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Dear Sir or Madam
Telstra Corporation Limited Financial Results for the year ended 30 June 2012
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Appendix 4E (rule 4.3A)
Preliminary final report
30 June 2012
Telstra Corporation Limited ABN 33 051 775 556
Results for announcement to the market
Year ended 30 June

2012 201 Move- Move-
ment ment
$m $m $m %
Revenue (excluding finance income). . . . . . . . . ... L Lo 25,368 25,093 275 1.1%
Otherincome. . . . . . . . . . e 135 211 (76) (36.0%)
25,503 25,304 199 0.8%
Financeincome . . . . . . . . . .. 134 127 7 5.5%
Profit for the year attributable to equity holders of Telstra Entity . . . . . . . . . . .. 3,405 3,231 174 5.4%
Profit from ordinary activities after tax attributable to equity holders of Telstra Entity . 3,405 3,231 174 5.4%

Dividend information Franked
Amount amount

per share per share

(cents) (cents)

Interim dividend pershare . . . . . . . .. ..o 14.0 14.0
Final dividend pershare . . . . . . . . . . . . ..o Lo 14.0 14.0
Total dividends per share fortheyear. . . . . . . . .. ... ... ........ 28.0 28.0

Final dividend dates
Recorddate . . . . . . . . . . ... 24 August 2012
Paymentdate. . . . . . . . . ... 21 September 2012

Year ended 30 June

2012 201
cents cents
Net tangible assets persecurity . . . . . . . . . . ... L Lo 32.6 35.8

Net tangible assets are defined as the net assets of the Telstra Group less intangible assets and non-controlling interests. The number of
Telstra shares on issue for fiscal 2012 and 2011 was 12,443 million.

The decrease in net tangible assets per security is due to the net tangible assets of the Telstra Group decreasing from $4,447 million at 30
June 2011 to $4,059 million at 30 June 2012. The decrease of $388 million resulted mainly from a $626 million increase in the defined
benefit liability (due to an actuarial loss of $752 million), partly offset by a $623 million decrease in deferred tax liability and a $771 million
decline in property, plant and equipment (adjusted for the movement in assets held for sale) as ongoing depreciation and retirements
exceed the levels of additions.

Additional Appendix 4E disclosure requirements can be found in the notes in our financial statements and the Financial Highlights lodged
with this document.

This report is based on the consolidated financial statements which have been audited by Ernst & Young.
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Directors’ Report

In accordance with a resolution of the Board, the
Directors present their report on the consolidated entity
(Telstra Group) consisting of Telstra Corporation Limited
and the entities it controlled at the end of, or during the
year ended, 30 June 2012. Financial comparisons used
in this report are of results for the year ended 30 June
2012 compared with the year ended 30 June 2011.

The historical financial information included in this
Directors’ Report that has been extracted from the
Annual Report accompanying this Directors’ Report has
been subject to review by our Auditors.

Principal activity

Our principal activity during the financial year was to
provide telecommunications and information services for
domestic and international customers. There has been
no significant change in the nature of this activity during
the year.

Strategy Update

Telstra continues to implement its strategy to improve
customer satisfaction, increase our customer base,
simplify the business and invest in new growth
businesses. The strategic initiatives commenced almost
two years ago continue to deliver financial benefits with
growth in revenue, earnings before interest, tax,
depreciation and amortisation (EBITDA), net profit and
strong growth in the number of customers.

Customer satisfaction

TIO level 1 complaints relating to Telstra reduced by
26% and consumer call volumes by 21%. Customer
service improvements introduced over the last year
include a new consumer bill format, making it simpler
and clearer for customers to understand charges, the
introduction of an application which enables customers
to access their account via an Apple iPad® and
Facebook and many other operational improvements.

Growth in number of customers

Telstra’s product offers and network investments
continued to attract new customers during the year,
adding:

« 1.6 million domestic mobile customers, to a total
of 13.8 million;

« 203,000 retail fixed broadband customers, to a
total of 2.6 million;

- 336,000 customers on bundled plans, to a total
of 1.4 million;

« 475,000 Hong Kong mobile customers, to a
total of 3.5 million.

Telstra’s 4G network build accelerated during the year
and now covers approximately 40% of Australia’s
population. Customers have activated more than
375,000 4G devices since launch.

Telstra’s domestic mobile business generated more than
one third of revenue. Telstra has added more than three
million new mobile customers over the past two years.
Mobile revenue growth of 8.5% was achieved while
margins increased by three percentage points to 36%.

Growth in retail broadband partly offset declines in
wholesale revenues, which included the impact of
regulatory access determinations. Fixed line revenue
decline was steady at 6.1%.

Simplification

Telstra’s business improvement programme remained
on track and delivered benefits in fiscal 2012 of $1.1
billion, enabling reinvestment in customer service
initiatives. These benefits included improvements in
labour productivity, reduced customer call volumes and
growth in online customer interactions.

Growth opportunities

Network Application and Services (NAS) revenue grew
by 10.5% to $1,263 million, with several significant
contracts signed providing a strong foundation for 2013.
Major customers signed within the NAS portfolio
included the Department of Human Services, Australia
Post and NAB.

Across the Media portfolio, Foxtel's acquisition of Austar
was an important milestone. Sensis revenue declined by
17.7% as the move to online accelerated. Customer
response to Sensis’ digital offers improved in recent
months across metro and non-metro regions. Excluding
Sensis and advertising, digital media product revenue
increased 4.7% over the year.

In the Telstra International Group, which incorporates
Telstra’s investments in Asia, revenue grew by 7%
driven by growth in the Hong Kong mobile services
(CSL) business and global connectivity and international
NAS products (Telstra Global), as the company
benefited from integrating assets acquired from Reach.

National Broadband Network (NBN)

In March 2012, Telstra finalised the NBN agreements
with the Commonwealth and NBN Co, including ACCC
acceptance of Telstra’s Structural Separation
Undertaking, and commenced providing long term
infrastructure access under the Infrastructure Services
Agreement (ISA). Telstra recently handed over stage
one of the transit network (dark fibre and exchange rack
spaces) to NBN Co. The company continues to work
collaboratively with NBN Co on the building of its access
network. Telstra has also launched retail and wholesale
services over the NBN following successful trials in the
early release sites.

Review and results of operations

Information on the operations, financial position and
outlook for the Telstra Group is set out on pages 1 to 23
of the Financial Highlights accompanying this Directors’
Report.

Financial Outlook

Telstra expects growth to continue in fiscal year 2013
and forecasts low single digit total income and EBITDA
growth, with free cashflow between $4.75 and $5.25
billion. Telstra expects capital expenditure to be around
15% of sales over the next two years.

Guidance assumes wholesale product price stability, no
impairments to investments and excludes any proceeds
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on the sale of businesses and the cost of spectrum
purchases. The foreign exchange impairment on
TelstraClear expected on completion is also excluded.

The company expects to incur significant costs in fiscal
year 2013 for the renewal of existing spectrum and
potential licensing of new spectrum.

As announced in October 2011, it is the company’s
intention to maintain a 28 cent fully franked dividend for
fiscal 2013. This is subject to the Board’s normal
approval process for dividend declaration and there
being no unexpected material events.

Dividends, investor returns and other key ratios

Our basic earnings per share increased 5.4% from 26.1
cents per share to 27.5 cents per share in fiscal 2012.
Other relevant measures of return include the following:

- return on average assets - 16.7% (2011:
15.9%); and

- return on average equity - 28.9% (2011:
26.1%).

Return on average assets and return on average equity
are higher in fiscal 2012 primarily due to the increase in
profit.

On 9 August 2012, the Directors resolved to pay a final
fully franked dividend of 14 cents per ordinary share
($1,738 million), bringing dividends per share for fiscal
2012 to 28 cents per share. The record date for the final
dividend will be 24 August 2012 with payment being
made on 21 September 2012. Shares will trade
excluding entitlement to the dividend on 20 August
2012.

Dividends paid during the year were as follows:

Fully Total

Dividend Date Date Franked dividend
resolved| paid Dividend o

per share ($ million)

Final dividend
for the year 11 Aug | 23 Sep
ended 30 June | 2011 2011

2011

14 cents 1,738

Interim
dividend for the| 9 Feb |23 March
year ended 30 | 2012 2012

June 2012

14 cents 1,737

Significant changes in the state of affairs

There were no significant changes in the state of affairs
of our company during the financial year ended 30 June
2012.

Business strategies, likely developments and
prospects

The Directors believe, on reasonable grounds, that we
would be likely to be unreasonably prejudiced if the
Directors were to provide more information than there is
in this report, the Financial Highlights accompanying this
report or the Financial Report about:

- the business strategies, likely developments
and future prospects of our operations; or

« the expected results of those operations in the
future.

Events occurring after the end of the financial year

The Directors are not aware of any matter or
circumstance that has arisen since the end of the
financial year that, in their opinion, has significantly
affected or may significantly affect in future years,
Telstra’s operations, the results of those operations or
the state of Telstra’s affairs, other than the following:

«On 12 July 2012, we signed an agreement to
dispose of our 100% shareholding in
TelstraClear Limited and its controlled entity
(TelstraClear). In accordance with AASB 5:
“Non-current Assets Held for Sale and
Discontinued Operations” as at 30 June 2012
the carrying value of assets and liabilities of
TelstraClear have been classified as held for
sale, with the exception of cash balances which
are excluded from the sale agreement, and
measured at the lower of carrying amount and
fair value less costs to sell.

Details of Directors and executives

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

« John V Stanhope retired as an executive
Director, Chief Financial Officer and Group
Managing Director, Finance effective 30
December 2011;

+ John M Stewart retired as a non-executive
Director effective 18 October 2011;

« Timothy Y Chen was appointed as a non-
executive Director effective 1 April 2012; and

« Margaret L Seale was appointed as a non-
executive Director effective 7 May 2012.

Information about our Directors and senior executives is
provided as follows and forms part of this report:

« names of Directors and details of their
qualifications, experience, special
responsibilities and directorships of other listed
companies are given on pages 6 to 9;

«  number of Board and Committee meetings and
attendance by Directors at these meetings is
provided on page 10;

« details of Director shareholdings in Telstra are
shown on page 10; and

- details of Director and senior executive
remuneration is detailed in the Remuneration
Report on pages 12 to 31.

Company Secretary

The qualifications and experience of our Company
Secretary are detailed on page 9 and form part of this
report.

Directors’ and officers’ indemnity
Constitution

Telstra’s constitution provides for it to indemnify each
officer, to the maximum extent permitted by law, for any
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liability and legal costs incurred as an officer of Telstra
or a related body corporate.

If one of Telstra’s officers or employees is asked by
Telstra to be a Director or other officer of a company
which is not related to it, Telstra’s constitution provides
for it to indemnify the officer or employee for any liability
he or she incurs. This indemnity only applies if the
liability was incurred in the officer’s or employee’s
capacity as an officer of that other company. Telstra’s
constitution also allows it to indemnify employees and
outside officers in some circumstances. The terms
"officer”, "employee" and "outside officer" are defined in
Telstra’s constitution.

Deeds of indemnity in favour of Directors, officers and
employees

Telstra has also executed deeds of indemnity in favour
of (amongst others):

- Directors of Telstra (including past Directors);

- secretaries and executive officers of Telstra
(other than Telstra Directors) and Directors,
secretaries and executive officers of Telstra’s
wholly owned subsidiaries;

- Directors, secretaries and executive officers of
a related body corporate of Telstra (other than a
wholly owned subsidiary) while the Director,
secretary or executive officer was also an
employee of Telstra or a Director or employee
of a wholly owned subsidiary of Telstra (other
than Telstra Directors); and

- the officers listed above (other than Telstra
Directors) and certain employees of Telstra or a
related body corporate of Telstra who are
appointed as Directors of a company which is
not a related body corporate of Telstra, at the
request of Telstra.

Each of these deeds provides an indemnity as permitted
under Telstra’s constitution and the Corporations Act
2001. The term “executive officer” is defined in the
relevant deed of indemnity. The deeds in favour of
Directors of Telstra also give Directors certain rights of
access to Telstra’s books and require it to maintain
insurance cover for the Directors.

Additionally, Telstra has executed an indemnity in favour
of employees (including officers other than Directors) in
respect of certain liabilities incurred in the formulation,
entering into or carrying out, of a Telstra Sale Scheme
(as defined in the Telstra Corporation Act 1991 (Cwilth)).
This indemnity is provided as permitted under Telstra’s
constitution and the Corporations Act 2001. Although all
Telstra Sale Schemes conducted by the Commonwealth
Government have been completed, the indemnity will
remain in place while it is possible for claims to arise
under a Telstra Sale Scheme.

Telstra has also executed a deed of indemnity in favour
of certain employees (including certain officers), in
respect of liabilities and legal costs which may be
incurred as part of the NBN transaction. The indemnity
is to the maximum extent permitted by law and is subject
to the employee performing his or her duties such as
acting in good faith and complying with all applicable
laws.

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 officers and certain employees
of Telstra and its subsidiaries. Telstra has paid the
premium for the policy. The Directors' and officers'
insurance policy prohibits disclosure of the premium
payable under the policy and the nature of the liabilities
insured.

Environmental regulation and performance

Telstra’s operations are subject to significant
environmental regulation under Commonwealth, State
and Territory law, particularly with regard to:

- the impact of the installation and maintenance
of telecommunications infrastructure;

- energy and water efficiency;

« reporting of a range of environmental matters
including energy use and greenhouse gas
emissions;

«  packaging of products;

- procurement of services;

+  site contamination and pollution; and

« waste management.

Telstra is subject to the Energy Efficiency Opportunities
Act 2006 (Cwilth). Telstra registered on 31 March 2007
and has submitted annual public and bi-annual
government reports to the Department of Resource
Energy and Tourism, meeting all legislative
requirements. Telstra completed its first 5 year cycle in
2011 and will transition into the second 5 year cycle with
the Assessment and Reporting Schedule due by 31
December 2012.

Telstra is required to report on its greenhouse gas
emissions, energy consumption and energy production
under the National Greenhouse and Energy Reporting
Act 2007 (Cwlth). Telstra registered by 31 August 2009
and has reported to the Department of Climate Change
and Energy Efficiency annually. The next report is due
on 31 October 2012.

Telstra has well established procedures to monitor and
manage compliance with existing environmental
regulations and new regulations as they come into force.
Telstra has not been fined or prosecuted for, or
convicted of, any significant breaches of environmental
regulation during the financial year.

The Australian Government's Clean Energy Legislation
introduced a carbon pricing mechanism from 1 July
2012. The carbon pricing mechanism requires
companies with operations that emit greenhouse gas
emissions above a certain threshold to purchase carbon
emissions permits, at an initial price of $23 for each
tonne of carbon dioxide equivalent greenhouse gas they
emit. Telstra is not directly liable to purchase emission
permits, but the position will continue to be monitored.
Telstra will, however, experience an indirect cost impact
as a result of the impacts on electricity prices, and may
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experience other cost impacts associated with the
Telstra supply chain.

Non-audit services

During fiscal 2012, Telstra’s auditor Ernst & Young has
been employed on assignments additional to its
statutory audit duties. Details of the amounts paid or
payable to Ernst & Young for audit and non-audit
services provided during the year are detailed in note 8
to the financial statements.

The Directors are satisfied that the provision of non-
audit services during fiscal 2012 is compatible with the
general standard of independence for auditors imposed
by the Corporations Act 2001 (the Act), and that the
nature and scope of each type of non-audit service
provided did not compromise the auditor independence
requirements of the Act for the following reasons:

» all recurring audit engagements are approved
by the Audit Committee each year through the
Audit Committee’s approval of the annual audit
plan;

- additional audit and non-audit services up to
$100,000 require approval from the Chief
Financial Officer which is communicated to the
Audit Committee at the next meeting;

- additional audit and non-audit services between
$100,000 and $250,000 require approval from
the Chairman of the Audit Committee and
services greater than $250,000 require approval
from the Audit Committee;

- where the nature or scope of an external
engagement changes such that the prior
approval obtained is insufficient, subsequent
approval of the revised engagement must be
obtained. The same approval levels noted
above apply;

- all additional engagements approved as per the
above points are reported to the Audit
Committee at the next meeting;

- fees earned from non-audit work undertaken by
Ernst & Young are capped at 1.0 times the total
audit fee; and

- the provision of non-audit services by Ernst &
Young is monitored by the Audit Committee via
quarterly reports to the Audit Committee.

Ernst & Young is specifically prohibited from performing
any of the following services:

- bookkeeping services and other services
related to preparing our accounting records or
financial statements;

- financial information system design and
implementation services;

« operation or supervision of IT systems;

- appraisal or valuation services, fairness
opinions, or contribution in kind reports;

- actuarial services;
« internal audit services;

« management or human resources functions
including the provision of advice and

benchmarking services in relation to executive
remuneration;

«  temporary staff assignments;
«  broker or dealer, investment advisor, or
investment banking services;

« legal services or expert services unrelated to
the audit;

- tax planning and strategy services; and
«  receiver/liquidation services.

A copy of the auditors’ independence declaration is set
out on page 11 and forms part of this report.

Rounding of amounts

The Telstra Entity is a company of the kind referred to in
the Australian Securities and Investments Commission
Class Order 98/100, dated 10 July 1998 and issued
pursuant to section 341(1) of the Corporations Act 2001.
As a result, amounts in this report and the
accompanying financial report have been rounded to the
nearest million dollars ($m), except where otherwise
indicated.

This report is made on 9 August 2012 in accordance
with a resolution of the Directors.

C s 7(@»/}-;-97@'-‘1

Catherine B Livingstone AO
Chairman

9 August 2012
" Dasiol( |

David | Thodey
Chief Executive Officer and Executive Director
9 August 2012
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Directors’ profiles
As at 9 August 2012, our Directors were as follows:

. initi Year last re-

Name Age Position Zgzr()?r:tlrzgftl elected ®
Catherine B Livingstone. . ... ... 56 Chairman, Non-executive Director 2000 2011
David | Thodey . ............. 58 Chief Executive Officer, Executive Director 2009 -
TimothyYChen............. 56 Non-executive Director 2012 -
Geoffrey A Cousins. . ......... 69 Non-executive Director 2006 2009
Russell AHiggins . ........... 62 Non-executive Director 2009 -
JohnP Mullen. .............. 57 Non-executive Director 2008 2011
Nora L Scheinkestel .. ........ 52 Non-executive Director 2010 -
MargaretLSeale .. ............ 51 Non-executive Director 2012 -
John W Stocker. . ............ 67 Non-executive Director 1996 2009
Steven MVamos. ............ 54 Non-executive Director 2009 -
JohnD Zeglis................ 65 Non-executive Director 2006 2009

@ Other than the CEO, directors may not hold office for more than three years or beyond the third annual general meeting (AGM) following their appointment
(whichever is the later) without re-election. A Director appointed to fill a casual vacancy must stand for election at the next AGM.

A brief biography for each of the Directors as at 9
August 2012 is presented below:

Catherine B Livingstone — AO, BA (Hons), Hon DSc
(Murdoch), Hon DBus (Macquarie), FCA, FTSE, FAICD

Ms Livingstone joined Telstra as a non-executive
Director in November 2000 and was appointed as
Chairman in May 2009. She is the Chairman of the
Nomination Committee and a member of the
Remuneration, Audit and Technology Committees. She
was a member of the NBN Due Diligence Committee
whilst it was operative.

Experience:

Ms Livingstone is a Chartered Accountant and has held
several finance and general management roles
predominantly in the medical devices sector. Ms
Livingstone was the Chief Executive of Cochlear Limited
(1994 — 2000).

Directorships of other listed companies - current:

Director, Macquarie Bank Limited (2003 - ), Macquarie

Group Limited (2007 - ) and WorleyParsons Ltd (2007 - ).

Directorships of listed companies - past three years:
Nil
Other:

Current: Member, New South Wales Innovation Council
(2007 - ), President of the Australian Museum Trust
(2012 - ) and Director, The George Institute (2012 - ).

Former: Chairman, CSIRO (2001 - 2006); Chairman and
Director, Australian Business Foundation (2000 — 2005);
Director, Future Directions International Pty Ltd (2007 -
2011), Goodman Fielder Ltd (2000 — 2003), Rural Press
Limited (2000 — 2003), Macquarie Graduate School of
Management Pty Ltd (2007 - 2008) and Sydney Institute
(1998 — 2005). Previously, also Member, Department of
Accounting and Finance Advisory Board Macquarie
University, Business/Industry/Higher Education
Collaboration Committee (BIHECC), Federal

Government’s National Innovation System Review Panel
and The Royal Institution of Australia Council.

David | Thodey — BA, FAICD

Mr Thodey became Chief Executive Officer and an
executive director in May 2009.

Experience:

Mr Thodey joined Telstra in April 2001 as Group
Managing Director of Telstra Mobiles. He was appointed
to the position of Group Managing Director Telstra
Enterprise and Government in December 2002 and was
responsible for the company's corporate, government
and large business customers in Australia, TelstraClear
in New Zealand and Telstra's International sales
division. Before joining Telstra, Mr Thodey was Chief
Executive Officer of IBM Australia/New Zealand and
previously held several senior executive positions in
marketing and sales with IBM across Asia Pacific. He
holds a Bachelor of Arts in Anthropology and English
from Victoria University in New Zealand. Mr Thodey
attended the Kellogg Post-Graduate School General
Management Program at Northwestern University in
Chicago.

Directorships of other listed companies - current:
Nil

Directorships of listed companies - past three years:
Nil

Other:

Current: Nil

Former: Chairman, TelstraClear New Zealand (2003 —
2009) and Chairman, Basketball Australia (2008 - 2010).

Timothy Y Chen - BSc (Applied Mathematics), MSc
(Computer Science, Mathematics), MBA

Mr Chen joined the Telstra Board as a non-executive
Director in April 2012. He is also a member of the Audit
Committee.
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Experience:

Mr Chen has over 20 years experience as a technology
executive with major global firms in China and the
United States. He is currently a Beijing based partner
with private equity firm GL Capital Group.

Previously, he was Chief Executive Officer for the
National Basketball Association China from 2007 to
2010. Mr Chen was Corporate Vice President of
Microsoft and CEO of the Greater China region from
2003 to 2007. From 2001 to 2003, he was Corporate
Vice President of Motorola Inc as well as Chairman and
President of Motorola (China) Electronics. Prior to 2001,
Mr Chen was CEO of 21 CN Cybernet, a listed company
in Hong Kong and also spent 8 years in China, also with
Motorola, including serving as general manager
responsible for marketing and sales operations for the
Greater China Cellular Infrastructure Division. Before
that, Mr Chen spent 9 years at AT&T Bell Laboratories
in the United States.

Directorships of Other Listed Companies — current:
Sinopac Financial Holdings Co. Ltd, Taiwan (2008 - ), E-
Link Holdings Inc., Taiwan (2011 - ), Longmaster
Information and Technology Co. Ltd, PRC (2011 - ).

Directorships of Listed Companies - past three
years:

Nil
Other:
Current: Director, E-silicon Corporation, USA (2011-).

Former: Chief Executive Officer, 21 CN Cybernet (2000
—2001); Corporate Vice President, Motorola, China
President and Chairman of Motorola China Electronics
Ltd (2001 - 2003); Corporate Vice President, Microsoft,
CEO of Greater China Region (2003 - 2007) and Chief
Executive Officer, NBA China (2007 - 2010); Director
LS| Corporation, USA (2006 - 2008).

Geoffrey A Cousins

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

Experience:

Mr Cousins has more than 26 years experience as a
company director. Mr Cousins was previously the
Chairman of George Patterson Australia and is a former
Director of Publishing and Broadcasting Limited, the
Seven Network, Hoyts Cinemas group and NM
Rothschild & Sons Limited. He was the first Chief
Executive of Optus Vision and before that held a number
of executive positions at George Patterson, including
Chief Executive of George Patterson Australia.

Directorships of other listed companies - current:
Nil

Directorships of listed companies - past three years:
Nil

Other:

Current: Chairman, St. James Ethics Foundation (2010
-).

Former: Chairman, Cure Cancer Australia (2004 - 2007);
Director, Insurance Australia Group Ltd (2000 - 2007),
The Starlight Foundation (1988 - 1994), Museum of
Contemporary Art (1990 — 1994), Globe International
Limited (2001 - 2003), Sydney Theatre Company Ltd
(1990 — 1996), St George Foundation Ltd (1989 — 1995)
and The Smith Family (1988 — 1994); President, The
Shore Foundation Ltd (1992 — 1994).

Mr Cousins was previously a consultant to the Prime
Minister.

Russell A Higgins - AO, BEc, FAICD

Mr Higgins joined the Telstra Board as a non-executive
Director in September 2009. He is a member of the
Audit Committee. He was a member of the NBN Due
Diligence Committee whilst it was operative.

Experience:

Mr Higgins is an experienced company director who has
worked at very senior levels of both government and
private sectors. He is Chairman of the Global Carbon
Capture and Storage Institute, a global initiative to
accelerate the worldwide development of carbon capture
and storage technologies. From 2003 to 2004, he was
Chairman of the then Prime Minister's Energy Task
Force. Prior to that he was Secretary of the Department
of Industry, Science and Resources.

Directorships of other listed companies - current:

Director, APA Group (2004 - ), Ricegrowers Limited
(SunRice) (2005 - ) and Argo Investments Limited (2011

Directorships of listed companies - past three years:
Nil
Other:

Current: Chairman, Global Carbon Capture and Storage
Institute (2009 - ); Chair, CSIRO Energy Transformed
Flagship Advisory Committee (2005 - ); Director, St. James
Ethics Foundation (2010 - ).

Former: Chairman, Snowy Hydro-Electric Scheme (1992
- 1997), CRC for Coal in Sustainable Development
(2004 - 2008), APEC Energy Working Group (1993 -
1997); Director, Australian Biodiesel Group (2006 -
2007), Export Finance and Insurance Corporation (1997
- 2002), CSIRO (1997 - 2002), Austrade (1997 - 2002),
Australian Tourist Commission (1997 - 2002) and
Australian Sports Commission (1997 - 2002).

John P Mullen

Mr Mullen joined Telstra as a non-executive Director in
July 2008. He is the Chairman of the Remuneration
Committee and a member of the Nomination Committee.
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Experience:

Mr Mullen has worked for over two decades in a
multitude of senior positions with different multinationals.
His corporate experience includes 10 years with the
TNT Group, with two years as its Chief Operating
Officer. From 1991 to 1994, he held the position of Chief
Executive Officer of TNT Express Worldwide, based in
the Netherlands. Mr Mullen joined Deutsche Post World
Net (DPWN) as an Advisor in 1994, becoming Chief
Executive Officer of DHL Express Asia Pacific in 2002
and Joint Chief Executive Officer, DHL Express in 2005.
From 2006 to 2009, Mr Mullen was Global Chief
Executive Officer, DHL Express. Mr Mullen was
appointed in 2011 as the Managing Director and Chief
Executive Officer of Asciano Ltd.

Directorships of other listed companies - current:
Director, Asciano Ltd (2011 - ).

Directorships of listed companies - past three years:

Director, Brambles Limited (2009 - 2011), MAp Airports
Limited (2010 - 2011), Deutsche Post World Net, Board
of Management, Germany (2005 - 2009) and Embarq
Corporation USA (2006 - 2009).

Other:

Current: Member, Australian Graduate School of
Management (2005 -).

Former: Chairman, National Foreign Trade Council
(Washington DC) (2008 - 2010); Director, International
Swimming Hall of Fame (USA) (2005 — 2008).

Nora L Scheinkestel - LLB(Hons), PhD, FAICD

Dr Scheinkestel joined Telstra as a non-executive
Director in August 2010. She is Chairman of the Audit
Committee and was Chairman of the NBN Due
Diligence Committee whilst it was operative.

Experience:

Dr Nora Scheinkestel is an experienced company
director having served in a wide range of industry
sectors and in the public, government and private
spheres. Dr Scheinkestel is also an Associate Professor
at the Melbourne Business School at Melbourne
University and a member of the Takeovers Panel. Dr
Scheinkestel's executive background is as a senior
banking executive in international and project financing,
responsible for the development and financing of major
projects in Australasia and South East Asia. Her current
consulting practice assists government, corporate and
institutional clients in areas such as corporate
governance, strategy and finance. In 2003, Dr
Scheinkestel was awarded a centenary medal for
services to Australian society in business leadership.

Directorships of other listed companies - current:

Director, AMP Limited (2003 - ), Orica Limited (2006 - )
and Pacific Brands Limited (2009 - ).

Directorships of listed companies - past three years:
Director, PaperlinX Ltd (2000 - 2009).

Other:

Current: Director, AMP Capital Holdings Limited (2005
- ).

Former: Chairman, South East Water Limited (2002 -
2005) and Energy21 and Stratus Networks Gas Group
(1997 - 1999); Director, IOOF Funds Management (1998
- 2001), Medical Benefits Fund of Australia Ltd (1997 -
2001), Hydro Tasmania (2001 - 2004), City West Water
Ltd (1995 - 2002), Docklands Authority (1998 - 2003),
Newcrest Mining Limited (2000 - 2007), Mayne Pharma
Limited (2005 - 2007), Mayne Group Limited (2005),
North Limited (1996 - 2000), AMP Capital Investors
Limited (2004 — 2011) and AMP Bank Limited (2006 —
2012).

Margaret L Seale - BA, GAICD

Ms Seale joined the Telstra Board as a non-executive
Director in May 2012.

Experience:

Ms Seale has over 20 years experience in senior
executive roles in Australia and overseas. She is
currently the Managing Director of Random House,
Australia and NZ and President, Asia Development for
Random House Inc, the global company.

Previously, she was Chief Executive Officer for The
Macquarie Dictionary and Lansdowne Publishing from
1997-1999. Ms Seale was the Chief Executive Officer
for the Juvenile Diabetes Research Foundation from
1994 to 1997.

Directorships of Other Listed Companies — current:
Nil

Directorships of Listed Companies - past three
years:

Nil
Other:
Current: Director, Sydney Writers Festival (2011 - )..

Former: Director, then Vice President, Australian
Publishers Association (2004 - 2012); Trustee,
Powerhouse Museum (2004 - 2011) and Chair,
Scholarship Committee, Chief Executive Women (2011-
2012).

John W Stocker - AO, MB BS, BMedSc, PhD, FRACP,
FTSE

Dr Stocker joined Telstra as a non-executive Director in
October 1996. He is a member of the Audit and
Technology Committees, and served as Chairman of the
Audit Committee from December 2001 until June 2012.
He was a member of the NBN Due Diligence Committee
whilst it was operative.

Experience:

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

Chairman, Sigma Pharmaceuticals Ltd (2005 - 2010)
and Director, Nufarm Limited (1998 — 2011).

Other:

Current: Principal, Foursight Associates Pty Ltd (1996
-).

Former: Chairman, Grape and Wine Research and
Development Corporation (1997 — 2004), Sigma
Company Ltd (1998 - 2005), CSIRO (2007 - 2010) and
The Australian Wine Research Institute Ltd (2009 -
2010); Director, Cambridge Antibody Technology Group
plc (1995 - 2006), Circadian Technologies Ltd (1996 -
2008).

Steven M Vamos - BEng (Hons)

Mr Vamos joined the Telstra Board as a non-executive
Director in September 2009. He is also a member of the
Remuneration and Nomination Committees.

Experience:

Mr Vamos has over 30 years experience in the
information technology, internet and online industry. He
led Microsoft Australia and New Zealand from 2003 to
January 2007 before moving to the United States to
become the company’s online business head of
worldwide Sales and International Operations.
Previously, he was Chief Executive Officer of ninemsn.
Mr Vamos also worked for Apple Computer in the 1990s
after spending 14 years in senior management roles at
IBM Australia. He is the founding President of the
Society for Knowledge Economics (SKE), a not-for-profit
think tank that encourages new and better practices in
leadership and management.

Directorships of other listed companies - current:
Director, David Jones (2012 -).

Directorships of listed companies — past three
years:

Nil

Other:

Current: President, Society for Knowledge Economics
(2005 - ); Director, eGeneration Investments Pty Limited
(1999 - ), Medibank Private Limited (2011 - ), Australian

Health Management Group Pty Limited (2011 - ) and
BDB Soti Pty Ltd (2012 - ).

Former: Chief Executive Officer, ninemsn (1998 — 2002);
Vice President, Australia and New Zealand, Microsoft
(2003 - 2007).

John D Zeglis - BSc Finance, JD Law

Mr Zeglis joined Telstra as a non-executive Director in
May 2006. He is Chairman of the Technology
Committee.

Experience:

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

General Counsel of AT&T from 1986 - 1998. His
qualifications include a BSc in Finance from the
University of lllinois, and a JD in Law from Harvard.

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

Directorships of other listed companies - current:
Director, Helmerich & Payne Corporation (1989 - ).
Directorships of listed companies - past three years:
Nil

Other:

Current: Director, The Duchossois Group (including
AMX) (2011 - ) and State Farm Automobile Insurance
(2004 -).

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

Former Directors

Brief biographies of the former directors are presented
below:

John V Stanhope

Mr Stanhope joined Telstra in 1967. He was appointed
as an executive Director on 8 May 2009. He was
appointed to the role of Chief Financial Officer (CFO)
and Group Managing Director, Finance and
Administration in October 2003. Mr Stanhope ceased
as executive Director, Chief Financial Officer and Group
Managing Director, Finance on 30 December 2011.

John M Stewart

Mr Stewart joined Telstra as a non-executive Director in
April 2008. He was a member of the Audit Committee.
Mr Stewart ceased as director on 18 October 2011.

Company Secretary
Damien Coleman - BEc, LLB (Hons)

Mr Coleman was appointed Company Secretary of
Telstra Corporation Limited effective 1 January 2012.

Mr Coleman joined Telstra in 1998 and has served in
senior legal roles across the company including Sensis,
Mergers & Acquisitions, Telstra Operations and, most
recently, as General Counsel, Finance and
Administration, Office of the Company Secretary and
NBN. In that role he has been responsible for Telstra’s
continuous disclosure compliance, all legal aspects of
the Annual Report preparation and Annual General
Meeting, as well as annual financial results
announcements. Mr Coleman also played a key role in
the negotiation of the Definitive Agreements for Telstra’s
participation in the rollout of the National Broadband
Network. Before joining Telstra, Mr Coleman was a
senior lawyer at a leading Australian law firm. He holds
a Bachelor of Laws (Hons) and a Bachelor of Economics
from the Australian National University.
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Directors’ Report

Directors’ meetings

Each Director attended the following Board and committee meetings during the year as a member of the Board or

relevant committee:

Board Committees (")
Remuner-
Audit Nomination ation Technology NBN DDC @
a b a a b a b a b a b
C B Livingstone .......... 15 15 6 4 4 5 5 3 3 17 17
Dl Thodey ................. 15 15 - - - - - - - - -
J V Stanhope®........... 10 10 - - - - - - - 15 15
TY Chen® ....ccoeee 3 3 2 - - - - - - - -
G A Cousins............... 15 14 - 4 4 5 5 - - - -
R A Higgins ................ 15 15 6 - - - - - - 17 17
JP Mullen................. 15 14 - 4 3 5 5 - - - -
N L Scheinkestel®...... 15 15 6 - - - - - - 17 17
ML Seale®................ 2 2 - - - - - - - - -
J M Stewart® ............. 6 6 2 - - - - - - - -
JW Stocker®............. 15 15 6 - - - - 3 3 17 17
S M Vamos ................ 15 15 - 4 4 5 5 - - - -
J D Zeglis ...covvvverennnnnn 15 15 - - - - - 3 3 - -

Column a: number of meetings held while a member.
Column b: number of meetings attended.

(1) Committee meetings are open to all non-executive Directors to attend in an ex officio capacity.

(2) Appointed as Audit Committee Chairman effective 14 June 2012.

(3) Retired as Audit Committee Chairman and continuing as Audit Committee member effective 14 June 2012.

(4) The NBN Due Diligence Committee which ceased operation on 7 March 2012.

(5) Retired effective 30 December 2011.

(6) Retired effective 18 October 2011.

(7) Appointed as non-executive Director effective 1 April 2012.
(8) Appointed as non-executive Director effective 7 May 2012.
Director shareholdings in Telstra

As at 9 August 2012:
Directors

Catherine B Livingstone
David | Thodey...................
Timothy Y Chen.................
Geoffrey A Cousins............
Russell A Higgins...............

John P Mullen ...
Nora L Scheinkestel..........ccocccviiiiiiiiiiiciiiieeeee
MargaretL Seale...........ccoooiiiii
JohnN W STOCKET .....ccoeiiiiiieeeceeceeee e
Steven MVamos .........ccueiiiiiiiiiiieeeeee e
JONN D ZegliS.....oovveeiiiiiiiiiieeeeeceee e

Number of
shares held®

140,000
785,717
31,765
88,404
26,159
57,100
30,000
181,728
40,000
103,993

(1)  Shares in which the director does not have a relevant interest, including shares held by the directors’ related parties (including relatives), are excluded.
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GPO Box 67 Melbourne VIC 3001

Tel: +61 3 9288 8000
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Auditor’s Independence Declaration to the Directors of Telstra Corporation Limited

In relation to our audit of the financial report of Telstra Corporation Limited for the financial year ended 30 June 2012,
to the best of my knowledge and belief, there have been no contraventions of the auditor independence requirements
of the Corporations Act 2001 or any applicable code of professional conduct.

émw/(kmv

Ernst & Young

SJ Ferguson
Partner

Melbourne, Australia
9 August 2012
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Remuneration Report

Dear Shareholder,

Telstra is pleased to present its remuneration report for FY 2012, which we believe again demonstrates that executive
remuneration in Telstra is closely aligned to the company’s performance and to the interests of its shareholders.

The Telstra Board has ensured that senior executive remuneration at Telstra reflects our financial and customer
achievements, whilst at the same time enabling us to attract and keep global senior executives, thus creating sustainable
value for the company and for its shareholders.

Telstra executed its strategy with consistency in FY 2012 and delivered strong results in line with its guidance to the market.
These positive outcomes for shareholders are reflected — as they should be — in improved remuneration outcomes for the
company’s executives.

As well as full-year results showing growth in both revenue and earnings, the company finalised the NBN agreements with
NBN Co and the Commonwealth. Shareholders also saw the company’s share price increase from $2.89 to $3.69 during FY
2012, delivering a total shareholder return of 37% for the year. Furthermore, our focus on customer satisfaction and
simplifying our business can be seen in improved customer feedback.

While there have been no fundamental changes in remuneration structure and only modest fixed remuneration increases, as
a result of this significantly improved performance, the short term incentive payout is higher than the prior year and two of
the long term incentive plans have partially vested.

Effective governance is important and the provision of clear and concise reporting is essential to keeping you informed on
how we compensate and retain our senior executives. To this end, we have further refined our remuneration report this year
to more clearly describe remuneration strategies, and have included tables to highlight the difference between total
remuneration entitlements for the year as defined by the accounting standards and actual remuneration received, as these
differences can be confusing.

On behalf of the Board, | invite you to review the full report, and thank you for your interest.

John Mullen
Chairman, Remuneration Committee
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Remuneration Report

About this Report

This report sets out the remuneration arrangements for Directors and other Key Management Personnel (KMP) of the

Telstra Group for the year ended 30 June 2012 (FY 2012), and is prepared in accordance with section 300A of the
Corporations Act 2001. The information in this report has been audited as required by section 308(3C) of the Corporations

Act 2001.

The report is presented in five sections:

SECTION WHAT IT COVERS PAGE

1. Remuneration 11 Key Points Provides a summary of the remuneration outcomes for 14

Snapshot FY 2012.

1.2 Changes in FY 2012 Details the key remuneration changes in FY 2012. 14

1.3 Key Management Personnel Lists the names and roles of the KMP whose 14
remuneration details are disclosed in this report.

14 Actual Crystallised Pay Lists the actual crystallised pay for Senior Executives 15
in FY 2012.

1.5 Looking Forward Provides an overview of remuneration changes 15
proposed for FY 2013.

2. Setting 21 Remuneration Decisions Explains Telstra’s remuneration policy and strategy, 16
Executive and how the Board and Remuneration Committee
Remuneration make decisions, including the use of external

consultants.

2.2 Remuneration Components Shows how executive remuneration is structured to 16
support business objectives, and how it aligns with
Company performance and explains the STl and LTI
grants made in FY2012.

2.3 Putting Policy into Practice Provides examples of how we implement our policy in 18
practice, explaining the executive remuneration mix,
our shareholding and hedging policies.

3. Executive 3.1 Financial Performance Provides a breakdown of the Group’s performance, 20

Remuneration share price, and dividends over the past five years.
Outcomes
3.2 Short Term Incentive Details the STI outcomes for Senior Executives 20
Qutcomes including payments as a percentage of maximum,
achievement by KPI and comparison of payments to
the previous year.
3.3 Long Term Incentive Details the LTI outcomes for Plans with the final test 21
Outcomes point at 30 June 2012.
3.4 Senior Executive Contract Lists the key contract terms governing the employment 22
Details of Senior Executives (including termination
entittements where relevant).
4. Non-executive 4.1 Remuneration Structure Provides a detailed summary of the fee structure for 23
Director Board and Committee roles.
Remuneration
4.2 Remuneration Policy and Provides a summary on Telstra’s approach to Non- 23
Strategy executive Directors fees together with a summary of
shareholding guidelines for Non-executive Directors.
4.3 Remuneration Components Describes how Non-executive Directors can allocate 23
between their cash and superannuation components.

5. Remuneration 5.1 Remuneration Tables and Tables 5.1 to 5.7 provide the remuneration disclosures 24

tables to Glossary required by the Corporations Act 2001 and the
5.7 relevant accounting standards.
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1 Remuneration Snapshot

1.1 Key Points

Total Shareholder Return of
37.4%

Over FY 2012, Telstra’s share price increased and the company paid a 28c dividend for a
total shareholder return of 37.4%.

Chief Executive Officer
(CEO) Remuneration

The Total Fixed Remuneration (TFR) increase of 6% was effective 1 October 2011 bringing
the TFR to $2,438,000. The increase brought the TFR closer to the median for ASX 20 CEO
positions and reflected the performance of Mr Thodey.

Total Remuneration increased from $5.1m to $7.6m primarily due to higher STl and LTI
results based on stronger performance on the plan measures.

Short Term Incentive

STI payout for Senior Executives was an average of 65.6% of the maximum opportunity due

Outcomes

satisfaction.

to the achievement of financial, customer and individual performance measures, which
reflects Telstra’s strong results in line with market guidance and increased customer

Long Term Incentive
Outcomes

three year plan period.

22.1% of the FY 2009 LTI plan vested in the form of options with a $4.36 exercise price.
66% of the FY 2010 LTI Plan vested in the form of Restricted Shares subject to a further
one year restriction period. This reflects the total shareholder return increase during the year
and the achievement of the 17.1% Free Cashflow Return On Investment target over the

Non-Executive Director
Remuneration

Board and Committee fees did not change during FY 2012.

1.2 Changes during FY 2012

The overall structure and philosophy of Telstra’s approach to
remuneration has remained consistent through FY 2012.

Some minor changes have however been made to improve
the operation of Telstra’s remuneration policies:

e The Executive Share Ownership Policy requiring
Senior Executives to hold Telstra shares to the
value of 100 per cent of their fixed remuneration
has been amended. Section 2.3.4 explains the
Policy in further detail.

e Under the STI Deferral Plan, retirement no longer
results in the forfeiture of deferred shares but the
shares remain subject to the original deferral period.
This change takes effect for the portion of the FY
2012 STI payment to be deferred as shares in
September 2012. Section 2.2.2 provides further
information on the STI deferral plan.

Proposed changes to Telstra’s remuneration policy for FY
2013 are set out in section 1.5.

1.3 Key Management Personnel (KMP)

KMP comprise the Directors of the Company and Senior
Executives. The term “Senior Executives” refers to the CEO

and those executives with authority and responsibility for
planning, directing and controlling the activities of the
Company and the Group, directly or indirectly.

Key changes to the Senior Executive structure this year
included the introduction of the Chief Customer Officer role
(Gordon Ballantyne) and a new position of GMD Telstra
Media (Rick Ellis).

The Senior Executives disclosed in this Report are:

Name Most Recent KMP Position Title

David Thodey Chief Executive Officer

Gordon Ballantyne Chief Customer Officer

Rick Ellis GMD Telstra Media

Stuart Lee GMD Telstra Wholesale

Kate McKenzie GMD Telstra Innovation, Products

and Marketing

Chief Financial Officer and GMD
Finance and Strategy

Andrew Penn

Brendon Riley Chief Operations Officer

Former Senior Executives:

Bruce Akhurst Former GMD Sensis

Former Chief Financial Officer and
GMD Finance

John Stanhope
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1.4  Actual Pay and Benefits Crystallised in FY 2012 for Senior Executives employed at 30 June 2012

This table has not been prepared in accordance w ith Australian Accounting Standards. Refer to Section 5 for tables prepared in accordance w ith Australian

Accounting Standards.

Short Term $ Value of STI $Value of LTI
Fixed Incentive Deferred Shares Equity that
Remuneration Non-monetary | Sign-on bonus | payable as cash [that vested in FY| vested in FY
Name (1) benefits (2) (3) (4) 2012 (5) 2012 (6) FY 2012 Total

David Thodey 2,403,311 6,582 2,415,449 - - 4,825,342
Gordon Ballantyne 1,212,295 12,918 1,294,688 - - 2,519,901
Rick Hlis 399,249 4,641 395,556 - - 799,446
Stuart Lee 941,677 19,070 623,492 - - 1,584,239
Kate McKenzie 935,546 12,199 955,463 - - 1,903,208
Andrew Penn 466,666 3,823 591,202 - - 1,061,691
Brendon Riley 1,212,295 18,984 1,000,000 1,257,188 - - 3,488,467

(1) The sum of Salary and Fees and Superannuation as detailed in table 5.1.

(2) Includes the value of personal home security services provided by Telstra and the value of the personal use of products and services related to Telstra

employment and the value of personal travel costs. These are not paid as cash.

(3) The second and final tranche of a sign on bonus for Brendon Riley.

(4) Amount relates to the STl earned for FY 2012, which will be paid in cash in September 2012.

(5) Amount relates to the value of STl earned in prior fiscal years which has been deferred as shares and which has vested in FY 2012.

(6) Options which vested in FY 2012 relate to the FY 2008 LTI plan (that plan had a final test date of 30 June 2011, and those options became exerciseable in
August 2012) and are valued at zero as the exercise price of $4.34 is greater than Telstra's share price of $3.69 on 30 June 2012. These options will lapse if not

exercised by 30 June 2014.

Reporting remuneration values is complicated because
accounting values required by the accounting standards and
statutory requirements may not always reflect what a Senior
Executive has actually received or which has crystallised in
the year from prior periods, particularly due to the valuation
of share based payments.

As a general principle, the accounting standards require the
value of share based payments to be calculated at the time
of grant, that is, before Restricted Shares or options vest
(and even if they do not ultimately vest because the
performance hurdles are not met).

We have sought to clarify this by providing a table that
reflects the actual remuneration that our Senior Executives
have received or became entitled to in FY 2012 with full
beneficial ownership and with no further restriction during
that year. This includes fixed remuneration, STI payable as
cash for the FY 2012 STI plan, as well as any deferred STI
or LTI that has vested in the year ended 30 June 2012 with
no further restrictions.

The crystallised value of share based payments, that are
currently subject to performance conditions or a restriction
period, will be displayed in this table in future years once
those performance conditions have been satisfied or the
restriction period has expired.

15 Looking Forward

For FY 2013, the Board has approved an increase of 8.7% in
Mr Thodey’s fixed remuneration taking it to the ASX 20 CEO
market median. The new fixed remuneration of $2,650,000
will be effective 1 October 2012.

The STl and LTI potential opportunity for the CEO as a
percentage of fixed remuneration remains unchanged.

In response to feedback from shareholders and common
market practice for CEO LTI equity allocations, shareholder
approval will be sought for Mr Thodey’s FY 2013 LTI
allocation at the AGM. Details will be set out in the 2012
AGM Notice of Meeting.

We are also committed to ensuring that there is no windfall
gain or loss to Senior Executive remuneration due to the
impact of the NBN Transaction. Our approach is detailed in
section 2.3.6.

An increase in the Non-executive Director fee pool from $3m
to $3.5m will be recommended for approval by shareholders
at the AGM. Further details may be found in section 4.1 of
this report.
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2  Setting Senior Executive Remuneration and long-term performance objectives appropriate to
Telstra’s circumstances and goals.
2.1 Remuneration Decisions
Each year, the Board reviews the CEO’s remuneration based
The Remuneration Committee consists only of independent on market practice, performance against agreed measures
non-executive Directors and assists the Board in its and other relevant factors.
responsibilities by monitoring and advising on Board, CEO
and Senior Executive remuneration, giving due consideration The CEO undertakes a similar exercise in relation to Senior
to law and corporate governance principles. Executives. The results of the CEQ's annual performance
and remuneration review of senior management are
The Remuneration Committee also reviews and makes approved by the Board.
recommendations to the Board on the overall remuneration
strategy, policies and practices of Telstra, and monitors the The Committee oversees the process of setting robust
effectiveness of Telstra’s overall remuneration framework in performance measures and targets that encourage strong
achieving Telstra’s remuneration strategy. Senior Executive performance and ethical behaviour. STI
and LTI performance measures are set at the beginning of
Our remuneration policy and strategy is to: each year. At the end of each fiscal year, the Board reviews
the Company’s audited financial results and the results of the
e provide market competitive remuneration to attract, other non-financial measures. The Board then assesses
motivate and retain highly skilled people; performance against each measure to determine the
e reinforce Telstra’s values and cultural priorities; percentage of the STI that is payable, and the portion of the
e implement best practice programs to help drive the LTI plan and, when relevant, the CFO’s performance shares
achievement of our strategic and financial that may vest. The Board considers that it is best positioned
objectives; and to assess whether the applicable measures have been met.
¢ link a significant component of at-risk remuneration
to annual performance results and the creation of Each performance measure in the STl and LTI plans has
long term shareholder value. been selected in the context of achieving outcomes of the

business strategy and increasing shareholder value.
Telstra has adopted a protocol that requires external
consultants to engage directly with the Remuneration 2.2 Remuneration Components
Committee Chairman as the first point of contact whenever
market data for Senior Executive positions is scoped or
supplied to Telstra. To assess market competitiveness in FY
2012, the Committee engaged Guerdon Associates for the
provision of ASX 20 market data but did not require a
remuneration recommendation and, as such, no disclosures
are required under the Corporations Act 2001.

Our remuneration structure (detailed below), is designed to
support our remuneration strategy and is consistent between
the CEO and other Senior Executives in the KMP group.
Some tailoring may occur to take into account unique
circumstances of an individual role. Where this occurs, it is
disclosed in this Report.

The Committee reviews CEO and Senior Executive
remuneration packages to ensure there is a balance
between fixed and incentive pay, and that they reflect short

Attract, motivate and retain Reinforcevalues and Reward achievement of financial | Align to long term shareholder
highly skilled people cultural priorities and strategic objectives value creation

\ Fixed Remuneration Short Term Incentive Long Term Incentive

CASH DEFERRED EQUITY

Base salary including 75% of STI outcome paid in 25% of the STI outcome is Restricted shares subject to performance
superannuation. September after the financial year deferred into Telstra shares. conditions and restriction period over 4 years.

end for the STI plan.
Set based on market and internal Half of the shares are deferred for Performance is measured over 3 years with an
relativities, performance, STl outcome based on Telstra’s 1 year &the other half for 2 years. additional 1 year restriction period before
qualifications and experience. financial, customer satisfaction and vesting and full ownership.

individual performance measures. The shares are forfeited unless

departure is for a permitted reason. 50% subject to Relative Total Shareholder

The shares are subject to clawback  Return

at the discretion of the Board. 50% subject to Free Cashflow Returnon
Investment.

Bas.e.level .Of e Encourages sustainable performancein the medium to longer term and provides aretention element
competitive with the market

Section 2.2 provides a summary of the at-risk STl and LTI plan structure including clawback provisions and Section 2.3 summarises the percentage mix of fixed and at-risk components.
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2.2.1 Short Term Incentive (STI)

For all Senior Executives, the FY 2012 performance
measures of the STI Plan were Free Cashflow, EBITDA,
Total Income, Customer Satisfaction and Individual
performance measures.

These performance measures were selected for the STI Plan
as they are seen as a critical link between achieving the
outcomes of the business strategy and increasing
shareholder value. The performance measures of the STI
plan operate independently of each other:

e Financial measures for FY 2012 were set in
accordance with Telstra’s financial plan and
strategy.

e The inclusion of a Customer Satisfaction measure
supports Telstra’s strategy of improving customer
service and the goal of delivering outstanding
customer satisfaction. It helps drive a company
wide focus on Telstra’s customer strategy of
improving customer satisfaction.

¢ Individual performance measures are set at the
beginning of the fiscal year and are based on
individual contribution to the achievement of Telstra
strategy.

Depending on the role they perform, each Senior Executive
has a maximum STI opportunity ranging from 150% to 200%
of their fixed remuneration where stretch targets are met.
However, if threshold performance for a measure is not met,
the payment relative to that component is nil.

2.2.2 STl Deferral

Twenty five per cent of Senior Executives actual STI
payment is deferred into Telstra shares.

During the deferral period, Senior Executives earn dividends
on their deferred shares, because they have satisfied the
performance hurdles of the STI plan, however they cannot
sell or trade the deferred shares during the deferral period.

If a Senior Executive leaves Telstra for any reason, other
than a Permitted Reason, prior to the end of the deferral
period, the deferred shares are forfeited. A Permitted

Reason is defined as death, total and permanent
disablement, redundancy or retirement (if notice of retirement
is given more than six months after the effective date of
allocation).

Deferred shares may be forfeited if a clawback event occurs.
A clawback event includes circumstances where a Senior
Executive has engaged in fraud or gross misconduct, or
where the financial results that led to the STI being earned or
awarded are subsequently shown to be materially misstated.
No clawback event occurred in FY 2012.

2.2.3FY 2012 LTI Plan
Participation

All Senior Executives participated in the FY 2012 LTI plan
with the exception of the Chief Customer Officer and the
GMD Telstra Wholesale.

As previously disclosed in the FY 2011 Remuneration
Report, the Chief Customer Officer is on a fixed term
contract however his cash LTI plan is aligned to the FY 2011
LTI plan. Refer to Table 5.1 for further information.

The Structural Separation Undertaking (SSU) given by
Telstra as part of the NBN Transaction requires the GMD
Telstra Wholesale to participate only in plans that relate to
Wholesale and non-retail objectives and performance.
Alternative equity arrangements that are compliant with the
SSU will be granted in the FY 2013 year for the GMD
Wholesale and be disclosed in the 2013 Remuneration
Report.

For all other Senior Executives, Restricted Shares form the
basis of the reward. Senior Executives are not required to
pay for the Restricted Shares. However, for any Restricted
Shares to vest, threshold performance against the relevant
measure must be satisfied. Section 5 provides further details
of the Restricted Shares granted to Senior Executives in FY
2012.

Plan Structure

Plan Component Detail

Performance Measure 50% to RTSR

weighting 50% to FCF ROI

(These operate
independently of each other)

Performance Period 1 July 2011 to

30 June 2014

4 years after 19" August
2011 (19" August 2015)

Restriction Period

Minimum Threshold for 50™ percentile of peer group

RTSR Vesting

25% vests at 50 percentile,
straight line vesting to 75"
percentile where 100% vests

RTSR Vesting Schedule

Minimum Threshold for 17.1%
FCF ROI Vesting

FCF ROI Vesting Schedule | 50% vests at target of 17.1%,
straight line vesting to stretch
of 18.7% where 100% vests

Retesting No
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Relative Total Shareholder Return (RTSR)

RTSR measures the performance of an ordinary Telstra
share (including the value of any cash dividends and other
shareholder benefits paid during the period) relative to the
other companies in the comparator group over the same
period.

The Board believes that RTSR is an appropriate
performance hurdle because it links executive reward to
Telstra’s share price performance relative to its global peers.

The comparator group for the FY 2012 LTI Plan includes the
following large market capitalisation telecommunication
firms: AT&T Inc; Belgacom Group; Bell Canada Enterprises
Inc; BT Group plc; Deutsche Telekom AG; France Telecom
SA; Koninklijke KPN N.V.; KT Corporation; Nippon Telegraph
& Telephone Corp; NTT DoCoMo Inc; Portugal Telecom
SGPS SA; Singapore Telecommunications Ltd; SK Telecom
Co Ltd; Sprint Nextel Corporation; Swisscom AG; Telekom
Austria AG; Telecom ltalia Sp.A.; Telecom Corporation of
New Zealand Ltd; Telefonica S.A.; Telenor ASA; TeliaSonera
AB; Verizon Communications Inc and Vodafone Group plc.

The Board has discretion to add or change members of the
comparator group under the Plan terms.

No amendments were made to the comparator group in FY
2012. Telecom NZ has been adjusted for the demerger of
Chorus in December 2011 and remains in the comparator

group.
Free Cashflow Return On Investment (FCF ROI)

FCF ROI as determined by the Board is calculated by
dividing the average annual free cashflow over the three year
performance period by Telstra’s average investment over the
same period.

The Board chose the FCF ROl measure as an absolute LTI
target on the basis that cash generation by the business is
central to the creation of shareholder value.

Vesting of Restricted Shares

At the end of FY 2014, the Board will review the Company’s
audited financial results for FCF ROl and RTSR to determine
the percentage of Restricted Shares that vest.

Until the Restricted Shares vest, a Senior Executive has no
legal or beneficial interest, no entitlement to receive
dividends and no voting rights in relation to any Restricted
Shares granted under the Plan.

Any Restricted Shares that vest are subject to a further one
year restriction period which prevents a Senior Executive
from trading or disposing of their vested Restricted Shares.

In the event of cessation of employment for reasons of
death, total and permanent disablement, medical related

retirement or separation by mutual agreement, a pro rata
number of unvested restricted shares will lapse based on the
proportion of time remaining in the performance and
restriction period. The portion relating to the Senior
Executive’s completed service may still vest subject to
achieving the performance measures of the Plan at the end
of the applicable performance period.

In certain limited circumstances, such as a takeover event
where 50 per cent or more of all issued fully paid shares are
acquired, the Board may exercise discretion to vest
Restricted Shares that have not lapsed.

2.3 Putting Policy into Practice
2.3.1 Remuneration Mix of Senior Executives

The graphs below show the FY 2012 remuneration mix for
Senior Executives as at 30 June 2012. The variable
components of STl and LTI are expressed at target. At target
is fifty per cent of the maximum opportunity.

The STl and LTI plans will only vest (and provide a reward to
a Senior Executive) if the performance measures of the
relevant Plans are met.

Chief Executive Officer:

HFixed
Remuneration

B Short Term
Incentive

Long Term
Incentive

Other Senior Executives: (Chief Financial Officer and GMD
Finance and Strategy, GMD Telstra Innovation, Products and
Marketing, GMD Telstra Media, Chief Customer Officer,
GMD Chief Operations Officer)

B Fixed
Remuneration

B Short Term
Incentive

Long Term
Incentive
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GMD Telstra Wholesale:

B Fixed
Remuneration

B Short Term
Incentive

Long Term
Incentive

2.3.2 Variation Guidelines

The Board may, in its absolute discretion, vary or amend the
terms of the LTI plan or the targets of the STI plan where an
unexpected event occurs that means the targets of the
relevant plan are no longer appropriate. The application of
such discretion is limited to:

e Material change of the strategic business plan;

e  Material regulatory change; and

e Significant out of plan business development
such as acquisitions and divestitures.

Adjustments made in relation to the FY 2012 STI are outlined
in section 2.3.6.

2.3.3 Other Remuneration Arrangements

As part of his Service Agreement negotiated upon
appointment, Mr Andrew Penn, Chief Financial Officer and
GMD Finance and Strategy, was allocated 96,500
Performance Shares where 50 per cent vest after two years
and the remaining 50 per cent vest after three years from the
date of commencement. Mr Penn is not required to pay for
the Performance Shares, and each Performance Share
entitles Mr Penn to one Telstra Share on vesting. Vesting is
subject to satisfactory performance as determined by the
Board at the end of the relevant performance period. This
performance measure has been selected in the context of
achieving outcomes of the business strategy and increasing
shareholder value. Mr Penn is not entitled to any dividends
on unvested Performance Shares. The Performance Shares
are forfeited in the event of resignation before vesting. In
certain circumstances such as redundancy, a pro rata
number of Performance Shares would vest. Refer to Table
5.3 for further information.

2.3.4  Executive Share Ownership Policy

Telstra’s Executive Share Ownership Policy requires Senior
Executives to hold Telstra shares to the value of 100 per
cent of their fixed remuneration by 30 June 2015 or within
five years of first appointment to Senior Executive level.

In FY 2012 the policy was amended so that Senior
Executives are not required to purchase additional shares to
meet the ownership targets. The ownership target may now
be met by deferred shares and vested LTI equity, however
Board permission must now be sought before the executive
can sell vested shares if the ownership target has not been
achieved. This change has been implemented as a result of
the re-introduction in FY 2011 of the mandatory deferral of
25% of STl into Telstra shares which contributes to the
original Policy objective of aligning a significant portion of
executive remuneration to the creation of longer term
shareholder value.

2.3.5 Restrictions and Governance

KMPs are prohibited from using Telstra shares as collateral
in any financial transaction, (including margin loan
arrangements), or any stock lending arrangement.

They are also prohibited from entering into arrangements
which effectively operate to limit the economic risk of their
security holdings allocated under Telstra’s equity plans
during the period the securities are held on their behalf by
the Trustee or prior to the date of exercise or lifting of the
Restriction Period of the relevant securities. This ensures
that KMPs are not permitted to hedge against participation in
Telstra’s equity plans.

KMPs are also required to confirm on an annual basis that
they comply with this policy restriction which enables Telstra
to monitor and enforce the policy.

2.3.6 NBN and Remuneration

The NBN Transaction is being incorporated into Telstra’s
established corporate planning processes which will continue
to require Senior Executives to be accountable for achieving
planned outcomes, including NBN cashflows. The
approximate $11 billion value of the NBN Transaction is a
post tax net present value of cashflows to be received over
the next 30 years subject to a range of dependencies and
assumptions.

Performance measures for future STI and LTI plans will be
developed using the most up to date forecasts for the
financial impacts of the NBN Transaction.

Subject to the actual impact of the NBN physical roll-out, the
Board may adjust financial outcomes for testing against prior
plans that have not incorporated the NBN Transaction
Furthermore, adjustment may be necessary if, due to
external factors, the NBN roll-out does not proceed
according to NBN Co’s published business plan at the time
the measures are developed.

If historical STI and LTI performance measures are affected
by the NBN Transaction, the Board may use its discretion to
amend incentive plans based on Telstra’s Variation
Guidelines to ensure there are no unintended windfall gains
or losses for Senior Executives.
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The Board adjusted the STI for FY 2012 and the FCF ROI
results for the FY 2010 LTI Plan to ensure that there was no
windfall gains or losses for Senior Executives as a result of
the NBN Transaction. See section 3.2.2 and 3.3.2
respectively.

3 Remuneration Outcomes

The table in section 3.1 provides a summary of the key
financial results for Telstra over the past five financial years.
The tables in sections 3.2 and 3.3 provide a summary of how
those results have been reflected in the remuneration
outcomes for Senior Executives.

3.1 Financial Performance
Details of Telstra Group performance, share price, and

dividends over the past five years are summarised in the
table below:

Performance |[FY2012(FY2011|FY 2010|FY 2009 |FY 2008

Measures $m $m $m $m $m
Earnings

Total Income 25,503 | 25,304 | 25,029 | 25,614 | 25,002
EBITDA 10,234 | 10,151 | 10,847 | 10,948 | 10,416
Net profit 3,405 | 3,231 | 3,883 | 4,073 | 3,692
Shareholder

Value

Share price ($) | 369 | 289 | 325 | 339 | 4.24
M)

Total dividends | 0.28 0.28 0.28 0.28 0.28
paid per share
(cents )

(1) Share prices are as at 30 June for the respective year.
(2) The closing share price for FY 2007 was $4.59.

3.2 Short Term Incentive outcomes

3.2.1  Average STl Payment as a Percentage of
Maximum STI opportunity

The average STI payment for Senior Executives as a
percentage of maximum STI opportunity is shown in the
following table:

Performance FY FY FY FY FY
Measure 2012 2011 2010 2009 2008

STl Received | 65.6% | 48.4% | 22.7% | 50.9% | 81.9%

3.2.2 STI FY 2012 Outcomes

At the end of each fiscal year, the Board reviews the
Company’s audited financial results and the results of other
performance measures. The Board then assesses
performance against each measure to determine the
percentage of STl that is payable.

Customer Satisfaction is based on asking Telstra’s
customers to rate their level of satisfaction with Telstra out of
a score of ten. The overall customer satisfaction result is the
average of the surveys from Telstra’s Consumer, Business,
Enterprise and Government customers. The surveys are
undertaken by third party research companies. The
measurement period for the FY 2012 results is based on the
three month average across 1 April 2012 to 30 June 2012.
The final result is audited by Telstra’s internal Audit team.

Wholesale Customer Satisfaction is based on a survey of
Wholesale customers only, undertaken by a 3rd party
research company during February to April each year. This
result is applied to the customer component of all Wholesale
employees including the GMD Wholesale.

The Board believes the methods of calculating the financial
and customer satisfaction outcomes are appropriate and
provided a rigorous assessment of Telstra’s performance.

The Remuneration Committee exercised its discretion to
amend STI targets in accordance with the Variation
Guidelines (as outlined in 2.3.2) during the final assessment
of the results on 1 August 2012. The amendments were
required to ensure that there was no windfall gain due to the
NBN, to provide relief for the impacts of regulatory changes
imposed by the ACCC, to reflect material changes in
Telstra’s strategic portfolio management plan and the
settlement of an outstanding historical litigation.

The adjustment for the NBN affected the financial results
negatively but the other adjustments had an overall positive
effect on the financial results. There was no change to the
customer satisfaction measure.

Overall the STI outcome increased from 58.9% to 66% of the
maximum opportunity as a result of the adjustment. Section
3.2.3 provides a summary of STl payments as a percentage
of maximum for each individual Senior Executive.

Measure Outcome (% of
maximum)
Total Income 47.0%
EBITDA 81.5%
Free Cashflow 50.5%
Telstra Customer Satisfaction 75.0%
Telstra Wholesale Customer Satisfaction 50.0%

Definitions for the STI financial measures of Total Income,
EBITDA and Free Cashflow are provided in the Glossary at
the end of the Remuneration Report.
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3.2.3 STl Payment results for FY 2012

STI payments for FY 2012, compared to FY 2011, as a
percentage of the maximum STI opportunity were as follows:

Name FY 2012 FY 2011(1)
David Thodey 66.1% 49.0%
Gordon Ballantyne 69.1% 49.0%
Rick Ellis 66.1% n/a
Stuart Lee 58.1% n/a
Kate McKenzie 67.1% 46.5%
Andrew Penn 66.1% n/a
Brendon Riley 67.1% 46.5%
Average Total: 65.6% 48.4%

(1) The FY 2011 average total of 48.4% reflects the total
disclosed in the 2011 Remuneration Report. Not all Senior
Executives in FY 2011 qualified as Senior Executives in FY
2012.

The graph below demonstrates the link between actual STI
payments and Total Revenue growth. For FY 2012, STI
payments as a percentage of the maximum STI opportunity
continues to broadly align with Telstra’s total revenue
percentage growth over the previous four fiscal years.

Telstra believes that the strong customer satisfaction
outcomes for FY 2012 will result in increased revenue growth
over time and further strengthen the alignment of revenue
growth and STI outcomes.

Comparison of Total Revenue Growth to % of STI maximum paid
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3.3 Long Term Incentive outcomes

Both the FY 2009 and FY 2010 LTI plans reached their final
testing points on 30 June 2012. Options (with an exercise
price of $4.36) that vest under the FY 2009 plan will expire
30 June 2014 if not exercised prior to that date. Vested
shares under the FY 2010 LTI plan are subject to a further
one year restriction period.

The following tables show the results of each plan against

each measure and the percentage of options and restricted
shares that have vested as a result. The results of Telstra’s
TSR relative to the other companies in the peer group was

calculated by an external provider and audited by Telstra’s
internal Risk Management and Assurance team. The
calculation of the FCF ROl result, as well as the adjustments
referred to in section 2.3.6, were reviewed by Telstra’s
Auditors Ernst & Young. The Board has determined that the
vesting outcomes are in accordance with the results and the
Plan rules.

3.3.1 FY 2009 LTI Plan Final Testing as at 30 June
2012

Sixty per cent of the FY 2009 LTI plan was tested in equal
tranches as at the end of FY 2010 and FY 2011. The
remaining forty per cent of the Plan was tested as at 30 June
2012.

As disclosed in Telstra’s 2009 Remuneration Report, the FY
2009 LTI plan is the last of Telstra’s LTI plans with a re-test
provision. Under the re-test provision, 75% of the options
that did not meet the RTSR performance hurdles at 30 June
2009 and 30 June 2010 may vest if Telstra exceeds the 50th
percentile of the RTSR comparator group in the final plan
test at 30 June 2012 and where the final test has exceeded
the rank achieved in the relevant earlier performance
periods. There is no re-test provision in relation to the ROI
component of the Plan.

The vesting table for the entire FY 2009 plan including the
re-test provisions is detailed in the following table. For the
performance periods ending 30 June 2010 and 30 June
2011, the vested RTSR components of 5.85% reflects the
portion that vested as a result of the RTSR result in FY 2012.

The RTSR vesting result was based on Telstra ranking at the
59" percentile of the global peer group.

FY 2009 LTI plan outcomes

%of plan | %of plan

Test Date | Measure | tested vested
30-Jun-10|RTSR 15.00% 5.85%
ROI 15.00% 0.00%
30-Jun-11|RTSR 15.00% 5.85%
ROI 15.00% 0.00%
30-Jun-12|RTSR 20.00% 10.40%
ROI 20.00% 0.00%

Total: 100.00% | 22.10%

The 22.1% of the Plan that has vested is in the form of
options with an exercise price of $4.36 that will lapse by 30
June 2014 if not exercised before that date. Senior
Executives will only benefit from these options if Telstra’s
share price is greater than $4.36 before 30 June 2014.
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3.3.2 FY 2010 LTI Plan Final Testing as at 30 June
2012

One hundred per cent of the FY 2010 LTI plan was tested as
at 30 June 2012.

FY 2010 LTI plan outcomes

%of plan | %of plan
Test Date | Measure | tested vested
30-Jun-12|RTSR 50.0% 41.0%
FCF ROI 50.0% 25.0%
Total: 100.0% 66.0%

For the RTSR measure, Telstra ranked at the 69th percentile
of the global peer group, which resulted in 41% of the plan
vesting due to the RTSR performance measure.

The FCF ROI was calculated and adjusted for the costs and
revenues in relation to the NBN Transaction, to ensure there
are no unintended windfall gains or losses for Senior
Executives. This adjustment impacted the FCF ROI
calculation positively and the target of 17.1% was achieved
resulting in 25% of the plan vesting.

Therefore in total 66% of the FY 2010 plan vested.

Restricted Shares earned under this Plan are subject to a
further restriction period that ends on 21 August 2013. Refer
to section 5.3 for further details of Telstra’s Long Term
Incentive Plans.

3.4 Senior Executive Contract Details

The key terms and conditions of service contracts for current
Senior Executives are summarised in the table below.

Upon notice being given, Telstra can require a Senior
Executive to work through the notice period or may terminate
employment immediately by providing payment in lieu of
notice. Any termination payment is calculated on fixed
remuneration as at date of termination.

There will be no payment if termination is a result of serious
misconduct; or redundancy in those cases where Telstra’s
redundancy policy overrides the termination provisions of the
service contract.

Name Fixed Notice Termination
Remuneration Period Payment
at end of fiscal

2012

David Thodey $2,438,000| 6 months | 12 months (1)

Gordon Ballantyne $1,250,000] 6 months | footnote (2)

Rick Hlis $875,000| 6 months 6 months
Stuart Lee $954,720| 6 months 12 months
Kate McKenzie $950,000| 6 months 6 months
Andrew Penn $1,400,000| 6 months 6 months

Brendon Riley $1,250,000| 6 months 12 months

(1) Inrelation to David Thodey'’s contract, if the Board forms
the view that the CEO is not performing to the standard
required of a CEO, Telstra may terminate by providing four
months’ written notice.

(2) If Telstra terminates Gordon Ballantyne’s employment, his
contract allows for a termination payment that is the lesser
of 12 months fixed remuneration or the period from the
termination date to the original completion date of his
contract.

John Stanhope retired as the Chief Financial Officer and
GMD Finance on 30 December 2011. To ensure a seamless
transition on NBN related matters, he entered into a
consultancy agreement with Telstra for a term of 12 months
for a fee of $50,000 per month.
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4 Non-executive Director Remuneration

4.1 Remuneration Structure

FY 2012 Board and Committee fees are set out in the table
below. Committee fees are not paid to the Chairman of the
Telstra Board.

Non-executive
Board Fees Chairman Director
Board (FY 2012) 679,800 226,600
Committee Commitee

Committee Fees Chair Member
Audit Committee 70,000 35,000
Remuneration Committee 50,000 25,000
Nomination Committee - 7,000
Technology Committee 7,000 7,000

In FY 2012, several non-executive Directors provided
services to the Telstra Board NBN Due Diligence Committee
which was constituted for the period of the NBN negotiations
with the Government and the ACCC. Table 5.7 provides
details on fees paid for the NBN Due Diligence Committee.

Telstra’s non-executive Directors are remunerated in
accordance with Telstra’s Constitution, which provides for an
aggregate fee pool which is set and varied only by approval
of a resolution of shareholders at the annual general meeting
(AGM).

The total of Board and Committee fees, including
superannuation, paid to non-executive Directors in FY 2012
remained within the approved fee pool.

The current annual fee pool of $3 million was approved by
shareholders at the AGM in 2007. A recommendation to
increase the fee pool to $3.5 million will be put to
shareholders at the 2012 AGM. This will provide the capacity
for an additional non-executive Director to be appointed
following the retirement of an executive Director, as well as
for market based reviews for Directors’ fees in future years.

Effective 1 July 2012, the annual Board fee for non-executive
Directors was increased to $235,000, and to $705,000 for
the Chairman. There was no increase in Committee fees.

In June 2011, the Board approved an arms-length consulting
agreement between Telstra and eGeneration Investments
Pty Limited, of which Steven Vamos, a non-executive
Director, is a director and shareholder.

Services were provided under this agreement in FY 2012 in
relation to aspects of the Company’s media strategy. From
the commencement of the contract in June 2011 until the
agreement expired in the ordinary course in December 2011,
Telstra paid $19,800, of which $8,550 related to services
provided in FY 2012.

4.2 Remuneration Policy and Strategy

Telstra’s non-executive Directors are remunerated with set
fees. Non-executive Director fee levels do not, therefore,
incorporate an at-risk component. This enables Directors to
maintain independence and impartiality when making
decisions affecting the future direction of the Company.

To align the Directors’ interests with the interests of our
shareholders, the Board has established guidelines to
encourage non-executive Directors to hold Telstra shares
equivalent to at least 50 per cent of their annual fees. Such
shares are to be acquired over a five year period from the
later of 1 July 2009 or the date of appointment. Details of
Directors shareholdings as at 9 August 2012 are set out on
page 10 of the Directors’ Report.

4.3 Remuneration Components

Each year, non-executive Directors allocate their total
remuneration between cash and superannuation
components.

Superannuation contributions, in accordance with legislation
and Telstra policy, are included within each non-executive
Director’s total remuneration. Non-executive Directors may
choose to increase the proportion of their remuneration taken
as superannuation, subject to legislative requirements.

Telstra does not provide retirement benefits for non-
executive Directors other than superannuation contributions.

The DirectShare Plan, previously operated by the Company,
has been cancelled with effect from August 2012 as it is no
longer in use. As disclosed in previous Remuneration
Reports, under the DirectShare Plan, non-executive
Directors could nominate to receive a percentage of their
total remuneration package as Telstra shares (allocated to
participating Directors at market price). As a result of its
cancellation, no new grants may be made under the
DirectShare Plan. Existing grants under the plan will remain
on foot, and under the terms of the DirectShare plan and the
relevant trust deed.

Table 5.7 provides full details of non-executive Director
remuneration for FY 2012.

Section 2.3.5 of this Report provides details on Restrictions

and Governance as they apply to KMP (including non-
executive Directors).
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5 Remuneration Tables and Data

51

Senior Executives remuneration (main table)

The table below has been prepared in accordance with the requirements of the Corporations Act 2001 and the relevant accounting standards. The figures provided under the columns
Short Term Incentive Shares and Accounting value of other equity for share based payments were not actually received by KMP in FY 2012. See section 1.4 for values of actual
remuneration crystallised in FY 2012.

Short Term Employee Benefits Post- Termination Other Long Equity Settled Share-based
Employment Benefits Term benefits Payments
benefits
Accounting
Short Term Accrued Long Short Term Value of other
Name and period of FY 2012 as a Salary and Fees [Incentives (cash)| Non-monetary Superannuation (5) Termination Service Leave | Incentive Shares | Equity (at risk)
KMP Year (1) (%) (2) ($) benefits (3) (§) | Other (4) ($) (%) Benefits ($) (%) (6) ($) (7) (8) ($) Total ($)
David Thodey 2012 2,387,536 2,415,449 6,582 - 15,775 - 60,083 805,150 2,006,135 7,696,710
2011 2,058,875 1,688,775 7,609 - 39,755 - 52,466 562,925 694,516 5,104,921
Gordon Ballantyne (9) 2012 1,196,520 1,294,688 12,918 - 15,775 - 30,307 431,563 - 2,981,771
2011 1,084,801 807,675 42,765 600,000 15,199 - 27,500 269,225 - 2,847,165
Rick Hlis 2012 392,051 395,556 4,641 - 7,198 - 9,981 131,852 61,620 1,002,899
(16 January 2012 - 30 June 2012) 2011 - - - - - - - - - -
Stuart Lee 2012 926,118 623,492 19,070 15,559 23,542 207,831 207,954 2,023,566
(6 July 2011 - 30 June 2012) 2011 - - - - - - - - - -
Kate McKenzie 2012 874,271 955,463 12,199 - 61,275 - 23,389 318,488 525,549 2,770,634
2011 827,426 466,387 9,372 - 60,699 - 22,203 155,462 147,923 1,689,472
Andrew Penn 2012 461,408 591,202 3,823 5,258 11,667 197,067 53,879 1,324,304
(31 December 2011 to 30 June 2012) 2011 - - - - - - - - - -
Brendon Riley 2012 1,196,520 1,257,188 18,984 1,000,000 15,775 30,307 419,063 385,852 4,323,689
2011 365,563 258,275 17,281 1,000,000 5,122 - 9,267 86,092 - 1,741,600
Bruce Akhurst 2012 589,839 - 17,730 - 150,539 18,509 - 517,210 1,293,827
(1 July 2011 - 15 January 2012) 2011 1,055,979 880,099 11,029 - 273,271 - 33,231 293,366 387,479 2,934,454
John Stanhope (10) 2012 734,829 - 15,825 - 7,888 744,751 18,568 - 49,661 1,571,522
(1 July 2011 - 30 December 2011) 2011 1,401,026 1,048,729 14,318 - 15,199 - 35,406 349,576 410,001 3,274,255
2012 8,759,092 7,533,038 111,772 1,000,000 295,042 744,751 226,353 2,511,014 3,807,860 24,988,922
TOTAL CURRENT & FORMER KMP 2011 6,793,670 5,149,940 102,374 1,600,000 409,245 - 180,073 1,716,646 1,639,919 17,591,867

The total of the KMP in FY 2011 (as per the 2011 Remuneration Report) was $26,442,671. The FY 2011 total displayed in the main table above ($17,591,867) does not include KMP
who had nil remuneration levels in FY 2012 or the top 5 paid executives which were previously required to be disclosed.

Comparison of total of FY 2012
to FY 2011 Remuneration Report

2012

8,759,092

7,533,038

111,772

1,000,000

295,042

744,751

226,353

2,511,014

3,807,860

24,988,922

2011

9,816,684

6,436,259

156,120

1,600,000

900,842

2,561,158

267,939

2,145,419

2,558,250

26,442,671
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Footnotes to Table 5.1:

@
@
©)

4)
®)
(6)

@)

®)

9

(10)

Includes salary, salary sacrifice benefits (excluding salary sacrifice superannuation which is included under Superannuation) and fringe benefits tax.

Short term incentive relates to performance in FY 2011 and FY 2012 respectively and is based on actual performance for Telstra and the individual.

Includes the benefit of interest-free loans under TESOP99 (which have not been expensed as they were issued prior to 7 November 2002 and were therefore included in the exemption
permitted under AASB 1 “First-time Adoption of Australian Equivalents to International Financial Reporting Standards”), the value of personal home security services provided by
Telstra and the value of the personal use of products and services related to Telstra employment and the value of personal travel costs.

Includes the second and final tranche of a sign-on bonus for Brendon Riley.

Represents company contributions to superannuation as well as any additional superannuation contributions made through salary sacrifice by Senior Executives.

This includes the value of STI shares allocated under the FY 2012 STI plan whereby 25 per cent of the STI payment was provided as restricted shares to be distributed over 2 years at
12 month intervals.

In accordance with AASB 2, the accounting value represents a portion of the fair value of options, restricted shares and performance shares that had not yet fully vested as at the
commencement of the financial year. This value includes an assumption that options, restricted shares and performance shares will vest at the end of the vesting period. The

amount included as remuneration is not related to, nor indicative of the benefit (if any) that may ultimately be realised by each Senior Executive should the options become exercisable or
the restricted shares become restricted trust shares. The accounting value includes the negative amount for options and restricted shares forfeited or lapsed during the year that failed to
satisfy non-market (i.e. non-RTSR) performance targets. Refer to Table 5.4 for further information.

As required under AASB 2, accounting expense that was previously recognised as remuneration has been reversed in FY 2012 and FY 2011. For FY 2012, this has occurred for the FY
2009 and FY 2010 LTI plans that failed to satisfy non-market (i.e. non-RTSR) performance targets, resulting in equity instruments lapsing. For market based hurdles (i.e. RTSR) an
accounting value is recorded above, however the relevant KMP received no value from those equity instruments that lapsed.

Gordon Ballantyne was not granted any LTI in FY 2012 and due to the fixed term nature (four years) of Gordon Ballantyne’s employment, he was granted a cash based LTI on 7 March
2011 (details of which are included in Telstra’s 2011 Remuneration report). The maximum value of his grant is $4,579,548 if the plan measures of FCF ROI and RTSR are significantly
exceeded. This plan is in lieu of participation in Telstra equity LTI plans. Any payment under this plan is subject to the same terms and performance criteria as Telstra’s FY 2011 LTI
plan that applies to other Senior Executives as detailed in the 2011 Remuneration Report. If the Performance criteria for FCF ROl and RTSR are not met, then there is nil payment
under this plan. Prior to 1 August 2011 when he became Chief Customer Officer, Gordon Ballantyne was Group Managing Director Telstra Consumer and Country Wide for the

period of FY 2012 1 July 2011 to 31 July 2011.

Termination Benefits for John Stanhope includes a pro rata at target STI payment of $744,751 under Telstra’s Short Term Incentive Policy.
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5.2 STI Payments (cash and shares)
Nam e Year Maximum Current Year % of the % forfeited Total Grant of STI
Potential STI ($) | Grant of STI (%) Maximum (%)
(1) (2) (3) (4) Potential
David Thodey 2012 4,876,000 3,220,599 66.1% 33.9% 3,220,599
2011 4,600,000 2,251,700 49.0% 51.0% 2,251,700
Gordon Ballantyne 2012 2,500,000 1,726,251 69.1% 30.9% 1,726,251
2011 2,200,000 1,076,900 49.0% 51.0% 1,076,900
Rick Hlis 2012 798,497 527,408 66.1% 33.9% 527,408
2011 - - - - -
Stuart Lee 2012 1,432,080 831,323 58.1% 41.9% 831,323
2011 - - - - -
Kate McKenzie 2012 1,900,000 1,273,951 67.1% 32.9% 1,273,951
2011 1,338,750 621,849 46.5% 53.5% 621,849
Andrew Penn 2012 1,193,443 788,269 66.1% 33.9% 788,269
2011 - - - - -
Brendon Riley 2012 2,500,000 1,676,251 67.1% 32.9% 1,676,251
2011 741,370 344,367 46.5% 53.5% 344,367
John Stanhope 2012 - - - - -
2011 2,856,600 1,398,305 48.9% 51.1% 1,398,305
Bruce Akhurst 2012 - - - - -
2011 2,670,000 1,173,465 44.0% 56.0% 1,173,465

(1) The maximum potential STI refers to the maximum potential STI specific to FY 2012 and FY 2011 respectively, where the Senior
Executive was a KMP, adjusted for any variation in fixed remuneration throughout FY 2012 and FY 2011 that impacts the
maximum potential STI available.

(2) The current year grant of STl is pro rata adjusted to reflect the STI component that relates to the Senior Executive’s tenure as a
KMP. Accordingly any STI component awarded that relates to a period of time where the Senior Executive was not a KMP is
excluded from this table. If the minimum threshold performance is not met the minimum possible STI payment is nil.

(3) The STI for FY 2012 and FY 2011 was approved by the Board on 8 August 2012 and 11 August 2011 respectively. The restricted
shares, which represent 25% of the STI award, vest in equal parts over one and two years on the anniversary of their allocation
date, subject to the Senior Executive’s continued employment. Refer to Note 27 of the financial statements for further details.

(4) The grant date for both the cash and the equity component of the FY 2012 STI will be subsequent to the date of this Report.
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5.3 Summary of LTI Plans and Other Equity Plans as at 30 June 2012
Plan Type of Instrument Performance Period % of Total Plan % of Grant Future Financial Accounting Value Yet to Vest (3) (")
Granted Tested at Forfeited/Expired Years in which
30/06/12 (1) in Current Year Grants May Vest Min ($) Max ($)
2

David Thodey Fiscal 2009 |Options 1/07/2008 - 30/06/2012 85% 47% n/a n/a n/a

Fiscal 2009 [Restricted Shares 1/07/2009 - 30/06/2012 40% 100% n/a n/a n/a

Fiscal 2010 |Restricted Shares 1/07/2009 - 30/06/2012 100% 34% 30/06/2013 nil 318,681

Fiscal 2011 |Restricted Shares 1/07/2010 - 30/06/2013 n/a n/a 30/06/2014 nil 1,183,051

Fiscal 2012 |Restricted Shares 1/07/2011 - 30/06/2014 n/a n/a 30/06/2015 nil 2,822,123
Gordon Ballantyne (*) - - - - - - - -
Rick Hlis Fiscal 2012 |Restricted Shares 1/07/2011 - 30/06/2014 n/a n/a 30/06/2015 nil 405,144
Stuart Lee (*) Fiscal 2009 |Options 1/07/2008 - 30/06/2012 85% 47% n/a n/a n/a

Fiscal 2009 |Restricted Shares 1/07/2009 - 30/06/2012 40% 100% n/a n/a n/a

Fiscal 2010 |Restricted Shares 1/07/2009 - 30/06/2012 100% 34% 30/06/2013 nil 55,769

Fiscal 2011 |Restricted Shares 1/07/2010 - 30/06/2013 n/a n/a 30/06/2014 nil 271,512
Kate McKenzie Fiscal 2009 [Options 1/07/2008 - 30/06/2012 85% 47% n/a n/a n/a

Fiscal 2009 [Restricted Shares 1/07/2009 - 30/06/2012 40% 100% n/a n/a n/a

Fiscal 2010 |Restricted Shares 1/07/2009 - 30/06/2012 100% 34% 30/06/2013 nil 83,654

Fiscal 2011 |Restricted Shares 1/07/2010 - 30/06/2013 n/a n/a 30/06/2014 nil 263,970

Fiscal 2012 |Restricted Shares 1/07/2011 - 30/06/2014 n/a n/a 30/06/2015 nil 879,743
Andrew Penn (#) (*) |Fiscal 2012 [Performance Shares 14/12/2011 - 14/12/2014 n/a n/a 3/12/2014 nil 202,329
Brendon Riley Fiscal 2012 |Restricted Shares 1/07/2011 - 30/06/2014 n/a n/a 30/06/2015 nil 1,157,555
Total 7,643,531

(1) The 85% tested
testing for each of the 1st and 2nd performance periods.

is represented by 40% for the 3rd performance period test and a retest of 75% of the original 30% available for

(2) Represents the percentage of the grant that was forfeited/expired by the person, as service or performance criteria were not

satisfied in the financial year.

(3) The values included in the above table have been calculated by applying option valuation methodologies as described in Note 27

of the financial statements.

(*) These KMP did not participate in equity settled LTI share based payment plans for FY 2012.
(#) Andrew Penn was allocated 96,500 Performance Shares on 18 January 2012 as part of his service agreement.

(") For Bruce Akhurst, the maximum and minimum possible value yet to vest in future years for the Restricted Shares granted in FY

2012 is nil due to his separation from Telstra before 30 June 2012.
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5.4 Accounting value of all LTI instruments
Name Year Accounting value of LTI equity allocations Total Accounting value
1@E) as a %of Total
Remuneration
4
Options ($) Restricted shares ($) |Performance Shares ($) %) (%)

2012 35,253 1,970,882 - 2,006,135 26.1%
David Thodey 2011 49,113 645,403 - 694,516 13.6%

2012 - - - - -
Gordon Ballantyne 2011 - - - - -

2012 - 61,620 - 61,620 6.1%
Rick Ellis 2011 - - - - -

2012 7,280 200,674 - 207,954 10.3%
Stuart Lee 2011 - - - - -

2012 13,459 512,090 - 525,549 19.0%
Kate McKenzie 2011 6,510 141,413 - 147,923 8.8%

2012 - - 53,879 53,879 4.1%
Andrew Penn 2011 - - - - -

2012 - 385,852 - 385,852 8.9%
Brendon Riley 2011 - - - - -

2012 20,647 496,563 - 517,210 17.0%
Bruce Akhurst 2011 52,909 334,570 - 387,479 13.2%

2012 8,972 40,689 - 49,661 3.2%
John Stanhope 2011 38,951 371,050 - 410,001 12.5%

(1) The value of each instrument is calculated by applying valuation methodologies as described in Note 27 to the financial
statements and is then amortised over the relevant vesting period. The values included in the table relate to the current year
amortised value of all LTI instruments detailed in the Equity Settled Share Based Payments section in the remuneration Table
5.1. Refer to Note 27 to the financial statements for details on employee share plans.

(2) When a vesting scale is used, the table reflects the maximum achievable allocation.

(3) As required under AASB 2, accounting expense that was previously recognised as remuneration has been reversed in FY 2012
and FY 2011. For FY 2012, this has occurred for the FY 2009 and FY 2010 LTI plans that failed to satisfy non-market (i.e. non-
RTSR) performance targets, resulting in equity instruments lapsing. For market based hurdles, (i.e. RTSR) an accounting value is
recorded above, however the relevant KMP received no value from those equity instruments that lapsed.

(4) Total Remuneration is the sum of short term employee benefits, post employment benefits, termination benefits, other long term
benefits and equity settled share based payments as detailed in Table 5.1 of this Report.

28



Remuneration Report

55 Number of equity instruments granted, vested and exercised during FY 2012
Restricted Shares Options Deferred Incentive Shares | Performance
Incentive Shares
Shares
Nam e Granted (1) | Vested (2) Vested (3) Granted (4) Exercised (5) Granted
David Thodey 1,567,846 725,274 337,990 181,004 - -
Gordon Ballantyne - - 86,568 - -
Rick Elis 225,080 - - - - -
Stuart Lee - 126,923 70,762 51,416 - -
Kate McKenzie 488,746 190,385 129,036 49,988 - -
Andrew Penn - - - - - 96,500
Brendon Riley 643,086 - - 27,682 - -
Bruce Akhurst 700,552 - 94,330 - -
John Stanhope - - - 112,404 165,291 -

(1) Restricted shares granted during FY 2012 relate to the FY 2012 LTI plan.

(2) Restricted shares vested during FY 2012 relate to the FY 2010 LTI plan.

(3) Options vested during FY 2012 relate to the FY 2009 LTI plan.

(4) Deferred Incentive shares granted during FY 2012 relate to the FY 2011 STI plan which were allocated on 19 August 2011.

However, the allocation of incentive shares under the FY 2012 STI plan will be made subsequent to the reporting date of 30 June
2012, therefore they have not been included in the table above.
(5) Incentive shares exercised during FY 2012 relate to the FY 2007 and FY 2008 STI plans which were released from restriction due
to John Stanhope’s retirement.
5.6 Value of options, performance rights and restricted shares granted, exercised and lapsed/forfeited in FY
2012
Nam e Granted during period ($) | Exercised ($) Expired/Forfeited Value
1) (2 Foregone ($) (3) (4)
Restricted [Performance| Incentive Restricted Options
Shares Shares Shares Shares
David Thodey 3,762,830 - - 1,321,640 -
Gordon Ballantyne - - - - -
Rick Hllis 540,192 - - - -
Stuart Lee - - - 241,000 -
Kate McKenzie 1,172,990 - 380,652 -
Andrew Penn (5) - 256,208 - - -
Brendon Riley 1,543,406 - - - -
Bruce Akhurst 1,681,325 - - - -
John Stanhope - - 550,419 - -

1) The grant date of the FY 2012 LTI plan was 31 December 2011. The fair value of the RTSR and FCF ROI restricted shares
granted in FY 2012 at the grant date is $2.12 and $2.68 respectively. The fair value reflects the valuation approach required
by AASB 2 using a Monte Carlo simulation option pricing model, as explained in Note 27 to the financial statements.

2) The value of the equity instruments exercised reflects the market value at the date of exercise after deducting any exercise
price paid. John Stanhope exercised 165,291 Incentive Shares at a market value of $3.33 on 30 December 2011.

?3) The value of equity instruments that have lapsed during the year represents the value foregone and is calculated at the date
the equity instruments lapsed using an option pricing model and after deducting any exercise price that would have been
payable. The expiry date of the restricted shares that expired during FY 2012 was 30 June 2012.

4) As the options granted under the FY 2009 LTI plans had an exercise price that was greater than the market price of Telstra
shares (i.e. were out of the money), there was no value associated with these lapsed options.

5) The grant date of Mr Penn’s Performance Shares was 18 January 2012. The fair value of the Performance Shares at the

grant date was $2.78 for 50% which vest after two years and $2.53 for the remaining 50% which vest after three years from
the date of commencement. The fair value reflects the valuation approach required by AASB 2 using a Monte Carlo
simulation option pricing model.
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5.7 Non-executive Director Remuneration
Short Term Employee Benefits Post- Equity Settled
Employment Share-Based
Benefits Payments
Salary and Fees Non-monetary Superannuation
Nam e Year (%) (D benefits ($) (2) ($) Directshare ($) Total ($)
Catherine B Livingstone 2012 664,025 4,641 15,775 - 684,441
Chairman 2011 662,323 5,870 15,199 - 683,392
Timothy Y Chen (3) 2012 61,120 - 3,922 - 65,042
Director 2011 - - - - -
Geoffrey A Cousins 2012 242,825 - 15,775 - 258,600
Director 2011 242,066 - 15,199 - 257,265
Russell A Higgins 2012 265,400 333 15,775 - 281,508
Director 2011 249,692 367 15,199 - 265,258
John P Mullen 2012 272,911 1,153 10,689 - 284,753
Director 2011 281,690 1,028 - - 282,718
Nora L Scheinkestel 2012 301,400 - 15,775 - 317,175
Director 2011 218,048 - 13,450 - 231,498
Margaret L Seale (4) 2012 31,681 - 2,371 - 34,052
Director 2011 - - - - -
John W Stocker 2012 310,100 164 15,775 - 326,039
Director 2011 291,692 150 15,199 - 307,041
Steven M Vamos 2012 231,906 1,692 26,694 - 260,292
Director 2011 241,290 1,955 26,118 - 269,363
John D Zeglis 2012 232,566 - 1,034 - 233,600
Director 2011 232,841 - - - 232,841
John M Stew art (5) 2012 78,623 - - - 78,623
Director 2011 258,259 - 2,582 - 260,841
Total 2012 2,692,557 7,983 123,585 - 2,824,125
2011 2,677,901 9,370 102,946 - 2,790,217
(D) Includes fees for membership on Board Committees. In FY 2012, the fees also includes additional fees for services provided
in relation to the NBN Due Diligence Committee. This amount includes $22,275 for John Stocker, $19,575 for Russell
Higgins and $55,575 for Nora Scheinkestel. In FY 2011, the fees included additional fees for services provided in relation to
the NBN Committee and the NBN Due Diligence Committee. This included an amount of $4,050 each for John Stocker,
Russell Higgins and Steve Vamos.
2) These payments refer to telecommunications and other services and equipment provided to non-executive Directors to

assist them in performing their duties. From time to time Telstra may also make products and services available to non-
executive Directors without charge to allow them to familiarise themselves with Telstra’s products and services and with

recent technological developments.

Timothy Chen qualifies as a KMP for period 1 April 2012 to 30 June 2012.
Margaret Seale qualifies as a KMP for the period 7 May 2012 to 30 June 2012.
John Stewart qualifies as a KMP for the period 1 July 2011 to 18 October 2011.
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Glossary and abbreviations used in report

Average Investment for LTI

Average investment over the period is the average of the sum of net debt and shareholders’ funds
over the entire three year performance period.

Customer Satisfaction

A non financial measure in Telstra’s STI plans. Refer to section 3.2.2 for further information.

EBITDA

Earnings Before Interest, Tax, Depreciation and Amortisation

EBITDA for STI

Earnings Before Interest, Tax, Depreciation and Amortisation (excluding profit/loss on Land &
Building disposals).

Fixed Remuneration

Base salary plus company and private salary sacrificed superannuation contributions

Free Cashflow (FCF)

Cashflow from operating and investing activities

Free Cashflow for STI

Free Cashflow (excluding CAPEX for Investment and Spectrum; and proceeds from Land &
Building disposals)

FCF for LTI

FCF for these purposes is annual free cash flow less interest paid and adjusting for non-recurring
factors such as acquisitions and gains on the sale of assets.

FCF ROl for LTI

A ratio of the average annual free cashflow over the entire three year performance period by
Telstra’s average investment over the same period.

GMD Group Managing Director

Growthshare A wholly owned entity of Telstra that administers employee equity plans
KMP Key Management Personnel

LTI Long Term Incentive

NBN National Broadband Network

NBN Transaction

Agreements with NBN Co and the Government in relation to Telstra’s participation in the rollout of
the NBN.

Restricted Shares

A right to a share subject to the achievement of the performance hurdle

RTSR

Relative Total Shareholder Return

Senior Executive

Refers to the Chief Executive Officer and those executives with authority and responsibility for
planning, directing and controlling the activities of the Company and Group, directly or indirectly

Service Agreement

a Senior Executive’s contract of employment

STI Short Term Incentive

STI Deferral A program that requires executives to defer part of their cash incentive into shares
Straightline Vesting Describes the vesting calculation between target and stretch of an LTI plan

SSuU Structural Separation Undertaking

Total Fixed Remuneration

Identical to Fixed Remuneration — specifically defined this way in the CEQO’s contract.

Total Remuneration

The sum of all the fixed and variable components of remuneration as detailed in Table 5.1

Total Income

Total Telstra Income excluding profit/loss on Land & Building disposals
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FULL YEAR ENDED 30 JUNE 2012

IT'S HOW
WE CONNECT

TELSTRA DELIVERS REVENUE, PROFIT AND CUSTOMER GROWTH

FY 2012 FY 2011 YoY

($m) ($m) change
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CEO MESSAGE

Telstra today announced results for fiscal year 2012 highlighting
growth in revenue and profits in line with guidance, as well as
adding 1.6 million Australian mobile customers.

Telstra’s strategy continues to deliver benefits to customers
and shareholders, with an increased focus on customer service
leading to strong customer retention and acquisition in the 12
months to 30 June 2012.

During the year Telstra invested nearly $3.6 billion of capital,
including significant investments in Australia’s largest and fastest
national mobile network, extending Australia’s largest 4G LTE
coverage to more than 1,000 base stations serving more than
375,000 customers.

Telstra also confirmed a fully franked 14 cent final dividend,
bringing the total dividend to 28 cents per share for fiscal year
2012, returning $3.4 billion to shareholders.

NEW MOBILE CUSTOMERS IN

1.6 MILLION

AUSTRALIA

“We have seen two years of significant customer growth as

our strategy continues to bear fruit. This has translated into
strong financial results despite tough domestic and international
economic conditions,” Chief Executive Officer David Thodey said
today.

« Total revenue increased by 1.1% to $25.4 billion

» EBITDA increased by 0.8% to $10.2 billion

- Net Profit After Tax increased by 5.4% to $3.4 billion
» Capex to sales ratio of 14.2%

* Free cashflow of $5.2 billion

FY 2012 FY 2012 Guidance
Totalrevenve  1.3%  Low single digit growth
Pl
e S - T
e
e R v

©000000000000000000000000000000000000000000000000000000000000000 00

* Before impairments, Government NBN Definitive Agreement receipts
and regulated wholesale price changes. The guidance basis has been
reviewed by our auditors.

“The results of our focus on our customers and simplifying our
business can be seen in improved customer feedback. We
delivered on our commitments, met guidance and demonstrated
greater resilience than other sectors in a challenging market
environment.

“We have achieved top and bottom line growth and expect to do
so again in the 2013 financial year.”

TOTAL REVENUE GROWTH
2.7%

-2.3%
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HALF YEARLY REPORTED RESULTS

H2 2012 H12012 H2 2011 H1 2011 H2 2010
YoY change YoY change YoY change YoY change YoY change
Sales revenue 0.8% 1.2% 1.8% -0.5% -1.9%
TOtaIrevenue..11%11%19%05%_17%
operatmgexpenses..zs%_10%30%107%_18%
Proﬁtforthepemd..-“s%225%-05%-360%-47%
KEY OUTCOMES AGAINST STRATEGIC PRIORITIES ~ Growth opportunities

Customer satisfaction

TIO level 1 complaints relating to Telstra reduced by 26% and
consumer call volumes by 21%. Customer service improvements
introduced over the last year include a new consumer bill format,
making it simpler and clearer for customers to understand
charges, the introduction of an application which enables
customers to access their account via an Apple iPad® and
Facebook and many other operational improvements.

Growth in number of customers

Telstra’s product offers and network investments continued to
attract new customers during the year, adding:

* 1.6 million domestic mobile customers, to a total of 13.8
million;

» 203,000 retail fixed broadband customers, to a total of 2.6
million;

» 336,000 customers on bundled plans, to a total of 1.4 million;

» 475,000 Hong Kong mobile customers, to a total of 3.5
million.

Telstra’s 4G network build accelerated during the year and now
covers approximately 40% of Australia’s population. Customers
have activated more than 375,000 4G devices since launch.

Telstra’s domestic mobile business generated more than one
third of revenue. Telstra has added more than three million new
mobile customers over the past two years. Mobile revenue
growth of 8.5% was achieved while margins increased by three
percentage points to 36%.

Growth in retail broadband partly offset declines in wholesale
revenues, which included the impact of regulatory access
determinations. Fixed line revenue decline was steady at 6.1%.

Simplification

Telstra’s business improvement programme remained on track
and delivered benefits in fiscal 2012 of $1.1 billion, enabling
reinvestment in customer service initiatives. These benefits
included improvements in labour productivity, reduced customer
call volumes and growth in online customer interactions.

® Apple and iPad are trademarks of Apple Inc., registered in the US and other countries

Network Application and Services (NAS) revenue grew by
10.5% to $1,263 million, with several significant contracts signed
providing a strong foundation for 2013. Major customers signed
within the NAS portfolio included the Department of Human
Services, Australia Post and NAB.

Across the Media portfolio, Foxtel's acquisition of Austar was an
important milestone. Sensis revenue declined by 17.7% as the
move to online accelerated. Customer response to Sensis’ digital
offers improved in recent months across metro and non-metro
regions. Excluding Sensis and advertising, digital media product
revenue increased 4.7% over the year.

In the Telstra International Group, which incorporates Telstra’s
investments in Asia, revenue grew by 7% driven by growth in
the Hong Kong mobile services (CSL) business and global
connectivity and international NAS products (Telstra Global), as
the company benefited from integrating assets acquired from
Reach.

NATIONAL BROADBAND NETWORK (NBN)

In March 2012, Telstra finalised the NBN agreements with the
Commonwealth and NBN Co, including ACCC acceptance of
Telstra’s Structural Separation Undertaking, and commenced
providing long term infrastructure access under the Infrastructure
Services Agreement (ISA). Telstra recently handed over stage
one of the transit network (dark fibre and exchange rack spaces)
to NBN Co. The company continues to work collaboratively with
NBN Co on the building of its access network. Telstra has also
launched retail and wholesale services over the NBN following
successful trials in the early release sites.

CAPITAL MANAGEMENT

Telstra ended the year with strong liquidity and excess cash of
$1.0 billion, at the top end of company projections. This positions
the company well, ahead of expected spectrum acquisition
commitments and $3 billion of debt refinancing due in 2013. In
addition, over the next two years, Telstra plans to invest around
$500 million of excess cash into its mobile network, including
LTE, to maintain and extend our network advantage, and into
the NBN transit network to bring forward benefits from the NBN
agreements.



FINANCIAL HIGHLIGHTS - FULL YEAR ENDED 30 JUNE 2012

Telstra is not contemplating capital management initiatives at this
time.

FINANCIAL OUTLOOK

Telstra expects growth to continue in fiscal year 2013 and
forecasts low single digit total income and EBITDA growth, with
free cashflow between $4.75 and $5.25 billion. Telstra expects
capital expenditure to be around 15% of sales over the next two
years.

Guidance assumes wholesale product price stability, no
impairments to investments and excludes any proceeds on
the sale of businesses and the cost of spectrum purchases.
The foreign exchange impairment on TelstraClear expected on
completion is also excluded.

“Our strategy is working and we continue to focus on our
priorities of improving customer satisfaction, profitably increasing
the number of customers, simplifying the business and finding
new growth opportunities.” Mr Thodey said.

As announced in October 2011, it is the company’s intention to
maintain a 28 cent fully franked dividend for fiscal 2013. This
is subject to the Board’s normal approval process for dividend
declaration and there being no unexpected material events.

FY 2013 GUIDANCE SUMMARY*

Measure Fiscal 2013 Guidance
Total income low single digit growth
EBITDA low single digit growth

Capex/sales Around 15%

Free cashflow $4.75-$5.25 billion

Dividend

* Guidance assumes wholesale product price stability, no impairments to
investments and excludes any proceeds on the sale of businesses and the cost of
spectrum purchases.

REPORTED RESULTS

In fiscal year 2012 sales revenue increased by 1.0% or $249
million to $25,232 million and total revenue increased by 1.1% or
$275 million to $25,368 million.

Operating Expenses (before depreciation and amortisation)
increased by 0.8% or $115 million to $15,269 million as the
company continues to deliver improved productivity.

Labour expense increased by 3.5% to $4,061 million. Labour and
labour substitution expense increased by 0.3% to $4,967 million.
An increase in salary and associated costs, largely a result of the
impact of a movement in the government bond rate on employee
provisions and increased short term incentive costs, was

offset by lower redundancies and labour substitution expense.
Excluding the impact of the bond rate movement, labour and
labour substitution expense decreased by 1.8%.

Directly variable costs (DVCs) or goods and services purchased
decreased by 0.1% to $6,179 million, the first year-on-year
decline in five years.

Other expenses decreased by 0.4% or $18 million to $5,029
million with a reduction in service contracts as we continue to
simplify the business.

Earnings before interest, tax, depreciation and amortisation
(EBITDA) increased by 0.8% to $10,234 million, with EBITDA
margins flat at 40.6%. Earnings before interest and tax (EBIT)
increased by 2.3% to $5,822 million.

Net finance costs decreased by 21.8% to $888 million driven
by a reduction in the level of average net debt from active
management of the company’s debt portfolio and fair value
adjustments.

Reported profit after tax and non-controlling interests increased
by 5.4% to $3,405 million. Basic earnings per share (EPS)
increased by 5.4% from 26.1 cents to 27.5 cents.

Free cash flow of $5,197 million was generated in the year.
Accrued capital expenditure was $3,591 million or 14.2% of
sales.

On 9 August 2012, the Directors of Telstra resolved to pay a fully
franked final dividend of 14 cents per share. Shares will trade
excluding entitlement to the dividend on 20 August 2012 with
payment on 21 September 2012.

PRODUCT PERFORMANCE
KEY PRODUCT REVENUE

FY 2012 FY 2011 YoY
($m) ($m) change
leed7’488797261%
Mob.|es,668798985%
Dataand |p3,122314708%
|ntemat|ona|149613987o%
D.g|ta||v|ed.az,377262996%
FIXED

Revenue from our fixed portfolio decreased by 6.1% to $7,488
million with growth in fixed broadband partly offsetting the
continued PSTN revenue decline.

Fixed retail broadband revenue (including hardware) grew by
8.5% to $1,608 million in the year, a significant improvement from
the 0.3% growth in fiscal 2011. Total fixed broadband revenue
(including wholesale) increased by 2.9% to $2,013 million.

NEW RETAIL FIXED
BROADBAND CUSTOMERS

Our fixed broadband portfolio continues to grow as a result of the
popularity of our competitive and broad range of bundled offers
which include a fixed broadband and PSTN service. Fixed retail
broadband customers grew by 203,000 during the year and there
are now 1.4 million customers on a bundled plan, an increase of
336,000 on the prior year.

203,000
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Fixed retail broadband ARPU increased by 0.6% to $52.76, a
strong result given the intense competitive landscape, and a
turnaround from last fiscal year where ARPU declined by 3.9%.
ARPU in the second half also grew by 4.1% on the prior year.

Wholesale broadband revenue fell by 13.1% or $53 million to
$352 million, mainly as a result of 102,000 wholesale broadband
lines which were lost during the year as wholesale customers
continue to build their own infrastructure and migrate their
services to Telstra’s Unconditioned Local Loop (ULL) product.

PSTN revenue declined by 10.0% to $4,818 million as a result
of lower call revenue and a continued decrease in basic access

FIXED BROADBAND REVENUE GROWTH

10.5%

-2.9%

lines. PSTN is now less than 20% of our sales revenue.

PSTN basic access lines declined 313,000 during the year,
slightly higher than the 290,000 line decline in fiscal year 2011.
The decline in basic access revenue was consistent with prior
periods. Calling revenue deteriorated further as customer usage
patterns continue to change driven by substitution to mobile
voice, mobile data and fixed data alternatives. Call revenue has
also been impacted by the increased take up of bundled plans
where customers have calls included as part of their plan.

PSTN EBITDA margins increased one percentage point to 60%
and fixed broadband margins increased six percentage points to
37%.

The impact of the NBN on our fixed business in this fiscal year
was not significant.

MOBILE

We recorded one of our best ever years in mobile with 1.6 million
domestic mobile customers added. The breadth and quality

of service customers enjoy when using our Next G® network
remains an important competitive advantage for us. Total mobile
revenue grew by 8.5% to $8,668 million.

Over the past two years, we have acquired over three million
mobile customers by providing better value plans, improving our
customer service, focusing our brand and product marketing

and continuing to invest in network superiority. Last year we
became the first operator in Australia to offer ultra-fast 4G LTE
devices (smartphones, tablets and mobile broadband). Since
launching 4G services in September, we have sold over 375,000
4G devices including 113,000 handsets, with coverage now in 89
regional areas,16 major cities and airports.

We now have 13.8 million mobile customers, including 6.6 million
postpaid handheld and 3.1 million mobile broadband customers.
In fiscal year 2012, 88% of our postpaid handset sales were
smartphones.

MOBILE CUSTOMER ADDS (‘000)

1,668

1,567

856

FY09 FY10 FY11 FY12
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Postpaid handheld revenue of $4,672 million grew by 6.0%.
Customer number growth in this category was a strong 8.8%
while ARPUs declined 3.8% in the year largely due the impact
of Mobile Repayment Option (MRO) accounting. Excluding the
impact of MRO, postpaid handheld ARPUs increased marginally
over the year.

Most postpaid customers are now taking up MRO plans. As a
result, hardware revenue growth remains strong at 15.3%. The
growth in MRO plans drives significant non-cash amortisation of
customer debt which is reported as negative service revenue.
This revenue was -$297 million in fiscal year 2012 (FY2011:
-$97 million) and has resulted in close to a $4 reduction in
reported postpaid handheld ARPU in the current fiscal year and
approximately $1.50 in the prior year.

Mobile broadband revenue grew by 10.8% to $1,018 million
driven by strong customer number growth of 808,000. Mobile
broadband ARPU decline of 22.3% was driven by both the
increased penetration of lower value prepaid plans including
tablets, and lower priced postpaid offers. Importantly, in the
second half of the year the rate of ARPU decline has reduced
significantly. Machine to machine (M2M) revenue grew by 15.9%
and is an emerging opportunity for Telstra in the mobile category.
Mobile interconnection revenue increased by 18.3% to $769
million. The growth in interconnection revenue has been driven
by SMS volumes and is attributable, in part, to an increase in the
number of postpaid handheld plans which include an unlimited
SMS bundle. A reduction in mobile termination rates from 9
cents to 6 cents, which became effective 1 January 2012, had a
$75 million negative impact on interconnection revenue. A larger
positive impact from the reduction in mobile termination rates is
captured in network payments.

Churn continues to be well managed with the postpaid handheld
deactivation rate improving to 12.2%.

Strong cost control has had a positive impact on mobile EBITDA
margins which increased by three percentage points from last
fiscal year to 36%, with EBITDA growth of 21% in the fiscal year.

DATA & IP

ISDN is now included in our Data and IP portfolio. Data and IP
revenue declined by 0.8% to $3,122 million. IP Access revenue
continues to grow as the penetration of IP-based solutions
increases in both the Enterprise and Small Business markets
and this is now a $1 billion business. However, the increase

in revenue of 8.9% or $86 million was not enough to offset the
decline in ISDN and traditional data product revenues.

Data and IP EBITDA margins were 64%, steady compared to the
prior year.

NETWORK APPLICATIONS & SERVICES

10.5%

NAS REVENUE GROWTH

Network applications and services (NAS) revenue increased
by 10.5% to $1,263 million with several important long-term

PRODUCT PROFITABILITY - EBITDA MARGINS

FY FY H2 HA1 H2
2012 2011 2012 2012 201
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Mobile 36% 33% 39% 34% 36%

©0000000000000000000000000000000000000000000000000000000000000000

Fixed Broadband 37% 31% 38% 35% 31%

©0000000000000000000000000000000000000000000000000000000000000000

PSTN 60% 59% 60% 60% 59%
Datacnd P 64%  o4%  64%  63%  64%
I T
TolstaGroup  40.6% 406% 40.6% 383% 43.8%

*"The data includes minor adjustments to historic numbers to reflect changes in
product hierarchy
contracts won during the year. Major contracts include the
Department of Human Services, NAB and Australia Post. Telstra
is focused on delivering the best network services for large
organisations. These contracts are a testament to the trust
corporations are placing in us to design, build and manage their
telecommunication and network services.

The NAS sales pipeline remains strong. We are encouraged
by the growth in our NAS business, especially with products
generating recurring revenue. This includes unified
communications and cloud services which grew 14.4% and
42.2% respectively. Commercial and industrial works declined
due to the inclusion of one-off projects in the prior year such as
our participation in the rollout of NBN trial sites.

INTERNATIONAL

Telstra International Group product revenue grew by 7.0% or $98
million to $1,496 million. This portfolio comprises the Hong Kong
mobile services (CSL) business, the Telstra Global business and
a number of digital media businesses in China.

CSL revenue grew 5.7% to $860 million, adding 475,000 new
customers during the year. In local currency, CSL revenue grew
10.0% to HK$6,890 million.

Global Connectivity and NAS products, which includes the
network assets acquired from Reach in March 2011, grew by
24.5% to $508 million.

DIGITAL MEDIA

Digital media product portfolio revenue declined by 9.6%

or $252 million to $2,377 million. This portfolio includes our
domestic media assets and our Sensis directories business.
Digital media revenue, excluding the Sensis and advertising
products, increased by 4.7% to $864 million. This was the
result of revenue growth across TV, content and cable products.
TV revenue growth of 3.5% to $646 million is driven by pay

TV bundling revenue. Pay TV ARPU has improved by 3.6%
following pricing reviews and strong sales of premium packages.
Pay TV bundled customers declined by 1.4% to 501,000. Content
revenue growth of 1.0% to $100 million reflects increased movie
consumption and sales of 193,000 T-Box® devices since June
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2011. Cable revenue increased by 15.7% to $118 million primarily
due to the lease of the HFC cable for FOXTEL services.

Total revenue for Sensis and advertising declined by 16.1% to
$1,513 million in the current year. The decrease primarily relates
to the migration of the Sensis customer base from traditional
print products to digital offerings, with the market'’s shift to digital
marketing occurring faster than expected. Yellow Pages print
revenue declined by 31.8%, partially offset by growth in Yellow
Pages digital of 4.5%. White Pages revenue increased by 1.4%
to $442 million. This was driven by an increase of 33.5% in White
Pages online revenue due to growth in the number of customers
taking the online package product. White Pages print revenue
declined by 1.4%.

EXPENSE PERFORMANCE
OPERATING EXPENSES

FY 2012 FY 2011 YoY

($m) ($m) change

Labour 4,061 3,924 3.5%
Goodsandserwceso

purchased 6,179 6,183 -0.1%

Other expenses 5,029 5,047 -0.4%

Total operating expenses 15,269 15,154 0.8%

© © 0 0 0000000000000 00000000000000000000000000o0

LABOUR

Total labour and labour substitution expenses increased by 0.3%
or $13 million in the year with increased salary and associated
costs being offset by a decrease in labour substitution and
redundancy expense. With total revenue growth in the year

of 1.1%, this result shows that we are continuing to improve
underlying productivity in the business.

Labour expenses increased by 3.5% to $4,061 million in the year.

Within this category, salary and associated costs increased by
5.4% or $179 million. This included $104 million from bond

rate movements impacting our long service leave and workers
compensation provisions. Short term incentive provisions also
increased due to a better performance against targets. Additional
costs were incurred to support expansion in our NAS business as
well as the impacts from acquisitions of Reach (March 2011) and
iVision (April 2011).

Redundancy expenses decreased by 27.7% or $62 million to
$162 million after significant restructuring in the prior year.

Labour substitution costs decreased by 12.0% or $124 million to
$906 million driven mainly by service contracts, which decreased,
due to an overall reduction in our domestic inbound call volumes.
IT professional services costs also decreased following a review
and renegotiation with our external suppliers.

Total workforce numbers decreased by 940 in the year.
Reductions were driven by the restructuring of our China
businesses, continuing productivity initiatives in Sensis and the

rationalisation of our contact centre activities. These reductions
were partially offset by increases in our workforce to support our
growth in NAS and NBN related activities.

GOODS AND SERVICES PURCHASED

Goods and services purchased have reduced by 0.1% or $4
million in fiscal 2012.

Our cost of goods sold (which includes mobile handsets, wireless
devices and fixed/digital products) decreased by 3.5% or $93
million. This was driven by a small decline in total mobile activity.
Pleasingly, this has coincided with continued high levels of mobile
customer growth and low churn.

Network payments were substantially flat year on year, driven
by growth in our domestic carrier network outpayments. Higher
offnet volumes were partially offset by a reduced mobile
terminating access (MTA) rate which dropped from nine cents
to six cents per minute in January 2012. Payments to overseas
carriers increased due to growth in outbound mobile roaming
traffic and revenue. External network payments to Reach
decreased due to the change in funding model following the
acquisition of network assets from Reach in March 2011.

OTHER EXPENSES

Total other expenses decreased by 0.4% or $18 million primarily
driven by the lower labour substitution costs discussed above
and other service contracts and agreements. These reductions
were partially offset by increased impairment charges and
general and administration expenses.

Service contracts and agreements (excluding labour substitution)
decreased by 7.5% or $100 million driven by reviews and
renegotiation of contracts with external suppliers.

Impairment and diminution expenses increased by 22.0% or $98
million driven by an increase in goodwill impairment charges.
This financial year included an impairment of $130 million
against goodwill relating to our investment in TelstraClear. This
impairment is associated with the planned sale of TelstraClear
to Vodafone New Zealand. There was also an impairment in

the LMobile Group of $56 million announced in February 2012.
Offsetting this was an improvement in bad and doubtful debts
expense which declined by 12.9% or $44 million due to lower
levels of consumer debt defaults and an improved remediation of
long outstanding debt.

General and administration expenses increased by 9.1% or $82
million driven mainly by increased power costs.

FINANCE COSTS

Net finance costs decreased by 21.8% or $247 million from the
prior corresponding period.

The decrease in net interest on borrowings of $61 million is

due to a reduction in the volume of average net debt and a
reduction in the average interest cost (from 7.22% to 7.01%).
The reduction in rate arose principally from a reduction in market
base rates in the year, resulting in lower costs on the floating rate
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debt component of our debt portfolio. This was partially offset by
an increase in refinancing margins on term debt issued during
the year.

The decrease in other finance costs of $186 million includes
$157 million relating to debt re-valuation impacts together with a
decrease of $24 million relating to capitalised interest.

FINANCIAL POSITION
CAPITAL EXPENDITURE AND CASH FLOW

Accrued capital expenditure increased by 5.3% to $3,591 million
for the full year. The increase was predominantly driven by
investments in our mobile network and expansion of our ADSL 2+
broadband network, improvements in our mobile and online self-
serve channels, and order management for complex products.
We have also increased our investment in initiatives to prepare
us for the transition to NBN including remediation activities.

Free cashflow for the year of $5,197 million includes NBN cash
receipts of $300 million (net of tax) relating to the Information
Campaign and Migration Deed and $100 million related to the
Retraining Deed. The decline in free cashflow of 5.1% from fiscal
year 2011 was driven by an improvement in cash generated from
operations being more than offset by an increase in our cash
used in investing activities. The increase in investing activities is
attributable to lower net proceeds from the sale of investments
after the sale of Soufun in the prior year and a loan made this
fiscal year to Foxtel for the acquisition of Austar and higher cash
capital expenditure.

DEBT POSITION

Our gross debt position at 30 June 2012 was $17,222 million,
an increase of $990 million from 30 June 2011. The increase

is mainly due to a net financing increase of $773 million as we
prepare for the significant borrowing required over the next year.
The net financing cash inflow of $773 million mainly comprises
$2,801 million debt issuance for refinancing purposes partly
offset by $2,036 million outflow for long-term debt maturities.

Net debt at 30 June 2012 was $13,277 million which reflects

a decrease of $318 million from 30 June 2011. The net debt
decrease reflects the increase in gross debt of $990 million
offset by the net increase in cash and cash equivalents of $1,308
million. Our net debt gearing ratio (net debt to capitalisation)
increased slightly from 52.5% as at 30 June 2011 to 53.2% as at
30 June 2012 and is within our target range for net debt gearing
ratio.

FINANCIAL SETTINGS

Actual Target range
Debt Servicing 1.3x 1.5x to 1.9x
Gearing 53.2% 50% to 70%
Interest cover 10.3x >7x
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STATEMENT OF FINANCIAL POSITION

Our balance sheet remains strong with net assets of $11,689
million. During the period we have refinanced several borrowings
in various debt markets including two Euro public bond issues
totalling A$2,250 million (€1,750 million) with maturity dates in
2022 and a Swiss Franc borrowing of A$252 million (CHF 225
million) maturing in 2018. Some pre-funding of our fiscal year
2013 borrowing requirements was undertaken in the second half
of the year in the order of A$750 million. The decision to pre-fund
was made with regard to the high financing demands in fiscal
year 2013 and the prevaling market conditions.

Current assets increased by $2,497 million. Cash and cash
equivalents increased due to the pre-funding of refinancing
requirements and cash generated by the business. Customer
acquisition has also resulted in an increase to trade and

other receivables. Assets classified as Held for Sale relate

to the carrying value of TelstraClear assets, after the sale

of this entity was announced subsequent to balance date.
Current tax receivables increased by $359 million as prior
year tax ammendments were reclassified from non-current tax
receivables.

Non-current assets decreased by $885 million. Property, plant
and equipment and intangible assets declined as ongoing
depreciation and retirements exceed the level of additions. This
was partly offset by increased trade and other receivables as a
result of a shareholder loan to Foxtel and higher mobile and fixed
repayment option debt associated with increased sales activity.
Derivative financial assets increased mainly due to net foreign
currency and other valuation impacts arising from measuring to
fair value.

Current liabilities increased by $1,694 million largely a result of
an increase in borrowings of $1,316 million. Revenue received
in advance increased by $152 million, including receipt of NBN
related payments for transit network infrastructure works and
staff retraining.

Non-current liabilities increased by $521 million due to higher
defined benefit pension liabilities as a result of bond rate
movements and lower than expected returns, higher derivative
financial liabilities and an increase in revenue received in
advance due to the receipt of NBN payments. This was partly
offset by a decrease in deferred tax liabilities associated with
timing differences on depreciation.

SEGMENT PERFORMANCE

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

of each segment is measured based on its “underlying

EBITDA contribution” to the Telstra Group. Underlying EBITDA
contribution excludes the effects of inter-segment balances and
transactions, with the exception of network revenues and costs
associated with the assets acquired from the Reach business.
In addition, certain items are recorded within our Corporate
areas, rather than being allocated to each segment. Segment
comparatives are restated to reflect any organisational changes
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SEGMENT REVENUE

FY 2012 FY 2011 YoY
($m) ($m) change
TeIstraConsumerando
Country Wide 10,267 9,915 3.6%
Telstra Business 4,676 4,720 -0.9%
Telstra Enterprise and 4,325 4,142 4.4%
Government
Telstra Wholesale 2,101 2,194 -4.2%
Telstra Media Group 1,741 1,978 -12.0%
'(I';elstra International 1,643 1,336 23.0%
roup
TelstraClear 502 514 -2.3%
Telstra Operations 73 113 -35.4%
Other 79 231 -65.8%
Total Telstra segments 25,407 25,143 1.0%
Otherltemsexcludedo
from segment results 96 161 -40.4%
Total Telstra Group 25,503 25,304 0.8%

(reported)
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which have occurred since the prior reporting period.

Further details about the performance of our business segments
follow:

TELSTRA CONSUMER AND COUNTRY WIDE

Telstra Consumer and Country Wide is responsible for providing
a full range of telecommunication products and services to
consumer customers in metropolitan, regional, rural and remote
areas of Australia. Telstra Consumer and Country Wide has
benefited from our strategic investment to retain and grow
customer numbers. Customer numbers increased by 6.6%
across the fixed and mobility portfolios in fiscal year 2012, and
customer satisfaction has increased by 3.3%. This customer
number growth has stimulated revenue growth with income
increasing by 3.6 % to $10,267 million. Mobile service revenue
grew by 10.3%, with growth in the mobile customer base of
12.8%, or 1.017 million. The success of our bundling strategy has
contributed to growth in fixed broadband and Pay TV. Revenue
in fixed broadband increased by 10.8% and Pay TV revenue
grew by 3.7%. We also saw an increase in fixed broadband
ARPU which increased by 3.1% to $51.25. In fiscal year 2012,
labour and labour substitution costs reduced by 12.5% and
EBITDA contribution increased by 7.7% to $5,467 million as

we realised benefits from last year’s strategic investments in
productivity and simplification.

TELSTRA BUSINESS

Telstra Business is a business partner and one-stop shop
providing communications solutions to small and medium

SEGMENT EBITDA CONTRIBUTION

FY 2012 FY 2011 YoY
($m) ($m) change
TelstraConsumerando
Country Wide 5,467 5,075 7.7%
Telstra Business 3,523 3,554 -0.9%
Telstra Enterprise and 3.453 3.331 3.7%
Government
Telstra Wholesale 1,933 2,031 -4.8%
Telstra Media Group 764 999 -23.5%
'Cl;elstra International 312 230 35.7%
roup
TelstraClear 99 84 17.9%
Telstra Operations -3,679 -3,744 -1.7%
Other -1,544 -1,506 2.5%
Total Telstra segments 10,328 10,054 2.7%
Otherltemsexcludedo
from segment results = 97 -196.9%
Total Telstra Group 10,234 10,151 0.8%

(reported)
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enterprises. Income for the full year was $4,676 million, a decline
of 0.9%. EBITDA contribution declined by 0.9% to $3,523 million.
The rate of EBITDA decline has improved significantly from the
3.1% decline reported at December, through reduced expenditure
in the second half of the year. PSTN revenue declined by 9.2%
as a result of customer disconnections and lower usage. Mobile
services revenue increased by 2.8%. The mobile customer

base increased by 233,000 over the year, more than offsetting
ARPU declines. Network Applications and Services revenue also
grew strongly, increasing by 19.9% to $223 million. Expenses
decreased by 1.2%.

TELSTRA ENTERPRISE AND GOVERNMENT

Telstra Enterprise and Government (TE&G) is a leading provider
of network based solutions and services to enterprise and
government organisations in Australia and New Zealand. Income
in this segment grew by 4.4% to $4,325 million while underlying
EBITDA contribution increased by 3.7% to $3,453 million. TE&G
has delivered another strong mobile services revenue result with
growth accelerating to 11.2% and the mobile customer base
increasing by 316,000 over the year. IP access and data services
revenue grew by 4.1%. Network Application and Services
revenue growth of 9.9% was driven by strong managed data
networks revenue, including the contribution from our iVision
acquisition and project activity. Expenses grew by 7.4% due to
increased customer acquisition and NAS costs.

TELSTRA WHOLESALE

Telstra Wholesale is responsible for the provision of
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telecommunication products and services delivered over Telstra
networks and associated support systems to non Telstra branded

carriers, carriage service providers and internet service providers.

Income generated from our Wholesale business declined by
4.2% to $2,101 million. Declining fixed usage and adverse
regulatory pricing determinations for a number of products

all contributed to this result. These significant price impacts
compounded the ongoing loss of resale revenue, as customers
migrated to lower ARPU Unconditioned Local Loop (ULL)
services, with ULL services growing by 159,000 customers.
Spectrum Sharing (LSS) services declined by 30,000 as carriers
migrated to ULL services. Wholesale Line Rental revenue
declined by 12.7% driven by a reduction of 32,000 wholesale
PSTN services, a continued decline in usage and regulatory
price changes. Wholesale fixed broadband revenue fell by 13.0%
led by a reduction of 102,000 Wholesale DSL lines. External
expenses increased by 1.8% driven by higher labour costs,
particularly those associated with NBN readiness. As a result,
underlying EBITDA contribution fell by 4.8% to $1,933 million.

TELSTRA OPERATIONS

Telstra Operations is primarily a cost centre supporting the
revenue generating activities of our other segments. The
underlying EBITDA contribution of -1.7% improved on the prior
year with significant reductions in total service contract and
agreement expenses. This result was achieved after increased
investment in our strategic growth area of Network Application
and Services.

TELSTRA MEDIA GROUP

As announced at the half year, the Telstra Media Group

(TMG) was established to drive growth from our media assets
and manage the transition to digital at our Sensis directories
business. This group is responsible for the management and
growth of the domestic directories and advertising business and
includes the management of leading information brands including
Yellow Pages®, White Pages®, and our investment in Digital
Media content and the FOXTEL partnership.

On a segment reporting basis, TMG external income aligns
with the product portfolio sales revenue, excluding Pay TV
and Content revenues, both of which are predominantly in

the Consumer segment, and also includes distributions from
FOXTEL, recognised in Other Revenue. The TMG EBITDA
decline of 23.5% was mainly driven by the decline in Sensis
revenue, partially offset by the decrease in Sensis expenditure
due to the continued streamlining of the business.

Further commentary on the performance of products in the
TMG is provided in the Digital Media products section of this
document.

TELSTRACLEAR

TelstraClear is our New Zealand subsidiary providing full service
telecommunications, products and services to the business,
government, wholesale and residential sectors. On 12 July
2012, we announced the sale of TelstraClear to Vodafone New

Zealand. The sale is contingent on New Zealand regulatory
approvals which is expected to take a number of months.

Total Income declined by 2.3% to $502 million, with an EBITDA

contribution of $99 million. This was a 17.9% increase from the

prior corresponding period. This result excludes the $130 million
impairment charge relating to the goodwill of TelstraClear.

TELSTRA INTERNATIONAL GROUP

Telstra International Group encompasses our international assets
outside Australia and New Zealand. It includes Hong Kong mobile
operator, CSL; our mainland China businesses which provide
digital media services in auto, IT and consumer electronics; and
Telstra Global, our global connectivity business. Telstra Global
provides managed network services, international data and voice,
and satellite across Asia Pacific, China, India, Europe and Africa,
and has a total of 14 carrier licenses worldwide. It also manages
Telstra’s submarine cable networks and the assets acquired from
Reach in March 2011.

Overall, Telstra International Group Income grew by 23.0% to
$1,643 million. CSL contributed income of $860 million with an
improved EBITDA margin of 25.9%. Adjusting predominantly
for intercompany revenue consolidated into the Telstra
International Group as a result of the Reach transaction, Telstra
International Group income reconciles with Telstra’s International
product revenue of $1,496 million. Further commentary on the
performance of products in the Telstra International Group is
provided in the International product section of this document.

OTHER

Our Other category consists primarily of our corporate centre
functions where we recognise depreciation and amortisation
on fixed assets and redundancy expenses for the parent entity.
Refer to the detailed discussion on these expense categories
within this document.



Results of operations

T

Year ended 30 June

2012 2011 Change Change
$m $m $m %
Sales revenue 25,232 24,983 249 1.0
Other revenue (i) 136 110 26 23.6
Total revenue 25,368 25,093 275 1.1
Other income (ii) 135 211 (76) (36.0)
Total income (excl. finance income) 25,503 25,304 199 0.8
Labour 4,061 3,924 137 3.5
Goods and services purchased 6,179 6,183 (4) (0.1)
Other expenses 5,029 5,047 (18) (0.4)
Operating expenses 15,269 15,154 115 0.8
Share of net profit from jointly controlled and associated entities 0 (1) 1 100.0
Earnings before interest, income tax expense, depreciation and amortisation (EBITDA) 10,234 10,151 83 0.8
Depreciation and amortisation 4,412 4,459 (47) (1.1)
Earnings before interest and income tax expense (EBIT) 5,822 5,692 130 23
Net finance costs 888 1,135 (247) (21.8)
Profit before income tax expense 4,934 4,557 377 8.3
Income tax expense 1,510 1,307 203 15.5
Profit for the period 3,424 3,250 174 5.4
Attributable to:
Equity holders of the Telstra Entity 3,405 3,231 174 5.4
Non-controlling interests 19 19 0 0.0
3,424 3,250 174 5.4
Effective tax rate 30.6% 28.7% 1.9 pp
EBITDA margin on sales revenue 40.6%  40.6% 0.0 pp
EBIT margin on sales revenue 23.1% 22.8% 0.3 pp
Change Change
cents cents cents %
Basic earnings per share (iii) 27.5 26.1 1.4 5.4%
Diluted earnings per share (iii) 27.4 26.1 1.3 5.0%
Dividends per ordinary share:
Interim dividend 14.0 14.0
Final dividend 14.0 14.0
Total 28.0 28.0

(i) Other revenue primarily consists of distributions received from FOXTEL and rental income.

(i) Other income includes gains and losses on asset and investment sales, USO levy receipts, subsidies and other miscellaneous items.

(i) Basic and diluted earnings per share are impacted by the effect of shares held in trust for employee share plans and instruments held under executive remuneration

plans.
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Statement of financial position

&

As at 30 June
2012 2011 Change Change
$m $m $m %

Current assets
Cash and cash equivalents 3,945 2,630 1,315 50.0
Trade and other receivables 4,346 4,137 209 5.1
Inventories 260 283 (23) (8.1)
Derivative financial assets 32 83 (51) (61.4)
Current tax receivables 363 4 359 n/m
Prepayments 250 275 (25) (9.1)
Assets classified as held for sale 754 41 713 n/m
Total current assets 9,950 7,453 2,497 33.5
Non current assets
Trade and other receivables 851 340 511 150.3
Inventories 24 22 2 9.1
Investments - accounted for using the equity method 12 2 10 500.0
Investments - other 19 1 18 n/m
Property, plant and equipment 20,504 21,790 (1,286) (5.9)
Intangible assets 7,421 7,627 (206) (2.7)
Derivative financial assets 658 285 373 130.9
Non current tax receivables 80 382 (302) (79.1)
Deferred tax assets 6 - 6 100.0
Defined benefit assets - 11 (11) (100.0)
Total non current assets 29,575 30,460 (885) (2.9)
Total assets 39,525 37,913 1,612 4.3
Current liabilities
Trade and other payables 4,131 4,093 38 0.9
Provisions 942 846 96 1.3
Borrowings 3,306 1,990 1,316 66.1
Derivative financial liabilities 299 634 (335) (52.8)
Current tax payables 731 404 327 80.9
Revenue received in advance 1,170 1,018 152 14.9
Liabilities classified as held for sale 105 5 100 n/m
Total current liabilities 10,684 8,990 1,694 18.8
Non current liabilities
Other payables 174 177 (3) (1.7)
Provisions 264 244 20 8.2
Borrowings 11,958 12,178 (220) (1.8)
Derivative financial liabilities 2,349 1,799 550 30.6
Deferred tax liabilities 1,107 1,730 (623) (36.0)
Defined benefit liability 831 205 626 305.4
Revenue received in advance 469 298 171 57.4
Total non current liabilities 17,152 16,631 521 31
Total liabilities 27,836 25,621 2,215 8.6
Net assets 11,689 12,292 (603) (4.9)
Equity
Equity available to Telstra Entity shareholders 11,480 12,074 (594) (4.9)
Non-controlling interests 209 218 (9) (4.1)
Total equity 11,689 12,292 (603) (4.9)
Gross debt 17,222 16,232 990 6.1
Net debt 13,277 13,595 (318) (2.3)
EBITDA interest cover (times) 10.3 9.6 1 7.3
Net debt to EBITDA 1.3 1.3 0 0.0
Return on average assets 16.7% 15.9% 0.8 pp
Return on average equity 28.9% 26.1% 2.8 pp
Return on average investment 22.9% 21.6% 1.3 pp
Gearing ratio (net debt to capitalisation) 53.2% 52.5% 0.7 pp

n/m = not meaningful
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Statement of cash flows

&

Year ended 30 June

2012 2011 Change Change
$m $m $m %

Cash flows from operating activities
Receipts from customers (inclusive of goods and services tax (GST)) 28,364 27,389 975 3.6
Payments to suppliers and to employees (inclusive of GST) (17,491) (17,860) 369 (2.1)
Net cash generated by operations 10,873 9,529 1,344 14.1
Income taxes paid (1,597) (1,511) (86) 5.7
Net cash provided by operating activities 9,276 8,018 1,258 15.7
Cash flows from investing activities
Payments for:
- property, plant and equipment (3,006) (2,342) (664) 28.4
- intangible assets (942) (909) (33) 3.6
Capital expenditure (before investments) (3,948) (3,251) (697) 21.4
- shares in controlled entities (net of cash acquired) 0 (36) 36 (100.0)
- payments for associates 9) 0 9) (100.0)
- payments for other investments (18) 0 (18) (100.0)
Total capital expenditure (3,975) (3,287) (688) 20.9
Proceeds from:
- sale of property, plant and equipment 17 16 1 6.3
- sale of intangible assets 2 0 2 100.0
- sale of shares in controlled entities (net of cash disposed) 9) 288 (297) (103.1)
- sale of businesses (net of cash disposed) (2) 14 (16) (114.3)
- sale of associates 0 23 (23) (100.0)
Proceeds from finance lease principal amounts 54 74 (20) (27.0)
Repayments of loans to jointly controlled and associated entities 3 2 1 50.0
Loans to jointly controlled and associated entities (443) 0 (443) n/m
Interest received 117 122 (5) (4.1)
Settlement of hedges of net investments 49 96 47) (49.0)
Dividends received 0 41 (41) (100.0)
Distributions received from FOXTEL Partnership 108 70 38 54.3
Net cash used in investing activities (4,079) (2,541) (1,538) 60.5
Operating cash flows less investing cash flows 5,197 5,477 (280) (5.1)
Cash flows from financing activities
Proceeds from borrowings 3,049 2,340 709 30.3
Repayment of borrowings (2,224) (2,536) 312 (12.3)
Repayment of finance lease principal amounts (52) (61) 9 (14.8)
Staff repayments of share loans 3 8 (5) (62.5)
Finance costs paid (1,154) (1,135) (19) 1.7
Acquisition of non-controlling interests (37) 0 (37) n/m
Dividends paid to equity holders of Telstra Entity (3,475) (3,475) 0 0.0
Dividends paid to non-controlling interests (16) (14) (2) 14.3
Net cash used in financing activities (3,906) (4,873) 967 (19.8)
Net increase in cash and cash equivalents 1,291 604 687 113.7
Cash and cash equivalents at the beginning of the year 2,637 2,105 532 25.3
Effects of exchange rate changes on cash and cash equivalents 17 (72) 89 (123.6)
Cash and cash equivalents at the end of the year 3,945 2,637 1,308 49.6

n/m = not meaningful
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Revenue g

Year ended 30 June
2012 2011 Change Change

$m $m $m %

Fixed products

PSTN products 4,818 5,356 (538) (10.0)

Fixed broadband 2,013 1,957 56 29

Other fixed revenue (i) 657 659 (2) (0.3)
Total fixed revenue 7,488 7,972 (484) (6.1)
Mobiles

Postpaid handheld 4,672 4,409 263 6.0

Prepaid handheld 654 637 17 2.7

Mobile broadband 1,018 919 99 10.8

Machine to Machine (M2M) 80 69 11 15.9
Mobiles interconnection 769 650 119 18.3
Mobile services revenue - wholesale resale 137 145 (8) (5.5)
Total mobile services revenue 7,330 6,829 501 7.3
Mobile hardware 1,338 1,160 178 15.3
Total mobile revenue 8,668 7,989 679 8.5
Data & IP

ISDN products 826 877 (51) (5.8)

IP Access 1,056 970 86 8.9

Other data and calling products 1,240 1,300 (60) (4.6)
Total Data & IP 3,122 3,147 (25) (0.8)
Network applications and services 1,263 1,143 120 10.5
Digital media

TV 646 624 22 3.5

Content 100 99 1 1.0

Sensis and advertising 1,513 1,804 (291) (16.1)

Cable 118 102 16 15.7
Total digital media 2,377 2,629 (252) (9.6)
International

Hong Kong mobile services (CSL) 860 814 46 5.7

China digital media 128 176 (48) (27.3)

Global connectivity and NAS 508 408 100 24.5
Total International 1,496 1,398 98 7.0
TelstraClear 501 516 (15) (2.9)
Other sales revenue (ii) 317 189 128 67.7
Sales revenue 25,232 24,983 249 1.0
Other revenue (iii) 136 110 26 23.6
Total revenue 25,368 25,093 275 11
Other income (iv) 135 211 (76) (36.0)
Total income 25,503 25,304 199 0.8

i) Other fixed revenue primarily includes intercarrier services, payphones, customer premises equipment and narrowband.
i) Other sales revenue includes revenue for the build of NBN infrastructure ($67 million) and late payment and miscellaneous fee revenue.

iii) Other revenue primarily consists of distributions received from FOXTEL and rental income.

(
(
(
(

iv) Other income includes gains and losses on asset and investment sales, USO levy receipts, subsidies and other miscellaneous items.
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d

Expenses
Year ended 30 June

2012 2011 Change Change
$m $m $m %
Salary and associated costs 3,505 3,326 179 5.4
Redundancy 162 224 (62) (27.7)
Other labour expenses 394 374 20 5.3
Total labour 4,061 3,924 137 3.5
Cost of goods sold 2,551 2,644 (93) (3.5)
Network payments 1,948 1,943 5 0.3
Other 1,680 1,596 84 5.3
Total goods and services purchased 6,179 6,183 (4) (0.1)
Service contracts and other agreements 2,135 2,359 (224) (9.5)
Labour substitution (incl. in service contracts and other agreements) 906 1,030 (124) (12.0)
Impairment and diminution expenses 544 446 98 22.0
Other operating expenses 2,350 2,242 108 4.8
Total other expenses 5,029 5,047 (18) (0.4)
Total Operating expenses 15,269 15,154 115 0.8
Salary and associated costs 3,505 3,326 179 5.4
Redundancy 162 224 (62) (27.7)
Other labour expenses 394 374 20 5.3
Labour substitution (incl. in other expenses) 906 1,030 (124) (12.0)
Total labour and labour substitution 4,967 4,954 13 0.3
Depreciation 3,305 3,454 (149) (4.3)
Amortisation 1,107 1,005 102 10.1
Total depreciation and amortisation 4,412 4,459 (47) (1.1)

Net Finance Costs

Year ended 30 June
2012 2011 Change Change

$m $m $m %

Borrowing costs 1,120 1,174 (54) (4.6)
Finance leases 12 12 0 n/m
Finance income (134) (127) (7) 5.5
Net Borrowing Costs 998 1,059 (61) (5.8)
Other (110) 76 (186) (244.7)
Net Finance Costs 888 1,135 (247) (21.8)

n/m = not meaningful

Accrued capex

Year ended 30 June

2012 2011 Change Change

$m $m $m %

New revenue/growth 313 318 (5) (1.6)
Business improvement 639 574 65 1.3
Customer demand and experience 1,971 1,554 417 26.8
Lifecycle maintenance 299 545 (246) (45.1)
Legal and regulatory compliance 5 6 1) (16.7)
Sensis 106 134 (28) (20.9)
International 258 279 (21) (7.5)
Accrued capital expenditure 3,591 3,410 181 5.3

Accrued capital expenditure is defined as additions to property, equipment and intangible assets, including capital lease additions, measured on an accrued basis.
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Segment Information

T

Total external income
Year ended 30 June

Underlying EBITDA contributior
Year ended 30 June

2012 2011 Change 2012 2011 Change

$m $m % $m $m %

Telstra Consumer and Country Wide 10,267 9,915 3.6 5,467 5,075 7.7
Telstra Business 4,676 4,720 (0.9) 3,523 3,554 (0.9)
Telstra Enterprise and Government 4,325 4,142 4.4 3,453 3,331 3.7
Telstra Wholesale 2,101 2,194 (4.2) 1,933 2,031 (4.8)
Telstra Media Group 1,741 1,978 (12.0) 764 999 (23.5)
Telstra International Group (i) 1,643 1,336 23.0 312 230 35.7
TelstraClear 502 514 (2.3) 99 84 17.9
Telstra Operations 73 113 (35.4) (3,679) (3,744) (1.7)
Other 79 231 (65.8) (1,544) (1,506) 25
Total Telstra segments (ii) 25,407 25,143 1.0 10,328 10,054 2.7
Other items excluded from segment results (iii) 96 161 (40.4) (94) 97 (196.9)
Total Telstra Group (reported) 25,503 25,304 0.8 10,234 10,151 0.8

(i) In fiscal 2012, we have changed our approach to the recognition of Reach transactions for internal management purposes and have not restated the prior year results.
Income from external customers for the Telstra International Group includes $136 million of inter-segment income treated as external cost in our Retail units and is
eliminated in the Other segment. External expenses in the Telstra International Group includes $33 million of inter-segment expenses treated as external income in
Wholesale and is eliminated in the Other segment. In 2011, $12 million of inter-segment costs from Telstra Wholesale were treated as negative revenue and $34 million of
inter-segment revenue with our Retail units was treated as negative expense in the Telstra International Group results.

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

of land and buildings and impairment write-offs.

(iii) Other items excluded from the segment results for the full year ended 30 June 2012 include the write back of deferred consideration relating to LMobile, revenue for
the build of NBN infrastructure ($67 million), impairment expenses relating to our investments and the profit/loss on sale of businesses during the year.

Revenue by Business Segment

Year ended 30 June

2012 2011 Change Change
$m $m $m %

Telstra Consumer and Country Wide
PSTN products 2,746 3,025 (279) (9.2)
Fixed broadband 1,305 1,178 127 10.8
Mobile services revenue 3,995 3,622 373 10.3
Telstra Business
PSTN products 1,211 1,333 (122) (9.2)
Fixed broadband 302 315 (13) (4.1)
Mobile services revenue 2,155 2,097 58 2.8
Network applications and services 223 186 37 19.9
Telstra Enterprise and Government
Mobile services revenue 1,031 927 104 11.2
IP access and data services 1,114 1,070 44 4.1
Network applications and services 1,017 925 92 9.9
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Sensis financial summary

Year ended 30 June
2012 2011 Change Change

$m $m $m %
Sales revenue 1,471 1,787 (316) (17.7)
Total income 1,471 1,787 (316) (17.7)
Operating expenses (excl. depreciation & amortisation) 781 793 (12) (1.5)
EBITDA contribution 690 994 (304) (30.6)
Depreciation and amortisation 140 123 17 13.8
EBIT contribution 550 871 (321) (36.9)
Capital expenditure 106 134 (28) (20.9)
EBITDA margin on sales revenue 46.9% 55.6% (8.7) pp

Amounts included for Sensis represent the contribution to Telstra’s consolidated result.

Sensis total income is split into the following categories:

Year ended 30 June
2012 2011 Change Change

$m $m $m %
- Yellow Pages® revenue 861 1,119 (258) (23.1)
- White Pages® revenue 442 436 6 1.4
- Voice 124 131 7) (5.3)
- Other revenue 44 101 (57) (56.4)
Sensis total income 1,471 1,787 (316) (17.7)
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CSL New World financial summary

T

Year ended 30 June

Year ended 30 June

2012 2011 Change 2012 2011 Change

A$m A$m % HK$m HK$m %
Sales revenue 860 814 5.7 6,890 6,262 10.0
Total income 860 819 5.0 6,890 6,297 9.4
Operating expenses (excl. depreciation & amortisation) 637 643 (0.9) 5,100 4,927 3.5
EBITDA contribution 223 176 26.7 1,790 1,370 30.7
Depreciation and amortisation 80 84 (4.8) 595 601 (1.0)
EBIT contribution 143 92 55.4 1,195 769 55.4
Capital expenditure 76 73 4.1 601 609 (1.3)
EBITDA margin on sales revenue 25.9% 21.6% 4.3 pp 26.0% 21.9% 4.1 pp
Mobile SIOs ('000) 3,468 2,993 15.9 3,468 2,993 15.9

Amounts presented in HK$ have been prepared in accordance with IFRS.

Amounts presented in A$ represent amounts included in Telstra’s consolidated result including additional depreciation and amortisation arising from the consolidation of fair

value adjustments.

Note: Statistical data represents management’s best estimates.

TelstraClear financial summary

Year ended 30 June

Year ended 30 June

2012 2011 Change 2012 2011 Change

A$m A$m % NZ$m NZ$m %
Sales revenue 502 516 (2.7) 644 673 (4.3)
Total income 502 514 (2.3) 644 670 (3.9)
Operating expenses (excl. depreciation & amortisation) 532 430 23.7 682 562 21.4
EBITDA contribution (30) 84 (135.7) (38) 108  (135.2)
Depreciation and amortisation 109 112 (2.7) 133 138 (3.6)
EBIT contribution (139) (28) 396.4 (171) (30) 470.0
Capital expenditure 61 66 (7.6) 78 85 (8.2)
EBITDA margin on sales revenue (6.0%) 16.3% (22.3) pp (5.9%) 16.0% (21.9) pp

Amounts presented in NZ$ represent the New Zealand business excluding intercompany transactions and have been prepared in accordance with IFRS.

Amounts presented in A$ represent amounts included in Telstra’s consolidated result including additional depreciation and amortisation arising from the consolidation of fair

value adjustments.

Fiscal 2012 results include a A$130 million (NZ$165 million) impairment charge to goodwill arising on the pending sale of TelstraClear (upon consolidation).
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Billable traffic data %

Year ended 30 June Half-year ended 30 June
2012 2011 Change Change 2012 2011 Change Change
m m m % m m m %

Fixed telephony
Number of local calls 2,994 3,570 (576)  (16.1) 1,418 1,698 (280) (16.5)
National long distance minutes 4,691 5,408 (717)  (13.3) 2,271 2,638 (367) (13.9)
Fixed to mobile minutes 2,953 3,122 (169) (5.4) 1,450 1,560 (110) (7.1)
International direct minutes 469 510 (41) (8.0) 228 250 (22) (8.8)
Mobiles
Mobile voice telephone minutes 16,926 13,512 3,414 25.3 8,863 7,096 1,767 24.9
Number of SMS sent 12,047 9,905 2,142 21.6 6,165 5,095 1,070 21.0
ARPU ($)

Year ended 30 June Half-year ended 30 June

2012 2011 Change Change 2012 2011 Change Change

($) $) $) % %) %) $) %

PSTN 48.88 52.41 (3.53) (6.7) 47.65 51.66 (4.01) (7.8)
Fixed retail Broadband (incl h/ware) 53.64 53.34 0.30 0.6 53.72  52.05 1.67 3.2
Fixed retail Broadband (excl h/ware) 52.76 52.47 0.29 0.6 52.99  50.92 2.07 41
Mobile Services Retail (incl. Interconnect and MRO) 46.09 48.90 (2.81) (5.7) 43.96 47.71 (3.75) (7.9)
Postpaid handheld (excl. MRO) 65.42 65.36 0.06 0.1 63.69 65.33 (1.64) (2.5)
Postpaid handheld (incl. MRO) 61.51 63.95 (2.44) (3.8) 59.04 63.32 (4.28) (6.8)
Prepaid handheld 16.87 16.89 (0.02) (0.1) 16.67 15.94 0.73 4.6
Mobile broadband 31.26 40.22 (8.96) (22.3) 29.84  36.37 (6.53) (17.9)

Services in operation

Jun 12 vs Jun 11 Jun 12 vs Dec 11

As at Change Change Change Change
Jun 2012 Dec 2011 Jun 2011 % %
Fixed products ('000)
Basic access lines in service
Retail 6,877 7,034 7,158 (281) (3.9) (157) (2.2)
Wholesale 1,180 1,200 1,212 (32) (2.6) (20) (1.7)
Total basic access lines in service 8,057 8,234 8,370 (313) (3.7) (177) (2.1)
Fixed broadband SIOs - retail (i) 2,599 2,504 2,396 203 8.5 95 3.8
Fixed broadband SIOs - wholesale 767 815 869 (102) (11.7) (48) (5.9)
ISDN access (basic line equivalents) 1,306 1,313 1,315 9) (0.7) (7) (0.5)
T-Hub® Sales (i) 360 293 212 148 69.8 67 22.9
T-Box® Sales (ii) 388 289 195 193 99.0 99 34.2
Unconditioned local loop SIOs 1,160 1,061 1,001 159 15.9 99 9.3
Spectrum sharing services (jii) 696 717 725 (29) (4.0) (21) (2.9)
Mobiles SIOs ('000)
Postpaid handheld retail mobile 6,596 6,400 6,062 534 8.8 196 3.1
Total mobile broadband (data card) 3,118 2,746 2,310 808 35.0 372 13.5
Total wholesale mobile 57 65 74 (17) (23.0) 8) (12.3)
Prepaid handheld unique users (iv) 2,029 1,988 1,921 108 5.6 41 21
Prepaid handheld retail mobile 3,267 3,291 3,193 74 2.3 (24) (0.7)
M2M 809 744 658 151 22.9 65 8.8
Total pay TV bundling SIOs ('000) 501 504 508 (7) (1.4) 3) (0.6)

(i) Telstra internet direct SIOs have been excluded following the move of the product category from fixed broadband retail to the Data and IP product category.

(i) T-Hub and T-Box sales up to December 2011 have been adjusted to include outright device sales through our retail stores not previously recognised in our reported results.
Units sold are life to date.

(i) Excluded from wholesale broadband SIOs.
(iv) Prepaid unique users defined as the three month rolling average of monthly active prepaid users.

Note: Statistical data represents management’s best estimates.
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Workforce (v)

T

As at

Jun 12 vs Jun 11 Jun 12 vs Dec 11
Change Change Change Change

Jun 2012 Dec 2011 Jun 2011 % %
Employee data
Domestic full time staff (v) 30,203 30,405 30,229 (26) 0.1) (202) (0.7)
Full time staff and equivalents (v) 36,039 36,472 36,072 (33) 0.1) (433) (1.2)
Total workforce (v) 39,972 41,183 40,912 (940) (2.3) (1211) (2.9)

(v) June 2011 Full Time Equivalents (FTEs) have been adjusted to reflect an additional 282 staff within the Reach business not previously recognised in our reported results

including 108 Domestic Full Time staff.

Note: Statistical data represents management’s best estimates.

Product profitability - EBITDA margins

Year ended 30 June

2012 2011 Change
Mobile 36% 33% 3 pp
Fixed Broadband 37% 31% 6 pp
PSTN 60% 59% 1pp
Data and IP 64% 64% 0 pp
Sensis 47% 56% (9) pp
Telstra Group 40.6% 40.6% (0) pp

Half-year ended

Jun 2012 Dec 2011 Jun 2011

39% 34%
38% 35%
60% 60%
64% 63%
60% 25%
42.8%  38.3%

36%
31%
59%
64%
65%
43.8%

Note: Product EBITDA margins are for selected portfolios which are reflective of Telstra’s domestic business. These EBITDA margins are based on management estimates
and are calculated in accordance with AASB 8 and reconcile with segment information. The data includes minor adjustment to historic numbers to reflect changes in product

hierarchy.
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Telstra delivers revenue, profit and customer growth in 2011-12

Total revenue increased by 1.1% to $25.4 billion

Net profit after tax increased by 5.4% to $3.42 billion

1.6 million new Australian mobile customers added during the year

14 cent fully franked final dividend confirmed (28 cent dividend for the year)

9 August 2012 — Telstra today announced results for fiscal year 2012 highlighting growth in revenue and
profits in line with guidance, as well as adding 1.6 million Australian mobile customers.

Telstra’s strategy continues to deliver benefits to customers and shareholders, with an increased focus on
customer service leading to strong customer retention and acquisition in the 12 months to 30 June 2012.

During the year Telstra invested nearly $3.6 billion of capital, including significant investments in Australia’s
largest and fastest national mobile network, extending Australia’s largest 4G LTE coverage to more than
1,000 base stations serving more than 375,000 customers.

Telstra also confirmed a fully franked 14 cent final dividend, bringing the total dividend to 28 cents per
share for fiscal year 2012, returning $3.4 billion to shareholders.

“We have seen two years of significant customer growth as our strategy continues to bear fruit. This has
translated into strong financial results despite tough domestic and international economic conditions,” Chief
Executive Officer David Thodey said today.

“The results of our focus on our customers and simplifying our business can be seen in improved customer
feedback. We delivered on our commitments, met guidance and demonstrated greater resilience than other
sectors in a challenging market environment.

“We have achieved top and bottom line growth and expect to do so again in the 2013 financial year.”
Key financial results
The reported results for the 12 months to June 2012 were:

Total revenue increased by 1.1% or $275 million to $25,368 million

EBITDA increased by 0.8% or $83 million to $10,234 million

Net Profit After Tax increased by 5.4% or $174 million to $3,424 million

Capex to sales ratio of 14.2%, with capital expenditure of $3,591 million

Free cash flow of $5,197 million

Results included an impairment of $130 million associated with the pending sale of TelstraClear in
New Zealand

On a guidance basis® (before impairments, Government NBN Definitive Agreement receipts and regulated
wholesale price changes), results for the financial year were:

= Total revenue increased by 1.3%
= EBITDA increased by 2.1%
*» Free cash flow was $5,285 million

1 The guidance basis has been reviewed by our auditors.

Follow Telstra online:
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Key outcomes against strategic priorities

Customer satisfaction
e TIO level 1 complaints relating to Telstra reduced by 26% and consumer call volumes by 21%.
Customer service improvements introduced over the last year include a new consumer bill format,
making it simpler and clearer for customers to understand charges, the introduction of an
application which enables customers to access their account via an Apple iPad® and Facebook
and many other operational improvements.

Growth in number of customers
e Telstra’s product offers and network investments continued to attract new customers during the
year, adding:
o 1.6 million domestic mobile customers, to a total of 13.8 million;
o 203,000 retail fixed broadband customers, to a total of 2.6 million;
o 336,000 customers on bundled plans, to a total of 1.4 million;
o 475,000 Hong Kong mobile customers, to a total of 3.5 million.

e Telstra’s 4G network build accelerated during the year and now covers approximately 40% of
Australia’s population. Customers have activated more than 375,000 4G devices since launch.

e Telstra’s domestic mobile business generated more than one third of revenue. Telstra has added
more than three million new mobile customers over the past two years. Mobile revenue growth of
8.5% was achieved while margins increased by three percentage points to 36%.

e Growth in retail broadband partly offset declines in wholesale revenues, which included the impact
of regulatory access determinations. Fixed line revenue decline was steady at 6.1%.

Simplification
e Telstra’s business improvement programme remained on track and delivered benefits in fiscal
2012 of $1.1 billion, enabling reinvestment in customer service initiatives. These benefits included
improvements in labour productivity, reduced customer call volumes and growth in online customer
interactions.

Growth opportunities

e Network Application and Services (NAS) revenue grew by 10.5% to $1,263 million, with several
significant contracts signed providing a strong foundation for 2013. Major customers signed within
the NAS portfolio included the Department of Human Services, Australia Post and NAB.

e Across the Media portfolio, Foxtel's acquisition of Austar was an important milestone. Sensis
revenue declined by 17.7% as the move to online accelerated. Customer response to Sensis’
digital offers improved in recent months across metro and non-metro regions. Excluding Sensis
and advertising, digital media product revenue increased 4.7% over the year.

¢ Inthe Telstra International Group, which incorporates Telstra’s investments in Asia, revenue grew
by 7% driven by growth in the Hong Kong mobile services (CSL) business and global connectivity
and international NAS products (Telstra Global), as the company benefited from integrating assets
acquired from Reach.

National Broadband Network (NBN)

In March 2012, Telstra finalised the NBN agreements with the Commonwealth and NBN Co, including
ACCC acceptance of Telstra’s Structural Separation Undertaking, and commenced providing long term
infrastructure access under the Infrastructure Services Agreement (ISA). Telstra recently handed over
stage one of the transit network (dark fibre and exchange rack spaces) to NBN Co. The company continues
to work collaboratively with NBN Co on the building of its access network. Telstra has also launched retail
and wholesale services over the NBN following successful trials in the early release sites.

Capital management
Telstra ended the year with strong liquidity and excess cash of $1.0 billion, at the top end of company

projections. This positions the company well, ahead of expected spectrum acquisition commitments and $3
billion of debt refinancing due in 2013. In addition, over the next two years, Telstra plans to invest around

Follow Telstra online:
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$500 million of excess cash into its mobile network, including LTE, to maintain and extend our network
advantage, and into the NBN transit network to bring forward benefits from the NBN agreements.

Telstra is not contemplating capital management initiatives at this time.
Financial outlook

Telstra expects growth to continue in fiscal year 2013 and forecasts low single digit total income and
EBITDA growth, with free cashflow between $4.75 and $5.25 billion. Telstra expects capital expenditure to
be around 15% of sales over the next two years.

Guidance assumes wholesale product price stability, no impairments to investments and excludes any
proceeds on the sale of businesses and the cost of spectrum purchases. The foreign exchange impairment
on TelstraClear expected on completion is also excluded.

“Our strategy is working and we continue to focus on our priorities of improving customer satisfaction,
profitably increasing the number of customers, simplifying the business and finding new growth
opportunities.” Mr Thodey said.

As announced in October 2011, it is the company’s intention to maintain a 28 cent fully franked dividend for
fiscal 2013. This is subject to the Board’s normal approval process for dividend declaration and there being
no unexpected material events.

Media contacts: Jason Laird (0488 126823), Nicole McKechnie (0429 004617)
Email: media@team.telstra.com
www.telstra.com.au/abouttelstra/media-centre/

Reference: 202 /2012

® Apple and iPad are trademarks of Apple Inc., registered in the US and other countries
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Telstra Corporation Limited and controlled entities

Income Statement

for the year ended 30 June 2012

Telstra Group

Year ended 30 June

2012 2011
Note $m $m
Income
Revenue (excluding finance income). . . . . . . . . .. L 6 25,368 25,093
Otherincome. . . . . . . . . e e e 6 135 211
25,503 25,304
Expenses
Labour . . . . e e 4,061 3,924
Goods and services purchased . . . . . . ... 6,179 6,183
Other eXpenses . . . . . . . . . o e e e 7 5,029 5,047
15,269 15,154
Share of net (profit) from jointly controlled and associated entites . . . . . . . .. ... ... ... .. 26 - (1)
15,269 15,153
Earnings before interest, income tax expense, depreciation and amortisation (EBITDA) . . . . . . . . .. 10,234 10,151
Depreciation and amortisation . . . . . . . . . .. L e 7 4,412 4,459
Earnings before interest and income tax expense (EBIT) . . . . . . . . . ... ... ... ........ 5,822 5,692
Finance income . . . . . . . L e 6 134 127
Finance costs. . . . . . . . . . e 7 1,022 1,262
Netfinance Costs. . . . . . . . . . . e 888 1,135
Profit before income tax expense . . . . . . . . ... 4,934 4,557
Income tax expense . . . . . .. L e e e 9 1,510 1,307
Profitfortheyear . . . . . . . . . . . . . 3,424 3,250
Attributable to:
Equity holders of Telstra Entity . . . . . . . . . . . . . . 3,405 3,231
Non-controlling interests . . . . . . . . . L 19 19
3,424 3,250
Earnings per share (cents per share) cents cents
BasiC . . . . . e 3 27.5 26.1
Diluted . . . . . e 3 27.4 26.1

The notes following the financial statements form part of the financial report.




Telstra Corporation Limited and controlled entities

Statement of Comprehensive Income
for the year ended 30 June 2012

Telstra Group
Year ended 30 June

2012 2011
Note $m $m
Profit for the year
Attributable to equity holders of Telstra Entity . . . . . . . . . .. ... .. ... ... ... ....... 3,405 3,231
Attributable to non-controlling interests . . . . . . . . ... 19 19

3,424 3,250
Items that will not be reclassified subsequently to profit or loss
Retained profits:

- actuarial (loss)/gain on defined benefit plans attributable to equity holders of Telstra Entity . . . . . . . 24 (752) 182

- income tax on actuarial gain/(loss) on defined benefitplans . . . . . . . .. ... ... 000 222 (54)

- actuarial (loss)/gain on defined benefit plans attributable to non-controlling interests . . . . . . . . .. 24 (3) 1
(533) 129

Items that may be reclassified subsequently to profit or loss
Foreign currency translation reserve:

- translation differences of foreign operations attributable to equity holders of Telstra Entity . . . . . . . . 68 (328)
- income tax on movements in the foreign currency translationreserve . . . . . . . . .. ... ... ... 9 (42)
- translation differences transferred to income statement on disposal of controlled entities . . . . . . . . . 9 1"
- income tax on translation differences transferred to income statement on disposal of controlled entities . - 4
- translation differences of foreign operations attributable to non-controlling interests. . . . . . . . . . .. 1 (49)
Cash flow hedging reserve:
- changes in fair value of cash flowhedges . . . . . . . . . . . . . . ... ... (587) (845)
- changes in fair value transferred to otherexpenses . . . . . . . . ... ... ... ... ... ... 204 238
- changes in fair value transferred to goods and services purchased . . . . . . . .. .. ... ...... 7 93
- changes in fair value transferred to financecosts . . . . . . . . . . ... ... ... .. .. ..., 263 267
- changes in fair value transferred to property, plantand equipment. . . . . . . . .. . .. ... ... .. 9 3
- income tax on movements in the cash flow hedgingreserve. . . . . . . . .. ... ... L. 31 73
24 (575)
Total other comprehensiveincome . . . . . . . . . . . . ... (509) (446)
Total comprehensive income fortheyear. . . . . . . . . ... ... ... o oL 2,915 2,804
Total comprehensive income attributable to equity holders of TelstraEntity . . . . . . . .. ... .. ... 2,888 2,833
Total comprehensive income attributable to non-controlling interests . . . . . . . ... .. ... ..... 27 (29)

The notes following the financial statements form part of the financial report.



Telstra Corporation Limited and controlled entities

Statement of Financial Position

as at 30 June 2012

Telstra Group

As at 30 June
2012 2011

Note $m $m
Current assets
Cashand cash equivalents. . . . . . . . . . . . . . . e 20 3,945 2,630
Trade and otherreceivables . . . . . . . . . . . . . .. 10 4,346 4,137
Inventories . . . . . . L L e 11 260 283
Derivative financialassets . . . . . . . . . . . .. 17(f) 32 83
Currenttaxreceivables. . . . . . . . . . . L 363 4
Prepayments . . . . . . . L e e e 250 275
Assets classified as heldforsale. . . . . . . . . . . . .. 12 754 41
Total currentassets. . . . . . . . . L e e e e 9,950 7,453
Non current assets
Trade and otherreceivables . . . . . . . . . . .. o 10 851 340
Inventories . . . . . . L e e e 11 24 22
Investments - accounted for using the equity method . . . . . . . . . . ... ... ... ... 26 12 2
Investments -other. . . . . . . . . e 19 1
Property, plantand equipment . . . . . . . ... L 13 20,504 21,790
Intangible assets . . . . . . . L 14 7,421 7,627
Derivative financialassets . . . . . . . . . . . .. 17(f) 658 285
Non currenttaxreceivables . . . . . . . . . . e 80 382
Deferred tax assets. . . . . . . . . . L e 9 6 -
Defined benefitassets . . . . . . . . . . Lo 24 - 1
Total non currentassets . . . . . . . . . L e e e e e 29,575 30,460
Total assets . . . . . . . . .. e 39,525 37,913
Current liabilities
Trade and other payables . . . . . . . . . . L e 15 4,131 4,093
Provisions . . . . . . . e e e 16 942 846
Borrowings . . . . . . L e e 17(a) 3,306 1,990
Derivative financial liabilities . . . . . . . . . . . ... 17(f) 299 634
Currenttax payables . . . . . . . . . . L e 731 404
Revenue received inadvance . . . . . . . . . . . e e 1,170 1,018
Liabilities classified as heldforsale . . . . . . . . . . . . . . . ... 12 105 5
Total current liabilities . . . . . . . . . . e 10,684 8,990
Non current liabilities
Otherpayables. . . . . . . . . . e e 15 174 177
Provisions . . . . . . . e e 16 264 244
Borrowings . . . . .. L 17(a) 11,958 12,178
Derivative financial liabilities . . . . . . . . . . . . 17(f) 2,349 1,799
Deferred tax liabilities . . . . . . . . . . e 9 1,107 1,730
Defined benefit liability . . . . . . . . . . .. 24 831 205
Revenuereceived inadvance . . . . . . . . . . .. e e 469 298
Total non current liabilities . . . . . . . . . e 17,152 16,631
Total liabilities. . . . . . . . . . . e 27,836 25,621
Netassets . . . . . . . . . L e 11,689 12,292
Equity
Share capital . . . . . . . . e e 19 5,635 5,610
Reserves . . . . . . . e e (867) (843)
Retained profits. . . . . . . . L e 6,712 7,307
Equity available to Telstra Entity shareholders. . . . . . . . . . . . .. .. ... . . 11,480 12,074
Non-controlling interests . . . . . . . . . . L 209 218
Total equity . . . . . . . . . e 11,689 12,292

The notes following the financial statements form part of the financial report.




Telstra Corporation Limited and controlled entities

Statement of Cash Flows
for the year ended 30 June 2012

Telstra Group
Year ended 30 June

2012 2011

Note $m $m
Cash flows from operating activities
Receipts from customers (inclusive of goods and services tax (GST)) . . . . . . .. ... .. ... ... 28,364 27,389
Payments to suppliers and to employees (inclusive of GST) . . . . . . . . . . ... ... ... ..... (17,491) (17,860)
Net cash generated by operations . . . . . . . . . . . . 10,873 9,529
Income taxes paid . . . . . . . e (1,597) (1,511)
Net cash provided by operating activities. . . . . . . . . ... ... ... ... ... ... ..., 20 9,276 8,018
Cash flows from investing activities
Payments for:
- property, plantand equipment . . . . .. L L L L e (3,006) (2,342)
-intangible assets . . . . . . L L L e (942) (909)
Capital expenditure (before investments) . . . . . . . . . ..o oL (3,948) (3,251)
- shares in controlled entities (net of cash acquired). . . . . . . . . ... ... ... ... ... ..... - (36)
-payments forassociates . . . . . . ... L L e (9) -
- payments for otherinvestments . . . . . . . .. .. (18) -
Total capital expenditure . . . . . . . . L (3,975) (3,287)
Proceeds from:
- sale of property, plantand equipment . . . . . . .. L 17 16
-sale ofintangible assets . . . . . . . . L 2 -
- sale of shares in controlled entities (net of cash disposed). . . . . . .. ... .. ... ... ...... 9) 288
- sale of businesses (net of cash disposed) . . . . . . . . . . .. ... ... (2) 14
-saleofassociates. . . . . .. e - 23
Proceeds from finance lease principalamounts . . . . . . . . . . . ... Lo 54 74
Repayment of loans to jointly controlled and associated entities . . . . . . . ... .. .. ... ..... 3 2
Loans to jointly controlled and associated entities . . . . . . . . . ... oo 0oL (443) -
Interestreceived . . . . . . L L e 117 122
Settlement of hedges in netinvestments. . . . . . . . . . ... L L 49 96
Dividendsreceived . . . . . . . . . . e - 41
Distributions received from FOXTEL Partnership . . . . . . . . . . . . ... ... ... ... ..... 6 108 70
Net cash used in investing activities . . . . . . . . . .. .. ... ... . L o (4,079) (2,541)
Operating cash flows less investingcashflows . . . . . .. .. ... ... ... ... ........ 5,197 5,477
Cash flows from financing activities
Proceeds from borrowings . . . . . . . . . L L e 3,049 2,340
Repayment of borrowings . . . . . . . . . L (2,224) (2,536)
Repayment of finance lease principalamounts . . . . . . . . .. .. o Lo (52) (61)
Staff repayments of shareloans . . . . . . . . . .. 3 8
Finance costs paid . . . . . . . . . . . L e (1,154) (1,135)
Acquisition of non-controllinginterests. . . . . . . . . . . ... (37) -
Dividends paid to equity holders of TelstraEntity . . . . . . . .. . .. ... ... .. ... ...... 4 (3,475) (3,475)
Dividends paid to non-controlling interests. . . . . . . . . . . .. . .. ... .. (16) (14)
Net cash used in financing activities . . . . . . . . . ... ... ... .. . o (3,906) (4,873)
Net increase in cash and cash equivalents . . . . . . . . . ... . ... ... . ............ 1,291 604
Cash and cash equivalents at the beginning oftheyear. . . . . . . . ... ... .. ... ... ..... 2,637 2,105
Effects of exchange rate changes on cash and cashequivalents . . . . . . .. ... ... .. ...... 17 (72)
Cash and cash equivalents at the end of theyear . . . . . . . . . ... ... ... ... ...... 20 3,945 2,637

The notes following the financial statements form part of the financial report.



Telstra Corporation Limited and controlled entities

Statement of Changes in Equity

for the year ended 30 June 2012

Telstra Group

Reserves

Foreign

currency Consolid- Non-

transla- Cash flow ation General controll-

Share tion hedging fair value reserve Retained ing Total
capital (a) (b) (c) (d) profits Total interests  Equity
$m $m $m $m $m $m $m $m $m

Balance at 1 July 2010 . 5,590 (482) 157 9 4 7,418 12,696 312 13,008
Profit for the year. . . . . - - - - - 3,231 3,231 19 3,250
Other comprehensive income - (355) (171) - - 128 (398) (48) (446)
Total comprehensive income
fortheyear. . . . . . .. - (355) (171) - - 3,359 2,833 (29) 2,804
Dividends. . . . . . . .. - - - - - (3,475) (3,475) (14) (3,489)
Non-controlling interests on
disposals . . . . ... .. - - - - - - - (51) (51)
Transfers to retained profits - - - (5) - 5 - - -
Amounts repaid on share
loans provided to employees 8 - - - - - 8 - 8
Share based payments. . 12 - - - - - 12 - 12
Balance at 30 June 2011 5,610 (837) (14) 4 4 7,307 12,074 218 12,292
Profit for the year. . . . . - - - - - 3,405 3,405 19 3,424
Other comprehensive income - 86 (73) - - (530) (517) 8 (509)
Total comprehensive income
fortheyear. . . . . . .. - 86 (73) - - 2,875 2,888 27 2,915
Dividends. . . . . .. .. - - - - - (3,475) (3,475) (16) (3,491)
Transactions with non-
controlling interests. . . . - - - - (32) - (32) (5) (37)
Non-controlling interests on
disposals . . . . ... .. - - - - - - o (24) (24)
Transfers to retained profits - - - (4) (1) 5 - - -
Amounts repaid on share
loans provided to employees 3 - - - - - 3 - 3
Share based payments. . 22 - - - - - 22 9 31
Balance at 30 June 2012 5,635 (751) (87) - (29) 6,712 11,480 209 11,689

(a) The foreign currency translation reserve is used to record
exchange differences arising from the conversion of the non-
Australian controlled entities’ financial statements into Australian
dollars. This reserve is also used to record our percentage share of
exchange differences arising from equity accounting our non-
Australian investments in jointly controlled and associated entities.

(b) The cash flow hedging reserve represents the effective portion
of gains or losses on remeasuring the fair value of a hedge
instrument, where the hedge qualifies for hedge accounting. These
gains or losses are transferred to the income statement when the
hedged item affects income, or in the case of forecast transactions,
are included in the measurement of the initial cost of property, plant
and equipment or inventory.

(c) The consolidation fair value reserve represents our share of the
fair value adjustments to TelstraClear Limited’s net assets upon
acquisition of a controlling interest. The reserve balance is
amortised over the useful life of the underlying revalued assets.

(d) The general reserve represents other items we have taken

directly to equity.



Notes to the Financial Statements

Telstra Corporation Limited and controlled entities

1. Basis of preparation

In this financial report, we, us, our, Telstra and the Telstra Group -
all mean Telstra Corporation Limited, an Australian corporation and
its controlled entities as a whole. Telstra Entity is the legal entity,

Telstra Corporation Limited. Telstra Entity is a company limited by
shares incorporated in Australia whose shares are publicly traded

on the Australian Stock Exchange.

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;
« reporting date means the date 30 June; and
* 2012 means fiscal 2012 and similarly for other fiscal years.

The financial report of the Telstra Group for the year ended 30 June
2012 was authorised for issue in accordance with a resolution of the
Telstra Board of Directors on 9 August 2012.

The principal accounting policies used in preparing the financial
report of the Telstra Group are set out in note 2 to our financial
statements.

1.1 Basis of preparation of the financial report

This financial report is a general purpose financial report, prepared
by a for-profit entity, in accordance with the requirements of the
Australian Corporations Act 2001, Accounting Standards applicable
in Australia and other authoritative pronouncements of the
Australian Accounting Standards Board. This financial report also
complies with International Financial Reporting Standards and
Interpretations published by the International Accounting Standards
Board.

Both the functional and presentation currency of the Telstra Entity
and its Australian controlled entities is Australian dollars. The
functional currency of certain non Australian controlled entities is
not Australian dollars. As a result, the results of these entities are
translated to Australian dollars for presentation in the Telstra Group
financial report.

This financial report is prepared in accordance with historical cost,
except for some categories of investments and some financial
instruments which are recorded at fair value. Cost is the fair value
of the consideration given in exchange for net assets acquired.

In preparing this financial report, we are required to make
judgements and estimates that impact:

* income and expenses for the year;

« the reported amounts of assets and liabilities; and

« the disclosure of off balance sheet arrangements, including
contingent assets and contingent liabilities.

We continually evaluate our judgements and estimates. We base
our judgements and estimates on historical experience, various
other assumptions we believe to be reasonable under the
circumstances and, where appropriate, practices adopted by
international telecommunications companies. Actual results may
differ from our estimates.

1.2 Clarification of terminology used in our income statement

Under the requirements of AASB 101: “Presentation of Financial

Statements”, we must classify all of our expenses (apart from any
finance costs and our share of net profit/loss from jointly controlled
and associated entities) according to either the nature (type) of the
expense or the function (activity to which the expense relates). We
have chosen to classify our expenses using the nature classification
as it more accurately reflects the type of operations we undertake.

Earnings before interest, income tax expense, depreciation and
amortisation (EBITDA) reflects our profit for the year prior to
including the effect of net finance costs, income taxes, depreciation
and amortisation. Depreciation and amortisation are calculated in
accordance with AASB 116: “Property, Plant and Equipment” and
AASB 138: “Intangible Assets” respectively. We believe that
EBITDA is a relevant and useful financial measure used by
management to measure the company’s operating performance.

Our management uses EBITDA and earnings before interest and
income tax expense (EBIT), in combination with other financial
measures, primarily to evaluate the company’s operating
performance before financing costs, income tax and non-cash
capital related expenses.

In consideration of the capital intensive nature of our business,
EBITDA is a useful supplement to net profit in understanding cash
flows generated from operations that are available for payment of
income taxes, debt servicing and capital expenditure. In addition,
we believe EBITDA is useful to investors because analysts and
other members of the investment community largely view EBITDA
as a key and widely recognised measure of operating performance.

EBIT is a similar measure to EBITDA, but takes into account the
effect of depreciation and amortisation.

1.3 Rounding

All dollar amounts in this financial report (except where indicated)
have been rounded to the nearest million dollars ($m) for
presentation. This has been done in accordance with Australian
Securities and Investments Commission (ASIC) Class Order
98/100, dated 10 July 1998, issued under section 341(1) of the
Corporations Act 2001. Telstra is an entity to which this class order
applies.



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

2. Summary of significant accounting policies, estimates, assumptions and judgements

2.1 Changes in accounting policies

The following accounting policy changes occurred during the year
ended 30 June 2012.

(a) Presentation of items of Other Comprehensive Income (OCI)

We have elected to early adopt and apply AASB 2011-9:
“Amendments to Australian Accounting Standards - Presentation of
items of Other Comprehensive Income” in our 30 June 2012
financial report.

AASB 2011-9 was issued by the AASB in September 2011 and
amends AASB 101: “Presentation of Financial Statements” to
require entities to group items presented in OCI on the basis of
whether they are subsequently expected to be reclassified to profit
or loss.

The amendments from this standard have resulted in a change in
the presentation of Telstra’s Statement of Comprehensive Income
so that items of OCI that may be reclassified to profit or loss in
subsequent periods are grouped separately from items of OCI that
will not. This standard impacts disclosure requirements only and
does not change the way we recognise or measure items of OCI.

(b) Other

Other accounting standards that are applicable for the year ended
30 June 2012.

* AASB 124: “Related Party Disclosures (Revised)’;

+ AASB 2009-12: “Amendments to Australian Accounting
Standards”;

+ AASB 2009-14: “Amendments to Australian Interpretation -
Prepayments of a Minimum Funding Requirement”;

* AASB 2010-4: “Further Amendments to Australian Accounting
Standards arising from the Annual Improvements Project”;

+ AASB 2010-5: “Amendments to Australian Accounting
Standards”;

* AASB 2010-6: “Amendments to Australian Accounting
Standards - Disclosures on Transfers of Financial Assets”;

* AASB 2011-5: “Amendments to Australian Accounting
Standards — Extending Relief from Consolidation, the Equity
Method and Proportionate Consolidation”;

+ AASB 1048: “Interpretation of Standards (Revised)”; and

» AASB 1053: “The Application of Tiers of Australian Accounting
Standards”.

These new accounting standards do not have any material impact
on our financial results.

2.2 Principles of consolidation

The consolidated financial report includes the assets and liabilities
of the Telstra Entity and its controlled entities as a whole as at the
end of the year and the consolidated results and cash flows for the
year. The effect of all intragroup transactions and balances are
eliminated in full from our consolidated financial statements.

An entity is considered to be a controlled entity where we are able
to dominate decision making, directly or indirectly, relating to the
financial and operating policies of that entity so as to obtain benefits
from its activities.

Where we do not control an entity for the entire year, results and
cash flows for those entities are only included from the date on
which control commences, or up until the date on which there is a
loss of control.

Non-controlling interests in the results and equity of controlled
entities are shown separately in our income statement, statement of
comprehensive income and statement of financial position.

We account for the acquisition of our controlled entities using the
acquisition method of accounting. This involves recognising the
acquiree’s identifiable assets, liabilities and contingent liabilities at
their fair value at the date of acquisition. Any excess of the fair value
of consideration over our interest in the fair value of the acquiree’s
identifiable assets, liabilities and contingent liabilities is recognised
as goodwill.

The financial statements of controlled entities are prepared for the
same reporting period as the Telstra Entity, using consistent
accounting policies. Adjustments are made to bring into line any
dissimilar accounting policies.

2.3 Foreign currency translation

(a) Transactions and balances

Foreign currency transactions are converted into the relevant
functional currency at market exchange rates applicable at the date
of the transactions. Amounts payable or receivable in foreign
currencies at reporting date are converted into the relevant
functional currency at market exchange rates at reporting date. Any
currency translation gains and losses that arise are included in our
income statement. Where we enter into a hedge for a specific
expenditure commitment or for the construction of an asset,
hedging gains and losses are accumulated in other comprehensive
income over the period of the hedge and are transferred to the
carrying value of the asset upon completion, or included in the
income statement at the same time as the discharge of the
expenditure commitment.

The consolidated financial statements are presented in Australian
dollars, which is the functional and presentation currency of Telstra
Corporation Limited.



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

2. Summary of significant accounting policies, estimates, assumptions and judgements

(continued)

2.3 Foreign currency translation (continued)

(b) Financial reports of foreign operations that have a functional
currency that is not Australian dollars

Our operations include subsidiaries, associates, and jointly
controlled entities, the activities and operations of which are in an
economic environment where the functional currency is not
Australian dollars. The financial statements of these entities are
translated to Australian dollars (our presentation currency) using the
following method:

+ assets and liabilities are translated into Australian dollars using
market exchange rates at reporting date;

* equity at the date of investment is translated into Australian
dollars at the exchange rate current at that date. Movements
post-acquisition (other than retained profits/accumulated losses)
are translated at the exchange rates current at the dates of those
movements;

* income statements are translated into Australian dollars at
average exchange rates for the year, unless there are significant
identifiable transactions, which are translated at the exchange
rate that existed on the date of the transaction; and

+ currency translation gains and losses are recorded in other
comprehensive income.

Refer to note 18 for details regarding our accounting policy for
derivative financial instruments and foreign currency monetary
items that are used to hedge our net investment in entities which
have a functional currency that is not in Australian dollars.

2.4 Cash and cash equivalents

Cash and cash equivalents include cash at bank and on hand, bank
deposits, bills of exchange and promissory notes that are held for

the purposes of meeting short term cash commitments rather than
investment purposes.

Bank deposits are recorded at amounts to be received. Bills of
exchange and promissory notes are classified as ‘available-for-sale’
financial assets and are held at fair value. The carrying amount of
these assets approximates their fair value due to the short term to
maturity.

2.5 Trade and other receivables

Trade and other receivables are considered financial assets. They
are initially recorded at the fair value of the amounts to be received
and are subsequently measured at amortised cost using the
effective interest method. These financial assets are derecognised
when the rights to receive cash flows from the financial assets have
expired or have been transferred and we have transferred
substantially all the risks and rewards of ownership.

An allowance for doubtful debts is raised to reduce the carrying
amount of trade receivables, based on a review of outstanding
amounts at reporting date. The allowance for doubtful debts is
based on historical trends and management's assessment of
general economic conditions. An allowance for doubtful debts is
raised when management considers there is a credit risk,
insolvency risk or incapacity to pay a legally recoverable debt. Bad
debts specifically provided for in previous years are eliminated
against the allowance for doubtful debts. In all other cases, bad
debts are eliminated directly against the carrying amount and
written off as an expense in the income statement.

2.6 Inventories

Our finished goods include goods available for sale, and material
and spare parts to be used in constructing and maintaining the
telecommunications network. We value inventories at the lower of
cost and net realisable value.

For the majority of inventory items, we assign cost using the
weighted average cost basis. For materials used in the production
of directories the ‘first in first out’ basis is used for assigning cost.

Net realisable value of items expected to be sold is the estimated
selling price in the ordinary course of business, less estimated costs
of completion and the estimated costs incurred in marketing, selling
and distribution. It approximates fair value less costs to sell. We
calculate net realisable value of inventories by making certain price
assumptions to project selling prices into the future and
assumptions about technologies at reporting date.

Net realisable value of items expected to be consumed, for example
used in the construction of another asset, is the net value expected
to be earned through future use.

2.7 Construction contracts

(a) Valuation

We record construction contracts in progress at cost (including any
profits recognised) less progress billings and any provision for
foreseeable losses. Cost includes:

» both variable and fixed costs directly related to specific contracts;
* amounts which are attributable to contract activity in general and
which can be allocated to specific contracts on a reasonable

basis; and
» costs expected to be incurred under penalty clauses, warranty
provisions and other variances.

Where a significant loss is estimated to be made on completion, a
provision for foreseeable losses is brought to account and recorded
against the gross amount of construction work in progress.



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

2. Summary of significant accounting policies, estimates, assumptions and judgements

(continued)

2.7 Construction contracts (continued)

(b) Recognition of revenue and profit

Revenue and profit is 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 2.17(d) for further details.

Profits are recognised when:

+ the stage of contract completion can be reliably determined;

+ costs to date can be clearly identified; and

» total contract revenues to be received and costs to complete can
be reliably estimated.

(c) Disclosure

The construction work in progress balance is recorded in current
inventories after deducting progress billings. Where progress
billings exceed the balance of construction work in progress, the net
amount is shown as a current liability within trade and other
payables.

2.8 Investments

(a) Jointly controlled and associated entities
(i) Jointly controlled entities

A jointly controlled entity is a contractual arrangement (in the form
of an entity) whereby two or more parties take on an economic
activity which is governed by joint control. Joint control involves the
contractually agreed sharing of control over an entity where two or
more parties must consent to all major decisions. Our interests in
jointly controlled entities, including partnerships, are accounted for
using the equity method of accounting in the Telstra Group financial
statements.

Under the equity method of accounting, we adjust the initial
recorded amount of the investment for our share of:

+ profits or losses after tax for the year since the date of
investment;

* reserve movements since the date of investment;

* unrealised profits or losses;

» dividends or distributions received; and

+ deferred profit brought to account.

Where the equity accounted amount of our investment in an entity
falls below zero, we suspend the equity method of accounting and
record the investment at zero. When this occurs, the equity method
of accounting does not recommence until our share of profits and
reserves exceeds the cumulative prior years’ share of losses and
reserve reductions.

Where we have long term assets that in substance form part of our
investment in equity accounted interests and the equity accounted
amount of the investment falls below zero, we reduce the value of
these long term assets in proportion with our cumulative losses.

(i) Associated entities

Where we hold an interest in the equity of an entity, generally of
between 20% and 50%, and are able to significantly influence the
decisions of the entity, that entity is an associated entity.
Associated entities are accounted for using the equity method of
accounting in the Telstra Group financial statements.

(b) Jointly controlled assets

A jointly controlled asset involves the joint control of one or more
assets acquired and dedicated for the purpose of a joint venture.
The assets are used to obtain benefits for the venturers. Where the
asset is significant we record our share of the asset. We record
income and expenses based on our percentage ownership interest
of the jointly controlled asset.

(c) Listed securities and investments in other corporations

Our investments in listed securities and in other corporations are
classified as ‘available-for-sale’ financial assets and are measured
at fair value at each reporting date. Fair values are calculated on
the following basis:

« for listed securities traded in an organised financial market, we
use the current quoted market bid price at reporting date; and

« for investments in unlisted entities whose securities are not
traded in an organised financial market, we establish fair value
by using valuation techniques, including reference to discounted
cash flows and fair values of recent arms length transactions
involving instruments that are substantially the same.

We remeasure the fair value of our investments in listed securities
and other corporations at each reporting date. Any gains or losses
are recognised in other comprehensive income until we dispose of
the investment, or we determine it to be impaired, at which time we
transfer all cumulative gains and losses to the income statement.
Purchases and sales of investments are recognised on settlement
date, being the date on which we receive or deliver an asset.

2.9 Impairment
(a) Non-financial assets

Our tangible and intangible assets (excluding inventories, assets
arising from construction contracts, current and deferred tax assets,
defined benefit assets and financial assets) are measured using the
cost basis and are written down to recoverable amount where their
carrying value exceeds recoverable amount.

Assets with an indefinite useful life are not subject to amortisation
and are tested on an annual basis for impairment, or where an
indication of impairment exists. Assets that are subject to
amortisation are reviewed for impairment wherever events or
changes in circumstances indicate that the carrying amount may not
be recoverable.
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(continued)

2.9 Impairment (continued)

(a) Non-financial assets (continued)

The recoverable amount of an asset is the higher of its fair value
less costs to sell or its value in use. Value in use represents the
present value of the future amount expected to be recovered
through the cash inflows and outflows arising from the asset’s
continued use and subsequent disposal. We recognise any
reduction in the carrying value as an expense in the income
statement in the reporting period in which the impairment loss
occurs.

In determining value in use, we apply management judgement in
establishing forecasts of future operating performance, as well as
the selection of growth rates, terminal rates and discount rates.
These judgements are applied based on our understanding of
historical information and expectations of future performance.

The expected net cash flows included in determining recoverable
amounts of our assets are discounted to present values using a
market determined, risk adjusted, discount rate. When determining
an appropriate discount rate, we use the weighted average cost of
capital (WACC) as an initial point of reference, adjusted for specific
risks associated with each different category of assets assessed.

For assets that do not generate largely independent cash inflows,
the recoverable amount is determined for the cash generating unit
(CGU) to which that asset belongs. In addition, when goodwill is
allocated to a CGU, the unit cannot be larger than an operating
segment. Our CGUs are determined according to the lowest level
of aggregation for which an active market exists and the assets
involved generate largely independent cash inflows.

We apply management judgement to establish our CGUs. We have
determined that assets which form part of our ubiquitous
telecommunications network work together to generate net cash
inflows. No one item of telecommunications equipment is of any
value without the other assets to which it is connected in order to
achieve the delivery of products and services. As a result, we have
determined that the ubiquitous telecommunications network is a
single CGU. We have referred to this CGU as the Telstra Entity
CGU in our financial report.

The Telstra Entity CGU excludes the hybrid fibre coaxial (HFC)
cable network, which we consider not to be integrated with the rest
of our telecommunications network. Refer to note 21 for further
details.

(b) Financial assets

At each reporting date we assess whether there is objective
evidence to suggest that any of our financial assets are impaired.

For listed securities and investments in other corporations, we
consider the financial asset to be impaired when there has been a
significant or prolonged decline in the fair value of the financial asset
below its acquisition cost. At this time, all revaluation losses in
relation to impaired financial assets that have been accumulated
within other comprehensive income are recognised in the income
statement.

For financial assets held at cost or amortised cost, we consider the
financial asset to be impaired when there is objective evidence as a
result of one or more events that the present value of estimated
discounted future cash flows is lower than the carrying value. Any
impairment losses are recognised immediately in the income
statement.

2.10 Property, plant and equipment

(a) Acquisition

ltems of property, plant and equipment are recorded at cost and
depreciated as described in note 2.10(b). The cost of our
constructed property, plant and equipment is directly attributable in
bringing the asset to the location and condition necessary for its
intended use and includes:

» the cost of material and direct labour;

* an appropriate proportion of direct and indirect overheads; and

» where we have an obligation for removal of the asset or
restoration of the site, an estimate of the cost of restoration or
removal if that cost can be reliably estimated.

Management judgement is required in the assessment of the types
of costs that are directly attributable to the construction of our
property, plant and equipment. Satisfying the directly attributable
criteria requires an assessment of those unavoidable costs that, if
not incurred, would result in the property, plant and equipment not
being constructed. We capitalise borrowing costs that are directly
attributable to the acquisition, construction or production of a
qualifying asset.

We review our property, plant and equipment assets and property,
plant and equipment under construction on a regular basis to
ensure that the assets are still in use and that the projects are still
expected to be completed. Refer to note 7 for details of impairment
losses recognised on our property, plant and equipment.

Where settlement of any part of the cash consideration is deferred,
the amounts payable in the future are discounted to their present
value as at the date of acquisition. The unwinding of this discount
is recorded within finance costs.

We account for our assets individually where it is practical, feasible
and in line with commercial practice. Where it is not practical and
feasible, we account for assets in groups. Group assets are
automatically removed from our financial statements on reaching
the group life. Therefore, any individual asset may be physically
retired before or after the group life is attained. This is the case for
certain communication assets as we assess our technologies to be
replaced by a certain date.

1"
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(continued)

2.10 Property, plant and equipment (continued)

(b) Depreciation

ltems of property, plant and equipment, including buildings and
leasehold property, but excluding freehold land, are depreciated on
a straight line basis to the income statement over their estimated
service lives. We start depreciating assets when they are installed
and ready for use. The service lives of our significant items of
property, plant and equipment are as follows:

Telstra Group

As at 30 June

2012 2011

Service life  Service life
Property, plant and equipment (years) (years)
Buildings
Buildings . . . . ... .. ... .. 52 -53 52 -53
Fitouts . . . . ... ... ... .. 10 - 20 10-20
Leasehold improvements. . . . . . 4-40 5-40
Communication assets
Network land and buildings. . . . . 10 - 58 10-58
Network support infrastructure . . . 3-52 3-52
Accessfixed . . . ... ... ... 4-30 3-30
Accessmobile . . . . .. ... .. 3-16 3-17
Content/IP products - core . . . . . 4-10 4-10
Core network-data . . . . .. .. 3-10 3-8
Core network - switch . . . . . .. 2-26 2-25
Core network - transport . . . . . . 5-30 5-30
Specialised premise equipment . . 3-8 3-8
International connect. . . . . . .. 1-21 11-21
Managed service. . . . . .. ... 4-13 3-12
Network control layer. . . . . . . . 2-13 2-13
Network product . . . . . . . ... 2-9 2-9
Other plant and equipment
ITequipment. . . . . .. ... .. 3-5 3-5
Motor vehicles/trailer/caravan/huts . 5-15 5-15
Other plant and equipment. . . . . 3-20 2-20

The service lives and residual values of our assets are reviewed
each year. We apply management judgement in determining the
service lives of our assets. This assessmentincludes a comparison
with international trends for telecommunications companies and, in
relation to communication assets, includes a determination of when
the asset may be superseded technologically or made obsolete.

Based on our assessments at 30 June 2011 and the fact that no
significant changes have occurred since then, there are no
measurement implications on service lives resulting from the
National Broadband Network (NBN) transaction for the year ended
30 June 2012. Our assessment continues to show that the
weighted average remaining service life (WARSL) for the existing
network assets impacted by the disconnection obligations that will
apply under the Definitive Agreements, falls within the anticipated
rollout period of 10 years. As such, we have concluded that no
further adjustments for fiscal 2012 are required, in addition to the
annual service life reassessment, the results of which are noted
below. Refer to note 21 for further discussion on the NBN.

The net effect of the reassessment of service lives for fiscal 2012
was a decrease in our depreciation expense of $248 million (2011:
$79 million increase) for the Telstra Group.

Our major repairs and maintenance expenses relate to maintaining
our exchange equipment and the customer access network. We
charge the cost of repairs and maintenance, including the cost of
replacing minor items which are not substantial improvements, to
operating expenses.

2.11 Leased plant and equipment

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 substantially all such risks
and benefits.

(a) Telstra as a lessee

Where we acquire non current assets via a finance lease, the lower
of the fair value of the asset and the present value of future
minimum lease payments is capitalised as equipment under finance
leases at the beginning of the lease term. Capitalised lease assets
are depreciated on a straight line basis over the shorter of the lease
term or the expected useful life of the assets. 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 income statement on
a straight line basis over the term of the lease.

Where we lease properties, costs of improvements to these
properties are capitalised as leasehold improvements and
amortised over the shorter of the useful life of the improvements or
the term of the lease.



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

2. Summary of significant accounting policies, estimates, assumptions and judgements

(continued)

2.11 Leased plant and equipment (continued)

(b) Telstra as a lessor

Where we lease non current assets via a finance lease, a lease
receivable equal to the present value of the minimum lease
payments receivable plus the present value of any unguaranteed
residual value expected to accrue at the end of the lease term is
recognised at the beginning of the lease term. Finance lease
receipts are allocated between finance income and a reduction of
the lease receivable over the term of the lease in order to reflect a
constant periodic rate of return on the net investment outstanding in
respect of the lease.

Rental income from operating leases is recognised on a straight line
basis over the term of the relevant lease.

2.12 Intangible assets

Intangible assets are assets that have value, but do not have
physical substance. In order to be recognised, an intangible asset
must be either separable or arise from contractual or other legal
rights.

(a) Goodwill

On the acquisition of investments in controlled entities, jointly
controlled and associated entities, when we pay an amount greater
than the fair value of the net identifiable assets of the entity, this
excess is considered to be goodwill. We calculate the amount of
goodwill as at the date of purchasing our ownership interest in the
entity.

When we purchase an entity that we will control, the amount of
goodwill is recorded in intangible assets. When we acquire a jointly
controlled or associated entity, the goodwill amount is included as
part of the cost of the investment.

Goodwill is not amortised but is tested forimpairment in accordance
with note 2.9 on an annual basis, or when an indication of
impairment exists.

(b) Internally generated intangible assets
Research costs are recorded as an expense as incurred.

Management judgement is required to determine whether to
capitalise development costs. Development costs are capitalised if
the project is technically and commercially feasible, we are able to
use or sell the asset, and we have sufficient resources and intent to
complete the development.

Software assets
We record direct costs associated with the development of business

software for internal use as software assets if the development
costs satisfy the criteria for capitalisation described above.

Costs included in software assets developed for internal use are:

» external direct costs of materials and services consumed; and
» payroll and direct payroll-related costs for employees (including
contractors) directly associated with the project.

We capitalise borrowing costs that are directly attributable to the
acquisition, construction or production of a qualifying asset.

We review our software assets and software assets under
development on a regular basis to ensure the assets are still in use
and projects are still expected to be completed. Refer to note 7 for
details of impairment losses recognised on our intangible assets.

Software assets developed for internal use have a finite life and are
amortised on a straight line basis over their useful lives to us.
Amortisation commences once the software is ready for use.

(c) Acquired intangible assets

We acquire other intangible assets either as part of a business
combination or through separate acquisition. Intangible assets
acquired in a business combination are recorded at their fair value
at the date of acquisition and recognised separately from goodwiill.
We apply management judgement to determine the appropriate fair
value of identifiable intangible assets.

Intangible assets that are considered to have a finite life are
amortised on a straight line basis over the period of expected
benefit. Intangible assets that are considered to have an indefinite
life are not amortised but tested for impairment in accordance with
note 2.9 on an annual basis, or where an indication of impairment
exists.

(d) Deferred expenditure

Deferred expenditure mainly includes costs incurred for basic
access installation and connection fees for in place and new
services, and direct incremental costs of establishing a customer
contract.

Significant items of expenditure are deferred to the extent that they
are recoverable from future revenue and will contribute to our future
earning capacity. Any costs in excess of future revenue are
recognised immediately in the income statement. Handset
subsidies are considered to be separate units of accounting and
expensed as incurred.

We amortise deferred expenditure over the average period in which
the related benefits are expected to be realised.

13
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2.12 Intangible assets (continued)

(e) Amortisation

The weighted average amortisation periods of our identifiable
intangible assets are as follows:

Telstra Group

As at 30 June

2012 201
Expected  Expected

benefit benefit
Identifiable intangible assets (years) (years)
Software assets . . . .. ... .. 9 9
Patents and trademarks . . . . . . 6 9
Mastheads . . . . . . . ... ... 5 5
Licences . . . . . . ... ... .. 14 13
Brandnames. . . . . .. ... .. 18 18
Customerbases . . . . ... ... 13 13
Deferred expenditure. . . . . . . . 4 4

The service lives of our identifiable intangible assets are reviewed
each year. Any reassessment of service lives in a particular year
will affect the amortisation expense through to the end of the
reassessed useful life for both that current year and future years.

The net effect of the reassessment for fiscal 2012 was a decrease
in our amortisation expense of $32 million (2011: $105 million) for
the Telstra Group.

In relation to acquired intangible assets, we apply management
judgement to determine the amortisation period based on the
expected useful lives of the respective assets. In some cases, the
useful lives of certain acquired intangible assets are supported by
external valuation advice on acquisition. In addition, we apply
management judgement to assess annually, the indefinite useful life
assumption applied to certain acquired intangible assets.

2.13 Trade and other payables

Trade and other payables, including accruals, are recorded when
we are required to make future payments as a result of purchases
of assets or services. Trade and other payables are carried at
amortised cost.

2.14 Provisions

Provisions are recognised when the group has:

» a present legal or constructive obligation to make a future
sacrifice of economic benefits as a result of past transactions or
events;

» itis probable that a future sacrifice of economic benefits will
arise; and

» areliable estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the
consideration required to settle the present obligation at reporting
date, taking into account the risks and uncertainties surrounding the
obligation. Where a provision is measured using the cash flows
estimated to settle the present obligation, its carrying amount is the
present value of those cash flows.

(a) Employee benefits

We accrue liabilities for employee benefits to wages and salaries,
annual leave and other current employee benefits at their nominal
amounts. These are calculated based on remuneration rates
expected to be current at the date of settlement and include related
on costs.

Certain employees who have been employed by Telstra for at least
10 years are entitled to long service leave of three months (or more
depending on the actual length of employment), which is included in
our employee benefits provision.

We accrue liabilities for other employee benefits not expected to be
paid or settled within 12 months of reporting date, including long
service leave, 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 10 years, experience of employee
departures and periods of service.

We calculate present values using rates based on government
guaranteed securities with similar due dates to our liabilities.

We apply management judgement in estimating the following key
assumptions used in the calculation of our long service leave
provision at reporting date:

* weighted average projected increases in salaries; and
» discount rate.

As at 30 June 2012 we have used a State and Commonwealth
blended (2011: Commonwealth) 10-year Australian government
bond rate to determine the discount rate. This change resulted in a
$35 million decrease of our long service leave expenses and long
service leave liabilities.

Refer to note 16 for further details on the key management
judgements used in the calculation of our long service leave
provision.

(b) Workers’ compensation

We self insure our workers’ compensation liabilities. We take up a
provision for the present value of these estimated liabilities, based
on an actuarial review of the liability. This review includes
assessing actual accidents and estimating claims incurred but not
reported. Present values are calculated using appropriate rates
based on the risks specific to the liability with similar due dates.

Certain controlled entities do not self insure, but pay annual
premiums to third party insurance companies for their workers’
compensation liabilities.
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2.14 Provisions (continued)

(b) Workers’ compensation (continued)

As at 30 June 2012 we have used a State and Commonwealth
blended (2011: Commonwealth) 10-year Australian government
bond rate to determine the discount rate. This change resulted in a
$5 million decrease of our workers' compensation expenses and
workers' compensation provision.

(c) Redundancy and restructuring costs

We recognise a provision for redundancy costs when a detailed
formal plan for the redundancies has been developed and a valid
expectation has been created that the redundancies will be carried
out in respect of those employees likely to be affected.

We recognise a provision for restructuring when a detailed formal
plan has been approved and we have raised a valid expectation to
those affected by the restructuring that the restructuring will be
carried out.

2.15 Borrowings

Borrowings are included as non current liabilities except for those
with maturities less than 12 months from the reporting date, which
are classified as current liabilities.

Borrowing costs that are directly attributable to the acquisition,
construction or production of a qualifying asset form part of the cost
of that asset. All other borrowing costs are recognised as an
expense in our income statement when incurred.

We recognise borrowings initially on the trade date, which is the
date we become a party to the contractual provisions of the
instrument. We derecognise borrowings when our contractual
obligations are discharged or cancelled or expire.

Our borrowings fall into two categories - borrowings in a designated
hedging relationship and borrowings not in a designated hedging
relationship:

(a) Borrowings in a designated hedging relationship

Our offshore borrowings which are designated as hedged items are
subject to either fair value or cash flow hedges. The method by
which they are hedged determines their accounting treatment.

Borrowings subject to fair value hedges are recognised initially at
fair value. The carrying amount of our borrowings in fair value
hedges (to hedge against changes in value due to interest rate or
currency movements) is adjusted for fair value movements
attributable to the hedged risk.

Fair value is calculated using valuation techniques which utilise data
from observable markets. Assumptions are based on market
conditions existing at each reporting date. The fair value is
calculated as the present value of the estimated future cash flows
using an appropriate market based yield curve which is
independently derived and representative of Telstra’s cost of
borrowing. These borrowings are remeasured each reporting
period and the gains or losses are recognised in the income
statement along with the associated gains or losses on the hedging
instrument. When using a discounted cashflow analysis, our
assumptions are based on market conditions existing at reporting
date.

Borrowings subject to cash flow hedges are recognised initially at
fair value based on the applicable spot price plus any transaction
costs that are directly attributable to the issue of the borrowing.
These borrowings are subsequently carried at amortised cost and
translated at the applicable spot exchange rate at reporting date.
Any difference between the final amount paid to discharge the
borrowing and the initial borrowing proceeds (including transaction
costs) is recognised in the income statement over the borrowing
period using the effective interest method.

When currency gains or losses on the borrowings are recognised in
the income statement, the associated gains or losses on the
hedging instrument are also transferred from the cash flow hedging
reserve to the income statement.

(b) Borrowings not in a designated hedging relationship

Borrowings not in a designated hedging relationship include
offshore loans, Telstra bonds and domestic loans.

All such instruments are initially recognised at fair value plus any
transaction costs that are directly attributable to the issue of the
instruments and are subsequently measured at amortised cost.
Any difference between the final amount paid to discharge the
borrowing and the initial borrowing proceeds (including transaction
costs) is recognised in the income statement over the borrowing
period using the effective interest method.

(c) Statement of cash flows presentation

Where our short term borrowings are held for the purposes of
meeting short term cash commitments, we report the cash receipts
and subsequent repayments on a net basis in the statement of cash
flows.

2.16 Share capital

Issued and paid up capital is recognised at the fair value of the
consideration received by the Company.

Any transaction costs arising on the issue of ordinary shares are

recognised directly in equity, net of tax, as a reduction of the share
proceeds received.
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2.16 Share capital (continued)

Where we undertake a share buy-back, contributed equity is
reduced in accordance with the structure of the buy-back
arrangement. Costs associated with the buy-back, net of tax, are
also deducted from contributed equity. We also record the
purchase of Telstra Entity shares by our employee share plan trusts
as a reduction in share capital.

Share based remuneration associated with our employee share
plans is recognised as additional share capital. Non-recourse loans
provided to employees to participate in these employee share plans
are recorded as a reduction in share capital.

Refer to note 2.21 for further details regarding our accounting for
employee share plans.

2.17 Revenue recognition

Our categories of sales revenue are recorded after deducting sales
returns, trade allowances, discounts, sales incentives, duties and
taxes.

(a) Rendering of services

Revenue from the provision of our telecommunications services
includes telephone calls and other services and facilities provided,
such as internet and data.

We record revenue earned from:

» telephone calls on completion of the call; and

» other services generally at completion, or on a straight line basis
over the period of service provided, unless another method
better represents the stage of completion.

Installation and connection fee revenues that are not considered to
be separate units of accounting are deferred and recognised over
the average estimated customer life. Incremental costs directly
related to these revenues are also deferred and amortised over the
customer contract life in accordance with note 2.12(d). In relation to
basic access installation and connection revenue, we apply
management judgement to determine the estimated customer
contract life. Based on our reviews of historical information and
customer trends, we have determined that our average estimated
customer life is 5 years (2011: 5 years).

(b) Sale of goods

Our revenue from the sale of goods includes revenue from the sale
of customer equipment and similar goods. This revenue is recorded
on delivery of the goods sold.

Generally we record the full gross amount of sales proceeds as
revenue, however if we are acting as an agent under a sales
arrangement, we record the revenue on a net basis, being the gross
amount billed less the amount paid to the supplier. We review the
facts and circumstances of each sales arrangement to determine if
we are an agent or principal under the sale arrangement.

(c) Rent of network facilities

We earn rent mainly from access to retail and wholesale fixed and
mobile networks and from the rent of dedicated lines, customer
equipment, property, plant and equipment and other facilities. The
revenue from providing access to the network is recorded on an
accrual basis over the rental period.

(d) Construction contracts

We record construction revenue and profit on a percentage of
contract completion basis. The percentage of completion is
calculated based on estimated costs to complete the contract.

Our construction contracts are classified according to their type.
There are two types of construction contracts, these being material
intensive and short duration. Revenue and profit are recognised on
a percentage of completion basis using the appropriate measures
as follows:

» for material intensive projects (actual costs/planned costs) x
planned revenue, including profit; and

» for short duration projects (which are those that are expected to
be completed within a month), revenues, profit and costs are
recognised on completion.

(e) Advertising and directory services

Classified advertisements and display advertisements are
published on a daily, weekly and monthly basis for which revenues
are recognised at the time the advertisement is published.

All of our Yellow Pages® and White Pages® directory printrevenues
are recognised on delivery of the published directories to
customers’ premises. Revenue from online directories is
recognised over the life of service agreements, which is on average
one year. Voice directory revenues are recognised at the time of
providing the service to customers.

(f) Royalties

Royalty revenue is recognised on an accrual basis in accordance
with the substance of the relevant agreements.

(9) Interest revenue

We record interest revenue on an accruals basis. For financial
assets, interest revenue is determined by the effective yield on the
instrument.

(h) Revenue arrangements with multiple deliverables

Where two or more revenue-generating activities or deliverables are
sold under a single arrangement, each deliverable that is
considered to be a separate unit of accounting is accounted for
separately. When the deliverables in a multiple deliverable
arrangement are not considered to be separate units of accounting,
the arrangement is accounted for as a single unit.

® Registered trade mark of Telstra Corporation Limited or its controlled entities
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2.17 Revenue recognition (continued)

(h) Revenue arrangements with multiple deliverables (continued)

We allocate the consideration from the revenue arrangement to its
separate units based on the relative selling prices of each unit. If
neither vendor specific objective evidence nor third party evidence
exists for the selling price, then the item is measured based on the
best estimate of the selling price of that unit. The revenue allocated
to each unit is then recognised in accordance with our revenue
recognition policies described above. For eligible mobile repayment
option (MRO) and mobile cap plans, MRO bonus credits are
credited to customer accounts on a monthly basis. MRO bonus
credits are considered sales incentives and therefore are recorded
as a reduction to revenue. Where they form part of a bundled
arrangement, the reduction in revenue is allocated to both the
handset and services revenue based on their relative selling prices,
where they both contribute towards the customer earning the MRO
bonus credits.

(i) Government grants

Grants from the government are recognised at their fair value where
there is a reasonable assurance that the grant will be received and
Telstra will comply with all attached conditions.

Government grants relating to costs are deferred and recognised in
the profit or loss over the period necessary to match them with the
costs that they are intended to compensate.

Government grants relating to the purchase of property, plant and
equipment are included in non current liabilities as deferred income
and are credited to profit or loss on a straight line basis over the
expected lives of the related assets.

The benefit of a government loan at a below-market rate of interest
is treated as a government grant. The loan is measured at
amortised cost. The benefit of the below-market rate of interest is
measured as the difference between the initial carrying value of the
loan, which is measured at amortised cost, and the actual proceeds
received. The benefit is accounted for in accordance with our
accounting policy for government grants described above.

During the year, we received a government grant under the
Retraining Funding Deed with the Commonwealth Government as
part of the NBN agreements. The grant will be used to retrain
certain employees over a period of eight to ten years. The grant is
recognised as income based on actual costs of training incurred.

2.18 Taxation

(a) Income taxes

Our income tax expense represents the sum of current tax and
deferred tax. Current tax is calculated on accounting profit after
allowing for non-taxable and non-deductible items based on the
amount expected to be paid to taxation authorities on taxable profit
for the period. Deferred tax is calculated at the tax rates that are
expected to apply to the period when the asset is realised or the
liability is settled. Both our current tax and deferred tax are
calculated using tax rates that have been enacted or substantively
enacted at reporting date.

Our current and deferred tax is recognised as an expense in the
income statement, except when it relates to items directly debited or
credited to other comprehensive income or equity, in which case our
current and deferred tax is also recognised directly in other
comprehensive income or equity.

We apply the balance sheet liability method for calculating our
deferred tax. Deferred tax is the expected tax payable or
recoverable on all taxable and deductible temporary differences
determined with reference to the tax bases of assets and liabilities
and their carrying amount for financial reporting purposes as at the
reporting date.

We generally recognise deferred tax liabilities for all taxable
temporary differences, except to the extent that the deferred tax
liability arises from:

» the initial recognition of goodwill; or

« the initial recognition of an asset or liability in a transaction that
is not a business combination and affects neither our accounting
profit nor taxable income at the time of the transaction.

In respect of our investments in subsidiaries, jointly controlled and
associated entities, we recognise deferred tax liabilities for all
taxable temporary differences, except where we are able to control
the timing of our temporary difference reversal and it is probable
that the temporary difference will not reverse in the foreseeable
future.

Management judgement is required to determine the amount of
deferred tax assets that can be recognised. Deferred tax assets are
recognised to the extent that it is probable that taxable profit will be
available against which the deductible temporary differences, and
the carry forward of unused tax losses and tax credits, can be
utilised.

The carrying amount of our deferred tax assets is reviewed at each
reporting date. We reduce the carrying amount to the extent that it
is no longer probable that sufficient taxable profit will be available to
allow the benefit of part or all of the deferred tax asset to be utilised.
At each reporting date, we subsequently reassess our
unrecognised deferred tax assets to determine whether it has
become probable that future taxable profit will allow this deferred tax
asset to be recovered.

The Telstra Entity and its Australian resident wholly owned entities
have formed a tax consolidated group. The Telstra Entity is the
head entity and recognises, in addition to its transactions, the
current tax liabilities and the deferred tax assets arising from
unused tax losses and tax credits for all entities in the tax
consolidated group. The Telstra Entity and the entities in the tax
consolidated group account for their own current tax expense and
deferred tax amounts arising from temporary differences. These tax
amounts are measured as if each entity in the tax consolidated
group continues to be a separate taxpayer.
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Notes to the Financial Statements (continued)

2. Summary of significant accounting policies, estimates, assumptions and judgements

(continued)

2.18 Taxation (continued)

(a) Income taxes (continued)

We offset deferred tax assets and deferred tax liabilities in the
statement of financial position where they relate to income taxes
levied by the same taxation authority and to the extent that we
intend to settle our current tax assets and liabilities on a net basis.
Our deferred tax assets and deferred tax liabilities are netted within
the tax consolidated group, as these deferred tax balances relate to
the same taxation authority. We do not net deferred tax balances
between controlled entities, apart from those within the tax
consolidated group.

(b) Goods and Services Tax (GST) (including other value added
taxes)

We record our revenue, expenses and assets net of any applicable
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.

2.19 Earnings per share

Basic earnings per share is determined by dividing the profit
attributable to ordinary shareholders after tax, excluding any costs
of servicing equity other than ordinary shares, by the weighted
average number of ordinary shares outstanding during the period.

Diluted earnings per share is calculated by dividing the profit
attributable to ordinary shareholders after tax by the weighted
average number of ordinary shares outstanding during the period
(adjusted for the effects of the instruments in the Telstra
Growthshare Trust and the Telstra Employee Share Ownership
Plans).

2.20 Post employment benefits

(a) Defined contribution plans

Our commitment to defined contribution plans is limited to making
contributions in accordance with our minimum statutory
requirements. We do not have any legal or constructive obligation
to pay further contributions if the fund does not hold sufficient assets
to pay all employee benefits relating to current and past employee
services.

Contributions to defined contribution plans are recorded as an
expense in the income statement as the contributions become
payable. We recognise a liability when we are required to make
future payments as a result of employee services provided.

(b) Defined benefit plans

We currently sponsor a number of post employment benefit plans.
As these plans have elements of both defined contribution and
defined benefit, these hybrid plans are treated as defined benefit
plans.

At reporting date, where the fair value of the plan assets is less than
the present value of the defined benefit obligations, the net deficit is
recognised as a liability. If the fair value of the plan assets exceeds
the present value of the defined benefit obligations, the net surplus
is recognised as an asset. We recognise the asset as we have the
ability to control this surplus to generate future funds that are
available to us in the form of reductions in future contributions or as
a cash refund. Fair value is used to determine the value of the plan
assets at reporting date and is calculated by reference to the net
market values of the plan assets.

Defined benefit obligations are based on the expected future
payments required to settle the obligations arising from current and
past employee services. This obligation is influenced by many
factors, including final salaries and employee turnover. We engage
qualified actuaries to calculate the present value of the defined
benefit obligations. These obligations are measured gross of tax.

The actuaries use the projected unit credit method to determine the
present value of the defined benefit obligations of each plan. This
method determines each year of service as giving rise to an
additional unit of benefit entittement. Each unit is measured
separately to calculate the final obligation. The present value is
determined by discounting the estimated future cash outflows using
rates based on government guaranteed securities with similar due
dates to these expected cash flows.

We recognise all our defined benefit costs in the income statement
with the exception of actuarial gains and losses that are recognised
directly in other comprehensive income via retained profits.
Components of defined benefit costs include current and past
service cost, interest cost and expected return on assets. Past
service cost is recognised immediately to the extent that the
benefits are already vested, and otherwise is amortised on a
straight line basis over the average period until the benefits become
vested.

Actuarial gains and losses are based on an actuarial valuation of
each defined benefit plan at reporting date. Actuarial gains and
losses represent the differences between previous actuarial
assumptions of future outcomes and the actual outcome, in addition
to the effect of changes in actuarial assumptions.

We apply judgement in estimating the following key assumptions
used in the calculation of our defined benefit liabilities and assets at
reporting date:

» discount rates;
» salary inflation rate; and
» expected return on plan assets.
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Notes to the Financial Statements (continued)

2. Summary of significant accounting policies, estimates, assumptions and judgements

(continued)

2.20 Post employment benefits (continued)

(b) Defined benefit plans (continued)

The estimates applied in the actuarial calculation have a significant
impact on the reported amount of our defined benefit plan liabilities
and assets. Ifthe estimates prove to be incorrect, the carrying value
may be materially impacted in the next reporting period. Additional
volatility may also potentially be recorded in other comprehensive
income to reflect differences between actuarial assumptions of
future outcomes applied at the current reporting date and the actual
outcome in the next annual reporting period.

As at 30 June 2012 we have used a State and Commonwealth
blended (2011: Commonwealth) 10-year Australian government
bond rate to determine the discount rate. This change resulted in a
$219 million decrease in actuarial loss on defined benefit plans
recognised in the other comprehensive income and the defined
benefit liability.

Refer to note 24 for details on the key estimates used in the
calculation of our defined benefit liabilities and assets.

2.21 Employee Share Plans

We own 100% of the equity of Telstra ESOP Trustee Pty Ltd, the
corporate trustee for the Telstra Employee Share Ownership Plan
Trust (TESOP97) and Telstra Employee Share Ownership Plan
Trust Il (TESOP99). We consolidate the results, position and cash
flows of TESOP97 and TESOP99.

The Telstra Growthshare Trust (Growthshare) was established to
allocate equity based instruments as required. Current equity
based instruments include options, performance rights, restricted
shares, incentive shares, Directshares and Ownshares. Restricted
shares are subject to performance hurdles. Incentive shares are
subject to a specified period of service. Options and performance
rights can be subject to performance hurdles or a specified period
of service.

We own 100% of the equity of Telstra Growthshare Pty Ltd, the
corporate trustee for Growthshare. We also include the results,
position and cash flows of Growthshare.

We recognise an expense for all share based remuneration
determined with reference to the fair value at grant date of the equity
instruments issued. The fair value of our equity instruments is
calculated using a valuation technique that is consistent with the
Black-Scholes methodology and utilises Monte Carlo simulations.
The fair value is charged against profit or loss over the relevant
vesting periods, adjusted to reflect actual and expected levels of
vesting.

2.22 Derivative financial instruments

We use derivative financial instruments such as forward exchange
contracts, cross currency swaps and interest rate swaps to hedge
risks associated with foreign currency and interest rate fluctuations.

The use of hedging instruments is governed by the guidelines set by
our Board of Directors.

Derivative financial instruments are included as non current assets
or liabilities except for those with maturities less than 12 months
from the reporting date, which are classified as current assets or
liabilities.

Derivatives are initially recognised at fair value on the date a
derivative contract is entered into and are subsequently
remeasured to fair value. Refer to note 17 for details on the basis
used for estimated fair value. The method of recognising the
resulting remeasurement gain or loss depends on whether the
derivative is designated as a hedging instrument, and if so, the
nature of the item being hedged. Where we hold derivative
financial instruments that are not designated as hedges, they are
categorised as 'held for trading' financial instruments. All of our
derivative financial instruments are stated at fair value.

Derivative assets are derecognised when the rights to receive cash
flows from the derivative assets have expired or have been
transferred and we have transferred substantially all the risks and
rewards of ownership.

The carrying value of our cross currency and interest rate swaps
refers to the fair value of our receivable or payable under the swap
contract. We do not offset the receivable or payable with the
underlying financial asset or financial liability being hedged, as the
transactions are usually with different counterparties and are not
generally settled on a net basis.

Where we have a legally recognised right to set off the derivative
asset and the derivative liability, and we intend to settle on a net
basis or simultaneously, we record this position on a net basis in our
statement of financial position. Where we enter into master netting
arrangements relating to a number of financial instruments, have a
legal right of set off, and intend to do so, we also include this position
on a net basis in our statement of financial position.

Our derivative instruments that are held to hedge exposures can be
classified into three different types, depending on the reason we are
holding them - fair value hedges, cash flow hedges and hedges of
net investment in foreign operations.

Hedge accounting can only be utilised where effectiveness tests are
met on both a prospective and retrospective basis. For all of our
hedging instruments, any gains or losses on remeasuring to fair
value any portion of the instrument not considered to be effective,
are recognised directly in the income statement in the period in
which they occur. The extent to which gains or losses on the
hedged item and the hedge instrument do not offset represents
ineffectiveness which may result in significant volatility in the
income statement.

We formally designate and document at the inception of a
transaction the relationship between hedging instruments and
hedged items, as well as our risk management objective and
strategy for undertaking various hedge transactions, together with
the methods that will be used to assess the effectiveness of the
hedge relationship. We also document our assessment, both at
hedge inception and on an ongoing basis, of whether the hedging
instruments that are used in hedging transactions have been, and
will continue to be, highly effective in offsetting changes in fair
values or cash flows of hedged items.
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(continued)

2.22 Derivative financial instruments (continued)

Purchases and sales of derivative instruments are recognised on
the date on which we commit to purchase or sell an asset.

(a) Fair value hedges

We use fair value hedges to mitigate the risk of changes in the fair
value of our foreign currency borrowings from foreign currency and
interest rate fluctuations over the hedging period.

Where a fair value hedge qualifies for hedge accounting, gains or
losses from remeasuring the fair value of the hedging instrument
are recognised within finance costs in the income statement,
together with gains and losses in relation to the hedged item where
those gains or losses relate to the risks intended to be hedged.

(b) Cash flow hedges

We use cash flow hedges to mitigate the risk of variability of future
cash flows attributable to foreign currency fluctuations over the
hedging period associated with our foreign currency borrowings and
our ongoing business activities, predominantly where we have
highly probable purchase or settlement commitments in foreign
currencies. We also use cash flow hedges to hedge variability in
cash flows due to interest rate movements associated with some of
our domestic borrowings.

Where a cash flow hedge qualifies for hedge accounting, the
effective portion of gains or losses on remeasuring the fair value of
the hedging instrument are recognised directly in other
comprehensive income in the cash flow hedging reserve until such
time as the hedged item affects profit or loss, then the gains or
losses are transferred to the income statement. However, in our
hedges of forecast transactions, when the forecast transaction that
is hedged results in the recognition of a non-financial asset (for
example, property, plant and equipment), the gains and losses
previously deferred in other comprehensive income are transferred
from other comprehensive income and included in the
measurement of the initial cost or carrying amount of the asset.
Gains or losses on any portion of the hedge determined to be
ineffective are recognised immediately in the income statement.
The application of hedge accounting will create some volatility in
equity reserve balances.

When a hedging instrument expires or is sold or terminated, or
when a hedge no longer meets the criteria for hedge accounting,
any cumulative gains or losses existing in other comprehensive
income at that time remain in other comprehensive income and are
recognised when the hedged item is ultimately recognised in the
income statement.

If a forecast hedged transaction is no longer expected to occur, the
cumulative gains or losses on the hedging instrument that were
reported in other comprehensive income are transferred
immediately to the income statement.
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(c) Hedges of a net investment in a foreign operation

Our investments in foreign operations are exposed to foreign
currency risk, which arises when we translate the net assets of our
foreign investments from their functional currency to Australian
dollars. We hedge our net investments to mitigate exposure to this
risk by using forward foreign currency contracts, cross currency
swaps and/or borrowings in the relevant currency of the investment.

Gains and losses on remeasurement of our derivative instruments
designated as hedges of foreign investments are recognised in the
foreign currency translation reserve in equity to the extent they are
considered to be effective.

The cumulative amount of the recognised gains or losses included
in equity are transferred to the income statement when the foreign
operation is sold.

(d) Derivatives and borrowings that are de-designated from fair
value hedge relationships or not in a designated hedging
relationship

Derivatives associated with borrowings de-designated from fair
value hedge relationships or not in a designated hedge relationship
for hedge accounting purposes are classified as ‘held for trading’.

For borrowings de-designated from fair value hedge relationships,
from the date of de-designation the derivatives continue to be
recognised at fair value and the borrowings are accounted for on an
amortised cost basis consistent with a revised effective interest rate
as at the de-designation date. The gains or losses on both the
borrowings and derivatives are included within finance costs on the
basis that the net result primarily reflects the impact of movements
in interest rates and the discounting impact of future cash flows on
the derivatives. The cumulative gains or losses previously
recognised from the remeasurement of these borrowings as at the
date of de-designation are unwound and amortised to the income
statement over the remaining life of the borrowing. This
amortisation expense is also included within finance costs.

For borrowings not in designated hedge relationships for hedge
accounting purposes, the derivatives are recognised at fair value
and the borrowings are accounted for on an amortised cost basis.
The gains or losses on both the borrowings and derivatives are
included within finance costs on the basis that the net result
primarily reflects the impact of movements in interest rates and the
discounting impact of future cash flows on the derivatives.

Any gains or losses on remeasuring to fair value forward exchange
contracts that are not in a designated hedging relationship are
recognised directly in the income statement in the period in which
they occur within other expenses or other income.

(e) Embedded derivatives

Derivatives embedded in other financial instruments or other host
contracts are treated as separate derivatives when their risks and
characteristics are not closely related to those of the host contracts
and the host contracts are not measured at fair value through profit
or loss.
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(continued)

2.23 Contingent Liabilities

A contingent liability is a liability of sufficient uncertainty that it does
not qualify for recognition as a liability, or a liability whose existence
will be confirmed only by the occurrence or non-occurrence of one
or more uncertain future events not wholly within the control of
Telstra. In addition, the term contingent liability is used for liabilities
that do not meet the recognition criteria.

We first determine whether an obligation should be recorded as a
liability or a contingent liability. This requires management to
assess the probability that Telstra will be required to make payment
as well as an estimate of that payment. This assessment is made
based on the facts and circumstances, factoring in past experience
and, in some cases, reports from independent experts. The
evidence considered includes any additional evidence provided by
events after the reporting date.

Refer to note 23, note 26 and note 30 for further details on Telstra’s
contingent liabilities.

2.24 Recently issued accounting standards to be applied in
future reporting periods

The accounting standards that have not been early adopted for the
year ended 30 June 2012, but will be applicable to the Telstra Group
in future reporting periods, are detailed below. Apart from these
standards, we have considered other accounting standards that will
be applicable in future periods, however they have been considered
insignificant to Telstra.

(a) Financial Instruments - Classification, Measurement and
Derecognition

AASB 9: “Financial Instruments” was re-issued in December 2010
to include the accounting requirements for classifying and
measuring financial liabilities and the derecognition requirements
for financial assets and liabilities. Two related omnibus standards
AASB 2010-7: "Amendments to Australian Accounting Standards
arising from AASB 9 (December 2010)" and AASB 2009-11:
"Amendments to Australian Accounting Standards arising from
AASB 9" make a number of amendments to other accounting
standards as a result of the amendments to AASB 9 and must be
adopted at the same time.

Most of the added requirements on the classification and
measurement of financial liabilities and all of the added
requirements on the derecognition of financial instruments have
been carried forward unchanged from the existing standard AASB
139: “Financial Instruments - Classification and Measurement”. The
only change made relates to the requirements for the fair value
option for financial liabilities, to address the issue of own credit risk.
For financial liabilities designated at fair value, the portion of the
change in fair value due to changes in own credit risk now generally
must be presented in other comprehensive income, rather than
within profit or loss.

The amendments to AASB 9 are applicable to annual reporting
periods beginning on or after 1 January 2015 with early adoption
permitted (previous effective date of 1 January 2013 was amended
by the International Accounting Standards Board (IASB) via the

issue of “Amendments to IFRS 9 and IFRS 7: Mandatory Effective
Date and Transition Disclosures”. The related AASB exposure draft
ED 215 Mandatory Effective Date of IFRS 9 [proposed amendment
to AASB 9] is in pending status at reporting date.

Itis anticipated that this change will have minimal impact on Telstra
as all of our financial liabilities are either classified at amortised cost
or in a hedge relationship.

(b) Consolidated Financial Statements

AASB 10: “Consolidated Financial Statements” was released in
August 2011 by the AASB and replaces both the existing AASB
127: “Consolidated and Separate Financial Statements” and
Interpretation 112: “Consolidation - Special Purpose Entities”.
AASB 2011-7: “Amendments to Australian Standards arising from
the Consolidation and Joint Arrangement Standards” was also
released by the AASB to update the requirements in other
accounting standards as a result of the amendments to the entire
suite of consolidation and related standards.

AASB 10 revises the definition of control and related application
guidance so that a single control model can be applied to all entities.

These standards will apply to Telstra from 1 July 2013 on a
retrospective basis, with early adoption permitted provided that the
entire suite of consolidation and related standards are adopted at
the same time.

Based on our assessments, it is anticipated that the revised
definition of control will have no significant impact to Telstra's
current accounting for investments held. Investments currently
accounted for as subsidiaries would continue to meet the revised
definition of control and therefore continue to be consolidated in the
group's financial statements. Investments currently accounted for
as associates have been assessed against the revised control
definition and there would be no changes in the accounting
treatment for these investments. Therefore, Telstra will continue to
equity account for them.

(c) Joint Arrangements

AASB 11: “Joint Arrangements” was also released by the AASB in
August 2011 and replaces the existing AASB 131: “Interests in Joint
Ventures”. This new standard has revised the definition types of
joint arrangements, focusing on the rights and obligations of the
arrangement, rather than its legal form. The definition types have
been consolidated into two, joint ventures (currently referred to as
jointly controlled entities) and joint operations (currently referred to
as jointly controlled assets and jointly controlled operations).
Furthermore, the accounting treatment options for joint venture
arrangements have been removed to eliminate inconsistent
treatments, where equity accounting is mandatory for joint ventures
and proportionate consolidation can no longer be used.

This standard is applicable to Telstra from 1 July 2013 on a
retrospective basis, with early adoption permitted provided that the
entire suite of consolidation and related standards are adopted at
the same time.
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2.24 Recently issued accounting standards to be applied in
future reporting periods (continued)

(c) Joint Arrangements (continued)

Based on management’s current assessments, the revised
definition types of joint arrangements will have no impact on
Telstra's current joint arrangement classifications. The assessment
of Telstra's material jointly controlled entities shows there are no
jointly controlled entities that give Telstra direct rights over assets or
obligations to settle liabilities, such that they should be classified as
joint operations. As such, all of these jointly controlled entities
would be classified as joint ventures and given that Telstra's current
accounting policy for jointly controlled entities is to use the equity
accounting method, these joint ventures will remain equity
accounted for under AASB 11. Overall, there will be no impact on
the measurement of any of Telstra's existing joint arrangements.

(d) Disclosures of Interests in Other Entities

AASB 12: “Disclosure of Interests in Other Entities” was issued by
the AASB in August 2011 and is a new standard on disclosure
requirements for all forms of interests in investments, including
subsidiaries, associates, joint arrangements and consolidated and
unconsolidated structured entities.

This standard is applicable to Telstra from 1 July 2013 on a
retrospective basis, with early adoption permitted provided that the
entire suite of consolidation and related standards are adopted at
the same time.

Based on our current assessments, there may be additional
disclosures required by Telstra as a result of AASB 12, in the
following areas:

» controlled entities with non-controlling interests that are material
to Telstra;

* interests in consolidated structured entities; and

» unconsolidated structured entities.

(e) Separate Financial Statements

AASB 127: “Separate Financial Statements” has been released by
the AASB in August 2011 to replace the current AASB 127
standard, now only containing the accounting requirements for
preparation of separate financial statements of the parent.

This standard is applicable from 1 July 2013, with early adoption
permitted provided that the entire suite of consolidation and related
standards are adopted at the same time. There is no impact to
Telstra’s financial statements as we already comply with the
requirements in the standard.
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(f) Investments in Associates and Joint Ventures

AASB 128: “Investments in Associates and Joint Ventures” was
issued by the AASB in August 2011 and replaces the current AASB
128 standard. Limited amendments have been made to AASB 128
including, the application of AASB 5: "Non-current assets held for
sale and discontinued operations" to interests in associates and
joint ventures and how to account for changes in interests in joint
ventures and associates.

This standard is applicable from 1 July 2013, with early adoption
permitted provided that the entire suite of consolidation and related
standards are adopted at the same time.

We have assessed that there will be no impact to Telstra’s financial
statements as a result of this standard.

(g) Fair Value Measurement

AASB 13: “Fair Value Measurement” was released by the AASB in
August 2011 and is a new standard providing a single source of
guidance for all fair value measurements and a precise definition of
fair value. It replaces all fair value measurement guidance in
Australian Accounting Standards and Interpretations, but does not
replace existing standards requirements on when fair values should
be used. Arelated omnibus standard AASB 2011-8: “Amendments
to Australian Accounting Standards arising from AASB 13” makes a
number of definition and guidance amendments to other accounting
standards as a result of the amendments in AASB 13 and must be
adopted at the same time.

This standard is applicable to Telstra from 1 July 2013, with early
adoption permitted.

Based on our assessment of this new standard, the predominant
impact will be additional disclosures required by Telstra, specifically
in the following areas:

* investments or assets held for sale, where the fair value less
costs to sell is lower than the carrying amount;

» as part of a business combination, any assets and liabilities
measured at fair value in the statement of financial position after
initial recognition; and

» financial instruments, where the carrying amount differs from the
fair value.

(h) Employee Benefits

AASB 119: “Employee Benefits” was released by the AASB in
September 2011 and replaces the existing employee benefits
standard. A related omnibus standard AASB 2011-10:
“Amendments to Australian Accounting Standards arising from
AASB 119” makes a number of amendments to other accounting
standards and an Interpretation as a result of the amendments in
AASB 119.

Both standards are applicable from 1 July 2013 on a retrospective
basis, with early adoption permitted.
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2.24 Recently issued accounting standards to be applied in
future reporting periods (continued)

(h) Employee Benefits (continued)

Based on management’s assessment, AASB 119 will have an
impact to Telstra’s financial statements, specifically in the following
areas:

+ the defined benefit expense will no longer contain the component
of expected returns on planned assets, instead this will be
replaced by a net interest income or expense calculated using a
discount rate (based on government bonds) that is applied to the
net defined benefit asset or liability;

» presentation of the defined benefit cost will be disaggregated into
three components; service cost to be presented in profit or loss,
net interest on the net defined benefit asset or liability in the profit
or loss as part of finance costs and remeasurements to be
presented in other comprehensive income; and

+ additional disclosures about the characteristics and risks arising
from our defined benefit plans.

(i) Other

In addition to the above recently issued accounting standards that
are applicable in future years, we note the following new accounting
standards that are applicable in future years:

* AASB 2010-8: “Amendments to Australian Accounting
Standards - Deferred Tax: Recovery of Underlying Assets”;

+ AASB 2011-4: “Amendments to Australian Accounting
Standards to Remove Individual Key Management Personnel
Disclosure Requirements”;

+ AASB 2012-2: “Amendments to Australian Accounting
Standards - Disclosures - Offsetting Financial Assets and
Financial Liabilities”;

* AASB 2012-3: “Amendments to Australian Accounting
Standards - Offsetting Financial Assets and Financial Liabilities”;
and

* AASB 2012-5 “Amendments to Australian Accounting Standards
arising from Annual Improvements 2009-2011 Cycle”.

We do not expect these accounting standards and interpretations to
materially impact our financial results upon adoption.
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3. Earnings per share

Telstra Group

Year ended 30 June

2012 2011
cents cents
Basic earnings pershare. . . . . . . . . . L 27.5 26.1
Diluted earnings pershare. . . . . . . . . . ... e 27.4 26.1
$m $m

Earnings used in the calculation of basic and diluted earnings per share

Profit for the year attributable to equity holders of Telstra Entity . . . . . . . . . .. ... ... .....

Weighted average number of ordinary shares

Weighted average number of ordinary sharesonissue . . . . . . . . .. . ... ... ... ...,
Effect of shares held by employee share plantrusts (a)(b) . . . . . . . . . . . .. ... .. ......
Weighted average number of ordinary shares used in the calculation of basic earnings per share . . . .
Effect of dilutive employee share instruments (c) . . . . . . . . . . . . ... ... ... ... ...
Weighted average number of ordinary shares used in the calculation of diluted earnings per share . . . .

(a) In order to underpin the equity instruments issued under the
Growthshare plan, the Telstra Growthshare Trust purchases Telstra
shares on the market. These shares are not considered to be
outstanding for the purposes of calculating basic and diluted
earnings per share.

(b) Share options issued under the Telstra Employee Share
Ownership Plan Trust | (TESOP97) and Il (TESOP99) are not
considered outstanding for the purposes of calculating basic
earnings per share.

(c) In fiscal 2012 and fiscal 2011, the following equity instruments
are considered dilutive to earnings per share:

* incentive shares granted under the Growthshare short term
incentive scheme;

+ certain performance rights and restricted shares granted under
the Growthshare long term incentive scheme; and

» share options issued under TESOP97.

In fiscal 2012 and fiscal 2011, the following equity instruments are
not considered dilutive to earnings per share:

+ certain performance rights, restricted shares and options issued
under Growthshare; and

» share options issued under TESOP99.

Refer to note 27 for details regarding equity instruments issued
under the Growthshare and TESOP share plans.
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3,405 3,231

Number of shares
millions

12,443 12,443

(45) (61)
12,398 12,382
8 15

12,406 12,397
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4. Dividends

Telstra Entity

Year ended 30 June

2012 2011
$m $m

Dividends paid
Previous year final dividend paid. . . . . . . . . . . ... 1,738 1,737
Interimdividend paid . . . . . . . .. 1,737 1,738
Total dividends paid . . . . . . . . L 3,475 3,475
Dividends paid per ordinary share cents cents
Previous year final dividend paid. . . . . . . . . . . ... 14.0 14.0
Interimdividend paid . . . . . . . . L 14.0 14.0
Total dividends paid . . . . . . . . . L 28.0 28.0

Dividends paid are fully franked at a tax rate of 30%.

Dividends per share in respect of each fiscal year are detailed
below:

Telstra Entity

Year ended 30 June

2012 2011
cents cents
Dividends per ordinary share
Interimdividend paid . . . . . . . .. 14.0 14.0
Final dividendtobe paid (&) . . . . . . . . . . . . L 14.0 14.0
Total dividends . . . . . . . . L e 28.0 28.0

Telstra Entity

Year ended 30 June

2012 2011
$m $m
The combined amount of exempting and franking credits available to us for the next fiscal year
are:
Franking accountbalance . . . . . . . . . . . .. (54) (141)
Exemptingaccount (b) . . . . . . . L L e 24 24
Franking credits that will arise from the payment of income tax payable asat 30 June (c) . . . . . . . .. 674 369
Exempting credits that we may be prevented from distributing in the next fiscalyear (b) . . . . . . . . .. (24) (24)
620 228

(a) As the final dividend for fiscal 2012 was not determined or
publicly recommended by the Board as at 30 June 2012, no
provision for dividend has been raised in the statement of financial
position. The final dividend has been reported as an event
subsequent to reporting date. Refer to note 31 for further details.

(b) In relation to our exempting account, there are statutory
restrictions placed on the distribution of credits from this account.
As a result of these restrictions, it is unlikely that we will be able to
distribute our exempting credits.

(c) Franking credits that will arise from the payment of income tax
are expressed at the 30% tax rate on a tax paid basis.

We believe that our current balance in the franking account,
combined with the franking credits that will arise on tax instalments
expected to be paid, adjusted for franking debits arising from
income tax refunds, will be sufficient to fully frank our final 2012
dividend.
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5. Segment information

Operating segments

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

During the year ended 30 June 2012, the following changes were
made to our operating segments:

* anew business unit "Telstra Customer Sales and Service"
(TCS&S) was created, headed by the Chief Customer Officer. It
consolidates the results of all domestic retail business units, i.e.
Telstra Business (TB), Telstra Consumer and Country Wide
(TC&CW) and Telstra Enterprise and Government (TE&G),
which all continue to be disclosed as separate reportable
segments. The Chief Customer Officer has also assumed the
responsibility for our New Zealand retail unit, TelstraClear
(TClear) which also continues to be disclosed as a separate
reportable segment. The TCS&S head office function (excluding
the domestic retail business units and TClear results) has been
included in the "All Other" category;

* anew business unit "Telstra Applications and Ventures Group"
(TAVG) was created to invest and partner with other companies
and government agencies at the forefront of innovation to
provide a new range of digital services for business and
consumers, including in health and education. TAVG has been
included in the "All Other" category;

+ Telstra's media businesses have been consolidated into a single
division, "Telstra Media Group" (TMG) and reported as a
separate segment. The new division is responsible for managing
Telstra's end-to-end media capabilities including Sensis®,
BigPond®, Trading Post®, IPTV, FOXTEL and other content
arrangements. TMG includes Sensis which was reported as a
separate segment in fiscal 2011. It also includes Telstra Digital
Media (new business unit), Telstra Cable and Media Applications
and Experience (both previously reported in "All Other" category)
and FOXTEL (reported in the prior year as a reconciling item
between the underlying EBITDA contribution and profit before
tax);

» Telstra International changed its name to Telstra International
Group (TIG);

+ the financial results of the Reach operations acquired in fiscal
2011 and previously reported as a reconciling item to underlying
results, are now included in the Telstra International Group (TIG)
reportable segment; and

» SouFun's financial results, previously included in the "All Other"
category, are now excluded from underlying results (following its
disposal in fiscal 2011).
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Segment results are reported according to the internal management
reporting structure at the reporting date. Segment comparatives are
restated (with the exception of Reach transactions as disclosed in
footnote (a) in the segment results table) to reflect the changes
described above as well as any organisational changes which have
occurred since the prior reporting period to present a like-for-like
view.

The Telstra Group for fiscal 2012 is organised into the following
operating segments for internal management reporting purposes:

Telstra Consumer and Country Wide (TC&CW) is responsible for
providing the full range of telecommunication products, services
and solutions (across Mobiles, Fixed and Mobile Broadband,
Telephony and Pay TV) to consumer customers in metropolitan,
regional, rural and remote areas of Australia. This is achieved
through inbound and outbound call centres, Telstra Shops (owned
and licensed), Telstra Dealers and Telstra Digital. Telstra Digital is
responsible for delivering self service capabilities for all Telstra
customers, across all phases of the customer experience from
browsing to buying and bill and service requests.

Telstra Business (TB) is responsible for providing Australia's small
to medium enterprises with a full range of telecommunications
products, services and solutions, including the latest in cloud
computing.

Telstra Enterprise and Government (TE&G) is responsible for the
provision of network services and applications and integrated voice,
data and mobile solutions via Telstra Next Generation Services® to
enterprise and government customers.

Telstra Operations (TOps) is responsible for:

» overall planning, design, engineering and architecture of Telstra
networks, technology and information technology;

» construction of infrastructure for our Company's fixed, mobile,
Internet protocol (IP) and data networks;

» delivery of customer services across these networks;

» operation, assurance and maintenance, including activation and
restoration of these networks;

» supply and delivery of information technology solutions to
support our products, services, customer support functions and
our internal needs; and

» delivery of network-centric professional services, managed
services and outsourcing services for Telstra customers.

Telstra Wholesale (TW) is responsible for the provision of a wide
range of telecommunication products and services delivered over
Telstra networks and associated support systems to non-Telstra
branded carriers, carriage service providers and internet service
providers as well as NBN Co Limited.
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Notes to the Financial Statements (continued)

5. Segment information (continued)
Operating segments (continued)

Telstra Media Group (TMG) is responsible for:

» the management and growth of the domestic directories and
advertising business, including print, voice and digital
directories, digital mapping and satellite navigation, digital
display advertising and business information services. This
includes the management of leading information brands
including Yellow Pages, White Pages, Whereis®, Citysearch®,
1234 and Quotify®; and

+ the management of our investment in Digital Media content,
services and applications, including Trading Post, Telstra
Advertising Network, BigPond content including music, movies,
sport and games, IPTV, online portals and the FOXTEL
partnership.

The majority of TMG non-advertising revenue is reported in the
domestic retail segments, i.e. TC&CW, TB and TE&G.

Telstra International Group (TIG) is responsible for managing

Telstra's assets outside Australia and New Zealand, including:

+ CSL New World Mobility Limited, our 76.4% owned subsidiary in
Hong Kong, responsible for providing full mobile services
including handset sales, voice, and data product to the Hong
Kong market. These services are delivered over CSL's 3G and
4G LTE networks;

» Telstra China, our mainland China business providing digital
media services in auto, IT and consumer electronics (this
includes the Autohome and Sequel IT businesses); and

» Telstra Global, our managed services and international
connectivity business, providing managed network services,
international data and voice, and satellite across Asia Pacific,
China, India, Europe, and Africa. Telstra Global has carrier
licenses in 11 countries in Asia, with a total of 14 carrier licenses
worldwide, and also manages our submarine cable networks and
the assets acquired from Reach.

TelstraClear (TClear), our New Zealand subsidiary, is responsible
for providing full telecommunications services to the New Zealand
market. As at 30 June 2012 the carrying value of TClear assets and
liabilities have been classified as assets held for sale. For further

details refer to note 12.

Telstra Innovation, Products and Marketing (TIPM) is
responsible for innovation, product, promotion and pricing across
Telstra. TIPM s also responsible for the overall brand, sponsorship,
promotion and advertising direction of Telstra, as well as
maintaining good industry analyst relations and embedding
marketing excellence across the company. This is done by
delivering data-driven customer insights that put the customer at the
centre of everything Telstra does.

Corporate areas include:

» Legal Services - provides operational and strategic legal support
and advice across the Company;

» Corporate Affairs - manages Telstra's public policy and
communications. This includes responsibility for government
relations at every level, regulatory positioning and negotiation,
and corporate social responsibility (including the Telstra
Foundation);

» Finance and Strategy - encompasses the functions of corporate
planning, accounting and administration, treasury, risk
management and assurance, investor relations, mergers and
acquisitions and corporate strategy. It also provides financial
support to all business units and financial management of the
majority of Telstra Entity's fixed assets (including network
assets);

» the Telstra Board and the Office of the Company Secretary;

* Human Resources - supports Telstra in organisational design
and change, implementation of people and culture initiatives,
leadership development, talent and succession management,
health, safety and wellbeing, professional development,
workplace relations and all employment and remuneration
policies;

+ the Office of the CEO; and

» Business Support and Improvement - encompasses the
functions of credit management, billing and procurement, as well
as being responsible for driving change that improves the
customer experience and delivering Telstra-wide productivity
improvements.

In our segment financial results, the "All Other" category consists of
various business units that do not qualify as reportable segments in
their own right. These include:

« TIPM;

*« TCS&S head office function;
* TAVG; and

» our Corporate areas.

Finance and Strategy in the Corporate area is the main contributor
to the result for the "All Other" category, which is primarily
depreciation and amortisation charges as well as impairment of
property, plant and equipment and software.
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5. Segment information (continued)
Segment results

The measurement of segment results is in line with the basis of
information presented to management for internal management
reporting purposes. The performance of each segment is
measured based on its "underlying earnings before interest, income
tax expense, depreciation and amortisation (EBITDA) contribution"
to the Telstra Group. The underlying EBITDA contribution excludes
the effects of all inter-segment balances and transactions (with the
exception of fiscal 2011 and 2012 Reach transactions). As such,
only transactions external to the Telstra Group are reported.
Furthermore, certain items of income and expense are excluded
from the segment results to show a measure of underlying
performance, such as gains/losses on disposal of non-current
assets, controlled entities, associated entities, and businesses, the
impairment of goodwill and intangibles, and revenue for the build of
NBN related infrastructure. These are separately disclosed in the
reconciliation of total reportable segments to Telstra Group reported
EBITDA, EBIT and profit before income tax expense in the financial
statements.

Certain items of income and expense are recorded by our corporate
areas, rather than being allocated to each segment. These items
include the following:

+ the adjustment to defer our basic access installation and
connection fee revenues and costs in accordance with our
accounting policy. Our reportable segments record these
amounts upfront;

» the majority of redundancy expenses for the Telstra Entity; and

+ rental costs associated with printers and other related equipment
for the Telstra Entity.

In addition, the following narrative further explains how some items
are allocated and managed, and as a result how they are reflected
in our segment results:

» sales revenue associated with mobile handsets for TC&CW, TB
and TE&G are mainly allocated to the TC&CW segment along
with the associated costs of goods and services purchased.
Ongoing prepaid and postpaid mobile revenues derived from our
mobile usage is recorded in TC&CW, TB and TE&G depending
on the type of customer serviced,;

» TOps recognise certain expenses in relation to the installation
and running of the hybrid fibre coaxial (HFC) cable network;

» domestic promotion and advertising expense for the Telstra
Entity is recorded centrally in TIPM; and

+ call centre costs associated with TB and TE&G are included in
the TC&CW segment.
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5. Segment information (continued)

Segment results (continued)

The following tables detail the underlying results of our business
segments, based on the reporting structure as at 30 June 2012:

Telstra Group

TC&CW TB TE&G TOps T™W TMG TIG TClear All Other Total
Year ended 30 June 2012 $m $m $m $m $m $m $m $m $m $m
Revenue from external customers
for operating segments (a)(g) . . 10,211 4,670 4,332 62 2,100 1,741 1,635 502 (135) 25,118
Other non-operating segment
revenue. . . . . . ... ... .. - - - - - - - - 183 183
Otherincome. . . . . ... ... 56 (] (7) 1 1 - 8 - 31 106
Total income. . . . . . . .. .. 10,267 4,676 4,325 73 2,101 1,741 1,643 502 79 25,407
Labour expenses. . . . . . . .. 535 124 228 1,439 70 443 247 100 875 4,061
Goods and services purchased (a) 3,316 960 606 202 74 174 790 226 (169) 6,179
Otherexpenses . . . .. .. .. 949 69 38 2,111 24 360 294 77 917 4,839
Share of equity accounted profits - - - - - - - - - -
Underlying EBITDA contribution 5,467 3,523 3,453 (3,679) 1,933 764 312 99  (1,544) 10,328
Telstra Group

TC&CW TB TE&G TOps W TMG TIG TClear All Other Total
Year ended 30 June 2011 $m $m $m $m $m $m $m $m $m $m
Revenue from external customers
for operating segments (a) . . . . 9,854 4,715 4,143 105 2,194 1,978 1,330 516 8 24,843
Other non-operating segment
revenue. . . . . . . . .. ... - - - - - - - - 193 193
Otherincome. . . . ... .. .. 61 5 (1) 8 - - 6 (2) 30 107
Total income. . . . . . . .. .. 9,915 4,720 4,142 113 2,194 1,978 1,336 514 231 25,143
Labour expenses. . . . . . . .. 569 121 213 1,382 68 454 192 94 802 3,895
Goods and services purchased (a) 3,205 976 567 228 74 181 688 256 29 6,204
Otherexpenses . . . . ... .. 1,066 69 32 2,247 21 344 226 80 906 4,991
Share of equity accounted profits - - (1) - - - - - - (1)
Underlying EBITDA contribution_ 5,075 3,554 3,331 (3,744) 2,031 999 230 84 (1,506) 10,054

(a) Revenue from external customers in TIG includes $136 million
(2011: $12 million reduction in revenue) of inter-segment revenue
treated as external expenses in Retail units (2011: $12 million
treated as revenue in TW) which is eliminated in the “All Other”
category. No eliminations were required in 2011.

External expenses in TIG also include $33 million (2011: $34 million
reduction in expenses) of inter-segment expenses treated as
external revenue in TW (2011: $34 million treated as expenses in
Retail units) which is eliminated in the "All Other" category. No
eliminations were required in 2011.
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5. Segment information (continued)

Segment results (continued)

A reconciliation of underlying EBITDA contribution for reportable
segments to Telstra Group reported EBITDA, EBIT and profit before
income tax expense is provided below:

Telstra Group

Year ended 30 June

2012 2011
Note $m $m
Underlying EBITDA contribution for reportable segments. . . . . . . .. ... ... ... ... ...... 11,872 11,560
Allother . . . . (1,544) (1,506)
Total all segments . . . . . . . L 10,328 10,054
Amounts excluded from underlying results:
-netgainondisposal of noncurrentassets. . . . . . . ... .. e 15 12
- net (loss)/gain on disposal of controlled entities (b) . . . . . . . . . .. ... oL (17) 69
- net gain on disposal of associated entities (c) . . . . . . . . ... ... L L - 8
- net loss on the disposal of businesses (d) . . . . . . . . . . . ... 1) (16)
- impairment in value of goodwill and intangibles (e) . . . . . . . . . . .. .. ... L. 14 (189) (160)
- gain from derecognition of contingent consideration (f) . . . . . . . . ... ... .o oL 6 33 30
- revenue for the build of NBN related infrastructure (g). . . . . . . . . . . . . . .. ... ... ...... 67 -
- EBIT contribution from SouFun operations (h). . . . . . . . . . . . .. ... ... - 6
- reversal of impairment in value of amount owed by jointventures (i). . . . . . ... .. ... ... ... 7 - 147
-other . o L e (2) 1
Telstra Group EBITDA (reported) . . . . . . . . . . . . . . . . e 10,234 10,151
- Depreciation and amortisation . . . . . . . . ... 7 (4,412) (4,459)
Telstra Group EBIT (reported) . . . . . . . . . . . . . . . . 5,822 5,692
-Netfinance costs. . . . . . . . . L (888) (1,135)
Telstra Group profit before income tax expense (reported) 4,934 4,557

(b) On 27 March 2012, we sold our 67% shareholding in LMobile for
a total consideration of $3 million, resulting in a net loss of $17
million on disposal. Refer to note 20 for further details.

On 21 July 2011, we sold our 64.4% shareholding in Adstream
(Aust) Pty Ltd for a total consideration of $24 million, resulting in a
nil profit or loss on disposal. Refer to note 20 for further details.

On 17 September 2010, our controlled entity Telstra International
Holdings sold its 50.6% shareholding in SouFun, resulting in a net
gain of $69 million.

(c) We sold our 48.2% holding in Keycorp Limited on 8 December
2010 for a total consideration of $23 million, resulting in a gain on
sale of $8 million.

(d) On 21 October 2011, our controlled entity Octave Investments
Holdings Limited sold its ChinaM business for a total consideration
of $5 million resulting in a loss on disposal of $1 million. Refer to
note 20 for further details.

On 22 September 2010, our controlled entity Telstra Limited sold its

UK voice customer business for a total consideration of $14 million,
resulting in a loss on disposal of $16 million.

30

(e) The impairment of goodwill and intangibles of $189 million

mainly relates to the TelstraClear Group (impairment of goodwill of
$130 million) and LMobile Group (impairment of goodwill and other
intangible assets of $56 million). Refer to note 21 for further details.

The 2011 impairment of goodwill and intangibles relates to the
Octave Group (impairment of goodwill and customer base of $133
million) and the LMobile Group (impairment of goodwill of $27
million). Refer to note 21 for further details.

(f) The $33 million (2011: $30 million) gain from derecognition of
contingent consideration relates to the fiscal 2010 acquisition of the
LMobile Group. Refer to note 20 for further details.

(g) The $67 million (2011: nil) for the build of NBN related
infrastructure has been recognised as revenue in the income
statement, but excluded from reportable segment revenue.

(h) Revenue of $58 million and EBIT contribution of $6 million
related to SouFun, which was disposed of on 17 September 2010,
have been recorded in the income statement but excluded from
reportable segments results.
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5. Segment information (continued)

Segment results (continued)

(i) In 2011 as part of the restructure of Reach, Telstra's joint venture
with PCCW, Telstra acquired a number of assets from Reach. The
purchase price of $147 million was paid by an offset against the
shareholder loan due from Reach, which was fully provided for by
Telstra. As such, $147 million of the provision for the loan was
reversed as it was no longer required.

Telstra Group
Year ended 30 June

2012 2011
$m $m
Information about our geographic operations (j)
Revenue from external customers
Australian customers. . . . . . . . L e 23,231 23,188
Offshore customers . . . . . . . . . . e e 2,137 1,905
25,368 25,093
Carrying amount of non current assets (k)
Located in Australia . . . . . . . . .. e 26,875 27,607
Located offshore . . . . . . . . . L e 2,036 2,557
28,911 30,164

(j) Our geographical operations are split between our Australian and
offshore operations. Our offshore operations include CSL New

(k) The carrying amount of our segment non current assets
excludes derivative assets, defined benefit assets and deferred tax

World (Hong Kong), Autohome, Norstar Media and PCPop, Sharp assets.
Point and our international business, including Telstra Europe (UK),
which are all part of the TIG segment, and TClear (New Zealand).
No individual geographical area forms a significant part of our
operations apart from our Australian operations.
Telstra Group
Year ended 30 June
2012 2011

Note $m $m
Information about our products and services
Fixed products . . . . . . . . . L e e e 7,488 7,972
Mobile services. . . . . . . . e e 7,330 6,829
Mobile hardware . . . . . . . . . L e 1,338 1,160
Dataand IP access. . . . . . . . . . . e e 3,122 3,147
Network applications and services . . . . . . . . . . . L 1,263 1,143
Digitalmedia . . . . . . . . . e e 2,377 2,629
International . . . . . . . L e e 1,496 1,398
TelstraClear. . . . . . . . e 501 516
Othersalesrevenue (I). . . . . . . . . . e 317 189
Otherrevenue (M) . . . . . . . . . e e e e 6 136 110
Otherincome (N) . . . . . . . . . e e 6 135 211
Total income (excluding financeincome) . . . . . . . . . . ... ... Lo oL 6 25,503 25,304

(I) Other sales revenue includes revenue for the build of NBN
related infrastructure ($67 million), and late payment and
miscellaneous fee revenue.

(m) Other revenue primarily consists of distributions from our
FOXTEL Partnership and rental income.

(n) Other income includes gains and losses on asset and
investment sales, USO levy receipts, subsidies and other
miscellaneous items.
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6. Income

Telstra Group

Year ended 30 June

2012 2011
Note $m $m
Sales revenue
Rendering of services . . . . . . . .. e e 11,410 11,539
Saleof goods. . . . . . . L e 1,854 1,690
Rent of network facilities and access. . . . . . . . . . . ... 10,120 9,572
Constructioncontracts . . . . . . . . . L e 229 273
Advertising and directory services . . . . . . . . L e e e 1,619 1,909
25,232 24,983
Other revenue (excluding finance income)
Distribution from FOXTEL Partnership. . . . . . . . . . . . . . . . . . . . 29 108 70
Rentfrom property . . . . . . . . L e e 28 40
136 110
Total revenue (excluding financeincome) . . . . . . . . .. . ... ..o 25,368 25,093
Other income
Net gain on disposal of non currentassets (a). . . . . . . . . . . . .. ... o 5 75
Gain from derecognition of contingent consideration . . . . . . . . ... ... .. L. 20 33 30
Other miscellaneous income . . . . . . . . . . . L 97 106
135 211
Total income (excluding financeincome) . . . . . . . . . . . . .. ... ... ... .. ... .. ... 25,503 25,304
Finance income
Interest on cash and cash equivalents . . . . . . . ... .. ... ... ......... 17(e) 111 117
Interest on finance lease receivable . . . . . . . . . . . 1 10
Interest on loans to jointly controlled and associated entities . . . . . . . . . ... ... 0000 29 12 -
134 127
Total income. . . . . . . . .. e 25,637 25,431

(a) Non current assets includes property, plant and equipment,
intangibles and investments.
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7. Expenses

Telstra Group

Year ended 30 June

2012 2011
Note $m $m
Labour
Included in our labour expenses are the following:
Employeeredundancy . . . . . . . . . L e e e 162 224
Share based payments. . . . . . . . L 31 12
Defined benefitplanexpense . . . . . . . . . L 24 223 268
Costofgoodssold . . . . . . . . . . . . . 2,551 2,644
Other expenses
Impairment losses:
-impairmentin value of inventories . . . . . . . . . .. 37 43
- impairment in value of trade and otherreceivables. . . . . . . . . . .. ... ... ... ... 370 421
- impairment in value of property, plant and equipment . . . . . . . .. ... oo Lo 13 21 38
- impairment in value of intangibles (a). . . . . . . . . . ... 14 8 51
-impairmentin value of goodwill (@) . . . . . . . . . .. 14 182 121
618 674
Reversal of impairment losses:
- reversal of impairment in value of trade and otherreceivables. . . . . . . . ... ... ... ..... 10 (74) (80)
- reversal of impairment in value of amount owed by jointventures . . . . . . . ... .. ... ... ... - (147)
(74) (227
Rental expense on operatingleases. . . . . . . . . . .. L 583 561
Net foreign currency translation losses/(gains). . . . . . . . . . . . . . . o 5 (1)
Service contracts and otheragreements. . . . . . . . . . ... L 2,135 2,359
Promotion and advertising . . . . . . . . .. 327 334
General and administration. . . . . . . .. L 985 902
Other operating eXpenses . . . . . . . . . . . e e e e 450 445
5,029 5,047
Depreciation of property, plant and equipment. . . . . . . . . . .. ... 0L 13 3,305 3,454
Amortisation of intangibleassets . . . . . . . .. ... Lo 1,107 1,005
4,412 4,459
Finance costs
Intereston borrowings . . . . . . . L L L e 17(e) 1,132 1,186
Unwinding of discount on liabilities recognised at presentvalue. . . . . . . . . .. ... ... .. .... 18 20
Loss on fair value hedges - effective (b) . . . . . . . . . . .. L 9 27
Gain on cash flow hedges - ineffective. . . . . . . . . . . ... (2) (6)
(Gain)/Loss on transactions not in a designated hedge relationship/de-designated from fair value
hedge relationships (C). . . . . . . . . . e (14) 125
Other . . . . . e 7 14
1,150 1,366
Less: interest on borrowings capitalised (d) . . . . . . . . . . ... L (128) (104)
1,022 1,262
Research and developmentexpenses. . . . . . . . . . . . . .o 5 6
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(a) We have recognised an impairment loss of $190 million (2011:
$172 million) relating to impairment of goodwill ($182 million) and
other intangible assets ($8 million) in Telstra Group financial
statements. Refer to note 14 and note 21 for further details
regarding impairment.

(b) We use our cross currency and interest rate swaps as fair value
hedges to convert our foreign currency borrowings into Australian
dollar floating rate borrowings.

The $9 million unrealised loss for the current year (2011: $27
million) reflects the following valuation impacts:

* movementin base market rates and Telstra’s borrowing margins
between valuation dates;

» reduction in the number of future interest flows as we approach
maturity of the financial instruments; and

+ discount factor unwinding as borrowings move closer to maturity.

It is important to note that in general, it is our intention to hold our
borrowings and associated derivative instruments to maturity.
Accordingly, unrealised revaluation gains and losses will be
recognised in our finance costs over the life of the financial
instrument and for each transaction will progressively unwind to nil
at maturity.

Refer to note 18 for further details regarding our hedging strategies.

(c) A combination of the following factors has resulted in a net
unrealised gain of $14 million (2011: loss of $125 million)
associated with financial instruments that are either not in a
designated hedge relationship or were previously designated in a
hedge relationship and no longer qualify for hedge accounting:

+ the valuation impacts described at (b) above for fair value
hedges;

+ the different measurement bases of the borrowings (measured at
amortised cost) and the associated derivatives (measured at fair
value); and

« anetloss of $21 million (2011: $21 million) for the amortisation
impact of unwinding previously recognised unrealised gains on
those borrowings that were de-designated from hedge
relationships.

Although these borrowings and the related derivative instruments
do not satisfy the requirements for hedge accounting, they are in
effective economic relationships based on contractual face value
amounts and cash flows over the life of the transaction.

(d) Interest on borrowings has been capitalised using a
capitalisation rate of 7.0% (2011: 7.2%). We applied the revised
accounting standard AASB 123: “Borrowing Costs” prospectively
for any new capital expenditure on qualifying assets incurred from 1
July 2009. The $24 million net increase from prior year (reduction
in finance costs) is due to the progressive increase in the value of
the qualifying asset base for which borrowing costs are capitalised.
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8. Remuneration of auditors

Telstra Group

Year ended 30 June

2012 201
$m $m
Audit fees
Ernst & Young has charged the following amounts for auditing and reviewing the financial reports. . . . . 8.632 8.309
Other services
Other services provided by Ernst & Young in theirownright. . . . . . . .. ... .. .. ... ...... 1.686 7.113

Other services
Other services comprise audit related fees and non-audit services.

Audit related fees charged by Ernst & Young (EY) amounted to
$0.840 million (2011: $0.396 million) and are for services that are
reasonably related to the performance of the audit or review of our
financial statements and other assurance engagements. These
services include assurance services over debt raising
prospectuses, additional control assessments, various accounting
advice and additional audit services related to our controlled
entities.

Non-audit services of $0.846 million (2011: $6.717 million) comprise
the following:

+ tax fees charged by EY which mainly relate to tax advisory and
income tax return services; and

+ other services that relate to all additional services performed by
EY, other than those disclosed as auditing and reviewing the
financial reports, audit related and tax. These services include
various reviews and non assurance services across the Group,
including risk assessments and IT environment related projects.

We have processes in place to maintain the independence of the
external auditor, including the level of expenditure on non-audit
services. EY also has specific internal processes in place to ensure
auditor independence.

The Audit Committee approves the recurring audit and non-audit
fees. The provision of additional audit and non-audit services by EY
must be approved by either the Chief Financial Officer (CFO), the
Chairman of the Audit Committee or the Audit Committee,
depending upon the fees involved, if not covered by the Audit
Committee pre-approval, subject to confirmation by both
management and EY that the provision of these services does not
compromise auditor independence. Our auditor independence
guidelines clearly identify prohibited services. All additional EY
engagements approved are reported to the Audit Committee at the
next meeting.
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9. Income taxes

Telstra Group

As at 30 June

2012 2011
$m $m
Major components of income tax expense
Currenttax eXpense . . . . . . . .. e e e e 1,826 1,519
Deferred tax resulting from the origination and reversal of temporary differences. . . . . . . . . (337) (209)
Under/(over) provision of tax in prioryears. . . . . . . . ... .. ... ... Lo L. 21 (3)
1,510 1,307
Notional income tax expense on profit differs from actual income tax expense recorded as
follows:
Profit before income taxexpense . . . . . . . ... Lo 4,934 4,557
Notional income tax expense calculated at the Australian taxrate of 30% . . . . . .. ... .. 1,480 1,367
Which is adjusted by the tax effect of:
Different rates of tax on overseasincome . . . . . . . . . ... oo (15) (17)
Non assessable and non deductibleitems. . . . . . .. . .. ... ... ... .. .. 63 (16)
Amended assessments . . . . .. L L L e e e e e (39) (24)
Under/(over) provision of tax in prioryears. . . . . . . . . . . .. ... o 21 (3)
Income tax expenseonprofit. . . . . . . ... 1,510 1,307
Income tax recognised directly in other comprehensive income or equity during theyear . . . . . . . .. (262) 19

Telstra Group

As at 30 June
2012 2011
$m $m
(Deferred tax liability)/deferred tax asset
Deferred tax items recognised in the income statement (*)
Property, plantand equipment . . . . . . . ... (1,241) (1,434)
Intangible assets . . . . . . ... e (830) (876)
Borrowings and derivative financial instruments . . . . . . . ... ... L oL (59) (90)
Provision for employee entittements . . . . . . . . ... oL 292 252
Revenuereceivedinadvance . . . . . . . . . . L 194 52
Provision for workers' compensation. . . . . . . .. . ... 20 21
Allowance for doubtfuldebts . . . . . . . . .. .. 57 64
Defined benefit liability/asset (a) . . . . . . . . . . . .. 98 138
Trade and otherpayables . . . . . . . . . . L 111 135
Other provisions . . . . . . . . . . e 49 52
Income taxlosses (b). . . . . . . . e 39 46
Other . . . . . e (32) (29)
(1,302) (1,669)
Deferred tax items recognised in other comprehensive income or equity (c)
Defined benefit liability/asset (@) . . . . . . . . . . . ... 148 (74)
Derivative financial instruments . . . . . . . . . . ... 53 13
201 (61)
Net deferred tax liability . . . . . . . . ... .. .. ... .. ... . (1,101) (1,730)
Our net deferred tax liability is split as follows:
Deferred tax assets recognised in the statement of financial position . . . . . . . . .. ... ... (] -
Deferred tax liabilities recognised in the statement of financial position . . . . . . . ... ... .. (1,107) (1,730)
(1,101) (1,730)

(*) This includes the impact of foreign exchange movements in the
deferred tax items recognised in the income statement.
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9. Income taxes (continued)

Telstra Group

As at 30 June

2012 2011
$m $m

Deferred tax assets not recognised (d)
Income taxlosses . . . . . .. 46 55
Capital tax [0Sses. . . . . . . . . . e 161 172
Deductible temporary differences . . . . . . . . .. 307 308
514 535

(a) Our net deferred tax asset on our defined benefit liability for the
Telstra Group is $246 million (2011: $64 million).

(b) We have recognised a deferred tax asset for the unused tax
losses of our offshore controlled entities to the extent that it is
probable that future taxable profit will be available against which the
unused tax losses can be utilised. We have prepared a
management budget in line with our current knowledge of future
events to support our view of sufficient future taxable profits being
available to offset our unused tax losses.

(c) When the underlying transactions to which our deferred tax
relates are recognised directly in other comprehensive income or
equity, the temporary differences associated with these
adjustments are also recognised directly in other comprehensive
income or equity.

(d) Our deferred tax assets not recognised in the statement of
financial position may be used in future years if the following criteria
are met:

» our controlled entities have sufficient future taxable profit to
enable the income tax losses and temporary differences to be
offset against that taxable profit;

» we have sufficient future capital gains to be offset against those
capital losses;

* we continue to satisfy the conditions required by tax legislation to
be able to use the tax losses; and

» there are no future changes in tax legislation that will adversely
affect us in using the benefit of the tax losses.

Tax consolidation

The Telstra Entity and its Australian resident wholly owned entities
previously elected to form a tax consolidated group. As a
consequence of the election to enter tax consolidation, the tax
consolidated group is treated as a single entity for income tax
purposes.

The Telstra Entity, as the head entity in the tax consolidated group,
recognises, in addition to its own transactions, the current tax
liabilities and the deferred tax assets arising from unused tax losses
and tax credits for all entities in the group. However, the Telstra
Entity and its Australian resident wholly owned entities account for
their own current tax expense and deferred tax amounts.

Upon tax consolidation, the entities within the tax consolidated
group entered into a tax sharing agreement. The terms of this
agreement specified the methods of allocating any tax liability in the
event of default by the Telstra Entity on its group payment
obligations and the treatment where a subsidiary member exits the
group. The tax liability of the group otherwise remains with the
Telstra Entity for tax purposes.

A tax funding arrangement is also in place for entities within the tax
consolidated group under which:

» the Telstra Entity compensates its Australian resident wholly
owned controlled entities for any current tax receivable
assumed;

» the Telstra Entity compensates its Australian resident wholly
owned controlled entities for any deferred tax assets relating to
unused tax losses and tax credits; and

» Australian resident wholly owned entities compensate the
Telstra Entity for any current tax payable assumed.

The funding amounts are based on the amounts recorded in the
financial statements of the wholly owned entities.

Amounts receivable of $11 million (2011: $14 million) to the Telstra
Entity and amounts payable by the Telstra Entity of $211 million
(2011: $206 million) under the tax funding arrangements are due in
the next financial year upon final settlement of the current tax
payable for the tax consolidated group.
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10. Trade and other receivables

Telstra Group

As at 30 June
2012 2011
Note $m $m
Current
Tradereceivables (2). . . . . . . . . L e e 3,377 3,341
Allowance for doubtfuldebts (a) . . . . . . . . . . . . . (210) (230)
3,167 3,111
Amounts owed by jointly controlled and associated entities-loans . . . . . . . . ... ... ... ... 29 33 35
Finance lease receivable (b) . . . . . . . . . . L 51 52
Accruedrevenue . . . . . . . .. e e e e e 1,001 864
Bank deposits with maturity greaterthan90days . . . . . . . . . . . . . ... ... L. - 1
Otherreceivables. . . . . . . . . . L e 94 74
1,146 991
4,346 4,137
Non current
Tradereceivables (2). . . . . . . . . . L e e 280 233
Amounts owed by jointly controlled and associated entities . . . . . . . ... .. o000 29 448 5
Allowance for amounts owed by jointly controlled and associated entities -loans. . . . . . . .. .. .. 29 (5) (5)
443 -
Finance lease receivable (b) . . . . . . . . . . L 91 92
Otherreceivables. . . . . . . . . . L e 37 15
128 107
851 340
(a) Trade receivables and allowance for doubtful debts
The ageing of current and non current trade receivables is detailed
below:
Telstra Group
As at 30 June
2012 2011
Gross Allowance Gross Allowance
$m $m $m $m
Notpastdue . . . . . . . . . . . 2,498 (21) 2,063 (24)
Pastdue0-30days. . . . . . .. .. .. ... 647 (20) 830 (30)
Pastdue 31-60days . . . . . . . . . . . .. 166 (13) 187 (20)
Pastdue 61-90days . . . . . . . . . . ... 75 (13) 96 (21)
Pastdue 91-120days. . . . . . . . . . . . . ... 56 (15) 79 (21)
Past120days . . . . . . . . .. 215 (128) 319 (114)
3,657 (210) 3,574 (230)
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10. Trade and other receivables (continued)

(a) Trade receivables and allowance for doubtful debts
(continued)

The movement in the allowance for doubtful debts in respect of
trade receivables is detailed below:

Telstra Group

Year ended 30 June

2012 2011
$m $m
Opening balance . . . . . . . . . . . (230) (231)
-additional allowance . . . . . . .. L. (61) (84)
-addition due to acquisition . . . . . .. L L - (2)
—amountused . ... L L L e e e 4 5
—amountreversed . . . .. L L L e e e e e 74 80
- foreign currency exchange differences. . . . . . . . . .. L 1) 2
- transfer of TelstraClear’s balance to assets held forsale . . . . . . . . ... ... ... .. ...... 4 -
Closing balance . . . . . . . . . . .. (210) (230)

Our policy requires customers to pay us in accordance with agreed
payment terms. Depending on the customer segment, our
settlement terms are generally 14 to 30 days from date of invoice.
All credit and recovery risk associated with trade receivables has
been provided for in the statement of financial position.

Our trade receivables include our customer deferred debt and White
Pages® directory charges. Our customer deferred debt allows
eligible customers the opportunity to repay the cost of their mobile
handset, other hardware and approved accessories monthly over
12, 18 or 24 months. The loan is provided interest free to our mobile
postpaid customers. Similarly, the White Pages® directory entries
can be repaid over 12 months.

Trade receivables have been aged according to their original due
date in the above ageing analysis, including where repayment terms
for certain long outstanding trade receivables have been
renegotiated.

We hold security for a number of trade receivables, including past
due or impaired receivables in the form of guarantees, deeds of
undertaking, letters of credit and deposits. During fiscal 2012, the
securities we called upon were insignificant.

We have used the following basis to assess the allowance loss for
trade receivables:

+ astatistical approach to apply risk segmentation to the debt, and
applying the historical impairment rate to each segment at the
end of the reporting period;

» an individual account by account assessment based on past
credit history; and

» any prior knowledge of debtor insolvency or other credit risk.

As at 30 June 2012, trade receivables with a carrying amount of
$970 million (2011: $1,305 million) for the Telstra Group were past
due but not impaired.

These trade receivables, along with our trade receivables that are
neither past due nor impaired, comprise customers who have a
good debt history and are considered recoverable.

(b) Finance lease receivable

We enter into finance leasing arrangements predominantly for
communication assets dedicated to solutions management and
outsourcing services that we provide to our customers. The
average term of finance leases entered into is between 2 to 5 years
(2011: 2 to 5 years).

Telstra Group
As at 30 June

2012 2011
$m $m
Amounts receivable under
finance leases
Within1year. . . ... ... ... .. 59 59
Within1to5years. . . . . . ... .. 96 99
AfterSyears. . . . ... .. ... .. 5 1
Total minimum lease payments . . . . 160 159
Less unearned finance income . . . . (18) (15)
Present value of minimum lease payments 142 144
Included in the financial
statements as:
Current finance lease receivables. . . 51 52
Non current finance lease receivables 91 92
142 144

The interest rate inherent in the leases is fixed at the contract date
for the entire lease term. The average effective interest rate
contracted is 7.8% (2011: 7.5%) per annum.
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11. Inventories

Telstra Group

As at 30 June

2012 2011
$m $m
Current
Finished goodsrecorded atcost. . . . . . . . . . . . . . .. 144 169
Finished goods recorded at netrealisable value. . . . . . . . .. .. ... ... ... ... . ... 60 48
Total finished goods . . . . . . . . . .. e 204 217
Raw materials and stores recorded atcost . . . . . . . . .. .. L 9 15
Constructioncontracts (a) . . . . . . . . . . L 47 51
260 283
Non current
Finished goods recorded at netrealisable value. . . . . . . . .. . .. ... .. ... .. ........ 24 22
24 22
(a) Construction contract disclosures are shown as follows:
Contract costs incurred and recognised profits . . . . . . . . . . . . ... .. L 478 353
Progress billings . . . . . . . . L e (432) (302)
46 51
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12. Non current assets held for sale

On 12 July 2012, we signed an agreement to dispose of our 100%
shareholding in TelstraClear Limited and its controlled entity
(TelstraClear). In accordance with AASB 5: “Non-current Assets
Held for Sale and Discontinued Operations” as at 30 June 2012 the
carrying value of assets and liabilities of TelstraClear have been
classified as held for sale, with the exception of cash balances
which are excluded from the sale agreement, and measured at the
lower of carrying amount and fair value less costs to sell.

Based on the sale price of $658 million (NZ$840 million), estimated
completion adjustments and subject to final completion
adjustments, the carrying value of the TelstraClear goodwill was
impaired by $130 million. Refer to note 21 for further details.

The conditions precedent to completion of the disposal include
approval from the New Zealand Commerce Commission, Overseas
Investment Office and Ministry of Business, Innovation and
Employment.

If the conditions precedent are satisfied and the disposal of
TelstraClear occurs, in fiscal 2013 the foreign currency translation
reserve arising from our investment in TelstraClear will be
reclassified to the Telstra Group income statement increasing our
loss on disposal. The foreign currency translation reserve balance
at 30 June 2012 was $130 million. Refer to note 31 for further
details.

TelstraClear’s operating and investing cash flows were $107 million
inflow (2011: $108 million) and an outflow of $51 million (2011: $57
million) respectively. The investing cash outflows exclude the
related party transactions disclosed in note 29.

At 30 June 2011, we were committed to dispose of our 64.4%
shareholding in Adstream (Aust) Pty Ltd (Adstream). The disposal
was subsequently completed on 21 July 2011. Refer to note 20 for
further details.

TelstraClear is included in the TelstraClear reportable segment and

Adstream is included in the Telstra Media Group reportable
segment in our segment information disclosures in note 5.

Telstra Group

As at 30 June
2012 2011

Note $m $m
Current assets
Cashand cash equivalents. . . . . . . . . . . . . . . e 20 - 7
Trade and otherreceivables . . . . . . . . . . ..o 73 3
Inventories . . . . . . L e e e 2
Prepayments . . . . . . . L e 8 -
Total current assets. . . . . . . . . L e 83 10
Non current assets
Property, plantand equipment . . . . . . . . L 13 516 1
Intangible assets . . . . . . L e 14 155 29
Deferred tax assets. . . . . . . . . . L e - 1
Totalnoncurrentassets . . . . . . . . . . 671 31
Totalassets . . . . . . . . .. e 754 41
Current liabilities
Trade and other payables . . . . . . . . . . . . 70 2
Provisions . . . . . . . e e 6 1
Revenuereceivedinadvance . . . . . . . . . ... e e e 26 1
Total current liabilities . . . . . . . . . . 102 4
Non current liabilities
Provisions . . . . . . . e 3 -
Deferred tax liabilities . . . . . . . . . . - 1
Total non current liabilities . . . . . . . . . ... 3 1
Total liabilities. . . . . . . . . . . . e 105 5
Netassets . . . . . . . . . e 649 36
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13. Property, plant and equipment

Telstra Group

As at 30 June
2012 2011
$m $m
Land and site improvements
AtCOSt . . . 38 40
Buildings (including leasehold improvements)
ALCOSt . . . e 1,077 1,040
Accumulated depreciation and impairment. . . . . . . ... (536) (541)
541 499
Communication assets (including leasehold improvements)
At CoSt . . L 56,353 56,025
Accumulated depreciation and impairment. . . . . . . ... L (36,921) (35,397)
19,432 20,628
Communication assets under finance lease
AtCost . . . 266 287
Accumulated depreciation and impairment. . . . . . .. Lo Lo (257) (272)
9 15
Other plant, equipment and motor vehicles
ALCOSt . . . e 1,604 1,667
Accumulated depreciation and impairment. . . . . . .. ... L (1,120) (1,059)
484 608
Equipment under finance lease
AtCost . . . e 1 1
Accumulated depreciation and impairment. . . . . . . . .. (1) (1)
Total property, plant and equipment
AtCOSt . . . 59,339 59,060
Accumulated depreciation and impairment. . . . . . .. .. L (38,835) (37,270)
20,504 21,790
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13. Property, plant and equipment (continued)

Telstra Group

Comm- Other Total
unication plant, property,
Land and Comm- assets equipment Equipment plant
site unication  under and under and
improve- Buildings assets finance motor finance equipment
ments (a) (a)(b) lease vehicles lease (c)
$m $m $m $m $m $m $m
Written down value at 1 July 2010. . . . . . . 41 467 21,677 88 621 - 22,894
-additions . . ... ..o - 97 2,167 - 197 1 2,462
- acquisitions through business combinations . . - - - - 38 - 38
-disposals . . . ... ... (1) (1) (4) - (2) - (8)
-impairmentlosses. . . . . .. ... ... ... - - (36) - (2) - (38)
- depreciationexpense. . . . . . ... ... .. - (55) (3,155) 9) (234) () (3,454)
- transfer to assets held forsale . . . . . . . .. - - - - (1) - (1)
- net foreign currency exchange differences . . . - 9) (85) - 9) - (103)
-other . . . . ... - - 64 (64) - - -
Written down value at 30 June 2011. . . . . . 40 499 20,628 15 608 - 21,790
-additions . . .. ... - 17 2,293 - 139 - 2,549
-disposals . . . ... ... (1) 3) 3) - (6) - (13)
- disposals through sale of controlled entities . . - - - - (1) - (1)
- disposals through sale of businesses. . . . . . - 1) - - - - (1)
-impairmentlosses. . . . ... ... ... ... - (2) (18) - (1) - (21)
- depreciationexpense . . . . . ... ... ... - (64) (3,043) (6) (192) - (3,305)
- transfer to assets held forsale . . . . . . . .. (1) (7) (477) - (31) - (516)
- net foreign currency exchange differences . . . - 3 23 - 2 - 28
-other . . . ..o - (1) 29 - (34) - (6)
Written down value at 30 June 2012. . . . . . 38 541 19,432 9 484 - 20,504

(a) Includes leasehold improvements.

(b) Includes certain network land and buildings which are essential
to the operation of our communication assets.

(c) Includes $86 million of capitalised borrowing costs (2011: $72
million) directly attributable to qualifying assets.

Work in progress
As at 30 June 2012, the Telstra Group has property, plant and
equipment under construction amounting to $1,076 million (2011:

$1,333 million). As these assets are not installed and ready for use,
there is no depreciation being charged on these amounts.
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14. Intangible assets

Telstra Group

As at 30 June
2012 2011
$m $m
Goodwill . . . . . e 1,289 1,415
Internally generated intangible assets
Software assets developed forinternaluse (a) . . . . . . . . . . . . ... oL 8,201 7,499
Accumulated amortisation and impairment. . . . . . . ... L L L (3,388) (2,843)
4,813 4,656
Acquired intangible assets
Mastheads . . . . . . . L 337 337
Accumulated amortisation and impairment. . . . . . . ... L L L (202) (135)
135 202
Patents and trademarks . . . . . . . . L 34 36
Accumulated amortisation and impairment. . . . . .. ..o Lo (12) (11)
22 25
Licences . . . . . . e 770 810
Accumulated amortisation and impairment. . . . . . ..o Lo (491) (459)
279 351
Customerbases . . . . . . .. 157 643
Accumulated amortisation and impairment. . . . . . ..o Lo (142) (485)
15 158
Brand names. . . . . . e 161 193
Accumulated amortisation and impairment. . . . . . ..o oL (82) (87)
79 106
Total acquired intangibleassets . . . . . . . . . . . ... ... ... 530 842
Deferred expenditure
Deferred expenditure. . . . . . . . . . L e 1,286 1,494
Accumulated amortisation and impairment. . . . . . . ... L L L (497) (780)
789 714
Total intangible assets
ALCOSt . . . e 12,235 12,427
Accumulated amortisation and impairment. . . . . . . ... L L L (4,814) (4,800)
7,421 7,627
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14. Intangible assets (continued)

Telstra Group

Software Patents Deferred Total
assets and Customer Brand expenditure intangible
Goodwill developed Mastheads trademarks Licences bases names (b) (c) assets (d)
$m $m $m $m $m $m $m $m $m
Written down value at 1 July 2010. . . . . . . 1,802 4,447 270 27 445 272 140 625 8,028
-additions . . . . ... - 1,050 - - 2 - - 665 1,717
- acquisition through business combinations . . 40 1 - - - 9 - - 50
- disposals through sale of businesses . . . . . (15) - - - - (11) - - (26)
-impairmentlosses(e) . . .. ... ... ... (121) (12) - - - (39) - - (172)
- amortisationexpense . . . ... .. ... .. - (819) (68) (2) (60) (42) (12) (576) (1,579)
- net foreign currency exchange differences . . (267) (11) - - (36) (26) (22) - (362)
- transfers to non current assets held for sale . . (24) - - - - (5) - - (29)
Written down value at 30 June 2011. . . . . . 1,415 4,656 202 25 351 158 106 714 7,627
-additons . . . .. ... Lo - 1,087 - - - - 746 1,834
- acquisition through business combinations . . - - - - - - - - -
- disposals through sale of a controlled entity . . - (1) - (2) - (4) (1) - (8)
- disposals through sale of business . . . . . . - - - - (1) - - - (1)
-impairmentlosses(e) . . .. ... ... ... (182) (1) - - - (7) - - (190)
- amortisation expense . . . ... ... .. .. - (896) (67) (2) (62) (64) (13) (667) (1,771)
- net foreign currency exchange differences . . 57 2 - 1 8 5 (] - 79
- transfers to non current assets held for sale (f) (1) (36) - - (18) (73) (19) (8) (155)
-other . . . . ..o - 2 - - - - - 4 6
Written down value at 30 June 2012 . . . . . 1,289 4,813 135 22 279 15 79 789 7,421
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14. Intangible assets (continued)

(a) As at June 2012, we had software assets under development
amounting to $509 million (2011: $593 million). As these assets
were not installed and ready for use, there is no amortisation being
charged on the amounts.

(b) During fiscal 2005, we entered into an arrangement with our
jointly controlled entity, Reach Ltd (Reach), and our co-shareholder
PCCW, whereby Reach's international cable capacity was allocated
between us and PCCW under an indefeasible right of use (IRU)
agreement, including committed capital expenditure for the period
until 2018.

The IRU is amortised over the contract periods for the capacity on
the various international cable systems, which range from 5 to 22
years. The IRU is deemed to be an extension of our investment in
Reach. The IRU has a carrying value of nil in the consolidated
financial statements due to the recognition of equity accounted
losses in Reach.

(c) The majority of the deferred expenditure relates to the deferral of
basic access installation costs, which are amortised to goods and
services purchased in the income statement. In addition, the
deferred expenditure also includes direct incremental costs of
establishing a customer contract.

(d) Includes $42 million (2011: $32 million) of capitalised borrowing
costs directly attributable to qualifying assets.

(e) We have recognised an impairment charge of $189 million
against goodwill ($182 million) and customer bases ($7 million) for
the TelstraClear, LMobile Group and CitySearch CGUs (2011:
$160 million against goodwill ($121 million) and customer bases
($39 million) for the Octave and LMobile Group CGUs). Refer to
note 21 for further details regarding these impairments.

(f) As at 30 June 2012 assets and liabilities of TelstraClear Limited

have been classified as held for sale. Refer to note 12 for further
details.
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15. Trade and other payables

Telstra Group

As at 30 June
2012 2011
$m $m
Current
Trade creditors (a) . . . . . . . . L 1,228 970
Accrued eXpenSES . . . . . .. L L L e e e e 1,656 1,751
Accrued capital expenditure . . . . ... L L e 343 583
Accruedinterest . . . . . . L e 347 365
Deferred consideration for capital expenditure. . . . . . . . . . . ... L oL 31 48
Othercreditors (@) . . . . . . . . . e e 526 376
4,131 4,093
Non current
Deferred consideration for capital expenditure. . . . . . . . . . . . ... oL 112 123
Othercreditors . . . . . . . . . . L e e e e 62 54
174 177

(a) Trade creditors and other creditors are non interest bearing
liabilities. We generally process trade creditor payments once they
have reached 30 days for electronic funds transfer payments, or 30
days from the end of the month of invoice for other payments.
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16. Provisions

Telstra Group

As at 30 June
2012 2011
$m $m
Current
Employee benefits (a) . . . . . . . . 862 754
Workers' compensation (b). . . . . . . .. 24 25
Other (b) . . . . . e 56 67
942 846
Non current
Employee benefits (a) . . . . . . . .. 110 87
Workers' compensation (b). . . . . . . .. e e 131 127
Other (D) . . . . . e e 23 30
264 244

(a) Aggregate employee benefits

Telstra Group

As at 30 June
2012 2011
$m $m
Current provision for employee benefits . . . . . . . . . . ... L 862 754
Non current provision for employee benefits. . . . . . . . . . ... oL o 110 87
Accrued labourandon-costs (i) . . . . . . . ... 456 376
1,428 1,217

(i) Accrued labour and related on-costs are included within our
current trade and other payables (refer to note 15).

Provision for employee benefits consist of amounts for annual leave
and long service leave accrued by employees.

Employee benefits for long service leave are measured at their

present value. The following assumptions were adopted in
measuring this amount (refer to note 2.14 for further information):

Telstra Group

As at 30 June

2012 2011
Weighted average projected increase in salaries, wages and associatedon-costs . . . . . . .. ... ... 4.7% 4.8%
Discountrates . . . . . . . . L e e 3.6% 5.2%
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(b) Movement in provisions, other than employee benefits

Telstra Group

Year ended 30 June

2012 2011
$m $m
Workers' compensation (i)
Opening balance . . . . . . . . . . . . 152 165
-additional provisions . . . . . . L e e e 4 7
—amountused ... oL L L L e e e e (23) (27)
- unwinding of discount on liabilities recognised at presentvalue . . . . . . . . . .. ... ... ... .. 7 8
- effect of any change inthe discountrate . . . . . . . . . . . ... ... ... ... . 16 1)
-reversal ofamounts unused . . . . . . L L (1) -
Closing balance. . . . . . . . . . . . . 155 152
Redundancy
Opening balance . . . . . . . . . . .. - -
-additional provisions . . . . ... L 6 -
6 -
Other (ii)
Opening balance . . . . . . . . . . . L 97 106
-additional provisions . . . . . . L e e e 39 54
—amountused ... oL L L L e e e (53) (60)
- effect of any change on discountrate. . . . . . . . . . . ..o 1 1
-reversal ofamounts unused . . . . . .. L L L - (1)
- foreign currency exchange differences . . . . . . . . . . . L L 1 (4)
- transfer to non current assets held forsale. . . . . . . . . . . . . ... ... ... (5) -
-other . L e (1) 1
Closing balance. . . . . . . . . . . . L 79 97

(i) Workers’ compensation

We self insure for our workers’ compensation liabilities. We provide
for our obligations through an assessment of accidents and
estimated claims incurred. The provision is based on a semi-annual
actuarial review of our workers’ compensation liability. Actual
compensation paid may vary where accidents and claims incurred
vary from those estimated. The timing of these payments may vary,
however the average time payments are expected for is 9 years
(2011: 9 years).

Certain controlled entities do not self insure, but pay annual
premiums to third party insurance companies for their workers’
compensation.

(i) Other

Other provisions include provisions for ACCC customer
determinations and disputes, provision for non current lease
incentives, provision for committed capital expenditure, provision
for reinstatement costs, and other provisions.
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(c) Comparative information

Current and non current provision balances reported as at 30 June
2011 have been restated to reflect that for some of our long service
leave balances, we do not have an unconditional right to defer the
settlement of these long service leave liabilities for more than 12
months. The reclassification has no impact on profit, equity or
earnings per share calculations.

Statement of Financial Position item

If the reclassification had been performed as at 30 June 2010 our
non current provisions and non current liabilities would have
reduced by $424 million and our current provisions and current
liabilities would have increased by $424 million.

The table below provides further details regarding the opening and
closing balances of the prior period:

Telstra Group

30 June 2011

Reported Adjustment Restated

$m $m $m

Current provisions . . . . . . . . L e e e e 394 452 846
Non current provisions . . . . . . . . . .. e 696 (452) 244

30 June 2010 (1 July 2010)

Reported Adjustment Restated

$m $m $m

Current provisions . . . . . .. L L L L e e e 389 424 813
Non current provisions . . . . . . . . . .. L e e e 727 (424) 303

The restated current provision includes accrued annual leave,
vesting sick leave and long service leave. For long service leave it
covers all unconditional entitlements where employees have
completed the required period of service and also those where
employees are entitled to pro-rata payments in certain
circumstances. These amounts are presented as current, since the
group does not have an unconditional right to defer settlement for
any of these obligations. However, based on past experience, the
group does not expect all employees to take the full amount of
accrued leave or require payment within the next 12 months. The
following amounts have been determined in accordance with an
actuarial assessment and reflect leave that is not expected to be
taken or paid within the next 12 months:

Telstra Group

As at
30 June 30 June
2012 2011
$m $m
Leave obligations expected to be settled after12months . . . . . . . . ... ... ... L. 527 452
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17. Capital management and financial instruments

This note provides information on our capital structure and our
underlying economic positions as represented by the carrying

values, fair values and contractual face values of our financial

instruments.

Section (a) includes details on our gearing.

Section (b) sets out the carrying values, fair values and contractual
face values of our financial instruments. The amounts provided in
this section are prior to netting offsetting risk positions.

Section (c) provides information on our net debt position based on
contractual face values and after netting offsetting risks. We
consider this view of net debt based on our net contractual
obligations to be useful additional information to investors on our
underlying economic position, as it portrays our residual risks after
hedging and excludes the effect of fair value measurements. This
is relevant on the basis that we generally hold our borrowings and
associated derivatives to maturity and hence revaluation gains and
losses will generally not be realised.

Section (d) includes a reconciliation of movements in gross and net
debt positions.

Section (e) includes details on our interest expense and interest rate
yields.

Section (f) provides further details on our derivative financial
instruments.

Section (g) provides information on the method for estimating fair
value of our financial instruments.

Details regarding interest rate, foreign exchange and liquidity risk
are disclosed in note 18.

(a) Capital management

Our objectives when managing capital are to safeguard our ability
to continue as a going concern, continue to provide returns for
shareholders and benefits for other stakeholders, and to maintain
an optimal capital structure to reduce the cost of capital.

In order to maintain or adjust the capital structure, we may adjust
the amount of dividends paid to shareholders, return capital to

shareholders or issue new shares.

During 2012, we paid dividends of $3,475 million (2011: $3,475
million). Refer to note 4 for further details.

Agreement with lenders

During the current and prior years there were no defaults or
breaches on any of our agreements with our lenders.

Gearing and net debt

We monitor capital on the basis of the gearing ratio. This ratio is
calculated as net debt divided by total capital. Net debt is calculated
as total interest bearing financial liabilities, derivative financial
instruments, less cash and cash equivalents. Total capital is
calculated as equity, as shown in the statement of financial position,
plus net debt.

Our comfort range for the net debt gearing ratio is currently 50 to 70
percent (2011: 50 to 70 percent). The gearing ratios and carrying
value of our net debt are shown in Table A below:

Table A Telstra Group
As at 30 June
2012 2011
Note $m $m
Current
Short term debt
Promissorynotes . . . . .. ... .. 563 508
563 508
Long term debt-current portion
Offshoreloans (i) . . ... ... ... 1,198 998
Telstra bonds and domestic loans (ii) . 1,500 439
Financeleases . . . .. ... ... 22 45 45
2,743 1,482
3,306 1,990
Non current
Long term debt
Offshore loans (i) . . . ... ..... 9,836 8,569
Telstra bonds and domestic loans (ii) . 2,028 3,515
Financeleases . . . ... ... .. 22 94 94
11,958 12,178
15,264 14,168
Shorttermdebt . . . . . ... .. .. 563 508
Long term debt (including
current portion) . . . . .. ... ... 14,701 13,660
Totaldebt . . . . .. .. ... ... .. 15,264 14,168
Net derivative financial liability. . 17(f) 1,958 2,065
Bank deposits with maturity
greaterthan 90 days. . . . . . . .. 10 - (1)
Grossdebt . . . . .. ... ... .. 17,222 16,232
Cash and cash equivalents . . . . . 20 (3,945) (2,637)
Netdebt. . . . . . . ... ... ... 13,277 13,595
Totalequity . . . . . . ... ... .. 11,689 12,292
Total capital. . . . . . ... ... .. 24,966 25,887
% %
Gearingratio . . . . ... ... ... 53.2 52.5
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(a) Capital management (continued)
Gearing and net debt (continued)

Net debt included in Table A is based on the carrying values of our
financial instruments which are provided in Table C in the following
section (b). For interest bearing financial instruments we adopt a
‘clean price’ whereby the reported balance of our derivative
instruments and borrowings excludes accrued interest. Accrued
interest is recorded in current ‘trade and other receivables’ and
current ‘trade and other payables’ in the statement of financial
position.

Our borrowings are unsecured, except for finance leases which are
secured, as the rights to the leased asset transfer to the lessor in the
event of a default by us. We have no assets pledged as security for
our borrowings. All our borrowings are interest bearing, except for
some loans from wholly owned controlled entities. Details of
interest rates and maturity profiles are included in note 18.

We are not subject to any externally imposed capital requirements.

(i) Offshore loans

Offshore loans comprise debt raised overseas. Our policy is to
swap foreign currency borrowings into Australian dollars, except for
a small proportion of foreign currency borrowings/cross currency
swaps used to hedge translation foreign exchange risk associated
with our offshore investments, and some cash balances/finance
leases held in foreign currencies by our foreign controlled entities.
The carrying amounts of offshore loans are denominated in the
following currencies.

Refer to Table E for details on debt issuance and maturities.

Table B Telstra Group
As at 30 June
2012 2011
$m $m
Australiandollar . . . . . ... ... .. 190 249
Euro . ... .. .. ... ... ... 7,193 5,242
United Statesdollar. . . . . . ... ... 1,701 2,280
British pounds sterling . . . . . . .. .. 306 299
Japaneseyen . .. ... ... ..... 595 558
New Zealand dollar. . . . . . . ... .. 198 272
Swissfrancs . . . . ... .. ... ... 804 627
Hong Kongdollar. . . . . ... ... .. 45 40
Indianrupee . . . . ... ... .. 2 -
11,034 9,567
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(ii) Telstra bonds and domestic loans

Telstra bonds currently on issue total $236 million and relate to
wholesale investors and mature up until the year 2020. Domestic
borrowings as at 30 June 2012 total $3,292 million with various
maturity dates up until the year 2020. Refer to Table E for details on
debt issuance and maturities.
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17. Capital management and financial instruments (continued)

(b) Financial instruments

The carrying amounts, fair values and face values of each category We also have potential financial liabilities not included in the tables
of our financial instruments are shown in Table C. The amounts below which may arise from certain contingencies disclosed in note

disclosed are prior to netting offsetting risk positions of financial 23 and note 30.

instruments in a hedge relationship.
Table C

Telstra Group

As at 30 June 2012

Carryin .
rying Fair value Face value

As at 30 June 2011

Carryin .
rying Fair value Face value

amount amount
Receivable/(Payable) Receivable/(Payable)
$m $m $m $m $m $m
Financial instruments included in net debt
Cashatbankandonhand. . . . .. ... ........ 362 362 362 363 363 363
Available for sale - at fair value
Bank deposits, bills of exchange and promissory notes (i). 3,583 3,583 3,634 2,275 2,275 2,304
In designated hedge relationships - at fair value
Net derivative liability - hedging instrument . . . . . . . . (1,381) (1,381) (1,349) (1,551) (1,551) (1,510)
Promissory notes - hedged item (i) . . . .. .. .. ... (101) (101) (101) (279) (279) (279)
Offshore loans - hedged item (i) . . . . .. ... ..... (3,615) (3,615) (3,529) (1,423) (1,423) (1,451)
In designated hedge relationships - at amortised
cost
Offshore loans - hedgeditem . . . . . ... ... .... (4,749) (5,211) (4,781) (5,519) (5,675) (5,557)
Telstra bonds and domestic loans - hedged item . . . . . (274) (264) (275) (274) (266) (275)
Promissory notes - hedging instrument . . . . . . . . .. (275) (276) (277) (194) (195) (196)
Offshore loans - hedging instrument . . . . . . ... ... (198) (217) (200) (272) (288) (274)
Not in designated hedge relationship - at fair value
Net derivative liability. . . . . . .. ... ... ... ... (577) (577) (703) (514) (514) (607)
De-designated from hedge relationship - at
amortised cost
Offshoreloans . . . . .. .. ... .. ... ....... (1,663) (1,810) (1,731) (1,680) (1,818) (1,772)
Other financial liabilities - at amortised cost
Finance leasepayable . . . . . . .. ... .. ...... (139) (139) (186) (139) (139) (165)
Promissorynotes. . . . . .. ... ... ... ...... (187) (188) (189) (35) (35) (35)
Offshoreloans . . . . .. .. ... .. ... ....... (809) (835) (810) (673) (714) (675)
Telstra bonds and domesticloans . . . . . ... ... .. (3,254) (3,396) (3,272) (3,680) (3,714) (3,699)
Telstra Group netdebt . . . . . . ... .. ... ... .. (13,277) (14,065) (13,407) (13,595) (13,973) (13,828)
Other financial instruments
Interest bearing financial assets
Finance leasereceivable. . . . . . . . . ... ... ... 142 142 160 144 144 159
Amounts owed by jointly controlled and associated entities 443 443 443 - - -
Otherreceivables. . . . . . . . ... ... ... ..... 24 24 24 - - -
Net interest bearing financial liabilities . . . . . . . . . (12,668) (13,456) (12,780) (13,451) (13,829) (13,669)
Equity investments classified as available-for-sale
Listed and unlisted securities. . . . . . . .. ... . ... 19 19 19 1 1 1
Loans and receivables at amortised cost
Trade/other receivables and accrued revenue (i) . . . . . 4,555 4,555 4,765 4,297 4,297 4,527
Amounts owed by jointly controlled and associated entities 33 33 38 35 35 40
Financial liabilities at amortised cost
Trade/other creditors and accrued expenses (i) . . . . . . (4,162) (4,162) (4,162) (4,099) (4,099) (4,099)
Deferred consideration for capital expenditure. . . . . . . (143) (143) (205) 171) (171) (239)
Net financial liabilities . . . . . . .. ... ... . ... (12,366) (13,154) (12,325) (13,388) (13,766)  (13,439)

(i) For financial assets and financial liabilities with a short-term to
maturity, the carrying amount is considered to approximate fair
value.

(i) These borrowings are in fair value hedges. The carrying amount
of our borrowings in fair value hedges is adjusted for fair value
movements attributable to the hedged risk.
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(b) Financial instruments (continued)

As shown in Table C, the carrying amount of net debt is lower than
that based on contractual face values. This is primarily due to the
impact of revaluation gains on our debt portfolio as a result of having
locked in lower debt margins on our borrowings as compared to
market rates applicable as at 30 June.

(c) Net position on a contractual face value basis

The amounts disclosed in Table D represent the net contractual
face values of our financial instruments on a post hedge basis.

Table D Telstra Group
As at 30 June
Face value
2012 2011
Currency $m $m

Interest bearing financial assets included in net debt
Cashandcashequivalents . . . . . . ... ... ... .......... Floating Australian dollar 3,591 2,278
Cash and cash equivalents held in foreign currencies . . . . . . . .. .. Floating Various 338 239
Bank deposits with maturity greaterthan 90days. . . . . . . .. ... .. Floating Foreign - 1

3,929 2,518
Interest bearing financial liabilities included in net debt
Cross currency and interest rate swap liability (i) . . . . . . .. ... ... Fixed Australian dollar (5,841) (6,169)
Borrowings. . . . . . .. L Fixed Australian dollar (2,549) (2,392)
Borrowings (i) . . . . . . . . .. Fixed Foreign (251) (229)
Borrowings (i) . . . . . . . . .. Floating Foreign - (77)
Cross currency and interest rate swap liability (i) . . . . . ... ... ... Floating Australian dollar (6,950) (5,256)
Borrowings. . . . . . . Floating Australian dollar (1,189) (1,475)
Forward contract liability -net (ii) . . . . . . .. ... ... .. ...... Floating Australian dollar (113) (318)
Cross currency swap liability-net. . . . . . . ... ... ... .. .... Floating Foreign (233) (383)
Borrowings (iv). . . . . . ... Floating Foreign (277) (196)

(17,403) (16,495)

Netinterest bearingdebt . . . . . .. ... ... ... L. (13,474) (13,977)
Non-interest bearing cash included innetdebt . . . . . . . ... ... .. Various 67 149
Net debt - based on contractual facevalues . . . . . . . .. ... ... (13,407) (13,828)
Other interest bearing financialassets . . . . . . .. ... ... ..... Fixed Australian dollar 627 159
Net interest bearing financial liabilities - based on contractual face values (12,780) (13,669)

(i) These amounts represent the end hedge position as described in
our hedge relationships in note 18 Table H.

(ii) Includes offshore loans of $200 million (2011: $274 million) used
to hedge our investment in TelstraClear Limited as described in
note 18 Table K. The balance also includes $49 million (2011: $32
million) relating to finance leases and $2 million (2011: nil) other
loans.

(i) Includes final pay legs $638 million (2011: $1,029 million) as
described in note 18 Table J. The balance also includes receive
legs relating to hedges of forecast purchases, trade and other non
interest bearing liabilities of $525 million (2011: $711 million).

(iv) Comprises promissory notes used to hedge our investment in
TelstraClear Limited as described in note 18 Table K.

The above table represents our economic residual position after

netting offsetting risks of our derivative and non-derivative financial
instruments in a hedge relationship.
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Accordingly, consistent with our policy to swap foreign currency
borrowings into Australian dollars, only our Australian dollar end
positions are included in the table above, except for a small
proportion of foreign currency borrowings/cross currency swaps
used to hedge translation foreign exchange risk associated with our
offshore investments, loans from wholly owned controlled entities,
and some cash balances/finance leases held in foreign currencies
by our foreign controlled entities. These foreign currency amounts
are reported in Australian dollars based on the applicable exchange
rate as at 30 June.

Total net debt in Table D agrees to the face value of our financial
instruments included in net debt in Table C. The face values differ
from the statement of financial position carrying amounts. The
carrying amounts reflect a part of our borrowing portfolio at fair
value with the remaining part at amortised cost, whereas the face
values represent the undiscounted contractual liability at maturity
date.
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d) Movements in net debt

The decrease in the carrying amount (including net cash
movements) of our net debt during the year of $318 million for the
Telstra Group (30 June 2011: decrease of $331 million) is
represented by the movements shown in Table E below:

Table E Telstra Group
Year ended
30 June
2012 2011
$m $m
Debt issuance - offshore and domestic loans 2,801 2,086
Net short term borrowings and bank deposits
greaterthan90days . . . . . . .. ... .. 60 254
Repayment of offshore and domestic loans . (2,036) (2,536)
Finance lease repayments . . . . . . . . .. (52) (61)
Net cash inflow/(outflow) 773 (257)

Non-cash movements in gross debt before

tax

Revaluation losses affecting cash flow hedging

FESEIVE . . . . o v v i i e 103 244

Revaluation losses/(gains) affecting foreign

currency translationreserve . . . . . . . .. 89 (32)

Revaluation (gains)/losses affecting other

expenses in the income statement. . . . . . 9) 21

Revaluation (gains)/losses affecting finance

costs in the income statement (i). . . . . . . (18) 153

Finance lease additions . . . . . . ... .. 52 72
217 458

Total increase ingrossdebt . . . . . . .. 990 201

Net increase in cash and cash equivalents

(including foreign currency exchange

differences). . . . . . .. ... ... (1,308) (532)

Total decrease innetdebt . . . . . . . .. (318) (331)

(i) The net revaluation gain of $18 million includes:

+ gain of $6 million (2011: loss of $156 million) affecting other
finance costs comprising a loss of $9 million (2011: $27 million)
from fair value hedges; a gain of $14 million (2011: loss of $125
million) from transactions either not designated or de-designated
from fair value hedge relationships; and a gain of $1 million
(2011: loss of $4 million) relating to other hedge accounting
adjustments; and

« gain of $12 million (2011: $3 million) affecting interest on
borrowings comprising a gain of $27 million (2011: $21 million)
relating to cross currency swap discounts on new borrowings
which will be amortised to interest in the income statement over
the life of the borrowing; and a loss of $15 million (2011: $18
million) comprising the amortisation of discounts.

We have issued the following long term debt during the year for
refinancing purposes:

« $1,002 million offshore Euro public bond in November 2011,
matures 16 May 2022;

» $98 million offshore Euro private placement bond in December
2011, matures 20 December 2023;

«  $252 million offshore Swiss franc public bond in December 2011,
matures 14 December 2018;

» $50 million offshore Australian dollar private placement bond in
December 2011, matures 19 December 2023;

» $9 million domestic private placement loan in December 11 and
February 12, matures 30 July 2018;

» $1,248 million offshore Euro public bond in March 2012, matures
21 September 2022;

«  $2 million offshore Indian rupee bank loan in December 2011,
matures 22 December 2016; and

«  $140 million offshore Australian dollar private placement bond in
May 2012; matures 25 May 2022.

Our unsecured promissory notes are used principally to support
working capital and short term liquidity, as well as hedging certain
offshore investments. Our short term unsecured promissory notes
will continue to be supported by liquid financial assets and ongoing
credit standby lines.

The following long term debt was repaid during the year:

» $5 million Telstra bonds, matured 15 July 2011;

+ $435 million domestic syndicated bank loan, matured 22
September 2011;

» $90 million offshore New Zealand dollar public bond, matured 24
November 2011;

«  $27 million offshore United States dollar private placement bond,
matured 16 December 2011;

« $106 million offshore United States dollar public bond, matured
30 January 2012;

« $250 million offshore Australian dollar syndicated bank loan,
matured 1 February 2012;

»  $947 million offshore United States dollar public bond, matured
1 April 2012; and

» $176 million offshore United States dollar syndicated bank loan,
matured 18 May 2012.

Long term debt of $2,970 million will mature during fiscal 2013. This
represents the contractual face value amount after hedging.
Included in this amount are offshore borrowings which were
swapped into Australian dollars at inception of the borrowing
through to maturity using cross currency and interest rate swaps,
creating synthetic Australian dollar obligations. These post hedge
obligations are reflected in our total contractual Australian dollar
liability at maturity of $2,970 million.
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17. Capital management and financial instruments (continued)

d) Movements in net debt (continued)

The amount of $2,970 million is different to the carrying amount of
$2,698 million which is included in current borrowings (along with
promissory notes of $563 million and finance leases of $45 million)
in the statement of financial position. The carrying amount reflects
the amount of our borrowings due to mature within 12 months prior
to netting offsetting risk positions of associated derivative financial
instruments hedging these borrowings. The carrying amount
reflects a mixed measurement basis with part of the borrowing
portfolio recorded at fair value and the remaining part at amortised
cost which is compliant with the requirements under Australian
Accounting Standards.

(e) Interest and yields

The net interest on borrowings is shown in Table F below. Where
applicable, finance costs are assigned to categories on the basis of
the hedged item.

Table F Telstra Group
As at 30 June
2012 2011
Note $m $m
Interest on borrowings (i)
Financial instruments in hedge relationships
Domestic loans in cash flow hedges (i) . . . . . . . . . . . . . . L . 19 19
Offshore loans in cash flow hedges (ii). . . . . . . . . . .. .. 481 545
Offshore loans in fair value hedges (ii). . . . . . . . . . . . . . . e 180 175
Promissory notes in fair value hedges (i) . . . . . . . . . . . . .. 8 4
Derivatives and borrowings hedging net foreigninvestments . . . . . . . . . ... .. ... ... ... .. 3 1
Available for sale
Promissory notes. . . . . . . . . L e e 7 3
Other financial instruments
Offshore loans not in a hedge relationship or de-designated from fair value hedge relationships (ii) . . . . . 191 194
Telstra bonds and domesticloans . . . . . . . . . . .. 218 225
Other . . . . e 13 8
Finance leases . . . . . . . . . . 12 12
7 1,132 1,186
Finance income on net debt
Cashand cash equivalents. . . . . . . . . . . . . . . e . 6 111 117
Net interestonnetdebt . . . . . . . . . . . 1,021 1,069

(i) The interest expense as shown in Table F above is categorised
based on the classification of financial instruments applicable as at
30 June.

(ii) Interest expense is a net amount after offsetting interest income
and interest expense on associated derivative instruments.

The year-on-year decrease in net interest on borrowings is due to a
reduction in the volume of average net debt and a reduction in the
average interest yield. The average yield on average net interest
bearing financial liabilities during the year was 7.0% (2011: 7.2%)
for the Telstra Group. The reduction in yield arises principally from
a reduction in short-term market base market rates in the current
year compared to the prior year, resulting in lower costs on the
floating rate debt component of our debt portfolio. The reduction in
short-term base rates was partially offset by an increase in
refinancing margins on term debt issued during the year.
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Some early refinancing of our fiscal 2013 borrowing requirements
was undertaken in the second half of the current year resulting in
higher levels of liquidity. Higher liquidity contributes to higher
interest costs due to borrowing yields (to maintain higher liquidity)
exceeding investment yields.
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(f) Derivative financial instruments

All our derivatives are in designated hedge relationships which
satisfy the requirements for hedge accounting, except for a number
of derivatives classified as held for trading which are in economic
relationships but not in a designated hedge relationship for hedge
accounting purposes. Refer to note 18 for details on hedging
relationships.

Derivative financial instruments for the Telstra Group as at 30 June
are shown in Table G and Table H below. For these derivative
instruments the fair value equates to the carrying amounts in the

statement of financial position which differs from the face values
which are also provided in other tables within this note.

Table G Telstra Group
As at 30 June 2012
Cross currency
swaps Interest rate swaps Forward contracts Total Total Total
Asset Liability Asset Liability Asset Liability Asset Liability Net
$m $m $m $m $m $m $m $m $m
Current
Fairvaluehedge . . . . . . .. 1 (14) 2 - - (2) 3 (16) (13)
Cash flow hedge (i). . . . . . . - (20) 5 (7) - (4) 5 (31) (26)
Hedge of net investment in
foreign operation . . . . . . .. 2 (5) - - - - 2 (5) (3)
Held for trading (ii) . . . . . . . 7 (245) 14 - 1 (2) 22 (247) (225)
10 (284) 21 (7) 1 (8) 32 (299) (267)
Non current
Fair value hedge . . . . . . .. 10 (192) 75 - - - 85 (192) (107)
Cash flow hedge (i). . . . . . . 12 (1,050) 487 (676) - - 499 (1,726) (1,227)
Hedge of net investment in
foreign operation . . . . . . .. - (5) - - - - - (5) (5)
Held for trading (ii) . . . . . . . - (426) 74 - - - 74 (426) (352)
22 (1,673) 636 (676) - - 658 (2,349) (1,691)
32 (1,957) 657 (683) 1 (8) 690 (2,648) (1,958)
Table H Telstra Group
As at 30 June 2011
Cross currency swaps Interest rate swaps Forward contracts Total Total Total
Asset Liability Asset Liability Asset Liability Asset Liability Net
$m $m $m $m $m $m $m $m $m
Current
Fair value hedge . . . . . . .. - (261) - - (4) 8 (265) (257)
Cash flow hedge (i). . . . . . . - (336) 1 (8) 1 17) 12 (361) (349)
Hedge of net investment in
foreign operation . . . . . . .. 59 - - - - 59 - 59
Held for trading (ii) . . . . . . . - - - 4 (8) 4 (8) (4)
59 (597) 19 (8) 5 (29) 83 (634) (551)
Non current
Fair value hedge . . . . . . .. 13 (51) 8 (40) - - 21 (91) (70)
Cash flow hedge (i). . . . . . . 10 (946) 176 (173) - - 186 (1,119) (933)
Hedge of net investment in
foreign operation . . . . . . .. 10 - - - - 10 - 10
Held for trading (ii) . . . . . . . - (587) 68 - - (2) 68 (589) (521)
33 (1,584) 252 (213) - (2) 285 (1,799) (1,514)
92 (2,181) 271 (221) 5 (31) 368 (2,433) (2,065)

(i) Gains or losses recognised in the cash flow hedging reserve on
cross currency swap and interest rate swap contracts will be
continuously released to the income statement until the underlying
borrowings are repaid. Gains or losses recognised in the cash flow
hedging reserve on forward exchange contracts will be released to
the income statement when the underlying forecast transaction
occurs and affects profit or loss. However, where the underlying
forecast transaction is a purchase of a non financial asset (for

example property, plant and equipment) the gain or loss in the cash
flow hedging reserve will be transferred and included in the
measurement of the initial cost of the asset at the date the asset is
recognised.
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17. Capital management and financial instruments (continued)

(f) Derivative financial instruments (continued)

(i) Derivatives which are classified as held for trading are in
economic relationships but are not in designated hedge
relationships for hedge accounting purposes. These derivatives
include cross currency and interest rate swaps associated with a
long term Euro bond issue not in a designated hedge relationship
and with a number of offshore borrowings denominated in United
States dollars, Euros and British pounds sterling which were in fair
value hedges and were de-designated from the hedge relationship
for hedge accounting purposes as they did not meet requirements
for hedge effectiveness. Although these held for trading derivatives
did not satisfy the requirements for hedge accounting, these
relationships are in effective economic relationships based on
contractual amounts and cash flows over the life of the transaction.
Also included in held for trading derivatives are forward contracts
economically hedging trade creditors and other liabilities
denominated in a foreign currency.

(g) Fair value hierarchy

We use various methods in estimating the fair value of our financial
instruments. The methods comprise:

* Level 1: the fair value is calculated using quoted prices
(unadjusted) in active markets for identical assets or liabilities;

* Level 2: the fair value is estimated using inputs other than quoted
prices included in Level 1 that are observable for the asset or
liability, either directly (as prices) or indirectly (derived from
prices); and

* Level 3: the fair value is estimated using inputs for the asset or
liability that are not based on observable market data
(unobservable inputs).

The level in the fair value hierarchy within which the fair value
measurement is categorised in its entirety has been determined on
the basis of the lowest level input that is significant to the fair value
measurement in its entirety. An unobservable valuation input is
considered significant if stressing the unobservable input to the
valuation model would result in a greater than 10% change in the
overall fair value of the instrument.

The fair value of the financial instruments and the classification
within the fair value hierarchy are summarised in Tables I, J and K
below, followed by a description of the methods used to estimate
the fair value.
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Table |
Telstra Group
As at 30 June 2012
Level1 Level2 Level3 Total
$m $m $m $m
Available for sale
Investments - other
Quoted securities . . . 1 - - 1
Unlisted securities . . . - - 18 18
Derivative assets
Cross currency swaps . - 32 - 32
Interest rate swaps . . - 657 - 657
Forward contracts . . . - 1 - 1
1 690 18 709
Derivative liabilities
Cross currency swaps . - (1,957) - (1,957)
Interest rate swaps . . - (683) - (683)
Forward contracts . . . - (8) - (8)
- (2,648) - (2,648)
1 (1,958) 18  (1,939)
Table J
Telstra Group
As at 30 June 2011
Level1 Level2 Level3 Total
$m $m $m $m
Available for sale
Investments - other
Quoted securities . . . 1 - - 1
Derivative assets
Cross currency swaps . - 92 - 92
Interest rate swaps . . - 271 - 271
Forward contracts . . . - 5 - 5
1 368 - 369
Derivative liabilities
Cross currency swaps . - (2,181) - (2,181)
Interest rate swaps . . - (221) - (221)
Forward contracts . . . - (31) - (31)
- (2,433) - (2,433)
1 (2,065) - (2,064)
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17. Capital management and financial instruments (continued)

(g) Fair value hierarchy (continued)
Available for sale investments - unlisted securities

These shares are not listed on any stock exchange, therefore a
quoted market price is not available and accordingly have been
classified as Level 3. These shares were acquired for a purchase
price of $18 million which represents an amount exchanged
between knowledgeable and willing parties in an arms’ length
purchase transaction. During the fiscal year no gains or losses
have been recognised in other comprehensive income and
therefore the consideration paid approximates the investments fair

value.
Unlisted
Table K securities
Level 3
$m
Opening balance 1 July 2011. . . . . . . . .. -
Purchases . . . ... ... ... ........ 18
Closing balance 30 June 2012 . . . . . . . . . 18

Cross currency and interest rate swaps

The net fair values of our cross currency and interest rate swaps are
determined using valuation techniques which utilise data from
observable and unobservable market data. Assumptions are based
on market conditions existing at each reporting date. The fair value
is calculated as the present value of the estimated future cash flows
using an appropriate market based yield curve, which is
independently derived and representative of Telstra’s cost of
borrowing. In particular, the following inputs are used to derive yield
curves used in the calculation of fair value of our derivatives:

* base curves which are readily available market data and quoted
for all major currencies; and

+ pricing data reflecting Telstra’s borrowing margins obtained from
selected market participants with whom Telstra has or would
transact in capital markets. We generally use the mid point of the
pricing data range in calculating the yield curve. This pricing
data used to estimate Telstra’s borrowing margins is not
observable, however sensitivity analysis on changes to this
input, by using the maximum point in the pricing range, does not
result in a significant change to the fair value of our cross
currency and interest rate swaps.

We have therefore classified these derivatives based on the
observable market inputs (Level 2).

Forward contracts

The fair value of our forward exchange contracts is calculated by
reference to forward exchange market rates at reporting date for
contracts with similar maturity profiles. These market rates are
observable and therefore these derivatives have been classified as
Level 2.
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18. Financial risk management

We undertake transactions using a range of financial instruments
including:

+ cash assets;

* receivables;

+ payables;

* deposits;

+ bills of exchange and promissory notes;

+ listed investments and investments in other corporations;

+ various forms of borrowings, including medium term notes,
promissory notes, bank loans and private placements; and

+ derivatives.

Our activities result in exposure to operational risk and a number of
financial risks, including market risk (interest rate risk and foreign
currency risk), credit risk and liquidity risk.

Our overall risk management program seeks to mitigate these risks
and reduce volatility on our financial performance and support the
delivery of our financial targets. We manage our risks with a view
to the outcomes of both our financial results and the underlying
economic position. Financial risk management is carried out
centrally by our Treasury department, which is part of our Corporate
area, under policies approved by the Board of Directors (the Board).
The Board provides written principles for overall risk management,
as well as written policies covering specific areas, such as, foreign
exchange risk, interest rate risk, credit risk, use of derivative
financial instruments and non derivative financial instruments, and
the investment of excess liquidity.

We enter into derivative transactions in accordance with Board
approved policies to manage our exposure to market risks and
volatility of financial outcomes that arise as part of our normal
business operations. These derivative instruments create an
obligation or right that effectively transfers one or more of the risks
associated with an underlying financial instrument, asset or
obligation. Derivative financial instruments that we use to hedge

risks such as interest rate and foreign currency movements include:

* Cross currency swaps;
* interest rate swaps; and
» forward exchange contracts.

We do not speculatively trade in derivative financial instruments.
Our derivative transactions are entered into to hedge the risks
relating to underlying physical positions arising from our business
activities.

Section (a) of this note sets out the key financial risk factors that
arise from our activities, including our policies for managing these
risks.

Sections (b) and (c) provide details of our hedging strategies and
hedge relationships that are used for financial risk management. In
particular, these sections provide additional context around our
hedge transactions and the resulting economic and risk positions.

60

(a) Risk and mitigation

The risks associated with our main financial instruments and our
policies for minimising these risks are detailed below. These risks
comprise market risk, credit risk and liquidity risk.

Market risk

Market risk is the risk that the fair value or future cash flows of our
financial instruments will fluctuate because of changes in market
prices. Components of market risk to which we are exposed are
discussed below.

(i) Interest rate risk

Interest rate risk refers to the risk that the value of a financial
instrument or cash flows associated with the instrument will
fluctuate due to changes in market interest rates.

Interest rate risk arises from interest bearing financial assets and
liabilities. Non derivative interest bearing assets are predominantly
short term liquid assets. Our interest rate liability risk arises
primarily from long term foreign debt issued at fixed rates which
exposes us to fair value interest rate risk. Our borrowings, which
have a variable interest rate attached, give rise to cash flow interest
rate risk.

Our debt is sourced from a number of financial markets covering
domestic and offshore, short term and long term funding. The
majority of our debt consists of foreign currency denominated
borrowings. We manage our debt in accordance with targeted
currency, interest rate, liquidity, and debt portfolio maturity profiles.
Specifically, we manage interest rate risk on our net debt portfolio

by:

» adjusting the ratio of fixed interest debt to variable interest debt
to our target ratio, as required by our debt management policy;

* ensuring access to diverse sources of funding;

» reducing risks of refinancing by establishing and managing in
accordance with target maturity profiles; and

» undertaking hedging activities through the use of derivative
financial instruments.

Under our interest rate swaps we agree with other parties to
exchange, at specified intervals (mainly quarterly), the difference
between fixed contract rates and floating rate interest amounts
calculated by reference to the agreed notional principal amounts.
Refer to note 17 Table D for our residual post hedge fixed and
floating interest positions on a contractual face value basis.
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18. Financial risk management (continued)
(a) Risk and mitigation (continued)

Market risk (continued)

(i) Interest rate risk (continued)

We hedge interest rate and currency risk on most of our foreign
currency borrowings by entering into cross currency principal swaps
and interest rate swaps when required, which have the economic
effect of converting foreign currency borrowings to Australian dollar
borrowings. ‘Hedging strategies’ and ‘Hedge relationships’
contained in sections (b) and (c) of this note provides further
information.

The weighted average interest rates on our fixed and floating rate
financial instruments as at 30 June, which do not have offsetting risk
positions, and the principal/notional amounts on which interest is
calculated, are shown in Table A below. Interest rate positions on
our foreign cross currency and foreign interest rate swaps and on
the majority of our foreign borrowings are fully offset. Accordingly,
the majority of our instruments in the following table represent
Australian dollar interest positions. Principal/notional amounts
shown are net of discounts and as such differ from the face value
disclosed in note 17 (Tables C and D).
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Table A Telstra Group
As at 30 June 2012 As at 30 June 2011
Principal/ Principal/
notional notional
receivable/ Weighted recejvable/ Weighted
(payable) average (payable) average
$m % (*) $m % (*)

Fixed rate instruments - Australian interest rate
Cross currency and interestrate swap payable . . . . . ... ... ... ... .. (5,841) 6.17 (6,169) 6.17
Financeleasepayable . . . . . . . . . . . . . . ... (123) 7.73 (122) 7.60
Telstra bonds and domesticloans . . . . . .. ... ... ... .......... (1,754) 7.20 (2,240) 7.26
Offshoreloans . . . . . . . . . . . . . . e (140) 6.10 - -
Fixed rate instruments - Foreign interest rates
Financeleasepayable . . . . . . . . . . ... ... ... oL (16) 22.50 17) 21.00
Offshore loans (#) . . . . . . . . . . . . e (201) 7.65 (195) 7.60

(8,075) (8,743)
Variable rate instruments - Australian interest rates
Contractual repricing or maturity 3 months or less
Cashand cashequivalents (). . . . . . . ... ... ... ... ... 3,539 4.31 2,249 5.07
Bank deposits with maturity greaterthan90days . . . . . . . ... ... ... .. - - 1 4.88
Cross currency swap receivable (#). . . . . . . . . .. ... L. 460 3.54 452 5.02
Cross currency and interestrate swap payable . . . . . ... ... ... ... .. (7,082) 5.50 (4,802) 6.23
Telstra bonds and domesticloans . . . . . .. . .. ... .. .. ......... (1,000) 4.55 (1,440) 5.53
Promissorynotes. . . . . . . . . .. (187) 4.36 (35) 5.18
Contractual repricing or maturity 3 to 12 months
Telstra bonds and domesticloans . . . . . . . . .. ... ... ... ....... (500) 7.44 - -
Forward contract liability -net . . . . . . . ... ... ... .. 0. (113) 2.78 (318) 3.96
Cross currency and interestrate swap payable . . . . . ... ... ... ... .. (328) 6.17 (906) 6.53
Variable rate instruments - Foreign interest rates
Contractual repricing or maturity 6 months or less
Cashand cashequivalents (*). . . . . . . . . . ... . ... ... ... ... 338 0.80 239 1.56
Cross currency swap payable (#) . . . . . . . . . ... ... oL (468) 0.13 (383) 0.03
Cross currency swap receivable (**) . . . . . . . . . ... L oL L 235 3.65 - -
Offshoreloans (#) . . . . . . . . . . . . . e - - 77) 7.03
Promissory notes (#) . . . . . . . . . .. (275) 2.96 (194) 2.90

(5,381) (5,214)
Net interest bearingdebt. . . . . . . . . .. ... o o0 (13,456) (13,957)
Other interest bearing financial assets
Fixed rate instruments - Australian interest rates
Finance leasereceivable. . . . . . . . . . . ... Lo 142 7.79 144 7.49
Amounts owed by jointly controlled entities . . . . . . .. ... 0000 443 12.00 - -
Floating rate instruments - Australian interest rate
Contractual maturity 12 months
Otherreceivables. . . . . . . . . . . . . . 24 6.90 - -
Net interest bearing financial liabilities . . . . . . . . . ... ... ... ... .. (12,847) (13,813)

(*) The average rate is calculated as the weighted average (based
on principal/notional value) effective interest rate, as at reporting
date.

(#) Predominantly relate to financial instruments used to hedge our
net foreign investments.
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(") Rates on cash and cash equivalents represent average rates
earned on net positive cash balances after taking into account bank
set-off arrangements.

(**) Financial instruments used to hedge loan from wholly owned
controlled entity.
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18. Financial risk management (continued)

(a) Risk and mitigation (continued)
Market risk (continued)
(ii) Sensitivity analysis - interest rate risk

The sensitivity analysis included in this section is based on the
interest rate risk exposures on our net debt portfolio as at reporting
date.

A sensitivity of plus or minus 10 percent has been selected as this
is considered reasonable given the current level of both short term
and long term Australian dollar interest rates. For example, a 10
percent increase would move short term interest rates (cash) at 30
June 2012 from 3.50% (2011: 4.75%) to 3.85% (2011: 5.23%)
representing a 35 (2011: 48) basis point shift. This basis point shift
is considered reasonable taking into account the absolute rates as
at 30 June and current market conditions.

The results in this sensitivity analysis reflect the net impact on a
hedged basis which will be primarily reflecting the Australian dollar
floating or Australian dollar fixed position from our cross currency
and interest rate swap hedges and therefore the movement in the
Australian dollar interest rates is a significant assumption in this
sensitivity analysis.

Based on the sensitivity analysis, equity would be affected by the
revaluation of our derivatives associated with borrowings
designated in a cash flow hedge relationship and finance costs
would be impacted by the following:

+ the impact on interest expense being incurred on our net floating
rate Australian dollar positions during the year;

+ the revaluation of our derivatives associated with borrowings de-
designated from a fair value hedge relationship or not in a hedge
relationship; and

+ the ineffectiveness resulting from the change in fair value of both
our derivatives and borrowings which are designated in a fair
value hedge.

The carrying value of borrowings de-designated from fair value
hedge relationships or not in a hedge relationship is not adjusted for
fair value movements attributable to interest rate risk. Accordingly,
the revaluation gain or loss on our foreign currency derivatives
associated with these borrowings will not have an offsetting gain or
loss attributable to interest rate movements on the underlying
borrowing.

It is important to note that this sensitivity analysis does not include
the effect of movements in Telstra’s borrowing margins. Whilst
margins will be affected by market factors, this risk variable
predominantly reflects Telstra specific credit risk and accordingly is
not considered a market risk. Furthermore, determining a
reasonably possible change in this risk variable with sufficient
reliability is impractical. Therefore, the following sensitivity analysis
assumes a constant margin and parallel shifts in interest rates
across all currencies.
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18. Financial risk management (continued)

(a) Risk and mitigation (continued)
Market risk (continued)
(i) Sensitivity analysis - interest rate risk (continued)

The following sensitivity analysis is based on our interest rate
exposures comprising:

+ the revaluation impact on our derivatives and borrowings from a

10 percent movement in interest rates based on the net debt
balances as at reporting date; and

Table B

» the effect on interest expense on our floating rate borrowings
from a 10 percent movement in interest rates at each reset date
during the year.

At 30 June, if interest rates had moved as illustrated in Table B
below, with all other variables held constant and taking into account
all underlying exposures and related hedges, profit and equity after
tax would have been affected as follows:

Telstra Group

+10% -10%

Net profit or loss Equity (cash flow Net profit or loss Equity (cash flow

(*) hedging reserve) (*) hedging reserve)
Year ended 30 Year ended 30
June As at 30 June June As at 30 June
Gain/(loss) Gain/(loss) Gain/(loss) Gain/(loss)
2012 2011 2012 2011 2012 2011 2012 2011
$m $m $m $m $m $m $m $m
Revaluation of derivatives and borrowings - fair value
hedges of offshoreloans . . . .. ... ... ... 39 3 - - (41) 3) - -
Revaluation of derivatives - borrowings de-designated
from fair value hedges or not in a hedge relationship (1) (5) - - 1 5 - -
Revaluation of derivatives - cash flow hedges of offshore
loans . . . . . ... - - 65 74 - - (69) (79)
Floating rate Australian dollar instruments . . . . . (39) (39) - - 39 39 - -
(1) (41) 65 74 (1) 41 (69) (79)

(*) The before tax impact is included within finance costs.

The higher sensitivity in 2012 compared to 2011 relating to
revaluation of derivatives and borrowings in fair value hedges
reflects an increase in our portfolio as at 30 June 2012 from debt
issued during the year.

(iii) Foreign currency risk

Foreign currency risk refers to the risk that the value of a financial
commitment, forecast transaction, recognised asset or liability will
fluctuate due to changes in foreign currency rates. Our foreign
currency exchange risk arises primarily from:

* borrowings denominated in foreign currencies;

+ trade and other creditor balances denominated in foreign
currencies;

« firm commitments or highly probable forecast transactions for
receipts and payments settled in foreign currencies or with prices
dependent on foreign currencies; and

* netinvestments in foreign operations.
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We are exposed to foreign exchange risk from various currency
exposures, including:

« Euros;

« United States dollars;
» British pounds sterling;
¢ New Zealand dollars;

* Swiss francs;

* Hong Kong dollars;

* Chinese renminbi; and
» Japanese yen.

Our economic foreign currency risk is assessed for each individual
currency and for each hedge type, calculated by aggregating the net
exposure for that currency for that hedge type.

We minimise our exposure to foreign currency risk by initially
seeking contracts effectively denominated in Australian dollars
where possible and economically favourable to do so. Where this
is not possible we manage our exposure as follows.
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18. Financial risk management (continued)

(a) Risk and mitigation (continued)
Market risk (continued)
(iii) Foreign currency risk (continued)

Cash flow foreign currency risk arises primarily from foreign
currency overseas borrowings. We hedge this risk on the major part
of our foreign currency denominated borrowings by entering into a
combination of interest rate and cross currency swaps at inception
to maturity, effectively converting them to Australian dollar
borrowings. A relatively small proportion of our foreign currency
borrowings are not swapped into Australian dollars where they are
used as hedges for foreign exchange exposure such as translation
foreign exchange risk from our offshore business investments.
Refer to note 17 Table D for our residual post hedge currency
exposures on a contractual face value basis.

Foreign exchange risk that arises from transactional exposures
such as firm commitments or highly probable transactions settled in
a foreign currency (primarily United States dollars) are managed
principally through the use of forward foreign currency derivatives.
We hedge a proportion of these transactions (such as asset and
inventory purchases settled in foreign currencies) in accordance
with our risk management policy.

Foreign currency risk also arises on translation of the net assets of
our foreign controlled entities which have a functional currency
other than Australian dollars. The foreign currency gains or losses
arising from this risk are recorded through the foreign currency
translation reserve. We manage this translation foreign exchange
risk with forward foreign currency contracts, cross currency swaps
and/or borrowings denominated in the currency of the entity
concerned. We currently hedge our net investments in TelstraClear
Limited and Hong Kong CSL Limited in New Zealand dollars and
Hong Kong dollars respectively. The amount hedged during fiscal
2012 was in the range of 40% to 50% (2011: 40% to 50%). In
relation to the proposed sale of TelstraClear Limited (refer note 31).

In addition, our subsidiaries may hedge foreign exchange
transactions such as exposures from asset/liability balances or
forecast sales/purchases in currencies other than their functional
currency. Where this occurs, external foreign exchange contracts
are designated at the group level as hedges of foreign exchange
risk on the specific asset/liability balance or forecast transaction.

We also economically hedge a proportion of foreign currency risk
associated with trade and other creditor balances using forward
foreign currency contracts.

Refer to section (b) ‘Hedging strategies’ and section (c) ‘Hedge
relationships’ contained in this note for further information.

(iv) Sensitivity analysis - foreign currency risk

The sensitivity analysis included in this section is based on foreign
currency risk exposures on our financial instruments and net foreign
investment balances as at reporting date.

The translation of our investments in foreign operations from their
functional currency to Australian dollars represents a translation risk
rather than a financial risk. Nevertheless, in this sensitivity analysis
we have included the translation impact on our foreign currency
translation reserve from movements in the exchange rate. In doing
s0, this sensitivity analysis reflects the impact on equity from a
movement in the exchange rate associated with both the underlying
hedged investment and the financial instruments hedging the
translation currency risk.

Adverse versus favourable movements are determined relative to
the underlying exposure. An adverse movement in exchange rates
implies an increase in our foreign currency risk exposure and a
worsening of our financial position. A favourable movement in
exchange rates implies a reduction in our foreign currency risk
exposure and an improvement of our financial position.

A sensitivity of 10 percent has been selected as this is considered
reasonable taking into account the current level of exchange rates
and the volatility observed both on an historical basis and market
expectations for future movements. Comparing the Australian
dollar exchange rate against the Euro, the year end rate of 0.8089
(2011: 0.7405) would generate a 10 percent favourable position of
0.8898 (2011: 0.8145) and an adverse position of 0.7354 (2011:
0.6732). This range is considered reasonable given the volatility
that has been observed. For example, over the last five years, the
Australian dollar exchange rate against the Euro has traded in the
range 0.4798 to 0.8190 (2011: 0.4755 to 0.7735).

Foreign currency risk exposure from recognised assets and
liabilities arises primarily from our long term borrowings
denominated in foreign currencies. There is no significant impact
on profit or loss from foreign currency movements associated with
these borrowings as they are effectively hedged.

There is some volatility in profit or loss from exchange rate
movements associated with our borrowings de-designated or not in
hedge relationships and with our cash flow hedges of forecast
transactions.
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18. Financial risk management (continued)

a) Risk and mitigation (continued)
Market risk (continued)
(iv) Sensitivity analysis - foreign currency risk (continued)

We are exposed to equity impacts from foreign currency
movements associated with our offshore investments and our
derivatives in cash flow hedges of offshore borrowings. This foreign
currency risk is spread over a number of currencies and
accordingly, we have disclosed the sensitivity analysis on a total
portfolio basis and not separately by currency. It should be noted
that our foreign currency exposure associated with cash flow hedge
derivatives is predominantly in Euros and with our offshore
investments predominantly in Hong Kong dollars, New Zealand

Table C

dollars, British pounds sterling and Chinese renminbi (relating to our
investments in Hong Kong CSL Limited, TelstraClear Limited,
Telstra Limited and Sequel Limited).

The following sensitivity analysis is based on our foreign currency
risk exposures comprising the revaluation impact on our derivatives
and borrowings and net foreign investments from a 10 percent
adverse/favourable movement in foreign exchange rates based on
our balances as at reporting date. At 30 June, had the Australian
dollar against all applicable currencies moved as illustrated in Table
C, with all other variables held constant and taking into account
identified underlying exposures and related hedges, net profit and
equity after tax would have been affected as follows:

Telstra Group

10% adverse movement

10% favourable movement

Equity (foreign

Equity (foreign

currency Equity (cash currency Equity (cash
Net profit or translation flow hedging Net profit or translation flow hedging
loss reserve) reserve) loss reserve) reserve)
Year ended 30 Year ended 30
June As at 30 June As at 30 June June As at 30 June As at 30 June
Gain/(loss) Gain/(loss) Gain/(loss) Gain/(loss) Gain/(loss) Gain/(loss)
2012 201 2012 2011 2012 201 2012 20M 2012 20M 2012 20M

$m $m $m $m

$m $m $m $m $m $m $m $m

Revaluation of derivatives
and borrowings -
de-designated from fair value
hedges or not in a hedge
relationship (*) . . . . . ..
Revaluation of derivatives
and underlying exposure -
cash flow hedges of forecast
transactions (*). . . . . ..
Revaluation of derivatives -
cash flow hedges of offshore
loans . . . . ... ... .. - - - -
Net foreign investments (**) - - (106) (90)

(10) ) = -

(19)  (23) - -

(32)

(11) - - - - 40 14
130 110 - -

(29) (32) (106) (90)

(32) (11) 30 32 130 110 40 14

(*) The impact of some of our borrowings de-designated from fair
value hedge relationships or not in a hedge relationship has
resulted in some volatility to profit or loss. The revaluation impact
attributable to foreign exchange movements will largely offset
between the derivatives and the borrowings, however there will be
some profit or loss impact due to the fact that the derivatives are
recorded at fair value and hence the foreign exchange movements
are recognised at present value. The borrowings which are
accounted for on an amortised cost basis will reflect revaluation
movements for changes in the spot exchange rate which are not
discounted. Therefore, the impact on profit or loss is primarily
attributable to the discounting effect of the foreign exchange gains
and losses on the hedging derivatives.
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(") Adverse and favourable impacts include $1 million (2011: $2
million) relating to purchases of property, plant and equipment,
which would affect the cost of the asset and profit or loss as the
assets are depreciated over their useful lives.

(**) Relates to the translation of the net assets of our foreign

controlled entities including the impact of hedging. The net gain or
loss in the sensitivity analysis represents the impact relating to the
unhedged portion of the net assets of our foreign controlled entities.

The higher sensitivity in 2012 compared to 2011 relating to
derivatives in cash flow hedges and net foreign investments is
primarily due to the shift in value of our portfolio as at 30 June
valuation dates.



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

18. Financial risk management (continued)

a) Risk and mitigation (continued)
Credit risk

Credit risk is the risk that a contracting entity will not complete its
obligations under a financial instrument and cause us to incur a
financial loss. We have exposure to credit risk on all financial assets
included in our statement of financial position, comprising cash and
cash equivalents, trade and other receivables, loan receivables,
available-for-sale financial assets, finance lease receivables and
derivative financial instruments. To help manage this risk:

* we have a policy for performing credit risk assessments on new
and existing customers and where required, establishing credit
limits and payment terms for entities we deal with;

* we monitor exposure to high risk debtors on a predictive and pro-
active basis;

* we may require collateral where appropriate; and

* we manage exposure to individual entities we either transact with
or enter into derivative contracts with, through a system of credit
limits.

Where entities have a right of set-off and intend to settle on a net
basis, this set-off has been recognised in the financial statements
on a net basis. We may also be subject to credit risk for
transactions which are not included in the statement of financial
position, such as when we provide a guarantee for another party.
Details of our contingent liabilities are disclosed in note 23 and note
30.

Trade and other receivables consist of a large number of
customers, spread across the consumer, business, enterprise,
government and international sectors. We do not have any
significant credit risk exposure to a single customer or groups of
customers. Ageing analysis and ongoing credit evaluation is
performed on the financial condition of our customers and, where
appropriate, an allowance for doubtful debt is raised. In addition,
receivable balances are monitored on an ongoing basis with the
result that our exposure to bad debts is not significant. For further
details regarding our trade and other receivables refer to note 10.

In relation to our transactions in money market instruments, forward
foreign currency contracts, and cross currency and interest rate
swaps, there is only a credit risk where the contracting entity is liable
to pay us in the event of a closeout (i.e. in-the-money). We have
policies that limit the amount of credit exposure to any financial
institution. These risk limits are regularly monitored. Derivative
counterparties and cash transactions are limited to financial
institutions that meet minimum credit rating criteria in accordance
with our policy requirements. Our credit risk and financial
instruments are spread amongst a number of financial institutions.

One of the methods that we use to manage the credit risk exposure
relating to these instruments is to monitor our exposure by country
of financial institution based on a value at risk (VaR) methodology.
VaR calculations are a technique that estimates the potential losses
that could occur on risk positions in the future as a result of
movements in market rates over a specified time horizon given a
specified level of confidence which is statistically determined.

The amounts included in Table D below include the in-the-money

market values combined with a potential credit calculation and will
therefore not equate to the accounting carrying value, fair value or
face value of the transactions as disclosed in note 17.

In determining the potential credit limit factors to be used in these
calculations, the following should be noted:

» reference is made to the historical volatility factors relevant to the
particular currencies/interest rates applicable to the instruments;

» in determining the volatility factors, reference has been made to
the holding period or in this case the maturity of the instrument.
In some cases, the transaction can have a maturity of up to 10
years and the potential volatility needs to reflect the possible
movements over this time period given historical observations;
and

* we have used 90% (2011: 90%) confidence levels to determine
the applicable potential credit limit factors.

The VaR based methodology employed has the following
limitations:

» the use of historical data as a proxy for estimating future events
may not cover all potential events, in particular this is relevant
when trying to estimate potential volatility over a long holding
period such as 10 years; and

» the use of a 90% confidence level, by definition, may not take into
account movements that may occur outside of this confidence
threshold.
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Notes to the Financial Statements (continued)

18. Financial risk management (continued)

(a) Risk and mitigation (continued)

Credit risk (continued)

Table D Telstra Group
Credit risk concentrations (VaR based)
As at 30 June
2012 2011
% $m % $m
Australia . . . . . 25.8 3,190 16.7 1,644
United States . . . 211 2,616 24.8 2,440
Japan. . . . . .. 0.5 63 0.6 56
Europe . . . . .. 20.5 2,530 19.4 1,911
United Kingdom . 15.3 1,889 17.3 1,703
Canada. . . . .. 0.1 1" 6.4 629
Switzerland. . . . 0.6 70 1.0 99
China/Hong Kong 15.3 1,892 10.2 1,001
Singapore . . . . 0.6 7 3.3 324
New Zealand . . . 0.2 27 0.3 36
100.0 12,359 100.0 9,843
Liquidity risk

Liquidity risk includes the risk that, as a result of our operational
liquidity requirements:

+ we will not have sufficient funds to settle a transaction on the due
date;

+ we will be forced to sell financial assets at a value which is less
than what they are worth; or

* we may be unable to settle a financial liability or recover a
financial asset at all.

To help reduce these risks we:

* have a liquidity policy which targets a minimum and average
level of cash and cash equivalents to be maintained;

* have readily accessible standby facilities and other funding
arrangements in place;

+ generally use instruments that are tradeable in highly liquid
markets; and

* have a liquidity portfolio structure that requires surplus funds to
be invested within various bands of liquid instruments ranging
from ultra liquid, highly liquid to liquid instruments.

During the prior year new policy settings were implemented to raise
the minimum level of liquidity and to pre-fund major payments. This
has resulted in the holding of higher levels of liquidity.

We monitor rolling forecasts of liquidity reserves on the basis of
expected cash flow. Our objective is to maintain a balance between
continuity of funding and flexibility through the use of liquid
instruments, borrowings and committed available credit lines.
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At 30 June 2012, based on contractual face values, 18% of our debt
(after hedging) comprising offshore borrowings, Telstra bonds and
domestic loans and excluding promissory notes, will mature in less
than one year (2011: 13%).

The contractual maturity of our fixed and floating rate financial
liabilities and derivatives and the corresponding carrying values are
shown in the following Table E. The contractual maturity amounts
(nominal cash flows) represent the future undiscounted principal
and interest cash flows and therefore do not equate to the carrying
values. These amounts are reported in Australian dollars based on
the applicable exchange rate as at 30 June. We have also included
derivative financial assets in the following table on the basis that
these assets have a direct relationship with an underlying financial
liability and both the asset and the liability are managed together.

For floating rate instruments, the amount disclosed is determined by
reference to the current market pricing for interest rates over the
period to maturity.

Also affecting liquidity are cash and cash equivalents, available for
sale financial assets and other interest and non-interest bearing
financial assets. Liquidity risk associated with these financial
instruments is represented by the face values as shown in note 17
Table C.
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18. Financial risk management (continued)
(a) Risk and mitigation (continued)

Liquidity risk (continued)

Table E Telstra Group
As at 30 June 2012 As at 30 June 2011
Contractual maturity (nominal cash flows) Contractual maturity (nominal cash flows)
Less Less
Carrying than 1 1to 2 2to 5 over 5 Carrying than 1 1to 2 2to5 over 5
amount year years years years Total amount year years years years Total
$m $m $m $m $m $m $m $m $m $m $m $m
Derivative financial instruments
Net interest rate swaps payable (i) . . . . . . (683) (172) (173) (364) (176) (885) (217) (76) (58) (92) (101) (327)
Cross currency swaps payable (ii). . . . . . . (13,243) (2,666) (1,319) (6,043) (7,435) (17,463) (11,679) (2,204) (2,253) (5,131) (6,222) (15,810)
Forward foreign currency contracts payable (ii) (691) (691) - - - (691) (1,164) (1,153) (11) - - (1,164)
Net interest rate swaps receivable (i) . . . . . 657 203 199 376 59 837 267 164 119 151 (43) 391
Cross currency receivable (i) . . . . . . . .. 11,318 1,992 941 3,948 6,308 13,189 9,590 1,188 1,693 3,512 5176 11,569
Forward foreign currency contracts receivable (ii) 684 678 - 678 1,138 1,117 8 1,125
Non-derivative financial liabilities
Telstra bonds and domesticloans. . . . . . . (3,528) (1,672) (621) (1,119) (822) (4,234) (3,954) (677) (1,683) (1,312) (1,243) (4,915)
Trade/other creditors and accrued expenses . (4,162) (4,105) (1) (15) (41) (4,162) (4,099) (4,045) 4) (17) (33) (4,099)
Offshoreloans. . . . . .. ... ....... (11,034) (1,628) (1,042) (4,504) (6,715) (13,889) (9,567) (1,406) (1,677) (3,800) (5,179) (12,062)
Financeleases . . . ... ... ... .... (139) (56) (48) (51) (31) (186) (139) (53) (44) (50) (19) (166)
Promissorynotes . . . . .. ... . ... .. (563) (567) - - - (567) (508) (510) - - - (510)
Deferred consideration for capital expenditure (143) (34) (27) (89) (55) (205) 171) (48) (29) (80) (81) (238)

(i) Net amounts for interest rate swaps for which net cash flows are exchanged. Classification into net receive and net pay positions is based on the total net cash flows over the life of
the contract.

(ii) Contractual amounts to be exchanged representing gross cash flows to be exchanged.
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Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

18. Financial risk management (continued)

(a) Risk and mitigation (continued)
Liquidity risk (continued)

Financing arrangements

Table F Telstra Group
As at 30 June
2012 2011
$m $m
We have access to the following lines of credit:
Credit standby arrangements
Unsecured committed cash standby facilities which are subject to annual review. . . . . . . . ... ... ... 759 593
Amountof creditunused . . . . . . . L e 759 593

We have promissory note facilities in place in the United States,
Europe, Australia and New Zealand under which we may nominally
issue up to $9,183 million (2011: $9,198 million). As at 30 June
2012, we had on issue $563 million (2011: $508 million) under these
facilities. As at 30 June 2012, our subsidiary CSL Limited had a
bank bill acceptance facility of $111 million (2011: $93 million) of
which $84 million was issued (2011: $92 million). These facilities
are not committed or underwritten and we have no guaranteed
access to the funds. Generally, given we retain suitable ratings, our
facilities are available, subject to market conditions, unless we
default on any terms applicable under the relevant agreements or
become insolvent. During the current and prior years there were no
defaults or breaches on any of our facility agreements.

(b) Hedging strategies

We hold a number of different financial instruments to hedge risks
relating to underlying transactions. Our major exposure to interest
rate risk and foreign currency risk arises from our long term
borrowings. We also have translation currency risk associated with
our offshore investments and transactional currency exposures
such as purchases in foreign currencies.

We designate certain derivatives as either:

* hedges of the fair value of recognised liabilities (fair value
hedges);

» hedges of foreign currency risk associated with recognised
liabilities or highly probable forecast transactions (cash flow
hedges); or

* hedges of a net investment in a foreign operation.

The terms and conditions in relation to our derivative financial

instruments are similar to the terms and conditions of the underlying
hedged items to maximise hedge effectiveness.
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Financial instruments de-designated from fair value hedge
relationships or not in a designated hedge relationship

Our financial instruments de-designated from fair value hedge
relationships or not in designated hedge relationships comprise:

* a number of offshore borrowings denominated in United States
dollars, Euros and British pounds sterling which were in fair value
hedges and were de-designated from the hedge relationship for
hedge accounting purposes;

» along term Euro bond issue which is not in a designated hedge
relationship for hedge accounting purposes; and

» some forward foreign currency contracts and cross currency
swaps that are not in a designated hedge relationship for hedge
accounting purposes, used to economically hedge fair value
movements for changes in foreign exchange rates associated
with trade creditors, loans from wholly owned controlled entities
and other liabilities denominated in a foreign currency.

All our financial liabilities de-designated or not in designated hedge
relationships are in effective economic relationships based on
contractual face value amounts and cash flows over the life of the
transaction.

All other hedge relationships met hedge effectiveness requirements
for hedge accounting purposes at the reporting date.

Refer to section (c) for details on our hedge relationships based on
contractual face value amounts and cash flows. Refer to note 7 for
the impact on finance costs relating to borrowings de-designated or
not in hedge relationships.
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Notes to the Financial Statements (continued)

18. Financial risk management (continued)
(b) Hedging strategies (continued)
Fair value hedges

We hold cross currency principal and interest rate swaps to mitigate
our exposure to changes in the fair value of foreign denominated
debt from fluctuations in foreign currency and interest rates. The
hedged items designated are a portion of our foreign currency
denominated borrowings. The changes in the fair values of the
hedged items resulting from movements in exchange rates and
interest rates are offset against the changes in the fair value of the
cross currency and interest rate swaps. The objective of this
hedging is to convert foreign currency borrowings to floating
Australian dollar borrowings.

The net impact on finance costs from remeasuring the fair value of
the hedge instruments together with the gains and losses in relation
to the hedged item where those gains or losses relate to the hedged
risks, largely represents ineffectiveness attributable to movements
in Telstra’s borrowing margins.

The remeasurement of the hedged items resulted in a loss before
tax of $208 million (2011: gain of $180 million) and the changes in
the fair value of the hedging instruments resulted in a gain before
tax of $199 million (2011: loss of $207 million). This results in a net
loss before tax of $9 million and a net loss after tax of $6 million
(2011: net loss before tax of $27 million and net loss after tax of $19
million).

Refer to note 7 for the impact on finance costs relating to borrowings
in fair value hedges.

The effectiveness of the hedging relationship is tested
prospectively, both on inception and in subsequent periods, and
retrospectively by means of statistical methods using a regression
analysis. Regression analysis is used to analyse the relationship
between the derivative financial instruments (the dependent
variable) and the underlying borrowings (the independent variable).
The primary objective is to determine if changes to the hedged item
and derivative are highly correlated and, thus, supportive of the
assertion that there will be a high degree of offset in fair values
achieved by the hedge.

Refer to note 17, Table G and Table H, for the value of our
derivatives designated as fair value hedges.

Cash flow hedges

Cash flow hedges are predominantly used to hedge exposures
relating to our borrowings and our ongoing business activities where
we have highly probable purchase or settlement commitments in
foreign currencies.

We enter into cross currency and interest rate swaps as cash flow
hedges of future payments denominated in foreign currency
resulting from our long term offshore borrowings. The hedged items
designated are a portion of the outflows associated with these
foreign denominated borrowings. The objective of this hedging is to
hedge foreign currency risks arising from spot rate changes and
thereby mitigate the risk of payment fluctuations as a result of
exchange rate movements.

We also enter into forward exchange contracts as cash flow hedges
to hedge forecast transactions denominated in foreign currency
which hedge foreign currency risk arising from spot rate changes.
The hedged items comprise a portion of highly probable forecast
payments for operating and capital items primarily denominated in
United States dollars.

The effectiveness of the hedging relationship relating to our
borrowings is tested prospectively, both on inception and in
subsequent periods, and retrospectively by means of statistical
methods using a regression analysis. The actual derivative financial
instruments in a cash flow hedge are regressed against the
hypothetical derivative. The primary objective is to determine if
changes to the hedged item and derivative are highly correlated
and, thus, supportive of the assertion that there will be a high degree
of offset in cash flows achieved by the hedge.

The effectiveness of our hedges relating to highly probable forecast
transactions is assessed prospectively based on matching of critical
terms. As both the nominal volumes and currencies of the hedged
item and the hedging instrument are identical, a highly effective
hedging relationship is expected. An effectiveness test is carried
out retrospectively using the cumulative dollar-offset method. For
this, the changes in the fair values of the hedging instrument and the
hedged item attributable to exchange rate changes are calculated
and aratio is created. If this ratio is between 80 and 125, the hedge
is effective.

In relation to our offshore borrowings, ineffectiveness on our cash
flow hedges is recognised in the income statement to the extent that
the change in the fair value of the hedging derivatives in the cash
flow hedge exceed the change in value of the underlying borrowings
in the cash flow hedge during the hedging period. During the year,
there was no material ineffectiveness attributable to our cash flow
hedges (refer to note 7). Also during the year, there was no material
impact on profit or loss as a result of discontinuing hedge
accounting for forecast transactions no longer expected to occur.

For hedge gains or losses transferred to and from the cash flow
hedge reserve refer to the statement of comprehensive income.

Refer to note 17, Table G and Table H, for the value of our
derivatives designated as cash flow hedges.
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Notes to the Financial Statements (continued)

18. Financial risk management (continued)
(b) Hedging strategies (continued)
Cash flow hedges (continued)

The following table shows the maturities of the payments in our
cash flow hedges (i.e when the cash flows are expected to occur).
These amounts represent the undiscounted cash flows reported in
Australian dollars based on the applicable exchange rate as at 30
June and represent the identified foreign currency exposures at

reporting date in relation to our cash flow hedges.

Table G Telstra Group
Nominal cash
outflows
As at 30 June
2012 2011
$m $m
Highly probable forecast transactions
Non-Capital items (i)
-lessthanoneyear . .. ... .. ... (541) (548)
Capital items (ii)
-lessthanoneyear . .. ... ... .. (11) (63)
(552) (611)
Borrowings (iii)
-lessthanoneyear . . . .. ... ... (527) (831)
-onetofiveyears . . .. ... ..... (3,235) (2,174)
- greater than fiveyears . . . . ... .. (2,653) (4,516)
(6,415) (7.521)

(i) These amounts will affect our income statement in the same
period as the cash flows are expected to occur.

(i) For purchases of property, plant and equipment, the gains and
losses on the associated hedging instruments are included in the
measurement of the initial cost of the asset. The hedged asset
purchases affect profit or loss as the assets are depreciated over
their useful lives. Refer to note 2 for our depreciation policies for
property, plant and equipment.

(iii) The impact on our income statement from foreign currency
movements associated with these hedged borrowings will affect
profit or loss over the life of the borrowing, however the impact on
profit or loss is expected to be nil as the borrowings are effectively
hedged.

Hedges of net investments in foreign operations

We have exposure to foreign currency risk as a result of our
investments in offshore activities. This risk is created by the
translation of the net assets of these entities from their functional
currency to Australian dollars. We hedge a portion of our
investments in foreign operations to mitigate exposure to this risk
using forward foreign currency contracts, cross currency swaps
and/or borrowings in the relevant currency of the investment.
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The effectiveness of the hedging relationship is tested using
prospective and retrospective effectiveness tests. In aretrospective
effectiveness test, the changes in the fair value of the hedging
instruments and the change in the value of the hedged net
investment from spot rate changes are calculated and a ratio is
created. If this ratio is between 80 and 125 percent, the hedge is
effective. The prospective effectiveness test is performed based on
matching of critical terms. As both the nominal volumes and
currencies of the hedged item and the hedging instrument are
identical, a highly effective hedging relationship is expected.

During the year there was no material ineffectiveness attributable to
our hedges of net foreign investments.

In the statement of comprehensive income, net losses before tax of
$31 million and after tax of $22 million (2011: gains before tax of
$140 million and after tax of $98 million) on our hedging instruments
were taken directly to equity during the year in the foreign currency
translation reserve.

Refer to note 17, Table G and Table H, for the value of our
derivatives designated as hedges of net foreign investments.

(c) Hedge relationships

The following tables provide additional context around our hedge
transactions and in particular describes how we arrive at our
economic residual risk position as a result of the hedges executed.
It should be noted that the economic residual position in each of the
following tables will not be equal to the carrying values.

Table H and Table | describe each of our hedge relationships, using
cross currency and interest rate swaps as the hedging instruments
and comprise effective economic relationships based on
contractual face value amounts and cash flows, including hedge
relationships that have been de-designated for hedge accounting
purposes and foreign denominated borrowings that are not in a
designated hedge relationship for hedge accounting purposes.
These hedging instruments are used to hedge our offshore foreign
denominated borrowings, some domestic borrowings, our offshore
investment in Hong Kong CSL Limited and a loan from a wholly
owned controlled entity. Outlined in the following tables is the pre
hedge underlying exposure, each leg of our cross currency and
interest rate swaps and the end post hedge position. This post
hedge position represents our net final currency and interest
positions and is represented in our residual economic position as
described in note 17 Table D.
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18. Financial risk management (continued)

(c) Hedge relationships (continued)

Table H

Telstra Group - 30 June 2012

Derivative hedging instruments - cross currency and interest rate swaps

Final currency and
interest positions

Face value Notional/Face value Notional/Face Value
Cross Cross
Interest rate currency Cross currency Cross Interest rate Interest rate
Pre hedge swapreceive swap currency swap currency swapreceive swap (pay)
underlying fixed/(pay) receive/(pay)swapreceive receive/(pay) swap (pay) float/(pay) float/receive (Pay)/receive
exposure float float fixed float fixed fixed fixed float (Pay) fixed
Local
currency Local currency Final leg - Australian dollar Australian dollar
$m $m $m $m $m $m $m $m $m
In hedge relationships
Offshore borrowings - fixed
Swissfrancs. . . . . .. .. (225) (225) 225 - (252) - - - (252) -
Euros . . ... .. ... .. (5,325) (5,250) 5,250 75 (7,877) - (3,679) - (4,198) (3,679)
British pounds sterling. . . . (200) (200) 200 - (584) - (360) - (224) (360)
Hong Kong dollar . . . . . . (330) - - 330 (50) - - - (50) -
Japaneseyen . . . . .. .. (47,000) - - 47,000 (514) (163) (409) - (105) (572)
United States dollar . . . . . (1,150) (1,000) 1,000 150 (1,158) - (955) - (203) (955)
Australian dollar . . . . . .. (50) - - - - - - (50) (50) -
Offshore borrowings -
floating
Swissfrancs. . . . . .. .. (550) (550) 550 - (599) - - - (599) -
Euros . .. ... ... ... (500) (500) 500 - (859) - - - (859) -
Japaneseyen . . . . .. .. (1,000) - 1,000 - (12) - - - (12) -
United States dollar . . . . . (600) - 600 - (630) - - - (630) -
Domestic loans - floating
Australian dollar . . . . . .. (275) - - - - - (275) - - (275)
Net foreign investments
Hong Kong dollar . . . . . . 8,332 - (3,700) - 460 - - - 460 -
Loans from wholly owned
controlled entities
New Zealand dollar . . . . . (300) - 300 - (228) - - - (228) -
(12,303) (163) (5,678)) (50) (6,950) (5,841)
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18. Financial risk management (continued)

(c) Hedge relationships (continued)

Table | Telstra Group - 30 June 2011
Final currency and interest
Derivative hedging instruments - cross currency and interest rate swaps positions
Face value Notional/Face value Notional/Face Value
Interest rate Cross Cross Cross Cross Interest rate
Pre hedge swap receive  currency currency currency currency  swap receive
underlying fixed/(pay) swap receive/ swap receive swapreceive/ swap (pay) float/(pay) (Pay)/receive
exposure float (pay) float fixed (pay) float fixed fixed float (Pay) fixed
Local
currency Local currency Final leg - Australian dollar Australian dollar
$m $m $m $m $m $m $m $m $m

In hedge relationships
Offshore borrowings - fixed

Swissfrancs. . . . . . . .. (550) (550) 550 - (599) - (328) (271) (328)
Euros . .. ... ... ... (4,000) (4,000) 4,000 - (6,387) - (3,679) (2,708) (3,679)
British pounds sterling. . . . (200) (200) 200 - (584) - (360) (224) (360)
Hong Kong dollar . . . . . . (330) - - 330 (50) - - (50) -
Japaneseyen . . . . .. .. (48,000) - - 48,000 (526) (163) (409) (117) (572)
United States dollar . . . . . (1,150) (1,000) 1,000 150 (1,158) - (955) (203) (955)
Offshore borrowings -

floating

Australiandollar . . . . . . . (250) - - - - - - (250) -
United States dollar . . . . . (1,310) (500) 1,310 - (1,885) - - (1,885) -
Domestic loans - floating

Australiandollar . . . . . . . (275) - - - - - (275) - (275)
Net foreign investments

Hong Kong dollar . . . . . . 8,088 - (3,200) - 452 - 452

(10,737) (163) (6,006) (5,256) (6,169)
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Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

18. Financial risk management (continued)

(c) Hedge Relationships (continued)

Table J describes each of our hedge relationships, where forward
foreign currency exchange contracts are used as the hedging
instruments. These relationships comprise effective economic
relationships based on contractual face value amounts and cash
flows, including relationships that are not in a designated hedge
relationship for hedge accounting purposes. These hedging
instruments are used to economically hedge our promissory notes,
forecast transactions denominated in foreign currency, and foreign
currency trade and other liabilities.

Table J

Outlined in the following table is the pre hedge underlying exposure,
each leg of the forward foreign currency contract and the end post
hedge position. This post hedge position represents our net final
currency positions and is represented in our residual economic
position as described in note 17 Table D.

Telstra Group

Derivative hedging instruments
- forward foreign currency contracts
Average exchange

Face value Notional value rate

Pre hedge

underlying Forward contract Forward contract

exposure (payable) receive pay - final leg
Local Currency Local currency  Australian dollars
2012 2011 2012 2011 2012 2011 2012 2011
$m $m $m $m $m
Forward contracts hedging interest bearing
debt
Promissory notes
United States dollars - contractual maturity 0-3
months (2011: 0-3 months). . . . . . . . .. (103) (300) 103 300 (104) (286) 0.9904 1.0496
Loans from wholly owned controlled entities
British pounds sterling - contractual maturity 0-3
months (2011: 0-3 months). . . . . . . . .. (10) (18) 10 18 (15) (28) 0.6446 0.6457
New Zealand dollars - contractual maturity 0-3
months (2011: 0-3 months). . . . . . . . .. (155) (363) 155 363 (122) (277) 1.2702 1.3096
United States dollars - contractual maturity 0-3
months (2011: 0-3 months). . . . . . . . .. (54) (20) 54 20 (53) (19) 1.0260 1.0254
Hong Kong dollars - contractual maturity 0-3
months (2011: 0-3 months). . . . . . . . .. (19) - 19 - (2) - 7.9610 -
Forward contracts hedging forecast
payments and other liabilities
Forecast transactions
United States dollars - contractual maturity 0-12
months (2011: 0-12months) . . . . . . . . . (540) (653) 254 307 (257) (309) 0.9891 0.9947
Euro - contractual maturity 0-12 months (2011:
nil) .« ... (5) - 2 - (3) - 0.7922 -
Swedish krona - contractual maturity 0-6 months
(2011:0-3) . . . . . (8) (20) 4 15 (1) (2) 7.0442 6.3482
New Zealand dollars - contractual maturity 0-12
months (2011:nil) . . . . . .. ... L. (19) - 19 - (15) - 1.2710 -
Trade and other liabilities - non interest
bearing
United states dollars - contractual maturity 0-12
months (2011: 0-21 months) . . . . . . . . . (65) (104) 65 104 (66) (108)  0.9945 0.9652
(638) (1,029)
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Telstra Corporation Limited and controlled entities
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18. Financial risk management (continued)

(c) Hedge Relationships (continued)

Table K describes our hedge relationships where offshore loans
and promissory notes are used as the hedging instruments. These
hedging instruments are used to hedge our net foreign investment
in TelstraClear Limited. Outlined in the following table is the pre
hedge underlying exposure, the face value of the hedging
instruments (New Zealand denominated borrowings and
promissory notes) and the end post hedge position and is
represented in our residual economic position as described in note
17 Table D.

Table K

Non-derivative hedging instruments

Face value

Hedged amount (i)

Offshore loans and promissory notes (ii)

New Zealand dollars

New Zealand dollars (payable) Australian dollars (payable)
2012 2011 2012 2011 2012 2011
$m $m $m $m $m $m
Net foreign investments
TelstraClear Ltd (New Zealand dollars). . 609 609 (609) (609) (477) (470)

(i) Amount hedged represents portion of carrying value of net
assets.

(i) At 30 June 2012 the face value in Australian dollars of offshore
loans was $200 million (2011: $274 million) and the face value in
Australian dollars of promissory notes was $277 million (2011: $196
million).
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19. Share capital

Telstra Group

Contributed equity . . . . . . . . . .
Shareloantoemployees. . . . . . . . . . ...
Shares held by employee shareplans . . . . . ... ... .. ... ........
Net services received under employee shareplans . . . . . .. ... ... .. ..

Contributed equity

Our contributed equity represents our authorised and issued fully
paid ordinary shares. Each of our fully paid ordinary shares carries
the right to one vote at a meeting of the company. Holders of our
shares also have the right to receive dividends and to participate in
the proceeds from sale of all surplus assets in proportion to the total
shares issued in the event of the company winding up.

We have 12,443,074,357 (30 June 2011: 12,443,074,357)
authorised fully paid ordinary shares on issue.

Share loan to employees

The share loan to employees account represents the outstanding
balance of the non recourse loans provided to our employees under
the Telstra Employee Share Ownership Plan Trusts (TESOP 97 and
TESOP 99). Refer to note 27 for further details regarding these
plans.

Shares held by employee share plans

The shares held by employee share plans represent the cost of
shares held by the Telstra Growthshare Trust (Growthshare) in
Telstra Corporation Limited. The purchase of these shares has
been fully funded with contributions and intercompany loans from
Telstra Corporation Limited. As at 30 June 2012 the number of
shares totalled 29,324,833 (2011: 32,419,972). These shares are
excluded from the calculation of basic and diluted earnings per
share. Refer to note 3 for further details.

Net services received under employee share plans

The net services received under the employee share plans account
is used to record the cumulative value of our options, performance
rights, restricted shares, incentive shares, direct shares and
ownshares issued under Growthshare. Contributions by Telstra
Corporation Limited to Growthshare are also included in this
account.

As at 30 June
2012 2011
$m $m
............ 5,793 5,793
............ (67) (70)
............ (145) (159)
............ 54 46

5,635 5,610
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20. Notes to the statement of cash flows

Telstra Group

Year ended 30 June

2012 2011

Note $m $m
(a) Reconciliation of profit to net cash provided by operating activities
Profitforthe year. . . . . . . . . . e 3,424 3,250
Add/(subtract) the following transactions
Depreciation and amortisation . . . . . . . . ..o 4,412 4,459
Finance income . . . . . . . . L e e (134) (127)
Finance costs. . . . . . . . . L e e 1,022 1,262
Distribution from FOXTEL Partnership. . . . . . . . . . . . . .. . . (108) (70)
Share based payments. . . . . . . . L L e 31 12
Defined benefitplan expense . . . . . . . . . L 223 268
Net gain on disposal of property, plant and equipment. . . . . . . . . .. ... ... L. (14) (14)
Net gain on disposal of intangibles. . . . . . . . . . . .. 9) -
Net gain on disposal of associates. . . . . . . . . . . . . .. .. - (8)
Net loss/(gain) on disposal of controlled entities. . . . . . . . . . . . ... ... .. ... ... ..., 17 (69)
Net loss/(gain) on sale of businesses . . . . . . . . . . . . . ... 1 16
Share of net (profits) from jointly controlled and associated entities . . . . . . . . ... .. ... .. ... - (1)
Impairment losses (excluding inventories, trade and other receivables). . . . . . . .. .. ... ... .. 211 210
Foreign exchange differences . . . . . . . . . . . L 3 (1)
Cash movements in operating assets and liabilities
(net of acquisitions and disposals of controlled entity balances)
Increase in trade and otherreceivables . . . . . . . . ... . ... L (254) (327)
Decrease ininventories . . . . . . . . . L e e 15 10
Increase in prepayments and otherassets. . . . . . . .. ... Lo Lo (102) (190)
Increase in netdefined benefit. . . . . . . . . ... (340) (348)
Increase in trade and otherpayables . . . . . . . . . ... . ... 509 67
Increase/(decrease) in revenue receivedinadvance . . . . . . .. ... 334 (143)
Decrease innettaxespayable. . . . . . . . . . . (87) (204)
Increase/(decrease) in provisions . . . . . . . . L e e e 122 (34)
Net cash provided by operating activities. . . . . . . . .. ... ... . ... .. ... . .. ... .. 9,276 8,018
(b) Cash and cash equivalents
Cashatbankandonhand . . . . . . . . . . . . e 362 356
Bank deposits, bills of exchange and promissorynotes . . . . . . . .. . ... ... .. ... 3,583 2,274
Total cash and cash equivalents . . . . . . . . . . . . . . . . 3,945 2,630
Reconciliation to the statement of cash flows
Cash and cash equivalents included in assets heldforsale. . . . . . .. ... .. ... ........ 12 - 7
Cash and cash equivalents in the statement of cashflows . . . . . . . .. ... ... ... ..... 3,945 2,637
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20. Notes to the statement of cash flows (continued)

(c) Acquisitions

Autohome

On 17 May 2012, Telstra Holdings Pty Ltd acquired an additional

11% interest in Autohome Inc for a purchase consideration of $37
million, increasing its ownership from 55% to 66%. The effect of the
changes in the ownership of Autohome on the equity attributable to

owners of Telstra Corporation Limited during the year is

summarised as follows:

Year ended
30 June
2012
$m
Carrying amount of non-controlling interests

acquired . . . . ... 5
Consideration paid to non-controlling interests. . 37

Excess of consideration paid recognised in the
generalreserve. . . . . . ... ... ... ... 32

(d) Disposals

LMobile (formerly Dotad Group)

On 27 March 2012, our controlled entity Telstra Robin Holdings
Limited sold its 67% shareholding in Dotad Media Holdings Limited

(LMobile) for a total consideration of $3 million.

The effect of this disposal is detailed below:

Total
disposals
Year ended
30 June
2012
$m
Consideration for disposal - net of cash
disposed
Cash consideration for disposal . . . . . . . .. 3
Cash and cash equivalents disposed . . . . . . (6)
Outflow of cashon disposal. . . . . . . . .. (3)
Total consideration for disposal . . . . . . . 3
Assets/(liabilities) at disposal date
Cash and cashequivalents . . . . . . ... .. 6
Trade and other receivables. . . . . . ... .. 8
Inventories. . . . . ... ... oL 3
Otherassets. . . . .. .. ... ... ..... 10
Property, plant and equipment . . . . . . . .. 1
Intangibles. . . . . . ... ... ... ... 8
Trade and otherpayables . . . . . .. ... .. (8)
Current tax liabilites. . . . . . . .. ... ... (3)
Deferred tax liabilites . . . . . ... ... ... (2)
Other liabilities. . . . . . ... ... ... ... (1)
Netassets. . . . . ... ... .. ... .... 22
Adjustment for non-controlling interests . (11)
Foreign currency translation reserve disposed . 9
Lossondisposal. . . . . .. ... ... ... (17)

In fiscal 2010 Dotad Media Holding Ltd was acquired with $67
million of the consideration contingent upon the entity achieving
certain pre-determined revenue and EBITDA targets over the next

three fiscal years and $6 million deferred until February 2012. In

fiscal 2011 the contingent consideration was reduced by $30 million
with a corresponding gain recognised in the income statement. We
also recognised a $5 million foreign exchange gain on the

retranslation of the contingent consideration. In fiscal 2012 the
balance of the contingent consideration of $33 million was reduced

as the pre-determined targets were not met.
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Adstream

On 21 July 2011, we sold our 64.4% shareholding in Adstream
(Aust) Pty Ltd for a total consideration of $24 million. Payment of
the consideration has been deferred for a period of up to two years.
As at 30 June 2011, Adstream’s net assets were transferred to non
current assets held for sale.

ChinaM

On 21 October 2011, our controlled entity Octave Investments
Holdings Limited sold its ChinaM business for a total consideration
of $5 million.

The effect of these two disposals is detailed below:

Total disposals
Year ended

30 June

2012

$m

Consideration for disposal
Total consideration on disposal. . . . . . ... .. 29

Cash and cash equivalents disposed . . . . . .. (13)
16
Deferred consideration for the disposal . . . . . . 24
Outflow of cashondisposal . . . . . . ... .. (8)
Total consideration for disposal . . . . . . . . . 29
Assets/(liabilities) at disposal date
Cash and cash equivalents. . . . . ... ... .. 13
Trade and otherreceivables . . . . . . . ... .. 8
Property, plant and equipment. . . . . . . . . .. 2
Intangibles . . . . . . ... oL 30
Otherassets . . . .. .. ... ... ... .... 1
Trade and otherpayables . . . . . ... ... .. (4)
Current tax liabilites . . . . . . .. ... ... .. (1)
Provisions . . . . ... ... ... ... ... (1)
Deferred tax liabilities . . . . .. ... ... ... (1)
Other liabilites . . . . . . . ... ... ...... (4)
Netassets . . . . ... ... ... ... ..., 43
Adjustment for non-controlling interests . . . . . . (13)
Lossondisposal . . . . ... ... ... ..., (1)
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(e) Significant investing and financing activities that involve
components of non cash

Acquisition of assets by means of non cash transactions

Telstra Group

Year ended
30 June
2012 2011
$m $m
Acquisition of property, plant and equipment by
means of finance leases. . . . . . . . . .. 48 76
Acquisition of property, plant and equipment by
means of debt forgiveness™ . . . . . . . .. - 108

The table above represents those assets acquired during the period
which do not impact cash as the acquisition was made via finance
leases or debt forgiveness.

*Relates to the acquisition of assets from Reach.
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21. Impairment

Cash generating units

For the purposes of undertaking our impairment testing, we identify

cash generating units (CGUs). Our CGUs are determined

according to the smallest group of assets that generate cash inflows
that are largely independent of the cash inflows from other assets or

groups of assets.

The carrying amount of our goodwill is detailed below:

Goodwill
As at 30 June

2012 2011
CGUs $m $m
CSL New World Group * . . . . . . . . . e 784 740
Telstra Europe Group™ . . . . . . . . L e 55 54
Sensis Group (8) . . . . . . o e e e 215 215
Location Navigation (a). . . . . . . . . . . L e 14 14
1300 Australia Pty Ltd . . . . . . . . . e 16 16
Sequel Group™ (D) . . . . . . e - 100
Autohome™ (b) . . . . . L 96 -
Sequel Media* (b) . . . . . . . L e e 1" -
Octave Group™ (C) . . .« o o o o e e e e - -
iVision (d). . . . . . - 36
LMobile Group® (€). . . . . . . . e e e e - 45
TelstraClear Group™ (f) . . . . . . . . . . e - 129
Other (d) . . . . . . e 98 66

1,289 1,415

* These CGUs operate in overseas locations, therefore the goodwill
allocated to these CGUs will fluctuate in line with movements in
applicable foreign exchange rates during the period.

(a) Our assessment of the Sensis Group CGU excludes the
Location Navigation CGU that forms part of the Sensis reportable
segment. This CGU is assessed separately.

(b) We have completed an internal restructure of the Sequel Group
by transferring all the shares in China Topside Limited and Norstar
Advertising Media Holdings Limited from Autohome Inc. (formerly

Sequel Limited) to Sequel Media Inc. This restructure has resulted
in two CGUs at 30 June 2012 as compared to a single CGU at 30

June 2011.

(c) During fiscal 2011, the carrying value of our assets in the Octave
Group CGU (included in the Telstra International Group reportable
segment) was tested for impairment based on value in use. This
resulted in an impairment charge of $133 million against goodwill
($94 million) and other intangible assets ($39 million) being
recognised in the Telstra Group financial statements. The carrying
amount of the Octave Group goodwill has been reduced to nil.

(d) Following the acquisition of iVision in March 2011 its operations
have been integrated into the Telstra Group, mainly into the Telstra
Enterprise and Government segment in fiscal 2012. As at 30 June
2012, iVision was not considered a separate CGU. The $36 million
goodwill recognised on initial acquisition has been included in
‘Other’ and tested for impairment at the Telstra Enterprise and
Government (TE&G) cash generating unit level, which is aligned
with the TE&G operating segment.

(e) During fiscal 2012, the carrying value of our assets in the
LMobile Group CGU (included in the Telstra International Group
reportable segment) was tested for impairment based on value in
use. This resulted in an impairment charge of $56 million against
goodwill ($49 million) and other intangible assets ($7 million) being
recognised in the Telstra Group financial statements. The
impairment arose as a result of competitive market pressure, which
contributed to significant uncertainty around future cash flows from
the LMobile Group. We also estimated that the pre-determined
revenue and EBITDA targets for the year ended 31 December 2010
will not be met. As such, we derecognised the $33 million
contingent consideration liability recognised at the date of
acquisition of the LMobile Group. The $33 million gain on the
derecognition of the contingent consideration liability has been
recorded as other income.

Subsequent to the impairment on 27 March 2012 our controlled
entity Telstra Robin Holdings Ltd disposed of its entire ownership
interest in the LMobile Group. Refer to Note 20 for further details.

(f) Goodwill allocated to the TelstraClear Group CGU (included in
the TelstraClear reportable segment) relates to TelstraClear
Limited. As at 30 June 2012, assets and liabilities of TelstraClear
Limited have been classified as assets and liabilities held for sale
and measured at the lower of carrying amount and fair value less
costs to sell. This resulted in an impairment charge of $130 million
against goodwill being recognised in the Telstra Group financial
statements. For further details refer to note 12 and note 31.
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Ubiquitous Telecommunications Network and Hybrid Fibre
Coaxial (HFC) Cable Network

In addition to the aforementioned CGUs, we have two further
significant CGUs that are reviewed for impairment. These two
CGUs are:

+ the Telstra Entity CGU, excluding the HFC cable network; and
» the CGU comprising the HFC cable network.

The Telstra Entity CGU consists of our ubiquitous
telecommunications network in Australia, excluding the HFC cable
network as we consider it not to be integrated with the rest of our
telecommunications network. Assets that form part of the
ubiquitous telecommunications network, comprising the customer
access network and the core network, are considered to be working
together to generate our cash inflows. No one item of
telecommunications equipment is of any value without the other
assets to which it is connected in order to achieve delivery of our
products and services.

The ubiquitous telecommunications network and the HFC cable
network are only reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount may not
be recoverable.

On 7 March 2012, Telstra finalised the Definitive Agreements (DAs)
with NBN Co Limited (NBN Co) and the Commonwealth
Government for its participation in the rollout of the National
Broadband Network (NBN).

We expect our discounted future cash flows to more than support
the carrying amount of both networks. This is based on:

» the consideration we expect to receive under the DAs for:

- the progressive disconnection of copper-based Customer
Access Network services and broadband services on our HFC
cable network (excluding Pay TV services on the HFC cable
network) provided to premises in the NBN fibre footprint;

- providing access to certain infrastructure, including dark fibre
links, exchange rack spaces and ducts; and

- the sale of lead-in-conduits; and
» forecast cash flows from continuing to:

- provide Pay TV services via the HFC cable network into the
future; and

- use of the core network.

In addition, the NBN build is expected to take up to 10 years and the
weighted average remaining service lives for the existing network
assets impacted by the disconnection obligations that will apply
under the NBN DAs falls within this anticipated NBN rollout period.

Given this, the results of our impairment testing for both networks

based on the DAs show that the carrying amounts are recoverable
at 30 June 2012.
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Impairment testing

Our impairment testing compares the carrying value of an individual
asset or CGU with its recoverable amount as determined using a
value in use calculation with the exception of TelstraClear.

Our assumptions for determining the recoverable amount of each
asset and CGU are based on past experience and our expectations
for the future. Our cash flow projections are based on a maximum
five year management approved forecasts. These forecasts use
management estimates to determine income, expenses, capital
expenditure and cash flows for each asset and CGU.

We have used the following key assumptions in determining the
recoverable amount of our CGUs to which goodwill or indefinite
useful life intangible assets has been allocated:

Discount rate = Terminal value

(9) growth rate (h)

As at 30 June As at 30 June

2012 20M1 2012 20M

% % % %

CSL New World Group . . . . 109 106 2.0 2.0
TelstraClear Group (f) . . . . . - 111 - 3.0
Telstra Europe Group . . . . . 7.5 9.6 3.0 3.0
SensisGroup . . . . ... .. 121 13.2 3.0 3.0
Location Navigation . . . . . . 10.7 11.8 3.0 3.0
1300 Australia Group . . . . . 1.3 126 3.0 3.0
Sequel Group (b) . . . . . .. - 18.2 - 5.0
Autohome (a) . . . ... ... 19.4 n/a 5.0 n/a
Sequel Media(a) . . ... .. 18.8 n/a 5.0 n/a
Octave Group (c) . . . . . .. - 212 - 5.0
LMobile Group (e) . . . . . .. - 2041 - 5.0
iVision(d) . . ......... - 176 - 3.0

(g) Discount rate represents the pre tax discount rate applied to the
cash flow projections. The discount rate reflects the market
determined, risk adjusted discount rate which is adjusted for specific
risks relating to the CGU and the countries in which they operate.

(h) Terminal value growth rate represents the growth rate applied to
extrapolate our cash flows beyond the five year forecast period.
These growth rates are based on our expectation of the CGUs’ long
term performance in their respective markets. The terminal value
growth rate for the Australian CGUs are aligned at three percent.

Management have determined there are no reasonably possible
changes that could occur in these two key assumptions that would
cause the carrying amount of these CGUs to exceed their
recoverable amount. The discount rate would need to increase by
350 basis points or the terminal value growth rate would need to be
negative growth of 2.2% before the recoverable amount of any of
the CGUs would be equal to the carrying value.
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22. Expenditure commitments

Telstra Group

As at 30 June
2012 2011
$m $m
Capital expenditure commitments
Total capital expenditure commitments contracted for at balance date but not
recorded in the financial statements:
Property, plant and equipment commitments *. . . . . . . ... ... ... L0 L. 611 426
Intangible assets commitments . . . . . . . .. ... 130 146
Operating lease commitments
Future lease payments for non-cancellable operating leases not recorded in the
financial statements:
Within 1 year . . . . . . . e 447 415
Within1toSyears . . . . . . . . . . e 1,253 1,162
AfterSyears . . . . . . L e e 1,120 960
2,820 2,537

Description of our operating leases

We have operating leases for the following types of assets:

» rental of land and buildings;

+ rental of motor vehicles, caravan huts and trailers, mechanical
aids and heavy excavation equipment; and

+ rental of personal computers, laptops, printers and other related

equipment that are used in non communications plant activities.

The weighted average lease term is:

* 6 years for land and buildings;

» 2 years for motor vehicles, 4 to 5 years for light commercial
vehicles, and 7 to 12 years for trucks and mechanical aids and
heavy excavation equipment; and

» 3 years for personal computers and related equipment.

The maijority of our operating leases relate to land and buildings.
We have several subleases with total minimum lease payments of
$16 million (2011: $9 million) for the Telstra Group. Our property
operating leases generally contain escalation clauses, which are
fixed increases generally between 3% and 5%, or increases subject
to the consumer price index or market rate. We do not have any
significant purchase options.

* This includes the Telstra Entity capital expenditure commitments
of $572 million (2011: $415 million). Refer to note 30 for further
details.
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Telstra Group

As at 30 June
2012 2011
Note $m $m
Finance lease commitments
Within 1 year . . . . . . . e 56 53
Within1to5years . . . . . . . . . . e 99 94
AfterSyears . . . . . L 31 19
Total minimum lease payments . . . . . . . . . L 186 166
Future finance charges on financeleases . . . . . . . . . . . . . . . . .. ... ... . (47) (27)
Present value of net future minimum lease payments . . . . . . . . . . . ... ... ... ... 139 139
The present value of finance lease liabilities is as follows:
Within 1 year . . . . . . . . e e e 17 45 45
Within1to5years . . . . . . . . . . e e 79 82
AfterSyears . . . . . L L e e 15 12
Total finance lease liabilities . . . . . . . . . . . . . . 17 139 139

Description of our finance leases

We have finance leases for the following types of assets:

» property leases in our controlled entity, Telstra Europe Limited;
and

» computer mainframes, computer processing equipment and
other related equipment.

The weighted average lease term is:

» 24 years for the property leases with a remaining average life of
11 years; and

* 4 years for computer mainframes and associated equipment.

Interest rates for our finance leases are:

» property leases interest rate of 22.5%; and

« computer mainframes, computer processing equipment and
associated equipment weighted average interest rate of 7.7%.

We sublease computer mainframes, computer processing
equipment and other related equipment as part of our solutions
management and outsourcing services that we provide to our
customers. Refer to note 10 for further details regarding these
finance subleases.

Information regarding our share of our jointly controlled and
associated entities’ commitments is included in note 26.
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23. Contingent liabilities and contingent assets

We have no significant contingent assets as at 30 June 2012. The
details and maximum amounts (where reasonable estimates can be
made) are set out below for our contingent liabilities.

Telstra Entity
Refer to note 30 for Telstra Entity contingent liabilities.
Other

Other contingent liabilities identified for the Telstra Group, are as
follows:

3GIS Partnership

As we are subject to joint and several liability in relation to
agreements entered into as part of our 3GIS Partnership with
Vodafone Hutchinson Australia, we would be liable if our partner in
this relationship failed to meet any of their obligations. As a result,
our contingent liabilities arising from the above agreements are $96
million (2011: $91 million).

ASIC deed of cross guarantee

A list of the companies that are part of our deed of cross guarantee
appear in note 25. Each of these companies (except Telstra
Finance Limited) guarantees the payment in full of the debts of the
other named companies in the event of their winding up. Refer to
note 25 for further information.
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24. Post employment benefits

The employee superannuation schemes that we participate in or
sponsor exist to provide benefits for our employees and their
dependants after finishing employment with us. It is our policy to
contribute to the schemes at rates specified in the governing rules
for defined contribution schemes, or at rates determined by the
actuaries for defined benefit schemes.

The defined contribution divisions receive fixed contributions and
our legal or constructive obligation is limited to these contributions.

The present value of our obligations for the defined benefit plans are
calculated by an actuary using the projected unit credit method.
This method determines each year of service as giving rise to an
additional unit of benefit entittement and measures each unit
separately to calculate the final obligation.

Details of the defined benefit plans we participate in are set out
below.

Telstra Superannuation Scheme (Telstra Super)

On 1 July 1990, Telstra Super was established and the majority of
Telstra staff transferred into Telstra Super. The Telstra Entity and
some of our Australian controlled entities participate in Telstra
Super.

Telstra Super has both defined benefit and defined contribution
divisions. The defined benefit divisions of Telstra Super are closed
to new members.

The defined benefit divisions provide benefits based on years of
service and final average salary. Post employment benefits do not
include payments for medical costs.

Contribution levels made to the defined benefit divisions are
designed to ensure that benefits accruing to members and
beneficiaries are fully funded as the benefits fall due. The benefits
received by members of each defined benefit division take into
account factors such as the employees’ length of service, final
average salary, employer and employee contributions.

An actuarial investigation of this scheme is carried out at least every
three years.

HK CSL Retirement Scheme

Our controlled entity, Hong Kong CSL Limited (HK CSL),
participates in a superannuation scheme known as the HK CSL
Retirement Scheme. This scheme was established under the
Occupational Retirement Schemes Ordinance (ORSO) and is
administered by an independent trustee. The scheme has three
defined benefit sections and one defined contribution section.
Actuarial investigations are undertaken annually for this scheme.

The benefits received by members of the defined benefit schemes
are based on the employees’ remuneration and length of service.
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Measurement dates

For Telstra Super actual membership data as at 30 April was used
to precisely value the defined obligations as at that date. Details of
assets, benefit payments and other cash flows as at 31 May were
also provided in relation to Telstra Super. These April and May
figures were then rolled up to 30 June to allow for changes in the
membership and actual asset return. Contributions as at 30 June
were provided in relation to the defined benefit and defined
contribution divisions.

Asset values as at 30 June were used to precisely measure the
defined benefit liability as at that date for the HK CSL Retirement
Scheme. Details of membership data, contributions, benefit
payments and other cash flows as at 30 June were also provided in
relation to the HK CSL Retirement Scheme.

The fair value of the defined benefit plan assets and the present
value of the defined benefit obligations as at the reporting date are
determined by our actuary. The details of the defined benefit
divisions are set out in the following pages.

Other defined contribution schemes

A number of our subsidiaries also participate in defined contribution
schemes which receive employer and employee contributions
based on a percentage of the employees’ salaries. We made
contributions to these schemes of $19 million for fiscal 2012 (2011:
$15 million).
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24. Post employment benefits (continued)

(a) Net defined benefit plan (liability)/asset - historical
summary

Our net defined benefit plan (liability)/asset recognised in the
statement of financial position for the current and previous periods
is determined as follows:

Telstra Group
As at 30 June

2012 2011 2010 2009 2008
$m $m $m $m $m
Fair value of defined benefitplanassets(b) . . . . . . ... .. ... .. 2,559 2,599 2,546 2,503 3,205
Present value of the defined benefit obligation(c). . . . . .. ... ... 3,266 2,762 2,934 2,847 3,048
Net defined benefit (liability)/asset before adjustment for contributions tax (707) (163) (388) (344) 157
Adjustment for contributionstax . . . . . ... ..o (124) (31) (69) (62) 25
Net defined benefit (liability)/assetat30June . . . . . . . ... . .. (831) (194) (457) (406) 182
Comprised of:
Defined benefitasset. . . . . . . . .. ... ..o Lo - 11 7 8 182
Defined benefit liability . . . . . . . .. .. ... oL (831) (205) (464) (414) -
(831) (194) (457) (406) 182
Experience adjustments:
Experience adjustments arising on defined benefit plan assets - (loss)/
gain. . ... (207) 89 (56) (593) (525)
Experience adjustments arising on defined benefit obligations - gain . . . 26 48 64 72 41

(b) Reconciliation of changes in fair value of defined benefit
plan assets

Telstra Group

As at 30 June

2012 2011

$m $m

Fair value of defined benefit plan assets at beginning ofyear . . . . . .. ... ... ... ... .. 2,599 2,546
Expectedreturnonplanassets . . . . . . . . . . L 200 197
Employer contributions. . . . . . . . L 157 169
Contributionstax . . . . . . . . . L (24) (25)
Member contributions . . . . ... L L L 47 30
Benefits paid (i). . . . . . . . . e (202) (382)
Actuarial gain/(Ioss) . . . . . . . L e (207) 89
Plan expenses aftertax . . . . . . . . . L (13) (13)
Foreign currency exchange differences . . . . . . . . . . .. L Lo 2 (12)
Fair value of defined benefit plan assets atendofyear . . . . . . . . .. ... ... ... ...... 2,559 2,599

The actual return on defined benefit plan assets was nil (2011:
9.7%) for Telstra Super and a loss of 5.1% (2011: gain of 16.0%) for
the HK CSL Retirement Scheme.
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(c) Reconciliation of changes in the present value of the wholly
funded defined benefit obligation

Telstra Group

As at 30 June

2012 2011
$m $m

Present value of defined benefit obligation at beginningofyear . . . . . . . . ... ... ...... 2,762 2,934
Currentservice Cost . . . . . . . L L e 107 124
Interest cost . . . . . . L 146 151
Member contributions . . . . .. L L 15 21
Benefits paid (i). . . . . . . . L (202) (382)
Actuarial (gain)/loss . . . . . . . e 429 (75)
Curtailmentloss . . . . . . . . . L e e e 7 3
Foreign currency exchange differences . . . . . . . . . . . . ... 2 (14)
Present value of wholly funded defined benefit obligation atendofyear . . . . . . ... ... ... 3,266 2,762

(i) Benefits paid include $180 million (2011: $356 million) of
entitlements to exiting defined benefit members which have been
retained in Telstra Super but transferred to the defined contribution
scheme.

For fiscal 2013, we expect to pay total benefit payments of $239
million (including benefits retained) to defined benefit members of
Telstra Super.

(d) Amounts recognised in the income statement and in other
comprehensive income

Telstra Group

Year ended 30 June

2012 2011
Note $m $m
The components of the defined benefit plan expense recognised in the income statement within
labour expenses are as follows:
Currentservice Cost . . . . . . . L L e 107 124
Interestcost . . . . . L e 146 151
Expectedreturnonplanassets . . . . . . . .. (200) (197)
Member contributions . . . . . .. L L e (32) 9)
Curtailmentloss . . . . . . . . L e 7 3
Plan expenses aftertax . . . . . . . . . L 13 13
Adjustment for contributionstax . . . . . ... oL 8 15
49 100
Employer contributions - defined contribution divisions . . . . . . . .. ... o oo 0oL 174 168
Total expense recognised in the income statement . . . . . . . . ... ... ... ... ...... 7 223 268
Actuarial (loss)/gain recognised directly in other comprehensiveincome . . . . . . . . . . ... ... .. (755) 183
Cumulative actuarial losses recognised directly in other comprehensive income . . . . . . . .. ... .. (822) (67)
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(e) Categories of plan assets

The weighted average asset allocation as a percentage of the fair
value of total plan assets for defined benefit divisions as at 30 June
are as follows:

HK CSL Retirement

Telstra Super Scheme
As at 30 June As at 30 June
2012 2011 2012 2011
% % % %
Asset allocations
Equity instruments . . . . . . ... oL 48 57 46 53
Debtinstruments . . . . . . . . . . . 2 2 44 40
Property . . . . . . e 19 21 - -
Cash . . . . . e 3 4 8 5
Private equity. . . . . . . . . .. 14 12 - -
Infrastructure . . . . . . . .. 2 1 - -
International hedge funds . . . . . . . ... ... ... .. .. 8 1 - -
Opportunities . . . . . . . . . . 4 2 2 2
100 100 100 100

Telstra Super’s investments in debt and equity instruments include
bonds issued by, and shares in, Telstra Corporation Limited. Refer
to note 29 for further details.

(f) Principal actuarial assumptions

We used the following major assumptions to determine our defined
benefit plan expense for the year ended 30 June:

HK CSL Retirement

Telstra Super Scheme
Year ended 30 June Year ended 30 June
2012 2011 2012 2011
% % % %
Discountrate . . . . . . . . . . . 5.6 5.1 2.5 24
Expected rate of returnonplanassets (i) . . . . . . . ... ... ... ... .. 8.0 8.0 6.6 6.4
Expected rate of increase in future salaries . . . . . .. .. ... ... ..... 4.0 4.0 42-45 25-40

We used the following major assumptions to determine our defined
benefit obligations at 30 June:

Telstra Super

HK CSL Retirement
Scheme

Year ended 30 June

Year ended 30 June

2012 2011 2012 2011

% % % %

Discountrate (i) . . . . . . . . . . . . 3.6 5.2 1.0 2.5
Expected rate of increase in future salaries (iii) . . . . . . .. .. ... .. ... 4.0 4.0 40-50 42-45

(i) The expected rate of return on plan assets has been based on
historical and future expectations of returns for each of the major
categories of asset classes over the subsequent 10 year period, or
longer. Estimates are based on a combination of factors including
the current market outlook for interest rates, inflation, earnings
growth and currency strength. To determine the aggregate return,
the expected future return of each plan asset class is weighted

according to the strategic asset allocation of total plan assets.
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(f) Principal actuarial assumptions (continued)

(ii) The present value of our defined benefit obligation is determined
by discounting the estimated future cash outflows using a discount
rate based on government guaranteed securities with similar due
dates to these expected cash flows.

For Telstra Super we have used a blended 10-year Australian
government bond rate as it has the closest term from the Australian
bond market to match the term of the defined benefit obligations.
We have not made any adjustment to reflect the difference between
the term of the bonds and the estimated term of liabilities due to the
observation that the current government bond yield curve is
reasonably flat, implying that the yields from government bonds with
a term less than 10 years are expected to be very similar to the
extrapolated bond yields with a term of 12 to 13 years. Refer to note
2.20(b) for further information.

For the HK CSL Retirement Scheme we have extrapolated the 5, 7,
10 and 15 year yields of the Hong Kong Exchange Fund Notes to
11 years to match the term of the defined benefit obligations.

(iii) Our assumption for the salary inflation rate for Telstra Super is
4.0%, which is reflective of our long term expectation for salary
increases. The salary inflation rate for the HK CSL Retirement
Scheme is 5.0% in fiscal 2013 to 2015, and 4.0% thereafter which
reflects the long term expectations for salary increases.

(g) Employer contributions
Telstra Super

The funding deed we have with Telstra Super requires contributions
to be made when the average vested benefits index (VBI) in respect
of the defined benefit membership (the ratio of defined benefit plan
assets to defined benefit members’ vested benefits) of a calendar
quarter falls to 103% or below. For the quarter ended 30 June 2012,
the VBl was 91% (30 June 2011: 92%). We have paid contributions
totalling $467 million during the year (2011: $467 million). This
includes employer contributions to the accumulation divisions,
payroll tax and employee pre and post tax salary sacrifice
contributions, which are excluded from the employer contributions
in the reconciliations above. The current contribution rate for the
defined benefit divisions of Telstra Super, effective June 2012, is
27% of defined benefit member’s salaries (June 2011: 24%).
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The vested benefits, which forms the basis for determining our
contribution levels under the funding deed, represents the total
amount that Telstra Super would be required to pay if all defined
benefit members were to voluntarily leave the fund on the valuation
date. The VBI assesses the short term financial position of the plan.
On the other hand the liability recognised in the statement of
financial position is based on the projected benefit obligation (PBO),
which represents the present value of employees’ benefits
assuming that employees will continue to work and be part of the
fund until their exit. The PBO takes into account future increases in
an employee’s salary and provides a longer term financial position
of the plan.

We will continue to monitor the performance of Telstra Super and
reassess our employer contributions in light of actuarial
recommendations. We expect to contribute approximately $474
million in fiscal 2013 which includes contributions to the defined
benefit divisions at a contribution rate of 27% for fiscal 2013. This
contribution rate could change depending on market conditions
during fiscal 2013. This includes employer contributions to the
accumulation divisions, payroll tax and employee pre and post tax
salary sacrifice contributions.

HK CSL Retirement Scheme

The contributions payable to the defined benefit divisions are
determined by the actuary using the attained age normal funding
actuarial valuation method.

There were no employer contributions made to the HK CSL
Retirement Scheme for the financial year ended 30 June 2012
(2011: $1 million). We do not expect to make any contributions to
our HK CSL Retirement Scheme in fiscal 2013.

Annual actuarial investigations are currently undertaken for this
scheme by Mercer Hong Kong Limited.
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25. Investments in controlled entities

Below is a list of our investments in controlled entities.

Telstra Entity’s

Country of recorded amount of % of equity held by
Name of entity incorporation investment (#) immediate parent
As at 30 June As at 30 June
2012 2011 2012 2011
$m $m % %
Parent entity
Telstra Corporation Limited (a) . . . .. ... ... ... Australia
Controlled entities
Telstra Finance Limited (@) . . . .. ... ... ..... Australia - - 100.0 100.0
Telstra ESOP Trustee Pty Limited . . . . . . . ... ... Australia - - 100.0 100.0
Telstra Growthshare Pty Ltd . . . . . . . ... ... ... Australia - - 100.0 100.0
Telstra Media Pty Limited. . . . . . . ... .. ... ... Australia 393 393 100.0 100.0
Telstra Multimedia Pty Limited (@) . . . . . .. ... ... Australia 2,678 2,678 100.0 100.0
Telstra International (Aus) Limited (a) . . . . . ... ... Australia 2 2 100.0 100.0
TelstraPay TVPtylLtd(a) . . . ... ... .. ... ... Australia - - 100.0 100.0
Chief EntertainmentPty Ltd . . . . . .. ... ... ... Australia - - 100.0 100.0
Telstra 3G Spectrum Holdings Pty Ltd . . . . . . . . ... Australia 302 302 100.0 100.0
Telstra OnAir Holdings Pty Ltd . . . . . . . .. ... ... Australia 478 478 100.0 100.0
Telstra Business Systems Pty Ltd(a) . . . .. ... ... Australia 50 69 100.0 100.0
TelstraPlus Pty Ltd. . . . . . ... ... . ... ..... Australia - - 100.0 100.0
Applications and Ventures Group Pty Limited (formerly
Clayton 770 Pty Ltd) (@) . . . . . . . . . . .. ... .. Australia - - 100.0 100.0
Research Resources Pty Ltd. . . . . . . . .. ... ... Australia - - 100.0 100.0
1300 AustraliaPtyLtd . . . . . .. ... ... ... ... Australia 20 20 85.0 85.0
» Alpha Phone Words Pty Ltd . . . . . . . .. ... .. Australia - - 100.0 100.0
Telstra iVision Pty Limited (formerly iVision Pty Limited) (a)  Australia 41 41 100.0 100.0
* Integrated Vision Pty Ltd . . . . . . . .. ... ... Australia - - 100.0 100.0
«iVision (QLD)PtyLtd . . . . . . ... ... ... .. Australia - - 100.0 100.0
*iVision Investments Pty Ltd . . . . . . .. ... ... Australia - - 100.0 100.0
e iVision (Unify) Pty Ltd . . . . . . . .. ... ... Australia - - 100.0 100.0
eUnifyPtyLtd . . . . ... ... ... ... ..... Australia - - 100.0 100.0
Telstra Communications Limited(a) . . . . .. ... ... Australia 29 29 100.0 100.0
* Telecom Australia (Saudi) Company Limited
(b)c)d)e). . . ..o Saudi Arabia - - 50.0 50.0
Adstream (Aust) PtyLtd (h) . . . . . ... ... ... .. Australia - 23 - 64.4
* Adstream Limited (h) . . . . . . .. ... ... ... New Zealand - - - 100.0
* Quickcut (Aust) Pty Ltd (h). . . . .. . ... ... .. Australia - - - 100.0
Telstra Holdings Pty Ltd (a) . . . . . ... .. ... ... Australia 7,474 7,474 100.0 100.0
* Telstra International Holdings Limited . . . . . . . . . Bermuda - - 100.0 100.0
* Telstra Technology Services (Hong Kong) Limited . . Hong Kong - - 75.0 75.0
» Autohome Inc. (formerly Sequel Limited) (c)(d)(g) . . Cayman Islands - - 66.0 55.0
» Cheerbright International Holdings Limited (c). . .  British Virgin Islands - - 100.0 100.0
* Beijing Cheerbright Technologies Co. Ltd (c) . .  China - - 100.0 100.0
» Autohome (Hong Kong) Limited (c)(f). . . . . . Hong Kong - - 100.0 -
*Sequel MediaInc. (c)(d). . . . . .. .. ... .. .. Cayman Islands - - 55.0 55.0
» China Topside Limited (c) . . . . ... ... ... British Virgin Islands - - 100.0 100.0
« Beijing Topside Technologies Co. Ltd (c) . . . .  China - - 100.0 100.0
* Norstar Advertising Media Holdings Limited (c) . .  Cayman Islands - - 100.0 100.0

(continued over page)
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Name of entity

Country of
incorporation

Telstra Entity’s
recorded amount of
investment (#)

% of equity held by

immediate parent

As at 30 June As at 30 June
2012 2011 2012 2011
Controlled entities (continued) $m $m % %
» Shengtuo Shidai (Beijing) Information
Technology Co. Ltd(c) . . . . .. .. .. ... China - 100.0 100.0
* Union Tough Advertisement Limited (c). . . . . Hong Kong - 100.0 100.0
» Haocheng Shidai (Beijing) Advertisement
Co.ltd(c)d). . . . . ... ... ... ... China - 30.0 30.0
* Telstra Asia Holdings Limited (¢) . . . . . .. .. .. British Virgin Islands - 100.0 100.0
* Telstra Octave Holdings Limited (c) . . . . . . .. British Virgin Islands - 100.0 100.0
* Octave Investments Holdings Limited (c)(d) . .  British Virgin Islands - 67.0 67.0
» Beauty Sunshine Investments Limited (h) . .  British Virgin Islands - - 100.0
* Beijing Wireless Permanence Technology
Company Limited (h) . . . . .. .. ... China - - 100.0
* Sharp Point Group Limited (¢) . . . . . . . . British Virgin Islands - 100.0 100.0
* Beijing Liang Dian Shi Jian Technology
Company Limited (¢) . . . . ... .. .. China - 100.0 100.0
* Telstra Robin Holdings Limited (¢) . . . . . . . .. British Virgin Islands - 100.0 100.0
* Dotad Media Holdings Limited (h). . . . . . . . British Virgin Islands - - 67.0
» LMobile (China) Holdings Limited (h) . . . .  Hong Kong - - 100.0
* Beijing Daote Aidi Internet Technology
Company (h) . . . ... ... ... ... China - - 100.0
* Telstra Asia Limited (¢) . . . . ... ... ... ... British Virgin Islands - 100.0 100.0
* Telstra South East Asia Holdings Limited (c). . . .  British Virgin Islands - 100.0 100.0
* PT Reach Network Services Indonesia (e) . . .  Indonesia - 90.0 90.0
* Telstra Asia Regional Holdings Limited (c). . . . . British Virgin Islands - 100.0 100.0
« Telstra Malaysia Sdn. Bhd. (formerly Reach
Bandwidth Services Malaysia Sdn. Bhd) (e) . . Malaysia - 51.0 51.0
« Telstra (Thailand) Ltd (formerly Reach
Communications Services (Thailand) Limited)
@©)dye). ... ... Thailand - 49.0 49.0
* Telstra Network (Thailand) Ltd (formerly
Reach Network (Thailand) Ltd) (c)(e)(g@). . .  Thailand - 68.0 35.9
« Telstra Network (Thailand) Ltd (formerly Reach
Network (Thailand) Limited (c)(e) . . . . . .. Thailand - 32.0 32.0
« Telstra Philippines Holdings Limited (¢). . . . . British Virgin Islands - 100.0 100.0
* Incomgen Holdings Inc. (c)(d)e). . . . . . . Philippines - 40.0 40.0
» Reach Web Holdings Inc. (c)(e) . . . . . Philippines - 60.0 60.0
« Telstra Philippines Inc (formerly Reach
Networks Philippines Inc. (c)(e) . . . .  Philippines - 60.0 60.0
* Telstra Philippines Inc (formerly Reach
Networks Philippines Inc. (c)(e) . . . . . . . Philippines - 40.0 40.0
* Reach Web Holdings Inc. (c)(e) . . . . . .. Philippines - 40.0 40.0
* Thai Cyber Web Co Limited (c)(d)e) . . . . . . Thailand - 48.8 48.8
* Telstra Global Holdings Limited (¢) . . . . . .. ... British Virgin Islands - 100.0 100.0
« Telstra International Limited . . . . . . . .. ... Hong Kong - 100.0 100.0
* Telstra Services Korea Limited (formerly Reach
Network Services Korea Limited) (e) . . . . . . . .. Republic of Korea - 100.0 100.0
* Reach Holdings Limited (c) . . . . . ... ... ... Mauritius - 100.0 100.0
» Reach Network India Private Limited (c). . . . . . India - 99.9 99.9
» Reach Data Services India Private Limited (c). . . India - 99.9 99.9
* Beijing Australia Telecommunications Technical
Consulting Services Company Limited (c). . . . . . . China - 100.0 100.0

(continued over page)
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Telstra Entity’s

Country of recorded amount of % of equity held by
Name of entity incorporation investment (#) immediate parent
As at 30 June As at 30 June

2012 2011 2012 2011
Controlled entities (continued) $m $m % %
* Telstra Holdings (Bermuda) No. 2 Limited. . . . . . . Bermuda - - 100.0 100.0
* CSL New World Mobility Limited . . . . . . . ... Bermuda - - 76.4 76.4
* New World PCS Holdings Limited. . . . . . . . Cayman Islands - - 100.0 100.0
*CSL Limited . . . ... ... .. ...... Hong Kong - - 100.0 100.0
* Hong Kong CSL Limited . . . . . . . .. Hong Kong - - 100.0 100.0
» Big Bang Holdings Limited . . . . . . .. Hong Kong - - 100.0 100.0
* One2Free PersonalCom Limited . . . . . Hong Kong - - 100.0 100.0
* Integrated Business Systems Limited Hong Kong - - 100.0 100.0
* New World PCS Limited . . . . . .. .. Hong Kong - - 100.0 100.0
* New World Mobility Limited. . . . . . . . Hong Kong - - 60.0 60.0
* New World 3G Limited . . . . . .. ... .. Hong Kong - - 100.0 100.0
* Telstra Holdings (Bermuda) No 1 Limited . . . . . . . Bermuda - - 100.0 100.0
* Telstra International HK Limited . . . . . . . . . . .. Hong Kong - - 100.0 100.0
eTelstradapanKK. . . . . . .. ... ... ...... Japan - - 100.0 100.0
* Telstra International Holdings No. 2 Limited (b) . . . . Bermuda - - 100.0 100.0
* Telstra Singapore PteLtd . . . . . . . .. ... ... Singapore - - 100.0 100.0
* Telstra Global Limited . . . . . . .. .. ... .. .. United Kingdom - - 100.0 100.0
* PT Telstra Nusantara . . . . ... ... ..... Indonesia - - 100.0 100.0
* Telstra Limited . . . . ... .. ... ....... United Kingdom - - 100.0 100.0
« Telstra (Cable Telecom) Limited. . . . . . . .. United Kingdom - - 100.0 100.0
*Telstra (PSINet) . . . . . ... ... .... United Kingdom - - 100.0 100.0
« Telstra (CTE) Limited . . . . . . ... ... .. United Kingdom - - 100.0 100.0
» Cable Telecommunications Limited . . . . . . . United Kingdom - - 100.0 100.0
* PSINet Datacentre UK Limited . . . . . . . .. United Kingdom - - 100.0 100.0
* Inteligen Communications Limited . . . . . . . United Kingdom - - 100.0 100.0
* PSINet Jersey Limited . . . .. ... ... .. Jersey - - 100.0 100.0
* PSINet Hosting Centre Limited . . . . . . . .. Jersey - - 100.0 100.0
» Cordoba Holdings Limited. . . . . ... .. .. Jersey - - 100.0 100.0
* London Hosting Centre Limited . . . . . . . . . Jersey - - 100.0 100.0
eTelstralnc . . . . . . .. .. ... ... ... United States - - 100.0 100.0
* Telstra India (Private) Limited (¢) . . . . . ... ... India - - 100.0 100.0
* Telstra International PNG Limited (f) . . . . . . . .. Papua New Guinea - - 100.0 -
* Telstra NZ Limited . . . . .. .. .. ... ...... New Zealand - - 100.0 100.0
* Telstra New Zealand Holdings Limited . . . . . . . . New Zealand - - 100.0 100.0
* Telstra Network Services NZ Limited . . . . . . . New Zealand - - 100.0 100.0
* TelstraClear Limited (i) . . . . .. ... ...... New Zealand - - 100.0 100.0
* CLEAR Communications Limited (i) . . . . . . New Zealand - - 100.0 100.0
* Telstra Telecommunications Private Ltd (c) . . . . . . India - - 74.0 74.0
Network Design and Construction Limited (a) . . . . . . . Australia 20 20 100.0 100.0
* NDC Global Holdings Pty Limited . . . . . ... ... Australia - - 100.0 100.0
* NDC Global Services Pty Limited . . . . . . ... .. Australia - - 100.0 100.0
Telstra Services Solutions Holdings Limited (a) . . . . . . Australia 313 313 100.0 100.0
SensisPtylLtd(a) . ... .. ... ... .. ....... Australia 851 851 100.0 100.0
* Location Navigation Pty Ltd . . . . . . . . ... ... Australia - - 100.0 100.0
* Life Events Media Pty Limited . . . . . . . ... ... Australia - - 100.0 100.0

(continued over page)
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Telstra Entity’s

Country of recorded amount of % of equity held by
Name of entity incorporation investment (#) immediate parent
As at 30 June As at 30 June

2012 2011 2012 2011
Controlled entities (continued) $m $m % %
» CitySearch AustraliaPtyLtd . . . . . .. ... ... Australia - - 100.0 100.0
* Sensis Holdings Pty Ltd(a) . . . . . . . . ... ... Australia - - 100.0 100.0
* Telstra Sensis (Beijing) Co. Limited (c)(e). . . . . . . China - - 100.0 100.0

Investment in controlled entities . . . . . . . . ... ...
Allowance for impairmentinvalue . . . . . . .. ... ..
Total investment in controlled entities . . . . . . . . . ..

(#) The amounts recorded are before any provision for reduction in value.
(a) ASIC deed of cross guarantee financial information

A deed of cross guarantee was entered into on 17 May 2010, as
defined in ASIC Class Order 98/1418 (Class Order). This deed
replaces the previous deed of cross guarantee entered into on 28
June 2006.

The following entities form part of the deed of cross guarantee:

» Telstra Corporation Limited;

» Telstra Multimedia Pty Limited;

» Telstra International (Aus) Limited;

* Telstra Pay TV Pty Ltd;

» Telstra Business Systems Pty Ltd;

* Telstra iVision Pty Limited;

» Telstra Communications Limited;

» Telstra Holdings Pty Ltd;

* Network Design and Construction Limited;

» Telstra Services Solutions Holdings Limited;
» Applications and Ventures Group Pty Limited;
+ Sensis Pty Ltd; and

» Sensis Holdings Pty Ltd.

Applications and Ventures Group Pty Limited was added via an
assumption deed on 12 December 2011.

Telstra Finance Limited is trustee of the closed group. However, it
is not a group entity under the Deed.

The relevant group entities under the deed:

+ formaclosed group and extended closed group as defined in the
ASIC Class Order 98/1418 (Class Order);

» do not have to prepare and lodge audited financial reports under
the Corporations Act 2001; and

» guarantee the payment in full of the debts of the other parties to
the deed in the event of their winding up.
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25. Investments in controlled entities (continued)

(a) ASIC deed of cross guarantee financial information (continued)

The consolidated income statement and statement of financial
position of the closed group is presented according to the Class
Order as follows. This excludes Telstra Finance Limited. All
significant transactions between members of the closed group have
been eliminated.

Closed group statement of financial position Closed group
As at 30 June
2012 2011
$m $m
Current assets
Cashand cash equivalents. . . . . . . . . . . . . . e 3,582 2,316
Trade and otherreceivables . . . . . . . . . . . . e 4,136 3,908
Inventories . . . . . . L L e e e 246 257
Derivative financial assets . . . . . . . . . . .. 32 83
Currenttaxreceivables. . . . . . . . . . . Lo 363 -
Prepayments . . . . . . . L e e e 211 222
Total current assets. . . . . . . . . . e 8,570 6,786
Non current assets
Trade and otherreceivables . . . . . . . . . . . . e 1,923 1,345
Inventories . . . . . . L e e 24 22
Investments - accounted for using the equity method . . . . . . . . .. ... ... 0. 10 -
Investments - other. . . . . . . . e 2,818 3,209
Property, plantand equipment . . . . . . .. L L 19,812 20,504
Intangible assets . . . . . . . L e 6,122 5,974
Derivative financial assets . . . . . . . . . . . .. 658 285
Non current tax receivables . . . . . . . . . . . e 80 382
Total non current assets . . . . . . . . . e e 31,447 31,721
Total assets . . . . . . . . . e 40,017 38,507
Current liabilities
Trade and other payables . . . . . . . . . . e 3,607 3,572
Provisions . . . . . . . L e 934 836
Borrowings . . . . . . e e e 4,044 2,969
Derivative financial liabilities . . . . . . . . . . . . . . 299 634
Currenttax payables . . . . . . . . . . e 675 370
Revenue received inadvance . . . . . . . . . . . L e e 1,103 929
Total current liabilities . . . . . . . . . . e 10,662 9,310
Non current liabilities
Otherpayables. . . . . . . . . . e 55 57
Provisions . . . . . . . L 257 234
Borrowings . . . . . . L e 11,951 12,167
Derivative financial liabilities . . . . . . . . . . . . 2,349 1,799
Deferred tax liabilities . . . . . . . . . . e 1,045 1,648
Defined benefit liability . . . . . . . . . . . 825 205
Revenue receivedinadvance . . . . . . . . . .. 469 298
Total non current liabilities . . . . . . . . . . . e 16,951 16,408
Total liabilities. . . . . . . . . . . .. 27,613 25,718
Netassets . . . . . . . . . e 12,404 12,789
Equity
Sharecapital . . . . . . . . . e e 5,635 5,610
Reserves . . . . . . e (84) (10)
Retained profits. . . . . . . . . e 6,853 7,189
Equity available to the closedgroup . . . . . . . . . . . . ... ... o 12,404 12,789
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(a) ASIC deed of cross guarantee financial information (continued)

Closed group income statement and retained profits reconciliation Closed group
Year ended 30 June
2012 2011
$m $m

Income

Revenue (excluding finance income). . . . . . . . . . L L 23,681 23,293

Otherincome. . . . . . . . . e e e e 114 127

23,795 23,420

Expenses

Labour . . . . e e 3,717 3,601

Goods and services purchased . . . . . . ... L e 5,392 5,332

Other eXpenses . . . . . . . . . e e e e 4,704 4,718

13,813 13,651

Share of net (profit) from jointly controlled and associated entites . . . . . . . ... ... ... ... ..

(1)

13,813 13,650

Earnings before interest, income tax expense, depreciation and amortisation (EBITDA) . . . . . . . . .. 9,982 9,770
Depreciation and amortisation . . . . . . . . .. L 4,007 4,156
Earnings before interest and income tax expense (EBIT) . . . . . . . .. . .. ... ... L. 5,975 5,614
Finance income . . . . . . . L e 205 191
Finance costs. . . . . . . . . L e 1,035 1,262
Netfinance costs. . . . . . . . . . . L e 830 1,071
Profit before income tax expense . . . . . . . . ... e 5,145 4,543
Income tax expense . . . . . . . L L e e e 1,488 1,306
Profit for the year available totheclosedgroup . . . . . . . . . ... .. ... ... ......... 3,657 3,237
Retained profits at the beginning of the financial year available to the closedgroup . . . . . . . .. . .. 7,189 7,303
Actuarial (gain)/loss on defined benefitplans . . . . . . . . ... .o L Lo (740) 178
Income tax on actuarial loss on defined benefitplans . . . . . .. ... ... ... ... ... ...... 222 (54)
Total available for distribution . . . . . . . . . . . . . ... 10,328 10,664
Dividends provided fororpaid . . . . . . . . . . . .. (3,475) (3,475)
Retained profits at the end of the financial year available to the closedgroup . . . . . . .. .. .. 6,853 7,189
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(b) Liquidations

At 30 June 2012, the following entities were in voluntary liquidation:

» Telecom Australia (Saudi) Company Limited; and
+ Telstra International Holdings No. 2 Limited.

(c) Controlled entities with different reporting dates

The following companies have reporting dates that differ from our
reporting date of 30 June for fiscal 2012:

* Telecom Australia (Saudi) Company Limited - 31 December;

+ Autohome Inc. and its controlled entities - 31 December;

+ Sequel Media Inc. and its controlled entities - 31 December;

+ Telstra Asia Holdings Limited and its controlled entities - 31
December;

+ Telstra Asia Limited - 31 December;

+ Telstra South East Asia Holdings Limited - 31 December;

» Telstra Asia Regional Holdings Limited - 31 December;

+ Telstra (Thailand) Ltd - 31 December;

» Telstra Network (Thailand) Ltd - 31 December;

* Thai Cyber Web Co Limited - 31 December;

» Telstra Philippines Holdings Limited and its controlled entities -
31 December;

+ Telstra Global Holdings Limited - 31 December;

» Reach Holdings Limited - 31 December;

* Reach Network India Private Limited - 31 March;

* Reach Data Services India Private Limited - 31 March;

» Beijing Australia Telecommunications Technical Consulting
Services Company Limited - 31 December;

+ Telstra India (Private) Limited - 31 March;

» Telstra Telecommunications Private Ltd - 31 March; and

+ Telstra Sensis (Beijing) Co Limited - 31 December.

Financial reports prepared as at 30 June are used for consolidation
purposes.

(d) Controlled entities in which our equity ownership is less than or
equal to 50%

We have no direct equity interest in the following entities within the
Autohome Inc. Group:

* Beijing Autohome Information Technology Co. Ltd; and
» Shanghai Youcheyoujia Advertising Co. Ltd.

The purpose of these entities is to hold the licenses and
approvals required to operate Autohome Inc.’s internet content
provision and advertising business respectively. Autohome Inc.
has the decision-making powers to control these entities.
Autohome Inc. is one of our controlled entities and therefore we
have consolidated the financial results, position and cash flows
of these entities into our Telstra Group financial report.

We have no direct equity interest in the following entities within the
Sequel Media Inc. Group:

* Beijing Haochen Domain Information Technology Co. Ltd;
« Lianhe Shangqing (Beijing) Advertisement Co. Ltd;

* Beijing POP Information Technology Co. Ltd; and

« Shijiazhuang Xinrong Advertising Co. Ltd.

In addition, our controlled entity Union Tough Advertisement
Limited has a 30% direct interest in Haocheng Shidai (Beijing)
Advertisement Co. Ltd.

The purpose of these entities is to hold the licenses and
approvals required to operate Sequel Media Inc.’s internet
content provision and advertising business respectively. Sequel
Media Inc. has the decision-making powers to control these
entities. Sequel Media Inc. is one of our controlled entities and
therefore we have consolidated the financial results, position
and cash flows of these entities into our Telstra Group financial
report.

We have no direct equity interest in the following entities within the
Octave Investments Holdings Limited Group:

* Beijing Xunjie Yingxiang Network Technology Company Ltd;

* Beijing Rui Xin Zai Xian System Technology Company Limited;

» Guangzhou Rui Yin Digital Technology Company Limited;

« Shijiazhuang Ruixin Yin Shang Digital Technology Company
Limited; and

* Wuhan Rui Yin Zai Xian Digital Technology Company Limited.

The purpose of these entities is to hold the licenses and
approvals required to operate Octave Investments Holdings
Limited’s internet content provision and mobile value added
services. Octave Investments Holdings Limited has the
decision-making powers to control these entities. Octave
Investments Holdings Limited is one of our controlled entities
and therefore we have consolidated the financial results,
position and cash flows of these entities into our Telstra Group
financial report.
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(d) Controlled entities in which our equity ownership is less than or
equal to 50% (continued)

We have effective control over the following entities through
economic dependency and contractual arrangements with the
maijority shareholders and have consolidated them into our group:

* Telstra (Thailand) Ltd;
* Incomgen Holdings Inc.; and
* Thai Cyber Web Co. Ltd.

We own 50% of the issued capital of Telecom Australia (Saudi)
Company Limited. We can exercise control over the Board of
Directors of this entity in perpetuity, and therefore we have
consolidated the financial results, position and cash flows of this
entity into our Telstra Group financial report. This entity is currently
in voluntary liquidation.

(e) Controlled entities not individually audited by Ernst & Young

Companies not audited by Ernst & Young, our Australian statutory
auditor.

(f) New incorporations and business combinations

A new controlled entity Telstra International PNG Limited was
registered on 1 November 2011.

Autohome (Hong Kong) Limited was incorporated on 16 March
2012 and is 100% owned by Cheerbright International Holdings
Limited.

The office of ITA Limited was registered on 10 May 2012. This entity
is not controlled by Telstra as it was setup for Telstra’s Structural
Separation Undertaking for the Independent Telecommunications
Adjudicator.

(g) Purchase of additional interest
On 12 March 2012, Telstra (Thailand) Ltd increased its ownership

in Telstra Network (Thailand) Ltd to 68% for a minimal
consideration.

On 17 May 2012, Telstra Holdings Pty Ltd acquired an additional
11% interest in Autohome Inc. for $37 million to take our ownership
interest to 66%.

(h) Sales and disposals

On 21 July 2011, we sold our 64.4% shareholding in Adstream
(Aust) Pty Ltd for a total consideration of $24 million.

On 21 October 2011, our controlled entity Octave Investments

Holdings Limited sold its ChinaM business for a total consideration
of $5 million.
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On 27 March 2012, our controlled entity Telstra Robin Holdings Ltd
sold its 67% shareholding in Dotad Media Holdings Ltd (LMobile) for
a total consideration of $3 million.

(i) Non current assets held for sale

The carrying value of the assets and liabilities of TelstraClear
Limited and its controlled entity CLEAR Communications Limited
have been classified as held for sale at 30 June 2012. Please refer
to note 12 and note 31 for further details.
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26. Investments in jointly controlled and associated entities

Telstra Group
As at 30 June

2012 2011
$m $m
Investments in jointly controlled entities
Investments in jointly controlled entities . . . . . . . . ..o 2 2
Allowance for impairmentinvalue . . . . . . . . . .. - -
Carrying amount of investments in jointly controlled entities. . . . . . . . . .. ... ... ... ....... 2 2
Investments in associated entities
Investments in associated entities . . . . . . .. L 34 24
Allowance forimpairmentinvalue . . . . . . . . . . . L e e (24) (24)
Carrying amount of investments in associated entities. . . . . . . . . .. ... ... oo L. 10 -
12 2
Our investments in jointly controlled and associated entities are listed below:
Name of Entity Principal activities Ownership interest
As at 30 June
2012 2011
% %
Jointly controlled entities
FOXTEL Partnership (f)(g) Pay television 50.0 50.0
FOXTEL Television Partnership (f)(g) Pay television 50.0 50.0
Customer Services Pty Limited (f)(g) Customer service 50.0 50.0
FOXTEL Management Pty Ltd (f)(g) Management services 50.0 50.0
FOXTEL Cable Television Pty Ltd (a)(f)(g) Pay television 80.0 80.0
Reach Ltd (incorporated in Bermuda) (d)(f)(g) International connectivity services 50.0 50.0
TNAS Limited (incorporated in New Zealand)
(d)(f)(Q) Toll free number portability in New Zealand 33.3 33.3
3GIS Pty Ltd (d)(f) Management services 50.0 50.0
3GIS Partnership (d)(f) 3G network services 50.0 50.0
Bridge Mobile Pte Ltd
(incorporated in Singapore) (d)(f) Regional roaming provider 10.0 10.0
Associated entities
Australia-Japan Cable Holdings Limited
(incorporated in Bermuda) (d)(f)(g) Network cable provider 46.9 46.9
Telstra Super Pty Ltd (a)(g) Superannuation trustee 100.0 100.0
Telstra Foundation Ltd (a) Charitable trustee organisation 100.0 100.0
Mandoe Pty Ltd (b)(f) Signage software provider 25.0 -
IPscape Pty Ltd (b)(f) Cloud based call centre solution 31.3 -
Dimmi Pty Ltd (b)(f) Online restaurant reservation 23.4 -

Unless otherwise noted, all investments have a reporting date of 30
June, are incorporated in Australia and our voting power is the same
as our ownership interest.

(*) The Telstra Group carrying amounts are calculated using the
equity method of accounting.
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(a) Jointly controlled and associated entities in which we own more
than 50% equity

+ we own 80% of the equity of FOXTEL Cable Television Pty Ltd.
This entity is disclosed as a jointly controlled entity as the other
equity shareholders have participating rights that prevent us from
dominating the decision-making of the Board of Directors.
Effective voting power is restricted to 50% and we have joint
control.

+ we own 100% of the equity of Telstra Super Pty Ltd, the trustee
for the Telstra Superannuation Scheme (Telstra Super). We do
not consolidate Telstra Super Pty Ltd as we do not control the
Board of Directors. We have equal representation with
employee representatives on the Board. Our voting power is
limited to 44%, which is equivalent to our representation on the
Board. The entity is therefore classified as an associated entity
as we have significant influence over it.

* we own 100% of the equity of Telstra Foundation Ltd (TFL). TFL
is limited by guarantee (guaranteed to $100) with Telstra
Corporation Limited being the sole member. We did not
contribute any equity to TFL on incorporation. TFL is the trustee
of the Telstra Community Development Fund and manager of
the Telstra Kids Fund. We do not consolidate TFL as we do not
control the Board. Our voting power on the Board is limited to
38%, which is equivalent to our representation on the Board.

(b) Other changes in jointly controlled and associated entities

In fiscal 2012 we acquired interests in the following associated
entities for a total consideration of $10 million:

* Dimmi Pty Ltd;

* IPscape Pty Ltd; and

* Mandoe Pty Ltd.

(c) Dividends received

No dividends were received during the year (2011: $1 million

received from Keycorp Limited which was disposed of in fiscal
2011).
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(d) Jointly controlled and associated entities with different reporting
dates

The following jointly controlled and associated entities have
different reporting dates to our reporting date of 30 June for fiscal
2012:

* Reach Ltd - 31 December;

* TNAS Limited - 31 March;

» 3GIS Pty Ltd - 31 December;

» 3GIS Partnership - 31 December;

» Bridge Mobile Pte Ltd - 31 March; and

» Australia-Japan Cable Holdings Limited - 31 December.

Financial reports prepared as at 30 June are used for equity
accounting purposes. Our ownership interest in jointly controlled
and associated entities with different reporting dates is the same at
that reporting date as at 30 June unless otherwise noted.

(e) Share of net profits

In fiscal 2012 there were minimal (2011: $1 million) share of profits
from jointly controlled and associated entities.
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(f) Other disclosures for jointly controlled and associated entities

The movements in the consolidated equity accounted amount of our

jointly controlled and associated entities are summarised as follows:

Jointly controlled
entities
Telstra Group

Associated entities
Telstra Group

Year ended/As at

Year ended/As at

30 June 30 June
2012 2011 2012 2011

$m $m $m $m
Carrying amount of investments at beginningofyear. . . . . . . ... ... 2 2 - 15
Additional investments made duringtheyear . . . . . ... .. ... ... ... - - 10 -

2 2 10 15

Share of net profits fortheyear . . . . . . .. ... ... ... ... ... - - - 1
Dividendsreceived. . . . . . . . . . . ... - - - (1)
Sale, transfers and reductions of investments duringtheyear. . . . . . . .. .. - - - (15)
Carrying amount of investments atend ofyear . . . . . . . ... ... ... 2 2 10 -
Our share of contingent liabilities of jointly controlled and associated entities. . . 9 9 - -
Our share of capital commitments contracted for by our jointly controlled
and associated entities. . . . . .. ... Lo 9 3 1 -

Other commitments

Our jointly controlled entity, FOXTEL, has other commitments
amounting to approximately $4,045 million (2011: $4,152 million).
The majority of our 50% share of these commitments relate to
minimum subscriber guarantees (MSG) for pay television
programming agreements. These agreements are for periods of
between 1 and 25 years and are based on current prices and costs
under agreements entered into between the FOXTEL Partnership
and various other parties. These minimum subscriber payments
fluctuate in accordance with price escalation, as well as foreign
currency movements. In addition to our MSG, FOXTEL has other
commitments including obligations for satellite transponder costs
and digital set top box units.

Our jointly controlled entity, 3GIS Partnership, has other
commitments amounting to $192 million (2011: $182 million). The
majority of our 50% share of these commitments relate to property
leases. These leases are for periods of between 1 and 10 years and
are based on future property payments under agreements entered
into between the 3GIS Partnership and various other parties.

Under the Telstra Network Access Contract dated 6 December
2004, we are charged a 3G Network Access Charge that includes
our 50% share of the partnership’s operational expenditure. As we
are obligated through this agreement to fund our share of the
partnership’s operating expenditure we are also responsible for our
share of its expenditure commitments.

On 21 October 2010, we agreed to conclude our 3GIS Partnership
with Vodafone Hutchison Australia on 31 August 2012. When the
agreement concludes, our property lease commitments will
continue as both parties will be assigned their share of leases.
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(f) Other disclosures for jointly controlled and associated entities
(continued)

Summarised presentation of all of our jointly controlled and
associated entities’ assets, liabilities, revenue and expense items
(including jointly controlled and associated entities where equity
accounting has been suspended):

Jointly controlled

entities Associated entities
Telstra Group (#) Telstra Group
Year ended/As at Year ended/As at
30 June 30 June
2012 2011 2012 2011

$m $m $m $m
Currentassets . . . . . . . . . 450 378 27 49
Noncurrentassets . . . . . . . . . . . . .. 3,405 1,027 176 175
Totalassets . . . . . . . . . . . ..o 3,855 1,405 203 224
Current liabilities . . . . . . . . .. .. 765 589 15 47
Non current liabilities . . . . . . . . . . . .. 3,544 1,207 327 334
Total liabilities. . . . . . . . . ... ... .. 4,309 1,796 342 381
Net liabilities. . . . . . . . . . . . ... (454) (391) (139) (157)
Totalincome . . . . . . . . . e 4,808 4,910 54 51
Totalexpenses . . . . . . . . .. 4,635 4,633 31 36
Profit before income taxexpense . . . . . . .. ... ... 173 277 23 15
Income tax expense/(benefit) . . . . .. ... ... 0oL 4 - 1 (2)
Profitfortheyear. . . . . . . . . .. ... ... 169 277 22 17
Summarised presentation of our share of all our jointly controlled and
associated entities' revenue and expense items (including jointly controlled
and associated entities where equity accounting has been suspended):
Totalincome . . . . . . . .. e 2,953 2,974 25 24
Totalexpenses . . . . . . . . . e 2,868 2,833 14 17
Profit before income taxexpense . . . . . . . ... ... ... ... 85 141 1 7
Income tax expense/(benefit) . . . . . ... ... oL 2 - - (1)
Profitfortheyear. . . . . . . . . .. .. .. ..o 83 141 1 8

(#) Assets and liabilities include the acquisition of AUSTAR by the
FOXTEL Partnership accounted for on a provisional basis.
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(g) Suspension of equity accounting

Our unrecognised share of (profits)/losses for the period and
cumulatively, for our entities where equity accounting has ceased
and the investment is recorded at zero due to losses made by these
entities and/or reductions in the equity accounted carrying amount,
is shown below:

Telstra Group

Year ended 30 June

Period Cumulative Period  Cumulative
2012 2012 2011 2011
$m $m $m $m

Jointly controlled entities
FOXTEL (*). . . . . o o o e e 28 160 (20) 132
ReachLtd . . . . . . . . . . . ... ... 1 560 (37) 559

Associated entities

Australia-Japan Cable Holdings Limited . . . . . . . . ... ... ... (11) 137 (8) 148
18 857 (65) 839

Equity accounting has also been suspended for the following jointly
controlled and associated entities:

* TNAS Limited; and
» Telstra Super Pty Ltd.

There are no significant unrecognised profits/losses in these
entities.

(*) FOXTEL includes FOXTEL Partnership and their controlled
entities, FOXTEL Television Partnership, Customer Services Pty
Limited, FOXTEL Management Pty Limited and FOXTEL Cable
Television Pty Ltd.

A $108 million distribution was received from FOXTEL during the
year (2011: $70 million). This has been recorded as revenue in the
income statement and has decreased our cumulative share of
unrecognised losses in FOXTEL to $160 million after taking into
account Telstra’s share of FOXTEL'’s profit for the year of $85
million and other adjustments of $5 million.
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The Company has a number of employee share plans that are

available for Directors, executives and employees. These include

those conducted through the:

+ Telstra Growthshare Trust; and

» Telstra Employee Share Ownership Plan Trusts (TESOP99 and
TESOP97).

The nature of each plan, details of plan holdings, movements in
holdings, and other relevant information is disclosed below.

Telstra Growthshare Trust

The Telstra Growthshare Trust commenced in fiscal 2000. Under
the trust, Telstra operates a number of different equity plans,
including:

» short term incentive plans;

* long term incentive plans;

+ Directshare and Ownshare plans; and

» other equity plans.

The trustee for the trust is Telstra Growthshare Pty Ltd. This
company is 100% owned by Telstra. Funding is provided to the
Telstra Growthshare Trust to purchase Telstra shares on market to
underpin the equity instruments issued.

In fiscal 2012, we recorded an expense of $19 million for our share
based payment plans operated by the Telstra Growthshare Trust
(2011: $12 million). As at 30 June 2012, we had an estimated total
expense yet to be recognised of $36 million (2011: $27 million),
which is expected to be recognised over a weighted average of 1.5
years (2011: 1.8 years).

(a) Short term incentive (STI) plans

The purpose of the STl is to link key executives’ rewards to
individual key performance indicators and to Telstra's financial
performance. The STl is delivered in cash and incentive shares
and the executive is paid an annual STI only when the threshold
targets are met or exceeded.

(i) Description of equity instruments

Deferred Incentive shares for the Chief Executive Officer (CEO) and
other senior executives (fiscal 2012 and fiscal 2011)

For fiscal 2012 and fiscal 2011, the Board approved 25% of the
CEO and other senior executives’ short term incentive to be
allocated as deferred incentive shares. The effective allocation date
is 17 August 2012 and 19 August 2011 respectively. These shares
vest in equal parts over one and two years on the anniversary of
their effective allocation date, subject to the CEO or a senior
executive’s continued employment with any entity that forms part of
the Telstra Group. However, the CEO or a senior executive may
retain the shares if they cease employment because of death, total
and permanent disablement or redundancy (in each case subject to
applicable law relating to the provision of benefits).
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Applicable only to allocations from August 2012, deferred incentive
shares may also be retained if the CEO or a senior executive
ceases employment due to retirement, where that retirement is 6
months after the actual allocation date. The CEO and senior
executives are able to vote and receive dividends as and from the
allocation date. Performance hurdles applied in determining the
number of deferred incentive shares allocated and therefore vesting
of the deferred incentive shares are not subject to any additional
performance hurdles.

Due to the Structural Separation Undertaking (SSU) arising from the
NBN transaction, the GMD of Telstra Wholesale is prohibited from
participating in the fiscal 2012 LTI plan. As a result, an alternative
remuneration arrangement has been provided, which is a share
based deferred incentive plan based on the same performance
measures as his fiscal 2012 STI plan.

Deferred Incentive shares for other executives (fiscal 2012)

As part of a review on the market positioning of management
positions, Telstra elected to remove management positions (other
than senior executives) that were participating in LTI plans from any
future LTI allocations. This change was effective 1 July 2011.
Replacing the LTI plan is a share based deferral plan which requires
management roles to defer 25% of the actual STI payment they
receive into Telstra shares for a period of three years.

For fiscal 2012, the Board approved 25% of management'’s short
term incentive to be allocated as deferred incentive shares. The
effective allocation date will be 16 August 2012. These shares vest
on the three year anniversary of their allocation date, subject to the
executive’s continued employment with any entity that forms part of
the Telstra Group. However, the executive may retain the shares if
they cease employment because of death, total and permanent
disablement or redundancy (in each case subject to applicable law
relating to the provision of benefits). Applicable only to allocations
from August 2012, deferred incentive shares may also be retained
if the executive ceases employment due to retirement or expiry of a
fixed term contract where that retirement or fixed term expiry is 6
months after the actual allocation date. The executive is able to
vote and receive dividends as and from the allocation date.
Performance hurdles are applied in determining the number of
deferred incentive shares allocated and therefore vesting of the
deferred incentive share is not subject to any other performance
hurdles.

Incentive shares (fiscal 2008 and 2007):

In relation to fiscal 2008 and 2007 allocations of incentive shares,
the incentive shares vested immediately, and the executive is able
to use the incentive shares to vote and receive dividends from the
vesting date. However, the executive is restricted from dealing with
the vested incentive shares until after they are released from the
restriction period.



Notes to the Financial Statements (continued)

Telstra Corporation Limited and controlled entities

27. Employee share plans (continued)

Telstra Growthshare Trust (continued)
(a) Short term incentive (STI) plans (continued)
Vested incentive shares are released from trust on the earliest of:

+ five years from the date of effective allocation;

* when the minimum level of executive shareholding has been
achieved and the Board approves removal of the five year
restriction period;

* upon the ceasing of employment by the executive; or

+ adate the Board determines (in response to an actual or likely
change of control).

Once the vested incentive shares are released from trust, they will
be transferred to the executive.

(i) Summary of movements and other information
Allocations of Telstra’s shares have been made in the form of

incentive and deferred incentive shares under our STI plans and
are detailed in the following table:

Incentive shares
(*)
Weighted
average fair
Number value (*)

Outstanding as at 30 June 2010 . . . 1,172,308 $4.36
Forfeited . . . . . . .. .. ... ... (68) $4.77
Exercised. . . . . .. ... ... ... (191,749) $4.42
Outstanding as at 30 June 2011 . . . 980,491 $4.35
Granted. . . . ... .......... 893,678 $3.11
Forfeited . . . . . . .. .. ... ... (206,734) $3.11
Exercised. . . . . ... .. ... ... (416,965) $4.35
Outstanding as at 30 June 2012 (#) . 1,250,470 $3.67

Exercisable as at 30 June 2012 . . . - -

(") Incentive shares includes both incentive shares and deferred
incentive shares. The weighted average share price for incentive
shares exercised during the financial year was $3.11 (2011: $2.84).

(*) The fair value of incentive shares and deferred incentive shares
for the CEO and other senior executives granted is based on the
market value of Telstra shares on allocation date. The fair value of
deferred incentive shares for executives (other than the CEO and
other senior executives), is based on the market value of Telstra
shares on grant date.

(#) The number outstanding includes incentives shares and
deferred incentive shares that are subject to a restriction period.
These amount to 1,250,470 as at 30 June 2012.
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Telstra Growthshare Trust (continued) Performance of the LTI plans is measured with respect to the
relevant performance period and subject to subsequent verification,
(b) Long term incentive (LTI) plans ratification and sign off by the Remuneration Committee and

approval by the Board.
The purpose of LTI plans is to align key executives’ rewards with

shareholders’ interests, and reward performance improvement (i) Outstanding equity based instruments

whilst supporting business plans and corporate strategies. The

Telstra Growthshare Trust Board administers the plans, and the Allocations have been made over a number of years in the form of
Remuneration Committee and the Telstra Board determine who is performance rights, restricted shares and options under our LTI
invited to participate in these plans. plans. These represent a right to acquire a share in Telstra. Further

information regarding each type of LTI plan that was outstanding
during the year are detailed in the following table:

Performance Exercise
Allocation date period price Expiry date
from to

Growthshare 2002 - Sept 2001 allocation
TSRoptions . . . . ... ... ....... 6 Sept 2001 6 Sept 2004 6 Sept 2006 $4.90 6 Sept 2011
Growthshare 2006 - Feb 2006 allocation

$1 per parcel

RG & NT performancerights. . . . . . . .. 19 Aug 2005 1Jul 2005 30 Jun 2010 exercised 19 Aug 2012
$1 per parcel

ROl performance rights . . . . . ... ... 19 Aug 2005 1 Jul 2005 30 Jun 2008 exercised 19 Aug 2012
Growthshare 2008

ESOPoptions . . . . . ... ... .. ... 17 Aug 2007 n/a n/a $4.34 17 Aug 2012
ROloptions. . . . ... ... ... ..... 17 Aug 2007 1Jul 2008 30 Jun 2011 $4.34 30 Jun 2013
Growthshare 2009

ESOPoptions . . . .. ... ... ..... 21 Aug 2008 n/a n/a $4.36 21 Aug 2013
USESOPoptions . . . ... ... ..... 21 Aug 2008 n/a n/a $4.25 21 Aug 2013
RTSRoptions . . . .. .. .. ... .. .. 21 Aug 2008 1Jul 2008 30 Jun 2012 $4.36 30 Jun 2014
ROl restricted shares. . . . . ... ... .. 21 Aug 2008 1Jul 2009 30 Jun 2012 nil 21 Aug 2014
Growthshare 2010

ESRP performancerights . . . . . ... .. 21 Aug 2009 n/a n/a nil 21 Aug 2012
RTSRrestricted shares . . . .. ... ... 21 Aug 2009 1Jul 2009 30 Jun 2012 nil 21 Aug 2013
FCF ROl restricted shares . . . . . . . . .. 21 Aug 2009 1Jul 2009 30 Jun 2012 nil 21 Aug 2013
Growthshare 2011

ESRP performancerights . . . . . ... .. 20 Aug 2010 n/a n/a nil 20 Aug 2013
RTSRrestricted shares . . . . . . ... .. 20 Aug 2010 1Jul2010 30 Jun 2013 nil 20 Aug 2014
FCF ROl restricted shares . . . . . . .. .. 20 Aug 2010 1Jul 2010 30 Jun 2013 nil 20 Aug 2014
Growthshare 2012

ESP restrictedshares . . . . .. ... ... 19 Apr 2012 n/a n/a nil 19 Apr 2015
RTSR restricted shares . . . .. ... ... 19 Aug 2011 1Jul 2011 30 Jun 2014 nil 19 Aug 2015
FCF ROl restricted shares . . . . . . .. .. 19 Aug 2011 1Jul 2011 30 Jun 2014 nil 19 Aug 2015

Refer to section (b)(ii) for a description of the above equity
instruments.
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Telstra Growthshare Trust (continued)
(b) Long term incentive (LTI) plans (continued)
(i) Outstanding equity based instruments (continued)

In relation to these executive LTI plans, the Board may, in its
discretion, reset the hurdles governing the fiscal 2012, fiscal 2011,
fiscal 2010 and fiscal 2009 equity instruments to make them
consistent with the changed circumstances resulting from the
occurrence of factors including:

* a material change in the strategic business plan;

* aregulatory change; or

 a significant out-of-plan business development (this could
include a major acquisition outside the current business plan,
resulting in a significant change to the business of Telstra or the
Telstra Group, that means that (in the reasonable opinion of the
Board) the targets for that class of equity instruments are no
longer appropriate).

In fiscal 2012, the Board did not reset the hurdles governing the
equity instruments issued in fiscal 2012, fiscal 2011, fiscal 2010 or
fiscal 2009.

(ii) Description of equity instruments
Restricted shares
Executive LTI restricted shares

In respect of restricted shares, an executive has no legal or
beneficial interest in the underlying shares, no entitlement to
dividends received from the shares and no voting rights in relation
to the shares until the restricted shares vest. In relation to restricted
shares issued in fiscal 2012, fiscal 2011, fiscal 2010 and fiscal 2009,
if the performance hurdle is satisfied during the applicable
performance period, a specified number of restricted shares, as
determined in accordance with the trust deed and terms of issue,
will vest and become restricted trust shares.

Although the trustee holds the restricted trust shares in trust, the
executive will retain beneficial interest (dividends, voting rights,
bonuses and rights issues) in the shares until they are transferred
to them or sold on their behalf at expiration of the restriction period
(unless forfeited).

A description of each restricted share that existed in fiscal 2012 is
set out below:

+ return on investment (ROI) restricted shares - the performance
hurdle for these shares is based on an increase in the earnings
before interest and tax for Telstra divided by the average
investment;

 relative total shareholder return (RTSR) restricted shares - the
performance hurdle for these shares is based on growth in

Telstra's total shareholder return relative to the growth in total
shareholder return of the companies in the peer group; and

» free cashflow return on investment (FCF ROI) restricted shares
- the performance hurdle for these shares is based on Telstra’s
annual free cashflow (less finance costs) over the performance
period divided by the average investment over the performance
period.

Employee Share Plan restricted shares 2012

Restricted shares provided under the employee share plan (ESP) in
fiscal 2012 were allocated at no cost to certain eligible employees
(excluding executives). The shares are held by the Trustee on
behalf of employees until the restriction period ends. During the
restriction period employees may direct the Trustee to vote on their
behalf and receive dividends on the shares. The shares are
released from trust on the earlier of 3 years from the date of
allocation or the date the participating employee ceases relevant
employment.

Options

An employee or executive is not entitled to Telstra shares unless the
options initially vest (subject to the achievement of the relevant
performance hurdles) and then are exercised. This means that the
employee or executive cannot use options to vote or receive
dividends until they have vested and been exercised. If the
performance hurdles are satisfied in the applicable performance
period, options must be exercised at any time before the expiry
date, otherwise they will lapse. Once the options are exercised and
the exercise price paid, Telstra shares will be transferred to the
eligible employee or executive.

A description of each type of option that existed in fiscal 2012 is set
out below:

Employee options:

» ESOP options - the performance hurdle for these options is
based on the completion of three years continuous service by the
participant (and once granted are not subject to any performance
conditions); and

» US ESOP options - the performance hurdle for these options is
based on the completion of three years continuous service by the
participant (and once granted are not subject to any performance
conditions).

Executive LTI options:
 relative total shareholder return options (RTSR options) - the
performance hurdle for these options is based on growth in

Telstra's total shareholder return relative to the growth in total
shareholder return of the companies in the peer group;
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+ total shareholder return options (TSR options) - the performance
hurdle for these options is based on growth in Telstra's total
shareholder return; and

» return on investment options (ROI options) - the performance
hurdle for these options is based on an increase in the earnings
before interest and tax for Telstra relative to the average
investment.

Performance rights

In respect of performance rights allocated prior to fiscal 2010, an
executive or an employee has no legal or beneficial interest in the
underlying shares, no entitlement to dividends received from the
shares and no voting rights in relation to the shares until the
performance rights vest. If the performance hurdle is satisfied
during the applicable performance period, a specified number of
performance rights, as determined in accordance with the trust
deed and terms of issue, will become vested performance rights.

The exercise price for the vested performance rights allocated to
executives prior to fiscal 2010 is $1 in total for all of the performance
rights exercised on a particular day.

For employee share rights plan (ESRP) performance rights
allocated in fiscal 2011 and fiscal 2010, there is no exercise price
payable. Once the performance rights have vested, the rights will be
automatically exercised and Telstra shares will be transferred to the
employee. Until this time, the employee cannot use the
performance rights (or vested performance rights) to vote or receive
dividends.

A description of each type of performance right that existed in fiscal
2012 is set out below:

Employee performance rights (fiscal 2011 and fiscal 2010):

» employee share rights plan (ESRP) performance rights - the
performance hurdle for these rights is based on the completion
of three years continuous service by the participant (and once
granted are not subject to any performance conditions).

Executive LTI performance rights:

» revenue growth (RG) performance rights - the performance
hurdle for these rights is based on increases in Telstra’s
revenue; and

» network transformation (NT) performance rights - the
performance hurdle for these rights is based on completion of
certain elements in Telstra’s network transformation program.
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(iii) Performance hurdles
Restricted Shares

Details of the relevant performance hurdles in relation to restricted
shares, are set out below:

Relative Total Shareholder Return (RTSR) restricted shares (fiscal
2012, fiscal 2011 and fiscal 2010)

For fiscal 2012, fiscal 2011 and fiscal 2010 RTSR restricted shares,
the single performance period is the three year period ending on 30
June 2014, 30 June 2013 and 30 June 2012 respectively.

If Telstra achieves a result placing it in at least the 50th percentile
for the performance period, then:

» the number of RTSR restricted shares that vest for that
performance period is scaled proportionately from the 50th
percentile (at which 25% of the allocation vests) to the 75th
percentile (at which 100% of the allocation vests); and

* any restricted shares that do not vest will lapse.

If Telstra does not reach the 50th percentile, all of these RTSR
restricted shares will lapse.

Any RTSR restricted shares that vest become restricted trust
shares and are held by the Trustee until the restriction period ends
(4 years after the effective allocation date of the restricted shares).

Free Cashflow Return on Investment (FCF ROI) restricted shares
(fiscal 2012, fiscal 2011 and fiscal 2010)

For fiscal 2012, fiscal 2011 and fiscal 2010 FCF ROI restricted
shares, the single performance period is the three year period
ending on 30 June 2014, 30 June 2013 and 30 June 2012
respectively.

The number of FCF ROl restricted shares that will vest is calculated
as follows:

» if the threshold target is achieved, then 50% of the allocation of
FCF ROl restricted shares will vest;

« if the result achieved is between the threshold and stretch
targets, then the number of FCF ROI restricted shares that will
vest is scaled proportionately between 50% and 100%; and

» if the stretch target is achieved or exceeded, then 100% of the
FCF ROI restricted shares will vest.

If the threshold target is not achieved, all of these FCF ROI
restricted shares will lapse.

Any FCF ROl restricted shares that vest become restricted trust
shares and are held by the Trustee until the end of the restriction
period (4 years after the effective allocation date of the restricted
shares).
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Return on Investment (ROI) restricted shares (fiscal 2009)

For ROI restricted shares, there are three performance periods as
follows:

» First performance period - 1 July 2009 to 30 June 2010;
» Second performance period - 1 July 2010 to 30 June 2011; and
* Third performance period - 1 July 2011 to 30 June 2012.

For each of the performance periods, the number of restricted
shares that will vest is calculated as follows:

+ if the threshold target is achieved, then 50% of the allocation of
restricted shares for that period will vest;

 ifthe result achieved is between the threshold and stretch target,
then the number of restricted shares for that period that will vest
is scaled proportionately between 50% and 100%; and

« if the stretch target is achieved or exceeded, then 100% of the
restricted shares for that period will vest.

Any of these restricted shares that vest become restricted trust
shares. Any restricted shares which do not vest in their respective
performance periods will lapse.

Employee Share Plan (ESP) restricted shares (fiscal 2012)

As part of the fiscal 2012 employee share plan, certain eligible
employees were provided restricted shares. There are no
performance hurdles for these restricted shares.

Options

Details of the relevant performance hurdles in relation to options are
set out below:

ESOP options and US ESOP options (fiscal 2009 (ESOP and US
ESOP) and 2008 (ESOP only))

As part of the employee share option plan, certain eligible
employees were provided options that vest upon completing certain
employment requirements. If an eligible employee continues to be
employed by an entity that forms part of the Telstra Group three
years after the effective allocation date of the options (and in certain
other circumstances), the options will vest. These options are not
subject to any additional performance hurdles.

Relative Total Shareholder Return (RTSR) options (fiscal 2009)

For RTSR options, the applicable performance hurdle is based on
comparing the TSR growth of Telstra against other companies in
the peer group. Telstra is then given a score to determine its rank in
comparison to the peer group. The RTSR options vest only if Telstra
achieves a rank of at least the 50th percentile.

The Board has the discretion to amend the members in the peer
group, as well as make necessary adjustments to the calculation of
the TSR amount, TSR growth or rank.

For RTSR options, there are three performance periods as follows:

» First performance period - 1 July 2008 to 30 June 2010;
» Second performance period - 1 July 2008 to 30 June 2011; and
* Third performance period - 1 July 2008 to 30 June 2012.

The result for each performance period is separately measured. If
Telstra achieves a rank greater than or equal to the 50th percentile
for the performance period, then:

» the number of TSR options that will vest for that performance
period is scaled proportionately from the 50th percentile (at
which 25% of the allocation becomes exercisable) to the 75th
percentile (at which 100% of the allocation becomes
exercisable); and

* 25% of any unvested options for that performance period will
lapse.

If Telstra achieves a rank of less than the 50th percentile for the
performance period, then none of the options allocated for that
performance period will vest and 25% of the options will lapse.

In addition, for the third performance period, if Telstra's rank meets
or exceeds:

» both the 50th percentile and the rank achieved in the first
performance period, the remaining unvested options from the
first performance period will vest; and/or

» both the 50th percentile and the rank achieved in the second
performance period, the remaining unvested options from the
second performance period will vest.

The number of additional unvested options which may vest is also
determined by using a linear scale.

If Telstra achieves a rank of less than the 50th percentile for the third
performance period, then no options will vest for the third
performance period. Furthermore, any remaining unvested options
which do not vest or lapse following the third performance period will
lapse following the end of the third performance period.
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Return on Investment (ROI) options (fiscal 2008)

The ROI hurdle has been measured over the following three
performance periods:

» First performance period - 1 July 2008 to 30 June 2009;
» Second performance period - 1 July 2009 to 30 June 2010; and
* Third performance period - 1 July 2010 to 30 June 2011.

For each of the performance periods, the number of options that will
vest is calculated as follows:

+ if the threshold target is achieved in the applicable performance
period, then 50% of the allocation of options will vest;

+ if the result achieved is between the threshold and stretch
targets, then the number of vested options is scaled
proportionately between 50% and 100%; and

« if the stretch target is achieved, then 100% of the options will
vest.

The maximum number of options that can vest in a performance
period is limited to the initial number allocated, less any options that
may have lapsed.

Performance rights

Details of the relevant performance hurdles in relation to
performance rights are set out below:

Employee Share Rights Plan (ESRP) performance rights (fiscal
2011 and fiscal 2010)

As part of the employee share rights plan, certain eligible
employees were provided performance rights that vest upon
completing certain employment requirements. If an eligible
employee continues to be employed by an entity that forms part of
the Telstra Group three years after the effective allocation date of
the performance rights (and in certain other circumstances), the
performance rights will vest. These performance rights are not
subject to any additional performance hurdles.

110



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

27. Employee share plans (continued)

Telstra Growthshare Trust (continued)
(b) Long term incentive (LTI) plans (continued)

(iv) Summary of movements and other information

Number of equity instruments

Exercisable
Outstanding Outstanding at
at at 30 June

30 June 2011 Granted Forfeited (*) Exercised Expired (*) 30 June 2012 2012
Growthshare 2002 - Sept 2001 allocation

TSRoptions . . .. ... ...... 8,337,000 - (8,337,000) - - - -
Growthshare 2006 - Feb 2006 allocation

RG performance rights (#) . . . . . . 57,462 - - (16,945) - 40,517 40,517
NT performance rights (#) . . . . . . 22,823 - - (4,510) - 18,313 18,313
Growthshare 2008

ESOPoptions . . . ... ... ... 11,274,721 - (1,141,576) - - 10,133,145 10,133,145
ROl options. . . . . ... ... ... 4,491,914 - (1,154,752) - - 3,337,162 3,337,162
Growthshare 2009

ESOPoptions . . . ... ... ... 12,576,618 - (923,072) - - 11,653,546 11,653,546
USESOPoptions . . . ... .. .. 45,000 - (9,000) - - 36,000 36,000
RTSRoptions . . . ... ... ... 11,080,943 - (1,530,652) - (5,242,121) 4,308,170 -
ROl restricted shares. . . . . . . .. 1,663,709 - (213,440) - (1,450,269) - -
Growthshare 2010

ESRP performance rights . . . . . . 1,696,020 - (86,327) (54,048) - 1,555,645 -
RTSR restricted shares . . . . . .. 5,661,481 - (994,023) - (818,741) 3,848,717 -
FCF ROl restricted shares . . . . . . 5,661,481 - (994,023) - (2,320,679) 2,346,779 -
Growthshare 2011

ESRP performance rights . . . . . . 1,158,901 - (82,516) - - 1,076,385 -
RTSR restricted shares . . . . . .. 6,858,590 - (1,219,352) - - 5,639,238 -
FCF ROl restricted shares . . . . . . 6,858,590 - (1,219,352) - - 5,639,238 -
Growthshare 2012

ESP restricted shares . . . . . . .. - 2,375,300 - (16,600) - 2,358,700 -
RTSR restricted shares . . . . . . . - 3,019,272 (270,005) - - 2,749,267 -
FCF ROl restricted shares . . . . . . - 3,019,272 (270,005) - - 2,749,267 -

(*) Forfeited refers to either instruments that lapsed on cessation of
employment or the instrument lapsing unexercised.

(") Expired refers to the performance hurdle not being met.

(#) The performance rights outstanding and exercisable at 30 June
2012 are those performance rights that satisfied the RG and NT
performance hurdles for the final performance period. The
Growthshare 2006 plan reached its final testing point as at 30 June
2010.
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(b) Long term incentive (LTI) plans (continued)

(iv) Summary of movements and other information (continued)

Number of equity instruments

Outstanding
at
30 June 2010 Granted Forfeited (*) Exercised

Outstanding Exercisable
at at
Expired (*) 30 June 201130 June 2011

Growthshare 2002 - Sept 2001 allocation

TSRoptions . . . ... ... .... 8,939,000 - (602,000) - - 8,337,000 8,337,000
Growthshare 2006 - Feb 2006 allocation

RG performance rights (#) . . . . . . 370,319 - - (312,857) - 57,462 57,462
NT performance rights (#) . . . . . . 58,751 - - (35,928) - 22,823 22,823
Growthshare 2008

ESOPoptions . . . ... ... ... 12,326,078 - (1,051,107) (250) - 1,274,721 11,274,721
TSRoptions . . .. ... ... ... 14,113,671 - (2,018,861) - (12,094,810) - -
ROloptions. . . . .. .. ... ... 10,357,760 - (1,027,940) - (4,837,906) 4,491,914 4,491,914
Growthshare 2009

ESOPoptions . . . ... ... ... 14,051,102 - (1,474,325) (159) - 12,576,618 -
USESOPoptions . . . . ... ... 69,500 - (24,500) - - 45,000 -
RTSRoptions . . . ... ... ... 14,925,718 - (2,867,044) - (977,731) 11,080,943 -
ROl restricted shares. . . . . . . .. 3,580,248 - (662,898) - (1,253,641) 1,663,709 -
Growthshare 2010

ESRP performance rights . . . . . . 1,944,862 - (218,619) (30,223) - 1,696,020 -
RTSR restricted shares . . . . . .. 7,403,997 - (1,742,516) - - 5,661,481 -
FCF ROl restricted shares . . . . . . 7,403,997 - (1,742,516) - - 5,661,481 -
Growthshare 2011

ESRP performance rights . . . . . . - 1,168,590 (9,689) - - 1,158,901 -
RTSR restricted shares . . . . . .. - 7,147,682 (289,092) - - 6,858,590 -
FCF ROl restricted shares . . . . . . - 7,147,682 (289,092) - - 6,858,590 -

(*) Forfeited refers to either instruments that lapsed on cessation of
employment or the instrument lapsing unexercised.

(") Expired refers to the performance hurdle not being met.
(#) The performance rights outstanding and exercisable at 30 June

2010 include those performance rights that satisfied the RG and NT
performance hurdles for the final performance period.
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(iv) Summary of movements and other information (continued)

Performance rights (*)

Restricted Shares (#)

Options (*)
Weighted
average fair
Number value (**)

Outstanding
as at30 June 2010 . . . . . . 74,782,829 $0.45
Granted. . . . .. .. ... .. - -
Forfeited . . . . . .. .. ... (9,065,777) $0.39
Exercised (™) . . ... .. .. (409) $0.35
Expired. . . . . ... ... .. (17,910,447) $0.50
Outstanding
as at30June 2011 . . . . .. 47,806,196 $0.45
Granted. . . . .. .. ... .. - -
Forfeited . . . . . .. .. ... (13,096,052) $0.84
Exercised (##) . . . . . . . .. - -
Expired. . . . . ... ... .. (5,242,121) $0.16
Outstanding
as at30 June 2012 . . . . . . 29,468,023 $0.32
Exercisable
as at 30 June 2012 . . . . . . 25,159,853 $0.35

(*) Options include RTSR, TSR, ROI, ESOP and US ESOP options.
The options “exercised” includes those participants that have been
made redundant and are then consequently entitled to the Telstra
shares.

() Performance rights include TSR, RG, NT and ESRP
performance rights.

(#) Restricted shares relate to RTSR, FCFROI ROl and ESP
restricted shares.

(**) The fair value of these instruments is calculated using an option
pricing model that takes into account various factors, including the
exercise price and expected life of the instrument, the current price
of the underlying share and its expected volatility, expected
dividends, the risk-free rate for the expected life of the instrument,
and the expected average volatility of Telstra’s peer group
companies.

(*)The weighted average share price for instruments exercised
during fiscal 2011 was $2.58 for fiscal 2008 and fiscal 2009 ESOP
allocation of options, and $2.76 for fiscal 2005 and fiscal 2010
allocation of performance rights respectively. These share prices
were based on the closing market price on the exercise dates.

(##) The weighted average share price for instruments exercised
during fiscal 2012 was $3.25 for the fiscal 2006 and fiscal 2009
allocation of performance rights, and $3.59 for fiscal 2012 allocation
of ESP restricted shares respectively. These share prices were
based on the closing market price on the exercise dates.

Weighted
average fair

Number value (**)
2,373,932 $2.91
1,168,590 $2.37
(228,308) $2.86
(379,008) $3.16
2,935,206 $2.69
(168,843) $2.63
(75,503) $2.97
2,690,860 $2.66
58,830 $3.18

Number

18,388,242
14,295,364
(4,726,114)

(1,253,641)

26,703,851
8,413,844
(5,180,200)

(16,600)
(4,589,689)

25,331,206

Weighted
average fair
value (**)

$2.01
$1.75
$1.95

$2.83

$1.84
$2.67
$1.88
$3.36
$2.39

$2.01
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(b) Long term incentive (LTI) plans (continued)

(v) Fair value of equity instruments granted

The fair value of LTI instruments granted during the financial year
was calculated using a valuation technique that is consistent with
the Black-Scholes methodology and utilises Monte Carlo

simulations. The following weighted average assumptions were
used in determining the valuation:

Growthshare = Growthshare Growthshare
LTI FCF ROI LTI RTSR Growthshare Growthshare ESRP
restricted restricted LTI FCF ROI LTI RTSR performance
shares shares restricted shares restricted shares rights
Dec 2011 Dec 2011 Feb 2011 Feb 2011 Feb 2011
Shareprice. . . . .. ... .. ... ...... $3.33 $3.33 $2.98 $2.98 $2.94
Risk freerate. . . . . . . ... ... ... ... 3.13% 3.13% 5.27% 5.27% 5.28%
Dividendyield . . ... .. ... .. ...... 9.0% 9.0% 9.0% 9.0% 9.0%
Expected stock volatility . . . . . ... ... .. 22% 22% 25% 25% 25%
Expectedlife . . . . . .. .. ... .. *) (*) *) ) *)
Expected rate of achievement of TSR
performance hurdles . . . . . . .. .. ... .. n/a 71% n/a 33% n/a

(*) The date the instruments become exercisable.

For fiscal 2012 LTI FCF ROI and RTSR restricted shares, the fair
value has been measured at a grant date of 31 December 2011 and
has been allocated over the period for which the service is received
which commenced 1 July 2011.

The expected stock volatility is a measure of the amount by which
the price is expected to fluctuate during a period. This was based
on historical daily and weekly closing share prices.

The fair value of fiscal 2012 ESP restricted share is $3.36 based on
the market value of Telstra shares at the allocation date of 19 April
2012 and has been allocated over the period for which the service
is received which commenced 1 July 2011.
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(c) Telstra Directshare and Ownshare

(i) Nature of Telstra Directshare and Ownshare
Telstra Directshare

As a result of the changes to tax laws governing employee share
schemes, the Board determined that, from 1 July 2009, non-
executive directors are no longer required to receive a minimum of
20% of their total remuneration as restricted Telstra shares, known
as Directshare. Instead, the Board has decided to implement a
policy to encourage non-executive directors to hold a total value
equivalent to at least 50% of their total remuneration as Telstra
shares.

The Directshare Plan, previously operated by the Company, has
been cancelled with effect from August 2012 as it is no longer in
use. Under the Directshare Plan, non-executive Directors could
nominate to receive a percentage of their total remuneration
package as Telstra shares (allocated to participating Directors at
market price). As a result of its cancellation, no new grants may be
made under the Directshare Plan. Existing grants under the plan will
remain on foot and under the terms of the Directshare plan and the
relevant trust deed will continue to apply to such grants.

The restriction period on Directshares already allocated continues
until the earliest of:

* 10 years (2011: 10 years) from the date of allocation of the
shares;

 the participating director is no longer a director of, or is no longer
employed by, a company in the Telstra Group; and

» the Trustee determines that an ‘event’ under the terms of
Directshare has occurred.

Telstra Ownshare

Certain eligible employees may, at their election, be provided part
of their remuneration in Telstra shares. Shares are acquired by the
trustee from time to time and allocated to these employees at the
time their application is accepted. Although the trustee holds the
shares in trust, the participant retains the beneficial interest in the
shares (dividends, voting rights, bonuses or rights issues) until they
are transferred at expiration of the restriction period.

The restriction period continues until the earliest of:

» three years from the date of allocation;
+ the participant ceases employment with the Telstra Group; and
» 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.

(ii) Instruments granted during the financial year

The fair value of the instruments granted under the Directshare and
Ownshare plans is determined by the remuneration foregone by the
participant. On the grant of Directshares and Ownshares, the
participants in the plans are not required to make any payment to
the Telstra Entity. The 5 November 2010 grant of Ownshares
relates to shares acquired through salary sacrifice by employees.

There were no shares granted during fiscal 2012 under the
Directshare plan. Forthe Ownshare plan, the weighted average fair
value of fully paid shares granted to executives as at 30 June 2012
was $3.15 (2011: $2.68) and the total fair value of shares granted
was $553,637 (2011: $464,776).
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(c) Telstra Directshare and Ownshare (continued)
(iii) Summary of movements

The table below provides information about our Directshare and
Ownshare plans:

Number of equity instruments

Outstanding Outstanding Outstanding
at 30 June Granted Distributed at30June  Granted Distributed at 30 June
2010 (*) *) 2011 (*) (*) 2012

Directshares
5 September 2003 allocation. . . . . . 9,525 - - 9,525 - - 9,525
20 February 2004 allocation . . . . . . 10,233 - - 10,233 - - 10,233
20 August 2004 allocation . . . . . . . 2,755 - - 2,755 - - 2,755
19 February 2005 allocation . . . . . . 7,911 - - 7,911 - - 7,911
19 August 2005 allocation . . . . . . . 5,248 - - 5,248 - - 5,248
17 February 2006 allocation . . . . . . 8,230 - - 8,230 - - 8,230
18 August 2006 allocation . . . . . . . 12,343 - - 12,343 - - 12,343
23 February 2007 allocation . . . . . . 14,522 - - 14,522 - - 14,522
17 August 2007 allocation . . . . . . . 15,343 - - 15,343 - - 15,343
29 February 2008 allocation . . . . . . 24,968 - - 24,968 - - 24,968
21 August 2008 allocation . . . . . . . 36,358 - - 36,358 - (2,909) 33,449
6 March 2009 allocation . . . . . . .. 63,181 - - 63,181 - (6,122) 57,059
21 August 2009 allocation . . . . . . . 6,313 - - 6,313 - - 6,313
19 February 2010 allocation . . . . . . 6,809 - - 6,809 - - 6,809
223,739 - - 223,739 - (9,031) 214,708

Ownshares

27 September 2007 allocation 320,428 - (320,428) - - - -
26 October 2007 allocation 123,353 - (123,353) - - - -
15 September 2008 allocation . . . . . 353,317 - (37,576) 315,741 - (315,741) -
24 October 2008 allocation. . . . . . . 192,965 - (3,119) 189,846 - (189,846) -
24 December 2009 allocation . . . . . 129,650 - (5,432) 124,218 - (14,096) 110,122
5 November 2010 allocation . . . . . . - 173,424 (2,760) 170,664 - (24,599) 146,065
21 October 2011 allocation. . . . . . . - - - - 175,836 175,836
1,119,713 173,424  (492,668) 800,469 175,836 (544,282) 432,023

(*) The number of Directshares granted is based on the monthly
volume weighted average price of a Telstra share in the six months
prior to allocation, in conjunction with the remuneration foregone.
The number of Ownshares granted is based on the weighted
average price of a Telstra share in the week ending on the day
before the allocation date, in conjunction with the remuneration
foregone.

(") Directshares and Ownshares are not required to be exercised.
The fully paid shares held by the Telstra Growthshare Trust relating
to these instruments are transferred to the participants at the
completion of the restriction period.
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(d) Other equity plans

In exceptional circumstances, Telstra has put in place structured
retention incentive plans. These are designed to protect Telstra
from the loss of employees who possess specific skill sets
considered critical to the business and where Telstra is vulnerable
to losing key personnel. Such retention plans are not restricted to
senior executives. The plans are granted on ad hoc basis and the
participants receive Telstra shares deferred for a certain amount of
period.

As part of his Service Agreement negotiated upon appointment, the
CFO and GMD of Finance and Strategy was allocated 96,500
performance rights to Telstra shares where 50 percent vest after
two years and the remaining 50 percent vest after three years from
the date of commencement. Vesting is subject to an assessment of
performance by the Board and forfeited in the event of resignation
before vesting. In the event of redundancy or termination of
employment for no reason, a pro rata entitlement of the
performance rights as at the time of cessation of employment
becomes available.

TESOP99 and TESOP97

As part of the Commonwealth’s sale of its shareholding in fiscal
2000 and fiscal 1998, we offered eligible employees the opportunity
to buy ordinary shares of Telstra. These share plans were:

» the Telstra Employee Share Ownership Plan Il (TESOP99); and
» the Telstra Employee Share Ownership Plan (TESOP97).

Although the Telstra ESOP Trustee Pty Ltd (wholly owned
subsidiary of Telstra) is the trustee for TESOP99 and TESOP97 and
holds the shares in the trust, the participating employee retains the
beneficial interest in the shares (dividends and voting rights).

Generally, employees were offered interest free loans by the Telstra
Entity to acquire certain shares, and in some cases became entitled
to certain extra shares and loyalty shares as a result of participating
in the plans. 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.

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. The
loan may, however, be repaid in full at any time by the employee
using his or her own funds.

The loan shares, extra shares and in the case of TESOP99, the
loyalty shares, were subject to a restriction on the sale of the shares
or transfer to the employee for three years, or until the relevant
employment ceased. This restriction period has now been fulfilled
under each plan.

If a participant ceases to be employed by the Telstra Entity, a
company in which Telstra owns greater than 50% equity, or the
company which was their employer when the shares were acquired,
the employee must repay their loan within two months of leaving to
acquire the relevant shares. This is the case except where the
restriction period has ended because of the employee’s death or
disablement (in this case the loan must be repaid within 12 months).

If the employee does not repay the loan when required, the trustee
can sell the shares. The sale proceeds must then be used to pay
the costs of the sale and any amount outstanding on the loan, after
which the balance will be paid to the employee. The Telstra Entity’s
recourse under the loan is limited to the amount recoverable
through the sale of the employee’s shares.
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TESOP99 and TESOP97 (continued)

The Telstra ESOP Trustee continues to hold the loan shares where
the employee has ceased employment and elected not to repay the
loan, until the share price is sufficient to recover the loan amount
and associated costs. The Trustee will then sell the shares. As at
30 June 2012, there were 9,204,900 shares held for this purpose
(2011: 8,999,600).

The following table provides information about our TESOP99 and
TESOP97 share plans:

TESOP97 TESOP99

Weighted Weighted

average Total fair average Total fair

fair value  value fair value value

Number (*) $m Number *) $m

Equity instruments outstanding and exercisable as at
30June2010 . . . . . . . ... 23,382,125 $3.25 76 13,842,600 $3.25 45
Exercised (#). . . . . . . . ... (23,367,125) $2.68 (63) (53,600) $2.68 -
Equity instruments outstanding and exercisable as at
30June2011. . . . ... 15,000 $2.89 - 13,789,000 $2.89 40
Exercised (#). . . . . . . . ... (12,500) $3.10 - (34,600) $3.15 -
Equity instruments outstanding and exercisable as at
30June 2012 . . . . ... 2,500 $3.69 - 13,754,400 $3.69 51

(*) The fair value of these shares is based on the market value of
Telstra shares at reporting date and exercise date.

(#) The amount exercised relates to the shares released from trust
as a result of the interest free loan to employees being fully repaid
during the year.

The employee share loan balance as at 30 June 2012 is $67 million
(2011: $70 million). The weighted average loan still to be repaid for
TESOP97 is $0.14 per instrument (2011: $0.10) and for TESOP99
is $4.85 per instrument (2011: $5.06).
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28. Key management personnel compensation

In accordance with AASB 124: “Related Party Disclosures”, key
management personnel (KMP) have authority and responsibility for
planning, directing and controlling the activities of the Telstra Group.
As such, KMP are deemed to include the following:

» the non-executive Directors of the Telstra Entity; and

+ certain executives in the Chief Executive Officer’s (CEO’s) senior
leadership team, including the CEO, referred to as a ‘senior
executive’ in this note.

Directors

During fiscal 2012 and fiscal 2011, the Directors of the Telstra Entity were:

Name Position

Current Directors

Catherine B Livingstone Chairman, Non-Executive Director

David | Thodey Executive Director and Chief Executive Officer

Timothy Y Chen Non-Executive Director (KMP effective from 1 April 2012)
Geoffrey A Cousins Non-Executive Director

Russell A Higgins Non-Executive Director

John P Mullen Non-Executive Director

Nora L Scheinkestel Non-Executive Director

Margaret L Seale Non-Executive Director (KMP effective from 7 May 2012)
John W Stocker Non-Executive Director

Steven M Vamos Non-Executive Director

John D Zeglis Non-Executive Director

Former Directors

John V Stanhope, retired as Executive Director, Chief Financial Officer and Group Managing Director, Finance on 30 December 2011.
John M Stewart, resigned as Non-Executive Director on 18 October 2011.

Senior executives

The senior executives that qualified as KMP for fiscal 2012 and fiscal 2011 were:

Name Position

Current Senior Executives

David | Thodey Executive Director and Chief Executive Officer

Gordon Ballantyne Chief Customer Officer, Group Managing Director, Telstra Customer Sales and Service

Rick Ellis Group Managing Director, Telstra Media (KMP effective from 16 January 2012)

Stuart Lee Group Managing Director, Telstra Wholesale (KMP effective from 6 July 2011)

Kate McKenzie Group Managing Director, Telstra Innovation Products and Marketing

Andrew Penn Chief Financial Officer and Group Managing Director, Finance and Strategy (KMP effective from 31
December 2011)

Brendon Riley Chief Operations Officer, Telstra Operations

Former Senior Executives

John V Stanhope, retired as Executive Director, Chief Financial Officer and Group Managing Director, Finance on 30 December 2011.
Bruce Akhurst, Chief Executive Officer, Sensis ceased being a KMP on 15 January 2012.

Paul Geason, Group Managing Director, Telstra Enterprise and Government ceased being a KMP in fiscal 2012.

Deena Shiff, former Group Managing Director, Telstra Business ceased being a KMP in fiscal 2012. Deena Shiff is currently Group
Managing Director, Telstra Applications and Ventures.
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KMP aggregate compensation

During fiscal 2012 and fiscal 2011, the aggregate compensation
provided to our KMP was:

Telstra Group

As at 30 June

2012 2011

$ $

Short term employee benefits . . . . . . . . L 20,104,442 20,361,213
Post employmentbenefits . . . . . . . . .. 418,627 918,178
Otherlongtermbenefits . . . . . . . . . . . . e 226,353 257,529
Termination benefits . . . . . . . . . e 744,751 1,700,353
Share-based payments. . . . . . . . . L L e 6,318,874 4,558,079
27,813,047 27,795,352

We have made the detailed remuneration disclosures in the
Remuneration Report which is part of the Directors’ Report. Please
refer to the Remuneration Report for further details.

Other transactions with our KMP and their related entities

Our KMP have telecommunications services transactions with the
Telstra Group, which are not significant and are both trivial and
domestic in nature. The KMP related entities also have
telecommunications services with us on normal commercial terms
and conditions.

Our KMP are provided with telecommunications and other services
and equipment to assist them in performing their duties. From time
to time, we also make products and services available to our KMP
without charge to enable them to familiarise themselves with our
products, services and recent technological developments. To the
extent it is considered a benefit to a KMP, it is included in their
compensation.

We have provided loans to eligible employees, including our KMP,

to enable purchase of Telstra shares through TESOP97 and
TESOP99. Refer to note 27 for further details.
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KMP interests in shares of the Telstra Entity

During fiscal 2012, our KMP and their related entities held share
capital of the Telstra Entity directly, indirectly or beneficially as
follows:

Net shares
acquired or
Total shares Equity disposed of Total shares Shares that
held at Directshare instruments by other held at are held
30June2011 allocation exercised means 30 June 2012 nominally (c)
Number Number Number Number Number Number
Non-Executive Directors
Catherine B Livingstone . . . . . . ... ... 150,816 - - 15,000 165,816 165,816
Timothy Y Chen(a). . . . ... .. ... ... - - - - - -
Geoffrey ACousins. . . . . . ... ... ... 31,765 - - - 31,765 21,765
Russell AHiggins. . . . . . ... ....... 40,513 - - 47,891 88,404 83,084
JohnPMullen . . . ... ... ........ 26,159 - - - 26,159 26,159
Nora L Scheinkestel . . . . . . ... .. ... 30,000 - - 29,450 59,450 59,450
MargaretL Seale(a) . . . . . . .. ... ... 224,141 - - - 224,141 224,141
John W Stocker . . . .. ... ... ... .. 212,238 - - - 212,238 194,124
StevenMVamos. . . .. ... ... ... .. 40,000 - - - 40,000 40,000
JohnD Zeglis. . . ... ... ... ...... 103,993 - - - 103,993 37,493
John M Stewart(b). . . . ... ... ... .. 34,031 - - - 34,031 9,031
893,656 - - 92,341 985,997 861,063
Senior Executives
David I Thodey . . . . . . ... .. ... ... 605,113 - - 181,004 786,117 667,594
Gordon Ballantyne . . . . . . ... ... ... - - - 86,568 86,568 86,568
RickEllis(@) . . . ... ... ... ...... 10,000 - - - 10,000 8,000
StuartLee(a). . . . . . . .. ... ... 214,087 - - 51,416 265,503 149,443
Kate McKenzie. . . . . . . ... ... .... 117,710 - - 49,988 167,698 122,009
AndrewPenn(a). . . ... .. ... ... .. - - - 74,232 74,232 58,800
BrendonRiley . . ... ... ... ...... 5,735 - - 177,682 183,417 179,387
Bruce Akhurst(b). . . . . ... ... ... .. 177,306 - - 94,330 271,636 263,856
JohnV Stanhope (b) . . . . . ... .. .. .. 446,545 - - 3,383 449,928 7,410
1,576,496 - - 718,603 2,295,099 1,543,067
2,470,152 - - 810,944 3,281,096 2,404,130
Total shareholdings include shares held by our KMP and their (c) Nominally refers to shares held either indirectly or beneficially.
related entities. Unless related to our employee share plans, shares This includes those acquired under Directshare as well as certain
acquired or disposed by our KMP during fiscal 2012 were on an incentive shares issued to our KMP that vest immediately. These
arm’s length basis at market price. shares are subject to a restriction period, such that the non-
executive Director or senior executive is restricted from dealing with
(a) For those non-executive Directors and senior executives who the shares until after they are released from the restriction period.

qualified as KMP during the year, represents shares held as at the Refer to note 27 for further details.
date they became KMP.

(b) For those non-executive Directors and senior executives who

left Telstra during the year, represents shares held as at the date
they retired or no longer qualified as KMP.
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KMP interests in shares of the Telstra Entity (continued)

During fiscal 2011 our KMP and their related entities held share
capital of the Telstra Entity directly, indirectly or beneficially as
follows:

Net shares
acquired or
Total shares Equity disposed of Total shares Shares that
held at Directshare instruments by other held at are held
30 June 2010  allocation exercised means 30 June 2011 nominally (c)
Number Number Number Number Number Number
Non-Executive Directors
Catherine B Livingstone . . . . . . ... ... 124,635 - - 26,181 150,816 150,816
Geoffrey ACousins. . . . . . ... ... ... 21,765 - - 10,000 31,765 21,765
Russell AHiggins. . . . . . ... ....... 22,992 - - 17,521 40,513 35,193
JohnPMullen . . . ... ... ........ 26,159 - - - 26,159 26,159
Nora L Scheinkestel (a) . . . . ... .. ... 9,100 - - 20,900 30,000 30,000
JohnM Stewart. . . . .. ... ... ... .. 9,031 - - 25,000 34,031 9,031
John W Stocker . . . .. ... ... ... .. 212,238 - - - 212,238 194,124
StevenMVamos. . . .. .. ... ... ... 24,021 - - 15,979 40,000 40,000
JohnD Zeglis. . . . ... ... ........ 53,993 - - 50,000 103,993 37,493
503,934 - - 165,581 669,515 544,581
Senior Executives
David I Thodey . . . . . . . ... ... .... 495,588 - 9,625 100,000 605,113 486,590
JohnV Stanhope. . . . . .. ... ... ... 437,067 - 9,078 400 446,545 169,318
Bruce Akhurst . . . . . . ..o 166,999 - 10,307 - 177,306 169,526
Nerida Caesar(b) . . . .. ... ... .... 19,340 - - - 19,340 9,100
PaulGeason . . . . . ... ... ....... 8,960 - - 35,400 44,360 5,800
Kate McKenzie . . . . . ... ... ... ... 102,185 - 15,525 - 117,710 72,021
BrendonRiley(a). . . . ... ... ... ... 5,735 - - - 5,735 1,705
MichaelRocca(b) . . . . . . ... ... ... 444,102 - 9,095 - 453,197 171,198
Deena Shiff. . . . .. .. ... .. ... ... 303,776 - 7,029 - 310,805 143,129
1,983,752 - 60,559 135,800 2,180,111 1,228,387
2,487,686 - 60,559 301,381 2,849,626 1,772,968
Total shareholdings include shares held by our KMP and their (c) Nominally refers to shares held either indirectly or beneficially.
related entities. Unless related to our employee share plans, shares This includes those acquired under Directshare as well as certain
acquired or disposed by our KMP during fiscal 2011 were on an incentive shares issued to our KMP that vest immediately. These
arm’s length basis at market price. shares are subject to a restriction period, such that the non-
executive Director or senior executive is restricted from dealing with
(a) For those non-executive Directors and senior executives who the shares until after they are released from the restriction period.
qualified as KMP during fiscal 2011, represents shares held as at Refer to note 27 for further details.

the date they became KMP.

(b) For those non-executive Directors and senior executives who
retired from office during fiscal 2011 or no longer qualify as KMP as
at 30 June 2011 represents shares held as at the date they retired
or no longer qualified as KMP.
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KMP interests in rights, options and restricted shares of the
Telstra Entity

The following details the balances and changes in instruments
issued for our KMP during fiscal 2012:

Vested and
Total held Granted Exercised Total held Vested as exercisable
at 30 June during the during the Other at 30 June at 30 June at 30 June
Instrument type (*) 2011 (a) year year changes (b) 2012 (c)(d) 2012 (c) 2012 (c)
Senior Executive Number Number Number Number Number Number Number
Options
David I Thodey. . . . .. ... ... ... 1,535,305 - - (945,141) 590,164 590,164 252,174
StuartLee . . . . .. .. ... ... .. 393,751 - - (274,076) 119,675 119,675 48,913
Kate McKenzie . . . . .. ... ... ... 377,304 - - (156,964) 220,340 220,340 91,304
Bruce Akhurst . . . . .. ... 1,695,687 - - (617,000) 1,078,687 1,078,687 271,739
JohnV Stanhope. . . . . ... ... ... 1,035,137 - - (1,035,137) - - -
Restricted shares
David I Thodey. . . . .. . ... ... .. 2,566,575 1,567,846 - (485,369) 3,649,052 725,274 -
RickEllis . . . .. .. ... ... ... .. - 225,080 - - 225,080 - -
Stuartlee . . . .. ... ... ... ... 526,890 - - (88,779) 438,111 126,923 -
Kate McKenzie . . . . .. ... ... ... 633,667 488,746 - (140,738) 981,675 190,385 -
BrendonRiley . . . .. ... ... .... - 643,086 - - 643,086 - -
Bruce Akhurst . . . . . . ... ... ... 1,565,313 700,552 - - 2,265,865 - -
JohnV Stanhope. . . . . ... ... ... 1,621,538 - - (1,621,538) - - -
Performance shares
AndrewPenn. . . . ... ... ...... - 96,500 - - 96,500 - -
TESOP99
Stuartlee . . . . .. .. ... ... ... 400 - - - 400 400 400
Bruce Akhurst . . . . ... ..o L 400 - - - 400 400 400
JohnV Stanhope. . . . ... ... .... 400 - - - 400 400 400
(*) Each vested equity instrument is convertible into one ordinary (d) Excludes incentive shares that vest immediately and are
share. beneficially owned by the KMP. “Granted” for incentive shares
rights relate to additional incentive shares provided to our senior
(a) For those senior executives who qualified as KMP during the executives. Any dividends paid by the Company prior to the
year, represents equity instruments held as at the date they retired exercise of their incentive shares will increase the number of Telstra
or no longer qualify as KMP. shares allocated to the senior executives when the vested incentive

shares are exercised. Refer to note 27 for further details.
(b) During fiscal 2012, other changes for our performance rights,
options and restricted shares are a result of instruments expiring
due to the specified performance hurdles not being achieved or
instruments forfeiting due to KMP retiring during the year.

(c) For those senior executives who left Telstra during the year,

represents equity instruments held as at the date they retired or no
longer qualify as KMP.

123



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

28. Key management personnel compensation (continued)

KMP interests in rights, options and restricted shares of the
Telstra Entity (continued)

The following details the balances and changes in instruments
issued for our KMP during fiscal 2011:

Total held Granted Exercised

Vested and

Total held Vested as at exercisable

at 30 June during the during the Other at30June 30 June at 30 June
Instrument type (*) 2010 (a) year year changes (b) 2011 (c) 2011 (c) 2011 (c)
Senior Executive Number Number Number Number Number Number Number
Performance rights
David I Thodey . . . . . .. ... ... .. 9,525 - (9,525) - - - -
JohnV Stanhope. . . . . ... ...... 9,078 - (9,078) - - - -
Bruce Akhurst . . . . . ... ... L. 10,307 - (10,307) - - - -
Kate McKenzie. . . . . . . ... ..... 15,007 - (15,007) - - - -
MichaelRocca . . . . . . .. ... .. .. 9,095 - (9,095) - - - -
Deena Shiff. . . . . ... ... ... ... 7,029 - (7,029) - - - -
Options
David I Thodey . . . . . . ... .. .... 2,778,217 - - (1,242,912) 1,535,305 786,174 786,174
JohnV Stanhope. . . . . ... ... ... 2,020,885 - - (985,748) 1,035,137 440,998 440,998
Bruce Akhurst . . . . .. ... L. 3,035,004 - - (1,339,317) 1,695,687 888,739 888,739
NeridaCaesar . . . . ... ... ... .. 335,467 - - - 335,467 37,565 37,565
PaulGeason . . . . .. ... ... .... 300,580 - - (135,234) 165,346 81,392 81,392
Kate McKenzie . . . . . ... ... .. .. 828,627 - - (451,323) 377,304 91,304 91,304
MichaelRocca . . . . . . .. ... .. .. 2,486,864 - - - 2,486,864 511,999 262,000
Deena Shiff. . . . . ... .. ... .... 2,034,343 - - (1,019,394) 1,014,949 384,522 384,522
Restricted shares
David I Thodey . . . . . ... ... .. .. 1,294,450 1,355,932 - (83,807) 2,566,575 - -
JohnV Stanhope. . . ... ... ..... 913,334 774,672 - (66,468) 1,621,538 - -
Bruce Akhurst . . . . . ... ... ... 931,520 724,068 - (90,275) 1,565,313 - -
NeridaCaesar . . . . ... ... ..... 468,967 - - - 468,967 - -
PaulGeason . . . . .. ... ....... 236,201 242,924 - (9,392) 469,733 - -
Kate McKenzie . . . . .. ... ... ... 363,118 302,544 - (31,995) 633,667 - -
MichaelRocca . . . . . . . ... ... .. 857,327 - - - 857,327 - -
Deena Shiff. . . . . ... ... ... ... 727,751 575,390 - (70,528) 1,232,613 - -
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KMP interests in rights, options and restricted shares of the
Telstra Entity (continued)

Vested and
Total held Granted  Exercised Total held Vested as at exercisable
at 30 June during the during the Other at30June 30June at30June
Instrument type (*) 2010 (a) year year changes (b) 2011 (c)(d) 2011 (c) 2011 (c)
Senior Executive Number Number Number Number Number Number Number
Incentive shares rights (d)
Kate McKenzie . . . . .. . ... ... .. 518 - (518) - - - -
TESOP97
JohnV Stanhope. . . . . . ... ... .. 2,500 - - (2,500) - - -
Bruce Akhurst . . . . ... ... ... .. 2,500 - - (2,500) - - -
MichaelRocca . . . . . . . .. ... ... 2,500 - - (2,500) - - -
TESOP99
JohnV Stanhope. . . . . ... ... ... 400 - - - 400 400 400
Bruce Akhurst . . . . . . ..o L. 400 - - - 400 400 400
Deena Shiff. . . . . ... ... ... ... 400 - - - 400 400 400

(*) Each vested equity instrument is convertible into one ordinary
share.

(a) For those senior executives who qualified as KMP during the
year, represents equity instruments held as at the date they became
KMP.

(b) During fiscal 2011, other changes for our performance rights,
options and restricted shares are a result of instruments expiring
due to the specified performance hurdles not being achieved or
instruments forfeiting due to KMP retiring during the year. For
TESOP97, the shares were released from trust as a result of the
interest free loans being fully repaid during fiscal 2011.

(c) For those senior executives who left Telstra during the year,
represents equity instruments held as at the date they resigned.

(d) Excludes incentive shares that vest immediately and are
beneficially owned by the KMP. “Granted” for incentive shares
rights relate to additional incentive shares provided to our senior
executives. Any dividends paid by the Company prior to the
exercise of their incentive shares will increase the number of Telstra
shares allocated to the senior executives when the vested incentive
shares are exercised. Refer to note 27 for further details.
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Transactions involving our controlled entities

Interests in controlled entities are set out in note 25. Our
transactions with our controlled entities recorded in the income
statement and statement of financial position are as follows:

Telstra Entity

Year ended/As at

30 June
2012 2011
$m $m
Income from controlled entities:
Sale of goods and services (a). . . . . . . . .. e 892 991
Dividend revenue (b). . . . . . . . L e e e 668 164
Expenses to controlled entities:
Purchase of goods and services () . . . . . . . . . . . . .. 602 433
Finance costs. . . . . . . . . L 33 24
Total amounts receivable at 30 June from:
Current
Controlled entities - receivables (a)(d) . . . . . . . . . . . .. 985 788
Controlled entities - loans (e)(f) . . . . . . . . . . . . 3,331 3,147
Allowance for amounts owed by controlled entities . . . . . . . . .. ... ... o L 0. (2,948) (2,773)
1,368 1,162
Non current
Controlled entities - loans (g). . . . . . . . . . . e e 1 -
Movement in allowance for amounts owed by controlled entities:
Opening balance . . . . . . . . . . e e (2,773) (2,665)
Impairment 1oss (C). . . . . . . . . L e e e (175) (108)
Closing balance . . . . . . . . e (2,948) (2,773)
Total amounts payable at 30 June to:
Current
Controlled entities - payables (a)(d) . . . . . . . . . . . . e 214 217
Controlled entities - loans (e)(h) . . . . . . . . . . . e e 1,492 1,832
1,706 2,049

(a) The Telstra Entity sold and purchased goods and services and
received and paid interest to its controlled entities. These
transactions are in the ordinary course of business and are on
normal commercial terms and conditions.

Details of our individual significant transactions involving our
controlled entities during fiscal 2012 are detailed as follows:

» the Telstra Entity received procurement fees from its controlled
entity Sensis Pty Ltd for the use of Yellow Pages and White
Pages trademarks amounting to $355 million (2011: $522
million). As at 30 June 2012, the Telstra Entity recorded revenue
received in advance amounting to $90 million (2011: $170
million) for the use of these trademarks;

» the Telstra Entity received income from its controlled entity
Telstra Multimedia Pty Ltd amounting to $356 million (2011:
$347 million) for access to ducts that store the hybrid fibre
coaxial (HFC) cable network.

+ the Telstra Entity paid management fees to its controlled entity
Sensis Pty Ltd amounting to $334 million (2011: $338 million) for
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undertaking agency and contract management services for the
national directory service; and

» the Telstra Entity paid for international connectivity and
management services to Telstra International Limited amounting
to $136 million (2011: nil).

(b) During fiscal 2012 the Telstra Entity recorded dividend revenue
mainly from the following entities:

» $550 million (2011: nil) from Sensis Pty Ltd;

+  $50 million (2011: $70 million) from Telstra Media Pty Limited;

+  $64 million (2011: $41 million) from Telstra Holdings Pty Ltd; and
+ nil (2011: $43 million) from Telstra Business Systems Pty Ltd.

(c) The profit before income tax expense of the Telstra Entity
includes an impairment loss of $175 million (2011: $108 million)
relating to a movement in allowance for amounts owed by a
controlled entity.



Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

29. Related party disclosures (continued)

Transactions involving our controlled entities (continued)

(d) The Telstra Entity and its Australian controlled entities have
formed a tax consolidated group, with a tax funding arrangement
currently in place. The amounts receivable or amounts payable to
the Telstra Entity under this arrangement are due in the next
financial year upon final settlement of the current tax payable for the
tax consolidated group. Refer to note 9 for further details.

(e) The Telstra Entity operates a current account with some of its
Australian controlled entities, being an internal group bank account
used to settle transactions with its controlled entities or between two
controlled entities. Cash deposit balances in the current account
owed to our controlled entities are recorded as loans. All loan
balances with our controlled entities are unsecured, with settlement
required in cash. As at 30 June 2012, $3,181 million (2011: $2,978
million) related to loans owed by, and $1,258 million (2011: $1,832
million) related to, loans payable to controlled entities. We also
have an allowance for amounts owed by controlled entities of
$2,948 million (2011: $2,773 million) as at 30 June 2012.

(f) At 30 June 2012, $150 million (2011: $169 million) related to a
loan provided to Telstra OnAir Holdings Pty Ltd (a partner in the
3GIS Partnership). Telstra and Vodafone Hutchison Australia will
conclude their joint venture agreement for the 3GIS network on 31
August 2012. Refer to note 26 for further details. This loan has
been provided to ensure committed deferred consideration
payments and funding calls from the 3GIS Partnership can be met.
The loan is an interest free loan.

(g) At 30 June 2012, $1 million (2011: nil) related to a loan provided
to Life Events Media Pty Limited. The loan is interest bearing and
matures in March 2014.

(h) At 30 June 2012, Telstra Entity received a $234 million (2011:
nil) loan from TelstraClear Limited. The loan is interest bearing and
repayable in June 2013. The loan will be extinguished via a pre
completion dividend upon the sale of TelstraClear.

Transactions involving our jointly controlled and associated
entities

Interests in our jointly controlled and associated entities are set out
in note 26. Our transactions with our jointly controlled and
associated entities recorded in the income statement and
statement of financial position are as follows:

Telstra Group

Year ended/As at

30 June
2012 2011
$m $m
Income from jointly controlled and associated entities:
Sale of goods and services (a). . . . . . . . .. e 139 197
Distribution from FOXTEL Partnership (b) . . . . . . . . . . . . . . . . . . . 108 70
Interest on loans to jointly controlled and associated entities (c). . . . . . . . .. . .. ... ... .. .. 12 -
Expenses to jointly controlled and associated entities:
Purchase of goods and services () . . . . . . . . . . . . e 892 884
Total amounts receivable at 30 June from:
Current
Jointly controlled and associated entities - trade receivables(a) . . . . . . .. ... ... ... ... .. 4 4
Jointly controlled and associated entities-loans (c). . . . . . . . . . .. ... L L. 33 35
37 39
Non current
Jointly controlled and associated entities-loans (c). . . . . . . . . . ... oL 448 5
Allowance for amounts owed by jointly controlled and associated entities(c). . . . . . . . . ... .. .. (5) (5)
443 -
Movement in allowance for amounts owed by jointly controlled and associated entities:
Openingbalance . . . . . . . . . . L (5) (182)
Amountsreversed . . . . . L L L L L - 147
Foreign currency exchange differences . . . . . . . . . . . . .. L - 30
Closing balance . . . . . . . . . e (5) (5)
Total amounts payable at 30 June to:
Current
Jointly controlled and associated entities -payables (a). . . . . . . . . . ... . ... ... ... 31 13
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Notes to the Financial Statements (continued)

29. Related party disclosures (continued)

Transactions involving our jointly controlled and associated
entities (continued)

(a) We sold and purchased goods and services, and received
interest from our jointly controlled and associated entities. These
transactions were in the ordinary course of business and on normal
commercial terms and conditions.

Details of our individual significant transactions involving our jointly
controlled and associated entities during fiscal 2012 are detailed as
follows:

« we purchased pay television services amounting to $649 million
(2011: $640 million) from our jointly controlled entity FOXTEL.
The purchases were to enable the resale of FOXTEL services,
including pay television content, to our existing customers as
part of our ongoing product bundling initiatives. In addition, we
made sales to FOXTEL for our cost recoveries of $118 million
(2011: $102 million); and

» purchases were made by the Telstra Group of $79 million (2011:
$233 million) from our jointly controlled entity Reach Ltd (Reach)
in line with market prices. These were for the purchase of, and
entitlement to, capacity and connectivity services.

(b) A $108 million (2011: $70 million) distribution was received from
our jointly controlled entity FOXTEL during the year.

(c) Loans provided to jointly controlled and associated entities relate
to loans provided to Reach of $5 million (2011: $5 million), the 3GIS
Partnership (3GIS) of $32 million (2011: $35 million) and FOXTEL
Partnership of $443 million (2011: nil).

In April 2012, Telstra Corporation Limited provided a loan to
FOXTEL Partnership to fund the acquisition of shares in Austar.
The loan is interest bearing and it has a minimum term of just over
10 years and a maximum of 15 years.

The loan provided to Reach is an interest free loan and repayable
upon the giving of twelve months notice by both PCCW Limited and
us. We have fully provided for the non-recoverability of the loan as
we do not consider that Reach is in a position to be able to repay the
loan amount in the medium term.

The loan provided to 3GIS represents interest free funding for
operational expenditure purposes. In accordance with the
partnership agreement, the loan is repayable on dissolution of the
partnership. Telstra and Vodafone Hutchison Australia will
conclude their joint venture agreement for the 3GIS network on 31
August 2012. Refer to note 26 for further details.
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Transactions involving other related entities
Post employment benefits

As at 30 June 2012, the Telstra Superannuation Scheme (Telstra
Super) owned 38,383,958 shares in Telstra Corporation Limited
(2011:42,589,721) at a cost of $118 million (2011: $130 million) and
a market value of $142 million (2011: $123 million). All of these
shares were fully paid at 30 June 2012. In fiscal 2012, we paid
dividends to Telstra Super of $13 million (2011: $10 million). We
own 100% of the equity of Telstra Super Pty Ltd, the trustee of
Telstra Super.

Telstra Super also held bonds issued by Telstra Corporation
Limited. These bonds had a cost of $11 million (2011: $4 million)
and a market value of $11 million (2011: $10 million) at 30 June
2012.

All purchases and sales of Telstra shares and bonds by Telstra
Super are determined by the trustee and/or its investment
managers on behalf of the members of Telstra Super.

Key management personnel (KMP)

For details regarding our KMP’s remuneration and interests in
Telstra, as well as other related party transactions, refer to note 28.
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30. Parent entity information

Telstra Entity

As at 30 June

2012 2011
$m $m

Statement of Financial Position
Total current assets. . . . . . . . . . e 9,399 7,430
Total non currentassets (a) . . . . . . . . . e e 31,551 31,679
Total assets . . . . . . . . . e 40,950 39,109
Total current liabilities . . . . . . . . . . . 11,451 10,178
Total non current liabilities . . . . . . . . . . . e 16,942 16,419
Total liabilities. . . . . . . . . . . . e 28,393 26,597
Sharecapital . . . . . . . . e e 5,635 5,610
Cashflow hedging reserve . . . . . . . . . . . . e e (87) (14)
Generalreserve . . . . . . . . e e e s 194 194
Retained profits. . . . . . . . L e 6,815 6,722
Total Equity . . . . . . . . . e 12,557 12,512

Telstra Entity
Year ended 30 June

2012 2011
$m $m

Statement of Comprehensive Income
Profitfortheyear(a) . . . . . . . . . . e 4,086 3,367
Total comprehensive income . . . . . . . . . .. 3,495 3,319

(a) Includes $307 million (2011: $283 million) of impairment losses
relating to the value of our investments in, and amounts owed by,
our controlled entities. The impairment losses have been
eliminated on consolidation of the Telstra Group.

Except for those noted below, our accounting policies for the Telstra
Entity are consistent with those for the Telstra Group:

* under our tax funding arrangements, amounts receivable (or
payable) recognised by the Telstra Entity for the current tax
payable (or receivable) assumed from our wholly owned entities
are booked as current assets or liabilities;

» investments in controlled entities, included within non current
assets above, are recorded at cost less impairment of the
investment value. Where we hedge the value of our investment
in an overseas controlled entity, the hedge is accounted for in
accordance with note 2.22. Refer to note 25 for details on our
investments in controlled entities; and

» ourinterests in associated and jointly controlled entities;
including partnerships, are accounted for using the cost method
of accounting and are included within non current assets in the
table above.

Property, plant and equipment commitments

Telstra Entity

As at 30 June

2012 2011
$m $m
Total property, plant and equipment
expenditure commitments contracted for at
balance date but not recorded in the
financial statements . . . . ... . .. 572 415

Contingent liabilities and guarantees
Common law claims

Certain common law claims by employees and third parties are yet
to be resolved. As at 30 June 2012, management believes that the
resolution of these contingencies will not have a significant effect on
the Telstra Entity's financial position, results of operations or cash
flows. The maximum amount of these contingent liabilities cannot
be reliably estimated.

Included in our common law claims is the following litigation case:
Optus Confidential Information

Optus commenced proceedings in the Federal Court of Australia in
December 1997 alleging that Telstra breached the Trade Practices
Act and misused Optus’ confidential information. All the claims
were subsequently settled or withdrawn other than a confidential
information claim (relating to the preparation and use of STD and
IDD market share reports). It relates to historical events in the
period from 1993-2003. This matter was resolved during fiscal
2012.
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30. Parent entity information (continued)

Contingent liabilities and guarantees (continued)
Indemnities, performance guarantees and financial support

We have provided the following indemnities, performance
guarantees and financial support through the Telstra Entity:

* indemnities to financial institutions to support bank guarantees to
the value of $279 million (2011: $294 million) in respect of the
performance of contracts;

* indemnities to financial institutions in respect of the obligations of
our controlled entities. The maximum amount of our contingent
liabilities for this purpose is $189 million (2011: $189 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 $108
million (2011: $60 million) and a requirement that the entity
remains our controlled entity;

» guarantees of the performance of jointly controlled entities under
contractual agreements to a maximum amount of $10 million
(2011: $10 million);

« guarantees over the performance of third parties under
defeasance arrangements, whereby lease payments are made
on our behalf by the third parties over the remaining terms of the
finance leases. The lease payments over the remaining
expected term of the leases amount to $96 million (US$98
million) (2011: $106 million (US$114 million)). In fiscal 2012, we
exercised our early buyout option to terminate a portion of the
leases that commenced in 1999. We still hold an early buyout
option for the remaining leases; and

» during fiscal 1998, we resolved to provide IBM Global Services
Australia Limited (IBMGSA) with guarantees issued on a several
basis up to $210 million as a shareholder of IBMGSA. We issued
a guarantee of $68 million on behalf of IBMGSA during fiscal
2000. During fiscal 2004, we sold our shareholding in this entity.
The $68 million guarantee is provided to support service
contracts entered into by IBMGSA and third parties, and was
made with IBMGSA bankers, or directly to IBMGSA customers.
As at 30 June 2012, this guarantee remains unchanged and
$142 million (2011: $142 million) of the $210 million guarantee
facility remains unused.

Upon sale of our shareholding in IBMGSA and under the deed of
indemnity between shareholders, our liability under these
performance guarantees has been indemnified for all
guarantees that were in place at the time of sale. Therefore, the
overall net exposure to any loss associated with a claim has
effectively been offset.
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31. Events after reporting date

We are not aware of any matter or circumstance that has occurred
since 30 June 2012 that, in our opinion, has significantly affected or
may significantly affect in future years:

* our operations;
+ the results of those operations; or
» the state of our affairs;

other than:
Final Dividend

On 9 August 2012, the directors of Telstra Corporation Limited
resolved to pay a fully franked final dividend of 14 cents per ordinary
share. The record date for the final dividend will be 24 August 2012
with payment being made on 21 September 2012. Shares will trade
excluding the entitlement to the dividend on 20 August 2012.

A provision for dividend payable has been raised as at the date of
resolution, amounting to $1,738 million. The final dividend will be

fully franked at a tax rate of 30%. The financial effect of the dividend
resolution was not brought to account as at 30 June 2012.

There are no income tax consequences for the Telstra Group
resulting from the resolution and payment of the final ordinary
dividend, except for $745 million of franking debits arising from the
payment of this dividend that will be adjusted in our franking account
balance.

The Dividend Reinvestment Plan (DRP) continues to be
suspended.

Disposal of TelstraClear Limited

On 12 July 2012, we signed an agreement to dispose of our 100%
shareholding in TelstraClear Limited and its controlled entity
(TelstraClear) for a total consideration of $658 million (NZ$840
million). The sale is contingent on New Zealand regulatory
approval, including the New Zealand Commerce Commission,
Overseas Investment Office and Ministry of Business, Innovation
and Employment, which is expected to take a number of months.
The loss on disposal, subject to completion adjustments, is
expected to be $263 million, mainly due to an impairment of $130
million and the reclassification of $130 million foreign currency
reserve to the Income Statement.

In accordance with AASB 5: “Non-current Assets Held for Sale and
Discontinued Operations” the carrying value of assets and liabilities
of TelstraClear, with the exception of cash balances which are
excluded from the sale agreement, have been classified as held for
sale as at 30 June 2012. Refer to note 12 for further details.
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Directors’ Declaration

This directors’ declaration is required by the Corporations Act 2001
of Australia.

The directors of Telstra Corporation Limited have made a resolution
that declared:

(a) the financial statements and notes of the Telstra Group set out
on pages 2 to 131:

(i) comply with the Accounting Standards applicable in Australia,
International Financial Reporting Standards and Interpretations
(as disclosed in note 1.1 to the financial statements), and
Corporations Regulations;

(ii) give a true and fair view of the financial position as at 30 June
2012 and performance, as represented by the results of the
operations and cash flows, for the year ended 30 June 2012;
and

(iii) have been made out in accordance with the Corporations
Act 2001.

(b) they have received declarations as required by section 295A of
the Corporations Act 2001;

(c) atthe date of this declaration, in the directors’ opinion, there are
reasonable grounds to believe that Telstra Corporation Limited
will be able to pay its debts as and when they become due and
payable in Australia; and

(d

-

at the date of this declaration there are reasonable grounds to
believe that the members of the extended closed group
identified in note 25(a) to the full financial statements, as parties
to a Deed of Cross Guarantee, will be able to meet any
obligations or liabilities to which they are, or may become
subject to, under the Deed of Cross Guarantee described in
note 25(a).

For and on behalf of the board

C B %Lo"/'."jsﬁ&

Catherine B Livingstone AO David | Thodey
Chairman Chief Executive Officer and
Executive Director

Date: 9 August 2012
Melbourne, Australia
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Independent Auditor’s Report to the Members of Telstra Corporation Limited

Report on the Financial Report

We have audited the accompanying financial report of Telstra
Corporation Limited, which comprises the consolidated statement
of financial position as at 30 June 2012, the consolidated income
statement and consolidated statement of comprehensive income,
the consolidated statement of changes in equity and the
consolidated statement of cash flows for the year then ended, notes
comprising a summary of significant accounting policies and other
explanatory information, and the directors’ declaration of the
consolidated entity comprising the company and the entities it
controlled at the year’s end or from time to time during the financial
year.

Directors’ Responsibility for the Financial Report

The directors of the company are responsible for the preparation of
the financial report that gives a true and fair in accordance with
Australian Accounting Standards and the Corporations Act 2001
and for such internal controls as the directors determine are
necessary to enable the preparation of the financial report that is
free from material misstatement, whether due to fraud or error. In
Note 1, the directors also state, in accordance with Accounting
Standard AASB 101 Presentation of Financial Statements, that the
financial statements comply with International Financial Reporting
Standards.

Auditor’s Responsibility

Our responsibility is to express an opinion on the financial report
based on our audit. We conducted our audit in accordance with
Australian Auditing Standards. Those standards require that we
comply with relevant ethical requirements relating to audit
engagements and plan and perform the audit to obtain reasonable
assurance about whether the financial report is free from material
misstatement.

An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the financial report. The
procedures selected depend on the auditor’s judgment, including
the assessment of the risks of material misstatement of the financial
report, whether due to fraud or error. In making those risk
assessments, the auditor considers internal controls relevant to the
entity’s preparation and fair presentation of the financial report in
order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the entity’s internal controls. An audit also
includes evaluating the appropriateness of accounting policies used
and the reasonableness of accounting estimates made by the
directors, as well as evaluating the overall presentation of the
financial report.

We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our audit opinion.

Liability limited by a scheme approved
under Professional Standards Legislation

Independence

In conducting our audit we have complied with the independence
requirements of the Corporations Act 2001. We have given to the
directors of the company a written Auditor’'s Independence
Declaration, a copy of which is included in the directors’ report.

Opinion
In our opinion:

a. the financial report of Telstra Corporation Limited is in
accordance with the Corporations Act 2001, including:

i giving a true and fair view of the consolidated entity’s financial
position as at 30 June 2012 and of its performance for the year
ended on that date; and

ii complying with Australian Accounting Standards and the
Corporations Regulations 2001; and

b. the financial report also complies with International Financial
Reporting Standards as disclosed in Note 1.

Report on the Remuneration Report

We have audited the Remuneration Report included in pages 12 to
31 of the directors’ report for the year ended 30 June 2012. The
directors of the company are responsible for the preparation and
presentation of the Remuneration Report in accordance with
section 300A of the Corporations Act 2001. Our responsibility is to
express an opinion on the Remuneration Report, based on our audit
conducted in accordance with Australian Auditing Standards.

Opinion

In our opinion the Remuneration Report of Telstra Corporation
Limited for the year ended 30 June 2012, complies with section
300A of the Corporations Act 2001.

Ernst & Young

SJ Ferguson
Partner

Melbourne, Australia
9 August 2012
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