired when there is objective evidence as a
result of one or more events that the present value of estimated
discounted future cash flows is lower than the carrying value. Any
impairment losses are recognised immediately in the income
statement.

2.10 Property, plant and equipment
(a) Acquisition

Items of property, plant and equipment are recorded at cost and
depreciated as described in note (b). The cost of our constructed
property, plant and equipment includes:

o the cost of material and direct labour;

e an appropriate proportion of direct and indirect overheads; and

* wherewehave anobligationforremoval of the asset or restoration
of the site, an estimate of the cost of restoration or removal if that
cost can be reliably estimated.

Where settlement of any part of the cash consideration is deferred,
the amounts payable in the future are discounted to their present
value as at the date of acquisition. The unwinding of this discount is
recorded within finance costs.

We account for our assets individually where it is practical and
feasible and in line with commercial practice. Where it is not practical
and feasible, we account for assets in groups. Group assets are
automatically removed from our financial statements on reaching
the group life. Therefore, any individual asset may be physically
retired before or after the group life is attained. This is the case for
certain communication assets as we assess our technologies to be
replaced by a certain date.
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2.10 Propertg, plant and equipment (continued) Our major repairs and maintenance expenses relate to maintaining
our exchange equipment and the customer access network. We
(b) Depreciation charge the cost of repairs and maintenance, including the cost of
replacing minor items which are not substantial improvements, to
Items of property, plant and equipment, including buildings and operating expenses.
leasehold property, but excluding freehold land, are depreciated on a
straight line basis to the income statement over their estimated 2.11 Leased plant and equipment
service lives. We start depreciating assets when they areinstalled and
ready for use. We distinguish between finance leases, which effectively transfer
substantially all the risks and benefits incidental to ownership of the
The service lives of our significant items of property, plant and leased asset from the lessor to the lessee, from operating leases under
equipment are as follows: which the lessor effectively retains substantially all such risks and
benefits.
Telstra Group
As at 30 June (a) Telstra as a lessee
2009 2008 Where we acquire non current assets via a finance lease, the lower of
Servicelife  Service life the fair value of the asset and the present value of future minimum
Property, plant and equipment (years) (years) lease payments is capitalised as equipment under finance lease at the
beginning of the lease term. Capitalised lease assets are depreciated
Buildings - buildingshell ... ....... 55 55 onastraight line basis over the shorter of the lease term or the
- general purpose. . . . .. .. 8-40 8-40 expected useful life of the assets. A corresponding liability is also
Cfitout .. .. 10-20 10-20 established and each lease payment is allocated between the liability
and finance charges.
Communication assets . .
o . Operating lease payments are charged to the income statement on a
Buildings -buildingshell ......... 55 33 straight line basis over the term of the lease.
-network. . ....... ... 10- 40 8-40
-fitout ..o 10-20 10-20  Where we lease properties, costs of improvements to these properties
Customer premises equipment . . . . . . 3-8 3-8 are capitalised as leasehold improvements and amortised over the
Transmission equipment. . . . . . . . . . 2-30 1-30 shorter of the useful life of the improvements or the term of the lease.
Switchingequipment. . .. .. ... ... 1-6 1-12 (b) Telstra as a lessor
Mobile equipment. . . . . ... ... ... 2-10 3-10
Cables . . .. 2-30 3-30 Where we lease non current assets via a finance lease, a lease
Ducts and pipes - main cables . . . . . . 31 32 receivable equal to the present value of the minimum lease payments
. receivable plus the present value of any unguaranteed residual value
- distribution . . . .. .. 26 27 . .
expected to accrue at the end of the lease term is recognised at the
Other communications plant.. .. .. .. 2530 1-30  peginning of the lease term. Finance lease receipts are allocated
between finance income and a reduction of the lease receivable over
Other assets the term of the lease in order to reflect a constant periodic rate of
Leasehold plant and equipment . . . . . 3-15 3-15 return on the net investment outstanding in respect of the lease.

Other plant, equipment and motor
vehicles . . . 3-15 3-15 Rental income from operating leases is recognised on a straight line

basis over the term of the relevant lease.

The service lives and residual values of our assets are reviewed each
year. We apply management judgement in determining the service
lives of our assets. This assessment includes a comparison with
international trends for telecommunication companies, and in
relation to communication assets, includes a determination of when
the asset may be superseded technologically or made obsolete.

The net effect of the reassessment of service lives for fiscal 2009 was a
decreasein our depreciation expense of $92 million (2008: $166 million
decrease) for the Telstra Group and a decrease of $92 million (2008:
$243 million decrease) for the Telstra Entity.
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2.12 Intangible assets

Intangible assets are assets that have value, but do not have physical
substance. In order to be recognised, an intangible asset must be
either separable or arise from contractual or other legal rights.

(a) Goodwill

On the acquisition of investments in controlled entities, jointly
controlled and associated entities, when we pay an amount greater
than the fair value of the net identifiable assets of the entity, this
excess is considered to be goodwill. We calculate the amount of
goodwill as at the date of purchasing our ownership interest in the
entity.

When we purchase an entity that we will control, the amount of
goodwill is recorded in intangible assets. When we acquire ajointly
controlled or associated entity, the goodwill amount is included as
part of the cost of the investment.

Goodwill is not amortised but is tested for impairment in accordance
with note 2.9 on an annual basis or when an indication of impairment
exists.

(b) Internally generated intangible assets

Research costs are recorded as an expense as incurred. Development
costs are capitalised if the project is technically and commercially
feasible, we are able to use or sell the asset, and we have sufficient
resources and intent to complete the development.

Software assets

We record direct costs associated with the development of business
software for internal use as software assets if the development costs
satisfy the criteria for capitalisation described above.

Costs included in software assets developed for internal use are:

o external direct costs of materials and services consumed; and
» payroll and direct payroll-related costs for employees (including
contractors) directly associated with the project.

Software assets developed for internal use have a finite life and are
amortised on a straight line basis over their useful lives to us.
Amortisation commences once the software is ready for use.

(c) Acquired intangible assets

We acquire other intangible assets either as part of a business
combination or through separate acquisition. Intangible assets
acquired in a business combination are recorded at their fair value at
the date of acquisition and recognised separately from goodwill. We
apply management judgement to determine the appropriate fair
value of identifiable intangible assets.
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Intangible assets that are considered to have afinite life are amortised
on astraight line basis over the period of expected benefit. Intangible
assets that are considered to have an indefinite life are not amortised
but tested for impairment in accordance with note 2.9 on an annual
basis, or where an indication of impairment exists.

(d) Deferred expenditure

Deferred expenditure mainly includes costs incurred for basic access
installation and connection fees for in place and new services, and
direct incremental costs of establishing a customer contract.

Significant items of expenditure are deferred to the extent that they
are recoverable from future revenue and will contribute to our future
earning capacity. Any costs in excess of future revenue are recognised
immediately in the income statement. Handset subsidies are
considered to be separate units of accounting and expensed as
incurred.

We amortise deferred expenditure over the average period in which
the related benefits are expected to be realised.

(e) Amortisation

The weighted average amortisation periods of our identifiable
intangible assets are as follows:

Telstra Group
As at 30 June
2009 2008
Expected Expected
benefit benefit
Identifiable intangible assets (years) (years)
Softwareassets . . .. ........... 8 6
Patents and trademarks . . ... ... ... 19 17
Licences . . .. ... ... . ... .. 15 14
Brandnames . . ... ... ... ... ... 18 18
Customerbases . . ............. 10 11
Deferred expenditure. . . . ... ... .. 4 4

The service lives of our identifiable intangible assets are reviewed
each year. Any reassessment of service lives in a particular year will
affect the amortisation expense through to the end of the reassessed
useful life for both that current year and future years. The net effect
of the reassessment for fiscal 2009 was a decrease in our amortisation
expense of $110 million (2008: $19 million increase) for the Telstra
Group and a decrease of $110 million (2008: $21 million increase) for
the Telstra Entity.

In relation to acquired intangible assets, 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 of certain acquired intangible assets are supported by external
valuation advice on acquisition. In addition, we apply management
judgement to assess annually, the indefinite useful life assumption
applied to certain acquired intangible assets.
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2.13 Trade and other payables

Trade and other payables, including accruals, are recorded when we
are required to make future payments as a result of purchases of
assets or services. Trade and other payables are carried at amortised
cost.

2.14 Provisions
Provisions are recognised when the group has:

e apresentlegal or constructive obligation to make a future sacrifice
of economic benefits as a result of past transactions or events;

e itis probable that afuture sacrifice of economic benefits will arise;
and

» areliable estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the
consideration required to settle the present obligation at reporting
date, taking into account the risks and uncertainties surrounding the
obligation. Where a provision is measured using the cash flows
estimated to settle the present obligation, its carrying amount is the
present value of those cash flows.

(a) Employee benefits

We accrue liabilities for employee benefits to wages and salaries,
annual leave and other current employee benefits at their nominal
amounts. These are calculated based on remuneration rates expected
to be current at the date of settlement and include related on costs.

Certain employees who have been employed by Telstra for at least ten
years are entitled to long service leave of three months (or more
depending on the actual length of employment), which is included in
our employee benefits provision.

We accrue liabilities for other employee benefits not expected to be
paid or settled within 12 months of balance date, including long
service leave, at the present values of future amounts expected to be
paid. Thisis based on projected increases in wage and salary rates
over an average of 10 years, experience of employee departures and
periods of service.

We calculate present values using rates based on government
guaranteed securities with similar due dates to our liabilities.

We apply management judgement in estimating the following key
assumptionsusedin the calculation of our long service leave provision

at reporting date:

e weighted average projected increases in salaries; and
¢ weighted average discount rate.

Refer to note 16 for further details on the key management

judgements used in the calculation of our long service leave provision.

(b) Workers’ compensation

We self insure our workers’ compensation liabilities. We take up a
provision for the present value of these estimated liabilities, based on
an actuarial review of the liability. This review includes assessing
actual accidents and estimating claims incurred but not reported.
Present values are calculated using appropriate rates based on the
risks specific to the liability with similar due dates.

Certain controlled entities do not self insure, but pay annual
premiums to third party insurance companies for their workers’
compensation liabilities.

(c) Redundancy and restructuring costs

We recognise a provision for redundancy costs when a detailed formal
planfortheredundancies has been developed and a valid expectation
has been created that the redundancies will be carried out in respect
of those employees likely to be affected.

We recognise a provision for restructuring when a detailed formal
plan has been approved and we have raised a valid expectation in
those affected by the restructuring that the restructuring will be
carried out.

2.15 Borrowings

Borrowings areincluded as non current liabilities except for those with
maturities less than twelve months from the balance date, which are
classified as current liabilities.

Borrowing costs are recognised as an expense in our income
statement when incurred.

Our borrowings fall into two categories:
(a) Borrowings in a designated hedging relationship

Our offshore borrowings which are designated as hedged items are
subject to either fair value or cash flow hedges. The method by which
they are hedged determines their accounting treatment.

Borrowings subject to fair value hedges are recognised initially at fair
value. The carrying amount of our borrowings in fair value hedges (to
hedge against changes in value due to interest rate or currency
movements) is adjusted for fair value movements attributable to the
hedgedrisk. Fairvalueis calculated using valuation techniques which
utilise data from observable markets. Assumptions are based on
market conditions existing at each balance date. The fair value is
calculated as the present value of the estimated future cash flows
using an appropriate market based yield curve whichisindependently
derived and representative of Telstra’s cost of borrowing. These
borrowings are remeasured each reporting period and the gains or
losses are recognised in the income statement along with the
associated gains or losses on the hedging instrument.
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2.15 Borrowings (continued)
(a) Borrowings in a designated hedging relationship (continued)

Borrowings subject to cash flow hedges (to hedge against currency
movements) are recognised initially at fair value based on the
applicable spot price plus any transaction costs that are directly
attributable to theissue of the borrowing. These borrowings are
subsequently carried at amortised cost, translated at the applicable
spot exchange rate at reporting date. Any difference between the
final amount paid to discharge the borrowing and the initial
borrowing proceeds is recognised in the income statement over the
borrowing period using the effective interest method.

Currency gains or losses on the borrowings are recognised in the
income statement, along with the associated gains or losses on the
hedging instrument, which have been transferred from the cash flow
hedging reserve to the income statement at the completion of the
transaction.

We use management judgement in determining the appropriate yield
curve to use in the valuation, to appropriately designate our hedging
relationships and to test for effectiveness.

(b) Borrowings not in a designated hedging relationship

Borrowings not in a designated hedging relationship include
promissory notes borrowings, Telstra bonds and domestic loans,
unsecured promissory notes and other borrowings.

All such instruments are initially recognised at fair value plus any
transaction costs that are directly attributable to the issue of the
instruments and are subsequently measured at amortised cost. Any
difference between the final amount paid to discharge the borrowing
and the initial borrowing proceeds (including transaction costs) is
recognised in the income statement over the borrowing period using
the effective interest method.

(c) Statement of cash flows presentation

Where our short term borrowings have a maturity period of three
months or less, we report the cash receipts and subsequent
repayments on a net basis in the statement of cash flows.

In fiscal 2008, certain short term borrowings were reported in the
statement of cash flows on a gross basis. We have restated our
comparatives to be consistent with this policy. This change has no
impact on the overall net cash flows from borrowings.

2.16 Share capital

Issued and paid up capital is recognised at the fair value of the
consideration received by the Company.

Any transaction costs arising on the issue of ordinary shares are

recognised directly in equity, net of tax, as a reduction of the share
proceeds received.
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Where we undertake a share buy-back, contributed equity is reduced
in accordance with the structure of the buy-back arrangement. Costs
associated with the buy-back, net of tax, are also deducted from
contributed equity. We also record the purchase of Telstra Entity
shares by our employee share plan trusts as a reduction in share
capital.

Share based remuneration associated with our employee share plans
is recognised as additional share capital. Non-recourse loans
provided to employees to participate in these employee share plans
arerecorded as a reduction in share capital.

Refer to note 2.21 for further details regarding our accounting for
employee share plans.

2.17 Revenue recognition

Our categories of sales revenue are recorded after deducting sales
returns, trade allowances, discounts, sales incentives, duties and
taxes.

(a) Rendering of services

Revenue from the provision of our telecommunications services
includes telephone calls and other services and facilities provided,
such as internet and data.

We record revenue earned from:

+ telephone calls on completion of the call; and

» otherservices generally at completion, or on a straight line basis
over the period of service provided, unless another method better
represents the stage of completion.

Installation and connection fee revenues that are not considered to be
separate units of accounting are deferred and recognised over the
average estimated customer life. Incremental costs directly related to
these revenues are also deferred and amortised over the customer
contract life in accordance with note 2.12(d).

In relation to basic access installation and connection revenue, we
apply management judgement to determine the estimated customer
contract life. Based on our reviews of historical information and
customer trends, we have determined that our average estimated
customer life is 5 years (2008: 5 years).

(b) Sale of goods

Our revenue from the sale of goods includes revenue from the sale of
customer equipment and similar goods. This revenue is recorded on
delivery of the goods sold.

Generally we record the full gross amount of sales proceeds as
revenue, however if we are acting as an agent under a sales
arrangement, we record the revenue on a net basis, being the gross
amount billed less the amount paid to the supplier. We review the
facts and circumstances of each sales arrangement to determine if we
are an agent or principal under the sale arrangement.
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2.17 Revenue recognition (continued)
(c) Rent of network facilities

We earn rent mainly from access to retail and wholesale fixed and
mobile networks and from the rent of dedicated lines, customer
equipment, property, plant and equipment and other facilities. The
revenue from providing access to the network is recorded on an
accrual basis over the rental period.

(d) Construction contracts

We record construction revenue on a percentage of contract
completion basis. The percentage of completion of contracts is
calculated based on estimated costs to complete the contract.

Our construction contracts are classified according to their type.
There are three types of construction contracts, these being material
intensive, labour intensive and short duration. Revenue s recognised
on a percentage of completion basis using the appropriate measures
as follows:

e (actual costs [ planned costs) x planned revenue - for material
intensive projects;

e (actual labour hours [ planned labour hours) x planned revenue -
for labour intensive projects; and

» short duration projects are those that are expected to be
completed within a month and revenues and costs are recognised
on completion.

(e) Advertising and directory services

Classified advertisements and display advertisements are published
on a daily, weekly and monthly basis for which revenues are
recognised at the time the advertisement is published.

All of our Yellow Pages and White Pages directory revenues are
recognised on delivery of the published directories to customers’
premises. Revenue from online directoriesis 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.

(f) Royalties

Royalty revenue is recognised on an accrual basis in accordance with
the substance of the relevant agreements.

(g) Interest revenue
We record interest revenue on an accruals basis. For financial assets,

interest revenue is determined by the effective yield on the
instrument.

(h) Revenue arrangements with multiple deliverables

Where two or more revenue-generating activities or deliverables are
sold under a single arrangement, each deliverable that is considered
to be aseparate unit of accountingis accounted for separately. When
the deliverables in a multiple deliverable arrangement are not
considered to be separate units of accounting, the arrangement is
accounted for as a single unit.

We allocate the consideration from the revenue arrangement to its
separate units based on the relative fair values of each unit. If the fair
value of the delivered item is not available, then revenue is allocated
based on the difference between the total arrangement consideration
and the fair value of the undelivered item. The revenue allocated to
each unit is then recognised in accordance with our revenue
recognition policies described above.

2.18 Taxation
(a) Income taxes

Our income tax expense represents the sum of current tax and
deferred tax. Current tax is calculated on accounting profit after
allowing for non-taxable and non-deductible items based on the
amount expected to be paid to taxation authorities on taxable profit
for the period. Deferred tax is calculated at the tax rates that are
expected to apply to the period when the asset is realised or the
liability is settled. Both our current tax and deferred tax are
calculated using tax rates that have been enacted or substantively
enacted at reporting date.

Our current and deferred taxisrecognised as an expenseintheincome
statement, except when it relates to items directly debited or credited
to equity, in which case our current and deferred tax is also recognised
directly in equity.

We apply the balance sheet liability method for calculating our
deferred tax. Deferred tax is the expected tax payable or recoverable
on all taxable and deductible temporary differences determined with
reference to the tax bases of assets and liabilities and their carrying
amount for financial reporting purposes as at the reporting date.

We generally recognise deferred tax liabilities for all taxable
temporary differences, except to the extent that the deferred tax
liability arises from:

 theinitial recognition of goodwill; or

 theinitialrecognition of an asset or liability in a transaction that is
not a business combination and affects neither our accounting
profit or taxable income at the time of the transaction.

In respect of our investments in subsidiaries, jointly controlled and
associated entities, we recognise deferred tax liabilities for all taxable
temporary differences, except where we are able to control the timing
of our temporary difference reversal and it is probable that the
temporary difference will not reverse in the foreseeable future.
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2.18 Taxation (continued)
(a) Income taxes (continued)

Deferred tax assets arerecognised to the extent that it is probable that
taxable profit will be available against which the deductible
temporary differences, and the carry forward of unused tax losses and
tax credits, can be utilised.

The carrying amount of our deferred tax assets is reviewed at each
reporting date. We reduce the carrying amount to the extent that it is
no longer probable that sufficient taxable profit will be available to
allow the benefit of part or the entire deferred tax asset to be utilised.
At each reporting date, we subsequently reassess our unrecognised
deferred tax assets to determine whether it has become probable that
future taxable profit will allow this deferred tax asset to be recovered.

The Telstra Entity and its Australian resident wholly owned entities
have formed a tax consolidated group. The Telstra Entity, is the head
entity and recognises, in addition to its transactions, the current tax
liabilities and the deferred tax assets arising from unused tax losses
and tax credits for all entities in the tax consolidated group. The
Telstra Entity and the entities in the tax consolidated group account
for their own current tax expense and deferred tax amounts arising
from temporary differences. These tax amounts are measured as if
each entity in the tax consolidated group continues to be a separate
taxpayer.

Under our tax funding arrangements, amounts receivable (or
payable) recognised by the Telstra Entity for the current tax payable
(or receivable) assumed of our wholly owned entities are booked as
current. Amounts relating to unused tax losses and tax credits of the
wholly owned entities assumed by the Telstra Entity are recorded as
dividend revenue.

We offset deferred tax assets and deferred tax liabilities in the
statement of financial position where they relate to income taxes
levied by the same taxation authority and to the extent that we
intend to settle our current tax assets and liabilities on a net basis. Our
deferred tax assets and deferred tax liabilities are netted within the
tax consolidated group, as these deferred tax balances relate to the
same taxation authority. We do not net deferred tax balances
between controlled entities, apart from those within the tax
consolidated group.

(b) Goods and Services Tax (GST) (including other value added taxes)

We record our revenue, expenses and assets net of any applicable
goods and services tax (GST), except where the amount of GST
incurred is not recoverable from the Australian Taxation Office (ATO).
In these circumstances the GST is recognised as part of the cost of
acquisition of the asset or as part of the expense item.

Receivables and payables balances include GST where we have either
included GST in our price charged to customers or a supplier has
included GST in their price charged to us. The net amount of GST due,
but not paid, to the ATO is included under payables.
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2.19 Earnings per share

Basic earnings per share is determined by dividing the profit
attributable to ordinary shareholders after tax, excluding any costs of
servicing equity other than ordinary shares, by the weighted average
number of ordinary shares outstanding during the period.

Diluted earnings per share is calculated by dividing the profit
attributable to ordinary shareholders after tax by the weighted
average number of ordinary shares outstanding during the period
(adjusted for the effects of the instruments in the Telstra Growthshare
Trust and the Telstra Employee Share Ownership Plans).

2.20 Post-employment benefits
(a) Defined contribution plans

Our commitment to defined contribution plans is limited to making
contributions in accordance with our minimum statutory
requirements. We do not have any legal or constructive obligation to
pay further contributions if the fund does not hold sufficient assets to
pay all employee benefits relating to current and past employee
services.

Contributions to defined contribution plans are recorded as an
expense in the income statement as the contributions become
payable. Werecognise a liability when we are required to make future
payments as a result of employee services provided.

(b) Defined benefit plans

We currently sponsor a number of post-employment benefit plans. As
these plans have elements of both defined contribution and defined
benefit, these hybrid plans are treated as defined benefit plans.

At reporting date, where the fair value of the plan assets is less than
the present value of the defined benefit obligations, the net deficit is
recognised as a liability. If the fair value of the plan assets exceeds the
present value of the defined benefit obligations, the net surplus is
recognised as an asset. We recognise the asset as we have the ability
to control thissurplus to generate future funds that are available to us
in the form of reductions in future contributions or as a cash refund.

Fairvalueis used to determine the value of the plan assets at reporting
date and is calculated by reference to the net market values of the
plan assets.

Defined benefit obligations are based on the expected future
payments required to settle the obligations arising from current and
past employee services. This obligationisinfluenced by many factors,
including final salaries and employee turnover. We engage qualified
actuaries to calculate the present value of the defined benefit
obligations. These obligations are measured gross of tax.
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2. Summary of accounting policies (continued)

2.20 Post-employment benefits (continued)
(b) Defined benefit plans (continued)

The actuaries use the projected unit credit method to determine the
present value of the defined benefit obligations of each plan. This
method determines each year of service as giving rise to an additional
unit of benefit entitlement. Each unit is measured separately to
calculate the final obligation. The present value is determined by
discounting the estimated future cash outflows using rates based on
government guaranteed securities with similar due dates to these
expected cash flows.

We recognise all our defined benefit costs in the income statement
with the exception of actuarial gains and losses that are recognised
directly in equity via retained profits. Components of defined benefit
costsinclude current and past service cost, interest cost and expected
return on assets. Past service cost is recognised immediately to the
extent that the benefits are already vested, and otherwise is
amortised on a straight-line basis over the average period until the
benefits become vested.

Actuarial gains and losses are based on an actuarial valuation of each
defined benefit plan at reporting date. Actuarial gains and losses
represent the differences between previous actuarial assumptions of
future outcomes and the actual outcome, in addition to the effect of
changes in actuarial assumptions.

We apply judgement in estimating the following key assumptions
used in the calculation of our defined benefit liabilities and assets at
reporting date:

o discount rates;
» salaryinflation rate; and
e expected return on plan assets.

The estimates applied in the actuarial calculation have a significant
impact on the reported amount of our defined benefit plan liabilities
and assets. If the estimates prove to be incorrect, the carrying value
may be materially impacted in the next reporting period. Additional
volatility may also potentially 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.

Refer to note 24 for details on the key estimates used in the calculation
of our defined benefit liabilities and assets.

2.21 Employee share plans

We own 100% of the equity of Telstra ESOP Trustee Pty Ltd, the
corporate trustee for the Telstra Employee Share Ownership Plan
Trust (TESOP97) and Telstra Employee Share Ownership Plan Trust Il
(TESOP99). We consolidate the results, position and cash flows of
TESOP97 and TESOP99.

The Telstra Growthshare Trust (Growthshare) was established to
allocate equity based instruments as required. Current equity based
instruments include options, performance rights, deferred shares,
incentive shares, directshares and ownshares. Options and
performance rights are subject to performance hurdles. Deferred
shares and incentive shares are subject to a specified period of service.

We own 100% of the equity of Telstra Growthshare Pty Ltd, the
corporate trustee for Growthshare. We also include the results,
position and cash flows of Growthshare.

Werecognise an expensefor all share based remuneration determined
with reference to the fair value at grant date of the equity instruments
issued. The fair value of our equity instruments is calculated using a
valuation technique that is consistent with the Black-Scholes
methodology and utilises Monte Carlo simulations. The fair value is
charged against profit over the relevant vesting periods, adjusted to
reflect actual and expected levels of vesting.

2.22 Derivative financial instruments

We use derivative financial instruments such as forward exchange
contracts, cross currency swaps and interest rate swaps to hedge risks
associated with foreign currency and interest rate fluctuations.

The use of hedging instruments is governed by the guidelines set by
our Board of Directors.

Derivatives are initially recognised at fair value on the date a
derivative contract is entered into and are subsequently remeasured
tofairvalue. The method of recognising theresultingremeasurement
gain or loss depends on whether the derivative is designated as a
hedging instrument, and if so, the nature of the item being hedged.
Where we hold derivative financial instruments that are not
designated as hedges, they are categorised as 'held for trading'
financialinstruments. All of our derivative financial instruments are
stated at fair value.

Derivative financial assets are derecognised when the rights toreceive
cash flows from the financial assets have expired or have been
transferred and we have transferred substantially all the risks and
rewards of ownership.

The carrying value of our cross currency and interest rate swaps refers
to the fair value of our receivable or payable under the swap contract.
We do not offset the receivable or payable with the underlying
financial asset or financial liability being hedged, as the transactions
are generally with different counterparties and are not generally
settled on a net basis.

Where we have a legally recognised right to set off the financial asset
and the financial liability, and we intend to settle on a net basis or
simultaneously, we record this position on a net basis in our
statement of financial position. Where we enter into master netting
arrangements relating to a number of financial instruments, have a
legal right of set off, and intend to do so, we also include this position
on a net basis in our statement of financial position.
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2.22 Derivative financial instruments (continued)

Our derivative instruments that are held to hedge exposures can be
classified into three different types, depending on the reason we are
holding them - fair value hedges, cash flow hedges and hedges of net
investment in foreign operations.

Hedge accounting can only be utilised where effectiveness tests are
met on both a prospective and retrospective basis. Ineffectiveness
may result in significant volatility in the income statement. For all of
our hedging instruments, any gains or losses on remeasuring to fair
value any portion of the instrument not considered to be effective are
recognised directly in the income statement in the period in which
they occur.

We formally designate and document at the inception of a
transaction the relationship between hedging instruments and
hedged items, as well as our risk management objective and strategy
for undertaking various hedge transactions. We also document our
assessment, both at hedge inception and on an ongoing basis, of
whether the hedging instruments that are used in hedging
transactions have been, and will continue to be, highly effective in
offsetting changes in fair values or cash flows of hedged items.

Purchases and sales of derivative financial instruments are recognised
on the date on which we commit to purchase or sell an asset.

(a) Fair value hedges

We use fair value hedges to mitigate the risk of changes in the fair
value of our foreign currency borrowings from foreign currency and
interest rate fluctuations over the hedging period.

Where a fair value hedge qualifies for hedge accounting, gains or
losses from remeasuring the fair value of the hedging instrument are
recognised in the income statement, together with gains and losses in
relation to the hedged item where those gains or losses relate to the
risks intended to be hedged.

(b) Cash flow hedges

We use cash flow hedges to mitigate the risk of variability of future
cash flows attributable to foreign currency fluctuations over the
hedging period. Cash flow hedges are used for our foreign currency
borrowings and our ongoing business activities, predominantly where
we have highly probable purchase or settlement commitments in
foreign currencies.
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Where a cash flow hedge qualifies for hedge accounting, the effective
portion of gains or losses on remeasuring the fair value of the hedging
instrument are recognised directly in equity in the cash flow hedging
reserve until such time as the hedged item affects profit or loss, then
the gains or losses are transferred to theincome statement. However,
in our hedges of forecast transactions, when the forecast transaction
that is hedged results in the recognition of a non-financial asset (for
example, inventory or property, plant and equipment), the gains and
losses previously deferred in equity are transferred from equity and
included in the measurement of the initial cost or carrying amount of
the asset. Gains or losses on any portion of the hedge determined to
beineffective are recognised immediately in the income statement.
The application of hedge accounting will create some volatility in
equity reserve balances.

When a hedging instrument expires or is sold or terminated, or when
a hedge no longer meets the criteria for hedge accounting, any
cumulative gains or losses existing in equity at that time remain in
equity and are recognised when the hedged item is ultimately
recognised in the income statement.

If a forecast hedged transaction is no longer expected to occur, the
cumulative gains or losses on the hedging instrument that were
reported in equity are transferred immediately to the income
statement.

(c) Hedges of a net investment in a foreign operation

Ourinvestmentsin foreign operations are exposed to foreign currency
risk, which arises when we translate the net assets of our foreign
investments from their functional currency to Australian dollars. We
hedge our net investments to mitigate exposure to this risk by using
forward foreign currency contracts, cross currency swaps and/or
promissory notes in the relevant currency of the investment.

Gains and losses on remeasurement of our derivative instruments
designated as hedges of foreign investments are recognised in the
foreign currency translation reserve in equity to the extent they are
considered to be effective.

The cumulative amount of the recognised gains or losses included in
equity are transferred to the income statement when the foreign
operation is sold.

(d) Derivatives that are not in a designated hedging relationship

For any ‘held for trading’ derivative instruments, i.e. those which are
not in a designated hedging relationship, any gains or losses on
remeasuring the instruments to fair value are recognised directly in
theincome statement in the period in which they occur.

(e) Embedded derivatives

Derivatives embedded in other financial instruments or other host
contracts are treated as separate derivatives when their risks and
characteristics are not closely related to those of the host contracts
andthe host contracts are not measured at fair value through profit or
loss.



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

2. Summary of accounting policies (continued)

2.23 Fair value estimation

The fair value of our derivatives and some financial assets and
financial liabilities must be estimated for recognition and
measurement or for disclosure purposes.

Valuation techniques include where applicable, reference to prices
quoted in active markets, discounted cash flow analysis, fair value of
recent arm’s length transactions involving the same instruments or
otherinstruments that are substantially the same, and option pricing
models.

We calculate the fair value of our forward exchange contracts by
reference to forward exchange market rates for contracts with similar
maturity profiles at the time of valuation.

The net fair values of our cross currency and interest rate swaps and
other financial assets and financial liabilities that are measured at fair
value (apart from our listed investments) are determined using
valuation techniques which utilise data from observable markets.
Assumptions are based on market conditions existing at each balance
date. Thefairvalueis calculated as the present value of the estimated
future cash flows using an appropriate market based yield curve,
whichisindependently derived and representative of Telstra’s cost of
borrowing. The net fair values of our listed investments are
determined by reference to prices quoted on the relevant stock
exchanges where the securities are traded.

Unless there is evidence to suggest otherwise, the nominal value of
financial assets and financial liabilities less any adjustments for
impairment with a short term to maturity are considered to
approximate net fair value.

2.24 Recently issued accounting standards to be
applied in future reporting periods

The accounting standards and interpretations that have not been
early adopted for the year ended 30 June 2009, but will be applicable
to the Telstra Group and Telstra Entity in future reporting periods, are
detailed below. Apart from these standards and interpretations, we
have considered other accounting standards that will be applicable in
future periods, however they have been considered insignificant to
Telstra.

(a) Business combinations

AASB 3: “Business Combinations” and AASB 127: “Consolidated and
Separate Financial Statements” were revised in March 2008, with the
revised Standards becoming applicable to annual reporting periods
beginning on or after 1 July 2009. Arelated omnibus standard AASB
2008-3: “Amendments to Australian Accounting Standards arising
from AASB 3 and AASB 127” makes a number of amendments to other
accounting standards as a result of the revised AASB 3 and AASB 127
and must be adopted at the same time.

The standards make a number of amendments to the accounting for
business combinations and consolidations, including requiring
acquisition costs to be expensed, the clarification of the accounting
treatment for changes in ownership interests and the fair value
measurement of contingent consideration in the statement of
financial position at acquisition date with subsequent changes
reflected in theincome statement. This accounting standard will only
apply to acquisitions completed on or after 1 July 2009.

(b) Cost of an investment

The AASB issued AASB 2008-7: “Amendments to Australian
Accounting Standards - Cost of an Investment in a Subsidiary, Jointly
Controlled Entity or Associate” in August 2008, applicable to annual
reporting periods beginning on or after 1 January 2009. The
amendments require all dividends, regardless of whether they are pre-
acquisition or post-acquisition, to be recognised in profit and loss
when the entity’s right to receive the dividend has been established.
These amendments are not expected to materially impact our
financial results. Telstra will apply the new requirements from 1 July
2009.

(c) Borrowing costs

AASB 123: “Borrowing Costs” was revised in May 2007, with the
revised standard becoming applicable to annual reporting periods
beginning on or after 1 January 2009. Arelated omnibus standard
AASB 2007-6: “Amendments to Australian Accounting Standards
arising from AASB 123” makes a number of amendments to other
accounting standards as a result of the revised AASB 123 and must be
adopted at the same time.

This revised standard requires an entity to capitalise borrowing costs
that are directly attributable to the acquisition, construction or
production of a qualifying asset. Under our current accounting policy
we expense interest in the perioditisincurred, as permitted under the
existing version of AASB 123. The revisions to AASB 123 will decrease
finance costs and increase the carrying value of our property, plant
and equipment, with a resulting increase in depreciation expense.

The revised standard will be applied prospectively on any new capital
expenditure on qualifying assets incurred from 1 July 2009.

(d) Improving financial instruments disclosures and embedded
derivatives

The AASB has issued AASB 2009-2 "Amendments to Australian
Accounting Standards - Improving Disclosures about Financial
Instruments.” This standard is applicable to Telstra from 1 July 2009.

AASB 2009-2 requires enhanced disclosures about fair value
measurements and liquidity risk and in particular, introduces a three-
level hierarchy for making fair value measurements. We are currently
assessing the impacts of these disclosures.
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2.24Recentlyissued accounting standards to be applied
in future reporting periods (continued)

(e) Other

Inadditionto the aboverecentlyissued accounting standards that are
applicable in future years, we note the following new accounting
standards and interpretations that are applicable in future years:

e AASB Interpretation 16: “Hedges of Net Investments in a Foreign
Operation”;

e AASB 2008-1: “Amendments to Australian Accounting Standard -
Share based Payments: Vesting Conditions and Cancellations”;

* AASB 2008-8: "Amendments to Australian Accounting Standards -
Eligible Hedged Items";

e AASB Interpretation 17: "Distributions of Non-Cash Assets to
Owners";

e AASB 2008-13: "Amendments to Australian Accounting Standards
arising from AASB Interpretation 17 Distributions of Non-Cash
Assets to Owners";

e AASB 2008-5: “Amendments to Australian Accounting Standards
arising from the Annual Improvements Project”;

e AASB 2008-6: “Further Amendments to Australian Accounting
Standards arising from the Annual Improvements Project”;

e AASB 2009-3 “Amendments to Australian Accounting Standards -
Embedded Derivatives”;

e AASB 2009-4: “Amendments to Australian Accounting Standards
arising from the Annual Improvements Project”;

e AASB 2009-5: “Further Amendments to Australian Accounting
Standards arising from the Annual Improvements Project”;

e AASB 2009-6: “Amendments to Australian Accounting Standards”
arising from editorial corrections; and

e AASB 2009-7: “Amendments to Australian Accounting Standards”
arising from editorial corrections.

We do not expect these accounting standards and interpretations to
materially impact our financial results upon adoption.
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3. Earnings per share

Telstra Group
Year ended 30 June
2009 2008
¢ ¢
Basicearningspershare . .. ......... ... ... ... 32.9 29.9
Dilutedearningspershare . . . .. ..... ... . ... ... . 32.9 29.8
$m $m
Earnings used in the calculation of basic and diluted earnings per share
Profit for the year attributable to equity holders of TelstraEntity . . . ... ....... ... ....... 4,073 3,692
Number of shares
(millions)
Weighted average number of ordinary shares
Weighted average number of ordinary sharesonissue . . ... ....... ... ... ... ... . .... 12,443 12,443
Effect of shares held by employee share plan trustsand TESOP (a)(b). . . . ... .............. (75) (78)
Weighted average number of ordinary shares used in the calculation of basic earnings per share . . . 12,368 12,365
Effect of dilutive employee shareinstruments(c) . ... ... ... ... .. .. L ... 28 34
Weighted average number of ordinary shares used in the calculation of diluted earnings per share . . 12,396 12,399

(a) In order to underpin the equity instruments issued under the
Growthshare plan, the Telstra Growthshare Trust purchases Telstra
shares on the market. These shares are not considered to be
outstanding for the purposes of computing basic and diluted earnings
per share.

(b) Share options issued under the Telstra Employee Share Ownership
Plan I (TESOP97) and Il (TESOP99) are not considered outstanding for
the purposes of computing basic earnings per share.

(c) Infiscal 2009 and fiscal 2008, the following equity instruments are
considered dilutive to earnings per share:

o deferredshareinstrumentsissued under Telstra Growthshare Trust
(Growthshare - for fiscal 2008 only);

¢ incentive shares granted under the Growthshare short term
incentive scheme;

e certain performance rights granted under the Growthshare long
term incentive scheme; and

e share optionsissued under TESOP97.

Infiscal 2009 and fiscal 2008, the following equity instruments are not
considered dilutive to earnings per share:

e certain performance rights, restricted shares and options issued
under Growthshare; and
e share options issued under TESOP99.

Refer to note 27 for details regarding equity instruments issued under
the Growthshare and TESOP share plans.
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4. Dividends

Telstra Entity

Year ended 30 June

2009 2008
$m $m
Dividends paid
Previous year finaldividendpaid . ... ..... ... ... ... ... ... ... ... 1,737 1,740
Interimdividendpaid. . . ... ... . 1,737 1,736
Totaldividends paid. . . . ... ... . . 3,474 3,476
Dividends paid per ordinary share ¢ ¢
Previous year finaldividendpaid . ... ..... ... ... ... ... ... ... ... 14.0 14.0
Interimdividendpaid. . .. ... ... ... L 14.0 14.0
Totaldividendspaid. . . .. ... .. .. .. .. ... ... 28.0 28.0
Our dividends paid are fully franked at a tax rate of 30%.
Our dividends per share to be paid in respect of fiscal year are detailed
below:
Telstra Entity
Year ended 30 June
2009 2008
¢ ¢
Dividends per ordinary share
Interimdividend . . .. ... ... L L 14.0 14.0
Finaldividend (@) . . . . ... . ... . e 14.0 14.0
Totaldividends. . . . ... ... .. .. ... 28.0 28.0

(a) As our final dividend for fiscal 2009 was not determined or publicly
recommended by the Board as at 30 June 2009, no provision for
dividend has been raised in the statement of financial position. Our
final dividend has been reported as an event subsequent to balance
date. Refer to note 30 for further details.
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4. Dividends (continued)

The combined amount of exempting and franking credits available to us for the
next fiscal year are:

Frankingaccountbalance(a). . . . . ... ... . .o
Exemptingaccount(a). . .. ... .. ...

Franking credits that will arise from the payment of income tax payable

asat30June(b) . . . .. e
Franking debits that will arise from the receipt of current tax receivable . . . . . .. ..
asat30June(b) . . . .. e

Exempting credits that we may be prevented from distributing in the next

fiscalyear. . . . . L

Franking debits that will arise on the payment of dividends resolved
after 30 June (c)

Finaldividend . . . . . . .. . . ...

(a) One franking account and one exempting account is maintained
by the Telstra Entity for the tax consolidated group.

The franking account balance represents the amount of tax paid by
the entity that is available for distribution to shareholders. Inrelation
to our exempting account, there are statutory restrictions placed on
the distribution of credits from this account. As aresult of these
restrictions, it is unlikely that we will be able to distribute our
exempting credits.

Additional franking credits will arise when the Telstra Entity pays tax
instalments during fiscal 2010, relating to the fiscal 2009 and 2010
income tax years. Franking credits will be used when the Telstra
Entity pays its 2009 final ordinary dividend during fiscal 2010.

(b) Franking credits/debits that will arise from the payment/receipt of
income tax are expressed at the 30% tax rate on a tax paid basis. These
balances represent the current tax payable and current tax receivable
as at 30 June 2009 for the tax consolidated group.

(c) The franking debits that will arise when we pay our final ordinary
dividend are expressed as the amount of franking credits that will be
attached to a fully franked distribution. Refer to note 30 for further
details in relation to our dividends to be paid subsequent to year end.

We believe our current balance of franking credits combined with the
franking credits that will arise on tax instalments expected to be paid
duringfiscal 2010, will be sufficient to cover the franking debits arising
from our final dividend.

Telstra Entity
Year ended 30 June
2009 2008
$m $m
178 70
24 24
220 222
(100) -
(24) (24)
298 292
745 T44
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5. Segment information
Operating segments

We report our segment information on the same basis as our internal
management reporting structure, which drives how our company is
organised and managed.

Duringthe yearended30June 2009, the following changes were made
to our operating segments:

e With the departure of the Chief Operations Officer during the year
the Telstra Operations business segment no longer exists. Asa
result the following changes have occurred:

- Telstra Networks and Services and Information Technology are
now operating segments in their own right; and

- Product Management, Procurement and Program Office are now
recorded within our Corporate Areas.

e Anew segment, Telstra Media, was formed to focus on online and
mobile content. As aresult, the previous Telstra Media segment
has now been renamed Telstra Cable; and

¢ TheTelstra Consumer Marketing and Channels segment has been
renamed Telstra Consumer.

Segment results are reported according to the internal management
reporting structure at balance date. Segment comparatives are
restated to reflect the changes described above as well as any
organisational changes which have occurred since the prior reporting
period to present a like-for-like view.

The Trading Post business was transferred from Sensis and integrated
into the Telstra Media operating segment during the year. As such,
Trading Post segment results up to 31 March 2009 have been recorded
within Sensis, and from 1 April 2009 to 30 June 2009 have been
recorded within our Telstra Media operating segment.

The Telstra Group is organised into the following operating segments
for internal management reporting purposes:

Telstra Consumer (TC) is responsible for:

» the provision of the full range of telecommunication products,
services and communication solutions to consumers; and

¢ leading the mass market channels including inbound and
outbound call centres, Telstra Shops and Telstra Dealers.

Telstra Business (TB) is responsible for:

» the provision of the full range of telecommunication products and
services, communication solutions, and information and
communication technology services to small to medium
enterprises.

Telstra Enterprise and Government (TE&G) is responsible for:

» the provision of the full range of telecommunication products and
services, communication solutions, and information and
communicationtechnology services to enterprise and government
customers; and

e theprovision of global communication solutions to multi-national
corporations through ourinterests in the United Kingdom, Asiaand
North America.

106

Telstra Networks and Services (TN&S) is responsible for:

» leading the identification, analysis, validation, development and
implementation of product, technology and information
technology strategies for both the network infrastructure and
customer solutions of our Company;

» overall planning, design, specification of standards,
commissioning and decommissioning of our communication
networks;

» construction of infrastructure for our Company's fixed, mobile,
Internet protocol (IP) and data networks; and

e operation, assurance and maintenance, including activation and
restoration, of these networks.

Telstra Wholesale (TW) is responsible for:

 the provision of a wide range of telecommunication products and
services delivered over our networks and associated support
systems to non-Telstra branded carriers, carriage service providers
and Internet service providers.

Sensis is responsible for:

» the management and growth of the directories and advertising
business (excluding that undertaken by Telstra Media), including
printed publications, voice and directory services, location and
publishing products, and online products and services;

 the provision of China’s largest online real estate, home
furnishings and home improvements portal through the
investment in SouFun; and

 the provision of automotive and digital device internet businesses
in China through the investment in Norstar Media and Autohome/
PCPop.

CSL New World (CSL NW) is our 76.4% owned subsidiary in Hong Kong

responsible for:

+ providing full mobile services including handset sales, voice and
data products to the Hong Kong market.

TelstraClear (TClear) is our New Zealand subsidiary responsible for:
» providing full telecommunications services to the New Zealand
market.

Telstra Country Wide (TCW) is responsible for:

 the local management and control of providing
telecommunication products, services and solutions to all
consumer customers, except those in Sydney and Melbourne, and
small business, enterprise and some government customers
outside the mainland state capital cities, in outer metropolitan
areas, and in Tasmania and the Northern Territory.

Telstra Media is responsible for:

e the management and control of our online and mobile content
services and Trading Post classifieds website; and

 the provision of mobile value added services in China through
ChinaM and Sharp Point which we acquired a 67% interest in during
the year.
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5. Segment information (continued)
Operating segments (continued)

Telstra Cable is responsible for:

e the management of our investment in the FOXTEL partnerships;
and

» the development and management of the hybrid fibre coaxial
(HFC) cable network.

Strategic Marketing is responsible for:
e theco-ordination and delivery of strategy and marketing activities
across our Company and market segments.

Information Technology is responsible for:

e supply and delivery of information technology solutions to
support our products, services, customer support functions and our
internal needs.

Corporate areas include:

» Legal Services - provides legal services across the Company;

e Public Policy and Communications - responsible for managing our
relationships and positioning with key groups such as our
customers, the media, governments, community groups and staff.
It also has responsibility for regulatory positioning and
negotiation;

» Finance and Administration - encompasses the functions of
corporate planning, accounting and administration, treasury, risk
management and assurance, investor relations and procurement.
Italsoincludes providing financial support to all business units and
financial management of the majority of the Telstra Entity fixed
assets (including network assets) through the Asset Accounting
Group;

e The office of the Company Secretary;

e Human Resources - encompasses talent management,
organisational development, human resource operations, health,
safety and environment, as well as workplace relations and
remuneration;

¢ Product Management - development and lifecycle management of
products and services over the networks, as well as application
platforms and the online environment; and

e Program Office - coordination and execution of business
improvement and transformation projects.

In our segment financial results, the “All Other” category consists of
various business units that do not qualify as reportable segments in
their ownright. These include:

e Telstra Country Wide;

¢ Telstra Media (new);

o Telstra Cable (previously Telstra Media);
e Strategic Marketing;

¢ Information Technology; and

 our Corporate areas.

Revenue for the “All Other” segment relates primarily to our revenue
earned by Telstra Cable from providing access to our HFC network and
other services to FOXTEL. The Asset Accounting Group is the main
contributor to the segment result for this segment, which is primarily
depreciation and amortisation charges as well as impairment of
property, plant and equipment and software.

Segment assets for the “All Other” segmentincludes the Telstra Entity
fixed assets (including network assets) managed through the
centralised Asset Accounting Group.

Segment results and segment assets

The measurement of segment results is in line with the basis of
information presented to management for internal management
reporting purposes. The performance of each segment is measured
based on their “underlying EBIT contribution” to the Telstra Group.
EBIT contribution excludes the effects of all inter-segment balances
and transactions. As such only transactions external to the Telstra
Group are reported. Furthermore, certain items of income and
expense are excluded from the segment results to show a measure of
underlying performance. These items are separately disclosed in the
reconciliation of total reportable segments to Telstra Group reported
EBIT in the financial statements.

Certain items are recorded by our corporate areas, rather than being
allocated to each segment. These items include the following:

o the Telstra Entity fixed assets (including network assets) are
managed centrally. Theresulting depreciation and amortisationis
also recorded centrally;

» the adjustment to defer our basic access installation and
connection fee revenues and costs in accordance with our
accounting policy. Instead our reportable segments record these
amounts upfront;

» the majority of redundancy expenses for the Telstra Entity; and

» information technology costs for the Telstra Entity.

In addition, the following narrative further explains how some items
are allocated and managed, and as a result how they are reflected in
our segment results and segment assets:

o salesrevenue associated with mobile handsets for TC, TB and TE&G
are mainly allocated to the TC segment along with the associated
goods and services purchased. Ongoing prepaid and postpaid
mobile revenues derived from our mobile usage is recorded in TC,
TB and TE&G depending on the type of customer serviced;

» revenue derived from our Telstra Media Internet products and its
related segment assets are recorded in the customer facing
business segments of TC, TB and TE&G. Certain distribution costsin
relation to these products are recognised in these three business
segments. Telstra Networks and Services recognise certain
expenses in relation to the installation and running of the
broadband cable network;

» revenue derived from our TCW customers is recorded in our TC, TB
and TE&G segments. Direct costs associated with this revenue is
also recorded in TC, TB and TE&G; and

» doubtful debt expenses are allocated to each segment (previously
recorded centrally by our corporate areas).
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5. Segment information (continued)

(a) The $100 million distribution received from FOXTEL (2008: $130
million) has been recorded as revenue in the income statement.
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Telstra Group
TC B TE&G TN&S TW  Sensis CSLNW  TClear AllOther Total
Year ended 30 June 2009 $m $m $m $m $m $m $m $m $m $m
Revenue from external customers . . 10,269 3,789 4,787 77 2,383 2,250 989 547 316 25,407
Otherincome. . ... .... . ... . 56 10 (3) 7 - 1 - - 35 106
Totalincome . . ... .......... 10,325 3,799 4,784 84 2,383 2,251 989 547 351 25,513
Labourexpenses . . . . ... ... ... 441 191 521 1,273 67 504 85 95 954 4,131
Goods and services purchased. . . . . 2,510 704 801 243 81 187 466 264 57 5,313
Otherexpenses. . . ... ........ 1,057 163 166 1,468 21 387 199 80 1,686 5,227
Share of equity accounted (profits)/
losses . . . ... ... - - (4) - - - - - 1 3)
Depreciation and amortisation . . . . - - 43 71 - 122 342 121 3,691 4,390
EBIT contribution . . .. ........ 6,317 2,741 3,257 (2,971) 2,214 1,051 (103) (13) (6,038) 6,455
Total assets as at 30 June 2009. . . . 1,591 471 1,336 2,136 390 2,346 2,037 1,066 28,589 39,962
Telstra Group
TC B TE&G TN&S TW  Sensis CSLNW  TClear AllOther Total
Year ended 30 June 2008 $m $m $m $m $m $m $m $m $m $m
Revenue from external customers . . 9,963 3,619 4,651 88 2,512 2,127 917 562 259 24,698
Otherincome . . ... .... ..... 60 15 1 10 1 - - - 48 135
Totalincome . . .. ........... 10,023 3,634 4,652 98 2,513 2,127 917 562 307 24,833
Labourexpenses . . ... ... ... .. 435 201 551 1,328 72 459 77 98 937 4,158
Goods and services purchased. . . . . 2,519 693 789 277 17 172 416 272 26 5,181
Otherexpenses. . . ... ........ 948 154 175 1,479 39 402 165 85 1,795 5,242
Share of equity accounted losses. . . - - - - - - - - 1 1
Depreciation and amortisation . . . . - - 41 67 - 150 246 127 3,559 4,190
EBIT contribution . . . .. ....... 6,121 2,586 3,096 (3,053) 2,385 944 13 (20) (6,011) 6,061
Total assets as at 30 June 2008. . . . 1,548 443 1,562 2,312 376 2,559 1,873 1,099 26,149 37,921
Areconciliation of EBIT contribution for reportable segments to
Telstra Group reported EBIT is provided below:
Telstra Group
Year ended 30 June
2009 2008
Note $m $m
EBIT contribution for reportablesegments. . . . .. ... ... ... ... . .. L L oL 12,493 12,072
ALLOther . . o o (6,038) (6,011)
Totalallsegments. . . . . . . . e 6,455 6,061
Amounts excluded from underlying results:
-distribution from FOXTEL (@). . . . . . . . . . . e 6 100 130
-net gainondisposalof noncurrentassets . . ... ... ... L L L o Lo 6 - 38
-impairmentinvalueofinvestments. . . . ... ... L L Lo 7 (4) (5)
-reversal of impairmentinvalueofinvestments. . . . . ... .. ... .. L o L 7 6 -
-other o 1 2
TelstraGroup EBIT (reported) . . . . . ... ... . . ... . . . . 6,558 6,226
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5. Segment information (continued)

Telstra Group
Year ended 30 June
2009 2008
$m $m
Information about our geographic operations (b)
Revenue from external customers
Australian customers . . . . . . . 23,298 22,884
International customers . . . . . . .. e 2,209 1,944
25,507 24,828
Carrying amount of non-current assets (c)
Located in Australia. . . . . . . . . . e 28,882 28,574
Located ininternational countries. . . . . . . . . ... 3,798 3,207
32,680 31,781

(b) Our geographical operations are split between our Australian and
international operations. Our international operations include CSL
New World (Hong Kong), TelstraClear (New Zealand), the SouFun,
Norstar Media and Autohome/PCPop businesses in China which are
part of our Sensis segment, the ChinaM and Sharp Point businesses in
China which are part of our Telstra Media segment, and our
international business, including Telstra Europe (UK), that serves
multi-national customers in the TE&G segment. No individual
geographical area forms a significant part of our operations apart
from our Australian operations.

(c) The carrying amount of our segment non current assets excludes
derivative financial assets, defined benefit assets and deferred tax
assets.

Telstra Group
Year ended 30 June

2009 2008
Note $m $m

Information about our products and services
PSTN products . . . . . . 6,337 6,666
ISDN products . . . . . . 942 978
Fixedinternet. . . . . . . . . e 2,160 2,020
Otherfixedrevenue. . . . . . . . . . . . 1,327 1,272
Mobiles . . . . . e 6,878 6,409
IPand dataaccess. . . . . . . . e 1,733 1,603
Business services and applications . . . .. ... L 1,008 1,055
Nonservicecontent. . . . . . . 70 15
PayTVbundling . . . . . ... 467 426
Advertisingand directories . . . .. ... 2,259 2,116
CSLNew World . . . . . . e 989 917
TelstraClear. . . . . . . o 547 562
Other offshore servicesrevenue . . . . . . . . . . . . .. 390 346
Othersalesrevenue (d). . . . . . . . . . e e 264 272
Otherrevenue (8) . . . . . . o o i e 6 136 171
Totalrevenue . . . . . . . . . . e 6 25,507 24,828

(d) Other sales revenue includes $76 million relating to HFC cable
usage (2008: $77 million).

(e) Other revenue primarily consists of distributions from our FOXTEL
partnership and rentalincome.

109



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

6.Income
Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2009 2008 2009 2008
Note $m $m $m $m
Sales revenue
Renderingofservices. . . . ... ... . ... L L 12,574 12,514 10,167 10,217
Saleofgoods. . ... ... .. 1,159 1,195 912 948
Rent of network facilitiesandaccess . . . . ... ... .. ... . ... .. ... ... ... 9,149 8,663 9,156 8,672
Constructioncontracts. . . . . . .. ... ... 230 169 251 196
Advertisingand directoryservices. . . . .. ... ... L oL 2,259 2,116 844 769
Procurement (@) . . . . . . . - - 667 664
25,371 24,657 21,997 21,466
Other revenue (excluding finance income)
Dividends from controlled entities. . . . . . ... .. ... . ... . ... .. ... ... 29 - - 146 256
Distribution from FOXTEL Partnership. . . . .. ... ... .. ... ... ... ....... 29 100 130 - -
Rentfromproperty . .. ... ... . . ... .. 36 41 30 36
136 171 176 292
Total revenue (excluding financeincome) . . . . . ...... ... ... ... . ... .. 25,507 24,828 22,173 21,758
Other income
Net gain on disposal of:
-property, plantand equipment. . . . . ... Lo Lo - - - 2
-intangibles . . ... - 1 - -
—investments. . .. .. e - 37 - -
- 38 - 2
Other miscellaneousincome . . . . ... ... . . . ... . . ... 107 136 103 133
107 174 103 135
Total income (excluding financeincome) . .. ........................ 25,614 25,002 22,276 21,893
Finance income
-intereston cashand cashequivalents. . . ... ..... ... ... ... ... .. ... 17 57 60 50 47
-interest on financeleasereceivable . . . . .. ... .. ... ... .. ... .. .. ... 10 12 10 12
Sother . . e e - - 2 1
67 72 62 60
Totalincome . . . . . . . .. . . e e 25,681 25,074 22,338 21,953

(a) The Telstra Entity receives procurement revenue from its
controlled entity Sensis Pty Ltd for the use of Yellow™ and White
Pages® trademarks. Refer to note 29 for further details on
transactions involving our related parties.
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7. Profit from continuing operations

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2009 2008 2009 2008
Note $m $m $m $m
(a) Profit before income tax expense has been calculated
after charging/(crediting) the following items:
Labour
Included in our labour expenses are the following:
Employeeredundancy . . ... ... ... L 219 238 210 229
Sharebasedpayments. . . . ... ... . 23 28 23 28
Defined benefitplanexpense. . . .. ... ... .. ... ... L 24 229 198 229 197
Goods and services purchased
Included in our goods and services purchased are the following:
Costofgoodssold. . .. ... ... ... ... . ... 1,896 2,004 1,559 1,633
Rental expenseonmanagedservices. . . . ... ... ... L L L L. 6 9 2 5
Other expenses
Impairment losses:
-impairmentinvalue ofinventories. . . . . ... ... .. ... . . L o o oL 18 50 19 50
-impairment in value of trade and otherreceivables . . . .. ....... ... ... ... 339 260 294 213
-impairment in amounts owed by controlled entities (i) . . . . .. ............ 29 - - 220 247
-impairmentinvalueofinvestments (i) . . . ... ... ... ... .. L L. 4 5 54 36
-impairment in value of property, plant and equipment. . . . ... ... ... ... .. 13 23 43 23 43
-impairmentinvalue ofintangibles . . .. ..... ... ... oo o oL 14 19 12 19 12
403 370 629 601
Reversal of impairment losses:
- reversal of impairment in value of trade and other receivables . . . . ... ... ... 10 (50) 9) (45) (9)
- reversal of impairment in amounts owed by controlled entities. . . . . ... ... .. 29 - - - (2)
- reversal of impairment invalue of investments. . . .. ... ... ... ... .. .. (6) - - -
(56) (9 (45) (11)
Rental expense on operatingleases. . . .. ........ ... ... . ... . . L. 614 609 483 503
Net foreign currency translation losses/(gains). . . . .. ................... 16 (13) 136 (154)
Service contracts and otheragreements . . . . ... ... ... o Lo oL 2,389 2,339 2,308 2,275
Promotionandadvertising . . ... ... ... L 379 457 286 349
General and administration. . . . . ... ... 1,038 1,028 829 844
Otheroperatingexpenses . . . .. ... ... ... .. ... .. 442 465 431 485
5,225 5,246 5,057 4,892

(i) We have recognised impairment losses relating to the value of our
investments in controlled entities, jointly controlled and associated
entities, and other entities based on the value in use calculation. The
impairment loss in the value of investment in controlled entities was
eliminated on consolidation of the Telstra Group.
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7. Profit from continuing operations (continued)

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2009 2008 2009 2008
Note $m $m $m $m
(a) Profit before income tax expense has been calculated
after charging/(crediting) the following items: (continued)
Depreciation of property, plant and equipment
- general purpose buildings including leasehold improvements . .. .. ... ... .. 13 93 69 76 59
- communication assets including leasehold improvements. . . .. ........... 13 3,296 3,203 2,891 2,878
- communication assets under financelease . . ... ...... ... ... ... . ... 13 46 59 46 59
- other plant, equipment and motorvehicles . . . . ........ ... ... ... ... . 13 189 155 144 110
3,624 3,486 3,157 3,106
Amortisation of intangible assets
- software assets developed forinternaluse. . . .. ... ... ... ... ... ... 14 633 584 534 469
-patentsandtrademarks . . ... ... Lo 14 1 1 - -
Slicences. .. 14 60 57 18 18
-brandnames . ... 14 17 13 - -
-customerbases. . ... L 14 53 45 - -
-deferred expenditure . . . . . ... 2 4 28 28
766 704 580 515
4,390 4,190 3,737 3,621
Finance costs
-interestonborrowings . . . ... L 17 1,208 1,248 1,214 1,259
- unwinding of discount on liabilities recognised at presentvalue . . . . ... ... ... 23 24 3 9
- gain on fair value hedges - effective (ii) . . . . .......... ... ... ... ..... (61) (171) (61) (171)
- gainon cash flow hedges -ineffective. . . . . ... ... ... ... ... o 0. (1) (4) (1) (4)
- (gain)/loss on transactions not in a designated hedge relationship (iii) . . . ... ... (77) 27 (77) 27
- (gain)/loss on transactions de-designated from fair value hedge relationships (iii) . . (145) 13 (145) 13
—other . L 20 21 20 19
967 1,158 953 1,152
Research and development
Research and developmentexpenses. . . ... ....... .. ... .. ... ... 8 9 8 9

(ii) A combination of the following factors has resulted in a net
unrealised gain of $61 million (2008: $171 million) on our Australian
dollar pay floating interest rate positions relating to the effective
component of our fair value hedges:

e Anincreasein Telstra’s long term borrowing margins;

e Areduction in base market rates;

e Areduction in the number of future interest flows as we approach
maturity of the financial instrument; and

e Discount factor unwinding as the time to maturity shortens.

Itisimportant to note that ourintentionis to hold our borrowings and
associated derivative instruments to maturity and accordingly
revaluation gains and losses will be recognised in our finance costs
over the life of the financial instrument and will progressively unwind
out to nil at maturity.

Refer to note 18 for further details regarding our hedging strategies.
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(iii) We have recorded a gain of $222 million (2008: $40 million loss)
associated with financial instruments that are either notina
designated hedge relationship or were previously designated ina
hedge relationship and no longer qualify for hedge accounting.
Notwithstanding that these borrowings and the related derivative
instruments do not satisfy the requirements for hedge accounting,
they arein effective economic relationships based on contractual face
value amounts and cash flows over the life of the transaction. Refer to
note 18 for further details.

The $222 million gain comprises the following movements:

» Thevaluation impacts described at (ii) above for fair value hedges;

» The different measurement bases of the borrowings (measured at
amortised cost) and the associated derivatives (measured at fair
value), resulting in some disparity attributable to the discounting
impact of future cash flows in the derivatives; and

* Anetloss of $20 million for the amortisation impact of unwinding
previously recognised gains on those borrowings that were de-
designated from hedge relationships.
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8. Remuneration of auditors

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2009 2008 2009 2008
$m $m $m $m

Audit fees
Ernst & Young has charged the following amounts for auditing and reviewing the
financialreports. . . . . . .. L 6.672 7.367 5.093 5.488
Other services
In addition to auditing and reviewing the financial reports, other services were
provided by Ernst & Young in their own right as follows:
Auditrelated(a) . . . . . . ... 2.708 1.854 2.378 1.854
Tax(b) . . . . 0.129 0.105 0.129 0.077
Otherservices (C). . . . . o oo i i e e e e e e 1.389 2.223 1.040 0.614
Total otherservicesprovided . . .. ....... ... ... ... . ... . 4.226 4.182 3.547 2.545

Other services

We have processes in place to maintain the independence of the
external auditor, including the level of expenditure on non-audit
services. Ernst & Young (EY) also has specific internal processes in
place to ensure auditor independence.

Fees earned by EY for non-audit services are capped at a maximum of
1.0 times the total audit and audit related fees.

The Audit Committee approve the recurring audit and non-audit fees.
The provision of additional audit and non-audit services by EY must be
approved by the Chief Financial Officer, if not covered by the Audit
Committee approval. The fees approved by the Chief Financial Officer
are reviewed by the Audit Committee at each meeting.

(a) Audit related fees charged by EY are for services that are
reasonably related to the performance of the audit or review of our
financial statements and other assurance engagements. These
services include our regulatory audit, additional control assessments
around our transformation program, various accounting advice and
additional audit services arising on the acquisition of newly acquired
controlled entities.

(b) Tax fees charged by EY mainly relates to licence fee and technical
services in relation to our tax return software.

(c) Other services relate to all additional services performed by EY,
other than those disclosed as auditing and reviewing the financial
report, audit related and tax. These services include various reviews
and non assurance services across the Group.

113



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

9. Income taxes

Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
Major components of income tax expense
Currenttaxexpense. . . . ... .. ... ... ... 1,334 1,471 1,458 1,583
Deferred tax resulting from the origination and reversal of temporary differences. . . 283 6 242 38
Over provision of taxinprioryears ... ....... ... ... . ... ... ... . ... .. (35) (48) (25) (78)
1,582 1,429 1,675 1,543
Notional income tax expense on profit differs from
actual income tax expense recorded as follows:
Profit beforeincometaxexpense . .. ... ... ... ... ... . ... . . ... 5,658 5,140 5,650 5,360
Notional income tax expense calculated at the Australian tax rate of 30%: . . ... .. 1,697 1,542 1,695 1,608
Which is adjusted by the tax effect of:
Effect of different rates of tax on overseasincome. . . . .. .............. ... 12 (21) - -
Non assessable and non deductibleitems . . . . .. ... ... . ... ... .. ... (92) (44) 5 13
Over provision of taxinprioryears . .. ......... ... ... ... ... . ... ... .. (35) (48) (25) (78)
Incometax expenseonprofit. . . . ... ... L L 1,582 1,429 1,675 1,543
Income tax recognised directly in equity duringtheyear. . . ... ... ... ... ... (230) (33) (194) (74)
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9. Income taxes (continued)

Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
Deferred tax asset/(deferred tax liability)
Deferred tax items recognised in income statement
Property, plantand equipment. . . . ... ... L oL o (1,745) (1,486) (1,742) (1,510)
Intangibleassets. . . .. ... ... L (554) (656) (464) (547)
Borrowings and derivative financial instruments . .. .. .. ... .. ..o 0oL, (101) (24) (122) (27)
Provision for employee entitlements . . . .. ... ... o o o oo 260 255 243 231
Revenuereceivedinadvance . . . . ... ... 135 154 28 26
Provision for workers' compensation . . ... ... ... .. L o oL 51 54 49 52
Allowance fordoubtfuldebts. . . . ... ... ... .. L L 70 62 61 52
Defined benefit liability/asset (d) . . ... ... ... ... ... . ... . . ... ... 99 87 99 89
Tradeandotherpayables . . . ... ... ... ... . L L 61 107 49 43
Otherprovisions . . . ... ... .. ... 67 90 65 85
Incometaxlosses (A) . . . . . . . oo 84 68 - -
Other. . o 22 (22) 17 (22)
(1,551) (1,311) (1,717) (1,528)
Deferred tax items recognised in equity (b)
Defined benefit liability/asset (d) . . . ... ... ... ... ... . ... ... . ... ... 26 (137) 26 (137)
Derivative financialinstruments. . . . . . . ... ... (59) (126) (38) (69)
(33) (263) (12) (206)
Netdeferredtaxliability . . . . ........... ... ... ... ... ... ... ..... (1,584) (1,574) (1,729) (1,734)
Our net deferred tax liability is split as follows (c):
Deferred tax assets recognised in the statement of financial position. . . . ... .. .. 9 1 - -
Deferred tax liabilities recognised in the statement of financial position. . . . . . ... (1,593) (1,575) (1,729) (1,734)
(1,584) (1,574) (1,729) (1,734)

(a) We haverecognised a deferred tax asset for the unused tax losses of
our offshore controlled entities to the extent that it is probable that
future taxable profit will be available against which the unused tax
losses can be utilised. We have prepared amanagement budgetin line
with our current knowledge of future events to support our view of
sufficient future taxable profits being available to offset our unused
tax losses.

(b) When the underlying transactions to which our deferred tax
relates is recognised directly in equity, the temporary differences
associated with these adjustments are also recognised directly in
equity.

(c)We are able to offset deferred tax assets and deferred tax liabilities
in the statement of financial position when they relate to income
taxes levied by the same taxation authority and to the extent we
intend to settle our current tax assets and liabilities on a net basis.

Our deferred tax assets and deferred tax liabilities are netted within
the Australian tax consolidated group, as these deferred tax balances
relatetoincometaxes levied by the Australian Taxation Office. Wedo
not net deferred tax balances between controlled entities unless they
are within the same tax jurisdiction and they are intended to be
settled on a net basis.

(d) Our net deferred tax asset on our defined benefit liability for Telstra
Group is $125 million (2008: $50 million liability) and for Telstra Entity
is $125 million (2008: $48 million liability).
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Telstra Group Telstra Entity

As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m

Deferred tax assets not recognised (e):

Incometax losses . . . . . . ... 49 68 - -
Capitaltaxlosses . . . . ... ... . 158 154 130 126
Deductible temporary differences . . . .. .. ... ... . o Lo oo 449 463 288 268
656 685 418 394

(e) Our deferred tax assets not recognised in the statement of financial
position may be used in future years if the following criteria are met:

e our controlled entities have sufficient future taxable profit to
enable the income tax losses and temporary differences to be
offset against that taxable profit;

o the Telstra Entity and our controlled entities have sufficient future
capital gains to be offset against those capital losses;

e we continue to satisfy the conditions required by tax legislation to
be able to use the tax losses; and

e thereareno future changes in tax legislation that will adversely
affect us in using the benefit of the tax losses.

As at 30 June 2009, the deferred tax assets not recognised in our
statement of financial position are able to be carried forward
indefinitely for both our domestic and offshore operations.

Tax consolidation

The Telstra Entity and its Australian resident wholly owned entities
previously elected to form a tax consolidated group. Asa
consequence of the election to enter tax consolidation, the tax
consolidated group is treated as a single entity forincome tax
purposes.

The Telstra Entity, as the head entity in the tax consolidated group,
recognises, in addition to its own transactions, the current tax
liabilities and the deferred tax assets arising from unused tax losses
and tax credits for all entitiesin the group. However, the Telstra Entity
and its Australian resident wholly owned entities account for their
own current tax expense and deferred tax amounts.

Upontax consolidation, the entities within the tax consolidated group
entered into a tax sharing agreement. The terms of this agreement
specified the methods of allocating any tax liability in the event of
default by the Telstra Entity on its group payment obligations and the
treatment where a subsidiary member exits the group. The tax
liability of the group otherwise remains with the Telstra Entity for tax
purposes.
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Atax funding arrangement is also in place for entities within the tax
consolidated group under which:

 the Telstra Entity compensates its Australian resident wholly
owned controlled entities for any current tax receivable assumed;

e the Telstra Entity compensates its Australian resident wholly
owned controlled entities for any deferred tax assets relating to
unused tax losses and tax credits; and

 Australian resident wholly owned entities compensate the Telstra
Entity for any current tax payable assumed.

The funding amounts are based on the amounts recorded in the
financial statements of the wholly owned entities.

Amounts receivable of $24 million (2008: $52 million) to the Telstra
Entity and amounts payable by the Telstra Entity of $186 million
(2008: $150 million) under the tax funding arrangements are due in
the next financial year upon final settlement of the current tax
payable for the tax consolidated group.
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10. Trade and other receivables

Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
Note $m $m $m $m
Current
Tradereceivables (@) . . . . . . . . . 3,283 3,161 2,527 2,382
Allowance fordoubtfuldebts(a). . . .. ........... ... ... ... ... ... ... (249) (221) (204) (174)
3,034 2,940 2,323 2,208
Amounts owed by controlled entities (other than trade receivables) . ... ... ... 29 - - 3,168 2,659
Allowance for amounts owed by controlled entities (other than trade receivables) .29 - - (2,487) (2,267)
- - 681 392
Finance leasereceivable (b) . . . . . . . . . . .. 52 50 52 50
ACCIUBA TeVENUE . . . . o oot e e e e e e e e 880 878 827 820
Bank deposits with maturity greater than90days. . . .. ......... ... ... ... 16 20 - -
Otherreceivables . . . . . . . . 57 64 25 32
1,005 1,012 904 902
4,039 3,952 3,908 3,502
Non current
Tradereceivables (@) . . . . . . . . . e 40 60 40 60
Amounts owed by jointly controlled and associated entities . . . . ... ........ 29 229 194 191 161
Allowance for amounts owed by jointly controlled and associated entities . . . . . . 29 (191) (161) (191) (161)
38 33 - -
Amounts owed by controlled entities (other than trade receivables) . ... ... ... 29 - - 179 162
Finance leasereceivable(b). . . . . . .. . . . ... ... 74 9% 74 94
Otherreceivables . . . . . . . . . . 11 11 2 2
85 105 76 96
163 198 295 318
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10. Trade and other receivables (continued)
(a) Trade receivables and allowance for doubtful debts

The ageing of current and non-current trade receivables is detailed
below:

Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
Gross Allowance Gross Allowance Gross Allowance Gross Allowance
$m $m $m $m $m $m $m $m
Notpastdue . .......... 1,792 (5) 1,933 (4) 1,359 (5) 1,461 (4)
Pastdue0-30days. . . . ... 878 (2) 771 (7 672 (2) 588 (7
Pastdue31-60days . ... .. 187 (11) 179 (20) 152 (11) 144 (20)
Pastdue61-90days . . . . .. 99 (21) 79 (18) 81 (20) 61 (10)
Past due 91-120days . . . . . 82 (54) 80 (41) 69 (32) 50 (18)
Past120days. . ......... 285 (156) 179 (131) 234 (134) 138 (115)
3,323 (249) 3,221 (221) 2,567 (204) 2,442 (174)
The movement in the allowance for doubtful debts in respect of trade
receivables is detailed below:
Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2009 2008 2009 2008
$m $m $m $m
Openingbalance. . . . ... ... ... . ... ... e (221) (161) (174) (126)
-additionalallowance. . . . . ... L (108) (92) (91) (67)
-additionduetoacquisition . . .. ... L (1) - - -
-reductionduetodisposal . . . ... ... .. - 1 - -
-amountsused . ... 33 19 23 10
-amountsreversed. . ... 50 9 45 9
- foreign currency exchange differences . . . ... ... ... . L oL Lo oL (2 3 - -
- transfer of Trading Post business to Telstra Corporation Limited . . . . ... ... ... .. - - (7) -
Closingbalance. . . .. ... ... ... ... . . . . e (249) (221) (204) (174)

Our policy requires customers to pay us in accordance with agreed
payment terms. Depending on the customer segment, our settlement
terms are generally 14 to 30 days from date of invoice. All credit and
recovery risk associated with trade receivables has been provided for
in the statement of financial position.

Our trade receivables include our customer deferred debt and White
Pages® directory charges. Our customer deferred debt allows eligible
post paid mobile customers the opportunity to repay the cost of their
mobile handset and approved accessories monthly over 12, 18 or 24
months. The loan is provided interest free to our mobile postpaid
customers. Similarly, the White Pages® directory entries can be repaid
over 12 months.

Trade receivables have been aged according to their original due date
in the above ageing analysis, including where repayment terms for
certain long outstanding trade receivables have been renegotiated.
For customers with amounts past due in more than one ageing
bracket, all debt has been recorded in the oldest ageing category.

We hold security for a number of trade receivables in the form of
guarantees, deeds of undertaking, letters of credit and deposits.
During fiscal 2009 and 2008, the securities we called upon were
insignificant.
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We have used the following basis to assess the allowance loss for
trade receivables:

 astatistical approach to apply risk segmentation to the debt, and
applying the historical impairment rate to each segment at the
end of the reporting period;

e anindividual account by account assessment based on past credit
history; and

e any prior knowledge of debtor insolvency or other credit risk.

As at30June 2009, trade receivables with a carryingamount of $1,287
million (2008: $1,071 million) for the Telstra Group and $1,009 million
(2008: $811 million) for the Telstra Entity were past due but not
impaired.

These trade receivables, along with our trade receivables that are
neither past due nor impaired, comprise customers who have a good
debt history and are considered recoverable.
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10. Trade and other receivables (continued)

(b) Finance lease receivable

We enter into finance leasing arrangements predominantly for
communication assets dedicated to solutions management and
outsourcing services that we provide to our customers. The average
term of finance leases entered into is between 2 to 5 years (2008: 2 to
5 years).

Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
Amounts receivable under finance leases
Withinluyear. . . . ... 58 63 58 63
Within1to5years. . . .. .. ... ... .. . 82 95 82 95
Total minimum leasepayments . . . .. ... .. ... . L o L 140 158 140 158
Less unearned financeincome . . . . . ... (14) (14) (14) (14)
Present value of minimum leasepayments . . . . ....... ... ... ..o L. 126 144 126 144
Included in the financial statements as:
Current finance leasereceivables . . . . ... ... ... .. ... ... ... ... ... 52 50 52 50
Non current finance leasereceivables. . . . . . ... ... .. ... .. ... .. ... ... 74 94 74 94
126 144 126 144

Theinterest rate inherent in the leases is fixed at the contract date for
the entire lease term. The average effective interest rate contracted is
6.4% (2008: 8.0%) per annum.
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11. Inventories

Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
Current
Finished goodsrecordedatcost . ... ....... ... ... ... ... ... . ... ... 145 171 127 147
Finished goods recorded at net realisablevalue . . ... ... .. ... ... ........ 61 104 55 93
Total finished goods . .. ... .. ... ... ... 206 275 182 240
Raw materials and storesrecordedatcost. . . . .. ... ... ... Lo L. 12 15 8 5
Constructioncontracts(a). . . . . . . .. .. . e 21 19 21 19
239 309 211 264
Non current
Finished goods recorded at net realisablevalue . ... ... ... ... ... ..... ... 18 12 18 12
18 12 18 12
(a) Construction contract disclosures are shown as follows:
Contract costs incurred and recognised profits . . . ... ....... ... ... . .. ... 217 135 217 135
Progressbillings . . . . .. .. ... (196) (116) (196) (116)
21 19 21 19
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12. Investments

Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008

Note $m $m $m $m
Investments - accounted for using the equity method
Investments in jointly controlled entities . . . ... ...... .. ... .. ... ... ... 5 4 3 2
Allowance forimpairmentinvalue . . . ... ... ... .. L L o L (2) (2) (2) (2)
Carrying amount of investments in jointly controlled entities . . ... ... ... ... 26 3 2 1 -
Investments in associated entities. . . . .. ... ... o L o L 38 39 15 22
Allowance forimpairmentinvalue . . . ... ... ... .. L o L (25) (27) (5) (10)
Carrying amount of investments in associated entities. . . . ... ....... ... .. 26 13 12 10 12

16 14 11 12
Investments - other
Investments in controlled entities . . . . .. ... ... ... .. ... .. .. ... ..... 25 - - 12,718 12,648
Allowance forimpairmentinvalue . . ... ... ... ... .. Lo . - - (7,189) (7,188)
Total investmentsin controlled entities . . . .. ... .. ... .. ... ... ........ - - 5,529 5,460
Investments in other corporations. . . ... ... ... . L Lo Lo o 6 6 6 6
Allowance forimpairmentinvalue . . .. ... ... ... o Lo Lo L (6) (5) (6) (5)
Total investments in other corporations . . . .. ....... ... ... ... ... ... - 1 - 1
- 1 5,529 5,461
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13. Property, plant and equipment

Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
Land and site improvements
Atcost . . . 29 31 28 29
Buildings (including leasehold improvements)
AL COSt . o e 1,049 982 889 843
Accumulated depreciationf/impairment . . ... ... o Lo o L oL (553) (498) (477) (434)
496 484 412 409
Communication assets (including leasehold improvements)
AL COSt . o e 52,616 50,592 49,703 47,898
Accumulated depreciationf/impairment . . ... ... Lo o Lo (30,154) (27,743) (28,584) (26,448)
22,462 22,849 21,119 21,450
Communication assets under finance lease
AL COSt . o 858 858 858 858
Accumulated depreciationf/impairment . . ... ... Lo oo (673) (627) (673) (627)
185 231 185 231
Other plant, equipment and motor vehicles
AL COSt . o e 1,560 1,424 1,156 1,016
Accumulated depreciation/impairment . . ... ... L Lo Lo Lo L (837) (708) (583) (470)
723 716 573 546
Equipment under finance lease
AL COSt . . o 17 20 - -
Accumulated depreciation/impairment . . ... ... L Lo Lo L (17) (20) - -
Total property, plant and equipment
AL COSt . o o 56,129 53,907 52,634 50,644
Accumulated depreciation/impairment . . . ... ... L Lo Lo L oL (32,234) (29,596) (30,317) (27,979)
23,895 24,311 22,317 22,665
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13. Property, plant and equipment (continued)

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2009 2008 2009 2008

Note $m $m $m $m
Land and site improvements
Openingcost. . . .. ... . . . 31 32 29 29
-additions. ... e - - 1 -
-disposals. . .. (2) (1) (2) -
Closingcost . ... ... . .. . . . . .. e 29 31 28 29
Buildings (including leasehold improvements)
Openingcost. . .. ... ... .. .. ... e 982 911 843 803
-additions. .. 107 105 92 75
-disposals. . .. (46) (39) (46) (35)
- disposals through sale of acontrolledentity . .. ...................... (4) - - -
- foreign currency exchange differences . . . ... ... ... L Lo Lo L. 7 (14) - -
-other .o 3 19 - -
Closingcost . . ... ... ... .. . . . . .. 1,049 982 889 843
Opening accumulated depreciation/impairment. . . . .. ........ ... ... ... (498) (444) (434) (397)
-disposals. ... 39 35 39 35
- disposals through sale of a controlledentity . . ... ..... ... ... ... . ..... 4 - - -
-depreciationexpense . . . ... ... 7 (93) (69) (76) (59)
-impairmentlosses. . . ... L L 7 (4) (13) (4) (13)
- foreign currency exchange differences . . . . ... ... ... Lo o o oL (2) 8 - -
—other . o 1 (15) (2) -
Closing accumulated depreciation/impairment . . . .. .................. (553) (498) (477) (434)
Closingnetbookvalue . .. ...... .. ... ... ... .. . . . .. . . .. 496 484 412 409
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13. Property, plant and equipment (continued)

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2009 2008 2009 2008

Note $m $m $m $m
Communication assets (including leasehold improvements) (a)
Openingcost. . . . ... ... ... . ... 50,592 49,029 47,898 46,296
-additions. . .. 2,863 3,057 2,611 2,824
- acquisition through business combinations . . . .. ........ ... . ... 0 .. 3 - - -
-disposals. . ... (1,035) (1,237) (806) (1,222)
- foreign currency exchange differences . . .. ... ... ... .. Lo oo L 198 (256) = -
—other . o (5) (1) - -
Closingcost . . ... ... . . . . .. 52,616 50,592 49,703 47,898
Opening accumulated depreciation/impairment. . . . ... ....... ... ... ... (27,743) (25,891) (26,448) (24,774)
-disposals. .. 1,002 1,232 771 1,222
- acquisition through business combinations . . . . ....... ... ... .o 0L, (2 - -
-depreciationexpense . . . .. ... 7 (3,296) (3,203) (2,891) (2,878)
-impairmentlosses. . . ... L 7 (16) (18) (16) (18)
- foreign currency exchange differences . . . .. .. ... ... oo oo oL (107) 130 - -
-other oL 8 7 - -
Closing accumulated depreciation/impairment . . . ... ... ... ... ... ... (30,154) (27,743) (28,584) (26,448)
Closingnetbookvalue . ... ... ... ... ... ... ... . ... ... . .. . ... 22,462 22,849 21,119 21,450
Communication assets under finance lease
Openingandclosingcost. . .. ........ ... ... ... ... . .. o 858 858 858 858
Opening accumulated depreciation/impairment. . . ... ... ... ... ... ... (627) (568) (627) (568)
-depreciationexpense . . . .. ... 7 (46) (59) (46) (59)
Closing accumulated depreciation/impairment . . . .. .................. (673) (627) (673) (627)
Closingnetbookvalue . . ... ..... ... ... ... ... . ... ... ... . ... .. 185 231 185 231

(a) Includes certain network land and buildings which are essential to
the operation of our communication assets.
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13. Property, plant and equipment (continued)

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2009 2008 2009 2008
Note $m $m $m $m
Other plant, equipment and motor vehicles
Openingcost. . . .. ... . . . 1,424 1,395 1,016 928
-additions. ... 205 227 170 196
-disposals. . .. (66) (166) (42) (108)
- acquisitions through business combinations . . . ......... ... ... ... .. ... 3 2 - -
- disposals through sale of acontrolledentity . .. ...................... (19) - - -
- foreign currency exchange differences . . . ... ... ... L Lo Lo L. 8 (25) - -
- transfer of Trading Post business to Telstra Corporation Limited . ... ... ... ... - - 12 -
Sother .o 5 9) - -
Closingcost . . ... .. .. . . .. . e 1,560 1,424 1,156 1,016
Opening accumulated depreciation/impairment. . . ... ... ... ... ... ... (708) (717) (470) (454)
-disposals. ... 63 158 39 106
- acquisitions through business combinations . . .. ........ ... ... ... ... (2) - - -
- disposals through sale of a controlledentity . . ... ........ ... ... ... ... 12 - - -
-depreciationexpense . . . .. ... 7 (189) (155) (144) (110)
-impairmentlosses. . ... ... 7 (3) (12) 3) (12)
- foreign currency exchange differences . . . . ... ... ... o o o Lo (8) 17 - -
- transfer of Trading Post business to Telstra Corporation Limited . ... ... ... ... - - (5) -
-other o o (2) 1 - -
Closing accumulated depreciation/impairment . . . ... ... ... ... ... ... (837) (708) (583) (470)
Closingnetbookvalue . ... .. ... ... ... . ... ... ... . ... . . . ... 723 716 573 546
Equipment under finance lease
Openingcost. . . .. ... . . e 20 27 - 2
-disposals. ... (2) (6) - -
- disposals through sale of a controlledentity . . ... ........ ... ... ... ... (1) - - -
- foreign currency exchange differences . . . . ... ... ... o oL oL - (1) - -
Sother . . e - - - (2)
Closingcost . . ... ... . . . . .. 17 20 = -
Opening accumulated depreciation/impairment. . . ... ... ... ... ... ... (20) (25) = -
-disposals. . ... 2 5 - -
- disposals through sale of acontrolledentity . .. ...................... 1 - - -
Closing accumulated depreciation/impairment . . . .. .................. (17) (20) - -

Closingnetbookvalue . . ... ..... ... ... . ... ... . ... ... . ... ... ..
Work in progress

As at 30 June 2009, the Telstra Group has property, plant and
equipment under construction amounting to $1,567 million (2008:
$1,720 million) and the Telstra Entity has property, plant and
equipment under construction amounting to $1,406 million (2008:
$1,519 million). As these assets are not installed and ready for use,
there is no depreciation being charged on these amounts.
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14. Intangible assets

Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
Goodwill . . ... .. e 2,346 2,017 16 16
Internally generated intangible assets
Software assets developed forinternaluse(a) . . .. ................... 6,224 5,349 5,384 4,399
Accumulated amortisation . . . . ... (2,022) (1,902) (1,756) (1,470)
4,202 3,447 3,628 2,929
Acquired intangible assets
Mastheads (b) . . . . . . . . . . e 337 337 337 -
Patentsandtrademarks . . . . . ... 34 37 7 7
Accumulated amortisation . . . . ... (8) (11) (7) (7)
26 26 - -
Licences . . . . . .. e 868 747 271 266
Accumulated amortisation . . . ... oo (357) (289) (186) (168)
511 458 85 98
Customerbases . . . ... ... 836 702 70 70
Accumulated amortisation . . ... ... (522) (434) (70) (70)
314 268 - -
Brandnames . . . . ... 265 242 - -
Accumulated amortisation . . . . ... (90) (66) - -
175 176 - -
Total acquired intangibleassets . . ... ....... ... ... ... ... ... ... 1,363 1,265 422 98
Deferred expenditure
Deferredexpenditure. . . . . ... ... .. 1,015 2,211 1,269 2,461
Accumulated amortisation . . . . ... (510) (1,695) (611) (1,766)
505 516 658 695
Total intangible assets
ALCOSE © o o e e e 11,925 11,642 7,354 7,219
Accumulated amortisation . . . .. ... (3,509) (4,397) (2,630) (3,481)
8,416 7,245 4,724 3,738
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Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
Note $m $m $m $m
Goodwill
Openingcost. . . .. ... . . . 2,017 2,126 16 16
- acquisitions through business combinations . . .. ........ ... ... .. .. .. 228 68 = -
- disposals through sale of a controlledentity . .. ...................... (127) (10) - -
- foreign currency exchange differences . . . .. .. ... ... oo Lo oL 228 (167) - -
Closingcost . . ... ... . . . . . .. 2,346 2,017 16 16
Internally generated intangible assets
Software assets developed for internal use (a)
Openingcost. . .. ... ... . ... . e 5,349 4,214 4,399 3,516
—additions. . ... e 1,402 1,499 1,180 1,224
-disposals. ... (525) (333) (275) (319)
- acquisitions through business combinations . . .. ............... ... ... 4 12 - -
- disposals through sale of a controlledentity . . ... ..... ... ... ... ... ... (7) (4) - -
-impairmentlosses. . . ... 7 (19) (12) (19) (12)
- foreign currency exchange differences . . . . ... ... ... L o Lo L 16 (27) - -
- transfer of Trading Post business to Telstra Corporation Limited . .. ... ... .. .. - - 99 -
Sother . . e 4 - - (10)
Closingcost . . . .. ... 6,224 5,349 5,384 4,399
Opening accumulated amortisation. . . .. ....... ... ... ... .. . 00, (1,902) (1,664) (1,470) (1,311)
-disposals. . .. 523 325 269 310
- disposals through sale of acontrolledentity . .. ...................... 1 4 - -
-amortisationexpense. . . ... ... L 7 (633) (584) (534) (469)
- foreign currency exchange differences . . . ... ... ... L Lo Lo L. (11) 19 - -
- transfer of Trading Post business to Telstra Corporation Limited . ... ... ... ... - - (21) -
Sother . . e - (2) - -
Closing accumulated amortisation . . . ......... ... ... ... ... ... ... (2,022) (1,902) (1,756) (1,470)
Closingnetbookvalue . .. ...... ... ... ... ... ... .. ... .. 4,202 3,447 3,628 2,929
Acquired intangible assets
Mastheads (b)
Openingcost. . .. ... ... . ... L 337 337 - -
- transfer of Trading Post business to Telstra Corporation Limited . ... ... ... ... - - 337 -
337 337 337 -

Closingcost . . ... ... . . . . . ..
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Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
Note $m $m $m $m
Patents and trademarks
Openingcost. . . . ... ... ... . ... 37 34 7 7
-disposals. ... (2) - - -
- acquisitions through business combinations . . .. ............... ... ... - 3 - -
- disposals through sale of a controlledentity . . ... ........ ... ... ... ... (1) - - -
Closingcost .. ... ... ... .. .. . . . e 34 37 7 7
Opening accumulated amortisation. . . . . .......... ... ... ... . .. ... (11) (10) ™) (@]
-disposals. ... 2 - - -
- disposals through sale of a controlledentity . . ... ..... ... ... ... ...... 1 - - -
-amortisationexpense. . . . ... L L 7 (1) (1) - -
-other .o 1 - - -
Closing accumulated amortisation . . . ......... ... ... ... ... ... ... (8) (11) (7) (7)
Closingnetbookvalue . . ... ..... ... ... ... . ... . ... ... ... . ... .. 26 26 = -
Licences
Openingcost. . . . ... ... . ... e 747 778 266 266
-additions. ... 98 - - -
-disposals. . .. - (6) - -
- acquisitions through business combinations . . . ....... ... ... ... ..... 5 - - -
- foreign currency exchange differences . . . .. .. ... ... . oo oo Lo 12 (25) - -
-other oo 6 - 5 -
Closingcost . . ... ... ... .. .. . . .. e 868 T47 271 266
Opening accumulated amortisation. . . .. ....... ... ... ... ... . 00, (289) (240) (168) (150)
-disposals. . ... - 1 - -
-amortisationexpense. . . .. ... 7 (60) (57) (18) (18)
- foreign currency exchange differences . . . ... ... ... L Lo Lo L. (5) 7 - -
—other . o e 3) - - -
Closing accumulated amortisation . ... ........ ... ... ... ... ... ... (357) (289) (186) (168)
Closingnetbookvalue . . ... ..... ... ... . ... ... . ... ... . ... ... .. 511 458 85 98
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Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
Note $m $m $m $m
Customer bases
Openingcost. . . .. ... . . . 702 774 70 70
-disposals. . ... (3) (7) - -
- acquisitions through business combinations . .. ......... .. ... ... .. ... 147 6 - -
- disposals through sale of acontrolledentity . .. ...................... (55) - - -
- foreign currency exchange differences . . . . ... ... ... . o oo Lo L 38 (73) - -
-other oo 7 2 - -
Closingcost . . . .. ... e 836 702 70 70
Opening accumulated amortisation. . . .. ....... ... ... ... ... 0. (434) (438) (70) (70)
-disposals. . .. 1 2 - -
- disposals through sale of acontrolledentity . .. ...................... 20 - - -
-amortisationexpense. . . . ... . 7 (53) (45) - -
- foreign currency exchange differences . . .. ... .. ... . Lo oo L (56) 47 - -
Closing accumulated amortisation . ... ........ ... ... ... ... ... ... (522) (434) (70) (70)
Closingnetbookvalue . ... ... ... ... ... . ... . ... ... ... . . . ... 314 268 - -
Brandnames
Openingcost. . . .. ... . . e 242 239 - -
- acquisitions through business combinations . . . .......... .. .... ... ... - 27 - -
- disposals through sale of a controlledentity . . ... ........ ... ... ... ... (4) - - -
- foreign currency exchange differences . . . . ... ... ... L oo o oL 35 (24) - -
—other . o (8) - - -
Closingcost . . ... ... . . . . .. 265 242 = -
Opening accumulated amortisation. . . . . ........... ... ... ... ... (66) (61) - -
- disposals through sale of a controlledentity . . ... ........ ... ... ... ... 2 - - -
-amortisationexpense. . . . ... L L 7 (17) (13) - -
- foreign currency exchange differences . . . .. .. ... ... oL oo oL (9) 8 - -
Closing accumulated amortisation . .. ............ ... ... ... ... ... (90) (66) - -
Closingnetbookvalue . .. ....... ... ... ... ... ... . ... ... . ... .. 175 176 = -

129



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

14. Intangible assets (continued)

Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
Deferred expenditure (c)
Openingcost. . . . ... ... ... . .. ... 2,211 1,915 2,461 2,165
-additions. . .. 383 313 343 313
-amountswrittenoff(d). . . . ... ... ... .. (1,572) (2) (1,529) (2)
- foreign currency exchangemovements. . . . ... ... ... L Lo L - 1 - -
Sother .« . (7) (16) (6) (15)
Closingcost . . ... ... . . .. . . .. 1,015 2,211 1,269 2,461
Opening accumulated amortisation. . . .. .......... ... ... ... ... .. (1,695) (1,365) (1,766) (1,404)
-amortisationexpense(e). . . . .. ... (378) (330) (369) (362)
-amountswrittenoff(d). . . .. ... ... 1,567 - 1,527 -
-other . . (4) - (3) -
Closing accumulated amortisation . . . ................ ... ... . .... (510) (1,695) (611) (1,766)
Closingnetbookvalue . .. .......... ... ... ... ... ... ... ... . ..., 505 516 658 695

(a) As at 30 June 2009, the Telstra Group had software assets under
development amounting to $1,419 million (2008: $1,602 million) and
the Telstra Entity had software assets under development amounting
to $989 million (2008: $1,258 million). As these assets were not
installed and ready for use there is no amortisation being charged on
the amounts.

(b) We do not currently amortise the cost of our mastheads as they
have been assessed to have an indefinite useful life. Our mastheads
were transferred into Telstra Entity during the year as part of the
integration of Trading Post operations into Telstra Corporation
Limited. Refer to note 21 for further details.

From 1 July 2009 the mastheads have been assigned a finite life and
will be amortised from that date.

(c) Duringfiscal 2005, we entered into an arrangement with our jointly
controlled entity, Reach Ltd (Reach), and our co-shareholder PCCW,
whereby Reach's international cable capacity was allocated between
us and PCCW under an indefeasible right of use (IRU) agreement,
including committed capital expenditure for the period until 2022.

The IRU is amortised over the contract periods for the capacity on the
various international cable systems, which range from 5 to 22 years.
The Telstra Entity has recorded the IRU within deferred expenditure.
For the Telstra Group, the IRU is deemed to be an extension of our
investment in Reach. The IRU has a carrying value of $nilin the
consolidated financial statements due to the recognition of equity
accounted losses in Reach.

(d) Amounts written off in fiscal 2009 mostly relate to the write off of
fully written down deferred expenditure.

(e) The majority of the deferred expenditure relates to the deferral of

basic access installation costs, which are amortised to goods and
services purchased in the income statement.
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15. Trade and other payables

Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
Note $m $m $m $m
Current
Trade creditors (A) . . . . . . oot e 811 699 698 595
ACCrued eXpenses . . . . . .. 1,556 1,698 1,225 1,339
Accrued capitalexpenditure . ... ... 652 867 572 773
Accruedinterest . . . . . .. 305 305 305 305
Deferred consideration for capital expenditure . . . .. ... ... ... .. 0oL 90 26 - -
Othercreditors (Q). . . . . . . . o e 320 335 245 253
Amounts owed to controlled entities (other than trade creditors) . . . ... ...... 29 - - 189 155
3,734 3,930 3,234 3,420
Non current
Deferred consideration for capital expenditure . . . . . ... ... ... .o 0L 177 124 - -
Othercreditors. . . . . . . . 68 57 53 56
245 181 53 56

(a) Trade creditors and other creditors are non interest bearing
liabilities. We generally process trade creditor payments once they
have reached 30 days from the date of invoice for electronic funds
transfer payments, or 30 days from the end of the month of invoice for
other payments.
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Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
Current
Employeebenefits(a) . ... ... ... ... ... 298 305 266 256
Workers' compensation(b) . . .. ... ... .. 29 29 26 27
Restructuring(b). . . . . . ... .. 43 51 43 51
Redundancy(a)(b) . . ... ... 4 10 4 9
Other(b). . . . . . 121 140 81 114
495 535 420 457
Non current
Employeebenefits(a) . ... ... .. ... ... 565 538 543 514
Workers' compensation(b) . . ... ... L 140 152 136 148
Restructuring(b). . . . .. ... ... 6 34 6 34
Other(b). . . o o 50 52 38 43
761 776 723 739
(a) Aggregate employee benefits
Current provision for employeebenefits . . . .. ... ... ... ... ... . ... .. 298 305 266 256
Non current provision for employee benefits . . . ... ....... ... ... ... ... 565 538 543 514
Current provisionforredundancy . . . ....... ... ... . ... . L L. 4 10 4 9
Accrued labourandon-costs (i). . . . . . . .. 376 454 306 378
1,243 1,307 1,119 1,157
(i) Accrued labour and related on-costs are included within our current
trade and other payables (refer to note 15).
Provision for employee benefits consist of amounts for annual leave
and long service leave accrued by employees.
Non current employee benefits for long service leave are measured at
their present value. The following assumptions were adopted in
measuring this amount:
Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
Weighted average projected increase in salaries, wages and associated on-costs. . . . . . 4.0% 4.0% 4.0% 4.0%
Discountrates . . ... ... ... ... .. 5.0% 6.1% 5.0% 6.2%
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(b) Movement in provisions, other than employee benefits

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2009 2008 2009 2008
$m $m $m $m

Workers' compensation (c)
Openingbalance . . . . ........ .. ... . ... . 181 196 175 191
-additionalprovisions . . . ... 9 6 9 4
—amountused . ... (27) (28) (26) (27)
- unwinding of discount on liabilities recognised at presentvalue . . . . ... ... ... 10 10 9 10
- effect of any changeinthe discountrate. . . ... ... ... ... ... ... . ... 9 3) 9 3)
-reversalofamountsunused. . . . ... ... (13) - (14) -
Closingbalance . . . .. ... ... ... . ... . .. e 169 181 162 175
Restructuring (c)
Openingbalance . . . .. ... ... ... ... e 85 179 85 179
-additional provisions . . . ... - 16 - 16
—amountused . ... (33) (83) (33) (83)
- unwinding of discount on liabilities recognised at presentvalue . . . . ... ... ... 3 6 3 6
-reversalofamountsunused. . . . . ... (6) (33) (6) (33)
Closingbalance . . . .. ... ... ... . . ... 49 85 49 85
Redundancy (c)
Openingbalance . . . . ... ... . ... . ... . 10 39 9 39
-additional provisions . . . . ... 10 5 4 -
—amountused . ... (16) (30) (9) (26)
-reversalofamountsunused. . . . ... ... ... - (4) - (4)
Closingbalance . . . .. ... ... . ... .. .. . 4 10 4 9
Other (c)
Openingbalance . . . . ...... ... . ... ... . ... .. 192 159 157 132
-additional provisions . . . . ... 97 135 40 109
—amountused . ... (104) (86) (72) (77)
-reversalofamountsunused. . . . ... ... (9) 9) (6) (6)
- unwinding of discount on liabilities recognised at presentvalue . . . . ... ... ... - 2 - 2
-disposalof acontrolledentity . .. ...... ... ... ... .. ... ... . .. (1) (4) - -
- foreign currency exchange differences . . . ... ... ... L Lo Lo L. (4) (5) - (3)
Closingbalance . . . ... ... ... ... . ... 171 192 119 157
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(c) Information about our provisions, other than provision for
employee benefits

Workers’ compensation

We self insure for our workers’ compensation liabilities. We provide
for our obligations through an assessment of accidents and estimated
claims incurred. The provision is based on a semi-annual actuarial
review of our workers’ compensation liability. Actual compensation
paid may vary where accidents and claims incurred vary from those
estimated. The timing of these payments may vary, however the
average time payments are expected for is 9 years (2008: 9 years).

Certain controlled entities do not self insure, but pay annual
premiums to third party insurance companies for their workers’
compensation.

Restructuring and redundancy

A provision exists only for those restructuring and redundancy 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.
Only those costs that are not associated with the ongoing activities of
the Company have been included. The costs included in the
restructuring and redundancy provision are based on current
estimates of the likely amounts to be incurred and include:

* an estimate of the termination benefits that affected employees
will be entitled to;

e costs associated with shutting down certain networks, platforms
and applications; and

e property rationalisation and other onerous lease costs.

The execution of these detailed formal plans, for which the
restructuring provision has been raised, is expected to be completed
by fiscal 2011.

Other

Other provisions include provision for Reach Ltd’s committed capital

expenditure, provision for lease incentives, provision for restoration
costs, provision for onerous leases and other provisions.
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17. Capital management, financial assets and financial liabilities

This note provides information on our capital structure and our
underlying economic positions as represented by the carrying values,
fair values and contractual face values of our financial assets and
financial liabilities.

Section (a) includes details on our gearing, interest expense and
interest rate yields.

Section (b) sets out the carrying values, fair values and contractual
face values of our financial assets and financial liabilities. The
amounts provided in this section are prior to netting offsetting risk
positions.

Section (c) provides information on our net debt position based on
contractual face values and after netting offsetting risks. We consider
this view of net debt based on our net contractual obligations to be
useful additional information to investors on our underlying
economic position, as it portrays our residual risks after hedging and
excludes the effect of fair value measurements. Thisis relevant on the
basis that we hold our borrowings and associated derivatives to
maturity and hence revaluation gains and losses will generally not be
realised.

Sections (d) and (e) provides further details on our borrowings and
derivative financial instruments.

Details regarding interest rate, foreign exchange and liquidity risk is
disclosed in note 18.

(a) Capital management

Our objectives when managing capital are to safeguard the Telstra
Group's ability to continue as a going concern and continue to provide
returns for shareholders and benefits for other stakeholders and to
maintain an optimal capital structure to reduce the cost of capital.

In order to maintain or adjust the capital structure, we may adjust the
amount of dividends paid to shareholders, return capital to
shareholders or issue new shares.

During 2009, we paid dividends of $3,474 million (2008: $3,476
million). Refer to note 4 for further details.

Agreement with lenders

During the current and prior years there were no defaults or breaches
on any of our agreements with our lenders.

Gearing

We monitor capital on the basis of the gearing ratio. This ratio is
calculated as net debt divided by total capital. Net debt is calculated
as total interest bearing financial assets (excluding finance lease
receivables) and financial liabilities, including derivative financial
instruments, less cash and cash equivalents. Total capital is
calculated as equity as shown in the statement of financial position
plus net debt.

During 2009, our strategy was to target the net debt gearing ratio
within 55 to 75 percent (2008: 55 to 75 percent). The gearing ratios

were as follows:

Table A Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
Netdebt . ... .. 15,655 15,386 16,240 15,921
Total equity . . . . 12,681 12,245 12,339 12,245
Total capital . . . . 28,336 27,631 28,579 28,166
Gearingratio . . . . 55.2% 55.7% 56.8% 56.5%

Net debt included in the table aboveis based on the carrying values of
our financial assets and financial liabilities which are provided in
Table Cand Table D in the following section (b).

We are not subject to any externally imposed capital requirements.
Interest and yields

The effective yield (effective interest rate) on our net debt at 30 June
2009 was 6.67% (2008: 7.72%) for the Telstra Group and 6.47% (2008:
7.59%) for the Telstra Entity. This yield is a weighted average yield
calculated on the interest rates and net debt carrying values as at 30
June. It should be noted that these yields are calculated based on
interest rates applicable as at balance date.

The average yield on average net debt during the year was 7.14%
(2008: 7.31%) for the Telstra Group and 6.97% (2008: 7.22%) for the
Telstra Entity.

The net interest on borrowings is shown in Table B below. Where
applicable, finance costs are assigned to categories on the basis of the
hedged item. Despite an increase in the average volume of debt over
the year and higher refinancing yields on new debt raised there has
been a year-on-year decrease in net interest on borrowings. This
decrease in interest on borrowings arises from a combination of the
following factors:

» Reduction in interests costs arising from:
- areduction in the average yield on debt; and
- reductions in short-term market base interest rates during the
year which resulted in lower costs on the floating rate debt
component of our debt portfolio; offset by

e Increasein interest costs arising from:
- anincrease in the average volume of debt over the period;
- higher yields driven by an increase in Telstra’s borrowing
margins which have impacted our refinancing yields; and
- replacement of short term borrowings with long term debt.

The significant deterioration in global economic conditions during
fiscal 2009 resulted in de-leveraging by financial institutions and
consequent increases in borrowing margins. This has resulted in
higher absolute yields on new debt raisings during the year.
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(a) Capital management (continued)

Interest and yields (continued)

Table B Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
Note $m $m $m $m
Interest on borrowings (i)
Financial instruments in hedge relationships
Domestic loansin cash flow hedges(ii). . . . ......... ... ... ... .... 19 19 19 19
Offshore loansin cashflowhedges(ii) . . . . ....... ... ... . ... ... ... 416 433 416 433
Offshore loans in fair value hedges (ii) . . . . ....... ... ... ... ... ... 246 254 246 254
Promissory notes in fair value hedges (ii) . . .......... ... ... ... ... 66 110 66 110
Derivatives and borrowings hedging net foreign investments (ii). . . . .. ... .. 12 13 12 13
Available for sale
Promissorynotes . . . ... ... . ... 20 31 20 31
Other financial instruments
Offshore loans not in a hedge relationships (ii), (iii) . . .. ............... 67 20 67 20
Offshore loans de-designated from fair value hedge relationships (ii), (iv) . . . . . 88 108 88 108
Telstrabonds and domesticloans. . . . ... ... ... ... ... ... ... 262 247 262 247
Loans from controlled entities . . . . .. ... ... ... . .. ... ... 29 - - 11 15
Other. . . . e 3 2 1 2
Financeleases . . . . . ... . .. . 9 11 6 7
1,208 1,248 1,214 1,259
Finance income on net debt
Cashandcashequivalents . .. .......... .. .. .. .. ... ... ...... 57 60 50 47
Loansto controlled entities. . . . . . ... ... ... 29 - - 1 1
57 60 51 48
Netinterestonnetdebt. . . . .. ... ... .. ... . ... . .. ... . ... . ..., 1,151 1,188 1,163 1,211

(i) Theinterest expense as shownin Table B above is categorised based
on the classification of financial instruments applicable as at 30 June.

(ii) Interest expense is a net amount after offsetting interest income
and interest expense on associated derivative hedging instruments.

(iii) Offshore loans not in a designated hedge relationship comprises a
Euro bond issue entered into in fiscal 2008 and two offshore variable
rate syndicated loans denominated in Australian dollars entered into
during May 2009.

(iv) Anumber of offshore borrowings which were in fair value hedges
were de-designated from the hedge relationship for hedge accounting
purposes. These borrowings comprise a United States dollar
denominated borrowing de-designated as at 1 January 2009 and a
number of borrowings de-designated in prior financial years
denominated in Euro and British pounds sterling. These borrowings
are in effective economic relationships based on contractual face
value amounts and cash flows over the life of the transaction. Refer to
note 18 for further details.
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(b) Financial assets and financial liabilities

The carrying amounts, fair values and face values of our financial
assets and financial liabilities for each category of financial
instrument are shown in Table C.and Table D below. The amounts
disclosed are prior to netting offsetting risk positions of financial
assets and financial liabilities in a hedge relationship.

We also have potential financial liabilities not included in the tables
below which may arise from certain contingencies disclosed in note
23. However, we do not expect those potential liabilities to crystallise
into obligations.

Unless there is evidence to suggest otherwise, the nominal value of
financial assets and financial liabilities, less any adjustments for
impairment, with a short-term to maturity are considered to
approximate net fair value.

For interest bearing financial instruments we adopt a ‘clean price’
whereby the reported balance of our borrowings and derivative
instruments excludes accrued interest. Accrued interest is recorded in
current ‘trade and other receivables’ and current ‘trade and other
payables’ in the statement of financial position.

Revaluation gains or losses on financial instruments in fair value
hedges is included in the fair value hedge result within finance costs
(refer to note 7). The effective portion of revaluation gains and losses
on financial instruments in cash flow hedges are included in equity in
the cash flow hedging reserve, with the ineffective portion taken to
the income statement.

The carrying value of our financial assets and financial liabilities
reflects a mixed measurement basis. Financial instruments are
carried at cost or amortised cost except for derivative financial
instruments which are carried at fair value and non-derivative
financialinstruments in a fair value hedge relationship which are
adjusted for fair value movements attributable to the hedged risk.
Refer to note 2.15, 2.22 and 2.23 for further information regarding our
accounting policy.

We have revised the definition of our net debt to exclude interest
bearing receivables which are non-derivative financial instruments
comprising finance lease debtors and amounts owed by controlled
entities. Thisresultsin better alignment of our net debt reporting with
our cash flow reporting of financing activities. Our comparatives have
been restated to reflect this change.

As shown in the following tables, the carrying and fair value amount
of net debtis lower than that based on contractual face values. Thisis
primarily due to the impact of revaluation gains on our debt portfolio
as aresult of having locked in lower debt margins on our borrowings
as compared to market rates applicable as at 30 June.
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(b) Financial assets and financial liabilities (continued)

Table C Telstra Group Telstra Group
As at 30 June 2009 As at 30 June 2008
Carrying Fair value Face value Carrying Fair value Face value
amount amount
Receivable [ (Payable) Receivable / (Payable)
$m $m $m $m $m $m

Financial instruments included in net debt
Cashatbankandonhand. . . ...... ... ... ... ..... 462 462 462 426 426 426
Available for sale - at fair value
Bank deposits, bills of exchange and promissory notes. . . . 935 935 941 493 493 494
In designated hedge relationships - at fair value
Cross currency swap receivable - hedging instrument. . . . . 572 572 490 117 117 119
Cross currency swap payable - hedging instrument . . . . . . (597) (597) (624) (840) (840) (874)
Interest rate swap receivable - hedging instrument . . . . . . 407 407 - 347 347 -
Interest rate swap payable - hedging instrument . . . . ... (186) (186) - (183) (183) -
Forward contract asset - hedging instrument. . . . ... ... 1 1 1 1 1 1
Forward contract liability - hedging instrument . . . . . . .. (83) (83) (95) (26) (26) (34)
Promissory notes - hedgeditem . .. .......... ... ... (15) (15) (16) (929) (932) (935)
Offshore loans - hedgeditem . ... ................ (3,924) (3,944) (3,849) (2,932) (2,960) (3,020)
In designated hedge relationships - at amortised cost
Offshore loans - hedgeditem . . . . ................ (5,452) (5,544) (5,468) (4,866) (4,601) (4,887)
Telstra bonds and domestic loans - hedged item . . . . . . .. (273) (244) (275) (274) (257) (275)
Promissory notes - hedging instrument . . .. ... ...... (284) (284) (287) (320) (325) (328)
Offshore loans - hedging instrument . . . .. .......... (202) (202) (205) (158) (147) (158)
Not in designated hedge relationship - at fair value
Forward contract liability . . .. .......... ... .. ... (3) (3) (3) (10) (10) (12)
Forward contractasset. . . . ...... ... ... .. ... 4 4 4 - - -
Cross currencyswap payable . . . ... ... ... . ... ... (61) (61) (85) (112) (112) (120)
Cross currency swap receivable. . . ... ............. 129 129 103 33 33 39
Interest rate swapreceivable . . . .. ... ... . L. 88 88 - - - -
Interestrateswappayable . .. ... ... ... .. L. - - - (133) (133) -
De-designated from hedge relationship - at amortised
cost
Offshoreloans . . . ... ... ... ... .. ... ...... (1,438) (1,544) (1,576) (1,174) (1,163) (1,323)
Other financial liabilities - at amortised cost
Financeleasepayable . . .. ...... ... ... ... ...... (95) (95) (128) (107) (107) (145)
Promissorynotes . . .......... . ... ... ... ... .. - - - (203) (205) (207)
Offshoreloans (i) . . ... ........oo ... (1,133) (1,196) (1,142) (815) (805) (820)
Telstra bonds and domesticloans . . . ... ........... (4,507) (4,405) (4,534) (3,721) (3,514) (3,749)
TelstraGroupnetdebt. . . . ... ................. (15,655)  (15,805)  (16,286) (15,386)  (14,903)  (15,808)
Other financial instruments
Loans and receivables
Finance leasereceivable . . . . . ... ... ... .. ... ... 126 126 140 144 144 158
Trade/other receivables and accrued revenue. . . . ... ... 4,022 4,022 4,271 3,953 3,953 4,174
Amounts owed by jointly controlled and associated entities 38 38 229 33 33 194
Financial liabilities at amortised cost
Trade/other creditors and accrued expenses. . . . . ... ... (3,712) (3,712) (3,712) (3,961) (3,961) (3,961)
Deferred consideration for capital expenditure . . . . . .. .. (267) (267) (400) (150) (150) (259)
Net financial liabilities . . . . ... ................ (15,448)  (15,598)  (15,758) (15,367)  (14,884)  (15,502)
Totalfinancialassets . . . ... ................... 6,784 6,784 6,641 5,547 5,547 5,605
Total financial liabilities . . . . .. ................. (22,232) (22,382) (22,399) (20,914) (20,431) (21,107)
Net financial liabilities . . . ... ................. (15,448)  (15,598)  (15,758) (15,367)  (14,884)  (15,502)
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(b) Financial assets and financial liabilities (continued)

TableD Telstra Entity Telstra Entity
As at 30 June 2009 As at 30 June 2008
Carrying Fair value Face value Carrying Fairvalue Facevalue
amount amount
Receivable / (Payable) Receivable / (Payable)
$m $m $m $m $m $m

Financial instruments included in net debt
Cashatbankandonhand. . . . ..... ... ... ...... 105 105 105 84 84 84
Available for sale - at fair value
Bank deposits, bills of exchange and promissory notes. . . . 911 911 917 458 458 459
In designated hedge relationships - at fair value
Cross currency swap receivable - hedging instrument. . . . . 572 572 490 117 117 119
Cross currency swap payable - hedginginstrument . . . . . . (597) (597) (624) (840) (840) (874)
Interest rate swap receivable - hedging instrument . . . . . . 407 407 - 347 347 -
Interest rate swap payable - hedging instrument . . . .. .. (186) (186) - (183) (183) -
Forward contract asset - hedging instrument. . . . ... ... 1 1 1 1 1 1
Forward contract liability - hedging instrument . . . . . . .. (83) (83) (95) (26) (26) (34)
Promissory notes - hedgeditem . . ... ... .......... (15) (15) (16) (929) (932) (935)
Offshore loans - hedgeditem . . . . ... ... ... ...... (3,924) (3,944) (3,849) (2,932) (2,960) (3,020)
In designated hedge relationship - at amortised cost
Offshore loans - hedgeditem . ... ................ (5,452) (5,544) (5,468) (4,866) (4,601) (4,887)
Telstra bonds and domestic loans - hedged item . . . . . . .. (273) (244) (275) (274) (257) (275)
Promissory notes - hedging instrument . . .. ... ...... (284) (284) (287) (320) (325) (328)
Offshore loans - hedging instrument . . . .. .......... (202) (202) (205) (158) (147) (158)
Not in designated hedge relationship - at fair value
Forward contract liability . . . . ........ ... ... ... . (3) (3) 3) (10) (10) (12)
Forward contractasset. . . .. ................... 4 4 4 - - -
Cross currencyswap payable . . ... ... ... ... ... (61) (61) (85) (112) (112) (120)
Cross currency swap receivable. . . ... ............. 129 129 103 33 33 39
Interest rate swapreceivable . . . .. ... ... . oL 88 88 - - - -
Interest rateswappayable . . .. ... ... . o L - - - (133) (133) -
Borrowings de-designated from hedge relationship -
at amortised cost
Offshoreloans . . . ... ... ... ... .. ... ... . ... . (1,438) (1,544) (1,576) (1,174) (1,163) (1,323)
Other financial liabilities at amortised cost
Financeleasepayable . . . .. ... ... ... .. ... ... (70) (70) (77) (81) (81) (90)
Promissorynotes . ... ...... .. ... . .. ... ... - - - (203) (205) (207)
Offshoreloans(i) .. ......................... (1,133) (1,196) (1,142) (815) (805) (820)
Loans from controlled entities - interest bearing . . . . . . .. (229) (229) (229) (184) (184) (184)
Telstra bonds and domesticloans . . . . ... ... ...... (4,507) (4,405) (4,534) (3,721) (3,514) (3,749)
TelstraEntitynetdebt. . . .. ................... (16,240)  (16,390)  (16,845) (15,921)  (15,438)  (16,314)
Other financial instruments
Loans and receivables
Finance leasereceivable . . . . ... ... ... . ... ... . 126 126 140 144 144 158
Trade/other receivables and accrued revenue. . . . . . .. .. 3,217 3,217 3,421 3,122 3,122 3,296
Amounts owed by jointly controlled and associated entities - - 191 - - 161
Amounts owed by controlled entities - non interest bearing. 860 860 3,347 554 554 2,821
Financial liabilities at amortised cost
Trade/other creditors and accrued expenses. . . . .. ... .. (3,098) (3,098) (3,098) (3,321) (3,321) (3,321)
Loans from controlled entities - non interest bearing . . . . . (877) (877) (877) (246) (246) (246)
Amounts owed to controlled entities - non interest bearing . (189) (189) (189) (155) (155) (155)
Net financial liabilities . . . . ... ................ (16,201) (16,351) (13,910) (15,823) (15,340) (13,600)
Totalfinancialassets . . . ... ....... .. ... ....... 6,420 6,420 8,719 4,860 4,860 7,138
Total financial liabilities . . . . ... ................ (22,621)  (22,771)  (22,629) (20,683)  (20,200)  (20,738)
Net financial liabilities . . . . .. .. ............... (16,201)  (16,351)  (13,910) (15,823)  (15,340)  (13,600)
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(b) Financial assets and financial liabilities (continued)

(i) This includes our Euro bond issue in fiscal 2008 not in a designated
hedge relationship and two offshore syndicated loans entered into
during fiscal 2009 denominated in Australian dollars.

Theincrease in the carrying amount (including net cash inflow) of our
net debt during the year of $269 million for the Telstra Group (30 June
2008: $663 million) is represented by the movements shownin Table E
below:

Table E: Movements in Net Debt

Telstra Group

Year ended 30 June

2009 2008
$m $m
New offshore and domesticloans . . . . ... ... ... . ... ......... (2,627) (2,474)
Net short term borrowing maturities/(borrowings) . . .. .............. 1,186 (49)
Net offshore and domestic loan maturities . . . .. ... ... ... ... ...... 611 1,422
Financeleaserepayments. . . .. ... ... ... L L L oo 36 42
Netcashinflow . . .. ... ... . . . . . . . . . (794) (1,059)
Revaluations affecting cash flow hedgingreserve . . . ... ....... ... ... (103) 180
Revaluations affecting foreign currency translation hedging reserve . . . . . .. (84) 100
Finance lease additions . . . . . ... ... ... ... ... (24) (31)
Revaluation gains / (losses) affecting other expenses in income statement . . . 11 37)
Revaluation gains affecting finance costs in income statement (i). . . . .. ... 243 108
43 320
Totalmovementsingrossdebt . . . ... ......... ... ... ... ... .. (751) (739)
Net movementin cash and cashequivalents . . . ... ...... ... ... ... 482 76
Totalmovementsinnetdebt . .. ............ ... ... .. ......... (269) (663)

(i) The revaluation gains affecting finance costs includes $61 million
(2008: $171 million) of gains from fair value hedges, as well as $222
million (2008: $40 million loss) from transactions either not
designated or de-designated from hedge relationships (refer to note 7
for further detail). These amounts are offset by $40 million (2008: $23
million) largely comprising amortisation of discounts (recorded in
interest on borrowings in note 7) and other adjustments.

As a result of the global financial market pressures during fiscal 2009
and our decision to reduce short term borrowings with long term debt,
we have entered into the following new long term debt funding during
the year:

e $251 million 2 year Euro bond in July 2008;

* $433 million 3 year domestic syndicated loans in September 2008;

* $320 million 5 year Swiss Franc bond in October 2008;

e $46 million 6 year New Zealand bond issue in October 2008;

e $293 million 7.5 year Japanese Yen bond in November 2008;

* $846 million 3 year domestic syndicated loan in January 2009;

* $160 million 5 year offshore syndicated loan (denominated in
Australian Dollars) in May 2009; and

» $278 million 3 year offshore syndicated loans (denominated in
United States Dollars and Australian Dollars) in May 2009.
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These term borrowings, which total $2,627 million have enabled us to
replace the majority of our short term funding comprising unsecured
promissory notes and have strengthened our refinancing situation.
Our unsecured promissory notes are used principally to support
working capital and short term liquidity, as well as hedging certain
offshore investments.

We have no further long term debt maturities to refinance until March
2010 and June 2010, and our short term unsecured promissory notes
will continue to be supported by liquid financial assets and ongoing
credit standby lines.
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17. Capital management, financial assets and financial liabilities (continued)

(c) Net position on a contractual face value basis

The amounts disclosed in Table F represent the net contractual face
values of our financial assets and financial liabilities on a post hedge
basis. The objective of this table is to represent our economic residual
position after netting offsetting risks of our derivative and non-
derivative financial instruments in a hedge relationship.

Accordingly, consistent with our policy to swap foreign currency
borrowings into Australian dollars, only our Australian dollar end
positions are included in the table below, except for a small
proportion of foreign currency borrowings / cross currency swaps used
to hedge translation foreign exchange risk associated with our
offshore investments and some cash balances / finance leases held in
foreign currencies by our foreign controlled entities. These foreign
currency amounts are reported in Australian dollars based on the
applicable exchange rate as at 30 June.

Totalnetdebtin Table F agrees to the face value of our financial assets
and financial liabilities included in net debt in Table Cand Table D.
The face values of our financial instruments in a hedge relationship
included in the table below represents the end hedge position as
described in our hedge relationships in note 18. The face values differ
from the statement of financial position carrying amounts. The
carrying amounts reflect a part of our borrowing portfolio at fair
value with the remaining part at amortised cost, whereas the face
values represent the undiscounted contractual liability at maturity
date.

Table F Telstra Group Telstra Entity
As at 30 June As at 30 June
Face values Face values
2009 2008 2009 2008
Currency $m $m $m $m
Interest bearing financial assets included in net debt
Cashand cashequivalents . . .. ................. Floating Australian dollar 970 527 953 482
Cash and cash equivalents held in foreign currencies . . . . . Floating Various 334 312 - -
Bank deposits with maturity greater than90days. . . . . . . Floating Chinese renminbi 16 20 - -
Forward contractasset. . . .......... ... ... ... Floating Australian dollar 940 421 940 421
2,260 1,280 1,893 903
Interest bearing financial liabilities included in net debt
Cross currency & interest rate swap payable . . .. ... ... Fixed Australian dollar (6,020) (5,672) (6,020) (5,672)
Crosscurrencyswappayable. . .. ... ... ... .. ... Floating Australian dollar (5,467) (4,930) (5,467) (4,930)
Cross currency swap payable (i) . . . ......... ... ... Floating HongKong dollar (668) (559) (668) (559)
Promissorynotes . . .......... . ... ... . ... .. .. Floating  Australian dollar - (207) - (207)
Financeleasepayable . . . .. ..... ... ... ... ...... Fixed Australian dollar (77) (90) (77) (90)
Financeleasepayable . . .. ....... ... ... ... .... Fixed Foreign (51) (55) - -
Loans from wholly owned controlled entities. . . . . ... .. Floating Foreign - - (221) (176)
Loans from wholly owned controlled entities. . . . . ... .. Floating  Australian dollar - - (8) (8)
Telstra bonds and domesticloans. . . . ... ... ....... Floating  Australian dollar (2,785) (1,500) (2,785) (1,500)
Telstra bonds and domesticloans. . . . ... .......... Fixed Australian dollar (1,749) (2,249) (1,749) (2,249)
Forward contract liability . . . . .................. Floating Australian dollar (1,049) (1,400) (1,049) (1,400)
Offshoreloans . . . . ... ... ... ... ... . ... ..... Floating Australian dollar (272) - (272) -
Offshoreloans (i) . ........ ... ... ... ... ...... Fixed New Zealand dollar (205) (158) (205) (158)
Promissorynotes(i). . . . ....... . ... . . . ... ... Floating New Zealand dollar (287) (328) (287) (328)
(18,630)  (17,148) (18,808)  (17,277)
Net interest bearingdebt . . ... ...... ... .. ... ... (16,370)  (15,868) (16,915) (16,374)
Non-interest bearing cash included innetdebt. . . . ... .. Various 84 60 70 60
Net debt - based on contractual facevalues . . . . ... ... (16,286)  (15,808) (16,845)  (16,314)

(i) Used to hedge net foreign investments.
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17. Capital management, financial assets and financial liabilities (continued)

(d) Borrowings

Our borrowings are unsecured, except for finance leases which are
secured, as the rights to the leased asset transfer to the lessor in the
event of a default by us. We have no assets pledged as security for our
borrowings.

The carrying value of our current and non-current borrowings are
shown in Table G below. All our borrowings are interest bearing,
except for some loans from wholly owned controlled entities. Details
of interest rates and maturity profiles are included in note 18.

Table G Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
Note $m $m $m $m
Current
Short term debt
Promissorynotes(i). . . . ..... ... . ... 299 1,452 299 1,452
Loans from wholly owned controlled entities. . . . . .................... 29 - - 1,106 430
299 1,452 1,405 1,882
Long term debt - current portion
Telstrabonds. . . . . . . .. 500 500 500 500
Offshoreloans (ii) . . . . . . . . . 1,149 69 1,149 69
Financeleases . . . . . . .. ... 22 31 34 30 33
1,680 603 1,679 602
1,979 2,055 3,084 2,484
Non current
Long term debt
Telstra bonds and domesticloans (iii). . . . . ... ... ... .. ... ... . .. 4,280 3,495 4,280 3,495
Offshoreloans (i) . . . . . . . . . e 11,000 9,876 11,000 9,876
Financeleases . . . . . . .. ... L 22 64 73 40 48
15,344 13,444 15,320 13,419
17,323 15,499 18,404 15,903
Shorttermdebt . . . . .. .. . .. 299 1,452 1,405 1,882
Long term debt (including current portion) . . . ...... . ... Lo L L 17,024 14,047 16,999 14,021
Totaldebt. . . . . . . . . . 17,323 15,499 18,404 15,903
Net derivative financial instruments (receivable) [ payable . . . . ... ... ... 17(e) (271) 806 (271) 806
Bank deposits with maturity greaterthan90days. . . .. ......... ... ... ... 10 (16) (20) - -
Less loans from wholly owned controlled entities - non-interest bearing. . . . . .. .. - - (877) (246)
Grossdebt . . . ... .. 17,036 16,285 17,256 16,463
Cashandcashequivalents . ... ... . ... ... ... ... . ... ... ... .. 20 1,381 899 1,016 542
Netdebt. . . . . . . . . . . . 15,655 15,386 16,240 15,921

(i) Promissory notes

We have onissue at 30 June 2009 promissory notes of $299 million
(2008: $1,452 million) to financial institutions comprising $284 million
with an original maturity of less than 90 days and $15 million with an
original maturity of one year. At 30 June 2009, $284 million (2008:
$1,452 million) of the promissory notes mature in less than three
months and $15 million (2008: nil) of the promissory notes mature in
less than four months.
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17. Capital management, financial assets and financial liabilities (continued)

(d) Borrowings (continued)
(ii) Offshore loans

Offshore loans comprise debt raised overseas. The carrying amounts
of offshore loans are denominated in the following currencies:

Table H Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
Australian dollar. . . . . 517 247 517 247
Euro . ........... 8,022 7,146 8,022 7,146
United States dollar. . . 1,777 1,362 1,777 1,362
British pound sterling. . 408 411 408 411
Japaneseyen. . . .. .. 585 316 585 316
New Zealand dollar. . . 202 158 202 158
Swissfrancs. . . ... .. 638 305 638 305
12,149 9,945 12,149 9,945

(iii) Telstra bonds and domestic loans

Telstra bonds currently on issue relate to wholesale investors and
mature up until the year 2020. During fiscal 2009 nil (2008: nil) Telstra
bonds matured. Domestic loans entered into during fiscal 2009
comprise two bank loans totalling $1,279 million with terms of 2 to 3
years. Infiscal 2008, a $1,000 million bank loan was entered into with
a term of 5 years. During fiscal 2009 a domestic bank loan for $500
million matured (2008: nil).

(e) Derivative financial instruments

All our derivatives are in designated hedge relationships which satisfy
the requirements for hedge accounting, except for some cross
currency and interest rate swaps hedging certain offshore borrowings
and some forward foreign currency contracts hedging trade and
other creditors denominated in a foreign currency. These derivatives
are not in designated hedge relationships for hedge accounting
purposes and are classified as held for trading. The cross currency
and interest rate swaps classified as held for trading are hedging
offshore borrowings denominated in United States dollars, Euro and
British pounds sterling which are either not in a designated hedge
relationship for hedge accounting purposes or were de-designated
from a hedge relationship because they did not meet hedge
effectiveness requirements. Notwithstanding that held for trading
derivatives are not in designated hedge relationships for hedge
accounting purposes, they are all in effective economic relationships
based on contractual face value amounts and cash flows over the life
of the transaction.

Refer to note 18 for details on hedging relationships. Information
regarding interest rate, foreign exchange and liquidity risk is also
disclosed in note 18.

Derivative financial instruments for the Telstra Group and the Telstra
Entity as at balance date are shown in Table | and Table J below. The
amounts included in these tables are presented according to the
hedge type and represent the fair value which is calculated as the
present value of estimated future cash flows using an appropriate
market based yield curve. For these derivative instruments the fair
value equates to the carrying amounts in the statement of financial
position which differs from the face values which are also provided in
other tables within this note. The face values represent the
undiscounted contractual liability on maturity of the financial
instrument.

The fair value of a hedging derivative is classified as a non current
asset or liability if the remaining maturity of the hedged item is more
than 12 months, and as a current asset or liability if the remaining
maturity of the hedged item is less than 12 months.
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(e) Derivative financial instruments (continued)

Table | Telstra Group and Telstra Entity
As at 30 June 2009
Cross currency swaps Interest rate swaps Forward contracts Total Total Total
Asset Liability Asset Liability Asset Liability Asset Liability Net

$m $m $m $m $m $m $m $m $m
Current
Fairvaluehedge. ... ... ... 112 - 11 - - (1) 123 (1) 122
Cash flow hedge (i) . .. ... .. - - - - 1 (82) 1 (82) (81)
Hedge of net investment in
foreign operation . . . . ... .. - (25) - - - - - (25) (25)
Held for trading (i) . . ... ... - - - - 4 3) 4 (3) 1

112 (25) 11 - 5 (86) 128 (111) 17
Non current
Fairvaluehedge. ... ... ... 190 (152) 114 - - - 304 (152) 152
Cash flow hedge (i) . . ... ... 221 (408) 282 (186) - - 503 (594) (91)
Hedge of net investment in
foreign operation . . . ... ... 49 (12) - - - - 49 (12) 37
Held for trading (i) . .. ... .. 129 (61) 88 - - - 217 (61) 156

589 (633) 484 (186) - - 1,073 (819) 254

701 (658) 495 (186) 5 (86) 1,201 (930) 271
Table J Telstra Group and Telstra Entity

As at 30 June 2008
Cross currency swaps  Interest rate swaps Forward contracts Total Total Total
Asset Liability Asset Liability Asset Liability Asset Liability Net

$m $m $m $m $m $m $m $m $m
Current
Fairvaluehedge. ... ... ... - (26) - - - (24) - (50) (50)
Cash flow hedge (i) .. ...... - (20) - - 1 (2) 1 (22) (21)
Hedge of net investment in
foreign operation . . . . ... .. 53 - - - - - 53 - 53
Held for trading (i) . . ... ... - - - - - (10) - (10) (10)

53 (46) - - 1 (36) 54 (82) (28)
Non current
Fairvaluehedge. . .. ... ... 37 (282) 15 (40) - - 52 (322) (270)
Cash flow hedge (i) . ... .. .. - (512) 332 (143) - - 332 (655) (323)
Hedge of net investment in
foreign operation . . . ... ... 27 - - - - - 27 - 27
Held for trading (i) . . ... ... 33 (112) - (133) - - 33 (245) (212)
97 (906) 347 (316) - - A (1,222) (778)
150 (952) 347 (316) 1 (36) 498 (1,304) (806)

(i) Gains or losses recognised in the cash flow hedging reserve in
equity on cross currency swap and interest rate swap contracts will be
continuously released to the income statement until the underlying
borrowings are repaid. Gains or losses recognised in the cash flow
hedgingreserve on forward exchange contracts will bereleased to the
income statement when the underlying forecast transaction occurs
and affects profit and loss. However, where the underlying forecast
transaction is a purchase of a non financial asset (for example a fixed
asset) the gain or loss in the cash flow hedging reserve will be
transferred and included in the measurement of the initial cost of the
asset at the date the asset is recognised.
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(ii) Derivatives which are classified as held for trading are in economic
relationships but are not in a designated hedge relationship for hedge
accounting purposes. These derivatives include cross currency and
interest rate swaps associated with a long term Euro bond issue not in
a designated hedge relationship and with a number of offshore
borrowings denominated in United States dollars, Euro and British
pounds sterling which were in fair value hedges and were de-
designated from the hedge relationship for hedge accounting
purposes as they did not meet requirements for hedge effectiveness.
Notwithstanding that these held for trading derivatives do not satisfy
the requirements for hedge accounting, it is important to note that
these relationships are in effective economic relationships based on
contractual amounts and cash flows over the life of the transaction.
Also included in held for trading derivatives are forward contracts
hedging trade creditors and other liabilities denominated in a foreign
currency.



Notes to the Financial Statements (continued)

Telstra Corporation Limited and controlled entities

18. Financial risk management
Financial risk management

We undertake transactions in a range of financial instruments
including:

e cash assets;

e receivables;

e payables;

e deposits;

« Dbills of exchange and promissory notes;

¢ listed investments and investments in other corporations;

» various forms of borrowings, including medium term notes,
promissory notes, bank loans and private placements; and

« derivatives.

Our activities result in exposure to operational risk and a number of
financial risks, including market risk (interest rate risk, foreign
currency risk), credit risk and liquidity risk. Ourinvestments in listed
and unlisted securities are immaterial and hence we are not exposed
to equity securities price risk.

Our overall risk management program seeks to mitigate these risks
and reduce volatility on our financial performance and support the
delivery of our financial targets. We manage our risks with a view to
the outcomes of both our financial results and the underlying
economic position. Financial risk management is carried out centrally
by our Treasury department, which is part of our corporate areas,
under policies approved by the Board of Directors. The Board provides
written principles for overall risk management, as well as written
policies covering specific areas, such as foreign exchangerisk, interest
rate risk, credit risk, use of derivative financial instruments and non
derivative financial instruments, and the investment of excess
liquidity.

We enter into derivative transactions in accordance with Board
approved policies to manage our exposure to market risks and
volatility of financial outcomes that arise as part of our normal
business operations. These derivative instruments create an
obligation or right that effectively transfers one or more of the risks
associated with an underlying financial instrument, asset or
obligation. Derivative instruments that we use to hedge risks such as
interest rate and foreign currency movements include:

e (Cross currency swaps;
 interest rate swaps; and
» forward foreign currency contracts.

We do not speculatively trade in derivative instruments. Our
derivative transactions are entered into to hedge the risks relating to
underlying physical positions arising from our business activities.

Section (a) of this note sets out the key financial risk factors that arise
from our activities, including our policies for managing these risks.

Section (b) provides details of our hedging strategies that are used for
financial risk management. In particular, this section provides
additional context around our hedge transactions and the resulting
economic and risk positions.

(a) Risk and mitigation

The risks associated with our main financial instruments and our
policies for minimising these risks are detailed below. These risks
comprise market risk, credit risk and liquidity risk.

Market risk

Market risk is the risk that the fair value or future cash flows of our
financial instruments will fluctuate because of changes in market
prices. Components of market risk to which we are exposed are
discussed below.

(i) Interest rate risk

Interest rate risk refers to the risk that the value of a financial
instrument or cash flows associated with the instrument will fluctuate
due to changes in market interest rates.

Interest rate risk arises from interest bearing financial assets and
liabilities that we use. Non derivative interest bearing assets are
predominantly short term liquid assets. Our interest rate liability risk
arises primarily from long term foreign debt issued at fixed rates
which exposes us to fair value interest rate risk. Our borrowings which
have a variable interest rate attached gives rise to cash flow interest
rate risk.

Our debt is sourced from a number of financial markets covering
domestic and offshore, short term and long term funding. The
majority of our debt consists of foreign currency denominated
borrowings. We manage our debt in accordance with targeted
currency, interest rate, liquidity, and debt portfolio maturity profiles.
Specifically, we manage interest rate risk on our net debt portfolio by:

» adjusting the ratio of fixed interest debt to variable interest debt to
our target ratio, as required by our debt management policy;

» ensuring access to diverse sources of funding;

 reducingrisks of refinancing by establishing and managing in
accordance with target maturity profiles; and

e undertaking hedging activities through the use of derivative
instruments.

Under our interest rate swaps we agree with other parties to
exchange, at specified intervals (mainly quarterly), the difference
between fixed contract rates and floating rate interest amounts
calculated by reference to the agreed notional principal amounts.
Refer to note 17 Table F for our residual post hedge fixed and floating
interest positions on a contractual face value basis.

We hedge interest rate and currency risk on most of our foreign
currency borrowings by entering into cross currency principal swaps
and interest rate swaps when required, which have the economic
effect of converting foreign currency borrowings to Australian dollar
borrowings. ‘Hedging strategies’ contained in section (b) of this note
provides further information.
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(a) Risk and mitigation (continued) Accordingly, the majority of our instruments represent Australian
dollar interest positions.
(i) Interest rate risk (continued)
Principal/notional amounts shown are net of discounts and as such
The weighted average interest rates on our fixed and floating rate differ from the face value disclosed in note 17 (Tables C, D and F).
financialinstruments as at 30 June which do not have offsetting risk
positions and the principal/notional amounts on which interest is
calculated are shown in Table A below. Interest rate positions on our
foreign cross currency and foreign interest rate swaps and on the
majority of our foreign borrowings are fully offset.

TABLE A Telstra Group Telstra Entity
As at30June 2009 Asat30June2008 Asat30June2009 Asat30June2008
Principal / Principal / Principal / Principal /
notional notional notional notional

receivable Weighted receivable Weighted receivable Weighted receivable Weighted
| (payable) average [(payable) average /(payable) average /(payable) average

$m % (*) $m % (*) $m % (*) $m % (*)
Fixed rate instruments - Australian interest rate
Cross currency & interest rate swap payable. . . . (6,020) 6.31 (5,672) 6.34 (6,020) 6.31 (5,672) 6.34
Financeleasepayable . . . .. ............ (70) 5.89 (81) 7.93 (70) 5.89 (81) 7.93
Telstra bonds and domesticloans . . . . ... ... (1,727) 7.16 (2,222) 7.21 (1,727) 7.16 (2,222) 7.21
Fixed rate instruments - Foreign interest rates
Bank deposits with maturity greater than 90 days 16 2.10 20 4.14 - - - -
Financeleasepayable . . . .. ..... ... ... (25) 12.19 (26) 11.44 - - - -
Offshoreloans(#) . . .. ................ (202) 7.38 (158) 7.11 (202) 7.38 (158) 7.11
(8,028) (8,139) (8,019) (8,133)
Variable rate instruments - Australian interest rates
Contractual repricing or maturity 6 months or less
Cash and cash equivalents(*) .. .......... 964 3.23 527 7.40 947 3.23 482 7.40
Cross currency swap receivable (#) ... ... ... 680 3.14 640 7.69 680 3.14 640 7.69
Cross currency swap payable . . . . ... ... ... (6,147) 4.33 (5,570) 8.95 (6,147) 4.33 (5,570) 8.95
Telstra bonds and domesticloans . . . .. ... .. (2,280) 4.01 (1,499) 7.45 (2,280) 4.01 (1,499) 7.45
Loans from wholly owned controlled entities. . . - - - - (8) 3.00 (8) 7.25
Promissorynotes . .. ................. - - (203) 7.85 - - (203) 7.85
Offshoreloans . . ... ..... ... ... ....... (269) 5.03 - - (269) 5.03 - -
Contractual repricing or maturity within 0 to 12 months
Forward contract liability-net. . . . ... ... .. (109) 1.63 (979) 3.96 (109) 1.63 (979) 3.96
Telstra bonds and domesticloans . . . . ... ... (500) 7.39 - - (500) 7.39 - -
Variable rate instruments - Foreign interest rates
Contractual repricing or maturity 6 months or less
Cash and cash equivalents(*) . ... ........ 333 0.55 312 1.27 - - - -
Cross currency swap payable (#) . . . .. ... ... (668) 0.26 (559) 1.80 (668) 0.26 (559) 1.80
Loans from wholly owned controlled entities. . . - - - - (222) 2.35 (176) 7.92
Promissorynotes(#). . .. ............... (284) 3.45 (320) 9.22 (284) 3.45 (320) 9.22
(8,280) (7,651) (8,860) (8,192)
Net interest bearingdebt . . . . .. ... ... ... (16,308) (15,790) (16,879) (16,325)
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18. Financial risk management (continued)
(a) Risk and mitigation (continued)
(i) Interest rate risk (continued)

(*) The average rate is calculated as the weighted average (based on
principal / notional value) effective interest rate.

(#) These instruments are used to hedge our net foreign investments.

(*) Rates on cash at bank balances represent average rates earned on
net positive cash balances after taking into account bank set-off
arrangements.

(i) Sensitivity analysis - interest rate risk

Thesensitivity analysisincluded in this sectionisbased on the interest
rate risk exposures on our net debt portfolio as at balance date. Our
net debt portfolio at balance date does not differ significantly from
our average net debt portfolio during the year.

A sensitivity of plus or minus 10 per cent has been selected as this is
considered reasonable given the current level of both short term and
long term Australian dollar interest rates. For example, a 10 per cent
increase would move short term interest rates (cash) at 30 June 2009
from 3.00% (2008: 7.25%) to 3.30% (2008: 7.975%) representing a 30
(2008: 72.5) basis points shift. This basis points shift is considered
reasonable taking into account the absolute rates as at 30 June and
current market conditions.

The results in this sensitivity analysis reflect the net impact on a
hedged basis which will be primarily reflecting the Australian dollar
floating or Australian dollar fixed position from our cross currency and
interest rate swap hedges and therefore the movement in the
Australian dollar interest rates is an important assumption in this
sensitivity analysis.

Based on the sensitivity analysis, equity would be affected by the
revaluation of our derivatives associated with borrowings designated
inacash flow hedgerelationship and finance costs would beimpacted
by the following:

» theimpact oninterest expense being incurred on our net floating
rate Australian dollar positions during the year;

» therevaluation of our derivatives associated with borrowings de-
designated from a fair value hedge relationship or not in a hedge
relationship; and

e theineffectiveness resulting from the change in fair value of both
our derivatives and borrowings which are designated in a fair value
hedge.

These first two factors above partially offset the third factor. For
example, if interest rates were 10% higher, the increase in interest on
floating rate debt, and the reduction of our derivatives associated
with borrowing de-designated from a fair value hedge relationship or
not in a hedge relationship, results in an increase in expense and the
ineffectiveness component from our fair value hedges results in a
gain.

The carrying value of borrowings de-designated from fair value hedge
relationships or not in a hedge relationship is not adjusted for fair
value movements attributable to interest rate risk. Accordingly, the
revaluation gain or loss on our derivatives associated with these
borrowings will not have an offsetting gain or loss attributable to
interest rate movements on the underlying borrowing.

It is important to note that this sensitivity analysis does not include
the effect of movements in Telstra’s borrowing margins. Whilst
margins will be affected by market factors, this risk variable
predominantly reflects Telstra specific credit risk and accordingly is
not considered a market risk. Furthermore, determining a reasonably
possible change in this risk variable with sufficient reliability is
impractical particularly given current financial market conditions.
Therefore, the following sensitivity analysis assumes a constant
margin and parallel shifts in interest rates across all currencies.

147



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

18. Financial risk management (continued)
(a) Risk and mitigation (continued)
(ii) Sensitivity analysis - interest rate risk (continued)

The following sensitivity analysis is based on our interest rate
exposures comprising:

e Therevaluation impact on our derivatives and borrowings from a
10 per cent movement in interest rates based on the net debt
balances as at balance date; and

e Theeffectoninterest expense on our floating rate borrowings from
a 10 per cent movement in interest rates at each reset date during
the year.

Concurrent movements in interest rates and parallel shifts in the yield
curves are assumed.

At 30 June, if interest rates had moved asillustrated in Table B below,
with all other variables held constant and taking into account all
underlying exposures and related hedges, profit and equity after tax
would have been affected as follows:

TABLEB Telstra Group and Telstra Entity

+10% -10%

Equity (cash flow

Equity (cash flow

Net profit (*) hedging reserve) Net profit (*) hedging reserve)
Year ended 30 June As at 30 June Year ended 30 June As at 30 June
Gain/(loss) Gain/(loss) Gain/(loss) Gain/(loss)
2009 2008 2009 2008 2009 2008 2009 2008
$m $m $m $m $m $m $m $m
Revaluation of derivatives & borrowings - fair value
hedges of offshoreloans (i) . . . ............... 11 12 - - (11) (12) - -
Revaluation of derivatives - borrowings de-designated
from fair value hedges or not in a hedge relationship (ii) (17) (34) - - 17 35 - -
Revaluation of derivatives - cash flow hedges of offshore
loans . . . .. - - 51 52 - - (51) (56)
Floating rate Australian dollar instruments (iii). . . . . . (44) (35) - - 44 35 - -
(50) (57) 51 52 50 58 (51) (56)

(*) The before tax impact is included within finance costs.

(i) The sensitivity on our derivatives in our cash flow and fair value
hedges does not significantly differ from prior year.

(ii) The lower sensitivity in 2009 when compared to 2008 is primarily
due to the impact of lower market interest rates as at 30 June 2009.

It should be noted that these borrowings are in an effective economic
relationship using cross currency and interest rate swap derivatives.

(iii) Increases in the dollar value of our floating rate borrowings as at
30 June 2009 resulting from new borrowings undertaken during the
year has resulted in a higher sensitivity in 2009 when compared to
2008.
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18. Financial risk management (continued)
(a) Risk and mitigation (continued)
(i) Foreign currency risk

Foreign currency risk refers to the risk that the value of a financial
commitment, forecast transaction, recognised asset or liability will
fluctuate due to changes in foreign currency rates. Our foreign
currency exchange risk arises primarily from:

e borrowings denominated in foreign currencies;

 trade and other creditor balances denominated in a foreign
currency;

e firm commitments or highly probable forecast transactions for
receipts and payments settled in foreign currencies or with prices
dependent on foreign currencies; and

e netinvestmentsin foreign operations.

We are exposed to foreign exchange risk from various currency
exposures, including:

+ United States dollars;
e British pounds sterling;
¢ New Zealand dollars;

e Euro;

o Swiss francs;

e HongKong dollars;

e Chinese renminbi; and
e Japanese yen.

Our economic foreign currency risk is assessed for each individual
currency and for each hedge type, calculated by aggregating the net
exposure for that currency for that hedge type.

We minimise our exposure to foreign currency risk by initially seeking
contracts effectively denominated in Australian dollars where
possible and economically favourable to do so. Where this is not
possible we manage our exposure as follows.

Cash flow foreign currency risk arises primarily from foreign currency
overseas borrowings. We hedge this risk on the major part of our
foreign currency denominated borrowings by entering into cross
currency swaps at inception to maturity, effectively converting them
to Australian dollar borrowings. A relatively small proportion of our
foreign currency borrowings are not swapped into Australian dollars
where they are used as hedges for foreign exchange exposure such as
translation foreign exchange risk from our offshore business
investments. Referto note 17 Table F for our residual post hedge
currency exposures on a contractual face value basis.

Foreign exchange risk that arises from transactional exposures such
as firm commitments or highly probable transactions settled in a
foreign currency (primarily United States dollars) are managed
principally through the use of forward foreign currency derivatives.
We hedge a proportion of these transactions (such as asset and
inventory purchases settled in foreign currencies) in each currency in
accordance with our risk management policy.

Foreign currency risk also arises on translation of the net assets of our
non Australian controlled entities which have a functional currency
other than Australian dollars. The foreign currency gains or losses
arising from this risk are recorded through the foreign currency
translation reserve in equity. We manage this translation foreign
exchangerisk with forward foreign currency contracts, cross currency
swaps and/or borrowings denominated in the currency of the entity
concerned. We currently hedge our net investments in TelstraClear
Limited and Hong Kong CSL Limited in New Zealand dollars and Hong
Kong dollars respectively, where the amount hedged is in the range of
40% to 50%.

In addition, our subsidiaries may hedge foreign exchange
transactions such as exposures from asset/liability balances or
forecast sales/purchases in currencies other than their functional
currency. Where this occurs, external foreign exchange contracts are
designated at the group level as hedges of foreign exchange risk on
the specific asset/liability balance or forecast transaction. These
amounts were not significant in the current or prior year.

We also hedge a proportion of foreign currency risk associated with
trade and other creditor balances using forward foreign currency

contracts. These balances are not material.

Also refer to section (b) ‘Hedging strategies’ contained in this note for
further information.
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Notes to the Financial Statements (continued)

18. Financial risk management (continued)
(a) Risks and mitigation (continued)
(iv) Sensitivity analysis - foreign currency risk

The sensitivity analysis included in this section is based on foreign
currency risk exposures on our financial instruments and net foreign
investment balances as at balance date. Foreign currency risk arising
from our financial instruments represents a financial risk.

We have operational risk associated with our investments in foreign
operations. The translation of these foreign investments from their
functional currency to Australian dollars represents a translation risk
rather than afinancial risk. Nevertheless, in this sensitivity analysis
we have included the translation impact on our foreign currency
translation reserve from movements in the exchangerate. In so
doing, this sensitivity analysis reflects the impact on equity from a
movement in the exchange rate associated with both the underlying
hedged investment and the financial instruments hedging the
translation currency risk.

Adverse versus favourable movements are determined relative to the
underlying exposure. An adverse movement in exchange rates
implies an increase in our foreign currency risk exposure and a
worsening of our financial position. A favourable movement in
exchange rates implies a reduction in our foreign currency risk
exposure and an improvement of our financial position.

A sensitivity of 10 per cent has been selected as this is considered
reasonable taking into account the current level of exchange rates
and the volatility observed both on an historical basis and market
expectations for future movements. Comparing the Australian dollar
exchange rate against the United States dollar, the year end rate of
0.81145 (2008: 0.96305) would generate a 10 per cent favourable
position of 0.89259 (2008: 1.0594) and an adverse position of 0.73768
(2008:0.8755). Thisrangeis considered reasonable given the volatility
that has been observed, for example over the last five years, the
Australian dollar exchange rate against the United States dollars has
traded in the range 0.6010 to 0.9849 (2008: 0.6342 to 0.9557).

Foreign currency risk exposure from recognised assets and liabilities
arises primarily from our long term borrowings denominated in
foreign currencies. There is no significant impact on profit from
foreign currency movements associated with these borrowings as
they are effectively hedged. Apart from a small proportion of foreign
currency borrowings and derivatives used to hedge translation
foreign exchange risk associated with our offshore investments, our
foreign currency borrowings are swapped into Australian dollars.

There is some volatility in profit from exchange rate movements
associated with our borrowings de-designated or not in hedge
relationships and associated with our forecast transactions
denominated in foreign currency.
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After hedging, we have no significant exposure on our profit from
foreign currency movements. We are exposed to equity impacts from
foreign currency movements associated with our offshore
investments and our derivatives in cash flow hedges of offshore
borrowings. This foreign currency risk is spread over a number of
currencies and accordingly, we have disclosed the sensitivity analysis
on atotal portfolio basis and not separately by currency. It should be
noted that our foreign currency exposure associated with cash flow
hedge derivatives is predominantly Euro and with our offshore
investments is predominantly Hong Kong dollars, New Zealand
dollars and Chinese renminbi (relating to our investments in Hong
Kong CSL Limited, TelstraClear Limited, SouFun Holdings Limited,
Sequel Limited and Telstra Octave Holdings Limited).

Other balances, such as trade and other creditors denominated in
foreign currencies are not significant. Hence, profit is not materially
impacted.
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Telstra Corporation Limited and controlled entities

18. Financial risk management (continued)
(a) Risks and mitigation (continued)
(iv) Sensitivity analysis - foreign currency risk (continued)

The following sensitivity analysis is based on our foreign currency risk
exposures comprising the revaluation impact on our derivatives and
borrowings and net foreign investments from a 10% adverse/
favourable movement in foreign exchange rates based on our
balances as at balance date. At 30 June, had the Australian dollar
against all applicable currencies moved asillustrated in Table C and
Table D below, with all other variables held constant and taking into
account identified underlying exposures and related hedges, profit
and equity after tax would have been affected as follows:

TABLE C

Telstra Group

10% adverse movement

10% favourable movement

Equity (foreign

Equity (foreign

currency Equity (cash currency Equity (cash
translation flow hedging translation flow hedging
Net profit reserve) reserve) Net profit reserve reserve)
Year ended 30 Year ended 30
June As at 30 June As at 30 June June As at 30 June As at 30 June

Gain/(loss) Gain/(loss) Gain/(loss)
2009 2008 2009 2008 2009 2008
$m $m $m $m $m $m

Gain/(loss) Gain/(loss) Gain/(loss)
2009 2008 2009 2008 2009 2008
$m $m $m $m $m $m

Revaluation of derivatives and

borrowings - de-designated

from fair value hedges or not

in a hedge relationship. .. . (6) 9) - - - -
Revaluation of derivatives and

underlying exposure - cash

flow hedges of forecast

transactions (i). . . ... .... (10) - - - - -

Revaluation of derivatives -
cash flow hedges of offshore

loans. ............... - - - - 9) (18)

Net foreign investments . . . . - - (156) (123) - -

TABLE D

= - 190 151 -

Telstra Entity

10% adverse movement

10% favourable movement

Equity (cash flow
hedging reserve)

Net profit

Equity (cash flow

Net profit hedging reserve)

Year ended 30 June

As at 30 June

Year ended 30 June As at 30 June

Gain/(loss)

Gain/(loss)

Gain/(loss) Gain/(loss)

2009 2008 2009 2008 2009 2008 2009 2008
$m $m $m $m $m $m $m $m
Revaluation of derivatives and borrowings - de-
designated from fair value hedges or not in a hedge
relationship. . . .. ... ... oo L. (6) 9) - - 7 8 - -
Revaluation of derivatives and underlying exposure
- cash flow hedges of forecast transactions (i). . . . (10) - - - 7 - - -
Revaluation of derivatives - cash flow hedges of
offshoreloans . . .. ... ... ............. - - 9) (18) - - 11 15
Revaluation of derivatives and borrowings hedging
net foreigninvestments . . . ... . ... ... . ... (74) (80) - - 920 66 - -

(i) There was no significant exposure in fiscal 2008.
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18. Financial risk management (continued)
(a) Risks and mitigation (continued)
(iv) Sensitivity analysis - foreign currency risk (continued)

The impact of some of our borrowings not being in fair value hedge
relationships has resulted in some volatility in profit and loss. Whilst
the revaluation impact attributable to foreign exchange movements
will largely offset between the derivatives and the borrowings there
will be some profit impact due to the fact that the derivatives are
recorded at fair value and hence the foreign exchange movements are
recognised at present value. However, the borrowings which are
accounted for on an amortised cost basis will reflect revaluation
movements for changes in the spot exchange rate which are not
discounted. Therefore, the impact on profit and loss is primarily
attributable to the discounting effect of the foreign exchange gains
and losses on the hedging derivatives.

The net gain or loss in the cash flow hedging reserve reflects the result
of exchange rate movements on the derivatives used in our cash flow
hedges of offshore loans which will be released to the income
statement in the future as the underlying hedged items affect profit.

For the Telstra Group, our foreign currency translation risk associated
with our foreign investments results in some volatility to the foreign
currency translation reserve. The impact on the foreign currency
translation reserve relates to translation of the net assets of our
foreign controlled entities including the impact of hedging. The net
gain or loss in the sensitivity analysis takes into account the related
hedges and represents the impact of the unhedged portion. Our
significant offshore controlled entities include investments in
TelstraClear Limited denominated in New Zealand dollars, Hong Kong
CSL Limited denominated in Hong Kong dollars and our Chinese
businesses SouFun Holdings Limited, Sequel Limited and Telstra
Octave Holdings Limited denominated in Chinese renminbi. Hong
Kong CSL Limited and TelstraClear Limited are hedged in the range of
40% to 50%. A significant contributing factor to the higher sensitivity
in 2009 when compared to 2008 is due to the acquisition of Octave
during the year.

For the Telstra Entity the sensitivity analysis results in a profit or loss
volatility resulting from the hedging instruments used to hedge our
net foreign investments. This amount is transferred to the foreign
currency translation reserveinthe Telstra Group and hence thereis no
impact on profit for the Telstra Group.

Credit risk

Credit risk is the risk that a contracting entity will not complete its
obligations under a financial instrument and cause us to make a
financial loss. We have exposure to credit risk on all financial assets
included in our statement of financial position, comprising cash and
cash equivalents, trade and other receivables, available-for-sale
financial assets, finance lease receivables and derivative instruments.
To help manage this risk:

» wehaveapolicyfor performing credit risk assessments on new and

existing customers and where required, establishing credit limits
and payment terms for entities we deal with;
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e we monitor exposure to high risk debtors on a predictive and pro-
active basis;

* we may require collateral where appropriate; and

e we manage exposure to individual entities we either transact with
or enter into derivative contracts with (through a system of credit
limits).

Trade and other receivables consist of a large number of customers,
spread across the consumer, business, enterprise, government and
international sectors. We do not have any significant credit risk
exposure to a single customer or groups of customers. Ageing
analyses and ongoing credit evaluation is performed on the financial
condition of our customers and, where appropriate, an allowance for
doubtful debtors is raised. In addition, receivable balances are
monitored on an ongoing basis with the result that our exposure to
bad debts is not significant. For further details regarding our trade
and other receivables refer to note 10.

Our maximum exposure to credit risk is based on the recorded
amounts of our financial assets, net of any applicable provisions for
loss (refertonote 17, Table Cand Table D). Where entities have aright
of set-off and intend to settle on a net basis under master netting
arrangements, this set-off has been recognised in the financial
statements on a net basis. We may also be subject to credit risk for
transactions which are not included in the statement of financial
position, such as when we provide a guarantee for another party.
Details of our contingent liabilities are disclosed in note 23.

The Telstra Group and the Telstra Entity are also exposed to credit risk
arising from our transactions in money market instruments, forward
foreign currency contracts, cross currency and interest rate swaps.
For credit purposes, there is only a credit risk where the contracting
entity is liable to pay us in the event of a closeout (i.e. in the money).
We have policies that limit the amount of credit exposure to any
financial institution. These risk limits are regularly monitored.
Derivative counterparties and cash transactions are limited to
financial institutions that meet minimum credit rating criteriaiin
accordance with our policy requirements. Our credit risk and financial
instruments are spread amongst a number of financial institutions.

One of the methods that we use to manage the risk relating to these
instruments is to monitor our exposure by country of financial
institution based on a value at risk (VaR) methodology. Value at risk
calculations are a technique that estimates the potential losses that
could occur onrisk positions in the future as a result of movements in
market rates over a specified time horizon given a specified level of
confidence which is statistically determined.

Our credit risk exposure on financial instruments (excluding trade and
other receivables) such as money market transactions, foreign
currency contracts, cross currency and interest rate swap
transactions is derived with reference to the current market value,
where it is in-the-money, of the transaction combined with a
potential credit factor which is based on VaR methodology. Itis
important to note that the amounts included in Table E below include
the in-the-money market values combined with a potential credit
calculation and will therefore not equate to either the accounting
carrying value, fair value or face value of the transactions as disclosed
innote 17.
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Notes to the Financial Statements (continued)

18. Financial risk management (continued)

(a) Risks and mitigation (continued) The VaR based methodology employed has the following limitations:
Credit risk (continued) e Theuse of historical data as a proxy for estimating future events
may not cover all potential events, in particular this is relevant

In determining the potential credit limit factors to be used in these when trying to estimate potential volatility over a long holding
calculations, the following should be noted: period such as 10 years; and

* Theuse of a99% confidence level, by definition, may not take into
e Referenceismadeto the historical volatility factors relevant to the account movements that may occur outside of this confidence

particular currencies | interest rates applicable to the instruments; threshold.

e Indetermining the volatility factors, reference has been made to
the holding period or in this case the maturity of the instrument. In
some cases the transaction can have a maturity of up to 10 years
and the potential volatility needs to reflect the possible
movements over this time period given historical observations;
and

e We have used 99% confidence levels to determine the applicable
potential credit limit factors.

Table E Telstra Group Telstra Entity

Credit risk concentrations (VaR based) Credit risk concentrations (VaR based)
As at 30 June 2009 As at 30 June 2008 As at 30 June 2009 As at 30 June 2008
% $m % $m % $m % $m
Australia. . . ... ... 21.2 1,664 38.6 2,425 21.9 1,638 40.1 2,380
United States. . .. ......... 22.2 1,743 20.1 1,262 23.2 1,738 21.0 1,246
Japan ... ..o 3.5 271 2.0 125 3.6 269 21 124
Europe. .. .............. 21.0 1,642 16.6 1,042 21.9 1,642 17.6 1,042
UnitedKingdom . . .. ... .... 23.9 1,878 111 696 24.8 1,855 115 680
Canada. . .. ............. 0.8 63 1.2 78 0.8 63 1.3 78
Switzerland. . . ... ... ... .. 3.0 236 4.0 251 3.2 236 4.2 251
China/HongKong. . . . ... ... 4.1 321 6.0 380 0.6 49 2.2 131
Singapore. .. ............ 0.1 9 0.1 6 - - - -
New Zealand . . . ... ... .. .. 0.2 16 0.3 22 - - - -
100.0 7,843 100.0 6,287 100.0 7,490 100.0 5,932
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18. Financial risk management (continued)
(a) Risks and mitigation (continued)
Liquidity risk

Liquidity risk includes the risk that, as a result of our operational
liquidity requirements:

« we will not have sufficient funds to settle a transaction on the due
date;

+ wewillbeforcedtosellfinancial assets at avalue whichis less than
what they are worth; or

e wemay beunableto settle a financial liability or recover a
financial asset at all.

To help reduce these risks we:

e havealiquidity policy which targets a minimum and average level
of cash and cash equivalents to be maintained;

e havereadily accessible standby facilities and other funding
arrangements in place;

» generally use instruments that are tradeable in highly liquid
markets; and

* havealiquidity portfolio structure that requires surplus funds to be
invested within various bands of liquid instruments ranging from
ultra liquid, highly liquid and liquid instruments.

We monitor rolling forecasts of liquidity reserves on the basis of
expected cash flow. Our objective is to maintain a balance between
continuity of funding and flexibility through the use of liquid
instruments, borrowings and committed available credit lines.

At 30 June 2009, based on contractual face values, 9% of the Telstra
Group’sandtheTelstra Entity’s debt, comprising offshore borrowings,
Telstra bonds and domestic loans and excluding promissory notes,
will mature in less than one year (2008: 4%).

The contractual maturity of our fixed and floating rate financial
liabilities and derivatives and the corresponding carrying values are
shown in Table F and Table G. The contractual maturity amounts
(nominal cash flows) represent the future undiscounted principal and
interest cash flows and thereforedo not equate to the carrying values.

We have also included derivative financial assets in the following
tables on the basis that these assets have a direct relationship with an
underlying financial liability and both the asset and the liability are
managed in conjunction.

For floating rate instruments, the amount disclosed is determined by
reference to the current market pricing for interest rates over the
period to maturity.

Also affecting liquidity are cash at bank, available for sale financial
assets and other non-interest bearing financial assets. Liquidity risk
associated with these financial instruments is represented by the face
values as shown in note 17 Table Cand Table D.
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Telstra Corporation Limited and controlled entities

18. Financial risk management (continued)
(a) Risks and mitigation (continued)
Liquidity risk (continued)

Financing arrangements

Table H Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
We have access to the following lines of credit:
Credit standby arrangements (i)
Unsecured committed cash standby facilities which are subject to annual review. . .. . 438 758 438 758
Amountofcreditunused. . . ... ... L L 438 758 438 758

(i) Our credit standby arrangements have reduced compared to fiscal
2008 whichisin linewith ourreduced reliance on promissory notes for
ongoing funding.

We have promissory note facilities in place in the United States,
Europe, Australia and New Zealand under which we may nominally
issue up to $11,212 million (2008: $10,226 million). As at 30 June 2009,
we had on issue $299 million (2008: $1,452 million) under these
facilities. Asat30June 2009, our subsidiary CSL Limited had abank bill
acceptance facility of $107 million (2008: $4 million) of which $105
million was issued (2008: nil). These facilities are not committed or
underwritten and we have no guaranteed access to the funds.
Generally, given we retain suitable ratings, our facilities are available
unless we default on any terms applicable under the relevant
agreements or become insolvent. During the current and prior years
there were no defaults or breaches on any of our facility agreements.

(b) Hedging strategies

We hold a number of different financial instruments to hedge risks
relating to underlying transactions. Our major exposure to interest
rate risk and foreign currency risk arises from our long term
borrowings. We also have translation currency risk associated with
our offshore investments and transactional currency exposures such
as purchases in foreign currencies.

We designate certain derivatives as either:

» hedges of the fair value of recognised liabilities (fair value hedges);

» hedges of foreign currency risk associated with recognised
liabilities or highly probable forecast transactions (cash flow
hedges); or

e hedges of a net investment in a foreign operation.

The terms and conditions in relation to our derivative instruments are
similar to the terms and conditions of the underlying hedged items to
maximise hedge effectiveness.

Borrowings de-designated from fair value hedge relationships

In fiscal 2009, five tranches of a United States dollar denominated
borrowing which were in fair value hedges were de-designated from
hedge relationships because they did not meet the requirements for
hedge effectiveness and accordingly we discontinued fair value hedge
accounting for these borrowings at the de-designation date of 1
January 2009. During fiscal 2008, a number of Euro borrowings which
were in fair value hedges were also de-designated from hedge
relationships because they did not meet the requirements for hedge
effectiveness. Prior to de-designation, the gains and losses from re-
measuring the associated derivatives to fair value and from re-
measuring the borrowings for fair value movements attributable to
the hedged risk were included within finance costs in the income
statement.

From the date of de-designation the derivatives continue to be
recognised at fair value and the borrowings are accounted for on an
amortised cost basis consistent with arevised effective interest rate as
at the de-designation date. The gains or losses on both the
borrowings and derivatives are included within finance costs in the
category ‘(gain)/loss on transactions de-designated from fair value
hedge relationships’ on the basis that the net result primarily reflects
the impact of movements in interest rates on the derivatives.

The cumulative gains or losses previously recognised from the re-
measurement of these borrowings as at the date of de-designation
will be unwound and amortised to the income statement over the
remaining life of the borrowing. This amortisation expense is also
included within finance costs in the category ‘(gain)/loss on
transactions de-designated from fair value hedge relationships’.
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18. Financial risk management (continued)
(b) Hedging strategies (continued)

Borrowings de-designated from fair value hedge relationships
(continued)

In fiscal 2009, the impact on our income statement for the Telstra
Group and Telstra Entity relating to borrowings de-designated from
fair value hedge relationships was a gain of $145 million (2008: loss of
$13 million). This result represents the revaluation impact from the
date of de-designation and comprises the gain or loss on the
borrowings attributable to movements in the spot exchange rate and
the gain or loss from movements in the fair value on the associated
derivatives. Also included in this result is the amortisation impact of
unwinding previously recognised gains or losses on the borrowing.

Derivatives in hedge relationships de-designated from fair value
hedge relationships are classified as ‘held for trading’.

All our borrowings de-designated for hedge accounting purposes are
in effective economic relationships based on contractual face value
amounts and cash flows over the life of the transaction. Referto Table
Jand Table K for details on our economic relationships.

Borrowings not in a designated hedge relationship

Our long term Euro bond issue during fiscal 2008 is not in a designated
hedge relationship for hedge accounting purposes. This borrowing is
accounted for on an amortised cost basis. Notwithstanding that this
borrowing is not in a designated hedge relationship for hedge
accounting purposes it is in an effective economic relationship based
on contractual face value amounts and cash flows over the life of the
transaction. The derivatives hedging this Euro borrowing are
recognised at fair value and are classified as ‘held for trading’. The
gains or losses on both the borrowings and derivatives are included
within finance costs on the basis that the net result primarily reflects
the impact of movements in interest rates on the derivatives. The
revaluation impact attributable to foreign exchange movements will
largely offset between the derivatives and the borrowings.

The gain on transactions not in a designated hedge relationship as
disclosed in note 7 was $77 million for the Telstra Group and Telstra
Entity (2008: loss $27 million) comprises the revaluation of this Euro
borrowing attributable to movements in the spot exchange rate and
the revaluation impact from movements in the fair value on the
associated derivatives.

With the exception of borrowings de-designated from hedge
relationships and our Euro borrowing not in a designated hedge
relationship, all other hedge relationships met hedge effectiveness
requirements for hedge accounting purposes at the reporting date.
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Forward currency contracts that are held for trading are subject to fair
value movements through profit and loss within other expenses or
other income. These held for trading forward contracts are not
significant and are used to hedge fair value movements for changesin
foreign exchange rates associated with trade creditors and other
liabilities denominated in a foreign currency. Notwithstanding that
these held for trading derivatives are not in a designated hedge
relationship, they are in effective economic relationships based on
contractual amounts and cash flows over the life of the transaction.

Fair value hedges

During the period we held cross currency principal and interest rate
swaps to mitigate our exposure to changes in the fair value of foreign
denominated debt from fluctuations in foreign currency and interest
rates. The hedged items designated were a portion of our foreign
currency denominated borrowings. The changes in the fair values of
the hedged items resulting from movements in exchange rates and
interest rates are offset against the changes in the fair value of the
cross currency and interest rate swaps. The objective of this hedging
is to convert foreign currency borrowings to floating Australian dollar
borrowings.

Gains or losses from remeasuring the fair value of the hedge
instruments are recognised within ‘finance costs’ in the income
statement, together with gains and losses in relation to the hedged
item where those gains or losses relate to the hedged risks. This net
result largely represents ineffectiveness attributable to movementsin
Telstra’s borrowing margins. For the Telstra Group and the Telstra
Entity the re-measurement of the hedged items resulted in a loss
before tax of $573 million (2008: loss of $41 million) and the changes
in the fair value of the hedging instruments resulted in a gain before
tax of $634 million (2008: gain of $212 million). This results in a net
gain before tax of $61 million and after tax of $43 million (2008: net
gain before tax of $171 million and after tax of $120 million).

The effectiveness of the hedging relationship is tested prospectively,
both oninception and in subsequent periods, and retrospectively by
means of statistical methods using a regression analysis. Regression
analysis is used to analyse the relationship between the derivative
instruments (the dependent variable) and the underlying borrowings
(the independent variable). The primary objective is to determine if
changes to the hedged item and derivative are highly correlated and,
thus, supportive of the assertion that there will be a high degree of
offset in fair values achieved by the hedge.

Refer to note 17 Table | and Table J for the value of our derivatives
designated as fair value hedges.
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Telstra Corporation Limited and controlled entities

18. Financial risk management (continued)
(b) Hedging strategies (continued)
Cash flow hedges

Cash flow hedges are used to hedge exposures relating to our
borrowings and our ongoing business activities where we have highly
probable purchase or settlement commitments in foreign currencies.

During the year, we entered into cross currency and interest rate
swaps as cash flow hedges of future payments denominated in
foreign currency resulting from our long term offshore borrowings.
The hedged items designated were a portion of the outflows
associated with these foreign denominated borrowings. The objective
of this hedging is to hedge foreign currencyrisks arising from spot rate
changes and thereby mitigate the risk of payment fluctuations as a
result of exchange rate movements.

We also entered into forward foreign currency contracts as cash flow
hedges to hedge forecast transactions denominated in foreign
currency which hedge foreign currency risk arising from spot rate
changes. The hedged items comprised highly probable forecast
payments for operating and capital items primarily denominated in
United States dollars.

The effectiveness of the hedging relationship relating to our
borrowings is tested prospectively, both on inception and in
subsequent periods, and retrospectively by means of statistical
methods using a regression analysis. The actual derivative
instruments in a cash flow hedge are regressed against the
hypothetical derivative. The primary objective is to determine if
changes to the hedged item and derivative are highly correlated and,
thus, supportive of the assertion that there will be a high degree of
offset in cash flows achieved by the hedge.

The effectiveness of our hedges relating to highly probable forecast
transactions is assessed prospectively based on matching of critical
terms. As both the nominal volumes and currencies of the hedged
item and the hedging instrument are identical, a highly effective
hedging relationship is expected. An effectiveness test is carried out
retrospectively using the cumulative dollar-offset method. For this,
the changes in the fair values of the hedging instrument and the
hedged item attributable to exchange rate changes are calculated
and aratio is created. If this ratio is between 80 and 125 per cent, the
hedge is effective.

Inrelation to our offshore borrowings ineffectiveness on our cash flow
hedges is recognised in the income statement to the extent that the
change in the fair value of the hedging derivatives in the cash flow
hedge exceed the change in value of the underlying borrowings in the
cash flow hedge during the hedging period. During the year there was
no material ineffectiveness attributable to our cash flow hedges (refer
tonote7). Alsoduringthe year there was no materialimpact on profit
as aresult of discontinuing hedge accounting for forecast
transactions no longer expected to occur.

For hedge gains or losses transferred to and from the cash flow hedge
reserve refer to the statement of comprehensive income.

Refer to note 17 Table | and Table J for the value of our derivatives
designated as cash flow hedges.

The following table shows the maturities of the payments in our cash

flow hedges, that is when the cash flows are expected to occur.

Tablel Nominal cash outflows
Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
Highly probable forecast
transactions
Non-capital items (i)
-lessthanoneyear. . . ... .. (473) (192) (466) (184)
Capital items (ii)
-lessthanoneyear. . . ... .. (102) (209) (102) (209)
(575) (401) (568) (393)
Borrowings (iii)
-lessthanoneyear. . . . .. .. (284) (314) (284) (314)

(3,355) (3,259)
(3,553) (3,241)
(7,192) (6,814)

-onetofiveyears. ... ..... (3,355) (3,259)
(3,553) (3,241)

(7,192) (6,814)

- greater than fiveyears . . . . .

(i) These amounts will affect ourincome statement in the same period
as the cash flows are expected to occur.

(ii) For purchases of fixed assets the gains and losses on the associated
hedging instruments are included in the measurement of the initial
cost of the asset. The hedged asset purchases affect profit as the
assets are depreciated over their useful lives. Refer to note 2 on our
depreciation policies for property, plant and equipment.

(iii) The impact on our income statement from foreign currency
movements associated with these hedged borrowings will affect
profit over the life of the borrowing, however the impact on profit is
expected to be nil as the borrowings are effectively hedged.
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18. Financial risk management (continued)
(b) Hedging strategies (continued)
Hedges of net investments in foreign operations

We have exposure to foreign currency risk as a result of our
investments in offshore activities, including our investments in
TelstraClear Limited and Hong Kong CSL Limited. This risk is created
by the translation of the net assets of these entities from their
functional currency to Australian dollars. We hedge our investments
in foreign operations to mitigate exposure to this risk using forward
foreign currency contracts, cross currency swaps and/or borrowingsin
the relevant currency of the investment.

The effectiveness of the hedging relationship is tested using
prospective and retrospective effectiveness tests. In aretrospective
effectiveness test, the changes in the fair value of the hedging
instruments and the change in the value of the hedged net investment
from spot rate changes are calculated and a ratio is created. If this
ratio is between 80 and 125 per cent, the hedge is effective. The
prospective effectiveness test is performed based on matching of
critical terms. As both the nominal volumes and currencies of the
hedged item and the hedging instrument are identical, a highly
effective hedging relationship is expected.

During the year there was no material ineffectiveness attributable to
our hedges of net foreign investments.

In the consolidated statement of comprehensive income, net losses
before tax of $120 million and after tax of $84 million (2008: gains
before tax of $144 million and after tax of $100 million) on our hedging
instruments were taken directly to equity during the year in the
foreign currency translation reserve.

Refer to note 17 Table | and Table J for the value of our derivatives
designated as hedges of net foreign investments.

(c) Hedge relationships

The following tables provide additional context around our hedge
transactions and in particular describes how we arrive at our
economic residual risk position as a result of the hedges executed. It
should be noted that the economic residual position in each of the
following tables will not be equal to the carrying values.

Table J and Table K describes each of our hedge relationships, using
cross currency and interest rate swaps as the hedging instruments
and comprise effective economic relationships based on contractual
face value amounts and cash flows, including hedge relationships
that have been de-designated for hedge accounting purposes and
foreign denominated borrowings that are not in a designated hedge
relationship for hedge accounting purposes. These hedging
instruments are used to hedge our offshore foreign denominated
borrowings and our offshore investment in Hong Kong CSL Limited.
Outlined in the following table is the pre hedge underlying exposure,
each legof our cross currency andinterest rate swaps and the end post
hedge position. This post hedge position represents our net final
currency and interest positions and is represented in our residual
economic position as described in note 17 Table F.
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Notes to the Financial Statements (continued)

Telstra Corporation Limited and controlled entities

18. Financial risk management (continued)
(c) Hedge Relationships (continued)
Table L describes each of our hedge relationships, where forward

foreign currency exchange contracts are used as the hedging
instruments. These relationships comprise effective economic

Outlined in the following table is the pre hedge underlying exposure,
each leg of the forward foreign currency contract and the end post
hedge position. This post hedge position represents our net final
currency positions and is represented in our residual economic
position as described in note 17 Table F.

relationships based on contractual face value amounts and cash
flows, including relationships that are not in a designated hedge
relationship for hedge accounting purposes. These hedging
instruments are used to hedge our promissory notes, forecast
transactions denominated in foreign currency, foreign currency trade
and other creditors.

Table L

Telstra Group and Telstra Entity

Derivative hedging instruments
- forward foreign currency contracts

Average exchange
Face value Notional value rate
Prehedgeunderlying Forward contract  Forward contract pay
exposure (payable) receive - final leg
Native Currency Native currency Australian dollars
2009 2008 2009 2008 2009 2008 2009 2008
$m $m $m $m $m $m

Forward contracts hedging interest bearing
debt
Promissory notes
United States dollar - contractual maturity 0-3
months (2008: 0-3months) . . .. ... ... - (900) - 900 - (962) - 0.93540
New Zealand dollars - contractual maturity 3-12
months (2008:nil). . . ... ....... ... (20) - 20 - (18) - 1.13310 -
Loans from wholly owned controlled entities
British pounds sterling - contractual maturity 0-
3 months (2008:3-12months) . ... ... .. 3) (4) 3 4 (6) (8) 0.46806 0.47876
New Zealand dollars - contractual maturity 0-3
months (2008: 3-12 months) . . ........ (253) (204) 253 204 (200) (172)  1.26368  1.22454
United States dollars - contractual maturity 0- 3
months (2008: 3-12months) . .. .. ... .. (22) (13) 22 13 (28) (13)  0.78608  0.93830
Forward contracts hedging non-financial items
Forecast transactions
United States dollar - contractual maturity 0-12
months (2008: 0-3 months) . . ... ... ... (495) (196) 495 196 (709) (227)  0.69761  0.93078
Euro - contractual maturity 0 - 12 months (2008:
nil) .. (2) - 2 - (&) - 0.55541 -
Hong Kong dollar - contractual maturity 0-3
months (2008: nil) 3) - 3 - 1) - 5.98057 -
Provisions and trade creditors - non interest
bearing
United states dollars- contractual maturity 0-12
months (2008: 3-12months) . . ... ..... (63) (31) 63 31 (79) (18)  0.79123  0.94311
Euro- contractual maturity 0-3 months (2008:
nil) (2) - 2 - (4) - 0.57435 -

(1,049)  (1,400)
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18. Financial risk management (continued)
(c) Hedge Relationships (continued)

Table M describes our hedge relationships where offshore loans and
promissory notes are used as the hedging instruments. These hedging
instruments are used to hedge net foreign investment in TelstraClear.
Outlined in the following table is the pre hedge underlying exposure,
thefacevalue of the hedginginstruments (New Zealand denominated
borrowings and promissory notes) and the end post hedge position as
at30June 2009 andisrepresented in our residual economic position as
described in note 17 Table F.

Table M Non-derivative hedging instruments
Face value
Hedged amount (i) Offshore loans and promissory notes (ii)
New Zealand dollars New Zealand dollars (payable) Australian dollars (payable)
2009 2008 2009 2008 2009 2008
$m $m $m $m $m $m

Net foreign investments
TelstraClear Ltd (New Zealand dollars) . . 612 614 (612) (614) (492) (486)

(i) Amount hedged represents portion of carrying value of net assets.
(ii) At 30 June 2009 the Australian dollar face value of offshore loans

was $205 million (2008: $158 million) and the Australian dollar value
of promissory notes was $287 million (2008: $328 million).
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19. Share capital

Telstra Group Telstra Entity

As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
Contributedequity . .. ... ... ... L 5,793 5,793 5,793 5,793
Shareloantoemployees. . . . .. .. ... ... (87) (98) (87) (98)
Shares held by employeeshareplans. . . .. ..... .. ... ... ... ... . ..., (165) (197) (165) (197)
Net services received under employee shareplans. . . .. .................. 35 36 35 36
5,576 5,534 5,576 5,534

Contributed equity

Our contributed equity represents our authorised and issued fully paid
ordinary shares. Each of our fully paid ordinary shares carries the
right to one vote at a meeting of the company. Holders of our shares
also have theright to receive dividends and to participate in the
proceeds from sale of all surplus assets in proportion to the total
shares issued in the event of the company winding up.

We have 12,443,074,357 (30 June 2008: 12,443,074,357) authorised
fully paid ordinary shares on issue.

Share loan to employees

The share loan to employees account represents the outstanding
balance of the non recourse loans provided to our employees under
theTelstra Employee Share Ownership Plans (TESOP 97 and TESOP 99).
Refer to note 27 for further details regarding these plans.

Shares held by employee share plan trusts

The shares held by employee share plan trusts account represents the
cost of shares held by the Telstra Growthshare Trust (Growthshare) in
Telstra Corporation Limited. The purchase of these shares has been
fully funded by Telstra Corporation Limited. As at 30 June 2009 the
number of shares totalled 33,466,467 (2008:39,765,621). These shares
are excluded from the calculation of basic and diluted earnings per
share.

Net services received under employee share plans

The net services received under employee share plans account is used
to record the cumulative value of our incentive shares, options,
restricted shares, performancerights and deferred sharesissued under
Growthshare. Contributions by Telstra Corporation Limited to
Growthshare are also included in this account. These contributions
areused by the Trust to purchase Telstra shares on market to underpin
the issue of our equity instruments.
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20. Notes to the statement of cash flows

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2009 2008 2009 2008

Note $m $m $m $m
(a) Reconciliation of profit to net cash provided by operating activities
Profitfortheyear . . . .. .. ... ... . .. . 4,076 3,711 3,975 3,817
Add/(subtract) the following transactions
Depreciation and amortisation. . . . . ... ... . L o oo L oo 7 4,390 4,190 3,737 3,621
Financeincome . . . . . . . . . e 6 (67) (72) (62) (60)
Finance costs. . . . . . . . e 7 967 1,158 953 1,152
Dividendrevenue . . . . . . .. ... 6 - - (146) (256)
Distribution from FOXTEL partnership . . . .. ... .. ... ... ... .... 6 (100) (130) - -
Sharebasedpayments. . . ... ... ... .. L 7 23 28 23 28
Defined benefitplanexpense. . . .. ... .. ... ... .. L o 7 229 198 229 197
Net gain on disposal of property, plant and equipment . . . ... ...... ... .. 6 - - - (2)
Net gain ondisposal ofintangibles . . . .. ....... ... ... ... ... ... ... 6 - (1) - -
Net gain ondisposalofinvestments . ... ....... ... ... ... ... ... ..... 6 - (37) - -
Share of net (profits)/losses from jointly controlled and associated entities . . . . . . 26 (3) 1 - -
Impairment losses (excluding inventories, trade and other receivables) . . ... ... 7 46 60 316 338
Reversal of impairment losses (excluding trade and other receivables) . . . .. . ... 7 (6) - - (2)
Foreign exchange differences. . . . . ... ... ... ... . L o 16 (13) 136 (100)
Cash movements in operating assets and liabilities
(net of acquisitions and disposals of controlled entity balances)
(Increase)/decrease in trade and otherreceivables. . . . . ... ............... (60) (110) (150) (155)
(Increase)/decreaseininventories . . . . . .. .. ... ... 47 13 48 2
(Increase)/decrease in prepayments and otherassets. . . .. ................ (68) (11) 93 2
(Increase)/decrease in net defined benefit. . . ... ... ... ... ... ... .. .. ... (196) - (194) -
Increase/(decrease) in trade and otherpayables . . . . ... ....... ... .. L. (113) 88 (88) 54
Increase/(decrease) in revenue receivedinadvance . . . . ... ... (84) 44 (79) 24
Increase/(decrease) innettaxespayable. . ... ... ... ... L L L (65) (102) (87) 30
Increase/(decrease) inprovisions. . . ... ... Lo (34) (171) (56) (161)
Net cash provided by operating activities . . . .. ................... ... 8,998 8,844 8,648 8,529
(b) Cash and cash equivalents
Cashatbankandonhand. . . . ... ... .. ... . ... 462 426 105 84
Bank deposits, bills of exchange and promissorynotes. . . .. ............... 919 473 911 458
Total cashand cashequivalents . . . .. ... ... ... .. .. ... . ... ... ... 1,381 899 1,016 542
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(c) Acquisitions
Octave Investments Holdings Limited

On 9 February 2009, our controlled entity Telstra Octave Holdings
Limited acquired 67% of the issued capital of Octave Investments
Holdings Limited for a total consideration of $292 million including
acquisition costs, with $103 million of this consideration deferred and
contingent upon the subsidiaries achieving certain pre-determined
revenue and EBITDA targets in the year ending 31 December 2009.
Total deferred contingent consideration is based on the foreign
exchange rate at 30 June 2009.

OctaveInvestments Holdings Limited acquired 100% of two businesses
being Beauty Sunshine Investments Limited (ChinaM) and Sharp Point
Group Limited (Sharp Point). ChinaMis aleading supplier of consumer
mobile content and Sharp Point provides technical services for China
Mobile's rapidly growing central mobile music platform.

The effect of the acquisition is detailed below:

Octave Investments

Holdings
2009 2009
$m $m
Consideration for acquisition
Cash consideration for acquisition. . . . 185
Deferred contingent consideration for
acquisition . .. ... L 103
Costs of acquisition . . . .. ... .. ... 4
Total purchase consideration . . . . . . 292
Cash balances acquired . ... ... ... (20)
Consideration deferred. . . . . ... ... (103)
Outflow of cash on acquisition . . . . . 169
Carrying
Fair value value
Assets/(liabilities) at acquisition date
Cash and cash equivalents . .. ... .. 20 20
Trade and other receivables. . . . . . .. 27 27
Property, plant and equipment. . . . . . 2 2
Intangibleassets. . . ... .... ... .. 156 4
Trade and other payables . . . . ... .. (16) (16)
Deferred tax liabilities . . ... ...... (38) -
Netassets. . . ................ 151 37
Adjustment to reflect minority interests (50)
Goodwill on acquisition. . . . .. .. .. 191
292
Profit after minority interests from
acquisition date until 30 June 2009 . . . 10

At 30 June 2009, we have estimated that $103 million of the total
contingent consideration will become payable and is recorded as a
liability within trade and other payables.

We have recognised goodwill of $191 million on acquisition of ChinaM
and Sharp Point. The following factors contributed to the recognition
of goodwill:

» forecast revenues and profitability of ChinaM and Sharp Point; and
» strategic benefits to the operations of the Telstra Group.

We have identified and measured any significant intangible assets
separately from goodwill on acquisition of ChinaM and Sharp Point.

If the ChinaM and Sharp Point acquisition had occurred on 1 July 2008,
our adjusted consolidated income and consolidated profit before
income tax expense for the year ended 30 June 2009 for the Telstra
Group would have been $25,675 million and $5,685 million
respectively.
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Fiscal 2008 acquisitions
Sequel Limited

On 27 June 2008, our controlled entity Telstra Holdings Pty Ltd
acquired 55% of the issued capital of Sequel Limited who acquired
100% of the issued capital of the Cheerbright International Holdings
Limited Group, the China Topside Limited Group and the Norstar
Advertising Media Holdings Limited Group (Norstar Media and
Autohome/PCPop) for a total consideration of $147 million including
acquisition costs.

Norstar Media and Autohome/PCPop are internet businesses with

leading positions in the fast-growing online auto and digital device
advertising sectors in China.

The effect of the acquisition is detailed below:

Norstar Media and

Autohome/PCPop
2008 2008
$m $m
Consideration for acquisition
Initial cash consideration paid in fiscal 2008. . . 76
Additional cash consideration paid in fiscal
2009 . ... 68
Costs of acquisition paid in fiscal 2009 . . . . .. 3
Total purchase consideration . . . . .. ... .. 147
Cash balances acquired . . . ... ......... (6)

Total outflowofcash . ............. .. 141

Fair Carrying

value value
Assets/(liabilities) at acquisition date
Cash and cash equivalents . . ... ........ 6 6
Trade and otherreceivables. . . . . ... ... .. 13 13
Property, plant and equipment. . . . ... .. .. 3 3
Intangibleassets. . . . ...... ... ... ... 38 1
Trade and otherpayables . . . .. ......... (11) (11)
Deferred tax liabilities . ... ............ 9) -
Netassets. .. ........ ... ... ....... 40 12
Adjustment to reflect minority interests . . . . . (18)
Goodwill on acquisition. . . . .. ... ... ... 125

147

Profit after minority interests from acquisition
dateuntil30 June2008. . . .. ........... -

In fiscal 2008 we accrued deferred contingent consideration of §15
million and recognised goodwill of $68 million on acquisition. In fiscal
2009 certain pre-determined revenue and EBITDA targets were
achieved and an additional $68 million was paid. This, alongwith the
finalisation of the acquisition balance sheet, has increased goodwiill
on acquisition to $125 million.
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Other fiscal 2008 acquisitions

On 6 February 2008, our controlled entity 1300 Australia Pty Ltd
acquired 100% of the issued capital of Alpha Phone Words Pty Ltd for
$3 million, of which $1 million is deferred consideration. The effect on
the Telstra Group of this acquisition was an increase in intangibles of
$3 million.

Refer to note 25 for further details on our acquisitions.
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20. Notes to the statement of cash flows (continued)

(d) Disposals

The following disposals occurred during fiscal 2009:

On 2 July 2008, our controlled entity Telstra International HK
Limited sold its 100% shareholding in Damovo Hong Kong Limited
for nominal consideration; and

On 30 April 2009, our controlled entity Telstra Service Solutions
Holdings sold its 100% shareholding in KAZ Group Pty Limited and
KAZ Technology Services Pty Limited for a total consideration of
$205 million (net of cash balances of the disposed entities).

The cash flow effect on the Telstra Group of these disposals is detailed

below:
Total disposals
Year ended 30
June 2009
$m
Consideration on disposal
Total consideration ondisposal . .. ........... 208
Cash and cash equivalents disposedof . . . . ... ... (3)
205
Deferred consideration for the disposal. . . . . ... .. (8)
Inflow of cashondisposal . . . ... ........... 197

The following disposals occurred during fiscal 2008:

On 31 July 2007, our controlled entity KAZ Group Pty Limited sold
its 100% shareholding in KAZ Business Services Pty Ltd, KAZ
Software Solutions Pty Ltd and Enhanced Processing Technologies
Pty Ltd for a total consideration of $2 million (net of cash balances
of the disposed entities).

On 15 August 2007, our controlled entity Sensis Pty Ltd sold its
100% shareholding in Invizage Pty Ltd for a total cash
consideration of $1 million (net of cash balances of the disposed
entity).

On 22 December 2007, our controlled entity Telstra Services
Solutions Holdings Limited sold its 100% shareholding in Telstra
eBusiness Services Pty Limited for a total cash consideration of $48
million (net of cash balances of the disposed entity).

The cash flow effect on the Telstra Group of these disposals is detailed

below:
Total disposals
Year ended 30
June 2008
$m
Consideration on disposal
Cash consideration for disposal . . ... ......... 53
Cash and cash equivalents disposedof . . . . . ... .. (2)
Inflow of cashondisposal . . . . ... ... ... ... 51

(e) Significant financing and investing activities that involve

components of non cash

Acquisition of assets by means of finance leases

Telstra Group Telstra Entity
Year ended Year ended
30 June 30 June
2009 2008 2009 2008
$m $m $m $m
Acquisition of plant & equipment
by means of finance leases . . . 24 31 24 31
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21. Impairment
Cash generating units

For the purposes of undertaking our impairment testing, we identify
cash generating units (CGUs). Our CGUs are determined according to
the smallest group of assets that generate cash inflows that are
largely independent of the cash inflows from other assets or groups of
assets.

The carrying amount of our goodwill and intangible assets with an
indefinite useful life are detailed below:

Intangible assets with

Goodwill indefinite useful lives
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
CGUs
CSLNew World Group. . . . . . . .o 1,160 972 - -
TelstraClear Group. . . . . . . . .. 134 132 - -
TelstraEurope Group . . . . .. . . 93 94 - -
SensisGroup (A) . . . . oo 215 215 - -
Location Publishing Group (formerly Universal Publishers Pty Ltd) (f) . . . . . ... ... 15 15 10 10
Adstream Group . . . . . . . e 24 28 - -
Telstra Business Systems Pty Ltd(b). . . . ... ....... ... . ... ... ... ... .. - 30 - -
SOUFUNGIoUp . . . . o 342 287 - -
1300 AustraliaPtyLtd . ... ... ... . 16 16 12 12
Sequel Group . . . . . oo 126 68 - -
Beauty Sunshine / Sharp Point (Octave Group)(c) . . .. ....... ... ... ... ... 158 - - -
KAZGroup (d). . . . o o e - 127 - -
TelstraEntityCGU (). . . . . . . ... 63 33 337 -
2,346 2,017 359 22
Individual assets
Trading Post mastheads (b) . . ... ... ... ... . .. .. - - - 337
2,346 2,017 359 359

(a) Our assessment of the Sensis Group CGU excludes Location
Publishing Group, Adstream Group, SouFun Group and the Sequel
Group that form part of the Sensis reportable segment. These CGUs
are assessed separately.

(b) The operations of Trading Post and Telstra Business Systems (TBS)
have been integrated into Telstra Corporation Limited. As aresult,
Trading Post and TBS cease to be separate CGUs. The Trading Post
mastheads and the TBS goodwill, are assessed within Telstra
Corporation Limited (Telstra Entity CGU).

(c) On 9 February 2009, our controlled entity Telstra Octave Holdings
Limited acquired 67% of the issued capital of Octave Investment
Holdings Limited which acquired 100% of the issued capital of Beauty
Sunshine Investments Limited and Sharp Point Group Limited for a
total consideration of $288 million excluding transaction costs. Refer
to note 20 for further details.

(d) The KAZ Group was disposed of on 30 April 2009. Refer to note 20 for
further details
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(e) The Telstra Entity CGU consists of our ubiquitous
telecommunications infrastructure network in Australia, excluding
the Hybrid Fibre Coaxial cable network (HFC network) that we
consider not to be integrated with the rest of our telecommunications
network. Assets that form part of the ubiquitous telecommunications
network are considered to be working together to generate our net
cash flows. No one item of telecommunications equipment is of any
value without the other assets to which it is connected in order to
achieve delivery of our products and services.

As notedin (b) above, the Telstra Entity CGU also includes the Trading
Post mastheads and TBS goodwill.

(f) During fiscal 2009 the digital mapping business of Sensis was
managed and reported as a combined CGU with the former Universal
Publishers Pty Ltd.
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21. Impairment (continued)
Impairment testing

Our impairment testing compares the carrying value of an individual
asset or CGU with its recoverable amount as determined using a value
in use calculation.

Our assumptions for determining the recoverable amount of each
asset and CGU are based on past experience and our expectations for
the future. Our cash flow projections are based on five year
management approved forecasts. These forecasts use management
estimates to determine income, expenses, capital expenditure and
cash flows for each asset and CGU.

We have used the following key assumptions in determining the
recoverable amount of our CGUs to which goodwill or indefinite life
intangible assets has been allocated:

Discount rate Terminal value
(9) growth rate (h)

As at 30 June As at 30 June
2009 2008 2009 2008
% % % %
CSL New World Group. . . . . .. 11.2 10.7 2.0 2.0
TelstraClear Group. . . . ... .. 13.0 14.0 3.0 3.0
Telstra Europe Group . . . . . .. 9.5 9.3 3.0 3.0
SensisGroup . . . ...... ... 13.0 13.3 3.0 3.0
Location Publishing Group. . . . 13.9 14.0 3.0 3.0
Adstream Group . . ... ... .. 13.2 14.1 3.0 3.0
Telstra Business Systems Pty Ltd - 15.6 - 3.0
SouFunGroup .. ......... 15.0 17.8 5.0 5.0
1300 AustraliaPty Ltd . . . . .. 13.6 16.2 3.0 3.0
SequelGroup. . .......... 17.3 - 5.0 -
OctaveGroup. . . ......... 19.5 - 5.0 -
KAZGroup. . . ........... - 14.8 - 3.0
Trading Post mastheads . . . . . - 14.7 - 3.0

(g) Discount rate represents the pre tax discount rate applied to the
cash flow projections. The discount rate reflects the market
determined, risk adjusted, discount rate which was adjusted for
specific risks relating to the CGU and the countries in which they
operate.

(h) Terminal value growth rate represents the growth rate applied to
extrapolate our cash flows beyond the five year forecast period.
These growth rates are based on our expectation of the CGUs long
term performance in their respective markets. The terminal growth
rates for the Australian CGUs are aligned at three percent.

Telstra Entity CGU and HFC Network

With the integration of the Trading Post mastheads and TBS to the
Telstra Entity CGU, we are now required to test this CGU for
impairment on an annual basis.

The HFC network is only reviewed forimpairment whenever events or
changes in circumstances indicate that the carrying amount may not
berecoverable.

Our impairment testing of the Telstra Entity CGU as at 30 June 2009
compares the carrying value of the CGU with its recoverable amount
determined usingavaluein use calculation. We have applied a pre tax
discount rate of 14.1% to the cash flow projections of the CGU. The
discount rate reflects the market determined, risk adjusted, discount
rate which was adjusted for specific risks relating to the CGU. The cash
flows have been extrapolated over the weighted average remaining
service life of our ubiquitous network of 9.24 years.

The cashflow projections and discount rate used in the impairment
testing of the Telstra Entity CGU, and our assessment of the HFC
network, are based on Telstra’s current operating model. As such,
they exclude any potential impact of the proposed National
Broadband Network (NBN). Given the significant level of uncertainty
that currently exists, the potential impacts of NBN on the Telstra
Entity CGU and the HFC network are unknown at this time.
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22. Expenditure commitments

Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
(a) Capital expenditure commitments
Total capital expenditure commitments contracted for at balance date but not
recorded in the financial statements:
Property, plant and equipment commitments
Withinlyear. . . .. .. 577 568 541 527
Within1to5uyears. . . .. ... ... 35 21 35 7
612 589 576 534
Intangible assets commitments
Withinlyear. . . ... .. 59 243 27 193
Within1to5uyears. . . ... ... ... .. 185 222 163 179
244 465 190 372
(b) Operating lease commitments
Future lease payments for non-cancellable operating leases not recorded in the
financial statements:
Withinlyear. . . ... . 423 413 325 329
Within1to5uyears. . . .. . ... 1,040 858 925 748
After5years . ... . L 809 363 779 327
2,272 1,634 2,029 1,404

In addition, in fiscal 2009 the Telstra Group had total future
commitments under cancellable operating leases of $186 million
(2008: $216 million). In fiscal 2009, the Telstra Entity had total future
commitments under cancellable operating leases of $185 million
(2008: $215 million).

Description of our operating leases

We have operating leases for the following types of assets:

¢ rental of land and buildings;

+ rental of motorvehicles, caravan huts and trailers, and mechanical
aids; and

¢ rental of personal computers, laptops, printers and other related
equipment that are used in non communications plant activities.

The weighted average lease term is:

e 6 years for land and buildings;

e 2 years for motor vehicles, 4 years for light commercial vehicles
and 7 to 12 years for trucks and mechanical aids; and

o 3 years for personal computers and related equipment.

The majority of our operating leases relate to land and buildings. We
have several subleases with total minimum lease payments of $19
million (2008: $22 million) for the Telstra Group and $10 million (2008:
$10 million) for the Telstra Entity. Our property operating leases
generally contain escalation clauses, which are fixed increases
generally between 3% and 5%, or increases subject to the consumer
price index or market rate. We do not have any significant purchase
options.
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Contingent rental payments exist for motor vehicles and are not
significant compared with total rental payments made. These are
based on unfair wear and tear, excess kilometres travelled, additional
fittings and no financial loss to be suffered by the leasing company
from changes to the original agreements. Our motor vehicles and
related equipment must also remain in Australia.

A number of our operating leases are considered onerous due to our
transformation project and as such, have been provided for in our
financial statements. Refer to note 16 for further details.



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)
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Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
Note $m $m $m $m
(c) Finance lease commitments
Withinluyear. . . .. ... 38 41 34 37
Within1to5years. . . . ... ... 58 68 43 53
After5years . ... .. 32 36 - -
Total minimumleasepayments . . ... ... ... .. L o 128 145 77 90
Future finance chargesonfinanceleases . ... ....... ... ... ... ....... (33) (38) (7) 9)
Present value of net future minimum leasepayments . . .. ................ 95 107 70 81
Included in the financial statements as:
Currentborrowings . . . . . .. ... 17 31 34 30 33
Noncurrentborrowings . . . . ... ... .. L 17 64 73 40 48
Total finance lease liabilities . . . . ... ... ... ... . . . ... 17 95 107 70 81

Description of our finance leases

We have finance leases for the following types of assets:

e property leases in our controlled entity, Telstra Europe Limited;
and

* computer mainframes, computer processing equipment and other
related equipment.

The weighted average lease term is:

e 24 yearsforthe property leases with a remaining average life of 14
years; and

e 5years for computer mainframes and associated equipment.

Interest rates for our finance leases are:

e property leases interest rate of 11.25%; and

e computer mainframes, computer processing equipment and
associated equipment weighted average interest rate of 5.1%.

In addition to the above finance lease commitments, we previously
entered into US finance leases for communications exchange
equipment with various entities denominated in US dollars. We have
prepaid all lease rentals due under the terms of these leases and have
no additional payment obligations.

These entities lease the communications equipment from the
ultimate lessor and then sublease the equipment to us. We have
guaranteed that the lease payments will be paid by these entities to
the ultimate lessor as scheduled over the lease terms (refer to note 23
for further information).

We hold an early buyout option that we could exercise in fiscal 2011
and fiscal 2013, otherwise the relevant lease period ends during fiscal
2015 and fiscal 2016. Refer to note 13 for further details on
communication assets and equipment that are held under finance
lease.
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Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
(d) Other commitments
Other expenditure commitments, other than commitments dealt
within (a), (b) and (c) above, which have not been recorded in
the financial statements are:
Withinluyear. . . . ... 576 527 557 507
Within1to5uyears. . . ... ... 1,013 824 986 794
After5years . . ... ... 515 210 509 204
2,104 1,561 2,052 1,505

Our other expenditure commitments include contracts for printing,
engineering and operational support services, information
technology services and building maintenance.

Information regarding our share of our jointly controlled and
associated entities’ commitments is included in note 26.
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23. Contingent liabilities and contingent assets

We have no significant contingent assets as at 30 June 2009. The
details and maximum amounts (where reasonable estimates can be
made) are set out below for our contingent liabilities.

Telstra Entity
Common law claims

Certain common law claims by employees and third parties are yet to
beresolved. As at 30 June 2009, management believes that the
resolution of these contingencies will not have a significant effect on
the Telstra Entity's financial position, results of operations or cash
flows. The maximum amount of these contingent liabilities cannot be
reasonably estimated.

Included in our common law claims is the following litigation case:

In November 2002, Seven Network Limited and C7 Pty Limited ('Seven’)
commenced litigation against us and various other parties (‘the
respondents’) in relation to the contracts and arrangements between
us and some of those other parties relating to the right to broadcast
Australian Football League and National Rugby League, the contract
between FOXTEL and us for the provision of HFC cable services (the
Broadband Co-operation Agreement) and other matters.

Seven sought damages and other relief, including that some of these
contracts and arrangements are void. Seven also sought orders which
would, in effect, require a significant restructure of the subscription
television/sports rights markets in Australia.

On 27 July 2007 the Federal Court dismissed Seven's case on all
grounds. Final orders were made and in December 2007 Seven paid
Telstra $13 million in costs. Seven has appealed some aspects of the
decision. The appeal hearing was completed in November 2008 and
the Court's decision was reserved.

Unconditioned Local Loop Service (ULLS) and Line Sharing Service
(LSS)

A number of Telstra competitors have notified access disputes in
relation to ULLS and LSS. The ACCC has made interim determinations
in most of these disputes setting access prices for LSS at $2.50 per
month and the key Band 2 ULL price of $16 per month. We expect the
ACCCto make final determinations in these disputes in late 2009.

Telstra filed judicial review applications in the Federal Court of
Australia challenging a number of the previous ULL and LSS final
determinations made by the ACCCin 2007 and early 2008. The Federal
Court has now heard all of these applications. The Court found in
Telstra's favour in one application challenging a non-price ULLS
provisioning final determination. An aspect of this decision was
appealed by the ACCC and Optus to the Full Court of the Federal Court.
That appeal was allowed but it did not impact upon the original Court
orders. In July 2009, Telstra was not successful in relation to
applications concerning 14 other access seekers.

Exchange Capping

On 19 March 2009 the ACCCissued proceedings against Telstra in the
Federal Court of Australiain relation to 30 separate refusals by Telstra
to provide competitors with access to main distribution frame
facilities in seven of Telstra’s telephone exchanges between January
2006 and February 2008. The ACCC alleges these refusals amounted to
breaches by Telstra of certain access obligations under the
Telecommunications Act 1997 and the Trade Practices Act 1974. The
ACCC also alleges that Telstra engaged in related conduct which was
misleading and deceptive in breach of the Trade Practices Act. The
ACCCis seeking declarations, pecuniary penalties and injunctions.
The case is continuing and is not expected to have a material impact.

Indemnities, performance guarantees and financial support

We have provided the following indemnities, performance guarantees
and financial support through the Telstra Entity as follows:

* Indemnities to financialinstitutions to support bank guarantees to
the value of $309 million (2008: $350 million) in respect of the
performance of contracts.

» Indemnities to financialinstitutions in respect of the obligations of
our controlled entities. The maximum amount of our contingent
liabilities for this purpose was $263 million (2008: $277 million).

» Financial support for certain controlled entities to the amount
necessary to enable those entities to meet their obligations as and
when they fall due. The financial support is subject to conditions
including individual monetary limits totalling $28 million (2008:
$55 million) and a requirement that the entity remains our
controlled entity.

» Guarantees of the performance of jointly controlled entities under
contractual agreements to a maximum amount of $14 million
(2008: $14 million).

e Guarantees over the performance of third parties under
defeasance arrangements, whereby lease payments are made on
our behalf by the third parties over the remaining terms of the
finance leases. The lease payments over the remaining expected
term of the leases amount to $522 million (US$424 million)

(2008: $490 million (US$472 million)). We hold an early buyout
option that we could exercise in fiscal 2011 and fiscal 2013,
otherwise the relevant lease period ends during fiscal 2015 and
fiscal 2016. Referto note 22 for further details on the above finance
leases.
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Telstra Entity (continued)

Indemnities, performance guarantees and financial support
(continued)

e Duringfiscal 1998, we resolved to provide IBM Global Services
Australia Limited (IBMGSA) with guarantees issued on a several
basis up to $210 million as a shareholder of IBMGSA. We issued a
guarantee of $68 million on behalf of IBMGSA during fiscal 2000.
During fiscal 2004, we sold our shareholding in this entity. The $68
million guarantee is provided to support service contracts entered
into by IBMGSA and third parties, and was made with IBMGSA
bankers, or directly to IBMGSA customers. As at 30 June 2009, this
guarantee has still been provided and $142 million (2008: $142
million) of the $210 million guarantee facility remains unused.

Upon sale of our shareholding in IBMGSA and under the deed of
indemnity between shareholders, our liability under these
performance guarantees has been indemnified for all guarantees
that were in place at the time of sale. Therefore, the overall net
exposure to any loss associated with a claim has effectively been
offset.

Other
FOXTEL minimum subscriber guarantees and other obligations

The Telstra Entity and its partners, News Corporation Limited and
Publishing and Broadcasting Limited, and Telstra Media Pty Ltd and
its partner, Sky Cable Pty Ltd, have entered into agreements relating
to pay television programming with various parties and other
miscellaneous contracts. Our share of commitments under these
agreements relate mainly to minimum subscriber guarantees (MSG)
(refer to note 26 for details of MSG commitments).

As we are subject to joint and several liability in relation to certain
agreements entered into by the FOXTEL partnership, we would be
contingently liable if our partners in this relationship failed to meet
any of their obligations. As aresult, our contingent liabilities arising
from FOXTEL’s MSG and other agreements are $1,906 million (2008:
$1,828 million).

3GIS Partnership

During fiscal 2005, Telstra OnAir Holdings Pty Ltd and its partner,
Hutchison 3G Australia Pty Ltd entered into agreements relating to
the occupation of premises to provide 3GSM radio access network
services.

As we are subject to joint and several liability in relation to
agreements entered into by the 3GIS partnership, we would be
contingently liable if our partners in this relationship failed to meet
any of their obligations. As aresult, our contingent liabilities arising
from the above agreements are $116 million (2008: $130 million).
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ASIC deed of cross guarantee

Alist of the companies that are part of our deed of cross guarantee
appear in note 25. Each of these companies (except Telstra Finance
Limited) guarantees the payment in full of the debts of the other
named companiesin the event of theirwindingup. Referto note 25 for
further information.
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24. Post employment benefits

The employee superannuation schemes that we participate in or
sponsor exist to provide benefits for our employees and their
dependants after finishing employment with us. It is our policy to
contribute to the schemes at rates specified in the governing rules for
defined contribution schemes, or at rates determined by the actuaries
for defined benefit schemes.

The defined contribution divisions receive fixed contributions and our
legal or constructive obligation is limited to these contributions.

The present value of our obligations for the defined benefit plans are
calculated by an actuary using the projected unit credit method. This
method determines each year of service as giving rise to an additional
unit of benefit entitlement and measures each unit separately to
calculate the final obligation.

Details of the defined benefit plans we participatein are set out below.
Telstra Superannuation Scheme (Telstra Super)

On 1July 1990, Telstra Super was established and the majority of
Telstra staff transferred into Telstra Super. The Telstra Entity and
some of our Australian controlled entities participatein Telstra Super.

Telstra Super has both defined benefit and defined contribution
divisions. The defined benefit divisions of Telstra Super are closed to
new members.

The defined benefit divisions provide benefits based on years of
service and final average salary. Post employment benefits do not
include payments for medical costs.

Contribution levels made to the defined benefit divisions are designed
to ensure that benefits accruing to members and beneficiaries are
fully funded as the benefits fall due. The benefits received by
members of each defined benefit division take into account factors
such as the employees’ length of service, final average salary,
employer and employee contributions.

An actuarial investigation of this scheme is carried out at least every
three years. The next investigation will be carried out as at 30 June
2009, and work on this has commenced.

HK CSL Retirement Scheme

Our controlled entity, Hong Kong CSL Limited (HK CSL), participatesin
a superannuation scheme known as the HK CSL Retirement Scheme.
This scheme was established under the Occupational Retirement
Schemes Ordinance (ORSO) and is administered by an independent
trustee. The scheme has three defined benefit sections and one
defined contribution section. Actuarialinvestigations are undertaken
annually for this scheme.

The benefits received by members of the defined benefit schemes are
based on the employees’ remuneration and length of service.

Measurement dates

For Telstra Super actual membership data as at 30 April was used to
value precisely the defined obligations as at that date. Details of
assets, contributions, benefit payments and other cash flows as at 31
May were also provided in relation to Telstra Super. These April and
May figures were then rolled up to 30 June to allow for changes in the
membership and actual asset return.

Actual membership data as at 31 May was used to precisely measure
the defined benefit liability as at that date for the HK CSL Retirement
Scheme. Details of assets, contributions, benefit payments and other
cash flows as at 30 June were also provided in relation to the HK CSL
Retirement Scheme.

The fair value of the defined benefit plan assets and the present value
of the defined benefit obligations as at the reporting date is
determined by our actuary. The details of the defined benefit
divisions are set out in the following pages.

Other defined contribution schemes

A number of our subsidiaries also participate in defined contribution

schemes which receive employer and employee contributions based
on a percentage of the employees’ salaries. The Telstra Group made
contribution to these schemes of $26 million for fiscal 2009 (2008: $23
million).
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(a) Net defined benefit plan liability / asset - historical summary
Our net defined benefit plan liability / asset recognised in the

statement of financial position for the current and previous periods is
determined as follows:

Telstra Group
As at 30 June
2009 2008 2007 2006 2005
$m $m $m $m $m
Fair value of defined benefit planassets(c) . . . . ....... ... ... . ... 2,503 3,205 4,342 4,553 4,518
Present value of the defined benefit obligation(d). . . .. ... ......... 2,847 3,048 3,646 3,675 4,308
Net defined benefit (liability) / asset before adjustment for contributions tax (344) 157 696 878 210
Adjustment for contributionstax . .. ....... . .. L L oo (62) 25 118 151 37
Net defined benefit (liability) / assetat30June . . . ... ... ... ... ... (406) 182 814 1,029 247
Comprisesof:. . .. ... . . . L
Defined benefitasset. . . . . . ... ... . . . ... ... 8 182 814 1,029 247
Defined benefitliability . . .. ......... ... ... ... ... .. .. ... . (414) - - - -
(406) 182 814 1,029 247
Experience adjustments:
Experience adjustments arising on defined benefit plan assets - (loss)/gain . (593) (525) 261 480 155
Experience adjustments arising on defined benefit obligations - gain/(loss) . 72 41 69 (206) (44)
Telstra Entity
As at 30 June
2009 2008 2007 2006 2005
$m $m $m $m $m
Fair value of defined benefit planassets(c) . . . . ....... ... ... ... 2,430 3,127 4,244 4,458 4,439
Present value of the defined benefit obligation(d). . . .. ... ......... 2,782 2,990 3,578 3,605 4,234
Defined benefit (liability) / asset before adjustment for contributions tax . . (352) 137 666 853 205
Adjustment for contributionstax . .. ... ... . . L oL oL (62) 24 117 151 37
Defined benefit (liability) / assetat30June. . . . . . ... ... ... ... ... (414) 161 783 1,004 242
Experience adjustments:
Experience adjustments arising on defined benefit plan assets - (loss)/gain . (574) (526) 252 474 152
Experience adjustments arising on defined benefit obligations - gain/(loss) . 74 41 70 (206) (47)
(b) Reconciliation of net defined benefit liability / asset
Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
Net defined benefit asset at beginning of period . Ce 182 814 161 783
Defined benefit expense - recognised in the income statement (e). e e e (132) (198) (132) (197)
Actuarial (loss)/gain - recognised directly in equity(e) . . .. .. .. .. .. .. .. .. (553) (434) (540) (425)
Employer cash contributions - defined benefit divisions. . . .. .. .. .. .. .. .. 99 1 97 -
Foreign exchange differences . . . . (2) (1) - -
Net defined benefit (llabllltg)/asset at end of perlod (406) 182 (414) 161
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(c) Reconciliation of changes in fair value of plan assets

Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
Fair value of defined benefit plan assets at beginningofyear . . . . . .. .. .. 3,205 4,342 3,127 4,244
Expectedreturnonplanassets. . .. ... ... ... ... . L L L. 252 321 244 315
Employer contributions . . ... ... . L o L 99 1 97 -
Contributionstax . . . . . ... L (15) - (15) -
Member contributions . . . .. ... o oo 44 36 44 36
Notional transfer of funds for defined contribution benefits. . . . . ... ... ... (45) (142) (45) (142)
Benefitspaid (i) . ... ... ... .. . . (450) (806) (441) (790)
Actuarialloss. . . . . . (593) (525) (574) (526)
Planexpensesaftertax. . . .. ........ ... . ... ... L L (7) (10) (7) (10)
Foreign currency exchange differences. . . ... ....... ... ... ... . ... 13 (12) - -
Fair value of defined benefit plan assetsatend ofyear . . . .. ... ... ... . 2,503 3,205 2,430 3,127
The actualreturn on defined benefit plan assets was -11.6% (2008:
-5.7%) for Telstra Super and -11.7% (2008: 1.88%) for HK CSL Retirement
Scheme.
(d) Reconciliation of changes in present value of wholly funded
defined benefit obligation
Telstra Group Telstra Entity
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m $m $m
Present value of defined benefit obligation at beginningofyear . . . . . . . .. 3,048 3,646 2,990 3,578
Currentservicecost . . . ... ... . ... .. L 143 175 139 171
Interestcost. . . ... ... .. 167 183 164 180
Member contributions . . . ... ... oo L oL 31 13 31 13
Benefitspaid (i) . ... ... ... . .. . ... (450) (806) (441) (790)
Actuarialgain . .. ... L (121) (155) (115) (165)
Curtailmentloss . . . .. ... ... . . 14 3 14 3
Foreign currency exchange differences. . . ... ....... ... ... ... ... . 15 (11) - -
Present value of wholly funded defined benefit obligation at end of year 2,847 3,048 2,782 2,990

(i) Benefits paid include $425 million (2008: $760 million) of
entitlements (to exiting defined benefit members) which have been
retained in Telstra Super but transferred to the defined contribution
scheme.

For fiscal 2010, we expect to pay total benefit payments of $296
million (including benefits retained) to defined benefit members of
Telstra Super and HK CSL Retirement Scheme.
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(e) Amounts recognised in the income statement and in equity

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2009 2008 2009 2008
Note $m $m $m $m
The components of defined benefit plan expense recognised in the income
statement within labour expenses are as follows:
Currentservicecost . . . . ... .. .. L 143 175 139 171
Interestcost. . . ... ... . 167 183 164 180
Expectedreturnonplanassets. . . . ... ... . .. L (252) (321) (244) (315)
Member contributions . . . . . ... L (13) (24) (13) (24)
Curtailmentloss . . . ... .. . 14 3 14 3
Planexpensesaftertax. . . .. ... ... ... . L L L 7 10 7 10
Notional transfer of funds for defined contribution benefits. . . ... ........... 45 142 45 142
Adjustment for contributionstax . . ... ... o o L oo 21 30 20 30
132 198 132 197
Employer contributions - defined contribution divisions . . . . . ... ... ... ... . 97 - 97 -
Total expense recognised in theincomestatement . . . . ... ...... ... ... 7 229 198 229 197
The movements in the defined benefit plans recognised directly in equity in
the statement of comprehensive income are as follows:
Actuarial loss on plan assets due to decreasing asset values and asset returns . . . . . (593) (525) (574) (526)
Actuarial gain on obligation due to changeinassumptions . . . .. ............ 49 114 41 125
Actuarial gain on obligation dueto experience. . . ... ....... ... ... . ... 72 41 74 40
Adjustment for contributionstax . .. ... ... . L L oo (81) (64) (81) (64)
(553) (434) (540) (425)
Attributable to:
Equity holders of Telstra Entity. . . . . ... ... ... ... ... . ... ... ... . ... (546) (434) (540) (425)
Minorityinterest. . . . . . ... . (7) - - -
(553) (434) (540) (425)
Cumulative actuarial (losses)/gains recognised directlyinequity . .. ... ... .. .. (92) 461 (88) 452
(f) Categories of plan assets
The weighted average asset allocation as a percentage of the fair
value of total plan assets as at 30 June are as follows:
Telstra Super HK CSL Retirement Scheme
As at 30 June As at 30 June
2009 2008 2009 2008
Target Actual Target Actual Target Actual Target Actual
% % % % % % % %
Asset allocations
Equity instruments . . .. ... ... 35 32 35 33 60 59 60 61
Debtinstruments . . ... ...... 18 5 18 5 35 36 35 33
Property. ... ............. 10 25 10 20 - - - -
Cash ... ... ... ... .. ... 2 3 2 16 5 5 5 6
Privateequity . ... ......... 11 22 11 12 - - - -
Infrastructure. . ... ... ... .. 5 5 5 4 - - - -
International hedge funds. . . . . . 19 8 19 10 - - - -
100 100 100 100 100 100 100 100

Telstra Super’s investments in debt and equity instruments include
bonds issued by and shares in Telstra Corporation Limited. Refer to
note 29 for further details.
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(g) Principal actuarial assumptions

We used the following major assumptions to determine our defined
benefit plan expense for the year ended 30 June:

HK CSL Retirement
Telstra Super Scheme
Year ended 30 June Year ended 30 June
2009 2008 2009 2008
% % % %
Discountrate. . ... ... .. . ... ... 5.5 5.1 3.8 4.75
Expected rate of returnonplanassets(i). . . .. ....... . ... ... ... ... 8.0 8.0 6.3 7.4
Expected rate of increase in futuresalaries . . . ... .. ... ... .. . L L . 4.0 3.5-4.0 4.5 4.0
We used the following major assumptions to determine our defined
benefit obligations at 30 June:
HK CSL Retirement
Telstra Super Scheme
Year ended 30 June Year ended 30 June
2009 2008 2009 2008
% % % %
Discountrate (i) . . . . . . . . . . e 5.52 5.5 3.0 3.8
Expected rate of increase in future salaries (iii) . . . .. ....... ... ... . ... ... 2.9-4.0 4.0 1.0-4.0 4.5

(i) The expected rate of return on plan assets has been based on
historical and future expectations of returns for each of the major
categories of asset classes over the subsequent 10 year period, or
longer. Estimates are based on a combination of factors including the
current market outlook for interest rates, inflation, earnings growth
and currency strength. To determine the aggregate return, the
expected future return of each plan asset class is weighted according
to the strategic asset allocation of total plan assets.

(ii) The present value of our defined benefit obligations is determined
by discounting the estimated future cash outflows using a discount
rate based on government guaranteed securities with similar due
dates to these expected cash flows.

For Telstra Super we have used the 10-year Australian government
bond rate as it has the closest term that one could get from the
Australian bond market to match the term of the defined benefit
obligations. We have not made any adjustment to reflect the
difference between the term of the bonds and the estimated term of
liabilities due to the observation that the current government bond
yield curve is reasonably flat, implying that the yields from
government bonds with a term less than 10 years are expected to be
very similar to the extrapolated bond yields with a term of 12 to 13
years.

For the HK CSL Retirement Scheme we have extrapolated the 7 year
and 10 year yields of the Hong Kong Exchange Fund Notes to 16 years
to match the term of the defined benefit obligations.

(iii) Our assumption for the salary inflation rate for Telstra Super is
2.9% and 4% thereafter which is reflective of our long term expectation
for salary increases. The salary inflation rate for HK CSL Retirement
Schemeis 2% in fiscal 2010, 3% in fiscal 2011 and 4% thereafter which
reflects the long term expectations for salary increases.
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(h) Employer contributions
Telstra Super

During the financial year, Telstra recommenced making cash
contributions to the Telstra Superannuation Scheme (Telstra Super).
This has occurred due to the reduction in the market values of
investments triggering the funding deed we have with Telstra Super.
This funding deed requires contributions to be made when the
average vested benefits index (VBI) in respect of the defined benefit
membership (theratio of defined benefit plan assets to defined benefit
members’ vested benefits) of a calendar quarterfallsto 103% or below.
For the quarter ended 30 June 2009, the VBl was 82% (30 June 2008:
104%). In accordance with the funding deed we have paid
contributions totalling $260 million for the year ended 30 June 2009.
Note that this includes employees pre-tax salary sacrifice
contributions, which are excluded from the employer contributionsin
the reconciliations above. The current contribution rate for the
defined benefit divisions of Telstra Super, effective June 2009, is 27%.

The vested benefits, which forms the basis for determining our
contribution levels under the funding deed, represents the total
amount that Telstra Super would be required to pay if all defined
benefit members were to voluntarily leave the fund on the valuation
date. The VBI assesses the short term financial position of the plan.
On the other hand the liability recognised in the statement of
financial position is based on the projected benefit obligation (PBO),
which represents the present value of employees’ benefits assuming
that employees will continue to work and be part of the fund until
their exit. The PBO takes into account future increases in an
employee’s salary and provides a longer term financial position of the
plan.

We will continue to monitor the performance of Telstra Super and
reassess our employer contributions in light of actuarial
recommendations. We expect to contribute approximately $500
million in fiscal 2010.

HK CSL Retirement Scheme

The contributions payable to the defined benefit divisions are
determined by the actuary using the attained age normal funding
actuarial valuation method.

Employer contributions made to the HK CSL Retirement Scheme for
the financial year ended 30 June 2009 was $2 million (2008: $1
million). We expect to contribute $2 million to our HK CSL Retirement
Schemein fiscal 2010.

Annual actuarial investigations are currently undertaken for this
scheme by Mercer Hong Kong Limited.
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Below is a list of our investments in controlled entities.

Country of Telstra Entity’s recorded % of equity held by
Name of entity incorporation amount of investment (#) immediate parent
As at 30 June As at 30 June
2009 2008 2009 2008
$m $m % %
Parent entity
Telstra Corporation Limited(a). . . . ............... Australia
Controlled entities
Telstra Finance Limited(a) ... .................. Australia - - 100.0 100.0
Telstra Corporate Services Pty Limited (a)(b) . . ... ... .. Australia 5 5 100.0 100.0
Transport Communications AustraliaPtyLtd. . . . . ... .. Australia 4 4 100.0 100.0
Telstra ESOP Trustee Pty Limited . ... ... .......... Australia - - 100.0 100.0
Telstra GrowthsharePtyltd . .. .............. ... Australia - - 100.0 100.0
Telstra Media Pty Limited . . . ... ............. ... Australia 393 393 100.0 100.0
Telstra Multimedia Pty Limited(a) ... ............. Australia 2,678 2,678 100.0 100.0
Telstra International Limited(a) . . . .. ... .......... Australia 2 2 100.0 100.0
TelstraNew Wave Pty Ltd(b) . . .. ....... ... ... ... Australia 1 1 - 100.0
TelstraPay TVPtyltd(a) ... ....... ... ... ... ... Australia - - 100.0 100.0
HypertokensPtyLtd(b) . . ... ... ... ... .. ... ... Australia - - - 100.0
Hypermax HoldingsPtylLtd . ................... Australia 8 8 100.0 100.0
Chief EntertainmentPtyltd ... ................. Australia - - 100.0 100.0
Data & Text Mining Technologies Pty Ltd(b) . . . ... .. .. Australia - - - 100.0
Telstra 3G Spectrum HoldingsPtyLtd . . ... ... ...... Australia 302 302 100.0 100.0
Telstra OnAir Holdings Pty Ltd . . . . ............... Australia 478 478 100.0 100.0
Converged Networks Pty lLtd(b) . . ... ............. Australia 1 1 100.0 100.0
Telstra Payment Solutions Pty Limited(b) . . . . .. ... ... Australia - 56 - 100.0
Telstra Business Systems Pty Ltd(a). . . . .. .......... Australia 69 69 100.0 100.0
TelstraPlusPtyltd . .. ....... ... ... ... . ..... Australia - - 100.0 100.0
Clayton 770Ptyltd . . . ... ... ... ... ... . ...... Australia - - 100.0 100.0
1300 AustraliaPtyltd .. ........ ... .. .. L. Australia 20 20 85.0 85.0
¢ AlphaPhoneWordsPtylLtd . . . ............... Australia - - 100.0 100.0
Telstra Communications Limited(a) . .............. Australia 29 29 100.0 100.0
 Telecom Australia (Saudi) Company Limited (c)(d)(e) . . Saudi Arabia - - 50.0 50.0
TelstraRewardsPtylLtd(b) . ... ........ ... ... ... Australia 10 14 100.0 100.0
e TelstraVisaCard Trust(b) . . ... .............. Australia - - - 100.0
e Qantas TelstraCard Trust(b) . .. ... ........... Australia - - - 100.0
o Telstra Visa Business Card Trust(b) . ... ......... Australia - - - 100.0
Communications Network Holdings Pty Ltd (b) . . . . . . ... Australia 4 4 100.0 100.0
¢ Advanced Digital Communications (WA) Pty Ltd (b) . . . Australia - - 100.0 100.0
» Western Communication Solutions Pty Ltd(b) . . . . .. Australia - - 100.0 100.0
Adstream (Aust)Ptyltd ... ....... ... ... ... Australia 22 23 64.4 58.0
e Adstream Limited . . . .. ... ... ... L L. New Zealand - - 100.0 100.0
e Quickcut (Aust)Ptyltd . . ... ... ... L. Australia - - 100.0 100.0

(continued over page)
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Country of Telstra Entity’s recorded % of equity held by
Name of entity incorporation amount of investment (#) immediate parent
As at 30 June As at 30 June
2009 2008 2009 2008
Controlled entities (continued) $m $m % %
TelstraHoldings Pty Ltd(a) . . . .. ................ Australia 7,307 7,176 100.0 100.0
e Telstra International Holdings Limited . . . .. ... ... Bermuda - - 100.0 100.0
* SouFun Holdings Limited (c)(d). . . .. ... ...... Cayman Islands - - 55.0 55.0
e SouFun.com (Shenzhen) Ltd (c). . . ... ...... China - - 100.0 100.0
e SouFun.com (Tianjin)Ltd(c) . ............ China - - 100.0 100.0
e SouFun.com (Chongqing) Ltd(c) . . . . . ... ... China - - 100.0 100.0
e SouFun.com (Guangzhou) Ltd(c). . . . . ... ... China - - 100.0 100.0
e SouFun.com (Shanghai)Ltd (c). . . ... ... ... China - - 100.0 100.0
« Beijing SouFun Information Consultancy Co. Ltd
(Q) e e e e China - - 90.0 90.0
e ChinaIndex Academy Limited (c) ... ....... Hong Kong - - 100.0 100.0
 Selovo Investments Limited (¢). . . .. ... .... British Virgin Islands = - 100.0 100.0
* Max Impact Investments Limited (c). . . . . . . Hong Kong - - 100.0 100.0
 Zhongzhishizheng DataTechnology
(Beijing) Co. Ltd(c). . .. ............ China - - 100.0 100.0
e Pendiary Investments Limited(c) . ......... British Virgin Islands - - 100.0 100.0
* Bravo Work Investments Limited (c). . . . . . . Hong Kong - - 100.0 100.0
* SouFun Media Technology (Beijing) Co.
Ltd(c) . ... ... China - - 100.0 100.0
* SouFun Network Technology (Beijing) Co.
Limited(c). . . .. ... ........... China - - 100.0 100.0
* KAZ Computer Services Hongkong Limited (e). . . . . .. Hong Kong - - 75.0 75.0
e SequelLimited(c)(d) . .. ...... .. ... . ..... Cayman Islands - - 55.0 55.0
* Cheerbright International Holdings Limited (c) . . . . British Virgin Islands - - 100.0 100.0
* Beijing Cheerbright Technologies Co. Ltd () . . . . China - - 100.0 100.0
 China Topside Limited (c). . . ... ............ British Virgin Islands - - 100.0 100.0
* Beijing Topside Technologies Co. Ltd (c). . . . . . . China - - 100.0 100.0
« Norstar Advertising Media Holdings Limited (c). . . . Cayman Islands - - 100.0 100.0
* Beijing Gold Norstar Information Technology Co.
Ltd(C) © o v oo China - - 100.0 100.0
» Union Tough Advertisement Limited (c) ... ... Hong Kong - - 100.0 100.0
* Haocheng Shidai (Beijing) Advertisement Co.
Ltd(e)(d). . ..o oo China - - 30.0 30.0
o Telstra Asia Holdings Limited (¢)(f). . . . .......... British Virgin Islands - - 100.0 -
o Telstra Octave Holdings Limited (c)(d)(f) . . . .. ... British Virgin Islands - - 100.0 -
« Octave Investments Holdings Limited (c)(f) . . . . British Virgin Islands - - 67.0 -
« Beauty Sunshine Investments Limited (c)(f) . . British Virgin Islands - - 100.0 -
« Beijing Wireless Permanence Technology
Company Limited (¢)(f). . . ... ...... China - - 100.0 -
« Sharp Point Group Limited (¢)(f) . . . ... ... British Virgin Islands - - 100.0 -
* Beijing Liang Dian Shi Jian Technology
Company Limited (¢)(f). . . ... ...... China - - 100.0 -
* Reach Holdings Limited (c)(e)(f) ... ............ Mauritius - - 100.0 -
« Reach Network India Private Limited (c)(e)(f) . . . . . India - - 99.9 -
* Reach Data Services India Private Limited (c)(e)(f) . . India - - 99.9 -

(continued over page)
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Country of Telstra Entity’s recorded % of equity held by
Name of entity incorporation amount of investment (#) immediate parent
As at 30 June As at30June

2009 2008 2009 2008

Controlled entities (continued) $m $m % %
« Beijing Australia Telecommunications Technical

Consulting Services Company Limited(c) . ... ... .. China - - 100.0 100.0

e Telstra Holdings (Bermuda) No. 2 Limited . . . ... ... Bermuda - - 100.0 100.0

» CSL New World Mobility Limited . . . . ... ... ... Bermuda - - 76.4 76.4

e Bestclass HoldingsLtd(b) . . ... .......... British Virgin Islands - - 100.0 100.0

e New World PCS Holdings Limited. . . . . ... ... Cayman Islands - - 100.0 100.0

eCSLLimited . . . ........ ... ... ... .. Hong Kong - - 100.0 100.0

¢ Hong Kong CSL Limited. . . ... ... .. .. Hong Kong - - 100.0 100.0

¢ Big Bang Holdings Limited (f). . . .. .. .. Hong Kong - - 100.0 -

e One2Free PersonalComlLtd .. ........ Hong Kong - - 100.0 100.0

* Integrated Business Systems Limited . . . . Hong Kong - - 100.0 100.0

e New World PCS Limited. . . . .. ... .. .. Hong Kong - - 100.0 100.0

¢ New World Mobility Limited . .. ... ... Hong Kong - - 60.0 100.0

e New World 3G Limited . .. ............ Hong Kong - - 100.0 100.0

o Telstra Holdings (Bermuda) No 1 Limited. . . . ... ... Bermuda - - 100.0 100.0

e Telstra International HK Limited . . . .. .......... Hong Kong - - 100.0 100.0

* Damovo Hong Kong Limited(g) . ............ Hong Kong - - - 100.0

e TelstraJapanRetail KK . . . .. ... ... ... .... Japan - - 100.0 100.0

¢ Telstra International Holdings No. 2 Limited . ... ... Bermuda - - 100.0 100.0

e Telstra SingaporePteltd. . . . ................ Singapore - - 100.0 100.0

e Telstra Global Limited . ... ................. United Kingdom - - 100.0 100.0

ePTTelstraNusantara . . .. ................ Indonesia - - 100.0 100.0

eTelstralimited . . .. ......... ... ... ..... United Kingdom - - 100.0 100.0

o Telstra (Cable Telecom) Limited. . . . .. ... ... United Kingdom - - 100.0 100.0

o Telstra (PSINet) Limited . ... .......... United Kingdom - - 100.0 100.0

e Telstra (CTE) Limited . . ... ............. United Kingdom - - 100.0 100.0

e Cable Telecommunicationltd . .. ... ...... United Kingdom - - 100.0 100.0

e PSINet Datacentre UKLtd . . . ............ United Kingdom - - 100.0 100.0

¢ Inteligen Communications Limited . ... ... .. United Kingdom - - 100.0 100.0

e PSINet Jersey Limited . ................ Jersey - - 100.0 100.0

¢ PSINet Hosting Centre Limited . . . . .. ... ... Jersey - - 100.0 100.0

e Cordoba Holdings Limited . . .. ........... Jersey - - 100.0 100.0

e London Hosting Centreltd . ... .......... Jersey - - 100.0 100.0

eTelstralnc. . . ... ... . United States - - 100.0 100.0

o Telstra India (Private) Limited (¢) . . . . ... ........ India - - 100.0 100.0

eTelstraNZLimited . . ... ... ... ... ... ...... New Zealand - - 100.0 100.0

e Telstra New Zealand Holdings Limited . . . .. ... ... New Zealand - - 100.0 100.0

e TelstraClear Limited . . ... ............... New Zealand - - 100.0 100.0

* Sytec Resources (Australia) Pty Ltd (b) . . . . . .. Australia - - - 100.0

* DMZ Global (Australia) Pty Ltd(b) . . . . ... ... Australia - - - 100.0

» CLEAR Communications Limited . . . .. ... ... New Zealand - - 100.0 100.0

(continued over page)
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Country of Telstra Entity’s recorded % of equity held by
Name of entity incorporation amount of investment (#) immediate parent
As at 30 June As at 30 June
2009 2008 2009 2008
Controlled entities (continued) $m $m % %
Network Design and Construction Limited (a) Australia 20 20 100.0 100.0
¢ NDCGlobal Holdings Pty Limited(a) ... ......... Australia - - 100.0 100.0
* NDC Telecommunications India Private Limited (b)(c) India - - 98.0 98.0
e PTNDCIndonesia(b) . . ........... Indonesia - - 95.0 95.0
* NDC Global Services Pty Limited (a) . . . . ... ...... Australia - - 100.0 100.0
* NDC Telecommunications India Private Limited (b)(c)  India - - 2.0 2.0
Telstra Services Solutions Holdings Limited (a) Australia 514 514 100.0 100.0
¢ KAZ Group Pty Limited(g) . . . ... .. .. .. Australia - - - 100.0
 Enhanced Processing Technologies Inc (b) United States - - - 100.0
» KAZ Technology Services Pty Ltd(g). . . ... ... .. Australia - - - 100.0
SensisPtyltd(a). . .. ........ ... ... ... Australia 851 851 100.0 100.0
e Just Listed Pty Limited(a) . . . . ... ..... Australia - - 100.0 100.0
e Location Navigation Pty Ltd (f) Australia - - 100.0 -
e Research ResourcesPtyltd . . .. ... . ... Australia - - 100.0 100.0
o CitySearch Australia Pty lLtd . ... ... ... Australia - - 100.0 100.0
« Trading Post (Australia) Holdings Pty Ltd (a) Australia - - 100.0 100.0
* Trading Post Group Pty Limited(a). . . . .. ... ... Australia - - 100.0 100.0
e The Melbourne Trading Post Pty Ltd (a) Australia - - 100.0 100.0
e The National Trading Post Pty Ltd (a) Australia - - 100.0 100.0
e Australian Retirement Publications

PtyLimited . . ... .......... Australia - - 100.0 100.0
e Collectormania Australia Pty Ltd (a)(b) Australia - - 100.0 100.0
e The Personal Trading Post Pty Limited (a) Australia - - 100.0 100.0
e Auto Trader AustraliaPtyLtd(a) . . . .. ... ... Australia - - 100.0 100.0
e WA Auto Trader Pty Ltd(a). . . ... ... .... Australia - - 100.0 100.0
* Trading Post (TCA) Pty Limited (a) . . . . ... ... Australia - - 100.0 100.0
* Trading Post Australia Pty Limited (a) Australia - - 100.0 100.0
¢ Sensis Holdings Pty Ltd(a). . . . ... ... .. Australia - - 100.0 100.0
« Telstra Sensis (Beijing) Co Limited (c)(e)(f) China - - 100.0 -
e Universal Publishers Pty Limited(a) . . . . ... ...... Australia - - 100.0 100.0
e Sensis (Victoria) PtyLtd . .. .......... Australia - - 100.0 100.0

Total investment in consolidated entities

12,718 12,648

#The amounts recorded are before any provision for reduction in value.
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(a) ASIC deed of cross guarantee

A deed of cross guarantee was entered into on 28 June 2006, pursuant
to an ASIC Order dated 22 June 2006 (ASIC Order).

The following companies are part of the deed of cross guarantee:

e Telstra Corporation Limited;

e Telstra Multimedia Pty Limited;

e Telstra International Limited;

e Telstra Communications Limited;

¢ Telstra Holdings Pty Ltd,;

* Network Design and Construction Limited;
e NDCGlobal Services Pty Limited;

e NDCGlobal Holdings Pty Limited;

e Telstra Services Solutions Holdings Limited;
¢ Sensis Pty Ltd;

¢ Universal Publishers Pty Limited;

» Sensis Holdings Pty Ltd;

e Telstra Pay TV Pty Ltd; and

e Telstra Business Systems Pty Ltd.

KAZ Group Pty Limited was sold during the year and removed from the
deed by way of notice of disposal on 7 May 2009. Refer to (g) for
further details.

The following entities were removed from the deed by way of a
revocation deed on 28 October 2008:

e Collectormania Australia Pty Ltd;

e Trading Post (Australia) Holdings Pty Ltd;
e Trading Post Group Pty Limited;

e The Melbourne Trading Post Pty Ltd;

e The National Trading Post Pty Ltd;

e ThePersonal Trading Post Pty Limited;

¢ Auto Trader Australia Pty Ltd;

e WA Auto Trader Pty Ltd;

e Just Listed Pty Limited;

e Trading Post (TCA) Pty Limited;

e Trading Post Australia Pty Limited; and

e Telstra Corporate Services Pty Limited (23 December 2008).

Telstra Finance Limited is trustee. However, it is not a group entity
under the Deed.

The relevant group entities under the deed:

» form a closed group and extended closed group as defined in the
ASIC Class Order 98/1418 (Class Order) and the ASIC Order;

» donot have to prepare and lodge audited financial reports under
the Corporations Act 2001. This does not apply to Telstra
Corporation Limited; and

e guarantee the payment in full of the debts of the other parties to
the deed in the event of their winding up.

ASIC deed of cross guarantee financial information

The consolidated income statement and statement of financial
position of the closed group is presented according to the Class Order
as follows. This excludes Telstra Finance Limited. All significant
transactions between members of the closed group have been
eliminated.
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25. Investments in controlled entities (continued)

(a) ASIC deed of cross guarantee financial information (continued)

Closed group statement of financial position Closed group
As at 30 June
2009 2008
$m $m

Current assets
Cashand cash equivalents . . . . . . .. ... 1,035 587
Trade and otherreceivables. . . . . . . . . . . e 3,715 3,662
INVeNtories . . . . . . e e 226 283
Derivative financial assets. . . . . . . . . . . . e 128 54
Currenttaxreceivables. . . . . . . . . . . e 100 -
Prepayments . . . . . . 244 260
Total current assets . . . . . . . . . e 5,448 4,846
Non current assets
Trade and otherreceivables. . . . . . . . . e 1,193 1,141
INVeNtories . . . . . . . e 18 12
Investments - accounted for using the equitymethod . . . .. .. ... ... ... ... . o L oL 13 12
Investments-other. . . . . . . . e 3,545 3,261
Property, plantand equipment. . . . .. ... L 22,423 22,781
Intangible assets. . . . . . .. 5,543 4,980
Derivative financial assets. . . . . . . . . 1,073 bbby
Non currenttaxreceivables . . . . . . . . . . e 172 -
Defined benefitassets . . . . . . . . . .. e - 161
Totalnon current assets . . . . . . . .. .. e e e 33,980 32,792
Totalassets. . . . . . . . .. e e 39,428 37,638

Current liabilities

Tradeand otherpayables . . . . . .. ... . e 3,223 3,538
ProVISIONS . . . . L e 448 502
BOrrowings . . . . . 2,390 2,325
Derivative financial liabilities. . . . . . . . . . 111 82
Currenttax payables . . . . . . . 220 222
Revenuereceivedinadvance . . . . . . . . .. 1,062 1,171
Total current liabilities . . . . . . . . 7,454 7,840
Non current liabilities

Tradeandotherpayables . . . . ... ... . .. 53 56
PrOVISIONS . . . o 750 768
BOrrowings . . . . . 15,361 13,431
Derivative financial liabilities. . . . . . . . . . . . e 819 1,222
Deferred tax liabilities . . . . . . . . . . 1,506 1,503
Revenuereceivedinadvance . . . . . . . .. 353 354
Defined benefitliability . . . .. ... ... . . 414 -
Total non current liabilities . . . . . . . . . . . e 19,256 17,334
Totalliabilities . . . . . . . . . . . . e e 26,710 25,174
Netassets. . . . ... . e e e 12,718 12,464
Equity

Sharecapital . . . . . . e 5,576 5,534
ReSerVes . . . e 96 168
Retained profits . . . . . . . . . 7,046 6,762
Equity availabletotheclosedgroup. . . . ... ... ... ... .. 12,718 12,464
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25. Investments in controlled entities (continued)

(a) ASIC deed of cross guarantee financial information (continued)

Closed group income statement and retained profits reconciliation Closed group
Year ended 30 June
2009 2008
$m $m
Income
Revenue (excluding financeincome) . . . . ... .. L 23,384 22,987
Otherincome. . . . . . . ... e 104 173
23,488 23,160
Expenses
LabouUr . . . e 3,803 3,891
Goods andservicespurchased . . .. ... ... 4,333 4,300
Otherexpenses. . . . ... .. ... ... 5,066 4,986
13,202 13,177
Share of net (profit)/loss from jointly controlled and associated entities . . . ... ....... ... ... ... ... (3) 1
13,199 13,178
Earnings before interest, income tax expense, depreciation and amortisation (EBITDA) . .. ... ......... 10,289 9,982
Depreciation and amortisation. . . . .. ... L 3,832 3,745
Earnings before interest and income taxexpense (EBIT) . . ... ... ... ... ... ... ... . ... ... ... 6,457 6,237
Financeincome . . . . . .. . 124 123
FINANCe COStS . . . . . . e e 953 1,152
Net finance costs . . . . . . . e 829 1,029
Profitbeforeincometaxexpense. . . . .. ... ... ... .. 5,628 5,208
Incometaxexpense. . . . ... ... ... 1,549 1,461
Profit for the year availabletotheclosedgroup . . . .. ........ ... ... ... . ... ... .. .. .. .. 4,079 3,747
Retained profits at the beginning of the financial year available to the closedgroup . . . . ... .......... 6,762 6,819
Actuarial loss on defined benefit plans (net of taxeffect) . . . ....... ... ... ... ... ... ... .. ... (377) (298)
Effect on retained profits from removal of entities fromthe closedgroup . . .. ... ... ... ... ... . ... 56 (30)
Total available for distribution . . . . . . . . . . .. .. e 10,520 10,238
Dividends paid . . . . . . ... (3,474) (3,476)
Retained profits at the end of the financial year available to theclosedgroup . . ... ... ... ........ 7,046 6,762
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25. Investments in controlled entities (continued)
(b) Liquidations and deregistrations (d) Controlled entities in which our equity ownership is less than or
equal to 50%

The following companies were liquidated or deregistered during fiscal

2009: * We have no direct equity interest in the following entities within

e Bestclass Holdings Ltd;

¢ Telstra New Wave Pty Ltd;

¢ Hypertokens Pty Ltd;

» Data & Text Mining Technologies Pty Ltd;
o Telstra Payment Solutions Pty Limited;
o Telstra Visa Card Trust;

e Qantas Telstra Card Trust;

e Telstra Visa Business Card Trust;

e Sytec Resources (Australia) Pty Ltd;

e DMZGlobal (Australia) Pty Ltd; and

e Enhanced Processing Technologies Inc.

The following companies have applied to the ASIC for deregistration
during fiscal 2009:

o Telstra Corporate Services Pty Limited;

¢ Collectormania Australia Pty Ltd;

e Communications Network Holdings Pty Ltd;

e Converged Networks Pty Ltd;

e Advanced Digital Communications (WA) Pty Ltd;

e Western Communication Solutions Pty Ltd; and

o Telstra Rewards Pty Ltd (deregistered on 1 July 2009).

At 30 June 2009, the following companies were in voluntary
liquidation:

« NDC Telecommunications India Private Limited; and
« PTNDCIndonesia.

(c) Controlled entities with different balance dates

The following companies have balance dates that differ from our
balance date of 30 June for fiscal 2009:

e Telecom Australia (Saudi) Company Limited - 31 December;

e Beijing Australia Telecommunications Technical Consulting
Services Company Limited - 31 December;

e Telstra India (Private) Limited - 31 March;

¢ NDC Telecommunications India Private Limited - 31 March;

* SouFun Holdings Limited and its controlled entities - 31 December;

» Sequel Limited and its controlled entities - 31 December;

e Telstra Sensis (Beijing) Co Limited - 31 December;

e Telstra Asia Holdings Limited and its controlled entities - 31
December;

¢ Reach Holdings Limited - 31 December;

o Reach Network India Private Limited - 31 March; and

* Reach Data Services India Private Limited - 31 March.

Financial reports prepared as at 30 June are used for consolidation
purposes.
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the SouFun Group:

« Beijing Jia Tian Xia Advertising Co. Ltd;

« Beijing SouFun Internet Information Service Co. Ltd;

* Beijing SouFun Science and Technology Development Co. Ltd;
* Beijing China Index Information Co. Ltd;

« Shanghai Jia Biao Tang Advertising Co. Ltd;

« Shanghai SouFun Advertising Co. Ltd;

« Beijing Century Jia Tian Xia Technology Development Co. Ltd;
e Shanghai China Index Consultancy Co. Ltd; and

« Tianjin Jia Tian Xia Advertising Co. Ltd.

The purpose of these entities is to hold the licenses and approvals
required to operate SouFun Holdings Limited’s internet content
provision and advertising business respectively. SouFun Holdings
Limited has the decision-making powers to control these entities.
SouFun Holdings Limited is one of our controlled entities and
therefore we have consolidated the financial results, position and
cash flows of these entities into our group financial report.

We have no direct equity interest in the following entities within
the Sequel Group:

* Beijing Haochen Domain Information Technology Co. Ltd;
e Lianhe Shangqing (Beijing) Advertisement Co. Ltd;

« Beijing Autohome Information Technology Co. Ltd;

« Beijing POP Information Technology Co. Ltd;

« Shijiazhuang Xinfeng Advertising Co. Ltd; and

« Shijiazhuang Xinrong Advertising Co. Ltd.

In addition, our controlled entity Union Tough Advertisement
Limited has a 30% direct interest in Haocheng Shidai (Beijing)
Advertisement Co. Ltd.

The purpose of these entities is to hold the licenses and approvals
required to operate Sequel Limited’s internet content provision
and advertising business respectively. Sequel Limited has the
decision-making powers to control these entities. Sequel Limited is
one of our controlled entities and therefore we have consolidated
the financial results, position and cash flows of these entities into
our group financial report.
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Telstra Corporation Limited and controlled entities

25. Investments in controlled entities (continued)

(d) Controlled entities in which our equity ownership is less than or
equal to 50% (continued)

We have no direct equity interest in the following entities within
the Octave Investments Holdings Limited Group:

* Beijing Jun Yuan Zhi Ye Information Technology Company
Limited;

* Beijing Shan Lian Hu Dong Network Technology Company
Limited;

* Beijing Shan Lian Chuang Yi Digital Technology Company
Limited,;

* Beijing Chuang Yi He Xian Technology and Trading Company
Limited;

* Beijing Shan Lian Xun Tong Digital Technology Company
Limited;

» Hunan Zhi Yuan Information Network Technology
Development Co Limited;

* Beijing Xunjie Yingxiang Network Technology Company Ltd;

* Beijing Rui Xin Zai Xian System Technology Company Limited;

 Guangzhou Rui Yin Digital Technology Company Limited;

« Shijiazhuang Ruixin Yin Shang Digital Technology Company
Limited; and

» Wuhan Rui Yin Zai Xian Digital Technology Company Limited.

The purpose of these entities is to hold the licenses and approvals
required to operate Octave Investments Holdings Limited’s
internet content provision and mobile value added services.
Octave Investments Holdings Limited has the decision-making
powers to control these entities. Octave Investments Holdings
Limited is one of our controlled entities and therefore we have
consolidated the financial results, position and cash flows of these
entities into our group financial report.

We own 50% of the issued capital of Telecom Australia (Saudi)
Company Limited. We can exercise control over the Board of
Directors of this entity in perpetuity, and therefore we have
consolidated the financial results, position and cash flows of this
entity into our group financial report.

(e) Controlled entities not individually audited by Ernst & Young

Companies not audited by Ernst & Young, our Australian statutory
auditor.

(f) New incorporations and business combinations

On 9 February 2009, we acquired 67% of the issued capital of Octave
Investments Holdings Limited for a total consideration of $292
million including acquisition costs. Refer to note 20 for further
details.

Octave Investments Holdings Limited acquired 100% of the issued
capital of Beauty Sunshine Investments Limited and Sharp Point
Group Limited along with their controlled entities. These entities
are internet businesses with leading positions in the mobile
content and online music sectors.

Two new controlled entities were established within the Sensis
Group during the year:

e Location Navigation Pty Ltd on 2 February 2009; and
« Telstra Sensis (Beijing) Co. Limited on 13 August 2008.

During the year, 100% of the issued capital of the following entities
was acquired for minimal consideration:

 Reach Holdings Limited and its controlled entities, acquired
by our controlled entity Telstra Holdings Pty Ltd; and

« Big Bang Holdings Limited, acquired by our controlled entity
CSL Limited.

(g) Sales and disposals

On 30 April 2009, our controlled entity Telstra Service Solutions
Holdings Limited sold its 100% shareholding in KAZ Group Pty
Limited and KAZ Technology Services Pty Ltd for a total
consideration of $205 million (net of cash balances of the disposed
entities).

On 2 July 2008, our controlled entity Telstra International HK

Limited sold its 100% shareholding in Damovo Hong Kong Limited
for minimal consideration.
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26. Investments in jointly controlled and associated entities

Ourinvestmentsinjointly controlled and associated entities are listed

below:
Principal Ownership  Telstra Group’s carrying Telstra Entity’s carrying
Name of Entity activities interest  amount of investment (*) amount of investment (*)
As at 30 June As at 30 June As at 30 June
2009 2008 2009 2008 2009 2008
% % $m $m $m $m
Jointly controlled entities
FOXTEL Partnership (g)(h) Pay television 50.0 50.0 - - - -
FOXTEL Television Partnership (g)(h) Pay television 50.0 50.0 - - - -
Customer Services Pty Limited (g)(h) Customer service 50.0 50.0 - - - -
FOXTEL Management Pty Limited (g)(h) Management services 50.0 50.0 - - - -
FOXTEL Cable Television Pty Ltd (a)(g)(h) Pay television 80.0 80.0 - - - -
Reach Ltd (incorporated in International connectivity
Bermuda) (e) (g)(h) services 50.0 50.0 - - - -
TNAS Limited (incorporated in New Zealand) Toll free number
(e) (g)(h) portability in New Zealand 33.3  33.3 - - - -
3GIS Pty Ltd (e)(g) Management services 50.0 50.0 - - - -
3GIS Partnership (e)(g) 3G network services 50.0 50.0 - - - -
Bridge Mobile Pte Ltd (incorporated in
Singapore) (e)(g) Regional roaming provider ~ 10.0  10.0 2 2 - -
Mobile phone content
m.Net Corporation Limited (g) provider 25.2 25.2 1 - 1 -
2 -
Associated entities
Australia-Japan Cable Holdings Limited
(incorporated in Bermuda) (e)(g)(h) Network cable provider 46.9 46.9 - - - -
Telstra Super Pty Ltd (a)(g)(h) Superannuation trustee 100.0 100.0 - - - -
Electronic transactions
Keycorp Limited (c) (d)(f)(g) solutions 48.2  48.2 13 9 10 9
Charitable trustee
Telstra Foundation Ltd (a) organisation 100.0 100.0 - - - -
Internet recruitment
LinkMe Pty Ltd (b) (f)(g) provider - 46.0 - 3 3
13 12 10 12

Unless otherwise noted, all investments have a balance date of 30
June, are incorporated in Australia and our voting power is the same
as our ownership interest.

(*) The Telstra Group carrying amounts are calculated using the equity

method of accounting. The Telstra Entity’s carrying amounts are at
cost less any accumulated impairment loss.
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26. Investments in jointly controlled and associated entities (continued)

(a) Jointly controlled and associated entities in which we own more
than 50% equity

We own 80% of the equity of FOXTEL Cable Television Pty Ltd. This
entity is disclosed as a jointly controlled entity as the other equity
shareholders have participating rights that prevent us from
dominating the decision making of the Board of Directors.
Effective voting power is restricted to 50% and we have joint
control.

We own 100% of the equity of Telstra Super Pty Ltd, the trustee for
the Telstra Superannuation Scheme (Telstra Super). We do not
consolidate Telstra Super Pty Ltd as we do not control the Board of
Directors. We have equal representation with employee
representatives on the Board. Our voting power is limited to 44%,
whichis equivalent to our representation on the Board. The entity
is therefore classified as an associated entity as we have significant
influence overit.

We own 100% of the equity of Telstra Foundation Ltd (TFL). TFLis
limited by guarantee (guaranteed to $100) with Telstra
Corporation Limited being the sole member. We did not contribute
any equity to TFLon incorporation. TFLis the trustee of the Telstra
Community Development Fund and manager of the Telstra Kids
Fund. We do not consolidate TFL as we do not control the Board.
However, due to our Board representation we significantly
influence this entity. Our voting power is limited to 43%, which is
equivalent to our representation on the Board.

(b) Other changes in jointly controlled and associated entities

On 28 February 2009 we sold our investment in LinkMe Pty Ltd for
nominal consideration.

(c) Fair value of investments in listed jointly controlled and
associated entities

The fair value of our investment in Keycorp Limited at 30 June 2009
is $13 million (2008: $9 million).

(d) Dividends received

A $2 million dividend was received from Keycorp Limited during the
year (2008: nil).

(e) Jointly controlled and associated entities with different balance
dates

Thefollowingjointly controlled and associated entities have different
balance dates to our balance date of 30 June for fiscal 2009:

e Reach Ltd - 31 December;

e TNAS Limited - 31 March;

e 3GIS Pty Ltd - 31 December;

e 3GIS Partnership - 31 December;

o Bridge Mobile Pte Ltd - 31 March; and

e Australia-Japan Cable Holdings Limited - 31 December.

Financial reports prepared as at 30 June are used for equity
accounting purposes. Our ownership interest in jointly controlled and
associated entities with different balance dates is the same at that
balance date as 30 June unless otherwise noted.

(f) Share of net profits/(losses)

Telstra Group
Year ended 30 June
2009 2008
$m $m
Net profit/(loss) from jointly controlled and
associated entities has been contributed by
the following entities:
Associated entities
-KeycorpLimited . . ... ....... ... .. 4 -
-LinkMePtyltd . . ....... ... ... .. (1) (1)
3 (1)
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26. Investments in jointly controlled and associated entities (continued)

(g) Other disclosures for jointly controlled and associated entities

The movements in the consolidated equity accounted amount of our
jointly controlled and associated entities are summarised as follows:

Jointly controlled
entities Associated entities
Telstra Group Telstra Group
Year ended/As at Year ended/As at
30June 30 June
2009 2008 2009 2008

Note $m $m $m $m
Carrying amount of investments at beginningofyear . . . . .. ... ... ... ... 2 1 12 15
Additionalinvestments made duringtheyear . . . . ... ... ... ... ... ... .. - - 1 1

2 1 13 16

Share of net profits/(losses) fortheyear . . . .. ... ... ... ... . ... ... .. - - 3 (1)
Share of foreign currency translation reserve and movements due to exchange rate
translations. . . . . .. L 1 1 - -
Dividendsreceived. . . . . . . . ... - - (2) -
Sale, transfers and reductions of investments duringtheyear . . . ... ...... ... - - (3) -
Carrying amount of investments before reduction to recoverable amount. . . . . . .. 3 2 11 15
Impairment losses reversed/(recognised) duringtheyear . . ... .......... ... - - 2 (3)
Carrying amount of investmentsatendofyear . . . ... ... ... ... ... ... .. 12 3 2 13 12
Our share of contingent liabilities of jointly controlled and associated
entities. . . . .. 15 - -
Our share of capital commitments contracted for by our jointly controlled
and associatedentities. . . . ... ... L Lo 23 7 1 1
Our share of other expenditure commitments contracted for by our jointly
controlled and associated entities (other than the supply of inventories) (i) (i) . . . . . 2,043 1,983 1 2

(i) Our jointly controlled entity, FOXTEL, has other commitments
amounting to approximately $3,812 million (2008: $3,655 million).
The majority of our 50% share of these commitments relate to
minimum subscriber guarantees (MSG) for pay television
programming agreements. These agreements are for periods of
between 1 and 25 years and are based on current prices and costs
under agreements entered into between the FOXTEL Partnership and
various other parties. These minimum subscriber payments fluctuate
in accordance with price escalation, as well as foreign currency
movements. In addition to our MSG, FOXTEL has other commitments
including obligations for satellite transponder costs and digital set top
box units.

(ii) Our jointly controlled entity, 3GIS Partnership, has other
commitments amounting to $232 million (2008: $260 million). The
majority of our 50% share of these commitments relate to property
leases. These leases are for periods of between 5 and 30 years and are
based on future property payments under agreements entered into
between the 3GIS Partnership and various other parties.

194

Under the Telstra Network Access Contract dated 6 December 2004,
we are charged a 3G Network Access Charge that includes our 50%
share of the Partnerships operational expenditure. As we are
obligated through this agreement to fund our share of the
Partnerships operating expenditure we are also responsible for our
share of its expenditure commitments.
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26. Investments in jointly controlled and associated entities (continued)

(g) Other disclosures for jointly controlled and associated entities
(continued)

Summarised presentation of all of our jointly controlled and
associated entities’ assets, liabilities, revenue and expense items
(including jointly controlled and associated entities where equity

accounting has been suspended):
Jointly controlled

entities Associated entities
Telstra Group Telstra Group
Year ended/As at Year ended/As at
30 June 30 June
2009 2008 2009 2008

$m $m $m $m
Currentassets . . . . ... 500 386 59 69
Noncurrentassets. . . . .. .. .. 1,103 947 282 278
Totalassets . . . . . . . . . e 1,603 1,333 341 347
Current liabilities . . . . . . .. . .. e 613 1,142 197 92
Non current liabilities. . . . . . . ... ... 1,532 677 355 426
Total liabilities . . . . . . . . .. . 2,145 1,819 552 518
Netassets. . . ... ... (542) (486) (211) (171)
Totalincome . . . . . . . .. 4,484 3,957 80 95
Totalexpenses. . . . ... ... ... 4,354 3,798 82 121
Profit/(loss) beforeincometaxexpense. . . .. ........ ... ... ... ... 130 159 (2) (26)
Income tax (benefit)fexpense. . . . . .. ... (2) (3) 1 -
Profit/(loss)fortheyear . . . . .. .. .. L 132 162 (3) (26)
Summarised presentation of our share of all our jointly controlled and associated
entities revenue and expense items (including jointly controlled and associated
entities where equity accounting has been suspended):
Totalincome . . . . . . . . e 2,598 2,292 38 45
Totalexpenses . . . . . . . ... 2,544 2,214 39 57
Profit/(loss) beforeincometaxexpense. . . ... ... ... ... .. L ... 54 78 (1) (12)
Income tax (benefit)fexpense. . . .. ... . Lo (1) (1) 1 -
Profit/(loss)fortheyear . . ... ... .. L 55 79 (2) (12)
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(h) Suspension of equity accounting

Our unrecognised share of (profits)/losses for the period and

cumulatively, for our entities where equity accounting has ceased and
theinvestmentisrecorded at zero due to losses made by these entities
and/or reductions in the equity accounted carrying amount, is shown

below:
Telstra Group
Year ended 30 June
Period Cumulative Period Cumulative
2009 2009 2008 2008
$m $m $m $m
Jointly controlled entities
FOXTEL (Y) .« v o et e e e e e e e e e e (68) 164 (78) 135
Reach Ltd . . . . . . . . - 590 (5) 590
Associated entities
Australia-Japan Cable Holdings Limited . . . . .......... ... ... ... ... .... 5 167 9 162
(63) 921 (74) 887

Equity accounting has also been suspended for the following jointly
controlled and associated entities:

e TNAS Limited; and
e Telstra Super Pty Ltd.

There are no significant unrecognised profits/losses in these entities.

(*) FOXTEL includes the FOXTEL Partnership, the FOXTEL Television
Partnership, Customer Services Pty Limited, FOXTEL Management Pty
Limited and FOXTEL Cable Television Pty Ltd.

A $100 million distribution was received from FOXTEL during the year
(2008: $130 million). This has been recorded as revenue in the income
statement and has increased our cumulative share of unrecognised
losses in FOXTEL to $164 million after taking into account our share of
FOXTEL’s profit for the year of $68 million and other adjustments of $3
million.
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27. Employee share plans

The Company has a number of employee share plans that are
available for directors, executives and employees. These include:

e those conducted through the Telstra Growthshare Trust; and
¢ the Telstra Employee Share Ownership Plans (TESOP99 and
TESOP97).

The nature of each plan, details of plan holdings, movements in
holdings, and other relevant information is disclosed below:

Telstra Growthshare Trust

The Telstra Growthshare Trust commenced in fiscal 2000. Under the
trust, Telstra operates a number of different equity plans, including:

e short termincentive plans;
¢ longtermincentive plans; and
¢ directshare and ownshare plans.

The trustee for the trust is Telstra Growthshare Pty Ltd. This company
is 100% owned by Telstra. Funding is provided to the Telstra
Growthshare Trust to purchase Telstra shares on market to underpin
the equity instruments issued.

In fiscal 2009, we recorded an expense of $23 million for our share
based payment plans operated by the Telstra Growthshare Trust
(2008: $28 million). As at 30 June 2009, we had an estimated total
expense yet to be recognised of $38 million (2008: $51 million), which
is expected to be recognised over a weighted average of 1.5 years
(2008: 2 years).

(a) Short term incentive (STI) plans

The purpose of the STl is to link key executives’ rewards to individual
key performance indicators and to Telstra's financial performance.
The STl is delivered in cash and incentive shares and the executive is
paid an annual STl only when the threshold targets are met or
exceeded.

(i) Description of equity instruments

Incentive shares (fiscal 2009 and 2008 (all eligible executives except
former CEO)):

Historically, as part of the short term incentive scheme, the Board
allocated 25% of executives’ actual short term incentives as Telstra
shares. Asthe recent changes to tax laws governing employee share
schemes have created uncertainty regarding the future tax treatment
of shares acquired under such schemes, the Board has determined
that the allocation of STl payments as Telstra shares will not apply to
STIpayments for fiscal 2009. Instead all STI payments will be provided
to Senior Executives as cash. Telstrais considering the future
structure of its STI plan for Senior Executives and will confirm its
position once the proposed Federal legislation in relation to equity
plans is finalised.

In relation to prior year allocations of incentive shares, the incentive
shares vested immediately, and the executive is able to use the
incentive shares to vote and receive dividends as and from the vesting
date. However, the executive is restricted from dealing with the
vested incentive shares until after they are released from the
restriction period.

Vested incentive shares are released from trust on the earliest of:

« five years from the date of effective allocation;

* when the minimum level of executive shareholding has been
achieved and the Board approves removal of the five year
restriction period;

e upon the ceasing of employment by the executive; or

e adatethe Board determines (in response to an actual or likely
change of control). Once thevested incentive shares are exercised,
Telstra shares will be transferred to the executive.

In relation to fiscal 2008, the allocation date of these instruments was
21 August 2008.

Deferred incentive shares (fiscal 2008 and 2007 (former CEO only)):

In relation to fiscal 2008 and 2007, the Board allocated 50% of the
former CEO’s actual short term incentive as deferred incentive shares.
The grant date of these deferred incentive shares was 21 August 2008
and 17 August 2007. These shares vested immediately, and the former
CEOisabletousethesharestovote as and from the vesting date. Prior
to settlement, any dividends paid by the Company increased the
number of vested deferred incentive shares allocated to the former
CEO, based on the volume weighted average price of Telstra shares for
the 5 days prior to the dividend payment date. In addition, the former
CEO was restricted from dealing with the vested deferred incentive
shares until after they were settled.

As at 30 June 2009, all deferred incentive shares issued to the former
CEO were settled and the Telstra shares have been transferred to the
former CEO.

As the former CEO left the Company prior to the end of the financial
year, his fiscal 2009 STl was paid as cash. Refer to the Remuneration
Report for further details.

Incentive shares (fiscal 2005):

In fiscal 2005, the Board allocated the executives half of their short
term incentive payments as rights to acquire Telstra shares. These
incentive shares vestin equal parts over a period of one, two and three
years on the anniversary of their allocation date, subject to the
executives’ continued employment with any entity that forms part of
the Telstra Group. Any instruments that have not been exercised
within two years of the applicable vesting date will lapse. The
executives can exercise their vested incentive shares at a cost of §1in
total for all of the incentive shares exercised on a particular day.
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(a) Short term incentive plans (STI) plans (continued)

(i) Description of equity instruments (continued)

Once the vested incentive shares are exercised, Telstra shares will be
transferred to the executive. Until this time, the executive cannot use
the incentive shares (or vested incentive shares) to vote or receive
dividends. Any dividends paid by the Company prior to exercise will
increase the number of incentive shares allocated to the executive.

(ii) Summary of movements and other information

Allocations of Telstra’s shares have been made in the form of incentive
and deferred incentive shares under our STl plans and are detailed in

the following table:

Incentive shares (*)

Weighted
average fair

Number value (*)
Outstanding as at 30 June 2007. . . . . . 1,524,761 $4.77
Granted . . .. .............. 1,361,870 $4.36
Forfeited. . . ... ............ (133,260) $4.77
Exercised . ................ (647,881) $4.77
Outstanding as at 30 June 2008. . . . . . 2,105,490 $4.50
Granted (#) . . ... ........... 1,437,525 $4.31
Exercised . ................ (672,511) $4.77
Outstanding as at 30 June 2009 (A7) . . . 2,870,504 $4.34
Exercisable as at 30 June 2009. . . . . .. 128,351 $4.77

(*) Incentive shares includes both incentive shares and deferred
incentive shares. The incentive shares “exercisable” includes
incentive shares held by those executives who have been made
redundant and arethen consequently entitled to theincentive shares.
The weighted average share price for incentive shares exercised
during the financial year was $4.35 (2008: $4.27).

(*) The fair value of incentive shares granted in fiscal 2009 is based on
the market value of Telstra shares on allocation date.

(#) The incentive shares granted during the year relate to incentive
shares allocated under the fiscal 2008 STl plan and incentive shares
granted under the dividend reinvestment plan for the fiscal 2005 STI
plan.

(~*) The number outstanding includes incentives shares that are

subject to a restriction period. These amount to 2,742,153 as at 30
June 2009.

198

(b) Long term incentive (LTI) plans

The purpose of the long term incentive (LTI) plans is to align key
executives’ rewards with shareholders’ interests, and reward
performance improvement whilst supporting business plans and
corporate strategies. The Telstra Growthshare Trust Board
administers the plans and determines who is invited to participatein
these plans.

Performance of the LTI plans is measured with respect to the relevant
performance period and subject to subsequent verification,
ratification and sign off by the Remuneration Committee and
approval by the Board.
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27. Employee share plans (continued)

Telstra Growthshare Trust (continued)

(b) Long term incentive (LTI) plans (continued)

(i) Outstanding equity based instruments

Allocations have been made over a number of years in the form of
performance rights, restricted shares and options under our LTI plan.
These represent a right to acquire a share in Telstra. Further

information regarding each type LTI plan that were outstanding
during the year are detailed in the following table:

Effective Performance Exercise
allocation date period price Expiry date
from to
Growthshare 2002 - Sept 2001 allocation
TSRoptions. . .. ................. 6 Sept 2001 6 Sept 2004 6 Sept 2006 $4.90 6 Sept 2011
Growthshare 2003 - Mar 2003 allocation
TSR performancerights . .. .......... 7 Mar 2003 7 Mar 2006 7 Mar 2008 $1 per parcel exercised 7Jun 2008
Growthshare 2004 - Sept 2003 allocation
Deferredshares ... ............... 5 Sept 2003 n/a n/a $1 per parcel exercised 5 Sept 2008
TSR performancerights . ... ......... 5 Sept 2003 5 Sept 2006 5Sept 2008 $1 per parcel exercised 5Dec 2008
Growthshare 2004 - Feb 2004 allocation
TSR performancerights . ... ......... 20 Feb 2004 20 Feb 2007 20 Feb 2009 $1 per parcel exercised 20 May 2009
Growthshare 2005 - Aug 2004 allocation
TSR performancerights . .. .......... 20 Aug 2004  20Aug2007  20Aug 2009 $1 per parcel exercised 20 Nov 2009
Growthshare 2006 - Feb 2006 allocation
TSR, OEG, RG, NT & ITT performance rights. . 24 Feb 2006 1 Jul 2005 30Jun 2010 $1 per parcel exercised 19 Aug 2012
ROl performancerights. . . .. ......... 24 Feb 2006 1 Jul 2005 30Jun 2008 $1 per parcel exercised 19 Aug 2012
Growthshare 2007
TSR, RG, NGN & ITT & SEBITDA options . . . . 31 Jan 2007 1Jul 2006 30 Jun 2010 $3.67 30Jun 2012
ROloptions . . . .................. 31 Jan 2007 1Jul 2008 30Jun 2010 $3.67 30Jun 2012
Growthshare 2007 - former CEO (*)
TSR, RG, NGN, & ITT options - tranche 1. . . . 31 Jan 2007 1 Jul 2006 30 Jun 2008 $3.67 31 Dec 2009
TSR, RG, NGN, & ITT options - tranche 2. . . . 1Jul 2007 1Jul 2007 30 Jun 2008 $4.34 30 Jun 2011
TSR, RG, NGN, & ITT options - tranche 3. . . . 1Jul 2008 1Jul 2008 30Jun 2009 $4.36 30 June 2012
Growthshare 2008
ESOPoptions . . . . ................ 10 Dec 2007 n/a n/a $4.34 17 Aug 2012
TSRoptions. . . . .......... . ... ... 8 Nov 2007 1Jul 2007 30Jun 2011 $4.34 30Jun 2013
ROloptions . . . .................. 8 Nov 2007 1Jul 2008 30Jun 2011 $4.34 30Jun 2013
Growthshare 2009
ESOPoptions . . .. ... ... ... .... 1Jul 2008 n/a n/a $4.36 21 Aug 2013
US ESOP options 21 Aug 2008 nja nja $4.25 21 Aug 2013
RTSRoptions . . . ................. 1July 2008 1Jul2008 30Jun 2012 $4.36 30Jun 2014
ROl restrictedshares . .. ............ 1July 2008 1Jul2009 30Jun 2012 nil 21 Aug 2014

(*) The tranche 2 and 3 allocations of options to the former CEO have
expired due to not meeting the TSR Gateway hurdle associated with
these allocations. Assuch, these plans are no longer outstanding as
at 1 July 2009.
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(b) Long term incentive (LTI) plans (continued)

(i) Outstanding equity based instruments (continued)

Inrelation to these executive LTl plans, the Board may, in its
discretion, reset the hurdles governing the fiscal 2009, fiscal 2008 and
fiscal 2007 equity instruments to make them consistent with the
changed circumstances resulting from the occurrence of one or more
of the following factors:

e amaterial change in the strategic business plan;

e amaterial regulatory change occurs; or

» asignificant out-of-plan business development occurs (this could
include a major acquisition outside the current business plan
resulting in a significant change to the business of Telstra or the
Telstra group (in relation to the fiscal 2008 and fiscal 2009 plans),
or a material change to EBITDA (in relation to the fiscal 2007 plan)
- this could be either a positive or adverse change for Telstra, but
does not include improved or deteriorated operating or financial
performance of Telstra's existing businesses).

In fiscal 2009 the Board did not reset the hurdles governing the equity
instruments issued in fiscal 2009, fiscal 2008 or fiscal 2007.

(ii) Description of equity instruments
Restricted shares

In respect of restricted shares, an executive has no legal or beneficial
interestinthe underlying shares, no entitlement to dividends received
from the shares and no voting rights in relation to the shares until the
restricted shares vest. If the performance hurdleis satisfied during the
applicable performance period, a specified number of restricted
shares as determined in accordance with the trust deed and terms of
issue, will become restricted trust shares.

In relation to restricted shares issued in fiscal 2009, once the restricted
shares vest they become restricted trust shares. Although the trustee
holds the restricted trust shares in trust, the executive will retain
beneficialinterest (dividends, voting rights, bonuses and rights issues)
in the shares until they are transferred to them at expiration of the
restriction period (unless forfeited).

We have the following restricted shares issued and outstanding in
fiscal 2009:

e return oninvestment (ROI) restricted shares - are based on an

increase in the earnings before interest and tax for Telstra relative
to the average investment.
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Options

An employee or executive is not entitled to Telstra shares unless the
options initially vest (subject to the achievement of the relevant
performance hurdles) and then are exercised. This means that the
employee or executive cannot use options to vote or receive dividends
until they have vested and been exercised. If the performance hurdles
are satisfied in the applicable performance period, options must be
exercised at any time before the expiry date, otherwise they will
lapse. Once the options are exercised and the exercise price paid,
Telstra shares will be transferred to the eligible employee.

We have the following options issued and outstanding in fiscal 2009:

Employee options:

« ESOP options - based on the completion of three years continuous
service by the participant (are not subject to any performance
conditions); and

e USESOP options - based on the completion of three years
continuous service by the participant (are not subject to any
performance conditions).

Executive LTl options:

» relative total shareholder return options (RTSR options) - based on
growth in Telstra's total shareholder return relative to the growth
in total shareholder return of the companies in the Peer Group;

+ totalshareholderreturn options (TSR options) - based on growthin
Telstra's total shareholder return;

e return oninvestment options (ROl options) - based on an increase
in the earnings before interest and tax for Telstra relative to the
average investment;

e revenue growth options (RG options) - based on increases in
Telstra's revenue;

* next generation network options (NGN options) - based on
completion of certain elements associated with Telstra's next
generation network;

 information technology transformation options (ITT options) -
based on completion of certain elements in Telstra's
transformation program and the rationalisation of the number of
business support systems (BSS) and operational support systems
(0SS) used by companies in the Telstra Group; and

e Stretch EBITDA options (SEBITDA options) - based on increases in
Telstra's earnings before interest, tax, depreciation and
amortisation (EBITDA).
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(b) Long term incentive (LTI) plans (continued)

(ii) Description of equity instruments (continued)
Performance rights

In respect of performance rights, an executive has no legal or
beneficial interest in the underlying shares, no entitlement to
dividends received from the shares and no voting rights in relation to
thesharesuntil the performancerights vest. If the performance hurdle
is satisfied during the applicable performance period, a specified
number of performance rights as determined in accordance with the
trust deed and terms of issue, will become vested performance rights.

Once the vested performance rights are exercised, at a cost of $1in
total for all of the performance rights exercised on a particular day,
Telstra shares will be transferred to the executive. Until this time, the
executive cannot use the performance rights (or vested performance
rights) to vote or receive dividends.

We have the following performance rights issued and outstanding in
fiscal 2009:

e return on investment (ROI) performance rights - are based on an
increase in the earnings before interest and tax for Telstra relative
to the average investment;

o total shareholder return (TSR) performance rights - are based on
growth in Telstra's total shareholder return;

» operating expense growth (OEG) performance rights - are based on
areduction in Telstra's operating expenses;

e revenuegrowth (RG) performancerights - arebased onincreasesin
Telstra's revenue;

» network transformation (NT) performance rights - are based on
completion of certain elements in Telstra's network
transformation program; and

e information technology transformation (ITT) performance rights -
are based on the rationalisation of the number of business support
systems and operational support systems used by Telstra.

(iii) Performance hurdles
Restricted Shares

Details of the relevant performance hurdles in relation to restricted
shares, are set out below:

Return on Investment (ROI) restricted shares (fiscal 2009 for all
executives except the former CEO)

For ROl restricted shares, there are three performance periods as
follows:

o First performance period - 1 July 2009 to 30 June 2010;
e Second performance period - 1 July 2010 to 30 June 2011; and
e Third performance period - 1 July 2011 to 30 June 2012.

For each of the performance periods, the number of restricted shares
that will vest is calculated as follows:

 ifthethreshold target is achieved, then 50% of the allocation of
restricted shares for that period will vest;

» iftheresult achievedis between the threshold and stretch targets,
thenthe number of vested restricted shares for that period is scaled
proportionately between 50% and 100%;

 if the stretch target is achieved, then 100% of the restricted shares
for that period will vest.

Any restricted shares that vest become restricted trust shares. Any
restricted shares which do not vest in their respective performance
periods will lapse.

Options

Details of the relevant performance hurdles in relation to options are
set out below:

ESOP options and US ESOP options (fiscal 2009 (ESOP and US ESOP)
and 2008 (ESOP only))

As part of the employee share option plan, certain eligible employees
were provided options that vest upon completing certain
employment requirements. If an eligible employee continues to be
employed by an entity that forms part of the Telstra Group three
years after the commencement date of the options, the options will
vest. These options are not subject to any performance hurdles.

Relative Total Shareholder Return (RTSR) options (fiscal 2009 for all
executives except the former CEO)

For RTSR options, the applicable performance hurdle is based on
comparing the TSR growth of Telstra against other companies in the
peer group. Telstra is then given a score to determine its rank in
comparison to the peer group. The RTSR options vest only if Telstra
achieves a rank of at least the 50th percentile.

TheBoard has the discretion to amend the members in the peer group,
as well as make necessary adjustments to the calculation of the TSR
amount, TSR growth or rank.

For RTSR options, there are three performance periods as follows:
 First performance period - 1 July 2008 to 30 June 2010;

e Second performance period - 1 July 2008 to 30 June 2011; and
e Third performance period - 1 July 2008 to 30 June 2012.

The result for each performance period is separately measured. If
Telstra achieves arank greater than or equal to the 50th percentile for
the performance period, then:

» thenumber of TSR options that become exercisable for that
performance period is scaled proportionately from the 50th
percentile (at which 25% of the allocation becomes exercisable) to
the 75th percentile (at which 100% of the allocation becomes
exercisable); and

e 25% of any unvested options for that performance period will
lapse.
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(b) Long term incentive (LTI) plans (continued)

(iii) Performance hurdles (continued)

If Telstra achieves a rank of less than the 50th percentile for the
performance period, then none of the options allocated for that
performance period will vest and 25% of the options will lapse.

In addition, for the third performance period, if Telstra's rank meets or
exceeds:

e both50th percentile and therank achievedin the first performance
period, the remaining unvested options from the first performance
period will vest; and/or

e both 50th percentile and the rank achieved in the second
performance period, the remaining unvested options from the
second performance period will vest.

The number of additional unvested options which may vest is also
determined by using a linear scale.

If Telstra achieves a rank of less than the 50th percentile for the third
performance period, then no options will vest for the third
performance period. Furthermore, any remaining unvested options
which do not vest or lapse following the third performance period will
lapse following the end of the third performance period.

Total Shareholder Return (TSR) options (fiscal 2008 and 2007 for all
executives except former CEO, and fiscal 2009 to 2007 for the former
CEO)

For TSR options allocated to each performance period, the applicable
performance hurdleis based on the market value of Telstra shares and
the value of any other benefits paid or made available to Telstra
shareholders, including dividends. This performance hurdle is set by
the Board.

The TSR hurdle has been measured over the following three

performance periods (except for the former CEO):

Performance Period

1st 2nd 3rd

All eligible executives (except former CEO)

1July 2006 to 1 July 2006 to 1 July 2006 to

Growthshare 2007. . . . 30June 2008 30June2009 30June2010
1July 2007 to 1July 2007 to 1 July 2007 to
Growthshare 2008. . . . 30June2009 30June2010 30June2011

Theresult for each performance period is separately measured. These
TSR options vest if the growth in Telstra's total shareholder return
meets or exceeds certain targets over the relevant performance
period. The performance period result is calculated as follows:
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+ ifthethreshold target is achieved, then 50% of the allocation of
options for that period will vest;

» iftheresult achievedis between the threshold and stretch targets,
then the number of vested options is scaled proportionately
between 50% and 100%; or

 ifthestretch target is achieved, then 100% of the options will vest.

For the third performance period (for eligible executives other than
the former CEO) the number of options that will vest is based on the
performance period result. Further, if the threshold target in the third
performance period is met (for eligible executives other than the
former CEO), then:

» ifthestretch target is achieved in the third performance period,
100% of options that did not vest in the first and second
performance periods will also vest (provided they have not lapsed);
or

 ifthethreshold target is not achieved in the first and/or second
performance period respectively, and the result achieved in the
third performance period is less than the stretch target (but more
than the threshold target), 50% of the options that did not vest in
the first and/or second performance period respectively will also
vest (provided they have not lapsed)

Return on Investment (ROI) options (fiscal 2008 and 2007) and
Revenue Growth (RG), Next Generation Network (NGN), Information
Technology Transfomation (ITT) options (fiscal 2007 for all executives
except the former CEO, and fiscal 2009 to 2007 for the former CEO)

Allocations of ROI, RG, NGN and ITT options are tested at set intervals
over the following periods (except for the former CEO):

Performance Period

1st 2nd 3rd

All eligible executives (except former CEO)

Growthshare 2007
(RO .. ..o n/a

1 July 2008 to 1 July 2009 to
30 June 2009 30 June 2010

Growthshare 2007
(RG,NGN, ITT). . .. ..

1July 2006 to 1 July 2006 to 1 July 2006 to
30June 2008 30June 2009 30June2010

1July 2008to 1July2009to 1July2010to
Growthshare 2008 (ROI) 30June 2009 30June2010 30June2011

For each of the performance periods, the number of options that will
vest is calculated as follows:

 ifthe threshold target is achieved in the applicable performance
period, then 50% of the allocation of options will vest;

 iftheresult achievedis between the threshold and stretch targets,
then the number of vested options is scaled proportionately
between 50% and 100%; or

» ifthestretch target is achieved, then 100% of the options will vest.

The maximum number of options that can vest is limited to the initial
number allocated less any options that may have expired.
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(b) Long term incentive (LTI) plans (continued)

(iii) Performance hurdles (continued)

During fiscal 2009, the Board approved a change to the Growthshare
2007 LTI Plan in accordance with its terms. This change related to the
removal of the NGN-Soft Switch Build and Migration performance
measure and the replacement of it with a NGN-Unified Messaging
measure. This change was made because the NGN-Soft Switch
performance measure, although achievable, was no longer relevant
to Telstra's strategic direction, nor was it the best use of shareholder
funds. The new NGN-Unified Messaging measure is measured against
Telstra’s success of developing an integrated webmail service for
email, voicemail, picture messaging (MMS) and short message service
(SMS). Itis also measured against Telstra’s success at deploying
Unified Messaging in fiscal 2010 across a set of technology platforms
to significantly improve Telstra’s customer experience. There was no
impact on the fair value of these equity instruments as a result of this
change.

Stretch EBITDA (SEBITDA) options (fiscal 2007 for all executives except
the former CEO)

For allocations of SEBTIDA options, the applicable performance
hurdles are based on stretch EBITDA targets being reached or
exceeded. These stretch targets are measured each year from 30 June
2007 to30June 2010 and the number of SEBITDA options that will vest
is calculated as follows:

o if, atthe end of either the first (1 July 2006 to 30 June 2008), second
(1 July 2008 to 30 June 2009) or third (1 July 2009 to 30 June 2010)
performance period, the stretch target is achieved two yearsin a
row, then 20% of the allocated options will vest at the end of the
relevant performance period;

 if, at the end of either the second or third performance period, the
stretch target is achieved three years in a row, then a further 30%
of the allocated options will vest at the end of the relevant
performance period; and

 if, at the end of the third performance period, the stretch target is
achieved four years in a row, then the final 50% of the allocated
options will vest at the end of the third performance period.

In addition, 75% of the options that do not vest, based on the
calculations above, will subsequently vest if the stretch target for the
four year period to 30 June 2010 is met.

Fiscal 2007 options - Gateway Hurdle

In addition to the performance hurdles described above, a gateway
TSR hurdle is applicable for the fiscal 2007 allocation of options. For
all eligible executives, if the hurdle is not met at 30 June 2010 (30 June
2008 and 30 June 2009 respectively for the former CEO), none of the
options granted under the plan will be exercisable, irrespective of
whether any options have previously vested.

Performance rights

Details of the relevant performance hurdles in relation to
performance rights are set out below:

Total Shareholder Return (TSR) and Return on Investment (ROI)
performance rights (fiscal 2006)

For TSR and ROl performance rights, there are the following
performance periods:

» TSR performance rights - 1 July 2005 to 30 June 2010;
¢ ROl performance rights - 1 July 2005 to 30 June 2008.

For the relevant performance period, the number of performance
rights that will vest is calculated as follows:

+ ifthethreshold target is achieved, then 50% of the allocation of
performance rights for that period will become exercisable (except
for the former CEO, who will receive 75% of the allocated
performance rights);

 iftheresult achievedis between the threshold and stretch targets,
the number of exercisable performance rights for that period is
scaled proportionately between 50% and 100% (with the exception
of the former CEO whose number of performance rights is scaled
proportionately between 75% and 100%); or

 if thestretch target is achieved or exceeded, then 100% of the
performance rights for that period will become exercisable.

If the result achieved is less than the threshold target for the ROI
performance rights, 25% of the performance rights for that period will
lapse. The remaining 75% of these performance rights will be tested
against the TSR performance hurdle in the subsequent performance
period.

In the subsequent performance period, if the result achieved is less
than the threshold TSR target, then all of the remaining performance
rights will lapse including any remaining ROl performance rights.

During fiscal 2009, the fiscal 2006 LTI plan failed to satisfy the ROI
performance hurdles. As such, 25 percent of the performance rights
allocated to thismeasure lapsed and 75 percent have been transferred
to the subsequent performance period.
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(b) Long term incentive (LTI) plans (continued)

(iii) Performance hurdles (continued)

Operating Expense Growth (OEG), Revenue Growth (RG), Network
Transformation (NT) and Information Technology Transformation
(ITT) performance rights (fiscal 2006)

During fiscal 2009, the fiscal 2006 LTI plan satisfied the RG and NT
performance hurdles and failed to satisfy the OEG and ITT
performance hurdles for the initial performance period. As such, 100
per cent of the performance rights allocated to the RG and NT
measures in the initial performance period vested and 25 percent of
the performance rights allocated to OEG and ITT measures in the
initial performance period lapsed.

Of the performance rights that did not vest in the initial performance
period, 75% will be tested again in the subsequent performance
period. The performance targets for the subsequent performance
period (1 July 2005 to 30 June 2010) are:

e ifthethreshold targetis achieved, 50% of the allocation will
become exercisable (except for the former CEO, who will receive
75% of the allocated performance rights);

o iftheresult achievedis between the threshold and stretch targets,
then the number of exercisable performance rights is scaled
proportionately between 50% and 100% (with the exception of the
former CEO whose number of performance rights is scaled
proportionately between 75% and 100%); or

o ifthestretch target is achieved or exceeded, then 100% of the
performance rights will become exercisable.

If the threshold target is not met in the subsequent performance
period, all OEG, RG, NT and ITT performance rights will lapse.

Total Shareholder Return (TSR) performance rights (fiscal 2003 to
2005)

As at 30 June 2009, all TSR performance rights allocated between

fiscal 2003 and fiscal 2005 are either all exercisable or no longer
outstanding.
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(b) Long term incentive (LTI) plans (continued)

(iv) Summary of movements and other information

Number of equity instruments

Outstanding Outstanding Exercisable
at at at

30June 2008 Granted Forfeited (*) Exercised Expired () 30June 2009 30 June 2009
Growthshare 2002 - Sept 2001 allocation
TSRoptions. . .. .............. 11,836,000 - (1,558,000) - - 10,278,000 10,278,000
Growthshare 2003 - Mar 2003 allocation
TSR performancerights . ... ... ... 18,094 - - (18,094) - - -
Growthshare 2004 - Sept 2003 allocation
Deferredshares . .............. 87,925 - - (76,025) (11,900) - -
TSR performancerights . .. ... .. .. 1,730,823 - - (1,653,189) (77,634) - -
Growthshare 2004 - Feb 2004 allocation
TSR performancerights . . ... ... .. 8,298 - - (8,298) - - -
Growthshare 2005 - Aug 2004 allocation
TSR performancerights . ... ... ... 997,740 - - (902,896) - 94,844 94,844
Growthshare 2006 - Feb 2006 allocation (**)
TSR performancerights . ... ... ... 508,934 632,062 (24,653) - - 1,116,343 -
OEG performancerights . . . .. ... .. 1,019,799 - (64,666) - (127,779) 827,354 -
RG performancerights . . . .. ... ... 1,019,797 - (38,170) (363,995) - 617,632 146,831
NT performancerights . . . ... ... .. 760,594 - (19,098)  (363,995) - 377,501 146,831
ITT performancerights. . . ... ... .. 760,592 - (45,593) - (127,779) 587,220 -
ROl performancerights. . . ... ... .. 1,033,489 (632,062) (51,472) - (258,428) 91,527 -
Growthshare 2007 (#)
TSRoptions. . .. .............. 21,486,080 1,034,483 (1,270,132) - (2,327,586) 18,922,845 -
RGoptions . . ................ 18,248,077 1,293,104 (704,231) - (1,293,106) 17,543,844 8,200,978
NGNoptions . . ............... 19,024,066 1,034,482 (704,250) - (1,551,723) 17,802,575 8,718,325
ITToptions . . . ............... 19,024,037 517,241 (595,601) - (6,963,280) 11,982,397 4,309,814
ROloptions . . . ............ ... 14,368,875 1,293,104 (952,599) - - 14,709,380 -
SEBITDAoptions. . . .. .......... 33,527,339 - (2,222,724) - - 31,304,615 -
Growthshare 2008
ESOPOptioNs . . . . oo it 15,471,154 - (1,531,507) (1,459) - 13,938,188 -
TSRoptions. . . . .............. 17,489,847 - (1,496,449) - - 15,993,398 -
ROloptions . . . . .............. 17,489,847 - (1,496,452) - - 15,993,395 -
Growthshare 2009
ESOPoptions . . . . ............. - 16,401,963  (724,484) - - 15,677,479 -
USESOPoptions. . .. ........... - 69,500 - - - 69,500 -
RTSRoptions . . ... ............ - 18,355,596 - - - 18,355,596 -
ROl restricted shares . .. ... ... ... - 5,818,222 - - - 5,818,222 -

(*) Forfeited refers to either cessation of employment or the
instrument lapsing unexercised.

(*) Expired refers to the performance hurdle not being met.
(**) During fiscal 2009, 632,062 ROl performance rights were added to

the TSR performance rights category in accordance with the terms of
the plan.

(#) The options granted in fiscal 2007 include those granted to the
former CEO. There are three performance periods and options have
been allocated to each period. The options granted in fiscal 2009 are
part of the tranche 3 allocation and appear as additions to the
Growthshare 2007 plan.
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(b) Long term incentive (LTI) plans (continued)

(iv) Summary of movements and other information (continued)

Number of equity instruments

Outstanding Outstanding Exercisable
at at at
30June 2007 Granted Forfeited (*) Exercised Expired () 30June 2008 30 June 2008

Growthshare 2002 - Sept 2001 allocation

TSRoptions. . . . ... ... 11,836,000 - - - - 11,836,000 11,836,000
Growthshare 2003 - Sept 2002 allocation
Deferredshares . .............. 89,490 - (78,490) (11,000) - - -
TSR performancerights . ... ... ... 1,610,852 - - - (1,610,852) - -
Growthshare 2003 - Mar 2003 allocation
TSR performancerights . . ... ... .. 18,094 - - - - 18,094 -
Growthshare 2004 - Sept 2003 allocation
Deferredshares ... ............ 279,750 - - (191,825) - 87,925 87,925
TSR performancerights . ... ... ... 1,772,870 - (42,047) - - 1,730,823 -
Growthshare 2004 - Feb 2004 allocation
Deferredshares ... ............ 4,600 - - (4,600) - - -
TSR performancerights . .. ... .. .. 18,298 - (10,000) - - 8,298 -
Growthshare 2005 - Aug 2004 allocation
TSR performancerights . ... ... ... 2,061,664 - (47,400) - (1,016,524) 997,740 -
EPS performancerights . ... ... ... 2,100,299 - (43,800) - (2,056,499) - -
Growthshare 2006 - Feb 2006 allocation
TSR performancerights . ... .. .. .. 535,263 - (26,329) - - 508,934 -
OEG performancerights . . . .. ... .. 1,069,007 - (49,208) - - 1,019,799 -
RG performancerights . . . .. ... ... 1,069,007 - (49,210) - - 1,019,797 -
NT performancerights . . . .. ... ... 797,577 - (36,983) - - 760,594 -
ITT performancerights. . . . ... .. .. 797,575 - (36,983) - - 760,592 -
ROl performancerights. . . ... ... .. 1,076,611 - (43,122) - - 1,033,489 -
Growthshare 2007 (#)
TSRoptions. . . ............... 7,677,589 14,349,163 (540,672) - - 21,486,080 -
RGoptions . .. ............... 5,758,177 12,895,415 (405,515) - - 18,248,077 -
NGNoptions . . . .............. 5,758,198 13,671,372 (405,504) - - 19,024,066 -
ITToptions . . . ............... 5,758,194 13,671,344 (405,501) - - 19,024,037 -
ROloptions . . . ............ ... 5,758,191 9,016,188 (405,504) - - 14,368,875 -
SEBITDAoptions. . . . . .......... 13,435,778 24,043,167 (1,056,972) - (2,894,634) 33,527,339 -
Growthshare 2008
ESOPoptions . . . .. ............ - 16,538,157  (1,066,283) (720) - 15,471,154 -
TSRoptions. . . ............... - 17,489,847 - - - 17,489,847 -
ROloptions . . . ............... - 17,489,847 - - - 17,489,847 -
(*) Forfeited refers to either cessation of employment or the (#) The options granted in fiscal 2007 only included those granted to
instrument lapsing unexercised. our senior executives as they were notified prior to 30 June 2007. The
options to the remaining participants, including the former CEO, were
(*) Expired refers to the performance hurdle not being met. not granted until fiscal 2008 and therefore these options appear as

additions to the Growthshare 2007 plan.
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27. Employee share plans (continued)
Telstra Growthshare Trust (continued)
(b) Long term incentive (LTI) plans (continued)

(iv) Summary of movements and other information (continued)

Options (*) Deferred shares Performancerights (») Restricted shares (#)
Weighted Weighted Weighted Weighted
average fair average fair average fair average fair
Number value (**) Number  value (**) Number  value (**) Number  value (**)

Outstanding
asat30June2007 . . ... 55,982,127 $0.91 373,840 $4.32 12,927,117 $3.13 - -
Granted . . ... ... . ... 139,164,500 $0.68 - - - - - -
Forfeited. . . .. ....... (4,285,951) $0.75 (78,490) $4.41 (385,082) $3.05 - -
Exercised (AA). . . .. .. .. (720) $0.43 (207,425) $4.29 - - - -
Expired. . .. ......... (2,894,634) $0.90 - - (4,683,875) $3.43 - -
Outstanding
asat30June2008 . .. .. 187,965,322 $0.74 87,925 $4.29 7,858,160 $2.95 - -
Granted . .. ......... 39,999,473 $0.20 - - - - 5,818,222 $2.83
Forfeited. . .. ........ (13,256,429) $0.73 - - (243,652) $2.97 - -
Exercised (##) . . . ... ... (1,459) $0.43 (76,025) $4.29  (3,310,467) $2.97 - -
Expired. . ... ........ (12,135,695) $0.85 (11,900) $4.29 (591,620) $3.25 - -
Outstanding
asat30June2009 . . . .. 202,571,212 $0.63 - - 3,712,421 $2.87 5,818,222 $2.83
Exercisable
asat30June2009 . . ... 31,507,117 $0.98 - - 388,506 $3.05 - -

(*) Options include RTSR, TSR, RG, NGN, ITT, ROI, SEBITDA and ESOP
options. The options “exercised” includes those participants that
have been made redundant and are then consequently entitled to the
Telstra shares.

(*) Performance rights include TSR, EPS, OEG, RG, NT, ITT and ROI
performance rights.

(#) Restricted shares relate to ROl restricted shares.

(**) The fair value of these instruments is calculated using an option
pricing model that takes into account various factors, including the
exercise price and expected life of the instrument, the current price of
the underlying share and its expected volatility, expected dividends,
the risk-free rate for the expected life of the instrument, and the
expected average volatility of Telstra’s peer group companies.

(~*) The weighted average share price for instruments exercised
during fiscal 2008 was $4.44 for the September 2002, September 2003
and February 2004 allocation of deferred shares respectively and
$4.68 for the ESOP options. These share prices were based on the
closing market price on the exercise dates.

(##) The weighted average share price for instruments exercised
during fiscal 2009 was $4.05 for the fiscal 2008 ESOP allocation of
options, $4.32 for the fiscal 2004 allocation of deferred shares, and
$4.30 for fiscal 2003, fiscal 2004, fiscal 2005 and fiscal 2006 allocation
of performance rights respectively. These share prices were based on
the closing market price on the exercise dates
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27. Employee share plans (continued)

Telstra Growthshare Trust (continued)

(b) Long term incentive (LTI) plans (continued)

(v) Fair value of equity instruments granted

Thefairvalue of LTl instruments granted during the financial year was
calculated using a valuation technique that is consistent with the
Black-Scholes methodology and utilises Monte Carlo simulations.

The following weighted average assumptions were used in
determining the valuation:

Growthshare Growthshare USESOP  Growthshare Growthshare Growthshare Growthshare Growthshare
LTl options ESOPoptions  options LTl options LTlrestricted LTloptions ESOP options LTl options
(former CEO) shares (former CEO)
Aug 2008 Jan 2009 Aug 08 May 09 May 09 Aug 2007 Dec 2007  March 2008
Shareprice. . . . ..... ... $4.39 $3.58 $4.39 $3.23 $3.23 $4.24 $4.65 $4.37
Risk freerate . ... ...... 5.65% 3.39% 5.67% 4.21% 4.21% 6.14% [ 6.08% 6.48% 6.20%
Dividend yield . ........ 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0%
Expected stock volatility . . . 21% 23% 21% 23% 23% 19% 19% 20%
Expectedlife. . . .. ... ... @) @) ™* ™* ™ ™ ™ ™
Expected rate of
achievement of TSR
performance hurdles . . . .. 17% n/a n/a 52% n/a 28% nj/a 32%

(*) The date the instruments become exercisable.

For the LTl options (former CEO), the fair value has been measured at
agrant date of 21 August 2008 and has been allocated over the period
for which the service is received which commenced 1 July 2008 for the
tranche 3 allocation.

For the ESOP options, the fair value has been measured at a grant date
of 22 January 2009 and has been allocated over the period for which
the service is received which commenced on 1 July 2008.

For the US ESOP options, the fair value has been measured at a grant
date of 21 August 2008 and has been allocated over the period for
which the service is received which commenced on grant date.

For the LTl options (in relation to executives other than the former
CEO), the fair value has been measured at a grant date of 8 May 2009
and has been allocated over the period for which the service is
received which commenced 1 July 2008.

For the LTI restricted shares (in relation to executives other than the
former CEO), the fair value has been measured at a grant date of 8 May
2009 and has been allocated over the period for which the service is
received which commenced 1 July 2008.

The expected stock volatility is a measure of the amount by which the

price is expected to fluctuate during a period. This was based on
historical daily and weekly closing share prices.
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Telstra Growthshare Trust (continued)

(c) Telstra Directshare and Ownshare

(i) Nature of Telstra Directshare and Ownshare

Telstra Directshare

Non-executive directors were required to offer to receive a minimum
of 20% of their total remuneration as restricted Telstra shares, known
as Directshares. Shares are acquired by the trustee from time to time.
The trustee may determine to allocate shares to the participating
directors on asix monthly basis, on dates determined by the trustee at
its discretion. Although the trustee holds the shares in trust, the
participant retains the beneficial interest in the shares (dividends,
voting rights, bonuses and rights issues) until they are transferred at
expiration of the restriction period.

Therestriction period on Directshare already allocated continues until
the earliest of:

e 10 years(2008: five years) from the date of allocation of the shares;

» the participating director is no longer a director of, or is no longer
employed by, a company in the Telstra Group; and

e the Trustee determines that an ‘event’ has occurred.

Atthe end of therestriction period, the Directshares will be transferred
to the participating director. The participating director is not able to
dealin the shares until this transfer has taken place. The expense
associated with shares allocated under this plan is included in the
disclosure for directors’ remuneration.

As a result of the changes to tax laws governing employee share
schemes, creating uncertainty in relation to the future tax treatment
of shares acquired under employee share schemes, the Board has
determined that non-executive directors will not be required to
receive a minimum of 20% of their total remuneration as Directshares
from 1 July 2009. Instead, the Board has decided to implement a
policy to encourage non-executive directors to hold a total value
equivalent to at least 50% of their total remuneration as Telstra
shares. Such shares are to be acquired over a five year period from 1
July 2009 to further align the remuneration structure with the
interests of shareholders.

Telstra Ownshare

Certain eligible employees may, at their election, be provided part of
their remuneration in Telstra shares. Shares are acquired by the
trustee from time to time and allocated to these employees at the
time their application is accepted. Although the trustee holds the
shares in trust, the participant retains the beneficial interest in the
shares (dividends, voting rights, bonuses or rights issues) until they
are transferred at expiration of the restriction period.

The restriction period continues until the earliest of:

» threeyearsfromthe date of allocation (depending on the elections
available to the participant at the time of allocation);

e the participant ceases employment with the Telstra Group; and

» theBoard of Telstra determines that an ‘event’ has occurred.

At the end of the restriction period, the Ownshares will be transferred
to the participant. The participant is not able to deal in the shares
until this transfer has taken place.

(ii) Instruments granted during the financial year

The fair value of the instruments granted under the Directshare and
Ownshare plans is determined by the remuneration foregone by the
participant. On the grant of Directshares and Ownshares, the
participantsin the plans are not required to make any payment to the
Telstra Entity. The 15 September 2008 grant of Ownshares relates to
employees short term incentive payments and the 24 October 2008
grant relates to shares acquired through salary sacrifice by
employees.

The weighted average fair value of fully paid shares granted to
directors and executives under the Directshare and Ownshare plans as
at 30 June 2009 was $4.08 (2008: $4.63) and $4.21 (2008: $4.47)
respectively. The total fair value of shares granted during 30 June
2009 was $648,839 (2008: $421,243) for the Directshare and $2,721,513
(2008: $2,652,676) for the Ownshare plan.
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Telstra Growthshare Trust (continued)

(c) Telstra Directshare and Ownshare (continued)

(iii) Summary of movements

The table below provides information about our Directshare and
Ownshare plans:

Number of equity instruments

Outstanding Outstanding Outstanding
at 30 June Granted Distributed at30June Granted Distributed at30June
2007 *) *) 2008 *) Q) 2009

Directshares
5 September 2002 allocation . . . . . ... .. 7,598 - (7,598) - - - -
7 March 2003 allocation . . .. ... ...... 20,108 - (20,108) - - - -
5 September 2003 allocation . . . . ... ... 15,524 - (1,158) 14,366 - - 14,366
20 February 2004 allocation. . . . . ... ... 17,134 - (1,699) 15,435 - - 15,435
20 August 2005 allocation . .. .. .. ... 5,080 - (458) 4,622 - - 4,622
19 February 2005 allocation. . . . . ... ... 17,405 - (1,701) 15,704 - - 15,704
19 August 2005 allocation. . . ... ... ... 16,516 - (2,293) 14,223 - - 14,223
17 February 2006 allocation. . . . . ... ... 25,599 - (3,577) 22,022 - - 22,022
18 August 2006 allocation. . ... ....... 36,431 - (4,560) 31,871 - - 31,871
23 February 2007 allocation. . . . . ... ... 38,209 - (4,095) 34,114 - - 34,114
17 August 2007 allocation. . . . ... ... .. - 37,961 (3,913) 34,048 - - 34,048
29 February 2008 allocation. . . . . ... ... - 53,104 (1,671) 51,433 - - 51,433
21 August 2008 allocation. . . .. .... ... - - - - 61,113 - 61,113
6 March 2009 allocation . . . ... ....... - - - - 97,797 - 97,797
199,604 91,065 (52,831) 237,838 158,910 - 396,748

Ownshares

20 August 2004 allocation. . . ... ... ... 256,372 - (256,372) - - - -
29 October 2004 allocation . . ... ... ... 175,130 - (175,130) - - - -
19 August 2005 allocation. . . . ... ... .. 419,462 - (48,129) 371,333 - (371,333) -
28 October 2005 allocation . . ... ...... 231,319 - (15,604) 215,715 - (215,715) -
18 August 2006 allocation. . . ... ...... 393,244 - (52,241) 341,003 - (38,936) 302,067
27 October 2006 allocation . . . ... ..... 177,596 - (24,600) 152,996 - (9,025) 143,971
27 September 2007 allocation . ... ... .. - 402,067 (17,857) 384,210 - (27,579) 356,631
26 October 2007 allocation . . .. ....... - 192,198 (17,814) 174,384 - (32,195) 142,189
15 September 2008 allocation . .. ... ... - - - - 441,706 (24,426) 417,280
24 October 2008 allocation . . . ... ..... - - - - 205,341 (2,545) 202,796
1,653,123 594,265 (607,747) 1,639,641 647,047 (721,754) 1,564,934

(*) The number of Directshares granted is based on the monthly
volume weighted average price of a Telstra share in the six months
prior to allocation, in conjunction with the remuneration foregone.
The number of Ownshares granted is based on the weighted average
price of a Telstra share in the week ending on the day before the
allocation date, in conjunction with the remuneration foregone.

(») Directshares and Ownshares are not required to be exercised. The
fully paid shares held by the Telstra Growthshare Trust relating to
these instruments are transferred to the participants at the
completion of the restriction period.
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27. Employee share plans (continued)
TESOP99 and TESOP97

As part of the Commonwealth’s sale of its shareholding in fiscal 2000
and fiscal 1998 we offered eligible employees the opportunity to buy
ordinary shares of Telstra. These share plans were:

o the Telstra Employee Share Ownership Plan Il (TESOP99); and
e the Telstra Employee Share Ownership Plan (TESOP97).

Although the Telstra ESOP Trustee Pty Ltd (wholly owned subsidiary
of Telstra) is the trustee for TESOP99 and TESOP97 and holds the
shares in the trust, the participating employee retains the beneficial
interest in the shares (dividends and voting rights).

Generally, employees were offered interest free loans by the Telstra
Entity to acquire certain shares and in some cases became entitled to
certain extra shares and loyalty shares as a result of participating in
the plans. Allshares acquired under the plans were transferred from
the Commonwealth either to the employees or to the trustee for the
benefit of the employees.

While a participant remains an employee of the Telstra Entity, a
company in which Telstra owns greater than 50% equity, or the
company which was their employer when the shares were acquired,
thereis no date by which the employee has to repay the loan. The
loan may, however, be repaid in full at any time by the employee
using his or her own funds.

The loan shares, extra shares and in the case of TESOP99, the loyalty
shares, were subject to a restriction on the sale of the shares or
transfer to the employee for three years, or until the relevant
employment ceased. This restriction period has now been fulfilled
under each plan.

If a participant ceases to be employed by the Telstra Entity, a
company in which Telstra owns greater than 50% equity, or the
company which was their employer when the shares were acquired,
the employee must repay their loan within two months of leaving to
acquire the relevant shares. This is the case except where the
restriction period has ended because of the employee’s death or
disablement (in this case the loan must be repaid within 12 months).

If the employee does not repay the loan when required, the trustee
can sell the shares. The sale proceeds must then be used to pay the
costs of the sale and any amount outstanding on the loan, after which
thebalancewill be paid to theemployee. The Telstra Entity’s recourse
under the loan is limited to the amount recoverable through the sale
of the employee’s shares.
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TESOP99 and TESOP97 (continued)

The Telstra ESOP Trustee continues to hold the loan shares where the
employee has ceased employment and elected not to repay the loan,
until the share price is sufficient to recover the loan amount and
associated costs. The Trustee will then sell the shares. As at 30 June
2009, there were 8,522,800 shares held for this purpose (2008:
8,067,200).

The following table provides information about our TESOP99 and
TESOP97 share plans:

TESOP97 TESOP99
Weighted  Total fair Weighted Total fair
averagefair  value averagefair  value
Number value (*) $m Number  value (*) $m

Equity instruments outstanding and exercisable as at
30June2007 . . . .. ... 34,685,500 $4.59 159 14,187,600 $4.59 65
EXErcised . . . ..o (5,916,250) $4.45 (26) (186,600) $4.46 1)
Equity instruments outstanding and exercisable as at
30June2008. . . . ... ... 28,769,250 $4.24 122 14,001,000 $4.24 59
Exercised . . ... ... (3,096,750) $3.77 (12) (102,000) $3.76 -
Equity instruments outstanding and exercisable as at
30June2009. . . . ... 25,672,500 $3.39 87 13,899,000 $3.39 47

(*) The fairvalue of these sharesis based on the market value of Telstra
shares at balance date and exercise date.

The employee share loan balance as at 30 June 2009 is $87 million
(2008: $97 million). The weighted average loan still to be repaid for
TESOP97is $0.40 perinstrument (2008: $0.61), and for TESOP99 is $5.49
per instrument (2008: $5.70).
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28. Key management personnel compensation

Our key management personnel (KMP) have authority and
responsibility for planning, directing and controlling the activities of
the Telstra Group. Our KMP consist of:

o the Directors of the Telstra Entity; and
o certain executives in the Chief Executive Officer’s (CEQ’s) senior
leadership team, referred to as a ‘senior executive’ in this report.

Directors

During fiscal 2009 and fiscal 2008, the Directors of the Telstra Entity
were:

Name Position

Current Directors

Catherine B Livingstone Chairman (appointed on 8 May 2009), Non Executive Director

David | Thodey Chief Executive Officer and Executive Director (appointed effective 19 May 2009)

John V Stanhope Executive Director (appointed effective 8 May 2009), Chief Financial Officer and Group Managing Director,
Finance and Administration

Geoffrey A Cousins Non Executive Director

Charles Macek Non Executive Director

John P Mullen Non Executive Director (appointed effective 1 July 2008)

John M Stewart Non Executive Director

John W Stocker Non Executive Director

Peter J Willcox Non Executive Director (resigned on 8 May 2009 effective 4 November 2009)

John D Zeglis Non Executive Director

Former Directors

Donald G McGauchie resigned as Chairman, Non Executive Director on 8 May 2009

Solomon D Trujillo ceased as Chief Executive Officer and Executive Director effective 15 May 2009
Senior executives

The senior executives that qualified as KMP for fiscal 2009 and fiscal
2008 were:

Name Position

Current senior executives

Bruce Akhurst Chief Executive Officer, Sensis

Nerida Caesar Group Managing Director, Telstra Enterprise and Government (KMP effective from 30 March 2009)
Justin Milne Group Managing Director, Telstra Media (KMP effective from 18 September 2008)

David Moffatt Group Managing Director, Telstra Consumer

Michael Rocca Group Managing Director, Telstra Networks and Services (KMP effective from 1 February 2009)
Deena Shiff Group Managing Director, Telstra Business

Former senior executives

Kate McKenzie, former Group Managing Director, Telstra Wholesale, ceased being a KMP effective 30 March 2009. Ms McKenzie is
currently Group Managing Director, Strategic Marketing.

Gregory Winn, former Group Managing Director, Telstra Operations, ceased being a KMP effective 1 February 2009.
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KMP aggregate compensation

During fiscal 2009 and fiscal 2008, the aggregate compensation
provided to our KMP was:

Telstra Group Telstra Entity

As at 30 June As at 30 June
2009 2008 2009 2008
$ $ $ $
Short termemployeebenefits . . ... ... ... ... L o Lo oL 26,303,124 30,308,353 26,303,124 30,308,353
Post employmentbenefits . .. ........ ... ... ... . . . o . 1,170,557 1,360,764 1,170,557 1,360,764
Otherlongtermbenefits. . . .. ... .. ... ... ... ... ... . ... ... .. 296,800 288,125 296,800 288,125
Terminationbenefits . . . . .. ... .. ... . ... 4,232,113 - 4,232,113 -
Share-based payments. . . .. ... ... L 7,057,240 16,518,575 7,057,240 16,518,575
39,059,834 48,475,817 39,059,834 48,475,817

In accordance with AASB 124 we have made the detailed
remuneration disclosures in the Remuneration Report which is part of
the Directors’ Report. Please refer to the Remuneration Report for
further details.

Other transactions with our KMP and their related entities

Our KMP have telecommunications services transactions with the
Telstra Group, which are not significant and are both trivial and
domestic in nature. The KMP related entities also have
telecommunications services with us on normal commercial terms
and conditions.

Our KMP are provided with telecommunications and other services
and equipment to assist them in performing their duties. From time to
time, we also make products and services available to our KMP
without charge to enable them to familiarise themselves with our
products, services and recent technological developments. To the
extent it is considered a benefit to a KMP, it is included in their
compensation.

From 1 February 2009 to 31 March 2009, Mr Winn was engaged in a
consulting capacity to Telstra, an arrangement that has now ceased.
Hereceived $666,666 in consulting fees during this period which was a
pro rata equivalent rate of his fixed remuneration and Short Term
Incentive at target as disclosed in the Remuneration Report.
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KMP interests in shares of Telstra Entity

During fiscal 2009, our KMP and their related entities held share
capital of the Telstra Entity directly, indirectly or beneficially as

follows:
Total shares Shares Total shares
held at Equity acquired or held at Shares that
30June 2008 Directshare instruments disposedofby 30June 2009 areheld
(a) allocation exercised other means (b) nominally (c)
Number Number Number Number Number Number

Directors
CatherineB Livingstone . . . . ............ 100,461 12,521 - - 112,982 112,982
DavidIThodey. . .. .................. 270,835 - 141,211 83,542 495,588 386,590
JohnV Stanhope .................... 227,959 - 126,619 82,489 437,067 168,918
GeoffreyACousins . .. ................ 9,979 11,786 - - 21,765 21,765
CharlesMacek . ... ....... ..., 214,178 14,477 - (5,500) 223,155 217,587
JohnPMullen .. .................... - 26,159 - - 26,159 26,159
JohnMStewart .. ................... - 9,031 - - 9,031 9,031
JohnWStocker. . .. ......... ... ..... 183,004 29,233 - (1,498) 210,739 192,625
Peter JWillcox . . .. .. ................ 67,836 13,498 - 10,000 91,334 91,334
JohnDZeglis. . ..................... 30,063 10,808 - - 40,871 24,371
Donald G McGauchie . . .. ........... ... 135,205 31,394 - - 166,599 128,208
Solomon D Trujillo . ... ............... 901,608 - - 689,171 1,590,779 1,340,779

2,141,128 158,907 267,830 858,204 3,426,069 2,720,349
Senior executives
BruceAkhurst . .. .. ... ... . ... L. 65,934 - 227,764 (126,699) 166,999 159,219
NeridaCaesar . .. ................... 32,340 - - - 32,340 22,100
KateMcKenzie . . ... ........ ... ...... 52,846 - 7,201 33,138 93,185 72,021
JustinMilne. . ... ....... ... .. .. ..... 199,886 - - - 199,886 80,851
David Moffatt . ............. ... .. ... 465,428 - 164,501 94,705 724,634 190,547
MichaelRocca . . . . ... ... ... ......... 544,102 - - (100,000) 444,102 171,198
DeenaShiff . . . ... ... ... ... ..., .. 154,298 - 81,060 68,418 303,776 143,129

1,514,834 - 480,526 (30,438) 1,964,922 839,065

3,655,962 158,907 748,356 827,766 5,390,991 3,559,414

Total shareholdings include shares held by our KMP and their related
entities. Unless related to our employee share plans, shares acquired
or disposed by our KMP during fiscal 2009 were on an arm’s length
basis at market price.

(a) For those Directors and senior executives who qualified as KMP
during the year, represents shares held as at the date they became
KMP.

(b) For those Directors and senior executives who retired from office
during the year or no longer qualify as KMP as at 30 June 2009,
represents shares held as at the date they retired or no longer
qualified as KMP.

(c) Nominally refers to shares held either indirectly or beneficially.
This includes those acquired under Directshare as well as certain
incentive shares issued to our KMP that vest immediately. These
shares are subject to a restriction period, such that the Director or
senior executive is restricted from dealing with the shares until after
they are released from the restriction period. Refer to note 27 for
further details.
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KMP interests in shares of Telstra Entity (continued)

During fiscal 2008, our KMP and their related entities held share
capital of the Telstra Entity directly, indirectly or beneficially as

follows:
Shares
Total shares Equity acquiredor Totalshares Sharesthat
held at Directshare instruments disposedofby held at are held
30June 2007 allocation exercised  other means 30 June 2008 nominally(b)
Number Number Number Number Number Number
Directors
Donald G McGauchie . . . . .............. 109,332 24,761 - 1,112 135,205 96,814
Solomon D Trujillo . . ........... ... ... 250,000 - - 651,608 901,608 651,608
GeoffreyACousins . .. ................ 1,747 8,232 - - 9,979 9,979
Belinda J Hutchinson(a). . . .. ........... 238,433 3,913 - - 242,346 200,230
CatherineB Livingstone . . . .. ........... 95,243 9,752 - (4,534) 100,461 82,914
CharlesMacek . . . ....... ... ... ... ... 178,282 11,096 - 24,800 214,178 208,610
JohnMStewart . .. ... ... ... - - - - - -
JohnWStocker. . . ... ... L 159,389 14,119 - 9,496 183,004 164,890
Peter JWillcox . . .. ......... ... ... ... 48,023 9,313 - 10,500 67,836 67,836
JohnDZeglis. ... .......... ... ... ... 21,855 8,208 - - 30,063 13,563
1,102,304 89,394 - 692,982 1,884,680 1,496,444
Senior executives
BruceAkhurst . . ... ... ... ... ... .. 32,559 - - 33,375 65,934 58,154
KateMcKenzie . . . ....... ... ... ... ... - - 13,963 38,883 52,846 38,883
David Moffatt . ............ ... ... ... 367,822 - - 97,606 465,428 95,842
DeenaShiff . . . .. ... ... ... L 14,880 - 71,307 68,111 154,298 74,711
JohnStanhope. . . . .................. 125,634 - 19,856 82,469 227,959 86,429
David Thodeg ....................... 179,279 - 17,049 74,507 270,835 79,860
GregoryWinn. . .. ... ... . L - - - - - -
720,174 - 122,175 394,951 1,237,300 433,879
1,822,478 89,394 122,175 1,087,933 3,121,980 1,930,323

Total shareholdings include shares held by our KMP and their related
entities. Unless related to our employee share plans, shares acquired

or disposed by our KMP during fiscal 2008 were on an arm’s length

basis at market price.

(a) During fiscal 2008 Ms Hutchinson retired from office. For Ms

Hutchinson, the number of shares represent those held at the date of

leaving office.

(b) Nominally refers to shares held either indirectly or beneficially.
This includes those acquired under Directshare as well as certain
incentive shares issued to our KMP that vest immediately. These
shares are subject to arestriction period, such that the Director or
senior executive is restricted from dealing with the shares until after
they are released from the restriction period. Refer to note 27 for

further details.
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28. Key management personnel compensation (continued)

KMP interests in options and rights of Telstra Entity

The following details the balances and changes in instruments issued

for our KMP during fiscal 2009.

Vested and

Totalheld  Granted Exercised Totalheld exercisable  Vested

at30June duringthe duringthe Other at30June at30June duringthe
Instrument type 2008 (a) year year changes (b) 2009 (c) 2009 (c) year
director/senior executive Number Number Number Number Number Number Number
Performance rights
DavidIThodey. . ... .............. 231,918 - (123,064) (13,608) 95,246 - 89,814
JohnVStanhope . .. .............. 209,216 - (105,484) (12,967) 90,765 - 75,334
Bruce Akhurst . .. ................ 251,640 - (133,848) (14,724) 103,068 - 97,848
Kate McKenzie(c) . . . .............. 64,576 - - (5,559) 59,017 20,116 11,116
JustinMilne(a). . .. ............... 46,129 - - - 46,129 - -
David Moffatt . .................. 262,450 - (142,650) (14,976) 104,824 - 106,050
MichaelRocca(a) . . . .............. 90,942 - - - 90,942 - -
DeenaShiff . ... ................. 135,420 - (55,084) (10,043) 70,293 - 42,584
Solomon D Trujillo (€). « « « v v v v vt 836,821 - - (228,732) 608,089 167,364 167,364
Options
DavidIThodey. . . .. .............. 7,965,160 881,331 - (175,000) 8,671,491 1,309,000 775,000
JohnVStanhope . . ............... 5,936,390 698,987 - (132,759) 6,502,618 828,932 587,932
BruceAkhurst . ... .......... .. ... 8,624,715 949,350 - (188,578) 9,385,487 1,452,127 835,127
NeridaCaesar(a) . . ............... 928,085 132,539 - - 1,060,624 94,203 -
Kate McKenzie(c) . . ... ............ 2,467,533 - - (56,573) 2,410,960 250,537 250,537
JustinMilne(a). .. ................ 2,663,599 370,116 - - 3,033,715 276,595 -
DavidMoffatt . .................. 8,916,255 999,277 - (190,841) 9,724,691 1,585,151 845,151
MichaelRocca(a) . . . .............. 7,311,419 873,733 - - 8,185,152 1,010,276 -
DeenaShiff . ... ......... ... ... ... 6,016,019 741,679 - (135,776) 6,621,922 779,293 601,293
Solomon D Trujillo(c). . . ... ... ... 15,517,242 5,172,414 - (8,793,104) 11,896,552 6,724,138 6,724,138
Restricted shares
DavidlThodey. . ... .............. - 279,357 - - 279,357 - -
JohnVStanhope . .. ...... .. ...... - 221,560 - - 221,560 - -
BruceAkhurst . ... ..... ... ...... - 300,917 - - 300,917 - -
Nerida Caesar(a) . ................ - 42,010 - - 42,010 - -
JustinMilne(a). . .. ........ ... ... - 117,317 - - 117,317 - -
DavidMoffatt . ... ............... - 316,743 - - 316,743 - -
MichaelRocca(a) . . . .............. - 276,950 - - 276,950 - -
DeenaShiff . ... ................. - 235,093 - - 235,093 - -
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28. Key management personnel compensation (continued)

KMP interests in options and rights of Telstra Entity (continued)

Vested and

Totalheld  Granted Exercised Total held exercisable  Vested

at30June duringthe duringthe Other at30June at30June duringthe
Instrument type 2008 (a) year year changes (b) 2009 (c) 2009 (c) year
director/senior executive Number Number Number Number Number Number Number
Incentive shares rights (d)
DavidIThodey. . ... .............. 18,147 - (18,147) - - - 18,147
JohnVStanhope . .. ..... ... ... ... 21,135 - (21,135) - - - 21,135
BruceAkhurst . ... ............... 93,916 - (93,916) - - - 93,916
Kate McKenzie(c) . . . .............. 7,641 14 (7,201) - 454 454 7,201
David Moffatt . .......... ... ... 43,702 736 (21,851) - 22,587 22,587 21,851
DeenaShiff . .. .................. 25,976 - (25,976) - - - 25,976
TESOP97
JohnVStanhope ... ...... ... ... . 2,500 - - - 2,500 2,500 -
Bruce Akhurst . .. ....... ... .. ... . 2,500 - - - 2,500 2,500 -
MichaelRocca(a) . . ............... 2,500 - - - 2,500 2,500 -
TESOP99
JohnVStanhope . ... ... ... ... ... 400 - - - 400 400 -
Bruce Akhurst . .. ........... . ..., 400 - - - 400 400 -
DeenaShiff . .. ......... ... ...... 400 - - - 400 400 -

(a) For those Directors and senior executives who qualified as KMP
during the year, represents equity instruments held as at the date
they became KMP.

(b) During fiscal 2009, other changes for our performance rights and
options are a result of instruments expiring due to the specified
performance hurdles not being achieved or instruments forfeiting due
to KMP retiring during the year.

(c) For those Directors and senior executives who retired from office
during the year or no longer qualify as KMP at 30 June 2009,
represents equity instruments held as at the date they retired or no
longer qualified as KMP.

(d) Excludes incentives shares that vest immediately and are
beneficially owned by the KMP. “Granted” for incentive shares rights
relate to additionalincentive shares provided to our senior executives.
Any dividends paid by the Company prior to the exercise of their
incentives shares will increase the number of Telstra shares allocated
to the senior executives when the vested incentive shares are
exercised. Refer to note 27 for further details.
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28. Key management personnel compensation (continued)

KMP interests in options and rights of Telstra Entity (continued)

The following details the balances and changes in instruments issued

for our KMP during fiscal 2008.

Vested and

Totalheld  Granted Exercised Totalheld exercisable  Vested

at30June duringthe duringthe Other at30June at30June duringthe
Instrument type 2007 year year changes (a) 2008 2008 year
director/senior executive Number Number Number Number Number Number Number
Performance rights
Solomon D Trujillo . . .............. 836,821 - - - 836,821 - -
Bruce Akhurst . . ... ... ... ... ..... 426,540 - - (174,900) 251,640 - -
KateMcKenzie . . . ... ............. 91,576 - - (27,000) 64,576 - -
David Moffatt . . ................. 448,550 - - (186,100) 262,450 - -
DeenaShiff . . . .................. 192,720 - - (57,300) 135,420 - -
JohnStanhope. . . .. ... ... . L 323,466 - - (114,250) 209,216 - -
DavidThodey. . . . ... ...t 390,668 - - (158,750) 231,918 - -
Options
Solomon D Trujillo . . .............. - 15,517,242 - - 15,517,242 - -
Bruce Akhurst . .. ................ 6,813,121 1,811,594 - - 8,624,715 617,000 -
KateMcKenzie . . ... .............. 1,858,837 608,696 - - 2,467,533 - -
David Moffatt . . ................. 7,010,475 1,905,780 - - 8,916,255 740,000 -
DeenaShiff . .. .................. 4,639,207 1,376,812 - - 6,016,019 178,000 -
JohnStanhope. . . . ... ... ... 4,603,070 1,333,320 - - 5,936,390 241,000 -
DavidThodey. . . . ................ 6,284,000 1,681,160 - - 7,965,160 534,000 -
Incentive shares rights (b)
Bruce Akhurst . ... ..... ... . ..... 88,233 5,683 - - 93,916 47,836 43,291
KateMcKenzie . . ... .............. 20,298 1,306 (13,963) - 7,641 440 6,766
David Moffatt . . ................. 41,060 2,642 - - 43,702 21,851 20,530
DeenaShiff . . . ....... . ... ... .... 73,211 1,572 (48,807) - 25,976 - 24,404
JohnStanhope. . . . ... ... . L 39,712 1,279 (19,856) - 21,135 - 19,856
DavidThodey. . ... ............... 34,099 1,097 (17,049) - 18,147 - 17,049
Deferred shares
DeenaShiff . .. ... ... ... ... ... . 22,500 - (22,500) - - - -
TESOP97
Bruce Akhurst . .. ... .. .. ... .. .... 2,500 - - - 2,500 2,500 -
JohnStanhope. . . .. ... ... ... L. 2,500 - - - 2,500 2,500 -
TESOP99
Bruce Akhurst . .. ....... .. ... . ... 400 - - - 400 400 -
DeenaShiff . . ... ... ... ... ... . ... 400 - - - 400 400 -
JohnStanhope. . . ... ... ... ... ... 400 - - - 400 400 -

(a) During fiscal 2008, other changes for our performance rights are a

result of instruments expiring due to the specified performance
hurdles not being achieved.

(b) Excludes incentives shares that vest immediately and are

beneficially owned by the KMP. “Granted” for incentive shares rights
relateto additionalincentive shares provided to our senior executives.
Any dividends paid by the Company prior to the exercise of their

incentives shares will increase the number of Telstra shares allocated

to the senior executives when the vested incentive shares are
exercised. Refer to note 27 for further details.
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29. Related party disclosures
Transactions involving our controlled entities
Interests in controlled entities are set outin note 25. Our transactions

with our controlled entities recorded in the income statement and
statement of financial position are as follows:

Telstra Group Telstra Entity
Year ended/As at Year ended/As at
30 June 30 June
2009 2008 2009 2008
Note $m $m $m $m
Income from controlled entities:
Saleof goodsandservices(a). . . . .. ... ... - - 1,151 1,115
Financeincome(a) . . . . . . . . .. 17 - - 1 1
Dividendrevenue(b) . . . . . ... . . ... 6 - - 146 256
Expenses to controlled entities:
Purchase of goods andservices(a). . . ... ... ... .. L - - 427 423
Financecosts(a). . . . . . . o 17 - - 11 15
Total amounts receivable at 30 June from:
Current
Controlled entities(a)(d) . . . ... ... . 10 - - 3,168 2,659
Allowance for amounts owed by controlled entities. . . . ... ....... ... ... . 10 - - (2,487) (2,267)
- - 681 392
Non current
Controlled entities (@). . . . . . . . . .o 10 - - 179 162
Movement in allowance for amounts owed by controlled entities:
Openingbalance. . . ... ... ... ... . - - (2,267) (2,022)
Impairmentloss(c) . . . .. ... 7 - - (220) (247)
Reversal of impairmentloss. . . ... ... ... ... .. L 7 - - - 2
Closingbalance . . ... ... .. .. L 10 - - (2,487) (2,267)
Total amounts payable at 30 June to:
Current
Controlled entities-payables(a)(d) . ... ....... ... ... . ... ... ... ... 15 - - 189 155
Controlled entities-loans(e) . . . . . .. ... ... ... 17 - - 1,106 430
- - 1,295 585

(a) The Telstra Entity sold and purchased goods and services and
received and paid interest to its controlled entities. These
transactions are in the ordinary course of business and are on normal
commercial terms and conditions.

Details of our individual significant transactions involving our
controlled entities during fiscal 2009 are detailed as follows:

o the Telstra Entity received procurement fees from its controlled
entity Sensis Pty Ltd for the use of Yellow Pages™ and White
Pages® trademarks amounting to $667 million (2008: $664 million).
As at 30 June 2009, the Telstra Entity recorded revenue received in
advance amounting to $275 million (2008: $386 million) for the use
of these trademarks;

o the Telstra Entity paid management fees to its controlled entity
Sensis Pty Ltd amounting to $324 million (2008: $329 million) for
undertaking agency and contract management services for the
national directory service; and
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the Telstra Entity receivedincome fromits controlled entity Telstra
Multimedia Pty Ltd amounting to $331 million (2008: $309 million)
foraccess to ducts that store the national hybrid fibre coaxial (HFC)
cable network.
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29. Related party disclosures (continued)
Transactions involving our controlled entities (continued)

(b) The Telstra Entity recorded dividend revenue of $100 million from
Telstra Media Pty Limited and $46 million from Telstra Holdings Pty
Ltd during fiscal 2009. The Telstra Entity recorded dividend revenue
from Telstra Media Pty Limited of $127 million, Sensis Pty Ltd of $81
million and Telstra Services Solutions Holdings Limited of $48 million
in fiscal 2008.

(c) The profit before income tax expense of the Telstra Entity included
an impairment loss of $220 million (2008: $247 million) relating to a
movement in allowance for amounts owed by a controlled entity.

(d) The Telstra Entity and its Australian controlled entities have
formed a tax consolidated group, with a tax funding arrangement
currentlyin place. Theamountsreceivable oramounts payable to the
Telstra Entity under this arrangement are due in the next financial
year upon final settlement of the current tax payable for the tax
consolidated group. Refer to note 9 for further details on tax
consolidation.

(e) The Telstra Entity operates a current account with some of its
Australian controlled entities, being an internal group bank account
used to settle transactions with its controlled entities or between two
controlled entities. Cash deposit balances in the current account
owed to our controlled entities are recorded as loans. All loan
balances with our controlled entities are unsecured, with settlement
required in cash. Refer to note 17 for further discussion on our
borrowings.
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29. Related party disclosures (continued)

Transactions involving our jointly controlled and associated
entities

Our transactions with our jointly controlled and associated entities
recorded in the income statement and statement of financial position
are as follows:

Telstra Group Telstra Entity
Year ended/As at Year ended/As at
30June 30June
2009 2008 2009 2008
Note $m $m $m $m
Income from jointly controlled and associated entities:
Saleof goodsandservices (a). . . . ... ... .. 214 212 108 124
Distribution from FOXTEL Partnership(b) . ... ....... ... ... ... ... ... 6 100 130 - -
Expenses to jointly controlled and associated entities:
Purchase of goods andservices(a). . . ... ... ... .. L 844 678 361 277
Total amounts receivable at 30 June from:
Current
Jointly controlled and associated entities - trade receivables(a) . . . . . ... ... ... 13 13 10 10
Non current
Jointly controlled and associated entities-loans(c) . .. ................. 10 229 194 191 161
Allowance for amounts owed by jointly controlled and associated entities (c) . . . .10 (191) (161) (191) (161)
38 33 - -
Movement in allowance for amounts owed by jointly controlled and
associated entities:
Openingbalance. . . ... ... ... ... . (161) (183) (161) (183)
Foreign currency exchange differences. . . ... ....... ... ... ... . . . (30) 22 (30) 22
Closingbalance . . ... ... . . . (191) (161) (191) (161)
Total amounts payable at 30 June to:
Current
Jointly controlled and associated entities - payables(a). . . ... ........ ... .. 7 15 4 8

(a) We sold and purchased goods and services, and received interest
from our jointly controlled and associated entities. These
transactions were in the ordinary course of business and on normal
commercial terms and conditions.

Details of our individual significant transactions involving our jointly
controlled and associated entities during fiscal 2009 are detailed as
follows:

» we purchased pay television services amounting to $428 million
(2008: $367 million) from our jointly controlled entity FOXTEL. The
purchases were to enable the resale of FOXTEL services, including
pay television content, to our existing customers as part of our
ongoing product bundling initiatives. In addition, we made sales
to FOXTEL for our cost recoveries of $75 million (2008: $75 million);
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purchases were made by the Telstra Group of $308 million (2008:
$221 million) and Telstra Entity of $258 million (2008: $111 million)
from our jointly controlled entity Reach Ltd (Reach) in line with
market prices. These were for both the purchase of, and
entitlement to, capacity and connectivity services; and

sales to Reach were made for international inbound call
termination services, construction and consultancy by the Telstra
Group of $69 million (2008: $64 million) and the Telstra Entity of
$58 million (2008: $54 million).

(b) A $100 million distribution was received from our jointly controlled
entity FOXTEL during the year (2008: $130 million).
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29. Related party disclosures (continued)

Transactions involving our jointly controlled and associated
entities (continued)

(c) Loans provided to jointly controlled and associated entities relates
mainly to loans provided to Reach of $191 million (2008: $161 million)
and the 3GIS Partnership (3GIS) of $38 million (2008: $33 million).

The loan provided to Reach is an interest free loan and repayable on
or after 31 December 2010 upon the giving of six months notice by
both PCCW Limited and us. We have provided for the non-
recoverability of the loan as we do not consider that Reachisin a
position to be able to repay the loan amount in the medium term.

The loan provided to 3GIS represents interest free funding for
operational expenditure purposes. In accordance with the
partnership agreement, the loan is repayable on dissolution of the
partnership and so is at call.

Transactions involving other related entities
Post-employment benefits

As at 30 June 2009, Telstra Superannuation Scheme (Telstra Super)
owned 23,066,594 shares in Telstra Corporation Limited (2008:
25,967,557) at a cost of $87 million (2008: $112 million) and a market
value of $78 million (2008: $110 million). All of these shares were fully
paid at 30 June 2009. Infiscal 2009, we paid dividends to Telstra Super
of $7 million (2008: $5 million). We own 100% of the equity of Telstra
Super Pty Ltd, the trustee of Telstra Super.

In the prior year Telstra Super also held bonds issued by Telstra
Corporation Limited. These bonds had a cost of $6 million and a
market value of $6 million at 30 June 2008.

All purchases and sales of Telstra shares and bonds by Telstra Super
are determined by the trustee and/or its investment managers on
behalf of the members of Telstra Super.

Key management personnel (KMP)

For details regarding our KMP’s remuneration and interests in Telstra,
as well as other related party transactions, refer to note 28.

223



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

30. Events after balance date

We are not aware of any matter or circumstance that has occurred
since 30 June 2009 that, in our opinion, has significantly affected or
may significantly affect in future years:

e ouroperations;
e theresults of those operations; or
* the state of our affairs;

other than:
Final Dividend

On 13 August 2009, the directors of Telstra Corporation Limited
resolved to pay a fully franked final dividend of 14 cents per ordinary
share. The record date for the final dividend will be 28 August 2009
with payment being made on 25 September 2009. Shares will trade
excluding the entitlement to the dividend on 24 August 2009.

A provision for dividend payable has been raised as at the date of
resolution, amounting to $1,737 million. The final dividend will be
fully franked at a tax rate of 30%. The financial effect of the dividend
resolution was not brought to account as at 30 June 2009.

There are no income tax consequences for the Telstra Group and
Telstra Entity resulting from the resolution and payment of the final
ordinary dividend, except for $745 million franking debits arising from
the payment of this dividend that will be adjusted in our franking
account balance.

Dividend Reinvestment Plan

The Future Fund has declined to participate in the dividend
reinvestment plan (DRP) for the 2009 final dividend and accordingly
the directors of Telstra Corporation Limited have determined the DRP
continues to be suspended.

Change in Directshare terms

As a result of the changes to tax laws governing employee share
schemes, creating uncertainty in relation to the future tax treatment
of shares acquired under employee share schemes, the Board has
determined that non-executive directors will not be required to
receive a minimum of 20% of their total remuneration as Directshares
from 1 July 2009. Instead, the Board has decided to implement a
policy to encourage non-executive directors to hold a total value
equivalent to at least 50% of their total remuneration as Telstra
shares. Such shares are to be acquired over a five year period from 1
July 2009 to further align the remuneration structure with the
interests of shareholders.
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Directors’ Declaration

Telstra Corporation Limited and controlled entities

This directors’ declaration is required by the Corporations Act 2001 of
Australia.

The directors of Telstra Corporation Limited have made a resolution
that declared:

(a)

(b)

(©

(d)

the financial statements and notes of the Telstra Entity and the
Telstra Group set out on pages 81 to 224:

(i) comply with the Accounting Standards and Corporations
Regulations;

(ii) give a true and fair view of the financial position as at 30 June
2009 and performance, as represented by the results of the
operations and cash flows, for the year ended 30 June 2009; and

(iii) have been made out in accordance with the Corporations Act
2001.

they havereceived declarations as required by section 295A of the
Corporations Act 2001;

at the date of this declaration, in the directors’ opinion, there are
reasonable grounds to believe that Telstra Corporation Limited
will be able to pay its debts as and when they become due and
payable in Australia; and

at the date of this declaration there are reasonable grounds to
believe that the members of the extended closed group identified
in note 25(a) to the full financial statements, as parties to a Deed
of Cross Guarantee, will be able to meet any obligations or
liabilities to which they are, or may become subject to, under the
Deed of Cross Guarantee described in note 25(a).

For and on behalf of the board

C B Kiwmngstors '-Dml

Catherine B Livingstone David | Thodey
Chairman Chief Executive Officer and
Executive Director

Date: 13 August 2009
Melbourne, Australia
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Independent auditor’s report to the members of Telstra Corporation Limited

Report on the Financial Report

We have audited the accompanying financial report of Telstra
Corporation Limited and the entities it controlled during the year
ended 30 June 2009 (the Telstra Group), which comprises the
statement of financial position as at 30 June 2009, and the income
statement, statement of comprehensive income, statement of
changes in equity and statement of cash flows for the year ended on
that date, a summary of significant accounting policies, other
explanatory notes and the directors’ declaration of the consolidated
entity comprising the company and the entities it controlled at the
year’s end or from time to time during the financial year.

Directors' Responsibility for the Financial Report

The directors of the company are responsible for the preparation and
fair presentation of the financial report in accordance with the
Australian Accounting Standards (including the Australian
Accounting Interpretations) and the Corporations Act 2001. This
responsibility includes establishing and maintaining internal controls
relevant to the preparation and fair presentation of the financial
report that is free from material misstatement, whether due to fraud
or error; selecting and applying appropriate accounting policies; and
making accounting estimates that are reasonable in the
circumstances. In note 1, the directors also state that the financial
report, comprising the consolidated financial statements and notes,
complies with International Financial Reporting Standards, as issued
by the International Accounting Standards Board.

Auditor's Responsibility

Our responsibility is to express an opinion on the financial report
based on our audit. We conducted our audit in accordance with
Australian Auditing Standards. These Auditing Standards require that
we comply with relevant ethical requirements relating to audit
engagements and plan and perform the audit to obtain reasonable
assurance whether the financial report is free from material
misstatement.

An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the financial report. The
procedures selected depend on our judgement, including the
assessment of the risks of material misstatement of the financial
report, whether due to fraud or error. In making those risk
assessments, we consider internal controls relevant to the entity’s
preparation and fair presentation of the financial report in order to
design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal controls. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness
of accounting estimates made by the directors, as well as evaluating
the overall presentation of the financial report.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.
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Independence

In conducting our audit we have met the independence requirements
of the Corporations Act 2001. We have given to the directors of the
company a written Auditor’s Independence Declaration, a copy of
which is included in the directors’ report. In addition to our audit of
the financial report, we were engaged to undertake the services
disclosed in the notes to the financial statements. The provision of
these services has not impaired our independence.

Auditor's Opinion
In our opinion:

1. the financial report of the Telstra Group is in accordance with the
Corporations Act 2001 including:

(i) giving atrue and fair view of the financial position of Telstra
Corporation Limited and the consolidated entity as at 30 June 2009
and of their performance for the year ended on that date; and

(ii) complying with Australian Accounting Standards (including the
Australian Accounting Interpretations) and the Corporations
Regulations 2001.

2. thefinancial report also complies with International Financial
Reporting Standards as issued by the International Accounting
Standards Board.

Report on the Remuneration Report

We have audited the Remuneration Report included in pages 63 to 79
of the Directors’ Report for the year ended 30 June 2009. The directors
of the company are responsible for the preparation and presentation
of the Remuneration Report in accordance with section 300A of the
Corporations Act 2001. Our responsibility is to express an opinion on
the Remuneration Report, based on our audit conducted in
accordance with Australian Auditing Standards.

Auditor’s Opinion

In our opinion the Remuneration Report of the Telstra Group for the
year ended 30 June 2009 complies with section 300A of the
Corporations Act 2001.

VA

Ernst & Young

/

Sean CVan Gorp
Partner

13 August 2009
Melbourne, Australia
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Registered Office
Level 41, 242 Exhibition Street
Melbourne Victoria 3000 Australia

Carmel Mulhern
Company Secretary
email: companysecretary@team.telstra.com

General Enquiries - Registered Office
Australia: 1300 368 387
All Other: +61(8) 8308 1721

Shareholder Enquiries

Australian Share Register:

Australia: 130088 66 77

All Other: +61(2) 8280 7756

Fax: +61(2) 9287 0303

email: telstra@linkmarketservices.com.au
website: www.linkmarketservices.com.au

Link Market Services Limited
PO Box A942
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New Zealand Share Register:

New Zealand: 0800 835 7872

All Other: +64 (3) 308 8887

Fax: +64 (3) 308 1311

email: Imsenquiries@linkmarketservices.com
website: www.linkmarketservices.com

Link Market Services Limited
PO Box 384

Ashburton 7740

New Zealand
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Telstra Corporation Limited

Incorporated in the Australian Capital Territory
Telstraiis listed on Stock Exchanges in Australia
and in New Zealand (Wellington)

Website
Telstra’s investor relations home page:
www.telstra.com.au/abouttelstra/investor

Annual General Meeting

Half Year Results announcement
Ex-dividend share trading commenc
Record date for interim dividend
Interim dividend paid

Annual Results announcement
Ex-dividend share trading commences
Record date for final dividend

Final dividend paid

Annual General Meeting

*Timing of events may be subject to change. Any change will be notified to the Austrdl‘lﬁ[‘:{
Exchange (ASX). N






