MANAGEMENT COMMENTARY

4 August 2006

Results for the year ended 30 June 2006

Note: Other than the analysis of Australian Operations results, which are presented in
Australian dolars (“AUD"), all monetary amounts in this management commentary
are expressed in New Zealand dollars (*NZD") unless otherwise stated. The prior
period comparative resulis have been restated to comply with New Zealand
equivalents to International Financial Reporting Standards (“NZ IFRS”), which
Telecom adopted from 1 July 2005.

OVERVIEW OF CONSOLIDATED RESULTS

Telecom reported a net loss of $435 million for the year ended 30 June 20086 compared to net
earmnings of $967 million for the year ended 30 June 2005. The reporied net loss reflected abnormal
impairment chargses totafling $1,291 million {net of a small associated tax credit) to write down the
carrying vaiue of Telecom’s Australian Cperations to their fair value based on revised forecast future
cash flows.

Excluding the impact of abnormal #ems, adjusted net earnings for the year ended 30 June 2006 of
$820 million represent a decrease of 4.3% on adjusted earnings for the year ended 30 June 2005 of
$857 million. Adjusted net eamings for the quarter ended 30 June 2006 (*Q4 2005-06") represent a
decrease of 5.1% on adjusted earnings for the quarter ended 30 June 2005 ("Q4 2004-057).

Results for Telecom’s NZ Operations strengthened, with growth in EBITDA of 4.1% for Q4 2005-086.
This reflected robust growth in broadband and internet, mobile and directories revenue, while costs
declined slightly. Results for Australian Operations confinued to reflect a difficuit competitive
snvironment, with EBITDA for Q4 2005-06 of A$17 million compared to A$41 million for Q4 2004-05.

Reported results are summarised in the lable below.

Telecom Group Reported Year ended Quarter ended
Earmings 30 June 30 Jurie

2006 2005 Change 2006 2005 Change

$m $m % $m $m %o

Operating revenues {excluding abnormals) 5755 5680 19 1,454 1,431 1.6
Operating expenses {excluding abnommals) (3,558) {3,402 4.6 {910 870 4.8
Abnormal tems {1,275) 95 N {404) 58 N
EBITDA* g22 2,343 {69.6} 140 619 (77.4)
Depreciation and amortisation (705) {698 1.0 (182)  (182) -
Eamings/{loss) before interest and tax 217 1,645 {86.8} {42) 437  (109.68)
Nt interest expense {254) {289) (12.1) {63) (68} {7.4)
{Lossieamings before tax (37 1356  (102.7) {105) w2 {128.5)
Tax expense {394) {388) 2.1 (85 87 {2.3)
Minority interest {4) (3) 33.3 (1) (1} -
Net {loss)/earnings {435) 967  (145.0) {191} 281 {163.0)

*Earnings Before Interest, Taxation, Depraciation and Amortisation
N = Not a Meaningful Comparison



Reported net earnings for the year ended 30 June 2006 included the following abrormal items:

Telecom recorded an impairment charge of $897 million in respect of its Australian operations at
31 December 2005, with a further charge of $404 million recognised at 30 June 2006. This
resulted in a2 total impairment charge for the vear of $1,301 million ($1,291 million net of a smaf
associated tax credit). These impairments resutted from reviews of the business that determined
that the carrying value exceeded the stand-alone fair value of the business {calculated on a value
in use basis}. The decline in value is a consequence of a number of negative trends that are
adversely affecting the short and long term eamings outiock for Australian operations, in
particular:

- a significant tightening of wholesale prices and terms with Telstra {the principal supplier o
Telecom's Australian operations);

- continued downward pressure on retail prices; and

- the deferral of major project expenditure by key corporate customers.

As a result of these impairment charges, all remaining goodwill resulting from Telecom's
acquisition of AAPT has been written off. The remainder of the write down was applied against
property plant and equipment, as well as some smaller adiustments to current assets where
realisation was no longer considered likely,

Telecom recognised a gain of $80 million in December 2005 arising on the acquisition of a 100%
shareholding in Southern Cross Cables {NZ) Limited {*SCCL"), a member of the Southern Cross
Cables Group, in which Telecom holds a 50% shareholding. Telecom acquired SCCL for $10
million. The acquisition resulted in a deferred tax asset of $70 million being included in the
Telecom Group Balance Sheet. SCCL had no other assels or liabilties. As the value of assets
acquired exceeded the consideration paid to acquire the entity, a gain of $60 million arose upon
acguisition;

In the quarter ended 31 December 2005 (“Q2 2005-06"), a charge of $22 million {$15 million after
tax} was recognised in relation to intercarrier and regulatory matters. This was made up of a
settlement of $17.5 million agreed with TelstraClear Limited in January 20086 to resolve a number
of tongstanding commercial issues (principally involving backdating of pricing} between the two
companies, and a one-off adiustment to the accrued TS0 receivable 1o reflect a determination by
the Commerce Commission; and

Telecom provided $7 miflion {$5 million after tax} in Q2 2005-086 for the estimated potential liability
that would result from unsuccessful outcomes relating to historic issues under the Fair Trading
Act. Telecom has also provided $5 million {$4 million after tax) for the cost of terminating an
agreement with Huichison Whampoa Limited to receive certain mobile relaied services for
Telecom’'s New Zealand business. Telecom and Huichison have entered into a new agreement
that reflects future wireless broadband options.

Reported net earmnings for the year ended 30 June 2005 included the following abnormal items:

Southern Cross restructured its banking facilities with its senior bank syndicate in April 2003. As
part of the restructure, Telecom agreed {o provide contingent credit support for a portion of the
refinanced debt. In return for providing this suppori, fees were payable 1o Telecom from Southern
Cross. Telecom had not previously recognised these fees, as oversupply of capacity in the
international telecommunications industry and uncertainties around future levels of demand were
negatively impacting Southern Cross' operations, creating uncertainty over the collectibility of the
support fees. Since this time, acceleration in bandwidth utilisation significantly improved the
outiook for Southern Cross culminating in significant new sales being generated. As a result of
the cash generated by the additional sales, collectibility of the support fees became expected and
accordingly Telecom accrued fees payable by Southern Cross of 341 million {$37 million net of
tax} at March 2005. This represented fees for the period from April 2003 to March 2005. All
accrued fees have since been paid by Southern Cross;

An abnormal charge of $31 million ($21 million net of tax} was recognised in March 2005 by
Telecom's Australian subsidiary AAPT following an extensive reassessment of accruals and
pravisions for disputes in the inter-carrier area. The charge was a one-off adjustment required to
revise cost of sale accrual assumptions and fo adjust the carrying value of disputed amounts
receivable to amounis considered recoverabile;



Ir March 2005 Tetecom received $22 million for the sale of its stake in Intelsat resulting in a gain
on saie of 38 million;

In August 2004 Telecom announced the sale of 15 of its business-focused retail stores 1o the
Leading Edge Group for $16 million. The sale was completed on 30 September 2004, resulting in
2 gain on sale of $10 million;

Telecom issued $300 million of convertible notes in 2001. In November 2004 Telecom
repurchased $150 million of these notes. Due to market movements since the notes were issued,
the amount required to buy the notes back was $145 million, resulting in a gain on buyback of $5
million. In February 2005 Telecom repurchased the remaining $150 million of notes. The amount
required to buy the second tranche of notes back was $146 million, resuiting in a gain on buybhack
of $4 million.

In June 2005, Telecom sold its entire stake in Independent Newspapers Limited for $272 million,
resulting in a gain on sate of $88 million;

Telecom operates both TDMA and CDMA mobile networks. With the continued transition of
customers from TDMA to CDMA, the cash flows generated by the TDMA network continued fo
decline to the point where, at 30 June 2005, the present value of the net future cash flows was
negligible. Accordingly, an impairment charge of $24 million ($16 million afier tax) was recognised
at 30 June 2005 to write the value of the network down to nil; and

Following the purchase of Gen-i and Computerland, a number of savings were identified through
the combination of these businesses. Costs of $4 million ($3 million net of tax) were incurred to

achieve these savings.

The adiustments to remove abnormal items are shown in the table below.

Adjustments to reporfed net {loss)feamings Year ended Quarter ended
30 June 30 Jurie
2006 2005 Change 2006 2005 Change
$m $m % $m $m %o
Reported net {lossl{eamings {435) 967  (145.0 {191} 281 {163.0
Adiusted for:
Australian Operations wite-down® 1,291 - N 354 - N
(ain on acquisition of SCCL (60) - NM - - N
Recogrition of Scuthem Cross support fees* - (37 NM - - N
intercamier and regulatory costs™® 15 21 N - - N4
Provision for contractual settlemerts® 9 - NM - - NM
Gain on sale of ntelsat - (8 NM - - Nivi
Gain on sale of retail stores - {10} NM - - N
Gain on buy-back of comertibie note - @ NM - - N
Gain on sale of NL - {86) NM - {86} NM
Write-down of TDMA network™® - 18 NM - 16 NM
Provision for restructuring® - 3 N - 3 N
Adjusted net earnings 820 857 (4.3} 203 214 (5.1}

A= Not a Meaningful Comparison

* Figures are netof tax Other abnormal items are not subject o tax

Telecom’s adjusted earnings are summarised in the table that follows.



Telecom Group Adjusted Year ended Quarter ended

Eamings 30 Junie 30 Jurie

2006 2005 Change 2006 2005 Change

$m $m % $m $m %o
Adjusted operating reveres 5755 5650 19 1,454 1,431 1.6
Adjusted operating expenseas {3,558) {3,402 4.8 {910} (870) 4.8
Adjusted EBITDA® 2,197 2,248 {2.3) 544 561 {3.0
Depreciation and amortisation {705) {698) 1.0 {182) (182) -
Adjusted earnings before interest
and tax 1,492 1,550 {3.7 362 37 {4.5)
Net interest expense {254) {289) (12.1) {63) (68} {7.4)
Adjusted earmnings before fax 1,238 1,261 {1.8) 289 3 {3.9)
Adjusted tax expense {414) {401) 3.2 (95) (96} {1.0)
Mincrity interest (4) (3) 333 (n (1 -
Adjusted net eamings 820 857 (4.3} 203 214 (5.1}

*Earmings Befors Interest, Taxation, Depraciation and Amortisation
N = Not a Meaningful Comparison

The reduction in adjusted net earnings for the year ended 30 June 2006 compared {o the year ended
30 June 2005 reflected a significant decline in earnings from Australian operations, mainly as a resuit
of the previously discussed adverse changes in the compsetitive environment and wholesale
arrangements. Earnings from Telecom's NZ Operations strengthened as mobile, broadband and
internet, IT services and directories revenues remained robust, while expense growth moderated.

The decrease in net interest expense is the result of deleveraging in prior pericds. However, with
increased shareholder distributions, debt levels remained relatively stable in Q4 2005-06. Tax
expense for the year ended 30 June 2006 increased in line with higher eamnings in NZ Operations. No
tax effect was recognised on Australian Operations results in 2005 and early 2008 due to their loss
making position. However, the reorganisation of management responsibilities for Australian
Operations resulted in AAPT becoming resident for New Zealand tax purposes. Accordingly, a tax
credit was recognised in Q4 2005-06 for AAPT's losses.

KEY TRENDS

Telecom’s operating results for Q4 2005-06 reflected the evolution of significart trends seen in the
past 18 months as a result of shifts occurring in its business. Recent financial performance and
operating trends will however prove a less reliable guide o future performance, as the effect of recent
regulatory announcements in New Zealand begin to take effect. In May 2006, the New Zealand
Government announced a comprehensive set of proposed changes to telecommunications regulation.
These changes {detailed on page 45}, include proposals to extend the range of regulated wholesale
broadband services, and introduce local loop unbundling {LLU} to the New Zealand marketplace. In
addition, the Government has recently scheduled reviews of mobile market regulation, and signalled
an intention o conduct a review as to whether some form of operational or structural separation
model for Telecom is warranted.

The Telecommunications Amendment Bill was infroduced to the New Zealand Parliament on 29 June
2006, and at this stage it is too early to predict final cutcomes regarding key pricing and service
requirements. The process of finalising the legislation and implementing the detailed
recommendations is expected to take the majority of the 2006-07 financial year. While the legislative
and regulatory timetable suggest that the direct effects of the new regulatory regime may not be felt
until 2007-08 fiscal year, Telecom is likely to proactively reset its strategies to reposition itself for the
new environment. These strategies will directly impact capital and operating plans in 2006-07. These
impacts are further discussed on page 6.



New Zealand Operations

Strong growth in mobile voice and data revenue continues, with an increase of 10.4% in Q4 2005-
06. This has been the result of significantly enhanced uptake of mobile data services, with growth
in mobile data revenues of 37.1% for Q4 2005-06 compared to Q4 2004-05. Afier a year of very
strong connection growth, growth in the customer base moderated in Q4 2005-06. Excluding a
one-off adjustment to the TDMA customer base, additional net connections for Q4 2005-06 were
24,000, bringing net connection growth for the year ended 30 June 2006 1o 301,000.

Market penetration of mobile connections is frending towards 100% and the rate of penetration
growth is expected to slow in the near o medium term. Future mebile data revenue growth is
expected to be driven more by applications and content than by text messaging {which is
currently the most significant driver). Future mobile voice revenues will be driven by share of
connections and rate of substitution from fixed line services. As an integrated operator, Telecom
also has a focus on the convergence of fixed and mobile services, which is expected to gain
momenium in future periods. New converged product offerings were released into the market in
the current financial year.

The Government's current review of mobile market regulation is likely to increase competitive
intensity in the mobile market, and place further pressure on retail and wholesale prices. While
the exact form of regulation is currently unknown, the objectives of the review appear o focus on
facilitating the entry of new competitors, and encouraging the formation of wholesale mobile
virtual network operator (MVNO)} models.

Significant growth in uptake of broadband services in New Zealand has also continued. Total
broadband connections increased by 51,000 in Q4 2005-06. New broadband offerings were
announced in Q3 2005-06 and these have stimulated further growth in the broadband customer
base. A wholesale agreement was also reached with TelstraClear in January 2006, which shouid
drive further growth of the wholesale broadband market.

The introduction of Unconstrained Bitstream Services {UBS), naked DSL and LLU are likely to
have the effect of accelerating the rate of broadband penetration, and may result in further
downward pressure on wholesale and retail broadband prices. More importantly, the advent of
naked DSL and LLU pose threats to Telecom's fixed line access relationship with customers, and
could accelerate the rate of decline in traditional telephony services such as calling.

Longer term, Telecom has announced that it will invest in ADSL2+ technology to deliver the next
generation of broadband services, ensuring that broadband will remain a key driver of Telecom's
results in the fuiure.

Telecom’s IT services business continues to grow following the successful integration of the
acquired Gen-i and Computerfand businesses with Telecom’s existing IT services business under
the Gen-i brand. In the 2005-06 financial year, Telecom has seen an improved contribution from
the merged Gen-i business as a result of the benefits of integration. Telecom currently believes
that the [T services market has the potential to grow faster than the traditional
telecommunications market and accordingly sees this segment as a potential source of future
growth for the Group.

Direciories revenue continues to display solid growth as a result of volume and price increases for
printed direciories. Telecom currently expects an increasing amount of revenue to be derived
from online directory and search services in the future.

Offsetting these growing parts of the business, Telecom’s traditional calling business continues to
decline due to ongoing product substitution and competitive pressure. Excluding the impact of
international transit revenue, the decrease in calling revenue in New Zealand Operations was
8.6% in Q4 2005-06.

The rate of decling in calling is expected to be impacted by the infroduction of naked DSL and
LLU regulated services. Refer to the previous discussion on broadband services above.

The overall operating margin percentage in the New Zealand business continues to come under
pressure, given the shift in revenue mix from the high-margin traditional calling business to lower
margin new business (particularly the IT services business, which is less capital intensive than
Telecom’s traditional business). The growth in the mobile and broadband customer bases also
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continues o have a negative short-term impact on costs and margins, driving significanily greater
customer acquisition and provisioning costs and necessitating investment in additional customer
service capability {although the level of customer acquisition cosis in mobile decreased in Q4
2005-06 as connection growth moderated).

» In fight of these factors, particularly the decline in the calling business, Telecom is pursuing
operating cost efficiency initiatives 1o offset the negative impact of these trends. Longer term,
Telecom is seeking {o redesign its operating model to a fundamentally lower cost approach in
order to maintain satisfactory operating margins.

Australian Operations

» Competitive conditions impacting on Telecom’s Australian operations continue to be highly
challenging. Retail prices continue to decline across all products, while wholesale prices have
risen sharply following revisions to key supplier arrangements. This has resulted in a substantial
decline in margins. These negative trends have been exacerbated by a deferral of project spend
by Telecom’s enterprise customers. As a result of the revisions 1o key supplier arrangements,
AAPT is currenfly managing a number of disputes with suppliers. Financial results reflect
management's best estimate of expected cuicomes, however final resolution of the disputes
could have a further adverse impact on ongoing eamings.

» Australian mobile revenue has continued to decline following the strategic decision in 2004 fo
cease selling mobile as a stand-alone product and instead focus on selling customers bundles of
muktiple products. The sale of AAPT's prepaid mobile base in Q2 2005-06 further reduced the
number of stand-alone mobile customers. AAPT has, however, grown the percentage of its
consumer customer base thal are bundled customers to 51.8% at 30 June 2006, an increase of
75.7% from the pricr comparable period.

» To respond to the challenges that the Australian operations are facing, further significant
investment has been made in sales, cusiomer service and IT capabildties in AAPT in order to
support improved customer acquisition and retention. This investment has had a negative impact
on costs and free cash flow in the shork-term. This investment continues in 2006-07, and is part
of a comprehensive strategic programme designed to fundamentally reposition AAPT services in
the mass market.

» The continuation of the negative factors impacting on Australian Operations has resulted in a
further write-down in the carrying value of Telecom’s Australian Operations of $404 million {pre-
tax} in Q4 2005-086, following a write-down in G2 2005-06 of $897 million.

FUTURE EXPECTATIONS

As discussed in the “Key Trends” section, expectations arcund Telecom's future financial and
operating pefformance have been materially impacted by the recently announced proposed changes
to telecommunications regulation in New Zealand. While the specific changes have yet to be finalised,
the cumulative effect of the proposed changes is likely to place downward pressure on operating
margins and retall market share.

While the exact form of regulation, timetable for implementation, and likely competitor responses are
uncertain, Telecom has begun to revise #s strategies to proactively respond to the changes in the
new environment. Specifically, Telecom intends to:

» increase the fevel of investment and service offerings designed to attract high value customers to
integrated service packages;

» further address the efficiency of current business processes; and

» accelerate the introduction of the "Next Generation Telecom” {(*"NGT") business model. This model
is & longer-term programme designed to fundamentally reduce the operating cost structure of the
future business via a radical simplification of consumer and business offers and the construction
of a next generation access network with related enhancements in service, provisioning, and
product development capability.

Telecom proposes to implement a form of operational separation as a response to the new regulatory

environment. The proposed model would operationally separate the Wholesale business unit from the
retall business units, and reinforce the separation with legally binding undertakings, independent and
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auditable oversight, and other structural changes designed to support non-discriminatory treatment of
competitors.

For 2006-07, Telecom currently expects the following impacts in the New Zeatand business:

» An increase in the rate of Broadband acquisition. Telecom is currently targeting 500,000 retail
DSL broadband business and consumer customers by 30 June 2007.

» A moderation in the growth rate of mobile service revenues. The mobile market is approaching
100% penetration levels, and is subject to a pending review of mobile market reguiation.

» The cumulative impact of the underlying trends, direct regulatory effects, and investments in
revised strategies is currently expected to be a decling in 2006-07 EBITDA for New Zealand
operations of 1.5 10 3.0% compared to 2005-06.

For 2006-07, Telecom currently expects the following outcomes in the Australian business:

» EBITDA broadly consistent with 2005-06 levels of $A75 million. Telecom has yet to conclude new
commercial arrangements for ceriain carrier costs and other network services, and therefore
anticipates the potential for ongoing material variability in forecasts for Australian operations
during 2006-07.

Telecom currently expects nel profit after tax, excluding abnormat items, for the year ending 30 June
2007 to be within the range of $820 million to $880 million.

Telscom’s current capital expenditure forecast for the 2008-07 financial year is approximately $800
million. Group depreciation and amortisation expense for 2006-07 is expected to be within the range
of $650 million to $670 million, of which $570 million to $585 million relates to New Zealand and $80
million 1o $85 million relates to Australia. The majority of the impairment charge in respect of the
Australian operations at 30 June 2006 was applied against property, plant and equipment, and as a
result, depreciation expense in 2006-07 will be at correspondingly lower levels,

FORWARD-LOOKING STATEMENTS

This Management Commentary contains forward-looking statements. The words “believe”, “expect”,
“‘will*, “estimate”, “project”, “forecast”, “should”, "anticipate”, “intend” and similar expressions may
identify forward-looking statements. Such forward-looking statements are based on the beliefs of the
Company's management as well as on assumptions made by and information currently available to
the Company at the time such statements were made. Actual resulis could differ materially from
those projected in the forward-looking staiements as a result of the matters discussed herein and
certain economic and business factors, some of which may be beyond the control of the Company.
Such factors include, but are not limited to, competition in the New Zealand and Australian
telecommunications markets, the outcome of pending litigation, the effect of current or future
government regulation, technological change in the telecommunications industry, and the state of the
New Zealand and Australian economies.

BIVIDEND POLICY AND LONG-TERM CAPITAL MANAGEMENT

Telecom has previously advised that it was the Company's intention to target an ordinary dividend
payout ratio of approximately 85% of net earnings {after adding back relevant non-cash items) for the
2005-06 fiscal year. Dividends for each of the first three quariers of the year ended 30 June 2006
were 9.5 cps, with the dividend for the fourth quarter of the year to be set to reflect the full year
expected pay-out ratio. In accordance with this approach, a dividend of 7.0 cps has been declared in
respect of Q4 2005-08, to achieve the target ratio for the year.

The reduction in the carrying value of Telecom’s Australian Operations is non-cash and has no impact
on Telecom’s dividend payout for the 2005-08 financial year. The abnormal gain arising on the
acquisition of SCCL was also not factored inte Telecom’s calculation of dividend payout for the 2005-
06 financial year.

The previcusly announced fully imputed speciat dividend of 5 ¢cps will also be paid with the Q4
dividend.



The Board continues to be committed to Telecom maintaining strong “single A" credit ratings from
Moody's Investors Service and Standard and Poor's and iis capital management policies are
designed to ensure this objective is met. Relevand factors include Telecom's debt profile, operating
outlook, cash flow, cost of capital, and level of imputation credits. As a guide, the Board expects
Telecom to maintain a relatively stable capital structure with the intention that, in normal
circumstances, the ratic of gross debt to EBITDA would not materially exceed 1.7 times on a long-run
basis.

Based on Telecom's current expectations for the next twelve months, the target dividend payout ratio
for the financial year ended 30 June 2007 will be 75% of net earnings, adjusted for relevant non-cash
items. This dividend payoul target reflects that 2006-07 net earnings will benefit from reduced
depreciation charges folliowing the impairment charge in respect of the Australian operations.
Adjusted for the impact of lower depreciation expense in Australia in 2006-07, the target dividend
payout ratio would remain constant at 85%. Dividends for the first three quarters of the year are
expected to be 7.0 cps with the fourth quarter dividend set to achieve the target full year payout ratio.

Fourth Quarter Ordinary Dividend

Ordinary Shares 7.0 cents
American Depositary Shares *US 33.84 cenis
Supplementary dividend {to non-resident shareholders)
Per ordinary share 1.24 cents
Per American Depositary Share "8 5.97 cenis

“Ex" dividend dates

New Zealand Exchange 28 August 2006

Australian Stock Exchange 2% August 2006

New York Stock Exchange 22 August 2006
Books closing dates

New Zealand, Australian Stock Exchanges 25 August 2006

New York Stock Exchange 24 August 2006
Payment dates

New Zealand, Australia 8 September 2006

New York 15 September 2006

* Based on an exchange rate at § July 2006 of NZ§1.00 to US$0.6043 and a ratio of eight ordinary
shares per one American Depository Share.

Dividend Reinvestment Policy

The Dividend Reinvestment Plan has been refained. Effective from the Q4 2005-06 dividend
payment, a 3% discount to the prevailing market price will be applied o shares issued under the
Dividend Reinvestment Plan. The Company will also cease its previcus practice of buying back an
equivalent number of shares on-market to eliminate an increase in capital arising from the plan.



TELECOM GROUP RESULT

A further breakdown of reported group results is provided in the table below.

Telecom Group Result Year ended Quarter ended
36 June 30 June
2006 2005 Change 2006 2005 Change
$m $m % $m $m %

Operating revenues and other income
Locat senice 1,081 1,101 {1.8} 273 273 -
Calling 1393 1,443 {3.5) 348 358 (2.2)
Interconnection 204 206 {1.0} 47 54 {13.0)
Mohites 852 835 4.1 222 210 57
Data 802 602 - 150 163 (2.0)
Broadband and intemet 448 376 19.1 115 102 12.7
IT sendoes 346 308 12.3 o7 100 (3.0)
Other operating revenue 812 KEisi 4.2 202 183 10.4
Abnormigd income 80 154 (61.0} - 88 (1000

5815 5,804 0.2 1,454 1,517 (4.2
Operating expenses
Labiour 795 738 7.9 205 191 7.3
Infercarrier costs 1198 1,185 1.2 311 292 8.5
Cther operating expenses 1,663 1,479 5.7 354 387 1.8
Abnommiad expenses 1,335 59 N 404 28 N

4,893 3,481 41.4 1,314 898 46.3
EBITDA" 922 2,343 {60.6} 140 619 (77.4)
Depreciation 538 546 {1.5} 144 139 38
Amortisation 167 152 99 38 43 {11.6)
Cepreciation and amortisation 705 898 1.0 182 182 -
Eamings/(loss) before interest and tax 217 1,645 {86.8} (42) 437  {109.6)
Net interest expense 254 288 (121 63 68 (7.4)
Income tax expense 304 386 2.1 85 87 2.3
Minority interest 4 3 333 1 1 -
Net {lossifearnings {435) 967  {145.0} {191} 281 {168.0)

* Earnings before Interast, Taxation, Depreciaion and Amordisation
AN = Not a Meaningful Comparison

Total revenue of $5,815 million for the year ended 30 June 2006 increased by $11 million (0.2%)
compared 1o the year ended 30 June 2005. The growth included the acquisition of Computerland
{effective 1 September 2004} which increased IT services revenue in Q1 2005-06 by $19 million.
Broadband and internet revenue also grew, reflecting increased broadband penetration. Growth in
mobile revenue of $68 million in NZ Operations, resulting from growth in the customer base and
penetration of mobile data services, was partly offset by a $34 million decline in mobile revenue in
Australian Operations. Growth across these revenue categories has been parily offset by lower calling

and local service revenues.

Excluding $1,335 million of abnormal expenses, operating expenses for the year ended 30 June 2006
increased by $156 million {4.6%)} compared to the year ended 30 June 2005 and by $40 million

{4.6%) for Q4 2005-06 compared to Q4 2004-05.



Net interest expense decreased by $35 million {12.1%) for the year ended 30 June 2006 due to lower
average debt levels, as operating cash flows have been utilised to reduce debl.

Tax expense for the year ended 30 June 2008 of $394 million increased by $8 million {2.1%).
Excluding abnormal items {which were fargely not subject to tax], tax expense for the year ended 30
June 2006 represented an effective tax rate of 33.3% compared to an effective tax rate of 31.8% for
the year ended 30 June 2005. The effective tax rate is in line with the New Zealand corporate tax rate
of 33%. As explained in the previous section, Telecom did not recognise tax credits on Australian
losses in the first part of the current financial year, however the impact of this has been partly offset by
income that has not been tax effected in other offshore subsidiaries.

LIQUIDITY AND CAPITAL RESOURCES (CONSOLIDATED)

Year ended Quarter ended
30 June 30 June
2606 2005 Change 20086 2005 Change
$m $m % $m $m %
Cash flows
Net cash flows from/{applied to):
Operating activities 1,807 1,703 6.1 636 490 25.8
Investing activities {453) {583} (22.3) {93) 117 N
Financing activities {1,434) {1,123} 27.7 {577) {535} 7.9
Net cash flow {80) (3} NM {34) 72 N

NM = Not a Meaningful Comparison

A detailed breakdown of the cash flow can be found in the Appendices.

Net cash flows from operating activities increased by $104 million (6.1%) for the year ended 30 June
2006 and $146 million {29.8%) for Q4 2005-08. The full year movement is due to higher cash receipts
from customers and lower interest and tax payments compared to the prior period, partly offset by an
increase in payments to suppliers and employees {despite a 16.8% decrease in Q4 2005-06}.

The net cash outflow for investing activities decreased by $130 million (22.3%) for the year ended 30
June 2006 compared to the prior period. Despite payments for capital expenditure being higher in the
current year, the proceeds from Telecom’s stake in INL were received in the current year, while the
prior year included the purchase of Gen-i and Computerland. Offsetting this, surplus funds were
applied to the purchase of shori-term investments in the current year, compared to the sale of short-
term investments in the previous year.

The net cash cutflow for financing aclivities increased by $311 million (27.7%) for the year ended 30
June 2006. The increase in financing cash outflows was primarily due to an increase in the dividend
paid as a result of special dividends paid in the current year.

Telecom believes that #s working capital is sufficient for its requirements. Telecom has adequate
internal and external resources avaitable, including borrowing capacity, to finance its operating
requirements, anticipated capital expenditure, dividends and investments.

The net debt to net debt plus equity ratic was 77.5% at 30 June 2008, compared to 72.7% at 31
March 2006 (net debt is defined as total debt plus total derivative liabilties less cash, short-term
investments and derivative assets). The increase in this ratio reflects the reduction in equity as a
result of the further write down of Australian operations at 30 June 2008,

Net debt was $3,652 million at 30 June 2008, an increase of $132 million from net debt at 30 June
2005 of $3.520 million.
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OVERVIEW OF SEGMENTAL RESULTS

Telecom operates integrated businesses in New Zealand and Australia. Segmental reporting
therefore principally reflects the integrated nature of the business.

Australian Operations maintain a business and consumer customer demarcation and therefore
business unit contribution (revenue less directly atiributable costs} is reported separately for
Austratian Consumer and Australian Business. Shared costs are not allocated to Australian
Consumer and Australian Business, being reported separately in a support functions category.
Australian Consumer, Australian Business and Support Funclions together comprise Australian
Operations.

Corporate expenses are not allocated to the operating segments and are included separately in a
Corporate and Other category, along with other items that management excludes in assessing
segment performance due primarily to their non-recurring and/or non-operational nature.

Telecom measures and evaluates the reporting segments based on eamings from Operations
{defined as sarnings before interest and tax, excluding abnormat items}.

Telecom's earnings from Operations excluding abnormal items for the year ended 30 June 2006 were

$1,492 million, compared to $1,550 million for the year ended 30 June 2005. The table on the
following page details revenues, expenses and earnings from operations by reporting segment.
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Summary of Segment Results

Year ended Quarter ended
38 June 30 June

2006 2005 Change 2006 2005 Change

$m $m Ys $m $m %
NZ Opertations
Qperating revenueas 4,511 4,340 3.9 1,125 1,106 1.7
Operating expenses {2,288) (2,174) 5.2 (566) (569} {0.5)
EBITDA* 2,225 2,166 2.7 559 537 4.1
Depreciation and amortisation {526} (527) (0.2} (135} (135} -
Eamings from operations 1,889 1,639 3.7 424 402 5.5
Australian Operations
Operating revenues 1,323 1,371 (3.5 348 328 6.1
Operating expenses {1,239) (1,208} 2.6 (328} (287} 14.3
EBITDA* 84 163 {48.5} 20 41 (51.2}
Depreciation and amortisation {169} {160) 5.6 (45} (44} 2.3
Eamings from operations (85) 3 NM (25) {3 NM
Corporate and Other
Operating revenues 15 21 {28.6} 3 13 (76.9)
Operating expenses {127) (102} 24.5 (38} (30} 26.7
EBITDA* {112) (81} 383 (35) (173 105.9
Depreciation and amortisation {10) (119 9.1 (2) 3 (33.3)
Eamings from operations {122) (923 {32.6) (37} (20} (85.0)
Eliminations #
Operating revenues {94) (823 - (22) (16) -
Operating expenses 94 82 - 22 16 -
EBITDA* - - - - - -
Deprectation and amortisation - - - - - -
Eamings from operations - - - - - -
Tetecom Group
Operating revenues 5,755 5,650 1.9 1,454 1,431 1.8
Operating expenses {3,558) (3,402 4.8 (910} (870} 4.8
EBITDA* 2,197 2,248 (2.3 544 581 {3.0)
Depreciation and amortisation {705) (698) 1.0 (182} (182} -
Eamings from operations 1,492 1,550 3.7) 362 375 {4.5)

* Earnings before Interest, Taxation, Depraeciation and Amortisation
# Eliminations remove the impact of internal fransactions

NM = Not a Meaningful Comparison
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NZ CPERATIONS

NZ OPERATIONS

Within its integrated NZ Operations, Telecom provides fixed line and value added services for voice
and data communicatlions, wireless services for voice and data communications, calling and managed
data network services between New Zealand, Australia and the rest of the world, internet access and
online services, IT services and directories publishing.

The results for NZ Operations are set out in the table below.

Overview of Results

Earnings from operations increased by $60 million {3.7%) for 2006 and $22 million {56.5%) for Q4
2005-06 compared to the corresponding periods in the prior year.

Operating revenues increased by $171 million (3.9%} for 2006 and $19 million {1.7%) for Q4 2005-08,
with increased mobile, data, broadband and internet, directories and internal revenues being partly
offset by declines in local service, calling, interconnection and other operating revenues.

Included in the IT services revenue growth of $38 million {12.3%) for 2006 is revenue from
Computerland (acquired effective from 1 September 2004} of $19 million for July and August 2005.
Excluding this Computerland revenue, underlying IT services revenue grew by $18 million {6.2%) for
2006 due to growth in the existing |T services business.
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NZ CPERATIONS

Broadband and internet revenue increased by $51 million {17.9%) for 2006 and $5 million (6.4%) for
Q4 260506 compared to the corresponding periods in the prior year due to the continued uptake of
broadband, partly offset by declining dial-up revenues.

The increase in mobile revenue was due to growth in the connection base, combined with strong
growth in mobile data.

Calling revenue decreased by $18 million {1.8%) for 2006 and $1 milion (0.4%) for Q4 2005-06
compared to the corresponding periods in the prior year. Both the vear to date and current quarter
declines are due to lower national, international cutwards, and international inwards calling, partially
offset by increased international transit revenue. The increase in international transit revenue is offset
by a corresponding increase in internationat seitlement costs.

Operations and support expenses increased by $112 million (5.2%) for 20086, included in this increase
were expenses from the acquired Computerland business of $18 million for July and August 2005.
Excluding these Computeriand expenses, underlying operating and support expenses grew by $94
million {4.3%) for 2006. Operations and support expenses decreased by 33 million {0.5%) for Q4
2005-06 targely due to lower mobile acquisitions, upgrades and dealer commissions sales costs.

Labour cost increased due to a combination of increased resources in key strategic and customer-
focussed areas and salary increases.  Intercarrier costs increased due to higher mobile
interconnection volumes and higher international transit volumes. Other operating costs increased for
2006 due to a combination of growth in mobile connections, broadband connections and the
undertying IT services business.

Further analysis of the NZ Operations result follows.
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NZ CPERATIONS

Local Service Revenue

Local service revenue decreased by $14 million {1.3%) for 2006 and was stable for Q4 2005-06
compared to the corresponding periods in the prior year. The decrease for 2006 is largely due to a
decline in local call revenues of $12 million {14.3%) for 2008 and $4 million {19.0%} for Q4 2005-06.
The decline is due largely to businesses migrating from dial-up internet access to broadband (with a
corresponding shift in revenue from local service to broadband and internet} and declining call
volumes as a result of competitive pressure. Access revenues decreased by $2 million {0.2%) for
2006 and increased by $4 million {1.8%) for Q4 2005-08. The increase in access revenues for Q4
2005-06 is due to the consumer price index increase in March.

Wholesaling of residential access lines commenced in Q3 2004-05. As at 30 June 2006, 68,000 of
Telecom's residential access lines were wholesale connections.

Year ended Quarter ended
38 June 30 June
2006 2005 Change 2006 2005 Change
Y% Y%
Business & residential access
Revenue (8m) 804 806 6.2} 230 226 1.8
Access lines
Residential:
Retail (000s) 1,348 1,380 {1.00
Wholesals (000s) 68 57 19.3
Total Residential (000s) 1,414 1,417 6.2)
Business:
Retail (000s) 253 256 (1.2}
Wholesale (000s) 50 49 2.0
Total Business {(000s) 303 305 6.7)
Centrex lines (000s) 66 68 (2.9}
Local calls*
Revenue (8m} 72 84 (14.3} 17 21 {19.0}
Call minutes {m) 2,183 2,577 (16.1} 503 612 {17.8}
Smartphone, messaging and call track
Revenue (8m} 73 73 - 18 18 -
Total Local Service Revenue 1,049 1,063 {1.3} 265 265 -
Retall Local Senvice ($m) 977 1,017 (3.9} 247 249 (0.8}
Wholesale Local Senvice (3m) 72 48 56.5 18 16 12.5
1,049 1,063 {1.3} 265 265 -

" Includes business local calls, residential calls under 20 cents local calling option and Centrexand VPN
tocal calls
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Calling Revenue

Calling revenue is broken down as follows:

Year ended

Quarter ended

30 June 30 June
2006 2095 Change 2006 2005 Change
$m $m % $m $m %
Calling revenue
National 586 623 (5.9) 142 152 {6.6)
Intermnational 343 323 8.2 95 83 14.5
Other 47 48 2.1) 11 14 (21.4)
976 994 {1.8) 248 249 {0.4)
National Calling Revenue
Year ended Quarter ended
30 June 30 June
2006 2065 Change 2006 2605 Change
% %
National calls
Revenue {$m) 193 217 (11.1) 45 53 {15.1)
Call minutes {m) 1,871 1,841 (3.8 452 513 {11.9)
Average price (cents) 10.3 11.2 (8.0 10.0 10.3 (2.9)
Calis to mobile networks
Revenue {$m) 294 298 (1.3 72 74 (2.7)
Call minutes {m) 743 720 3.2 180 182 4.4
Average price (cents) 39.8 41.4 (4.3) 37.9 40.7 (6.9)
National 0800
Revenue {$m) 80 98 (8.2) 23 23 -
Call minutes {m} 624 643 (3.0} 158 160 (0.6)
Average price (cents) 14.4 15.2 (5.3) 14.5 14.4 0.7
Operator services
Revenue {$m) 9 10 (10.0) 2 2 -
Total National Calling Revenue 586 623 {5.9) 142 152 {6.6)
Retail National Calling 557 600 (7.2 135 148 (7.5)
Wholesale National Calling 29 23 26.1% 7 8 18.7
586 623 {5.9) 142 152 {6.6)

Total national calling revenue {including national calls, calls to mobile networks, and nationat 4800}
decreased by $37 million (5.8%) for 2006 and $10 million {6.6%) for Q4 2005-06 compared 1o the

corresponding periods in the prior year.

Revenue from national calls decreased by $24 million

{11.1%} for 2006 and $8 million {15.1%) for Q4 2005-06 with competitive pressure in retail and
wholesale driving 8.0% lower average prices for 2006 and 2.9% for Q4 2005-06.

Revenue from calls to mobile networks decreased $4 million {1.3%) for 2006 and $2 million (2.7%]) for
Q4 2005-06 compared to the corresponding periods in the prior year. 2006 average prices decreased
4.3%, partly offset by a 3.2% increase in call minutes, and for Q4 2005-06 average prices decreased
6.9%, partly offset by a 4.4% increase in cail minutes.
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National 0800 revenue decreased by $8 million (8.2%) for 2006 and was stable for Q4 2005-06. The
2006 decrease was largely driven by lower average prices, along with lower call minutes. Call
minutes and average prices were relatively stable in Q4 2005-06 when compared to Q4 2004-05.

International Calling Revenue

International calling revenue for NZ Cperations comprises outward calling revenue, where New
Zealand customers make calls originating in New Zealand and terminating overseas; inwards calling
revenue, where calls originated by overseas carriers terminate on Telecom’s networks; and transit
calling revenue, where Telecom acts as an intermediary carrier of international calls.

The breakdown of international calling revenue is shown in the table below.

Year ended Quarter ended
30 Jane 30 June
2006 2085 Change 2006 2605 Change
$m $m % $m $m %
International calling revenue
international outward 128 137 {6.6) 31 33 (6.1)
international inward 33 44 (25.0) 8 11 {27.3)
international fransits 182 142 28.2 56 39 43.6
343 323 6.2 95 83 14.5

International calling revenue increased by $20 million (6.2%) for 2006 and $12 million {14.5%) for Q4
2005-06 compared to the corresponding periods in the prior year, due to an increase in gross transit
revenues partly offset by lower international outwards and inwards revenues. Excluding transit
revenues, international calling declined 11.0% for 2006 and 11.4% for Q4 2005-06 compared {o the
correspornding periods in the prior year. An analysis of volumes and average price is shown in the
following table.
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Year ended Quarter ended
30 June 30 June
2006 2005 Change 20086 2005 Change
Yo %

Quiwards calls
Revenue {$m) 128 137 (6.8} 3 33 (6.1)
Call minutes (m) 641 574 11.7 158 149 8.0
Average price (cents) 20.0 23.9 (18.3) 19.8 22.1 {11.3)
Retail Outward Calls ($m) 115 126 (8.7) 28 30 (8.7)
Wholesale Outward Calls {($m) 13 11 18.2 3 3 -

128 137 (6.8} 3 33 (6.1)
Inwards calls
Revenue {$m) 33 44 (25.0) 8 11 {27.3)
Call minutes (m) 656 700 (6.3} 1684 154 8.5
Average price (cents) 5.0 6.3 (20.8) 4.9 7.1 {31.0)
Transits
Revenue {$m) 182 142 28.2 56 39 43.6
intercarrier costs ($m) 142 162 38.2 46 27 70.4
Net margin ($m) 40 46 - 10 12 {16.7)
Call minutes {m} 2,836 1,867 51.9 782 535 46.2
Average margin per minute {cents) 1.4 2.1 (33.3) 1.3 2.2 {40.9)

Outwards calling revenue decreased by $2 milion {6.6%) for 2006 and $2 million {6.1%) for Q4 2005-
06 compared to the corresponding periods in the prior year, with the impact of higher volumes more
than offset by lower average prices, due largely to the impact of competition.

Inwards calling revenue decreased by $11 million (25.0%) for 2006 and $3 million {27.3%) for Q4
2005-06. The 2006 decrease was driven by lower volumes and lower average prices, the Q4 2005-
06 decrease was largely due to lower average prices partly offset by higher volumes. The decrease in
average price was largely due to a change in volume mix with a reduced proportion of higher rate
mobile terminating minutes.

As a result of the adoption of International Financial Reporting Standards on 1 July 2005, transit
revenues are now presented gross, with the corresponding costs included within intercartier costs.
Previcusly only the net transit margin was included within international revenue. The gross
presentation introduces some volatility info reported revenues and intercarrier costs due 1o the nature
of this business. Transit revenue increased by $40 million {28.2%} for 2006 and $17 million {43.6%)
for Q4 2005-06 as a result of strong volume growth. As margins per minute have declined in a light
market, volume growth has been required to grow overall margin from the transit business. This
strong growth in volumes results in a corresponding increase in international settlement costs (ses
“Intercarrier Costs™).

The net margin from transits was stable for 2006 and decreased by $2 million {16.7%) for Q4 2005-06
compared to the corresponding periods in the prior year.
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Interconnection Revenue

Quarter ended

Year ended
30 June 36 June
20086 2005 Change 2008 2005 Change
$m $m % $m $m %
Interconnection
FPSTN interconnection 70 73 4.9 17 18 {5.8)
Mobile interconnection 82 a0 2.2 18 24 (26.8)
162 183 {0.6) 36 42 {14.3}

Interconnection revenue decreased by $1 million (0.6%) for 2006 and $6 million (14.3%) for Q4 2005-
06 compared 1o the corresponding pericds in the prior year. The decrease in mobile interconnection
revenue for Q4 2005-06 is principally due to a reduction in revenue billed to interconnection carriers,

with a corresponding decrease in intercarrier costs {see "Intercarrier costs”).
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Mobile Revenue

Year ended Quarter ended
30 June 30 Junie
2006 2005 Change 2006 2005 Change
% Yo
Mobile revenue {$m)
Voice revenue 526 511 2.8 133 129 3.1
Data revenue 174 111 54.1 48 35 37.1
Mobile wice and data 697 622 12.1 181 164 10.4
Other mobile 77 84 {8.3) 20 20 -
Total mobile 774 7086 9.6 201 184 9.2
Call minutes (m) 1,349 1,248 8.1 336 320 5.0
Average Revenue Per User ("ARPU"}
ARPU - § per month
Postpaid 68.2 73.1 8.7) 68.2 71.7 (7.7%
Prepaid 11.3 10.0 13.0 13.3 10.7 24.3
Total 33.7 35.9 8.1 35.2 35.2 -
Voice 25.4 29.5 {13.9) 28.0 27.8 (5.8}
Data 8.3 8.4 297 9.2 7.5 22.7
CDMA 39.5 51.3 {23.0) 37.2 48.1 {22.7%
TOMA 6.6 10.1 (34.7) 12.6 7.3 72.8
Total ARPU including interconnection 45.8 50.4 {9.1) 45.6 48.9 (6.7}

Mobile revenue increased by $68 million (2.6%) for 2006 and $17 million {3.2%) for Q4 2005-06
compared to the corresponding periods in the prior year.

Mobile voice and data revenue increased by $75 milion (12.1%) for 2006 and $17 million (10.4%) for
Q4 2005-06 compared to the corresponding periods in the prior year. This increase reflected growth
in data revenues through higher data volumes. Voice revenues have increased as a result of a higher
connection base. Call minutes for 2006 increased 8.1% and for Q4 2005-06 increased 5.0%
compared to the corresponding periods in the prior year primarily due to an increase in the connection
base.

Other mobile revenue decreased $7 million (8.3%) for 2006 and was stable for Q4 2005-06 compared
to the corresponding periods in the prior year, driven by lower average handset sale prices.

Mobile revenue excludes any revenue from terminating calls and text messaging from competitors’
networks, which is included in interconnection revenus.

Postpaid ARPU decreased 6.7% for 2006 and 7.7% for Q4 2005-08, while prepaid ARPU increased
by 13.0% for 2006 and 24.3% for Q4 2005-06, compared to the corresponding periods in the prior
year. Postpaid ARPU has decreased due to the dilution impact of the integrated call ptan offering that
has a zero access fee element, which is popular with customers that would have previously
connected as prepaid. Prepaid ARPU has increased due to a combination of increased data
revenues and a writedown of the TDMA connection base {see Mobile connections information on the
following page). Total ARPU ({(excluding interconnection) for 2006 decreased 6.1% due to the
decrease in postpaid ARPU and the higher percantage of active prepaid customers on the base.
Total ARPU {excluding interconnection} was stable for Q4 2005-06 due to the writedown of the TDMA
connection base. CDMA ARPU has decreased due to a decrease in postpaid ARPU and an
increasing proportion of prepaid connections in the CDMA base. TDMA ARPU has increased for Q4
2005-06 due to a writedown of the TDMA connection base.
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Revenue from CDMA connections now comprises approximately 98% of total Q4 2005-06 mobile
voice and data revenues, compared to 93.5% in Q4 2004-05.

Total ARPU including interconnection decreased by 9.1% for 2006 and by 6.7% for Q4 2005-06
compared o the corresponding periods in the prior year, predominantly due to the decrease in
postpaid ARPU and lower per user interconnection revenues (interconnection includes noticnal
revenue for PSTN calls to Telecom mobile networks based on market rates).

30 June 2006 30 June 2005
Postpaid Prepaid Total Postpaid Prepaid Total

Mobile connections at period end {000s)

CDMA
CCMA One 2 72 74 25 105 130
XRIT/EVDO 688 850 1,538 532 455 987
Total COMA connections 850 922 1,812 557 BBO 1117
Three month active base (%) 160 a0 85 100 97 58
TCMA
Analogue 15 25 40 29 211 240
Digital 14 29 43 53 185 238
Total TDMA connections 29 B4 83 82 366 478
Three month active base (%) 100 100 100 100 8z 85
internal connections (CDMA) 8 - 8 6 - 6
Total Connections 727 978 1,763 645 956 1,801

Total connections of 1,703,000 at 30 June 2008 grew by 102,000 {6.4%) during the year from
1,601,000 at 30 June 2005 and decreased by 175,000 (9.3%) from 1,878,000 at 31 March 2006. The
Q4 2005-06 decrease reflects a one-off write-down of 129,000 non-active TDMA connections from the
base in anticipation of the TDMA network closure in March 2007. Excluding this adjustment, growth in
the mobile base was 301,000 for the full year and 24,000 for Q4 2005-06. Of the 30 June 2006 total
connection base, 42.7% were postpaid connections, while 57 3% were prepaid connections.

Telecom had approximately 1,620,000 CDMA connections {including internal connections) at 30 June
2006, comprising 95.1% of total connections. CDMA external connections have increased by 495,000
{44.3%)} during the year from 1,117,000 at 30 June 2005, with CDMA posipaid external connections
increasing by 133,000 and CDMA prepaid connections by 362,000. CDMA external connections
increased by 64,000 (4.1%) over the current guarter from 1,548,000 at 31 March 2006. Of the total
CBDMA connection base at 30 June 2008, 43.1% were postpaid connections and 56.2% were prepaid
connections.
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Data Revenue

Data revenue increased by $24 million (5.8%) for 2006 and 33 million {2.8%) for Q4 2005-06
compared to the corresponding periods in the prior year. A breakdown of the key components of data
revenue is provided in the following table:

Year ended Quarter ended
30 June 30 June
2006 2005 Change 2006 2606 Change
$m $m % $m $m %
Data revenue
Managed I data senices:
Lanlink 94 92 2.2 23 24 {4.2)
Private office and high speed data 59 34 73.5 19 10 80.0
Other P data 8 7 14.3 2 2 -
161 133 21.1 44 38 22.2
Traditional data senices:
Frame relay 25 29 {13.8} 6 7 (14.3)
Digital data senices 64 88 {5.9) 14 17 (17.8)
ISDN 101 99 2.0 25 25 -
Leased data sendces 62 59 5.1 16 15 6.7
P Net / Netgate 8 8 {25.0% - 2 (100.0)
Miscellansous data 19 18 5.6 8 8 -
277 281 {1.4) 87 72 (6.9)
Total Data Revenue 438 414 5.8 111 108 2.3
Retail data 352 332 6.0 91 87 4.8
Wholesale data 86 82 4.9 20 21 (4.8)
438 414 5.8 111 108 2.3

Data revenue growth for both 2006 and Q4 2005-06 has been driven by increased managed 1P data
sarvices, while revenue from traditional data services has declined for both 2006 and Q4 2005-08.

Managed IP data services revenue increased by $28 million (21.1%} for 2006 and $8 million {22.2%)
for G4 2005-06 compared to the corresponding periods in the prior year. Lanlink decreased $1 million
for Q4 2005-06 substantially due to a migration of customers to Private office. Private office and high
speed data growth of $25 million for 2006 and $9 million for Q4 2005-06 reflects growth in Private
office connectivity and increased management of customers’ private office networks, combined with
some product migration from Lanlink.

Traditional data services revenue decreased by $4 million {1.4%) for 2006 and $5 million (6.9%) for
Q4 2005-06 compared to the corresponding periods in the prior year.
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Broadband and Internet Revenue

Year ended Quarter ended
30 June 30 June
2008 2005 Change 2006 2608 Change
% Yo
Broadband revenue {$m)
Broadband revenue 248 178 38.3 63 54 16.7
Value added senites revenue 18 18 12.5 5 4 25.0
Totfal broadband revenue 266 194 37.1 68 58 17.2
Retail 232 184 26.1 80 53 13.2
Wholesale 34 10 240.0 8 5 80.0
286 194 371 68 58 17.2
Broadband connections® {000s)
Residential
Retail 279 185 69.0
Resale {Jestream partnering
programme) - 11 {160.0)
279 176 58.5
Business
Retail 56 39 43.8
Resale {Jestream partnering
programme) - 8 {160.0)
56 47 19.1
Totat Connections
Retail 335 223 56.2
Wholesale 100 35 185.7
Total Connections 435 258 68.6
Internet revenue {$m)
internet revenue 70 91 (23.1) 15 20 (25.0)
Active gial-up customers at period
end (000s) 310 374 {(17.1}
Total diat-up hours {m) 93.2 130.2 (28.4) 19.8 27.8 (28.8)
Average hours per active customer
per month 227 26.8 {15.3) 20.2 24.2 (18.5)
Totai Broadband and Internet
Revenue {$m) 336 285 17.9 83 78 6.4

* Broadband connections inciude all plans with download speeds of 256 kbps or greater

Broadband and internet revenue increased by $51 million {17.9%) for 2006 and $5 million (6.4%) for
Q4 2005-06 compared to the corresponding periods in the prior year,
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Broadband revenue increased by $72 million {37.1%) for 2006 and $10 million (17.2%) for Q4 2005-
06 compared to the corresponding pericds in the prior year, driven by the continued uptake of
Telecom’s broadband service. Total broadband connections of approximately 435,000 at 30 June
2006 increased by 177,000 (68.6%) from 30 June 2005, and by 51,000 since 31 March 2006 with
retail residential connections increasing 35,000, retail business connections increasing 4,000 and
wholesale connections increasing 12,000. Telecom no longer distinguishes between residential and
business connections for its wholesale connections, and as a result wholesale connections are now
reported on a total basis.

Internet revenue decreased $21 million {23.1%) for 2006 and $5 million {25.0%) for Q4 2005-06
driven by the continued migration of customers from dial-up internet to broadband. Total dial-up
internet connections of approximately 310,000 at 30 June 2006 decreased by 64,000 (17.1%) from 30
June 2005.

IT Services Revenue

IT services revenue includes provision of network based application services, management of
customers’ information, communication and technology services and integration of these services.

Year ended Quarter ended
30 Jane 30 June
2006 2005 Change 2006 2005 Change
$m $m % $m $m %
Procurement 146 100 45.0 45 29 55.2
Software solutions 17 21 {19.0} 4 5 (20.9)
IT solutions 156 152 2.6 40 50 (20.0)
Network delivered senices 15 10 50.0 6 4 50.0
Other revenues 12 25 (52.0} 2 12 (83.3)
Total IT Services Revenue 346 308 12.3 97 100 {3.0)

IT services revenue increased by 338 million {12.3%) for 2006 and decreased by $3 miflion (3.0%]) for
Q4 2005-06 compared to the corresponding periods in the prior year. Included in the nine months
revenue growth is Computeriand revenue of $19 million for July and August 2005. Excluding this
Computerland revenue, underlying IT services revenue grew $19 million {6.2%) for 2006 due to
growth in the existing IT services business.

The decrease in Q4 2005-06 1T services revenue was dus o a $10 million decrease in IT solutions
revenue with Q4 2004-05 including a number of one-off deals, and a $10 million decrease in other
revenues with Q4 2004-05 including Australian operations which were transferred to AAPT in the
current financial year. The decreases were largely offset by strong growth in procurement revenue of
$16 million.

Directories Revenue

Directories revenue of $248 million increased by $18 milion {8.3%) for 2006 and $4 million {9.8%) for
Q4 2005-06 compared to the corresponding periods in the prior year, driven by both price and volume
increases in print directories and increasing revenues from online services.
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Other Operating Revenue

Year ended Quarter ended
30 June 30 June

20086 2005 Change 2006 2005 Change

$m $m % $m $m %
Other operating revenue
Equipment sales 34 38 (10.5) 8 9 (11.1)
Cther International 28 29 {3.4) 4 7 {42.9)
Cther miscellaneous revenue 48 50 {4.0) 5 13 30.8)

110 117 {6.0) 21 29 {27.6}

Other operating revenue decreased by §7 million (6.0%) for 2006 and 38 million (27 6%) for Q4 2005-
08.

Internal Revenue

NZ Operations internal revenue represents charges from the International group to AAPT for
delivering AAPT's internationa!l retail and wholesale voice traffic, the provision of international data
circuits, and the supply of AAPT’s international internet services. Internal revenue increased by $11
million (18.0%) for 2006 and $8 million (80.0%) for Q4 2005-06 compared o the corresponding
periods in the prior year.

Operations and Support Expenses

Labour
Year ended Quarter ended
30 June 30 June
2006 2005 Change 20086 2005 Change
$m $m % $m $m %
Labour {$m)
Wired 348 324 6.8 90 84 7.1
Wirelass 44 35 257 11 9 222
IT Senices 118 120 (3.3 30 32 8.3
internationsal 25 25 - 6 6 -
531 504 5.4 137 131 4.8
Personnel numbers
Total staff at 30 June 6,677 8,236 7.1

Labour expense increased by $27 million (5.4%) for 2008 and $6 million {4.6%) for Q4 2005-06
compared to the corresponding periods in the prior year. Included within the increased labour
expense is Computeriand labour of $4 million for July and August 2005. Excluding Computerland
labour, total labour costs increased by $23 million {4.6%) for 20086, due to & combination of additional
resources focused on Key customer related areas (including call centre support and frontline sales),
insourcing core activities (broadband helpdesk and IT operations staffy and salary increases in line
with market movements.
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Personnel numbers of 6,677 at 30 June 2006 increased by 441 (7.1%} compared 1o 30 June 2005.
The increase in personnel numbers results from a move 1o build internal capability to support the IT
capital programme, and increased resources to support sirategic initiatives (including additional call
centre support and frontiine sales).

intercarrier costs

Year ended Quarter ended
380 June 30 June
2006 2095 Change 2006 2005 Change
$m $m % $m $m %
Land to mobile, mobiie to 0800
interconnection 105 18 (11.0) 21 29 (27.6)
Mobile interconnection 112 107 4.7 24 29 {17.2)
Intermational settlements 283 243 16.5 77 63 22.2
500 468 6.8 122 121 0.8

Intercarrier costs increased by $32 million (6.8%) for 2006 and $1 million {0.8%) for Q4 2005-06
compared to the corresponding periods in the prior year, with the increase largely due to increasing
international setilement costs.

Land to mobile and mobile to 0800 interconnection decreased by $13 million {11.0%) for 2006 and 38
million {27.6%} for Q4 2005-06 due fo reduced costs paid to interconnection carriers. Mobile
interconnection increased by 35 million (4.7%) for 2006 and decreased $5 million {17.2%) for Q4
2005-06, with the 20086 increase due o increased data volumes, and the Q4 2005-086 decrease due to
reduced costs paid to interconnection carriers. See “Interconnection Revenue” for the corresponding
increase in interconnection revenue.

International settlement costs increased by $40 million {16.5%) for 2006 and $14 million (22.2%) for
Q4 2005-06 compared o the corresponding periods in the prior year. This increase reflects strong
growth in international transit volumes (see ‘International Calling Revenue” for the corresponding
increase in transit revenue).
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Other operating expenses

Year ended Quarter ended
30 June 30 June
2006 2095 Change 2006 2005 Change
$m $m % $m $m %
Other operating expenses
Direct costs:
Cirect contracior costs 137 133 3.0 38 34 11.8
International cable maintenance
and restoration 11 13 (15.4) 2 4 (0.0}
Support contracts and other direct
costs 86 98 (12.2} 23 23 -
Total direct costs 234 244 4.1 63 61 3.3
Other sales costs:
Mobile acquisitions, upgrades and
dealer commissions 289 289 7.4 58 73 (20.5}
IT services 180 146 233 51 48 8.3
Broadband and internet,
directories & other 102 84 8.5 24 20 20.06
Totat other sales costs 571 508 12.2 133 141 {6.7)
Computer costs 136 132 3.0 34 35 {2.9}
Adwertising, promotions and
communications 92 88 4.5 21 25 {18.0)
Accommodation cosis 84 74 13.5 21 20 5.0
Qutsourcing 23 30 (23.3} 5 7 (28.6}%
Travel 14 17 (17.8} 3 4 (25.0)
Bad Debts 19 19 - 2 4 (50.0}
Other 83 88 {7.4) 21 15 40.0
1,236 1,181 4.7 303 312 {2.9)

Other operating expenses increased by $55 million {4.7%) for 2006 and decreased by $8 million
{2.9%) for Q4 2005-06 compared to the corresponding periods in the prior year. Included within the
increase were other operating expenses associated with the Computeriand business of $14 million for
July and August 2005, Excluding the growth aftributable to Computerland, other operating expenses
increased $41 million (3.5%) for 20086.

Direct costs decreased by $10 milion {4.1%) for 2008 and increased by $2 million {3.3%) for Q4
2005-06 with savings generated from the rationalisation of maintenance and provisioning contracts
partly offsel by increased provisioning costs associated with higher broadband connections,
particularly in Q4 2005-06.

Other sales costs increased by $62 million (12.2%) for 2006 and decreased by $8 million {(5.7%) for
Q4 2005-06 compared to the corresponding periods in the prior year. Included within the 2006
increase were other sales costs associated with the Computerland business of $12 million for July
and August 2005. Excluding this, other sales costs increased $50 million {9.8%} for 20086.

Mobile acquisitions, upgrades and dealer commissions increased by $20 million {7.4%) for 2006 and
decreased by $15 million (20.5%) for Q4 2005-06 compared to the corresponding periods in the prior
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year. The increase for 2008 was driven by growth in connections in the first three quarters of the
2006 year. The decrease for Q4 2005-06 was driven by lower volumes.

Other sales costs for IT services, excluding the growth atiributable 1o Computerland, increased by $22
million {15.0%) for 2006 and $3 milion (6.3%} for Q4 2005-06, compared to the corresponding
pericds in the prior year. This increase was driven principally by growth in the procurement business.

Broadband and internet, directories and other costs increased by $8 million {8.5%) for 2006 and $4
million {20.0%) for Q4 2005-06, largely due to the increase in broadband connections.

Advertising, promotions and communications costs increased by $4 million {(4.5%) for 2006 and
decreased by $4 million {16.0%) for Q4 2005-06. The decrease in Q4 2005-08 is largely due to lower
mobile advertising costs.

Accommodation costs increased by $10 million (13.5%) for 2008 and $1 million (5.0%) for Q4 2005-
086 largely due to higher lease and rental costs and higher electricity costs.

Other expenses decreased by $5 million (7.4%) for 2006 and increased by $6 million {40.0%) for Q4

2005-06, with the 2006 decrease due to lower legal and training expenses, and higher foreign
exchange gains.

Depreciation and amortisation

Year ended Quarter ended
30 June 30 June
2006 2005 Change 2006 2005 Change
$m $m % $m $m %
Depreciation
Wired 310 301 3.0 79 78 3.9
Wireless 80 76 (21.1) 15 19 21.1%
T Senices 8 ] (11.1) 2 3 {33.3)
international 33 36 146.0 g 7 28.6
411 416 {1.2) 105 1085 -
Amortisation
Wired 86 84 31 17 18 {5.6)
Wireless 14 12 16.7 4 3 33.3
T Senices - 1 (106.0) - - -
International 35 34 2.9 g 9 -
115 111 3.6 30 30 -
Total Depreciation and
Amortisation {$m) 526 527 {0.2) 135 135 -

Depreciation and amortisation decreased by $1 million (0.2%) for 2006 and was stable for Q4 2005-
06 compared to the corresponding periods in the prior year.

Amortisation expense primarily relates {o software assets {Wired), spectrum licences {Wireless} and
international cable capacity {international).

The dacline in the Wireless depreciation of $18 million {21.1%) for 2008 is due largely to the final
impairment on the TDMA mobile network recorded in Q4 2004-05.
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AUSTRALIAN OPERATIONS

Australian operations comprise Consumer and Business marketing units, and shared support
functions.

The consolidated results for Australian Operations are set out in the tables below.

Australian Operations in New Zealand dollars

*Earnings Before Interest, Taxation, Depraciation and Amortisation
NM = Nota Meaningful Comparison

Reported NZD results for Australian Operations are impacted by movements in exchange rates. The
AUD strengthened against the NZD, increasing 2.7% for the year ended 30 June 2008 compared to
the corresponding period in the prior year. This had a relatively minor impact on reported full year
results. Movements in exchange rates had a more substantial impact on NZD results of Australian
operations for the quarter, with the strengthening AUD resulting in an increase in reporied NZD
revenues and expenses of approximately 11%.
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Australian Operations in Australian dollars

Eamings Before Interest, Taxation, Depreciation and Amortisation
NM = Not a Meaningful Comparison

An analysis of Australian Operation's results by business units follows. All amounts throughout the
Australian Consumer and Australian Business commentary are stated in AUD.

Australian Operations have conlinued to operate in an intensely competitive market. AAPT continues
to focus on the small to medium enterprise and mass-market segments with an acceleration of
investment in product development, indirect channels, telesales capability and business support and
operating support systems. In the year ended 30 June 2008, capital expenditure of A$40 million has
been made as parl of these ongoing strategic initiatives. These initiatives have also had a negative
impact on operating expenditure. Gen-i Australia continues to focus on the enterprise and Information
Technology and Telecommunications segmenis.

There are a number of disputes and uncertainties between AAPT and the carriers it uses. The
accounting treatment adopted reflects management’s assessment of the most likely outcome for all of
the key disputes. These include:
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AAPT's previous contract with Telstra expired on 31 December 2005. Following this date, Telstra
tabled revised contractual arrangements with adverse terms and conditions to the previous
contract. AAPT and Telstra continue to discuss the basis of future supply arrangements and have
been unable to reach agreement to date. The latest confractual offer from Telstra has
subsequently been withdrawn by Telstra;

In addition to the change in contractual arrangements, wholesale residential line rental prices
were increased by Telstra in December 2005. This increase was the basis of a dispute lodged
with the ACCC, and in April 20086 the ACCC issued a competition notice against Telstra alleging
anti-competitive conduct. AAPT has accounted for the consumer line rental costs at the historic
rates;

There are a number of other substantive disputes with Telstra related to 1-800 charges and
interconnect;

There s uncerfainty arcund the timing and nature of the resclution of these disputes. As at 30
June 2006, approximately $28m was subject to dispute and being withheld. Management has
separately estimated possible outcomes and accounted for intercarrier costs accordingly; and

Local call prices and local call override penalties have been accrued for based on the current
Telstra agreement.
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AUSTRALIAN CONSUMER

The Austrafian Consumer unit includes the full range of fixed, internet, pay TV and mobile
telecommunications services provided 1o residential and smalt business customers of AAPT.

Australian Consumer - Results of Operations

N = Not a Meaningful Comparison

Overview of Resulis

Revenues decreased by $47 million {7.8%) for 2006 and $10 million (6.9%} for Q4 2005-06 compared
to the prior corresponding period. One of the largest factors in the decrease was a decline in mobile
revenues due 1o the decision o move away from selling mobile as a stand-aione product and the sale
of the prepaid base to Commiditel in December 2005, Calling revenue declined as a result of price
decreases reflecting capped offerings. Broadband and internet revenue grew in line with an increase
in customers and the new offers in the market targeting broadband customers.

Business unit contribution decreased by $20 million {14.0%) for 2006 and $3 million {8.8%) for Q4
2005-06 compared to the corresponding period in the prior year.

The active fixed line customer base at 30 June 2006 of 444,000 increased by 1.4% compared fo the
prior year. Full service customers increased by 6.0% to 22.0% of the fixed line base and bundled
customers increased by 75.7% to 51.0% of the fixed line base compared to the prior year. This has
resulted in a 12.7% increase in total services to 788,000 compared to the prior year.
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Calling and Resale Revenue

Year ended Guarter ended
30 June 30 June
2006 2005 Change 2006 2005 Change
% %
National calls
Revenue (A$m) 46 84 {28.1) 8 15 {80.0%
Call minutes (m) 742 792 8.3} 180 193 (8.7}
Average price {A% cents) 6.2 8.0 {22.5} 3.1 7.8 {60.3}
Calis to mobile networks
Revenue (A$m) 104 112 {7.1) 25 27 (7.4}
Call minutes (m) 279 283 {1.4) 71 87 8.0
Average price {A% cents) 37.3 39.4 {5.3) 37.3 40.3 (7.4}
International calling revenue
Total International calling (A$m) 28 30 {3.3) 8 7 14.3
Call minutes (m) 146 156 8.4} 38 37 (2.7}
Average price {A3 cents) 19.8 18.5 2.1 21.1 18.9 11.8
Total cafling revenue (A$m) 179 208 {13.1} 39 49 {20.4}
Resale revenue {ASm} 267 277 {3.6} 87 89 (2.9}
Total cafling and resale revenue (A$m) 448 483 {7.7% 108 118 {10.2}
Fixed line customer numbers {$00s) 444 438 1.4
Average revenue per fixed line
customer {A3 per month) 83.9 91.9 {8.7) 79.8 85.8 {11.4}

In total, calling and resale revenue of $446 million for 2006 and $106 million for Q4 2005-06
decreased by $37 million (7.7%) and $12 million {10.2%) respectively, compared to the prior
corresponding period. The volume of national calling and cails to mobile networks minutes fell in the
year ended 30 June 2006 as a result of fixed to mobile substitution. Average revenue per minute for
national calling and calis to mobile networks declined due o an increase in average call duration and
price caps.

The fixed line customer base at 30 June 20086 increased by 1.4% compared to the prior year. Average
revenue per fixed line customer was 8.7% fower for 2006 and 10.6% lower in Q4 2005-06, driven by
the move to capped offers. AAPT continues io target customers who are higher end users of voice
products as well as customers who use multiple services. 51.0% of fixed line customers now buy
internet andfor mobile services in addition to fixed line offerings, up from 46.4% in Q3 2005-06 and
40.5% in Q2 2005-06.
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Mobile Revenue

Year ended Quarter ended
30 June 30 June
2006 2005 Change 2006 2005 Change
% %
Mobile revenue (A%m) 64 o8 {34.7% 13 20 {35.0%
Call minutes (m) 91 122 {25.4) 18 26 {38.5)
Connections at period end {000s}
Postpaid - Bundled 103 47 119.1
Postpaid - Stand Alone 58 78 {24.4}
Postpaid - Total 162 125 296
Prepaid - 33 (100.y
Total 182 158 2.5
ARPU (A% per month) 3286 52.0 {37.3) 25.4 42.8 {40.73

Mobile revenue declined by $34 million (34.7%) for 2006 and $7 million (35.0%) in Q4 2005-06
compared to the corresponding period in the prior year. Of the $34 milion decrease for 2006, $8
million was due to a shift away from handset sales and $2 million was due to the loss of prepaid
revenue, while the remainder of the decrease was the result of lower stand alone customer numbers
partially offset by the increase in bundled customer numbers.

While total postpaid mobile connections increased by 20.6% year on year, the mix between bundled
and stand-alone connections changed markedly. The percentage of bundled connections increased
from 37.6% at 30 June 2005 to 63.5% at 30 June 2006. ARPU for bundled customers is lower than
stand-alone customers due o lower usage, however bundied customers have historically shown lower
chum.

The decrease in the number of prepaid mobile connections is a2 result of the sale of the prepaid
customer base to Commiditel at the end of Q2 2005-086.

Data Revenue

Data revenue is predominantly Foxtel subscriptions (4,000 subscribers) and has increased slightly for
2006 and Q4 2005-06 compared fo the prior corresponding period.

Broadband and Internet Revenue

Broadband and internet revenue increased $192 million for 2006 and $5 million for Q4 2005-06
compared o the prior corresponding period. This increase was the result of growth in broadband
customers, partly offset by price decreases driven by competitive activity in the sector. Broadband
customer numbers have grown at a steady rate from 27,000 at 30 June 2005 to 102,000 at 30 June
2006 {a year on year increase of 277.8%}. Dialup customers have remained steady at £0,000.
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Operating Expenses

Labour

Operating Expenses

Year ended Quarter ended
30 June 30 June
2006 2005 Change 2006 2005 Change
% %
Labour (A$m) 16 11 45.5 4 3 33.3
Personnel numbers
Total staff at 30 June 139 126 10.3

The labour expense increased by $5 million {45.5%) for 2006 and $1 million (33.3%) in Q4 2005-06
respectively compared to the prior corresponding period. The increase was primarily due 1o the
recruitment of additional customer care and sales resources in the telesales centre.

intercarrier costs

Intercarrier costs decreased by $24 million {6.6%) for 2006 and $3 million {3.4%) in Q4 2005-06
respectively compared o the prior corresponding period. Lower intercarrier costs in the first half of
the year reflected lower calling volumes as well as rebates from previcus wholesale agreemenis with
Telstra. Refer 1o the discussion of uncertainties impacting intercarrier costs as a result of disputes
with suppliers in the introduction to the Australian Operations section.

Other operating expenses

Other operating expenses

Year ended Quarter ended
30 June 30 Jane
20086 2008 Change 20086 2008 Change
% %
Dealer commissions 24 24 - 8 4 50.0
Adwertising, promotions and
communications 26 18 44 4 3 8 {50.0)
Bad debts 7 18 {61.1) 1 4 {75.0)
Other sales costs 5 8 {18.7) - (8y  {100.0}
Other operating expenses 11 18 {31.3) 3 13 {76.9)
73 82 {11.00 13 19 {31.6)

Other operating expenses decreased by $9 million {11.0%) for 2006 and $6 million (31.6%) for Q4
2005-06 respectively compared to the prior corresponding pericd. This was primarily due to the
reduction in bad debts. Bad debt expense decreased in the vear ended 30 June 2006 due o
improved debtor management and collection performance. Advertising costs increased markedly in
the year ended 30 June 2006 to support the launch of new products.
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AUSTRALIAN BUSINESS

The Australian Business unit includes the full range of telecommunications services {voice, data and
IP} provided to AAPT's business, corporate, government and wholesale customers. Also included are
the iT and telecommunications services provided by Gen-i Australia to corporate customers.

Australian Business - Results of Operations

Overview of Resulis

Revenue declined by $31 million (4.6%;} for 2006 and $2 million (1.2%} for Q4 2005-06 compared to
the corresponding period in the prior year. Year on year, volumes have remained relatively stable or
have grown across most targeted lines, however prices have fallen considerably across all voice,
interconnect and internet products. In Q4 2005-08, calling volumes and revenue decreases in the
retail market were offset by increased volumes with lower prices in the wholesale business. Resale
revenues grew in both retail and wholesale while the loss of a high volume, low margin data contract,
and the conclusion of the VicOne and Customs Tradegale contracts negatively impacted data
revenues.

Business unit contribution decreased by $50 million (23.7%) for 2006 and $17 million {30.4%) for Q4
2005-06 compared to the corresponding period in the prior year due to the impacts of price and chumn.
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Local Service Revenue

Local service revenue decreased by $7 million {19.4%) for 2006 and $2 million (22.2%) for Q4 2005-
06 compared to the corresponding period in the prior year. This was due o volume decreases in both
the retail and wholesale businesses.

Calling Revenue

Year ended Quarter ended
30 June 30 Jurnie
20086 2005 Change 2006 2005 Change
% %

National calis
Rewenue (ASm) 57 72 {20.8) 14 18 {22.2}
Call minutes {m) 1,130 1,218 7.1 268 266 0.8
Average price (A% cents) 5.1 5.9 {13.8) 5.4 6.8 18.23
Calls to mobile networks
Revenue (A%$m) 80 81 {1.2) 19 20 (5.0}
Call minutes {m) 450 380 18.4 117 103 13.6
Average price (A% cents) 17.8 21.8 {17.8) 15.4 19.4 (20.6)
International caliing revenue
Revenue (A%m) 60 55 9.1 13 13 -
Call minutes {m) 731 620 17.9 157 166 (6.4)
Average price (A% cents) 8.3 8.8 {6.7) 8.6 7.8 10.3
Total calling revenue {A$m) 197 208 {5.3) 46 51 (9.8}

Revenue from national calls decreased by $15 million {20.8%} for 2006 and $4 million {22.2%) for Q4
2005-06 compared o the corresponding pericd in the prior year. National volumes decreased 7.1%
for 2006 due 1o the loss of a high volume, low margin corporate customer and general declines in
other retail and corporate customer volumes, but were stabie for Q4 2005-06.

Revenue from calls to mobile networks decreased by 1.2% for 2006 and 5.0% for Q4 2005-06
compared to the corresponding period in the prior year. Wholesale volume growth was offset by a
decline in retail volume and lower prices.

Revenue from International calls increased by $5 milliony (8.1%:) for 2006 and was stable for Q4 2005-
06 compared to the corresponding period in the prior year. This was due to a significant increase in
call minutes of 17.9% for 2006 offset in part for the year by lower average prices.

Interconnection Revenue

Interconnection revenue was down by $2 million (5.1%) for 2006 and $1 million {10.0%) for Q4 2005~
06 compared to the corresponding peried in the prior year.
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Data Revenue

Data revenue decreased by $27 milion (15.8%) for 2006 and $9 million (22.0%) for Q4 2005-06
compared to the corresponding period in the prior year. This was due to the loss of one large volume,
low margin corporate customer, the churn of the VicOne business, the loss of the Custom’s Tradegate
contract and price erosion on the negotiation of new contracts.

Broadband and Internet Revenue

Broadband and internet revenue decreased by $2 million {3.0%) for 2006 but was stable for Q4 2005-
06 compared to the corresponding period in the prior year. IP revenue has remained relatively stable
as volume declines in the retail business were offset by growth in the wholesale business, despite a
continuation of aggressive pricing in the market.

Resale Revenue

Resale revenue increased by $25 million (75.8%) for 2006 and $14 million {155.6%) for Q4 2005-06
compared fo the corresponding period in the prior year. Growth occurred in both the retait and
wholesale businesses.

Other Operating Revenue

Other operating revenue decreased by $6 million (8.1%) for 2006 and $4 million (20.0%) for Q4 2005-
06 compared to the corresponding period in the prior year due 1o lower project revenue and
equipment sales. The lower project revenue reflects the deferral of project spend by enterprise
customers of Gen-i Australia.

Operating Expenses

Labour
Year ended Quarter ended
30 June 30 June
2006 2005 Change 2006 2005 Change
% %

Labour (A%m} 66 51 28.4 18 13 38.5
Personnef numbers
Total staff at 30 June 514 412 24.8

Labour costs increased by $15 million {29.4%} for 2006 and $5 million (38.5%) for Q4 2005-06
compared to the corresponding period in the prior year reflecting higher personnel numbers. Total
staff numbers increased by 102 {24.8%) between 30 June 2005 and 30 June 2006. The largest
contributors fo this increase were strategic initiatives announced 1o reposition the business as part of
which the existing ielesales centres were expanded and new outbound telesales centres established
in Brisbane from February 2005 and Melbourne from May 2005. These positions have been used to
target small to medium enterprise and mass-market segments.
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intercarrier Costs

Intercarrier costs decreased by $12 million {3.9%) for 2006 and $1 million (1.3%) for Q4 2005-06
compared 10 the corresponding period in the prior year. Lower intercarrier costs in the first half of the
year included rebates from previous wholesale agreemenis with Telstra. Refer to the discussion of
uncertainties impacting intercarrier costs as a result of disputes with suppliers in the introductions to
the Australian Operations section.

Other operating expenses

Year ended Quarter ended
30 June 30 June
2006 2008 Change 2006 2008 Change
Yo %
Direct costs 16 20 {20.0) 6 5 20.0
Advertising, promotions and
communications 6 33.3 1 1 -
Accomodation and travel 2 - - 1 {100.0)
Bad debts 4 3 33.3 2 (1) -
Other sales cosis 14 9 55.8 4 4 -
Other operating expenses 18 15 20.0 5 4 25.0
62 55 12.7 18 14 28.6

Direct costs are driven in part by project revenue and decreased by $4 million {20.0%) for 2008 but
increased by $1 million (20.0%) for Q4 2005-06 compared to the corresponding pericd in the prior
year due to lower project activity in Gen- Australia. Bad debt expense increased by $1 million {33.3%)
for 2006. Advertising costs increased by $2 million {33.3%) for 2006 but were stable for Q4 2005-06
due to increased business marketing aclivities in the first half of 2005-06.
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SUPPORT FUNCTIONS

Certain support business groups within Australian Operations provide services o both the Consumer
and Business units. An analysis of support function costs is provided in the table below.

Year ended Quarter ended
30 June 38 June
2006 20605 Change 2006 2005 Change
% %
Labour {A%m) 108 112 {3.8) 26 29 {10.3)
Other operating expenses (A%m) 98 86 14.0 26 18 44.4
Internal experses (ASm) 3 4 {25.0) 1 2 (50.03
Business Unit Contribution {A$m) {209) {202) 3.5 {53} {49) 8.2
Personnel numbers
Total staff at 30 June 1,448 1,520 {4.9)

Labour
Labour costs decreased by $4 million (3.6%) for 2006 and $3 million {10.3%} for Q4 2005-06

compared io the corresponding period in the prior year. The decrease reflects lower contractor costs
and lower average staff numbers.

Other operating expenses

Total other operating expenses increased by $12 milion {(14.0%) for 2008 and by $8 million {44.4%)
for Q4 2005-06 compared to the corresponding period in the prior year largely due to the fact that
certain costs are no longer reatlocated to the Consumer and Business marketing units.
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Depreciation and amortisation

Year ended
30 June
2006 2005 Change
%

Quarter ended
30 June
2006 2005 Change
%

Depraciation
Amortisation

110 120 (8.3) 30 32 (6.3)
41 28 46.4 8 8 -
151 148 2.0 38 40 (5.0)

Depreciation decreased by $10 million (8.3%) for 2006 and by $2 million (6.3%) for Q4 2005-06
compared to the corresponding period in the prior year. The increase in amortisation of $13 million
{46.4%} for the year ended 30 June 20086 is due fo increased capital expenditure on software assets.
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CORPORATE AND OTHER

The principal components of Corporate and Other are corporate and support costs.  Any Group
revenues not directly related to the operating segments are also included in Corporate and Other.

NM = Not a Meaningful Comparison

Corporate operating expenses increased by $25 million (24.5%) for 2006 and $8 million {26.7%) for
Q4 2005-06. A review was undertaken in the first half of 2005 that led fo the centralisation of a
number of activities, notably legal, human resources and corporate sponsorship. Labour expense
increased, partly as a result of increased staff numbers in the legal group 1o allow more legal work to
be performed in-house, generating savings across the organisation. The increase in advertising
expense was largely a function of the centralisation of group sponsorship and other marketing costs.
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CAPITAL EXPENDITURE

Year ended Quarter ended
30 June 30 June
2006 2005 Change 2006 2005 Change
$m $m % $m $m %
Wired
Growth 203 202 0.5 50 55 (9.1}
Upgrades and replacements 140 122 14.8 47 42 11.9
New Investment
Product development 21 10 116.0 10 3 233.3
New network capability 73 42 73.8 24 17 41.2
New IS capability 42 50 {16.0) 14 12 16.7
Total New nvestment 136 102 33.3 48 32 50.0
Total Wired 479 426 12.4 145 129 12.4
Wireless 93 89 4.5 25 20 25.0
International 14 35 (66.0) 8 2 200.0
Australian Operations 131 118 1.0 42 38 10.5
Corporate and Other 34 35 {2.9) 13 16 (18.8)
751 703 8.8 231 205 12.7

Total capital expenditure of $751 million increased by $48 million {6.8%) for 2006 and by $26 million
{12.7%) for Q4 2005-06. The 2006 increase in expenditure is across all business areas except
Internationat and Corporate and Gther,

The Wired investment for growth of $203 million increased by $1 million {0.5%) for 2006 and
decreased by $5 million (8.1%) for Q4 2005-08 compared to the corresponding prior pericds. This
increase is driven fargely by increased demand for data services. Growth covers those capital costs
directly associated with meeting demand for, and extending coverage of, existing producis and
services. This includes cabling new subdivisions and increasing capacity in existing areas, increasing
capacity in exchanges for both voice and data products and increasing capacity on links between
exchanges.

Wired upgrades and replacements investment of $140 million increased by $18 million (14.8%) for
2006 and by $5 million {11.8%) for Q4 2005-06 compared to the corresponding prior periods. The
increase in 2008 is driven largely by planned increased activity, including the renswal of core network
capability, information systems for improved robustness, and refreshing client networks. Upgrades
and replacements include capital expenditure not direclly associated with meeting growth or
development of new capabilities. Upgrades and replacements includes changes o network cables
required for other utilities, meeting interconnect and regulatory requirements, upgrading street cables,
providing seismic security and fire protection systems, upgrading power plant and air-conditioning
systems, provision of business infrastructure such as office equipment, motor vehicles, mobile phones
for staff use and Telecom’s own internal voice and data networks. Capital costs incurred by Telecom
in acquiring and refreshing client networks included in managed IC7T solutions are also included in this
category.

Wired investment in new capabilities of $136 million increased by $34 million (33.3%) for 2006 and
$16 million {50.0%) for Q4 2005-06 compared to the corresponding prior periods. The increase in
2006 is due largely to network infrastructure investment and development of new services including
Ferrit. New investment involves the development of new products and the deployment of new
capabilities into the network {such as Voice over P capability) or 1S systems {such as a new billing
capability).

Wireless investment of $83 million increased by $4 milion (4.5%) for 2008 and by $5 million for Q4
2005-06 compared to the prior comparative periods. The increase reflects the growth in the data
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services and the expansion of the EV-DO 3G mobile network coverage into provincial centres.

International investment of $14 million reduced by $21 million {60.0%} for 2006 and increased by $4
million for Q4 2005-06. This reduction reflects the purchase of Southern Cross Cable capacity.

Austrafian Operations investment for 2006 of $131 million increased by $13 million {(11.0%) compared
to 2005. Expenditure for 2006 continued to move away from networks towards ‘enabling’
infrastruciure such as call centre funclionality and IT platforms.

For the year ended 30 June 2007, Telecom currently expects total capital expenditure of
approximately $800 million. Of the $8C0 million, approximately $485 million relates to Wired, $100
million to Wireless, $26 million to International, $145 million to Australian Operations and $34 million
to Corporate and Other.
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COMPETITIVE AND REGULATORY ENVIRONMENT

New Zealand
Telecommunications Bill 2006

In February 2006 the Covernment announced that it was to undertake & stock-take of the
telecommunications regulatory environment. The Minister for Telecommunications met with industry
participants and key stakeholders to seek views. The stock-take had no public terms of reference and
there was no indication of the specific measures the Government was contemplating.

On Thursday 28 June the Telecommunications Amendment Bill was introduced to Parliament and
was referred to the Finance and Expenditure Select Commitlee. Closing date for written submissions
to the Committee is 11 August.

The Bill proposes the following key changes to the existing telecommunications regulatory regime:

» Sector monitoring — the Commerce Commission to be given powers {o monitor the
telecommunications sector.

» Move away from commercial primacy — access seekers to be able to apply for
determination of a service irrespective of whether there is an agreement in place in relation 1o
that service {or an agreement not to seek a determination}. However, the requirement that
parties make reasonable efforts to negotiate before seeking a determination would remain.

»  Standard terms for supply - the Commission, on #s own initiative, would be able to impose
standard terms for the supply of services on all access providers.

» Removal of sunsel clauses — designated and specified services would no longer
automatically expire after 5 years, but the Commission would have to consider whether to
inttiate a review of a service after 5 years.

» Information disclosure requirementsiAccounting separation — the Commission would be
able to require Telecom 1o disclose information about the operation and behaviour of its
wholesale and retail activities, which requires accounting separation of Telecom. The Bill
suggests giving the Commission broad powers in relation to accounting separation, what
information is provided, and how information is accounted for. The Commission can also
require all access providers to disciose information about the operation of prescribed
businesses in order to monitor and facilitate compliance with access principles.

T80 — various minor changes to the TS0.

Enforcement — thereg are new and more onercus enforcement provisions included in the Bill.
In particular it is suggested that the Commission should be able to itself impose penalties of
up to $2,000, or apply to the High Court, which can issue penalties of up o $300,000 orup to
$1m for breaches of the requirements of the accounting separation regime. The Bill also
suggests other parties should have the ability to apply for the Commission fo iake
enforcement action, for example in relation to a determination.

» Extension of UBS designation — proposed changes to the designation include no constraint
on upstream speed; naked DSL,; pricing (retail minus, including bundled prices);

»  Proposed new designated services — include LLU, co-location for LLU,; 2 backhaut services
for LLLL

» Undertakings — would provide access providers with an alternative mechanism to supply a
service to all access seekers under a voluntary undertaking.

In response to the introduction of the Bill, Telecom proactively initiated the establishment of industry
user groups with the goal of tackling and resolving the technical issues associated with LLU and UBS
in & collaborative way. The first of these industry user group mestings to assist with the early roll-out
of the new regulated services was held successfully in July 2006. Once the Bill has been through the
Select Committee process # will be re-introduced into Parliament and post submissions further
changes to the final form of legislation would be expected.

At the same time, the Government has encouraged the Select Committee to seek submissions on

separation options, and has requested officials to continue to consider separation options in parallel to
the Select Commitiee process.
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Mobile Termination Rates

The Commerce Commission has undertaken an investigation under the Telecommunications Act
2001 into whether termination rates for fixed line calls to mobile phones should be regulated.

The Commerce Commission commenced the investigation in May 2004 after considering complainis
that a potential lack of competition in the wholesale market for terminating mobile calls may be
resulting in unreasonably high charges for fixed-to-mobile calls.

On 1 May 2006 the Commission’s final report was released. This recommends that the government
regulate mobile termination rates for fixed to mobile calls at Total Service Long Run Incremental Cost
{“TSLRIC"}. This would cover all call types including 3G. The Minister must now decide fo accept,
reject or return the report. Submissions to the Minister closed on 22 May 2006,

Unbundled Bitstream Service {(“UBS”)

In Cctober 2004 Telecom released, as a result of the local loop unbundling investigation, the first UBS
product. In March 2605 Telecom launched additional 1 Mbps and 2 Mbps residential UBS services,
with high-speed business services launched in June 2005,

In December 2004 TelstraClear applied to the Commerce Commission for a determination on UBS.
The Commerce Commission issued a final determination in December 2005 in which it required
Telecom to provide TelstraClear with bitstream access with a downstream speed set at the technical
maximum of Telecom’s equipment, even though this could adversely affect the service availability to
some end users.

Telecom and TelstraClear subsequenily reached a commercial agreement whereby Telecom provides
TelstraClear with two UBS products. As a result of this agreement, TelstraClear is not going fo
enforce the Commerce Commission Determination for the period of the contract.

In March 2008 ihug and Callplus applied to the Commerce Commission for access o an
unconstrained UBS on the terms and conditions set cut in the TelstraClear determination. Telecom
submitted a response io these applications. The Commerce Commission released its final
determination on 22 June 2006 flowing through the TelstraClear determination terms io thug and
Caliplus {i.e. Telecom is required to provide unconstrained downstream services with upstream limited
to 128Kk). The price for this service was set at $28.04 +gst. Telecom is now working with the industry
to mmplement and deliver this service. On 19 July 2006, ihug and Cailplus filed an appeal of the
determination in the High Court, challenging the price. They seek a price of approximately $20.
Telecom will cppose the appeal. At this stage it is uncertain whether the Commerce Commission will
take part in the proceedings, or the course the proceedings will take.

Review of Designated and Specified Services

Under section 65(1){a) of the Act, all designated and specified services listed in Schedule 1 of the Act
expire 5 years from the day on which they came into force, unless the Commerce Commission
determines, following an investigation, 1o extend the period of operation of the service. [n December
20086, the thirteen designated and specified services originally included in Schedule 1 of the Act are
due to expire. Those services are:

interconnection with Telecom's fixed PSTN;

interconnection with a fixed PSTN other than Telecom's:

retail services offered by means of Telecom’s fixed telecommunications network ("FTN",
residential iocal access and calling service offered by means of Telecom’s FTN;

bundie of retail services offered by means of Telecom's FTN;

retail services offered as part of a bundle by means of Telecom’s FTN;

local telephone number portability service;

cellular telephone number portability service;

national toll-free telephone number portability service;

Telecom’s fixed PSTN to mobile carrier pre-selection service;

co-location of equipment for fixed telecommunications services at sites used by Broadcast
Communications Limited;

» national roaming service; and

»  co-location on cellular mobile transmission sites.
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The Commerce Commission indicated that it would review all of the above services except the
following three services: (i) national toll-free telephone number portability service, {i) Telecom’s fixed
PSTN to mobile carrier pre-selection service, and {ii} co-location of equipment for fixed
telecommunications services at sites used by Broadcast Communications Limited, and has released a
draft decision to renew all of these services for a further 2 years. Telecom did not object to this other
than in respect of the mobile co-location and roaming services, which are currently the subject of a
separate Commerce Commission raview.

Vodafone Fixed PSTN Interconnection Application

In January 2006 Vodafone applied o the Commerce Commission for interconnection with Telecom’s
fixed PSTN, which is a regulated service under the Act. Vodafone requested a number of additional
conditions be imposed by the Commerce Commission, including limits on Telecom’s ability to set
retall charges for calls to Vodafone local numbers.

The Commerce Commission released is draft determination on this application on 18 June 2006,
granting each of Vodafone’s requests. Telecom has submitied in response to this draft highlighting
the unhelpful precedent effect of allowing the current combination of bill and keep interconnection and
retail price caps which applies to Telecom’s fixed to fixed locat calls, to be expanded to what are fixed
to mobile calis.

Mobile Services Review

On 16 May 2006 the Commerce Commission announced the launch of an investigation into the tack
of entry in the mobile market. This investigation will examine existing conditions for entry and
regulated services {co-location and roaming}, and whether the Commission should launch formal
investigations into new or amended mobile regulation. Telecom has met with the Commission to
discuss Telecom's views on this issue.

Legal Proceedings issued

In October 2004 Telecom issued proceedings in the High Court asking for the meaning of some
provisions of the Telecommunications Act to be clarified, in order to guide future determinations by the
Commerce Commission, and also 1o clarify whether the Commerce Commission could backdate a
final pricing review determination.

In April 2005 the High Court issued its judgment on the pricing review determination. The Court
declined o make the declarations relafing to the pricing review applied for by Telecom. Telecom
appealed and a hearing in the Court of Appeal took place in February 2006. Telecom’s appeal was
unsuccessful. This litigation has now been superseded by proposed changes to the
Telecommunications Act, so Telecom will not be pursuing the matter further.

Commerce Act Investigations

In December 2004 the Commerce Commission advised Telecom that it had begun a formal
investigation under section 36 of the Commerce Act o determine whether Telecom’s broadband
pricing and behaviour was anti-competitive. In January 2006, Telecom provided a large number of
documents to the Commerce Commission, pursuant o a notice under s.98 of the Commerce Act.
The Commerce Commission’s investigation is still continuing and litigation cannot be ruled out.

In November 2005, the Commerce Commission commenced an investigation info Telecom’s
acquisition of spectrum from Counties Power. The Commerce Commission has now completed its
investigation info Telecom’s acquisition of a block of 3.5GHz spectrum and has concluded in
Telecom’s favour — that the acquisition is not likely to breach s47 of the Commerce Act and no further
action is necessary.

Commerce Act Litigation

In July 2000 the Commerce Commission issued proceedings against Telecom claiming that the
introduction of 0867 constituted a use by Telecom of its dominant position for proscribed purposes.
The Commerce Commission seeks a declaration that this confravened section 36 of the Commerce
Act, a pecuniary penalty, and costs. The hearing is scheduled to commence in April 2007.

47



In March 2004 the Commerce Commission issued proceedings against Telecom in relation fo
“Streamling” pricing (retail} and "Carrier Data Pricing” {wholesale) for high speed data transmission.
This pricing was introduced in 2000. The Commerce Commission has alleged & breach of section 36
of the Commerce Act. The parties are still undertaking discovery. The hearing is set to commence in
August 2007,

OTHER MATTERS
Southern Cross

Telecom currently holds a 50% equity interest in Southern Cross Cable Network {(*SCCN}. Telecom
made an initial equity investment of US$15 million in SCCN, which has since been written down to nil
in accordance with equity accounting rules as a result of dividends paid by SCCN in March 2001. The
other shareholders are affiliates of SingTel Optus (39.99%) and MCI (10.01%;).

Telecom has acquired significant amounts of capacity on the Southern Cross cable to support the
operations of its international telecommunications business. As at 30 June 2008, Telecom heid
Southern Cross capacity with a book value of approximately $323 million.

Telecom currently provides debt funding to Southern Cross of US$57.5 million by way of shareholder
advances. These advances are currently recorded as long-term receivables from SCCN at a book
value of $88 million {including accrued interest). SCCN repaid a further US$7.5 million of the SCCN
receivables in late June 2006.

As at 30 June 2006, SCCN was capitalised via US$30 million of shareholders’ equity and had
LUS$115 million of shareholder advances. SCCN also held cash reserves of approximately US$13
million. SCCN expects 1o collect up to US$89 million from scheduled receipts against previously
commitied capacity sates.

Subsequent to 30 June 2006, Southemn Cross successfully secured a sale of two STM-84s, and has
received indications of further interest. Telecom currently expects partial repayment of the
outstanding shareholder advances prior to 30 June 2007.

Ferrit

The first phase of the Ferrit business was successfully launched inte the market in the current
financial year. This business is still in start up phase and investment has been required to build
capability and create a brand presence in the market. For the year ended 30 June 2006, this had
contriputed approximately $12 million to expenses. While the business is expected to stari generating
revenue in the 2006-07 financial year, the further investment in marketing and capability required to
achieve the targeted market position for Ferrit are expected to result in an EBITDA result similar to the
current financial year.

International Financial Reporiing Standards (“IFRS”)

Telecom adopted NZ [FRS from 1 July 2005, which resulted in changes to some of its accounting
policies. As prescribed by these new standards, the 2004-05 financial results were restated in
accordance with these new policies. A detailed reconciliation between the reported and restated
2004-05 resulis is included in the condensed financial stalements for the year ended 30 June 20086.
As detailed in Telecom's 2005 Annual Report, the main areas that impacted Telecom’s accounting
policies are:

Financial instrumenis

All derivative financial instruments are now measured at their fair value and were brought on to the
Balance Sheet. Telecom has reviewed its use of derivatives to ensure they match the terms of the
debt that they hedge. This should enable all movements in fair value to be recognised in & hedge
reserve rather than through the Income Gtalement. This should minimise the impact on earnings
although some potential for ongoing volatility in earnings is inevitable.
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Goodwill amortisation

Goodwill amortisation was reversed for the year ending 30 June 2005 and no further amortisation will
occur. Instead a periodic review of the carrying value is undertaken to determine if a write down is
required. Goodwill relating to the purchase of AAFT, which formed the majority of the Telecom
Group’s goodwill balance, was written off at 31 December 2005 following such a review.

Deferred faxation

The “balance sheet” approach to measuring deferred taxation resulied in a change in the deferred tax
liability and a revised presentation in the Balance Sheel. The ongoing movement in this liability is
uniikely to be significantly different to the movement under NZ GAAP and as such, should not impact
earnings significantly.

Fair value of share options

Telecom changed the way it measured the fair value of share-based remuneration payments io
comply with the recommended method of both the International and US standard setters. This
resulted in a small increase in labour costs, as options that were not previously expensed were
recognised, but will have little impact on an ongoing basis.

Revenue recognition

The presentation of certain lines of revenue changed, both to accommodate guidance in [FRS and
also to reflect changes in the way Telecom does business. Some miscellaneous revenue items that
were previously reported gross are netied against expenses under IFRS and likewise, some that were
previously reporied net are now reported gross. This does not have a significant impact on eamings
on an ongoing basis.

Government granis

Government grants to fund the purchase of an asset are no fonger recognised as income. Instead any
grants received are netted off against the cost of the assets they were granted to purchase. This
leads to a lower fixed asset value and a lower depreciation charge.

Presentational differences

There are certain presentational changes, including reclassification of assets and the Income
Statement headings. These changes do not impact the reported net earnings.

Further details

Further details are presented in both the Annual Report for the year ended 30 June 2005 and the
condensed financial statements for the year ended 30 June 2008.
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GLOSSARY

ADSLZ2+ — ADSL (Asymmetric Digital Subscriber Line) is technology for delivering a high bit rate link
to customers over ordinary copper wire. ADSL2+ is an evolution of ADSL delivering very high data
speeds up o theorstical maximum of 24 megabits per second.

CDMA {Code Division Multiple Access} - An advanced radio spectrum sharing technigque used in new
digital mobile networks.

Digitat Data Service - A system to provide a private data transmission line for businesses. It provides
a dedicated secure link for transmission of data between locations and is customised to suit individual
business needs.

Frame relay - Packet switched data communication that is very good at efficiently handling high
speed, "bursty” data (data that is sent in large intermitient bursts) over wide area networks.

IP {internet Protocol) - A principal commanications protocol used in the internet.

IP Net - Telecom’s network that removes internet traffic from the PSTN network at an exchange and
sends it to its destination {usually an Internet Service Provider} via an internet optimised backbone.

ISDN (Integrated Services Digital Network} - Switched digital transmission system that can carry a
range of digitised voice, data and images.

Lanlink - A group of Telecom services that link customer LANs {Local Area Networks) together via a
Wide Area Network. Solutions involve a degree of customisation in each case.

LLU {Local Loop Unbundling} — a requirement on the incumbent telecommunications provider to aliow
other service providers to access and use the copper circuit from the telephone exchange to the
customer premises.

Naked or Standalone DSL — a DSL service provided without a requirement for the retail customer of
the DEL service fo also purchase an analogue telephone service from either the DSL wholesaler or
the incumbent.

PSTN {Public Switched Telephone Network) - A nationwide switched fixed line voice telephone
network.

TDMA {Time Division Multiple Access) - The radio spectrum sharing technique on which Telecom's
older 025 networks are based.

TS0 - The TSC ({Telecommunications Service Obligation) deed specifies that Telecom will: maintain
free tocal calling; maintain the standard rental rate {in real terms}; charge rural residential customers
no more than the standard rental, and, among other things, continue to provide local residential
services as widely as was available at 31 December 2001. Telecom is eniitted to receive
contributions from other industry participants towards the costs it incurs in meeting its TSO
obligations.

UBS {Unbundied Bitstream Service) — A partial circuit service developed by Telecom 1o meet the
needs of service providers who wish to extend the geographic reach of their existing network.

UPC (Unbundied Partial Circuit} — A high-speed IP access service which allows access seekers {o
bundle and deliver internet-grade services o their markets.

0800 - The Telecom New Zealand dialling prefix for tol! free calling numbers.

1XRTT {One Times Radic Transmission Technology) - A CDMA standard offering significantly faster
data transfer rates than conventional digital cellular technology.

3G {Third Generation - mobile network) - Digital mobile network based on CDMA standards that is
capable of delivering data rates up to 2 Mbit/s or greater {and includes 1xRTT or COMA-2000).
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APPENDICES

OVERVIEW OF GROUP RESULTS

Year ended Variation
30 June 2006:2005
{in NZ§ millions, except percentages) 2006 % 2005 Yo § Yo
Operating revenues
Local services 1,081 18.6 1,101 18.0 {20} {1.8}
Calling
National 905 15.6 980 18.9 (75} {7.7}
International 442 7.6 415 7.2 27 8.5
Other 46 2.8 48 0.8 {2} {4.2}
1,393 24.0 1,443 24.8 {50} {3.5}
Interconnection 204 3.5 206 3.5 {2} {1.0}
Mobile 869 14.9 835 14.4 34 4.1
Data 602 1a.4 602 10.4 . -
Broadband and internet 448 7.7 376 8.5 72 18.1
IT services 346 6.0 308 5.3 38 12.3
Other operating revenues
Resale 363 6.2 337 5.8 26 7.7
Directories 248 4.3 230 4.0 18 7.8
Equipment 55 4.9 69 1.2 (14} {20.3}
Miscellanecus other 146 2.5 136 2.3 10 7.4
Dividend from investments - - 7 0.1 {7} {100.0}
812 14.0 778 13.4 33 4.2
Total cperating revenues 5,755 9.0 5,650 a7.3 105 1.8
Abnormal revenue 60 1.6 154 2.7 {94} {61.0}
Total revenue 5.815 104.0 5,804 100.0 1 0.2
Operating expenses
Labour 796 13.7 738 127 58 7.9
lntercarrier costs 1,198 28.6 1,185 20.4 14 1.2
Other operating expenses 1,563 26.9 1,479 25.5 84 57
Total operating expenses 3,558 61.2 3,402 58.6 156 4.6
Abnormal expenses 1,335 hNM 59 Nt 1,276 MNAE
Total expenses 4,893 84.1 3,461 59.6 1,432 41.4
EBITDA* 922 15.9 2,343 40.4 {1.421) {60.6}
Depreciation and amortisation 705 121 698 12.0 7 1.0
Earnings from operations 217 3.7 1,645 28.3 {1,428} {86.8}
Net interest expense {254) {4.4) {289} {5.0) 35 {12.1)
{Loss)earnings before income tax {37} {0.8) 1,356 25.4 {1,393} {102.7}
income tax expense {384) {6.8) {388} {6.7} {8} 2.1
Net (loss)fearnings after income tax {431) {7.4) 970 187 {1,401} {144.4)
Minority interest in profits of subsidiaries {4) {0.1) {3} {1} {1} 33.3
Net {loss)fearnings {435) N 967 it {1,402} {145.0}

*Earnings before Interest, Taxation, Depreciation and Amortisation

Nivit = Not a Meaningful Comparison
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GROUP CASH FLOW

Year ended Quarter ended
30 June 30 June
2006 2005 Change 2006 2005 Change
$m $m % $m $m %
Cash was provided from/(applied to}:
Cash recebed from customers 5,746 5,588 2.6 1,488 1,523 (2.4)
interest income 22 30 (26.7) 8 9 (t1.1)
Dividend Income - 7 {160.0) - 1 {100.0}
Payments to suppliers and (3,490} (3,317) 52 (716} (838 (14.8)
smployees
Income tax paid {177) (297 (40.4) (24} (101} (76.2)
Interest paid on debt {284) (318) (7.5} (118} (104} 13.5
Net operating cash flows 1,807 4,703 6.1 636 490 29.8
Sale of property, plant and 8 19 (68.4) 2 5 (60.0}
squipment
(Purchase)/sale of short-term 23 189 (86.4) 98 300 (67.3)
invesiments
Purchase of subsidiary companies (8} (84) {80.5) (8} - NM
Purchase of long-term investmenis 1% &) 218.7 (4} {3} 33.3
Sale of long-term Investments 293 23 NM 21 - NM
Purchase of property, plant and {737} (696} 5.9 (199} {183} 8.7
equipment
Capitalised interest paid {11) &) 37.5 (3} {2} 50.0
Net investing cash flows {453} (583) {22.3) (933 117 (179.5)
Proceeds from long-term debt and 397 389 2.1 (178} 389 (145.8)
derivatives
Repayment of long-term debt {660} (1,051) (37.2) (29} {759) 96.2)
derivatives
Proceeds from/{repayment of) 5 260 (98.1) (162} 22 (836.4)
short-term debt
Capital contributed 11 28 (66.7) 1 2 (50.0}
Capital repurchased {114} - NM (25} - NM
Dividends paid (1,073) (749) 43.3 (184} (189} (2.8)
Net financing cash flows (1,434) {1,123) 27.7 (577} (535} 7.9
Net cash flow (80) 3 NM (34} 72 NM

NM = Nota Meaningful Comparison
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SUPPLEMENTARY SEGMENTAL INFORMATION

NZ Operations

The following supplementary segmentat table summarises the performances of the Wired, Wireless,
IT Services and Internationat segments comprising New Zealand Operations. As these segments are
fully integrated within New Zealand Operations this does not attempt to present the Wired, Wireless,
IT Services and International businesses as stand-alone entities.

Year ended 30 June 2606

Wired Wireless IT Services International Biminaticns NZ Operations
$m $m $m $m $m $m
Externat revenue 2,941 865 368 265 - 4,439
internal Revenue 22 - 18 210 {178} 72
2,983 865 386 475 {178} 45114
External expenses
Labour {3486} {44} {116) {28) - {531}
intercarrier costs {105} {112} - {283) - {500}
Other operating expenses {584} {402} {219) {31} - {1,236}
Depreciation {310} {60) {8) {333 - {411}
Amortisation {68} {14} - {35) - {115}
internal expenses {156} {1 {16} {24} 178 {19}
{1,567} {633 {359) {431} 178 {2,812}
Earnings from operations 1,386 232 27 44 - 1,659
Year ended 30 June 2005
Wired Wireless IT Services International Himinations NZ Operations
$m $m $m $m $m $m
Externat revenue 2,921 799 328 231 - 4,279
internal Revenue 19 - g 196 {163} 61
2,940 799 337 427 {163} 4,340
External expenses
Labour {324} {35} {120) {25) - {504}
intercarrier costs {118} {107} - {243) - {468}
Other operating expenses {584} {393} {173} {31} - {1,181}
Depreciation {3061} (78) (N {30} - {416}
Amortisation {64} {12} {f {34} - {111}
internal expenses {148} {1 {13} {24} 163 {21}
{1,537} {624) {3186} {387} 163 {2,701}
Earnings from operations 1,403 175 21 40 - 1,639
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Quarter ended 30 June 2006

Wired Wireless IT Services International Biminations NZ Operations
$m $m $m $m $m $m
External revenue 08 223 100 78 1,107
nternal Revenue 8 8 &1 {45} 18
Ti4 223 106 127 {45} 1,125
External expenses
Labour {80y {11} {30} {B) {137)
intercarrier cosis {21} {24} - {77 {122}
Other operating expenses {145} {88} {61} {9 {303}
Depreciation (79 {15} {2} {9 {1058}
Amprtisation {17} {4} - {9 {30}
nternal expenses {38} {5) {B) 45 {4}
{380} {142} {88} {118} 45 {701}
Earnings from operations 324 81 8 11 424
Quarter ended 30 June 2005
Wired Wireless IT Services International Biminations NZ Operations
$m $m $m $m $m $m
Externat revenue T2 211 101 83 1,086
internal revenue 4] 4 45 {44} 10
T28 211 105 108 {44} 1,106
External expenses
Labour {84} {9} {32} {B) {131}
intercarrier cosis {29} {29} - {63} {121}
Other operating expenses {142} {105} {87} {8) {312}
Depreciation {786} {19} {3 {7 {1058}
Amprtisation {18} {3} - {9 {30}
nternal expenses {40} - {3) {B) 44 {5}
{389 {165} {85} {89) 44 {704}
Earnings from operations 337 46 10 g 402

Wired

Wired earnings from operations decreased by $7 million (0.5%} for 2006 and by $13 million (3.9%) for
Q4 2005-06 compared with the corresponding periods in the prior year.

Wired external revenues increased by 320 million (0.7%) for 2006 and decreased by $13 million
{1.8%) for Q4 2005-06 compared with the corresponding periods in the prior year with growth in
broadband and internet, direciories and data and declining calling and locat service revenues. The
Q4 decrease also reflected lower interconnection and other revenues.

Total expenses increased by $30 million {2.0%) for 2006 and increased by $1 million (0.3%) for Q4
2005-08 compared with the corresponding pericds in the prior year, largely due to increased labour
costs of $22 million (6.8%) for 2006 and $6 million {7.1%) for Q4 2005-08.
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Wireless

Wireless earmings from cperations increased by $57 million {32.6%) for 2006 and $35 million {76.1%)
for Q4 2005-06 compared with the corresponding periods in the prior year.

Wireless external revenues increased by $66 million {8.3%) for 2006 and $12 million {5.7%) for Q4
2005-06 compared with the corresponding periods in the prior year due 1o strong growth in data
revenues through higher data volumes, and higher voice revenues resulling from a higher connection
base.

Total expenses increased by $9 million {1.4%) for 2008 and decreased by $23 million {13.9%) for Q4
2005-06 compared with the corresponding periods in the prior year. The full year increase is largely
due to the growth in connections over the first three quarters of the 2005-06 year. The Q4 2005-06
decrease is largely due to lower other sales costs due o lower volumes, lower intercarrier costs due
to reduced costs paid to interconnection carriers and lower depreciation cost due to the impairment
taken on the TDMA network in prior years.

{T Services

IT Sarvices earnings from operations increased by $6 million (28.6%) for 2006 and decreased by $2
million {20.0%} for Q4 2005-06 compared with the corresponding periods in the prior year.

IT Services external revenues increased by $40 million {(12.2%) for 2006 and decreased by $1 million
{1.0%) for Q4 2005-06 compared with the corresponding periods in the prior year. Included in the
extemal revenue growth is revenue from Computeriand (acquired effective from 1 September 2004} of
$19 million. Excluding this Computerland revenue, IT Services external revenue grew $21 million
{6.4%) for 2006 due to strong growth in the existing business.

Total expenses increased by $43 million {13.6%) for 2006 and $3 million {3.2%) for Q4 2005-08
compared with the corresponding periods in the prior year. Included in the expenses growth is
expenses from Computerland of $18 million. Excluding these Computerland expenses, IT Services
expenses increased $25 million {7.9%) for 2006 due to growth in the existing business.

international

Internationat earnings from operations increased by $4 million (10.0%) for 2006 and increased by $2
million {22.2%} for Q4 2005-06 compared with the corresponding periods in the prior year.

Total International revenues increased by $48 million (11.2%} for 2006 and by $192 million {17.6%) for
Q4 2005-06 compared with the corresponding periods in the prior year. The increased revenue is due
to increased transit revenue as a result of strong volume growth.

Total expenses increased by $44 million (11.4%) for 2006 and by $17 million (17.2%) for Q4 2005-06
compared with the corresponding periods in the prior year. The increase is largely dus to increased
intercarrier costs due to strong growth in infernational transit volumes {mirroring the increase in
revenue noted above).
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Australian Consumer Unit results in New Zealand dollars

Year ended Quarter ended
30 June 30 June
2006 2005 Change 20086 2005 Change
$m $m % $m $m %

Operating revenues
Calling 200 223 (10.3} 48 52 (7.7}
Mobite 72 105 (31.4} 16 20 (20.0)
Data 4 3 33.3 1 1 -
Broadhand and internet 46 19 110.5 14 4] 133.3
Resale 298 301 (1.0} 81 75 8.0
Other operating revenue 6 2 200.0 1 1 -

820 653 (5.1% 161 155 3.9
Operating expenses
Labour 18 12 50.0 5 3 66.7
Intercarrier costs 378 387 (2.3} 164 91 14.3
Other operating expenses 78 93 (16.1} 12 22 {45.5)
internal expenses 8 8 33.3 3 2 50.0

482 498 (3.2} 124 118 5.1
Business Unit Contribution 138 155 (11.0) 37 37 -
NM = Noia Meaningful Comparison
Australian Business Unit results in New Zealand dollars

Year ended Quarter ended
30 June 30 June
2006 2005 Change 2006 2005 Change
$m $m % $m $m %

Operating revenues
Local sendce 33 39 (15.4} 8 9 (1.1}
Calling 218 228 (3.5} 53 58 (5.4}
Interconnection 41 42 (2.4) 10 11 (9.1
Mobite 26 27 {3.7% 8 6 -
Data 1860 185 {(13.5) 38 44 (13.6)
Broadband and intemet 73 73 - 19 17 11.8
Resale 85 38 80.8 27 10 170.0
Other operating revenue 74 79 (6.3} 28 21 23.8
internal revenue 18 18 - 4 4 -

708 725 (2.3} 191 178 7.3
Operating expenses
Labour 71 56 26.8 18 15 20.0
intercarrier costs 324 330 {1.8} 88 80 10.0
Other operating expenses 88 59 16.9 22 15 46.7
internal expenses 83 52 21.2 15 9 66.7

527 497 6.0 143 119 20.2
Business Unit Contribution 181 228 {20.8) 43 59 {18.6}

NM = Noia Meaningful Comparison
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