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We are providing our report to shareholders in two parts:

e Annual Review 2001
e Annual Report 2001

Both parts will be lodged with the Australian Stock Exchange (ASX) and the Australian Securities & Investments
Commission (ASIC) and are available on the internet:

http://www.telstra.com.au/investor/

This Annual Report is a detailed report that has been prepared by Telstra Corporation Limited (Telstra) as part

of its statutory annual reporting obligations under section 314 of the Australian Corporations Act 2001 (Cwth) and
to fulfil the Form 20-F annual reporting obligations of the United States Securities and Exchange Commission (SEC).
The Annual Report does not represent or summarise all publicly available information in relation to Telstra.
There is other publicly available information in relation to Telstra that has been notified to the ASX and the ASIC.
Some of this information has also been lodged with the SEC. Copies of documents lodged with the ASX and ASIC
may be obtained from the ASIC and copies of documents lodged with the SEC may be obtained from the SEC.

Nothing in this Annual Report is or shall be taken to be an invitation or an application or offer to subscribe
for or buy shares in Telstra.

Terms used in this report:
e We,Telstra and the Telstra Group - all mean Telstra Corporation Limited, an Australian corporation,
and its controlled entities as a whole; and
e Telstra entity is the legal entity, Telstra Corporation Limited.

Our fiscal year ends on 30 June. Unless we state differently, the following applies:

e Year or afiscal year means the year ended 30 June; and
e 2001 means fiscal 2001 and similarly for other fiscal years.

All amounts are expressed in Australian dollars (A$), unless otherwise stated.

A glossary of other terms used is provided to assist with the general understanding of this report.
See “Contents” page 1.

Telstra Corporation Limited

Australian Business Number: 33 051 775 556
Registered Office: 41/242 Exhibition Street
Melbourne Vic 3000

Australia
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General

We are Australia’s leading telecommunications and information services company. We are one of
Australia’s largest corporations and have one of the best-known brands in the country. We offer a full range
of services and compete in all telecommunications markets throughout Australia. Our main activities are to
provide:

» telephonelines to homes and businesses;

e local and long distance telephone calls in Australia and international calls to and from Australia;

e mobile telecommunications services;

» acomprehensive range of data, internet and on-line services;

» management of business customers’ information technology (IT) and/or telecommunications
services;

» wholesale services to other carriers and carriage service providers;

e contact and information directories (White Pages™ and Yellow Pages®); and

* pay television services through an daffiliate.

Our fixed telephony network extends across Australia and serves virtually all Australian homes and most
Australian businesses. It has optical fibre on all major traffic routes and has a fully digital switching
capability that allows us to develop and deploy a full range of modern products and services. As well as our
basic telephony network, we have a variety of other delivery platforms over which we provide our services,
such as:

e anintegrated services digital network (ISDN);

e ahigh speed asymmetric digital subscriber line service (ADSL);

e switched data, transaction and digital data networks;

e ahybrid fibre co-axial cable broadband network that runs past 2.5 million homes;

» internet protocol virtual private networks (IP-VPN); and

e international submarine cables and international satellite infrastructure through affiliates.

We are the largest mobile telecommunications provider in Australia, with global system for mobile
communications (GSM) and code division multiple access (CDMA) digital networks, together covering over
97% of the population and GSM international roaming to 90 countries.

Recognising the importance of data services and the internet to the future and their potential to transform
the nature of the telecommunications industry, we continuously review our business, operations and
networks to assess the changes required to enable us to compete effectively in growing data markets. We
are expanding our range of data products and developing our content-based businesses, such as internet
and e-commerce, pay television services and directories. We have established strengths in products such as
internet access and electronic directories.

We have maintained our position as the largest internet service provider in Australia. We had nearly 1.8
million internet users at 30 June 2001, and our Australian White Pages™ OnLine web site is among the most
frequently visited in Australia.

We have devoted considerable resources over recent years to upgrade and modernise our networks and
systems. This programme has increased our flexibility and expanded the range of products and services that
we can offer our customers in our traditional telephony markets as well as mobile telecommunications and
emerging data and internet markets.

Price falls in most product categories and market share losses, (though at a reduced rate) and largely driven
by the effects of regulation, as competitors intensified the pursuit of business in a slowing market, are
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combining to impact growth. Ongoing cost containment is necessary while we focus on areas that may
deliver long-term revenue growth. Over the last two years, we have implemented a major “next
generation” cost reduction (NGCR) programme. For more information on this programme and our cost
reduction efforts, see “Operating and Financial Review and Prospects”.

Over the last several years, we have focused on improving our operating efficiency and on changing our
corporate culture to be more commercially oriented and more customer focused. Our efforts have included:

» enhancing the efficiency of our networks, systems and processes;
e improving work practices; and
» systematically reviewing our cost structures and the way we deliver services to our customers.

Our initiatives have allowed us to achieve cost efficiencies in many areas and have resulted in a significant
reductioninthe number of full-time employees, particularly over the last seven years. We are committed to
continuing our review of areas of the business where we believe cost efficiencies can be achieved. For more
information see “Directors, Management and Employees - Employees”.

In February 2001, we completed a strategic alliance with Pacific Century CyberWorks Limited (PCCW), a Hong
Kong-based company. The alliance comprises Reach Ltd (Reach), one of the leading providers of voice, data
and internet connectivity in the Asia-Pacific Region and Joint Venture (Bermuda) No. 2 Limited, referred to
as Regional Wireless Company Ltd (RWC), which owns and operates one of Hong Kong’s leading mobile
telephone businesses, Hong Kong CSL Limited (Hong Kong CSL). For more information, see “Information on
the Company - International investments”.

In addition to these Asian investments, we continue to review investment opportunities that offer us
substantial strategic and financial investments overseas and in Australia.

Business strategy

Our vision is to enhance our position as the leading full-service telecommunications and information
services company in Australia and to expand our presence internationally. To realise this vision, increase
shareholder value and compete successfully, we have developed a growth strategy focusing on four key
strategic areas:

» Domesticretail operations;

» Applications and content;

e International expansion; and
» Domestic wholesale services.

Grow returns from our domestic retail operations

Our domestic retail operations remain the main focus and most important part of the company, providing
the cash flow to continue to invest and develop the business. Our fixed line retail business serves residential,
small and medium enterprises (SME) and corporate customers, offering a full suite of fixed line services and
solutions. Our mobile retail business offers nationwide coverage over two high quality networks, one GSM
and one CDMA.

We are improving our marketing and sales activities, controlling our costs and improving our customer
service by:

» offering a broad range of customer focused product packages that include mixes of traditional fixed
line products with new products, such as broadband high speed internet access (available via cable,
ADSL and satellite) and wireless telecommunications;
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» offering an increasing number of high speed internet access products. In fiscal 2001, we introduced
ADSL services and we continue to expand the number of exchanges through which this service is
available. By the end of June 2001, ADSL was accessible through 577 ADSL-enabled exchanges;

» adding value to our existing range of data, voice and mobile services by offering a broad range of
managed solutions to our business customers. This management layer extends from simple and
replicable management of customers’ data networks to comprehensive outsourcing of corporate
customers’ IT infrastructure;

e driving continued growth in mobile subscribers. During fiscal 2001, we changed our focus slightly to
ensure that we maintain the premium customer base within Australia and grow the value of that
customer base;

e implementing strategies to drive the growth of mobile data services, including:

e the use of short messaging services (SMS);

e acomprehensive wireless application protocol (WAP) service;

» continuing to develop and encourage take-up of 2.5G services through the nationwide launch of
our general packet radio service (GPRS) network; and

» focusing on cost reduction.
Move our business into applications and content

We also see growth opportunities for our business in the data, internet, e-commerce and content-based
markets. As telecommunications, computing and media technologies converge, we intend to focus on
enhancing our capabilities to provide services more efficiently, develop new and innovative products and
expand furtherinto these markets. Growth from converging technologies and products and services may be
developed internally, or externally by investment in synergistic businesses.

Telstra has developed an extensive range of networking solutions and applications to meet customer
requirements in an environment that is increasingly focused on the use of IPs. Telstra’s family of IP
solutions, including wideband IP, private IP and dial IP, provide all business market segments with a flexible
and smarter means of connecting offices and users via Telstra’s IP network. Applications such as storage on
demand and secure corporate access to the internet are value-added applications that are delivered via
Telstra’s IP solutions. Telstra’s high speed data services such as frame relay and asynchronous transfer
mode (ATM) continue to accommodate business customer requirements for domestic and global data
solutions.

We intend to enhance our capabilities across a number of content services and access and delivery
technologies to position ourselves to take advantage of opportunitiesin this rapidly changing and uncertain
business environment as they unfold.

Our 50%-owned FOXTEL pay TV business and telstra.com®, our internet portal, are examples of the
opportunities available in the applications and content arena, which use the inherent strengths of our
networks and systems.

International expansion focused on Asia-Pacific

We believe we can increase our revenues and earnings from outside Australia, especially throughout the
Asia-Pacific region, through:

e ourexisting Asian investments. Our businesses focus on wireless services and voice, data and
internet connectivity services in the Asia-Pacific region, anchored by:
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e 0our60% controlling interest in Hong Kong CSL (through RWC);
e 0uUr50% interest in Reach; and

» exploring other selected international investment, acquisition and alliance opportunities generally,
particularly in enterprises engaged in mobile telecommunications, data, the internet or content-
based businesses.

Continue to grow wholesale revenues by enhancing our position as provider of choice for wholesale services in
Australia

As the telecommunications markets continue to expand, we intend to optimise our wholesale earnings by
improving and expanding our product and service offerings in Australia. We believe that growth
opportunities exist for carriers that offer commercially attractive terms and conditions and value-added
wholesale services, such as managed network services. We have shaped our domestic wholesale strategy to
pursue these opportunities.

Competitive and regulatory environment

Competition beganinthe national long distance and international telephone service markets in 1991 and in
the mobile telephone service market in 1992. On 1 July 1997, the Commonwealth Government opened the
Australian telecommunications markets to full competition by removing the limit on the number of carriers
that may enter the market and substantially amending the regulations that apply to providers of
telecommunications services. This open market environment has been operating for four years and at 30
June 2001 there were approximately 70 licensed carriers and 1,000 internet service providers (ISPs), including
120 providers who are also carriage service providers, competing in Australia.

While this environment presents significant challenges for us, we believe it also provides opportunities for
us and our strategy is designed to take advantage of these opportunities. The open competitive
environment has caused us to take on a more commercially oriented and customer focused approach.

Sincetheintroduction of competition, our share of the Australian telecommunications market revenues has
gradually declined. However, the effects of this decline on our revenues have been offset in part by growth
in the telecommunications market overall. We expect that these trends will continue as competition
increases and demand for products and services, particularly mobile telecommunications products, data
andinternet, help expand the overall market. We expect that growth in the telecommunications market will
be less than in previous years but still in excess of gross domestic product (GDP). We expect that existing
strong competition in the mobile telecommunications, national long distance, international telephone and
data markets will continue. Now we also face strong competition for basic access and local call services
where competition was previously limited. We expect that new and existing competitors will continue to
develop their own telecommunications infrastructure and services in key markets as well as new products
based on access to our services and facilities.

As this open market environment is still evolving, we are uncertain how future competition and regulatory
decisions will affect our business. The Australian Competition and Consumer Commission (ACCC) and the
Australian Communications Authority (ACA) oversee the overall regulatory framework and over the last four
years have increased their level of activity in telecommunications markets. For more information on the
competitive and regulatory environments in which we operate, see “Competition and Regulation”.
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Selected financial data

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

Our selected data is from the following sources:

e Financial data. This has been derived from our audited consolidated financial statements and
accompanying notes which were prepared in accordance with Australian GAAP. Where this differs in
material respects from US GAAP, these differences are shown in note 30 to the financial statements.

» Statistical data. This represents management’s best estimates.

Financial data
Year ended 30 June
2001 2001Y 2000 1999 1998 1997
(in millions, except per share amounts)
A$ Uss$ A$ A$ A$ A$

Statement of Financial Performance Data
Amounts in accordance with Australian GAAP:
Revenue from ordinary activities? . . . ... ... ... .. 23,086 11,775 20,581 18,220 17,288 15,983
Expenses from ordinary activities (excluding
depreciation, amortisation and interest expense)(z) C. 13,149 6,704 11,956 9,820 9,864 11,139
Depreciation and amortisation . . .. ...... ... ... 2,871 1,464 2,646 2,502 2,322 2,353
Profit beforeincome tax expense . . . . ... ... ... .. 6,297 3,215 5,349 5,320 4,468 2,073
Netprofit . . . .. 4,061 2,075 3,673 3,488 3,000 1,609
Net profit available to Telstra Entity shareholders . . . . 4,058 2,073 3,677 3,486 3,004 1,617
Earningspershare® . .. ... ... ... L. 0.32 0.16 0.29 0.27 0.23 0.13
EarningsperADS®) . . . ... L L. 1.58 0.80 1.43 135 1.17 0.63
Dividends provided foror paid®. . . ... ... .. ... .. 2,445 1,247 2,316 4,247 1,802 4,146
Dividends pershare® . .. .. .. ... ... ... .. ..., 0.19 0.10 0.18 0.33 0.14 0.32
DividendsperADS®) . . . ... ... ... ... 0.95 0.48 0.90 1.65 0.70 1.61
Amounts in accordance with US GAAP:
Operatingrevenue . . . .. ................... 19,456 9,923 19,343 17,571 16,703 15,430
Netincome. . . . ... ... ... . ... .. .. .. .. . ... 3,576 1,824 4,093 3,416 2,674 1,136
Basic earnings pershare® . . . ... ... ... ... 0.28 0.14 0.32 0.27 0.21 0.09
Basic earnings per ADS®) . . ... L. 1.41 0.71 1.59 1.33 1.04 0.44
Dividends perADS®™ . . ... ... ... ... ... .. ... US$0.46 US$1.07  US$0.45  US$0.37  US$1.27
Statement of Financial Position Data (at year end)
Amounts in accordance with Australian GAAP:
Totalassets. . . . ... ... .. .. .. ... ... ... 37,473 19,111 30,339 27,682 26,470 25,858
Currentborrowings. . .. ......... ... .. ... ... 2,604 1,328 3,316 2,265 2,935 1,560
Non-currentborrowings. . . .. ................ 11,386 5,807 6,505 4,946 4,787 6,421
Shareholders’ equity/netassets. . . .. ........... 13,722 6,998 11,602 10,294 11,079 9,938
Amounts in accordance with US GAAP:
Totalassets. . . . ... ... .. .. .. ... ... ... 42,561 21,704 34,536 31,108 29,868 28,965
Currentborrowings. . . . ........... ... ... ... 2,604 1,328 3,316 2,265 2,935 1,560
Non-currentborrowings. . . .. ................ 11,943 6,091 6,505 4,946 4,787 6,421
Shareholders’ equity/netassets. . . ... .......... 17,795 9,075 16,528 16,199 14,676 13,473
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Financial data
Year ended 30 June
2001 2001¥ 2000 1999 1998 1997
(in millions)
A$ Us$ A$ A$ A$ A$
Revenue from ordinary activities includes:
Salesrevenue-usual. . . ... ... ... ... ... .. ... 19,458 9,924 18,609 17,571 16,703 15,430
Interest received/receivable . . ... ............. 103 53 62 49 49 85
Proceeds from sale of assetsf/investments. . . . . ... .. 3,303 1,684 842 330 266 202
Dividends received/receivable . . . . ... ... ... .... 16 8 12 13 20 38
Miscellaneous revenue (includingunusuals) . . . . .. .. 206 106 1,056 257 250 228
23,086 11,775 20,581 18,220 17,288 15,983
Expenses from ordinary activities (excluding
depreciation and amortisation, and interest expense)
includes:
Book value of assets/investmentssold-usual . . . . . .. 343 175 503 308 313 218
Book value of assets/investments sold - unusual . . . .. 1,821 929 - - - -

(@ Unless otherwise noted, all amounts have been translated at the noon buying rate on 30 June 2001 of A$1.00 = US$0.51, unless
otherwise stated.

@ Forabreakdown of operating revenue by product group and a breakdown of operating expenses by expense category, see “Operating
and Financial Review and Prospects”.

®)  Calculated based on 12,866,600,200 shares and, in the case of ADS calculations, based on a ratio of five shares per ADS. Basic earnings
per share for each year was the same as earnings per share fully diluted.

* During the year ended 30 June 2001, we declared and paid dividends of A$2,316 million (2001 interim dividend plus 2000 final
ordinary dividend). During the year ended 30 June 2000, we declared and paid dividends of A$4,375 million (2000 interim dividend,
1999 final ordinary dividend plus 1999 final special dividend). During the year ended 30 June 1999, we declared and paid dividends
of A$1,802 million (1999 interim dividend plus 1998 final dividend).

©)  calculation as per (3) in US currency based on the exchange rates applicable at each payment date.
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Statistical data

Year ended 30 June
2001 2000 1999

Billable traffic data (in millions)
Local calls (numberofcalls) . . ... ............... 11,198 11,346 11,190
National long distance minutes

Fixed-to-fixedminutes . . . . . ... ............. 8,833 9,396 9,331
Fixed-to-mobileminutes. . . . . .. ... ... ....... 3,268 3,022 2,975
Total national long distance minutes. . . . ... ... .. 12,101 12,418 12,306
International outgoing minutes® ... L. 877 893 725
Internationalincomingminutes . . .. ............. 747 1,033 787
Mobile telephone minotes® . ... 5,383 4,464 3,221

Network and operations data (at year end)
Basic access lines in service (in millions)(é)

Residential . . ... ...... ... ... ... ...... 6.29 6.51 6.87
Business . . . ... .. ... 2.47 2.36 2.46
Totalretail . . ... ... ... .. .. ... .. 8.76 8.87 9.33
Telstrawholesale . . . .. ................ ... 1.30 1.18 0.51
Total basic access linesinservices. . ... ......... 10.06 10.05 9.84
FaxStream® services access lines (in thousands)(s) 413.0 426.8 407.1
ISDN access lines (basic access line equivalents) (in thousands)(é) 1,248.0 1,048.8 722.3
Mobile telephone services (in thousands)
GSM e 4,744 3,766 2,762
CDMA. . . e 469 280 -
Totaldigital. . . .. ....... ... ... ... . ... 5,213 4,046 2,762
Analogue . . ... ... L Lo - 80 673
Total mobileservices. . . . ... ............... 5,213 4,126 3,435
BigPond™ subscribers (thousands). . . . ... ......... 1,169 702 415
Other on-line customers (thousands) . . ... ......... 622 315 103
Totalon-linecustomers . . . ................. 1,791 1,017 518
Broadband subscriptions D . 78 29 12
FOXTEL cable subscribers (thousands). . . ... ... ..... 477 457 414
FOXTEL direct to home satellite subscribers . . .. ... ... 268 180 82
Total FOXTEL customers . . . ... .............. T44 637 496

Value-added services (thousands)

Easycall® call waiting customers. . . . ... ... ... ... 5,604 5,610 5,466

Fixed line MessageBank® customers. . . .. ... ... .... 1,414 1,162 688

Callingnumber display customers . . . .. ........... 785 503 227

Employee data

Full-time employees® . . ... ... .. ... ... . ... ... 44,874 50,761 52,840

@ Includes national long distance minutes from our public switched telephone network (PSTN) and independently operated payphones to Australian fixed and mobile
telephones. Excludes minutes related to calls from non-PSTN networks, such as ISDN and virtual private networks, and FaxStream® services.

@ International outgoing minutes for international settlement purposes also include minutes from mobile telephone services, ISDN and public payphones.

@) Includes all calls made from mobile telephones including long distance, international and data calls.

) Excludes advanced access services, such as ISDN and FaxStream® services.

) Facsimile access product.

(®  Expressed in equivalent number of clear voice channels.

8 Includes cable, modem, satellite and ADSL.

Full-time employees include full-time staff, fixed term contracted staff and expatriate staff in overseas controlled entities including the employees of Keycorp and the
Telstra employees that have accepted offers of employment with Reach but excluding 1,281 employees of Hong Kong CSL. As at 30 June 2001, Hong Kong CSL had
1,281 employees. It does not include a full-time equivalent measure of part-time and casual staff, overtime worked, full and part-time contracted staff and a measure
of overseas local hires. During the three-year period, full-time equivalents decreased, although only modestly in fiscal 1999 mainly due to an increase in temporary
employees for our year 2000 work and contracted IT personnel. These figures also do not include work undertaken through outsourcing arrangements for work
previously performed by employees. For these reasons and due to the full-service nature of our business, these measures of full-time employees may not be directly
comparable with other telecommunications companies.
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Exchange rate information

Our consolidated financial statements are shown in Australian dollars (A$) except where another currency
is specified. For convenience, this report has translations of certain A$ into US dollars (US$) at an exchange
rate as at 30 June 2001 of A$1.00 = US$0.5100. These translations are indicative only and do not mean that
the A$ amounts could be converted to US$ at the rate indicated.

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

o atthelatest practicable date before the publication of this annual report, being 21 September 2001:

A$1.00 = US$0.4841;

» thehigh and low exchange rates for six months preceding the date of this report:

High Low
March 2001 0.5292 0.4881
April 2001 0.5178 0.4828
May 2001 0.5290 0.5068
June 2001 0.5276 0.5062
July 2001 0.5162 0.5048
August 2001 0.5362 0.5103
o forthe five most recent fiscal years:
Yearended Atperiod Average .

30 June an rate(g High Low
1997 0.7550 0.7814 0.8180 0.7455
1998 0.6208 0.6805 0.7537 0.5867
1999 0.6611 0.6248 0.6712 0.5550
2000 0.5971 0.6238 0.6703 0.5685
2001 0.5100 0.5372 0.5996 0.4828

(1)

during the year.

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

e the US$ equivalent of the A$ price of the shares on the Australian Stock Exchange (ASX).
Consequently, this is likely to affect the market price of our American depositary shares (ADSs) in the

United States; and

The average of the noon buying rates on the last day of each month

e theUS$ amountsreceived by holders of ADSs on conversion by the depositary of cash dividends paid

in A$ on the shares underlying the ADSs.
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Risk factors

The following describes some of the significant risks that could affect us. Additionally, some risks may be
unknown to us and otherrisks, currently believed to beimmaterial, could turn out to be material. All of these
could materially adversely affect our business, profits, assets, liquidity and capital resources. They should
be considered in connection with any forward-looking statements in this annual report and the warning
regarding forward-looking statements on page 16 of this annual report.

We are subject to extensive reqgulation that may negatively affect our business

We face a number of regulatory risks in our Australian business that could have an adverse effect on our
operations and financial performance. These regulatory risks relate to the power of the Communications
Minister and independent statutory regulators, principally the ACCC and the ACA. There is substantial
uncertainty concerning the regulatory action that may be taken, our compliance costs and the effect this
will have on our business operations and profitability. Regulatory actions could also adversely affect our
plans to upgrade and expand our networks.

Australia has generally applicable and established competition law. There is further telecommunications-
specific competition legislation that prohibits participants with substantial market powerin a
telecommunications market from taking advantage of that power for a prohibited purpose or with the effect
or likely effect of substantially lessening competition. This legislationis relatively new and there s still only
limited precedent as to its interpretation or application. Accordingly, it is often difficult for us to assess how
theregulators and the courts may see these provisions operating in practice. Thereis arisk that we could be
exposed to significant penalties and compensation paymentsinrelation to our current and future activities.
This may make it prudent on some occasions for us to cease or choose not to engage in business activities in
which we might otherwise engage or avoid, defer or abandon certain capital projects.

In addition, the operations of our investments in other countries are also subject to extensive regulation,
which has a significant effect on their businesses. Changes in those regulations or changes in the policies of
the governments of these countries could have a significant negative effect on the performance of our
investments, and on our consolidated results.

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

We expect that competition in the Australian telecommunications market will cause us to continue to lose
market share and reduce our traditional telephony prices and profits from current products and services

The Australian telecommunications market has become increasingly competitive since the Commonwealth
Government introduced open competition on 1 July 1997. Although the overall market has experienced
growth to date, we have lost substantial market share in some key markets. Inresponse, we have lowered
the prices of our products and services, particularly the prices for our local calls and national long distance
calls, international telephone services and mobile handsets and connections. We expect that these trends
will continue due to competitive activity and reqgulatory facilitation of access to our networks, products and
services. We cannot accurately predict the extent of our future market share losses.

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

Features of the current regulatory regime, such as automatic access to the customer’s preferred provider of
long distance, fixed-to-mobile and international telecommunication services, called preselection, and
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single and multi-line fixed-network number portability, inbound number portability (INP) and mobile
number portability, facilitate competitors entering and competing in the Australian telecommunications
market. As aresult, we could lose retail customers and suffer deteriorating margins.

In addition, because of the intense competitive environment in the Australian telecommunications market,
some carriers and providers who have purchased wholesale telecommunications services from us may not
be able to continue operating or may become insolvent. We may therefore not be able to collect amounts
owing to us from those companies. We provide for doubtful debts but no guarantee can be given that these
provisions will be adequate. For more information on our competitive environment, see “Competition and
Regulation - Competition”.

The introduction of mobile number portability could cause us to lose market share or adversely affect our
profits

The ACA requires mobile carriers and carriage service providers to implement mobile number portability
(MNP) from 25 September 2001. Implementation of MNP will allow mobile phone customers to retain their
existing mobile phone number when changing service providers. This may add to competitive pressures.

The Commonwealth continues to control and regulate us

The Commonwealth currently owns 50.1% of our issued shares and will continue to have a controlling
interest in us. So long as the Commonwealth owns a majority of our shares, it will have the right under our
constitution to decide any matter requiring approval by the holders of a simple majority of the issued
shares, including the election of directors, with the exception of matters upon which the Commonwealth is
not permitted to vote under the Australian Corporations Act 2001 (Cwth) (Corporations Act) or applicable
ASX listing rules.

In addition, under the Telstra Corporation Act 1991 (Cwth) (Telstra Act), the Communications Minister may
direct us to act in ways that benefit the public interest even though those actions may not be in the best
interests of our other shareholders.

The Commonwealth Government is responsible for the regulation of the telecommunications industry. The
Commonwealth Government and its requlatory agencies, in carrying out their functions have taken actions,
and may take further actions, which constrain our conduct or restrict our commercial operations. We expect
that the government will continue to exercise its legislative and regulatory responsibilities and powers to
promote industry competition and that the Commonwealth’s separate equity interest in us will not be a
determinative consideration in that context.

There is also arisk that current or future governments will take steps that further alter our competitive
position or the manner in which the Australian telecommunications industry is regulated.

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

Because the Telstra Act requires that the Commonwealth own at least 50.1% of our shares, we are not able
to sell new shares in order to raise capital to fund acquisitions, expand and otherwise develop our business
unless the Commonwealth Government increases its shareholding on an equivalent pro-rata basis.
Therefore, we usually need to obtain additional capital financing via debt or other non-equity instruments,
principally by borrowing money from banks or selling bonds to investors. Incurring additional debt to raise
capital increases the amount of interest we are required to pay, which increases overall expenses and
negatively affects profits.
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The telecommunications industry has in recent years generally seen a substantial increase in gearing and
downgrading of ratings, in many cases spurred by purchases of third generation mobile licences and other
acquisitions. This has led to cautionary warnings by a number of major central banks against an over
exposure to the telecommunications industry by banks. As a consequence, the availability of funding has
contracted and the price (margin) has increased. Although many of the concerns affecting European
telecommunications companies do not directly apply to us, in the future, banks may be unwilling to lend
money to us at rates we consider favourable, or at all. Furthermore, the interest rates required by lenders
on new debt may rise to compensate for the increased size and risk associated with debt securities in the
telecommunications sector generally. If we are unable to borrow the amounts we need at affordable rates,
it may restrict our ability to pursue our business strategies and adversely affect our ability to finance our
operations.

Fluctuations in currency exchange rates may adversely affect our results

Because we have made several international investments and have substantially expanded our operations
outside Australia, movements in the exchange rates of the Australian dollar against other currencies could
affect adversely our revenues and operating results. Arise in the value of the Australian dollar relative to
other currencies in which we operate or have made investments would reduce the relative value in
Australian dollars of our revenues, dividends, or assets in those countries, and therefore, may adversely
affect our operating results or financial position.

In addition we have raised, and may raise in an increasing proportion in the future, financing in currencies
other than the Australian dollar, principally the Euro. Accordingly, the value of those liabilities will be
affected by the fluctuations of the Australian dollar against the currency in which the financing is
denominated. Generally, we swap foreign currency borrowings into Australian dollar equivalents at
drawdown and through to maturity in order to remove foreign exchange risk. There are exceptions where
the funds obtained are used for investments denominated in a foreign currency and in these cases the
borrowings are left in the currency of the investment.

However, we can give no assurance that we will be successful in managing foreign currency risk exposure.
More information on our exposure to risk from foreign currency exchange rate fluctuations is provided in
“Quantitative and Qualitative Disclosures about Market Risk”.

If growth in wireless business and the internet slows, our revenues may not grow as rapidly as in the past and
may even decrease, which in turn could adversely affect our profitability

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

If the revenue growth in our wireless and internet businesses slows, or if we are not able to attract and keep
an expanded customer base, we may be unable to generate increasing profits at the same level as in the past
from these businesses.
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Rapid technological changes and the convergence of traditional telecommunications markets with data,
internet and media markets exposes us to significant operational, competitive and technological risks

Rapid changes in telecommunications and IT are continuing to redefine the markets in which we operate,
the products and services required by our customers, and the ability of companies to compete in the
telecommunications industry in Australia and elsewhere in the world.

These changes broaden the range, reduce the costs and expand the capacities and functions of
infrastructures capable of delivering these products and services. Partially as a result of these changes, the
prices that can be charged for many products and services have been falling. We have invested substantial
capital and other resources in the development and modernisation of our networks and systems. With the
accelerating pace of technological change, the returns from our investments are increasingly less certain.

There is arisk that competitors may deploy or develop technologies that provide them with lower costs or
other operating advantages compared with us. This could give these competitors an advantage if we are
unable promptly and efficiently to provide the services that they provide. It could also require us to incur
significant capital expenditures in addition to those already planned in order to remain competitive and
could render some previous capital investments ineffective.

To address the converging telecommunications, data, internet and media markets, we intend to devote
considerable resources to enhancing our ability to deliver services required by these markets and expand
further into content markets.

As these markets converge, we expect that a number of new competitors may enter the markets in which we
have traditionally competed and that we may confront established competitors in new markets we seek to
enter. These competitors may have significant experience and capability in providing services such as data
transmission, internet and on-line services. As aresult, the convergence of these markets could result in
reduced market share and profitability in our traditional markets and could adversely affect our ability to
win market share and operate profitably in these new markets.

Part of our strategy in these converging markets is to acquire or form alliances with enterprises with
complementary skills and capabilities. We have limited experience in initiating and implementing these
types of investments and alliances. There is a risk that we will not make acquisitions or form alliances that
will allow us to be successful. There is also arisk that our existing alliances may not provide us with the
benefits we hope to obtain from them, that structural changes could diminish their value to us or that some
of our partners may seek to exit these alliances.

There are perceived health risks associated with electromagnetic energy. This perception could expose us to
liability or negatively affect our operations

Allegations have been made, but not proven, that health risks are created by emissions of electromagnetic
energy. Theweight of national and international scientific opinionis that thereis no substantiated evidence
of public health effects from such energy at typical levels. In our operations, we comply with the
electromagnetic energy emissions levels permitted by legislation. Whileto datewe have been able toinsure
these risks, premiums are rising to a point where the risks may not be economically insurable. However,
thereis arisk that an actual or perceived health risk associated with mobile telecommunications equipment
could:

e leadto litigation against us;

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

e hinder usininstalling new mobile telecommunications equipment.
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Any of these, or a combination of more than one, could have a negative effect on our results or financial
position. For more information on theissue of electromagnetic energy, see “Information on the Company -
Networks and systems - Electromagnetic energy”.

System failures could result in reduced user traffic, reduced revenue and harm to our reputation

Our technical infrastructure is vulnerable to damage or interruption from floods, windstorms, fires, power
loss, telecommunication failures, cable cuts, intentional wrongdoing and similar events. As well, the
systems that make up our infrastructure require regular maintenance and upgrades that may cause
disruption in their service. The occurrence of a natural disaster or other unanticipated problems at our
facilities or any other damage to or failure of our systems could resultin interruptions in service for our other
systems. System failures, hardware or software failures or computer viruses could also affect the quality of
our services and cause temporary service interruptions. Any of these occurrences could result in customer
dissatisfaction and damages or compensation claims as well as reduced revenues.

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

Some of our domestic Australian and international activities are conducted through subsidiaries and other
equity investments. Under the governing documents for some of these entities, certain key matters such as
the approval of business plans and decisions as to the timing and amount of cash distributions require the
agreement of our partners. The risk of disagreement or deadlock is inherent in joint venture entities. Our
partners may have different approaches with respect to the investment and the markets in which they
operate and we may be unable to reach agreement with our investment partners. In some cases, strategic
or venture partners may choose not to continue their partnership. In addition, our arrangements with our
partners may expose us to additional investment, capital expenditure or financing requirements. For more
information on our investments, and our possible liabilities under those investments, see “Information on
the Company”.

In some cases, we do not participate in the control of, or do not own a controlling interest in, these
investments. Where this is the case, our partners may have the right to make decisions on certain key
business matters with which we do not agree. This could negatively affect our ability to pursue our business
strategies with respect to those entities and the markets in which they operate.

We may not be able to realise an adequate return on some of our investments

We have made substantial investments in a strategic alliance in Asia with PCCW. These investments include
the IP infrastructure venture, Reach and the wireless communications venture, RWC.

Reach and RWC are intended to be self-financing and any financing facilities into which they enter are
therefore intended to be without recourse to PCCW or us. However, in the short-term, these businesses are
likely to use any surplus funds to expand their businesses and consequently may not generate any cash flow
in the form of dividends or other distributions to us. In addition, although we are planning to seek public
listings of the shares in these businesses in the future, there is no assurance as to when or if we will be able
to do so.

If those companies’ operating cash flows do not grow as expected, they are likely to require additional
financing in order to fully implement their intended network expansion plans and fund operating losses in
some of their business lines. PCCW has disclosed that it has incurred substantial debt, the servicing of which
uses up much of its resources and could impair its ability to implement its business plan, including its plans
with respect to Reach and RWC. PCCW may therefore find it difficult to generate sufficient cash to assist it in
funding the full extent of the financial requirements of Reach and RWC.
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Reach faces substantial, increasing competition from global operators in markets in which it operates, or
intends to operate, including Australia, Hong Kong and other markets in Asia. Reach’s competitors may be
able to develop and expand their network infrastructures and service offerings more quickly, and compete
more effectively than Reach can.

In addition, new market entrants or the creation of stronger competitors through combinations could result
inincreased price competition, which would make it difficult for Reach to retain existing customers or attract
new customers at existing price levels.

RWC, through Hong Kong CSL, faces very heavy competition in the provision of mobile services in Hong
Kong, which has resulted in a substantial deterioration in its market share, revenues and profits since 1998
until early 2001, although these have since stabilised.

Effective 1 February 2001, we reduced the valuation of our investments in RWC. This write-down partly
reflects the effect of the competitive and financial factors referred to above, as well as changes in the market
valuation of wireless and telecommunications companies in Asia and around the world generally. Further
competitive and financing difficulties faced by Reach, RWC or PCCW and further revaluations of wireless and
telecommunications shares and assets by the market may require further adjustments to the value of our
Asian investments in the future. This could make it difficult for us to realise a return from these investments
and have a further negative effect on our consolidated earnings. For a discussion of the impact of factors
affecting ourinvestmentsin Asia on our financial results, see “Operating and Financial Review and Prospects
- New business ventures”.

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

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

We may also be adversely affected by developments in other countries where we have made equity
investments or entered into ventures in the wireless or telecommunications sectors including in Hong Kong
and other countries in Asia. The level of acceptance of our services in these markets may limit our ability to
expand our products and services there. Accordingly, we may be required to commit substantial resources
to developing and marketing our products and services for selected international markets and to developing
international sales and support channels. As well, some of these countries have political, economic,
regulatory and legal systems that are different from those in Australia and may be less predictable. As a
result, our international operations will be subject to numerous unique risks, including:

» multiple and conflicting regulations regarding communications, use of data and control of internet
access;

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

e theburden of complying with the laws of a variety of jurisdictions;

o fluctuationsin currency exchange rates;

e changes in political and economic stability;

e potentially adverse tax consequences; and

» reduced protection for intellectual property rights in certain countries.

In addition, with respect to our investments in Reach and RWC, some of Reach’s and all of RWC’s operating
assets are located in Hong Kong, while a significant part of Reach’s revenues and all of RWC’s revenues are
currently derived from operations conducted in Hong Kong. As aresult, their financial condition and results
of operations may be influenced by the political situationin Hong Kong and by the general state of the Hong
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Kong economy and the economies of the surrounding region, particularly the People’s Republic of China
(PRC). Hong Kongis a special administrative region of the PRC with its own government and legislature, and
it enjoys a high degree of autonomy from the PRC. However, there can be no assurance that Hong Kong will
continue to enjoy its current levels of autonomy from the PRC and may in the future become subject to
extensive regulation by the PRC Government, the effects of which cannot be predicted.

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

Cautionary statement regarding forward-looking statements

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

Our origins date back to 1901, when the Postmaster-General’s Department was established by the
Commonwealth Government to manage all domestic telephone, telegraph and postal services. The
Overseas Telecommunications Commission (OTC) was established in 1946 to manage Australia’s
international telecommunications.

The Australian Telecommunications Commission, trading as Telecom Australia, was created as a separate
entity in July 1975 following the break up of the Postmaster-General’s Department. While continuing to
trade as Telecom Australia, the Commission became the Australian Telecommunications Corporation in
January 1989. OTC and Telecom Australia became the Australian and Overseas Telecommunications
Corporation Limited following a merger in February 1992.

Telstra Corporation Limited became the legal corporate name of the merged entity in April 1993. The
domestictradingname, Telecom Australia, was changed to Telstra on 1 July 1995 to distinguish Telstra from
other telecommunications companies in increasingly competitive and deregulated markets. The company
has been trading as Telstra internationally since 1993.

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

A further global offering by the Commonwealth of up to 16.6% of our issued shares was launched in
September 1999. The shares sold by the Commonwealth were listed on the Australian Stock Exchange and
the New Zealand Stock Exchange, in the form of instalment receipts, and the New York Stock Exchange, in
the form of interim American Depository Receipts on 18 October 1999. The Commonwealth currently owns
50.1% of our issued shares, and it is required by legislation to own at least that much.

Organisational structure

Our internal organisation structure continues to evolve to meet the needs of the market environment in
whichwe operate. Asat 1 July 2000, we had four strategic business units. In March 2001, a separate business
unit of Telstra International was established, and in July 2001, Infrastructure Services and Wholesale was
divided into two separate business units. See “Operating and Financial Review and Prospects” for a
discussion of the financial performance of our reportable segments during the last three fiscal years.

Our current structure consists of six strategic business units and is outlined below.
A list of our subsidiaries is provided in note 23 to our financial statements.
Strategic business units

e Domestic Retail: Our domestic retail business is divided into three strategic business units: Telstra
Retail, Telstra OnAir™ and Telstra Country Wide™ and is responsible for approximately 8.8 million
Australian fixed line services (comprising 5.8 million Telstra Retail services and 3 million Telstra
Country Wide™ services) and 5.2 million mobile services.

e TelstraRetail: This business unit’s primary activities are sales, marketing, products service
innovation, customer care and billing. Telstra Retail also manages our information, connection
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and public payphone services, as well as our advertising and directories business. In addition, it
sells and provides customer services for a comprehensive range of products, services and
customer - driven solutions ranging from basic telephony services to complex voice and data
networks.

e TelstraOnAir™isresponsible for our mobile and wireless networks and associated systems within
Australia. It provides for all mobile retail sales and after sales support, customer service, product
development and pricing.

e Telstra Country Wide™ is responsible for providing telecommunication services to customers in
regional, rural and remote parts of Australia. This business unit was formed in June 2000, with a
key strategy to establish a strong presence in regional Australia. Telstra Country Wide™ is
responsible for the telecommunications needs of consumers and businesses that reside and
operate outside the mainland major metropolitan areas and in all of Tasmania, the Northern
Territory and overseas territories.

» Telstra Wholesale: Among the services Telstra Wholesale provides are interconnection services,
access to our network facilities and transmission services. Our wholesale customers include licensed
carriers, carriage service providers and ISP.

e TelstraInternational manages our international interests and directs our offshore growth strategy.

» Infrastructure Services is responsible for research and development, planning, design, construction
and operation of our communications networks and our associated systems that deliver technology
solutions, our products, services and customer support. It also has responsibility for customer service
installation and repairs. In July 2001, we announced that our wholly owned subsidiary, Network
Design and Construction Limited (NDC), would become part of the portfolio of Infrastructure Services.
NDC competes for some of our annual network expenditure against other suppliers. It also performs
construction activities for others, including other telecommunications companies.

Corporate centre functions

» Finance & Administration is responsible for strategic planning and investment opportunities and
provides corporate policy and support functions, including finance, risk management and assurance,
shared services for processing functions, treasury, investor relations, productivity directorate and
other corporate services.

» Legal & Regulatory provides legal services and corporate secretarial functions and has responsibility
for regulatory positioning and negotiation, including assessment of regulatory decisions and
preparation of submissions to industry regulators.

+ HumanResources manages personnel, organisation effectiveness, health and safety, remuneration,
training and leadership development programmes.

» Corporate Relations manages corporate communications including media relations, employee
communications and external relations including government affairs.

Our organisational structure for financial reporting purposes has evolved over recent years to meet our
business needs and has included the following:

» infiscal 1999, we had five strategic business units that were: Commercial & Consumer, Business &
International, Products & Marketing, Network Technology & Multimedia and Carrier Services Groups.
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» infiscal 2000, the business unit reporting structure changed to: Commercial & Consumer, Telstra
Business Solutions, Telstra OnAir™, Wholesale & International, Convergent Business and Network &
Technology Groups.

» infiscal 2001, the business unit reporting structure consisted of Telstra Retail, (including Telstra
Country Wide™), Telstra OnAir™, Telstra International and Infrastructure Services & Wholesale.

Marketing and customer service

We believe our future competitive advantage will come from providing customers with product and service
packages and solutions that meet their total communication requirements. We are committed to customer
service and have adopted a customer service charter.

We approach each market segment from a customer’s perspective to give us a better understanding of their
key communication needs.

We customise for each segment our:

e advertising and promotions;

e customer contact and sales channels;
e product design and support; and

e product and service packages.

We own and operate over 100 shops nationwide and have 43 Telstra licensed stores that sell a range of
consumer communications products, including mobile telecommunication services.

We also sell our services:

» through external channels consisting of third party retail stores, dealers and independent
contractors; and
e towholesale customers who package our products as solutions to their retail consumer market.

Residential customers and small businesses

We segment our residential customers based on their usage patterns, allowing us to match their
telecommunications requirements to changes in lifestyle needs. We segment most of our small business
customers into three small business segments based on the type of business they operate and their
customer interface. This segmentation allows us to match their telecommunications requirements to meet
the needs of their own customers.

We incorporate segment information into our sales systems so we can tailor our marketing to meet the
needs of particular customers. This information assists the customer-driven sales approach used by our
sales consultants. Customers are able to interface with us on-line, face to face via our shops and door-to-
door sales representatives, and through our phone sales channels. Our phone sales channels are equipped
with technology to assist our customers reach a customer service representative who can help them with
their specificrequirements. Our field sales force markets tailored products and services to small business and
residential customers. We also conduct telemarketing campaigns from our national telemarketing centre.

Regional, rural and remote customers

Telstra Country Wide™ was established to improve service levels and business performance and to
strengthen relations with customers and communities outside the mainland major metropolitan areas in
Australia, in all of Tasmania, the Northern Territory and overseas territories.
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Through an organisational network led by 28 regionally-based area general managers across four regions,
the sales, marketing, customer service, installation and fault repair requirements of customers in regional,
rural and remote Australia are being addressed at a local level.

Medium and large businesses and governments

We provide medium and large businesses and Australian federal, state and territory governments with a
comprehensive range of products and services, from basic services to complex voice and data networks and
totally managed solutions. We have segmented our medium and large business and government customer
base by size and industry to help identify their key business drivers and telecommunications needs and to
develop appropriate product packages.

Our account managers are supported by specialised presales consultants, engineers, communication
consultants and technical design specialists. This team is backed by customer ordering and provisioning,
billing and service assurance systems specifically developed to meet the needs of this sector. In addition, a
variety of indirect channels such as dealers, service providers, equipment suppliers and other alliances and
partners are designed to service our business and government customers’ needs in a cost effective manner.

A key strategic initiative in customer relationship management is underway to aggregate the customer
information (including small businesses) toimprove the service we can offer and to broaden ourrelationship
with customers in full compliance with existing and planned privacy requirements.

International businesses

We have international sales and technical professionals in Australia and overseas to service our
multinational customers. Through our own capacity, strategic alliances and ventures, we offer voice, data
and wireless services, internet, network management and call centre solutions internationally, with
particular strength in the Asia-Pacific region.

Mobile telecommunications customers

Telstra MobileNet® offers mobile services on both our GSM and CDMA digital networks. We have recently
established anew marketing division and realigned our customer segmentation to focus more closely on the
particular telecommunications needs of each customer group.

We meet the sales and service needs of our customers directly through internet, telephone, Telstra shops,
Telstra licensed stores, Telstra business stores and indirectly through more than 3,000 retail outlets
nationwide through our channel partners. We also have arelationship with an independent contractor to
provide customer service in relation to a small proportion of our MobileNet® customers.

Medium and large business customers are serviced through Telstra Retail.
Directory services

We distribute printed White Pages™ directories and Yellow Pages® directories to virtually every household
and business in Australia. Both directories are available in print, voice and on-line media and White Pages™
directories are also available on CD-Rom. Over 400,000 customers advertise in our directories. We advertise
and promote our directory products to end users to enhance the value of the directory products as an
advertising medium. At the same time, we promote our products directly to advertisers.

Pay television

We own 50% of FOXTEL, Australia’s leading pay television provider with around 744,000 subscribers as at 30
June 2001. FOXTEL currently provides over 40 television channels, including movies, sports, news and other
entertainment channels as well as re-transmission to cable customers of the five free-to-air television
networks. Each of Publishing and Broadcasting Ltd (PBL) and The News Corporation Limited has a 25%
interest in FOXTEL.
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On-line services subscribers

We market our BigPond™ dialup and broadband internet on-line services widely, with sales of BigPond™
products made through a number of channels including retail outlets, direct Telstra sales channels and
directly over the internet. Customer service for BigPond™ and telstra.com® is provided by telephone-based
support staff in addition to e-mail based support.

Wholesale customers

We have established a dedicated business unit to service the needs of our wholesale customers under our
wholesale brand - Telstra Wholesale. Our wholesale customers include licensed carriers, carriage service
providers and ISPs. We intend to continue extending our wholesale product range. We now provide our
customers automated on-line interfaces on our website, telstrawholesale.com.

Products and services

We offer a broad range of telecommunications and information products and services to a diverse customer
base. Table 1 shows our operating revenue by major product and service category and as a percentage of
total operating revenue for the last three fiscal years. See also “Operating and Financial Review and
Prospects” for a discussion of the revenue performance of our products and services during the last three
fiscal years.

Table 1 - Operating revenue by product and service category

Year ended 30 June

2001 2000 1999
(in millions, except percentage of revenue)
A$ % A$ % A$ %

Basicaccess . ... ... ... ... ... ..., 2,361 10 2,005 10 1,855 10
Localcalls . ... ....... ... ... ...... 2,143 9 2,646 13 2,727 15
National long distance calls - fixed-to-fixed 1,267 5 1,406 7 1,485 8
National long distance calls - fixed-to-
mobile. . . ... ... 1,287 6 1,220 6 1,290
International telephone services . . . .. .. 786 3 972 5 1,103 6
Mobileservices . . ... ............. 2,940 13 2,667 13 2,321 13
Mobile handsets. . . . .............. 215 1 326 2 312 2
Data andinternetservices . . ... ... ... 3,143 14 2,841 14 2,483 14
Directoryservices . ............... 1,148 5 1,122 5 1,077 6
Intercarrier services . . ............. 1,168 5 828 4 617 3
Inbound calling products . . . .. ... .... 434 2 433 2 400 2
Solutionsmanagement . . . .. ... ... .. 306 1 235 1 183 1
Othersalesandservices ............ 2,260 10 1,908 10 1,718 9
Salesrevenue-usual. . . ... ... .. .... 19,458 84 18,609 20 17,571 926
Salesrevenue-unusual . . . ... ....... (779) (3) 734 4 - -
Other revenue Y

usual . ... . 764 3 1,238 6 649 4

unusual. . ... ... Lo 3,643 16 - - - -
Operatingrevenue . . ... ........... 23,086 100 20,581 100 18,220 100

() Ourotherrevenue includes interest received|receivable, proceeds from sale of assets/investments, dividends received|receivable and miscellaneous
revenue.
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Basic access

We provide basic access services to most homes and businesses in Australia. We also sell access services to
carriage service providers who then sell these services to their customers. Our basic access service consists
of installing, renting and maintaining connections between our customers’ premises and our PSTN to
provide basic voice, facsimile and internet services. Our basic access service does not include enhanced
products like ISDN access, ADSL and FaxStream® services. These are recorded under “Data and internet
services”.

We charge our customers fees for connecting new lines and reconnecting existing lines. We charge all our
residential customers approximately the same rates for basic access service even though it is more
expensive for us to provide basic access service to our customers located in rural areas than in metropolitan
areas. Consequently, a portion of the call revenue we receive from our urban residential customers
subsidises our costs of providing basic access service to our rural customers.

Housing growth and customer requirements for additional basic access lines drives demand for residential
basic access lines. Demand for commercial basic access lines has historically tracked economic growth in
Australia. Growth in basic access lines has slowed in recent years but this has been offset, to some extent,
by our success in encouraging customers to adopt alternative access services that have more capabilities,
such as ISDN services and now internet access products. Growth in the number of in-home offices and
increasing demand for integrated voice and data services has caused some of our customers to switch to
these alternative access services.

Demand for additional lines arises from increasing customer convenience requirements, internet access
demand and demand for other services, such as dedicated voice, electronic funds transfer and facsimile
lines.

Although our ability to promote additional lines has in some cases been limited by existing capacity in our
customer access network, we market additional lines in areas where we have capacity available. In some
areas, we augment our network capacity with technologies, such as pair gain systems, line concentrators,
fixed radio access and ISDN. ADSL will alleviate the shortage of copper pairs for second lines.

During the last three years, we have been selectively upgrading our customer access network to reduce the
number of faults and thereby improve our service levels. This upgrade has also assisted us to meet the
demands for service in a more timely way and provide our network with additional capacity for further line
growth.

In fiscal 2001, and in the first quarter of fiscal 2002, further rebalancing occurred involving increasing line
rentals to recoup the actual cost of providing network services and decreasing call prices.

Effective 1 August 2001, we have revised community service town relationships and introduced two new
calling plans, the wide area call plan, and a regional call plan. These new calling plans can benefit eligible
customers living in outer metropolitan areas who have historically been just outside the local call distance
to the city and country customers just outside local call distance from their nearest major town.

Local calls

We provide local call services to most residential and business customers in Australia. We generally charge
for local calls on an untimed per call basis and we charge a lower rate for calls within the same exchange
area, referred to as a Neighbourhood Call™. We also provide local call services to carriage service providers
at acommercially negotiated orregulated rate. These carriage service providersresell local call services and
bill their customers directly.
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In fiscal 2001 we were successful in winning a A$150 million Commonwealth Government tender to provide
untimed local rate calls to improve telecommunications for customers in extended zones, which are rural
and remote zones that cover approximately 80% of the Australian continent. As part of this project, we are
currently in the process of providing temporary satellite services to supplement capacity and upgrading the
radio sections of our telecommunications infrastructure to not only provide untimed local rate calls but to
significantly improve services in these areas.

National long distance calls

We are the leading provider of national long distance services in Australia. This comprises fixed-to-fixed
long distance calls and fixed-to-mobile calls made from our PSTN network. We provide these services to our
residential and business customers. We also provide national long distance services to other carriers for
resale.

We charge for national long distance calls on a timed basis after a call connection fee. Different rates apply
for fixed-to-fixed and fixed-to-mobile calls. These charges usually depend on the duration, destination,
time of day and day of the week of the call but are also offered on a capped price basis. During fiscal 2001
we introduced a suite of calling options to allow our customers to choose the best package most suitable for
their individual needs.

In addition, we offer a variety of specials to increase the use of our network in low demand periods.
International telephone services

We are the leading provider of international telephone services in Australia. We offer our customers
international telephone services to more than 230 countries and territories. In addition, through Reach, we
offer international outbound telephone services on a wholesale basis.

We generally charge for international telephone calls on a per second basis after a call connection fee. The
charge usually depends on the duration of the call and the destination of the call regardless of the time of
day or day of the week on which the call is made. Our Easy % Hours® service allows customers to purchase
calls in 30 minute blocks of time using a specific dialling code (0018). In the first quarter of fiscal 2002, a new
0011 10 minute capped call offer was introduced for HomeLine™ Plus and BusinessLine™ Plus customers to
encourage more frequent calling overseas. We also market a range of permanent and special offers to
attract new customers and encourage existing customers to call more often.

Residential customers make the substantial majority of our international outgoing calls. These customers
tend to treat international calls as a discretionary expense, more so than national long distance calls. As
prices have fallen, our customers have made more calls for longer periods of time.

During fiscal 2001, the top three destinations for outgoing traffic and the top three sources for incoming
traffic are shown in the table below:

Country Percentage of total Percentage of total
outgoing minutes” incoming minutes¥

United Kingdom 20 15

United States 16 23

New Zealand 15 20

@ Figures quoted are those used for settlement purposes.
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Our overseas wholesale customers are now managed by Reach. Prior to the creation of Reach, inbound and
outbound traffic on the international network was delivered largely under bilateral contracts with major
overseas carriers. The international network was also used to source and deliver transit traffic. We now
have a services agreement with Reach to cover these arrangements.

Reach pays us for international traffic that terminates in Australia. These termination charges are based on
the cost of delivering traffic to destinations in Australia, using the domestic network, rather than the
previous bilateral arrangements, which were based on the cost of using the international network, and were
specific to each country of origin.

Mobile goods and services

We are the leading provider of mobile telecommunications services in Australia in terms of the number of
customers and the geographical coverage of our services.

The mobile telecommunications market in Australia is characterised by a significant degree of penetration
which we estimate at over 60% of the Australian population at 30 June 2001. With our expansion into mobile
data technology, we also provide our customers with a range of information services.

The Australian mobiles market is highly competitive. To compete in this market, we rely on:

e ourinnovative marketing plans;

e using a number of different distribution methods to deliver our products and services to our
customers; and

o ourwell-known MobileNet® brand name.

Our mobile telecommunications services include:

« digital cellular services;
o sales of mobile handsets; and
e awiderange of added features and functions.

Our digital mobile service allows customers to send and receive voice and data calls. We also offer our
mobile customers additional services, including:

e voicemail;

e call waiting;

e callforwarding;

e mobile facsimile and data services;

e operator assisted paging;

e operator through connect;

e SMS, including pocket news;

* WAP services, including content such as financial, sports, e-mail, weather, flights and directories;
e packet data services using GPRS; and

e otherinformation services available through telstra.com®.

We believe that these additional services enhance customer loyalty and satisfaction and increase customer
use of our mobile telephone service.

In February 2001, we acquired a controlling interest in RWC which owns 100% of Hong Kong CSL, one of the
leading providers of mobile services in Hong Kong. For further information see “- International
investments”.
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GSM digital service

Our digital GSM network covers more than 95% of the Australian population. We have continued to expand
our digital GSM coverage into regional centres and along highways that link regional centres. We have also
focused onimproving depth of coverage in major cities, particularly in-building and underground coverage.
We offer international roaming in 90 countries.

We offer our GSM digital customers different pricing options that vary depending on committed usage rates
and length of contract. Our GSM digital customers who opt for a higher monthly access fee generally pay a
lower air-time charge.

The number of our GSM digital mobile customers has increased rapidly since we introduced GSM digital
services in 1993. We attribute this growth to:

e increasing recognition of the value of mobile service by both business and private users;
e the coverage and enhanced features of our GSM digital service; and
e ourstrongdistribution capabilities, particularly in retail stores.

CDMA digital service

Our CDMA network offers the largest cellular mobile phone coverage in Australia, reaching more than one
million square kilometres (using an external antenna) and covering more than 97% of the population. CDMA
has a number of advantages over GSM in some applications for users who require wider service coverage,
faster data speed and reduced background noise than circuit-switched GSM.

Analogue service

Our analogue network was completely closed in fiscal 2001 as required by Commonwealth law.
Data and internet services

We provide the following:

e data network and internet services;
e widebandIP, private IP solutions (Telstra private IP service, an IP-VPN) and dial IP.

We also provide WAN solutions such as:

e domestic and international frame relay;
e domestic and international ATM, international private lines and global private IP.

Other services include:

» dedicated network solutions such as digital data services, voice grade dedicated lines, packet
switched services, media, audio and video network services;

» internet access (Telstra’s ISP service - BigPond™ Home, BigPond™ Business, BigPond™ Broadband,
Internet Direct, specialised applications (security services and applications and hosting)).

The current telecommunications trends indicate increased and more sophisticated computer networking by
business customers. Thisis coupled with the demand for higher speed services and a shift from dedicated to
switched data services, in particular towards IP environments. IP networking offers the potential data, but
multimedia and voice applications to be carried over the same networking solution.
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Our data strategy is based on the early delivery of new generation IP and internet services. It is driven by:

* businesses embracing new IP/internet based technologies and services;
» customer demand for higher capacity services; and
» customer need for competitive, cost-effective global solutions.

We are also leveraging off our strong position as a provider of data and IT products and our existing
competencies in supplying corporations’ outsourcing requirements to provide managed storage systems
and managed hosting solutions.

The services we provide vary in bandwidth and also in the degree of network management and network
redundancy provided. We have the skills required to operate and manage complex IP networks.

Telstra dial IP enables customers to remotely access their office network, at anytime, over any standard
telephone line (PSTN/ISDN) from Australia, or other countries. Our private IP solutions offer networking
which enables businesses to access their network via frame relay, ISDN, ATM, ADSL or secure dial up, as
suited to the requirements of each site and application. Customers can rely on the built-in intelligence and
security of Telstra’s IP network to manage the routing and delivery of their valuable data. Our wideband IP
service offers bandwidth-on-demand access dynamically controllable through a secure, personalised web
page. This enables local area networking (LAN) interworking between offices to be extended on-demand to
accommodate applications such as large file transfers or video conferencing.

Telstra Internet Direct provides larger corporate, government and wholesale customers with high quality
dedicated Internet access within Australia at transmission rates up to 155 Mbps via ATM. In addition, we
offer arange of internet products and packages under our BigPond™ brands. BigPond™ Home and Business
offer dial-up modem and ISDN internet services to residential and business users across Australia through
over 100 different points of presence (PoPs). BigPond™ broadband provides broadband internet services to
consumer and business customers via hybrid fibre coaxial cable, satellite or ADSL access technologies.

Duringfiscal 2001, we also introduced our MegaPoP™ product that is dial IP access for ISPs and carrier service
providers supporting public dial up internet access from PSTN/ISDN.

Transaction services

We offer low speed, switched data services used mainly for electronic funds transfer and point of sale
applications. These services provide a low cost, dial-up or leased end-to-end connection between remote
terminals and central computers.

We offer a range of electronic commerce services such as electronic data interchange-based trading
networks and business-to-consumer applications to support on-line payments and general insurance
products.

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

e games-based entertainment, children’s education and on-line music services;

e Conferlink® services that provide audio, video and internet conferencing;

e V-commerce™ services based on interactive voice response technology; and

« administration and support services to funds managers for their back office administration and asset
management operations.
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Text services

Our text services consist mainly of facsimile products and services marketed under our FaxStream® brand
name.

On-line services
We are providing more on-line services in response to the demands made by our customers.

We announced the availability of our on-line communications hub, telstra.com® in March 2000. After
registering on thesite, a user may personalise the homepage to suit his or her particular needs and interests.
By 30 June 2001 there were approximately 500,000 registered users, which has grown from approximately
100,000 users at 30 June 2000.

Types of on-line services provided on telstra.com® are:

e web-based e-mail that may be accessed from any location;

e atext message to a designated mobile phone service when new e-mails are received,;

e direct access to information on our products that may be purchased on-line;

e payment on-line of an account with us;

» direct access to our current directories databases in White Pages™ and Yellow Pages®; and
* news, finance, weather, travel and entertainment updates.

Directory services

We are the main provider of directory services in Australia through our wholly owned subsidiary Pacific
Access Pty Ltd.

The directory services we offer include printed White Pages™ directories and Yellow Pages® directories,
which are also available through voice and on-line media. The White Pages™ directories are also available
on CD-Rom. Each telephone subscriber receives one free listing of name, address and telephone number in
the White Pages™ directories and may purchase special listings, such as bolded printing. Businesses may list
their business details in our Yellow Pages® directories free of charge, or purchase premium advertising and
promotional space.

We operate four internet sites that are among the most frequently visited Australian internet sites:

e theYellow Pages® OnlLine site (www.yellowpages.com.au);

e the White Pages™ OnlLine site (www.whitepages.com.au);

e the GOeureka™ site (www.goeureka.yellowpages.com.au); and

e thelocation and navigation OnLine site Whereis™ (www.whereis.com.au).

Through our directories business, we are developing a range of electronic commerce and internet products
and services based on our directory products with a concentration on areas such as advertising, contact lists,
location and navigation services applications, applications for small and medium businesses and electronic
business solutions. For example, we operate a site dedicated to the on-line needs of Australia’s small and
medium enterprises at www.pacificaccess.com.au. This SME site provides on-line information, tools and
applications to help SMEs with their telecommunications and marketing requirements.
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Intercarrier services

In addition to providing services for resale, we provide a range of other services to carriers and carriage
service providers. These include:

interconnection services including originating and terminating access to our fixed and mobile
networks, preselection services, and (to carriers) access to our network facilities such as ducts, towers
and exchange space;

transmission services, including leased lines;

data services;

mobile telecommunications services; and

systems maintenance and billing services.

Inbound calling products
We offer:

inbound call services including Freecall™ 1800, which is a reverse charge call service used widely by
large and small businesses to extend their market reach and attract sales;

Priority® One3 numbers, used by larger businesses and franchise operations for service calls;
Priority® One3 caller dependent routing to the nearest business location, enabling efficient delivery
of customer service;

Priority™ 1300 services, which provide features equivalent to Freecall™ 1800;

call centre products such as network-based services for business call centres that include interactive
voice response and on-line customer selection menus; and

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

We also supply a range of products to our consumer and business customers that offer alternative billing
options, including prepaid cards, automated reverse charging and calling cards.

Facilities management services

We provide management of all or part of a business customer’s IT and/or telecommunications services
including management of each of the following:
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managed voice services: our network based enhanced voice and data switching products and IPVPN
products and the provision of related professional services;

managed data services: our core data products including IP-based network solutions, ATM, frame
relay, ISDN, ADSL and dedicated data network, equipment and the provision of professional services;

managed contact services: a customer’s call or contact centreincluding network services, equipment
and third party hardware/applications and professional services;

managed mobility services: fleet management of mobile phone networks and new wireless based
technologies such as wireless LANSs;

managed IT services: IT based products and services including firewalls, desktops, peripheral services
and application service products; and

whole of business solutions: complex once off or whole of business solutions incorporating arange of
the above services.
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Payphones

We are the leading provider of payphones in Australia. As at 30 June 2001, we operated approximately
35,300 public payphones. Other operators have approximately 39,800 payphones that are connected to a
payphone access line provided by us. Our USO requires us to make payphone services reasonably accessible
throughout Australia, including in non-metropolitan and rural areas. Approximately half of our public
payphones are in these areas.

Other sales and services

Our other sales and services mainly include domestic information and connection services, video and
teleconferencing, audio and video services and customer premises equipment, such as branded phones,
telephone rental and other telecommunications equipment.

We provide information and connection services through a number of call centres in Australia and through
White Pages™ OnLine and Yellow Pages® OnLine. Between December and March of fiscal 2001, we
introduced voice recognition technology to allow the automation of the 2000 most frequently requested
numbers. In fiscal 2001, we responded to over 365 million calls with the majority of these basic operator
services being provided without charge to the customer. For the last two years we have charged for
directory assistance services provided to mobiles and business customers. We cannot charge or amend
charges for our directory assistance services without the approval of the Communications Minister.

Pay television

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

FOXTEL has entered into various programme supply arrangements, including some with minimum licence
fee commitments. At 30 June 2001, the amount of FOXTEL’s fee commitment was A$1,964 million. To the
extent that FOXTEL does not meet these commitments, the FOXTEL partners are jointly and severally liable
for any shortfall.

We are the exclusive long-term supplier of cable distribution services for FOXTEL’s cable pay television
services in our cabled areas and we receive a share of FOXTEL’s cable pay television revenues. We have
agreed with FOXTEL that we will not supply pay television distribution services on our broadband cable
network to anyone else unless we are required to do so by law. The Federal Court decided in August 2000
that this arrangement does not preclude third parties from obtaining access (pursuant to the
telecommunications access regime under the Trade Practices Act 1974 (Cwth) (TPA)) to our broadband cable
network for the delivery of analogue pay television services.

In April 2001, the ACCCissued interim determinations stating that there was spare capacity on our hybrid-
fibre coaxial (HFC) network and allocated 6 analogue channels to access seekers. We and Foxtel have
initiated negotiations to assist these access seekers to gain use of the HFC network.

In addition, we can independently, or through partnerships and alliances, provide a broad range of other
communications, data and information services using our broadband network.

Under arrangement with the FOXTEL partners, FOXTEL may provide, in addition to pay television services, a
limited range of information and other services, but it may not supply telephony services. Within cabled
areas, there are limitations on FOXTEL’s ability to provide services, including on-line services. Outside cabled
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areas, FOXTEL may decide to provide a range of information and other services, including on-line services,
but must give preference to us in partnering to develop those services.

In fiscal 1999, FOXTEL introduced a commercial satellite service which enables pay television to be delivered
to approximately two million homes not passed by our broadband cable, excluding homes in areas serviced
by the Australian pay television provider, Austar. FOXTEL has licensed movie programming to Austar for
satellite delivery in areas serviced by Austar on an exclusive basis, with the effect that FOXTEL may not
provide a satellite service containing this programming in those areas.

In 2001, FOXTEL acquired the pay TV rights to the Australian Football League (AFL). The AFL is a major
component of sports viewing in Australia. Under the terms of the agreement, FOXTEL has acquired the
exclusive pay TV rights to all AFL matches for a term of five years commencing in 2002. The agreement also
obliges FOXTEL to offer some form of AFL to the other pay TV operations, namely Austar and Optus Vision.
However, FOXTEL is free to set the charge for such a service.

International investments

A component of our strategy is to expand our business activities outside Australia, particularly in the areas
of wireless telecommunications (both voice and data) and data, through investment, acquisition or alliance
opportunities generally.

On 7 February 2001 we completed the first stage of our Asian expansion strategy with the:

» formation of Reach, a 50:50 joint venture which merges our international infrastructure assets with
those of PCCW creating a leading wholesale provider of voice, data and internet connectivity services
in the Asia-Pacific region;

e acquisition of a 60% interest in RWC. RWC currently owns one of Hong Kong’s leading mobiles
businesses, Hong Kong CSL, and is intended to be the primary vehicle for execution of our wireless
strategy in Asia. We have board control of RWC, including the right to appoint the Chairman; and

e purchase of a convertible note from PCCW with a face value of US$750 million. The note is
subordinated but is secured by an equitable mortgage over half of PCCW’s 50% shareholding in Reach
(i.e. 25% of Reach’s total shares).

We also have a number of smaller off-shore investments and joint ventures, which include:

e a35% equity interest in the satellite communications operator, Xantic (formerly Station 12 B.V.) in
the Netherlands;

e a50% share of the New Zealand joint venture, Telstra Saturn Limited which has been established to
provide a range of convergent voice, video and data services to retail and business customers in New
Zealand; and

e a39.9% equity interest in Australia-Japan Cable Holdings Limited, a network cable provider, based in
Bermuda.

Networks and systems

We operate fixed and mobile telecommunications networks to support our diverse range of products and
services. An extensive national and international transmission infrastructure and a largely centralised
network management centre supports our networks. We have centralised the operational management of
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our core networks by establishing a single global operations centre. Our global operations centre has a
disaster recovery back-up facility in an alternative location.

We invest a substantial amount of capital and other resources in our networks and systems. For example,
we have completed deployment of a new digital mobile network based on CDMA, which has replaced our
analogue mobile network. We also incur expenditure to upgrade services available on the customer access
network. In addition, we have ongoing programmes to:

e improve work practices;

e streamline processes;

e eliminate duplication of overhead costs; and

e improverecord keeping for property, plant and equipment.

In addition to our capital expenditure programme, we spent A$29 million in fiscal 2001, A$29 million in fiscal
2000 and A$34 million in fiscal 1999 on research and development. These amounts do not include labour
and depreciation. Our research and development activities cover diverse areas of our business and focus on
developing new competitive products for our customers.

We intend to continue to selectively invest in our networks and systems, particularly to cater for the
increasing demand for data services such as internet services. Data traffic has grown to such an extent that
its volume now exceeds that of voice traffic on our networks.

The nature of data technologies is continuing to evolve from a multi-service ATM frame relay IP
environment, towards a pure IP environment. We are well positioned to support both ATM frame relay and
IP in the medium term. Future investment will focus on cost-optimised, carrier-grade IP networking.

We are increasing our support of services that require high bandwidth by continuing the roll out of various
technologies, such as ADSL, or, where appropriate, satellite-based services, in addition to our existing hybrid
fibre coaxial cable.

The Infrastructure Services group ensures that there is alignment across all systems and network related
activity and develops and has responsibility for our network and IT strategy and architecture.

Transmission infrastructure

Our domestic inter-exchange transmission infrastructure consists of both terrestrial and non-terrestrial
transmission systems. Our domestic terrestrial systems are almost exclusively digital and use
approximately 3.2 million kilometres of optical fibre and approximately 2,280 digital radio systems. Our
major transmission routes incorporate synchronous digital hierarchy technology. We provide services
between Tasmania and mainland Australia through one of the longest unrepeatered digital undersea cables
in the world. We have implemented wave division multiplexing (WDM) technology into our network
between South Hedland (in Western Australia) via Adelaide, Melbourne and Sydney, to Brisbane, to increase
capacity at reduced unit costs. This represents approximately 20,000 kilometres of WDM transmission
systems. We are planning additional WDM systems on parts of the route from South Hedland to Brisbane,
and we are also looking at introducing WDM into the metropolitan part of the network.

Our international transmission requirements are provided by Reach. Reach owns international gateway
switches in Sydney and Perth and an expanding network of switches around the world as part of its PoPs
rollout programme.

Reach has interests in more than 50 submarine cable systems in the Asia-Pacific region and worldwide.
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We use satellite systems to supplement our international traffic capacity where undersea cable capacity
may be limited or non-existent and also to provide route diversity and circuit redundancy as well as
specialist satellite-based applications.

Public switched telephone network (PSTN)

Our PSTN is fully digitalised and connects virtually all Australian homes. It concentrates traffic from more
than 10,000 access sites to approximately 307 digital nodal switches across Australia. Our transmission
infrastructure connects these digital switches to Reach’s two international gateway switches. Additionally,
our intelligent network (IN) platforms support advanced services, including card-based and toll-free
products.

The access sites that connect our customers to our local access switches use:

e copper;
» fibre optic cable;
e radio; and

+ satellite.

Australia has a large geographic area with concentrated population centres. In urban areas, most of our
customers are within five kilometres of the local exchange and within 2.5 kilometres of an access site. In
provincial towns, approximately 50% of customers are within 2.5 kilometres of an access site. Inrural areas,
customers tend to be further from access sites. All our customers have single-party services.

We are continuing to improve the quality of our customer access network to assist us in retaining our
customers, increasing our operating efficiency and developing and deploying new products and
technologies.

We are trialing the use of CDMA-based wireless local loop equipment to provide telephone service where
economically attractive. In other remote areas, also typically served by radio-based access, we will
continue to upgrade our service through our remote Australia telecommunications enhancement
programme. We undertook this programmeto meet the demands of a growing number of customers for new
high speed data and internet services. We are deploying an expanded range of satellite-based services to
continue our commitment to the rural and remote areas of Australia. These satellite services include
telephony services, access to the internet and corporate data applications.

Our PSTN supports voice, facsimile and data products. The rapid growth in the popularity of the internet is
quickly changing the combination of these products. Internet users tend to maintain local call connections
with their ISPs for longer periods of time than regular voice calls. These factors have the potential to affect
the available capacity on our PSTN. We are monitoring the traffic flows and managing our network capacity
accordingly.

In addition, we are actively promoting our ISDN service to our customers, including ISPs, and have
introduced alternative technologies to provide internet access without using our PSTN, such as through our
broadband network and our other data networks. During fiscal 2001 we introduced our MegaPoP™
infrastructure, which provides network bypass for dial-up internet traffic. This infrastructureis also used to
provide wholesale dial-up internet access.

Integrated services digital network (ISDN)
Our ISDN services are provided in two ways:

e through an overlay network; and
e through a new composite service integrated with our PSTN.
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The overlay network has 28 nodes situated in capital and provincial cities in Australia. We expect to exit
from the overlay network by the end of fiscal 2002. Our new composite ISDN service is based on the ETSI
(European) standard. We market this ISDN service under our OnRamp® trademark. We expect OnRamp®
services to replace the services we currently provide through the overlay network.

As at30June 2001, our OnRamp® serviceis available to 96% of the Australian population, eitherimmediately
or with the deployment of modular units.

Intelligent network platforms
We operate a number of IN platforms that support a range of advanced services including:

e inbound services such as Freecall™ 1800,Priority® One3, Priority® 1300 and InfoCall® 190;
e calling card (Telecard™);

e prepaid card (Phoneaway®, Say G’'Day™);

e information services numbers;

e number portability;

e advanced network routing; and

e screening functions.

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

We also operate two additional IN platforms, one of which provides the full range of enhanced features
which support our MobileNet® products, and the other of which provides a selected range of IN services
supported by our New Zealand joint venture, Telstra Saturn Limited.

We currently use multiple platforms to support our IN services. We are in the final stages of a programme to
reduce the number of platforms we use by introducing a new IN platform and we expect this will assist us to
reduce our operating costs in the future. We expect that this will assist us to reduce our operating costs in
the future and to maintain our product leadership in the increasingly competitive market place.

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

e ourswitched data network (SDN);

e anational transaction switching network;
» ourdigital data network; and

e ourdial IP platform.

Our SDN is comprised of 300 switches, linked to access multiplexers at more than 1,200 sites around
Australia. It provides:

e public packet switching data services suitable for a wide range of data applications;

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

» full national coverage for frame-relay data services from 64 kbps up to 45 Mbps;

« fullnational coverage for ATM data services, supporting access rates from two mbps to 155 Mbps; and
e IP-VPN services, supporting a range of access types and value-add features.

Our retail customers use ATM and frame relay data services on the SDN to build wide-area corporate data
networks. Our wholesale customers use the SDN as a key element of their own retail offerings. Increasingly,
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we are using the SDN as a building block for other services, including dial IP, ADSL, our mobile networks, and
for connecting regional centres to our national internet backbone network via MegaPoP™.

Our national transaction switching network is suitable for electronic funds transfer and inventory
applications. This network provides dedicated and dial-up access in a secure environment, suitable for
transmitting transactions.

Our digital data network provides dedicated site-to-site DDS, at speeds of up to two megabits per second.
This network has extensive coverage across Australia.

Our dial IP platform supports dial-up access from the ISDN or public switched telephone networks to LANs,
WANSs, and on-line data applications.

Internet protocol (IP) networks

We operate a national internet backbone network. Itis a fully IP-routed network, which provides the
backbone for all our Internet Direct services, all Telstra’s BigPond™ internet offerings, as well as Telstra
Wholesale’s internet.

Our internet backbone network connects to the rest of the internet via the international links provided by
Reach, and connects domestically via peering links with Australia’s other main ISPs.

We operate two major internet data centres in Melbourne and Sydney. The computer server infrastructure
in these centres controls access to the network and provides applications including e-mail, news, chat, web
hosting and games. The server infrastructure supports real time activation of customers and also provides
billing functionality, service monitoring and surveillance. Caching servers are deployed to store and serve
often-requested internet content so that:

e customers receive faster web page delivery; and
e weadreable to contain our internet traffic costs.

We have introduced a new platform supporting wholesale and Telstra internet services. This has been used
to provide a BigPond™ Home product with universal local call access across Australia. BigPond™ Home is
now available throughout Australia with dial-up access at the cost of a local call.

We deliver our wideband IP and ethernet services through ethernet switches located in major customer
buildings and interconnected by a network of high speed transmission links and IP switches/routers.

Broadband network

Telstra delivers broadband capability through a variety of technologies, using cable modem, ADSL and
satellite services.

Our hybrid fibre co-axial cable broadband network passes 2.5 million homes. Approximately 70% of the
network is underground. The optic fibre component of this broadband network consists of two forward and
one return path fibres, with nodes capable of serving up to 1,200 customers each.

We designed the cable network to provide two-way transmission for interactive services and high-speed
data transfer. Presently, the cable network transmits pay television services, and in most of the coverage
areas, provides high speed internet access.

ADSLis abroadband access technology for the PSTN. Under ADSL there are three very fast options available
to customers in ADSL-enabled areas in Australia:

e aninternet service for residential customers that allows customers to use the internet through their
existing telephone lines without tying up the phone line or needing an additional line;
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e aninternet service for companies to provide their staff, offices or branches with remote access
capability to the corporate network; and

» aservice for ISPs to provide their customers with ADSL internet access.

In August 2000 we commenced the rollout of our ADSL services, and we achieved our target coverage for
fiscal 2001 of 575 enabled exchanges. We have experienced network performance issues with ADSL, partly
due to difficulties with third-party equipment. We and our vendors have committed considerable resources
to restoring network performance by stabilising the current technology and ensuring the scalability of the
network. This has resulted in gradual improvement of performance. However, work on restoring network
performance is ongoing. In the interim, we have rebated affected retail and wholesale customers.

We also offer broadband services, via a satellite download/dialup backchannel, in areas of Australia unable
to access broadband via cable modem or ADSL.

Mobile telecommunications networks

We own and operate a number of networks for the provision of mobile telephone services that together
cover morethan 97% of the Australian population. We serve over 5.4 million services in operation (S10s) with
these networks. Through our 60% investment in RWC, we also operate mobile services in Hong Kong.

In Australia, our GSM digital network operates in the 900MHz and 1800MHz spectrum band. As at 30 June
2001, our GSM digital network in Australia had 53 mobile switches and 3,453 base stations including 630
micro cells. We are continuing to expand the capacity of the GSM network and the 300 new base stations
established in fiscal 2001 provide additional capacity and enhance depth of coverage, while retaining our
lead in breadth of coverage. During the year, we have expanded the capacity, capability and reach of the
many value-added services incorporated into our GSM network. They include:

e personalised answering services;

e voice and text messaging;

e voicemail;

» information services;

e  WAP and SMS based information services;

e calling line and conference and call control and forwarding services;
e international roaming to more than 90 countries; and

e GPRS packet data service.

The GPRS serviceis available in the vast majority of our GSM network and provides “always on” data access
to WAP and internet information services.

Our second digital mobile telecommunications network in Australia is based on CDMA technology, and
operates in the 800MHz band that our analogue network used previously. As at 30 June 2001, there were
2,056 CDMA base stations nationally. The CDMA network originally was designed to provide coverage
equivalent to the old analogue network. It has been further expanded to cover over 1 million square
kilometres, nearly double the area of the GSM network. CDMA functionality was enhanced in fiscal 2001 to
have substantially the same services as GSM including SMS, voice messaging memo, fax, data and WAP.

Our analogue network was completely closed in the first half of fiscal 2001.

We also have a mobile radio packet data network operating to the Motorola DataTac protocol in major
capital cities and in some large regional centres. This network services mobile electronic funds transfer
systems and specialised data applications by allowing data to be sent to and received from large mainframe
computer systems.
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Electromagnetic energy

Certain reports have suggested that electromagnetic energy (EME) emissions from mobile phone base
stations and radio communications facilities, including handsets, may have adverse health consequences
for users and the community.

We are committed to addressing these concerns responsibly through compliance with relevant radio
frequency standards and comprehensive policies and procedures to protect the health and safety of the
community and employees.

We also maintain a comprehensive EME research programme, monitor international research developments
and provide assistance to other Australian institutions researching EME. We rely on the expert advice of
international health authorities, such as the World Health Organisation (WHO), for overall assessment of
safety and health impacts.

Other leading expert and advisory bodies also include:

e TheInternational Commission on Non-lodising Radiation Protection (ICNIRP);
e The United Kingdom Parliament Stewart Inquiry;

e TheFrench Expert Group (Zmirou Report); and

e Australian Radiation Protection and Nuclear Safety Agency (ARPANSA).

These organisations routinely review the science relevant to the EME generated by radio communications
services. The consensus amongst these organisations is that:

e thereis no substantiated scientific evidence of health effects from the EME generated by radio
communications services that comply with national and international safety standards; and

e thelevel of EME around a base station is typically many times less than the safety limits set by
international standards.

In addition, ARPANSA has conducted an extensive study of base station emissions in Australia and has found
that base station emission levels in the community are significantly lower than the Australian safety
standard. ARPANSA have also reported that the existing background emission levels from AM and FM radio
or television are significantly higher than the emission levels from base stations.

Despite this evidence, lawsuits have been initiated against providers of mobile telecommunications services
in some jurisdictions around the world.

The Commonwealth Government has established a Committee on Electromagnetic Energy Public Health
Issues to advise on the issue. This Committee is funded by a levy on holders of radio-communications
licences and is co-ordinated through ARPANSA.

In December 1999, the Australian Senate agreed to an Inquiry by the Senate Environment, Recreation,
Communications and the Arts References Committee into electromagnetic emissions, with a particular
emphasis on mobile phones, research funding and EME standards.

The Committee received 148 submissions from arange of areas. Three reports were subsequently presented
to the President of the Senate in May 2001, all of which concluded that there are no substantiated health
effects from mobile phones.

The Commonwealth Government is still to formally respond to the report. However, it is not expected to
adversely impact any area of our current operating practices.
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The ACA has set up a twin track process for developing new EME regulations. In this process, ARPANSA is
developing a new national EME safety standard and the Australian Communications Industry Forum (ACIF)
is developing a code of practice for the deployment of radio communications infrastructure. Thisis expected
to encompass the requirements of the ARPANSA standard and may introduce greater community
consultation in the telecommunications industry.

Therisk or the perception that a risk of adverse health consequences exists may adversely affect this sector
of our business by causing reduced consumer growth, reduced usage per customer or the filing of
compensation claims by customers or others.

Information processes and systems

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

e introducing new products to the market faster;
o furtherintegrating our customer access technology and systems across channels; and
» reducing our overall IT total cost of ownership.

To achieve this strategy, we announced in fiscal 2001 that we would maintain primarily centralised control
of IT strategy and architecture while:

e decentralising responsibility for our IT systems to our business units;

» rationalising our existing systems and related processes;

» developing and deploying new systems and processes;

» continuing to centrally operate and support our end-to-end IT operations infrastructure;

e implementing new management disciplines; and

e outsourcing most of our remaining IT applications development and maintenance functions.

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

e sales and marketing;

e customer ordering and provisioning;
e on-line access for customers;

« billing and credit management;

e service assurance;

» workforce management; and

» back office processes.

We have aligned our provisioning and billing databases and taken steps to improve validation of data entry.
This action has reduced service order rejects and billing anomalies. We have also introduced an integrated
credit management system for the management of mass market accounts.

Our flexible billing system called Flexcab® offers our customers customised billing options and formats.
Flexcab® has allowed us to shorten the amount of time needed to market new products and services and
provides improved support to our business operations. Flexcab® also supplies detailed local call records
enabling us to respond to customer complaints effectively.

Our workforce management system aligns work tasks more efficiently so that we can give customers better
service through more accurate and timely installations and repairs.

Through our data mode of operation (DMO) initiative we are commencing deployment of workflow and
message-oriented middleware software, to control the flow of tasks between applications and collect
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messages from one system and pass onto another. Our future systems architecture will use this middleware
software to enable easier more efficient integration of application package solutions to meet our business
needs. This new capability will also deliver greater flexibility and reduce time to market by allowing
business process and data translation to be configured more easily and customised externally to our IT
applications. Ourintention is to use more “off the shelf” products and move away from building IT
applications.

We are continuing to review and upgrade procedures relating to systems security, data integrity and
disaster recovery. Under this programme, we have tested the use of facilities that would be used as an
alternative data centre in the unlikely event of destruction or substantial impairment to the large data
centre where our billing systems are primarily run. If the transition to these alternative facilities became
necessary, there would be a delay in the billing of customers and the collection of related receipts.

Information technology alliances

We have a 22.6% equity interest in IBM Global Services Australia Limited (IBM GSA), also owned by IBM
Australia (54.4%) and Lend Lease (23%). We have outsourced our data centre operations and a significant
proportion of our applications maintenance and enhancement activities to IBM GSA for a 10 year period
from July 1997. We supply network services to IBM GSA’s customers across Australia.

Property, plant and equipment
Overview

Alarge part of our network is constructed on land occupied under our statutory powers and immunities. We
also own and occupy land that includes strategic sites, such as the properties on which our telephone
exchanges are located. We own approximately 5,400 freehold sites and occupy approximately 6,200 sites
on a leasehold or other basis. Most of our sites are related directly to our telecommunications operations
and are used for housing network equipment of various types, such as telephone exchanges, transmission
stations, microwave radio equipment and mobile radio repeater equipment. Some of our operational sites
are on leased land or land to which we have access by statutory right or other formal or informal
arrangement. In addition to our operational sites, we own or lease a range of properties used for office
accommodation, storage and other miscellaneous purposes.

Land access powers

The land access powers conferred on carriers by the Telecommunications Act 1997 (Cwth)
(Telecommunications Act) are more limited than those conferred by previous legislation. For thisreason, in
some circumstances we must obtain the consent of the relevant town planning authority as well as from the
owner of the land before network construction activities may commence. Where the construction activities
are to occur on land where native title exists, the native title claimants and holders may also need to be
involved. Obtaining these consents may cause delay to the commencement of construction.

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

Native title claims

As at 30 June 2001, we were a party to about 47 contested native title claims in the Federal Court of Australia
and approximately 261 claims issued in the Federal Court of Australia but presently being mediated by the
National Native Title Tribunal. The claimants seek determinations by the Federal Court that native title
exists in areas that include the sites of our telecommunications facilities. These are not claims for money.
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The main respondent party in each proceeding is the relevant state or territory. We have become a party to
the claims to ensure that our rights in respect of existing telecommunications facilities are not adversely
affected. We believe that under the current law, any determination that native title exists should not
adversely affect those rights created prior to 1 January 1994. We have been advised that the validation
provisions of the Native Title Act also offer protection to facilities installed between 1 January 1994 and 23
December 1996 on land previously the subject of grants of a freehold estate or lease or the site of public
works. We have been advised that all facilities installed under powers and immunities conferred by the
Telecommunications Act 1991, which remained in force to 30 June 1997, will either be valid or have the
benefit of the validation provisions of the Native Title Act. Telstra’s current practices are such that the
installation of facilities pursuant to the Telecommunications Act since that time should either be valid or
have the benefit of the validation provisions of the Native Title Act.

The Commonwealth may be required to compensate native title holders where the construction of our
infrastructure on land has extinguished or impaired native title. We may be required to indemnify the
Commonwealth for any compensation paid to native title holders for any act performed by the
Commonwealth relating to telecommunications services priorto 1 July 1975. We may also be directly liable
in certain circumstances to pay compensation to native title holders for our activities on native title land.

The amount, if any, of our liabilities is not known but will depend in each case on the nature and extent of
the native title rights and interest determined to exist and the degree to which our activities impinge on or
restrict the exercise of those rights. No claims for compensation that are directly relevant to us have been
brought to date.

Environmental issues

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

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

Competition in Australia’s telecommunications industry began in 1989 when competitors began to provide
a limited number of services in the market. In 1991, competitors started reselling our services, particularly
national long distance and international telephone services. Competition intensified in 1992 when Cable &
Wireless Optus entered the Australian telecommunications market and began reselling our analogue mobile
telephone service and offering national long distance and international telephone services. We started
offering digital mobile telephone services over our own network in 1993. In the same year, Cable & Wireless
Optus and Vodafone Holdings (Australia) Pty Limited began offering those services over their own networks.

On 1 July 1997, the Commonwealth Government introduced the current regulatory regime allowing for
open competition. Since then there has been asignificant increase in the number of carriage service
providers that have entered the Australian telecommunications market. At 30 June 2001, we supplied
services to over 100 wholesale customers who compete in the retail telecommunications market.

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

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

Access and local calls

We currently face infrastructure competition in basic access and local call services in the central business
districts of the major capital cities and major metropolitan areas. We expect that competition will increase
significantly for these services in these areas and beyond as competitors continue to deploy their own
infrastructure and continue their aggressive reselling of our local call services and reduce prices. We expect
more carriage service providers to engage in this competition as they seek to gain market share by providing
a full service package to their customers. We offer carriage service providers complete access and local call
services for resale.

Our main facilities-based competitors are Cable & Wireless Optus, whose issued capital is being acquired by
Singapore Telecommunications Limited in the first half of fiscal 2002 (fixed and mobile), Vodafone (mobile),
AAPT Limited (fixed) and Primus (fixed). Relatively new competitors include Powertel, Hutchison and MCI
Worldcom. These carriers and others have established dedicated connections with large business
customers, mainly in central business districts. Dedicated connections allow a competitor to direct a
business’ telecommunications traffic to their own networks, including local, long distance and international
calls and data transmission. In addition, Cable & Wireless Optus is selectively offering basic access services
and local calls to residential and business customers over its hybrid fibre co-axial cable network. The impact
of local number portability, which was extended to all carriers in fiscal 2000, has contributed to the
development of facilities-based competition in these markets.
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As a result of an ACCC declaration, we were required to offer unconditioned local loop (ULL) services from
August 2000 at prices, terms and conditions that can be arbitrated by the ACCC. This may provide a range of
additional advantages to our competitors. In addition, the ACA has held spectrum auctions of various
frequency bands including spectrum in the 3.4GHz band that offers an alternative to fixed line delivery of
telephony and data services. This auction, as well as prior auctions of mobile services spectrum, was subject
to intense bidding by current and prospective competitors. The Communications Minister may make rules
that limit our ability or the ability of others to participate in these auctions.

National long distance and international telephone services

Competition has significantly eroded our market share for national long distance and international
telephone services.

A number of our competitors own their own switches, lease access and transmission capacity and resell
services mainly from ourselves and Cable & Wireless Optus. Smaller competitors only resell complete
services.

Our largest competitor for national long distance services in the Australian market is Cable & Wireless Optus
which operates its own network. Other competitors include:

e AAPT (TCNZ);

e  Primus Telecommunications;

e Hutchison/Orange;

e MCIWorldcom;

e RSLCom; and

e Equant (formerly known as GlobalOne).

Our competitors are free to develop their own infrastructure and to use it to provide additional
telecommunications services. Their success in the market depends upon several factors, including:

e customer sensitivity to pricing;

» the effectiveness of promotions and other marketing campaigns;
e the quality of services provided; and

» thedegree of intervention by the ACCC in these markets.

Carriage service providers must provide their customers with call-by-call selection or “override” dialling and
default choice or “preselection”, in respect of national long distance, international calls and fixed-to-mobile
calls all of which further assist other carriage service providers to compete. See “Competition and
Regulation - Regulation” for a discussion of regulatory requirements for preselection.

Wholesale originating and terminating access and transmission services are important for facilities-based
provision of national long distance and international telephony services. The pricing of these services
influences the development of retail offerings by our competitors.

Competition already exists in the wholesale provision of transmission services on major domestic and
international routes. The pricing of these services is dictated by commercial negotiation and is falling as
new competitors enter the wholesale market. The regulatory processes also provide a framework to
determine terms, conditions and pricing of transmission services, particularly on routes that are not fully
competitive.
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Mobile telecommunications services

The mobile telecommunications market is one of the most competitive telecommunications markets in
Australia and we estimate that market penetration at 30 June 2001 was approximately 60%. As this level of
market saturation increases, we expect the rate of further market penetration to slow.

In the mobile services market, we currently compete with:

e Cable & Wireless Optus and Vodafone, which each operate GSM digital networks;
e Hutchison, which operates a CDMA digital network and resells our CDMA service; and
e arange of other competitors, which resell either Cable & Wireless Optus or Vodafone GSM services.

Competition for mobile telecommunication services is mainly based on:

» handset subsidies (though the level of subsidies is reducing as the industry repositions);
e geographic and in-building coverage area;

e service quality;

e sales channel strength; and

e air-time charge differentiation.

To compete for these services, we rely on:

» ourskillsin creating attractive value propositions for customers;

e ourleadership in network coverage including the availability of two networks;

e thestrength of our MobileNet® brand name;

e ourextensive internal and external distribution channels; and

e enhanced mobiles services including SMS and WAP (the most popular services being e-mail, chat,
games, sport and travel information).

The availability of spectrum will determine, in part, the number of mobile telecommunications carriers. In
the recent ACA frequency band auctions, we purchased all the available 800 MHz spectrum to further
support expansion of our national CDMA network. We also secured 2GHz spectrum on a national basis up to
the bid limit imposed by the Minister for future deployment of advanced third generation mobile services.

We intend to be the market leader in the deployment of third generation services. We are building
applications and customer familiarity by providing data services at increasing speeds on the GSM and CDMA
networks (2.5G services). We will build a third generation network using 2GHz spectrum as future demand
dictates.

The Commonwealth Government has mandated mobile number portability to be effected on 25 September
2001. This will mean that customers will be able to change mobile service carriers while retaining their
numbers.

This may have the effect of increasing the rate at which mobile customers switch between networks. This
will also provide us with the opportunity to attract new customers to our mobile network.

Data services

Our competition in growth markets such as frame relay and ATM networks is intense, both at retail and
wholesale levels. While we are the clear market leader, there are typically 20 general and niche players
operating in competition.
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For more traditional data and leased line products operating in mature markets, competition is less intense,
and we offer both retail and wholesale products.

With our new IP products such as private IP and wideband IP, we are operating at the forefront of service
provider offerings, not only in Australia but worldwide. A close working relationship with our vendor
partners has been necessary to achieve this.

Internet access services

Forinternet access services, competition is generally based on quality of service, price, speed and
availability of local call access and associated information or transaction services. The internet service
provider market in Australiais highly competitive, with approximately 700 competing service providers. Our
key competitors in this market are OzEmail and Cable & Wireless Optus/Microplex. Other competitors
include America OnLine, AAPT Connect.Com and iPrimus. Other competitors such as iiNet exist in state or
regional areas.

We are the largest internet service provider in Australia. We believe we will remain a strong competitorin
the provision of internet and on-line services based on:

e ourBigPond™ product range;

» thespeed and geographic reach of our internet infrastructure;

e theimportance we place on customer service and support;

» the growingrange of available information and transaction services; and
e development of new products.

We will also seek to participate in alliances and partnerships with a broad range of:

» content developers and providers;
o established businesses;

e financial institutions;

e educational bodies; and

e merchant organisations.

On-line services

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

Our competitors in this highly diverse market include ninemsn, News Limited, Yahoo! (Australia/New
Zealand) and Cable & Wireless Optus.

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

Wholesale services

Telstra Wholesale currently has 108 wholesale customers, with approximately 27 wholesale competitors.
Telstra Wholesale is focused on the delivery of communication services to intermediaries operating in
Australia.
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Theinbound calling products market has become very competitive with the introduction of INP on 30
November 2000. Under INP, customers are able to retain theirinbound number when changing carriers.
Many carriage service providers who were buying our inbound services and re-selling these services in the
past have developed their own IN infrastructure and have been progressively porting these inbound services
over time. The service providers with newly developed IN infrastructure include:

e AAPT/TCNZ;

e Primus Telecommunications;
e RSLCom; and

e PowerTel.

We compete in this market by providing a wide variety of products and services and by providing a high
quality of targeted services to our wholesale customers. Because we are the telecommunications company
with the most extensive infrastructure in Australia, we arein a dominant competitive position in this market.

Pay television

The pay television services market is competitive. FOXTEL, of which we own 50%, is the leading pay
television provider in Australia with around 744,000 subscribers, including satellite customers, as at 30 June
2001. FOXTEL is well positioned to compete on the basis of its brand, diverse programme offerings and cable
delivery arrangements with us.

FOXTEL and Optus Vision are the main providers of pay television services over cable in largely overlapping
areas. FOXTEL also provides satellite services to homes not passed by our cable network. In addition, Austar
distributes pay television through wireless and wireline systems in many regional areas and has similar
programming to FOXTEL. FOXTEL has licensed some programming to Austar on an exclusive basis and
FOXTEL may not provide a satellite service containing this programming in areas serviced by Austar. Other
pay television operators offer limited pay television services. Pay television providers compete with free-to-
air television operators and are prevented by law from holding exclusive broadcast rights to many major
sports programmes.

Competition is currently based on a number of factors including:

e programming;

e brand;

e price;

e marketing and service support; and

* means and geographic scope of service delivery.

Competition continues to evolve in this market. FOXTEL has historically experienced high customer churn
rates, although churn rates have fallen substantially in recent years.

We anticipate that churn will continue to decline following FOXTEL’s acquisition of the pay TV rights to the
AFLin fiscal 2001.

The ACCCmade a broadband access declarationin September 1999 declaring an analogue cable subscription
television broadcast carriage service. Several potential subscription television competitors have sought
access under the declaration to our broadband cable network to provide subscription television services. We
areinvolved in arbitration with two of these competitors. The ACCC has not declared a digital service at this
stage. See “Regulation - Access”.
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Directories

We compete with a variety of domestic and international companies and alliances in our other markets. For
example, we expect to experience increasing competition in our directory services business as we continue
to maintain the integrated public number database for use by eligible carriage service providers and others
wishing to offer competitive directory services. Public number directory publishers may also seek access to
the database. We have already experienced increased competition in this business from regional
competitors.

In our payphones business, we expect increasing competition due to new market entrants and indirect
competition from increased mobile telephone use.

Regulation

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

» industry specific competition regulation;

e extensive industry specific consumer protection regulation;

e industry codes and standards under a self-regulatory regime;

e no limits on the number of carriers;

e carriage service providers with many of the same access rights and obligations as carriers; and
e limited carrier land access rights and statutory immunities.

Reviews have been undertaken in fiscal 2001 and are continuing in fiscal 2002 on some specific
telecommunications regulations and industry codes with the most significant being the Productivity
Commission’s review of telecommunications competition regulation.

Principal industry regulators

The Communications Minister and the Communications Minister’s Department are primarily responsible for
telecommunications industry policy and legislation.

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

The ACCC administers the TPA. The TPA regulates competition generally and protects consumers and also
includes specific provisions governing the telecommunications industry. The ACCC administers the
telecommunications access regime, provisions for controlling anti-competitive conduct and our retail price
caps and price control arrangements.
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The ACAis responsible for regulating the non-competition aspects of the telecommunications industry
under the Telecommunications Act and the Telecommunications (Consumer Protection and Service
Standards) Act including:

e carrier licensing;

e technical regulation;

e quality of service;

e the customer service guarantee (CSG);

e preselection, numbering and number portability;
e the USO;

« the DDS obligation;

e spectrum management; and

e industry codes and standards.

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

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

The industry also self-regulates through codes and standards

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

e consumers;

e inter-carrier operations;

* interconnection and performance of networks;
e radio;

e environmental issues; and

e customer equipment and cabling.

The ACA may register such codes under the Telecommunications Act and direct industry participants to
comply with aregistered code and, in the absence of a registered code, set mandatory industry standards.
If a carrier or carriage service provider does not comply, they may be subject to a penalty of up to A$250,000.
The ACIF also has compliance mechanisms for breach by an industry participant of an ACIF code to which the
participant agreed, which include non-monetary “public censure” sanctions.
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The codes registered under Part 6 of the Telecommunications Act with the ACA at 30 June 2001 are for:

» theprotection of personal information to customers;
» thehandling of life threatening and unwelcome calls;
e call charging and billing accuracy;

» end-to-end network performance;

e preselection;

e commercial churn;

e callingnumber display;

e complaint handling;

» customerinformation on prices, terms and conditions;
« billing;

e credit management;

e customer transfer; and

e mobile number portability.

The Telecommunications Access Forum (TAF), an industry body open to all carriers and carriage service
providers, can recommend telecommunications services for declaration by the ACCC under the access
regime. The TAF may also develop access codes to be submitted for approval and registration by the ACCC.

The Telecommunications Industry Ombudsman (TI10) is an industry-funded body established to investigate
andresolveretail customer complaints about telecommunications services and carrier land access disputes.
Participation is mandatory for all carriers and most carriage service providers unless exempted by the ACA.

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

e acarrierisany person holding a carrier licence. In general, the owner of network infrastructure must
not use theinfrastructureto supply telecommunications services to the publicunless it holds a carrier
licence;

e acarriage service provider supplies a telecommunications service to the public using network
infrastructure owned by a carrier; and

e acontentservice provider is a person who uses a telecommunications service to supply to the public
a content service, such as a broadcasting service or an on-line information or entertainment service.

Competition regulation
Competition rule

In addition to the general requirements of trade practices law, a carrier or carriage service provider must not
engage in anti-competitive conduct in breach of the competition rule. A carrier or a carriage service provider
may breach the competition rule if it:

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

» hasasubstantial degree of market power and takes advantage of that power with the effect or likely
effect of substantially lessening competitionin any telecommunications market, takinginto account
other conduct if necessary.
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The ACCC can issue a Part A competition notice if it has reason to believe that a carrier or a carriage service
provider has contravened the competition rule. A Part A competition notice need not describe conduct in
very specific terms, but may instead describe the general kind of conduct which the ACCC believes is in
breach of the competition rule. Any repetition of the conduct while the competition notice is in force can
lead to penalties or damages being awarded against the carrier or carriage service provider.

The ACCC can also issue a Part B competition notice. This Part B notice, which the ACCC may issue
simultaneously with, or after a Part A notice, will be more detailed than the Part A notice. The sole function
of a Part B noticeis its evidentiary effect. Itis presumptive evidence of theinformation in it and can be used
in court proceedings against the carrier or carriage service provider for penalties or damages.

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

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

A carrier or a carriage service provider may be liable to pay penalties of up to A$10 million plus A$1 million
per day of contravention, and for compensatory damages to affected third parties, if:

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

In recent years, we have been issued with nine notices by the ACCC. In particular:

* wewereissued with two competition notices by the ACCCin early calendar 1998, claiming that we
were acting anti-competitively in the manner in which we charged ISPs for access to our internet
backbone. Although we considered the ACCC’s claim to be unfounded, we resolved this matter by
changing our conduct to overcome the ACCC’s concerns;

e between 10 August 1998 and 9 April 1999, we were issued with six competition notices by the ACCC
claiming that we acted anti-competitively in the manner in which we provide competitors with
services that facilitate customers switching between ourselves and those competitors (known in the
industry as “commercial churn”). This matter was settled without any finding of a breach of the TPA
by us; and

e on6September2001, we wereissued with a Part A competition noticeinrelation to the price at which
we offer our wholesale ADSL service, Flexstream®. The notice alleges that the price does not allow
our competitors to compete with ourretail ADSL offerings. The ACCC also claims that we have refused
to deliver a Layer 2 ADSL product to our wholesale customers. The ACCC alleges that this conduct is
anti-competitive. The notice is due to come into effect on 30 November 2001. After that time, if we
engage in conduct which is specified in the notice, and which the Federal Court believes has an anti-
competitive effect, we could be liable for penalties and damages as a result of that conduct. We
believe it is unlikely that we will be found to have breached the TPA and therefore, itis unlikely that
any such consequences will result.

With the exception of the most recent notice, none of the competition notices remain in force.
The ACCC may issue further competition notices in the future if it believes we are acting anti-competitively.

No final decision in relation to a competition notice has yet been handed down by a court.
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The ACCC may also give a carrier or carriage service provider a written notice advising it of the action the
ACCCbelieves should be taken to ensure that the carrier or carriage service provider does not continue to
engage in the kind of conduct dealt with in a Part A competition notice. An advisory notice can beissued at
the same time as, or after, a part A competition notice. While such a written notice from the ACCCis of an
advisory nature only, in practical terms there may be significant pressure on a carrier or a carriage service
provider to comply with the notice given the potential breadth and ambiguity of a Part A competition notice
and the ability of the ACCC to revoke a Part A competition notice if the carrier or carriage service provider
complies with the advisory notice. Also, a court may have regard to the ACCC’s advisory opinion in
determining whether a carrier or a carriage service provider is liable for penalties or damages if the court
finds it to have been in breach of the competition rule.

Information gathering powers

The ACCC may seek information from carriers or carriage service providers with substantial market powerin
the telecommunications industry concerning charges for products and services (including in our case only,
charges for “basic carriage services”) subject to aright of appeal to the Australian Competition Tribunal. The
ACCC may publish information concerning charges and services if it is satisfied that there would be a net
public benefit in doing so and has a further general power to obtain information in relation to designated
telecommunications matters.

The ACCC must report to the Communications Minister on matters relating to competition as required by the
Communications Minister. The ACCC may require carriers and carriage service providers to provide it with
informationin connection with thesereports. These reports may be public or confidential, but publicreports
must not contain information that would prejudice substantially the interests of any person.

Record-keeping rules

The ACCC has finalised new record-keeping rules. These accounting rules require detailed six-monthly
reporting to the ACCC of non-public cost and revenue information in relation to our wholesale and retail
services.

The ACCCwill be able to refer to this information on our costs and revenues in its market conduct and access
investigations. Similar accounting rules apply to both Cable & Wireless Optus and Vodafone. AAPT and
Primus are required to comply with the same rules, but only in relation to retail services.

The ACCCalso has power to disclose or require us to disclose reports prepared under the record-keeping rules
to the industry, or specified other carriers, or to the public, subject to our very limited right of appeal to the
Australian Competition Tribunal. This could result in sensitive cost information being published to our
commercial detriment. Before exercising this power, the ACCC must have regard to our legitimate
commercial interests.

The ACCC also has power to require carriers to maintain non-financial records, and to provide reports to the
ACCC, where the ACCC believes this will assist it in carrying out its functions. During fiscal 2001, the ACCC
issued two non-financial record-keeping rules against us in relation to our provisioning of our wholesale ULL
and ADSL services. These record-keeping rules require us to provide reports to the ACCC each week on
matters including the number of ULL services ordered by wholesale customers, the number of services
provisioned, etc.
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2000 review

The Productivity Commission commenced a review of the industry specific competition regulation in June
2000 and has submitted its final report to the Minister (the Treasurer). We do not currently know the findings
in the Productivity Commission’s final report. However, the Productivity Commission released its draft
report in March 2001. The indications, based on the Productivity Commission draft report, are that the
Productivity Commission supports most of our arguments and is prepared to recommend the relaxation of
the existing intrusive arrangements in the TPA, as well as providing greater certainty about access pricing.
If the Productivity Commission’s final report were to reflect its draft report, and if the Government were to
implement its recommendations, then Telstra may have greater flexibility both in relation to its market
conduct and in relation to the prices it charges for access to its regulated services.

Retail price restrictions

The government has set retail price controls on some of our services and groups of services that apply from
1 July 2001 to 30 June 2002. The Telstra Carriers Charges Price Control Arrangement, Notification and
Disallowance Determination No 1 of 2000, amends the original determination and incorporates the goods
and services tax, which came into effect from 1 July 2000, in the cap on standard and payphone local
telephone call prices.

CPI-X price restriction
We cannot increase prices for the basket of:

e connections;

e Dbasic access;

e localcalls;

e national long distance and international calls;

e« domestic and international leased lines; and

+ fixed-to-mobile calls and mobile telecommunications services,

beyond annual increases in the Consumer Price Index (CPI) over the previous year, less 5.5%. If the annual
increasein CPlis lessthan 5.5%, we are required to reduce our prices accordingly. Previously this cap was set
at CPI less 7.5%.

We cannot increase prices beyond annual increases in CPI for a basket of line rentals and local calls and a
basket of connection services. Previously we were constrained inincreasing our prices forindividual services
under specific price caps, such as, residential line rental, national long distance calls and international calls.
This change provided scope for rebalancing line rentals and call charges that we put into effect on several
occasions from March 2000.

A cap of CPI minus 1% applies to a basket of services for residential customers that include connections, line
rentals, local calls, national long distance and international calls. Revenue-weights for services in this
basket are set at the average for the bottom 50% of our preselected residential customers by bill size.

Line rentals for the bottom 10% of our preselected residential customers by bill size must not increase by
more than CPl in one year unless we can satisfy the ACCC that we will have products or arrangements in
place to ensure that these customers’ bills do not, on average, increase by more than CPI.

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

» residential and charity customers for all local calls; and
e business customers for local voice calls.

We must offer a standard price for untimed local calls where we are required to provide these calls.

We must not charge more than A$0.40 for untimed local calls from payphones or more than A$0.22
(including goods and services tax) for any other untimed retail local calls. Ourstandard local call priceis set
at A$0.40 for calls from payphones, A$0.22 for most other untimed local calls. We also offer reduced rates
with some of our service plans and discounted neighbourhood call rates.

We must also ensure that both:

e ouraverage price for untimed local calls provided to residential/charity customers in non-
metropolitan areas in a fiscal year does not exceed the average price charged by us to residential or
charity customers in metropolitan areas in the previous fiscal year; and

e ouraverage price for untimed local calls provided to business customers in non-metropolitan areas
in afiscal year does not exceed the average price charged by us to business customers in
metropolitan areas in the previous fiscal year.

Directory assistance service charges

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

Access

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

Declaration of services

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

Services can be declared by the ACCC either:
e inaccordance with anindustry recommendation; or

e afterconductinga publicinquiry and finding that the declaration of a particular service will promote
the long-term interests of end users.

In determining whether the long-term interests of end users will be promoted, the ACCC must have regard
only to whether declaring the service is likely to:

e promote competition in markets for telecommunications and related services;
e achieve “any-to-any” connectivity; and
» encourage the economically efficient use of, and investment in, telecommunications infrastructure.
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Carriers and carriage service providers must comply with “standard access obligations”

Unless exempted by the ACCC, carriers and carriage service providers who supply declared services to
themselves or anyone else must comply with “standard access obligations”. They must provide the
declared services to carriers, carriage service providers or content service providers who require them in
order to provide telecommunications services or content services to end users.

Standard access obligations are subject to exceptions including:

available capacity;
protected contractual rights; and
thereliability and creditworthiness of the party seeking access.

Services not declared are not subject to regulation under this access regime. Therefore, access to non-
declared services is a commercial matter, subject only to the general trade practices law.

Current declared services

The ACCC has issued statements listing the following as declared or deemed services:

originating and terminating access for domestic PSTN and ISDN and GSM mobile
telecommunications networks;

transmission capacity on all routes (except links between mainland capital cities) on bandwidths of
2, 4,6, 8,34/45,140/155 or higher megabits per second;

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

conditioned local loop service (a bundled service for the supply of unswitched voice transmission
capacity in the local loop);

the diversion of calls made to disused analogue numbers to the customers’ new GSM-based numbers;
an ULL service using unconditioned copper wire in our local loop;

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

local carriage services (in effect, this is local call resale); and

analogue cable subscription television broadcast carriage service.

In addition to these declared services:
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the ACCChas been asked by Corporate Macquarie Telecommunications and Cable & Wireless Optus to
declare line rental services;

the ACCC has announced a public inquiry into whether to declare spectrum unbundling on the local
loop; and

the ACCC has just commenced a declaration inquiry into whether to declare a technology neutral
mobile service. If the ACCC makes this declaration then, based on the ACCC’s suggested service
description, CDMA originating and terminating access services may become declared services.



Telstra Corporation Limited and controlled entities

Terms and conditions of access

A carrier or carriage service provider may give the ACCC access undertakings which set forth the terms and
conditions on which it will offer to supply declared services. An undertaking only becomes operative if it is
accepted by the ACCC. If an access undertaking adopts terms and conditions set outin a
telecommunications access code approved by the ACCC, the undertaking must be accepted by the ACCC. If
not, the ACCC may accept an undertaking only if satisfied that its terms and conditions are reasonable. This
requires, among other things, consideration of the long-terminterests of end users and the access provider’s
legitimate business interests.

The terms and conditions (including price) of standard access obligations are to be resolved by commercial
negotiations. If negotiations fail but an access undertaking, including the relevant terms and conditions,
has been provided by the access provider and has been accepted by the ACCC, the access undertaking will
apply. If thereis no such undertaking, the ACCC may arbitrate the terms and conditions on which the
standard access obligation will be met.

Access arbitrations

There is a detailed regime for ACCC arbitration of access disputes. We are currently involved in access
arbitrations about declared services with Cable & Wireless Optus, AAPT, Primus Telecommunications,
Television and Radio Broadcasting Services Australia, Macquarie Corporate Telecommunications, XYZed,
RSL.Com, dingo blue, C7, WorldxChange, ihug, Powertel, Chime Communications and People
Telecommunications. These arbitrations relate to terms and conditions for the following declared services:
PSTN originating and terminating access, local carriage services, GSM termination, ULL and analogue cable
subscription television broadcast carriage service.

The ACCC must take into account a number of matters including the following in making a final arbitral
determination:

e promoting the long-term interests of end users;

» thelegitimate business interests of the access provider and its investment in facilities;
o thedirect costs of providing access; and

e any other matters that the ACCC considers relevant.

The ACCC has wide discretion in access disputes to deal with any matter relating to access to the declared
service, and may terminate an arbitration in certain circumstances.

The ACCC has powers, if requested by a party, to give directions in relation to access negotiations even prior
to the notification of a dispute, such as requiring one party to provide information to the other, or requiring
a party to carry out research or investigations to obtain relevant information. This could lead to
involvement by the ACCC well before the arbitration of an access dispute.

ACCCdecisions in relation to undertakings and final arbitral determinations are subject to appeal on the
merits to the Australian Competition Tribunal.

In conducting an access arbitration, the ACCC may make an interim determination which will bind the
parties during the course of the arbitration, including on important matters such as access price. Unlike final
determinations, for interim determinations there is no requirement that the ACCC take into account the
statutory matters listed above, and there is no appeal on the merits to the Australian Competition Tribunal.
Interim determinations can operate for a maximum of 12 months.
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The ACCC has power to backdate the effect of a final determination to the date of notification of the access
dispute, but not before 5 July 1999. Therefore should the ACCC determine that it wishes to reduce an access
price, the benefit of that reduction can be made available to the access seeker from the date of notification
of the dispute, unless the arbitration predates 5 July 1999, irrespective of the length of the arbitration.

In September 2001, Federal Parliament passed the Trade Practices Amendment (Telecommunications) Bill
2001 (Cwth) which makes a number of amendments to the arbitration process in the TPA. It is expected that
these changes will come into effect in the near future. The amendments are designed to ‘streamline’ the
way in which the ACCC deals with arbitrations and include:

» requiring the ACCC to release pricing principles at the same time, or as soon as practicable after, the
declaration of a service;

» requiring the ACCC to exercise its powers in relation to resolve disputes in a timely manner through
the use of alternative dispute resolution measures;

e allowing the ACCCto useinformation from one arbitration in another arbitration (after consultation
with affected parties), if that will lead to a more efficient or timely resolution of issues;

e allowing the ACCCto ‘join’ arbitrations if that will lead to a more efficient or timely resolution of
issues;

e allowing the ACCCto backdate the terms and conditions of access, to the date on which the parties
to the determination commenced negotiations with a view to agreeing on terms and conditions; and

» if an application for merits review of an ACCC final arbitration is lodged with the Australian
Competition Tribunal, then the Tribunal may only have regard to:

e evidence given to the ACCCin connection with the making of its final arbitration determination;
and
e anyotherinformation that was referred to in the ACCC’s reasons for making the determination.

As a result of the amending legislation, Australian Competition Tribunal review decisions of ACCC
determinations or orders, cannot be stayed. In addition, the amending legislation will mean that Federal
Court appeals from Tribunal decisions do not affect the operation of Tribunal decisions and Tribunal
decisions cannot be stayed.

The procedural changes relating to the way the ACCC conducts its arbitrations apply to arbitrations notified
to the ACCC after the commencement of the amending legislation. The change that restricts the evidence
that can be led before the Australian Competition Tribunal on review of an ACCC final determination, will
affect applications for merits review lodged with the Australian Competition Tribunal after the
commencement of the legislation.

Access pricing

The Communications Minister may make a pricing determination setting out compulsory principles for
establishing access prices that must be followed by the ACCC. To date no ministerial pricing determination
has been issued.
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The ACCC has published general Access Pricing Principles setting out how the ACCC proposes to approach
price issues when considering access undertakings and determining access disputes. In general, the ACCC
proposes that the prices of declared services which are:

e necessary for competition in a dependent market;

e supplied in markets where the forces of competition, or the threat of competition, work poorly to
constrain the price of access to efficient levels; and

» welldeveloped in the market.

They should be cost-based. In particular, it proposes to require access prices for such services to be based on
the total service long run incremental cost (TSLRIC) of providing the service. TSLRICis generally regarded as
the incremental cost incurred in the long-term of providing a service assuming all of its other production
activities remain unchanged. That is, the cost that would be avoided in the long-term if a service were not
provided. TSLRIC (as defined by the ACCC) consists of the ongoing or operating and maintenance costs
incurred in providing a service using the most efficient means commercially available and valuing inputs
using current prices, including common costs that are causally related to the service. In defining the TSLRIC
standard, the ACCC states it has taken into account the legitimate business interests of the party providing
the relevant service by including in TSLRIC a normal commercial return on capital.

Local call resale

The ACCC has stated that for local call resale, it is likely to adopt pricing on the basis of our retail price less
“average retail” (or avoidable) costs (not TSLRIC) in any access dispute.

PSTN originating/terminating access

In July 2000, the ACCC rejected our proposed undertaking for domestic PSTN originating and terminating
access. Inrejecting the undertaking, the ACCC formed the view that the cost (including unrecovered capital
USO cost and access deficit) incurred by an efficient company in providing such access is 1.77 cents per
minute for fiscal 2000 and 1.53 cents per minute for fiscal 2001. This is substantially less than both the
charges we had proposed in the undertaking based on our estimate of efficient costs and a normalreturn on
capital, being 2.30 cents per minute for fiscal 2000 and 2.00 cents per minute for fiscal 2001.

The ACCC has now made final determinations on PSTN access price for two arbitrations. We appealed these
decisions with the Australian Competition Tribunal in September 2000, seeking to have our view of the
appropriate price payable for the service considered by the Tribunal. Proceedings are currently underway.

The ACCC’s view on PSTN access costs will also directly impact its view on the cost of provision of ULL and
other PSTN based services.

GSM termination

The ACCC has issued final pricing principles for GSM termination. These principles tie reductions in the GSM
termination rate to downward movements in mobile services retail prices. The ACCCis currently considering
the details of how this approach will be implemented.

PSTN termination to non-dominant carriers

The ACCC has issued final pricing principles for PSTN Termination to Non-Dominant Carriers. The ACCC
determined that the charges for termination of the non-dominant PSTN networks should be based upon our
de-averaged TSLRIC, and that no access deficit contribution should be included in the TSLRIC of non-
dominant networks. The ACCCalso found that where a non-dominant PSTN network has costs significantly
lower than those of Telstra’s TSLRIC, the ACCC may assess whether an argument exists for looking
specifically at the TSLRIC of the particular services of the non-dominant PSTN network.
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Unconditioned local loop (ULL)
In July 1999, the ACCC announced that the provision of ULL would be a declared service.

The ULL service was launched in August 2000 at the same time as we launched our wholesale and retail ADSL
services. ACIF have developed codes governing the technical aspects of service provision. The TAF is
addressing network modernisation issues, particularly the right to replace copper with fibre in the customer
access network even though this may alter the provision of the copper based ULL.

The ACCC has issued a discussion paper on the pricing of the declared ULL service. The ACCC analysis has
produced ULL prices substantially lower than ourindicative published prices. Some of this difference relates
to our continued use of certain costs which the ACCC has previously rejected in the PSTN undertaking. This
includes line provisioning and trench sharing, the cost of capital and the efficient level of indirect costs that
should beincluded. In the short-term this is likely to adversely affect our ability to negotiate commercially
with third parties and finalise agreements. We consider the key regulatory risks for ULL are:

o disputes on ULL prices being lodged with the ACCC - some disputes have been notified;
» arbitrated prices being substantially lower than our current cost-based offer price;

e anti-competitive conduct allegations from third parties for other products, such as wholesale and
retail broadband access, which have prices that may be affected by the determination by the ACCC
on ULL; and

e limits on the scope for network modernisation from ULL services in place.

We consider the loss of direct access to customers serviced by ULL-based services and line sharing, which is
spectrum unbundling on the local loop, will be a significant commercial risk to us in the future. Spectrum
unbundling refers to the use of a single line to provide different services. The low frequency portion of the
lineis used to provide voice services and the high frequency portion of the line is used to provide data
services such as high speed internet access.

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

e its customer cabling and customer equipment and facilities (including lines, towers, ducts and land)
in placeon 30 June 1991 or installed since that date using statutory powers, if it is reasonable to do so;

» information relating to the operation of its networks; and

» itsunderground ducts and certain of its towers and sites with the aim of ensuring that facilities are
collocated on towers and in underground ducts, unless the ACA finds that collocation is not
technically feasible.

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

Carriers must also comply with the Facilities Access Code issued by the ACCC in relation to access to
underground facilities and certain towers and sites. Legislation enables the ACCC to develop codes setting
out conditions that are to be met in providing information or access to information or in consulting on
network modification or reconfiguration.
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Broadband access

Owners of broadband cable networks are carriers. Persons who supply carriage services using broadband
cable networks, such as we supply, are carriage service providers.

Under the 1999 analogue cable subscription television broadcast carriage service declaration, broadcasters
may claim access to our broadband network to deliver their subscription television services at prices which,
in the absence of agreement, can be arbitrated by the ACCC.

The ACCC has not declared a digital service.
Carrier licences

Carrier licences are issued by the ACA. The annual charge for a carrier licence is currently A$10,000 plus a
pro-rata revenue-based contribution to industry regulatory costs.

There is no legislative limit on the number of carrier licences that may be issued. A licence applies to the
ownership of certain types of facilities used to supply services to the public and does not distinguish between
fixed, mobile or satellite services.

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

Carrier licences can be cancelled only on very limited grounds such as a failure to pay an annual licence
charge or a universal service levy.

The Communications Minister may impose conditions on any carrier licence. The Communications Minister
must consult with the carrier before doing so. Our carrier licence currently requires us to:

« provide operator and directory assistance services;
e annually produce, publish and provide an alphabetical telephone directory;

e establish and maintain an integrated public number database and provide access to the database to
all carriage service providers;

e ensurereductionsin connection and annual charges for certain basic telecommunications services of
at least specified amounts if a customer does not rent a handset from us for use with that service;

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

» provide resale (for a limited time) of, and/or roaming on, our analogue service to the operators of
proposed new digital mobile networks on commercially negotiated or arbitrated terms and
conditions; and

» extend an equivalent mobile service to those areas previously served by the analogue network. We
are providing this through our CDMA network.

Carriage service provider obligations

A carriage service provider that provides certain basic telecommunications services must provide or arrange
for the provision of:

e itemised billing services;
e operator services; and
« directory assistance services to end users.
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We must provide operator and directory assistance services to carriage service providers on request, on
terms and conditions commercially negotiated or arbitrated terms and conditions. A carriage service
provider must supply information for the integrated public number database.

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

e the powertoinspect the land to determine whether the land is suitable for the carrier’s purposes;
e the powertoinstall a facility on the land; and
» thepower to maintain a facility that is situated on the land.

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

» thecarrier holds a facility installation permit, which the ACA may only issue subject to stringent
conditions;

» thefacility has been determined to be a “low impact facility” by the Communications Minister (for
example, specified types of underground conduit and cable); or

o thefacility is a temporary defence facility.

If we engage in these activities, we must restore land and are liable to pay compensation to land owners for
financial loss or damage caused by our activities. We are also subject to a Telecommunications Code of
Practice providing for notice and objection mechanisms. The Secretary to the Commonwealth Department
of the Environment may impose conditions on some facilities’ installation activities.

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

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

Number portability allows customers to switch certain services to another carriage service provider but keep
the same telephone number.

The ACA numbering plan mandates number portability for some services

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

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

» INP affecting all 1800, 1300 and One3 numbers became operational on 30 November 2000; and
e mobile number portability is scheduled to become available from 25 September 2001.

The ACCC has also made a draft decision to mandate portability for premium rate (19xx) services.
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At the same time as number portability was implemented for freephone and local rate services, the ACA
changed the way in which numbers are allocated to carriage service providers from the previous block
allocation arrangements to a centralised number pool approach.

InJuly 2001, the ACCC released a draft paper concerning number portability of Premium Rate (190x) and the
National Rate (1700) numbers. The ACCC’s preliminary review is that the benefits to end users of mandating
premium rate number portability outweigh the costs of its provision. If this view is maintained in its final
report, it would lead to the ACCC directing the ACA to introduce portability for Premium Rate service
numbers. The ACCC also expressed the preliminary view that an assessment of national rate number
portability should be deferred until such time as a carriage service provider requests an allocation of 1700
numbers. If the ACCC mandates premium rate number portability in its final decision, then we would face
significant costs in upgrading our network to accommodate the required changes.

Terms and conditions of supply are negotiated or arbitrated

The terms and conditions on which carriage service providers supply number portability are set by
commercial negotiation or arbitration.

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

Mobile number portability

The ACCC has issued a direction to the ACA to mandate the implementation of mobile number portability.
The ACA has mandated that mobile number portability must be available by 25 September 2001.
Compliance willrequire significant capital expenditure and the resolution of numerous technical issues. The
majority of these matters have been resolved by the industry through ACIF, which has produced a number
of codes, specifications and guidelines addressing technical, operational and customer issues as well as co-
ordinating cross industry matters such as network and systems testing. The ACCC’s final report on mobile
number portability pricing principles only allows us to recover from other carriers or carriage service
providers our efficiently incurred transit costs of providing mobile number portability from other carriers or
carriage service providers. We may, however, partially recoup the costs incurred in making mobile number
portability available through a parting fee which would apply to our end users and those of our resellers.
The effect of mobile number portability is expected to increase customers’ ease of switching between mobile
providers while retaining their mobile number.

Preselection and override codes

Preselection allows customers, while connected to a carriage service provider, to specify another carriage
service provider to provide some telecommunications services. Override codes allow a customer to select a
different carriage service provider on a call-by-call basis.

Currently, carriage service providers must provide for the preselection of one carriage service provider for the
following voice calls:

e national long distance calls;
o fixed to mobile calls;

e international calls; and

e some operator services.
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An override function for these voice calls must also be provided. The ACA may in the future require carriage
service providers to provide for preselection of different carriage service providers for different call types or
for preselection to be extended to other services such as mobile telecommunications preselection. The ACA
is currently conducting an inquiry on this issue.

Theterms and conditions for provision of preselection are as agreed between the carriage service providers.
In the absence of agreement, there is provision for arbitration by an agreed arbitrator or the ACCC.

Analogue network closure

In compliance with adirection by the Communications Minister, aimed at encouraging greater competition,
we closed down the analogue AMPS cellular mobile network in the first half of fiscal 2001. The replacement
digital CDMA network is now almost fully deployed, and covers over 50% more land area than the previous
AMPS network. Itis notable that, following a detailed independent review, the ACA itself has publicly
acknowledged that the CDMA network equals, and in many cases exceeds, the coverage performance of
AMPS.

Interception

Carriers are required by law to cooperate with law enforcement agencies in Australia. They must, unless
exempted by the Communications Minister, ensure that telecommunications services passing over their
networks can be intercepted by agencies that hold an interception warrant. This requirement can lead to
delay in the launch of particular carriage services until the services can be made interceptable. Moreover,
carriers are required to bear the capital and ongoing costs of implementing interception capability in their
networks. The Telecommunications Act requires a review to be undertaken of the longer-term cost-
effectiveness of telecommunications interception. This review was conducted by the ACA. The report is
being considered by the government and may lead to some changes to industry obligations to assist law
enforcement agencies.

Universal service and digital data service (DDS) obligations

Except for two pilot areas where USO contestability is being trialed (see below), we are currently the
national universal service provider for the whole of Australia. This means that we must ensure that standard
telephone services and payphones are reasonably accessible to all people in Australia on an equitable basis,
wherever theyreside or carry on business, and that any additional carriage services that might be prescribed
by regulation are provided. As part of this obligation, we must make prescribed equipment and services
available for persons with a disability for use in connection with a standard telephone service. The current
standard telephone service is primarily a carriage service for the purposes of voice telephony that passes a
connectivity test. However, although this has not been done to date, additional purposes for the standard
telephone service may be prescribed by regulation. If such regulations were made, this would be likely to
result in substantial additional costs.

We have also been declared a DDS provider which requires us to ensure that all people in Australia have
reasonable access on a commercial basis to a 64 kilobits per second ISDN. Currently, 96% of the Australian
population can access ISDN. For the remaining 4% of the population we are required to provide access to a
satellite downlink service, with broadly comparable data speed to ISDN, through the special digital data
service obligation (SDDS). These customers may be entitled to a rebate of up to 50% of the price of
purchasing and installing the necessary satellite receiving equipment.

In our roles as the national universal service provider, DDS provider and SDDS provider, we are required to
submit plans to the Communications Minister on how we will progressively fulfil our USO, DDS and SDDS
obligations. The Minister has approved our universal service plan and DDS plans for ISDN and satellite.
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The Communications Minister may determine a system to select carriers to be national universal service
providers or a regional universal service provider for all or some universal services for particular years.

The losses that result from supplying loss-making services and from facilitating the satellite subsidy in the
course of fulfilling the USO and DDS obligation are required to be shared among all carriers. The
Telecommunications Act provides that a universal service provider’s net universal service cost as assessed
by the ACAis to be shared amongst the universal service provider and other participating carriers on a basis
proportional to the eligible revenue of each carrier.

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

However, current legislation does not ensure that the costs we incur in providing the USO are fully
recognised and properly funded by allindustry participants. In accordance with the current legislation, the
Telecommunications Laws Amendment (Universal Service Cap) Act 1999, the Communications Minister has
determined that the net USO cost for fiscal 1999 was A$280 million and A$281 million for fiscal 2000. These
amounts are significantly less than our own assessment of the USO costs. On this basis, the other
participating carriers were required to pay us A$51.2 million for fiscal 1999 and A$65.7m for fiscal 2000,
based on the ACA assessments of eligible revenue for those years.

As provider of the USO, we receive no contribution from other carriers for any non-recognised USO costs.

The Communications Minister has also been given the power to determine the cost of the USO for up to three
yearsinadvance. Thisis adeparture from previous arrangements under which the universal service provider
made a cost claim to the ACA within 90 days of the end of the relevant financial year. Theintention is that
the availability of forward estimates of USO costs will provide increased certainty to all industry
participantsin USO costing and funding. In September 2000, the ACA provided the Communications Minister
with net USO cost estimates for the fiscal years 2001 to 2003 inclusive. In accordance with that advice, the
Communications Minister determined on 11 April 2001 that net USO costs for fiscal year 2001 were A$299
million. Once the ACA assesses eligible revenue shares and associated levy debit, we expect to receive
around A$70 million from the other carriers in respect of fiscal 2001.

The Communications Minister directed the ACA (with industry support) to review their estimates of net USO
costs for fiscal years 2002 and 2003, with special focus on a number of critical aspects. An Advisory
Committee comprising the ACA and industry representatives has been established to undertake this review.

USO contestability

In July 2000, further proposed USO amendments were introduced into Parliament. The
Telecommunications (Consumer Protection and Service Standards) Act 1999 provides for contestability in
the supply of the USO, with multiple service providers (authorised by the ACA) entitled to compete for
customers in defined geographic areas and to receive a per-customer subsidy. These arrangements
commenced on 1 July 2001 in two pilot regions, with individual subsidies ranging from A$120 to A$1,920 per
annum per service in fiscal 2001/2002.

Importantly, under this Act, carriage service providers (non-infrastructure owners) will be able to provide
USO services in addition to carriers (infrastructure owners). Also, carriage service providers earning eligible
revenue above a particular level may be required by Ministerial determination to contribute funding to the
USO cost. However, it is not clear when the Communications Minister will exercise this power and what
eligible revenue threshold level (if any) may be determined. Where contestability is established in an area,
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it is proposed that one supplier will be designated the “carrier of last resort”. In the first instance, we will be
the carrier of last resort required us to provide back-up service in the event of exit or default by other carriers.

The draft legislation contains many Ministerial and regulatory agency discretions. These discretions may
have a materialimpact on the nature of the USO, the determined cost of the USO, our share of that cost and
industry funding requirements.

Customer service guarantee

At the direction of the Communications Minister, the ACA has made mandatory standards for carriage
service providers in relation to the connection and restoration of basic telephone services and enhanced
call-handling features and the keeping of appointments with customers related to these specific activities.
These customer service standards have been in effect since 1 January 1998. Following a direction by the
Communications Minister, the ACA issued in May 2000, a new CSG standard that came into effect in July
2000. The new standard only applies to eligible customers with five or less specified telephone services and
tightens some connection and restoration timeframes.

The standards apply to the standard telephone service and specified enhanced call handling features, as
defined in the standard. They set connection times, fault repair times, and standards for the keeping of
appointments for these activities. The damages payable under the new standards are:

o for amissed appointment, A$12 for a residential or charity customer and A$20 for a business
customer; and

» for adelayed connection or repair, A$12 for residential customers and A$20 for business customers
for each working day of delay up to five working days and A$40 per working day of delay after that.

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

The ACA has power to give directions to a carriage service provider either to take specified action to avoid
contravening a standard or to ensure that the carriage service provider’s compliance with a standard
reaches a specified target. Contravention of a direction can lead to penalties imposed by the Federal Court
of up to A$10 million.

From August 2000, if a carriage service provider has reason to believe that an event has occurred that is
reasonably likely to result in it being liable to pay damages to a customer for a breach of a standard, the
carriage service provider must notify the customer and pay those damages, whether by account credit or
otherwise, within a prescribed period, whether or not the customer has claimed those damages.

A carriage service provider has a right of contribution to damages where the contravention of a standard is
wholly or partly attributable to the acts or omissions of another carriage service provider, for example,
where a carrier such as we are provides services to the carriage service provider. This provision took effect
from February 2000.

Supply terms and conditions

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

The Broadcasting Services Act 1992 was amended in 1998 and 2000 to provide for the introduction of digital
television from January 2001.

The Broadcasting Services Amendment (Digital Television and Datacasting) Act 2000 was introduced in
2000. This Act provides the regime for digital television and datacasting services, including a schedule of
reviews under the legislation dealing with issues such as the datacasting regime and duration of the
simulcast period.

In early fiscal 2001, the Commonwealth Government gazetted an exception to the definition of
“broadcasting” contained in the Broadcasting Services Act 1992 for internet audio and video streaming that
is delivered via the internet.

In April 2001, the ACA requested registration for the auction of datacasting transmitter licences. However,
the auction was cancelled.

Hong Kong telecommunications regulation

We own 50% of Reach which, through its wholly owned subsidiary Reach Networks Hong Kong Ltd (Reach
Networks), conducts a wholesale connectivity business from Hong Kong. Reach is actively seeking
opportunities to expand its PoPs in selected parts of Asia as markets liberalise. Reach Networks holds a Fixed
Telecommunications Network Services licence, under which it operates a network for the carriage of traffic
to and from Hong Kong. We also own 60% of RWC which, through its wholly owned subsidiary Hong Kong
CSL conducts a cellular mobile business in Hong Kong. Hong Kong CSL holds a Public Radio Communication
Services licence, which covers the establishment and maintenance of a cellular network in Hong Kong.

Below is a brief outline of the Hong Kong telecommunications regulatory regime and the key regulatory
requirements with which Reach Networks and Hong Kong CSL must comply.

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

The legislative framework governing the provision of telecommunication services and facilities in Hong
Kong is principally based on the Telecommunications Ordinance (Chapter 106 of the Laws of Hong Kong).

TheTelecommunications Ordinance regulates the licensing and control of telecommunications services and
telecommunications apparatus and equipment, including fixed wireline and wireless services, public mobile
telephone services and certain aspects of internet services.

The Telecommunications Authority (TA) is the principal telecommunications regulator in Hong Kong and is
responsible for administering the Telecommunications Ordinance. The Office of the Telecommunications
Authority (OFTA) was established in 1993 under the Telecommunications Ordinance and its key functions
are to assist the TA in administering and enforcing the provisions of the Telecommunications Ordinance.
The TA’s powers include:

e issuinglicences;

e makingrules and determinationsinrelation to the provision of telecommunications network services
by licensees, including setting interconnection charges on particular routes; and

e requiring a licensee to comply with the terms of its license and any applicable legislation, and to
suspend or revoke licenses as enforcement measures or for the protection of the public interest.
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Telecommunications Regulations (Chapter 106G of the Laws of Hong Kong)

The Telecommunications Regulations set out the general licence conditions of the different licences which
may be granted by the TA, the maximum terms for certain licences as well as the fees payable by the
licensee in respect of licences granted by the TA.

Competition provisions

The telecommunications market in Hong Kong is almost fully liberalised and is now one of the most
competitive markets in the world.

Unlike many countries, Hong Kong does not have a general competition law. The TA currently regulates
anti-competitive behaviour by including competition related provisions in licences. For example the FTNS
licence mandates that the licensee “shall not engage in any conduct which, in the opinion of the Authority,
has the purpose or effect of preventing or substantially restricting competition in the operation of the
service or in any market for the provision or acquisition of a telecommunications installation, service or
apparatus.”

There is a proposal to regulate the acquisition of carriers in Hong Kong where certain concentration
thresholds are exceeded. The TAissued a consultation paper on this proposalon 17 April 2001, seeking views
and comments by 12 June 2001. We, along with other interested parties, provided our views and comments
on this consultation paper.

Third generation mobile services licence

On 18 July 2001 a memorandum was issued by the Hong Kong Government indicating OFTA will auction
third generation mobile services licences. Key features include: four licences will be auctioned, licences will
be valid for 15 years, bidders will bid a percentage of third generation network turnover throughout the life
of the licence, bidding will start at the reserve price of 5% of third generation network turnover subject to a
minimum payment of HK$50 million for each of the first five years and rising minimum payments from year
six onwards. Licence winners will be required to share up to 30% of their networks with mobile virtual
network operators. On 19 September 2001, the TA announced that Hong Kong CSL was one of four successful
provisional bidders for a third generation mobile services licence at the reserve price.
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The following discussion should be read in conjunction with the annual consolidated financial statements,
including the notes to those financial statements, that are included with this annual report. Those financial
statements have been prepared in accordance with Australian GAAP which differ in certain significant
respects from US GAAP. For a discussion of the principal differences between Australian GAAP and US GAAP
as theyrelatetous, and areconciliation of the netincome and shareholders’ equity to US GAAP, refer to note
30 to the financial statements.

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

In this section, we refer to our fiscal years ended 30 June 1999, 30 June 2000 and 30 June 2001 as fiscal 1999,
fiscal 2000 and fiscal 2001, and we have referred to the three fiscal years ended 30 June 2001 as the three-
year period.

Overview of key factors affecting our business and financial performance

During the three-year period, we have increased our revenues in non-traditional markets such as mobile
telecommunications, data and the internet and other value-added services. We are continuing to
implement operational changes to improve our productivity and operating efficiency and are focused on
product development and bringing new products to the market efficiently.

While we plan to control and reduce our operating costs, we are focusing on four areas as opportunities to
increase our revenues:

» Domesticretail operations: Although growth in our revenues from this market has been limited by
additional competition, this market remains the main focus and most important part of our company
and provides us with the cash flow to continue to invest and develop our business. We are improving
our marketing and our customer service in this area by offering a broad range of product packages
that include traditional products packaged with new products, rebalancing our prices to reduce per
call charges while increasing basic access fees, providing high speed internet access products,
continuingtoincrease the number of mobile service users and providing more products on our mobile
networks.

» Applications and content: As telecommunications, computing and media technologies converge,
we intend to focus on enhancing our capabilities to provide new and innovative application and
content services and expand further into these converged markets. We will enhance our capabilities
across a number of content services and access and delivery technologies to position ourselves to
take advantage of opportunities in these new markets as they unfold.

» International expansion: We intend to expand our business and grow revenues and profits by
expanding outside Australia, particularly in the Asia-Pacific region. Our existing investmentsin
Reach and RWC provide us with a foundation in Asia. We will also continue to explore other selected
international investment, acquisition and alliance opportunities.
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» Domesticwholesaleservices: As the telecommunications market expands in Australia, we intend to
increase our wholesale revenues by improving and expanding our products and service offerings to
other carriers and carriage service providers in Australia. We believe that growth opportunities exist
for carriers that offer value-added wholesale services, such as managed network services and we
have shaped our domestic wholesale strategy to pursue these opportunities.

In recent years, we have devoted substantial capital to upgrade our telecommunications networks,
eliminate components that were no longer useful and improve the systems used to operate our networks.
As an example, in fiscal 2001 we closed our analogue mobile network and undertook the rollout of our CDMA
mobile network.

We have also focused on our operating efficiency and continued to strive to be more commercially oriented.
Our efforts along these lines have included:

» streamlining our systems and processes;
e improving work practices, including the implementation of a new enterprise agreement; and
» systematically reviewing our cost structures and the way we deliver service to our customers.

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

We are near completion of our planned reduction of 10,000 full-time employees by the end of fiscal 2002
through a number of initiatives, including the impact of our major “next generation” cost reduction, or
NGCR, programme, which we announced in March 2000. In the three-year period, our full-time employees
were reduced from 52,840 in fiscal 1999 to 44,874 in fiscal 2001. This number of full-time employees in fiscal
2001 does not include 1,281 employees of Hong Kong CSL that were consolidated with our results upon the
acquisition of our interest in RWC.

We have now moved into the second phase of our NGCR programme and have identified some specific
opportunities to reduce operating costs in this second phase. These opportunities include:

* reductionsin the cost to bring new products to the market in our mobiles division;
e obtaining better value from our capital expenditures;

« rationalising our various IT and network platforms;

e managing total labour costs more efficiently; and

e consolidating our managed services businesses.

We are committed to continuing our review of areas of the business where cost efficiencies can be gained
while simultaneously improving customer service.
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Outlook

We expect our financial results in fiscal 2002 and future years to be affected by the following principal
factors:

« continuing rapid changes to our competitive environment as competition intensifies and our
regulators amend the applicable laws and regulations to continue opening the markets in which we
compete;

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

e ourability to introduce new value-added products and services to compensate for lower prices and
volume in our traditional product lines;

* the ongoingresults of our investments in Reach and RWC;
» ourongoing efforts to control our costs and maintain our efficiency; and
e economic conditions globally and in Australia.

Through our revenue growth and expense containment initiatives, we expect to maintain strong cash flows
from our operating activities. We expect that we will be able to fund planned ongoing operational capital
requirements in our networks and systems through our operating cash flows. We will continue to consider
strategic acquisitions, alliances and otherinvestment opportunities, some of which may be substantial, that
may arise from time to time, although we intend to maintain a conservative debt-to-equity ratio and strong
interest cover.

Competitive environment

In recent years, the Commonwealth Government has adopted laws and regulations that continue to open
competition in the Australian telecommunications markets. As at 30 June 2001, there were approximately
70 licensed carriers and 1000 ISPs which includes 120 providers who are also carriage service providers,
competingin Australia. Whileincreased competition has resulted in lost market share and falling prices, the
overall volume of telecommunications services purchased in Australia has continued to grow. In response
to a growing and competitive market we have introduced innovative products and services and improved
our operating efficiency. We expect that these trends will continue to be major factors affecting our future
operations and financial results for at least the next several years.

Regulatory environment

Our regulators, within the framework of the regulatory regime, have broad discretion to regulate our
business and operations. Actions by the regulators may have a significant adverse effect on our operations
and financial performance over the next several years.

The Productivity Commission recently conducted a review of the industry specific competition regulation.
We expect that it will hand down its final report in September 2001. This may result in legislative changes
to the regulatory environment in the future, which may be favourable or unfavourable to Telstra.

In September 2001, Parliament passed legislative changes designed to streamline ACCC arbitration and any
subsequent appeal proceedings. Itis expected that the changes will come into effect in the near future. The
changes include limits on evidence that can be submitted to appeal proceedings and back dating of ACCC
arbitration decisions to the commencement of commercial negotiations. These changes may adversely
impact the operating environment for Telstra.
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Over the three-year period, the ACCC and ACA have increased their level of activity in telecommunications
markets, including in some highly competitive markets. Legislation has facilitated their ability to exercise
their powers and has reduced our ability to challenge their actions. If current trends continue, their actions
could adversely affect our operations and profitability as well as our plans to upgrade and expand our
networks. Example of the type of regulatory developments that have occurred during the last three fiscal
years that in the aggregate could have a significant effect on our future financial results include:

 the ACCC’s declaration of local call resale and access to our ULL;

e the ACCC’s announced pricing principles for local carriage services which impact ACCC arbitration
determinations on the local call resale price;

» legislative capping of our ability to recover costs associated with our universal service obligation and
the tendering trial for the universal service obligation;

e the ACCC’s pricing principles for ULL services and associated ULL arbitration pricing determinations;

e ACA’s mandating of mobile number portability effective 25 September 2001, which will increase
competitive pressures in our mobile market; and

» reduced evidentiary threshold for the ACCC to commence competition notice proceedings.

Infiscal 2001, we sold our global wholesale business to Reach, our 50% owned Asian joint venture with PCCW.
Effective 1 February 2001, our revenue from the global wholesale business is attributed to Reach. At the
same time, we acquired a 60% interest in RWC. The main asset of RWCis one of Hong Kong’s leading wireless
businesses, Hong Kong CSL.

Results of operations

Most of our operating revenues for the three-year period came from basic access, local calls, national long
distance calls, mobile goods and services, data and internet services, directory services and inter-carrier
services. During the last three fiscal years, we have successfully grown our revenues and managed costs,
although margin pressures have continued.

Telephony products have historically generated most of our operating profit and have been more profitable
than our non-telephony products such as data. However, the percentage of our overall profit generated
from these telephony products has declined as the profitability and volumes of our non-telephony products
have improved. We expect that this trend will continue.

We have experienced strong revenue growth in our mobiles, data and the internet businesses. However,
margins in the mobiles business contracted during the three-year period. This was primarily because
competition and the trend toward handset upgrades in this market has resulted in high mobile handset
subsidies and mobile dealer commissions. We also incurred additional expenses to move customers from our
analogue network to our digital network. In addition, depreciation expense associated with our mobile
telecommunications business grew during the three-year period that reflected our continued investment in
our GSM digital network, our continued rollout of the CDMA network and the accelerated depreciation
associated with our analogue network due to its closure. With an increasingly competitive mobile
telecommunications market, we expect to experience continued pressure on our mobile telecommunication
margins in the future but revenue growth to continue.
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Our ongoing obligation to provide universal service to all Australians continues to affect our profitability
adversely, as we are unable to recover fully our costs of complying with this obligation. We have had to
devote a large amount of resources to be able to provide the universal services to all Australians. The
government has limited the amount that we may charge our customers for this service and the amount we
may recover from the other participants in the Australian telecommunications industry for our cost of
providing this service. See “Competition and Regulation - Regulation” for a discussion of the extent that the
regulators have limited our recovery of the costs of providing these services.

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

In this year’s results we have a number of one-off items that include the following:

» thesale of our global wholesale business effective on 1 February 2001 into Reach. We have
recognised 50% of our profit on the sale in fiscal 2001 (A$852 million) and the balance has been
deferred and will be credited to profit and loss over the next 20 years. After taking into account
goodwill amortisation and deferred profit amortisation, we recognised A$48 million equity
accounted profit on our 50% interest in Reach in fiscal 2001;

o effective 1 February 2001 we acquired a 60% controlling interest in RWC. We have consolidated the
operating results from RWC and after taking into account the outside equity interests of the other
shareholder, PCCW, our net profit was A$3 million for the five months ended 30 June 2001. In
addition, we have also recognised that there has been a general decline in the value of
telecommunications companies over the last year. Based on an independent valuation of our
interest in RWC, we have recognised the decline in its value by writing down the value of our
investment by A$999 million to A$2,086 million;

e the one-time benefit of A$725 million in other revenue arising from the release from our obligations
under the Telstra Additional Contributions agreement to the Telstra superannuation fund;

» theapplication of US accounting rules on revenue recognition to our accounts for both Australian
and US reporting purposes. This instruction on accounting treatment is referred to as US Securities
Exchange Commission Staff Accounting Bulletin 101, or SAB 101. The aggregate effect of this change
on our fiscal 2001 revenue was a negative A$779 million and in our profit before income tax expense
was a negative A$219 million. The effect on revenuein our product lines of SAB 101 is described below
in “Operating revenue”;

e we acquired a controlling interest in Keycorp Limited (Keycorp) in December 2000 at a cost of A$438
million, which was satisfied by the transfer to Keycorp of our EFTPOS carriage business. Keycorp’s
results have been consolidated in our Group results since 1 January 2001. The effect of this change
on our fiscal 2001 revenue was a positive A$49 million; and

* we have continued to review our investments with some write-downs being taken to account in the
current year. Our yearly result also included a profit on sale of investments in Computershare
Limited (Computershare) of A$245 million.
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Operating revenues

Table 1 provides a breakdown of our revenue by major product and service category for the three-year
period and expressed as a percentage of our total operating revenue.

Table 1 - Operating revenue by product and service category

Year ended 30 June

2001 2000 1999
(in millions, except percentage of revenue)
A$ % A$ % A$ %

Basicaccess .. ... ... ... ... ...... 2,361 10 2,005 10 1,855 10
Localcalls . ... ... ... ... ....... 2,143 9 2,646 13 2,727 15
National long distance calls - fixed-to-fixed 1,267 5 1,406 7 1,485 8
National long distance calls - fixed-to-
mobile. . . ... ... ... L 1,287 6 1,220 6 1,290
International telephone services . . . . ... 786 3 972 5 1,103 6
Mobileservices . ... ... ........... 2,940 13 2,667 13 2,321 13
Mobile handsets. . . . ... ........... 215 1 326 2 312 2
Data and internetservices . . ... ...... 3,143 14 2,841 14 2,483 14
Directoryservices . ............... 1,148 5 1,122 5 1,077 6
Intercarrierservices . .. ............ 1,168 5 828 4 617 3
Inbound callingproducts . . . .. ....... 434 2 433 2 400 2
Solutionsmanagement . . . .. ... ... .. 306 1 235 1 183 1
Othersalesandservices . ........... 2,260 10 1,908 8 1,718 9
Salesrevenue-usual. . . .. ... ... .... 19,458 84 18,609 20 17,571 926
Salesrevenue-unusual. . ... ........ (779) (3) 734 4 - -
Other revenue ¥

usual . ... .. 764 3 1,238 6 649 4

unusual. . . ... ... L 3,643 16 - - - -
Operatingrevenue . . ... ........... 23,086 100 20,581 100 18,220 100

() Ourotherrevenue includes interest received|receivable, proceeds from sale of assets|investments, dividends received|receivable and miscellaneous
revenue.

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

* mobile goods and services;

e data andinternet services;

e intercarrier services; and

o othersales and services, particularly revenue from controlled entities.

Fiscal 2000 and fiscal 2001 saw a shift in revenue to basic access from local calls and national and
international long distance as we rebalanced our prices to provide lower per call charges but charged higher
prices for basic access. At the same time, competition has continued to intensify during the three-year
period and we have lost market share in some of our retail markets as a result of increasing competition. We
have seen a continued shift in growth from our traditional retail operations to new services such as mobiles,
data and internet services and our wholesale operations.
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We expect that we may continue to lose market share in our retail operations as competition becomes more
intense in the future. However, the volume of telecommunications services purchased in Australia has
increased and the range of products and services offered has continued to expand. We expect that continued
expansion will partly offset lost market share in our retail operations and give us a greater opportunity to
increase wholesale revenue by providing services to other carriers and carriage service providers.

Categorisation of our operating revenue

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

We are actively promoting alternative access services that are faster and have more capabilities than basic
access service. As more of our customers purchase these alternative services, operating revenue will move
from one category to another. For example, as our customers switch from buying basic access service to
buying other forms of access service, such as ISDN or our FaxStream® facsimile access product, operating
revenue will shift from the basic access category to the data and internet services category.

In addition, we categorise all our operating revenue from calls arising from our ISDN and FaxStream®
services under data and internet services. As a result, our operating revenue from local calls, national long
distance calls and international telephone services does not reflect calls made over these access services.

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

The rates we charge our retail customers for basic access, local, national long distance and international
calls, domestic and international leased lines, fixed-to-mobile calls and mobile goods and services are
subject to price controls. These controlsimpose caps based on annualincreases in the consumer price index
forthe previous year less, in some cases, a specified percentage. Ifthe annualincreasein the consumer price
index s less than the percentage, we must reduce our prices. In addition, as we reduce our average local call
prices in areas where competition exists or is likely to exist, we are required by regulation to reduce local call
prices in other areas of Australia in the following year. In addition, our local call prices in all areas of
Australia must not exceed the current A$0.22 (GST included) per call price cap, except for calls from
payphones which are capped at A$0.40 (GST included) per call.

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

Amendments to the price control regulations in fiscal 2000 allowed us to rebalance our access and calling
charges, which we did in March 2000 and continued with a number of calling plan options in fiscal 2001.
However, these changes may also result in the ACCC requiring us to rebalance our wholesale charges with
the effect of reducing the interconnection prices that we may charge other carriers and carriage service
providers faster than we are commercially able to rebalance our retail charges. See “Competition and
Regulation - Regulation”.

Accounting policies - SAB 101

Infiscal 2001, we have adopted US SEC Staff Accounting Bulletin 101 (SAB 101) titled “Revenue Recognition”.
We have adopted SAB 101 in our Australian accounts to ensure that we have consistent and conservative
revenue recognition policies. As aresult of the adoption of SAB 101 we reviewed our revenue streams and
determined that we needed to change our revenue recognition policies on three revenue streams, basic
access, mobiles and directories, to ensure we only recognised revenue received when the service was
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provided. We have been able to defer the costs we incur in providing these services relating to this revenue.
We were required to look at the revenue and expenses deferred in prior periods and determine:

e theeffect on prior periods of adopting SAB 101; and
e thecurrent year effect.

In accordance with Australian Accounting Standards, the effect of the adoption of SAB 101 has been brought
to accountin fiscal 2001. SAB 101 has affected revenues, expenses and earnings before interest and tax of

our basic access, directories and mobile product lines for fiscal 2001. The effect on the revenue and expenses
of these productsis discussed below in the section relating to each product and in “Operating expenses”. For
more information on the effect of this accounting policy change, see note 1.8 to our consolidated financial
statements included with this annual report.

Basic access

Our basic access revenue includes monthly rental fees as well as installation and connection charges from
telephone service connections between a customer’s premises and our PSTN network. It excludes our
internal charges to calling products for the use of our network. Basic access revenues are affected by
housing growth, general economic conditions and demand for telephone services and additional lines and
competition. Basic access revenue is also affected by customers moving to our other higher value access
services, such as ISDN.

Table 2 shows information about our basic access performance.

Table 2 - Basic access data

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions) (% change)
Basic access revenue
Retail . . .......... .. ... . .... 2,058 1,841 1,755 11.8 4.9
Domesticwholesale . . . ... ....... 303 164 100 84.8 64.0
A$2,361 A$2,005 A$1,855 17.8 8.1
SAB 101 revenue adjustment - unusual . . . (540) - -
Basic access revenue (incl. unusuals). . . . . A$1,821 A$2,005 A$1,855
Basic access lines in service (at year end)(l)
Residential. . . . ... ............ 6.29 6.51 6.87 (3.4) (6.2)
Business . . ......... ... ... .. 2.47 2.36 2.46 4.7 (4.1)
Subtotal . .. ................. 8.76 8.87 9.33 (1.2) (4.9)
Domesticwholesale . . . ... ....... 1.30 1.18 0.51 10.2 131.4
Total access linesinservice. . . ... ... .. 10.06 10.05 9.84 0.1 2.1

Note: statistical data represents management’s best estimates.

1) Excludes basic access lines for our internal use.

Our operating revenue from basic access services increased significantly in both the retail and domestic
wholesale markets over the three-year period primarily as a result of access price rebalancing first
introduced in March 2000. The increases in our basic access fees were generally offset by lower local call
charges and some capped long distance calls. Under the new basic access pricing structure, we charge our
residential and business customers different basic access rates depending on the package chosen.
Wholesale customers get the standard (unpackaged) basic access service rates (with the “business” and
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“residential” differentiation still applying). The Telstra Retail packages are not available to Telstra
Wholesale’s customers (ie Telstra Retail’s competitors) who are expected to develop their own retail market
focused packages.

Our operating revenue from basic access services during the three-year period was also affected by
increasing competition, particularly in the residential market. The number of residential retail basic access
lines has decreased during the three-year period, while business retail basic access lines increased slightly.
The change in mix of our basic access customers has positively affected our basic access revenue during the
three-year period. Domestic wholesale basic access increased during the three-year period reflecting the
increased penetration of our competitors in this market.

During the three-year period, our basic access revenues have also been affected by increased penetration of
pricing packages. In February 2001, we announced an important new marketing initiative, Telstra
HomelLine™ Options, which allows residential customers to choose options of bundled products, with
different basic access rates and varying calling charges, to meet their particular circumstances. We expect
the bundling of products available under Telstra HomeLine™ Options will encourage more customers to
review their choices of not only staying with us as their sole service provider but may also encourage
customers to come back into our retail base of customers.

Ourrevenueinfiscal 2001 included a negative adjustment of A§540 million to reflect the effect of SAB 101 on
this product group. This adjustment reflects the fact that under SAB 101, we now defer the revenue
associated with new connections and in-place services over the average life per customer for access to our
network, which s five years. Previously, we recognised revenue when billed. The deferred revenue reflected
in this negative adjustment will be recognised over the next five fiscal years. See “Changes in accounting
policies”.

Local calls

Our local call revenue comes from our local call charges and from additional billable value-added services.
For the most part, we charge for local calls without a time limit. Our operating revenue from local calls
generally varies with changing general economic conditions and in the number of basic access lines in
service. Our operating revenue from local calls has been positively affected by our efforts to increase the
number of services used by our customers by offering them such value-added services as voicemail, call
waiting, call forwarding, call conferencing and our callreturn feature. Retail revenue for local calls has been
negatively affected by price decreases as a result of competition through local call resale and rebalancing
(linerental increases and call price decreases), although with some offset from wholesale revenue growth.

Our operating revenue from local calls has not yet been significantly affected by:

« other carriers having direct access to our local loop;
» thefullimpact of local number portability which was extended to all carriers in fiscal 2000; and
e the use of wireless networks as a substitute for fixed line calling.

Nevertheless, we expect that these factors may have a more pronounced effect on our local call revenue in
future years. In addition, some of our local call revenue will shift to other product categories as our
customers move from our basic access service to our enhanced access services, such as ISDN and increase
their use of internet services. It is also beingimpacted by customers shifting usage to mobile and fixed-to-
mobile calling.
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Table 3 shows information about our local call business.
Table 3 - Local call data

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions) (% change)
Local call revenue
Retail . .. ....... ... ... 1,683 2,271 2,446 (25.9) (7.2)
Domesticwholesale . . . ... ....... 295 223 158 323 41.1
Sub-total. .. ............ ... .. 1,978 2,494 2,604 (20.7) (4.2)
Value-added services
Retail . ... ... ... ... ... ... ....... 141 138 n/a 2.2 -
Domesticwholesale . . . ... ....... 24 14 n/a 68.9 -
Sub-total. . .................. 165 152 123 8.3 23.6
Total local callrevenue . . . ... ... .... A$2,143 A$2,646 A$2,727 (19.0) (3.0)
Number of localcalls. . . .. ... ....... 11,198 11,346 11,190 (1.3) 1.4

Note: statistical data represents management’s best estimates.

Our operating revenue from local calls declined during the three-year period. The primary reasons for the
reduced local call revenue in fiscal 2001 include:

e thefull-yearimpact of lower local call prices as part of our access and calls rebalancing introduced in
March 2000. We decreased local call prices and capped some long distance call prices as offsets to
higher basic access fees. We also rebalanced in fiscal 2001;

e the absorption of the impact of the goods and services tax (GST) in some of our local call prices with
theintroduction of GST on 1 July 2000. This reduced the level of call revenue by approximately A$158
million. For example, basic local calls from 1 July 2000 continued to be charged to our customers at
22 cents per call (inclusive of GST) so that our revenue reduced to 20 cents per call;

e thelossofourmarketshareinthelocal call market as our competitors moved to grow their customer
base and market share through either building their own access networks or supplying their
customers through the wholesale services of other carriers;

e theincreased penetration of products that provide our customers with different pricing options; and

e ourbusiness and government customers use products that provide local calls of short duration at a
lower timed rate.

Our operating revenue from billable value-added services, such as calling number display and call return,
againincreased during the three-year period although at a slower rate than fiscal 2000. Customers using our
calling number display services increased from 503,000 in fiscal 2000 to 785,000 in fiscal 2001.

Over the three-year period, revenue from domestic wholesale has increased significantly, from A$158
million in fiscal 1999 to A$223 million in fiscal 2000 and A$295 million in fiscal 2001. These increases reflect
increased competition in the retail market and an increase in the number of carriage service providers in this
market. While this has negatively affected our retail revenues, we also provide this service on a wholesale
basis, which has grown significantly as a result of the increased competition in the retail market. Prices for
our domestic wholesale services are competitive based on retail price less avoidable costs.
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National long distance calls

Our operating revenue from national long distance calls consists of:
« revenue from calls made from our PSTN network to a fixed network (fixed-to-fixed); and
e calls made from our PSTN network to a mobile network (fixed-to-mobile).

We generally charge for national long distance calls based on the time of day, day of week, destination and
duration of the call and whether the call is fixed-to-fixed or fixed-to-mobile. A variety of promotions and
pricing options are offered to encourage customers to use our service and to inform them about the price and
value of our service. The majority of our operating revenue from national long distance calls comes from our
residential and small business customers.

Our national long distance calls revenue is largely driven by general economic conditions and customer
perceptions about the cost and value of our service relative to competitor alternatives. Falling prices have
led to increases in the overall market volume of minutes of calls. However, competitive activity continues
to negatively affect our national long distance calls revenue and our share of that market directly through
override and preselection and indirectly through competition for access lines. Competitive pressures are
likely to continue to increase.

Table 4 shows information about our national long distance calls.

Table 4 - National long distance call data

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions) (% change)
Fixed-to-fixed revenue
Retail . . ........... .. ... .... 1,252 1,390 1,461 (9.9) (4.9)
Domesticwholesale . . . ... ....... 15 16 24 (6.3) (33.3)
Total fixed-to-fixed revenue . . ... ... .. A$1,267 A$1,406 A$1,485 (9.9) (5.3)
Fixed-to-mobile revenue
Retail . . ........ ... ... ... ... 1,261 1,176 1,191 7.2 (1.3)
Domesticwholesale . . . ... ....... 26 44 99 (40.9) (55.6)
Total fixed-to-mobile revenue A$1,287 A$1,220 A$1,290 5.5 (5.4)
Total national long distance revenue . . . . A$2,554 A$2,626 A$2,775 (2.7) (5.4)
Fixed-to-fixed minutes. . . . . ... ... ... 8,833 9,396 9,331 (6.0) 0.7
Fixed-to-mobile minutes . ... ... ... .. 3,268 3,022 2,975 8.1 1.6
Total national long distance minutes . . . . 12,101 12,418 12,306 (2.6) 0.9

Note: statistical data represents management’s best estimates.
Fixed-to-fixed revenue

The fixed-to-fixed market continued to be highly competitive. In fiscal 2001 our operating revenue from
fixed-to-fixed calls declined at a higher rate than the decline in fiscal 2000 compared with fiscal 1999
primarily due to access rebalancing introduced in March 2000. Retail market share continues to decline,
though this is mainly due to losses in the corporate and small to medium sized businesses segments.
Aggressive competition in all areas of the business market have led to reductions in volumes and revenue.
Residential share is more stable.
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Our operating revenue for fixed-to-fixed calls has also been negatively affected by the churn out of
customers through increased competition in the local call market. Where the customer changes their
provider for local call services they tend to select the same provider for long distance services.

To address competition we have introduced competitively priced packages.
Fixed-to-mobile revenue

Our fixed-to-mobile revenue during the three-year period, was affected by the introduction of fixed-to-
mobile preselection from 1 October 1999 whereby the carriage service provider selected for fixed-to-fixed
calls automatically became the customer’s provider for fixed-to-mobile calls.

Consequently in fiscal 2000, our operating revenue from retail fixed-to-mobile calls declined, reflecting the
initial impact of preselection on market share and competitive pricing. In fiscal 2001, the retail fixed-to-
mobile revenue growth was positively affected by the overall growth in the mobile telephony market.
Although prices are still subject to competitive pressure, reductions have not been as significant as those
surrounding the preselection period.

Fixed-to-mobile revenue has also been affected by the effect of our loss of market share in local calls. This is
because, generally, customers will choose the same carriage service provider for local calls as they do for
fixed-to-fixed international calls.

International telephone services
Our operating revenue from international telephone services includes operating revenue we generate from:
» international calls made from Australia to a destination outside Australia;

» thefees we charge overseas telecommunications companies for transmitting and terminating
international calls made from outside Australia to a destination in Australia;

» thefees we charge overseas telecommunications companies for the use of our network for
international calls originating outside of Australia that are destined for another country; and

e operator-assisted international calls.

Effective 1 February 2001, we completed the sale of our global wholesale business to Reach. Accordingly,
fiscal 2001 international telephone service revenues reflect revenue from inbound calls and transit traffic for
the period from only 1 July 2000 through to 31 January 2001. We now account for Reach under the equity
accounting method.

Our operating revenue from international outgoing calls is largely driven by general economic conditions,
customer perceptions about the cost and value of our service, competition, promotion and advertising.
Competition has, and is expected to continue, to affect our international telephone services business.

Since fiscal 1999, our customers have been able to select between different pricing structures. These are
generally based on destination, duration, time of day and day of week of the call, but may also include
flexible features such as allowing customers to make overseas calls that are charged in 30 minute blocks of
time.
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Table 5 shows information about our international telephone services.

Table 5 - International telephone service data

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions) (% change)
International telephone service revenue
Inbound .. .................. 297 333 278 (10.8) 19.8
Outbound . .................. 325 364 431 (10.7) (15.5)
Transit . ... 73 166 220 (56.0) (24.5)
International assisted/other. . . . . . .. 91 109 174 (16.5) (37.4)
International telephone services revenue . . A$786 A$972 A$1,103 (19.1) (11.9)
international incoming minutes. . . . . . .. 747 1,033 787 (27.7) 31.3
International outgoing minutes®™ ... 877 893 725 (1.8) 231

Note: statistical data represents management’s best estimates.

@) International outgoing minutes for international settlement purposes also include international outgoing minutes from mobile telephone service,
ISDN and public payphones.

Our revenue from international telephone services continued to decline over the three-year period
principally as a result of competitive pricing pressures which more than offset growth in volumes. In

addition, effective from 1 February 2001, our revenues from transit traffic and inbound calls are now
recognised by Reach.

Outbound volume increased significantly in fiscal 2000 compared to fiscal 1999 but decreased slightly in
fiscal 2001. The large increase in outgoing minutes in fiscal 2000 was due to:

» thesignificant price reductions ranging from 69% to 74% introduced at the end of the previous
financial year for high traffic destinations such as Japan, United Kingdom, New Zealand and the
United States;

e asmall number of special offers made under Easy ¥ Hours® whereby the set prices for calls from
Australiato the five most popularinternational destinations, were reduced for certain days at a time;
and

» the higher number of international calls made over the Christmas and New Year period due to the
turn of the century.

However, higher volumes were not sufficient to offset the lower prices during the three-year period.

During fiscal 2001 outbound international telephone traffic has also been negatively affected by the
continued penetration of HomeLine™ Plus rates which have reduced revenues from calling to some
countries by up to 30%. Over 1.9 million customers are now on HomeLine™ Plus.

Untilits transfer to the books of Reach beginningin February 2001, our operating revenue from international
incoming calls continued its upward trend, particularly in September and October during the Sydney 2000
Olympics. Until January it more than offset the decline in both outbound and transit revenue. The lower A$
exchange rate also improved inbound revenue which is received in foreign currency.

During the three-year period, operating revenue from transit traffic continued to decline as competition
reduced returns on some traffic routes. Therefore, while volumes increased, changes in countries called and
prices have led to areductionin revenue. Transit revenue is recognised in the books of Reach from February
2001.
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Over the three-year period our revenue from operator assisted international calls continued to decline
significantly as more of our customers make their international calls by dialling directly rather than relying
on an operator to make the connection.

Mobile goods and services

Our operating revenue from mobile telecommunications services is driven mainly by the increasing
popularity of mobile telephone services in Australia and increasing usage, as well as value-added services.
Plan options allow free and discounted calls at certain times to other MobileNet® customers and to fixed line
services. Voice airtime charges have been trending downward during the past two years and we expect this
trend will continue in future years, particularly as this market continues to be more competitive.

The mobile telecommunications market grew substantially during the three-year period, particularly
stimulated by the introduction of low access fee plans and the increasing popularity of prepaid offerings.
However, the rate of growth has declined and we expect this trend to continue as the market becomes more
saturated. We also expect that average revenue per user for voice calls will continue to decline as the
percentage of the population with mobile telephone services extends to more low-volume customers and
air-time charges trend downwards. Mobile data use and increasing usage by mobile dependant customers
should, however, offset the decline, over time.

A significant component of operating revenue from mobile telecommunications services relates to sales of
mobile handsets to dealers, which we sell at a small mark-up to cover our distribution costs. However, due
to strong competition in the mobile telecommunications services market, mobile dealers generally offer
substantial discounts on mobile handsets to the ultimate customers. We have subsidised substantially the
losses incurred by our dealers on mobile handset sales. We are progressively lowering (and in some cases
removing) handset subsidies.

In fiscal 2000, we rolled out a new mobile network with national coverage based on digital technology
known as CDMA. This new network complements our existing GSM digital network and provides coverage
in all areas previously covered by our analogue network. CDMA now has a substantial base of customers, as
well as resale customers. Our analogue network substantially closed, as required by law, in December 1999
and was completely closed in the first half of fiscal 2001.
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Table 6 shows information about our mobile telecommunications services.

Table 6 - Mobile goods and services data

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions except SIO,
in thousands) (% change)

Accessfeesand callcharges . . .. ... ... 2,611 2,479 2,226 5.3 11.4
Internationalroaming. . . .. ... ... ... 120 90 73 33.3 233
Mobile MessageBank®. . . . . ... ... ... 86 69 22 24.6 213.6
Mobiledata . . ... ... .. ... ..... ... 123 29 - 324.1 -
Mobile servicesrevenue . . . . ... ... ... A$2,940 A$2,667 A$2,321 10.2 14.9
Mobile handsetsales. . . .. ... ....... 215 326 312 (34.0) 4.5
Mobile goods and services revenue® . . .. A$3,155 A$2,993 A$2,633 5.4 13.7
SAB 101 revenue adjustment - unusual . . . (34) - -
Mobiles goods and services revenue
(includingunusuals) . . .. ...... ... .. A$3,121 A$2,993 A$2,633
Services in operation (S10)

GSM . . 4,744 3,766 2,762 26.0 36.4

CDMA . . .. 469 280 - 67.5 -

Analogue. . . .. ... ... ... ... .. - 80 673 - (88.1)
Total mobileservices. . . . ... ........ 5,213 4,126 3,435 26.3 20.1
Mobile telephone minutes? . ... ... ... 5,383 4,464 3,221 20.6 38.6
Average revenue per SIO permonth . . . .. A$52.47 A$58.79 A$59.49 (10.8) (1.2)

Note: statistical data represents management’s best estimates.

@) Excludes revenue from:
e call termination charges, including calls from our fixed network which we categorise as national long distance;
*  resale of analogue and CDMA resale services to other carriers, which is included in intercarrier services revenue; and
¢ HongKong CSL.

@ outbound minutes based on calling party pays billing.

Mobile services revenue increased during the three-year period principally due to the strong growth in the
number of mobile telephone customers and minutes of use. Although volumes and customers increased
significantly during the three-year period, revenue growth was tempered by lower average airtime charges,
and a higher percentage of new customers connecting on pre-paid services. Generally, pre-paid customers
have lower usage patterns than our other customers. At 30 June 2001 pre-paid users comprised
approximately 23% of total users. As aresult of these factors, average revenue per user per month has
trended downward with a 2.5% decrease in fiscal 2000 compared to fiscal 1999 and a 14.6% decrease in fiscal
2001 compared to fiscal 2000.
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During the three-year period, revenue growth was supported by the positive trend of strong growth in value-
added services such as:

e international roaming;

e MessageBank® (voice message service); and

« asignificant increase in demand for short messaging services (SMS), shown under mobile data. In
June 2001, the number of SMS messages per subscriber was 14.1 compared with the average of 5.7 in
June 2000. The increase in use of this service is due in part to the removal of intercarrier SMS
restrictions in April 2000, allowing the free flow of messages between different networks.

Handset sales revenue declined during the period due to lower volumes and a greater proportion of lower-
priced handsets sold primarily to our prepaid customers. In addition, significant sales of handsets occurred
in the prior corresponding periods when analogue customers moved to a digital network in preparation for
the closure of the majority of our analogue network in December 1999. The decline in handset sales revenue
in the current period has been more than offset by the continued growth in mobile services.

During the three-year period, the number of SIOs increased primarily due to:

 revised pricing tariffs and promotional offerings including targeting offerings to analogue customers
moving to digital services as well as the launch of CDMA;

e anexpanded range of channels to market;

e the continued growth from the sale of the prepaid phone pack offering for customers with
anticipated low calling patterns; and

e overall market growth.

While the number of our CDMA SIOs is modest compared with the number of our GSM network SIOs, the rate
of CDMA SIO growth continued to be strong in fiscal 2001 following the complete deployment of our COMA
network in October 2000.

During the three-year period, the disconnection or “churn” rate on our digital networks declined from
approximately 20% in fiscal 1999 to 17% in fiscal 2001. This improvement reflects the significant efforts we
have made over this period to retain our customer base in a highly competitive market. Churn rates are
influenced by a number of factors, the most significant of which is competition from other carriers. Other
factors influencing churn rates include customers’ payment defaults and short-term disconnections.

Ourrevenuein fiscal 2001 included a negative adjustment of A$34 million to reflect the effect of SAB 101 on
our mobiles business. This adjustment reflects the fact that under SAB 101, we now recognise revenue on
some services such as upfront connection fees and some prepaid services over the average customer life
rather than at the point of sale. The deferred revenue reflected in this negative adjustment will be
recognised over the next two fiscal years. See “Changes in accounting policies”.

Data and internet services
Our operating revenue from data and internet services is driven primarily by:

« demand for capacity to support business networking;

» theincreased use of data services by small and medium-sized enterprises;

e theintroduction of new products to meet customer needs;

« theincreased use of the internet by businesses and consumers; and

» the movement of our customers from basic access and associated calling products to other access
services, such as ISDN.
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While the data and internet markets have been experiencing growth, competition has put strong pressure
on our prices. We expect that these trends will continue.

Table 7 shows information about our data and internet services.

Table 7 - Data and internet services

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions, except access lines) (% change)
Data and internet services revenue
Retail . .. ..... ... ... ... ..... 2,669 2,442 2,164 9.3 12.8
Domestic Wholesale. . . .. ... ... .. 474 399 319 18.8 25.1
Total data and internet services revenue™ . A$3,143 A$2,841 A$2,483 10.6 14.4
Consisting of:
Integrated services (incl. ISDN) . . . . .. 1,259 1,186 991 6.2 19.7
Packet switching . . ... .......... 428 340 212 25.9 60.4
Internet and internet service provider
revenue. . . ... ... 374 249 168 50.2 48.2
Sub-total. . .................. A$2,061 A$1,775 A$1,371 16.1 29.5
Data and leased lines . . ... ....... 783 754 799 3.8 (5.6)
Text (including FaxStream®) . . ... .. 299 312 313 (4.2) (0.3)
Total data and internet services revenue . . A$3,143 A$2,841 A$2,483 10.6 14.4
ISDN access lines (basic access line
equivalents) . . . ........ ... .. 1,248.0 1,048.8 722.3 19.0 45.2
FaxStream® services access lines . . . . . . . 413.0 426.8 407.1 (3.3) 4.9

Note: statistical data represents management’s best estimates.

@ Excludes calling charges associated with internal access.

Our operating revenue from data and internet services grew strongly during the three-year period mainly
due to increased revenue from ISDN, packet switching including domestic and international frame relay,
and internet services. This growth was mostly due to:

» increased customer demand for flexible, high capacity data transmission; and
» increased penetration and use of the internet.

Strong revenue growth continued in packet switching mainly due to growth in LAN/WAN products such as
frame relay and Telstra ATM which offer high speed transmission for video, voice and the internet.

Growth in revenue for integrated services (including ISDN), particularly in ISDN international calls, was due
in part to the increased demand arising from the staging of Sydney 2000 Olympics in September 2000. The
rate of growth, however, has flattened somewhat in the second half of fiscal 2001.

In August 2000, we commenced the rollout of ADSL services. Over time, we expect that there will be some
managed migration of our existing ISDN customers to the new service as well as other customers moving
from basic access to ADSL rather than ISDN in the future. Hence, we expect ISDN growth may slow as the
ADSL roll-out continues, although this should not be dramatic. Revenue from ADSL, which was not
significant in fiscal 2001, is included in the internet and ISPs line.
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Duringthethree-year period ourrevenue frominternet and ISP services has continued to grow strongly even
though we have been reducing our prices due to the strong competitive environment. Our subscriber base
for Telstra BigPond™ Home and Business has continued to grow during fiscal 2001. However, despite the
higher volumes, our revenue per subscriber has decreased due to the lower prices that have occurred in this
highly competitive market. Over time, we expect our operating revenue from internet access and internet
service provider services to become a larger component of this product category.

FaxStream® is amature product facing competition from other data and internet products. Service numbers
started to decline in fiscal 2001.

Directory services

Our operating revenue from directory services consists of advertising fees for special listings and revenue
from value-added directory products and services, such as electronic and on-line services.

Table 8 shows information about our directory services revenue.

Table 8 - Directory services

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions) (% change)
Directory servicesrevenue . . .. ....... A$1,148 A$1,122 A$1,077 2.3 4.2
SAB 101 revenue adjustment - unusual . . . (205) - -
Directory services revenue (incl. unusual). . A$943 A$1,122 A$1,077 (16.0) 4.2

During the three-year period, our directory services revenue grew moderately as we experienced increasing
competition, particularly from print, voice and electronic media alternatives, radio, television and direct
marketing.

In fiscal 2001, we experienced stable growth of approximately 4% in White Pages™ directory revenue
through increased development and marketing of the product options available. Yellow Pages® directory
revenue increased, in fiscal 2001, but only marginally at approximately 1%.

Although measured off a relatively small base, electronic, internet and other directory revenues increased
by approximately 40% in fiscal 2001 to A$42 million compared with fiscal 2000.

Infiscal 2001, revenue growth was also stimulated in part through the launch of our Yellow Pages® internet
product, Yellow Pages® OnLine Solutions which provides customers with priority internet listings and
hyperlink services as well as from growth in the White Pages™ directory revenue.

Ourrevenuein fiscal 2001 included a negative adjustment of A§205 million to reflect the effect of SAB 101 on
our directories business. This adjustment reflects the fact that under SAB 101, we now recognise all revenue
when the Yellow Pages® directory is published, instead of 40% at point of sale and 60% when the directory is
published. The deferred revenue reflected in this negative adjustment will be recognised in fiscal 2002. See
“Changes in accounting policy”.

Intercarrier services

Our operating revenue from intercarrier services consists of revenue from providing telecommunications
services to other carriers or carriage service providers. Our operating revenue from resale activity is currently
categorised according to the product or service to which it pertains.
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During the three-year period, many new competitors have entered the Australian telecommunications
market as carriers or carriage service providers. As the Australian telecommunications markets expand
generally and as new competitors enter these markets, we expect that demand for our intercarrier services
will increase.

Table 9 shows information about our intercarrier services revenue.

Table 9 - Intercarrier services data

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions) (% change)
Intercarrier servicesrevenue . . . .. ... .. A$1,168 A$828 A$617 41.1 34.2

Our operating revenue from intercarrier services increased during the three-year period, mainly due to:

e increased originating traffic on our network by customers of other carriers; and
e increased terminating calls by other carriers on both our mobile and fixed networks.

During the three-year period, growth in the overall mobile telecommunications market, and our
competitors’ share of the national long distance market in particular, has supported growth in intercarrier
services revenue.

The continuing strong growth in operating revenue from intercarrier services during the three-year period
has been affected by:

e theintroduction of fixed-to-mobile preselection on 1 October 1999 that has led to an increase in
traffic from other carriers’ customers, originating on our fixed network and terminating on our
mobile network, as well as the increased market growth of mobile telephony services; and

» our loss of retail market share in the provision of basic access, local calls, fixed-to-fixed and mobile
services due to competition. A high proportion of these services are now provided by other carriers
many of which use our intercarrier services to deliver their services to their customers;

e anincreasein the number of carriers in the Australian telecommunications market and increased
demand from other carriers for the use of our facilities. This has occurred particularly in:

e mobile towers, where we allow other carriers to install their equipment and share our
transmission facilities; and

» ourexchanges, where other carriers co-locate their equipment needed for the provision of ULL
and ADSL.

Given that we have the only national CDMA network, we have also provided CDMA to other carriers for resale
to their customers since November 1999, but this amount is still relatively immaterial. At 30 June 2001 we
were providing CDMA resale to Cable & Wireless Optus, Hutchison and Primus and more recently to smaller
carriers Southern Cross and Austar.

We expect the total market for intercarrier services will continue to grow but we expect that our share of
operatingrevenue forintercarrier services will grow at amore moderaterate in the future due to competitive
pressures and regulated prices.
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Inbound calling products
Our operating revenue from inbound calling products consists principally of:

e subscription and call charges for inbound calling services, such as Freecall™ 1800, Freecall™ Ones,
Priority® 1300 and Priority® One 3; and

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

Therevenue for inbound calling services refers to:

» thefees charged to the business customer for the provision of the inbound calling numbers; and
e the call charges applicable to the party making the call.

For example, under Priority® 1300 and Priority® One3 the calling party from a PSTN service incurs a cost of
25 cents (including GST) whereas calls made from a PSTN service under the Freecall™1800 and Freecall™
Ones8 service are all charged to the party called with no cost incurred by the caller. Different charges apply
for calls made from ISDN, mobiles and payphones.

Table 10 shows information about our inbound calling products revenue.

Table 10 - Inbound calling products data

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions) (% change)
Inbound calling products revenue. . . . . .. A$434 A$433 A$400 0.2 8.3

Following consistent growth in fiscal 1999 and fiscal 2000, revenue growth for inbound calling products was
relatively flat in fiscal 2001. The primary reason was the increase in competitive pressure surrounding the
introduction of INP on 30 November 2000. INP allows customers to switch providers of this service without
changing the telephone number for the service rendered. We have reduced our pricing of this product in
response to the increased competitive pressures.

Underlying the revenue trend has been a general shift from the Freecall 1800 product to the Priority® One3
and Priority 1300 products. Priority 1300 is used by larger customers as a call centre product and is also a
cost effective alternative to the 1800 service for medium-size businesses.

Solutions management

Our operating revenue from our Managed Solutions™ product is derived from managing all or part of a
customer’s IT or telecommunications services including managing:

e ournetworkbased enhanced voice and data switching products and virtual private network products
and the provision of related professional services;

e our core data products including ATM, frame relay, ISDN, ADSL and dedicated data network,
equipment;

e acustomer’s call or contact centre including network services, equipment and third party hardware/
applications and professional services;

» mobile phone networks and new wireless based technologies such as wireless LANs;

e IT based products and services including firewalls, desktops, peripheral services and application
service products; and

» complex once-off or whole of business solutions incorporating a range of the above services.
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Table 11 shows information about our solutions management revenue.

Table 11 - Solutions management data

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions) (% change)
Solutions management revenue . . ... .. A$306 A$235 A$183 30.2 28.4

On 31 March 2000, we acquired the remaining 50% of Advantra Pty Ltd (Advantra) that we did not previously
own. Advantra is a specialised network services provider. During the three-year period, increased demand
from the banking and financing sector, along with the effect of consolidating Advantra’s results for the last
quarter of fiscal 2000 and all of fiscal 2001, combined to increase revenues from our solutions management
products.

Other sales and services
The principal components of operating revenue we record in other sales and services are:

e revenue from various controlled entities;

e customers premises equipment;

e payphones;

» domestic operator-assisted calls; and

e otherminorrevenueitems, including voicemail for fixed lines, recorded services and other enhanced
call products and radio services.

Table 12 shows information about the four main items included under our other sales and services revenue.

Table 12 - Other sales and services

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions) (% change)
Other sales and services revenue from:
Various controlled entities revenue . . . 1,273 824 675 54.5 22.1
Customer premises equipment . . .. .. 287 336 368 (14.6) (8.7)
Payphones. . . . ....... ... .. ... 166 190 207 (12.6) (8.2)
Domestic operator-assisted calls . . . . . 82 63 61 30.2 3.3
Sub-total . . . ................. A$1,808 A$1,413 A$1,311 28.0 7.8
Other minoritems ... ............. 452 495 407 (8.7) 21.6
Total other sales and services . . . ... ... A$2,260 A$1,908 A$1,718 18.4 11.1
JORN revenue adjustment -unusual . . . . . - 734 -
Other sales and service revenue (incl.
unusualitems). . . ................ A$2,260 A$2,642 A$1,718

During the three-year period, our operating revenue from other sales and services increased substantially,
principally as a result of increased revenue from controlled entities. In fiscal 2001 this was particularly
derived from:

e theincreasein construction revenue by Network Design and Construction Limited; and
e theimpact of our holding in RWC which has been consolidated with our results effective 1 February
2001.
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There was an increase in domestic operator-assisted calls, reflecting the continuing demand for our “call
connect” service, as well as for chargeable directory assistance services provided to business and mobile
services.

There was also continued growth in voicemail for fixed lines. There are now 1,414,000 customers using this
service compared with 1,162,000 at the end of fiscal 2000 and 688,000 at the end of fiscal 1999.

In fiscal 2000, we recognised an unusual item for the design, construction and maintenance contract for
Jindalee Operational Radar Network (JORN) of A$734 million in each of our revenues and expenses. In 1997
and prior years, we recorded provisions for losses of A$585 million for this contract. As Lockheed Martin
Corporation and Tenix Defence Pty Ltd have assumed full responsibility for the JORN project, we showed in
our profit and loss statement in fiscal 2000 both the revenue and expenses associated with this project. The
revenues were recorded in other sales and services and the expenses were recorded in direct cost of sales.

Otherrevenue

Table 13 shows information about other revenue by category.

Table 13 - Other revenue by category

Year ended 30 June

2001 2000 1999
(in millions)

A$ A$ A$

Proceeds from sale of:
Property, plant and equipment . . . . . . 288 243 246
Investments . . . ............... 57 48 15
Controlled entities-usual . ... ... .. 4 248 -
Controlled entities - unusual. . . . .. .. 116 - -
Listed entities-usual . . ... ... .... - 129 -
Listed entities-unusual. . . ... ... .. 546 - -
Patents, trademarks and licences. . . . . 14 - -
Business-usual. . .. ............ 17 149 69
Business-unusual . . . ... ........ 2,256 - -
Associates . . . ... ... .. ..., - 25 -
JointVentures. . . .. ... ....... .. 5 - -
Total proceeds from sale of assets . . . . .. 3,303 842 330
Interest received/receivable . ... ... ... 103 62 49
Dividends received/receivable . . . . ... .. 16 12 13
Miscellaneous revenue -usual. . . . ... .. 260 322 257
Miscellaneous revenue -unusual . . . . . .. 725 - -
Total otherrevenue .. ... .......... 4,407 1,238 649

Duringfiscal 2001, other revenue increased significantly compared with fiscal 2000. The main reason forthe
increase was revenue from:

» thedisposal of our global wholesale business in February 2001 to Reach for A$2,256 million;

» thesale of our 15% interest in Computershare for A$546 million; and

o thewriteback of A$725 million superannuation contributions due to the release of our obligation to
continue to pay contributions to Telstra Superannuation Scheme.
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During fiscal 2000, other revenue also increased significantly compared with fiscal 1999. The main reason

for the increase was increased revenue for asset sales, including:

e A$195 million from the sale of our wholly owned entity, Telstra New Zealand Limited to a joint

venture in which we hold a 50% interest;

e A$170 million from the sale of our global satellite communications business, Immarsat Holdings plc

in exchange for a 35% interest in the joint venture now holding these assets; and
e A$115 million from the sale of a portion of our interest in Infonet Services Corporation.

Operating expenses

We categorise our operating expenses (before interest expense) into labour expense, direct cost of sales,

depreciation and amortisation and other operating expenses.

Table 14 provides a breakdown of our reported operating expenses (before interest expense) by each of our

major categories of operating expenses for the three-year period.

Table 14 - Operating expense and share of net equity accounted losses data

Year ended 30 June

2001 2000 1999
(in millions)

A$ A3 A$

Labourexpense-usual . ... ......... 3,122 3,228 3,270

Labour expense-unusual. . . ... ... ... - 572 -

Direct cost of sales-usual. . . . ... ... .. 3,693 3,329 3,002

Direct cost of sales-unusual . . . .. ... .. (560) 734 -

Depreciation and amortisation . . . ... .. 2,871 2,646 2,502

Other expenses-usual. . . .. ......... 3,891 4,035 3,507

Other expenses-unusual . . . .. ... .. .. 2,820 - -

Total operatingexpenses . . . . ... ..... 15,837 14,544 12,281

Share of net equity accounted losses. . . . . 183 58 41
Total operating expenses and net equity

accountedlosses . . ... ... ......... 16,020 14,602 12,322

During the three-year period, our reported operating expenses (before interest expense) were affected by a

number of unusual items or one-time events, which make year-to-year comparisons difficult. Signific
unusual items in fiscal 2000 and fiscal 2001 included the following:

e A$572 million in labour expense in fiscal 2000, reflecting a provision for the estimated costs of
planned redundancies and restructuring costs for fiscal 2001 and fiscal 2002;

ant

o A$734 million in direct costs of sales in fiscal 2000 arising from the finalisation of our obligations

under the JORN contract;

e areduction of A§560 in direct costs of sales in fiscal 2001 reflecting the cumulative effect of the
application of SAB 101 on recognition of operating expenses; and

e A$2,820 million in other operating expenses in fiscal 2001 reflecting the writedown of some of our

assets and investments and the costs of asset and investment sales.
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In addition to these unusual items, our operating expenses (before interest expense) in fiscal 2001 reflected
some other noteworthy items that should be considered in comparing fiscal 2001 operating expenses with
fiscal 2000 operating expenses including:

» operating expenses associated with the consolidation of our new business venture RWC from 1
February 2001 and Keycorp from 12 December 2000;

» operating expenses associated with our global wholesale business, which was sold to Reach effective
1 February 2001.

If we eliminate the effects of these one-time items and the reported unusual items in order to obtain a like-
for-like comparison of fiscal 2001 operating expenses to fiscal 2000 operating expenses, our operating
expenses (before depreciation, amortisation) in fiscal 2001 increased by 0.8% to A$9,912 million compared
to operating expenses (before depreciation, amortisation and interest expense) of A$9,904 million in fiscal
2000, despite significant revenue growth during the period. This operating expense performance primarily
reflects our ongoing cost control and cost containment efforts and the substantial success we have had with
our staff reduction program.

In addition, in fiscal 2001, our share of net equity accounted losses included the first-time inclusion of our
share of profit from Reach for the five months ended 30 June 2001 and the non-recurring writedown of
certain investments in listed entities. If we eliminate the effects of these items and the reported unusual
items in order to obtain a like-for-like comparison of fiscal 2001 with fiscal 2000, operating expenses and our
share of net equity accounted losses (before depreciation, amortisation and interest expense) increased by
only 0.8% to A$10,041 million from A$9,962 million.

To determine the underlying operating expenses (before depreciation, amortisation and interest expense)
and the underlying operating expenses and share of net equity accounted losses (before depreciation,
amortisation and interest expense) in fiscal 2001 and fiscal 2000 to generate this comparison, we have
applied the following adjustments to our reported usual operating expenses:

o excluded A$45 million and A$23 million from fiscal 2001 related to labour costs of RWC and Keycorp,
respectively;

o excluded A$186 million and A$15 million from fiscal 2001 related to direct cost of sales of RWC and
Keycorp, respectively;

o excluded A$103 million and A$13 million from fiscal 2001 related to other operating expenses of RWC
and Keycorp, respectively;

o excluded A$13 million from fiscal 2000 related to labour expenses of our global wholesale business
for the five months ended 30 June 2000;

o excluded A$138 million from fiscal 2000 related to direct cost of sales (other than the cost of
terminating outgoing international calls) of our global wholesale business for the five months ended
30 June 2000;

o excluded A$34 million from fiscal 2000 related to other operating costs for our global wholesale
business for the five months ended 30 June 2000;

o excluded A$409 millionin fiscal 2001 and A$503 million in fiscal 2000 for investment writedowns and
costs of asset and investment sales; and

» excluded from share of net equity accounted losses in fiscal 2001 is our share of equity accounted
profit of A$48 million from Reach and our equity accounted loss of A$102 million attributable to the
writedown of our investments in Solution 6, My Internet and Xantic.
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The following tables provide more detailed information about expenses from each of our expense
groupings.

Labour expense
Labour expense includes:

« salary and wages and related on-costs, including employer contributions to superannuation funds,
workers’ compensation, leave entitlements and payroll tax;

e costs of engaging contractor labour and agency costs; and

e redundancy and restructuring costs, some of which are shown as an unusual item.

Our full-time employees include full-time staff, fixed-term contracted staff and expatriate staff in overseas
controlled entities. The figures do not include a full-time equivalent measure of part-time and casual staff,
overtime worked, full and part-time contracted staff or a measure of overseas local hires, such as our
employees of Hong Kong CSL. These figures do not include persons involved in work undertaken through
outsourcing arrangements for work previously performed by employees. For these reasons and due to the
full service nature of our business, we believe that these measures of full-time employees may not be
directly comparable with other telecommunications companies.

Table 15 shows information about our labour expenses.

Table 15 - Labour expense data

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions, except staff
numbers in whole numbers) (% change)
Labourexpense-usual . ... ......... 3,122 3,228 3,270 (3.3) (1.3)
Labour expense-unusual. . . .. ... .... - 572 - - -
Labourexpense . . .. .............. A$3,122 A$3,800 A$3,270 (17.8) 16.2
Full-time employees™. . . .. .. ... .. .. 44,874 50,761 52,840 (11.6) (3.9)

@) Fiscal 2001 employee figures do not include 1,281 Hong Kong CSL employees but do include 318 employees who were seconded to Reach for the 5
month period ending 30 June 2001.

During the three-year period, labour expense (excluding unusual items) decreased, primarily reflecting the

reduction of our labour force. The reduction in labour expense from a lower number of full-time employees,

including overtime expense, has been partly offset by:

» the use of employment agency staff in preference to full-time staff in order to manage costs more
closely, better utilise staff as a variable resource to handle peaks and troughs and satisfy specialised
needs;

e increased labour rates across most areas of the business through award increases and the higher
demand for high calibre staff retention;

» additional Advantra staff costs resulting from the consolidation of Advantra from April 2000; and

» additional labour expense associated with the consolidation of RWC effective 1 February 2001 and
Keycorp effective 12 December 2000, which together added A$68 million to our total labour expense
in fiscal 2001.
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Since 30 June 1999, we have reduced our full-time employees from 52,840 to 44,874 (excluding 1,281
employees of RWCwhich is now part of our consolidated group). The decrease in the number of our full-time
employees is a result of our implementation of several cost reduction measures. These reductions were
partly offset by increases in overall staff numbers as we acquired other entities such as Advantra which had
975 full-time employees at 30 June 2001 and Keycorp which had 339 full-time employees at 30 June 2001. A
decrease of 230 full-time employees occurred as at 30 June 2001 as we divested other entities such as
Lawpoint and Atlas Travel Technologies.

We entered into new business unit based enterprise agreements with our award staff during fiscal 2001
which were certified in the Australian Industrial Relations Commission on 21 December 2000. These new
agreements are effective for a period of two years and delivered a 4% increase to the majority of our award
based staff. A further 4% increase will be delivered on 21 December 2001. Staff on individual contracts
received on average increases of just over 4% in October 2000 compared with an average increase of 4.2% in
October 1999.

Based on the latest actuarial advice provided on the financial position of the defined benefit superannuation
funds as at 30 June 2000, we anticipate that the current surplus in the superannuation schemes will
continue. Employer contributions were not required in fiscal 2001 and on the basis of that actuarial advice,
Telstra can continue on an employer contribution holiday until 30 June 2004, at which time the next
actuarial investigation as at 30 June 2003 will be complete. Additional information on the superannuation
fund surpluses and factors that contributed to these surpluses are disclosed in note 22 to our financial
statements.

In the second half of fiscal 2000, a provision of A$572 million was raised for the estimated costs of
redundancies and restructuring to occur over the two following years. The A$572 million provision appears
as an unusual itemin fiscal 2000. In fiscal 2000, business restructuring and actual redundancy resulted in
the termination of employment of 1,374 staff between 1 March 2000 and 30 June 2000 at a cost of A$86
million. Of the remaining A$486 million allocated towards planned redundancy and restructuring, A$45
million was allocated for costs associated with restructuring. Actual redundancy of 6,545 staff occurred in
fiscal 2001 at a cost of A$369 million and restructuring costs of A$23 million. A total redundancy and
restructuring provision of A$94 million remains for fiscal 2002. Where redundancies have occurred that are
not part of the approved plan for which provision had been made, associated costs have been charged to
labour expense. For fiscal 2001, an additional A$44 million has been charged to labour expense for
redundancies. This represents a reduction of 524 staff.

Direct cost of sales

The largest component of our direct cost of sales is payments we make to other carriers to terminate
international and domestic outgoing calls and international transit traffic. Other significant components of
our direct cost of sales are the costs of mobile handsets, mobile handset subsidies, dealer bonuses,
commissions paid to indirect distribution channels, external construction and directory publishing costs.

Table 16 - Direct cost of sales

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions) (% change)
A$ A$ A$
Direct cost of sales-usual. . . ... ... ... 3,693 3,329 3,002 10.9 10.9
Direct cost of sales-unusual . . . . ... ... (560) 734 - (176.3) -
Total direct costofsales. . . .. ... ... .. 3,133 4,063 3,002 (22.9) 35.3
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Before taking into account unusual items, our direct cost of sales increased during the three-year period,
mainly because of increased payments to other carriers to terminate outgoing calls made by our customers
on our competitors’ networks and the cost of goods sold of A$201 million in RWC and Keycorp in fiscal 2001
which were not included in the prior periods.

In addition, direct cost of sales before unusual items increased in fiscal 2001 compared to fiscal 2000, largely
due to increased charges for the termination of outgoing international calls following the sale of our glibal
wholesale business to Reach in February 2001. Since Reach now provides us with global wholesale services
that previously were provided internally, the charges we pay for terminating outgoing calls are higher than
the charges we previously paid to otherinternational carriers. Overall, these charges have increased by 44%
in fiscal 2001 compared to fiscal 2000, which was driven by the increased charges paid to Reach and higher
volumes of international outbound traffic terminating on offshore networks. However, coincidental with
the increase in direct cost of sales relating to increased charges for terminating outgoing calls, our labour
expenses, depreciation and amortisation and other expenses associated with our global wholesale business
have decreased, as these expenses are now incurred by Reach.

The increase in direct cost of sales during the three-year period included an increase in payments to other
mobile carriers as more calls made by our mobile customers terminated on other carriers’ mobile networks.
Overall, the increase in direct cost of sales primarily reflected growth in the total mobile
telecommunications market, increased payments to domestic carriers and increased payments to
terminate international outgoing calls. Theincreasein payments to other carriers from increased volumes,
were partly offset by new negotiated interconnect rates which were lower in fiscal 2001 than in fiscal 2000.

Costs of external construction also increased during the three-year period. These costs are related to the
cost of construction activities provided by Network Design and Construction (NDC) to external parties. The
increase during the three-year period was due to the increase in NDC’s activities in performing work for
external parties from a very low base in fiscal 1999.

Infiscal 2000, we changed our accounting policy for mobile handset subsidies. When a customer enters into
a mobile contract with us for two years or more, we defer the cost of the handset subsidies over the terms of
the contract. The write-down of the subsidy is a charge to direct cost of sales and is not shown as an
amortisation expense. As aresult of this change in policy, we expensed A$81 million and deferred A$174
million of handset subsidies in fiscal 2000 compared to A$213 million expensed and A$293 million deferred
mobile handset subsidies in fiscal 2001. In prior years, these risks would have been included as a direct cost
of sales in the year in which the customer entered into the contract.

Our direct costs of sales in fiscal 2001 included an unusual item of A$560 million to reflect the effect of SAB
101 on our operating expenses. Under SAB 101, we now defer the recognition of some revenue, and the
expenses associated with that revenue, relating to our basic access and mobiles product lines. The nature
of these deferrals is described above in relation to each of these product lines in “Operating revenue”. The
deferred expenses will be recognised coincident with the recognition of associated revenues. See “Changes
in accounting policies”.

Our direct costs of sales in fiscal 2000 included an unusual item of A$734 million. This related to expenses
arising from the finalisation of our obligations under the JORN contract.
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Depreciation and amortisation

Our depreciation and amortisation expense has been, and will remain a major component of our cost
structure, reflecting our capital investments.

Table 17 - Depreciation and amortisation

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions) (% change)
A$ A$ A$
Depreciation. . . . .............. .. 2,386 2,343 2,290 1.8 2.3
Amortisation (excluding goodwill) . . . . .. 442 283 199 56.2 42.2
Amortisation (goodwill). . . . ... ... ... 43 20 13 115.0 53.8
Total depreciation and amortisation. . . . . 2,871 2,646 2,502 8.5 5.8

During the three-yearperiod, theincrease in depreciation and amortisation, excluding goodwill, was mainly
attributable to the growth in the communications plant asset base and capitalised software development,
which is consistent with our level of capital expenditure activity. Theincrease in depreciation and
amortisation expense in fiscal 2001 also reflected an increase in goodwill amortisation attributable to the
acquisition of RWC and increased depreciation expense incurred by RWC and Keycorp following the
acquisitions of those companies, partially offset by the elimination of depreciation and amortisation
associated with our global wholesale business following its sale to Reach.

Expenditure incurred in the development and enhancement of computer systems is capitalised as business
software. Software developed for internal use is amortised over a five year service life. The increase in the
amortisation charge during the three-year period reflects the growth of these software assets and the
continuing effect of the accounting policy change implemented in fiscal 1997 to capitalise software
developed for internal use and overhead and interest cost on construction of capital assets.

Therollout of our CDMA network has now been completed and the analogue network was fully depreciated
as of December 1999 and has ceased operating altogether as of October 2000. The full effect of the
depreciation of the CDMA network will begin to be reflected in fiscal 2002, although a substantial portion of
these depreciation expenses have also been reflected in fiscal 2001.

Theincrease in depreciation and software amortisation was offset, in part, during the three-year period by:

e the net effect of changes in service lives for some key elements of our network, which were effective
from 1 July 2000, including service lives for local switches and pair gains systems, which were
extended by one year to fiscal 2008, and lives for ducts and pipes, which were extended by five years
to 30 years;

e anincreased number of leased motor vehicles rather than acquisition through outright purchase;
and

e thesale and leaseback of midrange IT equipment in December 2000.
Other operating expenses
Our other operating expenses include such costs as:

» service contracts and agreements for outsourced activities, such as IT, cleaning services and
warehousing and distribution;
e promotion and advertising;
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property costs - including rent, maintenance, municipal rates, land tax and power;
network maintenance materials;

travelling and fares;

rental expense on operating leases;

fleet running costs;

bad and doubtful debts;

the carrying value of assets disposed of;

the cost of directory services paper sold; and

losses from partnerships.

Table 18 shows our other operating expenses during the three-year period.

Table 18 - Other operating expenses data

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions) (% change)
A$ A$ A3
General operating costs-usual . . . ... .. 3,891 4,035 3,507 (3.6) 15.1
General operating costs -unusual. . . . . .. 2,820 - - - -
Total other operatingcosts. . . .. ... ... 6,711 4,035 3,507 66.3 15.1

Our other operating expenses, not including unusual items, decreased in fiscal 2001 compared with fiscal
2000, principally due to:

reductions in general discretionary items such as travel and fares, minor equipment and
miscellaneous purchases in line with our cost reduction initiatives;

significant productivity improvements in our service provision activities;

the settlement of disputed amounts provided for in prior years and a general reduction in our
provision for doubtful debts; and

changes to our practice in purchasing and selling paper stocks for our directories business as a result
of the introduction of GST. Previously, our directories business purchased paper stock and sold it to
its printers. These costs and revenues are no longer incurred.

The decrease in our regular operating expenses from fiscal 2000 to fiscal 2001 has been offset in part by the
following:

higher rental expense for our operating leases, in particular for increased leased motor vehicles and
for leased computers as a result of the sale and leaseback of our midrange IT equipment;

an overall increase in service contracts and agreements, including services related to customer
support, outsourced information technology, outsourced power equipment maintenance, Advantra,
BigPond™ support and in increased directory assistance outsourcing; and

a A$31 million write-off of software previously capitalised, but assessed as no longer having revenue
generating capacity; and

the first inclusion of operating expenses associated with RWC and Keycorp which are now
consolidated.
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Other operating expenses increased in fiscal 2000 compared with fiscal 1999 as a result of:

increased outsourcing of installation and maintenance costs for information technology support
and service support;

* increased lease payments and a moderate increase in leases for property and buildings;

* higher promotion and advertising expenses for new call plans and special offers, prepaid mobile
phone packages, the launch of our new CDMA network as well as promotions for our indoor
MobileNet® coverage and Olympics promotions;

» IT expensesincluding the cost of software changes to our systems for the GST of A$49 million and
Year 2000 expenses of A$85 million in fiscal 2000 compared with A$166 million in the prior year; and

» thebook value of our assets that we sold during the year.

Infiscal 2000, theincrease in other operating expenses was affected, in part, by lower costs of materials used
in maintenance, decrease in bad and doubtful debts, other motor vehicle expenses and general
discretionary expenses.

Our other operating expenses also include writedowns of investments and the cost of asset and investment
sales. These expenses, excluding unusual items, amounted to A$409 million in fiscal 2001 compared to
A$503 million in fiscal 2000 and A$308 million in fiscal 1999. Significant expense items relating to asset and
investment sales in fiscal 2001 included the sale and leaseback of our midrange IT equipment for A$107
million, the book value related to the sale of our interest in Extant for A$37 million and various equipment
sales and asset sales amounting to A$199 million. We also have a policy of writing down investments in
entities we do not control to recoverable amount. Writedowns of investments based on this policy
amounted to A$66 million in fiscal 2001, which included Solution 6, SMS Management and Technology
Limited formerly Sausage Software, and Commander Communications, one of Keycorp’s investments and
other smaller investments. Our other operating expenses in fiscal 2001 that were categorised as unusual
items amounted to A$2,820 million. There were no unusual items in fiscal 2000 and fiscal 1999. These
unusual items for 2001 included:

e the cost of sale of our investment in Computershare of A$301 million;
e thewritedown of ourinvestment in RWC of A$999 million; and
» the cost of sale of our global wholesale business and controlled entities to Reach of A$1,520 million.

Share of net equity accounted losses

Table 19 - Share of net losses of associates and joint ventures

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions) (% change)
A$ A$ A%
Share of net losses of associates and joint
ventureentities . . .. ... ... .. ... 183 58 41 215.5 41.0

Net equity accounted losses have increased in fiscal 2001 largely due to increased losses from Solution 6,
Telstra Saturn and Dynegy. In addition, we wrote down the book value of our investments in the listed
entities Solution 6, My Internet and Xanticin fiscal 2001 by an aggregate of A$102 million. These losses were
offset, in part, by our net equity accounted profits from Reach of A$48 million in fiscal 2001.
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Borrowing costs
Our borrowing costs have been influenced by:

o thelevel of our debt;

e interest rates; and

e animplicit interest charge relating to our commitment to make additional annual payments over
and above normal employer contributions to a superannuation fund.

Our borrowing cost charged to the profit and loss statement is also influenced by the amount of interest that
we capitalise on our constructed assets and capitalised software.

Our borrowing costs increased from A$578 million in fiscal 1999 to A$630 million in fiscal 2000 and A$769
million in fiscal 2001.

Theincrease in borrowing costs in fiscal 2001 was mainly due to a higher level of debt compared to fiscal
2000 from borrowings incurred to invest in RWC and a convertible note in PCCW. The increase in our
borrowing costsin fiscal 2001 was offset, in part, by the cessation of our obligation to contribute to our main
superannuation fund. In August 2000, we reached an agreement with the Commonwealth and the Telstra
Superannuation Scheme to end our obligation to make additional payments of A$121 million per year over
and above employer contributions to the fund. In fiscal 1994 and fiscal 1995, we recorded provisions
equalling the net present value of our obligation to make these contributions. Interest expense arose from
the difference between the actual amount of the payments we were required to make and the recorded
amount of these discounted provisions. This contributed A$93 million to interest expense in fiscal 1999 and
A$89 million to interest expense in fiscal 2000. However, because we are no longer required to make these
additional payments, this did not contribute to our interest expense in fiscal 2001 and will not contribute to
interest expense in future periods. In fiscal 2000, borrowing costs increased compared to fiscal 1999
primarily as a result of additional borrowings in October 1999 to finance the payment of a special dividend
of A$2,059 million, offset in part by higher capitalised interest on constructed assets.

Income tax expense

Income tax expense increased significantly in fiscal 2001, up 33.4% from A$1,676 million in fiscal 2000 to
A$2,236 millioninfiscal 2001. Thiswas dueto a 17.7% increase in reported profit beforeincome tax expense,
as well as an increase in the effective tax rate from 31.3% in fiscal 2000 to 35.5% in fiscal 2001. The increase
in effective tax rate was due to our share of associates net losses and increased write downs of investments
which are are not tax deductible. Australian company income tax rates were reduced from 34% of taxable
incomein fiscal 2001 to 30%in fiscal 2002. This lowering of income tax rates reduced the income tax expense
we recognised in our accounts for fiscal 2001 from fiscal 2000 by A$56 million.

In fiscal 2000, our effective tax rate decreased from 34.4% in fiscal 1999 to 31.3%. However, the rate in fiscal
2000 took into account the future income tax rates that applied from 1 July 2000 that affect the rates at
which we record future income tax benefits and deferred income tax balances at 30 June 2000. Australian
company income tax rates were reduced from 36% of taxable income in fiscal 2000 to 34% in fiscal 2001. This
lowering of income tax rates reduced the income tax expense we recognised in our accounts for fiscal 2000
from fiscal 1999 by A$172 million.

New business ventures

As part of our strategy to expand our operations outside Australia, we invested in new ventures in Asia
during fiscal 2001.

95



Telstra Corporation Limited and controlled entities

Reach

In February 2001, we sold our global wholesale business, including some offshore controlled entities, to
Reach in exchange for 50% ownership in Reach and cash of US$375 million (A$680 million). We obtained an
independent valuation of our global wholesale business as at 31 January 2001, which resulted in a fair value
of US$1.3 billion (A$2.37 billion) being placed on this business.

We recognised a profit on the sale of US$935 million (A$1,704 million). Under Australian GAAP, 50% of the
gain, or A$852 million was deferred and will be recognised in the share of net profits (losses) of associates
and joint venture entities line in our statement of financial performance over 20 years. The profit impact of
the sale after taxation in fiscal 2001 was A$875 million.

Under Australian GAAP, Reach’s profit in fiscal 2001 was A$160 million. After taking into account goodwill
amortisation and deferred profit amortisation, we recognised A$48 million equity accounted profit on our
50% interest in Reach in fiscal 2001.

Regional Wireless Company (RWC)

In February 2001,we also acquired a 60% ownership interest in RWC, which in turn owns 100% of Hong Kong
CSL. We paid US$1,694 million (A$3,085 million), including incidental acquisition costs, to acquire this
controlling interest.

Upon completion, in accordance with Australian Accounting Standards, a valuation was undertaken to
determine the fair value of ourinvestment. Theindependent valuation of RWCwas US$1,900 million (A3,477
million), placing a value of our 60% share at US$1,140 million (A$2,086 million). The difference between the
valuation obtained as at 31 January 2001 and the purchase price valued at October 2000 is principally due
to the movement in global telecommunication asset prices between the signing of the agreements and
completion. This has resulted in a write-off of costs associated with our acquisition of RWC of A$999 million.

On consolidation of RWC, we have recognised goodwill on acquisition of A$1,461 million, which will be
amortised over 20 years. On acquisition, other intangibles recognised included Hong Kong CSL’s brands of
A$212 million, a customer base of A$468 million and spectrum licences of A$79 million which are amortised
over their estimated useful lives.

Pccw

Alsoin February 2001, we purchased a convertible note from PCCW for US$750 million (A$1,372 million). The
convertible note has a term of 6 years, with an interest coupon of 5% for the first four years and 7% for the
remaining two years. Interest compounds quarterly and accrues on the principal amount of the note.
Interest is paid when the principal amount of the note is redeemed. After four years, PCCW have an option
to pay interest as incurred. At our option, half of the principal amount of the note is redeemable after four
years and the remainder at the end of six years. The principal amount is redeemable at any time by PCCW.
The note is convertible into PCCW shares at our option at any time at a particular conversion price and,
subject to certain share price hurdles, is convertible at PCCW’s option at the end of four years and six years
at the same conversion price. This convertible note is secured by half of PCCW’s 50% interest in Reach.
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Liquidity and capital resources
Capitalisation

Table 20 shows our capitalisation in accordance with Australian GAAP as at 30 June 2001.

Table 20 - Capitalisation

As at 30 June 2001
(in millions)
A$ uss®@
Cash® . 1,077 549
Short-termdebt® . . . ... 2,604 1,328
Long-term debt
Telecom/Telstra bonds (unsecured). . . . .. ................ 2,193 1,119
Loans (unsecured). . . . . . . ... . e 9,163 4,673
Financedleases . . . . . ... ... . . . . ... 30 15
Totallong-termdebt . . . .. ... ... .. .. ... ... .. 11,386 5,807
Shareholders’ equity
Ordinary shares (12,866,600,200 fully paid ordinary shares issued) . . 6,433 3,281
Reserves. . . . . . . . 11 6
Retained profits . . . .. ... ... ... . .. . . . . L 6,795 3,465
Minorityinterests ® . . .. ... 483 246
Total shareholders’ equity . . . .. ... ... .. ... ... .. ... .. 13,722 6,998
Total capitalisation® . ... ... ... 27,712 14,132
@ For purposes of calculating net debt, we also had other interest bearing financial assets of A$2,013 million.
) Translated at the noon buying rate on 30 June 2001 of A$1.00 = US$0.51. The noon buying rate on 21 September
2001 was A$1.00 = US$0.4841.
G) " Includes the current portion of long-term debt.
“) Minority interests are not classified as shareholders’ equity under US GAAP.
;Z Total shareholders’ equity under US GAAP is A$17,795 million. Refer to note 30 of the audited financial statements.

Total capitalisation consists of short-term debt, long-term debt and shareholders’ equity, including minority
interests.

Table 21 provides information regarding our cash flows and liquidity during the three-year period.

Table 21 - Cash flow data

Year ended 30 June

2001 2000 1999

(in millions)
A$ A3 A$
Net cash provided by operating activities. . . ... ... ... ... .. 6,599 6,547 6,574
Net cash used ininvesting activities . . . .. .............. (6,370) (4,896) (4,064)
Net cash provided by (used in) financing activities . . . . . ... .. 94 (1,881) (2,484)
Net increase/(decrease)incash . .. ................... 323 (230) 26

Net cash provided by operating activities

Our primary source of liquidity is cash generated from operations. Net cash provided by operating activities
is after interest paid and received.
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During the three-year period, net cash provided by operating activities has remained relatively flat
reflecting increased receipts from customers which have been largely offset by higher taxation and interest
payments, and to a lesser degree, increased payments to suppliers and employees.

In fiscal 2001, net cash provided by operating activities was negatively affected by payment of an extra tax
instalment required by the introduction of the new tax system, which amounted to A$274 million, and
additional interest payments relating to the funding of our investments in RWC and the PCCW convertible
note.

Net cash used in investing activities

Net cash used in investing activities represents amounts paid for capital assets, trademark, licences and
investments, offset by cash receipts from the sale of capital assets and investments. During the year, we
committed a substantial amount of capital and other resources to upgrade and rationalise our network
infrastructure and improve many of our systems.

Table 22 below summarises the net cash we used in investing activities during the three-year period.

Table 22 - Net cash used in investing activities

Year ended 30 June

2001 2000 1999

(in millions)
A$ A$ A$
Switching. . . ... .. 735 647 626
Transmission. . . . . ... .. L 429 693 602
Customeraccess. . . . . . . e e 971 1,285 864
Mobile telecommunicationsnetworks. . . . . ... ... .. .. 390 628 616
Broadbandnetwork . . ... ... ... . L 33 30 34
International telecommunications infrastructure. . . . . ... ... 100 125 138
Capitalisedsoftware . . .. ........ ... ... ... ........ 737 599 502
Other . . . . . . . 749 722 926
Sub total capital expenditure . . . . ... ... .. o L. 4,144 4,729 4,308
Capitalised interest includedinabove . . . . ... ... ........ (108) (125) (92)
Capital expenditure excluding capitalised interest . . . . ... ... 4,036 4,604 4,216
Add: patents, trademarks and licences (including 3G spectrum) . . 332 101 58
Add:investments . . ... ... ... 3,236 598 112
Capital expenditures (excluding interest) and investments . . . . . 7,604 5,303 4,386
Sale of capital equipment, investmentsand other . . ... ... .. (1,234) (407) (322)
Net cash used ininvesting activities . . . .. .............. 6,370 4,896 4,064
Capital expenditures (including interest) and investments . . . . . 7,712 5,428 4,478

Over the three-year period, capital expenditure and investments increased primarily as a result of increased
expenditure on investments and to a lesser degree patents, trademarks and licences, offset in part through
higher proceeds from the sale of capital equipment and investments. Infiscal 2001, our capital expenditures
declined compared to fiscal 2000, as the level of activity on rehabilitation of our customer access network
declined from its peak in fiscal 2000 and rollout of our CDMA digital mobile network neared completion.
Capitalised software has increased over the three-year period reflecting the higher level of activity on
systems to support new products and services such as ADSL.
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Our principal cash investments during fiscal 2001 included:

e A$3,056 million to acquire a 60% interest in RWC; and
e A$%46 million additional investment in FOXTEL.

Our principal cash investments during fiscal 2000 included:

» A$208 million additional investment in Computershare;

e A$103 million in Solution 6;

» A$63 million to acquire the remaining interest in Pacific Access; and
e A$33 million additional investment in FOXTEL.

In fiscal 1999, our investments included:

* A$84 million acquisition of 5% interest in Computershare; and
e A$20 million additional investment in FOXTEL.

We expect to incur future capital expenditures in areas including:

» thedevelopment of infrastructure and new products and services to meet the changing needs of our
customers;

e our DMO programme;

» the provision of additional coverage and depth for our digital GSM and our digital CDMA mobile
telecommunications networks;

e upgrading and remediating our customer access network;

» development of on-line products and services, especially associated with the internet and
telstra.com®;

» the provision of enhanced telecommunications services to remote customers;
e internal business support infrastructure such as enhanced financial and IT systems; and
e investment in or acquisition of enterprises that complement and fit within our growth strategy.

We expect that our cash flow from operating activities and available borrowings will be sufficient to meet
our anticipated capital expenditure and investment requirements.

Net cash provided by (used in) financing activities

In fiscal 2001, we experienced a net inflow from financing activities of A§94 million compared with an
outflow from financing activities of A$1.9 billion in fiscal 2000. This change was principally driven by a
reductionindividends paid of A$2.1 billion following a special dividend of A$2,059 million declared in respect
of fiscal 1999 but paid in fiscal 2000, combined with an increase in cash from borrowings of A$1.3 billion.
These were offset in part by the investment in a PCCW convertible note for A$1.4 billion. In fiscal 2000,
compared to fiscal 1999, the decrease in cash used in financing activities of A$603 million was driven by the
netincrease in borrowings of A$3,176 million offset by an increase in dividends paid of A$2,573 million
largely reflecting the special dividend payment made in fiscal 2000.

For fiscal 1999, we declared total dividends of A$4,247 million, comprising ordinary dividends of A$2,188
million and a special dividend, payable as part of the final dividend of A$2,059 million. To replenish our
working capital after the payment of the final dividend of A$3,346 million in the first half of fiscal 2000, we
increased our borrowings.
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Capital resources

Cash and cash equivalents at the end of fiscal 2001 were A$1,077 million, compared with A$751 million in
fiscal 2000 and A$979 million in fiscal 1999. At 30 June 2001, our total debt was A$13,990 million with net
debt of A$10,630 million after deducting cash of A$201 million, other interest bearing financial assets of
A$2,889 million and loans to employees of A$270 million. Approximately 26% of our total debt consisted of
domestic borrowings with the balance sourced from a variety of offshore markets. Our current debt that
matures in less than 12 months comprised approximately 19% of our total debt, which had an average
maturity of approximately four years. For a summary of the maturity profile of our debt, see note 16 -
Borrowings - to our financial statements that are included with this annual report.

We have access to A$600 million and US$150 million of committed standby bank lines and A$1.25 billion of
an undrawn committed syndicated loan is available until September 2005. These standby lines comprise
bilateral arrangements with 7 banks which fall due for renewal at various times throughout the year. We
have 3 commercial paper programmes with a total borrowing capacity of A$2 billion, US$4 billion and Euro
4 billion. In each case, we issue commercial paper through dealers on a best endeavours basis. Our
commercial paper facilities are not committed and do not provide guaranteed access to funds.

Other than borrowings in foreign currency specifically held as hedges against foreign currency assets, all
foreign currency borrowings are fully hedged at drawdown to A$ equivalents using cross currency swaps
and we do not use derivatives for speculative purposes. Our foreign currency exchange risk is managed
centrally by our treasury which is part of our Finance & Administration business unit. For additional
information regarding our foreign currency position and the management of our foreign currency exchange
risk, see “Quantitative and Qualitative Disclosure about Market Risk” and note 29 to our consolidated
financial statements.

We had net current liabilities of A$3,026 million at 30 June 2001, A$4,532 at 30 June 2000 and A$5,600 million
at 30 June 1999.

In fiscal 2001, our negative working capital decreased largely due to an increase in trade receivables and
reductions in current borrowings and provisions. These were offset in part by increased trade creditors and
revenue received in advance. In fiscal 2000, our negative working capital decreased due to the payment of
a special dividend in October 1999 which was provided for in fiscal 1999. This was offset in part by higher
short-term borrowings and higher receivables.

Our current liabilities are typically in excess of our current assets, which is in common with most
international telecommunications companies. We believe that our negative working capital position does
not create a liquidity risk because we can delay the timing of our discretionary capital expenditures should
cash inflows from our diverse customer base diminish at any pointin time. Also, our standby bank lines and
commercial paper programmes provide us with additional sources of liquidity, should the need arise.

Segment information

Our business is currently organised and managed along business unit lines as described under “Information
on the Company - Organisational structure”.

The following areas qualify as reportable segments under Statement of Financial Accounting Standards No.
131 for fiscal 2001 and comparatives for prior years have been derived based on the new structure:

e Telstra Retail (including Telstra Country Wide™);
e Telstra OnAir™,;

e Telstra International; and

e Infrastructure Services and Wholesale.
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Telstra Country Wide™ and Telstra Retail have been combined as a single reportable business segment for
reconciliation and disclosure purposes, as they are considered substantially similar. Network Design and
Construction and Corporate Centre functions are not reportable segments and have been aggregated in the
“Other” segment. More detailed information is provided in “Information on the Company - Organisational
structure”.

Our analysis of results by segment for the three-year period

Our reporting structure has altered considerably over the last three years. While we have reconstructed our
segment reporting for fiscal 2000 and fiscal 1999 on the basis of the reporting structure for fiscal 2001, our
analysis of the results is confined to fiscal 2001 compared with fiscal 2000. A more detailed discussion and
analysis of the changes in our operating revenues in our major product groups, and our principal operating
expense categories, is provided above in “Operating revenue” and “Operating expenses”, respectively.

Table 23 provides a summary of our revenues and results for each of our business segments. For more
information on our business segment results, see note 5 to our consolidated financial statements included
with this annual report.

Table 23 - Segment summary data

Year ended 30 June

2001 2000 1999 2001/2000 2000/1999
(in millions) (% change)
A$ A$ A3
Sales revenue from external customers
TelstraRetail . .. .............. 11,558 12,451 12,308 (7.2) 1.2
TelstraOnAiIr™ . . ... ... ... ..... 3,145 3,002 2,656 4.8 13.0
Telstra International. . . . ... ... ... 1,265 1,183 1,176 6.9 0.6
Infrastructure Services & Wholesale . . . 2,437 1,799 1,390 35.5 29.4
Profit before interest and income tax
expense?
TelstraRetail .. ............... 3,720 4,098 4,026 (9.2) 1.8
TelstraOnAir™ . . .. .. ... ....... 771 761 477 1.3 59.5
Telstra International. . . . ... ... ... (137) 365 173 (137.5) 111.0
Infrastructure Services & Wholesale . . . 1,524 901 684 69.1 31.7
Total assets®
TelstraRetail . .. ... ........... 26,422 19,882 15,751 32.9 26.2
TelstraOnAiIr™ . . .. .. ... .. ..... 3,066 2,257 1,483 35.8 52.2
Telstra International. . . . ... ... ... 2,629 2,288 1,933 14.9 18.4
Infrastructure Services & Wholesale . . . 21,823 21,744 20,953 0.4 3.8

@) Generally, most internal charges between business segments are charged on a direct cost recovery basis.
These include internal funding arrangements that are offset by amounts in the category “Other” shown in note 5 to the financial statements but not
included in this summary of reportable segments.
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Telstra Retail and Telstra Country Wide™

Telstra Retail is responsible for our residential, business and government customers, other than wholesale
services whichinfiscal 2001 were provided by Infrastructure Services & Wholesale, mobile services which are
provided by Telstra OnAir™, and those customers included in Telstra Country Wide™.

Telstra Country Wide™ is responsible for customers that reside and operate outside the mainland major
metropolitan areas, in all of Tasmania, the Northern Territory and overseas territories.

Salesrevenueinthe Telstra Retail segmentis principally made up of revenues from basic access, local calls,
national long distance, international telephone services, data and internet services and directory services.
Our revenue for fiscal 2001 was 7% lower than in fiscal 2000, mainly due to the application of more
prescriptive rules on revenue recognition to our accounts (see note 3 (c) to our consolidated financial
statements included with this annual report). The unusual item for the SAB101 cumulative adjustment
decreased Telstra Retail segment revenue by A$745 million.

Excluding this adjustment, Telstra Retail sales revenue declined, principally due to a general downturn in
economic activity and reduced pricing and market share as a result of competition particularly in local,
international and domestic long distance markets. The lower revenue from these markets was offset in part
with continued strong growth in data and internet services.

Profit before interest and income tax expense fell in fiscal 2001 by 9.2%. This was due to largely to the
decline in this segment’s sales revenue.

Telstra OnAir™

Telstra OnAir™ is responsible for our mobile and wireless networks and associated systems within Australia
and all mobile retail sales and after sales support, customer service, product development and pricing.

Sales revenue principally includes revenue from mobiles goods and services detailed in “Operating
revenue” above, including the negative adjustment of A$34 million to reflect the effect of SAB 101 on our
mobiles business.

Revenue from terminating traffic from either our own fixed line or mobile networks or those of our
competitorsis notincluded in this segment. Revenue growth in this segment was relatively modest in fiscal
2001, at 4.8%. This growth was principally due to:

» increased services in operation and usage driven by revised pricing tariffs, promotional offerings and
overall market growth;

e increased prepaid sales;

» higherrevenue from international roaming positively impacted by the Sydney Olympics; and

e strong growth in our short messaging service.

Profit before interest and income tax expense remained relatively flat with cost increases offsetting the
modest revenue growth. Increased costs during the year included:

» directly variable costs associated with service contracts;

e labour costs driven by increased staff in response to growth in services in operation and increasing
specialised product development needs; and

* payments to other carriers associated with increased international roaming activity.

Theseincreased costs were slightly offset by a reduction in deferred mobile handset subsidies in fiscal 2001.
We changed our accounting policy associated with the treatment of mobile handset subsidies for fiscal 2000
as described above in “Operating expenses - Direct cost of sales”.
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Infrastructure Services and Wholesale

In fiscal 2001, Infrastructure Services and Wholesale was responsible for planning, design, construction and
operation of our domestic fixed communication networks and associated systems to deliver technology
solutions, customer service installation and repairs and provision of domestic wholesale products and
services to other carriers and carriage service providers.

Sales revenue is made up of revenue from our intercarrier services and wholesale data, internet, local calls
and basic access services. Revenue grew strongly by 35.5% in fiscal 2001. Growth in the overall mobile
telecommunications market and our competitors’ share of the national long distance market in particular,
has supported growth in intercarrier services. Wholesale basic access revenue grew with increased shared
use of mobile towers and general access to exchanges. Wholesale local call resale continued to grow, as
strong competition resulted in a decline in our retail customers offset by an increase in our wholesale
customer base. Growth in other contestable products, particularly broadband and internet related
products, was also achieved through more market driven pricing and offerings.

Profit before interest and income tax expense also grew as a result of the higher revenue and cost
containment efforts. Despite increases to depreciation and amortisation costs associated with continued
capital expenditure, and further increases in payments to other carriers or carriage service providers, other
costs were reduced through productivity gains, aggressive cost management and cessation of Y2K and GST
projects.

Telstra International

Telstra International manages our interests in the Asia-Pacific region, including Reach and RWC, and our
operations in Vietnam, India, Singapore, New Zealand, Japan and Sri Lanka.

Sales revenue was significantly affected our new investments in Asia. Our sales revenue for this segment in
fiscal 2001 included consolidated revenue from RWC, effective 1 February 2001. Offsetting this additional
revenue was the elimination of sales revenue from our global wholesale business following its sale to Reach
effective 1 February 2001. We now equity account for our share of Reach’s results.

Profit before interest and income tax expense in this segment was negative in fiscal 2001 primarily due to
elimination of profit from our global wholesale business and unusual expenses of A$1,520 million relating
tothesale of the global wholesale business and controlled entities to Reach and A$999 million related to the
writedown of our investment in RWC. Our results for fiscal 2001 were impacted by equity accounted losses
in associates.

Research and development

Our research and development activities cover diverse areas of our business and focus on developing new
competitive products for our customers. In fiscal 2001 we spent A$29 million on our research and
development, compared with A$29 million in fiscal 2000 and A$34 million in fiscal 1999. These amounts do
not include the labour and depreciation associated with the research and development activities.

Changes in accounting policies

In fiscal 2000, we changed our accounting policy regarding the treatment of mobile handset subsidies so
that where mobile handsets are sold as part of service contracts for two years and greater, the cost of the
subsidy is written off over two years rather than expensed in the year the contract is signed.
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We adopted SAB 101 “Revenue Recognition”, the effect of which is described above in “Operating revenue”.
Further information regarding the changes in our accounting policies is provided in note 1.8 to our
consolidated financial statements included with this annual report.

The effect of adopting SAB 101 on our revenue, expenses (before interest and taxation), assets and liabilities
is summarised in the table below:

Revenue Expenses Deferred
(Reduction) Reduction EBIT Deferred Asset  Revenue
(in millions)
A$ A3 A3 A3 A$
Basic access
effectto1July2000 . ... ......... (539) (539) - 539 539
effectinfiscal2001. . . . . ... ... ... (1) (1) - 1 1
(540) (540) - 540 540
Yellow Pages®
effectto1July2000 . ... ......... (204) - (204) (3) 200
effectinfiscal2001. . . . . ... ... ... (1) - (1) (16) (14)
(205) - (205) (19) 186
Mobiles
effectto1July2000 . . ... ........ (34) (34) - 34 34
effectinfiscal2001. . ... ... ...... - 14 (14) (14) -
(34) (20) (14) 20 34
Totalofallproducts . . .. ........... (779) (560) (219) 541 760
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Directors

As at 29 August 2001, our directors were as follows:

Year
Year of initial Year last appointment
Name Age Position appointment re-elected” expires
Robert C Mansfield 50 Chairman 1999 - 2002
John T Ralph 68 Deputy Chairman 1996 2000 2003
Zygmunt E Switkowski 53 Chief Executive Officer,
Managing Director 1999 - -

N Ross Adler 56 Director 1996 1998 2001
Sam H Chisholm 61 Director 2000 - 2003
Anthony J Clark 62 Director 1996 1999 2002
John E Fletcher 50 Director 2000 - 2003
Malcolm G Irving 71 Director 1997 1999 2002
Catherine B Livingstone 45 Director 2000 - 2003
Donald G McGauchie 51 Director 1998 - 2001
Elizabeth A Nosworthy 55 Director 1991 1998 2001
John W Stocker 56 Director 1996 1999 2002

() Other than the chief executive officer, one third of directors are subject to re-election by rotation each year.

Mrs Moar, Mr Roberts and Mr Vizard retired during the year, and Mr Chisholm, Mr Fletcher and
Ms Livingstone were appointed to the board.

A brief biography for each of the directors as at 29 August 2001 is presented below:

Robert C Mansfield - AO, BCom, FASA, CPA

Age 50

Chairman

Director since November 1999 and Chairman since January 2000

Chairman, CDS Technologies Pty Ltd and Starlight Children’s Foundation Australia; Director, McDonald’s
Australia Ltd, Datacraft Asia Ltd and Dimension Data Holdings plc; formerly Chief Executive Officer of
McDonald’s Australia Ltd, Wormald International Ltd, Optus Communications Ltd and John Fairfax
Holdings.

John TRalph - AC, FCPA, FTSE, FAICD, FAIM, FAusIMM, Hon LLD (Melbourne & Queensland), DUniv(ACU)
Age 68

Deputy Chairman

Director and Deputy Chairman since October 1996

Chairman, Commonwealth Bank of Australia and Pacific Dunlop Ltd; Director, BHP Billiton Ltd and BHP
Billiton plc; Chairman, Australian Foundation for Science; Deputy National Chairman, Foundation For
Young Australians; Member, Board of Melbourne Business School and Board of Advisers of the Global
Corporate Governance Advisory Board Egon Zehnder International.
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Zygmunt E Switkowski - BSc (Hons), PhD

Age 53

Chief Executive Officer and Managing Director

Managing Director and Chief Executive Officer since March 1999

Dr Switkowski has been Chief Executive Officer of Optus Communications Ltd and Chairman and Managing
Director of Kodak (Australasia) Pty Ltd. He is a Director of Reach Ltd, Foxtel and the Business Council of
Australia.

N Ross Adler - AO, BCom, MBA
Age 56
Director since October 1996

Chairman, Austrade, the Board of the Art Gallery of South Australia and the World Congress on Information
Technology 2002; Director, Commonwealth Bank of Australia; Chairman Finance Committee and Council
Member, Adelaide University.

Sam H Chisholm
Age 61
Director since November 2000

Formerly Chief Executive and Managing Director, British Sky Broadcasting Ltd and Executive Director, News
Corporation Ltd (1990 - 1997); previously Chief Executive and Managing Director, Nine Network Australia Ltd
(1973 - 1990).

Anthony J Clark - AM, FCA, FCPA, FAICD
Age 62
Director since October 1996

Chartered Accountant; formerly Managing Partner KPMG NSW 1992 - 1998; Chairman, Maritime Industry
Finance Company Ltd; Deputy Chairman, Australian Tourist Commission; Director, Amalgamated Holdings
Ltd Group, Ramsay Health Care Ltd and Carlton Investments Ltd.

John E Fletcher - FCPA
Age 50
Director since November 2000

Managing Director and Chief Executive Officer of Coles Myer Ltd from 10 September 2001. Former Chief
Executive and Managing Director, Brambles Industries Ltd (retired 1 August 2001). Mr Fletcher was
employed by Brambles in various management positions for 27 years including an assignment in Europe.
Director, Sinclair Knight Merz Pty Limited; Member, Australian-German Chamber of Industry and Commerce.

Malcolm G Irving - AM, BCom, Hon DLit
Age 71
Director since July 1997

Chairman, Keycorp Limited, ADI Ltd, Willis Australia Ltd Group and Cabonne Ltd; Director, Caltex Australia
Ltd.
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Catherine B Livingstone - BA (Hons), CA
Age 45
Director since November 2000

Director, CSIRO, Export Finance and Insurance Corporation (EFIC), Goodman Fielder Ltd, Q-Vis Ltd, Rural
Press Ltd, Australian Business Foundation and the Sydney Institute; Member, Department of Accounting
and Finance Advisory Board and Division of Economic and Financial Studies Advisory Board, Macquarie
University; former Managing Director, Cochlear Ltd.

Donald G McGauchie
Age 51
Director since September 1998

Senior Partner, C&E McGauchie - Terrick West; Chairman, WoolStock Australia Ltd; Deputy Chairman,
Australian Wool Testing Authority Ltd; Director, Reserve Bank of Australia, Ridley Corporation Ltd, National
Foods Ltd, GrainCorp Ltd, Australian Centre for International Agricultural Research and International Policy
Council Agriculture Food and Trade; Member, Foreign Affairs Council.

Elizabeth A Nosworthy - BA, LLB, LLM
Age 55
Director since December 1991

Chairman, Stanwell Corporation Ltd; Director, David Jones Ltd, GPT Management Ltd, RP Data Ltd,
Queensland Treasury Corporation, City of Brisbane Arts and Environment Ltd and Foundation for
Development Cooperation Ltd; Councillor, Australian National University.

John W Stocker - AO, MB, BS, BMedSc, PhD, FRACP, FTSE
Age 56
Director since October 1996

Chairman, Grape and Wine Research and Development Corporation and Sigma Company Ltd; Director,
Cambridge Antibody Technology Group plc, Circadian Technologies Ltd and Nufarm Ltd; Principal, Foursight
Associates Pty Ltd; former Chief Scientist, Commonwealth of Australia.
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Senior management
The executive officers who are not directors are:
Name Position Year appointed to Year appointed to
position Telstra

Bruce Akhurst Group Managing Director, Telstra Wholesale, Media, Legal &

Regulatory and Group General Counsel 1999 1996
Doug Campbell Group Managing Director, Telstra Country Wide™ 2000 1989
David Moffatt Group Managing Director, Finance & Administration and Chief

Financial Officer 2001 2001
Gerry Moriarty Group Managing Director, Infrastructure Services 2000 1993
Brian Pilbeam Managing Director, Corporate Relations 2000 1998
Ted Pretty Group Managing Director, Telstra Retail 2000 1997
Bill Scales Managing Director, Human Resources, Chief of Staff 2000 2000
Dick Simpson President, Telstra International 2001 1999
David Thodey Group Managing Director, Telstra OnAir™ 2001 2001

A brief biography of each of the executive officers who are not directors, is as follows:
Bruce J Akhurst - BEc (Hons), LLB,

Mr Akhurst has recently assumed responsibility for Telstra Wholesale. In addition, he retains responsibility
for Telstra’s digital media strategy (including our investment in Foxtel) and for Legal and Regulatory. He
joined Telstra as General Counselin 1996 and became Group Managing Director, Legal & Regulatory in 1999.
Before joining Telstra, he was managing partner at a national law firm.

Douglas C Campbell - BEng, FAICD

Mr Campbell has 30 years experience in the telecommunications industry. He was formerly Group
Managing Director, Wholesale & International and Group Managing Director, Network and Technology of
Telstra. He has also been the Deputy Managing Director of Telecom and President of Canadian National
Communications. Heis a Fellow of the Australian Institute of Company Directors and of the Institute of
Engineers, Australia.

David Moffatt - BBus (Mgt), FCPA

Prior to joining Telstra, Mr Moffatt was Chief Executive Officer, General Electric - Australia and New Zealand.
Prior to that, he was CEO, GE Capital - Australia and New Zealand, where he planned and managed GE
Capital’s entry into Australia and New Zealand. Before joining GE, Mr Moffatt was the Chief Financial Officer
of Palmer Tube Mills. He has also held leadership positions with Citibank and Bain & Company.

Gerry Moriarty - AM, FTSE, FIEAust, BEng (Hons)

Mr Moriarty has more than 30 years experience in the telecommunications and broadcasting industries.

Prior to joining Telstra, he held senior executive positions with the ABC, TVNZ, Broadcast Communications
Ltd and NZBC. In June 2001, Mr Moriarty was awarded membership of the General Division of the Order of
Australia for (amongst other things) service to the information technology and telecommunication sectors.
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Brian Pilbeam

Mr Pilbeam manages external affairs and corporate communication, including government and media
relations, employee communications, customer relations, cross-company public affairs and issues
management. He joined Telstra in May 1998 to lead the technology delivery, marketing and stakeholder
management elements of Telstra’s support of the Sydney 2000 Olympic Games. Previously Mr Pilbeam was
head of Asia-Pacific marketing, communications and public affairs for Eastman Kodak Company.

Ted N Pretty - BA, LLB (Hons)

Prior to joining Telstra, Mr Pretty was a director of Optus Communications and an adviser to BellSouth
Corporation. Mr Pretty was previously a partner in one of Australia’s leading telecommunications,
regulatory and media law firms. Mr Pretty was initially appointed to the position of Managing Director of
the International Division of Telstra, responsible for Telstra’s investments and operations worldwide and
then Group Managing Director, Convergent Business.

Bill Scales - AO

Mr Scales manages personnel, organisation effectiveness, health and safety, remuneration, training and
leadership development programmes. He was Secretary of the Victorian Department of Premier and
Cabinet. For 6 years Mr Scales was Chairman and CEO of the Industry Commission and before that was
Chairman and CEO of the Automotive Industry Authority. Prior to his involvement with governments, Mr
Scales held general management positions in the manufacturing sector.

Dick Simpson

Before joining Telstra, Mr Simpson served as Chief Operating Officer at NRMA. He was previously the
Director, Residential Division at Cable & Wireless Optus and prior to that the Managing Director for Unisys
Australia and New Zealand, having started his career in IBM. Mr Simpson was formerly Group Managing
Director, Telstra OnAir™ (including International).

David Thodey - BA

David Thodey joined Telstra in 2001 after a distinguished 22 year career with IBM. He was formerly CEO and
Managing Director of IBM Australia/New Zealand and held a variety of senior management positions with
the company both in Australia and abroad. He is on the advisory board of the Macquarie Graduate School
of Management and the Australian Institute of Company Directors.

During fiscal 2001, the following executive officers completed service with us:

e PaulRizzo, former Group Managing Director, Finance and Administration; and
e Robert Cartwright, former Group Managing Director, Employee Relations.

Business address
The business address for each of the above directors and officers is:

¢/- the Company Secretary
Telstra Corporation Limited
Level 41, 242 Exhibition Street
Melbourne Vic 3000
Australia.
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Compensation of directors and officers

For fiscal 2001, the aggregate amount of remuneration earned by the directors and executive officers as a
group was A$14 million. Executive officers refers to not only those who hold these positions as at 29 August
2001 but also those who completed their service with us during the year as described under “Directors” and
“Senior management”.

This amount consists of:

» A$810,000 that has been set aside or accrued during fiscal 2001 to provide pension and retirement
benefits; and
» A$13.19 million representing remuneration, other than amounts for pension and retirement benefits.

Our Group Managing Directors, as shown under “Directors, Management and Employees - Senior
management”, participatein two incentive plans and amounts paid and accrued under these plans for fiscal
2001 are included in the above remuneration figures.

Emoluments for board members and senior executives
Remuneration strategy and relationship to company performance

Telstra’s senior manager remuneration strategy is designed to provide competitive total reward levels
conditional upon the achievement of business improvement and personal performance accountabilities.
Senior manager total remuneration has a variable, or “at risk” component dependant on achievement of
defined goals. For achievement targeted performance, a senior manager’s at risk component could be
higher at the discretion of the Appointments and Compensation Committee of the board. Incentive plans
and personal performance reviews are based on fundamental improvement drivers and increased
shareholder value.

Non-executive directors’ remuneration

Remuneration for non-executive directors for fiscal 2001 was comprised of a fixed annual base fee, share
allocation through DirectShare and superannuation. Directors also receive reimbursement for reasonable
travelling, accommodation and other expenses incurred in travelling to or from meetings of the board or
committees or when otherwise engaged on the business of the company in accordance with board policy.

Name Position Basefee DirectShare Totalfee Otherbenefits™”  Total
A$ A$ A$ A$ A$

Robert Mansfield . . . .. .. Chairman and Director 196,000 44,000 240,000 19,200 259,200
JohnTRalph. .. ... .. .. Deputy Chairman 98,000 22,000 120,000 9,600 129,600
NRossAdler . ......... Director 61,250 13,750 75,000 6,000 81,000
Sam H Chisholm™). . . . . .. Director® - - - - -
AnthonyJClark . .. ... .. Director 53,083 11,917 65,000 5,200 70,200
John EFletcher . ....... Director® 32,198 8,049 40,247 3,219 43,466
Malcolm G Irving . . . . . .. Director 61,250 13,750 75,000 ) 75,000
Catherine B Livingstone . . .  Director? 32,198 8,049 40,247 3,219 43,466
Donald G McGauchie. . . . . Director 53,083 11,917 65,000 5,200 70,200
CeciliaAMoar . . .. ..... Director® 19,802 5,421 25,223 47,980 73,203
Elizabeth A Nosworthy. . . .  Director 73,500 16,500 90,000 7,200 97,200
Christopher | Roberts . . . . . Director® 19,802 5,421 25,223 164,980 190,203
John W Stocker . . ... ... Director 61,250 13,750 75,000 6,000 81,000
Stephen W Vizard. . . . . . . Director® 19,802 5,421 25,223 81,980 107,203

(W Other benefits include superannuation and payments on retirement.
@ pirector from 17 November 2000.

() Retired as a director on 17 November 2000.

) Fee declined by director’s choice.

©) Superannuation not applicable.
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DirectShare

From 1 August 2000, directors received 20% of their remuneration by way of restricted Telstra shares through
the DirectShare Plan. The shares were purchased on market and allocated to the participating director at
market price. The shares are held in trust for a period of 5 years unless the participating director ceases
earlier with the Telstra Group.

Senior executive remuneration
Our senior manager remuneration strategy provides competitive remuneration aimed at:

» aligning managers’ rewards with shareholders’ interests;
e supporting business plans and corporate strategies; and
* rewarding performance improvement.

Senior managers participate in an annual performance review process that assesses the individual’s
performance against set key accountabilities. Performance against these accountabilities impacts directly
on their annual incentive payments and salary movements.

Senior executive remuneration components
Our senior manager remuneration consists of fixed and variable components:
* Fixed remuneration

Total employment cost accounts for the total cost of all fixed remuneration items and is made up of
salary, company superannuation contributions and benefits including fringe benefits tax.

e Variable remuneration

Variable remuneration includes an annual incentive and a long-term incentive, both designed to
reward managers for performance against set targets.

¢ Short-term incentive

The management incentive plan rewards senior managers for meeting or exceeding specific key
business objectives, at the corporate, business unit and individual level. The incentive for fiscal
2001 was between 12% and 23% of the total remuneration package, depending on the senior
manager’s role. Measures and targeted achievement levels are reviewed each year to reflect
changes in the business.

e Long-termincentive

A long-term incentive plan based on equity (Telstra Growthshare) was introduced in early fiscal
2000 to progressively replace the cash based long-termincentive plan. As a practical result of the
Telstra Act, we are not able to issue new shares and therefore Telstra Growthshare purchases
existing Telstra shares. Allocations are in the form of restricted shares and options over existing
shares, the right to exercise both of which vests when a performance hurdle is achieved. The
performance hurdle is achieved if the 30 day average of the Telstra accumulation index exceeds
the 30 day average of the All Industrials Accumulation index between the third and fifth
anniversary of allocation. Options are then exercisable up to 10 years after the original date of
allocation. The exercise price is the market price at the time of grant of the options. Restricted
shares generally may not be traded for five years after initial allocation of the rights to obtain the
shares.
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Offers under Telstra Growthshare are made to managers at the discretion of the board. For fiscal
2001 and beyond, between 21% and 34% of total senior manager potential reward was delivered
through Telstra Growthshare. Cumulatively over a five year period the total number of shares
and options over shares delivered through Telstra Growthshare is not expected to exceed 1% of
shares on issue.

Theprevious cash-based long-termincentive was progressively phased out, ceasinginfiscal 2001.
It was athree-yearincentive plan designed to reward senior managers for sustained achievement
of business improvement. Rewards were based on the achievement of return on investment
objectives over a three-year period and are derived from the strategic plan approved by the
board. The plan also included an annual payment based on dividends declared in respect of
earnings. Forfiscal 2001, the actual payments for cash-based long-term incentive comprised 16%
to 27% of the total remuneration package, depending on the senior manager’s role.

Telstra employee share ownership plans

All employees, including our senior managers, who were classed as “eligible employees” at 20 September
1997 and again on 27 August 1999 were eligible to participate in the Telstra Employee Share Ownership
Plans, TESOP 97 and TESOP 99. The terms and conditions of participation in these plans for senior managers
were the same as for all other employees.

Telstra OwnShare

To facilitate increasing their shareholding in us, the board has approved the introduction of a restricted
share plan (Telstra OwnShare) for fiscal 2001 that enables managers eligible for an incentive payment to
state a preference to take that incentive in the form of Telstra shares. The shares were purchased on market
and allocated at market value and held in trust for either a three or five year period (unless the manager
leaves the Telstra Group earlier).
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Senior executive emoluments (current employees)

Australian Corporations Act requires disclosure of the details of the nature and amount of each element of
the emolument of each director and each of the five named officers of the company receiving the highest
emoluments. The information for the chief executive officer, who is also a director, and the five other
officers who received the highest emoluments during fiscal 2001, is provided in the following table:

Name and Position

Remuneration

Telstra Growthshare¥

Variable Variable Restricted
Fixed” Short-term® Long-term @  Other® Total shares Options
A$ A$ A$ A$ A$
Zygmunt Switkowski, Managing 1,150,000 540,000 656,000 832 2,346,832 50,000 300,000
Director and Chief Executive 96,000(6) 464,000(6)
Officer
Ted Pretty, Group Managing 1,000,000 200,000 184,000 - 1,384,000 21,000 120,000
Director, Telstra Retail (6) (6)
Gerry Moriarty, Group Managing 787,500 218,000 210,000 832 1,216,332 28,000 160,000
Director, Infrastructure Services 48,0009  232,000(¢
Douglas Campbell, Group 700,000 199,000 261,000 832 1,160,832 26,000 160,000
Managing Director, Telstra 42,000%  203,000%
Country Wide™
Bruce Akhurst, Group Managing 625,000 234,000 205,000 832 1,064,832 21,000 120,000
Director, Telstra Wholesale, 39,000(6) 188,000(6)
Media, Legal & Regulatory and
Group General Counsel
David Moffatt, Group Managing 314,384 212,500 - 400,000 926,884 40,0007  150,000(”
Director, Finance & Administration
and Chief Financial Officer
Senior executive emoluments (ceased employees)
Name and Position Remuneration Telstra Growthshare(¥
Variable Variable Restricted
Fixed”  Short-term® Long-term @  Other® Total shares Options
A$ A$ A$ A$ A$
Robert Cartwright, former Group 295,342 199,016 148,000 828,578 1,470,936 15,167 86,667
Managing Director, Employee 18,333® 88,333
Relations
Paul Rizzo, former Group 389,315 204,167 216,000 353,292 1,162,774 - -

Managing Director, Finance &
Administration
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Details of allocations to all managers under Telstra Growthshare:

Issue date Total options/ Eligible Exercise Expiry Allocation Market price
restricted shares managers price(“) date date atallocation
allocated participating date®

A$ As

Options 3,370,000 45 8.02 13 Sept 2009 13 Sept 1999 8.02

4,684,200 113 6.28 8 Sept 2010 8 Sept 2000 6.28

168,710 2 6.55 16 Mar 2011 16 Mar 2001 6.55

Restricted shares 573,500 45 n/a 13 Sept 2004 13 Sept 1999 8.02

961,900 112 n/a 8 Sept 2005 8 Sept 2000 6.28

43,817 2 n/a 16 Mar 2006 16 Mar 2001 6.55

(€

(€

(3)

4

®)

(6)

@)

114

This total employment cost is the sum of salary, benefits, all superannuation contributions and fringe benefits tax.

Variable component relates to performance for the year ended 30 June 2001 and is based on actual performance for Telstra and the individual. This
year Telstra has changed its treatment of incentive plans to show figures for actual performance for Telstra and the individual attributed to fiscal
2001 rather than target performance for Telstra and the individual. Fiscal 2001 is the last year of the cash based long-term incentive which has been
replaced by Telstra Growthshare.

Includes the benefit of interest free loans under TESOP 97 and TESOP 99 as well as payments made on commencement of service or cessation of
service.

An option or restricted share represents a right to own a share in Telstra. Generally, options or restricted shares may only be converted to Telstra
shares if a performance hurdle is satisfied in the performance period and a payment of the option price is made. The performance hurdle for options
and restricted shares allocated in fiscal 2000 and 2001 is that the 30 day average Telstra Accumulation Index must exceed the 30 Day Average All
Industrials Accumulation Index at any time during the stated performance period - that is from the third anniversary of allocation up to but not
including the fifth anniversary of allocation. If the performance hurdle is satisfied in the performance period, options may be exercised at any time
before the tenth anniversary of allocation; otherwise they will lapse. If the performance hurdle is satisfied in the performance period, restricted
shares may be exercised at any time before the fifth anniversary of allocation; otherwise they will lapse. Once exercised, they become restricted
trust shares and are held in trust for the manager generally to the fifth anniversary of allocation. The market value was calculated as the weighted
average price at which Telstra’s ordinary shares were traded on the ASX during the 5 days prior to and including the allocation date. If this hurdle
is not achieved they will have a nil value and will lapse. As the achievement of the performance hurdle is uncertain a remuneration value is not
attributed to the restricted shares or options in the above table.

September 1999 GrowthShare allocation at an exercise price of A$8.02. The option valuation adopted simulation methodologies consistent with
assumptions that apply under the Black-Scholes method and returned a fair value of A$1.38 per option. The value of the restricted shares is taken
to be their market price at the allocation date.

September 2000 GrowthShare allocation at an exercise price of A$6.28. The option valuation adopted simulation methodologies consistent with
assumptions that apply under the Black-Scholes method and returned a fair value of A$0.89 per option.The value of the restricted shares is taken to
be their market price at the allocation date.

March 2001 GrowthShare allocation at an exercise price of A$6.55. The option valuation adopted simulation methodologies consistent with
assumptions that apply under the Black-Scholes method and returned a fair value of A$0.80 per option. The value of the restricted shares is taken
to be their market price at the allocation date.
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Directors’ and senior management’s shareholdings in Telstra

As at 29 August 2001
Directors
Number of shares held
Direct Indirect

interest interest Total
RCMansfield . . .. oot e 26,886 82,400 109,286
JT Ralph ...................................... 4,444 50,000 54,444
ZESwitkowski @@ 29,700 76,100 105,800
NRALET .« o o oot 2,153 100,000 102,153
SHChisholm. . . . . .. .. . . . - - -
AJClark. . oo, 11,866 50,000 61,866
JEFletcher. . . . oo 1,237 32,000 33,237
MG Irving ...................................... 26,153 38,000 64,153
CBlLivingstone . . ..... ... ... ... ... . 11,637 5,000 16,637
DGMcGauchie . . ... ... . . .. 1,866 18,700 20,566
EA Nosworthg ................................... 9,583 29,200 38,783
JWStocker. . . . ... e 2,953 50,555 53,508

@ Includes:
e 400 shares acquired with an interest free loan and 200 free shares under the terms of the Telstra Employee Share Ownership Plan 1999;
e 2,000 shares acquired with an interest free loan plus 500 free shares under the terms of the Telstra Employee Share Ownership Plan 1997 and 200
loyalty shares obtained under the “one for ten loyalty offer” available to all employees who participated in the 1997 public offer; and
e 80 loyalty shares received under the “one for ten loyalty offer” available to all employees who participated in the 1999 public offer.
@ During fiscal 2001, Dr Switkowski was granted 96,000 restricted shares and 464,000 options under the terms and conditions of the Telstra Growthshare Trust Deed.
These options and shares are in addition to the above.

Senior management
Number of shares held
Direct Indirect
interest interest Total
Bruce Akhurst . . . . . ... 30,000 - 30,000
DougCampbell .. ... ... ... . . . 9,700 - 9,700
GerryMoriarty. . . ... ... 43,080 - 43,080
TedPretty. . . ... ... ... . . .. 2,000 - 2,000
Employees
As a full service communications company, we continue to be one of Australia’s largest employers.
As at 30 June
2001 2000 1999 1998 1997
Full-time employees. . . . .. . 44,874 50,761 52,840 57,234 66,109

Our full-time employees include full-time staff, fixed-term contracted staff and expatriate staff in overseas
controlled entities and employees who have accepted to transfer to Reach. The figures do not include a full-
time equivalent measure of part-time and casual staff; overtime worked, full and part-time contracted staff;
or ameasure of overseas local hires such as employees of Hong Kong CSL. As at 30 June 2001, Hong Kong CSL



Telstra Corporation Limited and controlled entities

had 1,281 employees. These figures do not include persons involved in work undertaken through
outsourcing arrangements for work previously performed by employees. For these reasons, and due to the
full service nature of our business, we believe that these measures of full-time employees may not be
directly comparable with other telecommunications companies.

In March 2000, we announced that we would reduce our full-time positions by 10,000. Significant progress
has been made in achieving this target by the end of fiscal 2001. As part of this, executive positions have
been reduced by 290 since March 2000.

Thesereductions were partly offset by increases in overall staff numbers as we acquired controlling interests
in other entities such as Advantra Pty Ltd (700 in fiscal 2001), InsNet Pty Ltd (50 in fiscal 2001) and Keycorp
Ltd (340infiscal 2001). Decreases occurred (230 in fiscal 2001) as we divested other entities such as Lawpoint
Pty Ltd and Atlas Travel Technologies Pty Ltd. In addition, increases in positions resulted from our
investment in RWC. Our numbers, as at 30 June 2001, include 222 employees who are to transfer to Reach.
This will not occur until fiscal 2002.

A number of major corporate initiatives facilitated the reductions in our full-time staff, and will continue to
generate ongoing savings into the coming financial year. Examples of these initiatives are:

e the Call Centre Optimisation Project commenced - as part of the NGCR programme, Telstra is
rationalising the number of call centres it operates across the company;

e Telstra established a shared services unit which consolidates corporate support functions into one
area;

e Telstra continued to improve its systems and processes and adopted new technology in its operating
areas;

e Telstrareduced the number of executives in the company by 290; and
e Telstra’s internal IT operations have been outsourced to IBM GSA.

The majority of our Australian employees receive superannuation benefits mainly through the Telstra
Superannuation Scheme and, in the case of some employees who were employed prior to 1990, the
Commonwealth Superannuation Scheme.

Labour relations

We continue to update our staff policies and procedures, and provide managers and staff with a much
simpler and less ambiguous range of employment conditions. Following on from our application, the
Australian Industrial Relations Commission (AIRC) in March this year simplified ten Awards and set aside
one. Thereview was conducted over two to three years, in conjunction with unions, under the provisions of
Item 49, 50 and 51 of the Workplace Relations Act, and has resulted in the number of pages of Award
documentation covering Telstra to be reduced from 420 to 151 pages.

In addition, many employee procedures and processes have been simplified through a programme of
process re-design, making the most of web based and intranet capabilities. As aresult we have significantly
reduced cycle times, improved data integrity and consistency and benefited from real-time system updates.

During this financial year, we negotiated our Enterprise Agreements. In contrast to the previous single
Enterprise Agreement, this time we negotiated four independent Agreements. This was done to allow
Business Units the increased flexibility to best meet their specific operating needs. In addition, this year the
Enterprise Agreements encompass a number of workplace flexibility and efficiency initiatives as well as
replacing the previous classification systems that we had operated over many years. The new classification
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workstreams contain single pay points foreach band replacing the old incremental system. Our agreements
remain in place until December 2002, and they provided the vast majority of staff with a 4% pay increase in
December 2000, and a further 4% increase to be paid in December 2001.

Safety and environment

Our focus on leadership in safety, together with measurable accountabilities through all levels of
management, is strategically designed to reinforce the value we place on our people and their safety. Since
the inception of the Telstra Health and Safety Management System in 1997, we have become a safer place
to work. During fiscal 2001, lost-time injuries reduced by a further 40%, and our lost-time injury frequency
rate reduced from 9 to 7.4.

Our staff are adopting new ways of working that have a positive impact on the environment. Forinstance,
integrated recycling facilities for paper waste and other recyclables are now located at our major offices;
this has resulted in reducing waste going to landfill by over 50% at these sites. Our field staff have access to
on-line waste service provisioning, which provides a high-degree of monitoring and compliance assurance.
We are continually reviewing our internal paper-based processes and progressively developing on-line
alternatives for staff. Areas that have been e-processed during the year include on-line training, internal
newsletters and information bulletins to staff, human resource forms and tools such as application and
ordering forms, employee opinion surveys and staff annual reviews.
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Major shareholders

The shareholdings of each person known by us to be the owner of more than 5% of our voting securities, as
at 31 August 2001, is shown in the following table. The table also shows, as a group, the shareholdings of
our directors and officers:

Title of class Identity of person or group Amount owned % of class
Shares The Commonwealth 6,446,206,763 50.1
Shares Listed shareholders 6,420,393,437 49.9

12,866,600,200 100.0
Shares Directors and officers as a group 745,213

() Refers to direct and indirect holdings.

As at 31 August 2001, we are not aware of any shareholders, other than the Commonwealth, whose shares
represent more than 5% of the issued and outstanding shares.

Distribution of shares as at 31 August 2001

The following table summarises the distribution of public listed shares:

Number of Shares?
shareholders™”
Size of holding Number % Number %
1-1,000. . . oot 1,197,138  62.07 743,574,605 11.58
1,001-2,000 . . . oo 364,792  18.91 570,852,287 8.89
2,001-5,000 . . . .o 273,051  14.16 850,445,198 13.25
5,001-10,000 . . . . ..o 64,101 3.32 459,204,232 7.15
10,001-100,000 . . . . . . ... ... .. 28,941 1.50 564,741,187 8.80
100,001 andover . . . .. ......... 800 0.04  3,231,787,197 50.33
Total 1,928,823 100.00  6,420,604,706 100.00

@ Number of shareholders holding less than a marketable parcel of shares was 7,069 shareholders who held
557,412 shares.

@ Not including those shares held by the Commonwealth, except for 211,269 listed shares which are held by
the Commonwealth.

As at 31 August 2001, we had 1,173 shareholders who were resident in the United States. This does not
include ADS holders.
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Twenty largest shareholders as at 31 August 2001

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

Number % of

Shareholders of shares issued shares™
1 Chase Manhattan Nominees Limited 523,045,292 8.15
2 National Nominees Limited 386,716,706 6.02
3 Westpac Custodian Nominees Limited 313,283,835 4.88
4 Commonwealth Custodial Services Limited 123,534,630 1.92
5 AMP Life Limited 104,654,190 1.63
6 Queensland Investment Corporation 103,105,837 1.61
7 Telstra ESOP Trustee Pty Ltd 92,386,326 1.44
8 CitiCorp Nominees Pty Limited 90,654,677 1.41
9 ANZ Nominees Limited 76,188,687 1.19
10 RBC Global Services Australia Nominees Pty Ltd 70,946,500 1.11
11 AMP Nominees Pty Ltd 69,914,796 1.09
12 MLC Limited 59,336,874 0.92
13 New Zealand Register 57,108,912 0.89
14 CitiCorp Nominees Pty Limited - CFS Wsle Imputation Fnd A/C 55,015,953 0.86
15 Perpetual Trustees Nominees Limited 50,081,494 0.78
16 NRMA Nominees Pty Limited 41,209,183 0.64
17 Perpetual Trustees Victoria 40,104,826 0.62
18 Mercantile Mutual Life 34,167,171 0.53
19 CitiCorp Nominees Pty Limited - CFS Imputation Fund A/C 34,092,341 0.53
20 HSBC Custody Nominees (Aust) 30,540,861 0.48
Total 2,356,089,091 36.70

@ Not including those shares held by the Commonwealth.

Substantial shareholders

As at 31 August 2001, other than the Commonwealth of Australia, we did not have any substantial

shareholders.

Relationship with the Commonwealth of Australia

We have a number of distinct relationships with the Commonwealth, including as shareholder, regulator

and customer. The Commonwealth is our controlling shareholder and has special rights and privileges
under the Telstra Act. Our relationship with all of our shareholders, including the Commonwealth is, in

general, regulated by the Australian Corporations Act, the ASX listing rules and our constitution.

Commonwealth departments and independent agencies are also responsible for the regulation of the

telecommunications industry generally and us in particular under the Telstra Act, the Trade Practices Act,

the Telecommunications Act and the Telecommunications (Consumer Protection and Service Standards)

Act.
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The Commonwealth as shareholder

At the end of fiscal 2001, the Commonwealth owned 50.1% of our shares after reducing its shareholding by
16.6% in the first half of fiscal 2000. The Telstra Act precludes any reduction in the Commonwealth’s voting
rights, paid-up capital or rights to distributions of capital or profit, if any, below a 50.1% interest without
amending legislation. The effect of this is that we cannot introduce a dividend reinvestment plan or raise
new equity capital in a way that would reduce the Commonwealth’s ownership below this level. There can
be no assurance that the Commonwealth would be willing to subscribe for additional shares in us and our
ability to raise additional equity capital could be constrained as a result. Whilst the current government has
stated that it favours the eventual full privatisation of Telstra, it is not currently considering passing
enabling legislation. The main opposition party, the Australian Labor Party, has stated that it is opposed to
further privatisation of Telstra. Afederal election is expected to take place in the second quarter of fiscal
2002.

We arerequired under the Telstra Act to provide the Commonwealth with certain information that we would
not generally be required to disclose concurrently, if at all, to other shareholders. Thisinformationincludes:

e annual provision of our three-year corporate plan;

« interim financial statements, if requested by the Communications Minister; and

» reportsregarding significant proposed events, including corporate restructurings, acquisitions and
divestitures or joint venture and partnership activities.

We are also required to keep the Communications Minister and the Minister for Finance and Administration
generally informed about our operations and to give them such information about our operations as they
require. Our management is required to appear before and, with limited exceptions, provide information to
Parliamentary Committees.

The Communications Minister has the power, under the Telstra Act, to give us, after consultation with our
board of directors, such written directions as appear to the Communications Minister to be necessary in the
publicinterest. To date, no directions have beenissued under this power. Ourboard of directors must ensure
that we comply with any such direction. The Communications Minister may not give such directions in
relation to the amounts to be charged for work done, or services, goods or information supplied, by us. The
Communications Minister, however, has some discretionary powers in relation to charges. The
Communications Minister also has the power to direct us under the Telecommunications (Consumer
Protection and Service Standards) Act.

The Telstra Act deems the Commonwealth Auditor-General to have been appointed as our auditor for the
purposes of the Australian Corporations Act. The Auditor-General cannot be removed without legislative
amendment.

The Commonwealth, as holder of more than 50% of our shares, like any other majority shareholder in an
Australian company, has the ability to control us. This includes the power to pass any resolution at a
shareholders’ meeting requiring a simple majority, which includes the appointment and removal of
directors, with the exception of matters upon which the Commonwealth is not permitted to vote under the
Australian Corporations Act or applicable listing rules.

The Commonwealth has a set of general policies which apply to partially owned government business
enterprises, which provide significant commercial freedoms in the conduct of their business, subject to the
oversight of appropriate Ministers. These general policies are applied principally through the Telstra Act,
the Commonwealth Authorities and Companies Act and our constitution.
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The Commonwealth as regulator

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

o theTelstra Act;

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

¢ the Telecommunications Act.

The Commonwealth’s role as regulator is independent and distinct from its role as shareholder. The
government views the legislation, which established the current regime, as providing the fundamental legal
and institutional reforms required to enhance competition within the Australian telecommunications
industry. Like otherregulatory regimes, the government does not expect the current regime to remain
static. It will change over time in light of experience and new developments in the industry.

The Australian Labor Party has stated that it is committed to a competitive communications industry
environment. It supported, on a bipartisan basis, the government’s 1999 legislative changes to the
regulatory regime. However, like other regulatory regimes, the Australian Labor Party does not expect the
current communications regime to remain static. It will change over time in light of experience and new
developments in the industry and a future Labor Government’s policies will address that continuously
changing regulatory environment in the national interest.

We are also subject to a range of other Commonwealth legislation, some of which does not apply to our
competitors. This legislation covers a wide range of areas including administrative law, environmental law
and employment related law.

The Commonwealth as customer

The Commonwealth is a major user of our services and we estimate its approximate recent annual
expenditures on our services have been around A$385 million. The Commonwealth, as a result of
telecommunications liberalisation, is moving towards a whole-of-government approach to the purchase of
telecommunications services and will increasingly seek to take advantage of open competition when
purchasing telecommunications services. This has resulted, and may continue to result, in a reduction of
business being awarded to us.
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Related party transactions

We hold 22.6% of the shares in IBM GSA. We have a 10 year IT services agreement with IBM GSA which
commenced on 24 July 1997. This service agreement requires IBM GSA to provide us with certain IT services
such as applications development and maintenance and operations services as required by us.

On 1 February 2001, we sold the assets in our global wholesale business to Reach. These assets included our
undersea cables, leased capacity on cable owned by third parties, some satellite capacity, exchanges and
other infrastructure. We received A$2,372 million from the sale of these assets, which we received in the
form of our 50% interest in Reach and A$680 million in cash.

We entered into a committed supply agreement with Reach effective from 1 February 2001. Under the
agreement, we have committed to use Reach’s facilities for 90% of our calls leaving Australia and 90% of our
requirements for international transmission capacity and global internet access. PCCW has a similar
arrangement with Reach for its requirements from Hong Kong. These percentage commitments will reduce
over time. We and PCCW pay Reach for the provision of these services.

At the same time, we and Reach have entered into a similar committed supply agreement for calls coming
into Australia. Under this agreement, Reach is required to use our domestic Australian facilities for all voice
traffic destined for our customers and has committed to use our domestic Australian facilities for 90% of its
transmission capacity and data termination requirements until February 2003. Thereafter this percentage
commitment reduces. Reach pays a market based price for these services.

For more information regarding transactions between us and related parties, please refer to note 27 to our
consolidated financial statements included with this annual report.
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Markets in which our shares are traded

We are listed, and those of our shares that are not held by the Commonwealth are quoted, on the ASX and
on the New Zealand Stock Exchange (NZSE). American depositary shares (ADSs), each representing five
shares, have been issued by The Bank of New York, as depositary, and are listed on the New York Stock
Exchange (NYSE).

The stock market operated by the ASX is the principal stock exchange in Australia. The exchange operates
by way of the Stock Exchange Automated Trading System (SEATS), which is a fully computerised system.

Trading on SEATS takes place each business day between the hours of 10:00 am and 4:05 pm, Australian
Eastern Standard Time or Australian Eastern Standard Summer Time. At 4:05 pm each day, the ASX
subsequently matches any buy and sell orders in the system that satisfy both buyers and sellers. The prices
of all listed shares are continuously quoted while the market is open and the system prioritises orders first
by price and second by time of placement in the system. Exchange participants can cross stock between
buying and selling orders, at the buy or sell quote provided those quotes are no more than one marketable
bid apart and can cross outside this range in amounts of A$1 million or more. Transactions on the ASX are
settled on the third business day following the trade date.

Our securities were initially listed on 17 November 1997. This followed the sale by the Commonwealth of
33.3% of our shares.

Subsequently on 18 October 1999 the Commonwealth sold an additional 16.6% of our shares.

Price history of our securities
The following tables give the price history of our securities.

Table A shows the high and low market prices for instalment receipts (IRs) and interim ADSs for the period of
trading of the IRs and interim ADSs:

» theperiod of issue of the first global offering (T1) being 17 November 1997 until 26 October 1998; and
e the period of issue of the second global offering (T2) from 18 October 1999 until 16 October 2000.

Table A(1) - High and low closing price for IRs and interim ADSs - on an annual basis - for a period of
five years or time of trading if less than five years

US$ per
AsperIR interim ADS

Period High Low High Low
T1Y

Fiscal 1998

From 17 November 1997 - 30 June 1998 . . . 4.14 2.53 54.38 35.56
Fiscal 1999

From 1 July 1998 - 26 October 1998. . . . . . 4.81 4.23 59.00 48.25
Tz(z)

Fiscal 2000

From 18 October 1999 - 30 June 2000 . . . . 5.98 3.59 19.06 9.88
Fiscal 2001

From 1 July 2000 - 16 October 2000. . . . .. 4.42 2.59 12.88 7.00

@ Each interim ADS represented 20 instalment receipts.
@ Each interim ADS represented 5 instalment receipts.
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Table A (2) - High and low closing price for IRs and interim ADSs - on a quarterly basis
for the two most recent full financial years and any subsequent period

US$ per
AsperIR interim ADS
Period High Low High Low
T1(V
1997
17 November - 31 December . 3.25 2.53 42.19 35.57
1998
1January-31March ... .. 3.98 3.09 54.38 40.13
1April-30June ......... 4.14 3.58 51.25 41.94
1 July -30 September ..... 4.81 4.23 59.00 48.25
1 October - 26 October. . . .. 4.81 4.35 58.19 54.50
T2(?
1999
18 October - 31 December . . 5.98 4.51 19.06 14.06
2000
1January-31March ... .. 5.70 4.30 17.19 13.63
1 April-30 June......... 4.77 3.59 14.13 9.88
1 July -30 September ..... 4.42 2.59 12.88 7.00
1 October - 16 October. . . . . 3.22 2.76 8.38 7.13

@ Each interim ADS represented 20 instalment receipts.
@ Each interim ADS represented 5 instalment receipts.

Table B shows the high and low closing prices for shares and ADSs:
» highest and lowest closing sale prices for shares as derived from the daily official list of the ASX; and
» highest and lowest closing sale prices of ADSs quoted on the NYSE.

Table B(1) - High and low closing price for shares and ADSs - on an annual basis - for a period of five
years or time of trading if less than five years

US$ per
A$ pershare ADS()
Period High Low High Low
Fiscal 1999
From 27 October 1998 - 30 June 1999. . . 9.15 6.21 29.44 19.31
Fiscal 2000
.......................... 9.16 6.50 29.69 18.38
Fiscal 2001
.......................... 7.44 5.31 22.00 13.85

@ Priorto 23 August 1999, each ADS represented 20 ordinary shares.
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TableB(2) - High and low closing price for shares and ADSs - on a quarterly basis for the
two most recent full financial years

US$ per
AS$ per share ADS(Y

Period High Low High Low
1999

1July-30September. . . .. 8.95 7.78 29.69 25.59
1 October - 31 December . . . 9.16 7.34 28.81 24.00
2000

1January-31March ... .. 8.71 7.18 27.31 22.81
1April-30June . . . . ... .. 7.77 6.50 23.50 18.38
1July - 30 September . . . . . 7.44 5.65 22.00 15.75
1 October - 31 December . . . 6.94 5.84 18.13 15.38
2001

1January-31March ... .. 7.19 6.28 19.81 15.61
1April-30June . . . . ... .. 6.92 5.31 17.55 13.85

@ Ppriorto 23 August 1999, each ADS represented 20 ordinary shares.

Table C shows for the most recent six months, the high and low market prices for each

month.
AS$ per share L;\S;S%e)r

Period High Low High Low
2001

March. . ............. 6.73 6.38 17.15 15.61
April. . .. ... o 6.92 6.33 17.55 15.30
May................ 6.68 6.37 17.45 16.25
June. . ... ... 6.71 5.31 17.50 13.85
July . ..o 5.42 4.85 13.90 12.30
August ... ... 5.24 4.81 13.45 12.70

@ Each ADS represented 5 ordinary shares

There were 6,420,604,706 shares issued and available for trading on the market at 30 June 2001. This does
notinclude those shares held by the Commonwealth. At that date 4,408,353 ADSs (equivalent to 22,041,765
shares) were held by 15 record holders.

The closing price for our shares on the ASX on 21 September 2001 was A$5.28 and the closing price for our
ADSs on the New York stock exchange was US$12.50.
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General

We are involved in routine litigation. Governmental authorities and other parties frequently threaten us
with legal proceedings. However, we do not consider that there are any current proceedings which could
materially adversely affect our overall business or financial position.

In July 2001, the ACCC commenced litigation against us in relation to representations that the ACCC alleges
we made to customers of One.Tel’s Next Generation mobile network, when those customers were seeking to
move to another provider after the appointment of administrators to handle One.Tel’s insolvency. The
matter is proceeding before the courts, but is unlikely to have any material effect on our overall business or
financial position.

Legal proceedings settled

The legal proceedings in the Federal Court of Australia involving us and AAPT Limited (AAPT) were settled in
September 2000. The proceedings involved claims by us for unpaid charges and cross-claims by AAPT,
including cross-claims for misuse of market power. The settlement did not have a material adverse effect on
our financial results or position.

The legal proceedings in the Federal Court of Australia involving us and First Netcom Pty Ltd (First Netcom)
were settled in August 2001. The proceedings involved claims by us for unpaid charges and cross-claims by
First Netcom, including cross-claims for misuse of market power. First Netcom was placed into voluntary
liquidation in November 2000. The settlement did not have a material adverse effect on our financial
resources or position.

The remaining unresolved claim in the legal proceedings in the Federal Court of Australia, brought against
us by Cable & Wireless Optus Ltd and two of its subsidiaries, was settled in July 2001. The remaining claimin
the proceedings involved claims by Optus that we had misused our market power by reason of the
arrangements for the supply of pay TV carriage services from us to Foxtel and the construction of our
broadband network. The settlement did not have a material adverse effect on our financial results or
position.
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Our constitution

The following provides information on the material provisions of our constitution. Our constitution
describes many of the rights of a shareholder.

Shareholders’ approval required

Our affairs are managed by our directors. However, the approval of shareholders is required for certain
important matters, such as the election of directors and the sale or disposal of our main undertaking. As the
Commonwealth holds 50.1% of our issued shares it has the power to control most decisions made by
shareholders.

Directors and shareholders may call a meeting

The directors may call a general meeting at their discretion. The directors must also call, and arrange to
hold, a general meeting on the request of:

« shareholders who hold at least 5% of the votes that may be cast at the general meeting; or
e atleast 100 shareholders who are entitled to vote at the general meeting.

General meeting attendance and notice

All shareholders are notified of and may attend all general meetings. We send a notice of the meeting to all
shareholders at least 28 days before the meeting.

Votingrights

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

Three shareholders, (one of whom must be the Commonwealth) must be present in person or by proxy,
attorney or representative to form a quorum. If there is no quorum present at a meeting 15 minutes after
the time set for the start of the meeting, then:

» ifthe meeting was called by a shareholder or shareholders, the meeting is adjourned to the same
day, time and place in the next week or to such other day, time and place as the shareholder or
shareholders who called the meeting appoint by notice to shareholders and others entitled to notice
of the meeting; or

e inanyother case, the meeting is adjourned to the same day, time and place in the next week or to
such other day, time and place as the directors appoint by notice to shareholders and others entitled
to notice of the meeting.

At the adjourned meeting, the quorum is two shareholders, present in person or by proxy, attorney or
representative. One shareholder must be the Commonwealth, unless the Commonwealth received written
notice of the original meeting and did not attend that meeting. The adjourned meeting is dissolved if this
quorum is not present within 15 minutes of the time specified for the meeting.
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Shareholders must vote on a show of hands unless a pollis called. A poll may be called either before a vote
is taken or before orimmediately after the voting results on a show of hands are declared. A poll may be
called by:

e the chairman of the meeting;

e not less than five shareholders who may vote on the resolution; or

» ashareholder or shareholders who together hold at least 5% of the votes that may be cast on the
resolution on a poll.

If the demand for a poll is withdrawn, the vote is decided on a show of hands.

Subject to any rights or restrictions attaching to our shares, on a show of hands, each shareholder present
in person or by proxy, attorney or representative, has onevote and on a poll, has one vote for each fully paid
share. 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, the number of votes attaching to the shares is pro-rated accordingly.

An ordinary resolution is passed:

» onashow of hands, by a majority of shareholders present in person or by proxy voting in favour of
theresolution; and

e onapoll, by shareholders present in person or by proxy holding at least a majority of the votes cast
in favour of the ordinary resolution.

A special resolution is passed:

« onashow of hands, by at least 75% of shareholders present in person or by proxy voting in favour of
the resolution; and

e onapoll, byshareholders present in person or by proxy that represent at least 75% of the votes cast
in favour of the special resolution.

The chairman has a discretionary tie-breaking vote if the chairman may vote at the meeting.
Dividends

Subject to any special rights attaching to our shares and to the terms of any issue of shares to the contrary,
shareholders receive dividends according to the number of shares held and the amount paid up on those
shares. Currently, no special rights attach to any of our shares.

Rights to profits
The power to declare dividends and to fix the time for their payment is vested in the board of directors.

Our directors may, before declaring or paying a dividend, set aside out of our profits any amount that they
think should be applied as a reserve. Our directors may also carry forward profits which they consider
should not be distributed as a dividend, without transferring those profits to a reserve.

Adeclaration by our directors as to the amount of the profits available for dividend is conclusive and binding
on all shareholders.

Documents to be sent to shareholders

Shareholders will receive a copy of any financial statements or other documents, which we must send to
shareholders under our constitution, the Corporations Act or the listing rules of the ASX.
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Number of directors

At all times, we must have between three and 13 directors on the board of directors. Shareholders may vote
to increase the maximum number of directors.

Officers’ indemnity and insurance

Our constitution provides for us to indemnify each officer to the maximum extent permitted by law for any
liability incurred as an officer provided that:

e theliability is not owed to us or a related body corporate;

e theliability is not for a pecuniary penalty or compensation order made by a Court under the
Corporations Act; and

» theliability does not arise out of conduct involving a lack of good faith. Our constitution also
provides for us to indemnify each officer, to the maximum extent permitted by law, for legal costs
and expenses incurred in successfully defending civil or criminal proceedings.

If one of our officers or employees is asked by us to be a director or alternate director of a company which is
not related to us, our constitution provides for us to indemnify the officer or employee out of our property
for any liability he or she incurs. This indemnity only applies if the liability was incurred in the officer’s or
employee’s capacity as a director of that other company. It is also subject to any corporate policy made by
our chief executive officer. Our constitution also allows us to indemnify employees and outside officers in

» o«

some circumstances. The terms “officer”, “employee” and “outside officer” are defined in our constitution.

We may pay an insurance premium insuring a person who is or has been a director, secretary or executive
officer of Telstra or of one of our related bodies corporate against certain liabilities incurred by that person
in such a capacity. The insurance will not cover liabilities, which arise out of conduct involving a wilful
breach of that person’s duty to us or a breach of their duty not to improperly use their position or company
information.

We may issue further shares but the Commonwealth must hold at least 50.1% of our shares

The directors may issue shares at their discretion. They must, however, act in accordance with our
constitution, the Corporations Act, the Telstra Act, the listing rules of the ASX, any special rights conferred
on holders of any shares and any direction from the company in general meeting where shareholders have
been requested to authorise an issue of shares. However, under the Telstra Act, the Commonwealth must
hold at least 50.1% of our issued shares. The Commonwealth may hold less than 50.1% of our issued shares
only if legislation is passed permitting it to do so.

Winding-up

If Telstra is wound up, our surplus assets, after paid up capital, including credited as paid, has been repaid,
will be distributed to shareholders in the following order:

e toanyshareholders with special or preferential rights attaching to their shares (presently, there are
none); and

e toothershareholdersin proportion to the capital paid up, including credited as paid, or which ought
to have been paid up, including credited as paid, at the commencement of the winding-up, on their
shares.
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Restrictions on foreign ownership

Our constitution contains provisions designed to enable us to monitor and enforce the foreign ownership
restrictions. We have adopted rules to implement these provisions, which bind all shareholders. These are
outlined at the section “Exchange Controls and Foreign Ownership”.

Directors’ interests

A director who has a material personal interest in a proposal, arrangement or contract that is being
considered at a meeting of our directors has a limited right to be present at the relevant meeting and to vote
on the matter.

The power to vote and be present only exists in certain circumstances prescribed by the Corporations Act.
These are:

e whentheboard has passed aresolution that identifies the director, and their interest, and states that
the other directors are satisfied the interest should not disqualify the director; or

* where the Australian Securities & Investments Commission (ASIC) makes a declaration or class order
that the director may vote notwithstanding their material personal interest.

The directors’ power to vote compensation to themselves in the absence of an independent quorumis
limited. If there are not enough directors to form a quorum because interested directors are disqualified, the
directors must:

e call a general meeting to consider a resolution to deal with the matter; or

» seekadeclaration from ASIC allowing the interested director to vote and be included in the quorum.
Note, however, that ASIC will only exercise this power when the matter needs to be dealt with
urgently and cannot be dealt with in a general meeting.

Borrowing powers

Our directors may exercise all of our borrowing powers in their absolute discretion. This power may only be
varied by amending our constitution, which would require a special resolution to be passed by our
shareholders at a general meeting.

Retirement of directors

Our directors (other than the Chief Executive Officer) may not retain office for more than three years without
offering themselves for re-election.

Atthe annual general meetingin each year at least one-third of our directors (other than the Chief Executive
Officer) must retire from office.

Thedirectors toretire by rotation at each annual general meeting are those who have been longest in office.
In addition, our board has adopted a policy that requires our directors to:

e retire at the AGM following their 72nd birthday. Persons over the age of 72 may be appointed or
reappointed as directors but only if approved by shareholders passing a special resolution at a
general meeting; and

» ensure that non-executive directors serve no more than 4 terms of 3 years per term.
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Directors’ share qualification
Our directors do not require a share qualification.
Alteration of rights

The rights attaching to our shares may only be varied or abrogated with the written consent of the holders
of three-quarters of the issued shares of that class, or with the approval of a special resolution passed at a
separate general meeting. Currently we have only one class of ordinary shares.

Calls

Our directors may only make calls on shareholders in respect of money unpaid on their shares. Our
shareholders have no other liability to further capital calls.

Dividend policy

It is our current policy to declare ordinary dividends of at least 60% of operating profit attributable to
shareholders, subject to taking into consideration a number of commercial factors, including the interests
of shareholders, cash requirements for future capital expenditures and investments, as well as relevant
industry practice. However, as previously foreshadowed, in determining the dividends declared from
earnings for the year ended 30 June 2001, we excluded the “once off” book profits that arose from:

e any profit recorded in the sale of our global wholesale assets to Reach; and
» any profitresulting from the release from our obligations under the Telstra Additional Contributions
agreement.

However, for dividends declared from earnings in fiscal 2002 and future years, it is our current intention that
the dividends per share will not reduce on a year on year basis as a result of the alliance with PCCW, subject
to continuing commercial considerations.

Documents on display

It is possible to read and copy documents referred to in the annual report on Form 20-F that have been filed
with the Securities Exchange Commission (SEC) at the SEC’s public reference room located at 450 Fifth Street,
N.W., Washington DC 20549. Please call the SEC at 1-800-SEC-0330 for further information.
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Absence of exchange controls

The Reserve Bank of Australia does not currently inhibit the import and export of funds, and no approval is
currently required for the movement of funds in and out of Australia. However, payments to or from (or
relating to) Iraq, its agencies or nationals, the government of Libya or any undertaking owned or controlled
by Libya or its agencies, the authorities of the Federal Republic of Yugoslavia (Serbia and Montenegro) or
their agencies, the Taliban (also known as The Islamic Emirate of Afghanistan) or any undertaking owned or
controlled by the Taliban, or the National Union for the Total Independence of Angola (UNITA) or its senior
officials or adult members of the immediate families of its senior officials may not be made without the
specific approval of the Reserve Bank of Australia.

Accordingly, at the present time, remittances of any dividends, interest or other payment by Telstra to non-
Australian holders of its securities are not, subject to the above, restricted by exchange controls or other
limitations.

These controls may change given the recent events in the United States.

Restrictions on foreign ownership
Telstra Act

The Telstra Act provides that an “unacceptable foreign-ownership situation” will exist in relation to Telstra
if all “foreign persons” and their associates hold, in total, a “particular type of stake” in us of more than 35%
of shares held by persons other than the Commonwealth, the “Aggregate Limit”, or if any foreign person
and its associates hold a particular type of stake in Telstra of more than 5% of shares held by persons other
than the Commonwealth, the “Individual Limit”. “Foreign person”, “associate”, “group”, “particular type
of stake”, “direct control interest” and “interest” in a share are all defined in the Telstra Act and are
summarised below under “Definitions”.

Where an acquisition of shares or interests in shares in any company results in:
e anunacceptable foreign ownership situation in relation to Telstra;

e anincrease in the total of any type of stake held by any group of foreign persons in Telstra where
there exists a breach of the aggregate limit; or

e anincreasein any type of stake in Telstra held by any foreign person who is already in breach of the
individual limit,

and the person acquiring the shares knew or was reckless as to whether the acquisition would have that
result, that person is guilty of an offence punishable on conviction by a fine not exceeding A$40,000.

The Communications Minister or Telstra may apply to the Federal Court for remedial orders where an
unacceptable foreign ownership situation exists, including orders requiring the disposal of shares,
restricting the exercise of rights attaching to shares or prohibiting or deferring receipt of sums due on shares.
In addition, we arerequired under the Telstra Act to take all reasonable steps to ensure that an unacceptable
foreign ownership situation does not exist in relation to us.

Our constitution contains provisions to enable us to monitor and enforce the foreign ownership restrictions.
We have adopted rules to implement these provisions, which bind all shareholders. These are outlined
below. They may be amended at any time by resolution of our board.
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On or after registration of a transfer or transmission application for a share, when the acquirer first becomes
a shareholder, the acquirer must generally notify us whether it is either:

e apersonwithaninterestin asharewhois either a foreign person or an associate of a foreign person;
or

e apersonwho holds a share in which a foreign person or an associate of a foreign person has an
interest (foreign holder).

Theinformation derived from these notifications will be reflected in a register by means of a foreign coding.

Systems have been established for shares traded on the ASX so that notifications are given by brokers as
part of routine provision of ASX settlement information (the ASX systems). The ADR custodian under the ADR
facilities is automatically treated as a foreign holder for the purposes of the constitution, as are all holders
of shares on the New Zealand share register. In the case of other transfers or transmission applications, the
onus is on the acquirer to notify us if it is a foreign holder.

All shares held by foreign holders will be treated as foreign unless the holder:

e notifies that some of its shares are ones in which a foreign person or associate of a foreign person has
an interest (foreign shares) whereas others are not; and

either:

« divides its holding into separate Holder Identification Numbers or Security Holder Reference
Numbers under the ASX’s CHESS system, one for foreign shares and one for shares which are not
foreign; or

e agrees to provide bi-monthly notices indicating the breakdown of its holding into foreign and non-
foreign shares.

The constitution and rules also contain provisions permitting us to send notices to registered holders of
shares with a view to determining whether they are foreign holders or not, and requesting details of any
foreign persons or associates of foreign persons having interests in the relevant shares, and any other
information relating to foreign ownership which may be requested. Such notices must be answered within
30 days.

If we determine, as a result of information obtained from the notifications and responses to notices referred
to above, that an unacceptable foreign ownership situation exists in relation to us, there is power under our
constitution to require divestment of shares to remedy this situation. In exercising this divestment power,
we are entitled to rely on foreign codings in the relevant register and upon the notifications and responses
to notices referred to above. We will notify the ASX, NZSE and NYSE if the level of foreign codings comes
within five percentage points of the aggregate limit, and after that at one percentage point intervals.

The divestment powers are broadly framed, and we and our directors are not liable to shareholders for the
manner of their exercise.

If we believe that the individual limit has been breached, we may require that any shareholder whose shares
are believed to form part of the contravening “stake” be divested within 30 days of the date a notice
requiring divestment (disposal notice) is given.

If we believe the aggregate limit has been breached, the rules currently provide that disposal notices will be
given to all holders whose foreign shares became registered in their names or which became coded as
“foreign”, on the day that the aggregate number of foreign coded registrations on the relevant register
exceeded the limit and on each succeeding day whilst the limit is exceeded.
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The recipient of a disposal notice is required to divest the shares that are the subject of the notice before the
divestment date specified in the notice. The divestment date will be the fifth business day of the month next
following the month in which the disposal notice was issued unless that would be less than 30 days after the
date of issue of the notice, in which case the divestment date will be the fifth business day of the next month.

No divestment will be required on a divestment date if foreign shares, as shown on the relevant register on
that date, do not exceed the aggregate limit. If a disposal notice is not complied with, the constitution
contains provisions empowering us to sell the relevant shares on behalf of the holder on or after the relevant
divestment date (and the holder will lose the ability to transfer the shares itself after that date).

Transfers among foreign holders and ADR holders
Special arrangements apply to certain transfers from one foreign holder to another.
Disposal notices will not be given in respect of:

» foreignshares acquired from the international underwriters on closing of the international offerings
in 1997 and 1999;

» foreignshares acquired under a particular form of ASX “special crossing” for transfers among foreign
holders. Shares can only be transferred under such a special crossing if they are not, and are not
liable to become, the subject of a disposal notice; or

e sharesregistered on the New Zealand branch share register or represented by ADRs, though shares
may only be transferred onto the New Zealand branch share register or ADR programme if they are
not, and are not liable to become, the subject of a disposal notice.

NZSE trading is only in shares registered on the New Zealand branch register.
All shares deposited in the ADR facility will be treated as foreign.

Holders of ADRs are subject to the individual limit, and must notify the depositary, as applicable, if any of
the ADRs they hold form part of a “stake” which breaches the individual limit. Where the individual limit is
breached, the depositary may berequired to divest the relevant shares, and the corresponding ADRs may be
cancelled. The deposit agreement contains provisions permitting the depositary to obtain, and supply to us
information relevant in monitoring and enforcing the foreign ownership limits.

The above summary is not complete and is subject to, and qualified by, reference to the constitution and
current rules and procedures that have been adopted by us for the administration of the foreign ownership
provisions in the Telstra Act. Copies of the constitution, the rules and the Telstra Act, are available for
inspection through the Company Secretary, Telstra Centre, 242 Exhibition Street, Melbourne, Victoria 3000,
Australia during normal working hours.
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Definitions

“Foreign person” is defined in the Telstra Act as:

a foreign citizen (defined in the Telstra Act as a non-Australian citizen) not ordinarily resident in
Australia (a “foreign citizen”);

a company where a foreign citizen or a foreign company (defined in the Telstra Act as an overseas
incorporated company) holds a particular type of stake in the company of more than 15%;

acompany where a group of two or more persons, each of whomiis either a foreign citizen or aforeign
company holds, in total, a particular type of stake in the company of more than 40%;

the trustee of a trust estate in which a foreign citizen or a foreign company holds a substantial
interest (essentially a 15% beneficial interest, including such foreign citizen’s or foreign company’s
associates’ interests); or

the trustee of a trust estate in which two or more persons, each of whom is either a foreign citizen or
a foreign company, hold an aggregate substantial interest (essentially a 40% beneficial interest
including each such foreign citizen’s or foreign company’s associates’ interests).

A “particular type of stake” in any company held by any person is defined as the aggregate of the “direct
control interests” of that type in that company held by that person and that person’s associates.

An “associate” of a person is defined to include:

awide range of direct and indirect relationships such as relatives, partners, employees and
employers of the person;

if the person is an employee of an individual, other employees of the individual;

if the person is a company, an officer of the company and, if the person is an officer of a company,
the company and other officers of the company;

the trustee of a discretionary trust where the person or an associate of the person is a beneficiary;

a company whose directors are accustomed, or under an obligation, to act in accordance with the
wishes, directions or instructions of the person;

a company where the person is accustomed, or under an obligation, to act in accordance with the
company’s wishes, directions or instructions;

a company in which the person has a particular type of stake of at least 15% or, if the personiis a
company, a person who holds a particular type of stake of at least 15% in it; and

an associate of an associate of the person.

For purposes of determining foreign ownership of any company, a person’s associates also include any
other person with whom the person has an arrangement enabling the person to jointly exercise voting
power or certain types of power over, or over the appointment of, the board of directors of such company.

“Group”, in relation to the foreign ownership limits, includes one person alone or a number of persons, even
if they are not in any way associated with each other or acting together.
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A “direct control interest” of any person in any company is defined as the equivalent percentage of:

the total paid up share capital of the company in which the person holds an interest;
the voting power in the company that the person is in a position to control;

the total rights to distributions of capital or profits of the company to its shareholders on a winding
up held by the person;

the total rights to distributions of capital or profits of the company to its shareholders, other than on
awinding up, held by the person; and

traced interests held via interposed entities.

“Interest in a share” is defined to include:

legal or equitable interests in a share;

certain rights under a contract to purchase a share;

options to acquire a share or an interest in a share;

aright to have a share transferred to the person’s order; and

an entitlement to acquire a share or an interest in a share or to exercise or control the exercise of a
right attached to the share.

However, certain interests in shares are disregarded, including:

certain interests of lenders under or following enforcement of security arrangements;

interests of a trustee or manager of, or a custodian for, a unit trust or certain Australian complying or
exempt superannuation funds if such trustee, manager or custodian reasonably believes that foreign
persons hold beneficial interests in less than 40% of the capital and income in the trust or fund;

interests held by an Australian registered life insurance company or a custodian for it, in respect of a
statutory fund, if the company reasonably believes that less than 40% of policyholder liabilities of
the fund are owed to foreign persons;

interests held by nominees, custodians or depositaries, or brokers acting on clients’ instructions in
the ordinary course of business, provided in each case the holder has no beneficial interest or
discretionary voting authority in respect of the underlying shares;

certain interests held by the international underwriters and their related corporations;

shareholder interests in companies other than us, which are not “foreign persons” under the Foreign
Acquisitions and Takeovers Act 1975 (Cwth);

interests held by persons who are not foreign persons and do not have any substantive foreign
associates (that is, persons who directly or indirectly control them, with whom they act in concert or
in accordance with whose wishes, instructions or directions they are obliged or accustomed to act);

interests held by any person to the extent that, after such interests have been included in the “stake”
of that person and any of its substantive foreign associates, such interests would also be included in
the stake of a non-substantive associate of the person; and

interests held by any person who is not a foreign person to the extent that, in determining the total
of the stakes of a group of foreign persons, such interests would be counted more than once for that
purpose.

References to “interests” in shares exclude disregarded interests.
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Foreign Acquisitions and Takeovers Act 1975 (Cwth)

The Foreign Acquisitions and Takeovers Act 1975 (Cwth) applies to any acquisition of aninterest in the shares
of an Australian company with total assets of A§50 million which results in any foreign person and its
associates controlling 15% or more, or all foreign persons and their associates in aggregate controlling 40%
or more, of shares or voting power. Any proposed acquisition which would result in these thresholds being
exceeded should be notified to, and is subject to review and approval of, the Treasurer in advance of the

acquisition.
Foreign ownership status

At 31 August 2001, the number of Telstra shares recorded as foreign on the Telstra register was 7.6610% of
the total number of issued Telstra shares.
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Australian taxation

The ATO has provided an indicative opinion confirming the Australian income taxation implications of
investment in IRs, interim ADSs, shares and ADSs as summarised in the following discussion.

The tax profile of each investor will determine the applicable Australian income taxation implications for
that investor. For example, some investors, such as financial institutions, may hold their investments on
income account ratherthan on capital account, in which case the comments below concerning capital gains
implications will not be applicable. Certain tax non-residents may, irrespective of whether the assets they
dispose of are capital gains tax assets that have the necessary connection with Australia (for the purpose of
these discussions, these assets are referred to as “taxable Australian assets”), be liable to tax in respect of a
profit on a dealing in the asset as ordinary income.

This discussion is based on the law in force at the date of this report. In 1999 the government conducted a
review of business taxation in Australia and received an independent report setting out recommendations
for consideration. Some of the recommendations have now been enacted. Other recommendations are
currently before Parliament where both the House of Representatives and the Senate would need to pass
appropriate legislation to give effect to the policy adopted. Some of the recommendations have been
agreed to “in principle” by the government, some of the recommendations have been rejected by the
government, and some of the recommendations are still being considered by the government. The
legislation finally passed may have an effect on individual investors. There is a risk that changes to
Australian business taxation may adversely affect us.

Treatment of instalment receipts
Taxation of distributions

The income taxation treatment of distributions to holders of IRs will mirror the income taxation treatment
of distributions to holders of shares.

While the distributions on IRs are strictly speaking trust distributions, they will retain the character of the
dividends on the underlying shares and will be treated in the same way for Australian income tax purposes
as dividends on the underlying shares.

An “imputation system” operates in Australia in respect of company income tax. In the absence of an
exemption or concession, Australian resident companies are liable for Australian income tax on their
taxable income at the corporate rate (which was 34% for fiscal year 2001 and was reduced to 30% from July
2001). The payment of Australian income tax by Australian companies generates a “franking credit” which,
when the company pays a dividend to shareholders, generally flows through to resident shareholders.

At present, it is expected that we will be able to fully frank declared ordinary dividends out of fiscal year 2002
earnings. However, no assurance can be given as to the level of franking of ordinary dividends. This is
because it depends upon, amongst other factors, our earnings, government legislation and our taxation
position.

Arebate of tax equivalent to the franking credit (known as a “franking rebate”) is available only to
Australian resident shareholders.

Under certain rules, there are circumstances where an investor may not be entitled to the benefit of franking
credits. The application of these rules depends on the individual’s own circumstances including the period
for which the IRs are held and the extent to which the investor, if a resident, is “at risk” in relation to their
investment.
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Fully franked dividends (franked with “franking credits”) paid to non-resident shareholders are not subject
to the Australian non-resident dividend withholding tax (DWHT). Dividends which are not fully franked are
generally subject to DWHT at the rate of 30% (unless reduced by a double tax treaty). Inthe case of residents
of the United States, provided that the IRs are not effectively connected with a permanent establishment or
a fixed base of a tax non-resident in Australia through which the tax non-resident carries on business in

Australia or provides independent personal services, the rate is reduced under the double tax treaty to 15%.

Accordingly, dividends paid by us to tax non-residents, to the extent to which they are fully franked (with
franking credits) will not be subject to DWHT. The unfranked part of any dividends paid by us to tax non-
residents will be subject to DWHT. DWHT is deducted by the payer in the source country and so the tax non-
resident will receive dividends net of DWHT.

Fully franked dividends (franked with franking credits) paid to tax non-residents and dividends which have
been subject to DWHT are not subject to any further Australian income tax.

Taxation of capital gains

Tax non-residents will be liable for Australian income tax under the capital gains provisions on the gains
realised on the disposal of certain assets which are “taxable Australian assets”. Taxable Australian assets
include ashare (or interest in a share) in a public company where at any time in the preceding five years the
non-resident’s holding (together with the holding of associates) in the public company is 10% or more, and
an interest in an Australian resident trust estate.

AnIRis aninterestin an Australian resident trust estate, and thereforeis a “taxable Australian asset” for the
purposes of the Australian income tax on capital gains. Because the 10% ownership threshold which applies
to shares in public companies does not apply to interests in trust estates, the real gain on sale of anIRby a
tax non-resident will be subject to the Australian income tax on capital gains. The tax non-resident rate of
income tax currently ranges from 29% to 47% for individuals, and was 34% for corporations during fiscal year
2001 (and reduced to 30% from 1 July 2001).

The assessable capital gain will generally be the difference between the arms length consideration in
respect of disposal of the IR and the cost base. The cost base of an IR will include the consideration on
acquisition and incidental costs associated with acquisition. Individual tax non-residents who have held
their IRs for at least 12 months prior to disposal should only be liable for Australian income tax under the
capital gains tax provisions on 50% of the gain made on disposal.

Certain tax non-residents may, irrespective of whether the assets they dispose of are taxable Australian
assets, beliable to taxin respect of a profit on adealing in the assets as ordinary income. Adouble tax treaty
between Australia and the country of residence of the investor may give relief from liability to pay the
Australian income tax on ordinary income.

Generally, the “business profits” articles of Australia’s double tax treaties provide that a resident of a treaty
party is not subject to Australian income tax on “business profits” derived in Australia, unless derived at or
through a permanent establishment in Australia. Inthe case of residents of the United States, Article 7(1) of
the Convention between Australia and the United States for the Avoidance of Double Taxation (the “U.S.
Treaty”) provides that the business profits of a U.S. enterprise are only taxable in the U.S. unless the
enterprise carries on business in Australia through a permanent establishment situated in Australia. The
term “permanent establishment” is defined in Article 5 of the U.S. Treaty. In the view of the Australian Tax
Office, capital gains realised on the disposal of IRs or interim ADRs would not be “business profits”.
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Prospective investors should seek their own independent taxation advice should they wish torely on a
double tax treaty for relief from liability to pay Australian income tax upon the disposal of an IR.

Investors who incur a liability for Australian income tax will be required to file an income tax returniin
Australia.

Transfer of shares from trustee following payment of final instalment

The payment of the final instalment and transfer of legal title in the share from the trustee to the investor
does not constitute a disposal of an asset for the purposes of the Australian income tax on capital gains, and
does not giverise to any Australian income tax liability.

Failure to pay final instalment

The failure to pay thefinalinstalment and subsequent sale by the trustee of the underlying share may have
Australian income tax implications for investors. Investors should seek their own advice in relation to this
issue.

Treatment of interim American depositary receipts
Taxation of distributions

The Australian income taxation treatment of distributions to holders of interim ADRs will mirror the
Australian income taxation treatment of distributions to holders of IRs.

Accordingly, distributions to holders of interim ADRs will be treated in the same way as distributions to
holders of IRs as discussed above.

Taxation of capital gains

As discussed above, an IR is an interest in an Australian resident trust estate, and therefore is a “taxable
Australian asset” for the purposes of the Australian income tax on capital gains. The holder of an interim
ADR (evidencing interim ADSs which represent IRs) will be subject to income tax in Australia as though the
holder of the underlying IRs. As stated above, the 10% ownership threshold which applies to shares in public
companies does not apply to interests in trust estates. Therefore, the disposal by tax non-residents of an
interim ADR will be subject to the Australian income tax on capital gains.

The assessable capital gain will generally be the difference between the arms-length consideration in
respect of disposal of the interim ADR and the cost base. The cost base of an interim ADR will include the
consideration on acquisition and incidental costs associated with acquisition. Individual tax non-residents
who have held theirinterim ADRs for at least 12 months prior to disposal should only be liable for Australian
income tax under the capital gains tax provisions on 50% of the gain made on disposal.

Certain tax non-residents may, irrespective of whether the assets they dispose of are taxable Australian
assets, be liable to tax in respect of a profit on a dealing in the assets as ordinary income.

In relation to the potential of a double tax treaty between Australia and the country of residence of the
investor to give relief from liability to pay Australian income tax upon disposal of an interim ADR, refer to
the comments above in relation to the disposal of IRs.

Transfer of shares from trustee following payment of final instalment

The payment of the final instalment and transfer of legal title in the share from the trustee to the investor
or to the depository, (in respect of interim ADRs) does not constitute a disposal of an asset for the purposes
of the Australian income tax on capital gains, and does not give rise to any Australian income tax liability.
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Failure to pay final instalment

Thefailure to pay the finalinstalment and subsequent sale by the trustee of the underlying share may have
Australian income tax implications for investors. Investors should seek their own advice in relation to this
issue.

Treatment of shares
Taxation of dividends

An imputation system operates in Australia in respect of company income tax. In the absence of an
exemption or concession, Australian resident companies are liable for Australian income tax on their
taxable income at the corporate rate (which was 34% for fiscal year 2001 and was reduced to 30% from 1 July
2001). The payment of Australian income tax by Australian companies generates a franking credit which,
when the company pays a dividend to shareholders, generally flows through to resident shareholders.

At present, it is expected that we will be able to fully frank declared ordinary dividends out of fiscal year 2002
earnings. However, no assurance can be given as to the level of franking of ordinary dividends. This is
because it depends upon, amongst other factors, our earnings, government legislation and our taxation
position.

Arebate of tax equivalent to the franking credit (known as a “franking rebate”) is available only to
Australian resident individual shareholders.

Under certain rules, there are circumstances where aninvestor may not be entitled to the benefit of franking
credits. The application of these rules depends on the investor’s own circumstances including the period for
which the shares are held and the extent to which the investor, if a resident, is “at risk” in relation to their
investment.

Fully franked dividends (franked with franking credits) paid to non-resident shareholders are not subject to
dividend withholding tax (DWHT). Dividends to the extent that they are not fully franked are generally
subject to DWHT at the rate of 30% (unless reduced by a double tax treaty). In the case of residents of the
United States, provided that the shares are not effectively connected with a permanent establishment ora
fixed base of a tax non-resident in Australia through which the tax non-resident carries on business in
Australia or provides independent personal services, the rate is reduced under the double tax treaty to 15%.

Accordingly, dividends paid by us to tax non-residents to the extent to which they are franked (with franking
credits) will not be subject to DWHT. The unfranked part of any dividends paid by us to tax non-residents will
be subject to DWHT. The payerin the source country deducts DWHT and so the tax non-resident will receive
dividends on the shares net of DWHT.

Fully franked dividends (franked with franking credits) paid to tax non-residents and dividends that have
been subject to DWHT are not subject to any further Australian income tax.

Taxation of capital gains

Tax non-residents will be liable for income tax under the capital gains provisions on the gains (in certain
circumstances after an allowance for inflation in Australia) realised on the disposal of certain assets which
are “taxable Australian assets”. Taxable Australian assets include a share (or interest in a share) in a public
company where at any time in the preceding five-years the non-resident’s holding (together with the
holding of associates) in the public company is 10% or more.

Tax non-residents who, together with their associates, hold less than 10% of our shares (or an interest in a
share) will, on disposal of the shares, not be subject to any Australian income tax on capital gains.
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Restrictions on the extent of foreign ownership in us should ensure that tax non-resident investors qualify
for this exemption.

Certain tax non-residents may, irrespective of whether the assets they dispose of are taxable Australian
assets, be liable to tax in respect of a profit on a dealing in the assets, as ordinary income. A double tax
treaty between Australia and the country of residence of the investor may give relief from liability to pay
the Australian income tax on ordinary income.

Generally, the “business profits” articles of Australia’s double tax treaties provide that aresident of a treaty
party is not subject to Australian income tax on “business profits” derived in Australia, unless derived at or
through a permanent establishment in Australia. In the case of residents of the United States, Article 7 (1)
of the Convention between Australia and the United States for the Avoidance of Double Taxation (the U.S.
Treaty) provides that the business profits of a U.S. enterprise are only taxable in the U.S. unless the
enterprise carries on business in Australia through a permanent establishment situated in Australia. The
term “permanent establishment” is defined in Article 5 of the U.S. Treaty. In the view of the ATO, capital
gains realised on the disposal of shares would not be “business profits” and the domestic capital gains tax
provisions would apply. Investors should seek their own independent taxation advice should they wish to
rely on a double-tax treaty for relief from liability to pay Australian income tax upon the disposal of a share.

Investors who incur a liability for Australian income tax will be required to file an income tax return in
Australia.

Treatment of American depositary receipts

Tax non-resident holders of ADRs evidencing ADSs will be treated for Australian income tax purposes as the
owners of the shares represented by the ADSs.

Taxation of distributions

The depositary will receive dividends on the shares represented by the ADSs net of DWHT (where payable).
Holders of ADRs will not be subject to any further Australian income tax on distributions representing fully
franked dividends (franked with franking credits) or dividends that have been subject to DWHT.

Taxation of capital gains

A disposal of an ADR by a tax non-resident investor will constitute a disposal by the investor of the Telstra
shares represented by the ADS evidenced by that ADR. Tax non-residents who, together with their
associates, hold less than 10% of the shares or interests in our shares (including through ADSs) will, on
disposal of ADRs, not be subject to any Australian income tax on capital gains. Restrictions on the extent of
foreign ownership in us should ensure that tax non-resident investors qualify for this exemption.

Certain tax non-residents may, irrespective of whether the assets they dispose of are taxable Australian
assets, be liable to taxin respect of a profit on adealingin the assets as ordinary income. Adouble tax treaty
between Australia and the country of residence of the investor may give relief from liability to pay the
Australian income tax on ordinary income.

Generally, the “business profits” articles of Australia’s double tax treaties provide that aresident of a treaty
party is not subject to Australian income tax on “business profits” derived in Australia, unless derived at or
through a permanent establishment in Australia. In the case of residents of the United States, Article 7 (1)
of the U.S. Treaty provides that the business profits of a U.S. enterprise are only taxable in the U.S. unless
the enterprise carries on business in Australia through a permanent establishment situated in Australia. The
term “permanent establishment” is defined in Article 5 of the U.S. Treaty. In the view of the ATO, capital
gains realised on the disposal of ADRs would not be “business profits” and the domestic capital gains tax
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provisions would apply. Investors should seek their own independent taxation advice should they wish to
rely on a double-tax treaty for relief from liability to pay Australian income tax upon the disposal of a share.

Australian stamp duty

No stamp duty is chargeable on a transfer, or an agreement for the sale or transfer of marketable securities
listed on a recognised stock exchange located outside Australia where the transfer is made either to:

» aforeignresident on the foreign resident’s own behalf; or
» aforeignresident acting on behalf of, or as trustee for, another foreign resident,

which is to be registered on an overseas register of legal or beneficial title.
Instalment receipts, interim ADRs, ADRs and shares fall within the definition of marketable securities.
If the above exemption does not apply, stamp duty may be payable.

With ADRs, no duty is chargeable on a transfer for an agreement for the sale or transfer of an ADR that
relates to shares quoted on the ASX or a recognised stock exchange located outside Australia or an ADR that
relates to shares that upon issue, will be quoted on the ASX or a recognised stock exchange located outside
Australia either to:

» aforeignresident on the foreign residents’ own behalf, or
» aforeignresident acting on behalf of a trustee for another foreign resident,

which is to be registered on an overseas register of legal or beneficial title.

In general, stamp duty law in Australia distinguishes between transactions which are affected on the ASX
“on-market”, and those which are affected “off-market”. Stamp duty for on-market trades of marketable
securities is payable by the brokers involved at 0.15% for the selling broker and 0.15% for the buying broker.
The stamp duty is paid to the State or Territory revenue office of the place where the broker takes the order.
The brokers are reimbursed by their client. Unless the transfer of Telstra’s marketable securities occurs on
the NZSE or SEAQ International, London or other exemption applies, the stamp duty for off-market transfers
of marketable securities is payable by the transferee at the rate of 0.3% (calculated on the higher of the sale
price or the value of the underlying marketable securities) and is payable in the ACT.

Apart from the exemptions applicable to foreign residents, other particular exemptions may apply.

United States taxation

This section describes the material United States federal income tax consequences to a U.S. holder (as
defined below) of owning shares, IRs, ADSs or interim ADSs. It applies to shares, IRs, ADSs or interim ADSs
held as capital assets for tax purposes. This section does not apply to members of special classes of holders
subject to special rules, including:

e dealersin securities;

e tradersin securities that elect to use a mark-to-market method of accounting for their securities
holdings;

e tax-exempt organizations;

e lifeinsurance companies;

e persons liable for alternative minimum tax;

e persons that actually or constructively own 10% or more of our voting stock;

e persons that hold shares, IRs, ADSs or interim ADSs as part of a straddle or a hedging or conversion
transaction; or

e persons whose functional currency is not the U.S. dollar.
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This section is based on the Internal Revenue Code of 1986, as amended, its legislative history, existing and
proposed regulations, published rulings and court decisions, all as currently in effect, as well as on the
Convention Between the United States of America and Australia, or the Treaty. These laws are subject to
change, possibly on aretroactive basis. In addition, this section is based in part upon the representations of
the depositary and the assumption that each obligation in the deposit agreement and any related
agreement will be performed in accordance with its terms.

A U.S. holder is a beneficial owner of shares, IRs, ADSs or interim ADSs that is:

e acitizen orresident of the United States;

* adomestic corporation;

e anestate whoseincome is subject to United States federal income tax regardless of its source; or

e atrustif aUnited States court can exercise primary supervision over the trust's administration and
one or more United States persons are authorized to control all substantial decisions of the trust.

Holders should consult their own tax advisors regarding the United States federal, state and local and the
Australian and other tax consequences of owning and disposing of shares, IRs, ADSs or interim ADSs in their
particular circumstances.

In general, and taking into account the earlier assumptions, for United States federal income tax purposes,
a U.S. holder of ADRs evidencing ADSs will be treated as the owner of the shares represented by those ADSs.
Exchanges of shares for ADSs, and ADSs for shares, generally will not be subject to United States federal
income tax. A U.S. holder of IRs or interim ADRs should be treated for United States federal income tax
purposes as the owner of the shares or ADSs represented by such IRs or interim ADRs.

As used in this discussion, unless the context otherwise requires, the term “share” refers to a share or IR and
the term “ADS” refers to an ADS or interim ADS.

Treatment of instalment payments

Thefollowingis a discussion of originalissue discount, or OID, and foreign currency gain or loss and is based,
in part, on Internal Revenue Code provisions and Treasury regulations that may be subject to varying
interpretations.

Deduction of interest

For United States federal income tax purposes, the obligation of a U.S. holder to make the final instalment
payment, which we will refer to as the purchase obligation, is properly treated as a debt obligation bearing
OID to the extent that the amount of the final instalment payment exceeded the difference between:

o thefair market value of a share or ADS at the date of issuance of the IR or interim ADR; and
* the amount of the first instalment, all calculated in Australian dollars.

Both cash-basis and accrual-basis taxpayers are generally entitled to deduct as interest expense (subject to
the limitations on the deductions of “investment interest” by non-corporate taxpayers and to other
applicable limitations) the sum of the daily portions of OID with respect to each purchase obligation they
had issued for each day during the taxable year in which the obligation remained outstanding. The daily
portion is determined by allocating to each day in any “accrual period” a pro rata portion of the OID
allocable to that period.
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The amount of OID allocable to an accrual period can be determined by multiplying the purchase
obligation’s adjusted issue price in Australian dollars at the beginning of the accrual period by the purchase
obligation’s yield to maturity. The purchase obligation’s yield to maturity is determined, as of itsissue date,
on the basis of compounding at the close of each accrual period and adjusting for the length of each accrual
period. The purchase obligation’s adjusted issue price at the beginning of any accrual period is the
obligation’s “issue price” increased by any previously accrued OID.

The daily amounts of OID in Australian dollars should be converted into U.S. dollars using the average
exchangeratein effect duringthe accrual period or, with respect to an accrual period that spans two taxable
years, that part of the period within the taxable year. Alternatively, a U.S. holder may elect to use the
exchange rate in effect on the last day of the accrual period, or, in the case of an accrual period that spans
two taxable years, the exchange rate in effect on the last day of the part of the period within the taxable
year. AU.S. holder that makes this election and that makes a payment of interest within five business days
of the last day of the holder’s accrual period or taxable year may instead translate the interest accrued into
U.S. dollars at the exchange rate in effect on the payment date. This election, if made, must be applied
consistently to all debt instruments of the U.S. holder for the year of the election and subsequent years and
cannot be revoked without the consent of the Internal Revenue Service.

Unrelated business taxable income

The purchase obligation constitutes “acquisition indebtedness” as defined in section 514 of the Internal
Revenue Code. Accordingly, dividends received (and any gain realized on the sale of shares or ADSs) by a
U.S. holder that is exempt from United States federalincome tax, such as an Individual Retirement Account,
Keogh plan, pension or other employee benefit plan with tax exempt trusts, may be treated, in part, as
unrelated business taxable income to the extent the holder’s total unrelated business taxable income for
the taxable year exceeds US$1,000. The tax will apply to a portion of the dividends received during the
holder’s taxable year during any part of which the holder was an obligor on the purchase obligation and to
a portion of the gain, if any, on the sale of shares or ADSs if the holder was an obligor on the purchase
obligation during any part of the 12-month period preceding the sale (although the holder would generally
be permitted to deduct a portion of the interest expense referred to above and the Australian withholding
tax on dividends, if any, would generally be creditable against the holder’s United States federal income tax
liability).

Foreign currency gain or loss on sale or retirement of purchase obligation

A U.S. holder will recognize foreign currency gain or loss in respect of a purchase obligation as ordinary gain
or lossin the earlier of the taxable year in which the holder paid the final instalment or in the taxable year

of sale of the share or ADS. Foreign currency gain or loss is calculated separately in respect of the OID
portion, if any, and the principal portion of the instalment payment.

A U.S. holder’s foreign currency gain or loss in respect of the principal portion of the purchase obligation is
based upon the difference, if any, between:

e the U.S. dollar amount of the adjusted issue price of the purchase obligation as translated at the
exchangerate in effect on the date of the final instalment payment (or, if applicable, the date of sale
of the shares or ADSs); and

» theU.S. dollar amount of such adjusted issue price as translated at the exchange rate in effect on the
date of purchase of the shares or ADSs.
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The holder’s foreign currency gain or loss in respect of any accrued OID portion for the instalment payment
is equal to the difference between:

« theU.S. dollar amount of the accrued OID as translated at the exchange rate in effect on the date of
the final instalment payment (or, if applicable, the date of sale of the shares or ADSs); and

e the U.S. dollar amount of the accrued OID as described above under “Deduction of interest”.
Effect of purchase obligation upon sale of shares or ADSs

For purposes of calculating gain or loss on a sale or other disposition of shares or ADSs, a U.S. holder’s tax
basisin the shares or ADSs equals the U.S. dollar amount of the first instalment payment plus the U.S. dollar
equivalent issue price of the purchase obligation, based upon the spot rate prevailing at the date of
purchase. The amount realized on a sale or other disposition of shares or ADSs prior to payment of the final
instalment would include, in addition to other amounts received, the U.S. dollar equivalent of the amount
of any remaining purchase obligation assumed by the transferee less the amount of unaccrued OID, if any,
in respect of the purchase obligation, all as based upon the spot rate prevailing on the date of sale or other
disposition. The holder would recognize foreign currency gain or loss, if any, in the manner described above
under “Foreign currency gain or loss on sale or retirement of purchase obligation” as if the holder had made
an instalment payment in an amount equal to the amount of any remaining purchase obligation.

A U.S. holder that defaulted on the final instalment payment and whose shares or ADSs were, as aresult,
sold by the trustee would treat as an amount realized for purposes of the above, in addition to any amount
received by the holder, the amount of the sales proceeds used by the trustee to pay the instalment (less the
amount of unaccrued OID, if any). Foreign currency gain or loss, if any, would be recognized upon a default.
If the sales proceeds were insufficient to pay in full the instalment in default, under certain circumstances
the amount by which the instalment exceeded the sales proceeds may constitute ordinary income.

Taxation of distributions on shares or ADSs

Under the United States federal income tax laws, a U.S. holder must include in gross income the gross
amount of any dividend paid by us out of our current or accumulated earnings and profits (as determined
for United States federal income tax purposes). The holder must include any Australian tax withheld from
the dividend payment in this gross amount even though the holder does not in fact receive it. The dividend
is ordinary income that must beincludedinincome when the holder, in the case of shares, or the depositary,
in the case of ADSs, receive the dividend, actually or constructively. The dividend will not be eligible for the
dividends-received deduction generally allowed to United States corporations in respect of dividends
received from other United States corporations. The amount of the dividend distribution that the holder
must include in income will be the U.S. dollar value of the payments made in Australian dollars, determined
at the spot Australian dollar/U.S. dollar rate on the date the dividend distribution is includible in income,
regardless of whetherthe paymentisinfact convertedinto U.S. dollars. Generally, any gain or loss resulting
from currency exchange fluctuations during the period from the date the holder includes the dividend
paymentinincome to the date the holder converts the payment into U.S. dollars will be treated as ordinary
income or loss. The gain or loss generally will be income or loss from sources within the United States for
foreign tax credit limitation purposes. Distributions in excess of current and accumulated earnings and
profits, as determined for United States federal income tax purposes, will be treated as a non-taxable return
of capital to the extent of the holder’s basis in the shares or ADSs and thereafter as capital gain.

Subject to certain limitations, the Australian tax withheld in accordance with the Treaty and paid over to
Australia will be creditable against a U.S. holder’s United States federal income tax liability.
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Dividends constitute income from sources outside the United States, but generally will be “passive income”
or “financial services income” which is treated separately from other types of income for purposes of
computing the foreign tax credit allowable to a U.S. holder.

Taxation of capital gains

A U.S. holder that sells or otherwise disposes of shares or ADSs will recognize capital gain or loss for United
States federal income tax purposes equal to the difference between the U.S. dollar value of the amount
realized and the holder’s tax basis, determined in U.S. dollars, in the shares or ADSs. Capital gain of a non-
corporate U.S. holder is generally taxed at a maximum rate of 20% where the property is held more than one
year. The gain or loss will generally be income or loss from sources within the United States for foreign tax
credit limitation purposes.
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The potential for change in the market value of our financial assets and liabilities is referred to as “market
risk”. We enter into financial instruments to manage our exposure to interest rates and foreign currency
rates that arise as part of our normal business operations.

Derivatives are financial instruments such as futures, forwards and swaps that derive their value from
underlying assets, indices, reference rates or a combination of these factors. We only use derivative
financial instruments, in accordance with board approved policies, to hedge market risks for an underlying
physical position.

We are exposed to interest rate risk due to our borrowings

Our borrowings are generally for maturities of up to ten years and we manage our debt in accordance with
set targeted interest rate profiles and debt portfolio maturity profiles. We use interest rate swaps, cross
currency swaps and futures to achieve these defined levels.

Interest rate risk is calculated on our net debt portfolio that equals financial liabilities less matching short-
term financial assets whose value is sensitive to interest rates.

Our net debt portfolio includes both physical borrowings such as bonds and commercial paper and
associated derivative instruments such as interest rate swaps and cross currency swaps.

We have exposure to foreign currency risk due to our normal business operations and borrowings
Our foreign currency exchange risk is due to:

« firm or anticipated transactions for receipts and payments for international telecommunications
traffic settled in foreign currencies;

e purchase commitments in foreign currencies;
e investments denominated in foreign currencies; and
e aportion of our borrowings that are denominated in foreign currencies.

We firstly remove the foreign exchange risk on our borrowings by effectively converting them to A$
borrowings at drawdown by applying cross currency swaps.

Theremaining foreign exchange rate risks are managed through the use of forward foreign currency
derivatives.

This foreign exchange risk is calculated on a net foreign exchange basis for individual currencies. This
underlying foreign exchangerrisk is combined (offset) with the associated foreign exchange derivatives used
to hedge these risks generating our net foreign exchange risk.

Our exposure to movements in market risks is measured on a fair value basis
Our estimated market risk exposures are measured on two bases:

» sensitivity analysis; and
e value-at-risk or “VaR”.

The methods illustrated below show the potential costs of adverse movements in the fair value of the
relevant portfolio.
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Sensitivity analysis

We undertake a sensitivity analysis on our net debt and foreign exchange exposure portfolios. This is based
on an instantaneous adverse proportional movement of 10% in interest rates and exchange rates. The
probability of this occurring is not factored into this analysis.

Also, the diverse nature of the portfolios is not taken into account and concurrent adverse movements in all
exchangerates and interest rates is assumed. For these reasons, the analysis may be conservative and not
represent likely market volatility since historically there is some degree of correlation between these factors
and it is unlikely that there would be a concurrent adverse movement across all factors.

Table 23 - Adverse proportional movement of 10% across risk categories

As at 30 June
2001 2000

(in millions)
A$ A$

Risk Categories

Interestrates . . . ..... .. ... . .. .. 159 162
Foreign currencyrates . . .. ............. 11 47
Total .. ... ... .. .. 170 209

VaR

VaR represents the maximum potential loss due to adverse movements in markets over a defined time
horizon with a specified confidence level.

For the VaR numbers reported below, a one month time horizon and a 99% confidence level were used. We
consider a one month holding period is appropriate as our hedging activities are of a non-trading nature.
This differs from many financial institutions who hedge for trading purposes where a one day period may be
more appropriate.

We have derived the potential cost by applying historical volatility measures to the identified market risk.
Unlike sensitivity analysis, VaR analysis takes into account the diversified nature of our net debt and net
foreign exchange exposure portfolios and incorporates historical correlation between the markets.

We arrived at the VaR numbers by using a Monte Carlo simulation model developed by our consulting
actuaries, William M Mercer Pty Ltd, which uses the JP Morgan RiskMetrics methodology and JP Morgan/
Reuters RiskMetrics data sets. The data sets from JP Morgan/Reuters comprise:

» interest rate and foreign exchange rate volatilities; and
» correlations between interest rates and foreign exchange rates.

The simulation model determines the distribution of the fair value of our debt portfolio and foreign
exchange portfolio at future rates. This is undertaken by simulating interest and foreign exchange
movements against our actual transaction portfolio. In deriving the VaR numbers, 50,000 simulations have
been undertaken to ensure the production of stable, robust results.

149



Telstra Corporation Limited and controlled entities

TheVaR methodology adopted determines the maximum potential cost with a99% confidence level(i.e., the
value for which there is a 1% chance of being exceeded).

Table 24 - VaR™V

As at 30 June
2001 2000
(in millions)
One month holding period A$ A$
Risk categories
Interestrates . . . ...... ... . ... ... 159 148
Foreigncurrencyrates . . ... ............ 21 33
Sub-total. . .. ... ... L 180 181
Diversification effect® . . ... .. ... ... ... ... (16) (27)
Total .. ... ... .. .. 164 154

@ For approximate conversions from monthly VaR cost multiply by 0.22 to give daily VaR and
3.5 to give twelve monthly VaR. These conversion factors assume that the portfolios
continue with the same basis profiles, such as maturity and debt mix.

@ Equals the difference between the total monthly VaR and the sum of the monthly VaRs for
the two risk categories. This effect arises because there is a degree of correlation between
the two market risk categories.

VaR calculations were undertaken for portfolio balances at the end of each quarter during fiscal 2001. The
following table shows the high, low and average amounts of the portfolio VaR based on these quarterly
results:

Table 25 - VaR™ analysis

As at 30 June 2001

High Low  Average
(in millions)

A$ A$ A$

Risk categories
Interestrates . . .. ........... 179 128 154
Foreigncurrencyrates . . . ... ... 26 19 22
Sub-total. . .. ......... ... .. 205 147 176
Diversification effect® . . ... ... ... (25) (16) (18)
Total. . . ... ... .. 180 131 158

@ For approximate conversions from monthly VaR cost multiply by 0.22 to give daily VaR and
3.5 to give twelve monthly VaR. These conversion factors assume that the portfolios
continue with the same basis profiles, such as maturity and debt mix.

@ Equals the difference between the total monthly VaR and the sum of the monthly VaRs for
the two risk categories. This effect arises because there is a degree of correlation between
the two market risk categories.

For additional information regarding our market risks see note 29 of our consolidated financial statements
in this annual report.
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TheTelstra board aims for best practice in the area of corporate governance. This section describes the main
corporate governance practices in place during fiscal 2001.

Our corporate governance practices continue to develop as the company evolves into a major publicly listed
company with a wide shareholder base. While the Commonwealth owns more than 50% of the shares in
Telstra, we will remain subject to various ministerial and other controls to which other publicly listed
companies are not subject. This includes a ministerial power to give us written directions that the
Communications Minister believes are in the publicinterest (Section 9 Telstra Act). Within these constraints,
the board continues to strive to achieve best corporate governance practice.

The board

The board is accountable to shareholders for the business and affairs of Telstra and delegates responsibility
for day-to-day management of the Telstra Entity to the chief executive officer (CEO). The chief executive
officer is an executive director and the chairman, the deputy chairman and other members of the board are
non-executive directors.

The maximum number of directors provided for by our constitutionis 13. We currently have 12 directors. A
casual vacancy to the board may be filled or an additional director appointed, up to the maximum number
of directors, either:

» by thedirectors after consulting with the Communications Minister; or
e byanordinary resolution of shareholders.

The tenure of the CEO is linked to his executive office while one third of all other directors are subject to re-
election by rotation each year. A director, appointed by the directors, is subject to re-election at the next
annual general meeting. A board committee, the Appointments and Compensation Committee, may
negotiate the retirement or resignation of individual directors after consultation with the board. However,
the board’s general policy on board membership for non-executive directors is:

e the maximum retirement age is 72 years; and
e the maximum tenureis 12 years (i.e. four terms of three years).

Non-executive directors’ remuneration is determined in accordance with Telstra’s constitution.

Directors and board committees are able to obtain professional advice independent of management or
Telstra’s advisers. This advice may be obtained, with the chairman’s approval, at Telstra’s cost and is
provided to all directors.

We have in place a share trading policy that prohibits directors and senior management (and their
associates) from engaging in short-term trading of our securities. This policy also restricts the buying or
selling of our securities to the three “window” periods (between 24 hours and 30 working days) following the
release of our annual results, the release of our half-yearly results, the close of our annual general meeting,
and at such other times as the board permits. In addition, directors and senior management 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, then notified to the ASX.

Furthermore, as required by law, buying or selling of our securities is not permitted at any time by any
person who possesses price-sensitive information in relation to those securities.
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The Corporations Act and our constitution require directors to disclose any conflicts of interest and to
abstain from participating in any discussion or voting on matters in which they have a material personal
interest. In addition, the board has developed procedures to be followed by a director who believes he or she
may have a conflict of interest or material personal interest in a matter.

Meetings and committees of the board

Theboard normally meets nine times each year for scheduled meetings and on other occasions to deal with
specific matters that require attention between meetings that have been scheduled.

The regular business of the board includes:

e business investments and strategic matters;
e governance and compliance;

e chief executive officer’s report;

« financial reports; and

e onarotational basis, business unit reviews.

Directors also liaise with senior management as required and may consult with other Telstra employees and
advisers and seek additional information on request.

The board often operates through committees that hold responsibility for particular areas. The two main
committees, (which operated during the year), and their responsibilities are:

e Audit Committee This committee:

e oversees our compliance with external and internal obligations and our risk management
programmes;

e reviews our annual audit programme; and

e providesadvicetotheboard on matters of due diligence, financial systems integrity and financial
risk.

¢ The members of the Audit Committee are:

e Elizabeth Nosworthy (Chairman);
e JohnRalph;

e John Stocker;

e Malcolm Irving;

e Robert Mansfield;

¢ RossAdler; and

» Ziggy Switkowski.

» Appointments and Compensation Committee reviews senior manager remuneration and
appointments including:

* recommending the appointment of the chief executive officer to the board; and
e reviewingandreportingtotheboard on the proposed remuneration strategy and package for the
chief executive officer and senior executives and succession plans for senior executives.

e The members of the Appointments and Compensation Committee are:

e JohnRalph;
e Robert Mansfield; and
e Ziggy Switkowski.
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Business conduct

We provide guidance to our employees on how to deal with business issues through our company values and
code of conduct policies. Through these policies we reinforce the standards of ethical behaviour we expect
from all employees. We have a mandatory ethics training programme for all employees to reinforce these
standards. We also provide assistance to employees on the application and interpretation of the company
values and code of conduct policies through employee help lines.

Business risk

Telstra is committed to the management of risks throughout its operations to protect its employees, the
environment, assets, markets, earnings, reputation and shareholder value.

The Audit Committee provides advice to the board on the status of business risks to Telstra through an
integrated risk management and assurance function whereby it oversees:

e theestablishment and management of risk limits and tolerances across the organisation;
» theprogress of risk management within the business units; and
» theexistence of an appropriate risk management culture.

The risk management and assurance function has promoted the common language and approach used by
business unitsinidentifying, measuring and prioritising business risks. The Audit Committee receivesreports
independently prepared by the risk management and assurance group, on significant business risks and the
strategies to manage these risks.

In addition, Telstra uses risk financing techniques including insurance to reduce the financial impact of any
uncontrollable or catastrophicrisks. A central treasury function manages the financial exposures to reduce
the volatility of cash flows and asset values arising from interest rate and exchange rate movements in
accordance with board approved limits. Details of the nature of these exposures and the value at risk are
shown in note 29 to our consolidated financial statements in this annual report.

External auditors

In accordance with the Telstra Act, our Australian auditor is the Auditor-General. Ernst & Youngis the
Australian sub-contractor to the Auditor-General and our U.S. auditor for fiscal 2000 to 2002 with an option
for extension for a further two years at the discretion of Telstra and the Auditor-General.

Audit committee charter

The audit committee is a committee of the board of directors whose primary function is to assist the board
of directors in its oversight of:

» thereliability and integrity of accounting policies and financial reporting and disclosure practices;

e the provision of advice to the board on the matter of financial statements, due diligence, financial
systems integrity and business risks to enable the board to fulfil its fiduciary and stewardship
obligations; and

» the establishment and maintenance of processes to ensure that there is:

e compliance with all applicable laws, regulations and company policy; and
e anadequate system of internal control, management of business risks and safeguard of assets.
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These functions are carried out by:

e reviewing the appropriateness of the accounting principles adopted by managementin the
composition and presentation of financial reports;

» overseeing the financial reports and the results of the external audit of these reports;

» reviewing the external and internal audit and risk management programme and monitoring those
results;

e monitoring compliance with a code of conduct covering individual and company ethics that
recognises Telstra’s business, environmental and statutory responsibilities;

e overseeing the establishment and management of risk limits and tolerances across and within, the
business units and operations of Telstra; and

» evaluating the independence of both the non-executive directors and the external auditors.

The function of the audit committee is oversight. The management of the company is responsible for the
preparation, presentation and integrity of the company’s financial statements. Management s responsible
for maintaining appropriate accounting and financial reporting principles and policies and internal controls
and procedures designed to ensure compliance with accounting standards and applicable laws and
regulations.

The external auditors are responsible for planning and carrying out a proper audit of the company’s annual
financial reports including reviews of the company’s six monthly financial reports and other procedures.
Each member of the audit committee is entitled to rely on information, or professional or expert advice,
given or prepared by:

e anemployee of the company whom the member believes on reasonable grounds to be reliable and
competent in relation to the matters concerned;

« aprofessional adviser or expert in relation to matters that the member believes on reasonable
grounds to be within the person’s professional or expert competence;

» another director or officer of the company in relation to matters within the director’s or officer’s
authority; or

¢ acommittee of directors on which the member did not serve in relation to matters within the
committee’s authority.

Membership of the committee

The audit committee consists of three or more independent directors as determined by the board in its
business judgment. At least one member of the committee must have accounting or related financial
management expertise.

Each member of the committee must be:

» independent of the management of the company and free from any relationship that, in the business
judgment of the board, would interfere with the exercise of his or herindependent judgment as a
member of the committee; and

» have aworking familiarity with basic finance and accounting practices.

The board elects both the chairman, who will not be the chairman of the company, and the members of the
committee and reviews such membership at times considered appropriate by the board.
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Structure and processes
Meetings

The audit committee meets four times per year or more frequently as circumstances require. The quorum
for such meetings is two members of the committee. Any other board member may attend such meetings
as he or she wishes. The external auditor attends an audit committee meeting when requested by the audit
committee. The committee may ask management and/or others to attend these meetings and provide such
input and advice as required.

Information to the audit committee is sent on a continuous basis to audit committee members and copied
to other board members, as it becomes available. The chairman of the audit committee must determine, in
consultation with management, the external auditor and committee members, the meeting agenda aftera
review of the material issued and in consideration of other significant events or issues arising. Any board
member may require that the committee put a matter on the agenda for consideration.

Relationship with the external auditor

In accordance with section 36 of the Telstra Act and for so long as the Commonwealth of Australia owns
more than 50% of the shares in Telstra:

» theauditor of the Telstra group for Australian financial reporting purposes is required by law to be
the Auditor-General. The Auditor-General, in consultation with the Telstra audit committee and
board, subcontracts this work to an accounting firm; and

e the audit committee and the board appoint the auditor for filings outside Australia.

The Auditor-General, as auditor of Telstra, owes duties to Telstra and its shareholders as a whole. The
Auditor-General also owes statutory duties as an independent officer of the Commonwealth Parliament.

The auditor appointed by the Telstra audit committee and board, for filings outside Australia, is ultimately
accountable to the board of directors and audit committee.

The audit committee and board of directors have the ultimate authority and responsibility to select,
evaluate and, where appropriate, replace the external auditor appointed by Telstra for filings outside
Australia.

The audit committee must:
» require the external auditor and its subcontractor to:

e submit on a periodic basis to the audit committee a formal written statement delineating all
relationships between the auditor and Telstra. The statement shall include a report of all fees
billed for each of the following categories of services rendered by the external auditor:

e the audit of the company’s annual financial reports for the most recent fiscal year and the
reviews of the financial statements included in the company’s six monthly reports for that
fiscal year;

e ITconsultingservicesforthe mostrecent fiscal year, in the aggregate and by each service (and
separately identifying fees for such services relating to financial information systems design
and implementation); and

 all other services rendered by the external auditor for the most recent fiscal year, in the
aggregate and by each service,
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actively engage in discussions with the audit committee concerning any disclosed relationships
or services that may impact the objectivity and independence of the external auditor and its
subcontractor; and

consider whether the external auditors’ provision of:

IT consulting services relating to financial information systems design and implementation, and
other non-audit services to the company,
e is compatible with maintaining the independence of the external auditors; and

if applicable, shall recommend that the board of directors take appropriate action in response to
the external auditors report to satisfy itself of the external auditors’ independence.

Recurring processes

The audit committee is required to, on an annual basis:

review its charter to determine its adequacy for current circumstances and recommend to the board
the formal adoption of the revised charter for future operations of the audit committee;

meet separately with the internal auditor and the external auditor, with and without management,
to discuss the results of their audits;

review with management and the external auditor, the financial report to be included in the annual
report including:

the external auditors’ responsibilities under generally accepted auditing standards;
» significant accounting policies;

* management judgments and accounting estimates;

e adjustments arising from the audit;

the external auditors’ judgments about the quality, not just the acceptability, of accounting
principles as applied in the financial report; and

prepare or consider any report or other disclosures to be included in the company’s annual report
or other communications to shareholders on therelationships between the external auditors and
the company.

Continuous disclosure

We have in place a comprehensive continuous disclosure procedure, which we have followed since our
securities first became quoted for trading on various stock exchanges in November 1997. We review and
update the procedure on aregular basis.

The aim of the procedure is to ensure that we release price-sensitive information in a timely fashion to the
various stock exchanges on which our shares and debt securities trade. Our procedure runs as follows:
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our Continuous Disclosure Committee (Committee), chaired by the Group Managing Director, Legal &
Regulatory (GMD L & R)/Group General Counsel, advises the GMD F&A and the CEO on disclosure
matters. The Committee runs an internal disclosure system so that information that might be
disclosable is internally identified and reviewed quickly. The Committee’s membership includes the
GMD L&R/Group General Counsel, the Managing Director - Corporate Relations, the General Counsel
- Finance & Administration, the Director of Finance, the Director of Legal, the General Manager -
Investor Relations Unit and the Company Secretary;

senior management (including the CEO, all GMDs and their direct reports, all group controllers and
all legal and regulatory counsel) must inform the Committee of any potentially price sensitive
information or proposal as soon as they become aware of it. This is done quickly and efficiently
through the use of an electronic continuous disclosure system. An electronic form containing details
of theinformationis sent to the General Counsel - Finance & Administration, who consults with other
members of the Committee including, if necessary, convening a meeting of the Committee to
determine whether the matter is disclosable. They may also, if in doubt, consult with external
counsel;

a collective recommendation regarding disclosure is then made to the GMD F&A and the CEO. If the
matter is disclosable, an announcement is prepared and sent via the Company Secretary’s office
electronically or by facsimile to all relevant stock exchanges;

we implement several practices internally to reinforce the importance of Telstra’s continuous
disclosure obligations and the need to keep the Committee informed about potentially disclosable
matters. These are reviewed regularly and include the following:

» everydirector is made aware of our continuous disclosure obligations upon taking office; each
member of senior management undertakes training with Telstra’s General Counsel, Finance and
Administration in relation to Telstra’s continuous disclosure obligations;

e aweekly e-mail is sent to all senior management reminding them to immediately send an
electronic continuous disclosure form to the Co-ordinator if they become aware of any
potentially price sensitive information or proposals;

» the Committee maintains a list of issues which, although not yet disclosable, need to be
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 counsel to see if they raise anything disclosable;

e aninternal policyis in place governing communications with and provision of information to
shareholders, brokers, analysts and financial media; and

» theoffice of the company secretary maintains a record of all market announcements made. The
announcements are also posted on Telstra’s web site telstra.com® after market release is
confirmed.
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The directors present their report on the consolidated entity (Telstra or Telstra Group) consisting of Telstra
Corporation Limited (Telstra Entity) and the entities it controlled at the end of or during the year ended 30
June 2001.

Principal activity

Telstra's principal activity during the financial year was to provide telecommunications services for
domestic and international customers. There has been no significant change in the nature of this activity
during the year.

Results of operations

Telstra’s net profit for the year was A$4,058 million or an increase of 10.4% over the prior year’s net profit of
A$3,677 million. This was after:

e deducting income tax expense of A$2,236 million (2000: A$1,676 million); and
» allowing for after tax profits of A$3 million attributable to outside equity interests in controlled
entities (2000: after tax loss of A$4 million).

Income tax expense is A$56 million (2000: A$172 million) less than would otherwise have been the case due
to the lowering of the Australian company income tax rate from 36% in fiscal 2000, to 34% in fiscal 2001 and
30% in future years.

Our earnings per shareincreased from 28.6 cents per sharein fiscal 2000 to 31.5 cents per share in the current
year.

Review of operations

During a period of ongoing cost containment, we have continued to focus on areas that will deliver long-
term growth for us. For more information, see “Operating and Financial Review and Prospects”.

In this year’s results we have a number of one off items that include the following:

» thesale of our global wholesale business from 1 February 2001 into our 50% owned joint venture,
Reach. We have recognised 50% of our profit on sale in the current year (A$852 million) and the
balance of the deferred profit will be credited to profit and loss over the next 20 years. Our share of
net profit from Reach for the five months ended 30 June 2001 was A$48 million after taking into
account:

e ourshare of the net operating profit from Reach of A$80 million;
» amortisation of deferred profit on sale of our business of A$18 million; reduced by
e notional goodwill amortisation expense of A$50 million.

e the acquisition from February 2001 of a 60% controlling interest in Joint Venture (Bermuda) No2
Limited (referred to as RWC). The principal business of RWCis the wireless business of Hong Kong CSL.
We have consolidated the operating results from RWC from 1 February 2001, and after taking into
account the outside equity interests (OEl) of the other shareholder, our net profit was A$3 million for
the 5 months ended 30 June 2001. In addition, we have also recognised that there has been a general
decline in the value of telecommunications companies over the last year. Based on an independent
valuation of our interest in RWC, we have recognised the decline in its value by writing down our
investment by A$999 million to A$2,086 million;

» the once off benefit of A$725 million in other revenue arising from the release from our obligations
under the Telstra Additional Contributions (TAC) agreement to the superannuation fund,;
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» theapplication of more prescriptive rules on revenue recognition to our accounts for both Australian
and US reporting purposes. (This instruction on accounting treatment is referred to as US Securities
Exchange Commission Staff Accounting Bulletin 101 (or SAB 101).) The main effect for Telstra of the
application of SAB 101 has been that all revenue is deferred until either delivery has taken place or
the service has been provided. This has resulted in a reduction in profit of A$219 million (or A$145
million after tax) and was mainly due to deferring the recognition of all of our revenue from
telephone directories until publication has taken place rather than splitting between sales of
commission when the contract was signed with the customer and the balance of the revenue
deferred until publication;

e we acquired a controlling interest in Keycorp Limited in late December 2000 and their results have
been consolidated in our Group results since 1 January 2001; and

* we have continued to review our investments with some write-downs being taken to account in the
current year. Our yearly result also included a profit on sale of investments in Computershare of
A$245 million.

Normalised results from operations

We have taken the reported results and adjusted for the once off items that have occurred in both fiscal 2001
and fiscal 2000 so that a like for like comparison of results may be made. This results in an underlying
earnings before interest and tax of A$6.4 billion or a 5.5% increase. On the same normalised basis, our sales
revenueincreasedinfiscal 2001 by 3.2% to A$18.9 billion with strong underlying growth in data and internet,
mobiles services, basis access and intercarrier revenues. Total underlying revenue (excluding interest)
increased by 2.9%.

Through the successful implementation of our ongoing cost reduction programme, the growth in
underlying operating expenses (before depreciation, amortisation and interest) was contained to 0.8%.
Total underlying expenses (before interest) increased by 1.6% to A$12.8 billion.

Operating capital expenditure reduced by 11.9% to A$4.2 billion, while investments for the period (before the
Asian ventures) decreased by A$38 million to A$569 million after the purchase of our 3G spectrum licence for
A$302 million.

Events occurring after the end of the financial year

Thedirectors 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.

Dividends

The directors have declared a final dividend for the year ended 30 June 2001 of 11 cents per share (A$1,415
million) fully franked. The tax rate at which the dividend is franked is 30%. The record date for the final
dividend will be 21 September 2001 with payment being made on 26 October 2001.

During fiscal 2001, the following dividends were paid:

Dividend Date declared Date paid Dividend per share Total dividend
Final dividend for the year ended 30 10 cents franked to
June 2000 30 August 2000 27 October 2000  100% A$1,287 million
Interim dividend for the year ended 8 cents franked to
30 June 2001 7 March 2001 27 April2001  100% A$1,029 million
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Under current legislation, it is expected that Telstra will be able to fully frank declared ordinary dividends
out of fiscal 2002 earnings. However, the directors can give no assurance as to the future level of dividends,
if any, or of franking of dividends. This is because our ability to pay dividends depends upon, among other
factors, our earnings, government legislation and our tax position.

Significant changes in the state of affairs
There have been no significant changes in the state of affairs of Telstra during the financial year other than:

e the completion of our strategic alliance with Pacific Century CyberWorks (PCCW) on 7 February 2001
in accordance with our 13 October 2000 agreements. The key terms of the alliance with effect from 1
February 2001 were:

» theestablishment of Reach, a50:50 joint venture entity operating as a provider of voice, data and
internet connectivity services in the Asia-Pacific region. Reach was formed through the
combination of the sale of our global wholesale businesses and certain wholesale assets together
with certain PCCW assets; and

e the acquisition of a 60% controlling interest in RWC from PCCW; and

» the purchase of a convertible note from PCCW with a face value of US$750 million. The note is
subordinated but is secured by an equitable mortgage over half of PCCW’s 50% shareholding in
Reach (i.e. 25% of Reach’s total shares).

Likely developments

The directors believe, on reasonable grounds, that Telstra would be likely to be unreasonably prejudiced if
the directors were to provide more information than there is in this report or the financial report about:

e thelikely developmentsin Telstra’s operations; or
» theexpected results of those operations in the future.

Details about directors
Retirement of directors

Cecilia AMoar, Christopher | Roberts and Stephen W Vizard did not seek re-election and retired from office at
the annual general meeting on 17 November 2000. The board thanks the directors for their valuable
contribution during their terms of office and welcomes the appointment of new directors.

Information about directors is provided as follows and forms part of this directors’ report:

« names ofdirectors and details of their qualifications, experience and special responsibilities are given
on pages 105 to 107;

e number of board and committee meetings and attendance by directors at these meetings is provided
on page 163;

» details of directors’ shareholdings in Telstra are shown on page 115; and
» details of directors’ emoluments are given on page 110.
Senior executive emoluments

This information is provided on pages 113 and 114 and forms part of this report.
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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 provided that:

e theliability is not owed to us or a related body corporate;

e theliability is not for a pecuniary penalty or compensation order made by a Court under the
Corporations Act; and

o theliability does not arise out of conduct involving a lack of good faith. Our constitution also
provides for us to indemnify each officer, to the maximum extent permitted by law, for legal costs
and expenses incurred in successfully defending civil or criminal proceedings.

If one of our officers or employees is asked by us to be a director or alternate director of a company which is
not related to us, our constitution provides for us to indemnify the officer or employee out of our property
for any liability he or she incurs. This indemnity only applies if the liability was incurred in the officer’s or
employee’s capacity as a director of that other company. It is also subject to any corporate policy made by
our chief executive officer. 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
Telstra has also executed deeds of indemnity in favour of:

e directors (including past directors);

» executive officers (other than directors) and certain employees generally; and

» employees (including executive officers other than directors) involved in the formulation, entering
into or carrying out, of a Telstra Sale Scheme (as defined in the Telstra Act).

Each of these deeds provides an indemnity on substantially the same terms as the indemnity provided in the
constitution in favour of officers. The indemnity in favour of directors also gives directors a right of access
to board papers and requires Telstra to maintain insurance cover for the directors. The indemnity in favour
of employeesrelating to Telstra sale schemesis confined to liabilities incurred as an employee in connection
with the formulation, entering into or carrying out, of a Telstra sale scheme.

Directors’ and officers’ insurance

Telstra maintains a directors' and officers' insurance policy that, subject to some exceptions, provides
worldwide insurance cover to past, present or future directors, secretaries or executive officers of the Telstra
Entity and its subsidiaries. The directors' and officers' insurance policy prohibits disclosure of the premium
payable under the policy and the nature of the liabilities insured.

Environmental regulation
Performance in relation to particular and significant environmental legislation

Telstra’s operations are subject to some significant environmental regulation under Commonwealth, State
and Territory law, particularly with regard to:

e theimpact of the rollout of telecommunications infrastructure;
e site contamination; and
¢ waste management.
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Telstra has established procedures to monitor and manage compliance with existing environmental
regulations and new regulations as they come into force.

The directors are not aware of any significant breaches of environmental regulation during the financial
year.

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 pursuant to section 341(1) of the Corporations Act. As a
result, amounts in this report and the accompanying financial report have been rounded to the nearest
million dollars except where otherwise indicated.

This report is made in accordance with a resolution of the directors.

R b

Robert C Mansfield
Chairman and Director
29 August 2001

/ £ {2 thouirbs

Ziggy Switkowski
Chief Executive Officer and Managing Director
29 August 2001
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Directors’ meetings

Each director attended the following meetings and board committees during the year while amember of the

board:
Committees
Audit Appointments and
Compensation

a b a b a b
RCMansfield . . ......... 19 19 6 6 2 2
JTRalph . . .. .......... 19 16 6 5 2 2
ZE Swieckowski O 19 19 6 6 2 2
NRAdler. ............. 19 19 6 5 - -
SHChishotm® . ... ... ... 8 8 - - - -
AlJClark ., . ........... 19 16 - - - -
JEFletcherd® . . ... ... .. 8 7 - - - -
MGlrving . . ... ... ... .. 19 17 6 6 - -
CB Livingstone(z) ......... 8 8 - - - -
D GMcGauchie . . .. ... ... 19 19 - - - -
CAMoar® . ... ... ... ... 11 11 - - - -
EANosworthy . ......... 19 19 6 6 - -
ClRoberts® .~ .. .. ... ... 11 10 - - - -
JWStocker . ........... 19 17 6 6 - -
SWVizard®. . ... ... ... 11 8 - - - -

Column a: number of meetings held while a member.
Column b: number of meetings attended.

@ Attended audit committee meetings as chief executive officer.

@ Appointed as a director on 17 November 2000.
() Retired as a director on 17 November 2000.
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Statement of Financial Performance - profit and Loss Statement

for the year ended 30 June 2001

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2001 2001 2000 1999 2001 2000
Note $m US$m $m $m $m $m
Salesrevenue-usual . . .. ... ... ... L., 2 19,458 9,924 18,609 17,571 18,290 17,982
Salesrevenue-unusual . .. ... ... L. 2,3(c) (779) (397) 734 - (589) 734
Otherrevenue-usual. . . . ... ................. 2 764 390 1,238 649 1,156 1,419
Otherrevenue-unusual . . .. ............... 2,3(c) 3,643 1,858 - - 2,981 -
23,086 11,775 20,581 18,220 21,838 20,135
Labour-usual . .. ... ... ... . ... 3,122 1,592 3,228 3,270 2,724 2,975
Labour-unusual. . . .. ... .. ... .. 3(c) - - 572 - - 572
Direct costofsales-usual . . . . ... ............ 3(a) 3,693 1,883 3,329 3,002 2,949 2,857
Direct costof sales-unusual . ... .............. 3(c) (560) (286) 734 - (560) 734
Depreciation and amortisation. . . . . ... ... ... .. 3(a) 2,871 1,464 2,646 2,502 2,618 2,497
Otherexpenses-usual . . . .................. 3(a) 3,891 1,984 4,035 3,507 4,990 4,507
Otherexpenses-unusual . . .................. 3(c) 2,820 1,438 - - 1,551 -
15,837 8,075 14,544 12,281 14,272 14,142
......................... 3(a) 769 392 630 578 815 625
.................... 24 183 93 58 41 - -
16,789 8,560 15,232 12,900 15,087 14,767
................. 6,297 3,215 5,349 5,320 6,751 5,368
Incometaxexpense. . ... ........... ... .. ..., 4 2,292 1,169 1,848 1,832 2,244 1,920
Effect of decrease in tax rates on deferred tax balances . . 4 (56) (29) (172) - (64) (195)
Totalincometaxexpense . . ... ................ 4 2,236 1,140 1,676 1,832 2,180 1,725
................................ 4,061 2,075 3,673 3,488 4,571 3,643
Outside equity interestsinnetprofit . . .. ........... (3) (2) 4 (2) - -
.............................. 4,058 2,073 3,677 3,486 4,571 3,643
Net exchange differences on conversion of non-
Australian controlled entities' financial statements. . . . . . 61 31 12 (8) - -
Share of associated and joint venture entities' reserves. . . . (33) (17) 9) - - -
Asset revaluation decrements taken through the reserve . . - - (25) (8) - (25)
................................ 28 14 (22) (16) - (25)
................. 4,086 2,087 3,655 3,470 4,571 3,618
¢ US¢ ¢ ¢
Basic and diluted earnings per share (cents). . . . ... ... 6 31.5 16.0 28.6 27.1
Final dividend pershare(cents) ... .............. 7 11.0 6.0 10.0 26.0

The notes following the financial statements form part of the financial report.
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Statement of Financial Position - Balance Sheet
as at 30 June 2001

Telstra Group Telstra Entity

As at 30 June As at 30 June
2001 2001 2000 2001 2000
Note $m US$m $m $m $m
Cash . . . e 8 1,077 549 751 795 644
Receivables . . . . . . . . ... ... 9 4,307 2,197 3,587 9,911 3,952
Inventories . . . . . ... 10 320 163 295 200 162
Otherassets. . . .. ... ... . . . ... 14 549 280 256 524 246
Totalcurrentassets. . . .. ... ... . .. 6,253 3,189 4,889 11,430 5,004
Receivables . . . . . . ... ... ... 9 1,803 920 258 2,003 483
Inventories . . . . . .. 10 8 4 15 8 15
Investments - accounted for using the equity method . . . . . ... .. 11 1,259 642 450 33 70
Investments-other. . . ... ... .. ... 11 143 73 435 3,244 1,198
Property, plantand equipment . . . ... ... .. ... oo L. 12 22,803 11,630 22,316 21,867 21,831
Futureincometaxbenefit. . . ... ... ... ... ... ... . ... ... 4 114 58 111 - -
Intangibleassets. . . .. ... ... . L L L 13 3,012 1,535 536 373 415
Otherassets. . . . . . . ... 14 2,078 1,060 1,329 1,885 1,290
Totalnoncurrentassets . . . . ........ .. .. ... 31,220 15,922 25,450 29,413 25,302
...................................... 37,473 19,111 30,339 40,843 30,306
Payables. . . . ... 15 2,823 1,440 2,528 2,148 2,380
Borrowings . . . . ... 16 2,604 1,328 3,316 7,433 3,942
Incometaxpayable. . ... ... ... Lo 4 657 335 527 622 506
Provisions . . . . . . . L 17 2,067 1,054 2,315 1,902 2,172
Revenuereceivedinadvance . . . ... ... ... ... 1,128 575 735 904 720
Total current liabilities. . . . .. ........ . ... .. ... .. ... .... 9,279 4,732 9,421 13,009 9,720
Payables. . . . . . ... . .. 15 7 4 624 3 622
Borrowings . . . .. ... 16 11,386 5,807 6,505 11,345 6,470
Incometaxpayable. . ... ... ... L Lo Lo 4 91 46 184 91 184
Deferredincometax . . .......... ... ... .. ... ... 1,573 802 737 1,472 725
Provisions . . . . . . . .. e 17 959 489 1,162 769 913
Revenuereceivedinadvance . . . . . ... .. ... oL 456 233 104 432 76
Total non current liabilities . . . . ... ... ... . ... . ... .... 14,472 7,381 9,316 14,112 8,990
.................................... 23,751 12,113 18,737 27,121 18,710
........................................ 13,722 6,998 11,602 13,722 11,596
Contributedequity . ... ... .. ... .. L 18 6,433 3,281 6,433 6,433 6,433
Reserves . . . . . . . . . 11 6 (8) 277 277
Retainedprofits . . . .. ... .. ... . ... ... .. 6,795 3,465 5,170 7,012 4,886
Shareholders' equity available to Telstra Entity shareholders . . . .. .. 13,239 6,752 11,595 13,722 11,596
Contributedequity . ... ... ... ... . L 490 249 24 - -
Reserves . . . . . . . . 33 17 (2) - -
Accumulatedlosses. . . . ... ... .. (40) (20) (15) - -
Total outside equityinterests. . . .. ...... ... ... . ... ... ... 483 246 7 - -
............................. 13,722 6,998 11,602 13,722 11,596

Expenditure commitments and contingent liabilities . . . . ... ... 20,21

The notes following the financial statements form part of the financial report.
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Statement of Cash Flows

for the year ended 30 June 2001

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2001 2001 2000 1999 2001 2000
Note $m US$m $m $m $m $m
Receipts from trade and other receivables (inclusive
of goods and services tax (GST))(c) . . ... ........... 21,023 10,723 18,533 17,603 19,766 18,759
Payments of accounts payable and to
employees (inclusiveof GST)(c) . . . ............... (11,136) (5,679) (10,493) (9,628) (10,355) (10,596)
Interestreceived. . . ... ....... ... .. ... ... ... 70 36 60 50 166 86
Borrowingcostspaid . . . ... ... .. oo L (813) (415) (622) (558) (876) (638)
Dividendsreceived . ............. ... ......... 16 8 16 23 39 75
Incometaxespaid. . .. ... ... ... . L L L. (1,455) (742) (947) (916) (1,393) (892)
GST remitted to the Australian Taxation Office (ATO) . . . . . (1,106) (564) - - (993) -
......... 6,599 3,367 6,547 6,574 6,354 6,794
Payments for:
- property, plant and equipment. . . . ... ... oL (3,259) (1,662) (4,006) (3,707) (3,151) (3,904)
-internal use softwareassets. . . ... .............. (706) (360) (577) (502) (571) (571)
- patents, trademarks and licences . . . . ... ... ... ... (332) (169) (101) (58) (4) (98)
-deferredexpenditure . . . ... ... ... Lo L. (71) (36) (21) 7) (14) (6)
Capital expenditure (beforeinvestments) . . . ... ... ... (4,368) (2,227) (4,705) (4,274) (3,740) (4,579)
- shares in listed securities and shares in other corporations (38) (19) (263) (88) (20) (1)
-sharesin controlled entities. . . . .. .............. (3,056) (1,559) (163) - (2,165) (916)
- satellite consortiainvestments. . . . .. ... ... ...... - - (4) (2) - (4)
-investment in joint ventureentities . . . ... ... ... ... (131) (67) 37) (22) - (1)
-investment in associated entities . . ... ........... (11) (6) (131) - - (10)
Investment expenditure . . . . ... ... L (3,236) (1,651) (598) (112) (2,185) (932)
Total capital expenditure . . . ... ... ... ... ... . 5 (7,604) (3,878) (5,303) (4,386) (5,925) (5,511)
Proceeds from:
- sale of listed securities and shares in other corporations . . 392 200 129 14 - 129
- sale of property, plant and equipment . . . . ... ... ... 288 147 243 246 287 240
-saleofbusiness. . . . . ... 528 269 - 50 524 139
- sale of patents, trademarks and licences. . . . ... ... .. 14 7 - - 14 -
- sale of shares in controlled entities . . . ... ......... 4 2 27 1 4 -
- satellite consortiainvestments. . . . ... ..., .. .. ... 5 3 1 11 5 1
- sale of joint venture entities and operations. . . . ... ... 3 2 7 - - 7
............... (6,370) (3,248) (4,896) (4,064) (5,091) (4,995)
Proceedsfrom:. ... ... ... ... .. ... ... ... ... ...
-borrowings . . ... 23,521 11,995 15,396 8,884 22,498 15,452
-Telstrabonds . . . . .. ... ... .. ... o - - 495 - - 495
Repayment of: - -
-Telecom/Telstrabonds . . . .. .................. (565) (288) (81) (359) (565) (81)
SbOrrOWINgs . ... (19,193) (9,789)  (13,290) (9,038) (19,373)  (13,503)
-finance leases principalamount . . . . .. ... ... L. (14) (7) (26) (169) (17) (25)
Payments for convertiblenote . . . . ... ... ... ... .. (1,366) (697) - - (1,366) -
Employeeshareloans(net). . .. ................. 27 14 - - 27 -
Dividendspaid . . . .. ... ... ... (2,316) (1,182) (4,375) (1,802) (2,316) (4,375)
............... 9% 46 (1,881) (2,484) (1,112) (2,037)
.................. 323 165 (230) 26 151 (238)
................ 744 379 974 948 644 882
.................. 1,067 544 T44 974 795 644

The notes following the financial statements form part of the financial report.
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Telstra Corporation Limited and controlled entities

for the year ended 30 June 2001

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2001 2001 2000 1999 2001 2000

Note $m US$m $m $m $m $m
Netprofit . .. ... ... ... .. . . 4,061 2,075 3,673 3,488 4,571 3,643
Depreciation and amortisation. . . . ... ... ... ... 3(a) 2,871 1,464 2,646 2,502 2,618 2,497
Deferred mobile phone handset subsidies . . . . ... ... .. (79) (40) (174) - (79) (174)
Accrued interest on convertiblenote . . . . ... ... ... (29) (15) - - (29) -
Dividends received from associated entities. . . . . .. .. 24 1 1 4 9 1 -
Reduction in value of property, plant and equipment. . 3(a) - - - 2 - -
Reduction in value of internal use software assets. . . . . . . 31 16 - - 31 -
(Profit)/loss on sale of controlled entities . . .......... (4) (2) 97) 1 17 (24)
(Profit) on sale of joint venture and associated entities. . . . (2) (1) (25) - - -
(Profit) on sale of listed securities and other corporations . . (266) (136) (133) (11) - (140)
(Profit)onsaleofbusiness. . . .. ... .............. (852) (435) (58) (33) (2,130) (87)
Net (profit)/loss on sale of property, plant and equipment3(a) (7) (4) (26) 13 (10) (18)
Profit on sale of patents, trademarks and licences. . . . 3(a) (8) (4) - - (11) -
Increasein nettaxespayable. . . .. ... ... ... . ... 781 398 729 915 770 463
Stocktake adjustment to property, plant and equipment . . - - - 4 - -
Borrowing costs included in the cost
of constructedassets . . .. ... ............... 3(a) (108) (55) (125) (92) (108) (125)
Share of joint venture entities' net losses . . .. ... ... 24 128 65 51 39 - -
Share of associated entities' net losses/(profits) . ... .. 24 55 28 7 2 - -
Loss of value from investment in partnership. . . . . ... .. - - - 8 - -
Provision for reduction in value of investments. . . . . . 3(a) 1,065 543 39 (1) 2,176 287
Net foreign currency conversion differences . . ... ... .. 14 7 (20) - 14 (15)
Removal of additional contributionstothe TSS ... ... .. (725) (370) - - (725) -
Decrease in non cash revenue received in advance . . .. .. 779 397 - - 589 -
Increase in non cash operating deferred expenditure . . . . . (560) (286) - - (560) -
(Increase)/decrease in trade debtors and other debtors. . . . (464) (236) (253) 30 (407) (255)
(Increase)/decrease ininventories . . . . ... .......... 25 13 (90) 40 (31) (20)
Decrease in deferred expenditure and prepayments . . . .. 7 4 13 11 (29) 17
Increase/(decrease) in accounts payable
andothercreditors . . . ... ... .. o o oo 457 233 151 141 227 453
Increase/(decrease) in revenue received in advance . . . . . . (15) (8) - - 1 -
Increase/(decrease) in provisions. . . .. ............. (583) (298) 232 (486) (542) 292
Movement in foreign currency conversionreserve. . . . . .. 26 13 3 (8) - -

........... 6,599 3,367 6,547 6,574 6,354 6,794
Cash at the end of the year as shown in the statement of
cash flows agrees to the net amount of the following
items in the notes to the financial statements:
Cash . .. ... e 8 1,077 549 751 979 795 644
Bankoverdraft. . .. ....... ... ... .. ... 16 (10) (5) (7) (5) - -
1,067 544 T44 974 795 644

The notes following the financial statements form part of the financial report.
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Statement of Cash Flows (continued)

for the year ended 30 June 2001

Our receipts from trade and other receivables includes estimated GST
of $1,999 million collected by us as agent for the ATO. Our payments
of accounts payable and to employees include estimated GST
payments made by us for goods and services obtained in undertaking
both operating and investing activities. GST paid associated with
operating activities amounted to $553 million whilst GST paid relating
to investing activities amounted to $340 million.

Property, plant and equipment

Our property, plant and equipment includes borrowing costs of $77
million (2000: $102 million; 1999: $81 million) which have been
included in the cost of constructed assets.

We acquired plant and equipment with a fair value of $14 million using
finance leases during fiscal 2001 (2000: $23 million; 1999: $Nil). As
these acquisitions did not involve cash, they are not reported in the
statement of cash flows. Our finance lease liability also includes $3
million (2000: $9 million; 1999: $9 million) relating to non cash, foreign
currency revaluations.

Sale and leaseback transactions

During fiscal 2001, we entered into a sale and leaseback of non
communications plant, server and mid range IT equipment totalling
$110 million. The leaseback entered into is classified as an operating
lease, and the revenue received from the sale has directly offset the
retirement expense. The cash inflow from this sale is recognised in our
proceeds from the sale of property, plant and equipment.

In June 2000 we entered into a sale and leaseback of certain
communication plant totalling $463 million. In June 1999 we entered
into a similar transaction for $517 million. As the two sale and
leasebacks entered into were finance leases, the gains on sale (which
were not significant) were deferred and no sales revenue was
recognised. Under the terms of the agreements, we prepaid all
amounts due under the leases by offsetting them against the sale
proceeds. As no cash flows resulted from these transactions they are
not reported in the statement of cash flows.

Software assets (Internal use software assets)
Our software assets include borrowing costs of $31 million (2000: $23

million; 1999: $11 million) which have been included in the cost of
constructed assets.
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Details of credit standby arrangements and loan facilities are shown
innote 16.

On 7 February 2001, we completed our strategic alliance with Pacific
Century CyberWorks Limited (PCCW). The key terms of the strategic
alliance remain as announced in our 31 December 2000 Half-Year
Financial Report.

Under these arrangements, the following acquisitions and disposals
took place with effect from 1 February 2001:

* Reach Ltd

Reach Ltd (Reach) was formed through the combination of our
international wholesale businesses and certain wholesale assets
together with certain PCCW assets. In return for the businesses and
assets we contributed, we received net cash of $680 million and a 50%
equity interest recorded at $1,727 million, including capitalised
acquisition costs. Reach operates as a provider of voice, data and
internet connectivity services in the Asia Pacific region.

The businesses we contributed included the global wholesale division
of Telstra Corporation Limited and a number of controlled entities as
listed below:

Global wholesale divisions
* Global Connect (part thereof)

» Global Wholesale - Australian Point of Presence (PoP)
* Telstra Inc. (part thereof)

Controlled entities
 Telstra Global Networks Limited

e Telstra Japan KK

* Telstra Korea Limited

« Telstra Germany GmbH

e Telstra France SA

* Telstra Singapore Pte Ltd

¢ Telstra International (HK) Holdings Limited
¢ Telstra Wholesale Trading Inc.

e Telstra (UK) Limited

« Telstra Global Wholesale (NZ) Limited
« Telstra (Malaysia Holdings) Sdn. Bhd.
* Australian Network Company Pty Ltd



Statement of Cash Flows (continued)

Telstra Corporation Limited and controlled entities

for the year ended 30 June 2001

The carrying amounts of cash, other assets and liabilities contributed
(including cash, other assets and liabilities of the above divisions and

controlled entities) is presented in the following table:

Year ended
30 June
2001
Assets and liabilities contributed by major
A$m
class
Cash ... ... ... . .. .. 680
Issue of shares (excluding associated costs) . 1,692
2,372
Cash .. ... ... . . . . . 64
Receivables. . . . ... .............. 142
Property, plant and equipment . . ... ... 647
Otherassets. . . .. ................ 87
Payables. . ... ....... ... ... . ..., (403)
Borrowings . . . ... .. ... L. (16)
Provisions. . . . ....... ... .. .. .... -
521
Otheritems . . . .................. 47
Other associated costs (including stamp duty) 100
Book value of businesses and controlled entities
contributed to Reach and associated costs
3()iyb). .. 668
Net outflow of cash on contribution . . . . . (64)
Net inflow of cash as consideration. . . . . . 680
616

Further details of our investment in Reach are described later in these
financial statements (refer note 24(5)).

« Joint Venture (Bermuda) No. 2 Limited

We acquired a 60% controlling interest in Joint Venture (Bermuda) No.
2 Limited (known as Regional Wireless Company, or RWC).
Consideration for this acquisition, which was paid in cash, totalled
$3,085 million (including capitalised acquisition costs). RWC operates
as a provider of wireless connectivity services in the Asia Pacific
region.

The fair value of cash, other assets and liabilities we acquired as a

result of the acquisition is presented in the following table:

Year ended
30 June
2001
Assets and liabilities contributed by major
Asm
class

Cash .. ... ... ... . ... . . . 40
Receivables. . .. ....... ... ... ... 50
Inventories . . . ....... ... ... .. ... 14
Property, plant and equipment . . . ... .. 430
Identifiable intangible assets. . . . . ... .. 759
Otherassets . .. ................. 49
Payables . ... ... ... ... ... . ... (198)
Provisions. . . ......... ... ....... (103)
1,041

625

1,461

999

3,085

Inflow of cash on acquisition. . . . ... ... 40
Outflow of cash on acquisition. . . . ... .. 3,085

Further details of our investment in RWC are described later in these
financial statements, (refer note 23 (12)).

On 12 December 2000, we acquired a 50.94% controlling interest in
Keycorp Limited (Keycorp). As consideration, we sold our EFTPOS
payments carriage, installation and maintenance business to Keycorp
for $426 million. Keycorp’s operating results from 12 December 2000
to 31 December 2000 were not considered significant to our group
results and we commenced consolidating Keycorp’s results from 1
January 2001.

The amount of cash, other assets and liabilities we acquired as aresult
of obtaining our interest in Keycorp are presented in the following
table. This calculation has been based oninformation from Keycorp’s
financial report for the year ended 31 December 2000.

171



Telstra Corporation Limited and controlled entities
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for the year ended 30 June 2001

In fiscal 2000, the cash, other assets and liabilities disposed of related
to the sale of Telstra New Zealand and Netlink Limited (as a
consolidated group), Modi Telstra Limited, Lawpoint Pty Ltd and the

Acquisition sale of assets to Xantic B.V. (formerly Station 12 B.V.) and are
of presented in the table below:
controlled
entities Disposal of
and controlled
businesses entities and
Year ended businesses
30 June Year ended
2001 30 June
A$m 2000
A$m
Sale of EFTPOS payments carriage, installation
and maintenance business . . ... ...... 426 Cash ... 27
Costs of acquisition . . . .. ........... 12 Issueofshares . . .. ..... ... ... ... ... 391
438 418
Less elimination of goodwill
(intercompany transaction). . . ... ... .. 426
12 Cash net of bank overdrafts held by the entities
Outside equity interest (49.06%) . . . . . . . . 17 ondisposal . . . ... 27
29 Receivables. . . .. ... ... ... ... ..., 81
Investments . . ....... ... ... ..., 23
Property, plant and equipment . . .. ... ... 93
. Intangibleassets . .. ........... .. ... 20
Cash held by Keycorp on acquisition . . . . . 1
. Otherassets . ... .................. 3
Receivables . . . ... ... ............. 40
. Payables . .. ....... ... ... ... ..... (50)
Inventories . . . ..... ... ... . L. 29 .
Investments 20 Borrowings . . .. ... ... Lo (12)
Property plan-t‘a;u'j eqU|pment """"" 5 Provisions. . ... ....... ... . ... ..... (4)
Cro T A Net ts di d........ . ... ... 181
Identifiable intangibleassets . . . . ... ... 19 € fnsse s dispose . _—
Other assets - Net inflow of cash ondisposals . . ... ... .. -
Payables. . . .. ....... ... ... . ..., (37)
Borrowings . . . ...... ... ... L. (47)
Provisions. . . . ... ... ..., . ..... (3)
Fair value of net assets acquired . . . . . . .. 34
Less discount on acquisition . ... ... ... 5
29
Cash held by Keycorp on acquisition . . . . . 1

There were no significant acquisitions of businesses during fiscal 2000
or 1999.

172



Statement of Cash Flows (continued)

Telstra Corporation Limited and controlled entities

for the year ended 30 June 2001

In fiscal 2000, we were involved in the following significant
transactions that did not involve cash:

e on6April 2000 we sold Telstra New Zealand and its wholly
owned controlled entity Netlink Limited in exchange for a 50%
interest in Telstra Saturn Limited. We received shares valued at
A$195 million.

e on 17 May 2000 we sold our 60% interest in our controlled entity
Lawpoint Pty Ltd for $26 million in exchange for shares in
Solution 6 Holdings Limited; and

e on15May 2000 we sold our global satellite business with tangible
assets of $75 million (including our investment in INMARSAT
HOLDINGS PLC), to Xantic 12 B.V., a joint venture entity, in
exchange for shares in Xantic 12 B.V. valued at $170 million (a
35% interest). Cash was not received for this sale and no cash was

used to pay for the shares in Xantic 12 B.V.

There were no significant disposals of businesses during fiscal 1999.

The notes following the financial statements form part of the financial report.
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Statement of Changes in Shareholders’ Equity
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Telstra Group
Reserves
Foreign
Contributed  Asset currency Outside
equity revaluation conversion General Retained equity
(i) (ii) (iii) (iv) profits interests Total
$m $m $m $m $m $m $m

................. 6,433 65 (36) 1 4,570 46 11,079
- change in outside equity interests capital, reserves
and retained profits (apart from operating profit after
incometaxbenefit). . .. ... ... ... ..., .. - - - - - (10) (10)
- profit after income tax expense/benefit. . . . . .. - - - - 3,486 2 3,488
- reduction in value of property, plant and equipment - (8) - - - - (8)
- adjustment on conversion of non-Australian
controlled entities financial statements . . . . . . . - - (8) - - - (8)
-dividends(Note7) . . .. ................ - - - - (4,247) - (4,247)

................. 6,433 57 (44) 1 3,809 38 10,294
- change in outside equity interests capital, reserves
and retained profits (apart from operating loss after
incometaxbenefit). . ... ...... ... . ..., - - - - - (27) (27)
- profit/(loss) after income tax expense/benefit. . . - - - - 3,677 (4) 3,673
- reduction in value of property, plant and equipment - (25) - - - - (25)
- share of joint venture entities' reserves (equity
accounted) . . . ... - - 9) - - - 9)
- adjustment on conversion of non-Australian
controlled entities financial statements . . . . . .. - - 12 - - - 12
-dividends(Note7) . . .. ................ - - - - (2,316) - (2,316)

................. 6,433 32 (41) 1 5,170 7 11,602

(continued over page)

The notes following the financial statements form part of the financial report.
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Statement of Changes in Shareholders’ Equity (continued)

Telstra Group
Reserves
Foreign
Contributed  Asset currency Outside
equity revaluation conversion General Retained equity
(i) (ii) (iii) (iv) profits interests Total
$m $m $m $m $m $m $m

................. 6,433 32 (41) 1 5,170 7 11,602
- change in outside equity interests capital, reserves
and retained profits (apart from operating loss after
incometax benefit)(v) . ... ... ... . ..., - - - - - 473 473
- profit/(loss) after income tax expense. . . . . . .. - - - - 4,058 3 4,061
- reduction in value of property, plant and equipment - - - - - - -
-share of joint venture entities' and associates reserves
(equityaccounted) . .. ....... ... .. L. - - (33) 3 - - (30)
- adjustment on conversion of non-Australian
controlled entities financial statements . . . . . .. - - 61 - - - 61
- transfer of foreign currency conversion reserve on
sale of controlled entities . . . . ... ......... - - (12) - 12 - -
-dividends(Note7) . . .. ................ - - - - (2,445) - (2,445)

................. 6,433 32 (25) 4 6,795 483 13,722

............ 3,281 17 (13) 2 3,465 246 6,998

(i) Refer to note 18 for details of the Telstra Group’s contributed equity.

(i) The asset revaluation reserve was previously used to record
revaluations in the value of non current assets. From 1 July 2000, as
allowed under AASB 1041, “Revaluation of Non-Current Assets”, we
have deemed the carrying value of our property, plant and equipment
assets (refer to note 12) to be cost. As a result, the asset revaluation
reserve may no longer be used to record the writedowns of these
assets to recoverable amount. Any writedowns of these assets to
recoverable amount from 1 July 2000 must be made through the
statement of financial performance (refer note 1.8).

As a consequence of the new standard AASB 1041, we have also
discontinued our policy of revaluing property, plant and equipment
upwards. Theassetrevaluationreserveisnolonger able to be used for
distribution to shareholders or for offsetting revaluation decrements
due to legal restrictions.

(iii) The foreign currency conversion reserve is used to record
exchange differences arising from the conversion of our non-
Australian operations’ financial statements into Australian dollars.
Conversion for operations where entities operate on their own are
taken to the foreign currency conversion reserve whilst conversion for
those entities that operate with us are taken to the statement of
financial performance (refer note 1.3). This reserve is also used to
record our percentage share of exchange differences arising from
equity accounting our non-Australian investments.

The foreign currency conversion reserve applicable to joint venture
and associated entities are shown in note 24.

(iv) The general reserve represents our share of the capital reserve of
an associate as aresult of equity accounting. The amount of reserves
applicable to joint venture and associated entities are shown in note
24,

(v) Refer to statement of cash flows note (f) for further details on this
movement.

The notes following the financial statements form part of the financial report.
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Telstra Entity
Reserves
Asset
Contributedrevaluation Retained
equity (i) (ii) profits Total
$m $m $m $m

......................................... 6,433 310 4,220 10,963
- profit afterincometaxexpense. . . . . . ... ... L - - 3,586 3,586
- reductioninvalue of property, plantand equipment . . . . ... ... .. ... ... .. - (8) - (8)
-dividends (Note 7) . . . . . . . e - - (4,247) (4,247)

......................................... 6,433 302 3,559 10,294
- profit afterincometaxexpense. . . ... ... ... . L Lo L o - - 3,643 3,643
- reduction in value of property, plantand equipment . . . . ... ... ... .. L L. - (25) - (25)
-dividends (Note 7) . . . . . . . e e e - - (2,316) (2,316)

......................................... 6,433 277 4,886 11,596
- profit afterincometaxexpense. . . ... ... ... L L - - 4,571 4,571
- reduction in value of property, plantand equipment . . . . . ... ... ... oL - - - -
-dividends (Note 7) . . . . . . oo o - - (2,445) (2,445)

......................................... 6,433 277 7,012 13,722

(i) Refer to note 18 for details of the Telstra Entity’s contributed equity.

(ii) The asset revaluation reserve was previously used to record
revaluations in the value of non current assets. From 1 July 2000, as
allowed under AASB 1041, “Revaluation of Non-Current Assets”, we
have deemed the carrying value of our property, plant and equipment
assets (refer to note 12) to be cost. As a result, the asset revaluation
reserve may no longer be used to record the writedowns of these
assets to recoverable amount. Any writedowns of these assets to
recoverable amount from 1 July 2000 must be made through the
statement of financial performance (refer note 1.8).

As a consequence of the new standard AASB 1041, we have also
discontinued our policy of revaluing property, plant and equipment
upwards. The asset revaluation reserveis no longer able to be used for
distribution to shareholders or for offsetting revaluation decrements.
Thisis dueto utilisation of $245 million by the Telstra Group in 1997 to
record a reduction in the value of the broadband network and due to
other legal restrictions.

The notes following the financial statements form part of the financial report.
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Notes to the Financial Statements

Telstra Corporation Limited and controlled entities

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:

* year, fiscal year or financial year means the year ended 30 June;
» balance date means the date 30 June; and

» 2001 means fiscal 2001 and similarly for other fiscal years.

The main accounting policies we used in preparing the financial report
of the Telstra Entity and the Telstra Group are listed below. These are
presented to assist your understanding of the financial reports. These
accounting policies have been used in previous periods unless a
change in accounting policy has been made and brought to your
attention.

This financial report is a general purpose financial report prepared in

accordance with:

» the Australian Corporations Act 2001;

» Accounting Standards applicable in Australia;

 other authoritative pronouncements of the Australian Accounting
Standards Board;

» Urgent Issues Group Consensus Views; and

» Australian generally accepted accounting principles (AGAAP).

We prepared this financial report using historical cost for all assets
apart from some categories of investments. Refer note 1.3 for
information relating to foreign currency conversion. Cost is the fair
value of the consideration given in exchange for assets.

We review the recorded amounts of non-current assets at least every
six months to ensure that they do not exceed their recoverable
amounts. In assessing recoverable amounts, relevant cash flows are
discounted to present value.

We have prepared this financial report using Australian dollars. For
convenience of our international readers we show some information
in United States dollars and this is clearly highlighted.

In preparing this financial report, we had to make estimates and
assumptions that affect:

» thereported amounts of assets and liabilities;

» thedisclosure of contingent assets and liabilities; and

» revenues and expenses for the period.

Actual results could differ from those estimates.

Note 30 contains areconciliation of the major differences between our
financial report prepared under Australian generally accepted
accounting principles and those applicable under United States
generally accepted accounting principles.

The directors have elected to adopt the following Accounting
Standards early for the year ended 30 June 2001:

e AASB 1005: “Segment Reporting”;

* AASB 1027: “Earnings per Share”;

o AASB 1041: “Revaluation of Non-Current Assets; and
e AASB 1029: “Interim Financial Reporting”

Our consolidated financial report includes the assets and liabilities of
the Telstra Entity and its controlled entities as a whole as at the end of
the financial year and the consolidated results and cash flows for the
financial year. The effect of all intergroup transactions and balances
are removed in full from our consolidated financial report.

Where we do not control an entity for the whole year, results and cash
flows for those entities are only included for that part of the year
where control existed.

Our consolidated retained profits include controlled entities’ retained
profits/accumulated losses since the time they became a controlled
entity. Outside equity interests in the results and equity of controlled
entities are shown separately in our consolidated statement of
financial performance and statement of financial position.

A controlled entity exists where we are able to dominate decision
making, directly or indirectly, relating to the financial and operating
policies of that entity to enable that entity to operate with usin
achieving our objectives. Our controlled entities are listed in note 23.

Transactions made using foreign currency are converted into
Australian 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 Australian currency at
market exchange rates at balance date. Currency conversion gains
and losses are included in our profit or loss for the year.

Where we enterinto a hedge for a specific expenditure commitment or
for the construction of a qualifying asset, currency conversion gains
and losses and hedging costs on forward foreign currency contracts
are deferred and included with the expenditure commitment or cost of
the asset.
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Where we enter into a hedge for general expenditure commitments or
for the construction of a non-qualifying asset, currency conversion
gains and losses are recorded in the statement of financial
performance in the same period as the currency conversion
differences on the items covered by the hedge transactions. Costs on
such contracts are amortised over the life of the hedge contract.

Premiums and discounts on forward exchange contracts arising at the
time of entering into the hedge are amortised over the length of the
forward exchange contract and included in borrowing costs.

Non-Australian entities that operate with us

Where our non-Australian operations, either directly orindirectly, rely
on us financially and operationally, their financial reports are
converted to Australian dollars using a method known as the
temporal method of accounting.

Under this method:

» monetary statement of financial position items such as cash and
receivables are converted into Australian dollars using market
exchange rates at balance date;

* non monetary statement of financial position items (including
equity at the date of investment) are converted at market
exchangerates applicable at the date of the transactions (or at the
date of revaluation);

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

» currencyconversion gains and losses are recorded in the statement
of financial performance.

Non-Australian entities that operate on their own

Where our non-Australian operations operate independently of us
both financially and operationally, their financial reports are
converted to Australian dollars using the current rate method of
accounting.

Under this method:

» assets and liabilities are converted into Australian dollars using
market exchange rates at balance date;
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» shareholders’ equity at the date of investment is converted into
Australian dollars at the exchange rate current at that date.
Movements post-acquisition (other than retained profits/losses)
are converted at the exchange rates current at the dates of those
movements;

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

* currency conversion gains and losses are recorded in the foreign
currency conversion reserve.

We record our revenue, expenses and assets net of any applicable
goods andservices 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.

We do not include any estimate for GST in either accrued revenue or
accrued expense balances. Our accruals refer to a combination of
items some of which will be supported by the issue or receipt of a tax
invoice at alater time depending on the nature of theitem. In general,
no tax invoice has been received or issued at the time the accrual is
recorded.

To accord with Urgent Issues Group Abstract 31 - Accounting for Goods
and Services Tax (GST), which requires cash flows on a gross basis, we
have completed our cash flow statement in the following manner:

» we have derived from our accounting records, the amounts which
we have shown in our statement of financial performance and
statement of financial position, which are on anet GST basis where
the GST is recoverable from the ATO;

* we have estimated the amount of GST that is required to be added
tovarious line items in the cash flow statement by reference to our
business activity statements prepared for the ATO; and

e our commitments, refer note 20, are recorded net of GST, except
where there is non-recoverable GST.
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Notes to the Financial Statements (continued)

We specifically carry the following types of insurance:
e property;

« fidelity (crime);

+ general liability;

+ travel/personal accident;

» general third party;

o directors and officers;

* company reimbursement; and

 otherinsurance from time to time.

For those risks where we have no insurance, any losses are charged to
the statement of financial performance in the year in which the loss is
reported.

The Telstra Entity and certain Australian wholly owned controlled
entities are self insured for workers compensation. Further details are
provided in note 1.24(b).

All dollar amounts in this financial report (except where indicated)
have been rounded to the nearest million dollars ($m or A$m) for
presentation. This has been done in accordance with Australian
Securities and Investments Commission (ASIC) Class Order 98/100,
dated 10 July 1998 and issued under Section 341(1) of the Corporations
Act 2001.

This financial report has been prepared using Australian dollars
(A$m). Forthe convenience of readers outside Australia we have
converted our statement of financial performance, statement of
financial position, statement of cash flows and United States
generally accepted accounting principles disclosures from A$ to US$
for fiscal 2001.

These conversions appear under columns headed “US$m” and
represent rounded millions of US dollars. The conversion has been
made using the noon buying rate in New York City for cable transfers
in non-US currencies. This rate is certified for custom purposes by the
Federal Reserve Bank of New York. The rate on 30 June 2001 was
A$1.00 = US$0.51.

These conversions are indicative only and do not mean that the A$
amounts could be converted to US$ at the rate indicated.
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(a) AASB 1041: “Revaluation of Non-Current Assets”

Australian Accounting Standard AASB 1041: “Revaluation of Non-
Current Assets” applied to Telstra from 1 July 2000. Under this
standard we have elected to:

» apply the cost basis of recording property, plant and equipment in
our financial statements;

+ discontinue our policy of revaluing property, plant and equipment
upwards; and

+ deem all of our revalued property, plant and equipment carrying
amounts as at 30 June 2000 to be their cost going forward. This
means that the asset revaluation reserve of $32 million is fixed as
at 1 July 2000 and writedowns of previously revalued assets may
no longer be made through the asset revaluation reserve.

This election had no impact on our financial position, financial
performance or cash flows in this financial report. In accordance with
our election and the requirements of AASB 1010: “Accounting for the
Revaluation of Non-Current Assets”, any writedown to recoverable
amount that may be required in the future will be charged to the
statement of financial performance.

(b) Revenue recognition

Itis our policy to prepare our financial statements to satisfy both
AGAAP and USGAAP and, in cases where there is no conflict between
the two, we ensure that we incorporate the more detailed
requirements in both AGAAP and USGAAP financial statements. Asa
general rule USGAAP tends to be more prescriptive.

The US Securities and Exchange Commission (SEC) Staff Accounting
Bulletin No. 101, "Revenue Recognition in Financial Statements" (SAB
101) has application to us for our USGAAP accounts from 1 July 2000.

SAB101 gives the SEC staff's interpretation of existing accounting
principles on the timing of recognition of revenues and associated
expenses in the financial statements. As the underlying accounting
principles of revenue recognition are the same for both AGAAP and
USGAAP, we have applied the more detailed SAB101 guidance to the
timing of revenue recognition to both AGAAP and USGAAP financial
statements. We accounted for the adoption of SAB101 as a changein
accounting principle effective 1 July 2000, and therefore we have not
restated prior year financial statements.
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The application of SAB101 on the financial statements in the current
year has required the following determinations:

* thecumulative effect of SAB101 up to 1 July 2000, as if SAB101 had
always applied; and

« the current year effect based on the calculation of the amount of
the opening cumulative balance that needs to be recognisedin the
current year and the amount of new revenue and expenses that
require some deferral in recognition until future years.

The major revenue and associated expense items impacted are:

» basic access installation and connection fees for in place and new
services;

» up-front mobile phone connection fees;

* commission revenue for our printed directories; and

» on line directories and voice services.

Previously and consistent with industry practice, certain installation
and connection fees were recognised on connection of the service.
Under SAB101, these installation and connection fee revenues are
deferred and recognised over the average estimated customer
contract life. For basic access installation and connections this is an
average of five years. For mobile phone connections, this is an
average of two years. Incremental costs directly related to these
revenues are also deferred and amortised over the customer contract
life. Any costs in excess of the revenue deferred are recognised
immediately.
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(b) Revenue recognition (continued)

Previously, commission revenue for printed directories earned for sale
of directory advertising space was recognised on signing of the
advertising agreements with customers while the balance of the
revenue was deferred until the directories were published. Under
SAB101 we have deferred the recognition of all revenue earned for a
directory until the directory is published.

Previously, revenue for our on line directories and voice services was
recognised when agreements for the service were made with the
customer. Revenue for these services is now deferred over the life of
service agreements, which is on average one year.

Asaresult of the changeinrevenuerecognition accounting policy, our
net profit after tax for fiscal 2001 has been decreased as follows:

Telstra Group
Year ended
30 June

2001

$m
Cumulative impact of deferring revenue as at
30June2000 . . . ... (777)
Deferral of additional revenues under new
policy for year ended 30 June 2001 . . . . . .. (410)

Part release of cumulative impact for the year
ended30June2001................. 408

Total sales revenue - unusualimpact.. . . . . . (779)
Cumulative impact of deferring expenses as at

30JUNe2000 . . .. (573)
Deferral of additional expenses under new

policy for year ended 30 June 2001 . . . . . .. (191)

Part release of cumulative impact for the year
ended30June2001................. 204

Total direct cost of sales - unusual impact . . (560)
Reduction in profit before income tax expense (219)
Income tax benefitat34%. ... ... ...... 74
Reduction in net profit for the year ended 30

June2001...... ... ... ... (145)

The effect on prior years restated net profit was not significant.

Effect on 31 December 2000 Half-Year Statement of Financial
Performance from change in accounting policy

The effect on the 31 December 2000 Half-Year Statement of Financial
Performance due to the SAB 101 change in accounting is presented as
follows:

Telstra Group
Half-Year
ended
31 December
2000
$m
Cumulative impact of deferring revenue as at
30JUne2000 . . ... (777)
Deferral of additional revenues under new
policy for half-year ended 31 December 2000. (214)

Part release of cumulative impact for the half-
year ended 31 December 2000 . . . ... .. .. 303

Total sales revenue - unusual impact. . . . .. (688)
Cumulative impact of deferring expenses as at

30JUne2000 . . ... (573)
Deferral of additional expenses under new

policy for half-year ended 31 December 2000. (102)

Part release of cumulative impact for the half-
year ended 31 December 2000 . . . .. ... .. 102

Total direct cost of sales - unusual impact. . . (573)
Reduction in profit before income tax expense (115)
Income tax benefitat34%. . ... ........ 39
Reduction in net profit for half year ended 31

December2000. . . ................. (76)
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(c) Deferral of mobile handset subsidies

We changed our accounting policy associated with the treatment of
mobile handset subsidies for fiscal 2000. From 1 July 1999, where
mobile handsets are sold as part of service contracts lasting two years
or greater, the cost of the subsidy is deferred and written off over the
contract term. Prior to 1 July 1999, we expensed the cost of the
subsidy in the year the contract was signed. The reason for the
change in the accounting policy is to recognise that the provision of
the subsidy is a cost of entering into the contract with a customer.
This cost should be recognised over the life of the contract when the
revenue is earned.

As aresult of the change in accounting policy, our net profit after tax
for fiscal 2000 was increased as follows:

Telstra Group
and Telstra
Entity
Year ended
30June
2000
$m
Deferral of mobile handset subsidies . . . . . . 255
Less amount charged to direct
costofsales. . . ........ ... ... .... (81)
Net mobile handset subsidies deferred . . . . . 174
Taxeffectat36%. . . ................ (63)
111

We review the deferred subsidy balance at each reporting date to
determine that it is not carried in excess of its recoverable amount.
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The following is a list of the new and revised Australian Accounting
Standards that we will need to apply in future financial reports.

e AASB 1042: “Discontinuing operations” - applicable for financial
years ending on or before 30 June 2002

» AASB 1012: “Foreign currency translation” - applicable for
financial years ending on or before 30 June 2003

» AASB1028: “Employee benefits” - applicable for financial years for
beginning on or after 1 July 2002

e AASB 1020: “Income taxes” - applicable for financial years ending
on or before 30 June 2002

We have not yet determined the potential future impact of the above
Australian Accounting Standards.

Where necessary, we adjust comparative figures to align with changes
in presentation in the current year. Due to the first time application of
the following standards:

e AASB 1018: “Statement of Financial Performance”;

¢ AASB 1034: “Financial Report Presentation and Disclosures”; and
* the new standard AASB 1040: “Statement of Financial Position”,
we have adjusted comparative figures to correspond with the new
presentation and disclosure format.
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Accounting policies that relate to specific notes to the financial
statements appear below.

Refer to note 1.8 for details of changes in our revenue recognition
policies. Our categories of sales revenue listed in note 2 are recorded
after deducting sales returns, trade allowances, duties and taxes.

(a) Delivery of services

Revenue from the provision of our telecommunications services
includes:

e access to retail and wholesale fixed and mobile networks;

« telephone calls; and

» otherservices and facilities provided such as internet and data.

We record revenue earned from:

» providing access to the network over the period of access provided;

» telephone calls on completion of the call; and

» otherservices generally at completion, or overthe period of service
provided.

Installation and connection fee revenues are deferred and recognised
over the average estimated customer contract life. For basic access
installation and connections this is an average of five years. For
mobile phone connections, this is an average of two years.
Incremental costs directly related to these revenues are also deferred
and amortised over the customer contract life. Any costs in excess of
the revenue deferred are recognised immediately.

(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.

(c) Rent of network facilities

We earn rent mainly from the rent of dedicated lines, customer
equipment, property, plant and equipment and other facilities
provided. Therevenue 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 (refer
note 1.16 for further information).

(e) Directory services

All of our Yellow Pages® directory advertising revenue is recognised
on publication of the directories. Revenue from On line directories and
voice services is deferred over the life of service agreements, which is
on average one year.

(f) Dividend revenue

Werecord dividend revenue in the statement of financial performance

from the following entities when declared by them:

* controlled entities;

e jointventure entities and associated entities (prior to equity
accounting when received by the Telstra Entity); and

« listed investments and other investments.

We record distributions from trusts when we are presently entitled to
the distribution.

Forour consolidated financial statements, dividends and distributions
received from joint venture entities and associated entities are
recorded as a reduction of the balance in the investment account.
They are not recorded in dividend revenue of the Telstra Group.

(g) Interest revenue
We record interest revenue on an accruals basis. For financial assets,

interestrevenueis determined by the effective yield on the instrument
(total return).
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(h) Revenue from the sale of non current assets

Revenue from the sale of our non current assets is recorded when all
conditions required to complete the sale have been settled and
finalised.

(i) Share of associated entities net profits/(losses)

We record our share of the associates’ net profits/(losses) by taking up
the associates’ profit after tax multiplied by our ownership interest
after adjusting for:

» amortisation of goodwill;

» deferral and subsequent reversal of unrealised profits after tax
arising from transactions and the sale of assets from us to our
associates; and

 deferral and subsequent reversal of unrealised profits after tax
arising from trading and the sale of assets from our associates to
us.

Where:

o we trade with our associates or our associates trade with us; and

 either party records the amount traded as an asset in the
statement of financial position; then

» the profit after tax amount that is recorded in the statement of
financial position is removed to the extent of our ownership
percentage in the associate.

We apply the same accounting treatment for our investments in joint
venture entities.

Revenue received in advance consists mainly of revenue from
providing access to the fixed and mobile network and directories
advertising revenue. This revenueis initially recorded as a liability
and then transferred to earned revenue in line with the revenue
policies described above.

Accrued revenue represents revenue earned that has not been billed
to the customer. This revenueis recorded in accordance with the
revenue policies described above.
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We use the liability method to calculate income tax. Income taxis

calculated on accounting profit after allowing for permanent

differences and is recorded as an expense. Permanent differences are:

» items of revenue or expense that are included in taxable income
but will never be included in accounting profit; or

» items of revenue and expense that are included in accounting
profit but will never be included in taxable income.

Deferred income tax assets and liabilities are:

« recorded at the tax rates that are expected to apply at the time
these items are expected to be used; and

» arebased on certain timing differences between the recorded
amounts of assets and liabilities for accounting purposes and the
recorded amounts used for tax purposes.

We do not record the future income tax benefit relating to tax losses
as an asset unless the benefit is virtually certain of being used.

Cash includes 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 (including those with an original maturity in excess of
three months, which are classified as receivables) are recorded at
amounts to be received and interest revenue is recognised on an
effective yield to maturity basis.

Bills of exchange and promissory notes (including those with an
original maturity in excess of three months, which are classified as
receivables) are valued at amortised cost with interest revenue
recognised on an effective yield to maturity basis.

Statement of cash flows, cash is shown net of outstanding bank
overdrafts. Bank overdrafts are shown in note 16.

Trade debtors are recorded at amounts to be received. A provision for
doubtful debts is raised based on a general and specific review of
outstanding amounts at balance date. Bad debts which have been
specifically provided for in previous years are recorded against the
provision for doubtful debts (the provision is reduced). In all other
cases, bad debts are written off as an expense directly in the
statement of financial performance.
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Employee share loans are carried at the amount advanced to each
employee, less after tax dividend repayments and loan repayments.
The outstanding principal on these loans is mainly interest free. The
current portion of the loan receivable is calculated using estimated
loan repayments expected to be received from tax adjusted dividend
payments and estimated loan repayments as a result of staff exiting
the employee share plans described in note 19.

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 cost or if net
realisable value is lower than cost, at net realisable value.

We allocate cost to the majority of inventory items on hand at
balance date using the weighted average cost basis. For the
remaining quantities on hand, actual cost is used.

Current inventories are inventory items held for resale or items to be
consumed into the telecommunications network within one year.
Non current inventories are items which will be consumed into the
telecommunications network after one year.

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

Cost includes:

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

« amountswhich canbe allocated to contract activity in generaland
which can be allocated to specific contracts on a reasonable basis;
and

» costs expected to beincurred 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.

Profitis recognised on an individual project basis using the percentage
of completion method. The percentage of completion is calculated

based on estimated costs of completion (refer to note 1.11(d) for more
information).

Profits are recognised when:

» thestage of contract completion can be reliably determined,;

» coststo date can be clearly identified; and

¢ total contractrevenuesto bereceived and costs to complete canbe
reliably estimated.

Progress billings are deducted from the construction work in progress
balance and recorded in current inventories (refer note 10). Where
progress billings exceed the balance of construction work in progress
balance the net amount is shown as a current liability within other
creditors.

Ourinvestments in controlled entities are valued at cost less any
amount provided for permanent reduction in the investment value.

Ourinvestments in associated entities and joint venture entities are
accounted for using the equity method of accounting. Equity
accounting adjustments are only recorded in the Telstra Group
financial statements, except for partnerships, which are also recorded
in the Telstra Entity financial statements. For the Telstra Entity we
record equity accounted investments (other than partnerships) at
cost less any amount provided for permanent reductionin the value of
the investment.

For equity accounting we adjust the initial recorded amount of the
investment for our share of:

* net profits or losses after tax since the date of investment;

* reserve movements since the date of investment;

e unrealised profits or losses and adjustments to asset values;

¢ notional goodwill amortisation;

e anydividends or distributions received; and

o deferred profit brought to account.

Our share of all of these items, apart from dividends or distributions

received and reserves, is recorded in the statement of financial
performance.
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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 start again until our share of profits and reserves
exceeds the cumulative prior year share of losses and reserve
reductions.

We also assess the recoverable amount of our equity accounted
investments. Where the equity accounted amount of an investment
has been reduced to recoverable amount, we only reverse reductions
to the extent the new recoverable amount at balance date exceeds
the carrying amount at that date.

Where we contribute or sell businesses or assets to a joint venture
entity or associate in which we retain an ownership interest, a portion
of the profit arising on contribution or sale is deferred. The amount
deferred is determined with reference to our ownership percentage in
the joint venture entity or associate. The deferred amount is released
to the statement of financial performance through the equity
accounted results over a period consistent with the utilisation of the
underlying assets.

Ajoint venture 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.

(i) Joint venture entities that are partnerships

Our interest in partnerships (joint venture entities) is measured by
applying the equity method of accounting in both the Telstra Group’s
and Telstra Entity’s financial report. This involves adjusting the cost
of the investment by our share of the partnership profit or loss. Our
share of partnership profit or loss is calculated by multiplying the
partnership profit or loss by our ownership interest and this amount is
recorded in the statement of financial performance. Any goodwill
that exists on acquisition of an interest in a partnership is amortised
over the expected period of benefit. The amortisation is recorded in
the share of joint venture profits and losses line in the statement of
financial performance. This period is subject to a maximum of 20
years from the date of acquisition.
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(ii) Joint venture entities that are not partnerships

The Telstra Entity uses the cost method of accounting for joint venture
entities that are not partnerships and the Telstra Group records the
equity accounted entries as described in note 1.17(b).

Any goodwill that exists on acquisition of aninterest in a joint venture
entity that is not a partnership is amortised over the expected period
of benefit. The amortisation is recorded in the share of joint venture
profits and losses line in the statement of financial performance. This
period is subject to a maximum of 20 years from the date of
acquisition.

A joint venture operation means a contractual arrangement (that is
not ajoint venture entity) whereby two or more parties undertake an
economic activity which is governed by joint control. This usually
involves the shared use of assets. Joint control involves the
contractually agreed sharing of control where two or more parties
must consent to all major decisions. Where the investment is
significant, we record assets and liabilities relating to our share in
each asset and liability used in the joint venture operation (refer
property, plant and equipment accounting policies note 1.18(a). We
record expenses based on our percentage interest in the joint venture.
We record revenue from the sale or use of our share of the output as
described in our revenue policy (refer note 1.11(a)).

Where we hold an interest in the equity of an entity and are able to
apply significant influence to the decisions of the entity, that entity is
an associated entity. The Telstra Entity uses the cost method of
accounting for associated entities and the Telstra Group records the
equity accounted entries as described in note 1.17(b).

Any goodwill that arises on acquisition of an interest in an associated
entity is amortised over the expected period of benefit. The
amortisation is included in the share of associates profits and losses
line in the statement of financial performance. This period is subject
to a maximum of 20 years from the date of acquisition.

Our participation in the INTELSAT satellite consortium is recorded as
an investment. This investment is made in US dollars. INTELSAT’s
value is based on our share of INTELSAT’s net assets at balance date,
converted to Australian currency at the exchange rate at balance
date. Any gain or loss is taken to the statement of financial
performance.
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The main activity of the INTELSAT satellite consortium investment is
the provision of satellite capacity to equity members and external
customers. Our ownership interest in the INTELSAT satellite
consortium investment at 30 June 2001 was 1.71% (2000: 1.71%).

Listed securities and investments in other corporations are valued at
cost less any amount provided for permanent reductionin their value.

For our disclosure, net fair values of investments are calculated on the
following bases:

(i) For listed securities traded in an organised financial market we use
the current quoted market bid price at balance date; and

(ii) For investments in unlisted securities not traded in an organised
financial market, we record these at cost. Where the investment cost
is greater than its recoverable amount the investment value is
reduced to recoverable amount. Fairvalue is determined by reference
to the net assets of the unlisted security.

Items of property, plant and equipment are recorded at cost and
depreciated as described in note 1.18(c) below. The cost of our
constructed property, plant and equipment includes:

e the cost of material and direct labour;

» anappropriate proportion of direct and indirect overheads; and

» borrowing costs up to the date the asset is installed ready for use.

Our weighted average capitalisation interest rate for borrowing costs
for fiscal 2001 was 7.9% (2000: 8.4%; 1999: 8.93%). Interest revenue is
not deducted in the calculation of borrowing costsincluded in the cost
of constructed assets when those borrowings are not for a specific
asset.

Joint venture operations - undersea cables

In fiscal 2000 we participated in a number of undersea cable joint
venture operations with other telecommunication companies. Our
ownership in these undersea cables varied from less than 1% to 93.6%
depending on the particular cable. Our interest in these cables was
recorded at cost and was included as part of our “Communication
assets”. The cables were depreciated as described in note 1.18(c)
below.

During fiscal 2001, our interests in these consortium operations were
sold to Reach, and as a result are no longer included as part of our
“Communication assets”:

Telstra Group
As at 30 June
2001 2000
$m $m
Telstra’s interest in undersea cable
communication assets
Cost. . ... ... - 861
Accumulated depreciation . . ... ... - (452)
Netbookvalue. . . .. ... ... ... - 409

We obtain valuations of all our land and buildings at least once every
three years, or more frequently if necessary, to accord with the note
disclosure requirementsin AASB 1040. From 1 July 2000, we no longer
revalue our property, plant and equipment. Refer to note 1.8 for
details of this change in accounting policy from 1 July 2000. In
accordance with the requirements of new accounting standard AASB
1041 “Revaluation of non-current assets”, any notional increase in
book value as a result of the triennial valuation will be disclosed in a
note to the accounts but not booked.

We reduce the value of our property, plant and equipment to its
recoverable amount where our carrying amount is greater than
recoverable amount.

The profit or loss on disposal of assets written down to recoverable
amount is calculated as the difference between the carrying amount
of the asset at the time of disposal, and the revenue received on
disposal. Thisisincluded in the statement of financial performancein
the year of disposal.

The effect of capital gains tax has not been taken into account in
calculating the revalued amounts of property, plant and equipment.
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Items of property, plant and equipment, including buildings and
leasehold property but excluding freehold land, are depreciated or
amortised on a straight line basis over their estimated service lives to
us. We start depreciating or amortising the assets when they are
installed and ready for use. The service lives of our significant items of
property, plant and equipment are listed below:

Telstra Group
As at 30 June
2001 2000
Servicelife  Service life
Property, plant and equipment (years) (years)
- general purpose . . . . .. 55 55
-fitout. . . ..o 10-21 10-21
Buildings-network . . . .. ... .. 55 55
-fitout. . .. ... 15-25 15-25
Customer premises equipment . . . 3-8 3-8
Transmission equipment. . . . . .. 7-16 10-16
Switching equipment. . . . . .. .. 3-10 3-10
Cables . . .......... ... ... 9-25 9-25
Ducts and pipes - main cables . . . 40 40
- distribution. . . . 30 25
Other communications plant . . . . 4-18 4-18
Leasehold plant and equipment . . 9 10
Other plant, equipment and motor
vehicles . . ......... ... ... 3-12 4-15

We apply a unit method of accounting to assets where it is practical
and feasible and in line with commercial practice.

A group method of accounting is adopted for certain communication
assets. 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.

The service lives and residual values (where applicable) of all assets
are reviewed each year.

Our major repairs and maintenance expenses relate to maintaining
our exchange equipment and the customer access network (CAN). We
charge the cost of repairs and maintenance, including the cost of
replacing minor items which are not substantial improvements to
operating expenses.
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We account for leases in accordance with Accounting Standard AASB
1008 “Leases”. We distinguish between finance leases, which
effectively transfer substantially all the risks and benefits incidental
to ownership of the leased asset from the lessor to the lessee, from
operating leases under which the lessor effectively retains all such
risks and benefits. Where we acquire non-current assets by using a
finance lease, the present value of future minimum lease payments
are recorded as non-current assets at the beginning of the lease term.
These are amortised on a straight line basis over the shorter of the
lease term or the expected useful life of the assets to us. A
corresponding liability is also established and each lease payment is
allocated between the liability and finance charges.

Operating lease payments are charged to the statement of financial
performance in the periods in which they are incurred. Operating
lease rental expense is disclosed in note 3(a).

Where we lease properties, costs of improvements to these properties
are recorded as a non current asset and amortised over the lower of
the useful life of the property or the term of the lease.

Intangible assets are assets that have value but do not have physical
characteristics.

Whenwe pay an amount greater than the fair value of the identifiable
net assets of an entity, this excess is recorded as goodwill. We
calculate the amount of goodwill at the date of purchasing our
ownership interest in the entity.

For the purchase of a controlled entity, the amount of goodwill is
recorded in intangible assets. Goodwill is amortised on a straight line
basis over the period of expected benefit. This period is subjecttoa
maximum of 20 years from the date of gaining control. The carrying
amount of goodwill is reviewed annually and adjusted to the extent
that future benefits are not considered probable. The weighted
average goodwill amortisation period for fiscal 2001 was 19 years
(2000: 6 years).
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We continually assess whether changes have occurred that would
require revision of the remaining estimated useful life of goodwill, or
whether changes will render the goodwill not recoverable. If such
circumstances arise, the recoverable amount of goodwill is
determined based on estimates on the discounted value of expected
future cash flows of the business. Market interest rates and discount
rates are considered when calculating discounted cash flows.

We also calculate goodwill when we acquire joint venture entities and
associated entities. However, for these entities the goodwill amount
isincluded as part of the cost of the investment and not shown
separately as intangible assets. The amortisation of this goodwill is
shown as part of the share of net profit/(loss) of joint venture entities
and associated entities net profits line in the statement of financial
performance. Refer to note 1.17 for information regarding goodwiill
for joint venture entities and associated entities.

Identifiable intangible assets include patents, trademarks, brand
names, customer bases, and licences (including network and business
software and spectrum licences). Where the costs spent on such
assets have a benefit or relationship to more than one accounting
period, these costs are deferred and amortised on a straight line basis
over the period of expected benefit, which averages 12 years for fiscal
2001 (2000: 13 years). The recoverable amounts of identifiable
intangible assets are reviewed annually and the carrying amount is
adjusted down where considered necessary.

Research and development costs are recorded as an expense as
incurred.

Deferred expenditure for fiscal 2001 mainly includes upfront
payments for basic access installation and connection fees forin place
and new services, and loan flotation costs. In fiscal 2000, deferred
expenditure predominantly included up front payments for
international cable systems. These were sold to Reach Ltd in fiscal
2001.

Significant items of expenditure:

» aredeferred to the extent that they are recoverable from future
revenue and will contribute to our future earning capacity; and

e cannotbedeferredif they only relate to revenue which has already
been recorded.

We amortise deferred expenditure over the average period in which
the related benefits are expected to be realised. This periodis a
weighted average of 5 years for fiscal 2001 (2000: 10 years). Each year
we also review expenditure deferred in previous periods to determine
the amount (if any) that is no longer recoverable. The amount of
deferred expenditure that is no longer recoverable is written off as an
expense in the statement of financial performance.

We record direct costs associated with the development of network
and business software for internal use as software assets. These
amounts are recorded as software assets where project success is
regarded as probable.

Costs included in software assets developed for internal use are:

« external direct costs of materials and services consumed;

» payroll and direct payroll-related costs for employees (including
contractors) directly associated with the project; and

» borrowing costs incurred while developing the software.

Software assets developed for internal use are amortised on astraight
line basis over their useful lives to us, generally 5 years (2000: 5 years).
Amortisation starts once the software is ready for use.

Accounts payable, including accruals, are recorded when we are
required to make future payments as a result of a purchase of assets
or services.

Bills of exchange and promissory notes are recorded as borrowings
when issued at the amount of the net proceeds received. They are
carried at amortised cost until the liabilities are fully settled. Interest
is recorded as an expense on a yield to maturity basis.

Bank loans are carried at cost.

Telecom/Telstra bonds are carried at cost or adjusted cost. Adjusted
cost is the face value of debt adjusted for any unamortised premium
or discount. Interest is calculated on a yield to maturity basis. Bonds
repurchased are cancelled against the original liability and any gains
or losses are recorded in the statement of financial performance as
borrowing costs.
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Other loans are carried at cost, or adjusted cost. Discounts and
premiums are amortised on a straight line basis over the period to
maturity. Interestis calculated on a yield to maturity basis. Amounts
denominated in foreign currency are revalued daily. Any exchange
gains or losses are taken to the statement of financial performance.

Other loans include Australian dollar loans and foreign currency
loans. They also include the net (receivable)/payable on currency
swaps entered into to hedge these borrowings. A description of the
objectives and significant terms and conditions relating to cross
currency swaps used to hedge the foreign currency loans is detailed in
note 29.

We accrue liabilities for employee entitlements to wages and salaries,
annual leave and other current employee entitlements at actual
amounts to be paid. These are calculated on the basis of current wage
and salary rates and include related on costs.

Telstra Entity employees who have been employed by the Telstra
Entity for at least ten years are entitled to an extended leave of
absence of three months (or more depending on the actual length of
employment). This leave of absence is called long service leave and is
included in other employee entitlements.

We accrue liabilities for other employee entitlements not expected to
be paid or settled within twelve months of balance date at the present
values of future amounts expected to be paid. This is based on
projected increases in wage and salary rates over an average of ten
years. For fiscal 2001, this rate was 4.0% (2000: 4.0%). We calculate
present values using appropriate rates based on government
guaranteed securities with similar due dates to our liabilities. The
weighted average discount rate (before tax) used for fiscal 2001 was
6.04% (2000: 6.17%).

The Telstra Entity and a controlled entity self insure their 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 government guaranteed
securities with similar due dates (refer note 1.24(a) above). The
majority of our controlled entities do not self insure but pay annual
premiums to third party insurance companies for their workers’
compensation liabilities.
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Defined benefit funds

For funding purposes actuarial valuations are required to be
performed at least every three years. In prior yearsif there has been a
shortfall in the net market value of scheme assets when compared to
members’ vested entitlements, we have provided for the amount to
the extent that a present obligation exists to rectify the financial
position of the schemes.

Accumulation schemes

Our commitment to accumulation type benefits is limited to making
the contributions specified in the trust deed.

All superannuation schemes

Contributions to employee superannuation schemes are recorded as
an expense in the statement of financial performance as the
contributions become payable.

Gains and losses on derivatives are accounted for on the same basis as
the underlying physical transactions. Therefore, hedge gains and
losses are recorded in the statement of financial performance when
the gains or losses arising from the related physical exposures are
recorded in the statement of financial performance.

The foreign exchange gains and losses on the principal value of the
cross currency swaps are recorded in the statement of financial
performance using the spot rate which offsets the foreign exchange
gains and losses recorded on the underlying hedged transaction.

We account for our interest rate swaps and cross currency swaps that
hedge an underlying physical exposure using the accrual method of
accounting.

Interest receivable and payable under the terms of the interest rate
swaps and cross currency swaps are accrued over the period to which
the payments or receipts relate. The interest receivable and payable
under the swaps is recorded as part of our borrowing costs. Changes
to the underlying market value of the remaining interest rate swap
and cross currency swap payments and receipts are not recorded in
the financial statements.
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Gains and losses on futures contracts are deferred and amortised over
the life of the underlying hedged asset or liability.

Forward foreign exchange contracts are accounted for as outlined in
note 1.3(a). Gains and losses on forward foreign exchange contracts
intended to hedge anticipated future transactions are deferred and
recognised when the anticipated future transaction occurs.

Net fair values of interest rate swaps, cross currency swaps and
forward exchange contracts are calculated at prices based on
amounts quoted on Reuters to close out existing contracts (both
favourable and unfavourable). Net fair values of interest rate futures
are determined at a price equal to the mid point between the last bid
and the last offer price quoted on the Sydney Futures Exchange at 30
June.
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Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2001 2000 1999 2001 2000
Note $m $m $m $m $m
Delivery of services (1.11(a)) . ... ........ ... ... 3(c) 14,693 15,096 14,530 14,300 15,037
Saleofgoods(1.11(b)) . ... ... ... .. L 416 371 370 244 360
Rent of network facilities (1.11(c)) . . . . . .. .. .. ... ... ... ... 2,355 1,876 1,537 2,374 1,818
Construction contracts (1.11(d)) . . . . . . ... ... ... ..., 3(c) 272 879 56 7 738
Directory services (1.11(€)). . . . . . . . ... 943 1,121 1,078 776 763
18,679 19,343 17,571 17,701 18,716
Dividend revenue (1.11(f))
-controlledentities. . . . . ... ... ... o o 27 - - - 23 63
-associatedentities. . . . ... ... .. 27 - - - - 4
-otherentities . . . . ... ... 16 12 13 16 12
16 12 13 39 79
Interest revenue (1.11(g))
-controlledentities. . . . ... ... ... . L 27 - - - 97 34
-associatedentities. . . . .. ... o o o 27 2 2 1 2 2
-otherentities . . . . .. ... ... 101 60 48 95 52
103 62 49 194 88
Revenue from the sale of non current assets (1.11(h))
- property, plantand equipment. . . . ... ... oL oL Lo 288 243 246 287 240
-investmentsin controlled entities . . . . ... ....... ... .. .. ... 120 248 - 4 26
-investmentsin joint ventureentities . . . ... ... ... ... 0 L. 5 - - - 170
-investmentsin associated entities . . . ... ......... ... ... ... - 25 - - -
- investments in listed entities and other corporations . . . . . ... .. 3(c) 603 177 15 - 179
- patents, trademarks and licences . . . ... ... ... ..o Lo 14 - - 14 -
-businesses. . ... e 2,273 149 69 2,682 288
3,303 842 330 2,987 903
Other sources of revenue
Rent from property and motor vehicles (1.11(c)) . . . .. ... ..... ... 39 61 54 39 61
Writeback of Telstra Superannuation Scheme additional
contribution liability . . .. ........ ... o o o 3(c) 725 - - 725 -
Otherrevenue . . . . ... . .. . . ... e 3(c) 221 261 203 153 288
985 322 257 917 349
4,407 1,238 649 4,137 1,419
..................... 23,086 20,581 18,220 21,838 20,135
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Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2001 2000 1999 2001 2000
Note $m $m $m $m $m
Included in our direct cost of sales and relating to sale of goods is:
Costofgoodssold. ... ... ... ... . ... ... . .. . ... 555 475 468 325 461
Included in our labour expenses is:
Ownership based remunerationschemes . . . .. ............... 5 3 - 5 3
Depreciation of:
-generalpurposebuildings . . .. ....... . ... . . Lo L 41 43 42 41 43
-communicationassets . . ... .. ... e 2,189 2,067 1,990 2,062 1,956
- other plant, equipment and motor vehicles . . . ... ............ 156 233 258 140 219
2,386 2,343 2,290 2,243 2,218
Amortisation of:
-assetsunder financelease. . ... ... ... ... . L Lo L. 8 12 21 5 11
- patents, trademarks and licences . . . . ... ... ... .. L L. 55 42 35 43 41
-brandnames . . ... 5 - - - -
-customerbases. . . ... 34 - - - -
-goodwill . .. .o 43 20 13 - -
-leaseholdimprovements. . . . ... ... .. .. o Lo oL 31 29 27 31 28
-deferredexpenditure . . . ... ... L L Lo 12 7 7 4 7
-softwareassets. . . . ... 297 193 109 292 192
485 303 212 375 279
2,871 2,646 2,502 2,618 2,497
Net book value of assets we have sold:
- property, plantand equipment. . . . . ... ... L Lo L 281 217 259 277 222
-investmentsin controlled entities . . . . . ... ... .. ... . 0 L. 116 151 - 21 2
-investmentsin joint ventureentities . . . ... ... ... ... 0 L. 3 - - - 170
- investments in listed securities and other corporations. . . . ... .. 3(c) 337 44 13 - 39
- patents, trademarks and licences . . . ... ... ... . .o oL 6 - - 3 -
-businesses. . ... 1,421 91 36 552 201
Total net book valueofassetssold . . ...................... 2,164 503 308 853 634
Rental expense on operatingleases. . . . ........... ... ...... 496 403 264 403 381
Reduction in value of property, plant and equipment. . . . ... ... ... - - 2 - -
Reduction in value of capitalised software. . . . ... ... ... ... ... 31 - - 31 -
Bad debts written off - tradedebtors . . . ... ... ... . L. 159 191 182 142 181
Movement in provisions - increase/(decrease):
- doubtful debts-tradedebtors . . . ... ....... ... ... ... .. .. 9) - 69 (11) (16)
- reduction in value of inventories (finished goods) . . . .. ... ...... (21) (6) 1 (21) (5)
-reductioninvalueofinvestments . . . . ....... ... ... . ... .. 1,065 39 (1) 2,176 287
-otherprovisions . . ... ... ... L - (19) - - -
Net foreign currency conversion losses/(gains). . . . ... .......... (25) 5 6 (18) 3
Auditors'fees . . . . . . ... 3(b) 4 4 6 3 3
Otheroperatingexpenses. . .. ......... ... ... ... . ....... 2,847 2,915 2,670 2,983 3,039
6,711 4,035 3,507 6,541 4,507
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Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2001 2000 1999 2001 2000
$m $m $m $m $m
-controlledentities. . . ... ... ... L 27 - - - 66 27
- joint venture and associated entities . . . .. ... ... ... L. 27 - - 1 - -
-otherentities . . . ... ... L 875 754 660 857 723
-finance charges relating to financeleases . . . . . .............. 2 1 9 - -
877 755 670 923 750
- borrowing costs included in the cost of constructed assets. . . . . .. .. (108) (125) (92) (108) (125)
769 630 578 815 625
Research and development expenses (before crediting any grants) . . . . 29 29 34 28 29
Movement in provisions - increase/(decrease):
-employeeentitlements. . . .. ... ... oo L oo 29 62 62 25 59
-workers'compensation. . . ... ..o Lo o (21) (8) (1) (21) (8)
Net (profit)/loss we have made on the sale of:
- property, plantand equipment. . . .. ... Lo L Lo oL 7) (26) 13 (10) (18)
-investmentsin controlled entities . . . .. ... ................ (4) (97) - 17 (24)
-investmentsin joint ventureentities . . .. ...... .. ... ... ... (2) - - - -
-investmentsin associated entities . . . . ... ... ... ... . ... ... - (25) - - -
-investments in listed entities and other corporations . . . . . ... .. 3(c) (266) (133) (2) - (140)
- patents, trademarks and licences . . . . ... ... ... . Lo L. (8) - - (11) -
-businesses. . ... (852) (58) (33) (2,130) (87)
The Australian statutory auditor of the Telstra Entity has charged
the following amounts for:
Auditing and reviewing the financialreports (i) .. .............. 3.257 3.208 4.325 3.347 2.703
Otherservices (i). . . . . . . . i 0.101 0.268 0.733 - 0.268
Auditors other than the Australian statutory auditor
have charged the following amounts for:
Auditing and reviewing the financialreports . . . . . ...... ... ... 1.041 0.915 0.616 - -
Totalauditors'fees . . . .. ... .. .. 4 4 6 3 3
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(i) Our Australian statutory auditor is the Australian National Audit
Office (ANAO). The audit and other services provided by the ANAO
have been subcontracted to Ernst & Young (EY) from fiscal 2000.
PricewaterhouseCoopers (PwC) was subcontracted by the ANAO to
complete the audit of our 30 June 1999 financial statements.

In addition to auditing and assurance activities, other services have
been provided by both EY and PwC in their own right as follows:

» EY duringfiscal 2001 - $4.820 million;
» EY duringfiscal 2000 - $12.936 million (a); and
» PwCduring fiscal 1999 - $18.762 million.

(a) Of this amount, $1.724 million related to contracts awarded prior
to EY’s appointment as ANAO sub-contractor.
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Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2001 2000 2001 2000
$m $m $m $m
The following items form part of the ordinary operations of our
business but are considered unusual due to their nature and
amount.
Profit before income tax expense has been calculated after
charging/(crediting) unusual revenue and expense items from our
ordinary activities as follows:
Sales revenue - unusual
- revenue recognition accounting policy change (i) . . .. ... ... .. .. 779 - 589 -
-revenue fromJORN contract(v) . .............. ... ....... - (734) - (734)
779 (734) 589 (734)
Other revenue - unusual
- sale of global wholesale business and controlled entities to Reach Ltd (ii) (2,372) - (2,256) -
- writeback of Telstra Superannuation Scheme
additional contribution liability (iii). . . .. ......... ... ... ... (725) - (725) -
- sale of our investment in Computershare Limited (iv) . . . . ... ... .. (546) - - -
(3,643) - (2,981) -
Total unusualrevenueitems . . ... ....... ... ... ... ... ... (2,864) (734) (2,392) (734)
Labour - unusual
- redundancy and restructuring provision (vi). . . . ... ... ... - 572 - 572
- 572 - 572
Direct cost of sales - unusual
- revenue recognition accounting policy change (i) . . . ... ..... ... (560) - (560) -
- expenses in performing obligations under JORN contract(v) . . ... .. - 734 - 734
(560) 734 (560) 734
Other expenses - unusual
- book value and deferred profit on the sale of our global wholesale business
and controlled entitiesto Reach Ltd (ii). . . . ... ............... 1,520 - 552 -
- book value of sale of our investment in Computershare Limited (iv) . . . 301 - - -
- writeoff of acquisitioncosts (i) . . . .. ....... ... . Lo L. 999 - 999 -
2,820 - 1,551 -
Total unusual expenseitems . . ... ... ... ... ... . ... .. ... 2,260 1,306 991 1,306
Netunusualitems. . . ... ... ... . . ... (604) 572 (1,401) 572
Income tax expense/(benefit). . . . . ... ... . o L. 209 (206) 237 (206)
Net unusual items afterincometaxexpense . . .. .............. (395) 366 (1,164) 366
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(i) Revenue recognition

Refer to note 1.8 (b).

(ii) Telstra’s Asian Ventures

As described earlier in these financial statements, on 7 February 2001
we completed our strategic alliance with PCCW. Under these

arrangements, the following unusual items have been recognised in
the statement of financial performance:

Reach Ltd
Year ended
30 June
2001
$m
Unusualrevenueitems(a). . . .. ....... 2,372

(a) Sale of global wholesale business and controlled entities to Reach
Ltd

This item represents the fair value of the total consideration received
for the divisions and controlled entities of Telstra contributed to

Reach Ltd.

Year ended
30 June
2001
$m

1,520

Unusual expenseitems(b). . . ... ......

(b) Book value of the sale of our global wholesale business and
controlled entities to Reach Ltd.

This item represents the book value of the divisions and controlled
entities of Telstra that were contributed to Reach (including
associated costs) together with the effect of the deferral of the

unrealised profit (after tax), and is calculated as follows:

Year ended
30 June
2001
$m
Book value of businesses and controlled entities

contributed to Reach and associated costs . 668
Deferral of unrealised profit before tax. . . . 852
1,520

Profit is considered to be unrealised to the extent that we retain an
ownership interest in Reach. The amount deferred is brought to
account in the statement of financial performance (through the share
of net losses of associates and joint venture entities) on a straight line
basis over a period of 20 years.

RWC
Year ended
30 June
2001
$m
Unusual expenseitems(a) . .......... 999

(a) Write-off of acquisition costs

This item represents the value of acquisition costs written-off as a
result of our acquisition of 60% of Joint Venture (Bermuda) No. 2
Limited. This item forms part of the reduction in value of the
investments in note 3(a).

Net unusual items - Telstra’s Asian Ventures

The net once-off unusual items recognised as a result of Telstra’s
Asian ventures is $147 million loss before tax.

(iii) On 29 August 2000 the trustee of the Telstra Superannuation
Scheme (TSS) and the Commonwealth (who guaranteed our
payments) released us from our obligation to contribute $121 million
per annum to the TSS to 30 June 2011. As part of the terms of the
release, we have agreed to provide such future employer
contributions to the TSS as may be required to maintain the vested
benefits index (VBI - the ratio of fund assets to members vested
benefits) in the range of 100-110%.

The removal of our obligation reduced the assets of the TSS and
resulted in the VBI of the defined benefit divisions reducing from
approximately 167% at 30 June 2000 to approximately 147% as at 30
June 2001.

The Trustee agreed to the release of the obligation based on actuarial
advice that the removal of these additional contributions, coupled
with the employer contribution commitment from us, will maintain
the solvency level of the TSS at a satisfactory level.

We anticipate that the surplus in the TSS will continue and no
employer contributions will be required in the current year or in fiscal
2002 and 2003 assuming the continued sound performance of the
TSS.
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(iii) continued

The net present value of our commitment to the TSS was shown as a
liability on our statement of financial position as at 30 June 2000.
This liability has been written back to the statement of financial
performance in the year ended 30 June 2001 and has increased our
result as follows:

Year
ended
30 June
2001

$m

Writeback of TSS additional contribution liability 725
Tax effect at 34% (247)
478

Our interest expense associated with the TSS liability in the current
period was $nil (2000: $89 million). Interest expense arose from the
difference between the actual amount of payments we were required
to make and the recorded amount of these discounted commitments.
No interest expense was incurred in the year ended 30 June 2001 due
to therelease of our obligations to the TSS.

(iv) During the year we sold our investment in Computershare Limited
(Computershare) in two tranches. On 13 July 2000, our controlled
entity, Telstra CB.com Limited, sold 53.3 million ordinary shares in
Computershare at $7.25 per share, representing 10% of the issued
capital. Revenue received from this sale was approximately $386
million.

On 26 June 2001, Telstra CB.com.Limited sold the remaining balance
of 26.6 million shares at $6 per share resulting in revenue of $160

million.

The profit on the sale of this investment was $245 million before tax,
as shown in the following table:
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Year
ended
30June
2001
$m
Revenue from sale of Computershare . . . .. 546
Book value of investment in Computershare
sold. . ... (301)
245
Taxeffectat34% .................. (83)
162

In fiscal 2000, we recorded the following abnormal items. Due to a
change in Australian accounting standards, abnormal items are no
longer applicable. Any item previously classified in the prior year as
an abnormal has been restated in accordance with the format of the
current year financial statements.

(v) On 13 June 1991, we entered into a contract with the
Commonwealth to design, construct, install and maintain the
Jindalee Operational Radar Network (JORN). Over the period of the
contract we recorded provisions for losses of $585 million (with $394
million disclosed as an abnormalitem in the 1997 financial report).

On 14 February 1997, we entered into arrangements with Lockheed
Martin Corporation and Tenix Defence Pty Ltd to manage the JORN
project.

As Lockheed Martin and Tenix Defence Pty Ltd have assumed full
responsibility for the JORN project, we have recorded both the
revenue (progress billings) and the expenses (net of provision of $585
million) associated with this project. For comparative purposes they
have been recognised as an unusual item in the statement of financial
performance. There is no amount charged for income tax expense.

(vi) The redundancy and restructuring unusual item of $572 million

before tax in fiscal 2000 consisted of two components:

» $86 millionrelatingto amounts paid to 1,374 staff made redundant
from 1 March 2000 to 30 June 2000; and

e Aprovision of $486 million raised in the financial statements
relating to 8,272 staff to be made redundant over the two years to
30 June 2002. The two year redundancy plan was approved prior
to 30 June 2000 and the amount raised represents the estimated
redundancy and associated costs to be paid as aresult of the
implementation of this plan.

The amount credited for income tax expense was $206 million with a
net amount after income tax expense of $366 million.
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Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June

2001 2000 1999 2001 2000

$m $m $m $m $m

Profit beforeincometaxexpense . ... ..... ... ... ... ... ..., 6,297 5,349 5,320 6,751 5,368
Australian statutory rateof taxation . . . ... ... ..o Lo oL 34% 36% 36% 34% 36%

Notional income tax expense on profit calculated at 34% (2000: 36%, 1999:

36%6) o i e e e e e e e e 2,141 1,926 1,915 2,295 1,932
Lower rates of tax on overseasincome . . . . ... ... ... ... .. ..., (23) (18) 9) - -
Research and development concessions . . . .. ................ (12) (8) (29) 9) (4)
Share of associates' and joint venture entities' net losses/(profits) 49 3 1 - -
Profit on sale of property, plant and equipment . . . ... ...... .. .. (355) (14) (12) (790) (14)
Non deductible depreciation and amortisation. . . . ... .......... 16 11 (19) - (2)
Reductionin thevalueofinvestments . . . .. ................. 362 14 - 740 102
Rebateable dividends (non taxed dividends) . . ... ............. - (16) (21) (8) (24)
Assessable foreign source income not included in accounting profit. . . . 29 - - - -
Under/(Over) provision of taxin prioryears . . . ... ............. 6 (30) (9) (5) (28)
Otheradjustments . .. ....... ... ... ... . ... ... . .. . ... 79 (20) 15 21 (42)
Income tax expenseonprofit. . . . ... ... ... L. 2,292 1,848 1,832 2,244 1,920
Effect of decrease in tax rates on deferred tax balances(i). . . . ... ... (56) (172) - (64) (195)
Incometaxexpense. . .. ........ . ... 2,236 1,676 1,832 2,180 1,725
Current taxationprovision . . ............. ... . ... .. . ... 1,475 1,169 967 1,438 1,482
Movement in future income tax benefit . . . .. ... ... .. ..., 3) 255 421 - -
Movement in deferred income tax liability . . ... .............. 758 282 453 747 271
Under/(Over) provision of taxin prioryears . . . ... ............. 6 (30) 9) (5) (28)
2,236 1,676 1,832 2,180 1,725

Incometaxlosses(ii) . . . ....... ... ... ... 1 1 47 - -
Capitallosses. . . ... ... . .. - - 37 - -
1 1 84 - -

(i) Duringfiscal 2000 the Commonwealth lowered theincome tax rates
applicable to companies from 36% to 30% in two stages. From 1 July
2000 theincome tax rates were lowered from 36% to 34%. From 1 July
2001 the income tax rate has been lowered from 34% to 30%. As a
result we have restated our deferred tax balance to the rates
applicable when the timing differences are expected to reverse. This
has had the effect of lowering our deferred tax balances by $56 million

(2000: $172 million) for the group and $64 million (2000: $195 million)
for the Telstra Entity.
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(i) Our benefit for tax losses may be used in future years if the
following criteria are met:

(a) our controlled entities have sufficient future assessable income to
enable the tax losses to be offset against the assessable income or if
the tax losses can be transferred to one of our other eligible controlled
entities;

(b) our controlled entities continue to satisfy the conditions required
by tax legislation to be able to use the tax losses; and

(c) there are no future changes in tax legislation that will adversely
affect us in using the tax losses benefit.

Our future income tax benefit (recorded on the statement of financial
position) contains the following tax losses carried forward:

Telstra Group

As at 30 June
2001 2000 1999
$m $m $m

Future income tax benefit

balance . .. ........... 114 111 366
Amount of future income tax

benefit related to tax losses

carriedforward . .. ... ... 2 4 157
Telstra Group Telstra Entity
As at 30 June As at 30 June
2001 2000 2001 2000
$m $m $m $m
Incometax payable(iii) . .. ... ... ... L 657 527 622 506
Incometaxpayable(iii) . .. ...... ... L 91 184 91 184

(iii) Under the Pay-as-you-go transitional rules, we opted to pay part
of the final instalment of income tax for fiscal 2000 over 10 equal
quarterly instalments to 30 June 2003. As aresult we have classified
$91 million, representing 4 of these instalments as non current.

200




Notes to the Financial Statements (continued)

Telstra Corporation Limited and controlled entities

We report our segment information on the basis of business segments
as our risks and returns are affected predominantly by differences in
the products and services we provide through those segments.

We announced a new business structure in the second half of the
financial year ended 30 June 2000 that was effective for reporting
purposes from 1 July 2000. In March 2001 we also announced the
formation of Telstra International to consolidate our international
interests. The comparative amounts for fiscal 2000 and 1999 have
been changed to reflect the structure in place for fiscal 2001. Our
business units under this structure are described below:
» TelstraRetail's primary activities are sales and billing. Itis
responsible for around 5.8 million Australian customers. This
covers residential, business and government customers who
receive our services, other than wholesale services (which are
provided by Infrastructure Services & Wholesale), mobile services
(which are provided by Telstra OnAir), and those customers
included in Telstra Country Wide. The business unit:
¢ manages our information, connection and payphone
services as well as our directories business; and

¢ sells and provides customer services for a comprehensive
range of products, services and customer-driven solutions
ranging from basic telephony services to complex voice and
data networks.
e Telstra Country Wide is responsible for:
¢ addressing the telecommunication needs of around 3 million
consumer and business customers that reside and operate
outside the mainland state capital cities and in Tasmania
and the Northern Territory; and

e thespecific needs of customers which are not as readily
addressed as for customers in metropolitan areas.

e Telstra OnAiris responsible for:
¢ our mobile and wireless networks and associated systems

within Australia; and
* all mobile retail sales and after sales support, customer
service, product development and pricing.

e TelstraInternational manages our interests in:
¢ theAsia-Pacific region, including our Asian ventures and

operationsin Vietnam, India, Singapore, New Zealand, Japan
and Sri Lanka; and
¢ our North American and European retail operations.

» Infrastructure Services & Wholesale’s responsibilities include:

¢ planning, design, construction and operation of our domestic

fixed communication networks and associated systems to

deliver technology solutions, our products, services and
customer support;

» customer service installation and repairs; and

» provision of domestic wholesale products and services to
other carriers and carriage service providers.

* Network Design and Construction Limited:

» competes for some of our annual network expenditure
against other suppliers, and also performs construction
activities for others, including other telecommunications
companies.

» Corporate Centre is responsible for:
» finance & administration, legal & regulatory, human

resources, and corporate relations.

Telstra Country Wide and Telstra Retail have been combined as a
single reportable business segment for reconciliation and disclosure
purposes as they are considered substantially similar. Network
Design and Construction and Corporate Centre are not reportable
segments and have been aggregated in the "Other" segment.

Segment revenues, segment expenses and segment results include
transfers between business segments. Generally most internal
charges between business segments are made on a direct cost
recovery basis.

We account for allinternational transactions between Australian and
non-Australian businesses at market value. All internal
telecommunications usage of our own products is also accounted for

at market value.

Certain regulatory, compliance and strategic functions are not
charged to the reportable segments.
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Telstra Group
Infrastruc-
Telstra ture Total of
Telstra Telstra Interna-  Services & Elimina- all
Retail (a)(b) OnAir (c)(d) tional(e) Wholesale Other (f) tions segments
$m $m $m $m $m $m $m
Year ended 30 June 2001
Sales revenue from external customers . . ... .. 11,558 3,145 1,265 2,437 264 10 18,679
Other revenue from external customers . . . . . .. 2 13 33 174 1,089 (24) 1,287
Inter-segmentrevenue. . ... ... ... ..., 321 195 288 5,895 2,511 (9,210) -
................. 11,881 3,353 1,586 8,506 3,864 (9,224) 19,966
Revenue from sales of investments, dividends and
interest . . ... ... L. 551 - 2,465 - 104 - 3,120
Total revenue from external customers. . . . . .. 12,432 3,353 4,051 8,506 3,968 (9,224) 23,086
...................... 3,553 771 (933) 1,528 408 678 6,005
Share of joint venture entities net (losses) . . . . . . (35) - (93) - - - (128)
Share of associated entities net (losses) . . . .. .. (52) - (3) - - - (55)
Net book value of investmentssold . . . . ... ... (297) - (1,573) (4) - (2) (1,876)
Revenue from sales of investments and dividends . 551 - 2,465 - 1 - 3,017
Profit before interest and income tax expense . . 3,720 771 (137) 1,524 409 676 6,963
Segment result has been calculated after
charging/(crediting) the following:
Depreciation and amortisation. . . . ... ... ... 149 344 190 1,962 230 (4) 2,871
Non cash expenses excluding depreciation and
amortisation . . .. ... .. . L (138) (99) 2,559 144 154 1 2,621
................. 311 728 3,215 3,122 275 (47) 7,604
As at 30 June 2001
...................... 26,422 3,066 2,629 21,823 (11,993) (4,474) 37,473
Segment assets include the following:
Investment in joint venture entities. . . . . ... .. 53 - 1,139 - - - 1,192
Investment in associated entities . . . ... ... .. 53 - 14 - - - 67
................... 2,763 221 597 1,751 23,567 (5,148) 23,751

(a) Unusual revenue of $546 million from the sale of Computershare
Limited (refer note 3(c)) is included in Telstra Retail revenue. This
increased profit by $245 million.

(b) Telstra Retail segment revenue was reduced by $745 million
relating to the unusual SAB101 cumulative adjustment (refer note

3(c)). Thisunusualitem decreased the segment result by $205 million.

(c) Telstra OnAir segment revenue was reduced by $34 million relating
to the unusual SAB101 cumulative adjustment (refer note 3(c)). This
unusual item decreased the segment result by $14 million.

(d) In fiscal 2000 we changed our accounting policy associated with
the treatment of mobile handset subsidies (refer note 1.8).
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This increased the segment result in fiscal 2001 by $79 million.

(e) Telstra International total revenue includes an unusual item of
$2,372 million from the sale of our globalwholesale business to Reach.
Profit includes unusual expenses relating to the book value of our
global wholesale business and controlled entities sold of $1,520
million and the RWC write off of acquisition costs of $999 million (refer
note 3(c)).

(f) Unusual revenue of $725 million from the writeback of the Telstra
Superannuation Scheme additional contribution liability (refer note
3(c)) isincluded in other segment revenue. This increased the other
segment result by $725 million.
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Telstra Group
Infrastruc-
Telstra ture Total of
Telstra Telstra Interna- Services& Other(b) Elimina- all
Retail OnAir (a) tional  Wholesale (c) tions segments
$m $m $m $m $m $m $m
Year ended 30 June 2000
Segment revenue
Sales revenue from external customers . . ... .. 12,451 3,002 1,183 1,799 878 30 19,343
Other revenue from external customers . . . . . .. 120 10 11 39 383 2 565
Inter-segmentrevenue. . . . ..... . ... .. .. 350 188 300 6,158 2,702 (9,698) -
................. 12,921 3,200 1,494 7,996 3,963 (9,666) 19,908
Revenue from sales of investments, dividends and
interest . ... ... ... ... 73 - 519 7 213 (139) 673
Totalrevenue from external customers. . . . . . . 12,994 3,200 2,013 8,003 4,176 (9,805) 20,581
...................... 4,084 761 120 900 (270) 55 5,650
Share of joint venture entities net (losses). . . . . . (39) - (12) - - - (51)
Share of associated entities net (losses) . . ... .. - - 3) - - (4) (7)
Net book value of investmentssold . . . . ... ... (20) - (259) (6) (138) 137 (286)
Revenue from sales of investments and dividends . 73 - 519 7 151 (139) 611
Profit before interest and income tax expense . . 4,098 761 365 901 (257) 49 5,917
Segment result has been calculated after charging/
(crediting) the following:
Depreciation and amortisation. . . . ... ... ... 145 354 91 1,795 261 - 2,646
Non cash expenses excluding depreciation and
amortisation . . .. ... ... . 42 (174) 283 24 YA (255) 364
................. 236 818 154 3,507 608 (20) 5,303
As at 30 June 2000
...................... 19,882 2,257 2,288 21,744 (14,665) (1,167) 30,339
Segment assets include the following:
Investment in joint venture entities. . . . . ... .. 42 - 242 - - - 284
Investment in associated entities . . . ... ... .. 152 - 14 - - - 166
................... 1,780 199 489 1,910 15,735 (1,376) 18,737

(a) In fiscal 2000 we changed our accounting policy associated with
the treatment of mobile handset subsidies (refer note 1.8). This
increased the segment result for Telstra OnAir in fiscal 2000 by $174
million.

(b) Other segment revenue includes a $734 million unusual item
relating to the JORN contact (refer note 3(c)). This unusualitem hasa
$nilimpact on segment result in fiscal 2000 due to related expenses of
$734 million in performing obligations under the JORN contract.

(c) Unusual expense of $572 million related to redundancy and
restructuring provision (refer note 3(c)) decreased the other segment
result in fiscal 2000.
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Telstra Group
Infrastruc-
Telstra ture Total of
Telstra Telstra Interna-  Services & Elimina- all
Retail OnAir tional Wholesale  Other tions segments
$m $m $m $m $m $m $m
Year ended 30 June 1999
Segment revenue
Sales revenue from external customers . . ... .. 12,308 2,656 1,176 1,390 7 34 17,571
Other revenue from external customers . . . . . .. 113 2 12 32 344 - 503
Inter-segmentrevenue. . .. ... .. ... ... ... 343 180 277 5,903 1,502 (8,205) -
................. 12,764 2,838 1,465 7,325 1,853 (8,171) 18,074
Revenue from sales of investments, dividends and
interest . .. ... ... ... ... 86 - 44 1 34 (19) 146
Totalrevenue from external customers. . . . . . . 12,850 2,838 1,509 7,326 1,887 (8,190) 18,220
...................... 4,021 477 158 685 429 72 5,842
Share of joint venture entities net (losses). . . . . . (39) - - - - - (39)
Share of associated entities net (losses) . . . .. .. (6) - - - - 4 (2)
Net book value of investmentssold . . . . ... ... (36) - (29) (2) (1) 19 (49)
Revenue from sales of investments and dividends . 86 - 4b 1 (15) (19) 97
Profit before interest and income tax expense . . 4,026 477 173 684 413 76 5,849
Segment result has been calculated after charging/
(crediting) the following:
Depreciation and amortisation. . . . ... ... ... 145 408 78 1,644 227 - 2,502
Non cash expenses excluding depreciation and
amortisation . . . . ... 41 - 18 21 323 (82) 321
................. 151 698 56 2,995 491 (5) 4,386
As at 30 June 1999
...................... 15,751 1,483 1,933 20,953 (12,052) (386) 27,682
Segment assets include the following:
Investment in joint venture entities. . . . . ... .. 48 - 1 - - - 49
Investment in associated entities . . . ... ... .. 16 - - - - 4 20
................... 1,763 185 466 2,049 13,612 (687) 17,388
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Telstra Group
Year ended/As at 30 June
2001 2000 1999

Note $m $m $m
Totalofallsegments . . . ... ... ... ... ... .. 6,963 5,917 5,849
Addinterestrevenue . . . . ... ... ... 103 62 49
Lessborrowingcosts . . . .. ... ... ... (769) (630) (578)
Profit beforeincometaxexpense . . .. ... ... ... .. .. ... . ... 6,297 5,349 5,320
Incometaxexpense. . . . ... ... 2,236 1,676 1,832

.......................................... 4,061 3,673 3,488
* Segment assets and segment liabilities are those assets and liabilities
which form part the operating activities of a segment and can be
allocated directly to that segment. The segment assets of the "Other"
segment include the cashflow funding requirements of the four
disclosed operating business segments.
Sales revenue from
Basicaccess. . . . . ... e 2,361 2,005 1,855
Localcalls. . . . . . .. . e 2,143 2,646 2,727
Fixedtofixed . . . ... ... . . . . . .. . . 1,267 1,406 1,485
Fixedtomobile. . . . . ... ... . . .. . 1,287 1,220 1,290
International telephoneservices. . . . ... ... ... ... .. ... ... 786 972 1,103
Mobile telecommunicationservices. . . . ... ... ... ... ... .. .. ... 2,940 2,667 2,321
Mobilehandsets. . . .. ... ... . 215 326 312
Data, text and internetservices . . . ... ... ... .. ... .. .. ... ... 3,143 2,841 2,483
Directoryservices . . ... ... ... ... 1,148 1,122 1,077
Customer premisesequipment . . . .. .......... .. ... .. ... ..., 287 336 368
Intercarrierservices. . . .. . .. ... 1,168 828 617
Inbound callingproducts . . . ...... ... .. ... 434 433 400
Solutionsmanagement . . .. ... .. ... Lo oL 306 235 183
Othersalesandservices . . . . . .. ... . .. . . . .. 1,973 1,572 1,350
Salesrevenue-unusual . ... ... L 2,3(c) (779) 734 -
2 18,679 19,343 17,571
Sales revenue from
CustomersinAustralia . . ... ... .. ... . .. .. 17,414 18,160 16,395
Customersin non Australiancountries . . . ... .................. 1,265 1,183 1,176
2 18,679 19,343 17,571
Carrying amount of segment assets
CustomersinAustralia . . . . ... .. ... ... . . 34,844 28,051 25,749
Customersin non Australian countries . . . .. .. ........ ... ...... 2,629 2,288 1,933
37,473 30,339 27,682
Property, plant and equipment and intangible assets acquired
LocatedinAustralia. . . . .. ... ... .. .. 4,389 5,149 4,330
Located in non Australian countries. . . . .. ... ... ... .. ...... 3,215 154 56
7,604 5,303 4,386
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Telstra Group
Year ended 30 June
2001 2000 1999
¢ ¢ ¢
Basic earnings pershare(cents) (a)(C). . . . . . .. . ... 31.5 28.6 27.1
Diluted earnings per share is the same as basic earnings per share.
Number
(millions)
Weighted average number of issued ordinary shares
used in the calculation of basic earnings pershare(b) . .. ....... ... ... ... ... ... 12,867 12,867 12,867

(a) Change in accounting policy

The change in accounting policy for the introduction of SAB 101
during fiscal 2001 is described in note 1.8. This change had the effect
of decreasing earnings per share calculations by 1.1 cents to 31.5
cents.

In fiscal 2000, we had a changein accounting policy relating to mobile
phone subsidies which is also described in note 1.8. This had the effect
of increasing the earnings per share calculations by 0.9 of a cent to
28.6 cents.

(b) The number of issued and paid up ordinary shares is
12,866,600,200.

(c) Earnings used in calculation of earnings per share:

Telstra Group
Year ended 30 June
2001 2000 1999
$m $m $m
Earnings. . . ........... 4,058 3,677 3,486
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Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2001 2000 1999 2001 2000
Note $m $m $m $m $m
Interimdividendpaid. . . .. ... .. .. L oo 1,029 1,029 901 1,029 1,029
Final dividend
- ordinary dividend provided fororpaid . . . . .......... ... ... . 1,416 1,287 1,287 1,416 1,287
-specialdividendpaid . . .. ... ... Lo o - - 2,059 - -
Total final dividend provided fororpaid . . .. . .............. 17 1,416 1,287 3,346 1,416 1,287
2,445 2,316 4,247 2,445 2,316
¢
Interimdividend . . . ... ... ... .. 8.0 8.0 7.0
Final dividend
-ordinarydividend . . ... ... Lo Lo Lo 11.0 10.0 10.0
-specialdividend . . . ... ... .. - - 16.0
Totalfinaldividend . . . . ... ... ... ... ... .. L 11.0 10.0 26.0
Total . . .. e 19.0 18.0 33.0

Our dividends provided for or paid are fully franked, in aggregateand =~ We have paid dividends as listed in the table below:
per share, to the same amount in the relevant tables above, apart

from: Telstra Group
Year ended 30 June
Telstra Group 2001 2000 1999
¢ $m $m $m
per share $m Dividends paid

30 June 2000 Interimdividend. . . . ... .. 1,029 1,029 901
Interim dividend Previous year final ordinary
Franked . .. ....... ... ... .. ... 3.9 506 dividend paid in the current
Unfranked. . . . .. ..... ... ... .... 4.1 523 year . ... ... 1,287 1,287 901
Totalinterimdividend . . ... ... ..... 8.0 1,029 Previous year final special
30 June 1999 dividend paid in the current
Special dividend year . ... ... = 2,059 -
Unfranked. . ... ................ 16.0 2,059 Total dividends . ... .. ... 2,316 4,375 1,802
Total specialdividend . .. .......... 16.0 2,059

The final dividend for fiscal 2001 is due to be paid on 26 October 2001.
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Our dividends have been franked as listed in the table below:

Telstra Group
Year ended 30 June
2001 2000 1999
% % %
Cclass franking credit
percentages
Interim dividend (i) . . ... .. 100 49.17 100
Final ordinary dividend (i) . . . 100 100 (ii) 100
Final special dividend. . . . . . - - (ii) -

(i) The tax rate at which the fiscal 2001 final ordinary dividend will be
franked is 30% (2000: 34%; 1999: 36%). The tax rate at which other
franked dividends were franked was 34% (2000: 36%; 1999: 36%).

(i) If the fiscal 1999 final ordinary and final special dividends are
combined, this produces a C class franking percentage of 38.46%.

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2001 2000 1999 2001 2000
$m $m $m $m $m
The combined amount of exempting and franking credits
available to us for the next fiscal year are:
Combined exempting and franking account balance as at 30 June . . . . 645 T4 223 466 -
Franking credits that will arise from the payment
ofincometax payableasat30June . ... ......... ... ... .. 1,620 1,439 896 1,664 1,412
Franking debits that will arise when we pay
our final dividend provided for as at 30 June (iii) . . . . ... ........ (1,416) (1,287) (1,287) (1,416) (1,287)
Franking credits and exempting credits that we may be
prevented from distributing in the next fiscalyear . . ... ... ... .. (153) (14) (16) - -
696 212 (184) 714 125

(iii) Franking credits that will arise from the payment of income tax in
fiscal 2002 are expressed at the 30% tax rate. Franking credits for the
fiscal 2001 disclosure including those that arose during fiscal 2001
fromthe payment ofincome tax are also expressed at the 30% tax rate
(refer note 4 for further information). Franking credits for fiscal 2000
are expressed at the 34% tax rate (1999: 36%).

As at 30 June 2001 the Telstra Entity had a surplus inits C class
franking account of $466 million (2000: deficit of $141 million; 1999:
deficit of $158 million) and asurplus of $0.2 million (2000: $141 million;
1999: $158 million) in its C class exempting credit account. The
Commonwealth Treasurer exercised his discretion in fiscal 2001 to
convert $141 million (2000: $158 million) C class exempting credits to
Cclass franking credits.
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Additional franking credits will arise when the Telstra Entity and its
Australian controlled entities pay tax instalments during fiscal 2002
relating to the fiscal 2002 income tax year.
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Telstra Group Telstra Entity
As at 30 June As at 30 June
2001 2000 2001 2000
$m $m $m $m
Cashatbankandonhand. . .. ... ... ... ... ... . ... .. 201 193 102 87
Bank deposits, bills of exchange and promissory notes(a). . . . .. ............ 876 558 693 557
1,077 751 795 644
(a) Bank deposits are held in the short term money market. The
carrying amount of bank deposits, bills of exchange and promissory
notes is approximately equal to net fair value due to their short term
to maturity.
Telstra Group Telstra Entity
As at 30 June As at 30 June
2001 2000 2001 2000
Note $m $m $m $m
Tradedebtors (@) . . .. ... . i e 2,799 2,467 1,893 1,779
Provision for doubtfuldebts. . . . . ... ... .. ... ... ... ... (192) (227) (137) (198)
2,607 2,240 1,756 1,581
Accruedrevenue. . . . . .. e 1,055 1,010 1,002 929
Bank deposits, bills of exchange and promissorynotes(b). . . . .. ............ 409 193 409 191
Shareloanstoemployees(c) . . . ... ... ... . ... 19,27 37 69 37 69
Amounts owed by controlled entities (other than trade debtors). . . . . ... ... .. 27 - - 6,665 1,113
Loans to joint venture entities and associated entities . . . . .. ... ... ... . ... 34 34 34 34
Otherreceivables . . . . . . . .. .. .. 165 41 8 35
4,307 3,587 9,911 3,952
Bank deposits and bills of exchange(b) . ... ........ ... ... ... ... . ... 8 15 6 11
Shareloanstoemployees(c) . . . ... ... ... . ... 19,27 233 228 233 228
Amounts owed by controlled entities (other than trade debtors). . . . . ... ... .. 27 - - 227 229
Convertible noteissuedbyPCCW (d) . . ... ... ... . ... ... ... . L. 1,496 - 1,496 -
Otherreceivables(€) . . . . .. . ... . e e 66 15 41 15
1,803 258 2,003 483

(a) Our policyrequirestrade debtors to pay us within 14 days. We have
no significant exposure to any individual customer, geographical
location or industry category. All credit and recovery risk associated
with trade debtors has been provided for in the financial statements.
The carrying amount of trade debtors is approximately equal to net
fair value.

(b) Bank deposits, bills of exchange and promissory notes as at 30 June
2001 include $5 million current (2000: $14 million) and $6 million non
current (2000: $12 million) Japanese yen deposits. These relate to our

Japanese finance lease liabilities and are held to satisfy our
requirements under the leases. The carrying amount of bank
deposits, bills of exchange and promissory notes with an original
maturity date over three months and less than one year and the non
current amounts are approximately equal to net fair value.
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(c) Share loans to employees represent amounts receivable from
employees under all employee share plans. Refer to note 19 for
details regarding the share plans. The carryingamount of share loans
to employees is approximately equal to net fair value. The loan
balance that relates to TESOP99 is fully recoverable over the period of
the employee share scheme.

on Telstra Growthshare.

(d) On 7 February 2001, Pacific Century CyberWorks (PCCW) issued a
convertible note to us for US$750 million (A$1,366 million). The term
of the convertible noteis 6 years with an interest coupon of 5% for the
first four years and 7% for the remaining two years. We may request
redemption of up to US$375 million after four years. The conversion
price forthe convertible noteis HK$6.886 per PCCW ordinary share. We
have been granted security, including relevant safeguards, over half
of PCCW’s 50% shareholding in Reach. Included in the balance at 30
June 2001 is the original cost of the note, together with accrued
interest and the impact of foreign currency conversion.

(e) Included in Other receivables is an amount of $41 million (2000: $14
million) receivable from Telstra Growthshare (the senior executive
equity participation scheme). Refer to note 19 for further information

Telstra Group Telstra Entity
As at 30 June As at 30 June
2001 2000 2001 2000
Note $m $m $m $m
Raw materials and storesrecorded atcost. . . . .. ...... ... ... ... . ... 49 10 18 10
Construction contracts (@) (1.16) . . . . . . . . i it i e 62 69 - -
Finished goodsrecordedatcost . . . . ...... ... ... ... . ... ... . ... ... 156 171 129 107
Finished goods recorded at net realisablevalue . . . .. ................... 53 45 53 45
Totalfinishedgoods . .. ....... ... ... . ... ... . .. . 209 216 182 152
320 295 200 162
Finished goodsrecordedatcost . . .. .......... ... ... ... ... . ...... 3 - 3 -
Finished goods recorded at net realisablevalve . . ... ................ ... 5 15 5 15
8 15 8 15
(a) Construction contract disclosures are shown in the table below.
Gross amount of constructionworkinprogress . ... ... ... .. ... .. . ... 280 121 - -
Profitsrecognisedtodate . . . . . ... ... . ... ... L 4 9 = -
284 130 - -
Progress billings and advancesreceived (i) . .. ... ........ ... ... ....... (222) (61) - -
62 69 - -
Advances received (included in accountspayable) . .. ........ ... ... . .... 7 - 7 -
(i) Includes progress billings billed but not received at balance date
(includedintradedebtors) . ... ... ... ... ... . ... - 37 - -

210



Notes to the Financial Statements (continued)

Telstra Corporation Limited and controlled entities

Telstra Group Telstra Entity
As at 30 June As at 30 June
2001 2000 2001 2000
Note $m $m $m $m
Investment in joint venture entities (a) (b) (1.17(b)) (1.17(c)). . . . . . ... ... .. .. 24 1,192 284 3 3
Investment in associated entities (a) (b) (c) (1.17(b)) (2.17(e)) . . . . . . ... ... ... 24 67 166 30 67
1,259 450 33 70
Investment in listed corporations (atcost). . . . ......... .. ... . L. 86 323 38 11
Provision forreductioninvalue . ... ... ... .. . ... (26) - (12) -
Total listed securities excluding investment in associated entity (d) (1.17(g)) . . . 11 (i) 60 323 26 11
Investment in controlled entities (at cost) (1.17(a)) . . . . . ... ... ... .. ... .. 23 - - 7,708 3,551
Provision forreductioninvalue (1.17(a)). . . . . . . . . . .. . - - (4,553) (2,415)
- - 3,155 1,136
Investment in other corporations (atcost)(a). . . .. ......... ... ... ... ... 60 64 19 2
Provision forreductioninvalue(a) . ... ......... ... .. ... . . ... .. (37) (3) (16) (2)
23 61 3 -
Satellite consortium investment (a) (1.17(f))
INTELSAT . . o e e e 60 51 60 51
143 435 3,244 1,198

(a) The net fair value of these investments is approximately equal to
their carrying amounts.

(b) The carrying value of our investments in the Telstra Entity are at
cost less any provision for reduction in value.

(c) Our associated entity, Solution 6 Holdings Limited is a listed entity.
Its equity accounted value at 30 June 2001 was $34 million (2000: $103
million) and is recorded as part of the total investment in associated
entities. Its netfairvalue at 30 June 2001 was $34 million (market price
excluding transaction disposal costs) (2000: $103 million).

(d) The net fair value of our listed securities excluding our listed
associate, Solution 6 Holdings Limited, as at 30 June 2001 was $476
million (2000: $1,213 million) excluding transaction disposal costs.
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Listed securities and investments in other corporations are shown as

follows:

Name of investment Principal Ownership Telstra Group’srecorded Telstra Entity’s recorded
activities interest amount of investment (*) amount of investment (*)
As at 30 June As at 30 June As at 30 June
2001 2000 2001 2000 2001 2000
% % $m $m $m $m
Operation of computer
bureau, share registries and
Computershare Limited (a) . provision of related software - 15.01 - 292 - -
SMS Management and
Technology Limited Software development,
(formerly Sausage Software  internet development and
Limited) . ... ......... eCommerce solutions 4.87 4.94 6 20 - -
International
Infonet Services Corporation communications and
computing services 5.3 5.3 11 11 11 11
Commander Voice and data transmission
CommunicationsLtd . . . . . services 16.62 - 18 - 16 -
Provision of satellite
New Skies Satellites, N.V. (b) capacity 1.39 - 21 - - -
Other listed investments. . . - - 4 - - -
60 323 27 11
Provision of satellite
New Skies Satellites, N.V. (b) capacity - 1.81 - 21 - -
Data transport and clearing
Extantlnc.. ... ........ house - 17.12 - 35 - -
corProcurePtylLtd. . . . ... Horizontal open market
exchange services 16.74 - 6 - o -
CPICardGroup . . . ... ... Manufacture and sale of
financial magnetic stripe 10.0 - 9 - -
cards. -
Otherinvestments. . . . ... 8 5 - -
23 61 = -

(*) Amounts shown net of provision for reduction in value.

(a) During fiscal 2001, we sold our shareholding in Computershare

Limited in two separate sale transactions (refer to note 3(c) for further

details of this transaction).

(b) New Skies Satellites, N.V. listed on the New York stock exchange on

4 October 2000, and as a result has been reclassified as “Listed

Securities”.
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Telstra Group (a) (b) (c) (d) (e) (U]
Land Building CAs CAs Other Equip
& site (incl (incl. under plant, under
imp'mnt l'hold U'hold finance equip & finance Total
imp'mnt) imp'mnt) lease MV lease
$m $m $m $m $m $m $m
................. 185 1,241 32,313 954 2,316 62 37,071
—additions. . ... 1 92 2,956 - 277 3 3,329
-disposals. . . ... ... (26) (31) (1,786) (6) (840) - (2,689)
- acquisitions of businesses . . . ... ... ... ... - 30 398 - 62 - 490
- recoverable amount writedowns. . . . ... .. .. - - - - (2) - (2)
-recoverable amountreversals. . . . ... ... ... - - - - - - -
- net foreign currency exchange differences on - - - - - - -
translation of financial statements of self- - - - - - - -
sustainingoperations . .. ..., ... o L. - 3 39 - 7 - 49
sother . ... - 4 229 (42) 3) - 188
................. 160 1,339 34,149 906 1,817 65 38,436
................. - (351)  (12,881) (117) (1,381) (25)  (14,755)
-disposals. . . ... ... - 14 851 - 371 - 1,236
- acquisitions of businesses . . . . ... ... ... .. - (1) 5 - (15) - (11)
- recoverable amount writedowns. . . . . ... ... - - - - 1 - 1
-recoverable amountreversals. . . . ... ... ... - - - - - - -
- depreciationexpense .. . .. ... ... ... ... - (72) (2,100) (89) (156) (8) (2,425)
- net foreign currency exchange differences on - - - - - - -
translation of financial statements of self- - - - - - - -
sustainingoperations . .. ... ... ... .. ... - - (3) - (1) - (4)
-other . . ... L - 2 245 42 41 (5) 325
................. - (408)  (13,883) (164) (1,140) (38) (15,633)
.................... 160 931 20,266 742 677 27 22,803

General purpose land and buildings
(a) Land and site improvements

(b) Buildings (including leasehold improvements)

Communication assets

(c) Communication assets (including leasehold improvements)

(d) Communication assets under finance lease

Other plant and equipment
(e) Other plant, equipment and motor vehicles
(f) Equipment under finance lease

213



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

Telstra Group (a) (b) (c) (d) (e) )
Land Building CAs CAs Other Equip
& Site (incl (incl. under plant, under
Imp'mnt l'hold U'hold finance equip & finance Total
imp'mnt) imp'mnt) lease MV lease
$m $m $m $m $m $m $m
................. 211 1,194 30,114 572 2,487 56 34,634
-additions. . ... 10 88 3,255 398 315 24 4,090
-disposals. . ... (24) (19) (1,141) - (475) (32) (1,691)
- acquisitions of businesses . . . ... ... ... ... - - - - 6 14 20
-recoverable amount writedowns. . . . . ... ... (12) (23) (1) - - - (36)
-recoverable amountreversals. . . . ... ... ... - - - - - - -
- net foreign currency exchange differences on
translation of financial statements of self-
sustainingoperations . .. ... ... ... L. - - 1 - 1 - 2
—other . ... - 1 85 (16) (18) - 52
................. 185 1,241 32,313 954 2,316 62 37,071
................. - (291)  (11,993) (96) (1,333) (40)  (13,753)
-disposals. . . ... .. L oL oo - 7 1,059 - 286 31 1,383
- acquisitions of businesses . . . ... ... ... ... - - - - - - -
- recoverable amount writedowns. . . . . ... ... - 10 1 - - - 11
-recoverable amountreversals. . . . ... ... ... - - - - - - -
- depreciationexpense. . .. ... .. ... ... ... - (72) (2,031) (36) (233) (12) (2,384)
- net foreign currency exchange differences on - - - - - - -
translation of financial statements of self- - - - - - - -
sustainingoperations . . ...... ... ... ... - - - - - - -
sother . . .. - (5) 83 15 (101) (4) (12)
................. - (351)  (12,881) (117) (1,381) (25)  (14,755)
.................... 185 890 19,432 837 935 37 22,316

General purpose land and buildings
(a) Land and site improvements

(b) Buildings (including leasehold improvements)

Communication assets

(c) Communication assets (including leasehold improvements)

(d) Communication assets under finance lease
Other plant and equipment

(e) Other plant, equipment and motor vehicles
(f) Equipment under finance lease
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Telstra Entity (a) (b) (c) (d) (e) (U]
Land Building CAs CAs Other Equip
& Site (incl (incl. under plant, under
Imp'mnt l'hold U'hold finance equip & finance Total
imp'mnt) imp'mnt) lease MV lease
$m $m $m $m $m $m $m
................. 185 1,224 31,598 954 2,056 24 36,041
—additions. ... 1 70 2,916 - 209 - 3,196
-disposals. . . ... ... (26) (30) (1,472) (6) (759) - (2,293)
- acquisitions of businesses . . . ... ... ... ... - - - - - - -
-recoverable amount writedowns. . . . . ... ... - - - - 1 - 1
-recoverable amountreversals. . . . ... ... ... - - - - - - -
- net foreign currency exchange differences on
translation of financial statements of self-
sustainingoperations . . ..... ... ... ... - - - - - - -
sother . ... - 3 217 (43) 3) - 174
................. 160 1,267 33,259 905 1,504 24 37,119
................. - (341)  (12,512) (117) (1,221) (19)  (14,210)
-disposals. . . ... ... - 15 839 - 348 - 1,202
- acquisitions of businesses . . . . ... ... ... .. - - - - - - -
-recoverable amount writedowns. . . . . ... ... - - - - - - -
-recoverable amountreversals. . . . ... ... ... - - - - - - -
- depreciationexpense .. . .. ... ... ... ... - (72) (1,973) (89) (140) (5) (2,279)
- net foreign currency exchange differences on - - - - - - -
translation of financial statements of self- - - - - - - -
sustainingoperations . .. ... ... ... .. ... - - - - - - -
—other . ... - 2 (48) 42 39 - 35
................. - (396)  (13,694) (164) (974) (24) (15,252)
.................... 160 871 19,565 741 530 - 21,867

General purpose land and buildings
(a) Land and site improvements

(b) Buildings (including leasehold improvements)

Communication assets

(c) Communication assets (including leasehold improvements)

(d) Communication assets under finance lease

Other plant and equipment
(e) Other plant, equipment and motor vehicles
(f) Equipment under finance lease
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Telstra Entity (a) (b) (c) (d) (e) )
Land Building CAs CAs Other Equip
& Site (incl (incl. under plant, under
Imp'mnt l'hold U'hold finance equip & finance Total

imp'mnt) imp'mnt) lease MV lease
$m $m $m $m $m $m $m
................. 211 1,175 29,403 572 2,411 55 33,827
-additions. . ... 10 85 3,196 398 126 - 3,815
-disposals. . ... (24) 17) (1,117) - (467) (31) (1,656)
- acquisitions of businesses . . . ... ... ... ... - - - - - - -
-recoverable amount writedowns. . . . . ... ... (12) (23) 1 - - - (34)
-recoverable amountreversals. . . . ... ... ... - - - - - - -
- net foreign currency exchange differences on - - - - - - -
translation of financial statements of self- - - - - - - -
sustainingoperations . ... ... ... . . L. - - - - - - -
—other . ... - 4 115 (16) (14) - 89
................. 185 1,224 31,598 954 2,056 24 36,041
................. - (283)  (11,715) (96) (1,285) (39)  (13,418)
-disposals. . . ... .. L oL oo - 6 1,059 - 286 31 1,382
- acquisitions of businesses . . . ... ... ... ... - - - - - - -
- recoverable amount writedowns. . . . . ... ... - 10 1 - - - 11
-recoverable amountreversals. . . . ... ... ... - - - - - - -
- depreciationexpense. . .. ... .. ... ... ... - (70) (1,921) (36) (219) (11) (2,257)
- net foreign currency exchange differences on - - - - - - -
translation of financial statements of self- - - - - - - -
sustainingoperations . . ...... ... ... ... - - - - - - -
-other . . . . .. - (4) 64 15 3) - 72
................. - (341)  (12,512) (117) (1,221) (19)  (14,210)
.................... 185 883 19,086 837 835 5 21,831

General purpose land and buildings
(a) Land and site improvements

(b) Buildings (including leasehold improvements)

Communication assets

(c) Communication assets (including leasehold improvements)

(d) Communication assets under finance lease
Other plant and equipment

(e) Other plant, equipment and motor vehicles
(f) Equipment under finance lease
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Communication assets

Communication assets include certain network land and buildings
which are essential to the operation of communication assets.

Current value of all land and buildings

The current value of land and buildings at 30 June 2001 is as follows:

* $3,321 million for the Telstra Group (fiscal 2000: $3,300 million);
and

* $3,313 million for the Telstra Entity (fiscal 2000: $3,292 million)

These current values are not at independent valuation. The following
bases are used in determining the current value of property, plant and

equipment:
Property, plant and equipment Valuation
category basis

Ge.neral purpose land and Market value
buildings

Communication assets and

other plant and equipment

Network land Market value
Network buildings Depreciated replacement cost

Details of our capital expenditure and finance lease commitments are
shown in note 20 to these financial statements.
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Telstra Group Telstra Entity

As at 30 June As at 30 June
2001 2000 2001 2000
$m $m $m $m
Goodwill (1.20(A)) .+« . 1,623 147 - -
Accumulated amortisation . . . . ... (75) (32) - -
1,548 115 - -
Patents, trademarks and licences (1.20(b)). . . . . . . ... .. ... ... ... 970 562 554 555
Accumulated amortisation . . . ... ... (198) (141) (181) (140)
772 421 373 415
Brandnames (1.20(b)). . . . . . . . . e e 228 - - -
Accumulated amortisation . . . . ... (5) - - -
223 - = -
Customerbases (1.20(b)) . . . . . . oo 504 - - -
Accumulated amortisation . . . . ... (35) - - -
469 - - -
3,012 536 373 415

As at 30 June 2001 the net goodwill balance was from investments
made in the following controlled entities:

Telstra Group

As at 30 June
2001 2000
$m $m
Regional Wireless Company. . . . .. .. 1,431 -
Pacific AccessPtyltd . . . ... ... ... 43 46
Atlas Travel Technologies Pty Ltd . . . . - 1
AdvantraPtyltd. . .. ........... 45 53
InsNetPtyltd . ............... 14 15
Other...................... 15 -
Netgoodwill . . ............... 1,548 115
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Telstra Group Telstra Entity
As at 30 June As at 30 June
2001 2000 2001 2000
$m $m $m $m
Net deferred mobile phone handset subsidies(1.8) . . .. .................. 198 144 198 144
Deferred expenditure (1.21(b)) . . . . . ... ... .. 212 8 209 8
Prepayments. . . .. ... ... 139 104 117 94
549 256 524 246
Deferred expenditure (1.21(b)) . . . . . ... ... ... 409 97 368 81
Accumulated amortisation . . . ... ... L (11) (56) (10) (55)
398 41 358 26
Software assets developed for internaluse (1.21(c)). . . . .. ....... ... ... ... 2,310 1,652 2,146 1,623
Accumulated amortisation . . . .. ... (685) (394) (675) (389)
1,625 1,258 1,471 1,234
Net deferred mobile phone handset subsidies (1.8) . . ... ................. 55 30 56 30
2,078 1,329 1,885 1,290
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Telstra Group Telstra Entity

As at 30 June As at 30 June
2001 2000 2001 2000
Note $m $m $m $m
Tradecreditors (A). . . . . . . . oo e 737 771 533 614
Accrued BXPENSES . . . . i e e e e 1,396 1,095 946 781
Accrued capitalexpenditure . . .. ... Lo 210 210 285 369
Accruedinterest . . . . . . .. 234 187 234 187
Othercreditors (). . . . . . . . it i ee 246 144 147 121
Amounts owed to controlled entities (other than trade creditors) . . . ... ... .. .. - - 3 187
Amounts owed to the Telstra Superannuation Scheme. . . . ... ... ... ... 3(c),22 - 121 - 121
2,823 2,528 2,148 2,380
Othercreditors. . . . . . . . . 7 20 3 18
Amounts owed to the Telstra Superannuation Scheme. . . . ... .. ... .. .. 3(c),22 - 604 - 604
7 624 3 622

(a) We generally pay trade creditors and other creditors within 30
days of 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
2001 2000 2001 2000
Note $m $m $m $m
Short term debt
Bankoverdrafts(a) . . . ... ... .. . 10 7 - -
Loan from jointventureentity(b) . . . ... ... ... ... . L oL - 3 - 3
Bills of exchange and promissorynotes(c) . ............. ... ... ....... 2,542 2,724 2,510 2,724
2,552 2,734 2,510 2,727
Long term debt - current portion
Bankloans(d) . . .. .. .. 3 2 - -
Loans from controlled entities . . . . . ... ... ... ... ... ... ... - - 4,879 643
Telecom/Telstrabonds(e). . . . . .. . ... . 39 558 39 558
Financeleases(g) . . . . . . .. ... 10 22 5 14
52 582 4,923 1,215
2,604 3,316 7,433 3,942
Long term debt
Bankloans(d) . . .. .. .. e 2,096 13 2,082 -
Loans from controlled entities . . . . ... ... ... . ... .. L L L. - - - 7
Telecom/Telstrabonds(e). . . . . . ... ... . e 2,193 2,219 2,193 2,219
Otherloans(f) . . . . . . . . 7,067 4,236 7,060 4,232
Financeleases(g) . . . . .. ... .. 20 30 37 10 12
11,386 6,505 11,345 6,470
Short term debt
Bankoverdrafts(a) . . . . ... ... . 10 7 - -
Loan from jointventureentity(b) . . . ... ... ... ... . L L L oL - 3 - 3
Bills of exchange and promissorynotes(c) . .......................... 2,542 2,724 2,510 2,724
2,552 2,734 2,510 2,727
Long term debt (including current portion)
Bankloans(d) . . . . ... ... 2,099 15 2,082 -
Loans from controlled entities . . . . . ... ... ... . ... ... ... - - 4,879 650
Telecom/Telstrabonds(e). . . . . . .. .. .. . e 2,232 2,777 2,232 2,777
Otherloans(f) . . . . . . .o e 7,067 4,236 7,060 4,232
Financeleases(g) . . . . .. ... .. 20 40 59 15 26
11,438 7,087 16,268 7,685
13,990 9,821 18,778 10,412

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;

» abank overdraft of $10 million (2000: $7 million); and

» abank loan of $6 million (2000: $8 million) held by a non-
Australian controlled entity. Refer to notes (a) and (d) below.
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Our long term debt is repayable over the next five years ending 30
June and after as follows:

Telstra Group
2002 2003 2004 2005 2006 after 2006 Total
$m $m $m $m $m $m $m
Longtermdebtpayable . . . . ... ... . ... .. 57 1,622 660 2,210 2,226 4,708 11,483
Unamortised discount . . . ... ............ (45)

11,438

As at 30 June 2001, our bank overdrafts of $10 million (2000: $7 million)
relating to non-Australian controlled entities are secured against
certain fixed and floating assets of those controlled entities. Interest
on bank overdrafts is charged at the bank’s current benchmark rate.
The effective interest rate was 13.73% for fiscal 2001 (2000: 16.1%).
The bank overdrafts are payable on demand and are subject to review
by the banks.

As at 30 June 2001, we owed a joint venture entity $nil (2000: $3
million) for an amount deposited with the Telstra Entity. The amount
is repayable on demand and has an interest rate of nil% (2000: 5.95%).

We have issued bills of exchange and promissory notes of $2,542
million (2000: $2,724 million) to financial institutions with an original
maturity of less than 180 days.

Included in bills of exchange are $32 million (2000: $nil) issued by a
controlled entity. These bills are secured by registered equitable
mortgages over the controlled entity’s assets, including uncalled
capital.

At 30 June 2001, $2,233 million (2000: $2,724 million) of these bills of
exchange and promissory notes mature in less than three months.
The weighted average effective interest rate applicable to these bills
of exchange and promissory notes at 30 June 2001 was 4.62% (2000:
6.3%).
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Our non-Australian controlled entities have the following bank loans:

A$ amount Interest rates

As at 30 June Yearended 30
June
2001 2000 2001 2000
A$m  A$m % %
Indian rupees bank loans (i). . . . . 7 8 149 16.1%
Sri Lankan rupees bank loans. . . . 10 7 18.0 15.3%
Total bank loans including current
portion. . . ......... .. ..., 17 15

(i) $6 million (2000: A$8 million) of this loan held by a non-Australian
controlled entity is secured against certain fixed and floating assets of
that controlled entity.

Our bank loans are repayable over the next five years ending 30 June
and after as follows:

Telstra Group
2002 2003 2004 2005 2006 after 2006 Total
$m $m $m $m $m $m $m
Bankloans . .. ... . ... . ... . ... . .. ... 3 904 3 6 1,181 2 2,099
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During fiscal 2001, $544 million of Telstra bonds matured. Telecom/
Telstra bonds have been issued to both retail and wholesale investors

and have effective interest rates ranging from 3.0% to 12.7% (2000:

4.2% to 14.3%). They mature up until the year 2020 (2000: 2020). Our
Telecom/Telstra bonds are repayable over the next five years ending

30 June and after as follows:

Telstra Group
upt06.0% upto8.0% up to up to up to Total
10.0% 12.0% 16.0%
$m $m $m $m $m $m
Due in the year ending June 30
2002 . . e e 4 2 2 31 = 39
2003 . . e e = = 65 515 o 580
2004 . ... e 156 44 7 = = 207
2005 . . e 1 250 3 18 = 272
2006 . ... e = = 11 504 = 515
After2006 . . . . . .. .. 35 510 28 44 32 649
196 806 116 1,112 32 2,262
Unamortiseddiscount . . . . ...................... (30)
2,232
Details of our other loans are presented in the table below:
Telstra Group - Other loans details A$ amount Interest rates Maturity dates
As at 30 June Year ended 30 June As at 30 June
2001 2000 2001 2000 2001 2000
Asm A$m % %
between Dec 2003
Australian dollar loans 6 - - - and Dec 2005 -
5.25% to 6.5%to betweenJuly2003 between July 2003
USdollarloans. . .. .............. 1,466 1,160 7.06% 7.1% and April 2008 and Nov 2005
6.03% to between June 2005
Euro eurobondloan. . ... ... ....... 4,133 1,583 6.49% 6.0% and June 2011 June 2005
Deutschemark eurobond loan . . . ... .. 845 807 5.24% 5.2% April 2008 April 2008
Frenchfrancloan . . ... ........... 377 361 6.15% 6.1% December 2006 December 2006
Swiss franc eurobond loan . . .. ... ... 328 307 3.50% 3.5% June 2005 June 2005
0.3250% to 5.1%to betweenOct2002 between Oct 2002
Japaneseyenloans. . .. ........... 285 158 5.57% 5.6% and May 2008 and May 2003
Singapore dollar loans 108 - 3.8% - March 2008 -
Controlled entity loan from its minority
shareholder. . . .. ....... ... ... ... - 4 - 7.33% - before 30 June 2002
Net (receivable)/payable on currency
swaps entered to hedge these borrowings (481) (144) - - - -
Total other loans including current portion 7,067 4,236
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Our other loans are repayable over the next five years ending 30 June
and after as follows:

Telstra Group
2002 2003 2004 2005 2006 after 2006 Total
$m $m $m $m $m
Otherloans. . ... ... ... ... ............ - 122 442 1,927 7,078
Unamortised discount . . . .. ... .......... (11)
7,067
Our Japanese yen finance leases have interest rates ranging from 1.5%
to 2.5% (2000: 1.5% to 3.2%). They are repayable by July 2002 (2000:
July 2002). Two controlled entities have finance leases with
repayments by June 2005. Details of minimum lease payments due
under finance leases are presented as follows:
Telstra Group
2002 2003 2004 2005 2006 after 2006 Total
$m $m $m $m $m
Financeleases . . .. ................... 15 16 8 5 44
Futurefinancecharges. . ... ............. (4)
40
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We determine net fair values of fixed rate loans and bonds issued The net fair values of other borrowings where the carrying amounts
using current risk adjusted market rates. The carrying amounts of (including accrued interest) are significantly different to their net fair
bank overdrafts, bills of exchange and promissory notes, bank loans values are shown below:

and finance lease liabilities, are approximately equal to net fair value.

Telstra Group Telstra Group
Carrying amount (i) Net fair value
As at 30 June As at 30 June
2001 2000 2001 2000
$m $m $m $m
Telecom/Telstrabonds. . . . . ... ... .. . . .. . . . e 2,280 2,833 2,472 3,099
Otherloans (i) . . . . . . . oo i e 7,630 4,448 7,672 4,431
The difference between the carrying amounts and net fair values (i) The carrying amount and net fair value of other loans excludes
relates mainly to interest rate movements. cross currency swaps which are disclosed in note 29.
(i) The carrying amount includes accrued interest.
Telstra Group Telstra Entity
As at 30 June As at 30 June
2001 2000 2001 2000
$m $m $m $m
We have access to the following lines of credit:
Unsecured committed cash standby facilities which are subject to annual review . . . 847 924 847 917
Amountofcreditunused. . . ... ... L L o 847 924 847 917
An unsecured bill acceptance facility reviewed annually for extension. . . . . ... .. 27,747 - 27,747 -
Amountofcreditunused. . . . ... ... 18,470 - 18,470 -
Secured bank overdraft and term loan facilities . . . .. ....... ... ... . .. ... 2 14 - -
Amountofcreditunused. . . ... .. .. L L 2 - - -
Unsecured bank term loan facilities. . . . . ... ... ... ... ... .. . ... ... ... 4,592 2,011 4,432 2,000
Amountofcreditunused. . . . ... ... 2,412 2,003 2,350 2,000

We have commercial paper facilities in place with financial
institutions under which we may issue up to $17,756 million (2000:
$5,344 million). As at 30 June 2001, we had drawn down $2,530
million (2000: $2,719 million) of these commercial paper facilities.
These facilities are not committed and we have no guaranteed access
to the funds. None of the facilities are underwritten.
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Telstra Group Telstra Entity
As at 30 June As at 30 June
2001 2000 2001 2000
Note $m $m $m $m
Dividendspayable. . . . . ... ... .. L 7 1,415 1,287 1,415 1,287
Employee entitlements(a) . ... ... ... .. ... L o 429 784 362 723
Workers' compensation (1.24(b)). . . ... ... ... L L L 43 46 41 45
Otherprovisions. . . . ... ... . .. . 180 198 84 117
2,067 2,315 1,902 2,172
Employeeentitlements(a) ... ....... ... ... L 584 684 516 613
Workers' compensation (1.24(b)). . . . .. ... ... 241 259 232 257
Otherprovisions. . . . . . ... . . e 134 219 21 43
959 1,162 769 913
(a) Employee entitlements consist of amounts for annual leave, long
service leave and redundancy payments to employees (refer to note 1.24(a)).
Total employeeentitlements. . . .. ....... ... ... ... . o L. 1,013 1,468 878 1,336

The carrying amounts of all provisions are approximately equal to
their net fair value.

Telstra Group & Telstra Entity

As at 30 June
2001 2001 2000 1999
$m US$m $m $m
Issued and paid up capital
12,866,600,200 fully paid ordinaryshares(a) . . . .. ..... ... ... ... . ... .. 6,433 3,281 6,433 6,433

(a) Each of our fully paid ordinary shares carries the right to one vote
atameeting of the company. Holders of our shares also have theright
to receive dividends as declared, 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.
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As part of the Commonwealth sale of its shareholding in fiscal 2000
and fiscal 1998 we offered our eligible employees as defined by the
employee share plans the opportunity to buy Telstra shares. The
shares were ordinary shares of the Telstra Entity at the time of the
offer.

These share plans were:
¢+ the Telstra Employee Share Ownership Plan Il (TESOP99); and
+ the Telstra Employee Share Ownership Plan (TESOP97).

Alleligibleemployees of the Telstra Entity and companies that Telstra
owned greater than 50% equity were able to participatein the plans.
Certain employees who were part time, casual, fixed term, on leave
without pay or living outside Australia and contractors were not
eligible to participate.

Generally, employees were offered interest free loans 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. All
shares acquired under the plans were transferred from the
Commonwealth either to the employees or to the trustee for the
benefit of the employees. Telstra ESOP Trustee Pty Ltd is the trustee
for TESOP99 and TESOP97 and holds the shares on behalf of
participants. This company is 100% owned by us.

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,
there is no date by which the employee has to repay the loan,
although early repayment can be made. The loan shares, extrashares
and in the case of TESOP99, the loyalty shares, are generally subject
to arestriction on the sale of the shares or transfer to the employee for
three years, or until the relevant employment ceases (as well as full
loan repayment for loan shares and TESOP97 extra shares).
Approximately 80% of the dividends on the loan shares and TESOP97
extrashares held for the employees under the plans are used to repay
their loans.

If a participating employee leaves 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
may be required to repay their loan within two months of leaving.
This is the case except where therestriction 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 above, the
shares can be sold and the proceeds of sale used to repay the loan.
Also, for TESOP99, the Government guaranteed allocation of up to
5,000 shares for employees using their own funds to purchase shares
in the public offer. These shares are directly held by the employees.
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Further details on each of the plans are highlighted in the table below
in section (c).

Telstra incurs expenses on behalf of both the TESOP 97 and TESOP 99.
These expenses are in relation to administration costs of the trusts.

Telstra Growthshare started in fiscal 2000. Under the trust, Telstra
operates three different share plans:

* Growthshare
* Directshare; and
* Ownshare

The trustee forthe Trust is Telstra Growthshare Pty Ltd. Thiscompany
is 100% owned by us. Allocations are in the form of options, restricted
shares, direct shares and own shares under these plans. Refer to the
tables in section (c) below for more information.

(i) Telstra Growthshare

Telstra Growthshare started in fiscal 2000. Its purpose is to align key
executives’ rewards with shareholders’ interests, and reward
performance improvement supporting business plans and corporate
strategies.

The board determines who is invited to participate in Growthshare.
Allocations arein the form of options and restricted shares. An option
or restricted share represents a right to acquire a share in Telstra.
Generally, options and restricted shares may only be exercised to
acquire Telstra shares if a performance hurdle is satisfied in the
performance period and in the case of options, the exercise price is
made.

The performance hurdle for options and restricted shares allocated
under Growthshare is that the average Telstra Accumulation Index
must exceed the average All Industrials Accumulation Index for thirty
consecutive days within the performance period. Generally, in the
event of leaving Telstra, the options and restricted shares lapse.

An executive is not entitled to Telstra shares before the options
allocated under Growthshare are exercised. This means that the
executive cannot use options to vote or receive dividends. If the
performance hurdle is satisfied in the performance period, options
may be exercised at any time before the expiry date; otherwise they
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will lapse. Once the options are exercised, Telstra shares will be
transferred to the executive. Telstra provides loans to the trustee to
enableit to purchase shares on market to underpin the options. When
exercised, executive pays for the shares at the exercise price and the
loan is repaid to us. We receive interest on the loans to the trust.

The executive is not entitled to Telstra shares before the restricted
shares allocated under Growthshare vest. If the performance hurdleis
satisfied in the performance period, restricted shares may be accepted
atanytimebeforethe expiry date; otherwise they willlapse. Oncethe
restricted shares have vested, they become restricted trust shares,
which will generally be held by the trustee for the executive for a
certain period. Once converted into restricted trust shares, the
executive has aninterest in Telstra shares and is entitled to dividends,
other distributions, and voting rights.
Restricted trust shares are held by the Trustee until the earlier of:
 theperiod determined in accordance with the trust deed (refer to
table);
+ the executive finishes employment with Telstra; or
* adate nominated by the board.

The restricted trust shares may be transferred to the executive at a
cost of $1 in total for all shares. These shares are recorded as an
expense to us when we provide funding to the trust to purchase them.

Non-executive directors may be provided part of their fees in Telstra
shares. Directors will receive 20% of their remuneration by way of
directshares. Shares are acquired by the trustee from time to time and
allocated to the participating directors on a6 monthly basis, on dates
determined by the trusteeinits discretion. Although the trustee holds
thesharesin 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.

The restriction period continues:

 for five years from the date of allocation of the shares;

« until the participating director is no longer a director of or is
employed by a company in the Telstra Group; or

» untilthe board of Telstra determines that an ‘event’ has occurred.

At the end of the restriction period, the directshares will be transferred
to the participating director. The participating director is not able to
deal in the shares until this transfer has taken place.

We have provided loans to the trustee to enable it to meet its
obligations under the trust deed. During fiscal 2001, this has included
the requirement to allocate shares through the directshare equity
plan. For further details, refer to the discussion on options.

Certain eligible employees may be provided part of their
remuneration in Telstra shares. Those employees indicate a
preference to acquire Telstra shares as part of their manager incentive
planbenefit. Shares are acquired by the trustee from time to time and
allocated totheseemployees at thetimetheirapplicationis 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:

» forthreeyears or five years depending on the election made by the
participant at the time of allocation;

» until the participant ceases to be employed by the Telstra Group;
or

e until the board 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.

On a similar basis to the funding of directshares, we have provided
loans to the trustee to fund the allocation of shares through the
ownshare equity plan. Refer to the discussion on options for further
details.

229



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

The table below provides information about our TESOP99 and
TESOP97 share plans:

TESOP 99

TESOP 97

Date used to determine number of eligible employees . . . . .. . ..
Datetheplanstarted. . . ... ... ... ... . ... . . . .
Number of employees eligible to participate

27 August 1999
16 October 1999
53,900

20 September 1997
15 November 1997
64,309

Price paid by employee - first instalment
Price paid by employee - second instalment

(16 October 1999) $4.50
(2 November 2000) $2.90

(15 November 1997) $1.95
(17 November 1998) $1.35

Total price paid by employee and market price on date of issue . . .

$7.40

$3.30

Number of shares each eligible employee was able to buy with
interest free loan (loanshares). . . .. ...................

Number of extra shares received by each eligible employee. . . . . .

400
one extra share for every four
guaranteed allocation shares
purchased up to a limit of 200

2,000

one extra share for every four loan
shares or non-loan shares
purchased up to a limit of 500

The date participating employees have full ownership of the loan
sharesand extrashares(i). . . . .. ........ ... . .........

16 October 2002

15 November 2000

Number of employees who purchased loanshares . . ... ... ... 42,439 55,748
Total number of loan shares initially purchased . . . .. ... ... .. 16,939,000 109,979,100
Total number of extra shares initially acquired relating to loan

shares . . . .. (i) 27,494,775
Number of employees who used their own funds to buy shares in

TESOP and received extrashares. . . . .. ................. 21,424 2,282
Number of shares initially purchased under TESOP with own funds . (iii) 3,776,732
Number of extra shares initially acquired by employees from using

theirownfunds . ... ... ... ... . ... ... ... (ii) 3,903,314 944,183

Total market value of shares at issue date
(including extra shares)

$93,790,413 (first instalment)

$58,832,889 (second instalment)

$277,279,841 (first instalment)
$181,936,265 (second instalment)

Total initial loan madetoemployees. . . .. ...............

$76,225,500 (first instalment)

$48,556,440 (second instalment)

$221,823,872 (first instalment)
$144,401,940 (second instalment)

Loan discount paid on behalf of employees ($1 per loan)

$42,439

$55,748

Number of Commonwealth loyalty shares available to each eligible
employee at no additional cost (shares need to be held for 12

months to qualify)
Number of employees who received Commonwealth loyalty shares
Number of loyalty sharesissued. . . .. ......... ... ... ...
Market value of Commonwealth loyalty sharesissued. . . .. .. ..

one for every 10 shares

purchased in the Commonwealth

component limited to 80
(iv)17,138

(iv) 1,243,305

(iv) $7,696,058 ($6.19 per share)

one for every 10 shares purchased
in the public offer limited to 200
21,761

3,162,222

$20,363,290 ($6.46 per share)

(i) In the case of all loan shares, and extra shares acquired under
TESOP97, the loan must be repaid in full before shares may be
transferred to the employee.

(ii) For TESOP99 the extra shares were acquired under the
Commonwealth component as a result of employees acquiring
guaranteed allocation shares in the public offer using their own funds.

(iii) Does not include guaranteed allocation shares acquired by
employees from the Commonwealth under the Commonwealth
component.

(iv) TESOP99 loyalty shares were issued to eligible employees still

holding their Commonwealth component shares on 2 November 2000
and did not prepay the final instalment.
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We provide the following information about Telstra Growthshare:

September 1999 offer of options and restricted shares:

Growthshare 2000 Growthshare 2000
options (v) restricted shares (v)

Number of executives who were allocated options and restricted
shares . . . .. 45 45

Effective commencement date of options and restricted shares . . .
Performance hurdle period - i.e. over what time period executives
have to satisfy performance hurdle to be eligible for shares. . . . . .

13 September 1999
period between 13 September 2002
and 13 September 2004

13 September 1999
period between 13 September 2002
and 13 September 2004

Number of options and restricted shares issued

Exerciseprice. . ... ... .. ... ...
Market value of shares on commencementdate. . . . ... .. ...
Exercise date (once performance hurdle is met)

3,370,000

573,500

$8.02 per option

$1in total per holding as long as
performance hurdle is met

$8.02

$8.02

any time before 13 September 2009 any time before 13 September 2004

September 2000 offer of options and restricted shares:

Growthshare 2001 Growthshare 2001
options (v) restricted shares (v)

Number of executives who were allocated options and restricted
shares . . . .. 113 112

Effective commencement date of options and restricted shares . . .
Performance hurdle period - i.e. over what time period executives
have to satisfy performance hurdle to be eligible for shares. . . . . .

8 September 2000
period between 8 September 2003
and 8 September 2005

8 September 2000
period between 8 September 2003
and 8 September 2005

Number of options and restricted shares issued

Exerciseprice. . ... ... . ...
Market value of shares on commencementdate. . . . ... ... ...
Exercise date (once performance hurdle is met)

4,684,200

961,900

$6.28 per option

$1in total per holding as long as
performance hurdle is met

$6.28
any time before 8 September 2010

$6.28
any time before 8 September 2005

March 2001 offer of options and restricted shares:

Growthshare 2001 Growthshare 2001
options (v) restricted shares (v)

Number of executives who were allocated options and restricted
shares . . . .. 2 2

Effective commencement date of options and restricted shares . . .
Performance hurdle period - i.e. over what time period executives
have to satisfy performance hurdle to be eligible for shares. . . . . .

16 March 2001
period between 16 March 2004 and
16 March 2006

16 March 2001
period between 16 March 2004 and
16 March 2006

Number of options and restricted shares issued

Exerciseprice. . ... ... . ...
Market value of shares on commencementdate. . . . ... ... ...
Exercise date (once performance hurdle is met)

168,710

43,871

$6.55 per option

$1in total per holding as long as
performance hurdle is met

$6.55
any time before 16 March 2011

$6.55
any time before 16 March 2006
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(v) Both therestricted shares and options are subject to a performance
hurdle. If this hurdle is not achieved they will have a nil value and will
lapse. As the achievement of the performance hurdle is uncertain a
remuneration value is not attributed to the restricted shares or
options. Under Telstra's USGAAP disclosures (refer note 30) the
binomial pricing model was used to determine the fair value for
options for the purpose of inclusion in the potential compensation
expenses. The value of the allocations is as follows:

Growthshare Growthshare
Offers options restricted shares
September1999 . . . .. ... $1.38 $5.64
September2000 . . ... ... ... $0.89 $2.05
March2001 . . . . . . ... .. $0.80 $2.15
September 2000 allocation of directshares and ownshares:
DirectShare Equity Plan OwnShare Equity Plan
Number of eligible non-executivedirectors . . . .. ............. 11 4,405
Number of participantsintheplan . .. .................... 11 306
Allocationdateofshares . .. ....... ... ... ... . .. . . 15 September 2000 15 September 2000
Number of sharesallocated. . . ... ....... ... ... ... ......... 13,426 373,557
Market value of shares on allocationdate. . . .. .............. $6.21 $6.21
Total market value of shares on allocationdate . . . ... ......... $83,375 $2,319,789

March 2001 allocation of directshares (vi):

DirectShare Equity Plan

Number of eligible non-executivedirectors . . . ... ............ 10
Number of participantsintheplan . ... ... ... ... ... ..... 10
Allocationdateofshares . . ............. ... ... ......... 19 March 2000
Number of sharesallocated. . . . .. ... ... ... ... ... ........ 14,771
Market value of shares on allocationdate. . . ... ............. $6.55
Total market value of shares on allocationdate . . . ... ......... $96,750

(vi) There were no allocations under the ownshare equity plan in
March 2001.
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Shareholdings by non-executive directors as at 30 June 2001 as
allocated under the directshare equity plan. These shareholdings
havebeenincludedinthetotal shareholding disclosures madein note
27 as at 30 June 2001.

15 September 2000 19 March 2001 Total

allocation allocation shares

No. of shares No. of shares held

RobertMansfield . ... ... ... ... ... ... ... . .. . ... ... 3,221 3,665 6,886
JohnRalph . . . ... . 1,611 1,833 3,444
ElizabethNosworthy . . . . ....... ... ... ... ... ..... 1,208 1,375 2,583
NRossAdler. . . .. ... ... . . . . e 1,007 1,146 2,153
Malcolmlirving. . . .. ... ... o 1,007 1,146 2,153
JohnStocker . . . . ... ... 1,007 1,146 2,153
AnthonyClark . . . ....... ... ... . . 873 993 1,866
Donald McGauchie . . . ... .. ... ... .. ... 873 993 1,866
ChristopherRoberts. . . . ... ... ... ... ... ... ... 873 - 873
StephenVizard. . . .. ... ... ... 873 - 873
JohnFletcher(a). . ... ... ... . . . .. . .. .. .. ... - 1,237 1,237
Catherine Livingstone(a) .. ... ..... ... ... . ... ... ... - 1,237 1,237
Sam Chisholm(a) . . . ... ... ... . . . . . - - -
12,553 14,771 27,324

(a) These directors were appointed during fiscal 2001.

Cecilia Moar retired as a director on 17 November 2000. She acquired
873 shares in the 15 September allocation. She has since exited the
scheme and the shares have been transferred. Christopher Roberts
and Stephen Vizard have also retired as directors on 17 November
2000, however their shareholdings are still held in trust as at 30 June
2001.
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We provide the following information about all of our share plans:

Allemployee All employee
share plans share plans
As at 30 June 2001 As at 30 June 2000
instalment receipts
$3.80
Market price of Telstra shares and instalment receipts . . . . . . shares $5.38 shares $6.78
Employee shares loan balance (total including current and non
current excluding Growthshare option loans-note9) . ... .. $270 million $297 million
Loan to Telstra Growthshare
(other receivables non current-note9) . .............. $41 million $14 million
Remaining employees with loanshares . . ... .......... 39,247 42,131
Remaining number of loanshares. . . .. ..... ... ... ... 15,666,400 16,816,400
Remaining number of extrashares . . .. .............. 3,190,823 3,663,764
Remaining employees with loanshares . . ... .......... 30,024 39,888
Remaining employees with nonloanshares . . .. ... ... .. - 1,003
Remaining number of loanshares. . . .. ... ... ... ... 59,378,500 78,838,100
Remaining number of extrashares . . .. ... ........... 14,844,625 19,709,525
Number of executives with Growthshare 2000 options (i) . . . . 30 37
Number of executives with Growthshare 2000 restricted
shares(i). . . . . .. o e 30 37
Number of Growthshare 2000 options outstanding (i). . . . . . . 2,256,000 2,708,000
Number of Growthshare 2000 restricted shares outstanding (i) 388,500 463,500
Number of executives with Growthshare 2001 options (iii). . . . 109 (ii)
Number of executives with Growthshare 2001 restricted
shares(iii). . . ... ... 108 (i)
Number of Growthshare 2001 options outstanding (iii). . . . . . 4,562,210 (i)
Number of Growthshare 2001 restricted shares outstanding (iii) 945,617 (ii)
Number of non-executive directors with directshares (iv) . . . . 12 (ii)
Number of directshares outstanding (iv). . . .. .......... 27,324 (i)
Number of employees with ownshares(iv) ... .......... 294 (ii)
Number of ownshares outstanding (iv). . . ... .......... 349,553 (ii)
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(i) 452,000 options (2000: 662,000 options) and 75,000 restricted
shares (2000: 110,000 restricted shares) lapsed in relation to 7
executives (2000: 8 executives) who left our employment in fiscal
2001.

(ii) Shares were not issued under these plans at 30 June 2000.

(iii) 290,700 options and 60,100 restricted shares lapsed in relation to
6 executives who left our employment in fiscal 2001.

(iv) 12 employees have exited the ownshare equity plan during fiscal
2001 and 24,004 shares have been transferred to participants. 1 non-
executive director has exited the directshare equity plan and 873
shares have been transferred from the trust.

Our controlled entity, Keycorp Limited (Keycorp) operates an
employee share ownership plan and employee share option incentive
planindependent of the Telstra entity plans, TESOP99, TESOP97 and
Telstra Growthshare.

At the annual general meeting of the Keycorp Group on 4 November
1992 the shareholders approved the establishment of an employee
share ownership and profit participation plan known as the Keycorp
Share Ownership Plan. The plan was amended by shareholder
approval on 24 October 1995 and 31 May 2000. The plan operates
through an independent special purpose unlisted public company
which is not part of the Keycorp or Telstra Groups.

All employees of Keycorp can subscribe for shares in the plan
company. Keycorp shares are acquired by the plan company at the
prevailing share price in the open market and held by the plan
company for the benefit of, and in the name of, the participating
employees.

As at 30 June 2001, 294 employees, including executive directors, are
eligible to participate in the plan through remuneration sacrifice or
profit share allocations from the Keycorp Group. Keycorp expenses
their contribution to the plan company in the year the profit share
obligationisincurred. Shares purchased by the plan company during
the reporting period totalled 5,335. At 30 June 2001, the plan
company held 24,024 shares in Keycorp Limited for the benefit of 6
employees and directors. Of this holding, 5,940 shares relate to profit
share allocation.

The shareholders approved the introduction of a share option
incentive plan for employees at the annual general meeting of the
Keycorp Group on 22 October 1996. Currently 294 employees,
including executive directors, are eligible to participate in the plan.

200,000 options were issued to employees and executive directors of
Keycorp during the six month period since our acquisition. As at 30
June 2001, employees and executive directors held 897,800 options,
which represented 1.16% of the number of Keycorp shares on issue.

144,000 options lapsed during the six month period to 30 June 2001.
During this same period, nil options were exercised at the exercise
price of $2.68; nil options were exercised at the exercise price of $3.00;
and nil options were exercised at the exercise price of $0.90.

As at 30 June 2001:

e 33,500 options are due to expire on 17 December 2001 and are able
to be exercised

e 51,300 options are due to expire on 26 February 2003 and are able
to be exercised

* 5,000 options are due to expire on 15 October 2003 and are able to
be exercised

e 40,000 options aredue to expire on 21 September 2004 and are able
to be exercised

e 618,000 options cannot be exercised earlier than 1 September 2002
and are due to expire on 15 July 2005

* 150,000 options cannot be exercised earlier than 15 January 2003
and are due to expire on 15 January 2006

The market price of Keycorp ordinary shares closed at $2.31 0n 29 June
2001.

The price payable by eligible employees for options is determined as
the weighted average market price for Keycorp shares traded on the
Australian stock exchange for the five days preceding the date of the
offer of options.

The aggregate number of options and equities issued under the terms
of the employee share option incentive plan and the employee share
ownership plan over a 5 year rolling period cannot exceed 15% of the
number of Keycorp Limited shares on issue. As at 30 June 2001 the
aggregate level was 1.2%.
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Interests in the shares of Keycorp held by directors of this company
and their director-related entities, as at 30 June 2001 was 668,124
shares.

During the period no shares were issued to directors in accordance
with the terms of the employee share ownership plan; 149,898 shares
held by former directors were transferred out of the plan company.
No shares were disposed of by the directors during the period.

65,200 share options were held by directors at 30 June 2001. During

the period no share options were issued to directors; no share options
lapsed or were exercised.
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Telstra Group Telstra Entity
As at 30 June As at 30 June
2001 2000 2001 2000
$m $m $m $m
Total capital expenditure commitments contracted for at
balance date but not recorded in the financial statements:
Withindlyear. . ... ... . . 303 662 569 944
Within1-2years . . . ... ... e 226 159 219 161
Within2-3years . . .. ... ... e 203 143 203 143
Within3-4years. . .. ... ... . e 199 131 199 131
Within4-5years . . . ... ... .. e 170 131 170 131
After5years . .. ... e 140 265 140 265
1,241 1,491 1,500 1,775
The capital expenditure commitments above include contracts for building and
enhancing networks and software enhancements.
Included in the amounts above are capital commitments
relating to information technology services (i):
Withindlyear. . ... ... . . 188 122 181 122
Within1-2years. . . . ... ... e 158 118 158 118
Within2-3years. . . .. ... . e 152 118 152 118
Within3-4years. . .. .. ... 147 120 147 120
Within4-5years . . .. ... ... ... 132 121 132 121
After5years . . . ... 102 254 102 254
879 853 872 853
(i) These capital commitments relate to amounts to be spent on
software assets developed for internal use under a 10 year
contract with IBM Global Services Australia Limited (IBMGSA)
(Refer Note 20(d)(ii) for other commitments relating to IBMGSA).
Future lease payments for non-cancellable operating leases
not recorded in the financial statements:
Withindlyear. . ... ... .. . 295 313 263 309
Within1-2years. . . . ... ... e 218 256 181 253
Within2-3years . . ... ... 128 224 121 220
Within3-4years . . .. ... .. . 63 102 61 102
Within4-5years. . . ... ... . .. . 40 57 37 57
After5years . .. ... 96 232 94 232
840 1,184 757 1,173

In addition, we have commitments under cancellable operating leases
of $285 million for fiscal 2002 (2000: $235 million for fiscal 2001). The
Telstra Entity has commitments under cancellable operating leases of
$216 million for fiscal 2002 (2000: $200 million for fiscal 2001).
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Description of our operating leases

We have operating leases for the following major services:

 rental of land and buildings;

o rental of motor vehicles, caravan huts and trailers and mechanical
aids; and

» rental of personal computers, laptops and printers that are used in
non communications plant activities.

The average lease term is:

+ seven and a half years for land and buildings;

» four years for motor vehicles and related equipment; and
 three years for personal computers and related equipment.

Contingent rental payments only exist for motor vehicles and are not
significant compared to total rental payments made. These are based
on unfair wear and tear, excess kilometres travelled, 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.

We do not have any purchase options in our operating leases.
Operating leases related to our personal computers and associated

equipment had average interest rates of 5.8% for fiscal 2001 (6.66% for
fiscal 2000).

Telstra Group Telstra Entity

As at 30 June As at 30 June
2001 2000 2001 2000
Note $m $m $m $m
Withindlyear. . ... ... .. 15 25 7 15
Within1-2years. . . ... ... . 16 16 8 6
Within2-3years. . . ... ... .. 8 14 1 6
Within3-4years. . .. ... ... . ... L 5 5 = -
Within4-5years .. . .. .. ... . - 5 - -
Total minimum leasepayments . . . ... ... ... ... .. L L oL 44 65 16 27
Future finance chargeson financeleases . . .. ........................ (4) (6) (1) (1)
Present value of net future minimum leasepayments . . . ................. 40 59 15 26
Recorded as currentborrowings . . . ... ... ... L o o 16 10 22 5 14
Recorded asnoncurrentborrowings . . .. ... ... ... L L 16 30 37 10 12
Total finance lease liabilities . . . .. ........ ... .. ... .. .. .. .. .. ... 16 40 59 15 26

Included in finance lease commitments of the Telstra Entity are
finance leases with Reach Ltd of $11.7 million (2000: $16 million with
a controlled entity). The current amount of these finance leases is
$5.3 million (2000: $4 million). The non current amountis $6.4 million
(2000: $12 million).

Description of our finance leases

We have finance leases for the following major services:

» communications exchange equipment leases in Japanese yen;

» communications exchange equipment made in US dollars; and

» computer mainframes, computer processing equipment and other
related equipment.

The average lease term is:

» untilJuly 2002, for communications exchange equipment madein
Japanese yen;

» 16 years for communications exchange equipment made in US
dollars; and
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» two and a half years for computer mainframe and associated
equipment.

Communications exchange equipment leases in Japanese yen have
purchase options at 10% of the lease value.

We entered into US finance leases for communications exchange
equipmentin fiscal 2000 and fiscal 1999. Under the terms of the leases
Telstra has prepaid all lease rentals due under the leases. We have
guaranteed that the lease payments will be paid as scheduled over
the lease term to the ultimate lessor. We received guarantee fees of
$39 millionin fiscal 2000 and $37 million for fiscal 1999. These fees are
recorded in revenue received in advance and are being released to the
profit and loss over the term of the leases being 16 years.
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Interest rates for our finance leases are: The Japanese yen leases for communications assets contain general
+ Japanese yen communication assets between 1.48% and 2.45%; restrictions on creating negative liens over or sale of the
e US dollar communication assets between 4.25% and 5.06%; and communication assets under lease.
» computermainframe and associated equipment between 8.2% and
9.4%.
Telstra Group Telstra Entity
As at 30 June As at 30 June
2001 2000 2001 2000
$m $m $m $m

Other expenditure commitments, other than commitments dealt
within (a), (b) and (c) above, which have not been recorded in
the financial statements are:

Withindlyear. . . ... ... 833 964 685 849
Within1-2years. . .. .. ... 650 778 535 702
Within2-3years. . ... ... . . e 556 731 447 658
Within3-4years. . . ... ... .. e 473 640 373 564
Within4-5years . . . . ... ... e 428 507 328 421
After54ears . . . ... 784 1,094 305 599

3,724 4,714 2,673 3,793

The other expenditure commitments above include contracts for printing,
engineering and operational support services, software maintenance, agency
fees and building maintenance. The above commitments also include
commitments relating to our investment in joint venture

entities (refer note 24) and commitments relating to information

technology services as follows:

FOXTEL minimum subscriber guarantee commitments (i):

Withindlyear. . ... ... . 102 91 - -
Within1-2years. . . ... ... . 100 89 - -
Within2-3years . . . .. ... . e 100 87 - -
Within3-4years. . . .. .. ... ... L 100 86 = -
Within4-5years . . . ... ... . 100 86 - -
After5years . . ... . 480 496 - -

982 935 = -

Commitments relating to information technology services (i) . . . ... .........

Withindlyear. . ... ... . . 370 284 370 284
Within1-2years. . . ... ... . 360 289 360 289
Within2-3years . . . . ... ... e 344 273 344 273
Within3-4years. . .. ... .. 335 261 335 261
Within4-5years . . . ... ... .. 317 251 317 251
After5years . . . ... 298 502 298 502

2,024 1,860 2,024 1,860
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(i) Joint venture entity commitments of approximately A$1,964
million (US$997 million) (2000: A$1,870 million, US$1,120 million)
mainly refer to our 50% share of minimum subscriber guarantees for
pay television programming agreements. These agreements are for
periods of between 1 and 19 years (2000: 1 and 20 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/
reduction formulas contained in the agreements. Refer to note 21
‘FOXTEL minimum subscriber guarantees’, for further information.

(i) Commitments for information technology (IT) services result from
a contract with IBMGSA. Under this contract, IBMGSA will provide IT
services to the Telstra Entity and selected Australian controlled
entities for a period of 10 years from 30 June 1998. The Telstra Entity
is committed to a total amount of $2,896 million (2000: $2,713 million)
over the period, of which $872 million (2000: $853 million) relates to a
capital commitment (refer note 20(a)).
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The details and maximum amounts (where reasonable estimates can
be made) are set out below for contingent liabilities of:

Common law claims

Certain common law claims by employees and third parties are yet to
be resolved. The maximum amount of these contingent liabilities
cannot be reasonably estimated. 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.

Indemnities, performance guarantees and financial support

We have provided the followingindemnities, performance guarantees
and financial support through the Telstra Entity as follows:

» Indemnities to financialinstitutions to support bank guarantees to
the value of $343 million (2000: $342 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 $217 million (2000: $158 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 $2 million (2000: $2
million) and a requirement that the entity remains our controlled
entity.

* Guarantee of the performance of joint venture entities under
contractual agreements to a maximum amount of $567 million
(2000: $356 million).

» Guarantee of the performance of a third party for lease payments
to be made by the third party, on our behalf, over the 16 year terms
of the finance leases. The lease payments over the remaining
period of the lease amount to $1,221 million ($US 628 million)
(2000: $1,036 million ($US 620 million)).

» Duringfiscal 1998, we resolved to provide our associated entity,
IBMGSA, with our pro rata 26% share of shareholder guarantees on
a several basis up to $210 million through to the end of the
calendar year 2000. These guarantees may be made with IBMGSA
bankers, or directly to IBMGSA customers. For fiscal 2000, these
guarantees had been reduced to our new pro rata shareholding of
22.6%in IBMGSA. Weissued ashareholder guarantee of $68 million
on behalf of IBMGSA during fiscal 2000. As at 30 June 2001 $142
million of the $210 million facility remains unused.

+ Indemnities to Telstra Growthshare Pty Ltd for all liabilities, costs
and expenses incurred by the Trustee in the execution of the
powers vested in it.

Indemnities provided by our controlled entities

At 30 June 2001, our controlled entities had outstanding indemnities
in respect of obligations to financial institutions and corporations.
The maximum amount of our controlled entities’ contingent liabilities
in respect of these indemnities was $9 million (2000: $9 million).

The P.T. Mitra Global Telekomunikasi Indonesia (MGTI) joint venture
agreement (JVA) was renegotiated during the financial year ending 30
June 2000. Therevised JVA reduced the amount of base equity to be
contributed by shareholders from $US340 million to US$208 million
(which has now been contributed).

However, Telstra Global Limited (TGL), under the JVA, may be
severally liable for calls against standby equity that would be made
by MGTI if certain conditions are met. Should this equity be called,
TGLwill be liable to contribute additional equity of $33 million (US$17
million) (2000: $28 million; US$17 million). If the other shareholdersin
MGTI default on contributing their share of a standby equity call, TGL
may be liable to contribute an additional $133 million (US$68 million)
(2000: $114 million; US$68 million) as standby equity.

TGL has granted a limited recourse pledge over its shares in MGTI in
support of MGTI's obligations under a $945 million (US$480 million)
(2000: $802 million; US$480 million) Loan Agreement dated 23
September 1996 between MGTI and various lenders. As aresult of new
agreements with lenders reached in September 1999 the facility is
now limited to the debt drawn and outstanding. The outstanding debt
under this facility is currently $214 million (US$109 million) (2000:
$258 million (US$154 million). Repayments are being made on
schedule. Thelenders have norecourse underthe pledge to the assets
of Telstra Global Limited other than to its sharesin MGTI (exceptin the
case of a breach of representation, warranty or covenant by TGL).

In February 2001 changes in Indonesian banking regulations required
MGTI to cash in currency hedges associated with the loan facility.
These hedges yielded a gain of $75 million ($US38 million), which was
applied against the principal of the loan.
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FOXTEL minimum subscriber guarantees

The Telstra Entity and its partners, News Corporation and Publishing
and Broadcasting Limited, and Telstra Media and its partner, Sky
Cable, have entered into agreements relating to pay television
programming with various parties. These involve commitments for
minimum subscriber fees. Due to joint and several liability under the
agreements, if News Corporation, Publishing and Broadcasting
Limited or Sky Cable fail to meet any of their obligations in respect of
the minimum subscriber payments, the Telstra Entity and Telstra
Media would be contingently liable to the extent of those failures.
Refer note 20(d)(i) for details of minimum subscriber payment
commitments.

ASIC deed of cross guarantee

Alist of the companies that are part of our deed of cross guarantee
appearin note 23(1). Each of these companies (except Telstra Finance
Limited) guarantees the payment in full of the debts of the other
named companies in the event of their winding up. Refer to note 23(1)
for further information.
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The employee superannuation schemes that we participate in or
sponsor exist to provide benefits for our employees and their
dependants after finishing employment with us. Itis our policy to
contribute to the schemes at rates specified in the governing rules for
accumulation schemes or at rates determined by the actuaries for
defined benefit schemes.

Before 1 July 1990, eligible employees of the Telstra Entity were
members of the Commonwealth Superannuation Scheme (CSS). The
CSSis an employer sponsored defined benefit scheme for
Commonwealth Public Sector employees. Under the CSS, we are
responsible for funding all employer financed benefits that arise from
1 July 1975 for employees who are CSS members. For the CSS,
employer contributions by us and other employers that participatein
the CSS are paid to the Commonwealth Consolidated Revenue Fund.
Employee contributions to the CSS are separated and separately
managed.

On 1 July 1990, the Telstra Superannuation Scheme (TSS) was
established. The TSS has both defined benefit and accumulation
divisions. A majority of our CSS members transferred to the TSS when
it was first established. As CSS members transferred, the liability for
benefits for their past service was transferred to the TSS.

The benefits received by members of each defined benefit scheme
take into account factors such as the employee's length of service,
final average salary, employer and employee contributions.

As at 30 June 2000, S J Schubert FIAA completed actuarial
investigations of the CSS and K O’Sullivan FIAA completed actuarial
investigations of the two defined benefit divisions of the TSS.

Based on the previous actuarial investigation completed as at 30 June
1997, we had stopped employer contributions to the defined benefit
divisions of the TSS other than the additional contributions under the
arrangement which is further described below. The actuarial
investigation of the TSS as at 30 June 2000 reported that a surplus
existed. As aresult, it was recommended that we continueon a
contribution holiday until 30 June 2004, by which time the next
actuarial investigation as at 30 June 2003 will be complete. This
contribution holiday includes the accumulation divisions of the TSS.

In June 1999, the Minister for Finance and Administration signed a
document which allowed the CSS surplus at the time ($1,428 million)
to be transferred to the TSS over a 40 year period. Any CSS surplus
amounts transferred from the CSS to the TSS are taxed at the rate of
15%. The CSS actuarial investigation as at 30 June 2000 was
conducted during fiscal 2001. The report is yet to be reviewed by the
Department of Finance and Administration. Based on the results of
the 30 June 2000 CSS actuarial investigation, our actuary has
recommended that the schedule to transfer the residual notional fund
be reviewed to take into account the revised surplus position.

The CSS investigation by the actuary also recommended that we
continue not to contribute employer contributions to the CSS. We will
review our contribution rate for both the TSS and CSS at the next
actuarial reviews, both of which are due to be completed with an
effective date no later than 30 June 2003.

Prior to 29 August 2000, we had an ongoing arrangement to pay an
additional $121 million each year to the TSS over 16 years ending 30
June 2011. This contribution commitment was independent of the
contribution holiday advised by our actuary.

On 29 August 2000, the trustee of the TSS and the Commonwealth
(who guaranteed our payments) released us from our obligation to
provide additional contributions. As part of the terms of the release,
we have agreed to provide such future employer payments to the TSS
as may be required to maintain the vested benefits index (VBI - the
ratio of fund assets to members’ vested benefits) in the range of 100-
110%.

The removal of our obligation reduced the assets of the TSS and
contributed to the VBI of the defined benefit divisions reducing from
approximately 167% at 30 June 2000 to approximately 145% as at 30
June 2001.

The Trustee agreed to the release of the obligation based on actuarial
advice that the removal of these additional contributions, coupled
with the employer contribution commitment from us, will maintain
the solvency level of the TSS at a satisfactory level (refer to note 3 for
the financial effect of the removal of this obligation).

Apart from the TSS and CSS, we also contribute to other employee
superannuation schemes on both an accumulation or defined benefit
basis. Our controlled entities, Hong Kong CSL Ltd and Pacific Access
Pty Ltd, participate in other schemes which include defined benefit
divisions.
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Hong Kong CSL Limited participate in a superannuation scheme with
both defined benefit and accumulation divisions. This scheme is
established under trust and is administered by an independent
trustee. At 30 June 2001, the scheme is in the name of PCCW-HKT
Limited, whichisHongKong CSL Limited’s previousimmediate parent.
As aresult, Telstra is not the principle sponsor of this scheme.

The financial position of the defined benefit divisions of the TSS, our
notional fund in the CSS, and the Pacific Access Superannuation
scheme (PA Scheme) is shown as follows:

Scheme assets Accrued benefits Net surplus (a) Vested benefits
As at 30 June As at 30 June As at 30 June As at 30 June

2001 2000 2001 2000 2001 2000 2001 2000
$m $m $m $m $m $m $m $m
TSS(L) o v oo e 5,375 6,795 3,050 3,387 2,325 3,408 3,715 4,093
CSS(2) o v oo e 9,621 8,319 6,701 7,090 2,920 1,229 6,233 6,049
PAScheme(3) .. ............. 39 43 38 39 1 4 37 38
Total . . . ... ... ... 15,035 15,157 9,789 10,516 5,246 4,641 9,985 10,180

(a) Net surplus is the excess of Scheme assets over Accrued benefits.

(1) Amounts for the defined benefit divisions of the TSS have been
taken from the financial report of the scheme as at 30 June 2001. The
scheme assets are stated at net market values.

(2) The CSS amounts show our share of the benefit liability in respect
to future and past service of our employees and former employees
who are members of the CSS. The CSS amounts as at 30 June 2001 are
atthe last actuarial valuation dated 30 June 2000. Thisreportis yet to
be reviewed by the Department of Finance and Administration and is
subject to change. CSS amounts as at 30 June 2000 are at the actuarial
valuation performed at 30 June 1997 which was the latest available at
that time. The net surplus of $2,920 million (2000: $1,229 million), less
superannuation contributions tax at the rate of 15%, will be used to
cover future service accruals for existing members of the CSS and for
transfer to the TSS as documented in this note.

(3) The PA Scheme provides both defined benefits and accumulation

benefits. Amounts for this scheme have been measured as at 30 June
2001. At 1July 2001, the PA Scheme will be transferred to the TSS.
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Employer contributions

Employer contributions made to:

* the defined benefits divisions of the TSS for fiscal 2001 were $Nil
(2000: $Nil; 1999: $Nil);

« theCSShavebeen $Nil for the past three years ended 30 June 2001;

 thedefined benefit divisions of the Hong Kong CSL Limited scheme
since the date of acquisition were $3 million; and

o the accumulation divisions of the TSS, and contributions to the
defined benefits and accumulation divisions of the PA Scheme for
fiscal 2001 totalled $6 million (2000: $6 million; 1999: $16 million).

TSS additional contributions during fiscal 2001 were $Nil (2000: $121
million; 1999: $121 million). Contributions in fiscal 2000 included $89
million (1999: $93 million) recorded in borrowing cost expenses, with
$32 million (1999: $28 million) reducing the amount payable.
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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 (a) immediate parent
As at 30 June As at 30 June
2001 2000 2001 2000
$m $m % %
Telstra Corporation Limited (1). . . . . .............. Australia
Telecommunications Equipment Finance Pty Ltd (5) * . . . . Australia - - - -
Telstra Finance Limited (1) (4) (15). . . . . . . .. ... ... .. Australia - - 100.0 100.0
Telstra Corporate Services Pty Ltd (10)*. . . . . ... ... ... Australia 6 - 100.0 -
Transport Communications AustraliaPtyLtd* . . . . ... .. Australia 4 4 100.0 100.0
Telstra ESOP Trustee Pty Ltd (4)(8)*. . . . . .. .. ... ... Australia - - 100.0 100.0
Telstra Growthshare Pty Ltd (4)(8)*. . . . ... ... ... .. Australia - - 100.0 100.0
Advanced Network Management PtylLtd(3) . ... ... ... Australia - 1 - 100.0
Telstra R&D Management Pty Ltd (1) . . . .. .......... Australia 1 1 100.0 100.0
OnAustraliaPtyltd(1). .. ........ ... ... ... ... Australia 11 11 100.0 100.0
TelstraMediaPtyltd(1). ... ........... ... ..... Australia 311 273 100.0 100.0
Telstra Multimedia Pty Ltd(1) ... ................ Australia 1,720 1,720 100.0 100.0
Telstra International Limited (1) (15) . . ... ... ....... Australia 84 84 100.0 100.0
Telstra OnAir Holdings Pty Ltd (10)*. . . . ... ....... .. Australia 302 - 100.0 -
* Telstra OnAir Infrastructure Holdings Pty Ltd (10)* . . . Australia - - 100.0 -
e Telstra 3G Spectrum Holdings Pty Ltd (10)* . . . . . . Australia - - 100.0 -
TelstraHoldingsPtylLtd(1) . . ... ........ ... ..... Australia 4,015 650 100.0 100.0
« Telstra Global Networks Limited (9)(13) . . . .. ... .. Bermuda - - - 100.0
* Australian Network Company Pty Ltd (9) (10) (13) . . Australia - - - -
* Telstra Holdings (Bermuda) No 2 Limited (9) (10) (12) . . Bermuda - - 100.0 -
« Joint Venture (Bermuda) No. 2 Limited (9) (12) . . . . Bermuda - - 60.0 -
e Bestclass Holdings Ltd (9) (12) . ... ... .. ... British Virgin Islands - - 100.0 -
» Hong Kong CSL Limited (formerly Cable and

Wireless HKT CSL Limited) (9) (12) . . ... ... Hong Kong - - 100.0 -
* Integrated Business Systems Limited (9) (12)  HongKong - - 100.0 -
» One2Free Personalcom Limited (9) (12) . . . Hong Kong - - 100.0 -
e CSLLimited(9)(12). . . ... .......... Hong Kong - - 100.0 -
« Telstra Holdings (Bermuda) No 1 Limited (9) (10). . . . . Bermuda - - 100.0 -
e Telstra Retail (HK) Limited (9) (10) . . . ... ... ... .. Hong Kong - - 100.0 -
e Telstra IDC Holdings Limited (9) (10). . . . . ... ... .. Bermuda - - - -
« Telstra Global Wholesale NZ Limited (9) (10) (13) . . . . NewZealand - - - -
o Telstra Japan Retail K.K.(9)(10) . . .. ........... Japan - - 100.0 -
* Telstra (Malaysia Holdings) Sdn. Bhd. (9) (13). . . . . .. Malaysia - - - 100.0
« Telstra International (HK) Holdings Limited (9) (13) . . . Hong Kong - - - 100.0
e Telstra Wholesale Inc. (9) (10). . . . .. ........... United States - - 100.0 -
e Mobitel (pvt) Limited (9) . . . .. ........ .. ..... Sri Lanka - - 60.0 60.0
» Telstra New Zealand Limited (9)(10) . . ... ....... New Zealand - - 100.0 -
eTelstralLimited(9) . . . . ........ ... ... ....... New Zealand - - 100.0 100.0
e Telstra Global Limited(9) .. ................. United Kingdom - - 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 (a) immediate parent
As at 30 June As at 30 June
2001 2000 2001 2000
$m $m % %
e Telstra Korea Limited (9) (13) . . . ... ......... Korea - - - 100.0
* Telstra Europe Limited (9)(16) . . . ... ... ..... United Kingdom - - 100.0 100.0
e Telstra (UK) Limited (9)(13) . . . . .. .......... United Kingdom - - - 100.0
e PT Telstra Nusantara(9) . . . . .............. Indonesia - - 100.0 100.0
e Telstra Germany GmbH (9) (13). . . . . ... ... ... Germany - - - 100.0
eTelstraFrance SA(9)(13). . . . .. ... ... ... .. France - - - 100.0
eTelstralnc.(9) . . ... ... .. ... ... ... ... United States - - 100.0 100.0
« North Point TelecommunicationsInc.(9) ... .. United States - - 100.0 100.0
e TelstraeConnect LLC (3)(9). .. ... ... ..... United States - - 100.0 100.0
e Telstra Wholesale Trading Inc. (9) (10) (13) . . . . United States - - 100.0 -
« Telstra Vishesh Communications Ltd (6) (7)(9). . . . . . India - - 47.1 47.1
* Telstra South Asia Holdings Limited (9). . . . . ... ... Mauritius - - 100.0 100.0
 Telstra India Private Limited (9) ... ............ India - - 100.0 100.0
e Telstra Singapore Pte Ltd (9) (13). . . . . .. ..... ... Singapore - - - 100.0
e TelstraJapan K.K(9)(13). . . .. ............. Japan - - - 100.0
Telstra Communications Limited (1) . . ... .......... Australia 29 29 100.0 100.0
* Telecom Australia (Saudi) Company Ltd (3) (6) (7) (9) . . Saudi Arabia - - 50.0 50.0
TelstraRewards PtylLtd (4)* .. ....... ... ... ..... Australia - - 100.0 100.0
eTelstraVisaCard Trust . . ... ................ Australia - - 100.0 100.0
eQantasTelstraCard Trust . . . ... ............. Australia - - 100.0 100.0
e Telstra Visa BusinessCard Trust . . . .. .......... Australia - - 100.0 100.0
Atlas Travel Technologies Pty Ltd(14) . . ... ... . ... .. Australia - 21 - 67.74
e Atlas Travel Technologies Inc. (9) (14). . . . . .. ... .. United States - - - 100.0
» Moneydirect International Limited (9) (14). . . . .. ... United Kingdom - - - 100.0
e MoneydirectPtyLtd (14)*. . . ... ... ... ... ... Australia - - - 100.0
* Moneydirect Limited (9)(14) . .. ............ New Zealand - - - 100.0
Telstra Media Holdings Pty Ltd (1). . . . . ....... ... .. Australia 29 29 100.0 100.0
eAdvantraPtyltd(1). . . ....... ... ... ... ... Australia - - 100.0 100.0
e Telstra Datacasting Pty Limited (10)*. . . . .. ... ... Australia - - 100.0 -
Telstra CB Holdings Limited (1) . . . . ... ............ Australia 898 433 100.0 100.0
e Telstra CB.net Limited (1) . .................. Australia - - 100.0 100.0
e Telstra CB.Com Limited (1). . . . ... ............ Australia - - 100.0 100.0
e Telstra CB.fsLimited (1) . ................... Australia - - 100.0 100.0
e Keycorp Limited (2) (11) (17). . . . . .. .. ... . ... Australia - - 50.75 -
¢ Technical Parts & Services Pty Limited (2) (11). . . Australia - - 100.0 -
» Keycorp Solutions Limited (11) . . . ... ... ... Australia - - 100.0 -
« Electronic Financial

Technologies Pty Limited (11)*. . . . .. ... ... Australia - - 100.0 -
e Sparad (No. 31) Pty Limited (11)* . . . . ... ... Australia - - 100.0 -
¢ Keytec (No. 2) Pty Limited (2)(11) . ... ... ... Australia - - 100.0 -
¢ Budbade Pty Limited (2)(11) . .. .......... Australia - - 100.0 -
e Keytec Pty Limited (2)(11). . . . . .......... Australia - - 100.0 -

(continued over page)
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Country of Telstra Entity’s recorded % of equity held by
Name of entity incorporation amount of investment (a) immediate parent
As at 30 June As at 30 June
2001 2000 2001 2000
$m $m % %
* Keycorp USA Limited (7) (9)(11) . ... ... .. United States - - 100.0 -
e Tillsmith Systems, INC.(7) (9) (11) . . . . .. United States - - 100.0 -
* Keycorp Investments Pty Limited (2) (11). . . . Australia - - 100.0 -
e E-Point Pty Limited (2) (11) . ... ... ... Australia - - 100.0 -
» Keycorp Technologies Pty Limited (2) (11) .  Australia - - 100.0 -
* Nobil I.T. Australia Pty Limited (2) (11) . . . Australia - - 100.0 -
« Keycorp (Asia) Pty Limited (9) (11) . . . . . . Hong Kong - - 100.0 -
* Nobil Information Technology
CorporationInc(9)(11). . .. ...... ... Canada - - 100.0 -
¢ Nobil IT Canada Corporation (9) (11) . . Canada - - 100.0 -
o Tillsmith Systems Inc. (9) (11). . . ... ... Canada - - 100.0 -
* Keycorp (NZ) Limited (9) (11) . . . ... ... New Zealand - - 100.0 -
* Keycorp (NZ) Finance Limited (9) (11) . . New Zealand - - 100.0 -
¢ IDL(NZ) Limited (9)(11) . ......... New Zealand - - 100.0 -
e Nobil IT (NZ) Limited (9) (11). . . .. ... .. New Zealand - - 100.0 -
« Keycorp Systems Limited (7) (9) (11). . . . . United Kingdom - - 100.0 -
¢ KYCPty Limited (7) (11)*. . . ... ........ Australia - - 73.0 -
e CamtechR&D Pty Ltd(11)* . ... ... ... Australia - - 100.0 -
* Camtech Asia IT&T Sdn Bhd (7) (9) (11) . . . Malaysia - - 95.0 -
elnsNetPtyltd(1) ... ......... ... ... .... Australia - - 100.0 100.0
e Australasian Insurance Systems Pty Ltd (1) . . . . Australia - - 100.0 100.0
¢ TRC Computer Systems PtylLtd (1) ......... Australia - - 100.0 100.0
eDBALimited(1). . . . ................ .. Australia - - 100.0 100.0
e Brokerlink Pty Ltd(1) . . . . ............ Australia - - 81.3 81.3
* DBA Computer Systems Pty Ltd (1). . . . . . .. Australia - - 100.0 100.0
e BrokerlinkPtyLtd(1) . . .. .......... Australia - - 18.7 18.7
e Unilink Group Pty Ltd (1). . ... ... .. .. Australia - - 100.0 100.0
Pacific Access PtyLtd (1) (15) . . . . . ... ... .. .. Australia 121 121 100.0 100.0
e TelstraRetail Pty Ltd (16)* . . ... ... ... ... ... Australia - - 100.0 100.0
o Telstra Retail Services Pty Ltd (16)* . . . . ... ... ... Australia - - 100.0 100.0
* Pacific Access Enterprises Pty Ltd*. . . . .. ..... ... Australia - - 100.0 100.0
» WorldCorp Holdings (S)PteLtd(9) . . . . .. ..... ... Singapore - - 100.0 100.0
* WorldCorp PublishingPteLtd(9). . . ... ... .... Singapore - - 100.0 100.0
Network Design and Construction Limited (1). . . . . ... .. Australia 177 174 100.0 100.0
¢ NDCGlobal Holdings Pty Ltd™* . .. ............. Australia - - 100.0 100.0
« NDC New Zealand Limited (9)(10) . . . . ... ... .. New Zealand - - 100.0 -
* NDC Telecommunications India Private Ltd (9) (10) . India - - 100.0 -
« PTNDCIndonesia(9)(10) . .. ... ........... Indonesia - - 95.0 -
* NDC Global Philippines, Inc(9)(10) . ... ....... Philippines - - 100.0 -
* NDC Global Services (Thailand) Limited (6) (9) (10). . Thailand - - 49.0 -
¢ NDCGlobal ServicesPtyLtd*. . . .............. Australia - - 100.0 100.0
Total investment in controlled entities (atcost) . . . . .. .. note 11 7,708 3,551
Provision for reductioninvalue ... ... ... ... ....... note 11 (4,553) (2,415)
note 11 3,155 1,136

(a) The amounts recorded are before any provision for reduction in
value (refer note 11).

* These entities are small proprietary companies which are not
required to prepare and lodge individual audited financial reports
with the ASIC.
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ASIC deed of cross guarantee

(1) The following companies have entered into a deed of cross
guarantee dated 4 June 1996 (or have been added to this deed by an
assumption deed):

o Telstra Corporation Limited;

o Telstra Holdings Pty Ltd;

e Telstra International Limited;

e Telstra Communications Limited;
¢ Telstra R&D Management Pty Ltd;
e Telstra Multimedia Pty Ltd;

» OnAustralia Pty Ltd;

 Telstra Media Holdings Pty Ltd;

» Network Design and Construction Limited;
» Pacific Access Pty Ltd;

¢ Telstra CB Holdings Limited;

e Telstra CB.net Limited;

e Telstra CB.Com Limited;

o Telstra CB.fs Limited;

e InsNet Pty Ltd;

» Australasian Insurance Systems Pty Ltd;
* TRCComputer Systems Pty Ltd;

+ DBA Limited;

» Brokerlink Pty Ltd;

o DBA Computer Systems Pty Ltd;

¢ Unilink Group Pty Ltd;

+ Telstra Media Pty Ltd; and

e Advantra Pty Ltd.

Telstra Finance Limited is trustee to the deed of cross guarantee.

There have been no changes to the parties to the deed of cross
guarantee during fiscal 2001.

The deed of cross guarantee was formed under ASIC Class Order 98/
1418, includingamendments made to this class order. This class order
was dated 13 August 1998 and has been amended by class orders 98/
2017 and 00/0321. Under this class order and the deed of cross
guarantee, the companies listed above, except for Telstra Finance
Limited:

» form aclosed group and extended closed group as defined in the
class order;

e donot have to prepare and lodge audited financial reports under
the Corporations Act 2001. This does not apply to Telstra
Corporation Limited; and

+ guarantee the payment in full of the debts of the other named
companies in the event of their winding up.

The consolidated assets and liabilities of the closed group and
extended closed group at 30 June 2001 and 2000 is presented
according to ASIC class order 98/1418 (as amended) as follows.
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This excludes Telstra Finance Limited. Allsignificant transactions
between members of the closed group have been eliminated.
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ASIC deed of cross guarantee (continued)

Closed Group Statement of Financial Position Closed Group

As at 30 June
2001 2000
$m $m
Cash . . . 1,336 655
Receivables . . . . . . . . . .. 8,973 3,710
Inventories . . . . . . . 281 293
Otherassets. . . . . . . .. 801 253
Totalcurrentassets. . . . . . . ... e 11,391 4,911
Receivables . . . . . . . . . .. 1,776 109
Inventories . . . . . .. 8 14
Investments - accounted for using the equitymethod . . .. .. ....... ... ... ... 189 298
Investments . . . . .. e 1,705 729
Property, plantand equipment . . .. ... ... ... Lo o 22,256 22,234
Futureincometaxbenefit. . . . ... ... ... L 113 106
Intangibleassets. . . . ... ... 477 532
Otherassets. . . . .. ... . e 2,096 1,313
Totalnoncurrentassets. . . . . . ... .. e 28,620 25,335
................................................ 40,011 30,246
Accountspayable . . . .. .. 2,267 2,144
Borrowings . . . . .. 5,854 3,446
Incometaxpayable. . . ... .. .. 611 527
Provisions . . . . . . e e 2,065 2,336
Revenuereceivedinadvance. . . . . . ... .. .. ... 1,369 730
Total current liabilities. . . . . . . . . . ... .. e 12,166 9,183
Accountspayable . . . ... ... 463 729
Borrowings . . . . .. 11,365 6,606
Incometaxpayable. . . ... ... . 91 184
Deferred incometax . . .. ... ... ... . . it 1,490 737
Provisions . . . . . . . 959 1,162
Total non current liabilities . . . . . ... ... ... . . . .. 14,368 9,418
.............................................. 26,534 18,601
.................................................. 13,477 11,645
Contributedequity . . . ... ... L 6,433 6,433
Reserves . . . . . . . e 26 26
Retained profits . . . . . . . . .. . e 7,018 5,186
....................... 13,477 11,645
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ASIC deed of cross guarantee (continued)

(1) (continued) The consolidated net profit after income tax expense
of the Closed Group and Extended Closed Group for the fiscal years
ended 30 June 2001 and 2000 is presented according to ASIC class
order 98/1418 (as amended) as follows:

This excludes Telstra Finance Limited. Allsignificant transactions
between members of the Closed Group have been eliminated.

Closed Group Statement of Financial Performance Closed Group
Year ended 30 June
2001 2000
$m $m
................................... 6,462 5,420
Incometaxexpense. . . ... ... ... .. 2,185 1,679
............................................ 4,277 3,741
Retained profits at the beginning
of the financial year available to the closedgroup . . . ... ... ... ... ... .... 5,186 3,752
Effect on retained profits from additions of new entities
totheclosedgroup . . ... ... ... L e - 9
.................................... 9,463 7,502
Dividends provided fororpaid . . . .. ... .. ... ... L 2,445 2,316
..... 7,018 5,186

(2) On similar terms to the deed of cross guarantee formed by certain
companies of the Telstra Group in (1), the following companies of the
Keycorp Limited Group have also entered into a deed of cross
guarantee on 30 December 1999:

» Keycorp Limited;

e Keycorp Investments Pty Ltd;

e Technical Parts & Services Limited;
+ Keytec(No. 2) Pty Ltd;

» Budbade Pty Ltd;

» Keytec Pty Ltd;

e E-PointPtyltd;

e Nobil L.T. Australia Pty Ltd; and

» Keycorp Technologies Pty Ltd.

Keycorp Limited s still required to prepare and lodge audited financial
reports under the Corporations Act 2001 on a similar basis to Telstra
Corporation Limited.

Liquidations and deregistrations

(3) As at 30 June 2001, the following companies were
in voluntary liquidation:

e Telecom Australia (Saudi) Company Ltd; and

o Telstra eConnect LLC.

The following company was liquidated during fiscal 2001:
» Advanced Network Management Pty Ltd on 3 November 2000.
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Rounded investments

(4) The cost of the Telstra Entity’s investments in controlled entities,
which is not shown when rounded to the nearest million dollars is as
follows:

As at 30 June
2001 2000
$ $
TelstraRewardsPtylLtd . . ... ... 2 2
Telstra Finance Limited . . ... ... 5 5
Telstra ESOP Trustee Pty Ltd . . . . . 2 2
Telstra Growthshare Pty Ltd . . . . . 1 1

Controlled entities with no equity ownership

(5) We do not have an equity investment in Telecommunications
Equipment Finance Pty Ltd. As we have effective control over this
entity through economic dependency we have consolidated it into
the group financial report. This company does not have any
significant assets or liabilities.
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Telstra Corporation Limited and controlled entities

Controlled entities where we own less than 50% equity

(6) We own 47.1% of the issued capital of Telstra Vishesh
Communications Limited, 50% of the issued capital of Telecom
Australia (Saudi) Co. Ltd., and 49% of the issued capital of NDC Global
Services (Thailand) Limited. We can exercise control over the boards
of directors of these entities in perpetuity, and therefore these entities
have been consolidated into our financial report.

Controlled entities with different balance dates

(7) The following companies have different balance dates to our
balance date of 30 June for fiscal 2001:

e Telstra Vishesh Communications Ltd - 31 March;

e Telecom Australia (Saudi) Co. Limited - 31 December;

» Keycorp USA Limited - 31 December;

* Tillsmith Systems, INC. - 31 December;

e Keycorp Systems Limited - 31 December;

e KYCPty Limited - 31 December; and

e Camtech Asia IT&T Sdn Bhd - 31 December.

Financial reports prepared as at 30 June are used for consolidation
purposes.

Trusts which are not consolidated

(8) 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 I
(TESOP99). We do not control or significantly influence the trusts as
beneficial ownership and control remains with the employees who
participate in the share plans administered by the trustee on their
behalf.

We own 100% of the equity of Telstra Growthshare Pty Ltd, the
corporate trustee for the Telstra Growthshare Trust. We do not
control orsignificantly influence the trust as beneficial ownership and
control remains with the executives who participatein the share plans
administered by the trustee on their behalf.

For the reasons mentioned above we have not consolidated these
trusts.

Controlled entities not individually audited by the Australian
National Audit Office

(9) Companies not audited by the Australian National Audit Office, our
Australian statutory auditor.

New incorporations and investments

(10) We have invested in or incorporated the following entities during
fiscal 2001:

e Telstra Corporate Services Pty Ltd - 16 August 2000;

e Telstra OnAir Holdings Pty Ltd - 11 September 2000;

» Telstra OnAir Infrastructure Holdings Pty Ltd - 23 January 2001;
e Telstra 3G Spectrum Holdings Pty Ltd - 23 January 2001;

e Australian Network Company Pty Ltd - 24 November 2000;

e Telstra Holdings (Bermuda) No 1 Limited - 18 September 2000;
e Telstra Holdings (Bermuda) No 2 Limited - 26 September 2000;
¢ Telstra Retail (HK) Limited - 8 February 2001;

e TelstraIDCHoldings Limited - 17 January 2001;

o Telstra Global Wholesale NZ Limited - 13 December 2000;

e Telstra Japan Retail K.K. - 20 December 2000;

» Telstra Wholesale Inc. - 14 September 2000;

e Telstra New Zealand Limited - 6 July 2000;

¢ Telstra Wholesale Trading Inc. - 11 October 2000;

e Telstra Datacasting Pty Limited -16 February 2001;

* NDCNew Zealand Limited - 7 July 2000;

e NDCTelecommunications India Private Ltd - 19 February 2001;
« PT NDCIndonesia-21 March 2001;

e NDCGlobal Philippines, Inc-19 July 2001; and

* NDCGlobal Services (Thailand) Limited - 11 November 2000.

The amounts initially invested were not significant.

(11) On 12 December 2000, we acquired a 50.94% controlling interest in
Keycorp Limited and its controlled entities as listed below:

¢ Technical Parts & Services Pty Ltd;

» Keycorp Solutions Limited;

« Electronic Financial Technologies Pty Ltd;
e Sparad (No. 31) Pty Ltd;

e Keytec(No. 2) Pty Ltd;

¢ Budbade Pty Ltd;

¢ Keytec Pty Ltd;

» Keycorp USA Limited,;

 Tillsmith Systems Inc. (United States);
e Keycorp Investments Pty Ltd;

e E-Point Pty Ltd;

¢ Keycorp Technologies Pty Ltd;

e Nobil L.T. Australia Pty Ltd;

» Keycorp (Asia) Pty Ltd;

¢ Nobil Information Technology Corporation Inc;
* Nobil IT Canada Corporation;

¢ Tillsmith Systems Inc. (Canada);

e Keycorp (NZ) Limited;

* Keycorp (NZ) Finance Limited;

e IDL(NZ) Limited;

» Nobil IT(NZ) Limited;
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(11) (continued)

» Keycorp Systems Limited; and
e KYCPtyLtd.

Refer to the statement of cash flows for further details on this
transaction.

After this acquisition, Keycorp Limited have incorporated or invested
in the following companies:

e Camtech R&D Pty Ltd - 15 January 2001; and
e Camtech Asia IT&T Sdn Bhd - 15 January 2001.

(12) As described earlier in these financial statements, on 7 February
2001, we completed our strategic alliance with Pacific Century
CyberWorks Limited (PCCW). Under these arrangements, we acquired
a 60% controlling interest in Joint Venture (Bermuda) No 2 Limited,
and its controlled entities as follows:

e Bestclass Holdings Ltd;

* HongKong CSL Limited (formerly Cable and Wireless HKT CSL
Limited);

 Integrated Business Systems Limited,;

e One2Free Personalcom Limited; and

e CSLLimited.

Telstra Holdings (Bermuda) No 2 Limited the intermediate parent
entity of Joint Venture (Bermuda) No 2 Limited was incorporated on
26 September 2000.

The effective date of our acquisition of Joint Venture (Bermuda) No2
Limited and the controlled entities listed was 1 February 2001.

Sale of controlled entities

(13) As stated earlier in these financial statements, on 7 February
2001, Reach was formed through the contribution of certain
businesses and controlled entities of the Telstra Group together with
certain PCCW assets. The resultant joint venture entity commenced
operations with effect from 1 February 2001. Entities previously
controlled by us that were disposed of included:

e Telstra Global Networks Limited;

e Telstra Global Wholesale NZ Limited;

+ Telstra Singapore Pte Ltd;

o TelstraJapan K.K,;

» Telstra (Malaysia Holdings) Sdn. Bhd.;
 Telstra International (HK) Holdings Limited;
o Telstra (UK) Limited;

e Telstra Germany GmbH;

e Telstra France SA;

» Australian Network Company Pty Ltd;
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¢ Telstra Korea Limited; and
¢ Telstra Wholesale Trading Inc.*.

* This entity is still legally owned by Telstra, however the economic
benefits are attributed to Reach.

(14) On 30 October 2000, we sold our 67.74% shareholding in Atlas
Travel Technologies Inc. and its controlled entities, Atlas Travel
Technologies Inc., Moneydirect International Limited, Moneydirect
Pty Ltd, and Mondeydirect Limited for $10 million.

Dividends received by the Telstra Entity

(15) Dividends were received by the Telstra Entity during fiscal 2001
from the following entities:

* Pacific Access Pty Ltd $Nil (2000: $41 million);

e Telstra International Limited $Nil (2000: $2 million);

e Network Design and Construction Limited $23.3 million (2000:
$Nil);

¢ Advanced Network Management Pty Ltd $0.2 million (2000: $Nil);
and

e Telstra Finance Limited $Nil (2000: $0.3 million).

Change of company names

(16) The following entities changed names during fiscal 2001:

¢ Telstra CB.UK Limited changed its name to Telstra Europe Limited
on 18 October 2000;

e Goeureka.com.au Pty Ltd changed its name to Telstra Retail Pty
Ltd on 25 June 2001; and

¢ Search Direct Pty Ltd changed its name to Telstra Retail Services
Pty Ltd on 25 June 2001.

Controlled entities listed on the Australian Stock Exchange

(17) As at 30 June 2001, the following company was listed and its
shares quoted on the Australian Stock Exchange:

» Keycorp Limited
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Our investments in joint venture entities are listed below:

Name of joint venture Principal Ownership Telstra Group’s recorded Telstra Entity’s recorded
entity activities interest amount of investment (*) amount of investment (*)
As at 30 June As at 30 June As at 30 June
2001 2000 2001 2000 2001 2000
% % $m $m $m $m
FOXTEL Partnerships (#) . ... .. Pay television 50.0 50.0 47 39 = -
Customer Services
Ptyltd(1) . . ............. Customer service 50.0 50.0 - - - -
FOXTEL Management Management
PtyLtd(1) . . ............. services 50.0 50.0 - - - -
FOXTEL Cable Television Pty Ltd
W@). . Pay television 80.0 80.0 - - - -
International
Reach Ltd (incorporated in connectivity services to
Bermuda)(b)(5) . . ... ...... wholesale customers 50.0 - 854 - - -
DataOne Corporation Pte Ltd Internet hosting
(incorporated in Singapore) (b) (6) company 20.0 - 2 - - -
Dynegy Connect LP (incorporated Intellectual property
inUSA)(b)(7). . . .......... and software 20.0 - 95 - - -
Stellar Call Centres Call centre services and
Ptyltd. . . .............. solutions 50.0 50.0 5 3 3 3
Telecommunications
Telstra Saturn Limited carrier and service
(incorporated in New Zealand) (b) provider 50.0 50.0 79 103 - -
Xantic B.V. (formerly Station 12
B.V.) (incorporated in The Global satellite
L 35.0 35.0 110 137 - -
Netherlands) (b)(13) . . ... ... communications
Olympic business
investment
Investment 2000 Pty Ltd (1) (12) . opportunities 25.0 25.0 - - - -
Telecom Services Kiribati Limited
(incorporated in Kiribati) (a) (2) Telecommunications ) 49.0 ) ) ) )
Q4) . ..o services ’
IDC Limited (incorporated in
Bermuda) (b)(10) . . ........ Dormant 50.0 - - - - -
Telstra Hewlett-Packard (R&D)
Ptyltd(c)(1)(12) .. ........ Computer services - 50.0 - - - -
note 11 1,192 284 3 3

(#) This includes both the FOXTEL Partnership and the FOXTEL

Television Partnership combined.
(a) Balance date is 31 March.

(b) Balance date is 31 December.
(c) Balance date is 31 October.

(*) The Telstra Group carrying amounts are equity accounted. The
Telstra Entity’s carrying amounts are at cost less any provision for
reduction in value. Refer note 1.17(b) for details of our equity
accounting policy. All amounts recorded are net of provision for
reduction in value.

Unless noted above, all investments have a balance date of 30 June.
Where there is a different balance date, financial reports prepared as

at 30 June are used for equity accounting.
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Our investments in associated entities are listed below:

Name of associated Principal Ownership Telstra Group’s recorded Telstra Entity’s recorded
entity activities interest amount of investment (*) amount of investment (*)
As at 30 June As at 30 June As at 30 June
2001 2000 2001 2000 2001 2000
% % $m $m $m $m
IBM Global Services Information
Australia Limited (a) (b) (1) . ... technology services 22.6 22.6 2 - - -
Australia-Japan Cable Holdings
Limited (incorporated in
Bermuda)(a) . . ........... Network cable provider 39.9 39.9 11 11 - -
Business software
Solution 6 Holdings Limited (15) . system provider 19.1 23.9 34 103 10 10
Smart card transaction
ECardPtyltd. . ........... processing 41.0 41.0 16 31 20 31
PT Mitra Global Telekomunikasi
Indonesia (incorporated in Telecommunications
Indonesia)(a)(1) .......... services 20.3 20.3 3 3 - -
Telstra Super Pty Ltd Superannuation
Q@) . oo trustee 100.0 100.0 - - - -
myinternet.com.au Pty Ltd (8) Educational portal 20.9 - 1 - - -
Keytec Nominees Pty Ltd (1) (11) Trustee company 40.0 - - - - -
PlesTel Pty Ltd (1)(9) . . . ... .. Trustee company - 30.0 - - - -
Communication
PlesTel Operating Trust (2) (9) . . systems provider - 30.0 - 18 - 26
note 11 67 166 30 67

(a) Balance date is 31 December.

(b) The equity accounted amount was re-instated in the current year

due to profits made. In the prior year, equity accounting was

suspended and the investment recorded at zero due to accumulated

losses.

Unless noted above, all investments have a balance date of 30 June.
Where there is a different balance date, financial reports prepared as
at 30 June are used for equity accounting.

(*) The Telstra Group carrying amounts are equity accounted. The
Telstra Entity’s carrying amounts are at cost less any provision for

reduction in value. Refer note 1.17(b) for details of our equity

accounting policy. All amounts recorded are net of provision for

reduction in value.
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Share of joint venture and associated entities net losses/(profits)

Year ended 30 June

2001 2000
$m $m
Our net loss/(profit) from joint venture entities and associates has been
contributed by the following entities:
-FOXTEL Partnerships . . . ....... ... . ... .. .. ... .. ... 38 39
-Stellar CallCentresPtyLtd. . . .. ... ... ... ... ... ... ... (2) -
-TelstraSaturnLimited . .. ... ... ... ............ ... ... 85 15
- Xantic B.V. (formerly Station12B.V.)(13) . . ... ............. 36 2)
- Telecom Services Kiribati Limited (14). . . .. ................ (1) (1)
-Harmony Telecommunications Pty Ltd(6). . . ... ............ 4 -
-DynegyConnectLP(7) . .. ... ... ... . ... ... . ... 16 -
-Reach Ltd(5) . . . . . . o (48) -
128 51
- IBM Global Services Australia Limited . . . .. ............. ... (2) 3
- Australia-Japan Cable Holdings Limited . . . .. .............. 2 2
- Solution 6 Holdings Limited (15) . . . . .................... 53 4
-ECardPtyltd . ... .. 5 -
-PlesTel Operating Trust(9). . . .. ... ... ... . ... ... . ... ... (11) 2)
-myinternet.com.auPtyltd(8) . ... ..... ... ... ... L. 8 -
55 7
183 58
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Joint venture entities and associated entities notes
Rounded investments
(1) The carrying amount of our investment in joint venture entities

and associated entities which is not shown when rounded to the
nearest million dollars:

Carrying amount of investment

Telstra Group Telstra Entity
As at 30 June As at 30 June
2001 2000 2001 2000
$ $ $ $
(i) Joint venture entities
Customer ServicesPtyltd. . . ............. ... ... * * = -
FOXTEL Management PtylLtd. . . .. ............... 1 1 - -
FOXTEL Cable TelevisionPtylLtd . . .. ...... ... ... ... * * - -
Investment 2000 Pty Ltd(12) . . .. ................ - * 12 12
Telstra Hewlett-Packard (R&D) Pty Ltd (12) . .. ... ... .. - 1 - 1
(ii) Associated entities
PT Mitra Global Telekomunikasi Indonesia . . ... ... ... ** ** - -
TelstraSuperPtyltd . . .. ..... ... ... ... ... ... - * 2 2
PlesTelPtylLtd(9) . . ... ... ... ... .. ... - 30 - 30
IBM Global Services Australia Limited. . . ... ......... # * - -
Keytec Nominees Pty Ltd (11). . . . . ... ... ... ... .. 40 - - -

* Equity accounted amount of investment is suspended and the
investment is recorded at zero due to losses made by the entities or as
aresult of reducing the equity accounted amount to zero.

** Equity accounted amount of investment is suspended due to
uncertainties which currently exist in the Indonesian economy.

# Investment greater than $1 million as at 30 June 2001.
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Joint venture entities and associated entities notes (continued)
Dividends received from joint venture and associated entities

(2) We received or were presently entitled to receive dividends and

distributions from the following entities during fiscal 2001:

* Telecom Services Kiribati Limited $0.558 million (2000: $0.468
million);

 PlesTel Operating Trust $0.282 million (2000: $4 million).

Associated entities where we own more than 50% equity

(3) We own 80% of the equity of FOXTEL Cable Television Pty Ltd. This
entity is disclosed as a joint venture entity, as the outside 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%.

(4) We own 100% of the equity of Telstra Super Pty Ltd, the Trustee for
the Telstra Superannuation Scheme. We do not consolidate Telstra
Super Pty Ltd, as we do not control the board of directors. The board
has equal representation with employee representatives.

New incorporations and investments

(5) On 7 February 2001, we completed our strategic alliance with
PCCW. Under the agreements, a new entity Reach Ltd (Reach) was
created with effect from 1 February 2001 through the combination of
our international wholesale businesses and certain wholesale assets
together with certain PCCW assets. Reach operates as a provider of
voice, data and internet connectivity services in the Asia-Pacific
region. We have equity accounted our interest in this joint venture
entity. Thesale of our assets (valued at $2,372 million) to the joint
venture entity resulted in the recognition of a profit before tax on the
transaction in the current year of $1,704 million (in the entity). In
accordance with our established accounting policies, Australian
Accounting Standards and Urgent Issues Group Consensus Views, 50%
of this profit has been deferred and will be amortised over the average
useful life of the assets sold. The total amount deferred (including tax
effect) was $875 million which will be amortised over a period of 20
years. The profit on sale in the group is $852 million. In the current
year, a further $18 million was released to profit being 5 months
recognition of the deferred profit.

(6) We purchased a 50% investment in Harmony Telecommunications
Pte Ltd (Harmony) on 14 August 2000 for $5 million. The principal
activity of Harmony is telecommunications carrier and service
provider. On 1 April 2001 Telstra sold its 50% interest in Harmony to
DataOne Corporation Pte Ltd (DataOne) for $2 million. This amount
was exchanged for a 20% interest in DataOne. Our investment in
DataOne has been classified as a joint venture entity as we have joint
control over decision making. We recognised $4 million share of
losses in the current year from our investment in Harmony.

(7) We purchased our 50% investment in Dynegy Connect LP (Dynegy)
on 3 October 2000 for $86 million. Dynegy Connect LP was
incorporated in the USA and follows a merger of Extant Inc. into a
wholly owned subsidiary of Dynegy Inc. creating a new limited
liability partnership - Dynegy Connect LP. Proceeds from the share
sale of Telstra’s holding in Extant Inc. contributed to the funding of
the investment. Aswe have joint decision making with the other
shareholder of Dynegy, we have recorded the investment as a joint
venture entity.

(8) We purchased a13.7% investment in myinternet.com.au Pty Ltd on
10 August 2000 for $6 million. As we have significant influence over
the operating and financial policies of the entity, we have recorded
the investment as an associated entity. During the year we acquired
additional equity of $3 million increasing our investment from 13.7%
t0 20.9%.

(9) The PlesTel Operating Trust and its trustee company PlesTel Pty Ltd
were restructured on 31 August 2000 as part of an initial public
offering (IPO). The new listed entity is called Commander
Communications Limited (Commander) of which we have retained a
16.6% interest post IPO. We no longer have significant influence over
Commander and as aresult, it is no longer treated as an associate.

(10) We purchased our 50% interest in IDC Limited on 17 January 2001.
The company is dormant with no funds contributed. The purpose of
the company was to own and operate internet data centres
throughout the Asia-Pacific region. These operations are now being
undertaken by Reach and it is intended that the company will be de-
registered during 2002.

(11) Keytec Nominees Pty Ltd (Keytec) is an investment of the Keycorp
Limited Group (Keycorp). We acquired our 40% interest in Keytec when
we acquired our investment in Keycorp on 12 December 2000.
Liquidation and de-registration of companies

(12) De-registration of Telstra Hewlett-Packard (R&D) Pty Ltd
commenced 28 June 2001. The de-registration procedures have been

completed in substance as at 30 June 2001.

Investment 2000 Pty Ltd is currently in liquidation (liquidator
appointed 31 May 2001).

Change of company names

(13) Station 12 B.V. changed its name to Xantic B.V. on 1 May 2001.
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Joint venture entities and associated entities notes (continued)
Sale of investments

(14) We sold our investment in Telecom Services Kiribati Limited on 31
May 2001 for $3 million.

Associated entities where we own less than 20% of issued shares

(15) Our investment in Solution 6 Holdings Limited (Solution 6) has
decreased from 23.9% at June 2000 to 19.1% as at 30 June 2001 due to
adilution in our shareholding. We are the largest single shareholder
and have entitlement to appoint directors to the Board of Solution 6.
On this basis we have the capacity to affect substantially the financial
and operating policies of the entity and continue to record the
investment as an associated entity.
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Joint venture and equity accounting information

The movements in the consolidated equity accounted amount of our
joint venture and associated entity investments are summarised as

follows:
Telstra Group Telstra Group
Year ended/As at Year ended/As at
30June 30 June
2001 2000 2001 2000
Note $m $m $m $m
Carrying amount of investments at beginningofyear . . . . .. ... ... ... ... 284 49 166 20
Additional investments made during theyearto30June . .. ............... 1,924 402 11 179
Sale of investments duringtheyearto30June. . ... ... ... ... ... ... .. (3) - (30) -
2,205 451 147 199
Share of (losses)/profits before income taxexpense. . . .. ... ... ... ... ... (11) (51) (29) (1)
Share of income tax expenseonprofits. . . .. ... ... ... . .. L L L. (25) - 3) -
Share of (losses)/profits afterincome taxexpense . . . .. ..... ... ... ... ... (36) (51) (32) (1)
Amortisation of unrealised inter-entity profits afterincometax . . . ... ... ... .. 39 2 12 (2)
Write-offofgoodwill . . . ... ... .. ... (71) - (31) -
Amortisation of notionalgoodwill. . . . . ... ... .. .. . Lo Lo (60) (2) (4) (4)
Shareofnet (losses) . . . . . ... ... .. . (128) (51) (55) 7)
Adjusted for initial unrealised inter-entity profits afterincometax . ... ... ... .. (875) (85) - (6)
Dividends and distributionsreceived . . . . . ... ... ... (1) - - (4)
Shareofgeneralreserve. . . ... ... ... . ... ... 3 - - -
Share of foreign currency conversionreserve. . . ... ... ... . .. o L (34) (9) 1 -
Carrying amount of investment before reduction to recoverable amount . . . . . . .. 1,170 306 93 182
Reduction in value of investment to recoverableamount . . . ... ............ 22 (22) (26) (16)
Carrying amount of investmentsatendofyear . . . . .. ... ... .. .. .. .. .. 11 1,192 284 67 166
Our share of contingent liabilities of joint venture entities
and associated entities - we are not directly liable forthese. . . . ... ....... ... 1 1 - -
Our share of capital commitments contracted for, by our joint
venture entities and associated entities - we are not directly liable forthese . . . . . . 253 44 99 281
Our share of other expenditure commitments contracted
for (other than the supply of inventories), by our joint venture entities
and associated entities - we are not directly liable forthese. . . . ... ....... ... 684 73 92 85
Summarised presentation of our share of all of our associates' assets,
liabilities and net profit after income tax expense
(including equity accounted investments that have been suspended) (a): . . . . .. ..
Net (losses)/profits afterincometaxexpense . . ... ... ... ... ... ... .... (51) (17)
ASSets . .. 571 393
Liabilities . . . . . . . . 486 231

(a) These disclosures only apply to associated entities. Refer below for
the disclosures that apply to joint venture entities.
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Joint venture and equity accounting information (continued)
Other disclosures for joint venture entities
Summarised presentation of our share of all joint venture entities’

assets, liabilities and profit and loss items (including equity accounted
investments where equity accounting has been suspended):

Telstra Group
Year ended/As at
30June
2001 2000
$m $m
Currentassets . . . . . ... 662 124
Noncurrentassets . ... ... ... .. . . ... 3,719 437
Totalassets. . . . . ... 4,381 561
Currentliabilities . . . .. . ... .. 779 123
Non current liabilities. . . . . .. ... .. 1,557 126
Totalliabilities . . . . . . . . .. 2,336 249
Netassets. . . ... ... e 2,045 312
Totalrevenues . . . . . . . . . e 1,556 595
Totalexpenses. . . . . . ... .. 1,565 647
Losses beforeincometaxexpense. . .. ....... .. ... ... 9) (52)
Income tax (expense)onprofits . . . ... ... ... L L (25) -
Losses afterincometaxexpense. . . . ... ... ... (34) (52)
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Included in the consolidated financial report of the Telstra Group are:

Telstra Group Telstra Group
As at 30 June As at 30 June
2001 2000 2001 2000
$m $m $m $m
Amount of our recorded retained (losses) balance relating to
equity accounting our joint venture entities and associated
entities (i) . . . . .. .. (1,451) (469) (132) (51)
Amount of our recorded foreign currency conversion reserve
(debit) balance relating to equity accounting our joint venture
entities and associated entities. . . . . ... ... ... ... ... (43) 9) (45) (47)
Amount of our recorded general reserve credit balance relating
to equity accounting our joint venture entities and associated
entities. . . . ... .. 3 - 1 1

(i) The following items are included in this amount:

» share of net (losses)/profits;

+ initial unrealised inter-entity profit after tax adjustment;
* notional goodwill amortisation;

» deferred profit brought to account;

« dividends and distributions received; and

» reduction in value of investments to recoverable amount.
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Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2001 2000 2001 2000
$m $m $m $m
Total income and benefits of all directors of the Telstra Entity(a) . . . . ... ... ... 3.668 2.516
Total income and benefits of all directors of the Telstra Entity and all of the directors
of our controlled entities(a) . .. ... ..... ... .. . . . ... ... 3.870 3.124

The income brackets of Telstra Entity directors are displayed below
together with the number of Telstra Entity directors with income in
those brackets:

Number Number

$10,000 = $19,999 . . o o\ e e e = 1
$40,000 - $49,999. . . . 2 -
$60,000 - $69,999. . . L L = 9
$70,000 - $79,999. . . . L e 4 1
$80,000 - $89,999 . . .\t e e e 2 -
$90,000 - $99,999 . . .\t e e e, 1 1
$100,000 - $109,999 . . . . it e e, 1 -
$110,000 - $119,999 . . . . it e e e, = 1
$120,000 - $129,999 . . L it 1 -
$190,000 - $199,999 . . L ...t 1 -
$250,000 - $259,999 . .\ .ttt e 1 -
$1,650,000 - $1,659,999 . . . . s ettt e = 1
$2,340,000 - $2,349,999 . . . . .ttt 1 -

(a) Directors’ remuneration also includes employer contributions
made to superannuation funds.
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Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2001 2000 2001 2000
$m $m $m $m

An executive officer is a person who is a member of our senior management team

and is involved in our strategic direction and operational management. This

includes the chief executive officer (CEO), those who report direct to the CEO and

the next level of executives who have a direct reporting relationship to the CEQ’s

direct reports.

Total income and benefits of all Australian based executive officers of the

Telstra Entity where theirincome is $100,000 ormore (a)(b)(c) . . . ... ... ... .. 39.385 45,791

Total income and benefits of all Australian based executive officers of the
Telstra Entity and our controlled entities where their income is $100,000
ormore(a)(b)(C) . . .. vt e e e 44.626 52.631

Theincome brackets of all Australian based executives whose income
is $100,000 or more are displayed below, together with the number of
executives with income in those brackets:

Number Number Number Number
$100,000-5109,999 . . . . . ... e 1
$110,000-5119,999 . . . . . .. e e e e
$120,000-5129,999 . . . . . .. e e e e e
$130,000-$139,999 . . . .\ttt e e
$140,000-$149,999 . . . . i i
$150,000-5159,999 . . . . ... e e
$160,000-5169,999 . . . . . . ... e e
$170,000-5179,999 . . . . . .. e e e e e e
$180,000-$189,999 (C) . . . o\ it
$190,000 - $199,999 . . . .\ it e e
$200,000-$209,999 . . . ..t
$210,000-5219,999 . . . . . .. e
$220,000-5229,999 . . . . ... e e e
$230,000-5239,999 . . . . . ... e e e 1
$240,000-$249,999 (C) .« © vttt e e e
$250,000-$259,999 . . . .ttt e
$260,000-$269,999 . . . ..ot
$270,000-$279,999 . . . . . .. e
$280,000-5289,999 . . . . ... e e e
$290,000-$299,999 (C) .+ + . ittt e
$300,000-93309,999 . . . . . ... e e e e e
$310,000-$319,999 . . . .ttt e e e
$320,000-$329,999 . . . .t i e
$330,000-$339,999(C) .+« v ettt e
$340,000-$349,999 . . . . ... e
$350,000-93359,999 . . . . . ... e e
$360,000-3369,999 . . . . . ... e e e e e e
$370,000-$379,999 . . . . it e e
$380,000-$389,999 . . . . ..t e e
$390,000-95399,999 . . . . ... e
$400,000-5409,999 . . . . . ... e e
(continued over page)
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Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June

2001 2000 2001 2000

Number Number Number Number

$410,000-5419,999 . . . . . ... e - 1 - 1
$420,000-5429,999 . . . . ... e e - 1 - -
$430,000-5439,999 . . . . ... e e - 4 - 4
$440,000-5449,999 . . . . ... e e e e e - 4 - 4
$450,000 - $459,999 . . . L .. i 1 2 1 2
$460,000-$469,999 . . . . ...t 4 1 4 1
$470,000-$479,999 . . . . . .. e e 2 1 2 1
$480,000-5489,999 . . . . ... e e 1 2 1 2
$490,000-5499,999 . . . . ... e e - 1 - 1
$500,000-3509,999 . . . . . ... e e e e e 2 1 2 1
$510,000-$519,999 . . . . .t it e S 1 = 1
$520,000-$529,999(C) « « v v it e e 2 1 2 1
$540,000-$549,999 . . . . . ... e 1 - 1 -
$550,000-3559,999 . . . . . ... e 1 - 1 -
$560,000-3569,999 . . . . . ... e e e - 2 - 2
$590,000-5599,999 . . . . . ... e e e e - 1 1
$600,000-$609,999 . . . . ... 1 1 = 1
$610,000-$619,999 . . . . . . it 1 - 1 -
$620,000-5629,999 . . . . ... e e - 1 - 1
$630,000-5639,999 . . . . .. ... e e 2 1 2 1
$650,000-5659,999(C) - « « . v v it e e e e e e 2 - 2 -
$670,000-5679,999 . . . . . .. e e e e e e 1 - 1 -
$690,000-5699,999 . . . . ... e e e e - 2 - 2
$710,000-$719,999 . . . . ottt - 1 - -
$790,000-$799,999 (C) .+« v vttt e e 1 - 1 -
$800,000-5809,999 . . . . . . ... e 1 - 1 -
$830,000-95839,999 . . . . . ... e e e - 1 - 1
$840,000-$849,999 . . . . . ... e e e 1 - - -
$860,000-$869,999 . . . . .. it e e S 1 o -
$870,000-$879,999 . . . . . i i 1 - 1 -
$890,000-$899,999 . . . . . ... e - 1 - 1
$920,000-$929,999(C) . « . v v vt i e e e e 1 2 1 2
$1,030,000- 51,039,999, . . . . ... e e e e - 1 - 1
$1,060,000-$1,069,999. . . . . . ... e e e e 1 - 1 -
$1,120,000- $1,129,999. . . . . it e S 1 o 1
$1,160,000 - $1,169,999 (C). . « © v\ttt e 2 1 2 1
$1,170,000- $1,179,999. . . . . . it - 1 - 1
$1,190,000- 91,199,999, . . . . . ... e e - 1 - 1
$1,210,000- 91,219,999, . . . . ... e e e e 1 - 1 -
$1,260,000- 51,269,999, . . . . ...t e e e e e - 1 - 1
$1,380,000- $1,389,999. . . . . .ttt e 1 - 1 -
$1,470,000 - $1,479,999 (C). .« « « v v it e 1 - 1 -
$1,520,000-$1,529,999. . . . . ... e e e - 1 - 1
$1,650,000- 51,659,999, . . . . .. ... e e - 1 - 1
$1,870,000- 51,879,999, . . . . ... e e e - 1 - 1
$2,030,000- 52,039,999, . . . . ... e e e e e - 1 - 1
$2,150,000- $2,159,999. . . . . . it e S 1 o 1
$2,340,000 - $2,349,999. . . . ... 1 - 1 -
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(a) Income and benefits of executives includes:

+ fixed remuneration which is made up of salary, company
superannuation contributions and benefits including fringe
benefits tax;

e management incentives;

» notional interest charges for interest free employee share loans
described in note 19;

 retirement/redundancy/termination payments totalling $5.127
million (2000: $11.411 million) for the Telstra Group; and

 retirement/redundancy/termination payments totalling $4.739
million (2000: $10.637 million) for the Telstra Entity.

(b) Income for our executives includes amounts from two incentive
plans. The Manager Incentive Plan (MIP) is an annual plan open to all
of our executives. The amount of remuneration at risk (target
incentive) varies between 14% and 27% (2000: 13% and 25%) of the
total remuneration package depending on the executive’srole. The
planis based on performance against set targets for Corporate,
Business Unit and individual measures. The measures include
financial, customer service and individual measures that support our
key business objectives. Before any MIP is payable, a target must be
reached, according to the predefined measures. The plan also
provides that payments are capped at a specified level.

Selected senior executives who contributed significantly to our future
long term profitability and success also participate in a Long Term
Incentive Plan (LTI). This cash-based long term incentive was phased
out during 2001. For fiscal 2001, the LTI payment comprises 13% to
28% (2000: 12% to 21%) of the total remuneration package depending
on the executive’s level. Any payment made under this plan depends
on the achievement of return on investment targets over a three year
period. The plan, which began in 1994, also included an annual
payment based on the dividend declared in respect of earnings.

This year Telstra has changed its treatment of both incentive plans to
show figures for actual performance for Telstra and the individual
attributed to fiscal 2001 rather than target performance for Telstra
and the individual. Fiscal 2001 is the last year of the cash based Long
Term Incentive which has been replaced by Telstra Growthshare.

Infiscal 2000, Telstra Growthshare commenced and has now replaced
the previous cash based LTI. Selected senior executives who
contribute significantly to our future long term profitability
participate in Telstra Growthshare. Executives in Growthshare can
receive an allocation of options, restricted shares or both. The options
and restricted shares can only be exercised to normal ordinary shares
between certain time periods and if performance hurdles have been
achieved. Refer to note 19 for more details on Telstra Growthshare.
Both the restricted shares and options are subject to a performance
hurdle. If this hurdle is not achieved they will have a nil value and will
lapse. As the achievement of the performance hurdle is uncertain a
remuneration value is not attributed to the restricted shares or
options. Under Telstra's USGAAP disclosures (refer note 30) the option

pricing model used to determine the fair value for options for the
purpose of inclusion in the potential compensation expenses adopted
simulation methodologies consistent with assumptions that apply
under the Black-Scholes method. The value for the September 1999
allocation is $1.38 per option. The value for the September 2000
allocation is $0.89 per option and $0.80 per option for the March 2001
allocation. Afair value for the restricted shares has been deemed as
the average share price over the five days preceding and including the
date of allocation.

(c) Includes payments relating to commencement or completion of
employment with us.
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The Commonwealth is the ultimate parent and controlling entity of
the Telstra Group. Telstra Corporation Limited is the parent entity in
the group comprising the Telstra Entity and its controlled entities.

We supply telecommunications services to, and acquire other services
from, the Commonwealth, its Departments of State, trading and other
agencies. These transactions are made within normal customer/
supplier relationships on terms and conditions no more favourable
than those available to other customers or suppliers. There are no
exclusive rights to supply any of these services. Services provided to
any one governmental department or agency or the combination of
all of these services in total, do not represent a significant component
of our operating revenues. For these reasons, the financial reports do
not disclose transactions relating to the purchase and sale of goods
and services from or to the Commonwealth, its Departments of State,
trading and other agencies.

The names of each person who held office as a director of the Telstra

Entity for the whole of fiscal 2001 were:

Zygmunt E Switkowski John T Ralph John W Stocker
Elizabeth A Nosworthy N Ross Adler Anthony J Clark
Donald G McGauchie Malcolm G Irving Robert C Mansfield

» John Fletcher was appointed as director on 17 November 2000.

o Catherine Livingstone was appointed as director on 17 November
2000.

+ Sam Chisholm was appointed as director on 17 November 2000.

+ Christopher | Roberts retired as director on 17 November 2000.

» Cecilia A Moar retired as director on 17 November 2000.

» Stephen W Vizard retired as director on 17 November 2000.

Details of directors’ remuneration, superannuation and retirement
payments are listed in note 25.

No non-executive director of the Telstra Entity had a loan with the
Telstra Entity or any of its controlled entities at any time during fiscal
2001, 2000 or 1999.

In fiscal 1998 Z E Switkowski (before being appointed chief executive
officer and managing director) was provided with a loan from the
Telstra Entity as part of his participation in the Telstra Employee
Share Ownership Plan (TESOP97). The loan was provided interest free
and on the same conditions as all other eligible employees who
participated in TESOP97. During fiscal 2000 Z E Switkowski also
participated in the Telstra Share Ownership Plan Il (TESOP99). Further
details of the share plans are contained in note 19.
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The total loan provided during fiscal 2001 was $1,160, being the
second instalment for the shares acquired under TESOP99 (2000:
$1,799; 1999: $5,400). The total amounts repaid during the fiscal 2001
were $407 (2000: $560; 1999: $6,739). At 30 June 2001, the outstanding
balance of the loan to Z E Switkowski was $8,169 (2000: $7,416).

Each of the directors of the Telstra Entity have telecommunications
services transactions with the Telstra Group which are not significant
and are both trivial and domestic in nature. Director related entities
also have telecommunications services which are on normal
commercial terms and conditions.

During fiscal 2000 Telstra created Telstra Growthshare (a senior
executive equity participation plan). In fiscal 2001, we advanced $32
million (2000: $17 million) to Telstra Growthshare to enable it to
purchase shares in the Telstra Entity. Of the $32 million loan $5
million (2000: $3 million) was to acquire restricted shares. This
amount has been written off to the profit and loss as it is not
repayable to Telstra. The balance of $41 million (2000: $14 million)
was used to acquire Telstra Entity shares over which certain senior
executives are granted options and/or ownshares, and certain non-
executive directors are granted directshares (refer note 19 for further
information).

We havetwo employeeshares schemes, being TESOP97 and TESOP99.
During fiscal 2000 $76.183 million was advanced to participating
employees to enable the purchase of Telstra shares. Loans under
TESOP97 and TESOP99 are provided interest free. During fiscal 2001
$75,357 million of the loans under TESOP97 and TESOP99 were repaid.
At 30 June 2001 the outstanding loan balance for both schemes was
$269.823 million (2000: $296.623 million). Refer to note 19 for further
information.
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Telstra Corporation Limited and controlled entities

As at 30 June 2001 and 2000, the directors, family members and their
related entities had interests in the share capital of the Telstra Entity
as follows:

Telstra Entity - shares (a)
As at 30 June 2001

As at 30 June 2000

Direct Indirect Total Direct Indirect Total
R CMansfield. . . 26,886 82,400109,286 9,000 82,400 91,400
JTRalph. .. ... 4,444 72,900 77,344 1,000 73,500 74,500
Z E Switkowski (b) 29,700 98,410128,110 29,620 83,410113,030
NRAdler. . . ... 51,753 50,400 102,153 49,600 57,560107,160
S Chisholm . . .. - - - - - -
AlJClark . ... .. 11,866 69,500 81,366 10,000 69,500 79,500
JFletcher . . . .. 1,237 32,000 33,237 - - -
MGlrving. . ... 26,153 54,400 80,553 24,000 40,400 64,400
Clivingstone . . . 11,637 17,150 28,787 - - -
D G McGauchie. . 1,866 18,700 20,566 - 18,700 18,700
CAMoar(c). ... - - - - 4,080 4,080
EA Nosworthg .. 9,583 29,200 38,783 7,000 29,200 36,200
ClRoberts(c). . . - - - 16,000 80,360 96,360
JW Stocker . . .. 2,953 54,325 57,278 800 54,325 55,125
S W Vizard (c). . . - - - - 39,200 39,200

(a) As at 30 June 2000, some of the directors’ holdings were instalment
receipts (purchased in the Telstra 2 Commonwealth share offering).
Instalment receipts give rights to beneficial ownership of an ordinary
share once the finalinstalment. The final instalment was paid on 2
November 2000. After final payment the instalment receipts were
converted to ordinary shares.

(b) There have been no shares issued under TESOP 97 and TESOP 99.
Shares have been allocated under the directshare equity plan. A
schedule of the shareholdings is included in note 19. Fiscal 2000
includes 400 shares acquired with an interest free loan and 200 free
extra shares under the terms of TESOP99. Fiscal 2000 and 1999
includes 2,000 shares acquired with an interest free loan plus 500 free
extra shares under the terms of TESOP97.

(c) Retired during fiscal 2001.

Telstra Entity - options and restricted shares issued
under Telstra Growthshare

As at 30 June 2001 As at 30 June 2000
Restricted Restricted
Options shares Options shares
Z E Switkowski . (d) 764,000 146,000 300,000 50,000

(d) Refer to note 19 for details of Telstra Growthshare terms and
conditions.

Each of our controlled entity directors and their director related
entities have telecommunications services transactions with us,
which are on normal commercial terms and conditions and are trivial
and domestic in nature.

Certain employees of the Telstra Group who were eligible to
participate in TESOP99 and TESOP97 (refer note 19) were also directors
of controlled entities. The directors of the controlled entities were
provided with an interest free loan to enable the purchase of shares
from the Commonwealth on the same terms and conditions as all
other employees eligible to participate in TESOP99 and TESOP97.
During fiscal 2001, certain employees became directors of controlled
entities in the Telstra Group. These directors brought with them
existing loans of $97,880.

The amount of new loans advanced during fiscal 2001 for the final
instalment due for the purchase of shares in TESOP99 was $53,360
(2000: $138,523; 1999: $105,300, these related to loans advanced for
the first instalment). Loan repayments of $27,730 (2000: $99,602;
1999: $29,513) were made including 2 directors who left the Telstra
Group during the year and repaid their TESOP97 loans in full. For
TESOP99 shares, directors that have left continue to be the beneficial
owner of the shares. The balance of the loans outstanding at 30 June
2001 was $341,388 (2000: $360,640; 1999: $222,355). All directors
listed below were either provided with or made loan repayments
during fiscal 2001 and 2000:

B Abell S Eastwood K Phillips

B Akhurst G Fidler P 1 Pickering
R Baxter P Frueh B Pineau

G B Beros B Grisdale D Pitt

H Bradlow P Hastings M Robertson
K Bradshaw JHibbard JRolland
JBurke H Kelly L Saly
CCameron W Lawler G Shepherd
D Campbell S Lee D Simpson

R Cartwright A Mason D Smith

D G Chalmers J T McGuire JV Stanhope
S Cole M Montalto P Wallis

T Crossley G Moriarty M Walsh

CB Davis N Moser JWeber
GDay T O’Malley P Williamson
A Dix G Patterson G Willis

W Donaldson T Pearson L Wood

P Dutton N Peckham
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The two directors who repaid their TESOP97 loan in full during the
year were B Abell and R Cartwright.

The Telstra Superannuation Scheme owns shares in Telstra
Corporation Limited. As at 30 June 2001 the TSS owned 11,305,747
(2000: 8,253,167) shares with a cost of $75 million (2000: $49 million)
and a market value of $61 million (2000: $56 million). Infiscal 2000 the
TSS also owned instalments receipts in the Telstra Entity of 5,183,485
with a cost of $27 million and market value of $20 million at the end of
fiscal 2000. During fiscal 2001, instalment receipts were converted
into shares. All purchases and sales of Telstra shares by the TSS are
determined by the trustee and/or its investment managers on behalf
of the members of the TSS.
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Amounts receivable from and payable to entities in the wholly owned
group and other related entities:

Telstra Group Telstra Entity

As at 30 June As at 30 June
2001 2000 1999 2001 2000
$m $m $m $m $m
Wholly owned controlled entities (i) . .. .................... - - - 6,665 1,112
Other controlled entities. . . . . . ..... ... ... .. ........... - - - - 1
Joint venture and associated entities. . . ... ... ... ... ..., .. 88 80 21 72 66
Wholly owned controlled entities . . . .. .................... - - - 227 223
Other controlledentities. . . . .. ..... ... ... .. ... ........ - - - - 6
Wholly owned controlled entities (i) . .. .................... - - - 4,879 984
Joint venture and associated entities. . . . .. ... ... ... ... ..., 119 83 56 83 79
Wholly owned controlled entities . . . . . ....... ... ... ... ... - - - - 18

(i) Since fiscal 2000 Telstra commenced charging interest on all
amounts receivable and payable to controlled entities. Therefore
during fiscal 2000 and 2001 there were no interest free transactions
undertaken between the Telstra Entity and its controlled entities.

During fiscal 1999, the Telstra Entity participated in interest free
transactions with its controlled entities as follows:

As at balance date for fiscal 1999:

+ thetotalamountsreceivable from controlled entities amounted to
$676 million for 1999;

» thetotal amounts payable to controlled entities amounted to
$234 million for 1999; and

 theinterest free amounts payable to the wholly owned controlled
entities amounted to $217 million for 1999 as payment for the
transfer of tax losses.
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In fiscal 2001, a number of purchase and sale transactions occurred
between the Telstra Entity and its wholly owned controlled entities
and other related entities.

» Duringfiscal 2001, communication assets were sold by the Telstra
Entity to a controlled entity in the wholly owned group at cost of
$42 million (2000: $32 million; 1999: $9 million).

» TheTelstra Entity sold services, purchased goods and
communications assets, paid fees and received dividends from,
and received and paid interest to entities in the wholly owned
group during the year. These transactions arein the normal course
of business and are on normal commercial terms and conditions.

» Network Design and Construction Limited (NDC) constructs
communication assets on our behalf. During fiscal 2001 we
purchased communication assets from NDC totalling $913 million
(2000: $1,157 million; 1999: $Nil).

Included inthe revenue received in advance amount at 30 June 2001 is
$284 million (2000: $286 million; 1999: $281 million) received from a
controlled entity for the use of our Yellow Pages ® trademark. These
amounts are not recorded as revenue until the directories are
published according to our accounting policy described in note
1.11(e).

Included in software assets for fiscal 2001 is $172 million (2000: $218
million; 1999: $212 million) paid to IBMGSA.

Included in deferred expenditure for the year ended 30 June 2001 is

$16 million (2000: $14 million; 1999: $Nil) paid to Australia-Japan
Cable as a payment for future cable capacity purchases.
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During fiscal 2001, 2000 and 1999 the Telstra Entity had the following
transactions between members of the wholly owned group and other
related entities:

Telstra Group Telstra Entity
Year ended 30 June Year ended 30 June
2001 2000 1999 2001 2000
Note $m $m $m $m $m
Operating profit before income tax expense for the year includes
the following transactions:
Wholly owned controlled entities . . . .. ................... 2 - - - 97 34
Joint venture and associated entities. . . . ... ... ... L. 2 2 2 1 2 2
Wholly owned controlled entities . . . ... ................. 3(a) - - - 66 27
Joint venture and associated entities. . . .. .... ... .. ... .... 3(a) - - 1 - -
Wholly owned controlled entities . . . .. .......... ... ... ... 2 - - - 23 63
Joint venture and associated entities. . . . .. ... ... ... 0 . 2 - 5 - - 4
Joint venture and associated entities. . . . ... ... . L. 152 155 128 91 95
Joint venture and associated entities. . . . . ... ... ... .. o L. 616 416 453 613 409
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The directors are not aware of any matter or circumstance that has
occurred since 30 June 2001 that, in their opinion, has significantly
affected or may significantly affect in future years:

e ouroperations;

» theresults of those operations; or

 thestate of our affairs.
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We use derivative financial instruments to manage financial risks
associated with changes in interest rates and foreign currency
exchangerates. Instruments that we use to do this include:

» forward foreign currency contracts;

¢ cross-currency swaps;

e interestrate swaps; and

* interest rate futures contracts.

We do not speculatively trade in these instruments. All derivative
transactions are entered into to hedge therisks relating to underlying
physical transactions.

As we use the derivative transactions to hedge underlying physical
transactions relating to:

* interest raterisk;

* currencyrisk; or

e other market risk;

the potential for loss or gain is minimal. Gains or losses on the
physical transactions are offset by the gains and losses on the related
derivative instrument to reduce the risk we are exposed to.

In this note, interest rate risk refers to the risk that the value of a
financial instrument will fluctuate due to changes in market interest
rates. Foreign currency risk refers to the risk that the value of a
financialinstrument will fluctuate due to changes in foreign currency
exchange rates.

Our borrowings are generally for maturities of up to ten years and we
manage our debt in accordance with set targeted interest rate profiles
and debt portfolio maturity profile. We use interest rate swaps, cross
currency swaps and futures to achieve these defined levels.

Interest rate risk is calculated on our net debt portfolio that equals
financial liabilities less matching short term financial assets whose
value is sensitive to interest rates.

Our net debt portfolio includes both physical borrowings such as
bonds and commercial paper and associated derivative instruments
such as interest rate swaps and cross currency swaps.

Liquidity risk includes the risk that, as a result of our future liquidity

requirements:

* we will be forced to sell financial assets or derivative instruments
at a value which is less than what they are worth; or

» wemay be unable to exit the derivative instruments at all; or

« we will not have sufficient funds to settle a transaction on the due
date.

To help reduce these risks we:

« generally use derivative instruments that are tradeable in highly
liquid markets;

» havereadily accessible standby facilities and other funding
arrangements in place; and

* have aliquidity policy which requires a minimum liquidity level to
be maintained.

Creditriskincludes therisk that a contracting entity will not complete
its obligations under a financial instrument and cause us to make a
financial loss. To help reduce this risk we make sure that we do not
have any significant exposure to individual entities we undertake
derivatives with. We also have a conservative policy in establishing
credit limits for the entities we deal with.

Our foreign currency exchange risk is due to:

« firm or anticipated transactions for receipts and payments for
international telecommunications traffic settled in foreign
currencies;

» purchase commitments in foreign currencies;

» investments denominated in foreign currencies; and

e aportion of our borrowings denominated in foreign currencies

We firstly remove the foreign exchange risk on our borrowings by
effectively converting them to A$ borrowings at drawdown by
applying cross currency swaps.

The remaining foreign exchange rate risks are managed through use
of forward foreign currency derivatives.

This foreign exchange risk is calculated on a net foreign exchange
basis for individual currencies. This underlying foreign exchange risk
is combined (offset) with the associated foreign exchange derivatives
used to hedge these risks generating our net foreign exchange risk.

Akey purpose of foreign currency hedging activities is to minimise the

volatility of our cash flows due to changes in foreign currency
exchange rates.
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We enter into, and hedge transactions in the following significant
foreign currencies:

e United States dollars;

* British pounds sterling;

e German deutschemarks;

e Euro;

e Japanese yen; and

» French francs.
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The settlement dates, net Australian dollar amounts receivable/
(payable) and contractual forward exchange rates of our significant
outstanding contracts are listed in Table A below. These include
forward foreign currency exchange contracts relating to short term
borrowings at 30 June.

Table A Telstra Group
As at 30 June
2001 2000
$m $m

United States dollars

- less than three months, at rates averaging United States dollars $0.5140(2000: US$0.5978) . . . 1,543 1,240
-3 to 12 months, at rates averaging United States dollars $0.5064 (2000: US$0.6200) . . . . . . .. 429 48
- 12 to 18 months, at rates averaging United States dollars $0.4994 (2000: US$0.6042) . . . . . .. 33 13
- over 18 months, at rates averaging United States dollars $0.6145 (2000: US$0.6044) . ... ... (3) 45

2,002 1,346

British pounds sterling
- less than three months, at rates averaging British pounds sterling 0.3805

(2000: British Pounds Sterling 0.3970). . . . . .. ... ... ... ... .. . (2) 3

- 3to 12 months, at rates averaging British pounds sterling 0.3655
(2000: British Pounds Sterling 0.3957). . . . . . ... ... . ... ... ... 7 11
5 14

German deutschemarks
- less than three months, at rates averaging German deutschemarks 1.1749

(2000: German deutschemarks 1.2177) . . . . . . ... (6) 14
- 3to 12 months, at rates averaging German deutschemarks nil
(2000: German deutschemarks 1.2174) . . . . . . . . . . ... - 40
(6) 54
Euro
- less than three months, at rates averaging Euro 0.5913 (2000: Euro 0.6128) . . . .. ... ... .. 8 1
-3 to 12 months, at rates averaging Euro 0.5900 (2000: Euro 0.6060) . . . .. ............. 30 4
- 12 to 18 months, at rates averaging Euro nil (2000: Euro 0.5783) . . . . .. .............. - 1

-over 18 months, at rates averaging Euro nil (2000: Euro 0.5731) . . . . .. ............... -

38 6
Japanese yen
- less than three months, at rates averaging Japanese yen 64.3951
(2000: Japanese Yyen 65.4556). . . . . . ... (W) 2
- 3to 12 months, at rates averaging Japanese yen nil
(2000: Japanese yen 62.9426). . . . . . . . ..o - 10
(7) 12
French francs
- less than three months, at rates averaging French francs 3.9877
(2000: French francs 3.9022). . . . . . . . . e 3) 1
- 3to 12 months, at rates averaging French francs nil
(2000: French francs 4.0930). . . . . . . . . . . - 5
(3) 6
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We have a net foreign currency exchange exposure on equipment,
material and currency conversion exposures, excluding borrowings,
as presented in Table B below.

Table B Telstra Group
Exposure Exposure
before hedging after hedging
As at 30 June As at 30 June
2001 2000 2001 2000
$m $m $m $m
Net anticipated future transactions (amountspayable) . . . .. ....... ... .. 776 115 388 58
Net transaction exposure (on amounts payable recorded
in the statement of financial position) . . . .. ......... ... ... . ... .. ... 178 399 81 193
Translation exposure (offshore investments) on amounts receivable . . . . . . ... .. (1,506) (819) (1,440) (763)
(552) (305) (971) (512)
The maturity dates of the anticipated future transactions are as follows:
Withinlyear. . .. ... 776 115
776 115

Our hedging policy provides effective hedging for all our foreign
currency exchange exposures. As at 30 June 2001 and 2000, the net
deferred gain on hedges of anticipated foreign currency commitments
is not significant to our financial report.

Net fair value - forward foreign currency contracts

There is no significant difference between the carrying amount and
net fair value as at 30 June 2001. The carrying amount for forward
foreign currency contracts at 30 June 2001 is a $18 million gain (2000:
$1 million loss).

Cross currency swaps and interest rate swaps

We borrow funds in foreign currencies. Itis our policy to hedge all
currency exposure on these borrowings with foreign currency
derivative instruments such as cross currency swaps and forward
currency exchange contracts. The terms and conditions of the swaps
are similar to the terms and conditions of the underlying hedged
borrowings in note 16.

We enter into interest rate swaps to adjust interest rate exposures on
our debt portfolio to match the ratio of fixed interest debt to variable
interest debt, as required by our debt management policy. Under this
policy our debt is managed on a portfolio basis. The due dates of
interest rate swaps match the due dates of the underlying debt within
the requirements of our debt management policy. Net interest
receipts and payments are recognised as an adjustment to borrowing
costs.

At 30 June 2001 and 2000, the Australian dollar interest rates varied as
shownin Table C below.

Net fair value - interest rate and cross currency swaps

Derivative instruments are only used for the purpose of managing
financial exposures that are present in underlying business
transactions. Therefore net market values should not be assessed on
their own. Their overall impact should take into account the
underlying exposures being hedged.

Table C Telstra Group

-2001:7.86%

(2000: 7.86%)

Variagble . . . .. ......... -2001: from 4.95% t0 6.47% (2000: from 6.15% to 7.13%)
Fixed . . .............. -2001: from 5.25% to 10.65% (2000: from 4.78% to 10.64%)
Varigble . . . . .......... -2001: from 4.66% to 5.80% (2000: from 4.78% to 7.11%)
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The notional principal amounts of interest rate swaps represent the
face values of swap contracts entered into by us and that are
outstanding at balance date. The notional principal amounts do not
represent amounts exchanged or to be exchanged by the parties to
the contract. They are not a true reflection of the credit risk and are
therefore not recorded in the statement of financial position.

The maturity dates, net notional principal amounts, net fair value and
carrying amounts of our outstanding interest rate swaps at balance
date are shown in Table D below.

The gross notional principal amounts of interest rate swaps was
$11,170 million for fiscal 2001 (2000: $6,192 million). The gross
notional principal amounts of interest rate swaps is significantly
larger than the net notional principal amounts shown. This is due to
the gross positions being modified over time as volumes and positions
have changed.

This approach is undertaken to manage our fixed to variable ratio on
net debt, where net debt is defined as financial liabilities less financial
assets.

The remaining maturity dates, net principal amounts, net fair values
and carrying amounts of our outstanding cross currency swaps at
balance date are shown in Table E below.

For cross currency and interest rate swaps where the carrying amount
is in excess of net fair value at balance date, no reduction to net fair
value is made since these derivatives act as hedges of underlying
physical transactions.

The PCCW convertible note is an investment in a US$750 million debt
security with a carrying value of $1,496 million, excluding $11 million
interest accrual, and a fair value of $1,402 million. The fair value has
been estimated using a complex financial model developed by an
independent third party based on discounted cash flows and the
rights to redeem the debt held by both parties. Thefull carryingvalue
of thisreceivableis expected to be recovered, therefore it has not been
written down to its estimated fair value. The terms and maturity
dates upon which the assumptions used have been based are
disclosed in note 9(d).

TableD Telstra Group
Net notional Net
principal amount (a) fair value Carrying amount (b)
As at 30 June
2001 2000 2001 2000 2001 2000
$m $m $m $m $m $m
-Lessthanoneyear(payable) . . .. ............... (270) (261) (4) 3) (2) (1)
- One to five years receivable/(payable) . .. ... ... .. .. (173) 623 (24) 5 (16) (2)
- Greater than five years receivable/(payable) . . . ... ... 39 (1,600) (103) (42) (20) (4)
(404) (1,238) (131) (40) (38) (7)

(a) At 30 June 2001 and 30 June 2000 we had a net interest rate swap
position of pay fixed. This means that we receive interest on the
interest rate swap at variable rates and pay interest on the interest
rate swaps at fixed rates. As aresult our exposure to movements in
interest rates is reduced.

(b) The carrying amount represents the accrued interest payable on
interest rate swaps which is included in current accounts payable.
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Table E Telstra Group
Net notional Net
principal amount fair value Carrying amount (a)
As at 30 June
2001 2000 2001 2000 2001 2000
$m $m $m $m $m $m
-Onetofiveyears. ... ....... ... . ... ... ... . ..., 3,015 2,486 565 51 537 62
- Greaterthanfiveyears. . . ... ... ... ... . ... ... .. 4,049 1,749 51 62 - 120
7,064 4,235 616 113 537 182

(a) The carrying amount represents principal which is recorded in
borrowings and accrued interest which is recorded in current
receivables.
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Our exposure to interest rate risk and the effective interest rates on
financialinstruments at 30 June 2001 are shown in Table F below. The
information as at 30 June 2000 is shown in Table G.

Table F Telstra Group
As at 30 June 2001
Weighted Interest rate Non
average  Floating Fixed due dates interest
effective 1yr.orless 2to5yrs. over5yrs. bearing Total(c)
interest
rate
% $m $m $m $m $m $m Note

Cash .. ................. (a) 5.04 876 - - - 201 1,077 8
Trade debtors and accrued revenue . . - - - - - 3,662 3,662 9
Bank deposits, bills of exchange
and promissorynotes . . ... ... (a) 4.90 - 409 8 - - 417 9
Share loan to employees . . . . .. (a) - - - - - 270 270 9
Otherreceivables . . ... ...... (a) 5.77 34 - - - 231 265 9
PCCW convertiblenote . . . . .. .. (a) 5.00 - - - 1,496 - 1,496 9
Investments . . ............ (b) - - - - - 143 143 11

................ 910 409 8 1,496 4,507 7,330
Trade creditors and accrued expenditure - - - - - 2,577 2,577 15
Othercreditors. . . . ........... - - - - - 253 253 15
Amounts owed to the Telstra
Superannuation Scheme. . . . ... .. - - - - - - - 15
Bankoverdraft. . ........... (a) 13.73 10 - - - - 10 16
Loan from joint venture entity . . . (a) - - - - - - - 16
Bills of exchange and promissory
notes. . ............ . ..., (a) 4.62 2,542 - - - - 2,542 16
Bankloans .. ............. (a) 4.92 - 904 1,194 1 - 2,099 16
Telecom/Telstrabonds. . . ... .. (a) 9.56 - 39 1,566 627 - 2,232 16
Otherloans. .. ............ (a) 6.54 - - 3,517 4,036 6 7,559 16
Cross currencyswaps. . . ... ... (a) - 6,624 - (3,080) (4,036) - (492) 16
Finance lease liabilities. . . . . . . . (a) 6.50 - 10 30 - 40 16
Interest rateswaps . . ... ... .. (a) - (404) 270 173 (39) - - -

................ 8,772 1,223 3,400 589 2,836 16,820

............ (7,862) (814) (3,392) 907 1,671 (9,490)

(a) The effective yield (effective interest rate) on our net debt at 30 (b) This excludes investments in joint venture entities and associated

June 2001 is 7.2%, after taking into account the impact of interest rate entities.
swaps and cross currency swaps.
(c) Carrying amount as per statement of financial position.
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Table G Telstra Group
As at 30 June 2000
Weighted Interest rate Non
average  Floating Fixed due dates interest
effective 1yr.orless 2to5yrs. over5yrs. bearing Total(c)
interest
rate
% $m $m $m $m $m $m note
Cash . ... ... . ... . ... ... ... (a) 6.22 558 - - - 193 751 8
Trade debtors and accrued revenue. . . . . - - - - - 3,250 3,250 9
Bank deposits, bills of exchange and
promissorynotes . .. ........... (a) 6.14 - 193 15 - - 208 9
Share loan to employees . . . ... ... (a) - - - - - 297 297 9
Otherreceivables . . . ... ........ (a) - - - - - 56 56 9
Investments . . ............... (b) - - - - - 435 435 11
................... 558 193 15 - 4,231 4,997

Trade creditors and accrued expenditure . - - - - - 2,076 2,076 15
Othercreditors. . . .. ............. - - - - - 455 455 15
Amounts owed to the Telstra
Superannuation Scheme. . . . ... ... .. 11.80 - 121 189 415 - 725 15
Bankoverdraft. .. ............. (a) 16.10 7 - - - - 7 16
Loan from joint venture entity . . . . . . (a) 5.95 - 3 - - - 3 16
Bills of exchange and promissory
notes. . ...... ... ... . (a) 6.34 2,724 - - - - 2,724 16
Bankloans .. ................ (a) 15.73 15 - - - - 15 16
Telecom/Telstrabonds. . . .. ...... (a) 8.91 - 558 1,082 1,137 - 2,777 16
Otherloans. .. ............... (a) 7.29 - - 2,559 1,828 - 4,387 16
Cross currencyswaps. . . . ... ..... (a) - 3,796 - (2,109) (1,838) - (151) 16
Finance lease liabilities. . . . .. ... .. (a) 5.39 - 22 37 - - 59 16
Interestrateswaps . . .. .... ... .. (a) - (1,238) 261 (623) 1,600 - - -

5,304 965 1,135 3,142 2,531 13,077

(4,746) (772) (1,120) (3,142) 1,700 (8,080)

(a) The effective yield (effective interest rate) on our net debt at 30
June 2000 was 8.2%, after taking into account the impact of interest
rate swaps and cross currency swaps.

(b) This excludes investments in joint venture entities and associated
entities.

(c) Carrying amount as per statement of financial position.
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We receive collateral (mainly in the form of secured financial assets)
on all money market deposits except those deposited with licensed
banks.

Therecorded amounts of financial assets included in the consolidated
statement of financial position represent our maximum amount of
loss due to credit risk for these assets. Where entities have aright of
set-off and intend to settle on a net basis under master netting
arrangements, this set-off has been recorded in the financial
statements on a net basis.

Our credit risk exposure values shown in Table H below include all
transactions where the net fair value is favourable. For credit
purposes, there is only a credit risk where the contracting entity is
liable to pay us in the event of a closeout. The amounts disclosed in
Table H are different from those shown in the net fair value amounts
in Tables D and E as these show the net fair value after netting
favourable against unfavourable transactions. Table H only shows
the favourable transactions.

TableH Telstra Group
Net fair value
As at 30 June
2001 2000
$m $m
Interestrateswaps . ... ......... 64 48
Cross currencyswaps. . . .. ....... 627 198
Forward foreign currency contracts. . . 38 4
729 250

We have exposure to credit risk to an individual contracting entity
through our debt investment in the PCCW convertible note.

We do not have any other significant exposure to any other individual
contracting entity. The major concentrations of credit risk that arise
from our financial instrument transactions (including the PCCW
convertible note, money market, forward foreign currency contracts,
cross currency and interest rate swaps) that we manage by country of
financialinstitution are shown in Table | below.

Tablel Telstra Group
Credit risk concentrations
As at 30 June
2001 2000
% $m % $m
Australia . .. .. 16 1,983 29 1,329
United States. . . 47 5,809 38 1,773
Japan . ... ... - - - 12
Europe. . ... .. 37 4,542 30 1,404
HongKong . . .. - - 3 117
Other. .. ..... - 68 - 17
100 12,402 100 4,652

281



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

AGAAP has significant differences from the accounting principles
generally accepted in the United States (USGAAP). The significant

Our consolidated financial report is prepared in accordance with differences between AGAAP and USGAAP are presented throughout
accounting principles generally accepted in Australia (AGAAP). note 30.
Telstra Group
Year ended 30 June
2001 2001 2000 1999
Note $m US$m $m $m
Reconciliation of net income to USGAAP
AGAAP Net income reported in statement of financial performance. . . . . ... ... ... 4,058 2,073 3,677 3,486
Property, plantand equipment . .. ....... ... ... . . Lo oL 30(a) (192) (98) (226) (245)
Retirement benefit (gain)/expense. . . . . ... ... ... . oo oL 30(d) (110) (57) 368 325
Amortisation of softwareassets . . . .. ... ... ... ... L 30(e) (25) (13) (81) (134)
Income tax benefit/(expense). . . .. ... . L Lo 30(f) 307 157 109 (16)
Employee compensationexpense. . . . ... .. ... L L o 30(L) 9) (5) (66) -
Mobile phonesubsidies . . . ... ... ... .. 30(m) 144 73 (174) -
Redundancy and restructuring provision - fiscal 2000 reversal . . . ... ... .. ... 30(n) (392) (200) 486 -
Derivative financial instruments and hedging activities . . . . . ............. 30(0) (101) (52) - -
PCCW convertiblenote . . . . . . .. .. 30(0) (198) (101) - -
Sale of Global Wholesale Business to Reach Limited. . . ... ............... 30(p) (882) (450) - -
Equity accounting adjustment for Reach Limited . . ... ... ... ... ........ 30(q) 17 9 - -
Consolidation adjustment for Regional Wireless Company (RWC) . . .. ... ... .. 30(r) 959 488 - -
......................................... 3,576 1,824 4,093 3,416
Statement of financial performance measured and classified per USGAAP
Operatingrevenue (i). . . . . ... .. 19,456 9,923 19,343 17,571
Operating expenses:
LADOUN .« o v e e e e e e e e e e, 2,899 1,478 3,012 2,945
Directcostofsales . ... ... .. .. ... 3,320 1,693 3,767 2,768
Depreciation and amortisation. . . . ... ... L o L 3,149 1,606 2,953 2,880
Otheroperatingexpenses. . .. ............ ... . ... ... 3,854 1,966 3,996 3,428
........................................ 13,222 6,743 13,728 12,021
............................................ 6,234 3,180 5,615 5,550
Netinterestexpense(ii) . .. ... ... ... . ... . .. . .. . .. (705) (360) (568) (529)
Dividendincome. . . . . . . . .. 16 8 12 13
Share of net losses of associates and joint ventureentities . . . ... ............. (143) (73) (58) (41)
Otherincome(iii) . . . . . . . . . 370 189 656 273
................ 5,772 2,944 5,657 5,266
Incometaxexpense (Vi) . . .. ... ... 30(f) 2,044 1,042 1,568 1,848
........ 3,728 1,902 4,089 3,418
Minorityinterests . . . . . ... ... ... 10 5 4 (2)
........................ 3,738 1,907 4,093 3,416
Cumulative effect of changes in accounting principles, netoftax . . . . .. .. 30(0), 30(s) (162) (83) - -
......................................... 3,576 1,824 4,093 3,416
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Telstra Group
Year ended 30 June
2001 2001 2000 1999
Note $m US$m $m $m
Reconciliation of certain net income components to USGAAP
Presenting information according to USGAAP involves reclassifying the
presentation adopted for AGAAP.
The reconciliation of operating revenue, net interest expense and other income
from AGAAP to USGAAP is provided below:
........................... 2 23,086 11,775 20,581 18,220
Less:
Dividendincome. . . . . . . . .. 2 16 8 12 13
Interestincome . . . . .. .. 2 103 53 62 49
Revenue from the sale of noncurrentassets . . .. ... ... ... . ... ... ... ... 2 3,303 1,684 842 330
Reclassifications due to cumulative effect of change in accounting principle . . . . . 1.8(b) (777) (396) - -
Writeback of superannuation additional contribution liability . . . . ... .. .. 3(c),30(d) 725 370 - -
Otherrevenue . . . . . . . . .. 260 133 322 257
.................................. 19,456 9,923 19,343 17,571
Net interest expense (borrowingcosts). . . .. ........ ... . ... ... . ... 3(a) (769) (393) (630) (578)
Interestrevenue . . . . .. ... e 2 103 53 62 49
Derivative financial instruments and hedging activities . . . .. ....... ... ... ... (15) (8) - -
PCCW convertible note interest revenuereversal. . . . ... ................... (24) (12) - -
................................ (705) (360) (568) (529)
........................................ 260 133 322 257
AGAAP Net profit/(loss) on sale of:
-property, plantand equipment. . . . ... ... Lo L Lo 3(a) 7 4 26 (13)
-investmentsin controlled entities . . . . ... ... ... ... .. ... .. .. .. .. ... 3(a) 4 2 97 -
-investmentsin joint ventureentities . . . ... ... ... . o o oo L 3(a) 2 1 - (1)
-investmentsin associated entities. . . . . ... ... ... ... . ... 3(a) - - 25 -
- investments in listed entities and other corporations . . . . .. ... ... ... ... 3(a) 266 136 133 2
- patents, trademarks and licences . . . . ... ... L 3(a) 8 4 - -
SbUSINESS . . . . e e e 3(a) 852 435 58 33
USGAAP reversal of gain on sale of Global Wholesale Business . . . . ... .......... (859) (439) - -
USGAAP net profitonsaleof noncurrentassets . . . .......... ... ... ...... 38 19 - 1
Derivative financial instruments and hedging activities . . . .. ....... ... ... ... (59) (30) - -
PCCW convertiblenote . . . . . . . . . . e (174) (89) - -
Net foreign currency conversion gainsf(losses). . . . .. ......... ... ....... 3(a) 25 13 (5) (6)
..................................... 370 189 656 273
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Year ended 30 June
2001 2001 2000 1999
Note $m US$m $m $m
USGAAP Earnings per share
Netincome per USGAAP . . . . . . . 3,576 1,824 4,093 3,416
¢ US¢ ¢ ¢
Basic earnings per share before cumulative effect of change in accounting principles . . 29.3 14.9 32.1 26.8
Cumulative effect of change in accounting principles (net of tax):
Revenuerecognition . . . ... ... . ... . L 30(s) (1.1) (0.6) - -
Derivative financial instruments and hedging activities . . . .. ............. 30(0) (0.1) (0.1) - -
Basic earnings pershareperUSGAAP (cents) . . . ........................ 28.1 14.2 32.1 26.8
Dilutive earnings per share before cumulative effect of change in accounting principles . 29.1 14.8 32.0 26.7
Cumulative effect of change in accounting principles (net of tax):
Revenuerecognition . . ... .. ... . ... L 30(s) (1.1) (0.6) - -
Derivative financial instruments and hedging activities . . . .. ............. 30(0) (0.1) (0.1) - -
Diluted earnings per share per USGAAP (cents) . . . . .. .................... 27.9 14.1 32.0 26.7
Number (in millions)
Weighted average number of ordinary shares and common share
equivalents used for basic earnings per share calculations(iv) . . . .............. 12,764 12,764 12,747 12,741
Weighted average number of employee share options excercised during the year (v). . . 65 65 49 46
Weighted average number of potential ordinary shares and
common share equivalents used for diluted earnings per share calculations . . . . .. .. 12,829 12,829 12,796 12,787
(iv) Reconciliation of weighted average number of ordinary shares and common share -
. . . . Number (in millions)
equivalents used for basic earnings per share calculations
Number of shares used for AGAAP earnings per share calculations. . . .. ...... ... 18 12,867 12,867 12,867 12,867
Adjusted for weighted average TESOP 97 and 99 options outstanding during the year . . . (103) (103) (120) (126)
Number of shares used for USGAAP basic earnings per share calculations . . . . . ... ... 12,764 12,764 12,747 12,741
(v) For fiscal 2001, only the TESOP 97 options are dilutive to dilutive For USGAAP, the earnings per share calculations for fiscal 2001, 2000

earnings per share per USGAAP. The average market price of Telstra and 1999 are affected by the issue of TESOP 97 and TESOP 99 options

shares is below the exercise price of the TESOP 99 options and referred to in note 30(l) below.
therefore the options are not dilutive. The exercise price for TESOP 97

and TESOP 99 options is the remaining loan balance payable by the

employee to Telstra. For fiscal 2000 and 1999, the TESOP 97 and

TESOP 99 options are dilutive to dilutive earnings per share per

USGAAP.
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Telstra Group
As at 30 June
2001 2001 2000 1999
Note $m US$m $m $m
Reconciliation of shareholders' equity to USGAAP
AGAAP shareholders' equity per statement of financial position . . . ... ....... ... 13,722 6,998 11,602 10,294
Property, plantand equipment . ... ... .. ... . o L oL L 30(a) 623 318 815 1,017
Listedinvestments . . . ... .. ... . ... ... e 30(b) 417 213 890 32
Dividendpayable . . .. ... ... . ... . 7,17,30(c) 1,415 722 1,287 3,346
Retirement benefits. . . . . ... ... ... . . ... 30(d) 3,615 1,843 3,725 3,388
Softwareassets . . ... ... . ... 30(e) - - 25 106
INCOMETaX . . . . . oo 30(f) (1,337) (682) (1,824) (1,667)
Minorityinterests . . . . ... ... ... 30(g) (483) (246) (7) (38)
Employeeshareloans . .. ....... ... ... . ... ... . i 19(c),30(l) (270) (138) (297) (279)
Mobile phonesubsidies . . .. ... ... ... . L 30(m) (30) (15) (174) -
Redundancy and restructuring provision - fiscal 2000. . . . ... ....... ... ... 30(n) 94 48 486 -
Derivative financial instruments and hedging activities . . . . ... ........... 30(0) (133) (68) - -
PCCW convertiblenote . . . . . ... .. . . e 30(0) (104) (53) - -
Sale of Global Wholesale Business to Reach Limited. . . ... ............... 30(p) (882) (451) - -
Equity accounting adjustment for Reach Limited . . ... ................. 30(q) 17 9 - -
Consolidation adjustment for Regional WirelessCompany . . .. ............ 30(r) 1,131 577 - -
.................................. 17,795 9,075 16,528 16,199
Statement of financial position measured and classified per USGAAP
Cash . . . e 8 1,077 549 751 979
Accountsreceivable, net. . . . . . .. ... 4,259 2,172 3,518 3,189
Inventories . . . . . ... 10 320 163 295 204
Deferredtaxasset. . . ... ... ... .. . . e 30(f) 171 86 49 285
Otherassets. . . . . . .. .. . e 519 265 112 125
Totalcurrentassets. . . . . ... ... ... 6,346 3,235 4,725 4,782
Receivables . . . . . . . . . 588 300 30 70
Inventories . . . . . .. 10 8 4 15 16
Investments - accounted for using the equitymethod . . . ... ... ... ... ... ... 424 216 450 69
Investments-othernoncurrent . . . . .. ... ... 1,963 1,001 1,325 229
Property, plantand equipment . . . ... ... ... L Lo L 41,197 21,010 40,917 38,457
Accumulated depreciation . . . ... (17,758) (9,057) (17,786) (16,560)
Intangibleassets,net. . . . ... ... .. L 4,100 2,091 536 452
Prepaid pensionassets. . . ... ... ... ... 30(d) 3,615 1,844 3,000 2,632
Otherassets. . . . . . . 2,078 1,060 1,324 961
Totalnoncurrentassets . . . . . ... ... . .. 36,215 18,469 29,811 26,326
................................................ 42,561 21,704 34,536 31,108
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Telstra Group
As at 30 June
2001 2001 2000 1999
Note $m US$m $m $m
Statement of financial position measured and classified per USGAAP (continued)
Payables. . . . . . . .. e 2,823 1,440 2,407 2,386
Borrowings-shorttermdebt . . ... ... ... ... . L oo 16 2,552 1,301 2,734 2,160
Borrowings - long term debt due withinoneyear . . . ... ..... ... ... ... . ... 16 52 27 582 105
Incometaxpayable. . . . ... . e 4 657 335 527 515
Provisions . . . . . . e 558 285 694 866
Revenuereceivedinadvance. . . . . . ... .. ... ... 1,128 575 735 654
Total current liabilities . . . . . . . . . . . . . e 7,770 3,963 7,679 6,686
Payables. . . . . . . e 110 56 20 25
Borrowings-longtermdebt . . ... ... .. ... ... L L 11,943 6,091 6,505 4,946
Incometaxpayable. . . ... ... . L 4 91 46 184 -
Deferredtax liability . . . ....... ... ... .. . 30(f) 2,967 1,512 2,499 2,041
Provisions . . . . . .. e e 959 489 1,010 1,089
Revenuereceivedinadvance . . . .. ... ... ... L o 456 233 104 84
Total non current liabilities . . . . ... ... ... .. . . .. 16,526 8,427 10,322 8,185
.............................................. 24,296 12,390 18,001 14,871
Minorityinterests . . . .. ... ... .. 470 239 7 38
Contributedequity . . . ... ... ... L 18 6,433 3,281 6,433 6,433
Shareloantoemployees . . ... ... ... ... . ... ... . . . . ... 19(c),30(l) (270) (138) (297) (279)
Additional paid in capital from employeeshareplans . . ... ........... ... 30(l) 292 149 283 217
Totalsharecapital . .. ... ... ... . ... 6,455 3,292 6,419 6,371
Accumulated other comprehensive income (reserves) (vi) . . . .. ............... 532 271 572 (23)
Retainedearnings. . .. ... ... ... .. .. 10,808 5,512 9,537 9,851
....................................... 17,795 9,075 16,528 16,199
.............................. 42,561 21,704 34,536 31,108

286




Notes to the Financial Statements (continued)

Telstra Corporation Limited and controlled entities

Accumulated other comprehensive income, net of related taxes, for
USGAAP consists of the following components:

Telstra Group
As at 30 June
2001 2000 1999

$m $m $m
Generalreserve . . ............ 4 1 1
Foreign currency conversion reserve . 188 (41) (44)
(taxeffect) ... .............. (15) - -
173 (41) (44)
Derivative financial instruments. . . . (31) - -
(taxeffect) ... .............. 9 - -
(22) - -
Unrealised gain on available-for-sale
securities . . ... ... 511 890 32
(taxeffect) . ................ (134) (278) (12)
377 612 20
Accumulated other comprehensive
income (netoftax). . . ... ... ... 532 572 (23)

Other comprehensive income is calculated by totalling movementsin
shareholders’ equity that are not related to contributions from

owners or payments to owners.

Telstra Group
Year ended 30 June
2001 2000 1999

$m $m $m
Generalreserve . ... ...... 3 - -
Foreign currency conversion
reserve (aftertax) . . . ...... 214 3 (8)
Derivativefinancialinstruments
(aftertax). . ............ (22) - -
Unrealised gain on available-
for-sale securities (after tax) . . 31 592 17
Realised gain on sale of
available-for-sale securities
(after tax) transferred to net
income (30 June 2000 value) . . (266) - -
USGAAP other comprehensive
income ............... (40) 595 9

Total comprehensive income is calculated by adding net income and

other comprehensive income.

Telstra Group
Year ended 30 June
2001 2000 1999
$m $m $m
Netincome per USGAAP . . . . . 3,576 4,093 3,416
USGAAP other comprehensive
income. . . ............. (40) 595 9
USGAAP Total comprehensive
income . .............. 3,536 4,688 3,425
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30(a) Property, plant and equipment

Prior to 1 July 2000, AGAAP allowed property, plant and equipment to
berevalued upwards. Increasesin revalued amounts were recorded in
an asset revaluation reserve, unless they reversed a previous
revaluation decrease charged to the statement of financial
performance. Impairments (decreases) to asset values were recorded
in the statement of financial performance, unless they reversed a
previous increase still recorded in the asset revaluation reserve.

Revaluations of property, plant and equipment are not allowed under
USGAAP, except for permanent impairments. Including the
broadband network described below, adjustments to reduce revalued
property, plant and equipment to historical cost for revaluations and
impairments not allowed under USGAAP included in thereconciliation
of shareholders’ equity to USGAAP were $371 million for fiscal 2001
(2000: $371 million; 1999: $361 million). Net USGAAP adjustments to
net income for fiscal 2001 were $2 million benefit (2000: $37 million
expense; 1999: $53 million expense).

Under USGAAP, a permanent impairment loss can only be recorded
when the future undiscounted cash flows relating to a group of assets
are less than the recorded amount of the assets. Impairment losses
are recorded under AGAAP when discounted future cash flows are less
than the recorded amount of the asset. Under AGAAP we recorded a
$31 million impairment loss during fiscal 2001 (2000: $Nil ; 1999: $Nil).
This related to Infrastructure Services & Wholesale projects that were
cancelled and the related capitalised internal software that was
written off. Additional impairment losses for USGAAP were $Nil for
fiscal 2001 (2000: $Nil; 1999: $2 million).

USGAAP Impairment loss reversal - broadband network: As future
undiscounted cash flows of our broadband network were greater than
the recorded amount of the asset, a $342 million impairment loss was
adjusted for in the reconciliations of net income and shareholders’
equity to USGAAP for fiscal 1997 and additional depreciation of $62
million was recorded in the reconciliation of netincome to USGAAP in
fiscal 2001 (2000: $62 million; 1999: $62 million).

Under AGAAP, proceeds on sale of non current assets are recorded as
revenue from ordinary activities - other revenue, and the net book
value of assets sold is recorded as other operating expenses, with the
netimpact representing the profit orloss on sale of non current assets.
For USGAAP, the sale of non current assets is not considered to be an
operating activity and as a result the net profit or loss is reclassified as
other income below operating income.
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AGAAP reported profits or losses on the sale of revalued assets are
based on revenue received less revalued net book value. For USGAAP,
profits or losses are based on revenue received less historical net book
value. Adjustments are made to the reconciliation of net income to
USGAAP to record this difference in the profit or loss on sale.

Depreciation expense for AGAAP and USGAAP has been calculated
using the straight line method of depreciation. Under AGAAP,
depreciation expense is based on the recorded amount of the asset
and is therefore higher for assets that have been revalued upwards.
Depreciation expense has been adjusted to reflect depreciation based
on original cost in the reconciliations of netincome and shareholders’
equity to USGAAP.

Under AGAAP, before 1 July 1996 we recorded overhead costs directly
associated with the construction of our communication assets as part
of the cost of those assets. We expensed all indirect overhead costs as
incurred. From 1 July 1996, indirect overhead costs associated with
operations and management personnel directly involved in the
construction of our communication assets have been recorded as part
of the cost of those assets. This policy is now the same as USGAAP.

To reflect the policy before 1 July 1996, for fiscal 2001 constructed
assets with a written down value of $782 million (2000:$925 million,
1999: $1,081 million) has been included in the reconciliation of
shareholders’ equity to USGAAP. For fiscal 2001, depreciation and
disposals of $142 million (2000: $157 million; 1999: $155 million) have
been included in the reconciliation of net income to USGAAP.

Under AGAAP, before 1 July 1996, we expensed all borrowing costs
when incurred. From 1 July 1996, borrowing costs relating to the
construction of property, plant and equipment for internal use are
recorded as part of the cost of the asset. This policy is the same as
USGAAP.

To reflect the policy before 1 July 1996, for fiscal 2001 capitalised
interest with a written down value of $213 million (2000:$264 million,
1999: $296 million) has been included in the reconciliation of
shareholders’ equity to USGAAP. For fiscal 2001, depreciation and
disposals of $51 million (2000: $32 million; 1999: $37 million) on the
amount above has been included in the reconciliation of net income
to USGAAP.
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30(b) Investments

From 1 July 1997, we adopted the equity method of accounting for
investments in joint venture entities and associated entities (refer
note 1.17(b)). Under AGAAP, equity accounting is suspended where
the cumulative share of losses and reserve movements have reduced
the participating equity investment to zero. Under USGAAP, equity
accounted losses are required to be recognised in net income to the
extent that we have other non participating investmentsin the equity
accounted entity (i.e. preference shares or loans). The effect of equity
accounted losses is not significant for the two years ending 30 June
2000, therefore no adjustment has been made in the USGAAP
reconciliation. For fiscal 2001, our investment in Reach Limited was
initially recorded at a cost of negative $30 million (refer note 30(p)).
This negative investment was increased to zero by crediting the
goodwill of Regional Wireless Company, a related entity in the Asian
venture.

Under AGAAP, temporary changes in the fair values of debt and equity
securities are not required to be recorded in the financial statements.
AGAAP does require permanent impairments in the value of debt and
equity securities to be recorded in the statement of financial
performance.

Under USGAAP, Statement of Financial Accounting Standards No.115
(SFAS 115) “Accounting for Certain Investments in Debt and Equity
Securities,” we are required to account for debt and equity securities
based on ourintention to hold or sell the securities. Securities
classified as held-to-maturity are stated at cost unless thereis a
decline in fair value that is considered permanent. This reduction is
recorded in the statement of financial performance. Securities
classified as available-for-sale are recorded at fair value with changes
infairvalue, otherthan apermanent reduction, recordedin aseparate
component of shareholders’ equity until realised. Realised gains and
losses are then recorded in the statement of financial performance.

The disclosures required by SFAS 115 are as follows:

Telstra Group
As at 30 June
2001 2000
$m $m
Marketable securities maturing in less than one year:
Foreign currency deposits(a). . . .. ............... 5 13
Marketable securities maturing in more than one year:
Foreign currency deposits(a). . . .. ............. .. 6 15
11 28

(a) Foreign currency deposits are directly related to our finance lease
liabilities and can only be used for settlement of these finance leases.
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30(b) Investments (continued)

The following is a summary of our available-for-sale debt and equity

securities:
Telstra Group
As at 30 June 2001
Accrued Amortised Unrealised
Note Principal interest cost Fair value gain
$m $m $m $m $m
Marketable securities included in cash:
Bank deposits 89 - 89 89 -
Bank bills and promissory notes 604 3 607 607 -
693 3 696 696 =
Marketable securities due within one year:
Bank bills and promissory notes 404 - 404 404 -
Equity securities:
Listed investments 11 60 - - 477 417
Income tax expense (125)
292
Debt securities:
PCCW convertible note 30(o) 1,299 - - 1,393 94
Income tax expense 9)
85
Total unrealised gain on available-for-sale securities 377
Telstra Group
As at 30 June 2000
Accrued Amortised Unrealised
Note Principal interest cost Fair value gain
$m $m $m $m $m
Marketable securities included in cash:
Bank bills and promissory notes 557 4 561 561 -
Marketable securities due within one year:
Bank bills and promissory notes 181 1 182 182 -
Equity securities:
Listed investments 11 323 - - 1,213 890
Income tax expense (278)
Total unrealised gain on available-for-sale securities 612
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30(c) Dividend payable recognition

Under AGAAP, dividends declared after balance date and before
approval of the financial reports are currently recognised as a liability
in those financial statements. Under USGAAP, provisions for
dividends are only recognised as liabilities if the dividends are
formally declared before balance date. The effect of this adjustment
is disclosed in the reconciliation of shareholders’ equity to USGAAP.

Dividends paid under USGAAP are presented as follows:

Telstra Group
Year ended 30 June
2001 2000 1999

$m $m $m
Dividends paid:
Interim dividend . . . . ... .. 1,029 1,029 901
Previous year final ordinary
dividend paid in the current
year. . ... ... 1,287 1,287 901
Previous year final special
dividend paid in the current
year(i). . ... ... - 2,059 -
Totaldividends. . . .. ... .. 2,316 4,375 1,802

The dividends per share for USGAAP (including the employee options
(refer note 30(l) below) as issued shares) in Australian dollars that

would be disclosed for the last three years are:

Telstra Group
Year ended 30 June
2001 2000 1999
¢ ¢ ¢
Dividends paid per share:
Total dividends paid per share
perUSGAAP. . ... .... ... 18.0 34.0 (i) 14.0
Number (in millions)
Number of shares used for
USGAAP dividends paid per
share. . . .. ........... 12,867 12,867 12,867

(i) The fiscal 2000 USGAAP dividend included a special dividend of 16.0
cents per share.

30(d) Retirement benefits

Pension costs (superannuation expense) for our defined benefit plans
are based on contributions payable to the plans for the year, at rates
determined by the actuary of the defined benefit plans. Refer to note
22 for details of our superannuation plans.

For our defined benefit schemes, where there has been a shortfall in
prior years of the net market value of the scheme assets when
compared to members’ vested entitlements, we have provided for the
present value of any shortfall, to the extent that the shortfall
represents a present obligation. Where scheme assets are greater
than members’ vested entitlements, the difference is recorded as a
prepaid pension asset.

For USGAAP, pension costs for defined benefit superannuation plans
are accounted for under Statement of Financial Accounting Standards
No. 87 (SFAS 87) “Employers’ Accounting for Pensions” and are
calculated by an actuary using the projected unit credit method. This
method includes current service cost, interest cost, return on plan
assets and amortisation of transition assets. Aggregated unrecorded
gains and losses of the plans exceeding 10% of the greater of the
aggregated projected benefit obligation or the market value of the
plan assets are amortised over the average expected service period of
active employees expected to receive benefits under the plan.

We adopted SFAS 87 on 1 July 1992, as it was not feasible to adopt
SFAS 87 from its effective date of 1 July 1989. The transition asset
recorded under SFAS 87 is being amortised from 1 July 1992 over 11
years.
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30(d) Retirement benefits (continued)

We adopted Statement of Financial Accounting Standards No.132
“Employers’ Disclosures about Pensions and Other Post Retirement
Benefits” from 1 July 1998. This standard does not change the
measurement or recognition of pension costs or other post retirement
benefits.

The effect of the adjustments required by SFAS 87 to retirement
benefit expense/(gain) has been disclosed in the reconciliations of net
income and shareholders’ equity to USGAAP. If we had reported our
net periodic pension cost and the funded status of the defined benefit
superannuation plans in accordance with the accounting principles
and actuarial assumptions under USGAAP, the disclosures required
would have been as follows:

Telstra Group
Year ended 30 June
2001 2001 2000 1999
Note $m US$m $m $m
The components of net periodic pension cost for our defined
benefit superannuation plans are as follows:
Service coston benefitsearned. . . . . ... ... Lo L o oo 380 194 437 420
Interest cost on projected benefit obligation . . ... ....... ... ... . o0 0L 779 397 713 683
Expectedreturnonassets . . . . . ... ... e (1,281) (653) (1,210) (1,118)
Expensesandtaxation. . ... ... .. ... 70 36 61 55
Member contributions for defined benefits . . . . ... .......... ... ... ... ... (113) (58) (149) (142)
Amortisation of transitionasset . . . . ... ... . (87) (44) (88) (91)
Curtailmentgain. . . .. ... . . - - - (102)
Settlementgain . .. ... .. ... L (349) (178) (124) (4)
............................. (601) (306) (360) (299)
Reverse amount expensed for AGAAP (labourexpense). . . .. ........ ... ...... (14) (7) (8) (26)
........................ (615) (313) (368) (325)
Writeback of superannuation additional liability Gii) . . . ... ............... 3(c) 725 370 - -
Total USGAAP adjustment - retirement benefit expense/(gain). . . . . ... ..... ... 110 57 (368) (325)
We used the following major assumptions to account for our defined
benefit superannuation plans for the years ended 30 June:
Discountrate. . . . . .. . ... 6.00% 6.00% 6.50% 6.00%
Rate of increase on compensationlevels. . . .. ....... ... ... ... .. . L L. 3.50% 3.50% 4.00% 4.00%
Expected long-termrate of returnonassets. . . ... ... . ... . L oL oL L 8.50% 8.50% 8.50% 8.50%
Projected benefit obligation at beginningofyear . . . ... ... ... .. oo 0L 12,031 6,136 11,469 12,049
Service cost. . . . .. 380 194 437 420
Interest cost . . . . . L 779 397 713 683
Member contributions . . . . ... L 87 44 50 -
Benefitpayments . . . . ... L (1,196) (610) (811) (2,063)
Curtailments (i) . . . . . .o - - (36) (16)
Inclusion of accumulation liabilities (ii). . . . . ... ... ... ... .. ... . ... .. ... - - - 1,025
Actuarial(gain)floss. . . . . .. ... (775) (395) 209 (629)
Projected benefit obligationatendofyear . . . ... ... ... ... ... oo oL 11,306 5,766 12,031 11,469
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30(d) Retirement benefits (continued)

Telstra Group
Year ended 30 June

2001 2001 2000 1999

$m US$m $m $m

Fair value of plan assets at beginningofyear. . . . . ....... ... ... ... ... ... 15,589 7,950 14,512 14,032
Actualreturnonplanassets . ... ... ... . .. 1,125 574 1,743 1,641
Employercontributions . . . .. ... ... L 14 7 8 25
Member contributions for defined benefits . . . . ... ..... ... ... ... ... ... 113 58 148 142
Transfers/member contributions for accumulation benefits. . . . . ... ... ... ..... 87 44 50 -
Benefitpayments . . . . ... .. L (1,196) (610) (811) (2,063)
Planexpenses . . . . . .. ... (14) (7) (16) (11)
Contributiontax. . . . . . .. . (56) (29) (45) (44)
Inclusion of accumulationassets (i) . . ... ... .. .. ... .. .. . . . ... - - - 1,025
Deferred tax liability on notionalfundsurplus . . . . ... ... ... ... ... ... ... - - - (235)
............................ 15,662 7,987 15,589 14,512
Projected benefit obligation. . . ... ... ... ... ... o (11,306) (5,766) (12,031) (11,469)
Planassetsatfairvalue . . . ... ... . . .. 15,662 7,987 15,589 14,512
Fundedstatus . . . . ... ... ... . e 4,356 2,221 3,558 3,043
Unrecognised net transitionasset(iv) . ... ......... ... ... ... . ... ... ... (255) (130) (348) (440)
Unrecognised net actuarial loss/(gain) (iv). . . ... ... ... . ... ... . ... ... .. (486) (248) (210) 29
.......................................... 3,615 1,843 3,000 2,632

(i) In fiscal 2001, no curtailment losses were recorded as an
unrecognised gain existed at the time of curtailment (2000: $Nil; 1999:
$86 million).

(ii) The accumulation assets and liabilities have beenincluded in fiscal
1999 as employer contributions are to be funded from the existing
surplus in the TSS (refer note 22).

(iii) In previous financial years, there was a difference between the fair
market value of scheme assets for AGAAP and USGAAP due to
additional contributions payable by us to the TSS. This liability is no
longer payable by us, and an unusual revenue item has been
recognised in fiscal 2001 for AGAAP (refer note 3(c)). This has been
adjusted for in the USGAAP reconciliation. For the purposes of SFAS
87, there is no AGAAP/USGAAP difference for the scheme assets as at
30 June 2001 (2000: $725 million difference; 1999: $757 million
difference).

(iv) Settlements recorded in net periodic pension cost/(gain) have
effected the unrecognised net transition asset and the unrecognised
net actuarial (gain)/loss as follows:

(a) unrecognised transition asset; 2001: $6 million loss; 2000: $4
million loss; 1999: $22 million loss.

(b) unrecognised net actuarial gain; 2001: $346 million; 2000: $120
million; fiscal 1999: $18 million.
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30(e) Software assets developed for internal use

Under AGAAP, before 1 July 1996, we did not record costs associated
with software developed for internal use as software assets. From 1
July 1996, we recorded costs (including interest) associated with
software developed for internal use as software assets. This policy is
the same as USGAAP. These costs include direct labour (both internal
and external) and other directly associated costs.

To reflect this policy before 1 July 1996 in the reconciliations of net
income and shareholders’ equity to USGAAP we originally recorded
$1,370 million as software assets and accumulated amortisation of
$732 million. Amortisation and disposals of $25 million on the
amount above has been included in the reconciliation of netincome
for fiscal 2001 (2000: $81 million; 1999: $134 million).

From 1 July 2001 there will be no further AGAAP/USGAAP adjustments
for software assets developed for internal use as the original $1,370
million software assets and accumulated amortisation of $732 million
have been amortised and disposed of in full.
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30(f) Income tax

Under AGAAP, timing differences are recorded in the statement of
financial position as deferred tax assets and liabilities using the
liability method of tax effect accounting. Future income tax benefits
relating to tax losses and timing differences are not recorded as an
asset unless the benefit is virtually certain of being realised.

Under USGAAP, deferred tax assets and liabilities are created for all
temporary differences between the accounting and tax bases of
assets and liabilities that will reverse during future taxable periods,
including tax losses. Deferred tax assets are reduced by a valuation
allowance if, in the opinion of management, it is more likely than not
that some portion, or all of the deferred tax asset, will not be realised.
We increase or decrease our deferred tax balances for the income tax
effect of accounting differences included in our reconciliations of net
income and shareholders’ equity to USGAAP.

AGAAP requires the effect of a change in the income tax rate to be
included in the calculation of deferred tax balances when the change
has been announced by the Treasurer of the Commonwealth.
USGAAP requires the tax rate change to be recognised in the year that
the Australian Parliament has approved the legislation and it has
received royal assent from the Governor General of Australia (Head of
State).

For AGAAP, we classify all deferred tax balances as non current. For
USGAAP, the classification between current and non current is based
on the statement of financial position classification of the underlying
net current and non current asset or liability. Where there is no
underlying asset or liability the classification is based on when the
temporary difference is expected to reverse. The effect of this has
been disclosed in the statement of financial position measured and
classified per USGAAP.
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30(f) Income tax (continued)

Telstra Group
As at 30 June

2001 2001 2000 1999

$m US$m $m $m

Property, plantand equipment . ... ... .. ... ... L L oL 46 23 - -
Foreign exchange translation, hedge and other financecosts . ... ... ... . ... ... 48 24 10 1
Employeeentitlements . . ... ... ... . L L 275 140 128 487
Revenuereceivedinadvance . . . ... ... .. L 10 5 30 -
Inventoryvaluation. . . ... ... . L 6 3 11 21
Provisions . . . . . . . 29 15 356 310
Taxlosses . . . . . .. e 5 3 5 241
Other. . . . 145 74 38 33
.............................. 564 287 578 1,093

Valuationallowance . . . . .. ... .. .. e - - (1) (84)
................ 564 287 577 1,009

Property, plantand equipment . . ... ... .. ... .. L L o 2,033 1,036 1,738 1,474
Foreign exchange translation, hedge and other financecosts . ... .......... ... 19 10 15 11
Prepaid pensioncost . . . . ... .. ... 1,085 553 900 948
Softwareassets . . ... ... ... - - 84 221
Prepayments. . . . . ... .. 8 4 11 27
Marketable securities. . . . . . ... . 102 52 278 12
Other. . . . 113 58 1 72
............................ 3,360 1,713 3,027 2,765
.............................. (2,796) (1,426) (2,450) (1,756)

AGAAP future income tax benefit-noncurrent. . . . ... ... Lo Lo Lo Lol 114 58 111 366
AGAAP deferred incometax-noncurrent . . . .. ... ... ... (1,573) (802) (737) (455)
USGAAP/AGAAP income tax differences . . . . ... ... ... ... ... ... .. ..., (1,337) (682) (1,824) (1,667)

.............................. (2,796) (1,426) (2,450) (1,756)

Current deferred tax asset (futureincome taxbenefit) . . ... ................. 183 93 215 467
Current deferred tax liability (deferredincometax) . . . . .......... ... ... .... (12) (6) (166) (182)
Net current deferred tax asset (futureincome taxbenefit) . . ... ... ... ... .... 171 87 49 285
Non current deferred tax asset (futureincome tax benefit) . ... ... ... ... ... ... 381 194 362 542
Non current deferred tax liability (deferred incometax) . . ... ....... ... ... ... (3,348) (1,707) (2,861) (2,583)
Net non current deferred tax liability (deferred incometax) . . ... ............ (2,967) (1,513) (2,499) (2,041)

(2,796) (1,426) (2,450) (1,756)

Current taX @XPense. . . . . . . . L 1,498 764 1,544 1,205
Deferredtaxexpense . . . . ... ... ... . 540 275 15 651
Under/(over) provisioninprioryear. . . .. ... ... . .. 6 3 9 (8)

................................ 2,044 1,042 1,568 1,848

295



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

30(g) Minority interests (defined as outside equity
interests per AGAAP)

Under USGAAP, minority interests are not included in shareholders’
equity. The effect of this adjustment has been disclosed in the
reconciliation of shareholders’ equity to USGAAP.

30(h) Enterprise bargaining agreements

In December 2000 Telstra had four separate Enterprise Agreements
(EA's) certified by the Australian Industrial Relations Commission to
replace the 1998/2000 Agreement. These Agreements cover award
employees in Telstra Retail, IS&W, Telstra OnAir and the Corporate
areas and replace outdated and inflexible workplace operational
procedures and introduce new salary and employment conditions. As
at 30 June 2001, approximately 53% of full time staff are covered by
these agreements. The four new EA's are due to expire in December
2002. In addition, a further 1% of full time staff are covered by the 1998
Telstra Retail Shop Agreement.

30(i) Employee entitlements

Our employee entitlement provisions include a liability for long
service leave. Refer to note 1.24(a) for a definition of long service
leave. The assumptions used to calculate this liability for AGAAP are
consistent with those used under SFAS 87 for USGAAP.

30(j) Earnings per share

For AGGAP, the number of issued and paid up ordinary shares held by
the Telstra Entity is 12,866,600,200. For USGAAP, this number is
adjusted for TESOP 97 and TESOP 99 deemed options outstanding
each year for USGAAP. Refer to note 30(l) for details of the
outstanding options.

30(k) Direct cost of sales

For AGAAP, dealer commissions and bonuses are included in direct
cost of sales as they are directly related to our sales revenue.

For USGAAP, dealer commissions and bonuses should be classified as
other operating expenses. In the net income reconciliation to
USGAAP, dealer commissions and bonuses of $386 million for fiscal
2001 (2000: $296 million; 1999: $234 million) have been reclassified.
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30(l) Employee share plans and compensation expenses

Our employee share plans are described in note 19. AGAAP does not
require employee compensation expenses to be recorded in the
statement of financial performance for our employee share plans.
Under USGAAP, we have adopted Statement of Financial Accounting
Standards No.123 (SFAS 123) “Accounting for Stock Based
Compensation,” which utilises the fair value method. USGAAP
requires that shares issued under TESOP 97 and TESOP 99 in
conjunction with non-recourse loans be accounted for as options.
Under this method, compensation expense is calculated based on the
fair value of options on the date of grant and recognised over the
associated service period, which is usually the vesting period.

The compensation expense is included in the reconciliation of net
income and recorded in shareholders’ equity as additional paid in
capital for USGAAP. The outstanding balance of the loans for TESOP
97 and 99 provided to the employees is deducted from shareholders’
equity rather than classified as an asset. Details of options granted
under each scheme are as follows:

Fiscal 1998 options granted in conjunction with the one-third
privatisation - 137,473,875. 502,000 options were exercised to 30 June
1998 resulting in 136,971,875 options outstanding at 30 June 1998.
Fiscal 1999 options exercised - 23,822,375 - resulting in 113,149,500
options outstanding at 30 June 1999.

Fiscal 2000 options exercised 14,601,875 - resulting in 98,547,625
options outstanding at 30 June 2000.

Fiscal 2001 options exercised 24,324,500 - resulting in 74,223,125
options outstanding at 30 June 2001.

Fiscal 2000 options granted 16,939,000, options exercised 122,600 -
resulting in 16,816,400 options outstanding at 30 June 2000.

Fiscal 2001 options exercised 1,150,000 - resulting in 15,666,400
options outstanding at 30 June 2001.

In fiscal 2001 we recognised compensation expense of $8 million for
shares issued to employees by the Commonwealth (refer note 19).

Options allocated to employees under the TESOP schemes all vest
immediately upon grant and will expire at the earlier of repayment of
the loan balance or the termination of employment. For fiscal 2000
and 1999, these options were dilutive for earnings per share
calculations. For fiscal 2001, only the TESOP 97 options are dilutive as
the exercise price of the TESOP99 options is above the average Telstra
share price for the year. Employee compensation expense has been
recognised on inception of the TESOP 97 scheme (fiscal 1998) and
TESOP 99 scheme (fiscal 2000). Dividends on both TESOP schemes are
not recorded as further compensation expense as their forecasted
value was included in the initial option valuations.
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30(l) Employee share plans and compensation expense
(continued)

Fiscal 2000. Telstra Growthshare commenced in fiscal 2000.

Options granted 3,370,000, options lapsed 662,000 - resulting in
2,708,000 options outstanding at 30 June 2000. In addition, restricted
share options of 573,500 were granted with 110,000 lapsing - resulting
in 463,500 restricted share options outstanding at 30 June 2000.

Fiscal 2001. Options lapsed 452,000 - resulting in 2,256,000 options
outstanding at 30 June 2001. Fiscal 2001 restricted share options
lapsed 75,000 - resulting in 388,500 restricted share options
outstanding as at 30 June 2001.

Fiscal 2001. Options granted 4,852,910, options lapsed 290,700 -
resultingin 4,562,210 options outstanding at 30 June 2001. In addition
restricted share options of 1,005,771 were granted with 60,100 lapsing
- resulting in 945,670 restricted share options outstanding at 30 June
2001.

The Growthshare options issued under all schemes vest when the
performance hurdles have been reached and the executive pays the
exercise price per share. The Growthshare restricted share options
allocated to employees under all schemes vest when the performance
hurdles have been reached.

For USGAAP compensation expense is measured in the year that the
options are granted less any compensation expense paid under
AGAAP based on calculated “option values” for Growthshare options
and Growthshare restricted share options. No allowance is made for
expected resignations and cancellations.

These options and restricted share options are not dilutive for
earnings per share calculations.

Valuation methodology and assumptions

The binomial option valuation model was used to estimate the fair
value of the options (being $1.58) at the date of grant, utilising the
following weighted average assumptions:

o risk-free interest rate of 5.8%;

« dividends yield of 0% as dividends are reinvested to reduce the price
of the option;

» expected stock market price volatility factor of 30%; and

« aweighted average expected life of options of 7 years.

At30June 2001, the weighted average expected life of the options was
4 years. The weighted average price of the option at 30 June 2001, 30
June 2000 and 30 June 1999 was $1.58.

The binomial option valuation model was used to estimate the fair

value of the options (being $3.53) at the date of grant utilising the

following weighted average assumptions:

o risk free interest rate 6.99%;

 dividend yield of 0% as dividends are reinvested to reduce the price
of the option;

» expected stock volatility of 30%; and

» an expected life of 7 years.

At30June 2001, the weighted average expected life of the options was
6 years. The weighted average price of the option at 30 June 2001 and
30June 2000 was $3.53.

In fiscal 2001, options and restricted share options were granted in
both September 2000 and March 2001. The majority were issued in
September 2000.

An approach consistent with the binomial valuation model was used
to estimate the fair value of the Growthshare options at the date of
grant of $0.89 (September) and $0.80 (March) and the Growthshare
restricted shares at the date of grant of $2.05 (September) and $2.15
(March). The following weighted average assumptions were used :
Growthshare options and
restricted shares
Risk free rate (September/March) 6.2% and 4.64%
Dividend yield . . ... ... .. 2.5%
Expected stock volatility. . . . 26%
Expectedlife . . . ... ..... 5 years
Probability that performance
hurdle is met (September/March)

64% and 63%

For the fiscal 2000 options and restricted share options, the weighted
average price of the option at 30 June 2001 and 30 June 2000 was
$1.38. Fortherestricted shares the weighted average price was $5.64
at 30 June 2001 and 30 June 2000.

Taxation of employee compensation expense
Thereis noincome tax effect on the additional compensation expense

for USGAAP as it is a permanent difference (non taxable) for TESOP 97,
TESOP 99 and Growthshare schemes.
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30(m) Mobile phone subsidies

Under AGAAP, from 1 July 1999, we changed our accounting policy
relating to subsidies provided to our customers when they purchase
mobile phones. From this date, we deferred the subsidy provided to
customers who enter into mobile phone contracts with a length of two
years or greater. This policy was considered to be inconsistent with
industry practice in the United States in fiscal 2000. Due to changesin
industry practice in the United States, this policy is now consistent
with USGAAP. The amounts recognised in USGAAP in fiscal 2000 has
beenreversed asitisrecognised as an expensein AGAAP over the next
two financial years.

30(n) Redundancy and restructuring provisions

In fiscal 2000, under AGAAP, we recorded a provision for redundancy
and restructuring of $486 million before tax (refer note 3(c)). The
amount charged for income tax expense was $175 million with a net
amount after tax of $311 million. We satisfied the AGAAP
requirements for recording this provision. However, under USGAAP,
we did not meet the stricter requirements imposed on us to be able to
record the provision. In fiscal 2001, we are only able to charge to net
income the expense of these redundancies when paid. Therefore, we
reversed the AGAAP provision in the reconciliation of shareholders’
equity to USGAAP in both fiscal 2000 and 2001 and recognised the
movement in this provision in fiscal 2001 as an expense in the
reconciliation to net income of $392 million.

The disclosures required by USGAAP for the redundancy and
restructuring provision recorded by us are as follows:

Fiscal 1997 redundancy and restructuring program

In fiscal 1997, we approved a plan to reduce the number of employees
by approximately 25,500 to approximately 51,000 employees by 30
June 2000. InJune 1998, we also approved a three year plan, to 30
June 2001, which included an additional reduction of approximately
2,000 employees by redundancy. We effected the reduction in
employees through a combination of natural attrition and
outsourcing (approximately 6,700 employees) and voluntary
redundancy offers and involuntary terminations (approximately
20,800 employees). Reductions have occurred primarily in sales and
service areas, communication assets, broadband rollout construction
areas and field operations and maintenance staff.

Amounts for the fiscal 1997 redundancy and restructuring program
are presented as follows:
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Telstra Group
As at 30 June
2001 2000 1999
$m $m $m
Severance and award
payments . ........... 1,043 1,043 1,043
Career transition and other
employee benefit costs (a) . . 277 277 277
Total estimated cost of the
redundancy program. . . . . . 1,320 1,320 1,320
Costs credited to the profit and
loss as no longer required . . . - - 9

(a) Career transition costs include payments to employees who are in
the outplacement process and amounts paid to third parties for the
outplacement program.

Telstra Group
As at 30 June
2001 2000 1999
Number Number Number
Accepted offers for redundancy
or involuntary redundancies . 8 1,388 5,754
Expected redundancies . . . . 88 1,839 4,796

For fiscal 2001, 8 staff were made redundant and their redundancy
payments of $1 million was offset against the redundancy and
restructuring provisions in fiscal 2001 against the expected number of
88 and payments of $4 million. The increase in staff made redundant
in fiscal 1999 from the expectation was due to a reassessment of the
initiatives used to reduce staffing levels resulting in more
redundancies.

We have made the following payments which have been charged
against the provision for redundancy and restructuring:

Telstra Group
As at 30 June
2001 2000 1999
$m $m $m
Severance payments. . . . . . 1 88 272
Career transition and other
employeecosts . .. ... ... - 18 59

The fiscal 1997 redundancy and restructuring provision has been
substantially utilised as at 30 June 2001. Insignificant amounts
remain, dueto contractual obligations Telstra has with third parties in
relation to outsourcing agreements, with employees with regard to
superannuation arrangements and surplus leased space. The impact
of these redundancies on SFAS 87 calculation is included in note 30(d)
Retirement benefits.
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30(o) Derivative financial instruments and hedging
activities

Our risk management policies and objectives of entering into
derivative financial instruments have been disclosed in note 29,
"Additional financial instrument disclosures."

In June 1998, the Financial Accounting Standards Board issued
Statement of Financial Accounting Standards No. 133, "Accounting for
Derivative Instruments and Hedging Activities" (SFAS 133), as
amended by Statement of Financial Accounting Standards No. 138,
"Accounting for Certain Derivative Instruments and Certain Hedging
Activities." SFAS 133 requires companies to recognise all of its
derivative instruments as either assets or liabilitiesin the statement of
financial position at fair value. The accounting for changes in the fair
value (ie, gains or losses) of a derivative instrument depends on
whether it has been designated and qualifies as part of a hedging
relationship and further, on the type of hedging relationship. For
those derivative instruments that are designated and qualify as
hedging instruments, a company must designate the hedging
instrument, based upon the exposure being hedged, as a fair value
hedge, cash flow hedge or a hedge of a net investment in a foreign
operation.

For derivative instruments that are designated and qualify as a fair
value hedge (ie, hedging the exposure to changes in the fair value of
an asset or a liability or an identified portion thereof that is
attributable to a particular risk), the gain or loss on the derivative
instrument, as well as the offsetting loss or gain on the hedged item
attributable to the hedged risk, are recognised in current earnings
during the period of the change in fair values. For derivative
instruments that are designated and qualify as a cash flow hedge (ie,
hedging the exposure to variability in expected future cash flows that
is attributable to a particular risk), the effective portion of the gain or
loss on the derivative instrument is reported as a component of other
comprehensive income and reclassified into earnings in the same
period or periods during which the hedged transaction affects
earnings. The remaining gain or loss on the derivative instrument in
excess of the cumulative change in the present value of future cash
flows of the hedged item, if any, is recognised in current earnings
during the period of change. For derivative instruments that are
designated and qualify as a hedge of a net investment in a foreign
currency, the gain or loss is that reported in other comprehensive
income as part of the cumulative translation adjustment to the extent
it is effective. For derivative instruments not designated as hedging
instruments, the gain or loss is recognised in current earnings during
the period of change.

Effective 1 July 2000, we adopted SFAS 133 in the reconciliations to
financial reports prepared using USGAAP. On adoption we recognised,

as a cumulative effect of change in accounting principle, a charge of
$27 million, net of tax, in the statement of financial performance
measured and classified per USGAAP and a charge of $47 million, net
of tax, in other comprehensive income. The basis for accounting for
the adjustments made on adoption, in either the statement of
financial performance or other comprehensive income, is dependent
upon the hedging relationships that existed for the particular
derivative instrument prior to adoption.

We enter into forward foreign exchange contracts to hedge certain
firm commitments denominated in foreign currencies relating to our
capital expenditure programs. Under AGAAP, realised gains and losses
on termination of these hedges are recognised in the cost basis of the
equipment acquired.

We are not able to identify specific forward foreign exchange
contracts with specific capital expenditure contracts to meet the
designation criteria in SFAS 133. As a result, changes in fair value of
the forward foreign exchange contracts are required to be recognised
in earnings for USGAAP purposes. We have recorded a gain of $4
million in other income per USGAAP for the forward foreign exchange
contracts outstanding at 30 June 2001. We recorded an additional
adjustment of $14 million, net of tax, as an expense in other income
per USGAAP to reverse net realised gains capitalised in property, plant
and equipment under AGAAP.

We enter into interest rate swaps to hedge our exposure to interest
rate risk relating to our outstanding short-term commercial paper.
Our exposureis hedged on a net basis and we are not able to calculate
the effectiveness of the interest rate swaps entered into in offsetting
the exposure to changes in the hedged items (short-term commercial
paper) fair value attributable to the hedged risk in accordance with
the requirements of SFAS 133. As aresult, changes in the fair value of
these interest rate swaps are required to be recognised in earnings for
USGAAP purposes. We have recorded a loss of $77 million, net of tax,
as an expense in other income per USGAAP for changes in fair value of
interest rate swap contracts outstanding at 30 June 2001.

We enter into cross currency interest rate swaps to hedge our
exposure to therisk of overall changes in fair value relating to interest
rate and foreign currency risk of our foreign currency borrowings.
During the year ended 30 June 2001, the ineffective portion of our
hedging instruments (inclusive of the time value of money) was
insignificant.

During the year ended 30 June 2001, we reclassified $15 million of
losses, net of tax, from accumulated other comprehensive income to
otherincome. At 30 June 2001, we estimate that during the next
twelve months we will recognise losses recorded in accumulated
other comprehensiveincomein earnings of approximately $15 million
related to the repayment of borrowings that have been hedged by
interest rate and cross currency swaps in cash flow hedging
relationships prior to adoption.
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30(0) Derivative financial instruments and hedging
activities (continued)

PCCW Convertible Note

As a part of our strategic alliance with PCCW, we purchased a US$750
million convertible note issued by PCCW in February 2001. The terms
and maturity dates of the note are disclosed in note 9(d) Receivables.
This convertible note is convertible at our option into PCCW common
stock at a conversion price of HK$6.886 per share.

Under AGAAP, the initial value of the convertible note is recorded at
face value in other non-current receivables. The convertible note will
continue to be carried at the face value, adjusted for accrued interest
and any provision for permanent diminution considered necessary.
Any foreign exchange gains and losses on translation of the
convertible note are recorded in the statement of financial
performance in operating expenses.

Under SFAS 133, the conversion option is classified as an embedded
derivative as its underlyingrisk, relating to changes in the value of
PCCW common stock, is not clearly and closely related to changes in
theunderlyingrisk of the convertible note, namely changesininterest
rates. The note portion of the instrument is classified as an available-
for-sale security (refer note 30(b)) with changes in fair value being
recorded in other comprehensive income. The fair value of the option
is recognised as an asset in our statement of financial position and we
recorded aloss for fiscal 2001 of $63 million in the reconciliation of net
income to USGAAP as aresult of the change in fair value of the option.
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30(p) Sale of Global Wholesale Business to Reach
Limited

From 1 February 2001, as a part of the strategic alliance with PCCW, a
joint venture entity, Reach Limited, was formed through the
combination of our international wholesale business and certain
other wholesale assets together with certain PCCW assets. Under
AGAAP, the investment in the joint venture entity is recognised at its
cost of acquisition, being the fair value of the assets transferred net of
cash received and including acquisition costs. The gain on sale of the
global wholesale business, measured as the difference between the
cost of theinvestment and the book values of the assets transferred, is
deferred to the extent of any ownership interest retained in the joint
venture entity.

For US GAAP purposes, the investment in joint venture entities is
recorded at the net book value of the assets and liabilities transferred,
reduced by the amount of any cash received by the investor. Where
theresultant investment carrying value would be a negative amount,
the excess credit is recognised as an adjustment to the amount of
goodwill on other components of the interdependent transactions - in
this case a reduction of $30 million on the RWC goodwill (refer note
30(r)).

The effect of these differences is to reduce net income and
shareholders' equity under USGAAP by $882 million as at 30 June 2001.

30(q) Equity accounting adjustment for Reach Limited

USGAAP adjustments made on the sale of the global wholesale
business to Reach in 30 (p) above, will result in ongoing differences in
thereconciliations of netincome and shareholders’ equity to USGAAP.

For AGAAP, half the profit after tax has been deferred and accounted
forin the investment carrying value. The deferred gain will be
recognised in the statement of financial performance on a straight
line basis over a period of 20 years. For fiscal 2001, this adjustment
was $18 million and has been reversed for USGAAP.

For USGAAP equity accounting, there is also a calculation of notional
negative goodwill at inception that needs to be amortised over the
life of the investment. This notional goodwill is determined by
comparing the investment carrying value to 50% of the net assets/
(liabilities) of the Reach joint venture. This amount is not separately
booked on the statement of financial position, however it is included
in the investment carrying amount. Each fiscal year a portion of this
negative goodwill will be amortised and recognised in net income. In
fiscal 2001, the amortisation was $14 million.
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30(r) Consolidation adjustment for Regional Wireless
Company (RWCQ)

There are several adjustments that need to be made for the
consolidation of RWC for USGAAP.

For AGAAP, gains/losses on a hedge of the purchase of RWC are
included in the cost of the acquisition, thereby effecting the
determination of goodwill. For US GAAP, gains/losses on hedges of a
purchase business combination are recognised in net income.
Accordingly, hedging losses of $30 million that were included in the
cost of acquisition of RWC for AGAAP, have been recognised in the net
income under US GAAP.

For AGAAP, purchase price allocations in an acquisition accounted for
as a business combination are not tax effected. The tax effect of bases
differences arising from purchase price allocations (fair value
adjustments) will be recognised in earnings as those basis differences
reverse. For US GAAP, such bases differences are treated as temporary
differences and tax-effected as part of the acquisition accounting.

For AGAAP, acquisition costs of $999 million were written off at
acquisition. USGAAP generally does not allow such write offs, unless
they can be supported by an analysis of the undiscounted cashflows
of the entity. As aresult of an analysis of undiscounted cashflows
relating to RWC, a goodwill write off is not supportable under USGAAP.
Accordingly, this reversal, as well as goodwill amortisation of $23
million, has been reflected in the reconciliations of net income and
shareholders’ equity.

Goodwill under AGAAP is translated at its historical foreign currency
conversion rate. Under USGAAP, using the current rate method,
goodwillis translated at the spot rate at year end. Amortisation of
goodwill is translated using the weighted average rate. Adjustments
have been made to restate amortisation at the weighted average
exchange rate and to adjust the ending goodwill balance for
fluctuations in the Hong Kong dollar, being RWC’s functional
currency.

30(s) Revenuerecognition accounting policy change -
cumulative adjustment

On 3 December 1999, the United States Securities Exchange
Commission (SEC) released "Staff Accounting Bulletin (SAB) No. 101 -
Revenue Recognition" (SAB 101) which provides guidance on the
recognition, presentation, and disclosure of revenue in financial
statements filed with the SEC.

Refer to note 1.8(b) for information relating to the effect of the change
in accounting principle. Itis our policy to prepare our financial
statements to satisfy both AGAAP and USGAAP and, in cases where
there is no conflict between the two, we ensure that we incorporate
the more detailed requirements in both AGAAP and USGAAP financial
statements. For SAB 101, this was the case and we adjusted AGAAP to
align with USGAAP.

There were no differences in net income between AGAAP and USGAAP
other than a reclassification of the cumulative effect on adoption of
SAB 101 from sales revenue and direct cost of sales to the cumulative
effect of change in accounting principle, net of tax.

The effect on prior years restated net income after tax was not
significant.
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30(t) Recently issued United States accounting
standards

On 29 June 2001, the Financial Accounting Standards Board (FASB)
issued Statement of Financial Accounting Standards No. 141 (SFAS
141) "Business Combinations" and Statement of Financial Accounting
Standards No. 142 (SFAS 142) "Goodwill and Other Intangible Assets",
effective for fiscal years beginning after 15 December 2001.

SFAS 141 eliminates the pooling-of-interests method of accounting
for business combinations, except for qualifying business
combinations that were initiated prior to 1 July 2001, and changes the
criteria to recognise intangible assets apart from goodwill. SFAS 141
is effective for any business combinations’ accounted for by the
purchase method that is completed after 30 June 2001.

Under SFAS 142, goodwill and intangible assets with indefinite lives
areno longer amortised but are tested annually, or more frequently if
impairment indicators arise, forimpairment. Separable intangible
assets that have finite lives will continue to be amortised over their
useful lives with no imposed time limit.

For goodwill and intangible assets acquired prior to 1 July 2001,
amortisation will continue to be recognized for the reconciliation to
USGAAP until we are required to adopt SFAS 142 on 1 July 2002.

We are not required to amortise goodwill and indefinite lived
intangible assets acquired after 30 June 2001, and the impairment
provisions of SFAS 142 only apply to these assets upon adoption of
SFAS 142 on 1 July 2002.

Goodwill will be required to be tested for impairment at a “reporting
unit" level using a two-step approach. Initially an "implied" fair value
of goodwill is calculated by comparing the fair value of the reporting
unit to its carrying value and then goodwill impairment is recorded if
the reporting unit's goodwill carrying value exceeds the implied fair
value of goodwill. More frequent testing will need to be undertaken
between the annual tests if an event occurs or circumstances change
that more-likely-than-not reduce the fair value of a reporting unit
below its carrying value. An indefinite lived intangible asset is
required to be tested for impairment between the annual tests if an
event occurs or circumstances change indicating the asset might be
impaired.

We have not yet determined the potential impact of adopting SFAS

141 and SFAS 142 on our reconciliations of net income and
shareholders’ equity to USGAAP.
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On 16 August 2001, the FASB issued FASB Statement No. 143,
“Accounting for Asset Retirement Obligations”(SFAS 143), which was
approved by the Board at the end of July 2001. SFAS 143 addresses the
diversity in practice for recognising asset retirement obligations
(AROs).

SFAS 143 requires that obligations associated with the retirement of a
tangible long-lived asset are to be recorded as a liability when those
obligations are incurred, with the amount of the liability initially
measured at fair value. Upon initially recognising a liability for an
ARO, an entity must capitalise the cost by recognising an increase in
the carrying amount of the related long-lived asset. Over time, the
liability is accreted to its present value each period, and the
capitalised cost is depreciated over the useful life of the related asset.
Upon settlement of the liability, an entity either settles the obligation
for its recorded amount or incurs a gain or loss upon settlement.

SFAS 143 is effective for financial statements for fiscal years beginning
after 15 June 2002. Upon adoption of the final statement, an entity
will use a cumulative-effect approach to recognize transition
amounts for existing ARO liabilities, asset retirement costs, and
accumulated depreciation. All transition amounts are to be measured
using current (as of the date of adoption of the final Statement)
information, current assumptions, and current interest rates.

We have not yet determined the potential impact of SFAS 143 on our
reconciliations of net income and shareholders’ equity to USGAAP.
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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:

(@)

(b)

(©

the financial statements and notes, set out on pages 166 to 302 of
Telstra Corporation Limited and the Telstra Group:

(i) comply with the Accounting Standards, Corporations
Regulations and Urgent Issues Group Consensus Views;

(i) give a true and fair view of the financial position as at 30 June
2001 and performance, as represented by the results of the
operations and cash flows, for the year ended 30 June 2001; and

(iii) in the directors’ opinion, have been made out in accordance
with 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; and

at the date of this declaration there are reasonable grounds to
believe that the members of the extended closed group identified
in note 23(1) to the full financial statements, as parties to 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 23(1).

The directors have elected to adopt the following accounting
standards early for the year ended 30 June 2001 in accordance with
subsection 334 (5) of the Corporations Act 2001:

AASB 1005: “Segment Reporting”;

AASB 1027: “Earnings per Share”;

AASB 1041: “Revaluation of Non-Current Assets”; and
AASB 1029: “Interim Financial Reporting”.

For and on behalf of the board

2 W /2‘? 2 barb

Robert C Mansfield Ziggy Switkowski
Director Chief Executive Officer and

Managing Director

Date: 29 August 2001
Melbourne, Australia
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Independent Audit Report to the Members of Telstra Corporation Limited

This report is included solely for the purpose of incorporation in Telstra
Corporation Limited’s Annual Report 2001 as filed with the Australian
Stock Exchange and the Australian Securities and Investments
Commission.

Scope

I have audited the financial report of Telstra Corporation Limited (the
Telstra Entity) for the financial year ended 30 June 2001, as set out on
pages 166 to 303 including the Directors' Declaration. The financial
report includes the financial statements of the Telstra Entity, and the
consolidated financial statements of the Telstra Entity and the
entities it controlled at year's end or from time to time during the
financial year (the Telstra Group). The Telstra Entity directors are
responsible for the financialreport. | have conducted anindependent
audit of the financial report in order to express an opinion oniit to the
members of the Telstra Entity.

The audit has been conducted in accordance with the Australian
National Audit Office Auditing Standards, which incorporate the
Australian Auditing Standards, and in accordance with auditing
standards generally accepted in the United States of America, to
provide reasonable assurance whether the financial report is free of
material misstatement. Audit proceduresincluded examination, ona
test basis, of evidence supporting the amounts and other disclosures
in the financial report, and the evaluation of accounting policies and
significant accounting estimates. These procedures have been
undertaken to form an opinion whether, in all material respects, the
financial report is presented fairly in accordance with Accounting
Standards, other mandatory professional reporting requirements and
the Corporations Act 2001 in Australia, so as to present a view which is
consistent with my understanding of the Telstra Entity's and the
Telstra Group's financial position and performance as represented by
the results of their operations and their cash flows.

I have also audited the explanation and quantification of the major
differences between accounting principles generally accepted in
Australia compared to accounting principles generally acceptedinthe
United States of America, whichis presentedin note 30 to the financial
report. | have audited note 30 in order to form an opinion whether, in
all material respects, it presents fairly, the major differences between
accounting principles generally accepted in Australia and accounting
principles generally accepted in the United States.

The audit opinion expressed in this report has been formed on the
above basis.
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Audit opinion

In my opinion, the financial report of the Telstra Entity is in
accordance with:

(a) the Corporations Act 2001 including:
(i) giving atrue and fair view of the Telstra Entity’s and the
Telstra Group’s financial position as at 30 June 2001 and of

their performance for the year ended on that date; and

(ii) complying with Accounting Standards and the Corporations
Regulations 2001; and

(b) other mandatory professional reporting requirements.

Further, in my opinion, note 30 to the financial report presents fairly
the major differences between accounting principles generally
accepted in Australia and accounting principles generally accepted in
the United States of America.

T

lan McPhee
Acting Auditor-General

Date: 29 August 2001
Melbourne, Australia
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Report of Independent Accountants to the Shareholders and Board of Directors

of Telstra Corporation Limited

This report is included solely for the purpose of incorporation in Telstra
Corporation Limited’s Annual Report 2001 on Form 20-F as required by the
United States Securities Exchange Act of 1934 and the rules and
regulations promulgated thereunder.

We have audited the accompanying consolidated balance sheets of
Telstra Corporation Limited and its subsidiaries as of 30 June 2001 and
2000, and the related consolidated statements of profit and loss and
retained profits, changes in shareholders' equity and cash flows for
each of the two years in the period ended 30 June 2001, all expressed
in Australian dollars. These financial statements are the responsibility
of the Company's management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards
generally accepted in Australia and the United States. Those
standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on atest
basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the consolidated financial position of
Telstra Corporation Limited and its subsidiaries at 30 June 2001 and
2000, and the consolidated results of their operations and cash flows
for each of the two years in the period ended 30 June 2001, in
conformity with accounting principles generally accepted in
Australia.

Accounting principles generally accepted in Australia vary in certain
significant respects from accounting principles generally accepted in
the United States. The application of the latter would have affected
the determination of consolidated net income expressed in Australian
dollars for the periods ended 30 June 2001 and 2000, and the
determination of consolidated shareholders' equity, also expressed in
Australian dollars, at 30 June 2001 to the extent summarised in note
30 to the consolidated financial statements.

As discussed in note 1 to the consolidated financial statements, in
2001 Telstra Corporation Limited and its subsidiaries changed it’s

accounting for service activation and certain installation fee
revenues.

= e
Ernst & Young

Date: 29 August 2001
Melbourne, Australia
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Report of Independent Accountants to the Shareholders and Board of Directors

of Telstra Corporation Limited

This report is included solely for the purpose of incorporation in Telstra
Corporation Limited’s Annual Report 2001 on Form 20-F as required by the
United States Securities Exchange Act of 1934 and the rules and
regulations promulgated thereunder.

In our opinion, the consolidated statements of profit and loss, of
changes in shareholders' equity and of cash flows for the year ended
30 June, 1999 (appearing on pages 166 through 303 of the Telstra
Corporation Limited 2001 Annual Report to Shareholders which has
been incorporated by reference in this Form 20-F) present fairly, in all
material respects, the results of operations and cash flows of Telstra
Corporation Limited and its subsidiaries for the year ended 30 June,
1999, in conformity with generally accepted accounting principles
accepted in Australia.

Accounting principles generally accepted in Australia vary in certain
significant respects from accounting principles generally accepted in
the United States of America. The application of the latter would have
affected the determination of consolidated net income expressed in
Australian dollars for the year ended 30 June 1999, and the
determination of consolidated shareholders' equity, also expressed in
Australian dollars, at 30 June 1999 to the extent summarised in Note
30 to the consolidated financial statements.

306

These financial statements are the responsibility of the Company's
management; our responsibility is to express an opinion on these
financial statements based on our audits. We conducted our audits of
these statements in accordance with generally accepted auditing
standards in Australia and the United States of America, which require
that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial
statement presentation. We believe that our audits provide a
reasonable basis for the opinion expressed above. We have not
audited the consolidated financial statements of Telstra Corporation
Limited for any period subsequent to 30 June, 1999.

Qv )t (Qa{u ?

(1(/‘ZW etk

PricewaterhouseCoopers

Melbourne, Australia
26 August 1999
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This report is provided in accordance with section 107U of the Australian Safety, Rehabilitation and
Compensation Act 1988 (Cwth) (SRC Act). As a self insurer, Telstra is licensed under the SRC Act to contract
out the administration of its workers’ compensation claims to the private sector.

The Telstra return to work and claims management systems place emphasis on early intervention, speedy
claims processing and ongoing monitoring of each incident that has resulted in injury. Central to the
effective operation of these systems are managers and staff members who work together to create and
maintain a safe workplace. The efficiency of these systems has resulted in cost savings.
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Thisreport is provided in accordance with section 74 of the Australian Occupational Health and Safety
(Commonwealth Employment) Act 1991 (Cwth) (OHS Act).

Together with other licensed authorities under the Safety, Rehabilitation and Compensation Act 1988 (SRC
Act), we have initiated proposals for the rationalisation and simplification of excessive and ineffective
regulation of our activities under the OHS Act and the SRC Act. Itis our policy to promote a healthy
workplace and to create and maintain a safe working environment. We have developed and implemented
our own Telstra care health and safety management system to assist us in ensuring a safe working
environment is available for our employees and contractors. Arigorous audit and inspection programme
supports our Telstra care system.

This programme focuses on leadership in safety, together with measurable accountabilities, through all
levels of management. The programme is strategically designed to reinforce the value we place on our
people and their safety. Sinceitsinceptionin 1997, the Telstra Health and Safety Management System has
continued to contribute to Telstra becoming a safer place to work.

For the period, Telstra’s lost-time injuries reduced by 40% compared with the previous year, and the lost-
time injury frequency rate reduced from 9 to 7.4 (excludes NDC Ltd).

For the 2001 fiscal year, in accordance with section 74 of the OHS Act, the following notices of accidents and
dangerous occurrences were recorded:

Incidents
. Serious Prescribed = Dangerous
Fatality .. . .
personalinjury incapacity occurrence
1 40 27 202

Notices and directions

Type Number

Provisional improvement notices (section 29)
Directions not to disturb workplace (section 45)
Prohibition notices issued by investigators (section 46)
Improvement notices issued (section 47)

o O O ¥
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This report is provided in accordance with section 516A of the Australian Environment Protection and
Biodiversity Conservation Act 1999.

Purpose

Section 516A(b) of the Environment Protection and Biodiversity Conservation Act 1999 (the EPBC Act)
requires us to:

e report on how our actions and the administration of legislation by us has accorded with the
principles of ecologically-sustainable development (ESD);

e document the effect of our actions on the environment;

 identify any measures we are taking to minimise the impact of our actions on the environment; and

identify mechanisms for reviewing and increasing the effectiveness of those measures.
Overview of our activities and their impacts on the environment

While benefits to the environment through telecommunications can be achieved, the development and
maintenance of telecommunication services does have environmental impacts. In particular, constructing
and maintaining telecommunications infrastructure and our day-to-day office activities associated with the
provision of telecommunications services consume resources, particularly energy, create waste streams,
and the use of land may impact on the environment.

ESD and minimising the impact on the environment

Our activities promote ESD in a number of ways; in particular, the provision of telecommunications services
has the potential toreduce theimpact that activities of both us and our customers have on the environment.
The provision of telecommunications services reduces the impact of activities in the following ways:

e minimising reliance on transport (and its associated environmental impacts) for “real-time” audio
and visual communications;

e providingincreased opportunity for communities to interact better;
» replacing paper-based and resource-intensive ways of transferring information; and
e improving the dissemination of information and ideas locally and globally.

We are committed to using and developing telecommunications to improve resource efficiency and
minimise the environmental impact of its activities. Specific action taken by us to reduce the impact of our
own activities includes:

e wearecontinuallyreviewingitsinternal paper-based processes and progressively developing on-line
alternatives for staff use, with the aim of establishing a more sustainable, e-enabled Telstra. For
instance, on-line alternatives have been instigated for our staff newspaper, training, pay slips, and
most administration;

» teleconferencing and video conferencing is being used extensively throughout the company for all
forms of meetings, covering weekly team debriefs through to senior executive and board meetings.
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Other measures to reduce the impact of our activities on the environment include:

Managing our consumption of energy across the company

In December 2000, we submitted a letter of intent to join the Australian Greenhouse Challenge, and
are scheduled to become a signatory to the Greenhouse Challenge laterin 2001. We have established
an energy management team to integrate energy efficiencies into existing telecommunications
plans, and monitor the consumption of electricity and resultant greenhouse gas emissions across the
company’s operations. We are also in the final stages of preparing our greenhouse gas reduction
plan, which will cover electricity and fleet fuel management initiatives.

Managing waste streams to minimise volumes of waste going to landfill and enable waste
minimisation practices to be developed and implemented

Steps to manage waste streams include:

» integrated recycling facilities for paper waste and other recyclables are now located at all our
maijor offices;

e participating in the national mobile phone battery recycling scheme organised in conjunction
with the Australian Mobile Telecommunications Association, enabling customers to return
discarded mobile phone batteries to all retail outlets, avoiding disposal to landfill; and

e the Book Muncher® directory recycling initiative managed by Pacific Access is achieving a
recycling rate of 50% of directories distributed.

Developing and promoting product stewardship initiatives to provide greater opportunity to
minimise the impact on the environment in the consumption of products and materials

At present, the request for tender documents and contracts to supply us with products and services
require compliance with our Environment Policy and consideration of other environmental issues.
Improvements are being made to the procurement process to increase the focus of suppliers on
product stewardship issues by providing our procurement staff with environmental assessment tools
to appropriately assess the environmental aspects of products, including energy efficiency, waste
and packaging;

Telstra has also become a signatory to the National Packaging Covenant, and is in the process of
finalising its Packaging Action Plan aimed at reducing the environmental impact associated with the
packaging of Telstra’s consumer retail products.

Minimising environmental impacts in the maintenance and development of telecommunications
infrastructure

In addition to the EPBC Act, our development of telecommunications infrastructure is subject to the
environmental planning approval requirements of the Telecommunications Act and State and
Territory legislation. In both cases the approval process requires the identification and assessment
of the nature and extent of likely environmental impacts and imposes controls to minimise the
environmental impacts associated with the construction and maintenance of a network facility;

With respect to the management of infrastructure, we have developed and implemented
programmes to manage on site storage and handling of dangerous goods to minimise the potential
to cause contamination. These programmes also identify and manage risks posed by contamination
of land. Before we divest sites, they undergo environmental site assessments and remediation where
required.
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Review of measures to minimise environmental impacts

We have implemented the following mechanisms for reviewing and increasing the effectiveness of our
measures to minimise our impact on the environment and improve our performance to accord with the
principles of ESD:

¢ Implementation of Telstra’s environmental management system (TEMS)

Through the implementation of TEMS (introduced in 1998), we have established a framework to
effectively manage key environmental aspects of our business consistently and efficiently with a
commitment to continualimprovement. TEMS is based on the Australian/New Zealand Standard on
Environmental Management Systems (AS/NZS ISO 14001: 1996).

Through TEMS, we have established processes to:

e monitorincidents and track compliance;

e assess and monitor the environmental impacts of our activities;
e conduct audits covering high environmental risk aspects;

e consult with government and the community; and

 identify cost reduction opportunities.

e Internal reporting and corporate governance

In accordance with TEMS, relevant business units report against environmental performance criteria
biannually, with a consolidated company-wide environmental performance report submitted to our
Audit Committee for executive oversight and endorsement of environment initiatives.

» Public environment reporting

In March 2001, we released our first annual Public Environment Report, which outlined key
environment programmes being undertaken by us and environment targets to be met. Ongoing
reporting on our environment performance will emphasise the progressive targets to be met to
continually improve our performance in environmental management towards a more sustainable
approach to business.

s299(f) of the Corporations Act - Environment regulation performance in relation to particular and
significant environmental legislation.

Our operations are subject to some significant environmental regulation under Commonwealth, State and
Territory law, particularly with regard to:

» theimpact of the rollout of telecommunications infrastructure;
e site contamination; and
e waste management.

We have established procedures to monitor and manage compliance with existing environmental
regulations and new regulations as they come into force.

The directors are not aware of any significant breaches of environmental regulation during the financial
year.
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Freedom of Information Act 1982 (Cwth)

This statement is made in accordance with Section 8 of the Australian Freedom of Information Act. The
Freedom of Information Act (Cwth) 1982 gives a right of access, subject to exemptions and exceptions, to
information held in documentary form by the Telstra Entity.

We are exempt from the provisions of the Freedom of Information Act in relation to documents received or
brought into existence in the course of, or for the purpose of, the carrying on of its commercial activities.

Functions

The particulars and functions of the Telstra Entity are set out in detail in this report. From time to time the
Telstra Entity may make decisions regarding the supply of telecommunications services and matters
incidental, ancillary or complementary to the supply of telecommunications services that may affect
members of the public.

Organisation
An outline of our organisation is given under “Information on the Company - Organisational structure”.
Consultative arrangements

Consultative arrangements exist between us, a number of user groups for specific products, as well as awide
range of groups including:

* our Consumer Consultative Council (residential customers);

e our Small Enterprise Consultative Council (small business customers);
* National Farmers Federation (rural and regional customers); and

e Australian Telecommunications Users Group (business and general).

Categories of documents

We produce and/or retain numerous documents, including documents that are available to the public free
of charge.

Documents available to the public free of charge include the material terms and conditions of our standard
form of agreement with customersinsofar as it relates to a customer’s commercial relationship with Telstra,
product and service brochures and our Annual Report. These and certain other categories of documents are
available from telstra.com®.

The categories of documents that we produce and/or retain relate to the provision of telephone lines to
homes and businesses, the provision of local, long distance and international telephone calls, and provision
of mobile, data, internet and on-line services. There are also documents relating to wholesale services
provided to other carriers and carriage service providers.

These categories include:

e customer services and products;

» network planning, installation and performance;
e tenders and agreements;

» financial management;

e employee records; and

e administrative records.
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Freedom of information requests

Initial enquiries concerning requests for access to documents or amendment of personal records under the
Freedom of Information Act 1982, may be directed to:

Telstra’s Freedom of Information Unit
Locked Bag 5691
Melbourne 8100

or:

Telstra Corporation Limited
242 Exhibition Street
Melbourne Vic 3000

Telephone enquiries should be directed to the Freedom of Information Manager on (03) 9632 3376.
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2.5G: technology designed to expand the bandwidth and data handling capacity of existing mobile
telephony systems such as GPRS

ACA: Australian Communications Authority
ACCC: Australian Competition and Consumer Commission

Access line: a fixed or wireless local access connection between a customer’s premises and a carrier’s local
switch

ACIF: Australian Communications Industry Forum

ADSL (Asymmetric Digital Subscriber Line): a compression technology that allows combinations of services
includingvoice, data and one-way, fullmotion video to be delivered over existing copper feeder, distribution
and subscriber lines

ARPANSA (Australian Radiation Protection and Nuclear Safety Agency): a Commonwealth Government
agency responsible for protecting the health and safety of people, and the environment, from the harmful
effects of radiation

ATM (Asynchronous Transfer Mode): a high bandwidth, low delay technology for transmitting voice, data
and video signals

Bandwidth: the capacity of a communication link
Broadband network: a network to support pay television and on-line services
CDMA (Code Division Multiple Access): a mobile telephone system based on digital transmission

CSP (carriage service provider): a person that supplies a telecommunications service to the public using
Carrier network infrastructure

Carrier: alicensed owner of certain specified transmission infrastructure that is used to supply
telecommunications carriage services to the public; any person holding a carrier licence

Churn (where expressed as a rate): the rate at which subscribers to a service disconnect from the service.
Churn is usually expressed as total disconnects for a period divided by the average number of customers for
that period

Churn (where expressed as an activity): the transfer of a customer’s telecommunications’ service from one
supplier to another. In the case of a transfer involving a resale arrangement, no disconnection occurs and a
churnrelates to a change in the legal entity responsible for a telecommunications service or account

Communications Minister: the Commonwealth Minister for Communications, Information Technology and
the Arts

Commonwealth: Commonwealth of Australia
CSG: Customer service guarantee
DDS: digital data service

DMO (Data Mode of Operation): refers to our programme to consolidate multiple data and internet based
networks into a single network so that we may meet the forecast customer driven growth in data and
internet products at reduced cost
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Declared Services: a particular telecommunications service, or other service that facilitates the supply of
services, that is subject to the regulated access regime. The ACCC has the responsibility for determining
declared services, based on public inquiries or the recommendation of the TAF

e-commerce: e-commerce includes buying and selling electronically over a network
EME: electromagnetic energy
ESD: ecologically-sustainable development

ETSI: European Telecommunications Standards Institute. A body that sets European standards for
telecommunications services

Framerelay: a packet switching technology for voice, data and video signals which uses packets of varying
length, or frames. Frame relay can be used with any data protocol

Government: the Government of the Commonwealth of Australia
GSM (Global System for Mobile Communications): a mobile telephone system based on digital transmission.

GPRS (General Packet Radio Service): a service that will allow compatible mobile phones and mobile data
devices to access internet and other data networks on a packet basis. The devices can remain connected to
the net and send or receive data information, and e-mail at any time

HFC: hybrid-fibre coaxial

HSCSD: high speed circuit switched data

IN: intelligent network

INP: inbound number portability

IP: internet protocol

IP-VPN: internet protocol virtual private network

ISDN (Integrated Services Digital Network): a digital service providing switched and dedicated integrated
access to voice, data and video

ISP (Internet Service Providers): an internet service provider provides the link between an end user and the
internet, usually by means of a dial-up service. An ISP is also likely to provide help desk, web hosting and e-
mail services to the end user. An ISP may connect to the internet via their own backbone or via services
acquired from an internet access provider

Intranet: a private network which uses internet software and standards

LAN (local area network): a short distance data communications network used to link computers and other
equipment

Local Exchange: provides the point of connection for access lines to the telecommunications network and
switches originating and terminating traffic to these access lines (customers)

NGCR: Next Generation Cost Reduction

Number portability: the ability of end users to keep their telephone number when they change their
telephone service provider.

PABX (Private Automated Branch Exchange): telephone equipment on a customer’s premises seen as
terminal equipment on the public network
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Preselection: the ability of a customer to choose a service provider. Preselection is on a “permanent” basis
when the customer selects a provider for all calls placed without an override code

PSTN (Public Switched Telephone Network): our national fixed network delivering basic and enhanced
telephone service

Reseller: non-carrier providers of telecommunications services
SDDSO: special digital data service obligation

SDN: switched data network

SIO: services in operation

SME: small and medium enterprises

SMS: short messaging service

STD®: subscriber trunk dialing (national long distance calling)
TCW: Telstra Country Wide™

Telstra: Telstra Corporation Limited and its controlled entities as a whole
Telstra Entity: Telstra Corporation Limited

Telstra®: aregistered trade mark of the Telstra Entity

Telstra Act: the Telstra Corporation Act 1991 (Cwth)

TEMS: Telstra’s Environmental Management System

TIO: Telecommunications Industry Ombudsman

TPA: Trade Practices Act

TSLRIC: total service long runincremental cost

ULL (Unconditioned Local Loop): One or more twisted copper pairs between the exchange and the network
boundary at a customer’s premises

US GAAP: generally accepted accounting principles in the United States

USO (Universal Service Obligation): obligation imposed on carriers to ensure that standard
telecommunications services are reasonably available to all persons in the universal service area

WAN: wide area network

WAP: wireless application protocol

WDM: wave division multiplexing

Wireless Local Loops: low power, multi-directional radio systems to supply access to customers

xDSL: term used to describe various forms of digital subscriber line technologies that can provide very high
speed service using existing copper lines
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2001 2000 1999 1998 1997

A$m A$m A$m A$m A$m
Salesrevenue-usual. . . ... ... ... . . ... .. .. . 19,458 18,609 17,571 16,703 15,430
Totalrevenue . . . ... ... . ... 23,086 20,581 18,220 17,288 15,983
EBITDA 9,834 8,563 8,351 7,375 4,793
EBIT? . 6,963 5,917 5,849 5,053 2,406
Profitbeforetax. . . . . ... ... . .. .. . ... 6,297 5,349 5,320 4,468 2,073
Net profit after minorities. . . . ... ... ... ... ... ... 4,058 3,677 3,486 3,004 1,617
Dividend . . . . . .o 2,445 2,316 4,247 1,802 4,146
Totalassets. . . . ... ... . ... 37,473 30,339 27,682 26,470 25,858
Grossdebt . . ... ... 13,990 9,821 7,211 7,722 7,981
Netdebt. . . . . oot 10,630 8,531 5,769 6,458 7,036
Shareholders’ equity. . . ... 13,722 11,602 10,294 11,079 9,938
Operatingcashflow. . . ... ... ... ... ... .. ... . ... . 6,599 6,547 6,574 5,635 5,254
Cashusedininvesting. . .. ......... ... .. ... ..... (6,370) (4,896) (4,064) (3,609) (4,171)
Cashusedinfinancing. . . . ........ . ... .. ... . ..... 9% (1,881) (2,484) (1,808) (1,572)
Net movementincash. . ... ....................... 323 (230) 26 218 (489)
Capital expenditure & investments (including interest) . . ... .. 7,712 5,428 4,478 3,973 4,504
Financial Ratios % % % %
Returnonaverageassets . . . ................. .. .... 21.9 21.2 22.7 20.1 10.1
Return on average equitgm ........................ 32.7 33.7 29.9 28.7 12.7
Interest cover (times). . . .. ... .. ... . ... L 9.0 8.5 9.4 7.6 5.5
Gross debt to capitalisation®® L. 50.5 45.8 36.9 411 44.5
Net debt to capitalisation®® .. .. ... ... ... L. 43.7 42.4 31.8 36.8 41.5

@ Operating profit before interest received|receivable, interest expense (borrowing costs), 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 directly relate
to all financial aspects of the operations of the company. EBITDA before abnormals is not a measure of operating income, operating performance
or liquidity under Australian GAAP or US GAAP. Other companies may calculate EBITDA in a different manner to us.

@ EBITDA less depreciation and amortisation.

() Excludes the effect of the special dividend of A$2,059 million provided for in the financial statements as at 30 June 1999.

*) Basedon gross debt (total current and non current borrowings) as a percentage of gross debt plus shareholders’ equity.

(®)  Based on net debt (gross debt less interest bearing assets and loans to employees) as a percentage of net debt plus shareholders’ equity.
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Incorporated in the Australian
Capital Territory

Telstra is listed on Stock Exchanges in
Australia, New Zealand (Wellington),
and USA (New York)

Registered Office
Level 41, 242 Exhibition Street
Melbourne Victoria 3000 Australia

Douglas Gration
Company Secretary
Ph: +61(3) 9634 6400

Financial Calendar 2002

Half-year result announced

Wednesday 6 March 2002

Ex-dividend share trading starts

Monday 18 March 2002

Record date for interim dividend

Friday 22 March 2002

Interim dividend paid

Monday 29 April 2002

Annual result announced

Wednesday 28 August 2002

Ex-dividend share trading starts

Monday 16 September 2002

Record date for final dividend

Friday 20 September 2002

Final dividend paid

Monday 28 October 2002

Annual General Meeting

Friday 15 November 2002

Note: Timing of events can be subject to change

Principal Australian Offices
242 Exhibition Street
Melbourne Victoria 3000 Australia

231 Elizabeth Street Sydney
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Investor Relations Unit
Level 36, 242 Exhibition Street
Melbourne Victoria 3000 Australia

Wayne Treeby
General Manager
Ph: +61(3) 9634 8632

The Telstra Share Registrar
ASX Perpetual Registrars Limited

Annual Report Hotline

To receive further copies of the Annual Review
or copies of the detailed Annual Report,
please call FREECALL™ 1800 06 06 08*

Website

This review and the Annual Report
may also be found via Telstra’s Investor
Relations home page at:
http://www.telstra.com.au/investor/

Depositary for American Depositary Receipts
The Bank of New York

101 Barclay Street - 22 W

New York, New York 10286

Ph: +1(212) 815 5838

PO Box 14300 MELBOURNE CITY MC Victoria 8001 Facsimile: +1(212) 571 3050

Australia: FREECALL™ 1800 06 06 08*
All other: +61(3) 9615 9999
Facsimile: +61(3) 9615 9911

*A free call from fixed phones.
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